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Preamble 

Some time back, often I use to hear about “Globalisation” during meetings and personal 

interviews that, how the World is becoming a smaller place, now I believe that it has indeed 

became so in the current scenario when it is difficult for any professional or a businessman 

to work only locally without having or soon to have some kind of business or professional 

international opportunity. 

If you are a business man, an employee within the tax or finance department of an 

organisation or you have your own practise, either you are already in or very soon be in any 

of the following situations.   

I am heading a MNC 

Wow, do you know, I am going to head a MNC. I am very good in administration, managing 

finance and internal controls since many years and I am also very good in sales. I have every 

quality to head a MNC but I still losing my confidence because, just because, I am not good 

enough in taxation and I am finding it very difficult to plan group transaction in a way that  

all resources can be utilised at their best optimal level with minimum or no tax effect. 

Or 

I am planning to expand my business 

I have a plan to expend my business in different geographical democracies. Funding, 

product planning, marketing strategy, logistics support, …. Everything is arranged but I still 

can’t decide whether my business will be profitable or the taxes will wipe out the surplus. 

Or 

I am a practising Professional  

Wow, I am a practitioner, doing practice since many years, recently I received an inquiry 

from one of my client that he is going to invest in foreign countries and he wants me to 

design his transaction. But I am not familiar with taxing system in different tax judiciaries so 

I am planning to share my profit with someone else or I have to deny my client. 

I generally found that people are very afraid to hear the term “Taxation” either locally or 

globally and find it very difficult to understand it.  

Imagine a quote for supply of materials without considering the local VAT! 

Imagine a cash flow planning without considering the international withholding taxes! 

Imagine budgeting for human resources without considering the personal taxes! 

Yes you are absolutely correct it will go for a toss!!! 
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They can do whatever it takes but still fail and are allergic to taxation they find it difficult to 

manage it and in turn they are bound to schedule appointments with the tax consultants 

even for smallest matters.  

Based on my observation and interaction with people of different nationalities made me 

think about doing something for easing out their problem, taxation is not witchcraft or some 

kind of black magic. It is very simple thing that can be understood. Even a layman can 

understand it and plan his cross border transaction by giving some time in understanding 

the basics of taxation. 

So, I am pleased to present my first compendium on international taxation to a first step in 

understanding tax for the tax fearing people across the globe. 
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Index to decoding taxation 

1. What is tax? 

2. Tax Judiciaries in the world. 

3. Tax Havens. 

4. International tax treaties. 

5. An overview of taxing structure in different tax countries. 

5.1) Argentina (Buenos Aires) (SA) 

5.2) Australia (Canberra) (AU) 

5.3) Austria (Vienna) (EU) 

5.4) Belgium (Brussels) (EU) 

5.5) Brazil (Brasilia) (SA) 

5.6) Cameroon (Yaounde) (AF) 

5.7) Canada (Ottawa) (NA) 

5.8) China (Beijing) (AS) 

5.9) Colombia (Bogota) (SA) 

5.10) Egypt (Cairo) (AF) 

5.11) France (Paris) (EU) 

5.12) Germany (Berlin) (EU) 

5.13) Ghana (Accra) (AF) 

5.14) India (New Delhi) (AS) 

5.15) Indonesia (Jakarta) (AS) 

5.16) Iraq (Baghdad) (AS) 

5.17) Israel (Jerusalem) (AS) 

5.18) Italy (Rome) (EU) 

5.19) Japan (Tokyo) (AS) 

5.20) Kenya (Nairobi) (AF) 

5.21) Korea, South (Seoul) (AS) 

5.22) Kuwait (Kuwait City) (AS) 

5.23) Malaysia (Kuala Lumpur) (AS) 

5.24) Mauritius (Port Louis) (AF) 

5.25) Mexico (Mexico City) (NA) 

5.26) Morocco (Rabat) (AF) (including Western Sahara) 

5.27) New Zealand (Wellington) (AU) 
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5.28) Nigeria (Abuja) (AF) 

5.29) Oman (Muscat) (AS) 

5.30) Pakistan (Islamabad) (AS) 

5.31) Paraguay (Asuncion) (SA) 

5.32) Poland (Warsaw) (EU) 

5.33) Portugal (Lisbon) (EU) 

5.34) Qatar (Doha) (AS) 

5.35) Russian Federation (Moscow) (AS) 

5.36) Saudi Arabia (Riyadh) (AS) 

5.37) Singapore (Singapore City) (AS) 

5.38) South Africa (Pretoria, Cape Town, Bloemfontein)(AF) 

5.39) Spain (Madrid) (EU) 

5.40) Sri Lanka (Colombo) (AS) 

5.41) Switzerland (Bern) (EU) 

5.42) Thailand (Bangkok) (AS) 

5.43) Trinidad and Tobago (Port-of-Spain) (NA) 

5.44) Turkey (Ankara) (AS) & (EU) 

5.45) United Kingdom (London) (EU) 

5.46) United States (Washington D.C.) (NA) 

 

6. Table of Tax rates applicable to different countries (A quick reference) 

7. Some basic concept that everyone should know about taxation. 
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1. What is tax? 
 

“The hardest thing to understand in the world is the income 

tax.” 

- Albert Einstein  

 

“When there is an income tax, the just man will pay more and 

the unjust less on the same amount of income.” 

- Plato  

 

“Government's view of the economy could be summed up in a 

few short phrases: If it moves, tax it. If it keeps moving, 

regulate it. And if it stops moving, subsidize it.” 

- Ronald Reagan  

 

“What is the difference between a taxidermist and a tax 

collector? The taxidermist takes only your skin.” 

- Mark Twain 

 

 The above are some famous quotes about taxation from one of the 

commonly appraised personalities of their class in this world. The above quotes are 

simply narrating dissatisfaction, dislike, hate in people towards taxation.  

What is Tax or Taxation? 

As we all know that, taxation is a source of funding for various social objectives. 

Taxes are necessary to fund government treasury for its public expenditure. It is not 

a burden, nor meant to harm people. Your tax liability arises only if you or your 

business activities are assessable to tax. 

Types of Tax? 

Governments are using two way system of taxation Direct and Indirect. Direct taxes 

are the taxes which are directly collected from the people like Income Tax and 

Wealth Tax, Capital Gain Tax etc. Indirect tax are the taxes which are not directly 

collected from the people but effect of the which is being passed on the people like 

tax on production, tax on sales, tax on services etc. 
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How it works? 

Government are not taking anything with it. It is giving back to the society whatever it 

had collected from society as public expenditure. 

 

 

Ok it’s enough to praise to Taxation or Acts of governments. Now, we are 

proceeding further to know some more concepts of taxation and tax regimes. 

International taxation 

International taxation is the study or determination of tax on a person or business 

subject to the tax laws of different countries or the international aspects of an 

individual country's tax laws. 

Governments usually limit the scope of their income taxation in some 

manner territorially or provide for offsets to taxation relating to extraterritorial income.  

The manner of limitation generally takes the form of a territorial, residency, or 

exclusionary system. Some governments have attempted to mitigate the differing 

limitations of each of these three broad systems by enacting a hybrid system with 

characteristics of two or more. 

Many governments, tax individuals and/or enterprises on income. Such systems of 

taxation vary widely, and there are no broad general rules. These variations create 

the potential for double taxation (where the same income is taxed by different 

countries) and no taxation (where income is not taxed by any country).  

Income tax systems may impose tax on local income only or on worldwide income. 

Generally, where worldwide income is taxed, reductions of tax or foreign credits are 

Mass People 

Tax 
Collection by 
Government 

Public 
Expenditure 

by 
Government 
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provided for taxes paid to other jurisdictions. Limits are almost universally imposed 

on such credits.  

With any system of taxation, it is possible to shift or characterize income in a manner 

that reduces taxation. Jurisdictions often impose rules relating to shifting income 

among commonly controlled parties, often referred to as transfer pricing rules.  

Residency based systems are subject to taxpayer attempts to defer recognition of 

income through use of related parties. A few jurisdictions impose rules limiting 

such deferral ("anti-deferral" regimes). Deferral is also specifically authorized by 

some governments for particular social purposes or other grounds.  

Agreements among governments (treaties) often attempt to determine who should 

be entitled to tax what. Most tax treaties provide for at least a skeleton mechanism 

for resolution of disputes between the parties. 
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2. Tax Judiciaries in the world. 

All over the world, Organisation for Economic Co-operation and Development 

(OECD) is working for the harmonisation of the economic affairs between the 

member countries. It also consistently tries to have similar tax and accounting 

practices in the member countries. 

I am mainly covering only those OECD member countries which are the top 

economies in this world and desired investment destinations. 

 

  
America 

 Canada (Ottawa) 

 Mexico (Mexico City)  

 Trinidad and Tobago (Port-of-Spain) 

 United States (Washington D.C.)  

Asia 

 China (Beijing)  

 India (New Delhi) 

 Indonesia (Jakarta)  

 Iraq (Baghdad)  

 Israel (Jerusalem) 

 Japan (Tokyo)  

 Korea, South (Seoul) 

 Kuwait (Kuwait City)  

 Malaysia (Kuala Lumpur)  
 Oman (Muscat)  

 Pakistan (Islamabad)  

 Qatar (Doha)  

 Russian Federation (Moscow)  

 Saudi Arabia (Riyadh)  

 Singapore (Singapore City)  

 Sri Lanka (Colombo)  

 Thailand (Bangkok)  

European Union 

 Austria (Vienna)  

 Belgium (Brussels)  

 France (Paris) 

 Germany (Berlin) 

 Italy (Rome) 

 Poland (Warsaw)  

 Portugal (Lisbon)  

 Spain (Madrid)  

 Switzerland (Bern)  

 Turkey (Ankara)  
 United Kingdom (London)  

Australia 

 Australia (Canberra) (AU) 

 New Zealand (Wellington)  

Africa 

 Argentina (Buenos Aires) 

 Brazil (Brasilia)  

 Cameroon (Yaounde)  

 Colombia (Bogota)  

 Egypt (Cairo) 

 Ghana (Accra)  

 Paraguay (Asuncion)  

 Kenya (Nairobi)  

 Mauritius (Port Louis)  

 Morocco (Rabat)  

 Nigeria (Abuja)  
 South Africa 
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3. Tax Havens. 

 

Tax havens are defined as the countries or independent areas where taxes are 

levied at a lower rate or no tax levied at all.  

Country that offers foreign individuals and businesses little or no tax liability in a 

politically and economically stable environment are termed as Tax havens, they  

provide little or no financial information to foreign tax authorities. 

Individuals and businesses that do not reside in a tax haven can take advantage of 

these countries' tax regimes to avoid paying taxes in their home countries. Generally, 

Tax havens do not require that an individual reside in or a business operate out of 

that country in order to benefit from its tax policies.  

Individuals or corporate entities can find it attractive to establish shell subsidiaries or 

move themselves to areas with reduced or nil taxation levels relative to 

typical international taxation. This creates a situation of tax competition among 

governments. Different jurisdictions tend to be havens for different types of taxes, 

and for different categories of people or companies. States that are sovereign or self-

governing under international law have theoretically unlimited powers to enact tax 

laws affecting their territories, unless limited by previous international treaties. There 

are several definitions of tax havens.   

At the risk of gross oversimplification, it can be said that the advantages of tax 

havens are viewed in the following principal contexts  

Personal residency: 

Since the early 20th century, wealthy individuals from high-tax jurisdictions used to 

relocate themselves in low-tax jurisdictions. In most countries in the world, residence 

is the primary basis of taxation. In some cases the low-tax jurisdictions levy no, or 

only very low, income tax. But almost no tax haven assesses any kind of capital 

gains tax, or inheritance tax. Individuals who are unable to return to a higher-tax 

country in which they used to reside for more than a few days a year are sometimes 

referred to as tax exiles. 
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Corporate residency: 

Corporate persons, in contrast to natural persons, can own subsidiary corporations 

in many countries. That allows them to take advantage of the variety of laws, 

regulations, and conventions in multiple countries, without overtly engaging in any 

questionable activities. Only in extreme cases will they move their formal corporate 

headquarters.  

Asset holding: 

Asset holding involves utilizing an offshore trust or offshore company, or a trust 

owning a company. The company or trust will be formed in one tax haven, and will 

usually be administered and resident in another. The function is to hold assets, 

which may consist of a portfolio of investments under management, trading 

companies or groups, physical assets such as real estate or valuable chattels. The 

essence of such arrangements is that by changing the ownership of the assets into 

an entity which is not tax resident in the high-tax jurisdiction, they cease to be 

taxable in that jurisdiction. Often the mechanism is employed to avoid a specific tax.  

For example, a wealthy testator could transfer his house into an offshore company; 

he can then settle the shares of the company on trust (with himself being a trustee 

with another trustee, whilst holding the beneficial life estate) for himself for life, and 

then to his daughter. On his death, the shares will automatically vest in the daughter, 

who thereby acquires the house, without the house having to go through probate and 

being assessed with inheritance tax. (Most countries assess inheritance tax, and all 

other taxes, on real estate within their jurisdiction, regardless of the nationality of the 

owner, so this would not work with a house in most countries. It is more likely to be 

done with intangible assets.) 

Trading and other business activity: 

Many businesses which do not require a specific geographical location or extensive 

labour are set up in tax havens, to minimize tax exposure. Perhaps the best 

illustration of this is the number of reinsurance companies which have migrated 

to Bermuda over the years. Other examples include internet based services and 

group finance companies. In the 1970s and 1980s corporate groups were known to 

form offshore entities for the purposes of "re-invoicing". These re-invoicing 

companies simply made a margin without performing any economic function, but as 
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the margin arose in a tax free jurisdiction, it allowed the group to "skim" profits from 

the high-tax jurisdiction.  

Financial intermediaries: 

Much of the economic activity in tax havens today consists of professional financial 

services such as mutual funds, banking, life insurance and pensions. Generally the 

funds are deposited with the intermediary in the low-tax jurisdiction, and the 

intermediary then on-lends or invests the money (often back into a high-tax 

jurisdiction). Although such systems do not normally avoid tax in the principal 

customer's jurisdiction, it enables financial service providers to provide multi-

jurisdictional products without adding an additional layer of taxation. This has proved 

particularly successful in the area of offshore funds.  

This type of methodology has been used by Google and came to light in the year 

2010 when it was reported that Google uses techniques called the "Double Irish" and 

"Dutch Sandwich" to reduce its corporate income tax to 2.4%, by funnelling its 

corporate income through Ireland and from there to a shell in the Netherlands where 

it can be transferred to Bermuda, which has no corporate income tax. The search 

engine is using Ireland as a conduit for revenues that end up being cost to another 

country where its intellectual property (the brand and technology such as Google's 

algorithms) is registered. In Google's case this country is Bermuda. In the year 2009, 

the internet giant made a gross profit of €5.5bn, but reported an operating profit of 

€45m after "administrative expenses" of €5.467bn were stripped out. In classic 

economic analysis, if a company was spending 99.4% of gross profits on 

administrative expenses, then the company would be considered to operating very 

inefficiently. Administrative expenses largely refer to royalties (or a licence fee) 

Google pays it Bermuda HQ for the right to operate. Google has uncovered a highly 

efficient tax structure across six territories that meant Google paid just 2.4% tax on 

operations outside the US.  

Anonymity and bearer shares: 

Bearer shares allow for anonymous ownership, and thus have been criticized for 

facilitating money laundering and tax evasion; these shares are also available in 

some OECD countries, such as in the U.S. state of Wyoming.  
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Money and exchange control: 

Most tax havens have a double monetary control system which distinguish residents 

from non-resident as well as foreign currency from the domestic one. In general, 

residents are subject to monetary controls but not non-residents. A company, 

belonging to a non-resident, when trading overseas is seen as non-resident in terms 

of exchange control. It is possible for a foreigner to create a company in a tax haven 

to trade internationally; the company’s operations will not be subject to exchange 

controls as long as it uses foreign currency to trade outside the tax haven. Tax 

havens usually have currency easily convertible or linked to an easily convertible 

currency. Most are convertible to US dollars, euro or to pounds sterling. 

From the above discussion it is pretty simple that tax havens may be different for 

different countries because one country may not have DTAA or other taxing 

agreements with the other or one may provide some special incentives to other like 

most favoured nation (MFA) but the same incentives may not be applicable for other 

countries. In this way one country may act as a tax haven for a country but not for 

the all.  
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4. International tax treaties 

Most of the countries have agreed with other countries in treaties to mitigate the 

effects of double taxation (Double Tax Avoidance Agreement). Tax treaties may 

cover income taxes, inheritance taxes, value added taxes, or other taxes. Tax 

treaties tend to reduce taxes of one treaty country for residents of the other treaty 

country in order to reduce double taxation of the same income. 

The stated goals for entering into a treaty often include reduction of double taxation, 

eliminating tax evasion, and encouraging cross-border trade efficiency. Tax treaties 

improve certainty for taxpayers and tax authorities in their international dealings. 

The Organisation for Economic Co-operation and Development (OECD) model 

treaty is often used as such a starting point.  

Tax residency 

In general, the benefits of tax treaties are available only to persons who are 

residents of one of the treaty countries. In most cases, a resident of a country is any 

person that is subject to tax under the domestic laws of that country by reason of 

domicile, residence, place of incorporation, or similar criteria.  

Entities may be considered resident based on their country of seat of management, 

their country of organization, or other factors. The criteria are often specified in a 

treaty, which may enhance or override local law. It is possible under most treaties for 

an entity to be resident in both countries, particularly where a treaty is between two 

countries that use different standards for residence under their domestic law. Some 

treaties provide “tie breaker” rules for entity residency, some do not.   

Permanent establishment 

Most treaties provide that business profits (sometimes defined in the treaty) of a 

resident of one country are subject to tax in the other country only if the profits arise 

through a permanent establishment in the other country. Many treaties, however, 

address certain types of business profits (such as directors' fees or income from the 

activities of athletes and entertainers) separately. Such treaties also define what 

constitutes a permanent establishment (PE). Most but not all tax treaties follow the 

definition of PE in the OECD Model Treaty.  Certain locations are specifically 

enumerated as examples of PEs, including branches, offices, workshops, and 

others. Specific exceptions from the definition of PE are also provided, such as a site 

where only preliminary or ancillary activities are conducted. 

While in general tax treaties do not specify a period of time for which business 

activities must be conducted through a location before it gives rise to a PE, most 

OECD member countries do not find a PE in cases in which a place of business 

exists for less than six months, absent special circumstances. Many treaties explicitly 

provide a longer threshold, commonly one year or more, for which a construction site 

must exist before it gives rise to a permanent establishment.  
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Even where a resident of one country does not conduct its business activities in 

another country through a fixed place or business, a PE may still be found to exist in 

that other country where the business is carried out through a person in that other 

country that has the authority to conclude contracts on behalf of the resident of the 

first country.  

Withholding taxes 

Many tax systems provide for collection of tax from non-residents by requiring payers 

of certain types of income; to withhold tax from the payment and remit it to the 

government. Such income often includes interest, dividends, royalties, and payments 

for technical assistance. Most tax treaties reduce or eliminate the amount of tax 

required to be withheld with respect to residents of a treaty country.  

Tax exemptions 

Most tax treaties also provide that certain entities exempt from tax in one country are 

also exempt from tax in the other. Entities typically exempt include charities, pension 

trusts, and government owned entities. Many treaties provide for other exemptions 

from taxation that one or both countries as considered relevant under their 

governmental or economic system.  

Harmonization of tax rates 

Tax treaties usually specify the same maximum rate of tax that may be imposed on 

some types of income. As an example, a treaty may provide that interest earned by a 

non-resident eligible for benefits under the treaty is taxed at no more than five 

percent (5%). However, local law in some cases may provide a lower rate of tax 

irrespective of the treaty. In such cases, the lower local law rate prevails.  

Double tax relief 

Nearly all tax treaties provide a specific mechanism for eliminating it, but the risk of 

double taxation is still potentially present. This mechanism usually requires that each 

country grant a credit for the taxes of the other country to reduce the taxes of a 

resident of the country. The treaty may or may not provide mechanisms for limiting 

this credit, and may or may not limit the application of local law mechanisms to do 

the same.  

Mutual enforcement 

Taxpayers may relocate themselves and their assets to avoid paying taxes. Some 

treaties thus require each treaty country to assist the other in collection of taxes and 

other enforcement of their tax rules. Most tax treaties include, at a minimum, a 

requirement that the countries exchange of information needed to foster 

enforcement.  
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Tax information exchange agreement 

The purpose of this agreement is to promote international co-operation in tax matters 

through exchange of information. It was developed by the OECD Global Forum 

Working Group on Effective Exchange of Information. 

Dispute resolution 

Nearly all tax treaties provide some mechanism under which taxpayers and the 

countries can resolve disputes arising under the treaty. Generally, the government 

agency responsible for conducting dispute resolution procedures under the treaty is 

referred to as the “competent authority” of the country. Competent authorities 

generally have the power to bind their government in specific cases. The treaty 

mechanism often calls for the competent authorities to attempt to agree in resolving 

disputes. 

Limitations of benefits 

Recent treaties of certain countries have contained an article intended to prevent 

"treaty shopping," which is the inappropriate use of tax treaties by residents of third 

states. These limitation of benefits articles deny the benefits of the tax treaty to 

residents that do not meet additional tests. Limitation of Benefits articles vary widely 

from treaty to treaty, and are often quite complex.   

Priority of law 

Treaties are considered the supreme law of many countries. In those countries, 

treaty provisions fully override conflicting domestic law provisions. In some countries, 

treaties are considered of equal weight to domestic law. In those countries, a conflict 

between domestic law and the treaty must be resolved under the dispute resolution 

mechanisms of either domestic law or the treaty. 

Generally in conflicts in the provisions of Treaty and Domestic Laws; Treaty Prevails. 

Here we can draw a basic cardinal 

rule that is before doing anything 

look at the treaty. 
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5.1) Argentina (Buenos Aires) (SA)  

Highlights 

Tax Rate(%) 

Corporate Income Tax 35 

Capital Gains Tax 15/35 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 5 Years 

Value-added tax (VAT) Standard 21 other 10.5/27 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

Resident companies are taxed on worldwide income. Any profits, including capital 

gains, are taxable. Companies incorporated in Argentina and branches of foreign 

companies are considered to be resident companies. Tax on Minimum Presumed 

Income (TMPI) may offset regular income tax in the following 10 tax years. 

Capital gains: 

Capital gains derived by tax-resident companies are included in taxable income and 

taxed at the regular corporate tax rate. Capital gains derived by non-Argentine 

companies from the sale, exchange, barter or disposal of shares, quotas, 

participations in entities, titles, bonds and other securities are subject to a 15% tax. 

This tax may be calculated on actual net income or on 90% presumed income, 

thereby resulting in an effective 13.5% tax on the sale price. 

Administration:  

1. The tax year for a company is its accounting year. Companies are required to 

make 10 advance payments of corporate income tax. The first payment is equal 

to 25% of the preceding year’s tax and the other payments are each equal to 

8.33% of such tax. The payments are due monthly beginning in the sixth month 

after the end of the accounting year. The due dates depend on the company’s 

taxpayer registration number. 
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2. Companies must file their tax returns and pay any balance due by a specified 

date in the fifth month after their accounting year. If the payment is late, interest is 

charged. 

Dividends:  

1. Dividends and branch remittances are subject to a 10% withholding tax paid out 

of after-tax income. If the amount of a dividend distribution or a profit remittance 

exceeds the after-tax accumulated taxable income of the payer (determined in 

accordance with rules in the income tax law), a separate final withholding tax of 

35% may be imposed on the excess, regardless of the application of the general 

10% dividend withholding tax. 

2. Withholding taxes on interest and royalties. Final withholding taxes are imposed 

on interest and royalties paid to non-residents. A withholding tax rate of 15.05% 

applies to the following types of interest payments: 

 Interest on loans obtained by Argentine financial entities. 

 Interest on loans granted by foreign financial entities located in the following 

jurisdictions: 

- Jurisdictions not listed as tax havens under the Argentine income tax 

regulations. 

- Jurisdictions that have signed exchange of information agreements with 

Argentina and have internal rules providing that no banking, stock market 

or other secrecy regulations can be applied to requests for information by 

the Argentine tax authorities. 

 Interest on loans for the importation of movable assets, except automobiles, if 

the loan is granted by the supplier of the goods. 

 Under certain conditions, interest on investments in Argentine financial 

entities. The withholding tax rate for all other interest payments to non-

residents is 35%. 

3. The general withholding tax rate for royalties is 31.5%. If certain requirements are 

satisfied, a 21% rate may apply to technical assistance payments and a 28% rate 

may apply to certain royalties. 
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Foreign tax relief: 

1. Resident companies may credit foreign income taxes against their Argentine tax 

liability, up to the amount of the increase in that liability resulting from the 

inclusion of foreign source income in the tax base. 

2. Direct and indirect foreign tax credits are available. To qualify for an indirect 

foreign tax credit, an Argentine company must own directly at least 25% of a 

first-tier subsidiary’s shares. In addition, for a foreign tax credit regarding a 

second-tier subsidiary, an Argentine company must have an indirect ownership 

interest of at least 15%. The credit does not apply below the second tier. 

 

Determination of trading income: 

General: 

1. Tax is applied to taxable income, which is the accounting profit earned in the tax 

period after adjustments provided for by the tax law. Exemptions are usually 

insignificant. 

2. Expenses are deductible to the extent incurred in producing taxable income, 

subject to certain restrictions and limitations, including, among others, those 

applicable to the following: 

 Representation expenses 

 Directors’ fees 

 Royalties for patents and trademarks paid to non-residents Depreciation, 

rental  payments and all other automobile expenses, such as license fees, 

insurance, fuel and maintenance, are also deductible, subject to certain 

restrictions. In general, certain limitations apply to the deductibility of interest 

payments to foreign related entities that are not subject to the withholding tax 

rate of 35%. 

3. Any expense incurred by an Argentine company in favor of a foreign related party 

that is deemed Argentine-source income for the recipient of the payment can be 

deducted for tax purposes in the year of accrual only if the payment is made by 

the date when the income tax return for that year is due. Otherwise, such 

expenses must be deducted in the year of payment. This limitation also applies to 

expenses paid to individuals or entities located in tax havens, regardless of 

whether they are related parties.  
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4. Foreign-exchange losses. Non-capital foreign-currency gains and losses arising 

from customary business transactions are treated as business income or 

expenses for the year in which the exchange fluctuation occurs.  

Inventories: 

Stock is valued according to procedures established by the tax law, which result in 

values nearly equal to its market value or replacement cost at the end of the tax 

period, depending on the type of goods. 

Provisions: 

A provision for bad debts is allowed. However, it must be computed according to 

rules prescribed by the tax law.  

Depreciation: 

Tangible assets may be depreciated using the straight line method over the assets’ 

expected lives. A method based on effective use may also be acceptable. In general, 

buildings are depreciated at an annual rate of 2%. However, a higher rate may be 

acceptable if it is established that, because of the materials used to construct the 

building, the expected useful life is less than 50 years. The law does not specify 

rates for movable assets. Intangible property may be depreciated only if it has a 

limited life based on its characteristics. Certain assets, such as goodwill and trade 

names, may not be depreciated. 

Relief for losses: 

Losses resulting from sales of shares or from foreign source activities may offset 

only the same type of income. Except for hedge transactions, losses resulting from 

the rights contained in derivative instruments or contracts may offset only the net 

income generated by such rights during the fiscal year in which the losses were 

incurred or in the following five fiscal years. For this purpose, a transaction or 

contract involving derivatives is considered a hedge transaction if its purpose is to 

reduce the impact of future fluctuations in market prices or fees on the results of the 

primary economic activities of the hedging company. 

Miscellaneous matters: 

General: 

1. Exporters must repatriate into Argentina the cash derived from exports of goods 

and services within a specified time period. Funds deriving from loans granted 
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from abroad must be received in Argentina and remain in the country for a 

minimum term. In certain circumstances, 30% of the funds received from abroad 

must be held as foreign currency in a non-interest-bearing deposit for a one-year 

period. 

2. Various types of payments abroad, including dividends, principal and interest and 

payments for services and for imports of goods, are subject to certain 

requirements. In addition to Central Bank regulations, import transactions must 

be approved in advance by the tax authorities through an Early Import 

Declaration. Payments for services, royalties and similar items are subject to the 

Early Declaration System for Services. Payments of interest, dividends and other 

items are subject to the Early Declaration System of Payments Abroad. 

Debt to equity rules: 

Under general principles, transactions between related parties must be made on an 

arm’s length basis. A debt to equity ratio of 2:1 for the deduction of interest applies to 

loans granted by foreign entities that control the Argentine borrower company 

(according to the definition provided for transfer-pricing purposes), except for those 

cases in which interest payments are subject to a withholding tax rate of 35%. If the 

debt to equity ratio is applicable, interest paid on liabilities in excess of the ratio is 

non-deductible. The interest expenses disallowed as a deduction, as a result of this 

limitation, are treated as dividends and may not be deducted in future years. 

Transfer pricing:  

1. The Argentine law includes transfer-pricing rules that generally apply to 

transactions between related parties. In addition, transactions between unrelated 

parties may also be subject to these rules. Transactions with entities and 

individuals located in low-tax jurisdictions are deemed to be not carried out at 

arm’s length.  

2. The law provides for the following transfer-pricing methods: 

a) Comparable uncontrolled price method  

b) Resale price method 

c) Cost-plus method 

d) Profit-split method 

e) Transactional net margin method 
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If exports of agricultural commodities and other products with a publicly quoted 

price are made to related parties and if an international intermediary who is not 

the effective purchaser of the products participates in the transaction, the 

appropriate transfer price is deemed to be the higher of the market quote on the 

day the products are delivered and the price agreed to by the parties. 

3. This rule does not apply if the foreign intermediary meets the following 

requirements: 

 It has a real presence and maintains a commercial establishment to manage its 

own activities in its country of residence, and it has assets, risks and functions 

(operations) that correspond with the volume of its transactions. 

 Its principal source of income is not passive income, income from trading goods 

to or from Argentina, or income from intragroup trading. 

 Its intragroup operations do not exceed 30% of its annual transactions. A 

taxpayer must submit the following to the tax authorities to demonstrate the 

reasonableness of its transfer-pricing policy:  

- special tax returns 

- special report signed by an independent certified public accountant, which 

is based on a mandatory transfer-pricing study. 
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5.2) Australia (Canberra) (AU) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 30 

Capital Gains Tax 30 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Indefinite period with 1 year carry back 

Value-added tax (VAT) Standard 21 other 10.5/27 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

Australia’s tax law distinguishes income, gains and losses from capital gains and 

losses, using principles from case law (no statutory definitions exist). Broadly, capital 

gains and losses are not assessable or deductible under the ordinary income tax 

rules. However, the capital gains tax (CGT) provisions in the tax law may apply. 

Capital gains: 

1. The CG provisions apply to gains and losses from designated CG events. The list 

of designated CG events includes disposals of assets, grants of options and 

leases, and events arising from the tax-consolidation rules. 

2. Capital gains are calculated by identifying the capital proceeds with respect to the 

CG event and deducting the cost base. CG gains are reduced by amounts that 

are otherwise assessable. 

3. Transfers within a tax-consolidated group are ignored for tax purposes. 

4. Capital losses are deductible only from taxable capital gains; they are not 

deductible from ordinary income. However, ordinary or trading losses are 

deductible from net taxable capital gains. 

5. Foreign residents are subject to CG if an asset is “taxable Australian property,” 

which includes broadly the following: 

 Taxable Australian real property: real property located in Australia including a 

leasehold interest in land, or mining and quarrying or prospecting rights, if the 

minerals, petroleum or quarry materials are located in Australia. 
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 Indirect Australian real property interest: broadly, a non-portfolio interest in an 

Australian or foreign entity if more than 50% of the market value of the entity’s 

assets relates to assets that are taxable Australian real property. 

 The business assets of an Australian permanent establishment. The 

government will introduce a non-final withholding regime to support the 

operation of the foreign resident CG regime, effective from 1 July 2016. 

6. CGT participation exemption for disposals of shares in foreign companies. The 

capital gain or capital loss derived by a company from the disposal of shares in a 

foreign company may be partly or wholly disregarded to the extent that the 

foreign company has an underlying active business, if the company has held a 

direct voting interest in the foreign company of at least 10% for a period of at 

least 12 months in the 2 years before the disposal. This participation exemption 

can also reduce the attributable in come arising from the disposal of shares 

owned by a controlled foreign company in another foreign company. 

Dividends: 

1. Franked distributions received by resident companies from other Australian 

resident companies are effectively received free from tax under the gross-up and 

tax offset rules. 

2. Dividends paid by Australian resident companies are franked with an imputation 

credit to the extent that Australian corporate income tax has been paid by the 

company on the income being distributed. The proposed Paid Parental Leave 

Scheme Levy of 1.5% will not create franking credits. Tax rules discourage 

companies from streaming imputation credits to those shareholders that can 

make the most use of the credits, at the expense of other shareholders.  

3. A company may select its preferred level of franking with reference to its existing 

and expected franking account surplus and the rate at which it franked earlier 

distributions. However, under the “benchmark rule,” all distributions made by a 

private company within a franking period must generally be franked to the same 

extent. 

4. Resident corporate shareholders; A resident company receiving franked 

distributions grosses up the dividend amount received by the amount of its 

franking credit (the credit equals the tax paid by the paying entity). The grossed-

up amount is included in the assessable income of the recipient company. The 
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recipient company is entitled to a tax offset (rebate) equal to the amount of the 

franking credit on the distribution that may be used against its own tax payable. In 

addition, the recipient company is allowed a franking credit in its own franking 

account, which may in turn be distributed to the company’s shareholders. 

5. A resident company is subject to tax on un-franked dividends received, but 

special rules apply for certain income passed to non-resident shareholders. 

6. Resident individual shareholder; The shareholder includes the dividend received 

plus the full imputation credit in assessable income. The imputation credit can be 

offset against personal tax assessed in the same year. Excess credits relating to 

dividends received are refunded to the shareholder. 

7. Non-resident shareholders; corporate and non-corporate; Items relevant to 

dividends and foreign shareholders include the following: 

 To the extent that franked dividends are paid to non-residents, they are free 

from dividend withholding tax. 

 Refunds of imputation credits are not available for non-residents. 

 Special rules apply to un-franked dividends received and flowed on by an 

Australian company to its Non-resident parent company. 

8. If the Australian company receives un-franked non-portfolio dividends (from 

holdings of at least 10% of the voting power in the company paying the 

dividends) and in turn pays a flow-on dividend to its Non-resident parent 

company, the Australian company may be eligible for a deduction equivalent to 

the un-franked non- portfolio dividend. Various conditions must be satisfied. 

9. Special rules apply to “conduit foreign income” that flows through Australian 

companies to foreign investors. Broadly, conduit foreign income is foreign-source 

income earned by an Australian company that is not taxed in Australia. A 

distribution that an Australian corporate tax entity makes to a foreign resident is 

not subject to dividend withholding tax and is not assessable income, to the 

extent that the entity declares it to be conduit foreign income. 

Foreign tax relief: 

Australian residents are subject to Australian tax on their worldwide income, but they 

may receive a foreign income tax offset for foreign taxes paid on foreign-source 

income included in assessable income. Foreign income tax offsets must be used in 

the year in which the related foreign-source income is included in assessable 
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income. Otherwise, they are lost without having provided any relief from double 

taxation. For controlled foreign companies (CFCs; ), a modified system applies. 

 

Determination of trading income: 

General: 

1. Taxable income is defined as assessable income less deductions. Assessable 

income includes ordinary income and statutory income (specifically listed in the 

tax law as being assessable income). Non-cash business benefits may be 

included as income in certain circumstances. 

2. The following types of income are not included in assessable income: 

 Profits from foreign branches of Australian companies (other than, broadly, 

income that would be attributable under the CFC rules). 

 Amounts paid out of income previously taxed under the CFC rules. 

 Non-portfolio dividends received on shares held in foreign companies by 

corporate shareholders holding at least 10% of the voting power in the payer 

(special rules allow debt deductions in deriving such income). However, the 

non-portfolio dividend exemption is proposed to be restricted to returns on 

equity interests classified under Australian rules, effective from 1 July 2014.  

In addition, the special deduction for companies borrowing funds to invest in 

overseas subsidiaries producing exempt dividends will be subject to a 

proposed integrity rule. 

3. Expenses. Expenses are deductible to the extent they are incurred in gaining or 

producing assessable income or are necessarily incurred in carrying on a 

business for the purpose of gaining or producing assessable income. However, 

expenses of a capital nature and those incurred in the production of exempt 

income are not deductible. Apportionment of expense items having dual 

purposes is possible. 

4. Fringe benefits tax is deductible. Entertainment expenses are not deductible 

unless they represent fringe benefits provided to employees. Penalties and fines 

are not deductible. 

5. Under commercial debt forgiveness rules, the net amount of debts forgiven 

during an income year (normally the same as an accounting period) reduces the 
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debtor’s accumulated revenue tax losses, capital losses, certain un deducted 

expenditure and cost bases of assets. 

6. Financial arrangements. Extensive rules deal with the taxation of “financial 

arrangements” (as defined) for specified taxpayers. The default methods are 

accruals and realization methods. These are supplemented by various methods 

available at a taxpayer’s election, using accounting approaches with respect to 

certain financial arrangements. The elective accounting methods include hedge 

treatment, fair-value reporting, retranslation for foreign-currency arrangements 

and, in certain cases, use of the values in financial reports for the financial 

arrangements. 

7. Foreign-exchange gains and losses. Specific rules govern the tax treatment of 

foreign-currency gains and losses. Broadly, they provide the following: 

 Foreign-currency gains and losses are brought to account when realized, 

regardless of whether an actual conversion into Australian currency occurs. 

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

 Specific translation rules apply to payments, receipts, rights and obligations 

denominated or expressed in a foreign currency. 

 Functional-currency rules allow an entity that operates predominantly in a 

particular foreign currency to determine its income and expenses in that 

currency, with the net results being translated into Australian currency for the 

purposes of calculating its Australian income tax liability. 

Inventories: 

In determining trading income, inventories may be valued at cost, market-selling 

value or replacement price, at the taxpayer’s option. The last in, first-out (LIFO) 

method may not be used. If the cost method is elected, inventories must be valued 

using the full-absorption cost method.  

Provisions: 

Provisions for amounts not incurred during the year, such as leave entitlements of 

employees, are generally not deductible until payments are made. Similarly, 

provisions for doubtful trading debts are not deductible until the debt, having been 

previously brought to account as assessable income, becomes bad and is written off 

during an income year. Under proposed amendments, which would apply from 8 
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May 2012, a deduction is denied for a written-off bad debt owed by a debtor that is a 

related party of the creditor.  

Depreciation: 

1. A “depreciable asset” is defined as an asset with a limited effective life that may 

be expected to decline in value over the time it is used. Land, trading stock and 

intangible assets not specifically included in the regime are not considered to be 

depreciating assets. 

2. The depreciation rate for a depreciating asset depends on the effective life of the 

asset. Taxpayers may choose to use either a reasonable estimate of the effective 

life or the effective life determined by the tax authorities. This choice is not 

available for certain intangible assets. Statutory life caps result in accelerated 

rates. They are provided for certain assets used in the oil and gas, petroleum, 

agricultural and transport industries and by irrigation water providers as well as 

for Australian-registered ships.  

3. Taxpayers may choose the prime cost method (straight line method) or the 

double diminishing value method (200% of the straight line rate) for calculating 

the tax deductible depreciation for all depreciating assets except intangible 

assets. For certain intangible assets, the prime cost method must be used. The 

cost of a depreciating asset is generally the amount paid by the taxpayer plus 

further costs incurred while the taxpayer holds the asset. A taxpayer may choose 

to recalculate the effective life of a depreciating asset if the effective life that was 

originally selected is no longer accurate as a result of market, technological or 

other factors.  

4. Pooling of assets may be chosen for pool assets costing more than AUD300 but 

less than AUD1,000 as well as assets that have been depreciated to less than 

AUD1,000. The pool balance is depreciable at a rate of 37.5% (18.75% for 

additions during the year), applying the declining-balance method. If the choice is 

not exercised, the relevant assets are depreciated on the basis of their respective 

effective lives. 

5. Software development expenditure may be allocated to a software development 

pool. Beginning in the year following the year of the expenditure, the expenditure 

is deductible at a rate of 40% for two years followed by a 20% rate in the final 

year.  
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6. Construction of buildings. Capital expenditure on the construction of buildings 

and structural improvements may be eligible for an annual deduction of either 

2.5% or 4% of the construction expenditure, depending on the type of structure 

and the date on which construction began.  

7. Five-year deduction for certain expenses. Certain types of business expenditure 

of a capital nature may be deducted under the capital allowance regime to the 

extent that the expenditure is not taken into account elsewhere in the income tax 

law and is not expressly non-deductible for tax purposes. 

Losses: 

1. To claim a deduction for past losses, companies must satisfy either a continuity 

of ownership test (more than one-half of voting, dividend and capital rights) or a 

same business test. A modified continuity of ownership test applies to widely held 

companies. The modified rules simplify the application of the continuity test by 

making it unnecessary to trace the ultimate owners of shares held by certain 

intermediaries and small shareholdings. As a result of the introduction of the tax 

consolidation regime, losses are generally not transferable to other group 

members.  

2. Designated infrastructure projects loss concessions. Companies that only carry 

on activities for certain designated infrastructure projects are governed by 

separate rules and may not require to test. 

3. Losses may be carry back subject to certain conditions. The new federal 

government has introduced a law to repeal the loss carry back rules, effective 

from the start of the 2013–14 income year, but as of the end of 2013, the Senate 

had not yet passed the rule.  

Tax consolidation: 

1. Tax consolidation is available for groups of wholly owned companies and eligible 

trusts and partnerships that elect to consolidate. Australian resident holding 

companies and their wholly owned Australian resident subsidiary members of the 

group are taxed on a consolidated basis.  

2. Consolidation is desirable because no grouping concessions are otherwise 

provided. The head company becomes the taxpayer, and each subsidiary 

member of the group is treated as if it were a division of the head company. 
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3. Transactions between members of a consolidated group are disregarded for most 

Australian income tax purposes. The head company assumes the income tax 

liability and the associated income tax compliance obligations of the group. Tax 

consolidation is also available for Australian entities that are wholly owned by a 

single foreign holding company. The resulting group is referred to as a multiple 

entry consolidated (MEC) group, which includes the Tier-1 companies (Australian 

resident companies directly owned by a foreign member of the group) and their 

wholly owned Australian resident subsidiaries. A Tier-1 company is selected as 

the head company. The types of entities that may be subsidiary members of an 

MEC group are generally the same as those for a consolidated group. 

4. The consolidation rules are very significant for merger and acquisition and 

restructuring transactions. If a tax consolidated group acquires a “joining entity,” 

the tax cost base of the underlying assets of the joining entity is reset, under 

complex rules, which can affect the tax treatment of those assets (including the 

calculation of any tax deductions with respect to such assets). If an entity leaves 

a consolidated group, the group’s cost base of shares in the leaving entity is reset 

under specific exit rules.  

5. Demergers. Tax relief is available if eligible company or fixed trust groups divide 

into two separately owned entities. The demerging company (or fixed trust) must 

dispose of at least 80% of its ownership interests in the demerged entity, and the 

underlying ownership interests must not change as a result of the demerger. 

 

Miscellaneous matters: 

General anti-avoidance regime: 

1. The general income tax anti avoidance regime (Part IVA) plays an important role 

in complementing specific anti-avoidance rules. However, it also creates 

significant uncertainty for taxpayers. The Australian courts have dealt with 

several cases in which taxpayers entered into complex commercial transactions 

that resulted in tax benefits. They applied Part IVA in some cases but not in 

others. Part IVA applies if, taking into account eight specified matters, it is 

determined that the dominant purpose of the parties entering into a scheme was 

to enable the taxpayer to obtain a tax benefit. 

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 31 
 

2. If the Commissioner of Taxation makes a Part IVA determination, the tax benefit 

is denied and significant penalties may be imposed. Part IVA was amended to 

limit the scope for taxpayers to argue that no tax benefit exists and that Part IVA 

is therefore inoperative. The amendments apply with respect to schemes entered 

into on or after 16 November 2012. 

Value shifting: 

 A general value-shifting regime applies to counter certain transactions involving non 

arm’s length dealings between associated entities that depress the value of assets 

for certain income tax and CGT purposes.  

Transfer pricing: 

Australia’s tax law includes measures to ensure that Australian taxable income 

associated with cross-border transactions is based on arm’s length prices. Several 

methods for determining the arm’s-length price are available. The Australian 

Taxation Office provides guidance in a binding tax ruling on the appropriate 

methods, and taxpayers can enter into Advance Pricing Arrangements. 

Debt to equity Rules: 

1. Thin-capitalization measures apply to the total debt of Australian operations of 

multinational groups (including foreign and domestic related-party and third-party 

debt).  

2. In addition, the transfer-pricing measures may affect the deductions available for 

related-party debt. The thin-capitalization measures apply to the following: 

 Foreign-controlled Australian entities and foreign entities that either invest 

directly into Australia or operate a business through an Australian branch. 

 Australian entities that control foreign entities or operate a business through 

an overseas branch. Exceptions to the thin-capitalization rules apply in either 

of the following circumstances: 

- The total debt deductions of the taxpayer are AUD250,000 or less for the 

year of income (this threshold increases to AUD2 million, effective from 1 

July 2014). 

- Australian assets account for 90% or more of total assets of outward 

investing entities. 

3. Debt deductions are partially denied if the company’s adjusted average debt 

exceeds the maximum allowable debt. In most cases, the maximum allowable 

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 32 
 

debt is calculated by reference to the safe harbour debt amount. The safe 

harbour debt amount currently approximates a debt-to-equity ratio of 3:1 (or a 

debt to total assets ratio of 75%). However the debt-to-equity ratio will be reduced 

to 1.5:1 (or 60% debt to total assets ratio), effective from 1 July 2014. Separate 

methodologies apply to financial institutions or consolidated groups with at least 

one member classified as a financial entity (these ratios will also be reduced, 

effective from 1 July 2014). 

4. Taxpayers can also determine the maximum allowable debt by reference to an 

arm’s length debt amount that is based on what amount an independent party 

would have borrowed from an independent lender. This determination requires 

the consideration of several factors. 

5. In addition, outward investors that are not also inward investors can determine 

the maximum allowable debt of an Australian entity by reference to the group’s 

worldwide gearing debt amount. 

6. The transfer pricing provisions apply to the pricing of related-party debt, even if 

an arrangement complies with the thin capitalization rules.  

Controlled Foreign Company (CFC): 

1. A foreign company is a CFC if five or fewer Australian residents hold at least 50% 

of the company or have de facto control of it, or if a single Australian entity holds 

a 40% interest in the company, unless it is established that actual control does 

not exist.  

2. The tainted income of a CFC is attributed to its Australian resident owners, which 

are required to include such income in their assessable income. In general, the 

tainted income of a CFC is its passive income and income from certain related-

party transactions. Income is generally not attributable if the CFC passes an 

active income test. To pass this test, the CFC’s tainted income may not exceed 

5% of the CFC’s gross turnover. 

3. Whether an amount earned by a CFC is attributable to Australian residents 

depends on the country in which the CFC is resident. The CFC rules identify 

“listed countries,” which have tax systems that are considered to be closely 

comparable to the Australian system.  

4. Certain amounts are unconditionally attributed regardless of whether the CFC is 

resident in a listed or unlisted country. If a CFC resident in a listed country fails 
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the active-income test, its attributable income includes “adjusted tainted income,” 

which is eligible designated concession income prescribed by the regulations on 

a country by country basis. This income includes items such as income subject to 

tonnage taxation or concessional taxed capital gains. If a CFC resident in an 

unlisted country fails the active income test, its attributable income includes all of 

its adjusted tainted income, such as passive income (including tainted interest, 

rental or royalty income) and tainted sales or services income. 

Foreign-exchange controls: 

The Financial Transaction Reports Act 1988 requires each currency transaction 

involving the physical transfer of notes and coins in excess of AUD10,000 (or foreign 

currency equivalent) between Australian residents and overseas residents, as well 

as all international telegraphic and electronic fund transfers, to be reported to the 

Australian Transaction Reports and Analysis Centre. This information is then 

available to the Commissioner of Taxation, Federal Police, Australian Customs 

Service and other prescribed law enforcement agencies. 
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5.3) Austria (Vienna) (EU) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 25 

Capital Gains Tax 25 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Indefinite period up to 75% of taxable 

income. 

Value-added tax (VAT) Standard 20 other 10 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. All companies resident in Austria and foreign companies with a branch or 

permanent establishment in Austria are subject to corporate income tax. A 

company is resident in Austria if it has its legal seat or its effective place of 

management in Austria. Non-resident companies are subject to tax on their 

Austrian source income only. 

2. All companies, including those incurring tax losses, are subject to the minimum 

tax. Minimum tax may be credited against corporate tax payable in future years. 

3. Participation exemptions. The Austrian tax law provides for national and 

international participation exemptions. National. Dividends received by an 

Austrian company from another Austrian company are exempt from corporate 

income tax. 

4. Capital gains derived from the sale of shares in Austrian companies are treated 

as ordinary income and are subject to tax at the regular corporate tax rate. In 

general, capital losses on and depreciation of the participation may be deducted 

from taxable income, spread over a period of seven years. 

5. International participation. An Austrian company is entitled to the international 

participation exemption if it holds at least 10% of the share capital of a foreign 

corporation that is comparable to an Austrian corporation for more than one year. 
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The one year holding period begins with the acquisition of the participation. The 

international participation exemption applies to dividends and capital gains.  

6. A decrease in the value of an international participation is not tax-deductible, but 

an Austrian company can irrevocably opt for such tax deductibility. If this 

irrevocable option is exercised, capital gains are subject to tax, and decreases in 

value and capital losses are tax-deductible. In general, capital losses and 

depreciation of the participation may then be deducted from the taxable income, 

spread over a period of seven years. In the event of insolvency or liquidation, 

final losses may be deducted even if the option for tax effectiveness was not 

exercised. The option does not affect the tax treatment of dividends. 

7. According to an anti-abuse rule, the international participation exemption does 

not apply if both of the following conditions are met: 

 The subsidiary earns primarily specified types of passive income, which are 

interest, income from leasing property other than land and buildings and 

capital gains (active business test). 

 The subsidiary is not subject to income tax at an effective rate of more than 

15% in its home country (low taxation test). 

8. To determine whether a company is a passive company, the Austrian corporate 

income tax guidelines refer to the company’s focus. The focus is determined from 

an economic perspective, based on the use of capital, employees and the 

character of the revenues. 

9. A company is considered to be a passive company if it derives more than 50% of 

its revenues from passive operations. If the passive income and low taxation 

tests described above are not met, dividends and capital gains are taxed at the 

general Austrian corporate tax rate of 25%.  

10. For dividends, income taxes paid by the foreign subsidiary (underlying tax), as 

well as withholding taxes imposed, are credited against the income tax payable 

by the Austrian parent company (this represents a changeover from the 

exemption method to the credit method).  

11. Abuse may also be assumed if one of the criteria is “strongly given” and the 

second element is “almost given.” “Strongly given” means that the statutory 

threshold is exceeded by more than 25%. “Almost given” means that the 

company fails to meet the statutory threshold by less than 25% of such threshold. 
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12. If the creditable foreign tax exceeds the amount of tax to be paid in Austria, the 

excess amount of foreign tax can be carried forward and credited in future tax 

periods. 

13. If a foreign entity is subject to a tax rate lower than 15%, the exemption for 

dividends from portfolio participations does not apply. Instead, dividends are 

taxed at the general Austrian corporate income tax rate of 25%. Income taxes 

paid by the foreign subsidiary, as well as withholding taxes imposed, are credited 

against the income tax payable by the Austrian parent company (this represents 

a switch from the exemption method to the credit method). If the creditable 

foreign tax exceeds the amount of tax to be paid in Austria, the excess amount of 

foreign tax can be carried forward and be credited in future tax periods. 

14. Dividends from international participations (including portfolio participations) are 

not exempt from tax in Austria if such payments are deductible for tax purposes 

in the country of the distributing company. 

15. Expenses. Business expenses are generally deductible. However, an exception 

applies to expenses that are related to tax-free income. Although dividends from 

national and international participations and portfolio participations are tax-free 

under the Austrian participation exemption, interest incurred on the acquisition 

of such participations is deductible for tax purposes. However, interest incurred 

on the acquisition of participations from affiliates is not deductible if it is related to 

tax-free dividend or capital gains income. 

Capital gains:  

Capital gains derived from sales of shares in Austrian companies are treated as 

ordinary income and are subject to tax at the regular corporate tax rate. Capital gains 

derived from sales of shares in non-Austrian companies may be exempt from tax 

under the international participation exemption; otherwise, they are treated as 

ordinary income and subject to tax at the regular corporate tax rate. 

Withholding taxes: 

1. In general, dividends paid by Austrian companies are subject to a withholding tax 

of 25% if they do not represent a repayment of capital. However, this withholding 

tax does not apply to dividends paid to either of the following: 

 An Austrian parent company (fulfilling certain criteria) holding directly or 

indirectly an interest of at least 10% in the distributing company. 
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 A parent company resident in another EU country holding directly or indirectly 

an interest of at least 10% in the distributing company for at least one year. 

2. The withholding tax rate may be reduced for dividends paid to foreign 

shareholders in accordance with tax treaties. Depending on the situation, this 

reduction may be in the form of an upfront reduction at source or a refund of 

withholding tax. 

3. For dividends paid to parent companies resident in the EU or EEA (if the EEA 

country grants full administrative assistance; currently only Norway meets this 

condition) that are subject to tax in Austria, Austrian withholding tax is refunded if 

the shareholder can prove that the withholding tax cannot be credited in the state 

of residence of the shareholder under tax treaty law.  

4. Interest paid on loans (for example, intercompany loans) is not subject to 

withholding tax in Austria. A 25% withholding tax is imposed on interest income 

from bank deposits and securities held in Austrian banks. Interest paid to non-

resident companies and individuals on bank accounts, savings accounts and 

similar accounts is exempt if the recipient confirms in writing that he or she is a 

non-resident. Interest on bonds received by non-resident companies is exempt 

from tax if the securities are deposited with an Austrian bank and if the owner of 

the bond confirms in writing that it is a Non-resident. EU withholding tax may 

apply if certain requirements are met. 

Administration:  

1. The Austrian tax year corresponds to the calendar year. However, other fiscal 

years are possible. The tax base is the income earned in the fiscal year ending in 

the respective calendar year. Annual tax returns must be filed by 30 April (30 

June, if submitted electronically) of the following calendar year. Extensions may 

be granted. A general extension to 31 March (or 30 April) of the second following 

year is usually granted if a taxpayer is represented by a certified tax advisor. 

2. Companies are required to make prepayments of corporate income tax. The 

amount is generally based on the (indexed) amount of tax payable for the 

preceding year, and payment must be made in equal quarterly instalments on 15 

February, 15 May, 15 August and 15 November. 

3. Interest is levied on the amount by which the final tax for the year exceeds the 

total of the advance payments if this amount is paid after 30 September of the 
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year following the tax year. To avoid interest, companies may pay the amount 

due as an additional advance payment by 30 September of the year following the 

tax year. 

Foreign tax relief: 

Resident companies are taxed in Austria on their worldwide income, regardless of 

where that income is sourced. However, the following exceptions exist: 

 The Finance Ministry may, at its discretion, allow certain types of income that 

have their source in countries with which Austria has not entered into a double 

tax treaty to be excluded from the Austrian tax computation, or it may allow 

foreign taxes paid to be credited against Austrian corporate income tax. Under a 

decree of the Ministry of Finance, an exemption is granted in case of active 

income and taxation of at least 15%. Otherwise, only a credit of foreign taxes is 

allowed. 

 Income earned in countries with which Austria has a double tax treaty is taxable 

or exempt, depending on the treaty.  

 Dividends and capital gains derived from participations of 10% or more in foreign 

subsidiaries are exempt from corporate income tax under the international 

participation exemption. 

 Dividends from foreign portfolio shareholdings in companies resident in countries 

that have agreed to exchange tax information are exempt from tax unless the 

subsidiary is low-taxed. 

 

Determination of trading income: 

General: 

Taxable income is based on the profit or loss shown in the financial statements 

prepared in accordance with Austrian generally accepted accounting principles. The 

financial statement profit or loss must be adjusted in accordance with special rules 

set forth in the tax acts. Taxable income is calculated as follows. 

 

Profit per financial statements     X  

+ Non-deductible taxes (such as corporate income tax)  X 

+ Non-deductible expenses (such as donations, lump-sum  

accruals and certain interest)     X 
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– Special allowances and non-taxable income (intercompany  

Dividends and loss carry forwards*)              (X) 

Taxable income     X 

 

* The offset of loss carry forwards against taxable income is limited to 75% of 

taxable income in most cases. 

Inventories: 

In determining trading income, inventories must be valued at the lower of cost or 

market value. Cost may, at the taxpayer’s option, be determined using any of the 

following methods:  

• Historical cost 

• Average cost 

• First-in, first-out (FIFO) 

• Under certain circumstances, last-in, first-out (LIFO) 

Provisions: 

Accruals for severance payments and pension costs are allowable to a limited 

extent. Accruals for corporate income tax and lump-sum accruals are not deductible 

for tax purposes. Provisions with a term of 12 months or more are tax-deductible at a 

rate of 80%, except for accruals for severance payments and pension costs, which 

are tax-deductible to the extent of 100% of their tax value. 

Depreciation: 

1. In general, depreciable assets are depreciated over the average useful life. For 

certain assets, such as buildings and passenger cars, the tax law provides 

depreciation rates. The following are some of the applicable rates. 

Buildings  2 to 3 

Office equipment  10 to 25 

Motor vehicles  12.5 

Plant and machinery  10 to 20 

2. Research and development. Companies may claim a research and development 

(R&D) bonus (cash payment) equal to 10% of certain expenses for research and 

experimental development. The R&D must be conducted by an Austrian 

company in Austria or by an Austrian permanent establishment of a foreign 

company. 
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3. Training. Similar to R&D expenses, a bonus of 6% can be claimed for training 

expenses. Instead of the bonus, the company can deduct an additional, fictitious 

expense of 20% of the training expenses in its tax return. 

Relief for losses: 

Losses incurred by resident companies may be carried forward without time limit. 

The offset of loss carry forwards against taxable income is limited to 75% of the 

taxable income. The remaining balance of the loss carry forward may be offset 

against income in future years, subject to the same 75% limitation. 

Groups of companies:  

1. The group taxation regime allows parent and subsidiaries to consolidate their 

taxable income. The head of the tax group must be an Austrian corporate entity 

(or branch of an EU/EEA corporate entity) that has held more than 50% of the 

capital and voting rights in the subsidiary since the beginning of the subsidiary’s 

fiscal year. The shareholding can be direct, or it can be held indirectly through a 

partnership or a group member. Only corporations (not partnerships) qualify as 

group members. If the holding requirement is satisfied, 100% of the taxable 

income (profit or loss) of domestic group members is allocated to the taxable 

income of the group parent, regardless of the percentage of the shareholding in 

the subsidiary. The tax group must exist for at least three full financial years. 

Otherwise, retroactive taxation on a stand-alone basis applies. 

2. Group taxation also allows a cross-border tax consolidation if the foreign 

subsidiary is directly held by an Austrian parent (first tier) and if the type of entity 

is comparable to an Austrian corporation from a legal perspective. Foreign losses 

must be recalculated under Austrian tax law. 

3. To avoid double utilization of losses of a foreign group member, foreign losses 

that have been deducted from income of the Austrian group shareholder are 

added to the Austrian profit if the losses can be offset in the foreign jurisdiction at 

a subsequent time. Consequently, if the foreign country takes into account the 

losses in sub sequent years (as part of a loss carry forward), the tax base in 

Austria is increased by that amount in order to avoid a double dip of losses. 

Foreign losses must also be added to the Austrian income tax base if the foreign 

subsidiary leaves the group. A recapture is also required if a significant reduction 

occurs in the size of the foreign subsidiary’s business. 
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4. Relief for capital losses is provided only in the event of a liquidation or insolvency. 

If an Austrian participation is acquired and if the acquired company becomes part 

of the group, goodwill depreciation (from a share deal) over a period of 15 years 

is possible. The goodwill is computed as the spread between the equity of the 

acquired company (pro rata to the acquired shares) and the acquisition price for 

the shares. This spread is reduced by hidden reserves attributable to non-

depreciable long-term assets (primarily real estate). The basis for the goodwill 

depreciation is capped at 50% of the acquisition cost. 

 

Miscellaneous matters: 

Debt-to-equity rules: 

1. Shareholders are free to determine whether to finance their company with equity 

or loans, the tax authorities may reclassify loans granted by shareholders, loans 

granted by group companies, and loans granted by third parties guaranteed by 

group companies as equity, if funds are transferred under legal or economic 

circumstances that typify equity contributions, such as the following:  

 The equity of the company is insufficient to satisfy the solvency requirements 

of the company, and the loan replaces equity from an economic point of view. 

 The company’s debt-to-equity ratio is significantly below the industry average. 

 The company is unable to obtain any loans from third parties, such as banks. 

 The loan conveys rights similar to shareholder rights, such as profit 

participations.  

2. If a loan is reclassified (for example, during a tax audit), interest is not deductible 

for tax purposes, withholding tax on hidden profit distributions may become due, 

and capital duty of 1% on the loan amount is imposed. 

Transfer pricing: 

Under these guidelines, all transactions with related parties must be conducted at 

arm’s length. If a transaction is considered not to be at arm’s length, the transaction 

price is adjusted for corporate income tax purposes. This adjustment may be 

deemed to be a hidden profit distribution subject to withholding tax or a capital 

contribution subject to capital duty. 
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5.4) Belgium (Brussels) (EU) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 33 

Capital Gains Tax 0.4/25/33 

Fairness Tax 5 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Indefinite period 

VAT standard rate 21 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Resident companies are subject to tax on their worldwide income. Non-resident 

companies are subject to tax on their Belgian-source income only. A company is 

resident in Belgium if its central management or registered address is located in 

Belgium. 

2. The normal corporate income tax rate is 33% for both resident companies and 

branches. If the income of a company or a branch is below EUR322,500, it is 

taxed at rates ranging from 24.25% to 34.5%. The reduced rates apply only if the 

company pays annual remuneration of at least EUR36,000 to at least one director. 

The reduced rates also do not apply to a company if any of the following 

circumstances exist: 

 The company is a holding company. 

 50% or more of the company is owned by another company. 

 The company makes a dividend distribution exceeding 13% of the paid-in 

capital. 

3. In addition to the applicable rates, a 3% surtax (crisis contribution) is levied. 

4. Notional interest deduction. Belgian companies and foreign companies with a 

Belgian permanent establishment or real estate in Belgium may benefit from a tax 
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deduction equal to a percentage of the “risk capital.” This deduction is not 

reflected in the financial accounts. The “risk capital” equals the total equity, 

including retained earnings, as reported in the non-consolidated closing balance 

sheet of the financial year preceding the tax year (upward or downward 

adjustments of the risk capital are taken into account on a pro rata basis), 

excluding, among others, the following items:  

 The net tax value of the company’s own shares and shares held in other 

companies that qualify for the participation exemption. 

 The net book value of assets allocable to foreign permanent establishments 

and foreign immovable property and property rights, the income of which is 

exempt from tax in Belgium based on double tax treaties. 

 Capital grants (subsidies) 

 The tax credit for research and development (R&D) The tax deduction is 

computed by multiplying the risk capital by the average interest rate applicable 

for a risk-free, long-term  Belgian government bond for the third quarter of the 

penultimate year before the tax year. 

5. Tax incentive for audio visual investments. A tax incentive is available to support 

the production of Belgian audio visual works. To qualify for the incentive, several 

conditions must be satisfied. These conditions relate to the production company, 

the investors and the nature of the investments, as well as to the audio visual 

work itself. The following conditions must be fulfilled: 

 The Belgian audio visual work must be produced by a Belgian resident 

production company. 

 The investor must be either a resident Belgian company or a Belgian branch 

of a foreign company. However, the investor may not be a Belgian production 

company or a television broadcasting company. 

 To qualify for the incentive, the investments must be loans granted to the 

production company or rights linked to the production and exploitation of the 

audio visual work. Other expenditures may not be taken into consideration. 

Consequently, sponsorship and advertising expenses are excluded, but they 

remain tax-deductible under the ordinary tax rules. 

 The total of the qualifying sums invested in the production of an audio visual 

work may not exceed 50% of the total estimated amount of the expenses for 

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 44 
 

the production of the audio visual work. In addition, the total of the 

investments in loans may not exceed 40% of the total qualified investments 

(loans and rights). 

6. The investors are entitled to a tax exemption of 150% of the invested funds. 

However, for each accounting period, the exemption is limited to 50% of the 

taxable reserved profit (profit retained by the company), with an absolute 

maximum of EUR750,000. If the investor does not have sufficient profit, the tax 

exemption may be carried forward indefinitely. 

7. The tax exemption becomes final after the competent authorities have certified 

that the conditions were met. This certification must be established within a 

maximum period of approximately four years following the investment. 

Capital gains:  

1. Capital gains are taxed at the ordinary rate. If the proceeds are reinvested in 

depreciable fixed assets within three years (or a longer period in certain 

circumstances) and if certain other conditions are satisfied, the taxation of the 

capital gains is deferred over the depreciation period of the newly acquired assets.  

2. The net amount of capital gains on shares is taxable at a rate of 0.412% (or 

exempt from tax if the company is a small company) if dividends on such shares 

meet the taxation test and the holding period requirement of the participation 

exemption. 

3. If the taxation test is met, but the holding period requirement is not met, a 25.75% 

tax rate applies. If the taxation test is not met, the ordinary rate applies. 

Administration: 

1. A tax year refers to the year following the financial year if the financial year ends 

on 31 December. If the financial year ends before 31 December, then the tax 

year refers to the year in which the financial year closes. Consequently, the 2013 

tax year relates to a financial year ending between and including 31 December 

2012 and 30 December 2013. 

2. To avoid a surcharge, tax must be paid in advance in quarterly instalments. For a 

calendar-year taxpayer, the quarterly instalments are due in 2013 on 10 April, 10 

July, 10 October and 20 December. For the 2014 tax year, the percentage of the 

surcharge is 2.25% (which is a historically low percentage). 
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3. The balance of tax payable is due within two months after receipt of the notice of 

assessment. 

4. Advance rulings. An advance decision in tax matters (tax ruling) is a unilateral 

written decision by the Belgian tax authorities at the request of a (potential) 

taxpayer about the application of the tax law in a specific situation that has not 

yet occurred, as described by the taxpayer. The purpose of such a ruling is to 

provide upfront certainty to the taxpayer. 

5. The tax authorities must respond to a ruling request within a three month period, 

which may be extended by mutual agreement. A ruling may be valid for a period 

of five years. However, advance rulings are not issued in certain circumstances 

such as the following: 

 Transactions that have already been implemented or that are in a tax litigation  

phase. 

 Transactions that lack economic substance in Belgium. 

 Transactions, essential parts of which involve tax havens that do not cooperate 

with  the Organisation for Economic Co-operation and Development (OECD) 

Ruling requests filed with the Belgian tax authorities that relate to multinational 

investments and transactions must disclose other ruling requests filed in EU or 

treaty countries regarding the same matters.In principle, the advance rulings are 

published. 

Dividends: 

1. Under the dividend participation exemption, 95% of the dividends received by a 

qualifying Belgian company or Belgian branch is exempt from tax. The 

participation exemption applies only if a minimum participation test and a taxation 

test are satisfied. 

     To satisfy the minimum participation test, the following requirements must be met: 

 The recipient company must own a minimum participation of 10% of the 

share capital or a participation with an acquisition value of at least 

EUR2,500,000. 

 The shares must be held for at least one year. 

2. The minimum participation thresholds and the one-year holding period 

requirement do not apply to dividends received by qualifying investment 

companies. 
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3. In the case of insufficient profits, the excess participation exemption can be 

carried forward indefinitely to the extent that it relates to qualifying dividends (that 

is, dividends from companies established in the EEA or in a country with which 

Belgium has entered into a double tax treaty that has an equal treatment clause 

for dividends). Non-qualifying dividends can give rise to the participation 

exemption, but in the case of insufficient profits, the excess participation 

exemption cannot be carried forward. 

4. Specific exclusion rules apply under the taxation test. However, certain of these 

exclusion rules contain exceptions or transparency rules. 

5. The standard statutory withholding tax rate for dividends paid by Belgian 

companies is 25%.  

6. Exemptions and reduced rates are available under Belgium’s tax treaties or 

domestic legislation. For example, withholding tax is not imposed on dividends 

distributed to a qualifying treaty parent. 

7. This is a company that holds or commits itself to hold a shareholding of at least 

10% in a Belgian company for an uninterrupted period of 12 months. 

6. A 10% withholding tax is imposed in the event of the liquidation of a company. 

This tax rate will increase to 25%, effective from 1 October 2014. A transitory 

regime provides for the possibility of incorporating part of the existing retained 

earnings in the capital of a company at a tax rate of 10% before the increase of 

the tax rate and without the liquidation of the company. If these funds remain in 

the capital of the company for at least eight years following their incorporation 

into the capital (four years for small companies), they can be distributed tax-free 

through a subsequent capital reduction. 

Fairness tax: 

1. In 2013, Belgium introduced the “fairness tax,” which applies from the 2014 tax 

year to all Belgian companies that do not qualify as a small company under the 

Belgian company code and to permanent establishments of Non-resident 

companies. 

2. The fairness tax is a separate corporate tax assessment of 5.15%. It is levied in 

the event of a dividend distribution if any part of the distributed profits has not 

been effectively taxed at the Belgian corporate income tax rate of 33.99%.  
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3. The fairness tax is triggered when dividends are declared and the tax base is 

reduced by the application of the notional interest deduction or tax losses carried 

forward. The tax base for this tax is determined based on a formula in which the 

“untaxed” part of distributed profits is multiplied by a proportionality factor. 

Foreign tax relief: 

1. Income derived from a permanent establishment abroad may be exempt under 

the provisions of a tax treaty. 

2. A Belgian company that receives foreign-source interest income and royalties 

subject to a foreign withholding tax can claim a foreign tax credit in Belgium if 

certain conditions are satisfied. 

3. The maximum foreign tax credit that may be claimed equals 15/85 of the net 

income at the border. 

 

Determination of trading income: 

General: 

1. Taxable income is based on income reported in the annual financial statements 

and includes all gains, profits, costs, dividends, interest, royalties and other types 

of income.  

2. Certain business expenses are not deductible for tax purposes, such as certain 

car expenses, 31% of restaurant expenses and 50%  of entertainment expenses. 

Inventories:  

Stock values may not exceed the lower of cost or market value; cost is defined as 

the purchase price of raw materials plus direct and indirect production costs. 

However, the inclusion of indirect production costs is optional. Accepted valuation 

methods are first-in, first-out (FIFO); last-in, first-out (LIFO); and weighted average. 

Valuation of stocks at replacement cost is not allowed. 

Provisions:  

Provisions are tax deductible only if they are accounted for and if they relate to 

specific charges that are probable taking into account events occurring during the 

applicable financial year. 
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Depreciation: 

1. In principle, depreciation rates are determined based on the anticipated useful 

economic life of the assets. The following straight-line rates are generally 

accepted. 

Office buildings  3 

Industrial buildings  5 

Chemical plants  8 to 12.5 

Machinery and equipment  10 to 20 

Office furniture and equipment  10 to 15 

Rolling stock (motor vehicles)  20 to 33 

Small tools  33 to 100 

2. The written down value method and accelerated depreciation are also allowed 

under certain circumstances. For assets with an amortization period of less than 

five years, the annual depreciation rate under the declining-balance method may 

not exceed 40% of the acquisition value. 

3. Audio visual investments must be amortized using the straight line or declining-

balance method, with no minimum amortization period. Research and 

development (R&D) investments must be amortized for tax purposes using the 

straight-line method over a period of at least three years. All other intangible 

assets must be amortized for tax purposes using the straight-line method over a 

period of at least five years. 

4. A 14.5% investment deduction is available for investments during the 2014 tax 

year in environmentally friendly R&D, energy savings and related patents by 

resident and Non-resident companies. A company can opt for a spread 

investment deduction of 21.5% and accordingly deduct each year 21.5% of the 

annual amortization. 

5. For security-related investments made by qualifying small companies, a 21.5% 

investment deduction is available. If the company has insufficient taxable income, 

the investment deduction may be carried forward. 

6. For investments in 2014 and 2015, small companies may apply an investment 

deduction of 4% to other professional investments.  

7. This investment deduction cannot be spread. In the case of insufficient taxable 

income, the deduction can be carried forward for one year only. In addition, the 

company must renounce the application of the notional interest deduction. For 
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investments in R&D, a company can irrevocably opt for a tax credit instead of a 

deduction at the same rate as the investment deduction. As opposed to the 

investment deduction, this tax credit is effectively paid out if a company has 

insufficient taxable income for five consecutive tax years. 

8. Tax incentives exist for investment in Belgian audio visual works and for the 

shipping industry. 

9. Patent box. Effective from the 2008 tax year, resident and Non-resident 

companies can benefit from the “patent income deduction.” This incentive 

provides a tax deduction equal to 80% of the gross income derived from certain 

new patents. The deduction applies to the following three types of patents: 

 Self-developed patents by Belgian companies (or branches), developed in 

R&D centers in Belgium or abroad. 

 Patents acquired by Belgian companies (or branches) from related or 

unrelated parties, provided that they are being further developed in R&D 

centers in Belgium or abroad, regardless of whether such development results 

in additional patents. 

 Patents licensed from related or unrelated parties by Belgian companies (or 

branches), provided that they are being further developed in R&D centers in 

Belgium or abroad, regardless of whether such development results in 

additional patents. 

10. The tax deduction is available for income derived from the licensing of the 

patents to related or unrelated parties and for income derived from the use of 

these patents in the production process of patented products, either by a Belgian 

company or branch or on its behalf. 

11. For patents that are licensed to related or unrelated parties by Belgian companies 

or branches, the deduction equals 80% of the patent income received, to the 

extent that the income is at arm’s length, resulting in an effective tax rate of 6.8%. 

This rate can be further reduced by taking into account other deductions, such as 

the notional interest deduction. 

12. For patents that are used in the production process by or on behalf of Belgian 

companies or branches, a deemed deduction may be claimed with respect to the 

taxable profits of the Belgian company or branch, equal to 80% of the arm’s-

length royalty that would have been received by the Belgian company or branch if 
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it had licensed the patents used in the production process to unrelated third 

parties. 

13. For patents licensed or acquired from third parties, the base on which the 80% 

exemption is calculated must be reduced by the following: 

 Compensation paid to obtain the ownership of licensee rights in such patents, 

to the extent that they were deducted from the Belgian tax base. 

 Amortization claimed with respect to the acquired value of the patents, to the 

extent that they were deducted from the Belgian tax base. 

14. The patent income deduction may be claimed in addition to the normal tax 

deductions of all R&D-related and other business expenses, such as R&D 

infrastructure costs, salary costs, R&D personnel costs and patent registration 

duties. Any excess deduction for patent income may not be carried forward to 

future years. 

15. The deduction for patent income is available only if it relates to income derived 

from patents that have not been used for the sale of goods or for services to third 

parties by Belgian companies or branches, licensees or related parties before 1 

January 2007.  

 

Relief for losses:  

In general, companies may carry forward tax losses without limitations. However, 

certain limitations may apply in cases of restructurings and changes of control.  

 

 Miscellaneous matters: 

Foreign-exchange controls: 

Payments and transfers do not require prior authorization. However, for statistical 

purposes, financial institutions are required to report all transactions with foreign 

countries to the National Bank of Belgium. Resident individual enterprises are also 

subject to this reporting obligation if they conclude the transactions through Non-

resident institutions or directly. 

Transfer pricing: 

1. The Belgian Income Tax Code (ITC) contains anti-avoidance provisions that 

relate to specific aspects of transfer pricing. “Abnormal and gratuitous 

advantages” granted by a Belgian enterprise are added to the tax base of the 
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Belgian enterprise, unless the advantages are directly or indirectly part of the 

taxable income of the recipient in Belgium.  

2. The ITC also contains anti-avoidance provisions concerning royalties, interest on 

loans and other items, as well as a provision on the transfer of certain types of 

assets abroad. Under these provisions, the taxpayer must demonstrate the bona 

fide nature of the transaction. 
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5.5) Brazil (Brasilia) (SA) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 15 

Capital Gains Tax 15 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Indefinite period (up to 30% of income) 

VAT 0 to 25 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Brazilian resident companies are subject to corporate income tax (CIT) on their 

worldwide income. Companies resident in Brazil are those incorporated under the 

Brazilian laws and managed in Brazil. 

2. Foreign branches, agencies or representative offices of Brazilian companies are 

also subject to Brazilian tax on their income earned overseas. In general, foreign-

source losses may not offset Brazilian source income. A foreign tax credit is 

available. 

3. In addition to CIT, Social Contribution Tax (SCT) is imposed on worldwide 

income. 

4. For financial institutions, private insurance companies and capitalization 

companies, the SCT rate is 15%.  

Capital gains: 

Capital gains are treated as ordinary income and, accordingly, are subject to CIT 

and SCT. In general, capital gains derived by non-residents on shares are 

subject to capital gains tax at a rate of 15%. A 25% rate applies to non-residents 

located in low-tax jurisdictions. 

Administration: 

1. The fiscal year is the calendar year. In general, companies must file returns in an 

electronic format by the last working day of June of the following year. Extensions 

to file returns are generally not available. 
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2. Companies may elect to pay CIT and SCT on an annual or quarterly basis. In 

general, this election may not be changed during the calendar year. Companies 

that elect the annual basis must make advance monthly payments of CIT and 

SCT. The advance payments are equal to the income tax applicable to either the 

company’s actual taxable income or the company’s income calculated in 

accordance with an estimated method, whichever is lower. 

3. For monthly payments of CIT that are calculated based on the estimated method, 

the tax base is generally 8% of the company’s gross income. Different 

percentages apply to specific industries, such as the following: 16% for financial 

institutions and transportation services; 32% for services in general; and 1.6% for 

gas distribution. 

4. For the purpose of computing the advance income tax payments, the applicable 

rate is 15%. An additional 10% rate is applied to monthly taxable income in 

excess of BRL20,000 (approximately USD9,800). 

5. The difference between the tax shown on the annual tax return and the amounts 

paid in advance must be paid by the last working day of March following the end 

of the fiscal year. If the amounts paid in advance exceed the tax shown on the 

annual tax return, the excess may be used to offset the tax due in a month 

following the fiscal year-end. A refund may be requested from the tax authorities 

within five years of the tax payment. 

6. Alternatively, companies may pay tax quarterly based on actual quarterly income, 

computed under the accrual method.  

7. The tax base for monthly estimated payments of SCT is generally 12% of gross 

income plus capital gains and other income, including financial income. This 

percentage is increased to 32% for service companies. SCT payments must be 

made at the same time as the income tax payments. The applicable tax rate is 

generally 9%. 

8. The late payment of taxes is generally subject to the following: 

 Interest calculated at the rate applicable to the Special Liquidation and Custody  

System, which is published each month by the government. 

 A daily fine of 0.33% of the tax due, up to a maximum penalty of 20% of the tax 

due (excluding interest) Assessments resulting from a tax audit are subject to a 

penalty of 75% on the tax due. The penalty increases to 150% in the case of 
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fraud. These penalties can be reduced by 50% if the payment is made by the last 

day of the appeal period (other penalty reductions are available during the appeal 

process). In such case, the effective penalty is 37.5%. 

9. A foreign tax credit is available to Brazilian companies on income taxes paid 

overseas. In general, the foreign tax credit is limited to the amount of Brazilian 

CIT and SCT on the foreign income. 

 

Determination of taxable income: 

General: 

CIT and SCT are due on a company’s taxable income, which is the net book income, 

as adjusted by the tax law. In general, operating expenses are deductible if the 

following conditions are satisfied: they are necessary, usual and common to the 

company’s activity; they are actually incurred; and they are supported by proper 

documentation. However, the following expenses, among others, are not deductible: 

 Expenses related to fixed assets, including financial and operating lease 

payments, depreciation and amortization, if the assets are not directly used in the 

production or commercialization of products and services. 

 Fringe benefits furnished to shareholders and officers if the beneficiaries are not 

identified and individualized (a 35% [effective rate of 53.84%] withholding tax is 

imposed on such payments). Neither the fringe benefits nor the withholding tax is 

deductible. 

 Donations in general, gifts and other non-compulsory payments. Simplified 

methods are available for calculating the tax liability applicable to small 

businesses. 

Inventories: 

Companies that have an integrated cost system must value inventory for tax 

purposes at the lower of cost or market value, using either the average cost or the 

first-in, first-out (FIFO) method. Direct cost and last-in, first-out (LIFO) methods 

cannot be used. In general, companies that do not have an integrated cost system 

must value finished products at 70% of the highest sales price of the product sold in 

the tax period. Work-in-process must be valued at either 80% of the finished product 

cost or 1.5 times the highest cost of the material content.  
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Provisions: 

In general, the only deductible provisions are those for vacation pay and the 13th 

month salary (annual bonus). 

Depreciation: 

1. Fixed assets may be depreciated using the straight line method at rates provided 

by the Brazilian tax authorities. The following are some of the annual depreciation 

rates: 

Real estate assets:  4% 

Machinery and equipment:  10% 

Vehicles:  20% 

Computer hardware and software:  20% 

2. Companies that operate two work shifts per day may depreciate machinery and 

equipment at 1.5 times the normal rate. If the company operates three shifts, it 

may double the normal rate. 

3. For accounting purposes, companies adopting International Financial Reporting 

Standards (IFRS) may calculate depreciation at different rates (taking into 

account IFRS criteria, which can affect, in addition to depreciation rates, 

inventory and other items). However, for tax purposes, these accounting  

differences are tax neutral under the transitional tax regime. 

Tax losses: 

Tax losses may be jeopardized if a company experiences a change in business 

activity and ownership control between the period in which losses were generated 

and the period in which losses would otherwise be used to offset taxable income. In 

general, non-operating tax losses can be offset only against non-operating gains. In 

a corporate restructuring involving a merger, the tax losses of the merged company 

must be written off. 

 

Miscellaneous matters: 

General: 

1. All foreign investments, such as equity or debt investments, must be registered 

with the Central Bank of Brazil (BACEN) to assure the payment of dividends and 

interest, or the repatriation of capital. Non-residents holding assets and rights in 

Brazil, such as equity investments, portfolio investments and debt investments, 
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must be registered with the Brazilian tax authorities. On registration, the non-

residents obtain a tax identification number (CNPJ).  

2. This particularly applies to evasion, false statements and private offsetting 

transactions. Contracts for the supply of technology and technical services, and 

for the use of trademarks and patents between residents and non-residents must 

also be registered with BACEN and the Nation al Institute of Industrial Property 

(INPI).  

3. The registration allows Brazilian companies to pay and deduct the royalties up to 

the amounts prescribed by law.  

Transfer pricing: 

1. Brazilian transfer-pricing rules apply only to cross-border transactions entered 

into between Brazilian companies and foreign related parties.  

2. A transaction entered into between a Brazilian company and a resident of a low-

tax jurisdiction or a resident in a jurisdiction with a privileged tax regime is also 

subject to the transfer-pricing rules, even if the parties are not related. In general, 

Brazilian transfer-pricing rules do not follow the (OECD) Model. 

3. Safe harbour measures may be applied to Brazilian exports. Low-tax jurisdiction 

and privileged tax regime.  

Thin-capitalization: 

Under thin-capitalization rules, interest expense arising from a financial arrangement 

with a related party is deductible only if the related Brazilian borrower does not 

exceed a debt to net equity ratio of 2:1. In addition, interest expense arising from a 

financing arrangement executed with a party established in a LTJ or benefiting from 

a PTR is deductible only if the Brazilian borrower does not have a debt to net equity 

ratio of greater than 0.3:1. 
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5.6) Cameroon (Yaounde) (AF) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 38.5 

Capital Gains Tax 38.5 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 4 year 

VAT Standard rate 19.25 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Cameroonian companies are taxed on the territoriality principle. As a result, 

Cameroonian companies carrying on a trade or business outside Cameroon are 

not taxed in Cameroon on their foreign-source profits. Cameroonian companies 

are those registered in Cameroon, regardless of the nationalities of their 

shareholders or where they are managed and controlled. 

2. Foreign companies with activities in Cameroon are subject to Cameroonian 

corporate tax on Cameroonian-source profits. 

3. Tax rates. The regular corporate income tax rate is 38.5% (35% plus a 10% 

council surtax). For companies operating under the real earnings tax regime, the 

minimum tax payable is 1.1% (1% plus the 10% surtax) of annual gross sales 

(turnover) for the preceding fiscal year. The minimum tax payable is increased to 

1.65% for companies under the basic tax regime. The minimum tax payable is 

higher for companies under the simplified tax 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. 

4. Profits realized in Cameroon by branches of foreign companies are presumed to 

be distributed and are consequently subject to a branch withholding tax of 16.5% 

on after-tax income. This rate is subject to reduction by treaty. 

5. Deductions at source or advance payments apply to all purchases and 

importations by traders, including the following: 
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 Purchases and importations by traders subject to the flat-rate tax system. 

 Purchases of goods by traders from manufacturers, farmers, importers, 

wholesalers, retail-wholesalers and forestry operators. 

 Purchases of petroleum products by petrol station owners. 

 Purchases of staple products by exporters. 

 Purchases and importations by enterprises that do not hold the taxpayer’s card  

(non-registered enterprises).  

Exceptions to the advance payment rule apply to the following: 

 Importation of goods by traders under the Specialized Management Units of the 

Directorate General of Taxation. 

 Purchases of goods by the state, councils and persons living abroad. 

 Purchases by registered industrialists for the operation of their enterprises if they 

are assessed under the real earnings tax system.  

The following are the applicable tax rates for advance payments: 

 0.5% for purchases of petroleum products by petrol station owners. 

 1% of the amount of operations realized by registered traders under the real 

earnings tax regime. 

 3% of the amount of operations realized by traders that are not importers and 

non- registered traders, if the traders are under the simplified tax system. 

 5% of the amount of operations realized by registered importers that are subject 

to the simplified tax system. 

 10% for transactions carried out by non-registered enterprises and by taxpayers 

engaging in imports operations, if they are subject to the flat-rate tax. 

The above rates are added to the sales price or customs value of the goods 

purchased. The advance payments are calculated without the council surtax of 

10%. For companies, advance payments are creditable against their future 

monthly tax instalments or minimum tax. 

6. Corporations may apply for various categories of priority status and 

corresponding tax exemptions. The priority status varies depending on the nature 

of the project and the level of investments. 
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Capital gains: 

1.  Capital gains include gains on the sale of real estate, corporate shares and 

business assets. The tax, however, can be deferred or eliminated in the event of 

a merger. 

2. If the business is totally or partially transferred or discontinued (such as in the 

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. 

3. 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. 

Administration:  

1.  The fiscal year runs from 1 January to 31 December. However, companies that 

started operating during the six month period before the prescribed closing date 

can report their first results at the end of the fiscal year following the fiscal year in 

which they began activities. 

2. Corporate income tax must be paid by the deadline for filing the tax return. 

Companies must file their income tax return by 15 March of the year following the 

fiscal year. Late returns are subject to interest of 1.5% of the tax due per month 

of delay. In addition, late payments are subject to a penalty of 10% per month of 

delay, up to a maximum of 30% of the tax due. This penalty applies only if 

payments are made at the initiative of the taxpayers. It does not apply in the case 

of a tax audit. 

3. The minimum tax is paid in accordance with the same rules applicable to the 

payment of corporate income tax. Manufacturers, farmers, wholesalers, retail-

wholesalers, forestry operators, petrol station owners and exporters must pay to 

the tax authorities the advance payment of tax on purchases by the 15th day of 

the month following the month of the purchase. 
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Dividends:  

1. 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. 

2. 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. 

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.  

 

Determination of trading income: 

General: 

1. Taxable income is based on financial statements prepared according to generally 

accepted accounting principles and the OHADA (organization for the 

harmonization of business law in French-speaking Africa) standard statements. 

2. Business expenses are generally deductible unless specifically excluded by law 

or by the provisions of an international convention. 

3. 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. 
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 Royalties from patents, brands, models or designs paid to a non-CEMAC 

corporation participating directly or indirectly in the management of, or owning 

shares in, the Cameroonian corporation. 

 Rent expense for movable equipment paid to a shareholder that manages the 

company in fact or by right and holds, directly or indirectly, more than 10% of 

the capital. 

 Losses related to bad debts that do not comply with the enforcement 

measures provided in the OHADA Uniform Act relating to the organization of 

simplified procedures for collection and enforcement. 

 Liberalities, gifts and subsidies exceeding 0.5% of the turnover of research, 

philanthropic, development, educational, sports, scientific, social and family 

institutions or bodies.  

 Gifts and subsidies exceeding 5% of turnover of clubs 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: 

- Interest paid may not exceed one and one-half of the amount of real 

capital for all shareholders. 

- Interest paid to such affiliates may not exceed 25% of the income before 

income tax and deduction of such interest and depreciation. 

 Commissions and brokerage fees for services on behalf of 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 organization, which are deductible up to a limit 

of 15%, and premium insurance paid to companies located in Cameroon for 
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employees’ retirement indemnities), gifts, subsidies and penalties (to some 

extent). 

 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. 

Inventories: 

Inventory is normally valued at the acquisition cost or at the lower of cost or market 

value. Cost must be determined on a weighted-average cost-price method. The first-

in, first-out (FIFO) method is also generally acceptable. 

Provisions:  

In determining accounting profit, companies must establish certain provisions, such 

as a provision for a risk of loss or for certain expenses. These provisions are 

normally deductible for tax purposes if they provide for clearly specified losses or 

expenses that are probably going to occur and if they appear in the financial 

statements and in a specific statement in the tax return. 

Depreciation: 

1. Land and intangible assets, such as goodwill, are not depreciable for tax 

purposes. Other fixed assets may be depreciated using the straight-line method 

at rates specified by the tax law. Small equipment and other items that have a 

value not exceeding XAF400,000 without tax are directly accounted for as 

charges and considered deductible expenses. 

2. The 2011 Financial Law established a regime for the legal revaluation of tangible 

and intangible fixed assets, regardless of whether the assets are depreciable. 

The revaluation must occur by 31 December 2013. The capital gain resulting 

from revaluation is subject to a withholding tax at a rate of 5%.This is a final tax. 
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The 5% withholding tax is not due if the amount of the capital gain is reinvested 

within two financial years. 

 

Miscellaneous matters: 

General: 

Exchange control regulations exist in Cameroon for financial transfers outside the 

franc zone, which is the monetary zone including France and its former overseas 

colonies.  

Transfer Pricing: 

1. Under the new rules, if in the course of an accounts auditing, the administration 

has evidence that a company has indirectly transferred profit, the administration 

may request that the company provide information and documents with respect to 

certain items, including the following: 

 Relationships between the company and one or more 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 

2. The 2014 Financial 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.” 

3. Companies in the large taxpayers unit must transmit A statement of their 

shareholdings in other companies if the holdings exceed 25% of the share capital 

and a detailed statement of intergroup transactions, to the tax authorities by 15 

March of each year at the same time of the filing of the annual tax return.   
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5.7) Canada (Ottawa) (NA) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 15 

Capital Gains Tax 7.5 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Carry back 3 years; Carry forward 20 

Years 

Goods and Services Tax (GST) 5 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Corporations resident in Canada (whether owned by Canadians or non-residents) 

are taxed on their worldwide income from all sources, including income from 

business or property and net tax able capital gains. Non-resident corporations are 

taxed only on certain Canadian source income. In general, a corporation is 

deemed to be resident in Canada if it is incorporated in Canada or has its central 

mind and management located there.  

2. If a tax treaty exists between Canada and the country in which a Non-resident 

corporation is resident, the determination of whether a Non-resident is taxable in 

Canada may be restricted or modified, and lower rates may apply. 

3. Corporations are taxed by the federal government and by one or more provinces 

or territories. The basic rate of federal corporate tax for 2013 is 38%, but it is 

reduced to 15% by an abatement of 10 percentage points on a corporation’s 

taxable income earned in a province or territory and a general rate reduction of 

13 percentage points on a corporation’s full-rate taxable income. Provincial and 

territorial tax rates are added to the federal tax and generally vary between 10% 

and 16% of taxable income. 

4. Non-resident corporations carrying on business in Canada through a branch are 

taxable at the full corporate rate on their net business income earned in Canada, 

and they must pay an additional tax of 25% on after-tax income, subject to an 
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allowance for investment in Canadian property. This branch tax may be reduced 

by treaty. 

Capital gains:  

1. The taxable portion of capital gains and the deductible portion of capital losses is 

50%. The deductible portion of capital losses (other than allowable business 

investment losses) in excess of taxable capital gains is termed “net capital loss” 

and may be carried back three years and carried forward indefinitely, but may be 

applied only against taxable capital gains. 

2. Proceeds from the disposition of capital property that exceed the tax cost of such 

property are generally taxed as capital gains. For depreciable property, tax 

depreciation previously claimed that is recovered on disposition is generally fully 

included in income. 

3. If control of a corporation is acquired by a person or group of persons, net capital 

losses incurred before the change of control cannot be deducted in a year after 

the acquisition of control. Also, the carry back of capital losses to years prior to 

such change of control is prohibited. A flow through of net capital losses is 

provided for on certain amalgamations and liquidations. 

Administration:  

1. A corporation’s tax year usually ends on the same date as the financial statement 

year-end. If an acquisition of control occurs, the corporation is deemed to have a 

tax year ending immediately before the acquisition of control. 

2. Corporate income tax returns are required to be filed within six months following 

a corporation’s tax year-end. Subject to certain exceptions, Non-resident 

corporations must file a Canadian income tax return if they carry on business in 

Canada or dispose of taxable Canadian property during the tax year.  

3. Non-resident corporations claiming relief from Canadian tax under a tax treaty 

with another country must disclose detailed information regarding their activities 

in Canada. 

4. A penalty is levied on returns that are filed late, equal to 5% of the unpaid tax at 

the required filing date, plus an additional 1% per month (not exceeding 12 

months) of such unpaid tax for each month that the return remains unfiled. 

Repeat offenders may be liable for additional penalties. Non-resident 
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corporations that are required to file Canadian tax returns may be subject to 

another penalty of up to CAD2,500 even if no tax is payable. 

5. Federal and provincial corporate tax instalments must be made monthly during 

the corporation’s tax year. The remaining balance of taxes owed must be paid by 

the end of the second month following the tax year-end (third month for 

Canadian-controlled private corporations that carry on an active business and 

claim a small business deduction). 

6. Interest is charged on late or deficient tax payments based on the prescribed 

rate. The prescribed rate can vary each quarter. A penalty may apply to late or 

deficient tax instalments.  

Dividends:  

1. In general, dividends received by one Canadian corporation from another are 

fully deductible. However, to prevent the use of private companies to obtain 

significant tax deferrals on portfolio dividend income, such corporations are 

subject to a special 33⅓% refundable tax on dividends received from portfolio 

investments. Additional taxes may be imposed on dividends paid on certain 

preference-type shares.  

2. Dividends paid by a Canadian corporation to a Canadian resident individual are 

generally taxable, but the individual also receives a tax credit because the 

income has already been taxed within the corporation. A dividend received from a 

Non-resident corporation that is a foreign affiliate of a Canadian taxpayer may be 

exempt from tax  

Foreign tax relief:  

1. In general, taxpayers resident in Canada may deduct from their Canadian tax 

liability a credit for income or profits tax and for withholding tax paid to another 

country. The foreign tax credit is calculated separately for foreign business tax 

and foreign non business tax on a country-by-country basis. 

2. If a Canadian corporation receives dividends from a foreign affiliate, the normal 

foreign tax credits are replaced by either a complete or partial deduction for such 

dividends. 
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Determination of taxable income: 

General: 

1. Taxable profits are computed in accordance with generally accepted commercial 

principles, modified by certain statutory provisions in the Canadian Income Tax 

Act. 

2. In general, only 50% of meal and entertainment expenses is deductible for 

income tax purposes. 

Inventories:  

For tax purposes, inventories may be valued at the lower of cost or fair market value. 

The last in first out (LIFO) basis is not permitted for tax purposes, despite its 

acceptability for accounting purposes in certain instances. Corporations may use a 

different inventory valuation method for tax purposes than the one used for 

accounting purposes. 

Provisions:  

In general, provisions, such as warranty reserves, are not deductible for income tax 

purposes. Only actual expenses incurred are tax-deductible. 

Depreciation:  

1. Depreciation or amortization included in financial statements is added back, and 

tax depreciation, generally calculated on a declining-balance basis at prescribed 

rates, beginning when the asset is available for use, is deducted for tax purposes. 

The deduction is generally limited in the first year the asset is available for use. 

Tax depreciation may be fully or partially claimed at the taxpayer’s option. 

2. The following are the depreciation rates under the declining balance method for 

major categories of assets. 

Commercial and industrial buildings  4  

Computers  55 

Office equipment  20 

Motor vehicles  30 

Machinery and equipment  20 

- Certain eligible Non-residential buildings may qualify for a rate of 6% or 10%. 

- For machinery and equipment used primarily in manufacturing and processing,  

the rate is generally 30%. A straight-line rate of 50% applies if the machinery and 

equipment is acquired after 18 March 2007 and before 2014. 
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3. Capital assets are generally pooled into various classes, but, in certain cases, a 

corporation may elect to include individual pieces of certain types of equipment in 

separate classes. In general, if an asset is disposed of, the balance of the assets 

in the class is reduced by the proceeds from the disposition. However, if the 

proceeds from the disposition of an asset exceed the tax value of the class after 

depreciation, the excess is recaptured and is subject to tax at the regular 

corporate tax rates. If the asset is the only asset in the class and if a balance 

remains after the proceeds are charged to the class, the balance may be 

deducted as a terminal loss. 

 

Miscellaneous matters: 

Debt-to-equity rules: 

Canada imposes a thin capitalization rule limiting the ability of non-residents to 

withdraw profits through  deductible interest charges. In general, these rules restrict 

the deductibility of interest paid or payable by a Canadian resident corporation to a 

specified Non-resident on debts exceeding two times “equity.” The 29 March 2012 

Federal Budget proposals, which have been enacted, reduced the debt-to-equity 

ratio to 1.5 to 1 and extended the application of the rules to partnerships of which a 

Canadian resident corporation is a member. A specified Non-resident is a Non-

resident shareholder who, either alone or together with persons with whom the 

shareholder does not deal at arm’s length, owns sufficient shares that satisfy either 

of the following conditions: 

 They give the shareholder 25% or more of the votes that could be cast at an 

annual meeting of shareholders. 

 They have a fair market value representing 25% or more of the fair market value 

of all of the issued and outstanding shares of the corporation. 

Foreign affiliates: 

1. A Non-resident corporation is considered a foreign affiliate of a Canadian 

corporation if the Canadian corporation directly or indirectly owns at least 1% of 

any class of shares of the Non-resident corporation and if the Canadian 

corporation and related persons directly or indirectly own together at least 10% of 

any class of shares of that Non-resident corporation. 
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2. Dividends received by a Canadian corporation from a foreign affiliate are fully 

deductible in Canada if the dividends are derived from active business profits 

earned in a country with which Canada has entered into a tax treaty or a Tax 

Information Exchange Agreement (TIEA). Dividends are taxable in Canada if they 

are derived from passive operations (with certain exceptions) or any operations in 

a non-treaty or non-TIEA country, with relief for foreign tax on such income. 

Foreign affiliate dumping rules:  

1. The 29 March 2012 Federal Budget proposals, which have been enacted, 

introduced significant limitations to deal with what is commonly known as “surplus 

stripping.” These limitations broadly apply to certain investments in foreign 

affiliates. The new rules apply to an “investment” in a Non-resident corporation 

(subject corporation) by a corporation resident in Canada (CRIC) if the following 

two conditions are met: 

 The subject corporation must be a foreign affiliate of the CRIC immediately 

after the investment is made. 

 The CRIC must be controlled by a Non-resident corporation (parent) at the 

time the investment is made. 

2. The concept of “investment” is broadly defined and includes equity and debt 

investments in foreign affiliates, as well as the acquisition of shares of another 

corporation resident in Canada if the fair market value of all of the foreign shares 

owned directly or indirectly by the Canadian corporation comprises more than 

75% of the total fair market value of all the properties owned by the Canadian 

corporation. If applicable, the new rules deem dividends to have been paid to the 

parent by the CRIC or will cause the paid-up capital (PUC) of the shares of the 

CRIC to be reduced. 

3. The rules also contain certain elective provisions to reduce PUC instead of 

triggering a deemed dividend, as well as a PUC reinstatement rule if the shares 

of the subject corporation (or substituted property) are later distributed (or sold) 

by the CRIC. 

4. Certain exemptions limit the application of these new rules.  

5. The rules also do not apply if the debt owed by the foreign affiliate is a pertinent 

loan or indebtedness (PLOI). To qualify as a PLOI, the CRIC and the parent need 

to jointly elect to treat the debt obligation as a PLOI. In addition, the PLOI needs 
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to generate a minimum amount of income for the CRIC in Canada (namely, 

interest computed based on the current government of Canada three month 

treasury bill rate plus 4%). 

6. Passive income of controlled foreign affiliates. Any Canadian taxpayer that 

controls (as defined) a foreign affiliate is taxed on its share of that entity’s passive 

investment income (with certain exceptions) in the year such income is earned, 

regardless of whether such income is currently paid to the shareholder, except in 

certain specified circumstances. In addition, any taxpayer is taxed on its shares 

of any other type of income if the income is earned through a permanent 

establishment located in a non-treaty or non-TIEA country. 

Cross-border cash redeployment and pooling using PLOI: 

1. As noted in Foreign affiliate dumping rules, the foreign affiliate dumping rules 

include an elective exception for certain foreign affiliate indebtedness (PLOI). 

Under a corresponding amendment to the shareholder loan rules, loans will be 

allowed to be made without triggering deemed dividends and withholding taxes, if 

they result in interest income inclusions at the higher of the prescribed rate (the 

prescribed rate for PLOI is equal to the three-month government of Canada 

treasury bill rate plus 4%) and essentially, any funding costs incurred by the 

CRIC to make the loan. 

2. The rules are relevant to all CRICs that are part of a foreign-based multinational 

group, not only to CRICs having foreign affiliates. In many cases, these proposals 

should facilitate commercially efficient and tax-neutral cross-border 

redeployments and pooling of cash among members of foreign-based 

multinational groups that include CRICs. 

Corporate reorganizations: 

In general, transactions between related corporations must be recognized at fair 

market value. However, some common types of domestic and foreign corporate 

reorganizations may be accomplished with little or no immediate Canadian tax cost. 

Anti-avoidance legislation: 

The Canada Revenue Agency (CRA) may apply a general anti-avoidance rule to 

challenge transactions that it perceives to be abusive. This rule does not apply to a 

transaction that may reasonably be considered to have been undertaken or arranged 
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primarily for bona fide purposes other than to obtain a tax benefit. The application of 

the rule may cause certain transactions to be ignored or re-characterized. 

Transfer pricing:  

Under Canada’s transfer-pricing rules, acceptable transfer-pricing methods are those 

recommended by the Organisation for Economic Co-operation and Development 

(OECD).  

Acquisition of control considerations:  

If control of a corporation has been acquired, the target corporation is deemed to 

have a yearend immediately before the acquisition of control. A new tax year begins 

immediately thereafter, and a new year-end may be selected by the target 

corporation. If an acquisition of control occurs, special rules apply to the 

determination and treatment of capital losses, business losses, and certain tax 

attributes with respect to foreign affiliates. 
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5.8) China (Beijing) (AS) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 25 

Capital Gains Tax 25 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 5 Years 

VAT Standard rate 17 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Corporate residents of China are taxed on their worldwide income, including  

income from business operations, investment and other sources. A foreign tax 

credit is allowed for income taxes paid in other countries. This credit is capped at 

the China income tax payable on the same income calculated under the New 

Law. 

2. In general, a company is regarded as tax resident in China if it is incorporated in 

China or effectively managed in China. “Effective management” is defined as 

overall management and control over the production, business, personnel, 

accounting, and assets of a company. 

3. Non-resident companies are taxed on China-source income only. However, if the 

Non-resident company has an establishment in China, non-China source income 

effectively connected with the China establishment is also taxed. 

4. The term “establishment” is broadly defined to include the following: 

• A place of management. • A branch. 

• An office. • A factory. 

• A workshop. • A mine or an oil and gas well 

• A building site. or any other place of extraction 

• Business agents. of natural resources. 

• A construction, assembly, installation  • A place for the provision of 

or exploration project. labor services. 
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5. Rates of corporate tax. The statutory rate of enterprise income tax is 25%, 

effective from 1 January 2008. The withholding tax rate on passive income 

(including dividends, interest, royalties and capital gains) of non-China tax 

residents is 10%. A reduced tax rate applies to the following enterprises, subject 

to the satisfaction of certain conditions: 

 20% for small and less-profitable enterprises 

 15% for High and New Technology Enterprises 

 15% for Technologically Advanced Service Companies in select cities (from 

2009  to 2018) 

 15% for qualifying integrated circuit production enterprises 

 10% for key software enterprises, key animation and comics enterprises and 

integrated circuit designing enterprises 

 15% for western region enterprises and enterprises in Ganzhou in Jiangxi 

Province engaging in and deriving 70% of their total income from certain 

encouraged industries as stipulated in a new western region catalog (from 

2011 to 2020) 

 15% for qualifying enterprises registered in Qianhai Shenzhen- Hong Kong 

Modern Service Industry Cooperation Zone and Zhuhai Hengqin New Area 

Tax incentives.  

6. A five-year tax holiday (exemption for the first two years and 50% reduction for 

the next three years) is granted to newly established and qualified High and New 

Technology. 

7. Enterprises that are incorporated after 1 January 2008 and that are located in the 

Shanghai Pudong New Area or one of the five Special Economic Zones (SEZs), 

which are Hainan Province, Shantou, Shenzhen and Zhuhai in Guangdong 

Province, and Xiamen in Fujian Province. A five-year tax holiday also applies to 

qualifying software enterprises, animation and comics enterprises, integrated 

circuit designing enterprises and integrated circuit production enterprises. For 

qualified integrated circuit production enterprises, the tax holiday can be 

extended to 10 years (exemption for the first five years and 50% reduction for the 

next five years) under certain conditions. To enjoy the tax holidays described in 

the two preceding sentences, the qualifying software enterprises, animation and 
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comics enterprises, and integrated circuit enterprises must make profits by the 

end of 2017. 

8. During the period from 2010 to 2020, certain specified industries in selected 

areas of Xinjiang, such as agriculture and forestry, irrigation, coal production and 

related industries, electricity, new energy, oil and gas, production of certain 

metals and related industries, petrochemical, pharmaceutical, transportation, 

modern logistics, environmental protection and resources conservation, can also 

benefit from a five-year tax holiday based on the statutory rate of 25%. A five-

year exemption applies to qualifying enterprises located in the Kashi and 

Huoerguosi Special Economic Development Zones of Xinjiang. 

9. Other tax incentives are available to enterprises engaged in industries, projects, 

or activities encouraged by national policies.  

Capital gains and losses:  

In general, capital gains and losses are treated in the same manner as other taxable 

income and losses, and are taxed at the normal income tax rate of 25%. However, 

China-source capital gains derived by Non-resident enterprises, such as gains from 

the disposal of an FIE, are subject to a 10% withholding tax. In addition to income 

tax, real property gains tax is imposed on gains derived from transfers of real 

properties. 

Administration:  

1. The tax year in China is the calendar year. An annual corporate income tax 

return, together with audited financial statements issued by a certified public 

accountant registered in China and a set of annual reporting forms for related 

party transactions, is due within five months after the end of the tax year. 

Enterprises must settle all outstanding tax liabilities within the same period. 

2. In addition, enterprises must also file quarterly provisional corporate income tax 

returns within 15 days after the end of each quarter, together with payments of 

provisional tax based on actual profits. If an enterprise has difficulty in filing a 

provisional tax return based on the actual quarterly profits, it may pay tax based 

on estimated profits. The estimated profits are normally computed by reference to 

one-quarter of the enterprise’s actual taxable profits for the preceding year. 

Otherwise, they are computed under other methods approved by the tax bureau.  
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3. Late filing or late payment triggers a surcharge of 0.05% per day and a 

discretionary penalty of 50% to 500% of the unpaid tax liabilities. For adjustments 

made under anti-avoidance provisions, such as adjustments with respect to 

transfer pricing, thin capitalization and controlled foreign corporations, an  interest 

charge is imposed on a daily basis, beginning on 1 June of the year following the 

tax year to which the tax underpayment is related and ending on the day the tax 

underpayment is settled. 

Dividends:  

Profits of FIEs distributed as dividends are subject to withholding tax at a rate of 10% 

when remitted from China. The investor must obtain preapproval from the tax 

authorities responsible for administering the relevant treaty reliefs. Dividends paid 

between qualified resident companies may be exempted. For this purpose, resident 

companies are qualified if one tax resident has made a direct investment in the other 

tax resident. Dividends attributable to publicly traded shares are also treated as tax-

exempt investment income if the holding period of the shares is longer than 12 

months. 

Foreign tax relief: 

1. A tax credit is allowed for foreign income taxes paid, or indirectly borne, by China 

resident enterprises, but the credit is generally limited to the amount of China 

corporate income tax payable on the foreign-source portion of an enterprise’s 

worldwide taxable income. A Non-resident enterprise with an establishment or 

place of business (generally referred to as a permanent establishment [PE]) in 

China that derives foreign source income effectively connected to the PE can 

also claim a tax credit for income taxes paid in foreign jurisdictions, but the credit 

is limited to China corporate income tax payable on such income.  

2. Excess foreign tax credits may be carried forward for a period of five years. The 

tax credit limit mentioned above must be calculated on a country by country 

basis. The tax credit limit for each country is calculated by apportioning the total 

income tax on worldwide taxable income through the application of an 

apportionment ratio of the taxable income sourced in the relevant country to 

worldwide taxable income. 
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Determination of trading income: 

General: 

1. Taxable income is defined as total revenue less the following: 

• Non-taxable income • Tax-exempt income 

• Allowable deductions • Tax losses 

2. No major differences exist between tax and accounting methods for income 

computation purposes. Dividends, bonuses, interest, royalties, rent and other 

income are included in taxable income.  

3. In general, all necessary and reasonable expenses incurred in carrying on a 

business are deductible for tax purposes. However, specified limits apply to the 

deductibility of advertisement expenses, entertainment expenses, union fees, 

employee welfare costs, employee education expenses, commissions and 

handling fees, supplementary pensions and supplementary medical insurance. 

4. Charitable donations of up to 12% of the total annual profit are deductible.  

Management fees paid between enterprises, rental and royalty fees paid between 

business units of an enterprise, and interest paid between business units of non-

bank enterprises are not deductible. Interest paid on related-party borrowing that 

does not meet debt to equity ratio rules may not be deductible. Other non-

deductible expenses include the following: 

• Sponsorship expenses 

• Dividends and returns on equity investments 

• Income tax payments including penalties and surcharges 

• Donations not fulfilling prescribed requirements 

• Provisions not yet approved 

• Other expenses not related to production or business operations 

5. For an establishment in China of an enterprise that is not a resident for tax 

purposes, reasonable expenses allocated from the overseas head office are 

deductible if these expenses are incurred by the head office for the production or 

business operations of such establishment and are supported by proper 

documents issued by the head office. 

Inventories:  

1. For tax purposes, the cost of inventories is determined in accordance with the 

following rules: 
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 The cost of inventories that are paid for in cash is the sum of the purchase 

price and the related taxes and charges actually paid. 

 The cost of inventories that are not paid for in cash is determined based on 

the fair market value of the consideration and the related taxes and charges 

actually paid. 

 The cost of agricultural products generated from biological assets (for 

example, animals or woods) is determined based on the necessary raw 

material, labor and relevant overhead expenditure actually incurred. 

2. Cost may be determined on a first-in, first-out (FIFO), weighted average, or 

specific identification basis. The last-in, first-out (LIFO) basis is not acceptable for 

tax purposes. The method chosen must be applied consistently. 

Provisions:  

Provisions that have not been approved by the tax authorities are generally not 

deductible. These include various provisions and allowances for asset impairment 

and risk reserves. 

Depreciation:  

1. Depreciation of tangible assets is generally computed using the straight-line 

method. The following are minimum useful lives for various assets. 

Asset                  Years 

Buildings and structures     20 

Aircraft, trains, vessels, machinery, equipment 

and other production plants     10 

Appliances, tools, furniture and other assets 

related to production and business operations     5 

Means of transport other than aircraft, trains and vessels   4 

Electronic equipment     3 

Productive biological assets in the nature of trees    10 

Productive biological assets in the nature of livestock   3 

Acquired software (subject to approval)     2 

2. Accelerated depreciation is allowed with respect to certain fixed assets subject to 

rapid technological obsolescence and fixed assets exposed to constant shock 

and erosion. 
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3. Intangible assets, including technical know-how, patents and trademarks, are 

amortized over the contractual term or over a period of no less than 10 years if a 

time period is not specified. 

4. Self-developed goodwill cannot be amortized or deducted. Acquired goodwill is 

deductible only if the entire business is transferred or liquidated. 

 

Miscellaneous matters: 

Foreign-exchange controls: 

1. In general, the Chinese government permits the free convertibility of current 

account items of China incorporated enterprises. Current account items are 

defined as transactions occurring daily that involve international receipts and 

payments. Current account foreign-exchange receipts and payments include 

trading receipts and payments, service receipts and payments, unilateral 

transfers and dividends paid from after tax profits. 

2. Remittances of dividends and profits. Remittances of after-tax profits or dividends 

to foreign investors in FIEs must be supported by written resolutions of the board 

of directors and by audited financial statements, and may not be made until a tax 

clearance is issued by the tax authorities. 

3. Remittances of interest and principal. Interest payments on foreign loans are 

considered current account items. In general, after receipt of tax clearance from 

the tax authorities, these payments may be made through the enterprise’s special 

foreign-exchange bank account or through designated foreign-exchange banks 

with the approval of the State Administration for Foreign Exchange (SAFE). 

4. In general, the enterprise may repay the principal from its special foreign-

exchange bank account or through conversion at designated foreign-exchange 

banks. 

5. Alternative procedure for remittances. Instead of applying for tax clearance for 

settling outbound payments mentioned above that exceed USD50,000, effective 

from 1 September 2013, enterprises can file a record with the responsible state 

tax authorities by submitting copies of contracts (stamped by the official seal) 

together with registration forms. 
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Debt-to-equity requirements: 

1. For FIEs in China, the following debt to equity ratios are applicable for the 

purpose of obtaining foreign-currency loans from foreign parties (including foreign 

related parties) and meeting corporate law requirements: 

 For investment projects of up to USD3 million, the capital contribution must 

equal or exceed 70% of the total investment. 

 For investment projects of over USD3 million but not exceeding USD10 

million, the minimum capital requirement is 50% of the total investment, but 

not less than USD2,100,000. 

 For investment projects of over USD10 million but not exceeding USD30 

million, the minimum capital requirement is 40% of the total investment, but 

not less than USD5 million.  

 For investment projects in excess of USD30 million, the minimum capital 

requirement is 33.3% of the total investment, but not less than USD12 million. 

2. The New Law provides for a separate set of debt to equity rules for tax purposes. 

Subject to certain exceptions, in general, the debt to equity ratio for financial 

institutions is 5:1 and the ratio for nonfinancial institutions is 2:1. The interest 

expense on funds loaned by a related party that exceed the maximum debt 

calculated under the debt to equity ratio is not deductible for tax purposes. 

3. In addition, the deduction of expenses on a loan from an investor may be limited 

if the investor has not yet paid up its committed investment capital. The non-

deductible interest expense is calculated by apportioning the total interest 

expenses based on the ratio of the outstanding capital commitment to the total 

loan balance. 

Transfer pricing:  

1. China has introduced transfer-pricing rules under which all amounts paid or 

charged in business transactions between related parties must be determined 

based on an arm’s length standard. If the parties fail to meet this requirement, the 

tax bureau may make reasonable adjustments by using one of the following 

methods: 

• Comparable uncontrolled price (CUP) 

• Resale price method (RPM) 

• Cost-plus method (CPM) 
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• Transactional net margin method (TNMM) 

• Profit split method (PSM) 

• Other methods that are consistent with the arm’s-length principle 

2. Enterprises must disclose related-party transactions in Related Party Transaction 

Forms, which should be submitted to the in-charge tax bureau together with the 

annual tax return by the due date for the annual return. The following related-

party information must be disclosed in the forms: 

3. Enterprises with aggregate related party transactions exceeding one of the 

following thresholds must prepare contemporaneous documentation on an entity 

level unless their transactions are covered by an Advance Pricing Agreement 

(APA) or unless they meet the “domestic transaction” exemption: 

 CNY200 million of related-party purchase or sale transactions 

 CNY40 million of other kinds of transactions such as intangibles, services and 

interest from financing transactions 

4. The contemporaneous documentation must be completed by 31 May of the year 

following the year in which the related-party transactions took place and be 

provided to the tax authorities within 20 days on request. 

5. The Law recognizes the concept of cost-sharing arrangements for group 

procurement and group marketing activities. Other types of service cost sharing 

are not currently entertained by the tax authorities. Entities that have executed a 

cost-sharing agreement must prepare and preserve contemporaneous 

documentation regardless of the related-party transactions thresholds. 

6. Taxpayers may apply for APAs in China. Anti-avoidance rules. The general anti-

avoidance rules apply to transactions if the transactions may be considered to 

have been undertaken or arranged primarily for other than bona fide purposes 

and if the sole and dominant purpose for a company to enter into such 

transactions was the obtaining of tax benefits. 

7. Controlled foreign corporations. The Law introduces controlled foreign 

corporation (CFC) rules, which are designed to counter income deferral 

strategies. A resident company that holds an interest in a CFC incorporated in a 

jurisdiction with an effective tax rate of lower than 12.5% may be taxed on its 

share of profits of the CFC, regardless of whether a dividend has been declared. 
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8. A Non-resident company is considered to be controlled by a China resident 

company if either of the following conditions is satisfied: 

 The China resident company directly or indirectly holds 10% or more of the 

voting shares in the Non-resident company and jointly holds an interest of 

50% or more in the Non-resident company. 

 The China resident company exercises effective control over the Non-resident 

company by means of shares, capital, business operations, purchases and 

sales or other mechanisms.  

  

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 82 
 

5.9) Colombia (Bogota) (SA) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 25 

Capital Gains Tax 10 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Indefinite Period 

VAT Standard rate 16% 

Other Social Taxes & Environmental At different rates 

 

Taxes on corporate income: 

General: 

1. National corporations are taxed on worldwide income and capital gains. National 

corporations are corporations that have their principal domicile in Colombia or are 

organized under Colombian law or that during the respective tax year or period 

have their effective place of management in Colombia. 

2. Branches of foreign corporations and PEs are taxed on Colombian source 

income and capital gains only. Attribution is based on domestic tax accounting 

records, which should be supported by an analysis of functions, assets, risks and 

personnel. 

3. The corporate income tax rate is 25%, except for foreign companies receiving 

Colombian-source income not attributable to a branch office or PE, which are 

subject to an income tax rate of 33%. A special reduced corporate income tax 

rate of 15% applies to legal entities qualified as Industrial Users of Goods and/or 

Services in a free-trade zone. 

4. Commercial Users in a free-trade zone are subject to the general corporate 

income tax rate. 

5. Reduced and gradually increasing income tax rates are available for small 

businesses (as defined by Law 1429, December 2010) beginning their activities 

on or after 1 January 2011 and registering on or before 31 December 2014. Zero 

percent of the regular corporate income tax rate applies for the first two years. 

The rate increases by 25% of the regular corporate income tax rate for the third 
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through the fifth years, and the regular corporate income tax rate of 25% applies 

from the sixth year. 

Capital gains:  

The following gains are considered capital gains, which are subject to tax at a rate of  

10%: 

 Gains on the transfer of fixed assets owned for more than two years. 

 Gains resulting from the receipt of liquidation proceeds of corporations in excess 

of capital contributed if the corporation existed for at least two years. 

Administration: 

1. The tax year is the calendar year. Each December, the Colombian government 

sets the due dates for the filing of income tax returns and payment of taxes due. 

Tax payments are made in three instalments between February and October for 

Larger Taxpayers (large corporations, according to conditions set by the tax 

authorities) and in two instalments between April and June for other legal entities. 

Advance payments for the current tax year, which generally represent 20% of the 

income tax payable for the prior tax year after withholdings, must be made with 

these instalments. Interest on the late payment of taxes is accrued at the daily 

effective rate of usury certified by the Superintendency of Finance for the 

consumption credits.  

2. A penalty for late filing is levied on the amount of tax assessed in the 

corresponding tax return at a rate of 5% or 10% for each month or a fraction 

thereof. The penalty for late filing cannot exceed 100% or 200% of the difference 

of the tax to be paid or the balance in favor, depending on the timing of the filing. 

The penalty for amending a return may be 10% or 20% of the difference between 

the amount shown on the original tax return and the correct amount, depending 

on the timing of the amendment. 

Dividends:  

1. Dividends paid to non-residents are not subject to tax if the dividends are paid out 

of profits that were taxed at the corporate level (temporal differences can affect 

this calculation). If the dividends were not taxed at the corporate level, dividends 

paid to non-residents are subject to withholding tax at the regular corporate 

income tax rate of 33%.  
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2. Dividends paid between domestic corporations are not subject to tax if the 

company generating the profits out of which the dividends are paid is taxed on 

these profits in Colombia. Otherwise, the dividends are included in the income tax 

return of the recipient of the dividends. A 20% withholding tax is imposed on 

dividends paid to residents out of profits not taxed at the corporate level if the 

taxpayer is required to file an income tax return. 

3. If the non-taxable dividends in a given year are higher than the commercial profits 

of that year, the difference can be carried back for two years or carried forward 

for five years to offset the profits of such periods. 

Foreign tax relief: 

1. For national corporations and resident individuals, a credit for foreign taxes paid 

on foreign-source income is granted, up to the amount of Colombian corporate 

income tax and CREE payable on the foreign-source income. 

2. An indirect tax credit is also granted for foreign taxes paid on income at the level 

of the foreign company that is distributing corresponding dividends to Colombian 

shareholders or quota holders. This tax credit equals the amount resulting from 

the application of the income tax rate of the foreign company to the amount of 

distributed dividends. If the foreign company distributing the dividends has 

received dividends from other companies domiciled in the same or other 

jurisdictions, the tax credit equals the amount resulting from the application of the 

income tax rate of the foreign company to the amount of the dividends received 

by the Colombian taxpayer. The sum of the direct tax credit and indirect tax credit 

may not exceed the corporate income tax and CREE payable in Colombia on 

such dividends. 

3. To be entitled to the direct and indirect tax credit, the domestic taxpayer must 

prove that the corresponding tax was effectively paid in each relevant jurisdiction. 

In addition, for the indirect tax credit, the investments must be qualified as fixed 

assets for the taxpayer and possessed for a minimum of two years. 

4. The tax credit may be claimed in the tax year in which the foreign tax is paid or in 

any of the following four years.  
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Determination of taxable income: 

General: 

1. In general, to be deductible, expenses must be related to the activity that 

generates taxable income and must be proportional and necessary with respect 

to the productive activity of the taxpayer. Some limitations and prohibitions may 

apply to the deductibility of certain expenses. 

2. Payments to entities resident outside Colombia are deductible if they meet the 

general rules above and, for expenses related to Colombian-source income, if the 

applicable withholding tax is paid. In general, if no withholding tax applies, the 

expenses are allowed as deductions, up to a maximum of 15% of the taxpayer’s 

net income before taking into account all costs and expenses abroad not subject 

to Colombian withholding tax. Costs or expenses incurred abroad that are related 

to foreign-source income subject to income tax in Colombia are deductible if the 

general requirements are met, even if withholding tax is not imposed, and the 

15% limitation mentioned above does not apply. 

3. Branches of foreign companies may deduct the following types of payments 

made to their foreign related party if the applicable withholding tax is paid: 

• Royalties 

 • Commissions that are related to the acquisition of raw materials or goods 

• Administration fees 

• Payments for the use or acquisition of intangible property 

4. Interest and other financial expenses resulting from liabilities owed to foreign-

related companies are generally not deductible. 

5. Payments made to foreign-related parties that comply with the transfer-pricing 

rules may be deductible even if no income tax withholding is required. However, 

the 15% limitation described above applies to such payments. 

6. Overhead expenses are deductible for Colombian tax purposes if they are related 

to services rendered and if they are supported by transfer-pricing studies. It is 

usually difficult to satisfy these conditions and, as a result, overhead expenses 

are generally not deductible. 

7. Transactions subject to transfer-pricing rules are not subject to the limitations 

provided in the Tax Code for costs and expenses in transactions involving related 

parties. Consequently, transactions with foreign related parties that are subject to 
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the transfer-pricing rules are deductible for a Colombian company, even if such 

payments are not subject to withholding tax. 

8. Income generated from the following activities is exempt from income tax: 

• Hotel services (new and remodelled hotels) 

• Software and medical patents developed in Colombia 

• Fluvial transportation services 

• Energy generated from wind and biomass sources, and agriculture disposal 

Presumptive income: 

1. Under the Colombian tax law, the tax base for corporate income tax purposes is 

the higher of actual taxable income or minimum presumptive income, which is 

equal to 3% of the net equity as of 31 December of the preceding tax year. 

Certain assets may be excluded from this calculation, and certain taxpayers are 

not required to calculate presumptive income. 

2. The amount of income tax payable after tax credits may not be less than 75% of 

the income determined under the presumptive income rules, before taking into 

account tax credits.  

3. For corporate income tax calculation purposes, the excess of the presumptive 

income tax over ordinary net income may be amortized over the following five 

years. 

Inventories:  

Inventories are generally valued using the permanent inventory method.  

Provisions:  

Provisions are not allowed as deductions in determining taxable income, except for 

provisions for accounts receivables, which are subject to special tax rules. 

Depreciation:  

1. Depreciation may be calculated using the straight line method, declining-balance 

method or other recognized method authorized in advance by the tax authorities. 

Individual assets purchased for up to 50 tax units (for 2014, a tax unit equals 

COP27,485, or approximately USD14.25) may be fully depreciated in the year of 

acquisition. 

2. The following are the general categories of useful lives established by the tax 

law: 

• Buildings, including pipelines : 20 years 
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• Machinery and equipment : 10 years 

• Vehicles and computers : 5 years 

If machinery and equipment are used daily in shifts in excess of a regular eight-

hour schedule, a taxpayer may request an additional 25% on the depreciation 

rate for each additional eight-hour shift and a corresponding proportion for a 

fraction of such shift. Land is not depreciable. 

3. Amortization. In general, amortization of ordinary and necessary investments 

used for the purposes of the business, including intangibles (for example, know-

how) is allowed. Amortization must be claimed over a minimum period of five 

years, except for certain intangibles, such as software, for which a shorter period 

may be allowed, if properly justified. 

4. Amortizable costs and expenses for the oil industry may be amortized using the 

straight-line method over five years, unless a shorter period can be justified. 

Alternatively, they can be amortized using the units-of-production method. If 

investments in exploration are unsuccessful, the costs and expenses may be 

claimed as deductions in the year in which this is determined or in the following 

two years. 

5. Restrictions apply to the transfer of losses in mergers or spin-offs (tax-free events 

for the participating companies for Colombian tax purposes if certain 

requirements are observed). The surviving entity can offset losses originated in 

the merged entities, but only up to the percentage of its equity participation in the 

merged entity’s equity. Similar rules apply to spin-offs of companies. Tax losses 

generated do not affect the entity’s presumptive income for the respective tax 

year. 

6. The special treatment of tax losses in mergers and spin-offs applies only if the 

economic activity of the companies involved remains the same after the merger 

or spin-off occurs. 

7. Inflation adjustment. An optional tax readjustment of fixed assets may be applied. 

This readjustment is calculated by applying the percentage certified by the 

government for the adjustment of the tax unit. The readjustment affects the tax 

basis for the transfer of fixed assets, presumptive income and the determination 

of taxable net equity. Although the inflation adjustments were eliminated, the 

accumulated inflation adjustments can be depreciated. 
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Miscellaneous matters: 

Foreign-exchange controls: 

1. A controlled exchange market and a free market exist. The controlled exchange 

market primarily covers foreign-trade operations (imports and exports of goods), 

external indebtedness, foreign investment in Colombia and Colombian 

investment abroad. Commercial banks and financial institutions administer the 

controlled exchange market. 

2. Exchange operations that are not covered by the controlled market are 

conducted through the free market. These operations include the purchase of 

foreign currency that is used to open free-market bank accounts abroad. 

3. Foreign investors may receive abroad, without limitation, annual profits derived 

from an investment that is registered with the Colombian Central Bank. 

Debt-to-equity rules: 

Interest paid on loans (with third parties or related parties) that in average exceeds a 

3:1 debt-to-equity ratio is not deductible. For this purpose, the equity taken into 

account is the taxpayer’s net equity for the preceding year, and the debt taken into 

account is debt that accrues interest. 

Transfer pricing: 

1. The transfer-pricing regime includes several of the methods contained in the 

Organisation for Economic Cooperation and Development (OECD) rules. 

2. Significant aspects of the transfer pricing system in Colombia include the 

following: 

 All events that create economic linkage are specifically mentioned in the tax 

code. 

 The rules do not cover local operations between related companies 

established in  Colombia, except for transactions between local entities and 

free-trade zone users. 

 Parties that have gross equity exceeding 100,000 tax units as of the last day 

of the tax year or gross revenues for the year in excess of 61,000 tax units 

must prepare contemporaneous documentation and file transfer-pricing 

information returns. In addition, information regarding comparables must be 

sent to the tax authorities in electronic form. 
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 Penalties are imposed for not meeting filing requirements, submitting 

erroneous or incomplete reports or failing to meet other requirements. 

Anti-abuse rules: 

1. Under anti-abuse rules, tax abuse is defined as the use or implementation of a 

transaction or several transactions for purposes of the following: 

 Changing or modifying artificially tax effects that would otherwise have arisen 

for the taxpayer, or its related parties, shareholders, or effective beneficiaries. 

 Obtaining a tax benefit Typically, transactions subject to the anti-abuse rules 

are those that do not have a valid and reasonable business purpose that 

serves as the main cause for the transactions.  

2. If at least three of the specified criteria apply (for example, the use of a tax haven 

or a related-party transaction), the taxpayer must disprove the abuse. For such 

purpose, the taxpayer must demonstrate business purpose or the market value of 

the transaction under transfer-pricing methodologies. The tax authority, may re-

characterize the transaction, pierce the corporate veil, and assess the tax due 

together with fines and penalties. 
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5.10) Egypt (Cairo) (AF) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 25 

Capital Gains Tax 25 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 5 years 

VAT 5 

Other Social Taxes  At different rates 

 

Taxes on corporate income: 

General: 

1. 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.  

2. Foreign companies resident in Egypt are subject to tax only on their profits 

derived from Egypt. 

3. The standard rate of corporate profits tax is 25%. However, exceptions to this 

rate exist. Oil prospecting and production companies are subject to tax on their 

profits at a rate of 40.55%. The Suez Canal Company, the Egyptian General 

Petroleum Company and the Central Bank of Egypt are subject to tax on their 

profits at a rate of 40%. 

Capital gains:  

Tax on capital gains is calculated at the ordinary corporate profits tax rates in the 

same manner as ordinary business profits and is not calculated separately. Trading 

and capital losses derived from sales of other assets are deductible against taxable 

capital gains. 

Administration:  

1. Companies must file their annual tax returns, together with all supporting 

schedules and the original financial statements, before 1 May of each year, or 

four months after the end of the financial year. The tax return must be signed by 

the taxpayer. Taxpayers can file a request for an extension of the due date for 
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filing the tax return if the estimated amount of tax is paid at the time of the 

request. A request for an extension must be filed at least 15 days before the due 

date. An extension of up to 60 days may be granted. An amended tax return can 

be filed within 30 days after the original due date. 

2. Any tax due must be paid when the tax return is filed. A late penalty is imposed at 

a rate of 2% plus the credit and discount rate set by the Central Bank of Egypt in 

January of each year. 

Dividends:  

Dividends distributed by Egyptian companies are not subject to withholding tax 

because they are paid out of corporate profits that are taxed under the normal rules. 

Dividends received by residents from foreign sources are taxed in Egypt. 

Withholding tax: 

In general, payments for all services performed by Non-resident companies for 

Egyptian companies in or outside Egypt are subject to withholding tax at a rate of 

20%. However, this withholding tax does not apply to payments related to the 

following activities: 

• Transportation • Shipping 

• Insurance • Training 

• Participation in conferences and exhibitions • Registration in foreign stock 

• Advertising campaigns  markets 

Foreign tax relief:  

Foreign tax paid by resident entities outside Egypt can be deducted if supporting 

documents are available. Treaties entered into between Egypt and other countries   

provide a credit for taxes paid abroad on income subject to corporate income tax in 

Egypt. 

 

Determination of taxable income: 

General: 

1. 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, intercompany transactions and expenses. 

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 92 
 

Dividends are exempt from tax. Interest on bonds listed on the Egyptian stock 

exchange is exempt from tax if certain conditions are satisfied. 

2. Start-up and formation expenses may be deducted in the first year. The 

deductibility of a branch’s share of head office overhead expenses is limited to 

10% of the taxable net profit. Head-office expenses 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. 

3. Interest paid on loans and overdrafts with respect to a company’s activities is 

deductible after offsetting interest income. Interest paid to individuals who are not 

subject to tax or exempt from tax is not deductible. Deductible interest is limited 

to the interest computed at a rate equal to twice the discount rate determined by 

the Central Bank of Egypt. 

Inventories:  

Inventory is normally valued for tax purposes at the lower of cost or market value. 

Cost is defined as purchase price plus direct and indirect production costs. 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 if the method is changed, the reasons for such 

change should be stated. 

Provisions:  

Provisions are not deductible except for the following: 

 Provision for up to 80% of loans made by banks, which is required by the Central 

Bank of Egypt  

 Insurance companies’ provision determined under Law No. 10 of 1981  

Bad debts are deductible 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. 

 The company has taken the necessary action to collect the debt. 
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Depreciation: 

1. Depreciation is deductible for tax purposes and may be calculated using either 

the straight-line or declining-balance method. The following are the depreciation 

rates. 

Buildings, ships and aircraft  Straight-line 5 

Intangible assets  Straight-line 10 

Computers  WDV 50 

Heavy machinery and equipment  WDV 25 

Small machinery and equipment  WDV 25 

Vehicles  WDV 25 

Furniture  WDV 25 

Other tangible assets  WDV 25 

2. Accelerated depreciation is allowable only once at a rate of 30% on new 

machines and equipment in the year in which they are placed into service. 

3. Normal depreciation is calculated after taking into account the accelerated 30% 

depreciation on the net value of new assets, provided that proper books of 

account are maintained.  

 

Miscellaneous matters: 

Debt-to-equity rules: 

Under the new tax law, the maximum debt to equity ratio is 4:1. If the debt exceeds 

such ratio, the excess interest may not be claimed as a deductible expense. 

Transfer pricing:  

1. The Egyptian tax law contains measures regarding transfer pricing, which are 

based on the arm’s-length principle. 

2. Under these measures, 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, under 

the new tax law, it is possible to enter into arrangements in advance with the tax 

department regarding a transfer-pricing policy (Advance Pricing Arrangement). 

3. An Advance Pricing Arrangement ensures that transfer prices will not be 

challenged after the tax return is submitted and, accordingly, eliminates exposure 
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to penalties and interest on the late payment of taxes resulting from adjustments 

of transfer prices. 
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5.11) France (Paris) (EU) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 33⅓ 

Capital Gains Tax 0/15/33⅓ 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Carry back 1 year with carry forward for 

indefinite period 

VAT 2.1/5.5/10/20 

Other Social Taxes & Environmental At different rates 

 

Taxes on corporate income: 

General: 

1. The taxation of French companies is based on a territorial principle. As a result, 

French companies carrying on a trade or business outside France are generally 

not taxed in France on the related profits and cannot take into account the related 

losses. However, under the French controlled foreign company (CFC) rules 

income earned by a French enterprise through a foreign enterprise may be taxed 

in France if such income is subject to an effective tax rate that is 50% lower than 

the French effective tax rate on similar income.  

2. French companies are companies registered in France, regardless of the 

nationality of the shareholders and companies that have their place of effective 

management in France. Foreign companies carrying on an activity in France are 

subject to French corporate tax on their French-source profits. 

3. Profits derived in France by branches of Non-resident companies are deemed to 

be distributed, normally resulting in the imposition of a branch withholding tax of 

30% on after-tax income. This tax is not imposed on the profits of French 

branches of companies that are resident in EU member states and that are 

subject to corporate income tax in their home countries. Although branch 

withholding tax normally applies to undistributed profits, such profits may be 

exempted from the tax if an application is filed with the tax authorities and if 

certain requirements are met. 
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4. The standard corporate tax rate is 33⅓%. A social security surtax of 3.3% is 

assessed on the corporate tax. This surtax is imposed on the portion of corporate 

tax due exceeding EUR763,000 before offsetting the tax credits granted under 

tax treaties. The 3.3% surtax does not apply to companies whose annual 

turnover is lower than EUR7,630,000 if at least 75% of the company is owned by 

individuals or by companies that themselves satisfy these conditions.  

5. Members of consolidated groups must take into account the global turnover of 

the group to determine whether they reach the EUR7,630,000 threshold 

mentioned above. 

6. In addition, a temporary additional surtax is assessed on the corporate tax for 

companies with turnover exceeding EUR250 million. For fiscal years ending from 

31 December 2011 to 31 December 2013, such temporary additional surtax was 

computed at a 5% rate. 

7. Under the 2014 Finance Bill, the rate is increased to 10.7% for fiscal years 

ending between 31 December 2013 and 30 December 2015. 

8. Taking into account the social security surtax, the marginal effective rate of 

French corporate income tax is 34.43% (33.33% + 1.1%). If the temporary 

contribution also applies, this rate is increased to 38%. 

9. A reduced corporate tax rate of 15% applies to the first EUR38,120 of the profits 

of small and medium-sized enterprises if certain conditions are met, including the 

following:  

 The turnover of the company is less than EUR7,630,000. 

 At least 75% of the company is owned by individuals or by companies that 

themselves satisfy this condition and the above condition. 

Capital gains: 

1. Capital gains derived from the sale of qualifying participations are exempt from 

tax. Qualifying participations must satisfy both of the following conditions: 

 They must be considered to be titres de participation (specific class of shares 

for accounting purposes that enables the shareholder to have a controlling 

interest) or be eligible for the dividend participation exemption regime. 

 They must have been held for at least two years before their sale. 
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However, for tax years closed on or after 31 December 2012 the corporate 

income tax applies to 12% of the gross capital gains realized on qualifying 

participations. As a result, the effective tax rate on such gains is 4%. 

2. A reduced 15% tax rate applies to the following: 

 Capital gains derived from sales of shares in venture mutual funds (FCPRs) 

and venture capital investment companies (SCRs), if these shares have been 

held for a period of at least five years 

 Income derived from the licensing of patents or patentable rights 

 Capital gains realized on patents or patentable rights held for at least two 

years, unless the disposal takes place between related companies. 

3. Long-term capital losses relating to interests qualifying for the 15% category may 

only be offset against long-term capital gains corresponding to the same 

category. 

4. The reduced rates also apply to various distributions made by venture mutual 

funds (FCPRs) and venture capital investment companies (SCRs). 

5. Capital gains derived from sales of participating interests in companies that are 

predominantly real-estate companies are subject to tax at the standard rate of 

33.33%. For listed real-estate companies, the rate is reduced to 19%. 

Administration:  

1. Companies must file a tax return within three months following the end of their 

financial year. 

2. Companies that have their financial year ending on 31 December must pay the 

instalments on 15 March, 15 June, 15 September and 15 December. 

3. The balance of corporate tax is due by 15 April of the following year. Companies 

must pay the balance of corporate tax due within four months following the end of 

their financial year. 

4. The rules governing the payment of corporate income tax also apply to the 

payment of the 3.3% surtax. 

5. Companies that generated a turnover exceeding EUR15 million (excluding value-

added tax [VAT]) during the preceding year must file their corporate income tax 

and VAT returns electronically. 

6. If a company does not comply with this requirement, a 0.2% penalty is imposed. 

Other companies may elect to file such returns electronically. 
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7. Late payment and late filing are subject to a 10% penalty. If additional tax is 

payable as a result of a reassessment of tax, interest is charged at 0.4% per 

month (4.8% per year). Many exceptions and specific rules apply to interest and 

penalties. 

Dividends:  

1. Dividends paid by French companies do not carry a tax credit. However, under 

the parent-subsidiary regime, dividends received by French companies or French 

branches of Non-resident companies are exempt from corporate income tax, 

except for a 5% service charge computed on the gross dividend income (net 

dividend income and foreign tax credits) and added back to the recipient’s 

taxable income. 

2. The parent-subsidiary regime applies if the recipient holds at least 5% of the 

share capital of the distributing company. In general, a 30% withholding tax is 

imposed on dividends paid to non-residents. This tax may be reduced or 

eliminated by tax treaties. In addition, under the EU Parent-Subsidiary Directive, 

dividends distributed by French subsidiaries to EU parent companies are exempt 

from withholding tax, if, among other conditions, the recipient holds 10% or more 

of the shares of the subsidiary for at least two years. 

3. The withholding tax rate is increased to 55% for distributed profits paid into 

uncooperative states. A new 3% tax applies to distributions paid by dividend or 

deemed dividend distributing entities (including French branches of foreign 

companies that are deemed to distribute their yearly profits). It applies to all 

French or foreign companies that are liable for corporate income tax in France, 

excluding collective-investment vehicles (CIVs). Exemptions to this tax concern 

distributions made within French tax consolidated groups, distributions paid in 

stock and other distributions from specific entities. 

4. This tax must be paid together with the first advance payment of corporate 

income tax following the distribution payment. 

5. For dividends paid on or after 17 August 2012, withholding tax no longer applies 

to profits derived from stock, interests or assimilated shares distributed to CIVs 

created under foreign law and located in an EU member state or in a state that 

has signed a treaty with France that includes an administrative assistance 

provision aimed at combating tax fraud. However, to benefit from the withholding 
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tax exemption, foreign CIVs must meet the same definition as French CIVs. In 

addition, a 15% withholding tax applies to distributions of income exempt from 

corporate income tax that are made by French real estate investment trusts (so-

called SIICs and SPPICAVs) paid to French or foreign CIVs. 

6. Under French domestic law, withholding tax is no longer imposed on interest paid 

to non-residents. However, a 50% domestic withholding tax is imposed on 

interest on qualifying borrowings paid into uncooperative states. 

7. A 33⅓% withholding tax is imposed on royalties and certain fees paid to non-

residents. However, as a result of the implementation of EU Directive 

2003/49/EC, withholding tax on interest and qualifying royalties paid between 

“associated companies” subject to corporate income tax of different EU member 

states was abolished. A company is an “associated company” of a second 

company if any of the following conditions is satisfied: 

 The first company has maintained a direct minimum holding of 25% in the 

capital of the second company for at least two years at the time of the 

payment or commits itself to maintain such holding for a two-year period. 

 The second company has maintained a direct minimum holding of 25% in the 

capital of the first company for at least two years or commits itself to maintain 

the holding for the two-year period. 

 A third company has maintained a direct minimum holding of 25% in the 

capital of both the first and second companies for at least two years or 

commits itself to maintain such holding for a two-year period. 

In these three situations, if the company chooses to undertake to keep the shares 

for at least two years, it must appoint a tax representative in France who would 

retrospectively pay the withholding tax if the shares are sold before the end of the 

two-year period. 

Foreign tax relief: 

French domestic law does not allow a foreign tax credit; income subject to foreign 

tax and not exempt from French tax under the territoriality principle is taxable net of 

the foreign tax paid. However, most tax treaties provide for a tax credit that generally 

corresponds to withholding taxes on passive income. 
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Determination of trading income: 

General: 

1. The assessment is based on financial statements prepared according to French 

generally accepted accounting principles, subject to certain adjustments. 

2. Interest payments are fully deductible. However, certain restrictions are imposed. 

3. Interest accrued by a French entity with respect to loans from its direct 

shareholders may be deducted from the borrower’s taxable income only if the 

following two conditions are satisfied: 

• The share capital of the borrower is fully paid-up. 

• The interest rate does not exceed the average interest rate on loans with an 

Initial duration of more than two years granted by banks to French companies. 

The above restriction also applies to interest paid outside France by international 

treasury pools established in France. 

4. Under thin capitalization rules, related-party interest is tax deductible only if it 

meets both an arm’s length test and a thin capitalization test. These tests are 

applied on a stand-alone basis by each borrowing company. 

5. Under the arm’s length test, the interest rate is capped to the higher of the 

following two rates: 

 The average annual interest rate on loans granted by financial institutions that 

carry a floating rate and have a minimum term of two years 

 The interest rate at which the company could have borrowed from any 

unrelated financial institution, such as a bank, (that is, the market rate) 

6. The thin-capitalization test may limit the deductibility of interest payments even if 

the amount of the interest expense complies with the arm’s length test described 

above. Under the thin-capitalization test, the interest paid in excess of the three 

following thresholds is not tax-deductible: 

 The debt-to-equity ratio threshold, which is calculated in accordance with a 

formula. For the purposes of this formula, A is the amount of interest that 

meets the arm’s-length test, B equals 150% of the net equity of the borrower 

at either the beginning or the end of the financial year, and C equals the total 

indebtedness of the French borrowing company resulting from borrowing from 

related companies. The following is the formula: 

 A x B 
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 C 

 The earnings threshold, which equals 25% of the adjusted current income. 

The adjusted current income is the operating profit before the deduction of 

tax, related-party interest, depreciation and amortization, and certain specified 

lease rents. 

 The interest income threshold, which equals the amount of interest received 

by the French company from related companies. 

If the interest that is considered to be tax-deductible under the arm’s-length test 

exceeds each of the three above thresholds, the portion of the interest that 

exceeds the highest of the above thresholds is not tax-deductible unless the 

excess amount is lower than EUR150,000. 

7. The non-deductible portion of interest can be carried forward for deduction in 

subsequent financial years. A 5% annual reduction of the interest balance that is 

carried forward applies beginning with the second subsequent financial year. 

8. The thresholds that limit the deductibility of interest do not apply if the French 

borrowing company can demonstrate that the consolidated debt to equity ratio of 

its group is higher than the debt to equity ratio of the French borrowing company 

on a stand-alone basis (based on its statutory accounts). In determining the 

consolidated debt to equity ratio of the group, French and non-French affiliated 

companies and consolidated net equity and consolidated group indebtedness 

must be taken into account. 

9. The 2013 Finance Bill introduced a general interest deduction cap based on the 

amount of the net financial expenses incurred during a fiscal year (that is, the 

financial expenses reduced by financial income). Only 85% of the net financial 

interest incurred in the 2012 and 2013 fiscal years is deductible. The percentage 

is reduced to 75% for expenses incurred in the 2014 fiscal year and future years. 

For purposes of this rule, financial expenses (or income) are any amounts that 

are accrued in remuneration for monies put at the disposal of the company (or by 

the company to another party). For a tax-consolidated group, the interest cap 

applies to the net financial expenses of the tax group (excluding intercompany 

transactions). This provision applies to all entities subject to corporate income tax 

in France, including permanent establishments of foreign companies. However, it 
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does not apply if the net financial expenses incurred by the company or by the 

tax group during a fiscal year are below EUR3 million. 

10. The 2014 Finance Bill introduced a new limitation on the deductibility of interest 

accrued to related-party lenders. Under this measure, the tax deduction is 

disallowed if the French taxpayer cannot prove, at the request of the French tax 

authorities, that the related lender is liable to corporate income tax on such 

interest that is at least 25% of the corporate income tax that would have been 

due had the lender been established in France. These new rules apply to fiscal 

years ending on or after 25 September 2013. 

Inventories:  

Inventory is normally valued at the lower of cost or market value. Cost must be 

determined under a weighted-average cost price method. First in first-out (FIFO) 

basis is also generally acceptable. 

Reserves:  

In determining accounting profit, companies must book certain reserves, such as 

reserves for a decrease in the value of assets, risk of loss or expenses. These 

reserves are normally deductible for tax purposes. In addition, the law provides for 

the deduction of special reserves, including reserves for foreign investments and 

price increases. 

Depreciation: 

1. Depreciable assets composed of various parts with different characteristics must 

be depreciated on a separate basis. The depreciable amount of each asset must 

be spread out over its likely useful life for the company, which corresponds to the 

time period during which the company may expect to derive a profit from it. 

2. The depreciation method applied to each asset (straight-line method or 

accelerated method) must also be consistent with the pace at which the company 

expects to derive a profit from the asset. 

3. Periodic assessment of the residual value of each component must be conducted 

to establish a (non-tax deductible) provision for impairment if needed. 

4. For tax purposes, the depreciation of assets that have not been split into 

components and the depreciation of the asset’s principal that has been split into 

components can be spread out over the useful life commonly accepted in 

business practices. This rule does not apply to buildings acquired by real estate 
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investment companies. The following are some of the acceptable straight-line 

rates. 

Commercial buildings  2 to 5 

Industrial buildings  5 

Office equipment  10 to 20 

Motor vehicles  20 to 25 

Plant and machinery  5 to 10* 

* These are the general rates. Alternatively, new plant and machinery may be 

depreciated using the declining-balance method at rates generally ranging from 

12.5% to 50%. 

Certain specified assets may be depreciated using accelerated depreciation 

methods. Land and works of art are not depreciable. Intangible assets are 

depreciable if the company can anticipate that the profits derived from the assets 

will end at a fixed date. In general, goodwill is not depreciable. 

 

Relief for tax losses: 

1. Losses incurred for financial years ending after 31 December 2003 may be 

carried forward indefinitely. However, for fiscal years closed on or after 31 

December 2012, the amount of losses used in a given year may not exceed 

EUR1 million plus 50% of the taxable profit above that amount for such fiscal 

year. 

2. Enterprises subject to corporate tax may carry back losses against undistributed 

profits from the prior fiscal year. The carry back results in a credit equal to the 

loss multiplied by the current corporate tax rate, but losses carried back may not 

exceed EUR1 million. The credit may be used to reduce corporate income tax 

payable during the following five years with the balance being refunded at the 

end of the fifth year.  

3. A significant change in the company’s activity, particularly an addition or a 

termination of a business that infers a decrease of 50% or more of either the 

revenue or the average headcount and fixed assets, may jeopardize the loss 

carryover and carry back. 
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Groups of companies: 

Related companies subject to corporate tax may elect to form a tax-consolidated 

group. Under the tax consolidation regime, the parent company files a consolidated 

return and pays tax based on the net taxable income of companies included in the 

consolidated group. 

 

Miscellaneous matters: 

General: 

1. Payments to residents of tax havens or to uncooperative states or territories. 

Under Article 238 A of the French Tax Code, interest, royalties and other 

remuneration paid to a recipient established in a tax haven or on a bank account 

located in a tax haven are deemed to be fictitious and not at arm’s length. As a 

result, to deduct the amount paid, the French entity must prove that the operation 

is effective (that it effectively compensates executed services) and is at arm’s 

length. For purposes of the above rules, a privileged tax regime is a regime under 

which the effective tax paid is 50% lower than the tax that would be paid in 

France in similar situations. 

2. If these payments are made to a recipient established in an uncooperative 

country or on a bank account located in an uncooperative country, the French 

entity must also prove that the operation’s principal aim is not to locate the 

payment in that country. 

3. Headquarters and logistics centers. The French tax authorities issue rulings that 

grant special tax treatment to headquarters companies and logistics centers 

companies. These companies are subject to corporate income tax at the normal 

rate on a tax base corresponding generally to 6% to 10% of annual operating 

expenses, depending on the company’s size, functions assumed and risks borne. 

In addition, certain employee allowances are exempt from income tax. 

4. Reorganizations. On election by the companies involved, mergers, spin-offs, 

split-offs and dissolutions without liquidation may qualify for a special rollover 

regime.  

Transfer pricing:  

1. French entities controlled by, or controlling, entities established outside France 

are taxable in France on any profits transferred directly or indirectly to the entity 
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located abroad through an increase or decrease in purchase or sale prices or by 

any other means. A general obligation to provide annual documentation to the tax 

administration with respect to transfer pricing is imposed on companies. 

2. Under the 2014 Finance Bill, companies are also required to provide as part of 

the transfer-pricing documentation the tax rulings from foreign tax authorities 

obtained by associated companies.  

3. Controlled foreign companies. If French companies subject to corporate income 

tax in France have a foreign branch or if they hold, directly or indirectly, an 

interest (shareholding, voting rights or share in the pro fits) of at least 50% in any 

type of structure benefiting from a privileged tax regime in its home country (the 

shareholding threshold is reduced to 5% if more than 50% of the foreign entity is 

held by French companies acting in concert or by entities controlled by the 

French company), the profits of this foreign entity or enterprise are subject to 

corporate income tax in France. If the foreign profits have been realized by a 

legal entity, they are taxed as a deemed distribution in the hands of the French 

company.  

4. For the purpose of the above rules, a privileged tax regime is a regime under 

which the effective tax paid is 50% lower than the tax that would be paid in 

France in similar situations (such a foreign company is known as a controlled 

foreign company [CFC]). 

5. Tax paid by a CFC in its home country may be credited against French corporate 

income tax. 

6. The CFC rules do not apply if the profits of the foreign entity are derived from an 

activity effectively performed in the country of establishment. For fiscal years 

closed on or after 31 December 2012, the concerned company must demonstrate 

that the establishment of the subsidiary in a tax-favorable jurisdiction has mainly 

a nontax purpose and effect by proving that the subsidiary mainly carries out an 

actual industrial or commercial activity. 

7. Tax audits. Effective from 1 January 2014, all companies will be required to 

maintain their accounting records in an electronic form when French tax 

authorities carry out a tax audit. 
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5.12) Germany (Berlin) (EU) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 15 

Capital Gains Tax 15 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses I year carry back with indefinite carry 

forward 

Other Social Taxes & Environmental At different rates 

 

Taxes on corporate income: 

General: 

1. Corporations, such as stock corporations and limited liability companies , that 

have their corporate seat or place of management in Germany (resident 

corporations) are subject to corporate income tax on worldwide income, unless 

otherwise provided in tax treaties. 

2. A Non-resident corporation, whose corporate seat and place of management are 

located outside Germany, is subject to corporate income tax only on income 

derived from German sources. 

3. Corporate income tax is imposed at a rate of 15% on taxable income, regardless 

of whether the income is distributed or retained. 

4. A 5.5% solidarity surcharge is imposed on corporate income tax, resulting in an 

effective tax rate of 15.825%. Prepayments of corporate income tax and 

withholding tax payments are also subject to this surcharge. 

5. Municipalities impose a trade tax on income. However, for purposes of this tax, 

taxable income is subject to certain adjustments. The major adjustments include 

a 25% add-back of interest expenses with respect to debt, a 6.25% add-back of 

license payments, a 5% add-back of lease payments for movable assets and a 

12.5% add-back of lease payments for immovable assets. The effective average 

trade tax rate amounts to approximately 14%. Taking into account the various 

municipality multipliers, the combined average tax rate for corporations (including 
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corporate income tax, solidarity surcharge and trade tax) ranges from 

approximately 23% to 33%. 

6. If a company operates in several municipalities, the tax base is allocated 

according to the payroll paid at each site. Certain enterprises, such as specified 

banks and real estate companies, receive privileged treatment under the trade 

tax law.  

7. Taxpayers and entities that are corporate under public law (for example, cities 

and municipalities) must withhold a tax of 15% from payments made for 

construction work provided in Germany. The tax must be withheld even if the 

work provider does not have a tax presence in the form of a permanent 

establishment or permanent representative in Germany unless the work provider 

obtains a “certificate of non-taxation” from the competent tax office. Construction 

work providers may obtain a refund of the withholding tax if they can prove that 

no German tax liability against which the withholding tax could be applied exists. 

Capital gains:  

1. Capital gains of corporations, except those derived from sales of shares, are 

treated as ordinary income. However, rollover relief is granted if gains derived 

from disposals of real estate are reinvested in real estate within the following four 

years and if certain other conditions are met. 

2. Capital gains derived by corporations from sales of shares in corporations are 

generally exempt from corporate income tax and trade tax. Because 5% of the 

capital gain is deemed a non-deductible expense the exemption is effectively 

limited to 95% of the capital gain. This also applies to Non-resident corporate 

sellers if they have owned at least 1% of the capital stock of   German company 

at any time during the five years preceding the sale and if the Non-resident seller 

cannot claim treaty protection. 

3. Capital gains derived from the disposal of tainted shares are exempt from tax. 

Tainted shares may result from corporate reorganizations (for example, 

contributions of qualifying businesses or partnership interests into corporations in 

return for shares or share swaps) that are carried out at tax book values or below 

fair market values. The subsequent disposal of the tainted shares results in a 

(full or partial) retroactive taxation of the original reorganization that gave rise to 
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the share taint. In general, after a seven-year holding period, the shares lose 

their taint and can be disposed of under the general 95% tax exemption. 

4. In general, capital losses are deductible. However, capital losses are not 

deductible if a gain resulting from the underlying transaction would have been 

exempt from tax. Consequently, capital losses from sales of shares or write-

downs on shares are not deductible.  

5. In addition, capital losses and write-downs on loans to related parties may not be 

deductible under certain circumstances. 

Administration:  

1. The tax year is the calendar year. If a company adopts an accounting period that 

deviates from the calendar year, tax is assessed for the taxable income in the 

accounting period ending within the calendar year. The adoption of a tax year 

other than the calendar year requires the consent of the tax office. 

2. Annual tax returns must be filed by 31 May of the year following the tax year. 

However, an extension to 31 December of the year following the tax year is 

usually granted if a licensed tax consultant prepares the return. 

3. Payments made with respect to the estimated corporate income tax liability, 

usually determined at one-quarter of the liability for the previous year, are due on 

10 March, 10 June, 10 September and 10 December. Prepayments of trade tax 

are due on 15 February, 15 May, 15 August and 15 November. Final payments 

are due one month after the tax assessment notice issued by the tax authorities 

is received by the taxpayer. 

4. Late tax payments and tax refunds are generally subject to interest of 0.5% per 

month. Interest begins to accrue 15 months after the end of the calendar year for 

which the tax is assessed. The interest is not deductible for corporate income 

and trade tax purposes if the tax itself is not deductible. Late payment penalties 

are also charged at 1% a month if the unpaid balance is not settled within one 

month from the date of the assessment notice issued by the tax office. A penalty 

of up to 10% of the tax liability, but not more than EUR25,000, can be assessed 

if the tax return is not filed by the due date, including extensions granted. 

Dividends:  

1. Dividends received by German corporations and branches of Non-resident 

corporations from their German and foreign corporate subsidiaries are exempt 
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from tax. However, a minimum shareholding requirement of 10% applies for this 

participation exemption. In addition to this domestic rule, an applicable tax treaty 

may provide for an exemption for foreign dividends. Beginning from the 2014 tax 

year, the tax exemption for dividends will be granted only if the dividend payment 

is not tax-deductible as a business expense at the level of the distributing entity. 

2. Five percent of the tax-exempt dividend income is treated as a non-deductible 

expense, while the expenses actually accrued are deductible. Consequently, 

only 95% of the dividends received by a corporation is effectively exempt from 

tax. The 95% tax exemption for dividends received by a corporate shareholder is 

not granted for portfolio dividends (less than 10% shareholding) or to banks, 

financial services institutions and financial enterprises (including holding 

companies) that purchase shares with the intention of realizing short-term profits 

for their own account. 

3. The participation exemption applies for trade tax purposes if the dividends are 

received from corporations in which the parent holds at least 15% as of 1 

January of the calendar year in which the dividend distribution takes place. For 

dividends from EU corporations, the required minimum shareholding is 10%. For 

dividends of third-country corporations, the shares (minimum shareholding of 

15%) must be held continuously since 1 January of the calendar year in which 

the dividend distribution takes place and the subsidiary’s gross income must be 

realized exclusively or almost exclusively from active business. 

Foreign tax relief: 

1. Under German domestic tax law, income from foreign sources, except for foreign 

intra corporate dividends, is usually taxable, with a credit for the foreign income 

taxes paid, up to the amount of German tax payable on the foreign-source 

income, subject to per-country limitations. 

2. Excess foreign tax credit cannot be carried back or carried forward. Instead of a 

foreign tax credit, a deduction may be claimed for foreign income tax. In general, 

German tax treaties provide for an exemption from German taxation of income 

from foreign real estate and foreign permanent establishments.  
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Determination of trading income: 

General: 

1. Taxable income of corporations is based on the annual financial statements 

prepared under German generally accepted accounting principles (GAAP), 

subject to numerous adjustments for tax purposes. After the annual financial 

statements have been filed with the tax authorities, they may be changed only to 

the extent necessary to comply with GAAP and the tax laws. 

2. Acquired goodwill must be capitalized for tax purposes and may be amortized 

over 15 years. Intangibles acquired individually must also be capitalized for tax 

purposes and may be amortized over their useful lives (normally between 5 and 

10 years). A company’s own research and development and start-up and 

formation expenses may not be capitalized for tax purposes. They must be 

currently expensed. However, a company’s own research and development 

expenses directly related to the production of goods may be capitalized as 

inventories in certain circumstances. 

Inventories:  

Inventory is basically valued at acquisition cost or production cost, unless a lower 

value, in terms of the lower of reproduction or repurchase cost and market value, is 

indicated. Under certain conditions, the last-in, first-out (LIFO) method can be used 

to value inventory assets if the assets are of a similar type. 

Provisions:  

In general, provisions established under German GAAP are accepted for tax 

purposes. However, the scope of tax-deductible provisions has been severely limited 

by certain rules, including, among others, the following: 

 Liabilities or accruals of obligations whose fulfilment is contingent on future 

revenue or profit may be recorded only when the condition occurs. 

 Provisions for foreseeable losses from open contracts may not be capitalized. 

 Future benefits arising in connection with the fulfilment of an obligation must 

be offset against costs resulting from the obligation. 

 Non-monetary obligations may be accrued using the direct cost and the 

necessary indirect cost. 

 Provisions for obligations resulting from the operation of a business must be 

built up in equal increments over the period of operation. 
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 Provisions for pension obligations must be calculated on an actuarial basis 

using an interest rate of 6% and built up over the period of employment. 

Non-interest-bearing long-term debt must be discounted at an annual rate of 5.5% if 

the remaining term exceeds 12 months. 

Depreciation: 

1. For movable assets purchased or produced after 31 December 2007, tax 

depreciation must be calculated using the straight-line method (as an exception, 

the declining-balance method may be applied for movable assets purchased or 

manufactured between 1 January 2009 and 31 December 2010). Useful lives of 

movable assets are published by the Federal Ministry of Finance, based 

primarily on tax audit experience; deviation from published useful life is possible, 

but requires justification by the taxpayer. Tax depreciation rates for buildings are 

provided by law. 

2. Schedules for assets specific to certain industries are also available. The 

following are some of the straight-line rates under the general list. 

Office equipment     6 to 14 

Motor vehicles     16.6 

Plant and machinery     6 to 12.5 

Airplanes     5 

Personal computers or notebooks and related equipment  33.3 

Non-residential buildings (offices and factories) Application  

for the construction permit filed after 31 March 1985   3* 

* The rate is 4% if the application for the construction permit was filed or the 

purchase agreement was dated before 1 January 2001. 

3. Mark to market rule. Under a mark-to-market rule, a tax deduction for the write-

down of an asset because of a permanent impairment in value is allowed only if 

the value is permanently lower. 

4. This rule is particularly relevant for assets that are not subject to ordinary 

depreciation, such as land or shares For assets that have been written down to 

their going-concern value, the write down must be reversed as soon as and to 

the extent that the asset has increased in value. 
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Disallowed items: 

1. After income for tax purposes has been determined, certain adjustments need to 

be made to calculate taxable income. Major adjustments include the following 

non-deductible expenses: 

 Income taxes (corporate income tax, solidarity surcharge and trade tax) and 

any interest expense paid with respect to these taxes 

 Interest expenses (see General interest expense limitation) 

 Penalties 

 Fifty percent of supervisory board fees 

 Thirty percent of entertainment expenses 

 Gifts to non-employees exceeding EUR35 per person per year and input 

value-added tax (VAT) regarding such expenses  

 Expenses incurred in direct connection with tax-exempt income items 

In addition, as a result of the exemption for capital gains derived from sales of 

shares, losses from sales of shares, write-downs of shares or, under certain 

circumstances, write downs on loans to related parties are no longer deductible 

for tax purposes and must be added back to the tax base. 

2. Under the interest expense limitation rule, the deduction of interest expense 

exceeding interest income (net interest expense) is limited to 30% of taxable 

earnings before (net) interest, tax, depreciation and amortization (EBITDA). Tax-

exempt income and partnership income are not considered in the calculation of 

the taxable EBITDA. 

3. The limitation rule does not apply if one of the following exemption rules applies: 

 Exemption threshold. The annual net interest expense is less than EUR3 

million. 

 Group clause. The company is not a member of a consolidated group (a 

group of companies that can be consolidated under International Financial 

Reporting Standards [IFRS]).  

 The group clause does not apply if both of the following circumstances exist: 

- A shareholder who, directly or indirectly, holds more than 25% in the 

corporation or a related party of such shareholder grants a loan to the 

company. 

- The interest exceeds 10% of the company’s net interest expense. 
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Escape clause: 

1. The equity ratio of the German subgroup is at least as high as the equity ratio of 

the worldwide group (within a 2% margin). A “group” is defined as a group of 

entities that could be consolidated under IFRS, regardless of whether a 

consolidation has been actually carried out.  

2. The access to the escape clause is limited in the case of certain loans from 

nonconsolidated shareholders (related party debt exception).Unused EBITDA 

can be carried forward over a five-year period.  

3. The EBITDA carry forward can be applied for accounting periods ending after 31 

December 2009. On request, it is possible to determine the EBITDA carry 

forward from previous periods (2007 to 2009). However, the carry forward does 

not apply if one of the above-mentioned exemptions from the interest expense 

limitation rule applies. The EBITDA carry forward is forfeited in the course of 

reorganizations but not under the loss-trafficking rules. 

4. Non-deductible interest expense can be carried forward indefinitely but is subject 

to the loss-trafficking rules. A deduction is possible in the following years in 

accordance with the interest expense limitation rules. The non-deductibility is 

final in the case of a transfer, merger, termination or liquidation of the business 

or in the case of a permanent excess of limitation amounts (that is, net interest 

expense is permanently higher than 30% of the taxable EBITDA and the 

exemption clauses are not fulfilled; as a result, the deduction of all of the interest 

expense is permanently not achievable). 

Constructive distributions of income: 

Adjustments to taxable income as a result of a violation of arm’s-length principles are 

deemed to be constructive distributions of income. 

Loss-trafficking rule: 

1. Tax loss carry forwards are forfeited proportionally if, within a five-year period, 

more than 25% of the shares of a loss-making entity are directly or indirectly 

transferred to a single new shareholder or a group of shareholders. If, within a 

five-year period, more than 50% of the shares are transferred, the entire loss 

carry forward is forfeited. To prevent abuse of the rule, the rule includes a 

measure under which investors with common interests and acting together are 

deemed to be one acquirer for the purposes of the rule.  
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2. The following exceptions apply to the loss-trafficking rule: 

 Insolvency restructuring exception. For share transfers after 31 December 

2007, the loss-trafficking rule does not apply if the intention for the transfer of 

the shares is the removal or prevention of the insolvency or over 

indebtedness of the lossmaking company and if the structural integrity of the 

company remains unchanged. 

 Group restructuring exception. For share transfers after 31 December 2009, 

a transfer of shares is not considered to be harmful if, after a direct or indirect 

transfer, “the same person” owns directly or indirectly 100% of the transferor 

and transferee. 

 Built-in gain exception. For harmful share transfers after 31 December 2009, 

a loss carry forward is not forfeited up to the amount of built-in gains to the 

extent that these built-in gains are taxable in Germany. Consequently, built-in 

gains allocable to subsidiaries are not taken into account; see the discussion 

of capital gains and losses. 

3. Loss carry forwards are also forfeited in the course of a merger, change of legal 

form and liquidation of the loss-making company. 

Groups of companies: 

1. German tax law provides a tax consolidation for a German group of companies 

(Organschaft), which allows losses of group companies to be offset against 

profits of other group companies. Only German resident companies in which the 

parent company has held directly or indirectly the majority of the voting rights 

since the beginning of the fiscal year of the subsidiary may be included. 

2. A tax consolidation may cover corporate income tax, trade tax and VAT. To 

make the Organschaft effective for corporate income tax and trade tax purposes, 

the parent company and the German subsidiaries must enter into a profit-and-

loss absorption agreement for a minimum period of five years. Partnerships do 

not qualify as subsidiaries in an Organschaft. An Organschaft subsidiary must 

have its place of management and its legal seat in Germany. In the case of an 

EU/EEA subsidiary, only the place of management in Germany is required. 

3. A domestic or foreign corporation, individual or partnership may become the 

head of an Organschaft if, in addition to the above requirements, the following 

requirements are met: 
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 The company has an active trade or business (generally assumed for 

corporations). 

 The investments in the subsidiaries are assets of a German branch. 

 The branch profits (including the income of the subsidiaries) are subject to 

German taxation for both domestic direct tax and tax treaty purposes. 

4. The Organschaft for VAT requires the following: 

 Financial integration. 

 Economic integration of the lower-tier entities. Economic integration exists if 

the business activities of the members of the group complement each other. 

 Integration in organizational matters. Organizational integration exists if the 

group parent is able to impose its will on the group members and does so in 

the day-to-day business. 

 

Miscellaneous matters: 

Foreign losses: 

In principle, losses incurred by foreign permanent establishments are not deductible 

if a German tax treaty provides that a permanent establishment’s income is taxable 

only in the country where it is located. However, these losses may be taken into 

account if they are incurred in non-treaty countries or if a tax treaty provides for the 

credit method, subject to the condition that the foreign branch is engaged in a 

specified active trade. 

Anti-avoidance legislation: 

Several tax laws contain anti-avoidance legislation. The Corporate Income Tax Act 

deals with constructive dividends by corporations, both in Germany and abroad. The 

Foreign Transactions Tax Act deals with all kinds of related or affiliated taxpayers, 

such as individuals, partnerships and corporations, and is restricted to cross-border 

transactions. It contains extensive provisions on controlled foreign company (CFC) 

and passive foreign investment company income. The General Tax Code contains a 

general anti-abuse rule stating that a tax liability cannot be effectively avoided by an 

abuse of legal forms and methods if obtaining a tax advantage is the only reason for 

such an arrangement. 
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Transfer pricing: 

1. German tax law contains a set of rules that allow  the adjustment of transfer 

prices. These rules include general measures on constructive dividend payments 

and constructive contributions and a specific adjustment provision in the CFC 

legislation. All of the measures mentioned in the preceding sentence are based 

on the arm’s-length principle. 

2. The Foreign Transactions Tax Act now expressly provides that the preferential 

basis for determining the transfer price is the standard- price methods 

(comparable uncontrolled price method, resale-minus method and cost-plus 

method) if comparable transactions can be determined. In addition, the code 

contains express language with respect to the determination of the arm’s-length 

character of a transfer price if no comparables can be found. Effective from 1 

January 2008, a special set of rules directed at securing the German tax revenue 

have been incorporated into the code. These rules deal with the determination of 

transfer prices in the event of a transfer of business functions abroad. 

3. Specific documentation rules apply for transfer-pricing purposes. On request of a 

tax auditor, the taxpayer is required to submit the transfer-pricing documentation 

within 60 days (in the case of extraordinary business transactions, within 30 

days). 

4. Mutual assistance. Germany exchanges tax-relevant information with various 

countries based on tax treaties, other bilateral agreements and the EU Mutual 

Assistance Directive. The directive has been incorporated into German law and 

will allow exchange of information within the EU from 1 January 2015 for the 

2014 and subsequent tax years. 
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5.13) Ghana (Accra) (AF) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 25 

Capital Gains Tax 15 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 5 Years 

VAT 12.5 

Other Social Taxes & Environmental At different rates 

 

Taxes on corporate income: 

General: 

1. Resident companies are subject to tax on their income accruing in or derived 

from Ghana and on their income brought into or received in Ghana. A company is 

resident in Ghana if it is incorporated under the laws of Ghana or if its 

management and control are exercised in Ghana. Non-resident companies are 

subject to tax only on their income accruing in or derived from Ghana. 

2. The standard corporate income tax rate is 25%. However, various other tax rates 

apply to income derived from specified business activities. 

3. Income derived from non-traditional exports is taxed at a rate of 8%. Income 

derived by banks from loans granted to farming enterprises is subject to tax at a 

rate of 20%. The rate of tax applicable to income derived by financial institutions 

from loans to leasing companies is 20%. 

4. Rural or community banks are subject to tax at a rate of 8% after a 10-year 

period of exemption.  

5. The corporate income tax rate applicable to companies principally engaged in the 

hotel industry is 20%. 

6. For petroleum extracting companies, the tax rate is 50%. However, petroleum 

agreements signed with the government of Ghana provide for a 35% tax rate. 

After a company has recovered all outlays from an oil field plus a specified rate of 

return after deduction of tax, royalties and an inflation adjustment, the 

government may negotiate for an additional share of the crude oil profits. 
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7. Mining companies are subject to corporate income tax at a rate of 35%. A holder 

of a mining lease, restricted mining lease or small scale mining license must pay 

a royalty with respect to minerals obtained from its mining operations in Ghana. 

The royalty is calculated at a rate of 5% of the monthly revenue earned from 

minerals obtained by the holder. Mining companies are also required to pay a 

windfall tax of 10%. 

8. Ghana offers tax exemptions and tax reductions to companies engaged in 

specified industrial activities.  

9. Income derived by companies from the business of constructing affordable low-

cost residential premises for lease or sale is exempt from tax for a period of five 

tax years (years of assessment). The tax-exemption period begins with the tax 

year in which the company begins its operations. If the company’s accounting 

year differs from the calendar year, the beginning of the tax-exemption period is 

the tax year in which the accounting period of the first year of operations begins. 

10. Cocoa farmers are exempt from tax on income derived from cocoa. Cattle 

ranchers are exempt from tax for the first 10 tax years. Income derived from tree 

crops, such as coffee, oil palm, shea nut, rubber and coconut, is exempt from tax 

for 10 years following the first harvest. For a company’s first five years of 

operation, income derived from livestock (other than cattle), fishing and cash 

crops, such as maize, rice, pineapple, cassava and yam, is exempt from tax. 

11. Income of a company that commercially produces cocoa by products derived 

from substandard cocoa beans, cocoa husks and other cocoa waste as the 

principal raw materials is exempt from tax for a period of five tax years. The tax-

exemption period begins with the tax year in which the company begins 

commercial production. If the company’s accounting year differs from the 

calendar year, the beginning of the tax-exemption period is the tax year in which 

the accounting period of the first year of production begins. 

12. The income of a company whose principal activity is the processing of waste, 

including recycling of plastic and polythene material for agricultural or commercial 

purposes, is exempt from tax for a period of seven tax years. The tax-exemption 

period begins with the tax year in which the company begins its operations.  

13. Manufacturing enterprises other than those engaged in agro-processing and the 

production of cocoa by-products, as described above, located in regional capitals 

other than Accra and Tema are entitled to a 25% income tax rebate, while 
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manufacturing enterprises located outside regional capitals are entitled to a 50% 

tax rebate. 

Capital gains:  

1. Capital gains on chargeable assets are subject to tax at a rate of 15%. Capital 

losses do not offset capital gain and may not be carried forward. 

2. Capital gains tax is imposed on gains derived from the disposal of the following 

assets: 

 Buildings. 

 Businesses and business assets, including goodwill. However, the following 

assets are excluded: 

- Assets acquired in mergers, amalgamations and reorganizations of 

companies if continuity of underlying ownership in the assets of at least 

25% exists. 

- Trading stock. 

- Classes 1, 2, 3 and 4 depreciable assets. 

 Land other than agricultural land. 

 Shares other than those publicly traded on the Ghana Stock Exchange. 

Shares that are traded on the Ghana Stock Exchange are exempt from capital 

gains tax for the first 25 years of establishment of the Ghana Stock Exchange. 

3. To calculate capital gains, the cost basis of the asset is deducted from the 

proceeds received on the disposal of the asset. The cost basis of a chargeable 

asset is the sum of the following: 

 Cost of the asset including incidental costs 

 Expenditure incurred to alter or improve the asset 

 Expenditure relating or incidental to the disposal of the asset 

4. Capital gains are exempt from tax if the amount received on the disposal of an 

asset is wholly used to acquire a similar asset within a year of the disposal or if 

the gain is less than GHS50. 

Administration: 

1. The Ghana Revenue Authority (GRA) is responsible for the administration and 

collection of all taxes, including corporate income tax, capital gains tax and gift 

tax. 
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2. The tax year is the calendar year. If a company’s accounting year differs from the 

calendar year, its basis period for a year of assessment is the accounting year 

ending within the tax year. 

3. Companies must file their tax returns within four months after the end of their 

accounting year.  

4. Assessed tax must be paid within 30 days of receipt of notice of assessment from 

the Commissioner-General of the GRA. The Commissioner-General may 

compute a provisional assessment, which is payable in quarterly instalments by 

31 March, 30 June,30 September and 31 December of the tax year if the 

company’s accounting year is the calendar year. In general, companies whose 

accounting year differs from the tax year must make quarterly payments at the 

end of the third, sixth, ninth and twelfth months of their accounting year. 

5. Companies that fail to pay tax by the due date may be charged a penalty in 

addition to the tax payable.  

6. Companies that fail to pay by the due date any tax that they are required to 

withhold and pay to the Commissioner-General may be liable for a penalty in 

addition to the tax payable. 

7. To make tax collection more efficient, taxpayers are segmented into the following 

three categories: 

• Large taxpayers • Medium taxpayers  • Small taxpayers 

8. An 8% withholding tax is imposed on dividends paid to residents and non-

residents without a permanent establishment in Ghana. This is a final tax. 

Foreign tax relief: 

Foreign tax paid on foreign income is allowed as a credit against tax payable with 

respect to the foreign income received in Ghana. The amount of tax chargeable with 

respect to the income is reduced by the amount of the credit. 

 

Determination of trading income: 

General: 

1. Chargeable income is based on the income reported in entities’ financial 

statements, subject to certain adjustments. 

2. To be deductible, expenses must be wholly, exclusively and necessarily incurred 

in the production of income by the company during the financial year.  
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3. If the Commissioner-General of the GRA believes that profits reported by a local 

subsidiary of a Non-resident company are un realistic, the Commissioner-General 

may compute the entity’s profits by applying to the consolidated profits of its 

group a ratio of the local entity’s turnover to the group’s worldwide turnover (this 

is an anti-avoidance rule in the income tax law. 

4. Foreign-exchange gains and losses. Foreign-exchange gains and losses are not 

taken into account in the tax computation until they are realized. Foreign-

exchange gain or loss is realized when the liability under a contract in foreign 

currency is discharged or when the right to receive foreign currency under a 

contract is satisfied by actual receipt. 

5. Foreign-exchange losses of a capital nature may be capitalized and depreciated 

at a rate of 10% using the declining-balance method. A company may claim a 

deduction for foreign-exchange losses only if it notifies the Commissioner-

General of the GRA in writing of the existence of the debt claim, debt obligation 

or foreign-exchange holding on which the loss was incurred. Such notification 

must be made by the due date for filing the income tax return for the accounting 

year in which the debt arose or the foreign currency was acquired (for companies 

whose accounting year differs from the calendar year, the tax year is the year in 

which their accounting year begins). 

6. If a person enters into separate transactions that result in a foreign exchange 

gain and a foreign-exchange loss and if the transaction resulting in the foreign-

exchange loss would not have been entered into had the transaction resulting in 

the foreign-exchange loss not occurred or vice versa, the foreign-exchange loss 

is deductible only to the extent of the amount of the foreign-exchange gain. 

Inventories:  

Inventories may be accounted for using the first in first-out (FIFO) method or the 

average-cost method. After a company selects one of these methods, it must use the 

same method consistently from period to period. A company can change the method 

only with the written permission of the Commissioner- General of the GRA. 

Provisions:  

Bad debts incurred in business are deductible if the company proves to the 

satisfaction of the Commissioner-General of the GRA that the debts have become 

bad. Under the Tax Act, provisions for bad and doubtful debts are not allowed for tax 
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purposes. All amounts recovered with respect to bad debts that were deducted must 

be included in income for the accounting year of the recovery. 

Depreciation:  

1. Depreciable assets are classified into six different classes and different formulas 

are given to calculate the depreciation. 

2. To claim depreciation, a company must satisfy the following conditions: 

 It used the asset in the production of the income. 

 It incurred cost in purchasing the asset. 

 It notified the Commissioner-General of the GRA within one month after 

putting the asset to use. 

Relief for losses: 

1. Enterprises engaged in mining, farming, agro-processing, tourism, information 

and communication technology or manufacturing for export may carry forward 

their losses for five years.  

2. In addition, losses incurred by venture capital financing companies on the 

disposal of shares invested in venture capital subsidiary companies under Act 

684 and losses incurred by qualifying venture capital financing companies on 

shares in any venture may be carried forward for five years after the disposal of 

the shares. 

 

Miscellaneous matters: 

Foreign-exchange controls: 

The currency in Ghana is the Ghana cedi (GHS). The Foreign Exchange Act, 2006 

(Act 723) governs foreign exchange controls in Ghana. However, the Bank of Ghana 

exercises much discretion in administering the act. 

Anti-avoidance legislation: 

A company must obtain a tax-clearance certificate to engage in certain transactions, 

including the purchase of goods in commercial quantities from producers, 

distributors, manufacturers or importers. The income tax law contains the following 

three specific anti-avoidance measures: 

• Income splitting  

• Transfer pricing  

• Thin capitalization  
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Transfer pricing: 

1. The Regulations follow the Organisation for Economic Co-operation and 

Development (OECD) Transfer Pricing Guidelines. The regulations allow the use 

of an alternative method, other than the OECD, if the methods stated are not 

appropriate for determining the arm’s-length nature of the transaction. On the 

filing of a return, the Commissioner-General can use an alternative transfer-

pricing method if the Commissioner-General takes the view that the method used 

does not properly represent the arm’s length nature of a transaction. 

2. The regulations also require entities that enter into related-party transactions to 

prepare documentation to support their returns. 

3. Entities also must submit transfer-pricing returns as part of their annual income 

tax returns within four months after the end of the accounting year. 
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5.14) India (New Delhi) (AS) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 30 

Capital Gains Tax 20 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 8 Years 

VAT 12.5 General 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. A domestic company is defined for tax purposes as a company incorporated in 

India. The definition also includes a company incorporated outside India (foreign 

company) if the company has made certain arrangements for declaration and 

payment of a dividend in India. The tax rates in India are specified with reference 

to a domestic company. As a result, it is possible for a foreign company to be 

taxed at rates applicable to a domestic company if it has made the necessary 

arrangements for the declaration and payment of a dividend in India. 

2. A company resident in India is subject to tax on its worldwide income, unless the 

income is specifically exempt. A company not resident in India is subject to Indian 

tax on Indian-source income and on income received in India. Depending on the 

circumstances, certain income may be deemed to be Indian-source income. 

Companies incorporated in India are resident in India for tax purposes, as are 

companies incorporated outside India, if the control and management of their 

affairs is located wholly in India. As a result, if the control and management of a 

foreign company is located wholly in India, it is subject to tax in India on its 

worldwide income. 

3. Domestic companies are subject to tax at a basic rate of 30%. In addition, a 5% 

or 10% surcharge and a 3% cess are imposed on the income tax of such 

companies. Long-term capital gains are taxed at special rates. 
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4. For foreign companies, the net income is taxed at 40% plus the 2% or 5% 

surcharge, as applicable, and the 3% cess. A rate of 25% plus the 2% or 5% 

surcharge and the 3% cess applies to royalties and technical services fees paid 

to foreign companies if the royalty or technical services fees agreement is 

approved by the central government or if it is in accordance with the Industrial 

Policy. 

5. A rate of 20% plus the 2% or 5% surcharge and the 3% cess applies to gross 

interest from foreign-currency loans. A lower rate of 5% (plus the 5%/2% 

surcharge and the 3% cess) applies to gross interest from foreign-currency 

borrowings raised by Indian companies between 1 July 2012 and 1 July 2015 

through loans or infrastructure bonds, subject to prescribed conditions. A lower 

rate of 5% (plus the 5%/2% surcharge and the 3% cess) also applies to interest 

payable between 1 June 2012 and 1 July 2015 on rupee denominated bonds 

issued by Indian companies and government securities, subject to prescribed 

conditions. 

6. If a Non-resident with a permanent establishment or fixed place of business in 

India enters into a royalty or technical services fees agreement after 31 March 

2003 and if the royalties or fees paid under the agreement are effectively 

connected to such permanent establishment or fixed place, the payments are 

taxed on a net income basis at a rate of 40% plus the 2% or 5% surcharge and 

the 3% cess. 

7. Tax incentives. There are many exemption up to 100% of income and up to 10 

years (in some cases 15 years) available for the units established in certain 

specified areas and doing specified activities within India. SEZs, 100% EOUs, 

FTPs, STPs are dedicatedly developed and sponsored for may specific activities. 

There are many export related incentives also available. All exemptions are 

subject to prescribed conditions that has to be ensured by the companies to 

avoid the penalties and legal battles. 

Minimum alternative tax:  

1. The minimum alternative tax (MAT) applies to a company if the tax payable by 

the company on its total income, as computed under the Income Tax Act, is less 

than 18.5% of its book profit. It is levied at a rate of 18.5% of book profit, plus 

applicable surcharge and cess (the surcharge, as applicable, is imposed at a rate 
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of 5% or 10% for domestic companies and 2% or 5% for foreign companies, and 

the cess is imposed at a rate of 3%). In computing book profit for MAT purposes, 

certain positive and negative adjustments must be made to the net profit shown 

in the books of account.  

2. The net profit as per the profit-and-loss account is increased by the following key 

items: 

 Amount of income tax (including dividend distribution tax, any interest charged 

under the Income Tax Act, surcharge and cess) paid or payable and the 

provision for such tax  

 Amount carried to any reserves 

 Amount allocated to provisions for liabilities other than ascertained liabilities 

 Amount allocated to provision for losses of subsidiary companies 

 Amount of dividend paid or proposed 

 Amount of expenditure related to exempt income 

 Amount of depreciation 

 Amount of deferred tax and the provision for such tax, if debited to the profit-

and-loss account 

 Amounts set aside as a provision for diminution in the value of any asset 

 Amount in revaluation reserve relating to a revalued asset on retirement of the 

asset 

The net profit is decreased by the following key items: 

 Amount withdrawn from any reserves or provisions if such amount is credited 

in the profit-and-loss account 

 Amount of losses carried forward (excluding depreciation) or un absorbed 

depreciation, whichever is less, according to the books of account 

 Profits of “sick” industrial companies, which are companies that have 

accumulated losses equal to or exceeding their net worth at the end of a 

financial year and are declared to be sick by the Board for Industrial and 

Financial Reconstruction 

 Income that is exempt from tax 

 Amount of depreciation debited to the profit-and-loss account excluding 

depreciation on account of revaluation of assets 
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 Amount of deferred tax, if any such amount is credited to the profit-and-loss 

account 

 Amount withdrawn from revaluation reserve and credited to the profit-and-loss 

account, to the extent that it does not exceed depreciation of the revalued 

assets 

3. MAT paid by companies can be carried forward and set off against income tax 

payable in subsequent years under the normal provisions of the Income Tax Act 

for a period of 10 years. The maximum amount that can be set off against regular 

income tax is equal to the difference between the tax payable on the total income 

as computed under the Income Tax Act and the tax that would have been 

payable under the MAT provisions for that year. 

4. A report in a prescribed form that certifies the amount of book profits must be 

obtained from a chartered accountant. 

Capital gains: 

1. The Income Tax Act prescribes special tax rates for the taxation of capital gains. 

Gains derived from “transfers” of “capital assets” are subject to tax as capital 

gains and are deemed to be income in the year of the transfer. 

2. “Transfer” and “capital asset” are broadly defined in the Income Tax Act. In 

addition, shares or interests in foreign entities are deemed to be capital assets 

located in India if they derive, directly or indirectly, their value substantially from 

assets located in India.  

3. Gains derived from the transfer of such deemed capital assets are deemed to be 

income in the year of transfer.  

4. The tax rate at which capital gains are taxable in India depends on whether the 

capital asset transferred is a short-term capital asset or a long-term capital asset. 

A short-term capital asset is defined as a capital asset that is held for less than 

36 months immediately before the date of its transfer. However, if the capital 

asset constitutes shares in a company, other securities listed on a recognized 

stock exchange in India, units of a mutual fund or specified zero-coupon bonds, a 

12-month period replaces the 36-month period. A capital asset that is not a short-

term capital asset is a long-term capital asset. 

5. Capital gains on specified transactions on which Securities Transaction Tax has 

been paid. Long-term capital gains derived from the transfer of equity shares or 
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units of an equity-oriented fund on a recognized stock exchange in India or from 

the transfer of units of an equity-oriented fund to a mutual fund are exempt from 

tax if Securities Transaction Tax (STT) has been paid on the transaction. 

6. Short-term capital gains derived from the transfer of equity shares or units of an 

equity-oriented fund on a recognized stock exchange in India or from the transfer 

of units of an equity-oriented fund to a mutual fund are taxable at a reduced rate 

of 15% plus the surcharge, as applicable, and the cess, if STT has been paid on 

the transaction. 

7. The tax regime described above applies to all types of taxpayers, including 

Foreign Institutional Investors (FIIs). 

8. Sales of unlisted equity shares that are included in an initial public offer are also 

subject to STT, effective from 1 July 2012, and are eligible for the aforementioned 

reduced rates with respect to long-term or short-term capital gains. 

9. Computational provisions. For assets that were acquired on or before 1 April 

1981, the market value on that date may be substituted for actual cost in 

calculating gains. The acquisition cost is indexed for inflation. However, no 

inflation adjustment is allowed for bonds and debentures. For the purpose of 

calculating capital gains, the acquisition cost of bonus shares is deemed to be 

zero. 

10. Non-resident companies compute capital gains on shares and debentures in the 

currency used to purchase such assets, and consequently they are protected 

from taxation on fluctuations in the value of the Indian rupee. As a result, the 

benefit of indexation is not available to Non-resident companies with respect to 

the computation of capital gains on shares. Effective from the 2012-13 fiscal year, 

if the consideration is not ascertainable or determinable for a transfer, the fair 

market value of the asset transferred is deemed to be the full value of 

consideration. 

11. Slump sales, demergers and amalgamations. Special rules apply to “slump 

sales,” “demergers” and “amalgamations”. A “slump sale” is the transfer of an 

undertaking for a lump-sum consideration without assigning values to the 

individual assets and liabilities. The profits derived from such sales are taxed as 

long-term capital gains if the transferred undertaking has been held for more than 

36 months.  
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12. Capital gains equal the difference between lump-sum consideration and the net 

worth of the undertaking. For purposes of computing capital gains, the net worth 

of the undertaking equals the difference between the value of the total assets (the 

sum of the tax-depreciated value of assets that are depreciable for income tax 

purposes and the book value of other assets) of the under taking or division and 

the book value of liabilities of such undertaking or division. 

13. With respect to companies, a “demerger” is the transfer of an undertaking by one 

company (demerged company) to another company (resulting company) 

pursuant to a scheme of arrangement under Sections 391 to 394 of the 

Companies Act, 1956, provided that certain conditions are satisfied. Subject to 

certain conditions, transfers of capital assets in a demerger are not considered to 

be transfers subject to capital gains tax if the resulting company is an Indian 

company. In a demerger, the shareholders of the demerged company are issued 

shares in the resulting company in proportion to their existing shareholdings in 

the demerged company based on a predetermined share-issue ratio. This 

issuance of shares by the resulting company to the shareholders of the 

demerged company is exempt from capital gains tax. 

14. Like demergers, if certain conditions are satisfied, transfers of capital assets in 

amalgamations are not considered to be transfers subject to capital gains tax, 

provided the amalgamated company is an Indian company. 

15. In an amalgamation, shareholders of the amalgamating company are usually 

issued shares in the amalgamated company in exchange for their existing 

shareholding in the amalgamating company based on a predetermined share-

exchange ratio. Such exchange of shares is exempt from capital gains tax if the 

following conditions are satisfied: 

 The transfer is made in consideration of the allotment of shares in the 

amalgamated company (unless the shareholder itself is the amalgamated 

company). 

 The amalgamated company is an Indian company. 

A transfer of shares in an Indian company in an amalgamation of two foreign 

companies is exempt from capital gains tax if the following conditions are satisfied: 

 At least 25% of the shareholders of the amalgamating foreign company 

continue to remain shareholders of the amalgamated foreign company. 
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 Such transfer does not attract capital gains tax in the country of incorporation 

of the amalgamating foreign companies. 

16. Depreciable assets. To compute capital gains on sales of assets on which 

depreciation has been allowed, the sales proceeds of the assets are deducted 

from the declining-balance value of the classes of assets (including additions 

during the year) of which the assets form a part. If the sales proceeds exceed the 

declining balance value, the excess is treated as short-term capital gain. 

Otherwise, no capital gain results from sales of such assets even if the sales 

proceeds for a particular asset are greater than the cost of the asset. 

17. Non-depreciable assets. For non-depreciable assets, such as land, gains are 

computed in accordance with the rules described below. If the asset is held for 36 

months or more, the capital gain is considered a long-term capital gain, which 

equals the net sale consideration less the indexed cost of acquisition. 

18. The transfer of a capital asset by a parent company to its wholly owned Indian 

subsidiary or the transfer of a capital asset by a wholly owned subsidiary to its 

Indian parent company is exempt from capital gains tax, subject to certain 

conditions. 

Administration:  

1. The Indian fiscal year runs from 1 April to 31 March. All companies must file tax 

returns by 30 September or 30 November (for companies undertaking 

international transactions). Tax is payable in advance on 15 June, 15 September, 

15 December and 15 March. Any balance of tax due must be paid on or before 

the date of filing the return. The carry forward of losses for a fiscal year is not 

allowed if a return is filed late. 

2. A Non-resident with a liaison office in India is required to submit a statement in 

the prescribed form within 60 days after the end of the fiscal year. 

3. Withholding taxes. Companies are subject to the following withholding taxes. 

Type of payment Domestic Foreign 

Dividends Nil Nil 

Interest 10 20 

Commissions 10  

Payments to contractors (other than under advertising 

contracts) 

2  
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Rent 2/10 40 

Income from lotteries and horse races 30 30 

Professional and technical service fees   10  

Royalties 10 25 

Payments of compensation to residents for the compulsory 

acquisition of certain immovable property   

10  

Payment of consideration for transfer of immovable property   1  

Long-term capital gains other than exempt gains   Nil 20 

Other Income Nil 40 

 

(a) If an income recipient fails to furnish its Permanent Account Number (PAN), tax 

must be withheld at the higher of the rate specified in the relevant provision of the 

Income Tax, treaty ( in case of foreigner) and 20%.  

(b) The withholding tax rate for rental payments is 10%. For equipment rental, the 

rate is 2%. 

(C) The 2% or 5% surcharge (applicable to payments made to foreign companies 

exceeding INR10 million or INR100 million, respectively) and the 3% cess are 

imposed on the above withholding taxes. 

(d) If the recipient of income is located in a Notified Jurisdictional Area (NJA), tax 

must be withheld at the higher of the rate specified in the relevant provision of the 

Income Tax Act and 30%. Cyprus has been notified as an NJA, effective from 1 

November 2013. 

Dividends: 

1. Dividends paid by domestic companies are exempt from tax in the hands of the 

recipients. However, domestic companies must pay a dividend distribution tax 

(DDT) at a rate of 16.995% (basic rate of 15% plus the 10% surcharge and the 

3% cess) on dividends declared, distributed or paid by them on or after 1 April 

2003. The DDT paid is a non-deductible expense. 

2. The amount of dividends (on which DDT is leviable) that are paid by a domestic 

company can be reduced by the amount of dividends received from its subsidiary 

on which the subsidiary has paid DDT, subject to the satisfaction of  conditions. 

3. For the 2011-12, 2012-13 and 2013-14 fiscal years, gross dividends received by 

a domestic company from a specified foreign company (in which it has 
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shareholding 26% or more) are taxable at a concessional rate of 15% (plus 

applicable surcharge and cess). 

4. Dividends received between 1 June 2013 and 31 March 2014 by an Indian 

company from a specified foreign company (in which the Indian company has 

shareholding of 26% or more) can be set off against the subsequent dividends 

paid by the Indian company to its shareholders on which DDT is payable, subject 

to conditions. 

5. The tax is computed on the difference between the price at which shares are 

bought back and the consideration received by the company for issuance of 

shares. The amounts received are exempt in the hands of the shareholders. 

Foreign tax relief:  

Foreign tax relief for the avoidance of double taxation is governed by tax treaties with 

several countries. If no such agreements exist, resident companies may claim a 

foreign tax credit for the foreign tax paid. The amount of the credit is the lower of the 

Indian tax payable on the income that is taxed twice and the foreign tax paid. Treaty 

benefits and relief are available only if a Non-resident taxpayer obtains a tax-

residency certificate indicating that he or she is resident in a country outside India. 

 

Determination of trading income: 

General: 

1. Business-related expenses are deductible; capital expenditures (other than on 

scientific research in certain cases) and personal expenses may not be deducted. 

Certain expenses on which taxes are required to be withheld are allowable as 

deductions only if the required taxes have been withheld and paid to the 

government. The deductibility of head-office expenses for Non-resident 

companies is limited. 

2. Income derived from operations with respect to mineral oil, and certain other 

income derived by non-residents are taxed on a deemed-profit basis. Under an 

optional tonnage tax scheme, shipping profits derived by Indian shipping 

companies are taxed on a deemed basis. 

Inventories:  

In determining trading income, inventories may, at the taxpayer’s option, be valued 

either at cost or the lower of cost or replacement value.  

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 133 
 

Provisions:  

1. Provisions for taxes (other than income tax, dividend distribution tax and wealth 

tax, which are not deductible expenses) and duties, bonuses, leave salary and 

interest on loans from financial institutions and scheduled banks are not 

deductible on an accrual basis unless payments are made before the due date of 

filing of the income tax return. If such payments are not made before the due date 

of filing of the income tax return, a deduction is allowed only in the year of actual 

payment. General provisions for doubtful trading debts are not deductible until the 

bad debt is written off in the accounts, but some relief is available for banks and 

financial institutions with respect to non-performing assets. 

2. Interest payable on loans, borrowings or advances that is converted into loans, 

borrowings or advances may not be claimed as a deduction for tax purposes. 

Depreciation:  

1. Depreciation is calculated using the declining-balance method and is allowed on 

classes of assets. Depreciation rates vary according to the class of assets. The 

following are the general rates. 

Plant and machinery     15* 

Motor buses, motor lorries and motor taxis used in a rental  

business     30 

Motor cars other than those used in the business of running  

them on hire     15 

Buildings     10 

Furniture and fittings     10 

Computer    60 

Energy Saving devices    80 

Pollution control equipment    100  

Intangible assets (know-how,  patents, copyrights etc.)  25 

* Subject to the fulfilment of prescribed conditions, accelerated depreciation equal to 

20% of the actual cost is allowed in the first year with respect to plant and machinery 

(other than ships or aircraft) acquired or installed after 31 March 2005. 

 

2. Additions to assets that are used for less than 180 days in the year in which they 

are acquired and placed in service qualify for depreciation in that year at one-half 

of the normal rates. On the sale or scrapping of an asset within a class of assets, 
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the declining-balance value of the class of assets is reduced by the sales 

proceeds. 

3. Companies engaged in power generation or in power generation and distribution 

may elect to use the straight-line method of depreciation at specified rates. 

4. Companies engaged in the business of manufacturing or production of articles or 

things are allowed an additional deduction of 15% of the cost of new plant and 

machinery acquired and installed between 1 April 2013 and 31 March 2015 if the 

aggregate expenditure on such new plant and machinery exceeds INR1 billion 

during the 2013-14 and 2014-15 fiscal years. 

Relief for losses:  

1. Business losses, excluding losses resulting from unabsorbed depreciation of 

business assets, may be carried forward to be set off against taxable income 

derived from business in the following eight years, provided the income tax return 

for the year of loss is filed on time. For closely held corporations, a 51% 

continuity of ownership test must also be satisfied. 

2. Unabsorbed depreciation may be carried forward indefinitely to be set off against 

taxable income of subsequent years. 

3. Losses under the heading “Capital Gains” may not be set off against other 

income, but may be carried forward for eight years to be set off against capital 

gains. Long-term capital losses may be set off against long term capital gains 

only. 

4. Amalgamations and demergers. Special rules apply to “amalgamations” and 

“demergers”.  

 

Miscellaneous matters: 

General: 

All cross-border transactions with non-residents are subject to foreign-exchange 

controls contained in the Foreign Exchange Management Act. The rupee is fully 

convertible for trade and current account purposes. Except for certain specified 

restrictions, foreign currency may be freely purchased for trade and current account 

purposes. In general, such purchases must be made at the market rate. Capital 

account transactions are not permitted unless they are specifically allowed and the 
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prescribed conditions are satisfied. Cross-border transactions that are specifically 

allowed include the following: 

 All remittances abroad that require prior approval arrangements, such as joint 

venture and technical collaboration agreements.  

 The remittance of interest, dividends, service fees and royalties. 

 Repatriation of capital is also freely permitted for investment approved on a 

repatriable basis. However, for sales of Indian assets, the terms of sale 

require the approval of the exchange-control authorities, and certain other 

conditions must be satisfied. 

Transfer pricing:  

1. The Income Tax Act includes detailed transfer pricing regulations. Although the 

guidelines are broadly in line with the principles set out by the OECD, key 

differences exist. Under these regulations, income and expenses, including 

interest payments, with respect to international transactions between two or more 

associated enterprises (including permanent establishments) must be determined 

using arm’s-length prices. The transfer pricing regulations also apply to cost-

sharing arrangements. 

2. The transfer-pricing regulations contain definitions of various terms, including 

“associated enterprise,” “arm’s-length price,” “enterprise,” “international 

transaction” and “permanent establishment.” 

3. It specifies methods for determining the arm’s-length price. The following are the 

specified methods: 

• Comparable uncontrolled price method • Resale price method 

• Cost-plus method • Profit split method 

• Transactional net margin method 

Any other method that takes into account the price that has been charged or paid 

or would have been charged or paid, in the same or a similar uncontrolled 

transaction, with or between non-associated enterprises, under similar 

circumstances, considering all the relevant facts 

4. The CBDT has issued regulations for applying these methods to determine 

arm’s-length prices. In addition, the CBDT has issued safe-harbor rules indicating 

the circumstances in which tax officers accept transfer prices declared by 
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taxpayers. The safe harbour rules for determining transfer prices apply for five 

years beginning with the 2012-13 fiscal year. 

5. The transfer-pricing regulations require each person entering into an international 

transaction to maintain prescribed documents and information regarding a 

transaction. Each person entering into an international transaction must arrange 

for an accountant to prepare a report and furnish it to the Tax Officer by the due 

date for filing the corporate tax return, which is 30 November in such 

circumstances. 

6. A tax officer may make an adjustment with respect to an international transaction, 

if the officer determines that certain conditions exist. 

7. Stringent penalties (up to 2% of the transaction value) are imposed for non-

compliance with the procedural requirements and for understatement of profits. 

8. Measures allowing Advance Pricing Agreements (APAs) are effective from July 

2012. Under these measures, the tax administration may enter into an APA with 

any person undertaking an international transaction. APAs are binding on the 

taxpayer and the tax authorities and are valid for a maximum period of five 

consecutive years. On 31 August 2012, the Central Board of Direct Taxes issued 

a notification introducing the rules for implementing APAs. 

9. Transfer-pricing measures have been applied to certain domestic transactions 

between related parties and transactions involving tax-holiday units. 

General Anti-avoidance Rules: 

1. The General Anti-avoidance Rules (GAAR), which will be effective from 1 April 

2015. The GAAR are broad rules that are designed to deal with aggressive tax 

planning. Wide discretion is provided to the tax authorities to invalidate an 

arrangement, including the disregarding of the application of tax treaties, if an 

arrangement is treated as an “impermissible avoidance arrangement.” The GAAR 

provisions will be applied in accordance with rules and guidelines, which have 

been notified by the government. The GAAR rules do not apply to arrangements 

with an aggregate tax benefit of below INR30 million. FIIs that have not claimed 

benefits under tax treaties and Non-resident investors in FIIs are exempt from the 

GAAR provisions. The rules also provide for grandfathering of investments made 

before 30 August 2010 from GAAR applicability. 
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2. Notified Jurisdictional Area. The Income Tax Act contains a “tool box” to deal with 

transactions with entities located in non-cooperative countries or jurisdictions that 

do not exchange information with India. The government of India is empowered 

to notify such jurisdiction as a Notified Jurisdiction Area (NJA). The government 

discourages transactions by taxpayers in India with persons located in an NJA by 

providing onerous tax consequences with respect to such transactions. The 

consequences include applicability of transfer-pricing regulations, additional 

disclosure and compliance requirements, disallowance of deductions in some 

circumstances and higher withholding tax rates on transactions with an NJA. 

Cyprus was notified as an NJA, effective from 1 November 2013. 
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5.15) Indonesia (Jakarta) (AS) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 25 

Capital Gains Tax  

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 5 to 10 years depends on conditions 

VAT Standard rate 10 

Other Social Taxes  At different rates 

 

Taxes on corporate income: 

General: 

1. Companies incorporated or domiciled in Indonesia are subject to income tax on 

worldwide income. 

2. Foreign tax may be claimed as a tax credit subject to a limitation rule. Branches 

of foreign companies are taxed only on those profits derived from activities 

carried on in Indonesia. However, income accruing from Indonesia to a foreign 

company having a permanent establishment in Indonesia is taxed as income of 

the permanent establishment if the business generating the income is of a similar 

nature to the business of the permanent establishment. This follows the “force of 

attraction” principle. 

3. Corporate tax is imposed at a flat rate of 25%. This rate applies to Indonesian 

companies and foreign companies operating in Indonesia through a permanent 

establishment. The tax rate is reduced by five percentage points for listed 

companies that have at least 40% of their paid up capital traded on the stock 

exchange. Small and medium-scale domestic companies are entitled to a 50% 

reduction of the tax rate.  

4. The net after-tax profits of a permanent establishment are subject to branch profit 

tax at a rate of 20%. Branch profit tax applies regardless of whether the income is 

remitted to the head office. An exemption may apply if the profits are reinvested 

in Indonesia. 
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5. Tax incentives under the Tax Allowance Incentive are granted to certain 

qualifying resident companies investing in certain types of businesses or regions. 

The Tax Allowance Incentive consists of the following: 

 Accelerated depreciation and amortization. 

 Extended period of 10 years for the carry forward of a tax loss (normally 5 

years), subject to certain conditions. 

 Reduced tax rate of 10% (or lower rate under a double tax treaty) for 

dividends paid to non-residents. 

 Investment allowance in the form of reduction of net income by 30% of the 

amount invested in land and buildings, and plant and equipment. This 

allowance may be claimed at a rate of 5% each year over a six-year period. 

6. To qualify for the above tax incentives, the investment must be a new investment 

or an investment for the purpose of expanding a current business. Under a 

government regulation, 52 categories of business sectors and 77 other 

categories of industries in certain areas may qualify for the tax incentives. The 

designated areas and provinces are generally outside Java. They are primarily 

the north eastern provinces and provinces located in Sulawesi. During the six-

year period beginning with the granting of the tax incentives, certain restrictions 

apply to the use and transfer of fixed assets to which the incentives had been 

applied. The incentives can be revoked if these rules are violated.  

7. Certain taxpayers engaged in a “pioneer industry” may seek a tax incentive 

commonly known as the Tax Holiday incentive, which was introduced in 2011. 

The Tax Holiday incentive offers a corporate income tax exemption for a period of 

5 to 10 years, followed by a corporate income tax reduction of 50% for 2 years. 

The Minister of Finance may grant an additional period of concession to maintain 

the competitiveness of national industry and the strategic value of certain 

industries. 

8. To qualify for the Tax Holiday incentive, taxpayers must meet all of the following 

criteria: 

 They must be engaged in a “pioneer industry”. 

 They must have new investment plans approved by the relevant authority in 

the minimum amount of IDR1 trillion (approximately USD120 million). 
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 They must deposit at least 10% of their total investment plan in the 

Indonesian banking system without any withdrawal until realization of their 

investment. 

 They must be in the form of an Indonesian legal entity established either 

within 12 months before the issuance of the regulation or after the enactment 

of the regulation. 

9. The term “pioneer industries” is defined to be industries that meet the following 

conditions: 

 They have extensive interconnection and provide high value added and 

externality. 

 They introduce new technology. 

 They have strategic value for the nationwide economy. 

10. Special tax rates. Special tax rates granted to certain companies engaged in 

Petroleum, Mining, Construction activities. Special rates are also available for 

Foreign drilling companies and international shipping companies and airlines. 

11. For purposes of the above measure, business income does not include income 

from independent professional services, such as, among others, services 

provided by lawyers, accountants, medical doctors and notaries. 

12. Taxpayers qualifying for a different final tax regime, such as construction services 

companies, are not eligible for this 1% final tax. 

Capital gains:  

1. A 0.1% final withholding tax is imposed on proceeds of sales of publicly listed 

shares through the Indonesian stock exchange. An additional tax at a rate of 

0.5% of the share value is levied on sales of founder shares associated with a 

public offering. Founder shareholders must pay the 0.5% tax within one month 

after the shares are listed. Founder shareholders that do not pay the tax by the 

due date are subject to income tax on the gains at the ordinary income tax rate. 

2. Capital gains derived by residents are included in taxable income and are subject 

to tax at the normal income tax rate. Capital gains derived by non-residents are 

subject to tax at a rate of 20%. The law provides that the 20% tax is imposed on 

an amount of deemed income. The Minister of Finance established the deemed 

income for sales of unlisted shares. The deemed income equals 25% of the gross 

sale proceeds, resulting in an effective tax rate of 5% of the gross sale proceeds. 
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This rule applies to residents of non-treaty countries and to residents of treaty 

countries if the applicable treaty allows Indonesia to tax the income. 

3. In addition to sales or transfers of shares, Indonesian tax applies a 20% tax rate 

to an estimated net income of 25% on sales or transfers of certain assets owned 

by non-Indonesian tax residents that do not have a permanent establishment in 

Indonesia. The assets are luxurious jewelries, diamonds, gold, gemstones, 

luxurious watches, antiques, paintings, cars, motorcycles, yachts and/or light 

aircraft. This results in an effective tax rate of 5%. The purchaser must withhold 

the tax. A tax exemption applies to transactions with a value of less than IDR10 

million. The provisions of tax treaties override the above regulation. The sale or 

transfer by non-residents of shares in conduit companies or special purpose 

companies established or resident in tax haven jurisdictions that have a special 

relationship with an Indonesian entity or an Indonesian permanent establishment 

of a foreign entity is deemed to be a sale or transfer of shares of the Indonesian 

entity or the permanent establishment. The relevant regulation provides that the 

Indonesian income tax applicable to the transaction is 5% of the gross sale 

proceeds. The 5% rate is derived from the application of the 20% cross-border 

withholding tax under Article 26 of the Income Tax Law to a profit that is deemed 

to be 25% of the gross sale proceeds. A provision in an applicable tax treaty 

overrides the above rule if the seller of the shares is a tax resident in a country 

that has entered into a tax treaty with Indonesia. 

4. Sellers or transferors of the right to use land or buildings are subject to tax at a 

rate of 5% of the higher of the transaction value and the government official value 

for the purpose of land and building tax. Purchasers or transferees must pay a 

transfer duty of 5%, which may be reduced to 2.5% for transfers in business 

mergers approved by the Director General of Taxation. 

Administration:  

1. The annual corporate income tax return must be filed by the end of the fourth 

month following the end of the fiscal year. The deadline can be extended for two 

months. The balance of annual tax due must be settled before filing the annual 

tax return. 

2. Corporate income tax must be paid in advance through monthly installments, 

which are due on the 15th day of the month following the relevant month. The tax 
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installment equals 1/12 of tax payable for the preceding year (after exclusion of 

non-regular income) or tax payable based on the latest tax assessment received. 

Dividends:  

1. Dividends paid domestically to Indonesian resident corporate taxpayers are 

subject to withholding tax at a rate of 15%. This tax is an advance payment of the 

dividend recipient’s tax liability. Tax exemption may apply if the dividends are 

paid from retained earnings and if the recipient’s share ownership in the payer of 

the dividends represents 25% or more of the paid-in capital. Dividends exempted 

from tax are not subject to the 15% withholding tax. 

2. Dividends received by Indonesian resident individuals are subject to a final tax 

with a maximum rate of 10%. 

3. Dividends remitted overseas are subject to a final 20% withholding tax, unless an 

applicable tax treaty provides a lower rate.  

Foreign tax relief: 

A credit is allowed for tax paid or due overseas on income accruing to an Indonesian 

company, provided it does not exceed the allowable foreign tax credit. The allowable 

foreign tax credit is computed on a country-by-country basis. 

 

Determination of trading income: 

General: 

1. Certain income is not taxable or is subject to a final tax regime. Interest earned 

by resident taxpayers on time deposits, certificates of deposit and savings 

accounts is subject to a 20% withholding tax, representing a final tax on such 

income. A final 20% (or lower rate provided in a tax treaty) withholding tax is 

imposed on interest earned by non-residents. 

2. Taxpayers are generally able to deduct from gross income all expenses to the 

extent that they are directly or indirectly incurred in earning taxable income. Non-

deductible expenses include the following: 

 Income tax and penalties 

 Expenses incurred for the private needs of shareholders, associates or 

members 

 Gifts 
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 Donations (except for donations for national disasters, grants in the 

framework of research and development activities in Indonesia, grants for the 

development of social infrastructure, grants in the form of education facilities 

[for example, books, computers, chairs, tables and other educational 

resources] and grants for the development of sport) 

 Benefits-in-kind, which include a subsidy, aid, gift or award given to an 

employee or a related party 

 Reserves and provisions for certain industries 

3. Business losses incurred overseas are not deductible. 

4. Foreign-exchange gains and losses are treated as taxable income and deductible 

expenses, if this treatment is in accordance with the generally accepted 

accounting procedures in Indonesia and is consistently adopted. 

Inventories:  

For tax purposes, inventories must be valued at cost using either the first-in, first-out 

(FIFO) or average-cost method.  

Provisions:  

1. Provisions are generally not deductible for tax purposes. Certain taxpayers that 

may claim bad debt provisions as deductible expenses include banks and certain 

nonbank financial institutions, such as other corporate entities providing loan 

facilities, insurance companies, leasing companies that lease assets under 

finance leases, consumer financing companies, and factoring companies.  

2. The following companies may also claim tax deductions for reserves or 

provisions: 

 Social insurance providers: reserves of social funds 

 Forestry companies: reserves for reforestation 

 Mining companies: reserves for reclamation of mining sites 

 Industrial waste treatment companies: reserves for closure and maintenance 

of waste treatment plants  

3. Taxpayers may claim tax deductions for bad debts if all of the following conditions 

are satisfied: 

 The costs have been claimed as corporate losses in commercial financial 

reports. 
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 A list of the names of the debtors and totals of the bad debts is submitted to 

the Director General of Taxation. 

 A legal suit for collection of the debt is filed with the public court or 

government institutions handling state receivables. 

4. Alternatively, taxpayers may publicize the bad debt in a general or special 

publication or obtain acknowledgment of the write-off of the bad debt from the 

relevant debtor. The write-off of receivables from a related party is not deductible 

for tax purposes. 

Depreciation:  

1. Depreciation is calculated on the useful life of an asset by applying the straight-

line method or declining-balance method. In general, depreciation is deducted 

beginning with the month the expenditure is incurred. However, for assets under 

construction, depreciation begins with the month in which the construction of the 

assets is completed. 

2. Buildings are depreciated using the straight-line method.  

3. Intangible assets with more than one year of benefit, including leases of tangible 

property, are amortized according to their useful lives using the same 

percentages applicable to fixed assets. 

4. Special depreciation and amortization rules apply to assets used in certain 

businesses or in certain areas. 

Relief for losses:  

Generally be carried forward for five years. Tax losses incurred by certain 

businesses or incurred in certain areas may be carried forward for up to 10 years. 

 

Miscellaneous matters: 

Remittance of funds of USD10,000 or more must be notified by the remitting bank to 

the Bank Indonesia. Foreign loans must be reported to the Bank Indonesia to 

enhance the monitoring of the country’s foreign exchange reserves. 

Transfer pricing:  

1. The law provides that the following methods may be used to determine arm’s-

length pricing: 

• Comparable uncontrolled price method  • Resale-price method 

• Cost-plus method  • Profit-split method 
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• Transactional net margin method 

2. The Indonesian tax authority requires that related-party transactions or dealings 

with affiliated companies be carried out in a “commercially justifiable way” and on 

an arm’s-length basis. 

3. Taxpayers must maintain documentation establishing that related party 

transactions are conducted at arm’s length. The transfer pricing study must be 

maintained for 10 years from the relevant tax year. 

4. The Indonesian tax authority uses advance pricing agreements (APAs) to 

regulate transactions between related parties and to mitigate future transfer-

pricing disputes with the Director General of Taxation. Broadly, an APA 

represents an advance agreement between a company and the Director General 

of Taxation regarding the determination of the acceptable pricing for a transaction 

between related parties. An APA provides the sales price for manufactured 

goods, the amount of royalties and other information. An APA may be entered 

into with the Director General of Taxation (unilateral) or between the Director 

General of Taxation and the foreign tax authority (bilateral). 
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5.16) Iraq (Baghdad) (AS) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 15/35 

Capital Gains Tax 15/35 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 5 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Corporate income tax is imposed on taxable profit from all sources arising in, or 

deemed to arise in, Iraq. Income is deemed to arise in Iraq if any of the following 

is located there: 

 The place of performance of work 

 The place of delivery of work 

 The place of signing the contract 

 The place of payment for the work 

Otherwise, companies are exempt from tax for Iraqi income tax purposes. 

2. The general corporate income tax rate applicable to all companies (except oil and 

gas production and extraction activities and related industries, including service 

contracts) is a unified flat rate of 15% of taxable income. Activities relating to oil 

and gas production and extraction activities and related industries, including 

service contracts, are subject to income tax at a rate of 35% of taxable income. 

Capital gains:  

Capital gains derived from the sale of fixed assets are taxable at the normal 

corporate income tax rate of 15% (35% for oil and gas production and extraction 

activities and related industries, including service contracts). Capital gains derived 

from the sale of shares and bonds not in the course of a trading activity are exempt 

from tax; otherwise, they are taxed at the normal corporate income tax rate. 
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Administration:  

1. Tax returns for all corporate entities must be filed in Arabic within five months 

after the end of the fiscal year, together with audited financial statements 

prepared under the Iraqi Unified Accounting System. Payment of the total amount 

of tax is due after the General Commission of Taxes (GCT) sends the taxpayer a 

tax assessment based on the GCT’s audit of the tax return and audited financial 

statements that were filed. 

2. A rate of 10% of the tax due is imposed as a delay fine, up to a maximum of 

IQD500,000, on a taxpayer that does not submit, or refuses to submit, an income 

tax return within five months after the end of the financial year. 

3. An additional penalty of IQD10,000 is imposed on foreign branches that fail to 

submit final accounts. 

4. If the tax due is not paid within 21 days after the date of notification, an additional 

penalty of 5% of the amount of tax due is imposed. 

5. This amount is doubled if the tax is not paid within 21 days after the lapse of the 

first period. 

Dividends:  

In general, dividends received are exempt from tax.  

Interest:  

Interest is subject to income tax at the normal rates. 

Foreign tax relief: 

A foreign tax credit is available to Iraqi companies on income taxes paid abroad. In 

general, the foreign tax credit is limited to the amount of an Iraqi company’s income 

tax on the foreign income. Excess foreign tax credits may be carried forward for five 

years. 

 

Determination of trading income: 

General: 

1. If income arises, or is deemed to arise, in Iraq it is subject to tax, except for 

income exempted by the income tax law, the industrial investment law or the 

investment law in the Kurdistan region. 

2. All business expenses incurred to generate income are allowable, with limitations 

on certain items, such as entertainment and donations. However, provisions and 

reserves are not deductible for tax purposes. 
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Depreciation:  

1. The Iraqi Depreciation Committee sets the maximum depreciation rates for 

various types of fixed assets. These rates are set out in several tables for various 

industries. In general, the following are the acceptable depreciation methods: 

 Straight line 

 Declining balance 

 Other methods (with the approval of the GCT) 

2. If the rates used for accounting purposes are greater than the prescribed rates, 

the excess is disallowed for tax purposes.  

Relief for losses:  

1. A tax loss from one source of income may offset profits from other sources of 

income in the same tax year. Unused tax losses may be carried forward and 

deducted from the taxable income of the taxpayer during the following five 

consecutive years, subject to the following conditions: 

 Losses may not offset more than half of the taxable income of each of the five 

years. 

 The loss may offset only income from the same source from which the loss 

arose. 

2. To claim losses, a taxpayer must obtain appropriate documentation including 

financial statements that support the loss and sufficient documentation to support 

the expenses that created such loss. 

 

Miscellaneous matters: 

1. However, according to the Central Bank of Iraq’s instructions and regulations, 

transfers of funds must be in accordance with the Anti-Terrorism Law and the 

Anti-Money Laundering Law. 
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5.17) Israel (Jerusalem) (AS) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 26.5 

Capital Gains Tax 26.5 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Indefinite 

VAT Standard rate 18 

Other Social Taxes At different rates 

 

Taxes on corporate income:  

General: 

1. Resident companies are subject to Israeli tax on their worldwide income. Non-

resident companies are subject to Israeli tax on income accrued or derived in 

Israel, unless otherwise provided for in an applicable tax treaty. 

2. A company is considered resident in Israel for Israeli tax purposes if either of the 

following applies: 

 It is incorporated in Israel. 

 Its business is controlled and managed in Israel. 

3. Effective from 1 January 2014, the regular rate of company tax is 26.5% (25% for 

2013).The following are the combined Israel taxes on profits, taking into account 

the 30% withholding tax on dividends paid to shareholders holding 10% or more 

of the company (material shareholders) and the 25% withholding tax imposed on 

shareholders holding less than 10% of the company: The dividend withholding 

tax rates mentioned above may be reduced based on applicable tax treaties. 

Tax levy on oil and gas:  

Under the Windfall Profits Tax Law, effective from 10 April 2011, a levy is imposed 

on oil and gas profits from an oil or gas project in the relevant tax year. The levy is 

designed to capitalize on the economic dividend arising from each individual 

reservoir. The levy is imposed only after the investments in exploration, development 

and construction are fully returned plus a yield that reflects, among other items, the 

developer’s risks and required financial expenses. The levy is progressive and has a 
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relatively lower rate when first collected, and increases as the project’s profit margins 

grow. 

Tax reductions and exemptions:  

1. An amendment to the Capital Investment Encouragement Law is effective from 1 

January 2011. The law has the following objectives: 

 Achieving of enhanced growth targets in the business sector 

 Improving the competitiveness of Israeli industries in international markets 

 Creating employment and development opportunities in outlying areas 

2. Precedence is granted to innovation and development areas. 

3. The country is divided into national priority areas, which benefit from several 

reduced tax rates and benefits based on the location of the enterprise. 

4. A reduced uniform corporate tax rate for exporting industrial enterprises 

(generally over 25% of turnover from export activity) applies. The reduced tax 

rate does not depend on a program and applies to the industrial enterprise’s 

industrial income. 

5. For 2014 and future years, the reduced tax rates for industrial enterprises that 

meet the criteria of the law are 9% for Development Area A and 16% for the rest 

of the country. In addition, accelerated depreciation applies. The accelerated 

depreciation reaches 400% of the standard depreciation rate on buildings (not 

exceeding 20% per year and exclusive of land) and 200% of the standard 

depreciation rate on equipment. 

6. Effective from 1 January 2014 a reduced tax on dividends of 15% or 20% (15% 

previously) is imposed without distinction between foreign and local investors. 

These tax rates may be reduced under applicable tax treaties. On the distribution 

of a dividend to an Israeli company, no withholding tax is imposed. 

7. A unique tax benefit is granted to certain large industrial enterprises. This entitles 

such companies to a reduced tax rate of 5% in Development Area A and 8% in 

the rest of the country.  

8. In addition to the above tax benefits, fixed asset grants of 20% to 32% of the 

investment cost of fixed assets may be granted to enterprises in Development 

Area A. 

9. Grants may also be made under the Employment Grant Program. These grants 

are made to create incentives for employment in the outlying areas of Israel. The 
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grants are up to 40% of the cost of salaries for a period of two and one-half to 

four years, depending on the location, number of employees and the employees’ 

salaries. 

10. The average percentage of the grants is 40%. 

11. Research and development (R&D) incentives programs are available to Israelis 

companies. The Office of the Chief Scientist at the Ministry of Economy primarily 

provides these incentives. 

12. The company can obtain an R&D grant equal to about 30% to 60% of its R&D 

expenses, depending on the grant program, the company’s technology innovation 

and its business model. 

13. Bi-national agreements for joint R&D projects are also available. These 

agreements provide for grants equaling 30% to 60% of the R&D expenses 

incurred during the commercial phase. 

14. Other incentives. Approved residential rental properties qualify for reduced 

company tax rates on rental income (and on gains derived from sales of certain 

buildings that have a residential element; a building has a residential element if at 

least 50% of the floor space is rented for residential purposes for a prescribed 

number of years, according to detailed rules). The reduced rates generally range 

from 11% (plus 15% withholding tax on dividends) for companies to 20% for 

individuals. 

15. Preferential tax treatment may also be allowed with respect to the following: 

• Real Estate Investment Trust (REIT) companies • Agriculture 

• Oil  • Movies 

• International trading  • R&D financing 

• Hotels and tourist ventures 

Capital gains: 

1. Residents. Resident companies are taxable on worldwide capital gains. Capital 

gains are divided into real and inflationary components. The following are 

descriptions of the taxation of these components: 

 Effective from 1 January 2014, the tax rate on real capital gains is the 

standard corporate tax rate of 26.5%. 
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 The inflationary component of capital gains is exempt from tax to the extent 

that it accrued on or after 1 January 1994, and is generally taxable at a rate of 

10% to the extent that it accrued before that date. 

2. Gains derived from sales of Israeli real estate or from sales of interests in real 

estate associations (entities whose primary assets relate to Israeli real estate) are 

subject to Land Appreciation Tax at rates similar to those applicable to other 

capital gains. 

3. Capital losses may be used to offset capital gains derived in the same or future 

tax years without time limit. In each year, capital losses are first offset against 

real gains and then offset against taxable inflationary amounts. 

4. Capital losses from assets located abroad must be offset against capital gains on 

other assets abroad, then against capital gains from assets in Israel. 

5. Capital losses incurred on securities can also be offset against dividend and 

interest income in the same year, subject to certain conditions. 

Non-residents:  

Unless a tax treaty provides otherwise, in principle, Non-resident companies and 

individuals are subject to Israeli tax on their capital gains relating to any of the 

following: 

 An asset located in Israel. 

 An asset located abroad that is primarily a direct or indirect right to an asset, 

inventory or real estate in Israel or to a real estate association (an entity 

whose primary assets relate to Israeli real estate). Tax is imposed on the 

portion of the consideration that relates to such property in Israel. 

 Shares or rights to shares (for example, warrants and options) in an Israeli 

resident entity. 

 A right to a Non-resident entity that primarily represents a direct or indirect 

right to property in Israel. Tax is imposed on the portion of the consideration 

that relates to such property in Israel.  

6. Foreign residents not engaged in business in Israel may qualify for exemption 

from capital gains tax on disposals of the following investments: 

 Securities traded on the Tel-Aviv stock exchange (with certain exceptions) 

 Securities of Israeli companies traded on a recognized foreign stock 

exchange 
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7. The above exemption does not apply to the following: 

 Gains attributable to a permanent establishment (generally a fixed place of 

business) of the investor in Israel 

 Shares of Real Estate Investment Trust (REIT) companies 

 Capital gains derived from the sale of Israeli governmental short-term bonds 

(issued for 13 months or less) 

8. Foreign residents may also qualify for an exemption from capital gains tax on 

disposals of all types of Israeli securities not listed to trade that were purchased 

on or after 1 January 2009 if the seller (the company or individual who sold the 

Israeli securities to the foreign resident) was not a related party. 

9. The above exemption does not apply to the following: 

 Gains attributable to a permanent establishment (generally a fixed place of 

business) of the investor in Israel 

 Shares of a company whose assets are principally Israeli real estate 

 Shares of a company that has the value of its assets derived principally from 

the usufruct of immovable property and right to payments as consideration for 

the working of, or the right to work, mineral deposits, sources and other 

natural resources (for example, companies that hold licenses to exploit gas 

and minerals in Israel’s territory, which includes Israel’s economic water) In 

other cases, unless a tax treaty provides otherwise, foreign resident 

companies pay capital gains tax in accordance with the rules and rates 

applicable to Israeli resident companies, as described above. However, non-

residents investing with foreign currency may elect to apply the relevant 

exchange rate rather than the inflation rate to compute the inflationary 

amount. 

Administration:  

1. The Israeli tax year is normally the calendar year. However, subsidiaries of 

foreign publicly traded companies may sometimes be allowed to use a different 

fiscal year. Companies are generally required to file audited annual tax returns 

and financial statements within five months after the end of their fiscal year, but 

extensions may be obtained. 

2. Companies must normally file monthly or bimonthly reports and make payments 

with respect to the following taxes: 
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 Company tax advances, which are typically computed as a percentage of a 

company’s sales revenues 

 Supplementary company tax advances with respect to certain non-deductible 

expenses 

 Tax and social security contributions withheld from salaries and remittances to 

certain suppliers 

 VAT 

3. Non-residents are required to appoint an Israeli tax representative and VAT 

representative if any part of their activities is conducted in Israel. The VAT 

representative is deemed to be the tax representative if no other tax 

representative is appointed. The tax representative is empowered to pay tax out 

of the foreign resident’s assets. 

Dividends:  

1. A 30% withholding tax is generally imposed on dividends paid to individual 

shareholders holding 10% or more of the shares in an Israeli company (material 

shareholders). A 25% withholding tax is imposed on dividends paid to individual 

shareholders holding less than 10% of the shares in an Israeli company. 

However, resident companies are exempt from company tax on dividends paid 

out of regular income that was accrued or derived from sources within Israel. 

Companies are generally subject to tax at a rate of 25% on foreign dividend 

income that is paid from a foreign source or from income accrued or derived 

abroad (foreign source in come that is passed up a chain of companies). 

2. A reduced withholding tax of 15% or 20% is imposed on dividends paid out of the 

income of a company entitled to the benefits of the Capital Investment 

Encouragement Law. The rate may be further reduced under an applicable tax 

treaty. However, if such dividend is paid to an Israeli company, it is generally 

exempt from withholding tax. 

Interest:  

1. Israeli resident companies are taxable on worldwide interest, original discount 

and linkage differentials income. The tax rate for these types of income is the 

standard corporate tax rate of 26.5%. Interest, original discount and linkage 

differentials income are treated as derived from Israeli sources if the payer is 

located in Israel. In principle, the same taxation rules apply to non-Israeli resident 
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companies on Israeli-source interest, original discount and linkage differentials 

income, unless a tax treaty provides otherwise. 

2. Nevertheless, an exemption from Israeli tax is available to foreign investors that 

receive interest income on bonds issued by Israeli companies traded on the 

Israeli stock exchange. 

3. In addition, interest paid to non-residents on Israeli governmental bonds that are 

issued for 13 months or more is exempt. Israeli holding companies and 

participation exemption. To qualify for the participation exemption, an Israeli 

holding company must satisfy various conditions, including the following: 

 It must be incorporated in Israel. 

 Its business is controlled and managed in Israel only. 

 It may not be a public company or a financial institution. 

 It must not have been formed in a tax-deferred reorganization. 

 For 300 days or more in the year, beginning in the year after incorporation, 

the holding company must have an investment of at least ILS50 million in the 

equity of, or as loans to, the investee companies, and at least 75% of the 

holding company’s assets must consist of such equity investments and loans. 

4. In addition, the foreign investee company must satisfy the following conditions: 

 It must be resident in a country that entered into a tax treaty with Israel, or it 

must be resident in a foreign country that had a tax rate for business activity 

of at least 15% on the date of the holding company’s investment (however, it 

is not required that the investee company pay the 15% tax. 

 At least 75% of its income in the relevant tax year is accrued or derived from a 

business or one-time venture abroad. 

 The Israeli holding company must hold an “entitling shareholding” in the 

investee company for at least 12 consecutive months.  

5. An “entitling shareholding” is a shareholding that confers at least 10% of the 

investee’s profits. The entitling shareholding must span a period of at least 12 

months that includes the date on which the income is received. 

6. An Israeli holding company is exempt from tax on the following types of income: 

 Capital gains derived from the sale of an entitling shareholding in an investee 

company 
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 Dividends distributed during the 12-month minimum shareholding period with 

respect to an entitling shareholding in an investee company 

 Interest, dividends and capital gains derived from securities traded on the Tel-

Aviv Stock Exchange 

 Interest and indexation amounts received from Israeli financial institutions. 

7. In addition, dividends paid by Israeli holding companies to foreign resident 

shareholders are subject to a reduced rate of dividend withholding tax of 5%. 

Foreign tax relief:  

1. A credit for foreign taxes is available for federal and state taxes but not municipal 

taxes. Any excess foreign tax credit may be offset against Israeli tax on non-

Israeli-source income from the same type in the following five tax years. With 

respect to foreign dividend income, an Israeli company may receive a direct and 

an underlying tax credit for foreign taxes. 

2. The foreign dividend income is grossed up for tax purposes by the amount of the 

creditable taxes. The following are the alternative forms of the credit: 

 Direct foreign tax credit only: a 25% tax is imposed on foreign dividend 

income, and any dividend withholding tax incurred is creditable in Israel. 

 Direct and underlying foreign tax credit: a 25% tax is imposed on foreign 

dividend income, and a credit is granted for dividend withholding tax and 

underlying corporate tax paid abroad by 25%-or-greater affiliates and their 

direct 50%-or-greater subsidiaries. 

3. If an underlying foreign tax credit is claimed, any excess foreign tax credit may 

not be used to offset company tax in future years. 

4. Foreign residents that receive little or no relief for Israeli taxes in their home 

countries may be granted a reduced Israeli tax rate by the Minister of Finance. 

 

Determination of trading income: 

General: 

Taxable income is based on financial statements that are prepared in accordance 

with generally accepted accounting principles and are derived from acceptable 

accounting records. In principle, expenses are deductible if they are wholly and 

exclusively incurred in the production of taxable income. Various items may require 
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adjustment for tax purposes, including depreciation, R&D expenses, and vehicle and 

travel expenses.  

Inventories: 

Inventory may be valued at the lower of cost or market value. 

Provisions:  

Bad debts are deductible in the year they become irrecoverable. Special rules apply 

to employee-related provisions, such as severance pay, vacation pay, recreation pay 

and sick pay. 

Depreciation:  

1. Depreciation at prescribed rates, based on the type of asset and the number of 

shifts the asset is used, may be claimed with respect to fixed assets used in the 

production of taxable income. 

The following are some of the standard straight-line rates that apply primarily to 

non-industrial companies. 

Mechanical equipment    7 to 10 

Electronic equipment    15 

Personal computers and peripheral equipment    33 

Buildings (depending on quality)    1.5 to 4 

Goodwill*    10 

Solar energy-producing plant    25 

* Subject to certain conditions. 

Groups of companies:  

Subject to certain conditions, consolidated returns are permissible for an Israeli 

holding company and its Israeli industrial subsidiaries if the subsidiaries are all 

engaged in the same line of production. For this purpose, a holding company is a 

company that has invested at least 80% of its fixed assets in the industrial 

subsidiaries and controls at least 50% (or two-thirds in certain cases) of various 

rights in those subsidiaries. For a diversified operation, a holding company may file a 

consolidated return with the subsidiaries that share the common line of production in 

which the largest amount has been invested. 

Relief for losses:  

1. Business losses may be offset against income from any source in the same year. 

Unrelieved business losses may be carried forward for an unlimited number of 
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years to offset business income, capital gains derived from business activities or 

business-related gains subject to the Land Appreciation Tax. Offset of losses 

may be disallowed after a change of ownership and activity of a company, except 

in certain bona fide circumstances. Special rules govern the offset of foreign 

losses incurred by Israeli residents. Passive foreign losses may be offset against 

current or future foreign passive income (for example, income from dividends, 

interest). Passive foreign rental losses arising from depreciation may also be 

offset against capital gains from the sale of the relevant foreign real property. 

2. Active foreign losses (relating to a business or profession) may be offset against 

the following: 

 Active foreign income and business-related capital gains in the current year. 

 Passive foreign income in the current year. 

 Active Israeli income in the current year if the taxpayer so elects and if the 

foreign business is controlled and managed in Israel. However, in the 

preceding two years and in the following five years, foreign-source income is 

taxable up to the amount of the foreign loss. 

 Active foreign income and business-related capital gains in future years. 

 

Miscellaneous matters: 

Transfer pricing:  

1. Transactions between related parties should be at arm’s length. Detailed transfer-

pricing regulations apply. An Israeli taxpayer must report on each international 

transaction undertaken with a related party and indicate the arm’s-length amount 

for such transaction. Advance rulings may be requested regarding transfer 

pricing. Measures to counteract tax planning involving foreign companies. 

2. Certain measures are designed to counteract tax planning involving foreign 

companies. 

3. Israeli residents are taxed on deemed dividends received from foreign 

professional companies (FPCs) at the standard corporate tax rate; a foreign 

corporate tax credit is available. In addition, on the actual distribution of dividends 

by FPCs, Israeli residents are subject to dividend tax. A company is considered 

to be an FPC if a company meets all of the following conditions: 

• It has five or fewer ultimate individual shareholders. 
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• It is owned 75% or more by Israeli residents. 

• Most of its 10%-or-more shareholders conduct a special profession for the 

company. 

• Most of its income or profits are derived from a special profession. 

4. The special professions include engineering, management, technical advice, 

financial advice, agency, law, medicine and many others. 

5. Israeli residents are taxed on deemed dividends received from a controlled 

foreign corporation (CFC) if they hold 10% or more of the CFC. An amendment to 

the CFC regime is effective from 1 January 2014. A foreign company (or any 

other body of persons) is considered to be a CFC if all of the following conditions 

exist: 

• The foreign company primarily derives passive income or profits that are 

taxed at a rate of 15% or less abroad (20% previously). 

• The foreign company’s shares are not publicly traded, or less than 30% of its 

shares or other rights have been issued to the public or listed for trade. 

• One of the following requirements is satisfied: 

- Israeli residents own either directly or indirectly more than  50% of the 

foreign company. 

- An Israeli resident owns over 40% of the foreign company, and together 

with a relative, owns more than 50% of the company. 

- An Israeli resident has veto rights with respect to material management 

decisions, including decisions regarding the distribution of dividends or 

liquidation. 

6. The shareholdings of the CFC are calculated as the higher of the following: 

• The shareholdings at the tax year-end 

• The shareholdings any day in the tax year plus any day in the following tax 

year 

7. The deemed dividend is the taxpayer’s share of passive undistributed income on 

the last day of the tax year. Under the 2014 amendment, the possibility of 

claiming a deemed foreign tax credit is abolished. 

8. Israeli banks must withhold tax, generally at a rate of 25%, from most overseas 

remittances unless the remittances relate to imported goods. An exemption or a 

reduced withholding rate may be obtained from the Israeli tax authorities in 

certain circumstances, such as when a treaty applies or when the payments are 
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for services that are rendered entirely abroad. A 30% withholding tax rate applies 

to dividends paid to recipients holding 10% or more of the payer entity. 
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5.18) Italy (Rome) (EU) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 27.5 

Capital Gains Tax 1.375/27.5 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Indefinite Period 

VAT Standard rate 22% 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Resident companies are subject to corporate income tax on their worldwide 

income. A resident company is a company that has any of the following located in 

Italy for the majority of the tax year: 

• Its registered office 

• Its administrative office 

• Its principal activity Unless they are able to prove the contrary,  

2. Foreign entities controlling an Italian company are deemed to be resident for tax 

purposes in Italy if either of the following conditions is satisfied: 

• The foreign entity is directly or indirectly controlled by Italian resident entities 

or individuals. 

• The majority of members of the board of directors managing the foreign entity 

are resident in Italy. 

3. The IRES rate is 27.5%. A 6.5% surcharge (increasing the total tax rate to 34%) 

is imposed on oil, gas and energy companies that, in the preceding fiscal year, 

had revenues exceeding EUR3 million and taxable income exceeding 

EUR300,000 (from 2011 to 2013, the surcharge was 10.5%, increasing the total 

tax rate to 38%).  

4. Local income tax. Resident and Non-resident companies are subject to a regional 

tax on productive activities on their Italian-source income.  
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5. For manufacturing companies, IRAP is imposed at a “basic” rate of 3.9% on the 

“net value of production.” However, different rates apply to the following: 

• Corporations and entities granted concession rights other than those running 

highways and tunnels: 4.2% 

• Banks and other financial entities: 4.65% 

• Insurance companies: 5.9% 

• Public entities performing commercial activities: 8.5% 

In addition, each of the 20 Italian regions may increase or decrease the rate of  

IRAP by a maximum of 0.9176 percentage point, and companies generating 

income in more than one region are required to allocate their tax base for IRAP 

purposes among the various regions in the IRAP tax return. 

6. The IRAP tax base is the “net value of production,” which is calculated by 

subtracting the cost of production from the value of production. However, certain 

deductions are not allowed for IRAP purposes, such as the following: 

• Certain extraordinary costs (but certain extraordinary income is not taxable). 

• Bad debt losses.  

• Labor costs 

• Interest expenses (but interest income is not taxable). 

Capital gains: 

1. Resident companies and Non-resident companies with a permanent 

establishment in Italy. In general, capital gains derived by resident companies or 

Non-resident companies with a permanent establishment (PE) in Italy are subject 

to IRES and IRAP. Capital gains on investments that have been recorded in the 

last three financial statements as fixed assets may be taxed over a maximum 

period of five years. 

2. Italian corporate taxpayers may benefit from a 95% participation exemption 

regime (that is, only 5% is taxable) for capital gains derived from disposals of 

Italian or foreign shareholdings that satisfy all of the following conditions: 

• The shareholding is classified in the first financial statements closed during 

the holding period as a long-term financial investment. 

• The Italian parent company holds the shareholding for an uninterrupted period 

of at least 12 months before the disposal. 

• The subsidiary actually carries on a business activity. 
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3. Beginning with the third financial year (three full book years) before the year of 

the disposal, the last two conditions described above must be satisfied 

uninterruptedly. 

4. If the conditions described above are not satisfied, capital gains on the sale of 

shares are fully included in the calculation of the tax base for IRES purposes. 

5. In principle, capital losses on shares are deductible, even though capital losses 

on participations that would benefit from the 95% participation exemption are 

100% non-deductible. However, losses from sales of participations not qualifying 

for the participation exemption are non-deductible up to the amount equal to the 

exempt portion of the dividends received on such participations during the 36 

months preceding the sale.  

Administration:  

1. Income tax returns must be filed by the end of the ninth month following the end 

of the company’s fiscal year. Companies must make advance payments of their 

corporate and local tax liability equal to a specified percentage of the tax paid 

for the preceding year.  

2. The following are the amounts of the advance payments for the fiscal year 

including 31 December 2013 and the fiscal year including 31 December 2014: 

• For the fiscal year including 31 December 2013, the advance payment for 

corporate income tax (and local tax) purposes is 102.5% of the corporate 

income tax (and local tax) due for the preceding fiscal year.  

• For the fiscal year including 31 December 2014, the advance payment for 

corporate income tax (and local tax) purposes for all companies is 101.5% of 

the corporate income tax (and local tax) due for the preceding fiscal year. 

3. Taxpayers may request in advance ordinary tax rulings to clarify the application 

of tax measures to transactions if objective uncertainty exists regarding the tax 

law. The request for an ordinary tax ruling must include the identification data for 

the taxpayer, a description of the transaction and a list of applicable measures, 

circulars and court decisions. Specific tax rulings are available with respect to a 

limited range of operations that could result in tax avoidance, including the 

following: 

• Corporate reorganizations 

• Transactions subject to fictitious interposition legislation  
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• Deduction of advertisement and entertainment expenses 

• Transfers of tax credits and excess taxes 

• Tax-haven transactions 

• International group companies 

• Tax restrictions on non-operating companies 

• Controlled foreign companies  

4. An international ruling scheme specifically deals with transfer pricing and cross-

border interest, dividends, and royalties. An international ruling is binding for the 

fiscal year in which the ruling is entered into and for the following two fiscal years, 

unless material changes in legal or economic circumstances arise. 

Dividends:  

1. Dividends distributed by companies to Italian entities subject to corporate income 

tax are 95% excluded from corporate taxation regardless of the source of such 

dividends and are taxable on a cash basis. 

2. Italian parent companies are taxed on 100% of the dividends received from a 

subsidiary resident in a blacklist (tax-haven) jurisdiction, unless it obtains a ruling 

to the contrary from the Italian tax authorities. In addition, Italian parent 

companies receiving dividends from an intermediate holding company resident in 

a jurisdiction not on the blacklist are fully taxable on the dividends to the extent 

that these dividends derive from indirect subsidiaries resident in blacklist 

jurisdictions. 

3. For Non-resident companies with PEs in Italy, the treatment of dividends is based 

on the principle of “PE attraction.” Under this principle, dividends are deemed to 

flow through the Italian PE for tax purposes and no withholding tax applies. 

4. A 20% withholding tax is imposed on loan interest paid to non-residents.  

5. A 30% withholding tax applies to royalties and certain fees paid to non-residents. 

In certain circumstances, the tax applies to 75% of the gross amount, resulting in 

an effective tax rate of 22.5%.  

6. Under the EU directive, the shareholding must be held for an un interrupted 

period of at least one year. If the one-year requirement is not satisfied as of the 

date of payment of the interest or royalties, the withholding agent must withhold 

taxes on interest or royalties. However, if the requirement is subsequently 
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satisfied, the recipient of the payment may request a refund from the tax 

authorities. 

7. Tax on financial transactions. A domestic tax on financial transactions is imposed 

on certain financial transactions regardless of where the transactions are 

executed and the nationalities of the parties. The tax is imposed on the following 

types of transfers: 

• Transfers of shares and participating financial instruments issued by Italian 

resident entities. 

• Transfers of other instruments representing the above shares and 

participating financial instruments 

• Derivatives transactions that have as a main underlying asset the above 

shares or participating financial instruments 

• Transactions in “derivative financial instruments” in shares and participating 

financial instruments or in such instruments whose value depends mostly on 

the value of one or more of the above financial instruments 

• Transactions in any other securities that allow the purchase or sale of the 

above shares and participating financial instruments or transactions that allow 

for cash regulations based on the shares The tax on financial transactions 

also applies to high-frequency trading transactions executed on Italian 

financial markets if conditions listed in the Ministerial Decree issued on 21 

February 2013 are met. Specific exemptions and exclusions are also provided 

by this decree. 

8. Under recently adopted rules, as an alternative to an immediate levy, Italian 

companies shifting their tax residence to other EU or EEA white-list countries 

may elect either to defer exit taxation to the moment of actual realization or to pay 

the tax due in 10 annual installments. 

9. If taxation is deferred to the moment of actual realization, periodical information 

filings by the migrated company with the Italian tax authorities are required so 

that the tax authorities are in a position to monitor the events related to the 

migrated assets. The installment election exempts a taxpayer from any filing 

obligations but triggers interest payments. Both elections require the submission 

of proportioned guarantees. The following must also be considered: 

• The moment of actual realization of the gains related to the migrated assets 

must be identified in accordance with ordinary Italian tax principles. 
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• Mergers and other reorganizations should not interrupt the tax deferral as long 

as the migrated company remains a resident of a country described above 

and the migrated assets are not transferred to a resident of a country other 

than a country described above. 

Foreign tax relief: 

1. A foreign tax credit may be claimed for foreign source income. The amount of the 

foreign tax credit cannot exceed that part of the corporate income tax, computed 

at the standard rate, that is attributable to the foreign-source income. Accordingly, 

the foreign tax credit may be claimed up to the amount that results from prorating 

the total tax due by the proportion of foreign source income over total income. 

2. If income is received from more than one foreign country, the above limitation on 

the foreign tax credit is applied for each country (per-country limitation). Excess 

foreign tax credits may be carried forward or back for eight years. 

3. For corporate groups that elect the worldwide tax consolidation, an Italian parent 

company may consolidate profits and losses of its foreign subsidiaries joining the 

tax group and compute a single group tax liability. Such group tax liability may be 

offset by a direct foreign tax credit granted to the resident parent company with 

respect to taxes paid abroad by foreign subsidiaries that are members of the tax 

group. 

 

Determination of business income: 

General: 

1. To determine taxable income, profits disclosed in the financial statements are 

adjusted for exempt profits, non-deductible expenses, special deductions and 

losses carried forward. Exempt profits include interest on government bonds 

issued on or before 30 September 1986 and income subject to Italian withholding 

tax at source as a final tax. 

2. The following general principles govern the deduction of expenses: 

• Expenses are deductible if and to the extent to which they relate to activities 

or assets that produce revenue or other receipts that are included in income. 

• Expenses are deductible in the fiscal year to which they relate. Exceptions are 

provided for specific items, such as compensation due to directors, which is 

deductible in the fiscal year in which it is paid. 
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3. Companies may not deduct expenses incurred in transactions with enterprises 

and consultants resident in non-EU blacklist countries. However, this limitation 

does not apply if it is established that either of the following conditions is satisfied: 

• The foreign enterprise is effectively involved in an actual business activity in 

the country or territory in which it is located. 

• The relevant transactions had a real business purpose and actually took 

place. 

Inventories:  

Inventory is normally valued at the lower of cost or market value for both fiscal and 

accounting purposes. For determination of “cost,” companies may select one of the 

various methods of inventory valuation specifically provided in the law, such as first-

in, first-out (FIFO); last-in, first-out (LIFO); or average cost. 

Depreciation:  

1. Depreciation at rates not exceeding those prescribed by the Ministry of Finance is 

calculated on the purchase price or cost of manufacturing. Incidental costs, such 

as customs duties and transport and installation expenses, are included in the 

depreciable base. Depreciation is computed on the straight-line method. Rates 

for plant and machinery vary between 3% and 15%. 

2. Buildings may be depreciated using a 3% annual rate. Land may not be 

depreciated. If a building has not been purchased separately from the underlying 

land, for tax purposes, the gross value must be divided between the non-

depreciable land component and the depreciable building component. The land 

component may not be less than 20% of the gross value (increased to 30% for 

industrial buildings). As a result, the effective depreciation rate for buildings is 

2.4% (2.1% for industrial buildings). 

3. Purchased goodwill may be amortized over a period of 18 years. Know-how, 

copyrights and patents may be amortized in accordance with financial 

statements, but over at least two fiscal years. The amortization period for 

trademarks is 18 years. Research expenses and advertising expenses may be 

either entirely deducted in the year incurred or written off in equal installments in 

that year and in the four subsequent years, at the company’s option. 
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Provisions: 

1. The Italian tax law provides a limited number of provisions. Bad and doubtful 

debts. A general provision of 0.5% of total trade receivables at the year-end may 

be made each year until the total doubtful debt provision reaches 5%. Bad debts 

actually incurred are deductible to the extent they are not covered by the 

accumulated reserve. In this regard, losses on bad debts are deductible for 

corporate income tax purposes only if they derive from “certain and precise” 

elements and if the debtor has been subject to bankruptcy procedure or has 

finalized a debt restructuring plan in accordance with Italian bankruptcy law. 

“Certain and precise elements” are deemed to exist if one of the following 

conditions is met: 

• The bad debt is not more than EUR2,500 (or EUR5,000 in the case of 

companies having a turnover not less than EUR100 million) and has been 

unpaid for at least six months. 

• The right to collect the credit has expired. The ordinary right to collect a credit 

expires after 10 years. 

• The credit has been deleted from the financial statements in application of the 

relevant accounting rules. 

2. Limitations on interest deductions. For companies other than banks and other 

financial entities, the deductibility of net interest expenses is determined in 

accordance with an Earnings Before Interest, Taxes, Depreciation and 

Amortization (EBITDA) test. Under this test, net interest expenses (that is, 

interest expenses exceeding interest income) are deductible only up to 30% of 

EBITDA and the excess can be carried forward indefinitely and used in the fiscal 

years in which 30% of EBITDA is higher than the net interest expense for the 

year. In addition, spare EBITDA capacity, which arises if the net interest 

expenses are less than 30% of EBITDA, is available for carry forward. For tax 

consolidations, excess interest expenses of a group company may be offset with 

spare EBITDA capacity of another group company. 

3. For this purpose only, the EBITDA capacity of foreign subsidiaries can also be 

taken into account.  

Relief for losses:  

1. For corporate income tax purposes only, losses may be carried forward with no 

time limit and deducted from income of the following periods for a total amount 
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equal to 80% of taxable income (or a lower value if the tax-loss amount does not 

reach 80% of the amount of taxable income for the fiscal year). 

2. Losses incurred in the first three years of an activity may also be carried forward 

for an unlimited number of tax periods, and the limit of 80% of taxable income 

does not apply. The three-year time limit is computed from the company’s date of 

incorporation. 

3. In addition, to qualify for an unlimited loss carry forward, such losses must derive 

from a new activity; that is, companies within the same group may not have 

previously carried out the activity. Restrictions on tax losses carried forward apply 

if ownership of the company is transferred and if the company changes its 

activity. 

4. The company resulting from or surviving after a merger may carry forward 

unrelieved losses of the merged companies to offset its own profits. In general, 

tax losses carried forward may not exceed the lower of the net equity at the close 

of the last fiscal year (or the net equity shown on the statement of net worth 

prepared for the merger of each company involved in the merger). 

5. This limitation is applied on a company-by-company basis. Contributions to 

capital made in the 24 months preceding the date of the net worth statement are 

disregarded. Special rules further limit the amount of the losses that can be 

carried forward. Additional measures combat abuses resulting from the use of 

losses with respect to mergers, demergers and the transparency regime. 

6. Notional interest deduction. The Italian notional interest deduction (allowance for 

corporate equity, or ACE) grants Italian enterprises (including Italian branches of 

foreign businesses) a deduction from taxable income corresponding to an 

assumed “notional return” on qualifying equity increases contributed after the 

2010 fiscal year. In particular, Italian resident companies are permitted to deduct 

from their net taxable income (that is, after applying any tax loss carry forward) 

an amount corresponding to a notional return on the increase in equity as 

compared to the equity as of the end of the 2010 fiscal year (New Equity). For 

Italian PEs of Non-resident companies, the benefit is computed on the increase in 

the relevant endowment fund (for a PE, the endowment fund is equivalent to the 

share capital). 

7. The New Equity is the result of an algebraic sum of positive and negative equity 

adjustments occurring after 2010. The following are positive adjustments: 
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• Contributions in cash 

• Non-distribution of profits (the reserves that are not available are not qualified 

for equity increases) 

• The waiver of credits by shareholders and the offset of credits by 

shareholders (credits are receivables that the shareholders have in favor of 

the company) 

The following are negative adjustments: 

• Assignments to shareholders. 

• For adopters of International Financial Reporting Standards (IFRS), an equity 

reduction subsequent to a buy-back of own shares is considered up to the 

limit of any profits set aside as an available reserve. 

8. Statutory losses do not qualify as negative equity adjustments for ACE purposes 

because they do not represent a voluntary act of assignment to the shareholders. 

However, the value of the New Equity on which the ACE deduction must be 

computed cannot be higher than the net equity of the entity at the end of each 

fiscal year (which is affected by the statutory losses). 

9. Non-operating companies. Italian resident companies and PEs of Non-resident 

companies are deemed to be “non-operating companies” if the total of their 

average non-extraordinary revenues (proceeds from the ordinary activities of a 

company as shown on its financial statements) and increases in inventory are 

less than the sum of the average of the following during the preceding three 

years: 

• 2% of the book value of the company’s financial assets 

• 6% of the book value of the company’s real estate assets 

• 15% of the book value of the company’s other long-term assets 

10. The following companies are also deemed to be non-operating companies: 

• Companies that incurred tax losses for three consecutive fiscal years 

• Companies that incurred tax losses for two consecutive fiscal years and in the 

third fiscal year generated income in an amount lower than the minimum 

resulting from the application of the percentages described in the next 

paragraph If the company qualifies as a non-operating company, its taxable 

income cannot be lower than the sum of the following items (minimum 

income): 

- 1.5% of the book value of the company’s financial assets for the year 
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- 4.75% of the book value of the company’s real estate assets for the year 

- 12% of the book value of the company’s other assets for the year Non-

operating companies may not generate tax losses.  

Previous tax losses (that is, those incurred when the company was operating) 

cannot be offset against the minimum income. In the (unlikely) event that the 

taxable income exceeds the minimum, only 80% of the amount exceeding the 

minimum can be offset.  

11. The income of non-operating companies is subject to corporate income tax at a 

rate of 38% (rather than the ordinary 27.5% rate). IRAP also applies. Non-

operating companies that are in a value-added tax (VAT) credit position may no 

longer take the following actions: 

• They may not claim such VAT for a refund. 

• They may not use the VAT to offset other tax payments due. 

• They may not surrender the VAT to other group companies. 

• They may not carry forward the VAT. 

12. Companies can be exempted from the above-mentioned regime, for both income 

tax and VAT purposes, if they prove to the tax authorities that they were not able 

to reach the minimum income requirements because of extraordinary 

circumstances (an advance ruling must be obtained for such a determination). 

Certain companies are specifically excluded from the non-operating companies’ 

regime (for example, listed groups, companies with 50 or more shareholders, 

companies with an amount of business income greater than the total assets value 

and companies that become insolvent or enter into an insolvency procedure). 

13. Groups of companies. Groups of companies may benefit from tax consolidation 

and consortium relief. These regimes allow the offsetting of profit and losses of 

members of a group of companies. 

Tax consolidation: 

1. Italian tax consolidation rules provide two separate consolidation systems, 

depending on the residence of the companies involved. A domestic consolidation 

regime is available for Italian resident companies only. A worldwide consolidation 

regime, with slightly different conditions, is available for multinationals. 

2. To qualify for consolidation, more than 50% of the voting rights of each subsidiary 

must be owned, directly or indirectly, by the common Italian parent company. For 
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a domestic consolidation, the election is binding for three fiscal years. However, if 

the holding company loses control over a subsidiary, such subsidiary must be 

immediately excluded from the consolidation. The tax consolidation includes 

100% of the subsidiaries’ profits and losses, even if the subsidiary has other 

shareholders. The domestic consolidation may be limited to certain entities, 

leaving one or more otherwise eligible entities outside the group filing election. 

Tax losses realized before the election for tax consolidation can be used only by 

the company that incurred such losses.   

3. Group value-added tax. For groups of companies linked by more than a 50% 

direct shareholding, net value-added tax refundable to one group company with 

respect to its own transactions may be offset against VAT payable by another, 

and only the balance is required to be paid by, or refunded to, the group. 

 

Miscellaneous matters: 

Foreign-exchange controls: 

The underlying principle of the foreign exchange control system is that transactions 

with non-residents are permitted unless expressly prohibited. However, payments by 

residents to foreign intermediaries must be channelled through authorized banks or 

professional intermediaries.  

Transfer pricing: 

1. Italy imposes transfer-pricing rules on transactions between related resident and 

Non-resident companies. Under these rules, intragroup transactions must be 

carried out at arm’s length. In principle, Italian transfer-pricing rules do not apply 

to domestic transactions. However, under case law, grossly inadequate prices in 

these transactions can be adjusted on abuse-of-law grounds (for example, 

transactions between a taxpaying company and another company with net 

operating losses on the verge of expiring). 

2. No penalty applies as a result of transfer-pricing adjustments if Italian companies 

complied with Italian transfer-pricing documentation requirements, allowing 

verification of the consistency of the transfer prices set by the multinational 

enterprises with the arm’s-length principle. Such documentation consists of the 

documents called the following: 

• Master file 
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• Country Specific Documentation 

3. The Master file collects information regarding the multinational group and it must 

be organized in the following chapters. Chapter Information in chapter 

1 A general description of the multinational group 

2 Multinational group structure (organizational and operational) 

3 Business strategies pursued by the multinational group 

4 Transaction flows 

5 Intragroup transactions 

6 Functions performed, assets used and risks assumed 

7 Intangible assets 

8 Transfer-pricing policy of the multinational group 

9 Relationships with the tax administrations of the 

4. EU member states regarding Advance Pricing Arrangements (APAs) and 

transfer-pricing rulings The submission of more than one Master file is allowed if 

the multinational group carries out several industrial and commercial activities 

that are different from each other and regulated by specific transfer-pricing 

policies. 

5. The Country Specific Documentation contains information regarding the 

enterprise and it must be organized in the following chapters and annexes. 

Chapter Information in chapter or annex 

1 General description of the enterprise 

2 Business sectors 

3 Enterprise’s organization chart 

4 General business strategies pursued by the enterprise and potential changes 

compared to the previous tax years 

5 Controlled transactions 

6 Intragroup transactions 

Annex 1 Flowchart describing the transaction flows, including those falling 

outside the scope of the ordinary management activities 

Annex 2 Copies of written contracts on the basis of which the transactions 

referred to in Chapters 5 and 6 are regulated 

6. Controlled companies. If an Italian individual or company controls directly or 

indirectly a company established in a blacklist (tax-haven) jurisdiction, the 
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individual or company’s share of the income of the CFC is attributed to the 

individual or company, regardless of distribution. 

7. The rules discussed in the preceding paragraph do not apply if the Italian resident 

company proves that the foreign company is not a wholly artificial arrangement 

for the purpose of obtaining a tax advantage; a mandatory Italian ruling must be 

requested for this purpose. 

8. The income of the CFC must be assessed using the Italian corporate income tax 

rules and is taxed at the average rate of the Italian shareholder, but no lower than 

27%. 

9. Associated companies. If an Italian individual or company owns directly or 

indirectly 20% of a company established in a blacklist (tax-haven) jurisdiction 

(10% if the company is listed), the individual or company’s share of the income of 

the CFC is attributed to the individual or company, regardless of distribution. The 

income of the CFC is assessed as the higher of the following amounts: 

• Earnings before tax on the basis of the accounts 

• A minimum income determined by applying certain ratios (1% for financial 

assets, 4% for real estate and 15% for other assets) to the assets of the CFC 

Anti-avoidance legislation.  

10. The tax authorities may disregard a tax-avoidance transaction for tax purposes. 

The anti-avoidance rules may be applied only to income tax and to estate and gift 

tax under an express reference. Case law. In 2008 the Italian Supreme Court 

issued several important decisions in which it held that the “abuse of law” 

principle is not limited to income taxes, but also applies to all taxes and all 

transactions without a business purpose (that is, with a nontax purpose). Some of 

these decisions held that the “abuse of law” principle derives from EU legislation, 

while more recent decisions held that the “abuse of law” principle directly derives 

from the Constitution. It is uncertain whether the burden of proof in “abuse of law” 

cases is on the taxpayer or on the tax authorities. In certain cases, the Supreme 

Court held that the burden of proof is on the tax authorities, while in different 

circumstances in other cases, it held that the burden of proof was on the 

taxpayer. 

11. Mergers and acquisitions. Mergers of two or more companies,  demergers and 

asset contributions in exchange for shares are, in principle, tax-neutral 

transactions. Under the law, companies undertaking mergers, demergers and 

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 175 
 

asset contributions in exchange for shares may step up the tax basis of the 

assets by paying a step-up tax at rates ranging from 12% to 16%. 
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5.19) Japan (Tokyo) (AS) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 25.5 

Capital Gains Tax 25.5 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Carry Back 1 year with 9 year carry 

forward 

Consumption Tax 8%, effective from 1 April 2014, and to 

10%, effective from 1 October 2015.) 

Other Social Taxes  At different rates 

 

Taxes on corporate income: 

General: 

1. Japanese domestic companies are subject to tax on their worldwide income, but 

Non-resident companies pay taxes only on Japanese-source income. A domestic 

corporation is a corporation that is incorporated or has its head office in Japan. 

Japan does not use the “central management and control” criteria for determining 

the residence of a company.  

2. Rates of corporate tax. The basic rate of national corporation tax is 25.5% for tax 

years beginning on or after 1 April 2012. For corporations capitalized at JPY100 

million or less, a tax rate of 19% applies to the first JPY8 million of taxable 

income. The tax rate of 19% is reduced to 15% for tax years beginning between 1 

April 2012 and 31 March 2015. 

3. Local income taxes, which are local inhabitant tax and enterprise tax, are also 

imposed on corporate income. The resulting effective corporate income tax rate 

for companies subject to the 25.5% rate is approximately 37%. Under Business 

Scale Taxation, for certain corporations, the effective rate is reduced to 

approximately 36%. In addition, under the special law to secure funds for 

reconstruction from the 11 March 2011 disasters, a special additional national  

corporation tax (10% of the normal corporation tax due) is imposed for two tax 

years beginning on or after 1 April 2012. 
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Capital gains: 

1. Japanese corporate tax purposes, capital gains are not taxed separately. Such 

gains are treated as ordinary income to which normal tax rates apply. Transferor 

corporations in qualified reorganizations may defer the recognition of capital 

gains and losses arising in such transactions. Mergers, corporate spinoffs, share 

exchanges and contributions in kind are considered qualified reorganizations if 

they satisfy certain conditions. 

2. A special surplus tax is imposed on capital gains from the sale of land located in 

Japan. However, this tax is suspended for sales conducted through 31 March 

2017.  

3. The 2009 tax reform introduced two temporary capital gains reliefs with respect to 

the holding of land investments. Under one of these measures, a special 

deduction of JPY10 million may be claimed with respect to capital gains arising 

from the sale of land acquired during the period from 1 January 2009 to 31 

December 2010 and held for a period of 5 years or more, subject to certain 

conditions. The other measure is a capital gain deferral mechanism applicable to 

qualifying land acquired in the period from 1 January 2009 through 31 December 

2010. This measure provides a deferral of 80% or 60% of the amount of capital 

gains arising from land disposed within a certain time period after the date on 

which the land is acquired, subject to certain conditions and filing obligations. 

Administration: 

The tax year for a corporation is its fiscal year. A corporation must file a tax return 

within two months of the end of its fiscal year, paying the tax at that time. A one-

month extension is normally available on application to the tax authorities. Except for 

newly established corporations, and corporations with a tax amount of JPY100,000 

or less in the preceding year, if the fiscal year is longer than six months, the 

corporation must file an interim return within two months of the end of the first six 

months and make an advance payment at the time of filing the interim return equal to 

either 50% of its prior year’s tax liability or 100% of its estimated tax liability for the 

first six months of the current year. 

Dividends : 

1. Dividends received/paid. Dividends received from another domestic corporation, 

net of any related interest expense incurred for acquisition of the shares, are 
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generally excluded from gross income. However, if the recipient corporation owns 

less than 25% of the domestic corporation distributing the dividends, 50% of the 

net dividend income is includible in gross income. Dividends distributed by a 

domestic corporation are subject to a 20% withholding tax. 

2. For fiscal years beginning on or after 1 April 2009, a foreign dividend exemption 

system is available for Japanese companies holding a minimum interest of 25% 

for a period of at least six months before the date on which the decision to 

distribute the dividend is made. Under certain tax treaties, the minimum holding 

interest can be lower than 25%, subject to certain conditions. Under the foreign 

dividend exemption, 95% of foreign dividends received is excluded from taxable 

income. No credit for withholding tax or underlying tax on the foreign dividends is 

available.  

Foreign tax credit: 

A Japanese company may be entitled to claim a foreign tax credit against both 

Japanese corporation tax and local inhabitant tax. Creditable foreign income taxes 

for a Japanese company include foreign income taxes paid directly by a Japanese 

company and its foreign branches (direct tax credit). In addition, under tax treaties, a 

tax-sparing credit may be available to domestic companies with a branch or 

subsidiary in a developing country. 

 

Determination of trading income: 

General: 

1. The tax law prescribes which adjustments to accounting income are required in 

computing taxable income. Expenditures incurred in the conduct of the business, 

except as otherwise provided by the law, are allowed as deductions from gross 

income. 

2. Remuneration paid to directors cannot be de ducted as an expense unless it is 

fixed compensation, remuneration determined and reported in advance or 

performance-based remuneration. The deductibility of entertainment expenses 

incurred by a corporation in tax years beginning during the period of 1 April 2006 

through 31 March 2014 is restricted according to the size (capitalization) of the 

corporation. Deductions of donations, except for those to national or local 

governments or similar organizations, are limited. 
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3. Entertainment expenses. Entertainment expenses cannot be deducted from 

taxable income. However, all corporations may deduct 50% of entertainment 

expenses related to meal and drink from taxable income for tax (fiscal) years 

beginning on or after 1 April 2014. Small or medium-sized corporations can 

choose the 50% deduction or the current fixed deduction of up to JPY8 million. 

Inventories: 

A corporation may value inventory at cost. Alternatively, inventory may be valued at 

the lower of cost or market value. If a corporation fails to report the valuation method 

to the tax office, it is deemed to have adopted the most recent purchase price 

method. 

Depreciation: 

1. The cost of tangible fixed assets, excluding land, may be recovered using 

statutory depreciation methods, such as straight-line or declining-balance. 

Depreciation rates are stipulated in the Japanese tax law, which provides a range 

of rates for each asset category based on the useful life. Depreciation for tax 

purposes may not exceed the amount of depreciation recorded for accounting 

purposes. Revised depreciation rates apply to assets acquired on or after 1 April 

2007. In addition, statutory salvage value and limit of depreciation are abolished 

in conjunction with the introduction of the revised depreciation rates. 

2. In the year of acquisition of specified machinery or equipment, a corporation may 

take additional depreciation. A corporation has the option of taking such 

additional depreciation or claiming the investment tax credit. 

3. Intangible assets, including goodwill, are amortized using the straight-line method 

over their useful lives. The useful life of goodwill is five years. 

4. Investment tax credit. A specified medium-sized or small corporation that 

acquires or produces certain qualifying machinery or equipment (for use in its 

business within one year of acquisition) during the period of 1 June 1998 through 

31 March 2014 may receive a credit against its corporate tax liability. The credit 

generally equals 7% of the cost or 20% of the corporate tax, whichever is less, 

and acts as a substitute for additional depreciation. 

5. For tax years beginning during the period of 1 April 2008 through 31 March 2014, 

corporations may also claim an additional credit up to 10% of the corporate tax 
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due for certain incremental R&D expenditure or R&D expenditure in excess of 

specified recent average sales figures. 

6. Tax credits for other investments in certain fields, such as job development and 

environmental operation, or specific facilities are also available for certain 

periods. Some of these credits apply to small or medium-sized corporations only. 

Net operating losses:  

Net operating losses of certain corporations may be carried forward for nine years, 

and may be carried back one year. The deductible amount is limited to 80% of 

taxable income. The loss carry back is suspended for tax years ending from 1 April 

1992 through 31 March 2014. However, this suspension does not apply to net 

operating losses generated in tax years ending on or after 1 February 2009 for 

specified small or medium-sized corporations. 

Groups of companies:  

The Consolidated Tax Return System (CTRS) applies to a domestic parent 

corporation and its 100% domestic subsidiaries. A consolidated group must elect the 

application of the CTRS, subject to the approval of the National Tax Agency (NTA). If 

a consolidated group wants to terminate its CTRS election, it must obtain the 

approval of the NTA. The 2010 tax reform introduced special taxation for intra-group 

transactions in 100% groups. This taxation is separate from the CTRS. 

 

Miscellaneous matters: 

Foreign-exchange controls: 

The Bank of Japan controls inbound and outbound investments and transfers of 

money. Effective from 1 April 1998, the reporting requirements were simplified.  

Transfer pricing: 

1. The transfer-pricing law stipulates that pricing between internationally affiliated 

entities should be determined at arm’s length. Entities are considered to be 

internationally affiliated entities if a direct or indirect relationship involving 50% or 

more ownership or substantial control exists. The law provides that the burden of 

proof as to the reasonableness of the pricing is passed to the taxpayer, and if the 

taxpayer fails to provide proof or to disclose pertinent information to the tax 

authorities, taxable income is increased at the discretion of the tax authorities. 

The 2011 revision of the law eliminated the hierarchy-based selection of transfer-
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pricing methods and allows the selection of the most appropriate transfer-pricing 

method in each specific case.  

2. It is possible to apply for advance-pricing arrangements with the tax authorities. 

In cases in which a taxpayer has received a transfer pricing assessment as a 

result of an examination, a taxpayer applying for a Mutual Agreement Procedure 

between Japan and the relevant treaty partner country may be granted a grace 

period for the payment of taxes due by assessment, including penalty taxes. 

3. The length of the grace period depends on the specific circumstances of the 

assessment.  

4. Tax-haven legislation. The Japanese tax law has tax-haven rules. If a Japanese 

domestic company (including individuals who have a special relationship with 

such Japanese domestic company) owns 10% or more of the issued shares of a 

tax-haven subsidiary of which more than 50% is owned directly or indirectly by 

Japanese domestic companies and Japanese resident individuals (including Non-

resident individuals who have a special relationship with such Japanese domestic 

companies or such Japanese resident individuals), the income of the subsidiary 

must be included in the Japanese parent company’s taxable income in proportion 

to the equity held.  

5. A foreign subsidiary is considered a tax-haven subsidiary if its head office is 

located in a country that does not impose income tax or if the company is subject 

to tax at an effective rate of 20% or less (the effective rate is calculated on a 

company-by-company basis). Losses of a foreign affiliate may not offset the 

taxable income of the Japanese parent company. 

6. Dividends distributed by a tax-haven subsidiary cannot generally be excluded 

from tax-haven income added back to the parent company’s taxable income. 

However, the following dividends received by a tax-haven subsidiary can be 

excluded from the apportionment to a parent company’s income: 

• Dividends from a foreign subsidiary in which the tax-haven subsidiary has 

held 25% or more of the total issued shares or the total voting shares for a 

period of at least six months 

• Dividends that have already been added to the Japanese parent company’s 

taxable income as another tax-haven company’s income under the tax-haven 

rules  
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Debt-to-equity rules: 

Thin-capitalization rules limit the deduction for interest expense for companies with 

foreign related-party debt if the debt-to-equity ratio exceeds 3:1. 

Earnings-stripping rules: 

Earnings-stripping rules, which limit the deductibility of interest paid by corporations 

to related persons, apply to tax years beginning on or after 1 April 2013. Net interest 

paid to related persons by a corporation in excess of 50% of its adjusted taxable 

income is disallowed as a tax deduction. Interest deductions disallowed under this 

new provision are carried forward for up to seven years. If earnings-stripping rules 

and thin capitalization rules both apply, the rule that results in a larger disallowance 

is applied. 
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5.20) Kenya (Nairobi) (AF) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 30 

Turnover Tax 3 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 4 year 

VAT 16 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Kenya income tax is payable by companies and by unincorporated 

organizations and associations (excluding partnerships). Taxable trading 

income consists of income arising or deemed to arise in Kenya. 

2. The corporate tax rate is 30% for resident companies and 37.5% for non-

resident companies. The corporate tax rate for companies newly listed on a 

securities exchange approved under the Capital Markets Act is reduced to 

20% for a five-year period beginning with the tax year following the year of the 

listing if the company’s listed capital is at least 40% of its paid-up share 

capital. 

3. Turnover tax. Turnover tax is imposed on taxpayers with annual gross 

turnover not exceeding KES5 million. The tax rate is 3% of annual gross 

turnover. The tax is a final tax. Turnover tax does not apply to rental income, 

management or professional or training fees, income of incorporated 

companies or income that is subject to a final withholding tax. 

Administration:  

1. A company’s year of assessment (tax year) coincides with its financial 

accounting year. A change in a financial accounting year must be approved by 

the Commissioner of Income Tax. 

2. A company must make payments, each equal to 25% of its estimated tax for the 

year, by the 20th day of the 4th, 6th, 9th and 12th months of its financial 
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accounting year. The estimated tax must equal either 110% of the previous 

year’s tax or 100% of the tax estimated to be due for the current year. 

3. A company must file a self-assessment return within six months after the end of 

its financial year. It must also file financial statements within six months  after the 

end of its financial year. 

4. Late filing of a return is subject to a penalty of 5% of the tax balance. The 

minimum penalty is KES10,000. The tax on the self-assessment, reduced by  

installment tax paid, is due within four months after a company’s financial year-

end. Late payments are subject to a penalty of 20% plus 2% per month (or part 

of a month) of the tax balance. 

Dividends: 

Dividends paid by Kenya companies to resident companies are exempt if the 

recipient controls at least 12.5% of the distributing company’s voting power. Taxable 

dividend income is subject to a final withholding tax of 10% for non-residents and 5% 

for residents. Compensating tax at the regular corporate rate is levied on dividends 

paid out of untaxed profits.  

Foreign tax relief: 

Relief for foreign taxes paid is granted in accordance with tax treaties with other 

countries. Foreign tax paid to a country that does not have a tax treaty with Kenya 

does not qualify as a tax-deductible expense in Kenya. 

 

Determination of trading income: 

General: 

1. Taxable income is accounting income adjusted for non-taxable income, such 

as dividends and capital gains, and for non-deductible expenses such as 

depreciation. Expenses are deductible  if incurred wholly and exclusively in 

the production of income. 

2. To encourage industrial growth and attract foreign investment, certain special 

deductions are allowed. 
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Inventories: 

The normal accounting basis of the lower of cost or net realizable value is generally 

accepted for tax purposes. In certain circumstances, obsolescence provisions may 

be challenged. 

Provisions:  

Provisions included in computing financial accounting income are generally not 

deductible for tax purposes.  

Depreciation:  

1. Depreciation charged in the financial statements is not deductible for tax 

purposes. It is replaced by the following tax depreciation allowances. 

2. A 100% investment allowance is granted for capital expenditure on industrial 

buildings and hotels and on machinery installed on such structures. Licensed 

local film producers also qualify for a 100% investment allowance with respect to 

the purchase of film equipment. An investment deduction may be claimed at a 

rate of 150% if an investment for manufacturing purposes is made outside the 

city of Nairobi and the municipalities of Mombasa or Kisumu and if the investment 

value is KES200 million or more. 

3. Capital allowances are subject to recapture on the sale of an asset to the extent 

the sales proceeds exceed the tax value after depreciation. Amounts recaptured 

are treated as ordinary income and subject to tax at the regular corporate income 

tax rate. 

Relief for losses:  

Tax deficits (losses) are allowable deductions in the year in which they arise and in 

the following four years of income. Profits and losses arising from specified sources 

(rental income, income from agriculture and similar activities, and other profits from 

business) are computed separately. If a company has a loss in a year from one of 

the specified sources, the loss may be offset only against subsequent profits derived 

from the same specified source. 

 

Miscellaneous matters: 

Transfer pricing: 

1. The transfer-pricing rules include measures regarding the following matters: 

 Entities and transactions to which the rules apply 
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 Methods that may be used to determine arm’s-length prices 

 Records regarding transactions that must be maintained 

2. The methods for determining arm’s-length prices are consistent with those 

approved by the Organisation for Economic Co-operation and Development. 

Debt-to-equity rules: 

The deductibility of interest on loans and foreign-exchange losses is restricted for a 

foreign-controlled company with a debt-to-equity ratio exceeding 3:1. For purposes 

of the ratio, debt includes any form of indebtedness for which the company is 

incurring interest, a financial charge, a discount or a premium. Interest-free loans 

provided or secured by  non-residents are deemed to accrue interest at a rate equal 

to the average 91-day Treasury Bill rate. 
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5.21) Korea, South (Seoul) (AS) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 22 

Capital Gains Tax 22 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Carry back 1 with Carry forward up to 10 

VAT Standard rate 10 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Domestic corporations are taxed on their worldwide income, including income 

earned by their foreign branches. A domestic corporation is one that has its head 

office in Korea. Foreign corporations are taxed on Korean-source income only. 

2. Corporate income tax is imposed at a rate of 10% on taxable income up to 

KRW200 million, at a rate of 20% on taxable income in excess of KRW200 million 

up to KRW20 billion, and at a rate of 22% exceeding KRW20 billion. 

3. Local income surtax (formerly referred to as resident surtax) equal to 10% of 

corporate tax is also imposed, resulting in an effective tax rate of 24.2% on 

taxable income exceeding KRW20 billion. 

4. Foreign corporations with a domestic business operation. The same tax rates as 

those for domestic corporations apply. A Korean branch of a foreign corporation 

is also subject to a branch profits tax, which may be imposed if the foreign 

company is resident in a country with which Korea has entered into a tax treaty 

and if the treaty requires the imposition of a branch profits tax.  

5. Foreign corporations without a domestic business operation. A foreign 

corporation that does not have a domestic business place (that is, a “permanent 

establishment”) in Korea is subject to the withholding tax on its Korean-source 

income (un less other rates apply under a tax treaty). 

6. Local income surtax (formerly referred to as resident surtax) at a rate of 10% is 

imposed in addition to the tax. Domestic place of business. A foreign corporation 
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that has any of the following fixed operations in Korea is deemed to have a 

domestic place of business: 

• A branch, office or any other business office 

• A store or any other fixed sales place 

• A workshop, factory or warehouse 

• A construction site or place of installation or assembly, which exists for more 

than six months 

• A place where services are rendered through employees for more than six 

months during a consecutive 12-month period or a place where services are 

rendered recurrently or repeatedly through employees over a period of two 

years or more 

• A mine, quarry or other location for natural resources exploitation  

A fixed place of business does not include the following: 

• A purchasing office 

• A storage or custody area for property that cannot be sold 

• An office involved in advertising, public relations, collecting and furnishing 

information, market survey, and other preparatory or auxiliary activities 

• The place to maintain an asset belonging to the enterprise solely for the 

purpose of processing by another enterprise 

7. A foreign corporation that does not have a fixed place of business in Korea may 

be considered to have a domestic place of business if it operates a business 

through a person in Korea authorized to conclude contracts or perform similar 

activities on its behalf. 

8. Tax Incentives Limitation Law. The Tax Incentives Limitation Law (TILL) grants 

tax incentives to foreign investors approved by the Ministry of Strategy and 

Finance. Nine types of tax incentives are available. The following are the most 

commonly applied incentives among foreign-invested companies: 

• High technology tax incentive 

• Foreign Investment Zone (FIZ) tax incentive 

• Free Economic Zone (FEZ) tax incentive 

9. Under the high technology tax incentive and FIZ tax incentive, beginning with 

their first profitable year, companies are exempt from corporate income tax on 

their qualified income for five years and benefit from a 50% tax reduction on such 

income for the following two years. For companies that do not earn a profit in the 

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 189 
 

first five years, the tax exemption begins in the sixth year. For investments made 

in FEZs, a tax exemption applies for the first three years and a 50% tax reduction 

applies for the following two years. These tax holiday periods can be extended to 

a 100% tax exemption for five years and a 50% reduction for the subsequent two 

years through a deliberation and resolution of the FEZ committee. The 

percentage of income qualifying for the above tax incentives corresponds to the 

percentage of shares owned by foreign investors in the company. 

10. Depending on the type of investment, exemptions or reductions may apply to 

other taxes, including acquisition tax, property tax, and value-added tax, special 

excise tax and customs duty on imported capital goods. 

Capital gains:  

Capital gains are included in ordinary taxable income for corporate tax purposes. 

Administration:  

A corporation must file a tax return within three months after the end of its fiscal year. 

In general, tax due must  be paid at the time of submitting the tax return. However, if 

tax liability exceeds KRW10 million, the tax due may be paid in instalments. 

Dividends:  

A corporation must include dividends received in taxable income. However, 

dividends received by a domestic corporation from another domestic corporation are 

deductible from taxable income according to a formula provided in the measure 

entitled “Dividends Received Deduction.” 

Foreign tax relief:  

A tax credit is allowed for corporate taxes paid to a foreign government. The foreign 

tax credit relief is limited to the lesser of the tax paid abroad or the Korean tax 

amount multiplied by the ratio of income from foreign sources to total taxable 

income. If a company has places of business abroad in two or more countries, the 

corporation may determine the foreign tax credit limitation for each country 

individually or for all the countries together. If the amount of the foreign tax credit is 

limited by this rule, the excess foreign tax paid over the limitation may be carried 

forward for up to five tax years. Alternatively, the corporate tax paid to a foreign 

government may be claimed as a tax deduction (the deduction method). 

 

Determination of trading income: 
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The tax law defines the specific adjustments that are required in computing taxable 

income. If not specified by law, the accrual basis is applied. 

Inventories:  

A corporation must select and notify the tax office of its basis for the valuation of 

inventories on its first annual income tax return. It may select the cost method or the 

lower of cost or market value method. If a corporation fails to notify the tax office, it 

must use FIFO for tax purposes. 

Reserves: 

1. Reserves for employee retirement allowance. Under the Korean Labor Standard 

Law, employees with one year or more of service are entitled to a retirement 

allowance equal to 30 days’ salary or more for each year of service on 

termination of employment. 

2. Reserves for retirement allowances are permitted, up to 5% of the total amount of 

wages paid to employees who are eligible for payment of a retirement allowance. 

However, the accumulated amount of the reserves is limited to no more than 15% 

of the estimated retirement allowances payable to all employees assuming that 

they retire on the closing date of the business year. 

3. A company may claim a tax deduction for the remainder of the estimated 

retirement allowances by funding the portion of the reserve in excess of the tax-

deductible limit. The permitted funding methods specified by the tax law include 

the depositing of an amount equal to the excess portion in a retirement pension 

account with qualified institutions, such as insurance companies, banks and the 

Korea Workers’ Compensation and Welfare Service. 

4. Bad debt reserve. A corporation is allowed to set up a reserve for bad debts. The 

maximum amount of the reserve is the greater of the following: 

• 1% of the book value of receivables at the end of the accounting period 

• Historical bad-debt ratio multiplied by the book value of receivables at the end 

of the accounting period  

However, for financial institutions, the maximum amount of the reserves is the 

greatest of the following: 

• The amount to be accumulated based on reserve guidelines issued by the 

Financial Services Commission in consultation with the Ministry of Strategy 

and Finance  

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 191 
 

• 1% of the book value of the receivables at the end of the accounting period 

• Historical bad-debt ratio multiplied by the book value of receivables at the end 

of the accounting period 

Depreciation:  

1. Corporations may depreciate tangible fixed assets using the straight-line, 

declining balance or unit-of-production (output) depreciation methods. However, 

buildings and structures must be depreciated using the straight-line method. 

Intangible assets must be amortized using the straight-line method. A corporation 

must select from among the depreciation methods and useful lives specified in 

the tax law and notify the tax office of its selections in its first annual income tax 

return. Otherwise, the depreciation method and useful life designated in the tax 

law for the respective class of asset are applied. 

Relief for losses:  

Tax losses can be carried forward for 10 years. Small and medium-sized enterprises 

may carry back losses one year. 

Groups of companies:  

Effective from 1 January 2010, a consolidated tax return is available for a group 

containing a parent company and its 100%-owned subsidiaries. The consolidated tax 

return allows losses of group companies to be offset against profits of other group 

companies. After the parent company elects tax consolidation, it must maintain the 

consolidation for the subsequent five years and apply the consolidation to all 100%-

owned subsidiaries. 

Transfer pricing: 

Korea has transfer-pricing rules. The acceptable transfer-pricing methods include 

comparable uncontrolled price, resale price, cost plus, profit-split, the transactional 

net margin method (TNMM) and other reasonable methods designated by the tax 

law. It is possible to reach transfer-pricing agreements in advance with the tax 

authorities. 
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5.22) Kuwait (Kuwait City) (AS) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 15 

Capital Gains Tax 15 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 3 year 

VAT  

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Foreign “bodies corporate” are subject to tax in Kuwait if they carry on a trade or 

business in Kuwait, directly or through an “agent”, in the islands of Kubr, Qaru, 

and Umm Al Maradim or in the offshore area of the partitioned neutral zone under 

the control and administration of Saudi Arabia. Kuwaiti registered companies 

wholly owned by Kuwaitis and companies incorporated in Gulf Cooperation 

Council (GCC) countries that are wholly owned by GCC citizens are not subject 

to income tax. The members of the GCC are Bahrain, Kuwait, Oman, Qatar, 

Saudi Arabia and United Arab Emirates. 

2. The term “body corporate” refers to an association that is formed and registered 

under the laws of any country or state and is recognized as having a legal 

existence entirely separate from that of its individual members. Partner ships fall 

within this definition. 

3. An “agent” is a person authorized by the principal to carry out business, trade or 

any activities stipulated in Article 1 of the law or to enter into binding agreements 

with third parties on behalf and for the account of the person’s principal. A foreign 

principal carrying on business in Kuwait through an agent (as defined in the 

preceding sentence) is subject to tax in Kuwait.  

4. Foreign companies carrying on a trade or business in Kuwait are subject to 

income tax.  
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5. Foreign companies carrying on a trade or business in the offshore area of the 

partitioned neutral zone under the control and administration of Saudi Arabia are 

subject to tax in Kuwait on 50% of the taxable profit. In practice, the tax 

department computes the tax on the total income of the taxpayer and expects 

that 50% of such tax should be settled in Kuwait. Many taxpayers are currently 

contesting this practice.  

6. Foreign companies can operate in Kuwait either through an agent or as a 

minority shareholder in a locally registered company. In principle, the method of 

calculating tax is the same for companies operating through an agent and for 

minority shareholders. 

7. For minority shareholders, tax is levied on the foreign company’s share of the 

profits (whether or not distributed by the Kuwaiti company) plus any amounts 

receivable for interest, royalties, technical services and management fees. 

8. Tax rates. Under Law No. 2 of 2008, the tax rate is reduced to a flat rate of 15%, 

effective from fiscal years beginning after 3 February 2008. 

9. The following are the tax rates under Law No. 23 of 1961. Taxable profits 

Exceeding (KWD) Not exceeding (KWD) Rate (%) 

0 - 500,000  20 

<500,000  57 

Investment incentives: 

1. Kuwait offers the investment incentives described below. Industry Law. To 

encourage investments in local industrial undertakings, Industry Law No. 56 of 

1996 offers the following incentives: 

• Reduced import duties on equipment and raw materials 

• Protective tariffs against competing imported goods 

• Low-interest loans from local banks 

• Export assistance 

• Preferential treatment on government supply contracts 

2. Law for the Promotion of Direct Investment in the State of Kuwait. The Law for 

the Promotion of Direct Investment in the State of Kuwait was published in the 

Kuwait Official Gazette on 16 June 2013 and took effect six months from the date 

of issuance (that is, in December 2013). PDISK replaced the Direct Foreign 

Capital Investment Law (DFCIL; Law No. 8 of 2011). The new law calls for the 
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establishment of the Kuwait Direct Investment Promotion Authority, which will 

take over from its predecessor, the Kuwait Foreign Investment Bureau. The new 

authority will be part of the Ministry of Commerce and Industry. 

3. The Executive Regulations to the PDISK have not yet been issued and are 

expected to be issued by early 2014. The PDISK adopts a negative-list approach 

to determine the applicability of the law. Under this approach, the PDISK provides 

a list of business activities and sectors that are not eligible for benefits under it. 

All business sectors and activities not on the negative list are entitled to the 

benefits of the PDISK. The PDISK maintains the current incentives for investors 

including, but not limited to, the following: 

• Tax exemptions for a maximum period of 10 years from the date of 

commencement of the licensed entity 

• Customs duty exemptions for the importation of materials and equipment if 

the material and equipment is held for a period of five years from the date of 

obtaining the incentive 

• Protection from Kuwaitization requirements 

• Allocation of land and real estate to investors 

4. In addition, PDISK provides that all foreign investors may take advantage of 

double tax treaties and other bilateral treaty benefits. 

5. In addition to a 100% foreign-owned Kuwaiti company, PDISK introduces two 

new types of investment entities, which are a licensed branch of a foreign entity 

and a representative office. The representative office may only prepare marketing 

studies and may not engage in any commercial activity. 

6. Kuwait Free Trade Zone. To encourage exporting and re-exporting, the 

government has established the Kuwait Free Trade Zone (KFTZ) in the vicinity of 

the Shuwaikh port. The KFTZ offers the following benefits: 

• Up to 100% foreign ownership is allowed and encouraged. 

• All corporate and personal income is exempt from tax. 

• All imports into and exports from the KFTZ are exempt from tax. 

• Capital and profits are freely transferable outside the KFTZ and are not 

subject to any foreign-exchange controls. 
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Capital gains:  

1. Capital gains on the sale of assets and shares by foreign shareholders are 

treated as normal business profits and are subject to tax at the rates stated 

above. 

2. Article 1 of Law No. 2 of 2008 and Article 8 of the Bylaws provide for a possible 

tax exemption for profits generated from dealing in securities on the Kuwait Stock 

Exchange (KSE), whether directly or through investment portfolios. However, no 

further clarifications have been provided regarding the definitions of “profits” and 

“dealing.” 

Administration:  

1. The calendar year is generally used for Kuwaiti tax purposes, but a taxpayer may 

request in writing for permission to prepare financial statements for a year ending 

on a date other than 31 December. For the first or last period of trading or 

carrying on a business, a taxpayer may be allowed to file a tax declaration 

covering up to 18 months. 

2. Accounting records should be kept in Kuwait, and it is normal practice for the tax 

authorities to insist on inspecting the books of account (which may be in English) 

and supporting documentation before agreeing to the tax liability. 

3. The tax authorities have issued notifications restating the requirement that 

taxpayers comply with Article 13 and Article 15 of the Bylaws, which relate to the 

preparation of books and accounting records and the submission of information 

together with the tax declaration. 

4. Article 13 requires that taxpayers enclose the prescribed documents,  such as the 

trial balance, list of subcontractors, list of fixed assets and inventory register, 

together with the tax declaration.  

5. Article 15 requires that taxpayers prepare the prescribed books of accounts, such 

as the general ledger and the stock list. In the event of non-compliance with the 

above regulations, the DIT may finalize an assessment on a basis deemed 

reasonable by the DIT. The Bylaws provide that a taxpayer must register with the 

DIT within 30 days after signing its first contract in Kuwait. The prior tax law did 

not specify a period. In addition, a taxpayer is required to inform the Ministry of 

Finance (MOF) of any changes that may affect its tax status within 30 days after 

the date of the change. The taxpayer must also inform the MOF of the cessation 

of activity within 30 days after the date of cessation. Under the Bylaws, a new 
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system of tax cards is introduced. All taxpayers are issued tax cards that are 

renewable annually. All government departments and public authorities are 

prohibited from dealing with companies that do not hold an active tax card. The 

information required to be included in the tax card application form is generally 

the information that is provided to the MOF at the time of registration. Currently, 

applications for tax cards are being accepted and the MOF is updating its 

database.  

6. A tax declaration must be filed on or before the 15th day of the 4th month 

following the end of the tax period. Tax is payable in 4 equal installments on the 

15th day of the 4th, 6th, 9th and 12th months following the end of the tax period, 

provided that the tax declaration is submitted on or before the due date for filing. 

7. The Bylaws provide that a request for extension of time for the filing of the tax 

declaration must be submitted to the DIT by the 15th day of the 2nd month (the 

3rd month under the prior law) after the fiscal year-end. The maximum extension 

of time that may be granted is 60 days (75 days under the prior law). 

8. In the event of a failure to file a tax declaration by the due date, a penalty that 

equals 1% of the tax for each 30 days or fraction thereof during which the failure 

continues is imposed. In addition, in the event of a failure to pay tax by the due 

date, a penalty that equals 1% of the tax payment for each period of 30 days or 

fraction thereof from the due date to the date of the settlement of the tax due is 

imposed. 

9. On 10 February 2013, the DIT issued Circular No. 1 of 2013. This circular applies 

to all taxpayers filing tax declarations for periods ended before or on 31 

December 2012 and thereafter. If tax declarations are prepared on an actual 

accounts basis, the circular generally requires that all tax declarations must be 

prepared in accordance with the tax laws and the Executive Rules issued by the 

DIT. For these declarations, the circular also requires the submission of a draft 

income and expense adjustment computed in accordance with the last 

assessment finalized by the DIT within three months after the date of submission 

of the tax declaration. 

10. If tax declarations are prepared on a deemed-profit basis, the circular generally 

requires that the tax declarations should be based on the same percentage that 

was applied in the last assessment. It also requires that certain supporting 
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documents be provided together with the tax declaration and that details for all 

subcontractors be provided. 

11. An objection may be filed against an assessment within 60 days after the date of 

the assessment. The tax department must consider and issue a revised 

assessment within 90 days from the date of filing of the objection. If the 

department fails to issue a revised assessment during this period, the objection is 

considered to be rejected. 

12. The Bylaws allow companies to submit a revised tax declaration if a tax 

assessment has not yet been issued by the DIT. If the DIT accepts the amended 

tax declaration, the date of filing of the revised tax declaration is considered to be 

the actual date of filing the declaration for the purpose of imposing delay fines. 

13. Law No. 2 of 2008 introduced a statute of limitation period of five years into the 

tax law. The prior Kuwait tax law did not provide a statute of limitations for tax. 

However, under Article No. 441 of the Kuwait Civil Law, any claims for taxes due 

to Kuwait or applications for tax refunds may not be made after the lapse of five 

years from the date on which the taxpayer is notified that tax or a refund is due. 

14. Article 13 of the Bylaws provides that companies that may not be subject to tax 

based on the application of any tax laws or other statutes or based on double tax 

treaties must submit tax declarations in Kuwait. 

Dividends: 

1. Under Law No. 2 of 2008, dividends received by the investors in companies listed 

on the Kuwait Stock Exchange are subject to a 15% withholding tax. The tax 

must be withheld by the foreign investor’s custodian or broker in Kuwait. The 

MOF requires the local custodian or broker of the foreign investor to provide 

information about the foreign investor, deduct 15% tax on payments of dividends 

to the foreign investor and deposit the tax with the MOF. 

2. 100% GCC-owned investors are also subject to withholding tax in Kuwait by local 

custodians or brokers until they are able to obtain a tax clearance certificate 

indicating that they are not subject to tax in Kuwait. 

3. The MOF recently issued forms to allow 100% GCC-owned investors and 

investors from countries with which Kuwait has a double tax treaty to obtain a tax-

clearance certificate for exemption or reduction of withholding tax on dividends 

received from companies listed on the KSE. 

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 198 
 

4. An entity that wants to claim a lower withholding tax rate in accordance with a tax 

treaty needs to approach the MOF and apply for a refund. 

 

Determination of trading income: 

General: 

1. Tax liabilities are generally computed on the basis of profits disclosed in audited 

financial statements, adjusted for tax depreciation and any items disallowed by 

the tax inspector on review. 

2. The tax declaration, supporting schedules and financial statements, all of which 

must be in Arabic, are to be certified by an accountant in practice in Kuwait who 

is registered with the Ministry of Commerce and Industry. 

3. Foreign-currency exchange gains and losses. Under Executive Rule No. 36 of 

2010, gains and losses on foreign currency conversion are classified into realized 

gains and losses and unrealized gains and losses. 

4. Realized gains and losses resulting from the fluctuation of exchange rates are 

considered taxable gains and allowable losses if the taxpayer can substantiate 

the basis of the calculations and provides documents in support of such 

transactions.  

5. Unrealized gains are not considered to be taxable income, and unrealized losses 

are not allowed as deductible expenses.  

6. Design expenses. Under Executive Rule No. 25 of 2010, costs incurred for 

engineering and design services provided are restricted to the following 

percentages:  

• If design work is carried out in the head office, 75% to 80% of the design 

revenue is allowed as costs. 

• If design work is carried out by an associated company, 80% to 85% of the 

design revenue is allowed as costs, provided the company complies with the 

regulations for retention of 5% and submission of the contract with the 

associated company to the DIT. 

• If design work is carried out by a third party, 85% to 90% of the design 

revenue is allowed as costs, provided the company complies with the 

regulations for retention of 5% and submission of the contract with the third 

company to the DIT. 
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• If the design revenue is not specified in the contract, but design work needs to 

be executed outside Kuwait, tax authorities may use the following formula to 

determine the revenue: 

Design revenue for the year =(Design costs for the year) x (annual contract revenue) 

 Total direct costs for the year Consultancy costs.  

Under Executive Rule No. 25 of 2010, costs incurred for consultancy costs incurred 

outside Kuwait are restricted to the following percentages: 

• If consultancy work is carried out in the head office, 70% to 75% of the 

consultancy revenue is allowed as costs. 

• If consultancy work is carried out by an associated company, 75% to 80% of 

the consultancy revenue is allowed as costs if the company complies with the 

regulations for the 5% retention on payments and the submission of the 

contract with the associated company to the DIT. 

• If consultancy work is carried out by a third party, 80% to 85% of the 

consultancy revenue is allowed as costs if the company complies with the 

regulations relating to the 5% retention and the submission of the contract 

with the third party to the DIT. 

• If the consultancy revenue is not specified in the contract, but consultancy 

work needs to be executed outside Kuwait, the tax authorities may use 

following formula to determine the revenue:  

(Consultancy costs for the year) x (annual contract revenue) 

Total direct costs for the year Imported material costs.  

Under Executive Rule No. 24 of 2010, the Kuwaiti tax authorities deem the following 

profit margins for imported materials and equipment: 

• Imports from head office: 10% to 15% of related revenue 

• Imports from related parties: 6.5% to 10% of related revenue 

• Imports from third parties: 3.5% to 6.5% of related revenue 

The imputed profit described above is normally subtracted from the cost of materials 

and equipment claimed in the tax declaration.  

7. If the revenue from the materials and equipment supplied is identifiable, the DIT 

normally reduces the cost of such items to show a profit on such materials and 

equipment in accordance with the percentages described above. If the related 

revenue from the materials and equipment supplied is not identifiable or not 

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 200 
 

stated in the contract, the following formula may be applied to determine the 

related revenue: 

(Material & equipment costs for the year) x (annual contract revenue) 

 Total direct costs for the year Interest paid to banks  

 

8. Interest paid to local banks relating to amounts borrowed for operations (working 

capital) in Kuwait may normally be deducted. Interest paid to banks or financial 

institutions outside Kuwait is disallowed unless it is proven that the funds were 

specifically borrowed to finance the working capital needs of operations in 

Kuwait. In practice, it is difficult to claim deductions for interest expenses incurred 

outside Kuwait. Interest paid to the head office or agent is disallowed. Interest 

that is directly attributable to the acquisition, construction or production of an 

asset is capitalized as part of the cost of the asset if it is paid to a local bank. 

9. Leasing expenses. The Kuwait tax authorities may allow the deduction of rents 

paid under leases after inspection of the supporting documents. The deduction of 

rent for assets leased from related parties is restricted to the amount of 

depreciation charged on those assets, as specified in the Kuwait Income Tax 

Law. The asset value for the purpose of determining depreciation is based upon 

the supplier’s invoices and customs documents. If the asset value cannot be 

determined based on these items, the value is determined by reference to the 

amounts recorded in the books of the related party. 

10. Agency commissions. The tax deduction for commissions paid to a local agent is 

limited to 2% of revenue, net of any subcontractors’ costs paid to the agent and 

reimbursed costs.  

11. Head office overhead. Article 5 of the Bylaws provides that the following head 

office expenses are allowed as deductions:  

• Companies operating through an agent: 1.5% (previously 3.5%) of the direct 

revenue 

• Companies participating with Kuwaiti companies: 1% (previously 2%) of the 

foreign company’s portion of the direct revenue generated from its 

participation in a Kuwaiti company 

• Insurance companies: 1.5% (previously 2%) of the company’s direct revenue 

• Banks: 1.5% (previously 2%) of the foreign company’s portion of the bank’s 

direct revenue. 
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Article 5 of the Bylaws also provides that for the purpose of computation of head 

office overheads, direct revenue equals the following: 

• For companies operating through an agent, companies participating with 

Kuwaiti companies and banks: gross revenue less subcontract costs, 

reimbursed expenses and design cost (except for design cost carried out by 

the head office) 

 For insurance companies: direct premium net of share of reinsurance 

premium, plus insurance commission collected Reimbursed costs.  

For deemed profit filings, reimbursed costs are allowed as a deductible expense 

if the following conditions are satisfied: 

• Such costs are necessary and explicitly mentioned in the contract. 

• Such costs do not exceed 30% of gross revenues. 

• Supporting documentation is available for such costs. 

 

In addition, if reimbursable costs exceed 30% of gross revenues, the taxpayer must 

file its tax declaration on an accounts basis instead of on a deemed-profit basis. 

Inventory:  

Inventory is normally valued at the lower of cost or net realizable value, on a first-in, 

first-out (FIFO) or average basis. 

Provisions: 

Provisions, as opposed to accruals, are not accepted for tax purposes. 

Depreciation: 

Tax depreciation is calculated using the straight line method. The following are some 

of the permissible annual depreciation rates. 

Buildings  4 

Prefabricated buildings  15 

Furniture and office equipment  15 

Drilling equipment  25 

Electrical equipment and electronics  15 

Plant and equipment  20 

Computer and its accessories  33.3 

Software  25 

Trucks and trailers  15 
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Cars and buses  20 

Relief for losses:  

Article 7 of the Bylaws provides that approved losses can be carried forward for a 

maximum of three years if the entity has not ceased its operations in Kuwait. 

Aggregation of income: 

If a foreign company has more than one activity in Kuwait, one tax declaration 

aggregating the income from all activities is required. 

 

Miscellaneous matters: 

General: 

1. Supply and installation contracts. In supply and installation contracts, a taxpayer 

is required to account to the tax authorities for the full amount received under the 

contract, including the offshore supply element, which is the part of the contract 

(cost, insurance and freight to the applicable port) pertaining to the supply of 

goods. 

2. Contractors’ revenue recognition. Tax is assessed on progress billings (excluding 

advances) for work performed during an accounting period, less the cost of work 

incurred. The authorities generally do not accept the completed contract or 

percentage of completion methods of accounting. 

3. Subcontractors’ costs. The Kuwait tax authorities are normally stringent with 

respect to the allowance of subcontractors’ costs, particularly subcontractors’ 

costs incurred outside Kuwait. Subcontractors’ costs are normally allowed if the 

taxpayer provides the related supporting documentation (contract, invoices, 

settlement evidence and other documents), complies with the regulations for the 

5% retention on the payments made to the sub-contractors and the submission of 

the contracts to the DIT and meet certain other conditions. 

4. Retention on payments to subcontractors. Article 37 of the Bylaws and Executive 

Rules Nos. 5 and 6 of 2010 require that every business entity operating in Kuwait 

must take all of the following actions: 

• It must notify the names and addresses of its contractors and subcontractors 

to the DIT. 

• It must submit copies of all the contracts and subcontracts to the DIT. 
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• It must retain 5% from each payment due to the contractors or subcontractors 

until the contractor or subcontractor provides a valid tax-clearance certificate 

issued by the DIT. 

5. In the event of non-compliance with the above rules, the DIT may disallow the 

related costs from the contract or subcontract. Article 39 of the Bylaws empowers 

the Ministry of Finance to demand payment of the 5% retained amount from the 

entities holding the amounts, if the concerned contractors or subcontractors fail to 

settle their taxes due in Kuwait. It also provides that if business entities have not 

retained the 5%, they are liable for all of the taxes and penalties due from the 

contractors and subcontractors.  

6. Work in progress. Costs incurred but not billed by an entity at the end of the fiscal 

year may be carried forward to the subsequent year as work in progress. 

Alternatively, revenue relating to the costs incurred but not billed may be 

estimated on a reasonable basis and reported for tax purposes if the estimated 

revenue is not less than the cost incurred. In general, if less than 20% of the 

contract is executed in a fiscal year, both income and expenses relating to the 

contract may be carried forward.  

7. Salaries paid to expatriates. In a press release issued on 23 September 2003, 

the Ministry of Social Affairs announced that it would impose stiff penalties if 

companies fail to comply with the requirement to pay salaries to employees in 

their local bank accounts in Kuwait. These penalties apply from 1 October 2003. 

The DIT may disallow payroll costs if employees do not receive their salaries in 

their bank accounts in Kuwait. 

8. Offset program. The MOF issued Ministerial Order 13 of 2005 to reactivate the 

offset program. In 2006, the National Offset Company (NOC) was formed to 

manage and administer the implementation of the offset program on behalf of the 

Kuwait government and the MOF. The following are significant aspects of the 

program: 

• All civil contracts with a value of KWD10 million or more and defense 

contracts with a value of KWD3 million or more attract the offset obligations 

for contractors. The obligations become effective on the signing date of the 

contract. 

• Contractors subject to the offset obligation must invest 35% of the value of the 

contract with Kuwaiti government bodies.  
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• Contractors subject to the offset obligation may take any of the following 

actions to fulfill their offset obligation: 

- Option 1: equity participation in an approved offset business venture 

(direct participation in a project company) 

- Option 2: contribution of cash and/or in-kind technical support 

- Option 3: participation in any of the offset funds managed by certain banks 

or investment companies in Kuwait 

- Option 4: purchase of commodities and services of Kuwaiti origin 

• Contractors covered by the offset obligation must provide unconditional, irrevocable 

bank guarantees issued by Kuwaiti banks to the MOF equal to 6% of the contract 

price. The value of the bank guarantee is gradually reduced based on the actual 

execution by the foreign contractor or supplier of its work. The MOF may cash in the 

bank guarantee if the company subject to the offset obligation fails to fulfill such 

obligation. 
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5.23) Malaysia (Kuala Lumpur) (AS) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 25 

Capital Gains Tax 15 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Indefinite period 

Sales Tax 5/10 

Service Tax (On prescribed services) 6 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Resident and Non-resident companies are taxed only on income accruing in or 

derived from Malaysia. Resident companies engaged in banking, insurance, 

shipping or air transport are taxable on their worldwide income. A company is 

resident in Malaysia if its management and control is exercised in Malaysia; the 

place of incorporation is irrelevant. 

2. Rates of corporate tax. Resident and Non-resident companies are subject to 

income tax at a rate of 25%. Resident companies that have paid up ordinary 

capital of MYR2,500,000 or less are taxed at a rate of 20% on their first 

MYR500,000 of chargeable income. 

3. The balance is taxed at 25%. This concessionary tax rate does not apply if the 

company controls or is controlled directly or indirectly by another company that 

has paid up ordinary capital of more than MYR2,500,000. Under a proposal, 

effective from the 2016 year of assessment, the main rate of corporate tax will 

decrease to 24%, while the rates for resident companies that have paid up capital 

of MYR2,500,000 or less and that satisfy specified conditions will be reduced by 

one percentage point; that is the rates will be 19% on the first MYR500,000 of 

chargeable income and 24% on the remaining chargeable income. This proposal 

has not yet been legislated. 
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4. Special rates apply to Non-resident companies on income from interest (15%) 

and from royalties, specified services rendered in Malaysia and payments for the 

use of movable property (10%).  

5. Rental payments for ships made by Malaysian shipping companies for voyage 

charter, time charter or bare-boat charter are exempt from withholding tax. 

Withholding tax (10%) is imposed on “other income” derived by Non-resident 

companies from Malaysia, which includes, among other payments, commissions 

and guarantee fees, to the extent that these payments are not business income 

to the recipient. For treaty withholding tax rates applicable to interest and 

royalties. 

6. For resident and Non-resident companies carrying on petroleum operations, 

petroleum income tax is charged at a rate of 38% instead of the above rates. Tax 

incentives. Malaysia offers a wide range of incentives such as tax holidays or 

investment allowances, which are granted to promote investments in selected 

industry sectors and/or promoted areas. Currently, the focus is on the service 

sectors. Labuan international business and financial center. In 1990, the 

Malaysian government enacted legislation that created a business and financial 

center on the island of Labuan with a separate and distinct tax and regulatory 

regime.  

7. Except for companies intending to engage in banking, insurance or the provision 

of fund management services, government approval is not required to establish a 

Labuan company. A Labuan company is required to have one director that may 

be a foreign corporation and at least one secretary who must be an officer of a 

Labuan trust company.  

8. Labuan companies may transact business with Malaysian residents and may 

hold shares, debt obligations or other securities in domestic companies. Labuan 

companies are subject to tax at a rate of 3% on their net audited profits derived 

from their trading activities in Labuan. Labuan trading activities include banking, 

insurance, trading, management, licensing and shipping operations. Instead of 

paying tax at the 3% rate, Labuan companies may elect to pay a fixed annual tax 

of MYR20,000 on their Labuan trading activities.  

9. Income derived from wholly non-trading activities, such as dividends, interest and 

rent, is exempt from tax. Labuan companies may alternatively elect to be taxed 

under the Income Tax Act, 1967 (ITA). If they make such election, the rules 
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described above in Corporate income tax and Rates of corporate tax apply. 

Labuan companies are exempt from the obligation to withhold tax on payments 

made to non-residents. 

10. Labuan companies may open and maintain bank accounts in foreign currency in 

Malaysia or abroad. No restrictions are imposed on the movement of funds 

through these accounts. Real property gains tax. Real property gains tax is levied 

on capital gains derived from disposals of real property located in Malaysia and 

shares in closely controlled companies with substantial real property interests. 

The tax applies to gains derived by residents and non-residents. The following 

are the rates, effective from 1 January 2013. 

Time of disposal      Rate (%) 

Disposal within 2 years after the acquisition date      15 

Disposal in the 3rd, 4th or 5th year after the acquisition date   10 

Disposal in the 6th or subsequent year after the acquisition date  0 

 

Under a proposal, effective from 1 January 2014, the real property gains tax rates 

for disposals of chargeable assets by companies will be increased to the 

following rates. 

Time of disposal      Rate (%) 

Disposal within 3 years after the acquisition date      30 

Disposal in the 4th year after the acquisition date     20 

Disposal in the 5th year after the acquisition date     15 

Disposal in the 6th or subsequent year after the acquisition date  5 

 

Purchasers of real property located in Malaysia or shares in real property companies 

must withhold tax at a rate of 2% of the purchase price, except in limited 

circumstances. Losses incurred on disposals of real property and shares in real 

property companies may be carried forward indefinitely to offset future real property 

gains. 

Administration:  

1. The year of assessment is the calendar year, but companies may adopt their 

accounting year as the basis period for a year of assessment. Income tax is 
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chargeable in the year of assessment on the income earned in the basis period 

for that year of assessment. 

2. Malaysia has a self-assessment regime under which companies must file their 

tax returns within seven months after the end of their accounting period. A tax 

return is deemed to be an assessment made on the date of filing the return. 

Under a proposal, effective from the 2014 year of assessment, the tax return 

must be based on audited accounts. 

3. Companies must provide an estimate of their tax payable no later than 30 days 

before the beginning of their basis period. The estimated tax is payable in 12 

equal monthly installments by the 10th day of each month beginning in the second 

month of the basis period. Small and medium enterprises that begin their 

operations during a year of assessment are exempt from the requirement to pay 

their tax by installments in the year of assessment in which they commence 

business and in the immediately following year of assessment. Effective from the 

2014 year of assessment, SMEs are not required to furnish an estimate of tax 

payable for that year of assessment and the two following years of assessment 

when they first commence operations in a year of assessment and have no basis 

period for that year of assessment and for the immediately following year of 

assessment. They are required only to settle the tax due when they file their 

income tax returns. All companies may revise their estimate of tax payable in the 

sixth and ninth months of their basis period. Companies must pay any balance of 

tax due by the tax filing deadline. 

Dividends: 

Effective from the 2008 year of assessment, a single tier system of taxation replaces 

the full imputation system. Under the single tier system, dividends paid, credited or 

distributed by a company are exempt from tax in the hands of the shareholders.  

Foreign tax relief:  

Malaysia generally does not tax foreign-source income, foreign tax relief is usually 

not applicable, except for companies engaged in banking, insurance, shipping or air 

transport. These companies are taxed on their world-wide income and may claim 

foreign tax relief with respect to foreign taxes imposed on their foreign-source 

income. 
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Determination of trading income: 

General: 

1. The assessment is based on the audited financial statements, subject to certain 

adjustments. In practice, a Non-resident company trading in Malaysia prepares 

the financial statements of its Malaysian branch in accordance with the Malaysian 

Companies Act. This act sets out disclosure requirements for financial 

statements, but does not prescribe the accounting treatment for specific 

transactions. Malaysian Financial Reporting Standards, which are based on the 

International Financial Reporting Standards (IFRS), govern the accounting 

treatment for transactions. 

2. Deductions are allowed for expenses incurred wholly and exclusively in the 

production of income and for bad debts. No deduction is allowed for the book 

depreciation of fixed assets, but statutory depreciation (capital allowances) is 

granted. In general, the cost of leave passages is not deductible. The deductibility 

of entertainment expenses is generally limited to 50% of the costs incurred. 

However, a full deduction for entertainment expenses may be claimed in 

specified circumstances. Double deductions are available with respect to certain 

expenses relating to the following:  

• Participation at approved trade fairs, exhibitions or trade missions 

• Maintenance of overseas trade offices 

• Research and development 

Inventory:  

Trading inventory is valued at the lower of cost or net realizable value. Cost must be 

determined under the first-in, first-out (FIFO) method. 

Provisions:  

General provisions and reserves for anticipated losses or contingent liabilities are not 

deductible.  

Depreciation: 

1. Depreciation allowances are given on capital expenditure incurred on the 

acquisition of plant and machinery used for the purposes of trade or business. An 

initial allowance of 20% and an annual allowance ranging from 10% to 20% are 

granted for qualifying expenditure.  
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2. Industrial buildings. An initial allowance of 10% and an annual allowance of 3% 

are granted for qualifying expenditure on the construction or purchase of 

industrial buildings. As a result of these allowances, qualifying expenditure on 

industrial buildings is fully written off in the 30th year after the year of construction 

or purchase. For purposes of the allowances, industrial buildings include hotels. 

3. Child care centers. An annual allowance of 10% is granted for expenditure 

incurred for the construction or purchase of buildings used as child care facilities 

for employees. 

4. Employee housing. An annual allowance of 10% is granted for ex penditure 

incurred by manufacturers and certain approved service companies for the 

purchase or construction of buildings for the accommodation of employees. 

Buildings occupied by management or administrative staff do not qualify for this 

allowance. 

5. Educational institutions. An annual allowance of 10% is granted for expenditure 

on the construction or purchase of buildings used as schools or educational 

institutions or for industrial, technical or vocational training. 

6. Motor vehicles. Capital expenditure incurred on motor vehicles qualifies for an 

annual allowance of 20%. Qualifying capital expenditure on non-commercial 

vehicles is restricted to MYR100,000 per vehicle if the vehicle is new and if the 

total cost of the vehicle does not exceed MYR150,000. Qualifying capital 

expenditure is restricted to MYR50,000 per vehicle if the vehicle costs more than 

MYR150,000. 

7. Office equipment. An initial allowance of 20% and an annual allowance of 10% 

are granted for capital expenditure on office equipment. Computer equipment. An 

initial allowance of 20% and an annual allowance of 80% are granted for capital 

expenditure on computer hardware and software. These accelerated capital 

allowance rates are a temporary incentive that was intended to end in the 2013 

year of assessment. However, under a proposal, the accelerated capital 

allowances will be extended to the 2016 year of assessment.  

8. Small value asset. For assets with a value not exceeding MYR1,000, a 100% 

allowance is given in the year the asset is acquired. However, the total allowance 

granted for such assets is capped at MYR10,000. 

9. Agriculture. Annual allowances are given on capital expenditure incurred on new 

planting (50%), roads or bridges (50%), farm build ings (10%) and buildings for 
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accommodation of farm workers (20%). Accelerated allowances may be allowed 

at the discretion of the Minister of Finance. 

10. Forestry. Annual allowances are given on capital expenditure incurred for 

purposes of extraction of timber from a forest. The rates are 10% for a road or 

building and 20% for a building for accommodation of employees. 

11. Other matters. Capital allowances are generally subject to recapture on the sale 

of an asset to the extent the sales proceeds exceed the tax value after 

depreciation. To the extent sales proceeds are less than the tax-depreciated 

value, an additional allowance is given. 

Relief for trading losses: 

1. Trading losses may offset all other chargeable income of the same year. Unused 

losses may be carried forward indefinitely for offset against chargeable income 

from business sources. Excess capital allowances may not be offset against 

other chargeable income of the same year, but may be carried forward 

indefinitely for offset against income from the trade that generated the capital 

allowances.  

2. The carry forward of losses and excess capital allowances is subject to the 

shareholders remaining substantially (50% or more) the same at the end of the 

year in which the losses or capital allowances arose and on the first day of the 

year of assessment in which relief is claimed. If the shareholder of the loss 

company is another company, the loss company is deemed to be held by the 

shareholders of that other company.  

3. Under an administrative concession, the tax authorities have decided not to 

enforce the shareholding test except in the case of dormant companies. As a 

result, un used losses may continue to be carried forward indefinitely even if a 

substantial change in shareholders occurs.  

4. Losses arising in the 2009 or 2010 years of assessment may be carried back for 

offset against the defined aggregate income of the immediately preceding year. 

The losses allowed to be carried back are capped at MYR100,000 or the defined 

aggregate income of the immediately preceding year, whichever is less. 

Groups of companies: 

Under group relief provisions, 70% of current-year adjusted losses may be 

transferred by one company to another company in a group. A group consists of a 
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Malaysian incorporated parent company and all of its Malaysian-incorporated 

subsidiaries. Two Malaysian-incorporated companies are members of the same 

group if one is at least 70% owned by the other, or both are at least 70% owned by a 

third Malaysian-incorporated company. To obtain group relief, the recipient of the 

losses and the transferor of the losses must have the same accounting period and 

each must have paid-up capital exceeding MYR2,500,000.  

 

Miscellaneous matters: 

General: 

1. Non-residents are free to make direct or portfolio investments in Malaysia in 

either ringgits or foreign currency. No restrictions are imposed on the repatriation 

of capital, profits or income earned in Malaysia. However, the ringgit may not be 

traded overseas, and payments outside Malaysia should be made in foreign 

currency. 

2. Non-residents may obtain any amount of foreign currency credit facilities from 

licensed onshore banks and from nonbank residents that do not have domestic 

credit facilities. 

3. Non-residents may lend in foreign currency to residents if the resident’s total 

foreign currency borrowings are within permitted limits. However, no limits are 

imposed on loans in foreign currency by Non-resident entities within its group of 

entities to resident companies or on loans in foreign currency by Non-resident 

suppliers to resident companies to finance purchases from the Non-resident 

suppliers. 

4. Foreign-equity restrictions. Foreign-equity restrictions have recently been 

liberalized. As a result, no restrictions are imposed on the ownership of most 

companies except those in certain regulated industries. 

5. Anti-avoidance legislation. Legislation permits the Revenue Authority to disregard 

or vary any transaction that is believed to have the effect of tax avoidance. 

Transfer pricing: 

1. The tax authorities have issued transfer-pricing legislation, rules and guidelines 

requiring taxpayers to determine and apply an arm’s-length price in their 

intercompany transactions. 

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 213 
 

2. The transfer-pricing rules also require the preparation of contemporaneous 

transfer-pricing documentation to substantiate the arm’s-length contention. 

3. The guidelines provide a detailed list of information, documentation and records 

with respect to related-party transactions that need to be compiled to meet the 

contemporaneous documentation requirement. The guidelines are based on the 

arm’s-length principle set forth in the Organisation for Economic Co-operation 

and Development (OECD) transfer-pricing guidelines and provide several 

methods for determining an arm’s-length price. However, the prevailing rules and 

guidelines contain significant departures in the tax authorities’ interpretation of 

the arm’s length standard from the practices set out in the OECD transfer pricing 

guidelines. In addition, companies carrying out cross-border transactions with 

associated persons may apply for an advance pricing arrangement (APA) from 

the tax authorities subject to conditions. Specific measures in the tax law also 

address thin-capitalization adjustments.  
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5.24) Mauritius (Port Louis) (AF) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 15 

Capital Gains Tax Nil 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 5 Years 

VAT 15 

Other Social Taxes & Environmental At different rates 

 

Taxes on corporate income: 

General: 

1. Companies resident in Mauritius are subject to income tax on their worldwide 

income. Resident companies are companies incorporated in Mauritius and 

companies with their central management and control in Mauritius. If a Non-

resident company has a branch carrying on business in Mauritius, the Non-

resident company is subject to tax on the income of the branch. 

2. Rates of corporate income tax. The corporate income tax rate is 15% of the 

annual taxable net profits.  

3. A requirement to establish a Corporate Social Responsibility (CSR) fund applies 

to companies. Companies must set up a CSR fund equal to 2% of chargeable 

income for the preceding year if they intend to take any of the following actions: 

• Implement an approved program 

• Implement an approved program under the National Empowerment Foundation 

• Finance an approved Non-Government Organization 

4. All companies must use 50% of their CSR fund to finance any one of the 

following four priority areas: 

• Houses for the needy 

• Absolute poverty and community empowerment 

• Welfare of children from vulnerable groups 

• Prevention of non-communicable diseases 
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5. If the contribution is less than the 2% minimum, the difference must be paid to the 

Mauritius Revenue Authority (MRA) when the company submits its annual tax 

return. Certain companies, such as Global Business Corporations set up under 

the Financial Services Act 2007 and companies that hold an Integrated Resort 

certificate referred to in the Investment Promotion (Real Estate Development 

Scheme) Regulations, 2007, are excluded from the purview of the CSR rules. 

Effective from the 2013 year of assessment, companies may spend up to 20% 

more than their statutory CSR obligation in any year but not more than two 

consecutive years and the excess CSR spending may then be offset in five equal 

consecutive annual installments against its future CSR liability. 

6. Subject to the approval of the CSR committee, up to 20% of the CSR liability may 

be carried forward to the following year. 

7. Tax advantages for certain companies. Freeport companies, Information and 

Communication Technology companies, companies engaged in offshore 

activities and companies engaged in spinning, weaving, dyeing or knitting may 

qualify for tax advantages. 

8. Freeport companies.  

Freeport operators and private Freeport developers are exempt from corporate 

income tax on sales made to persons outside Mauritius for an indefinite time 

period. Information and Communication Technology companies. Information and 

Communication Technology (ICT) companies are classified  as tax-incentive 

companies. If the investment certificate of an ICT company is issued before 30 

September 2006 and if the ICT company is engaged in business-process 

outsourcing and back-office operations or in the operation of call centers or 

contact centers, the ICT company may elect within 60 days of the date of the 

issuance of its investment certificate to have two thirds of its net income 

exempted from tax up to and including the income year ended 30 June 2012. 

This reduces the effective tax rate to 5% of taxable income. Income derived by 

other ICT companies from non-residents is exempt from tax through the income 

year ended 30 June 2012. Income derived from residents is taxable at the 

incentive rate of 15%. Losses incurred during the ex - emption period may be 

carried forward to years following the expiration of the exemption period. 
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9. Companies engaging in offshore activities.  

Offshore business activities may be conducted through GBL1 companies or 

GBL2 companies. GBL2 companies must conduct their activities with non-

residents of Mauritius or GBL1 companies. Under the amendment contained in 

the Finance (Miscellaneous Provisions) Act 2010, GBL1 companies may conduct 

business within Mauritius. Under the amendment contained in the Economic and 

Financial Measures (Miscellaneous Provisions) Act 2012, GBL1 companies must 

seek the approval of the Financial Services Commission with respect to the 

following: 

• Conduct of their business in Mauritius 

• Dealings with GBL2 companies and Mauritian resident persons 

• Holding of shares or other interests in Mauritian resident corporations 

10. Mauritian residents, including GBL1 companies, are eligible for a foreign tax 

credit on their foreign-source income. The foreign tax credit is generally the lower 

of the Mauritian tax and the foreign tax. If the shareholding in the foreign 

company is 5% or more, an underlying tax credit can be claimed. A tax-sparing 

credit can also be claimed. A GBL1 company can claim a presumed foreign tax 

credit equal to 80% of the Mauritian tax chargeable on foreign source income 

(including local-source income derived in the course of its global business) if no 

written evidence is produced in support of the payment of foreign tax. This 

reduces the effective tax rate to 3% of the chargeable income on the foreign-

source income. 

11. Dividends paid to residents and non-residents and royalties paid by GBL1 

companies out of their foreign-source income to non-residents are exempt from 

tax. Interest paid by GBL1 companies to non-residents that do not have a place 

of business in Mauritius is exempt from tax to the extent that the interest is paid 

out of its foreign-source income. GBL1 companies may be considered residents 

of Mauritius for purposes of double tax treaties. 

12. GBL2 companies are regulated by the Companies Act, 2001 and the Financial 

Services Act, 2007. To qualify as a GBL2 company, the company must be 

beneficially owned by non-residents, operate exclusively outside Mauritius and 

meet certain other requirements.  

13. GBL2 companies are exempt from corporate income tax. Dividends paid by 

GBL2 companies are exempt from income tax. Interest, royalties and other 
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payments made by GBL2 companies to non-residents are exempt from income 

tax. GBL2 companies are subject to a more flexible regime than GBL1 

companies, but they do not benefit from double tax treaties. Companies engaged 

in qualifying activities. Companies engaged in dyeing, knitting, spinning, or 

weaving activities that began their operations before 30 June 2006 are exempt 

from income tax for a period of up to 10 income years. If a company began 

operations during the period of 1 July 2006 through 30 June 2008, its income is 

exempt from income tax up to and including the income year ending 30 June 

2016. Losses incurred during the exemption period may be carried forward to 

years following the expiration of the exemption period. 

Alternative minimum tax.  

1. The alternative minimum tax (AMT) applies if a company either declares a 

dividend or distributes any shares instead of dividends and if the tax payable is 

less than 7.5% of the book profit. The AMT equals the lower of 7.5% of the book 

profit or 10% of the sum of any dividends declared and amounts distributed 

instead of dividends. The tax payable by the company is the higher of the AMT or 

the tax payable under the normal rules. 

2. For purposes of the AMT calculation, capital gains (losses) or re - valuation of 

fixed assets, dividends received from companies resident in Mauritius and trading 

profits (losses) from the sale or revaluation of securities are excluded in the 

computation of the book profit. In addition, a foreign tax credit is not subtracted in 

computing the tax payable. 

3. The AMT does not apply to companies that are exempt from tax and GBL1 

companies. For the 2013 and 2014 income years, manufacturing companies and 

companies operating hotels are outside the scope of AMT. 

Capital gains:  

Capital gains are not subject to income tax.  

Withholding taxes:  

Withholding taxes apply to certain payments. The tax withheld at source is an interim 

tax payment that may or may not be the final tax liability. Amounts deducted are 

credited to the final tax liability of the taxpayer for the relevant tax year. 
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Administration: 

1. The income year is 1 January to 31 December of the year preceding the year of 

assessment. Companies may choose a financial year-end other than 31 

December for tax purposes. The income year-end was previously 30 June. 

2. Companies are required to file their tax returns within six months after their year-

end. If the year-end of a company is 30 June and if the company does not have 

any tax payable, the tax return can be submitted by 15 January of the following 

year. 

3. Any tax payable in accordance with the annual return must be paid at the time of 

filing the return. The Advance Payment System (APS) requires companies to pay 

tax on a quarterly basis. For purposes of the APS, companies can either use the 

taxable profits of the preceding tax year or the results of the relevant quarter. A 

company with annual turnover of MUR4 million or less is not required to pay tax 

under the APS. The APS requirement also does not apply if the company did not 

have any chargeable income in the preceding year If a payment is late or an 

incorrect return is filed, a penalty of 5% of the tax payable is imposed. Interest at 

a rate of 1% for each month or part of a month the tax remains unpaid also 

applies. In addition, a penalty of MUR2,000 is imposed for each month or part of 

a month that the annual tax return is late. The penalty is limited to a maximum 

amount of MUR20,000. 

4. After the MRA issues a notice of assessment, the taxpayer may object to the 

assessment. For an objection to be valid, 30% of the total tax claimed must be 

paid to the MRA. If the MRA is satisfied that the taxpayer cannot pay the 30% 

tax, a bank guarantee may be provided. 

Dividends:  

Dividends paid to residents and non-residents are exempt from tax. 

Foreign tax relief: 

1. Residents of Mauritius may claim a foreign tax credit (FTC), regardless of 

whether they may claim other tax credits. The FTC equals the lower of the 

Mauritian tax liability and the amount of the foreign taxes. In computing the FTC, 

all foreign-source income may be pooled. An underlying FTC is also available if 

the residents, including individuals and trusts, own directly or indirectly at least 
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5% of the share capital of the foreign company. The underlying FTC is extended 

to all previous tiers.  

2. The FTC takes into account any tax sparing credits granted to the payer of the 

dividends.  

 

Determination of trading income: 

General: 

Taxable income of resident companies and foreign branches comprises gross 

income less cost of goods sold and expenses incurred exclusively in the production 

of income, un less specifically excluded by law. Income and expenses are 

determined in accordance with generally accepted accounting principles. 

Inventories: 

Inventories may be valued according to accounting standards. However, the income 

tax rules provide that the last-in, first-out (LIFO) method of valuation may not be 

used. 

Provisions: 

No provisions are allowed for tax purposes.  

Depreciation:  

1. No deduction is allowed for book depreciation of non-current assets, but statutory 

depreciation (capital allowances) is granted. Mauritian law provides for 

investment allowances and annual allowances. However, the investment 

allowance and the additional investment allowances have been repealed and are 

now available only in limited cases under transitional rules. 

2. The following investment allowances are provided. 

Allowance      Rate (%) 

Investment allowance on certain new assets, including industrial  

buildings, office equipment, plant and machinery, and buses  

with a seating capacity of at least 30.      25 

Additional investment allowance for a manufacturing company that  

has incurred capital expenditure on the acquisition of state of the  

art technological equipment in the year ended 30 June 2008.   10 

Additional investment allowance for an ICT company that  

incurs capital expenditure on the acquisition of new plant and  
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machinery or computer software      25 

 

The following are the rates of annual allowances computed using the declining-

balance method. 

Asset      Rate(%) 

Hotels      30 

Plant and machinery      35 

Heavy equipment (such as agricultural tractors or excavators)  35 

Computers and high precision equipment      50 

Motor vehicles      25 

Setting up of golf courses      15 

The following are the rates of annual allowances computed using the straight-line 

method. 

Asset      Rate(%) 

Commercial premises      5 

Industrial premises excluding hotels      5 

Any item of a capital nature not listed above that is subject to  

depreciation under the normal accounting principles    5 

Plant and machinery costing MUR30,000 or less    100 

Aircraft and aircraft simulators leased by aircraft  

leasing companies      100 

The following are the rates of annual allowances for capital expenditure incurred 

during the 2013 and 2014 income years. 

Asset      Rate(%) 

Industrial premises dedicated to manufacturing    30 

Plant and machinery costing MUR50,000 or less    100 

Electronic and high-precision equipment      50 

Plant and machinery acquired by a manufacturing company   50 

Green technology equipment      50 

Landscaping and other earthworks for embellishment purposes  50 

Scientific research      50 

Renovation-works expenditure by hotels, restaurants and  

retail outlets      33 
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Except for the annual allowance rates on industrial premises, the above rates will be 

applied on a straight-line basis. 

 

To qualify as capital expenditure on green technology, it must be incurred on the 

following: 

• Renewable energy 

• Energy-efficient equipment or noise-control devices 

• Water-efficient plant and machinery and rainwater harvesting equipment and 

systems 

• Pollution-control equipment or devices, including wastewater recycling 

equipment 

• Effective chemical hazard control devices 

• Desalination plant 

• Composting equipment 

• Equipment for shredding, sorting and compacting plastic and paper for 

recycling 

3. Any unused annual allowances that arise as a result of the above increased rates 

can be carried forward indefinitely. Expenditure on passenger cars will not be 

eligible for increased annual allowances. Capital allowances are subject to 

recapture on the sale of an asset to the extent the sales price exceeds the tax 

value after depreciation. Amounts recaptured are included in ordinary income and 

are subject to tax at the normal tax rate. To the extent that the sales price is lower 

than the depreciated value, an additional allowance is granted. 

4. Under an amendment contained in the Finance (Miscellaneous Provisions) Act 

2010, the total annual allowances on a motor car cannot exceed MUR3 million. 

The MUR3 million cap does not apply to persons engaged in the business of tour 

operator or car rental. 

Relief for losses: 

1. Losses can be offset against future corporate income in the following five income 

years. Losses attributable to annual allowances claimed with respect to assets 

acquired on or after 1 July 2006 can be carried forward indefinitely. Losses may 

not be carried back. 
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2. If a company takes over a company engaged in manufacturing activities or if two 

or more companies engaged in manufacturing activities merge into one company, 

any unrelieved losses of the acquired company or merging companies may be 

transferred to the acquirer or to the company resulting from the merger in the  

income year of the takeover or merger, subject to certain conditions relating to 

the safeguarding of employment that may be established by the Minister of 

Finance. The loss transferred is withdrawn if, within three years from the date of 

the takeover or merger, more than 50% of the employees are made redundant. 

 

Miscellaneous matters: 

General: 

1. Anti-avoidance legislation. Anti-avoidance provisions apply to interest on 

debentures issued by reference to shares, excessive remuneration to 

shareholders or directors, benefits to shareholders, excessive management 

expenses, leases with inadequate rent, rights over income retained and other 

transactions designed to avoid tax liability.  

2. Interest on debentures issued by reference to shares. If a company issues 

debentures in the proportion of shares held by each shareholder, the interest on 

the debentures is treated as a dividend and is therefore not an allowable 

deduction for the company. The 2004 Finance Act provides that such interest on 

the debentures is not treated as a dividend for the shareholder. 

3. Benefits to shareholders. If a benefit of any nature, whether in money or money’s 

worth, is granted by a company to a shareholder or a party related to the 

shareholder, the value of the benefit is deemed to be a taxable benefit in the 

hands of the shareholder or the related party. 

4. Rights over income retained. If a person transfers property or any right to income 

to a related party and retains or obtains power to enjoy income from the property 

or the right, the income is deemed to be derived by the transferor. 
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5.25) Mexico (Mexico City) (NA) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 30 

Capital Gains Tax 30 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 10 Years 

VAT 16 

Other Social Taxes & Environmental At different rates 

 

Taxes on corporate income: 

General: 

1. Corporations resident in Mexico are taxable on their worldwide income from all 

sources, including profits from business and property. A Non-resident corporation 

in Mexico is subject to profits tax on income earned from carrying on business in 

Mexico. Corporations are considered residents of Mexico if they are established 

under Mexican law or if their principal place of management is located in Mexico. 

2. Corporations are taxed in Mexico only by the federal government. Mexico has a 

general system for taxing corporate income, ensuring that all of a corporation’s 

earnings are taxed only once, in the fiscal year in which the profits are obtained. 

3. The income tax law recognizes the effects of inflation on the following items and 

transactions: 

• Depreciation of fixed assets • Cost on sales of fixed assets 

• Sales of capital stock (shares) • Monetary gains and losses 

• Tax loss carry forwards 

4. Investment in capital stock may be indexed at the time of capital stock reductions 

or liquidation. Taxes are also indexed for inflation in certain circumstances. 

5. Corporations are subject to federal corporate income tax at a rate of 30%. 

Capital gains: 

1. Mexican tax law treats capital gains as normal income and taxes them at regular 

corporate tax rates, except for capital gains derived from publicly traded shares 

sold by individuals or non-Mexican residents, which are taxed at a rate of 10%. 
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2. To determine the deductible basis for sales of real estate, fixed assets and 

shares, the law allows for indexation of the original cost for inflation. 

Administration: 

The tax period always ends on 31 December and cannot exceed 12 months. The tax 

return must be filed by the end of the third month following the tax year-end. Monthly 

tax instalments must be paid during the corporation’s tax year. 

Dividends: 

Dividends received by resident and Non-resident shareholders from a Mexican 

corporation are subject to a 10% income tax. Dividends are not subject to corporate 

income tax if the earnings were already subject to corporate income tax and if the 

distributing corporation has sufficient accumulation in its “net tax profit” (CUFIN) 

account to cover the dividend. If the accumulated amount is not sufficient, the 

dividends are taxed at the corporate level at a rate of 30%.  

The following is an illustration of how to compute the net tax profit for the CUFIN 

account. 

MXN 

Corporate taxable income     1,000 

Income tax (30%)      (300) 

Non-deductible profit sharing to employees (estimated)   (150) 

Non-deductible expenses      (50) 

Net tax profit (not subject to corporate income tax on distribution)  500 

Income tax paid on distributed profits may be credited against corporate income tax 

in the year in which the dividend is paid and in the following two years. 

 

Determination of trading income: 

General: 

Taxable profits are computed in accordance with generally accepted accounting 

principles, with the following exceptions: 

• Non-deductibility of penalties and unauthorized donations 

• Non-deductibility of increases to reserves for bad debts, obsolescence, 

contingencies, indemnities and so forth 

• Monetary gain on debts, and monetary loss on credits, to recognize the effect 

of inflation 
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• Non-deductibility of 53% of exempt salaries (percentage may be decreased to 

47% if the exempt salaries are not reduced from previous year) Employee 

profit-sharing is effectively deductible. 

Inventories: 

Instead of deducting the normal cost of sales, inventory purchases, labor costs and 

overhead expenses are deductible each fiscal year. However, beginning in 2005, the 

cost of goods sold is deductible instead of inventory purchases. Complex rules apply 

with respect to this measure.  

Depreciation: 

1. The straight-line method is used to depreciate tangible fixed assets and to 

amortize intangible assets. Depreciation must be computed using the annual 

percentages set by law. The depreciation of new assets must be computed on a 

proportional basis relating to the months in which the assets are used. 

Depreciation is computed on original cost of fixed assets, with the amount of 

depreciation indexed for inflation as measured by price indices. 

2. The following are the maximum annual depreciation rates for certain types of 

assets. 

Buildings     5 

Motor vehicles     25 

Office equipment     10 

Computers Mainframe equipment     30 

Peripheral equipment     30 

Plant and machinery     10 

Environmental machinery and equipment     100 

Groups of companies: 

A Mexican holding company may obtain an authorization to effectively compute a tax 

on a consolidated basis, but each company of the group is responsible for filing and 

paying the tax individually. This option is subject to several rules and limitations. 

 

Miscellaneous matters: 

1. Mexico has transfer-pricing rules. Acceptable transfer-pricing methods include 

the comparable uncontrolled price method, the resale price method, the cost-plus 

method, the profit-split method, the residual profit-split method and the 
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transactional net-margin method. In certain cases, specific appraisals are used. 

Transactions between related parties are subject to greater scrutiny. It may be 

possible to reach transfer-pricing agreements in advance with the tax authorities. 

These agreements may apply for a period of up to five years. 

2. Debt-to-equity rules. Interest deductions may be disallowed if the debt-to-equity 

ratio exceeds 3 to 1. 
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5.26) Morocco (Rabat) (AF) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 30 

Capital Gains Tax 30 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 4 Years 

VAT 20 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. The following companies are subject to corporate income tax: 

• Resident companies (those incorporated in Morocco) 

• Non-resident companies deriving taxable income from activities carried out in 

Morocco 

• Non-resident companies deriving capital gains from sales of un listed shares 

and bonds in Morocco (unless a double tax treaty between Morocco and the 

residence country of the beneficiary provides otherwise) 

• Branches of foreign companies carrying on business activities independent of 

those performed by their head office 

2. Only Moroccan-source income is subject to tax unless a provision of a double tax 

treaty provides otherwise. 

3. The regular corporate tax rate is 30% of taxable income. A 10% rate applies to 

such companies with taxable income of less than MAD300,000. The Casablanca 

Finance City regime provides a 10% rate for regional or international head 

offices. 

4. Minimum tax is the greater of MAD3,000 or 0.5% of the total of the following 

items: 

• Turnover from sales of delivered goods and services rendered 

• Other exploitation income (for example, directors’ fees received when the 

company acts as an administrator of another company, revenues from 
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buildings that are not used in the company’s activities and profits and 

transfers of losses with respect to shared operations) 

• Financial income (excluding financial reversals and transfers of financial 

expenses) 

• Subsidies received from the state and third parties  

5. However, the rate of minimum tax is reduced to 0.25% for sales of petroleum 

goods, gasoline, butter, oil, sugar, flour, water and electricity. The minimum tax is 

imposed if it exceeds the corporate income tax calculated using the 30% rate or if 

the company incurs a loss. New companies are exempt from minimum tax for 36 

months after the commencement of business activities. 

6. For regional or international head offices benefiting  from the Casablanca 

Finance City regime, the minimum tax is 5% of the total operating expenses. 

7. Non-resident contractors may elect an optional method of taxation for 

engineering, construction or assembly work or for work on industrial or technical 

installations. Under the optional method, an 8% tax is applied to the total contract 

price including the cost of materials, but excluding value-added tax (VAT). 

8. If the remittance of branch profits can be directed by the head office, a 10% 

withholding tax is imposed on branch profits after deduction of corporate income 

tax. 

9. Tax incentives. Morocco offers the same tax incentives to domestic and foreign 

investors. Various types of companies benefit from tax exemptions and tax 

reductions, which are summarized below. 

10. Permanent exemptions. Permanent tax exemptions are available to agricultural 

enterprises and cooperatives with annual turnover of less than MAD5 million, 

excluding VAT. However, these organizations do not benefit from the 100% 

rebate for dividends and are not exempt for profits on transfers of shares. 

11. Capital risk companies are exempt from corporate income tax on profits derived 

within the scope of their activities (these are profits related to purchases of 

companies’ shares that support such companies’ development and the sales of 

such shares thereafter). 

12. Total exemption followed by permanent reduction. Export companies are exempt 

from corporate income tax on their profits related to their export turnover during 

the first five years following their first export transaction. These companies benefit 

from a reduced rate of 17.5% in subsequent years. This exemption no longer 
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applies to exporters of recovery metals. For service exportation, the related 

turnover must be generated in foreign currency that is properly repatriated. 

13. Hotel companies benefit from a tax exemption and a tax reduction with respect to 

their profits corresponding to their foreign currency revenues that are generated 

by their hotels and are remitted to Morocco either directly or through travel 

agencies. Hotel companies are fully exempt from tax on such profits for the first 

five years following their first foreign currency sale operation, and they benefit 

from a reduced rate of 17.5% on such profits  in subsequent years. Management 

companies of “real estate residences for tourism promotion” also benefit from this 

measure, under the same conditions.  

14. A “real estate residence for tourism promotion” is a residence assimilated to a 

hotel in which the housing units belong to one or more owners and of which a 

minimum percentage of the housing units (fixed by regulations at 70%) is 

managed by a licensed management company for at least 9 years.  

15. The Casablanca Finance City regime provides to service provider companies a 5-

year tax exemption and an 8.75% tax rate after the fifth year for a period of 20 

years.  

16. Permanent reductions. Mining companies, including those that sell products to 

export companies, benefit from a reduced corporate income tax rate of 17.5%. 

17. A 10% rate applies to regional or international head offices that benefit from the 

Casablanca Finance City regime. 

18. Companies established in the area of Tangier benefit from a reduced corporate 

income tax rate of 17.5% and a 50% reduction in professional tax and local 

services tax (for details regarding the last two taxes). This regime cannot be 

combined with any other tax benefits. 

19. Effective from 1 January 2011, the corporate income tax rate applicable to 

companies established in the Tangier area will increase by 2.5% each year until 

the 2015 fiscal year when the applicable rate will be 30%. 

20. Total exemption followed by temporary reduction. Export companies established 

in Moroccan free zones are exempt from corporate income tax for the first 5 

years of activity and are subject to corporate income tax at a rate of 8.75% for the 

following 20 years. 
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21. Companies holding a hydrocarbon exploration and exploitation permit are exempt 

from corporate income tax for 10 years from the beginning of hydrocarbon regular 

production. 

22. Subject to certain conditions, real estate developers benefit from a total 

exemption from corporate income tax and other taxes with respect to construction 

programs for social housing under agreements entered into with the government. 

This temporary regime applies from 1 January 2010 through 31 December 2020. 

23. Temporary reduction. Companies, other than permanent establishments of 

foreign companies, banks and insurance companies, benefit from a reduced 

corporate income tax rate of 17.5% for the first five years of operations if they are 

located in economic areas that are specified by decree as being in a 

developmental stage. 

24. Handicraft companies, private schools and educational institutes benefit from a 

reduced corporate income tax rate of 17.5% for their first five years of operations. 

Capital gains: 

1. Capital gains on the sale of fixed assets are taxed at regular corporate tax rates. 

2. Non-resident companies are taxed on profits derived from sales of unlisted 

shares of Moroccan companies at a rate of 30%, unless a double tax treaty 

between Morocco and the residence country of the beneficiary provides 

otherwise. In addition, they must file an income declaration before the end of the 

month following the month in which the sales occurred. 

3. Special rules apply to mergers and liquidations of companies. 

Administration: 

1. Within three months after the end of their financial year, companies must file a 

corporate income tax return with the inspector of direct taxes for the district in 

which their company headquarters are located. The companies’ financial 

statements must be enclosed with the return.  

2. Companies must make advance payments of corporate income tax. For 

companies with a 31 December year-end, the payments must be made by 31 

March, 30 June, 30 September and 31 December.  

3. Each payment must be equal to 25% of the previous year’s tax. If the minimum 

tax does not exceed MAD3,000, it is fully payable in one installment. Payment of 
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the minimum tax exceeding this amount is made in accordance with the rules 

applicable to the corporate income tax. 

Dividends: 

Dividends are generally subject to a 15% withholding tax. However, withholding tax 

does not apply to dividends paid to Moroccan companies subject to Moroccan 

corporate tax if a property attestation is delivered by the beneficiary company. Such 

companies are also exempt from corporate income tax on the dividends. 

Foreign tax relief: 

Foreign tax relief is granted in accordance with the provisions of Morocco’s double 

tax treaties and the Moroccan Tax Code. 

 

Determination of trading income: 

General: 

1. The computation of taxable income is based on financial statements prepared 

according to generally accepted accounting principles, subject to modifications 

provided in the Moroccan Tax Code. 

2. Business expenses are generally deductible unless specifically excluded by law. 

The following expenses are not deductible: 

• Interest paid on shareholders’ loans in excess of the interest rate determined 

annually by the Ministry of Finance or on the portion of a shareholder’s loan 

exceeding the amount of capital stock that is fully paid up. No interest on 

shareholders’ loans is deductible if the capital stock is not fully paid up. 

• Certain specified charges, gifts, subsidies and penalties. 

• The tax base for coordination centers is equal to the sum of the following: 

- Ten percent of their operating expenses 

- Their income derived from non-current operations, such as sales of goods 

and services, and investments in securities  

Inventories: 

Inventory is normally valued at the lower of cost or market value. For non-identifiable 

goods, cost must be determined by a weighted-average cost-price method or the 

first-in, first-out (FIFO) method. 
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Provisions: 

1. Provisions included in the financial statements are generally deductible for tax 

purposes if they are established for clearly specified losses or expenses that are 

probably going to occur. 

2. Provisions on bad debts are deductible if a court action is instituted against the 

debtor within 12 months after the booking of the provision. 

Depreciation:  

1. Land may be amortized only if it contributes to production (for example, mining 

lands). Other fixed assets may be depreciated using the following two methods: 

• The straight-line method at rates generally used in the sector of the activity. 

• A declining-balance method with depreciation computed on the residual value 

by applying a declining coefficient that ranges from 1.5 to 3 and that is linked 

to the term of use. The declining balance method may not be used for cars 

and buildings. 

The following are some of the applicable straight-line rates. 

Asset      Rate (%) 

Commercial and industrial buildings      4 or 5 

Office equipment      10 to 15 

Motor vehicles (for vehicles used in tourism, the maximum  

depreciable value is MAD300,000 including VAT)     20 to 25 

Plant and machinery      10 to 15 

Certain intangible assets, such as goodwill, do not depreciate over time or by use 

and, consequently, are not amortizable. 

 

Miscellaneous matters: 

General: 

1. Remittances of capital and related income to non-residents are guaranteed. No 

limitations are imposed on the time or amount of profit remittances. The 

remittance of net profits on liquidation, up to the amount of capital contributions, 

is guaranteed through transfers of convertible currency to the Bank of Morocco. 

2. As a result of the liberalization of foreign-exchange controls, foreign loans 

generally do not require an authorization from the exchange authorities. 

However, to obtain a guarantee for the remittance of principal and interest, notes 
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are commonly filed at the exchange office, either through the bank or directly by 

the borrower. 

3. If the loan’s conditions are equivalent to those prevailing in foreign markets, the 

exchange office approves the loan agreement. The loan agreement must be filed 

with the exchange office as soon as it is established. 

4. To promote exporting, Moroccan law allows exporters of goods or services to 

hold convertible dirhams amounting to 50% of repatriated currency. Exporters 

must spend these convertible dirhams on professional expenses incurred abroad. 

Such expenses must be paid through bank accounts of convertible dirhams, 

called “Convertible Accounts for the Promotion of Export”. 

Mergers and liquidations: 

1. The Moroccan Tax Code provides two types of taxation for mergers, which are 

the common tax regime and the specific regime. Under the common tax regime, 

the absorbed company is subject to tax on all profits and capital gains relating to 

the merger and on the profits realized between the beginning of the fiscal year 

and the effective date of the merger. 

2. The specific regime allows deferred taxation of profit related to goodwill and land 

if certain conditions are met. The 2010 Finance Bill instituted a temporary regime, 

which applied from January 2010 through December 2012. This regime is 

extended until 31 December 2016. In addition to the incentives provided by the 

specific regime, the temporary regime provides other incentives such as an 

exemption for profits derived from share transfers at the level of the shareholders. 

The temporary regime also applies to total scissions of companies. 

3. Liquidations of companies trigger immediate taxation in accordance with the tax 

rules described above and, if applicable, a 10% withholding tax on liquidation 

profit called.” The Liquidation profit is the balance of assets that remains for 

shareholders on the liquidation of a company after settlement of all liabilities, and 

the reimbursement of the share capital and reserves aged more than 10 years. 
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5.27) New Zealand (Wellington) (AU) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 28 

Capital Gains Tax Nil 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Indefinite 

GST 15 

Other Social Taxes  At different rates 

 

Taxes on corporate income: 

General: 

1. Resident companies are subject to income tax on worldwide taxable income. 

Non-resident companies carrying on business through a branch pay tax only on 

New Zealand-source income. 

2. A company is resident in New Zealand if it is incorporated in New Zealand, if it 

has its head office or center of management in New Zealand or if director control 

is exercised in New Zealand.  

3. Resident and Non-resident companies are subject to tax at a rate of 28%. 

Capital gains:  

No capital gains tax is levied in New Zealand. However, residents may be taxed on 

capital gains derived from many types of financial arrangements and from certain 

real and personal property transactions. These gains are subject to tax at the 

standard corporate tax rate. 

Administration: 

1. The income year is from 1 April to 31 March. A company with an accounting 

period that ends on a date other than 31 March may apply to the Commissioner 

of Inland Revenue for permission to adopt an income year that corresponds to its 

accounting period. If the Commissioner approves an alternative income year, 

income derived during that year is deemed to have been derived during the year 

ending on the nearest 31 March. For this purpose, year-ends up to 30 September 
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are deemed to be nearest the preceding 31 March, and year-ends after 30 

September are deemed to be nearest the following 31 March. 

2. Companies with year-ends from 1 April to 30 September must file tax returns by 

the seventh day of the fourth month following the end of their income year. All 

other companies must file their returns by 7 July following the end of their income 

year. 

3. Provisional tax payments for the 2008-09 and subsequent income years must 

generally be made in the fifth, ninth and thirteenth months after the beginning of 

the company’s income year. The first installment equals one-third of the 

provisional tax payable; the second installment equals two-thirds of the 

provisional tax payable, less the amount of the first installment; and the balance 

of the provisional tax is payable in the third installment.  

4. The provisional tax payable in a year equals 105% of the income tax payable in 

the preceding year. For the 2008-09 and subsequent income years, companies 

that are registered for Goods and Services Tax that meet certain criteria may 

elect to calculate their provisional tax under a GST ratio method and pay the 

provisional tax in installments when they file their GST returns, generally every 

two months.  

5. Companies with year ends from October to January must pay terminal tax by the 

seventh day of the eleventh month following the end of the income year. 

Companies with a February year-end must pay terminal tax by the fifteenth day of 

the following January. All other companies must pay terminal tax by the seventh 

day of February following the end of their income year. The date for payment of 

terminal tax may be extended by two months if the company has a tax agent. 

6. Several measures impose interest and penalties on late payments of income tax. 

For late payments or underpayments, the basic penalty equals 5% of the unpaid 

tax. This penalty is reduced to 1% if the tax is paid within a week after the due 

date. An additional penalty of 1% of the unpaid balance, compounding monthly, is 

also imposed.  

7. Interest may be payable if provisional tax paid at each instalment date is less 

than the relevant proportion (generally, one-third for the first installment date, 

two-thirds for the second installment date and three-thirds for the third installment 

date) of the final income tax payable for the year. Conversely, interest may be 

credited on over paid provisional tax. 
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8. Interest charges and the risk of penalties with respect to provisional tax may be 

reduced if provisional tax is paid under a tax pooling arrangement through a 

Revenue-approved intermediary.  

Dividends: 

1. Dividends received by New Zealand resident companies from other New Zealand 

resident companies are taxable. However, dividends received from wholly owned 

subsidiaries resident in New Zealand are exempt. Dividends received by New 

Zealand resident companies from Non-resident companies are generally exempt. 

However, as a result of changes applying for taxpayers’ income years beginning 

on or after 1 July 2009, certain dividends received by New Zealand resident 

companies from Non-resident companies are taxable, including the following: 

• Dividends that are directly or indirectly deductible overseas 

• Dividends on certain fixed-rate shares 

• For income years beginning on or after 1 July 2011, dividends derived by 

Portfolio Investment Entities (PIEs) 

• Dividends relating to certain portfolio (less than 10%) investments that are 

exempt from income attribution under the foreign investment fund regime 

2. Imputation system 

- New Zealand’s dividend imputation system enables a resident company to 

allocate to dividends paid to shareholders a credit for tax paid by the 

company. The allocation of credits is not obligatory. However, if a credit is 

allocated, the maximum credit is based on the current corporate income 

tax rate. Based on the current corporate income tax rate of 28%, the 

maximum credit is 28/72, meaning that a dividend of NZD72 may have an 

imputation credit attached of up to NZD28.  

- The imputation credits described above may not be used to offset Non-

resident withholding tax on dividends paid to non-residents. However, 

effective from 1 February 2010, they may allow Non-resident withholding 

tax to be reduced to 0% if Non-resident recipients hold direct voting 

interests of at least 10% or if a tax treaty reduces the tax rate below 15%. 

A New Zealand company may pass on the benefit of such credits to other 

Non-resident investors through payments of supplementary dividends.  
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- The aim of this mechanism is to allow Non-resident investors to claim a full 

tax credit in their home countries for New Zealand Non-resident 

withholding tax. The New Zealand company may also claim a partial 

refund or credit with respect to its own New Zealand company tax liability. 

Effective from 1 February 2010, payment of supplementary dividends can 

generally be made only to Non-resident companies and individuals who 

hold direct voting interests of less than 10% and who are subject to a tax 

rate of at least 15% after any tax treaty relief. Effective from the 2013-14 

income year, supplementary dividends can also be paid with respect to 

qualifying Non-resident investors in certain portfolio investment entities 

(PIEs) that invest in assets outside New Zealand. 

- Australian resident companies may also elect to maintain a New Zealand 

imputation credit account and collect imputation credits for income tax paid 

in New Zealand. New Zealand shareholders in an Australian resident 

company that maintains such an imputation credit account and attaches 

imputation credits to dividends can receive a proportion of the New 

Zealand imputation credits equal to their proportion of shareholding in the 

Australian company.  

- Imputation credits must be allocated proportionately to all shareholders. In 

general, the carry forward of excess credits for subsequent distribution 

must satisfy a 66% continuity-of-shareholding test. Interests held by 

companies or nominees are generally traced through to the ultimate 

shareholders. Listed, widely held companies and limited attribution foreign 

companies are entitled to special treatment. 

- In effect, they are treated as the ultimate shareholder if their voting interest 

in other companies is less than 50% or if the actual ultimate shareholders 

would each have voting interests of less than 10% in the underlying 

company. The definition of a listed company includes companies listed on 

any exchange in the world that is recognized by the Commissioner of 

Inland Revenue. For carryforward purposes, direct voting or market value 

interests of less than 10% may be considered to be held by a single 

notional person, unless such an interest is held by a company associated 

with the company that has the carry forward. 
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3. Companies with foreign dividend payment credits may pass the benefit of the 

payments to the shareholder by way of a credit attaching to dividends paid by the 

company. The credit may be available under either the imputation system or the 

foreign dividend payment system. The unused portion of a foreign dividend 

payment credit can be refunded to the shareholder, but an excess imputation 

credit is not refundable. 

4. Resident withholding tax. For dividends paid to a resident company by another 

resident company that is not in a tax group with the recipient, the payer must 

deduct a withholding tax equal to 33%, having first allowed for any imputation 

credits attached to the dividend, unless the recipient holds an exemption 

certificate.  

Foreign tax relief: 

Tax paid outside New Zealand by a New Zealand resident taxpayer can be claimed 

as a credit against the tax payable in New Zealand. The credit is limited to the 

amount of New Zealand tax payable on that income. 

 

Determination of trading income: 

General: 

1. Assessable income consists of all profits or gains derived from any business 

activity, including the sale of goods and services, commissions, rents, royalties, 

interest and dividends.  

2. A gross approach applies to the calculation of taxable income. Under this 

approach, a company calculates its gross assessable income and then subtracts 

its allowable deductions to determine its net income or loss. If the company has 

net income, it subtracts any loss carry forwards or group losses to determine its 

taxable income. 

3. To be deductible, expenses must be incurred in deriving gross income or 

necessarily incurred in carrying on a business for the purpose of deriving gross 

income. Interest is deductible for most New Zealand resident companies, subject 

to the thin-capitalization rules. 

4. Deductions for certain business entertainment expenses are limited to 50% of the 

expenses incurred. Capital expenditures are generally not deductible. 
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5. Exempt income. The only major categories of exempt income are dividends 

received from a wholly owned subsidiary resident in New Zealand, certain 

dividends received from Non-resident companies and dividends paid out of 

capital gains derived from arm’s-length sales of fixed assets and investments on 

winding up. 

Inventories: 

Stock in trade must generally be valued at cost. Market selling value may be used 

(but not for shares or “excepted financial arrangements”) if it is lower than cost. Cost 

is determined by reference to generally accepted accounting principles, adjusted for 

variances between budgeted and actual costs incurred. 

Depreciation: 

1. The depreciation regime generally allows a deduction for depreciation of 

property, including certain intangible property, used in the production of 

assessable income. Depreciation cannot be claimed for income tax purposes on 

buildings with useful lives estimated by the Commissioner of Inland Revenue to 

be at least 50 years, effective from taxpayers’ 2011-12 income years. 

Depreciation may continue to be claimed on commercial building fit-outs, certain 

depreciable land improvements and structures other than 50-year buildings. Most 

assets can be depreciated using the straight-line or the declining-balance 

methods.  

2. For assets valued at less than NZD2,000, a taxpayer may elect to pool the assets 

and apply the pool-depreciation method. Under the pool-depreciation method, the 

lowest rate applicable to any asset in the pool is used to depreciate all assets in 

the pool. A taxpayer may have more than one pool of assets. Assets in a pool 

must be used for business purposes only or be subject to Fringe Benefit Tax to 

the extent the assets are not used for business purposes. Buildings may not be 

pooled. Property costing NZD500 or less may generally be written off 

immediately. 

3. Tax depreciation is generally subject to recapture on the sale of an asset to the 

extent the sales proceeds exceed the tax value after depreciation. Amounts 

recaptured are generally included in assessable income in the earliest year in 

which the disposal consideration can be reasonably estimated. If sales proceeds 

are less than the tax value after depreciation, the difference may generally be 

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 240 
 

deducted as a loss in the year of disposal. However, such losses on buildings are 

deductible only if they occur as a result of natural disasters or other events 

outside the taxpayer’s control. 

Trading losses: 

Trading losses may be carried forward and offset against future taxable income if, at 

all times from the beginning of the year of loss to the end of the year of offset, a 

group of persons held aggregate minimum voting interests in the company and, in 

certain circumstances, minimum market value interests of at least 49%. 

Group losses: 

Losses incurred within a group of companies may be offset against other group 

company profits either by election or subvention payments.  

Subvention payments are inter corporate payments specifically made to effect the 

transfer of company losses. They are treated as deductions to the paying (profit) 

company and as taxable income to the recipient (loss) company. The loss company 

and the profitmaking company must be in the same group of companies throughout 

the relevant period. The required common ownership is 66%. Wholly owned 

corporate groups may elect income tax consolidation.   

Elective regime for closely held companies. Look-through companies with five or 

fewer shareholders may elect to be taxed similarly to partnerships. However, reforms 

enacted following the May 2010 budget restrict shareholders’ ability to claim losses, 

effective from their 2011-12 income years.  

 

Miscellaneous matters: 

General: 

1. Legislation permits the Inland Revenue Department to void any arrangement 

made or entered into if tax avoidance is one of the purposes or effects of the 

arrangement and is not merely incidental. 

2. Branch-equivalent system. Under the branch-equivalent system of taxation, New 

Zealand residents that have interests in the income of a controlled foreign 

company (CFC) may be taxed on attributed income as if the CFC is a branch of a 

New Zealand resident company.  

3. A CFC is a foreign company under the control of five or fewer New Zealand 

residents or a group of New Zealand resident directors. In general, for the 
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purposes of the CFC rules, control is more than 50% ownership. A New Zealand 

resident with an income interest greater than 10% is required to calculate and 

include in income the attributed foreign income or loss of the CFC unless the 

CFC is resident in Australia and meets certain criteria or the active-income 

exemption applies. Branch-equivalent losses are quarantined. 

4. No attribution is required under the CFC rules if passive income is less than 5% 

of the CFC’s or a relevant group’s income. If the 5% threshold is exceeded, any 

attribution is limited to passive income.  

5. The rules defining passive income and calculating the percentage of a CFC’s 

passive income in relation to total income are complex. 

Foreign investment fund system: 

1. New Zealand has a foreign investment fund (FIF) system that aims to tax the 

change in value of a New Zealand resident’s interest in the FIF over an income 

year. The change in value may include income, capital growth and any exchange 

fluctuation. 

2. The FIF regime generally applies to all offshore investments that are not CFC 

interests, including interests in foreign companies, foreign unit trusts, foreign life 

insurance, and foreign savings and superannuation funds. 

3. The FIF rules do not apply to individuals owning FIF interests that cost less than 

NZD50,000. Exemptions are also provided for certain employment-related foreign 

superannuation schemes and foreign private annuities and pensions as well as 

for the first four years that individuals who become resident in New Zealand hold 

interests in foreign life insurance funds and superannuation schemes, if the 

individuals held these interests before they became resident in New Zealand. 

Legislative proposals that have been introduced but not yet enacted would 

remove superannuation scheme interests from the FIF regime if individuals 

acquired them before becoming resident in New Zealand. 

4. As a result of reforms to the FIF rules, which generally apply for the 2007-08 and 

subsequent income years, a general exclusion of interests in grey list country 

companies no longer exists. Interests in certain Australian listed companies and 

unit trusts, certain venture capital investments in grey list country companies and 

shares held under certain employee share schemes may be excluded from the 

FIF rules if statutory criteria are met. The grey list countries are Australia, 
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Canada, Germany, Japan, Norway, Spain, the United Kingdom and the United 

States.  

5. Initially, the four permissible methods for calculating FIF income were a branch-

equivalent method, a deemed rate of return method, a comparison of opening 

and closing values, and a method based on accounting profits. Effective from the 

2007-08 income year, two other alternatives could generally be used if the FIF 

interest held was less than 10%. These two methods were the 5% fair dividend 

rate method and the cost method. 

6. An “active business” and “active income” exemption for FIF interests in 

companies of at least 10% replaced the previous grey list country exemption for 

income years beginning on or after 1 July 2011. An exemption is retained for FIF 

interests of at least 10% in Australian companies. Application of the outbound 

thin capitalization rules (see Debt-to-equity ratios) is extended to residents with 

interests of at least 10% in FIFs that are exempt from attribution of FIF income 

under the Australian FIF exemption and to cases in which the “active income” 

method is used. 

7. The branch-equivalent and accounting profits methods are no longer available for 

taxpayers’ income years beginning on or after 1 July 2011, and use of the 

deemed rate of return method is more restricted. The 5% fair dividend rate 

method is the general default method if taxpayers with FIF interests of at least 

10% do not have sufficient information, or do not want, to use the “active income” 

method to determine exempt or non-exempt status or to calculate any attributable 

FIF income. 

8. Portfolio investment entities. Certain collective-investment entities that elect the 

Portfolio Investment Entity (PIE) regime are not taxable on gains on the disposal 

of New Zealand and certain Australian shares. In addition, their income may 

generally be tax ed at the corporate tax rate or at rates approximating their 

individual investors’ marginal tax rates (which may be 0% for Non-resident 

investors in certain types of PIEs that invest wholly or partly in assets outside 

New Zealand). 

Transfer pricing: 

1. The transfer-pricing regime in New Zealand is aimed primarily at cross-border 

arrangements between associated parties. Taxpayers are able to adopt the 
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method that produces the most reliable measure of arm’s-length consideration. 

The allowable methods are the comparable uncontrolled price method, the resale 

price method, the cost-plus method, the profit-split method and the comparable 

profits method. Binding rulings with respect to transfer-pricing issues are 

available from the Commissioner of Inland Revenue. New Zealand and countries 

with which New Zealand has concluded tax treaties may enter into multilateral 

advance pricing agreements under the transfer-pricing regime.  

2. Debt-to-equity ratios. In conjunction with the transfer-pricing regime , a thin-

capitalization regime applies to New Zealand entities that are at least 50% owned 

or controlled by a single Non-resident (however, interests held by persons 

associated with a Non-resident may be included for the purpose of determining 

the Non-resident’s level of control). This regime generally denies interest 

deductions to the extent that the New Zealand entity’s level of interest-bearing 

debt exceeds both a safe harbor debt to total assets ratio of 60% and 110% of 

the ratio of interest-bearing debt to total assets of the entity’s worldwide group. A 

netting rule excludes borrowings that are in turn loaned to the following: 

• Non-residents that are not carrying on business in New Zealand through a 

fixed establishment 

• Non-associated persons 

• Associates that are subject to the thin-capitalization regime but are not in the 

lender’s New Zealand group Specific rules and thresholds apply to registered 

banks. 

As a result of changes enacted in October 2009, for thin-capitalization purposes, 

certain stapled debt securities and fixed-rate shares are included as debt, while 

investments in CFCs may be excluded from assets. 

3. Legislation that has been introduced but not yet enacted would generally extend 

the application of the inbound thin-capitalization rules, effective from the 2015-16 

income year, to New Zealand entities that are at least 50% owned or controlled 

by two or more non-associated Non-resident investors if the latter are regarded 

as acting together with respect to the funding of the New Zealand entities or if the 

exercise of their ownership rights is coordinated by or through an intermediary, 

such as a private equity manager. 

4. An alternative safe harbor threshold calculation based on an interest-to-net 

income ratio may be used in limited outbound circumstances. The apportionment 
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calculation provides an effective exemption with respect to outbound investment 

by eliminating any adjustment if annual finance costs are below NZD1 million and 

provides relief on a tapering basis if annual finance costs are between NZD1 

million and NZD2 million.  

5. For income years beginning on or after 1 July 2011, the above rules are extended 

to New Zealand residents with interests in FIFs that are at least 10% and that are 

subject to the new “active income” method or Australian exemptions from FIF 

income attribution. 
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5.28) Nigeria (Abuja) (AF) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 30 

Capital Gains Tax 10 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Indefinite 

VAT / Service Tax (On some services) 5 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Resident companies are subject to tax on their worldwide profits. Non-resident 

companies are taxed on the profits of their operations in Nigeria only. However, if 

a Non-resident company performs a contract for survey, deliveries, installation or 

construction, the entire contract price is taxable in Nigeria, regardless of whether 

a portion of the contract is performed outside Nigeria. Assessable profits from all 

sources accruing in the accounting period are aggregated for tax purposes. Total 

profit on which tax is assessed is calculated by deducting capital allowances (tax 

depreciation) from the aggregate of assessable profits.  

2. A company is resident in Nigeria if it is incorporated in Nigeria. A foreign 

company that intends to carry on a trade or business in Nigeria is required by the 

Companies and Allied Matters Act to incorporate a Nigerian company. 

3. The corporate income tax rate is 30%. However, tax is assessed at a reduced 

rate of 20% for a Nigerian company’s first five tax years if it is engaged in 

manufacturing or agricultural production or in the mining of solid materials, and if 

its turnover (gross sales) is under NGN1 million. 

4. Tax holidays. Limited liability companies registered in Nigeria may apply for 

pioneer status, which is granted to companies in industries that are considered 

vital to Nigeria’s economic development. 

5. A company with pioneer status is granted a tax holiday of up to three years, with 

a possible extension for two years. Approved enterprises operating in export free-
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trade zones are exempt from all federal, state and local government taxes, levies 

and rates. New export-oriented companies located outside free trade zones may 

qualify for a three-year tax holiday if they satisfy certain conditions.  

6. Oil and gas companies. Companies engaged in the marketing and distribution of 

gas for domestic and industrial use are subject to the Companies Income Tax 

Act. Beginning on the date on which they begin production, companies engaged 

in gas utilization (downstream operations), which is the marketing and distribution 

of gas for domestic and industrial use, and companies using gas in industrial 

projects benefit from an initial three-year tax holiday. This tax holiday is 

renewable for an additional two years after the tax holiday expires if the company 

is performing satisfactorily. The companies also benefit from accelerated capital 

allowances after the tax-holiday period. These allowances consist of the 

following: 

• An annual allowance of 90% with a 10% retention for investment in plant and 

machinery  

• An additional 15% investment allowance, which does not reduce the cost of 

the asset for the purposes of calculating the annual allowance 

7. All expenditure necessarily incurred to separate gas from the reservoir 

(underground rock formation containing crude oil or gas), to convert it into usable 

product and to deliver gas to points of use is considered part of the capital 

investment for oil field development, which may be charged against profits. 

8. A gas-flaring penalty is imposed on oil companies for wasteful disposals of gases 

through burning in oil fields and refineries.  

9. Companies engaged in gas exploration are subject to the Companies Income 

Tax Act. Companies engaged in petroleum operations are deemed to be in the 

upstream sector of the oil and gas sector and are subject to tax under the 

Petroleum Profit Tax Act. The applicable Petroleum Profit Tax rate is 85%. A 

reduced rate of 65.75% applies if certain conditions are met. However, for 

petroleum operations carried out under the production-sharing contract regime, 

the applicable rate is 50%. 
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Minimum tax: 

1. Companies are required to pay minimum corporate tax if the minimum tax is 

greater than their actual tax liability. If a company’s turnover is NGN500,000 or 

less, the minimum tax is the highest of the following: 

• 0.5% of gross profit 

• 0.5% of net assets 

• 0.25% of paid-up capital 

• 0.25% of turnover 

2. If turnover is higher than NGN500,000, the minimum tax equals the amount 

computed in the preceding paragraph plus 0.125% of the turnover exceeding 

NGN500,000. The minimum tax does not apply to companies until the fifth year 

after the commencement of business. Companies engaged in an agricultural 

trade or business and companies with at least 25% imported equity capital are 

exempt from the minimum tax requirement. 

Withholding tax: 

1. The withholding tax rate on dividends and interest for residents and for recipients 

in non-treaty countries is generally 10%. However, certain dividends are exempt 

from tax. Taxable interest income includes interest on all time deposits with 

banks and on savings passbook accounts of NGN50,000 and above. Certain 

types of interest income are exempt from tax. Tax withheld from dividends and 

interest accruing to Non-resident companies is regarded as a final tax. For 

resident companies, the withholding tax from dividends is also regarded as a final 

tax, but they must account for other investment income in their tax returns and 

claim credit for tax withheld. 

2. Both resident and Non-resident companies must include in their tax returns 

earned income subject to withholding and claim the tax withheld as a credit. 

Special tax reliefs. Nigeria offers the special types of tax relief described below. 

Employment tax relief: 

If, in an assessment period, a company has minimum net employment of 10 

employees and if 60% of the employees do not have any form of previous work 

experience and are within three years of graduating from school or a vocation, the 

company is granted employment tax relief. This relief is an exemption from income 
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tax equal to 5% of its assessable profits in the assessment period in which the profits 

are generated, subject to other specified conditions. 

Work Experience Acquisition Programme Relief: 

If a company has a minimum net employment of five new employees and if it retains 

such employees for a minimum of two years from the year of assessment in which 

the employees are first employed, it is granted Work Experience Acquisition 

Programme Relief. This relief is an exemption from income tax equal to 5% of the 

company’s assessable profits in the assessment period in which the company 

qualifies, subject to other specified conditions.  

Infrastructure Tax Relief: 

Qualifying companies are granted Infrastructure Tax Relief. This relief equals 30% of 

the cost incurred in providing infrastructure or facilities of a “public nature,” which 

includes power (electricity), roads, bridges, water and other items. The relief is 

granted in addition to the usual deductions allowed with respect to the costs incurred 

under the relevant provisions of the Companies Income Tax Act, and it forms part of 

the deductible expenses of the company.  

Capital gains: 

1. Capital gains tax is chargeable on the gains accruing from the disposal of all 

types of assets, including the following: 

• Land and buildings 

• Options, debts and other property rights 

• Any currency other than Nigerian currency 

• Any form of property created by the person disposing of it or otherwise 

coming to be owned without being acquired 

• Movable assets (motor vehicles) 

2. For resident companies, disposals of assets located outside Nigeria are taxable 

regardless of whether gains accruing from such disposals are received in Nigeria. 

For Non-resident companies, only gains accruing in Nigeria are taxable. 

3. Taxable gain is the difference between the consideration accruing on the disposal 

of an asset and its original cost together with expenses incurred on its disposal. 

Any loss incurred on a disposal may not be offset against the gains accruing from 

the disposal of another asset unless the two disposals result from a single 

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 249 
 

transaction. Taxable gains are assessed in the year of disposal of an asset. The 

capital gains tax rate is 10%. 

4. A company may claim an exemption if the proceeds from the disposal of an asset 

used in a trade or business are applied within a year before or after the disposal 

toward the acquisition of a similar asset to be used in the same trade or business. 

Dividends: 

Dividends are generally subject to a final 10% withholding tax. Dividends distributed 

from pioneer profit or from after-tax petroleum profit are exempt from tax.  

Administration: 

1. The tax year is from 1 January to 31 December. Under the self-assessment 

regime modified by the government in December 2011, all companies subject to 

tax must compute their tax liability, make payment and file their tax return with the 

FIRS on or before the due date. The due date for filing of the company income 

tax return is six months after the end of its accounting year or within 18 months 

after its date of incorporation. A penalty of NGN25,000 is imposed for the first 

month of lateness in filing a return and NGN5,000 for each subsequent month. 

2. A taxpayer must apply to the tax authority for the making of installment payments. 

The final installment must be paid not later than the due date. The tax authority 

may grant approval for three installment payments beginning from the due date 

such that the last installment is paid not later than two months after the due date. 

3. Companies that do not comply with the requirement to file self-assessment 

returns and pay taxes due on or before the due date are assessed tax based on 

an administrative assessment issued by the FIRS. These companies may be 

required to pay their tax liability within two months after the date the assessment 

notice is served. 

4. A 10% penalty and interest at the prevailing bank lending rate are imposed for 

late payment of assessed tax. Tax refunds. The reforms to the tax system in 

Nigeria included the introduction of a tax refund system. After auditing a 

company’s documents, the FIRS determines whether an overpayment was made. 

5. Advance tax on dividends. A company planning to distribute dividends must first 

pay tax on the taxable profits at the corporate income tax rate to ensure that the 

dividends are paid with after-tax profits. This tax on dividends is considered an 

advance tax payment. If dividends are distributed from profits on which no tax is 
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payable as a result of no total profits or total profits that are less than the amount 

of dividends paid, the company paying the dividends is charged to tax on the 

dividends as if such dividends are the total profits of the company for the relevant 

year of assessment.  

6. The tax paid on dividends is not regarded as an advance payment of tax, and it is 

not refundable.  

Foreign tax relief:  

Foreign tax relief for the avoidance of double taxation is governed by tax treaties with 

other countries. If foreign tax is paid to a country that does not have a tax treaty with 

Nigeria, resident companies may claim the foreign tax paid as a tax-deductible 

expense. 

 

Determination of trading profit: 

General: 

1. Taxable income is based on financial statements prepared on commercial 

principles (that is, local generally accepted accounting principles [GAAP] or 

International Financial Reporting Standards [IFRS]). Trading profit is adjusted for 

deductions not allowed for tax purposes and for profits or gains not subject to tax. 

2. Investment income earned abroad is tax-exempt if it is brought into Nigeria 

through the Central Bank of Nigeria or through any bank or other corporate body 

appointed by the Minister of Finance as an authorized dealer. 

3. Interest received by banks on loans with a moratorium of at least 18 months and 

with an interest rate that is not more than the base lending rate at the time the 

loan was granted is exempt from tax if the following circumstances exist: 

• The loans are granted to agricultural trades or businesses. 

• The loans are granted to companies or individuals engaged in the 

manufacturing of plant and machinery in Nigeria. 

• The loans are granted for working capital for any cottage industry established 

by the company. 

4. Interest on bank loans granted for the manufacturing of goods for export are 

exempt from tax if certain specified conditions are met. 

5. Interest on foreign loans is exempt subject to certain limits. 
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6. Interest earned by a Non-resident company on a deposit account consisting 

entirely of foreign-currency transfers is exempt from tax. In addition, interest on 

foreign-currency accounts maintained or operated in Nigeria is exempt from tax. 

7. The following are exempt from income tax, effective from 2 January 2012: 

• Trading income derived from short-term federal government securities, such 

as treasury bills and promissory notes 

• Trading income derived from bonds issued by federal, state and local 

governments and their agencies 

• Trading income derived from bonds issued by corporate bodies including 

supra nationals 

• Interest earned by holders of the bonds and securities listed above 

The exemption is for a period of 10 years with the exception of income derived from 

bonds issued by the federal government which have an indefinite exemption. 

8. Expenses must be reasonable and incurred wholly, exclusively, necessarily and 

reasonably for the purpose of the trade or business. Deductions are not allowed 

for the following: 

• Losses reimburse able under an insurance contract or a contract of indemnity 

• Donations made to public bodies and institutions not approved by the 

government 

• Subscriptions to social organizations 

Limitations apply to the deductibility of the following: 

• Donations to approved bodies and institutions 

• Management fees 

• Contributions to the National Pension Fund Scheme 

Inventory: 

1. The Inventory method should be used consistently from year to year. However, 

subject to certain exceptions stated in the Statement of Accounting Standards 

issued by the Financial Reporting Council (formerly Nigerian Accounting 

Standards Board), stocks must be valued at the lower of cost or net realizable 

value.  

Depreciation:  

1. Initial and annual allowances. Annual allowances are granted under the straight-

line method. The company deducts the initial allowance from the asset’s cost 
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once in the life of an asset and then applies the annual allowance rate to the 

balance.  

2. Investment allowances. An investment allowance at a rate of 10% is granted for 

expenditure incurred on plant and equipment. If the expenditure is for 

replacement of obsolete industrial plant and equipment, an investment tax credit 

of 15% is granted. The investment allowance is not taken into account in 

determining the written-down tax value of the asset. It is granted in addition to the 

initial allowance. Initial and annual allowances are recaptured on the sale of an 

asset if the sales price exceeds the written-down tax value. The amount 

recaptured may not exceed the initial and capital allowances granted. Amounts 

recaptured are taxed as ordinary income at the regular corporate tax rates. 

3. Investment tax relief. Investment tax relief is similar to the rural investment 

allowance. It is granted for expenditures on certain infrastructural facilities by 

companies established at least 20 kilo-meters (12.4 miles) from such facilities. 

The following are the types of facilities and the applicable percentages of the 

relief: 

• Electricity: 50% 

• Water: 30% 

• Tarred road: 15% 

4. The investment tax relief may be claimed for three years. A company that has 

enjoyed or is enjoying pioneer status may not claim the relief. 

5. Companies engaged in research and development activities may claim a tax 

credit of 20% of their qualifying capital expenditure. 

Relief for losses: 

Trade and business losses may be carried forward to offset profits of the same trade 

or business for an unlimited number of years. Losses may not be carried back. 

 

Miscellaneous matters: 

General: 

1. Foreign investors that intend to set up businesses in Nigeria must register with 

the Nigeria Investment Promotion Commission and obtain a Certificate of Capital 

Importation from authorized foreign-exchange dealers through whom foreign 

currency is imported. This certificate, which serves as documentary evidence of 
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the importation of the currency, guarantees the unconditional transferability of 

dividends and interest and the repatriation of capital through authorized dealers. 

2. Companies are free to determine the amount of dividends distributed. Borrowing 

funds to remit dividends is not allowed. The application to remit dividends must 

be submitted with the Certificate of Capital Importation and a tax clearance 

certificate, which establishes that tax was paid or that no tax is due with respect 

to the dividends to be remitted. If the appropriate amount of tax is withheld from 

dividends and interest paid to non-residents, no additional tax clearance is 

required. 

3. Remittances of royalties and fees require the approval of the underlying 

agreements by the Nation al Office for Technology Acquisition and Promotion. 

Permission is granted if the royalties and fees are within certain prescribed limits. 

4. Importation and exportation of the naira (NGN), the Nigerian currency, are 

regulated.  

5. Exporters must open a local domiciliary bank account marked “Export Proceeds” 

and must credit their foreign-currency export earnings to this account. 

Anti-avoidance provisions: 

Under the general anti-avoidance provisions, if the tax authority determines that a 

disposition has not in fact had an effect or that a transaction that reduces or would 

reduce the amount of any tax payable is artificial or fictitious, it may disregard any 

such disposition or transaction or direct that appropriate adjustments be made to the 

tax liability. These actions are designed to counteract the reduction of the tax liability 

that would otherwise result from the transaction. Any company concerned is then 

assessed accordingly. For this purpose, a disposition includes a trust, grant, 

covenant, agreement or arrangement.  

Transfer pricing.: 

1. Transfer Pricing Regulations, which took effect on 4 August 2012, apply to 

transactions between connected taxable persons (related parties, as defined in 

the regulations). 

2. Connected taxable persons entering into transactions to which the regulations 

apply must determine the taxable profits resulting from such transactions in a 

manner that is consistent with the arm’s-length principle. For purposes of the 

regulations, a permanent establishment is treated as a separate entity, and a 
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transaction between a permanent establishment and its head office or other 

connected taxable persons is considered a controlled transaction subject to the 

regulations. Key provisions of the regulations include those pertaining to the 

following: 

• Entities and transactions to which the regulations apply 

• Methods that may be used to determine arm’s-length prices 

• Documentation that must be maintained to support the arm’s length price and 

advance pricing agreements The regulations must be applied in a manner 

consistent with the arm’s-length principle in Article 9 of the United Nations 

(UN) and Organisation for Economic Co-operation and Development (OECD) 

Model Tax Conventions on Income and Capital, the OECD Transfer Pricing 

Guidelines for Multinational Enterprises and Tax Administrations, and the UN 

Transfer Pricing Manual. 
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5.29) Oman (Muscat) (AS) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 12 

Capital Gains Tax 12 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 5 Years 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Companies, which include Omani companies, partnerships, joint ventures and 

sole proprietorships, and permanent establishments of foreign companies are 

subject to Omani income tax. A permanent establishment is defined in the law. In 

addition, a permanent establishment is created for a foreign person providing 

consultancy or other services in Oman through employees or designated agents 

visiting Oman for at least 90 days in any 12-month period. 

2. Omani companies and Omani sole proprietorships are subject to tax on overseas 

income. However, a foreign tax credit limited to Oman’s tax rate of 12% is 

available against the tax payable in Oman.  

3. Companies registered in Oman, regardless of the extent of foreign participation, 

and permanent establishments of foreign companies are subject to tax at a rate 

of 0% on their first OMR30,000 of taxable income, and at a rate of 12% on their 

taxable income in excess of OMR30,000. 

4. Oil exploration and production companies are taxed at a rate of 55% and are 

usually covered by special rules contained in concession agreements. 

Exploration and production sharing agreements (EPSAs) signed between the 

government of Oman and concession partners provide detailed procedures for 

computing taxable income and settlement of tax due. Under an EPSA, the 

government of Oman settles tax due on behalf of the concession partner out of 

the government’s share of production. 
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5. Foreign shipping and aviation companies are exempt from tax in Oman if the 

Omani shipping and aviation companies enjoy similar reciprocal treatment in the 

respective foreign countries. Omani companies and sole proprietorships engaged 

in shipping are exempt from tax. 

6. Income derived by investment funds established in Oman and by funds 

established outside Oman dealing in Omani securities listed in the Muscat 

Securities Market (MSM) is exempt from tax.  

7. Tax holidays are available to companies engaged in manufacturing, mining, 

exports, operating of hotels and tourist villages, farm and animal products 

processing, fishing and fish processing, higher education, private schools and 

nurseries, private hospitals, teaching and training institutions in education and 

medical care fields.  

8. The exemption for these categories of companies is available for five years but 

may be renewed for a maximum period of an additional five years, subject to the 

fulfillment of certain conditions.  

Capital gains: 

1. No special rules apply to capital gains. Capital gains are taxed as part of regular 

business income at the rates set out in Rates of corporate income tax. 

2. The tax law provides that profits and gains derived from disposals of all assets, 

including disposals of goodwill, trade names or trademarks with respect to all or 

part of a business, are included as deemed income. 

3. Gains derived from the sale of investments and securities listed on the MSM are 

exempt from tax.  

Withholding tax: 

1. Withholding tax at a rate of 10% of gross payments is imposed on certain gross 

payments made to foreign companies, including the following: 

• Royalties  

• Consideration for research and development 

• Management fees 

• Consideration for the use of or right to use computer software Entities in 

Oman, including permanent establishments, are responsible for deducting 

and remitting tax to the government. The tax is final. Foreign persons do not 

have any further filing or other obligations with respect to such income. 
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2. If a foreign company has a permanent establishment in Oman, but the permanent 

establishment in Oman is unconnected to the receipt of income that is subject to 

withholding tax, withholding tax applies to such payments. 

3. Royalties include payments for the use of or right to use software, intellectual 

property rights, patents, trademarks, drawings, equipment rentals, consideration 

for information concerning industrial, commercial or scientific experience, and 

concessions involving minerals. 

Administration: 

1. A taxpayer is required to register with the tax department by filing a Form for 

Declaration of Business Particulars within a period of 3 months after the date of 

incorporation or commencement of activities. Any changes to the registration 

information must be communicated within two months. The accounting period 

begins on the date of commencement of business for joint ventures and 

permanent establishments. For companies, the start date is the date of 

registration or incorporation. The first accounting period may be less than 12 

months but cannot exceed 18 months.  

2. The accounting period may be changed with the approval of the Secretary 

General for Taxation. The books of account are required to be maintained for a 

period of 10 years. Permission is required for maintaining books of accounts in a 

foreign currency. In such a case, income must be converted at exchange rates 

prevailing on the last day of the accounting year. 

3. The accrual method of accounting must be used. The term “Principal Officer” is 

defined for various entities. If a permanent establishment carries on an activity in 

Oman through a dependent agent, the agent is treated as Principal Officer. If a 

sole proprietor or owner of a permanent establishment is outside Oman, the 

individual or permanent establishment must designate a Principal Officer to 

comply with the obligations under the law.  

4. Such Principal Officer may not be absent from Oman for more than 90 days in a 

tax year. Partners of joint ventures are jointly and severally liable for taxes of the 

joint venture. 

5. Provisional returns of income must be filed within three months after the year-

end. A final return of income, together with audited financial statements, must be 

filed within six months after the end of the accounting year. 
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6. Assessments order must be issued within five years from the end of the year in 

which tax returns are filed. If no assessment is issued within a period of five 

years, such assessments are deemed to have been issued accepting the 

returned income. 

7. Corrections of assessments as a result of obvious errors are allowed. Such 

corrections must be made within five years after the year of issuance of the 

original assessment. 

8. If a tax return is not submitted for a tax year, the time limit for making an 

assessment is 10 years from the end of the tax year for which the tax return is 

due. 

9. Assessed tax must be paid within 30 days from the date of issuance of the 

assessment. A delay results in a delay fine of 1% per month on taxes due for the 

period of delay. If a refund is assessed, the refund must be claimed within five 

years from the end of the year in which such refund is due. 

10. Assessments are made with respect to withholding tax. Statutory periods of 

limitation. For the period of limitation related to assessments, see Assessments. 

11. The government’s right to collect taxes expires after seven years from the date 

taxes became due and payable, unless the tax authority initiates action to recover 

taxes. 

12. An objection against the assessment order must be filed with the Secretary 

General for Taxation. Other appellate procedures are an appeal with the Tax 

Committee, a tax suit filed in the primary court, an appeal to the appellate court, 

and finally a case before the Supreme Court. 

13. The objection against an assessment must be filed within 45 days from the date 

of serving of the assessment order. An appeal must be submitted within 45 days 

from the date of the decision on the objection or the date of expiration of the 

specified period for deciding on the objection if no decision is issued. 

14. The time limit for consideration of the objection is five months, with an extension 

of an additional five months. If no decision is issued, an implied rejection of the 

objection is deemed to occur. 

15. A taxpayer can seek extension of time for the payment of disputed tax. However, 

the undisputed tax must be paid within 30 days after the date of assessment. 
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Dividends: 

Dividends received by Omani companies, permanent establishments of foreign 

companies or Omani sole proprietorships from Omani companies are exempt from 

tax. 

Foreign tax relief: 

A foreign tax credit limited to Oman’s tax rate of 12% is available against the tax 

payable in Oman on overseas income of Omani companies and sole proprietors. 

 

Determination of trading income: 

General: 

1. Tax is levied on the taxable income earned by Omani companies, permanent 

establishments of foreign companies and Omani sole proprietorships. Financial 

accounts must be prepared using the accrual basis of accounting. 

2. Gains on the disposal of goodwill and trademarks are deemed to be taxable 

income. Income arising before registration or incorporation is considered to be 

taxable income in the first year after registration. The market value of assets 

received in exchange for other assets is considered to be the disposal value, 

suggesting that mergers may give rise to a taxable event. 

3. Other types of income such as payments on insurance claims, debts recovered in 

subsequent periods, balancing charges and reversals of liabilities, are treated as 

income subject to tax.  

4. Expenses are deductible only if they are incurred wholly and exclusively for the 

purpose of production of gross income. If only a portion of the expense is 

incurred for the purpose of income generation, the proportionate expense 

attributable to the income generated is allowed as a deduction. Expenses 

incurred before registration, incorporation or the commencement of business are 

deemed to be incurred on the day on which business commences and are 

deductible in the first year of commencement of operations. 

5. Expenses that are incurred in generating tax-exempt income are not allowed as 

deductions. 

Inventories: 

Inventories are valued at the lower of cost or net realizable value, with cost 

determined using the weighted-average or first-in, first-out (FIFO) method.  
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Provisions: 

In general, provisions are not allowed as deductible expenses when created. 

However, they are allowed as deductions when they are written off or utilized. 

Exceptions to this rule include the following: 

• Provisions for loan losses are deductible for tax purposes for banks and other 

financial companies regulated by the central bank. 

• Provisions for unexpired risks, unsettled claims and contributions to 

contingency funds are deductible for tax purposes for insurance companies. 

Depreciation:  

1. Depreciation of assets other than buildings must be calculated using the pooling 

(or block) of assets method. Each pool’s asset base is calculated with reference 

to the written-down value plus additions minus sale proceeds from disposals. 

2. The straight-line depreciation method applies to buildings. The following annual 

depreciation rates are set out under the tax law. 

Assets      Rate (%) 

Permanent buildings (selected materials)      4 

Building (other than selected materials)      15 

Quays, jetties, pipelines, road, railways      10 

Ships and aircraft      15 

Drilling rigs      10 

Other machinery and equipment      15 

Tractors, cranes, and other heavy equipment      33⅓ 

Computers, vehicles, self-propelling machines      33⅓ 

Furniture and fixtures (including computer software and copyrights)  33⅓ 

Hospital buildings and educational establishments     100 

The rate for intangible assets is determined by the Secretary General of Taxation. 

Relief for losses:  

1. Losses may be carried forward for five years. The losses of an earlier year must 

be set off first before using losses of a later year. 

2. Companies that are exempt from tax because they are carrying on the activities 

stated earlier may carry forward net losses incurred during the first five years of 

exemption for an indefinite period. No carry back of losses is permitted. 
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Miscellaneous Matters: 

General: 

1. Anti-avoidance legislation. If a company carries out a transaction with a related 

party that is intended to reduce the company’s taxable income, the income 

arising from the transaction is deemed to be the income that would have arisen 

had the parties been dealing at arm’s length. 

2. The tax authorities may make adjustments if the principal purpose of a 

transaction is to avoid taxation even if the transaction is between unrelated 

parties. 

3. Thin-capitalization rules. Under the ITL, interest payable by Omani companies 

other than banks and insurance companies may be deducted from taxable 

income, subject to the satisfaction of certain conditions prescribed by the ERs. 

4. The ERs provide that interest on loans from related parties paid by Omani 

companies other than banks and insurance companies may be deductible if total 

loans do not exceed twice the value of the shareholder’s equity. 

5. The above provision introduces the concept of thin capitalization requiring Omani 

companies to comply with a minimum capital requirement, which is that loans 

may not exceed a debt-to-equity ratio of 2 to 1. 

Transfer pricing: 

1. The tax law has introduced the concept of transfer pricing. It seeks to restrict any 

measures that may be taken by related parties for the avoidance of tax through 

transactions entered into between them. 

2. Head office overhead. Allocations of overhead by the head office to a branch are 

capped at the lower of 3% of revenue or actual charges. If the head office has 

only a supervisory role with respect to a branch, no overhead deduction is 

allowed. 
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5.30) Pakistan (Islamabad) (AS) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 34 

Capital Gains Tax 8/10/34 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 6 Years 

Sales tax, on the supply of goods, on the 

cost of imported goods and on certain 

services; certain items and classes of 

persons are exempt  

0/17 

 

Other Social Taxes & Environmental At different rates 

 

Taxes on corporate income:  

General: 

1. Companies that are resident in Pakistan are subject to corporation tax on their 

worldwide income. Tax is levied on the total amount of income earned from all 

sources in the company’s accounting period, including dividends and taxable 

capital gains. Branches of foreign companies and Non-resident companies are 

taxed only on Pakistan-source income. A company is resident in Pakistan if it is 

incorporated in Pakistan or if its control and management are exercised wholly or 

almost wholly in Pakistan during the tax year. Company is defined to include the 

following: 

• A company as defined in the Companies Ordinance, 1984 

• A body corporate formed by or under any law in force in Pakistan 

• An entity incorporated by or under the corporation law of a country other than 

Pakistan 

• The government of a province 

• A local authority 

• A foreign association that the Federal Board of Revenue declares to be a 

company 

• A modaraba, cooperative society, finance society or other society 
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• A non-profit organization 

• A trust, entity or a body of persons established or constituted by or under any 

law 

2. For the 2014 tax year (from 1 July 2013 through 30 June 2014), the tax rate is 

reduced from 35% to 34%. However, for banking companies, the tax rate remains 

at 35%.  

3. Small companies are subject to tax at a rate of 25%. Small companies are 

companies that meet the following conditions: 

• They have paid-up capital and undistributed reserves of not exceeding PKR25 

million. 

• They have no more than 250 employees at any time during the year. 

• They have annual turnover not exceeding PKR250 million. 

• They were not formed as a result of a restructuring involving the splitting up or 

reorganization of an already existing business. 

4. The gross revenue of non-residents’ air transportation and shipping businesses is 

taxed at 3% and 8%, respectively. This income is not subject to any other tax. 

5. Certain types of income are subject to final withholding taxes. For information 

regarding these taxes, see Section A and Withholding taxes. 

6. Tax incentives. Some of the significant tax incentives available in Pakistan are 

described in the following paragraphs.  

7. Private sector projects engaged in the generation of electricity are exempt from 

tax. However, this exemption is not available to oil fired electricity generation 

plants set up during the period of 22 October 2002 through 30 June 2006. 

8. Income derived by non-residents not operating in Pakistan from the foreign-

currency account scheme held at authorized banks in Pakistan or from 

certificates of investment issued by investment banks in accordance with the 

foreign-currency account scheme introduced by the State Bank of Pakistan is 

exempt from tax. 

9. Income derived from the export of computer software developed in Pakistan and 

related services is exempt from tax until 30 June 2016. 

10. A tax credit of 10% of the amount invested by a company that is an industrial 

undertaking for the purchase of plant and machinery for the purposes of 

extension, expansion, balancing, modernization and replacement in an industrial 

undertaking set up in Pakistan and owned by the company may be claimed 
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against the tax payable if the plant and machinery is purchased and installed 

between 1 July 2010 and 30 June 2015. Any unused tax credit may be carried 

forward to the following two tax years. 

11. A tax credit equal to 100% of the tax payable on taxable income for a period of 

five years is granted to a company if the following conditions are satisfied: 

• The company is incorporated and an industrial undertaking is set up during 

the period of 1 July 2011 through 30 June 2016. 

• The investment is made entirely out of equity. 

12. A tax credit is allowed to a company that is set up in Pakistan before 1 July 2011 

if it invests any amount with 100% new equity raised through issuance of new 

shares in the purchase and installation of plant and machinery for an industrial 

undertaking, for the expansion of plant or machinery already installed or for the 

undertaking of a new project. The credit is allowed against the tax payable for a 

period of five years. The credit is calculated by applying the proportion of new 

equity to total equity including new equity against the tax payable. 

13. A tax credit equal to 20% of the amount of investment is allowed to a company 

that is set up in Pakistan before 1 July 2011 and that makes an investment during 

the period of 1 July 2011 through 30 June 2016 with 100% new equity raised 

through the issuance of new shares, for the purpose of balancing, modernization 

and replacement of plant and machinery already installed in an industrial 

undertaking owned by a company. The tax credit may be carried forward up to 

five years. 

14. A tax credit of 15% of the tax payable is allowed in the tax year in which a 

company becomes listed on a registered stock exchange in Pakistan. 

Capital gains: 

1. Capital gains on shares of public companies, vouchers of the Pakistan 

Telecommunication Corporation, modaraba certificates, instruments of 

redeemable capital and derivative products are taxable. The tax rates vary 

according to the holding period of the securities.  

2. Capital gains on other assets (including non-public securities) are taxable at the 

corporate rate. However, only 75% of capital gains derived from transfers of 

capital assets, excluding immovable properties and assets on which tax 
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depreciation or amortization is claimed, is taxed if the assets were held for more 

than 12 months.  

3. Effective from 24 April 2012, capital gains on the disposal of listed securities and 

the tax payable on the gains are computed, determined, collected and deposited 

on behalf of a taxpayer by the National Clearing Company of Pakistan Limited 

(NCCPL), which is licensed as a clearing house by the Securities and Exchange 

Commission of Pakistan. However, the NCCPL does not collect tax from the 

following categories of the taxpayers: 

• Mutual funds 

• Banking companies, nonbanking finance companies and insurance 

companies 

• Modarabas 

• Foreign institutional investors that are registered with the NCCP as foreign 

institutional investors 

• Other persons or classes of persons notified by the Federal Board of Revenue 

4. The investors listed above are required to self-pay their capital gain tax obligation 

on a quarterly basis at a rate of 1.5% or 2% of the amount of gain, depending on 

the amount of gain. They must file a statement of advance tax and pay the tax 

within 21 days after the end of each quarter. 

5. Capital gains arising on immovable property held for a period of up to two years 

by a person are subject to tax at the following rates: 

• Immovable property held for a period of up to one year: 10% 

• Immovable property held for a period of more than one year but up to two 

years: 5% 

6. Capital losses can be offset only against capital gains. Capital losses can be 

carried forward for six years. However, capital losses on disposals of securities 

can be set off only against capital gains on disposal of securities for subsequent 

years. 

Administration: 

1. The tax year commences on 1 July and ends on 30 June. Companies are 

required to end their fiscal years on 30 June. Special permission is required from 

the Commissioner of Income Tax to use a different year-end. The Federal Board 

of Revenue has specified 30 September as the year-end for certain industries, 
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such as sugar and textiles, and 31 December as the year-end for insurance 

companies. 

2. An income tax return must be filed by 30 September of the following year if the 

company’s year-end is from 1 July through 31 December and by the following 31 

December if the year-end is from 1 January through 30 June. Any balance due 

after deducting advance payments and withholding taxes must be paid when the 

tax return is filed. 

3. Advance tax is payable quarterly based on the tax to turnover ratio of the latest 

tax year. If the tax liability is estimated to be more or less than the tax charged for 

the prior tax year, an estimate of tax liability can be filed and advance tax liability 

can be paid in accordance with such estimate, subject to certain conditions. For 

taxpayers other than banking companies, the due dates for the advance tax 

payments are 25 September, 25 December, 25 March and 15 June.  

Minimum tax:  

Resident companies and Non-resident banking companies are subject to a minimum 

income tax equal to 1% of gross receipts from sales of goods, services rendered and 

the execution of contracts, if the corporate tax liability is less than the amount of the 

minimum tax. The excess of the minimum tax over the corporate tax liability may be 

carried forward and used to offset the corporate tax liability of the following five tax 

years.  

Withholding taxes: 

Withholding tax is an interim tax payment that may or may not be the final tax 

liability. Amounts withheld that are not final taxes are credited to the final tax liability 

of the taxpayer for the relevant year. 

Interest and penalties: 

1. For a failure to file an income tax return by the due date, a penalty equal to 0.1% 

of the gross tax payable for each day of default is imposed, subject to a 

maximum penalty of 50% of the gross tax payable. However, if the calculated 

penalty is less than PKR20,000 or if no tax is payable for that tax year, the 

penalty is PKR20,000. 

2. In addition, interest and penalties are imposed in the following circumstances: 

• Interest at a rate equal to 18% per year is charged if tax payments, including 

advance tax payments, are not made or are partially paid. 

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 267 
 

• For non-payment or underpayment of tax, a penalty equal to 5% of the 

amount of tax in default is imposed. For a second default, a penalty equaling 

an additional 25% of the amount of tax in default is imposed. For any 

subsequent defaults, an additional penalty equal to 50% of the amount of tax 

in default is imposed. 

• For any subsequent defaults, an additional penalty equal to 50% of the 

amount of tax in default is imposed. 

• If income is concealed, a penalty equal to the amount of tax sought to be 

evaded or PKR25,000, whichever is higher, is levied in addition to the normal 

tax payable. 

3. The income tax department is required to pay compensation at a rate of 15% per 

year on refunds due that have not been paid within three months after the due 

date, from the expiration of the three months until the date on which the refund is 

paid. 

Dividends: 

Dividends, including remittances of profits by a Pakistan branch to its head office 

(other than remittances of profits by a Pakistan branch engaged in exploration and 

production of petroleum), are subject to withholding tax at a general rate of 10%. The 

withholding tax is considered to be a final discharge of the tax liability. A 7.5%, 20% 

or 25% rate is imposed on certain dividends. Inter corporate dividends paid within a 

wholly owned group are exempt from tax.  

Foreign tax relief: 

A foreign tax credit is granted to resident companies with respect to foreign-source 

income at the average rate of Pakistani income tax or the actual foreign tax paid, 

whichever is less. If foreign income is derived under different heads (categories) of 

income, the amount of the allowable credit is applied separately to each head of 

income. However, income derived under a particular head of income from different 

locations is pooled together. A credit is allowed only if the foreign income tax is paid 

within two years after the end of the tax year in which the foreign source income is 

derived. 
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Determination of trading income: 

General: 

1. The determination of taxable income is generally based on the audited financial 

statements, subject to certain adjustments. Any income accruing or arising, 

whether directly or indirectly, through or from a PE or any other business 

connection in Pakistan, through or from any asset, property or source of income 

in Pakistan, or through the transfer of a capital asset located in Pakistan, is 

subject to tax. 

2. Expenses incurred to derive income from business that is subject to tax are 

allowed as deductions to arrive at taxable income. For branches of foreign 

companies, allocated head-office expenses may be deducted, up to an amount 

calculated by applying the ratio of Pakistani turnover to worldwide turnover. 

Inventories: 

Inventory for a tax year is valued at the lower of cost or net realizable value of the 

inventory on hand at the end of the year. If a particular item of inventory is not readily 

identifiable, the first-in, first-out (FIFO) or weighted-average methods may be used. 

The valuation method should be applied consistently from year to year, but the 

method may be changed with the prior approval of the tax authorities. 

Provisions: 

1. General provisions for bad debts are not allowed as deductions from income. 

However, a charge for specific bad debts may be allowed if the debt is accepted 

by the income tax officer as irrecoverable. 

2. Nonbanking finance companies and the House Building Finance Corporation may 

claim a deduction equal to 3% of the income from consumer loans for the 

maintenance of a reserve for bad debts resulting from such loans. In this context, 

a consumer loan is a loan obtained for personal, family or household purposes 

and includes debts resulting from the use of a credit card or insurance premium 

financing. 

3. For advances and off-balance sheet items, banking companies are allowed a 

provision not exceeding 1% of their total advances. This percentage is increased 

to 5% with respect to consumers and small and medium-sized enterprises. The 

provision is allowed if a certificate from the external auditor is furnished by the 

banking company to the effect that such provisions are based on and are in line 
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with the Prudential Regulations issued by the State Bank of Pakistan. The 

amount in a provision in excess of the allowable percentage may be carried over 

to succeeding years. 

Depreciation: 

1. Depreciation recorded in the financial statements is not allowed for tax purposes. 

Tax depreciation allowances are given on assets, such as buildings, plant and 

machinery, computers and furniture owned by the company and used for 

business purposes. A depreciation allowance for a full year is allowed in the year 

the asset is placed in service, but no depreciation allowance is allowed in the 

year of disposal of the asset. 

2. Depreciation is calculated using the declining-balance method. The following 

depreciation rates are generally used. 

Assets      % 

Buildings      10 

Furniture and fixtures      15 

Machinery and plant, including computer hardware, technical  

Or professional books, ships, aircraft and motor vehicles   15 to 30 

 

Below-ground installations (including offshore) of mineral 

oil enterprises      100 

Offshore platform and production installations of mineral oil 

enterprises      20 

3. To promote industrial development in Pakistan, certain other allowances relating 

to capital expenditure have been introduced. These allowances are summarized 

below. 

4. Initial allowance. An initial depreciation allowance at a rate of 25% is available for 

all categories of eligible depreciable assets placed in service in Pakistan. The 

allowance is granted in the tax year in which the assets are first placed in service 

in Pakistan and used in the taxpayer’s business for the first time, or in the tax 

year in which commercial production begins, whichever is later. 

5. First-year allowances. A first-year depreciation allowance at a rate of 90% is 

granted for plant machinery and equipment installed by an industrial undertaking 
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established in specified rural and underdeveloped areas. This allowance is 

granted instead of the initial allowance. 

6. A first-year depreciation allowance at a rate of 90% is granted for plant machinery 

and equipment installed for generation of alternate energy. This allowance is 

available to an industrial undertaking set up anywhere in Pakistan and owned 

and managed by a company. The allowance is granted instead of the initial 

allowance. 

7. Amortization of intangibles. Amortization of intangibles is allowed over the normal 

useful life of intangibles. If an intangible does not have an ascertainable useful 

life or if the normal useful life is more than 10 years, for purposes of calculating 

annual amortization, the normal useful life is considered to be 10 years for the 

purposes of calculating amortization. 

8. Amortization of expenses incurred before the commencement of business. The 

amortization of expenses incurred before the commencement of business is 

allowed on a straight-line basis at an annual rate of 20%. 

Relief for losses: 

Business losses, other than capital losses and losses arising out of speculative 

transactions, may be carried forward to offset profit in subsequent years for a period 

not exceeding six years. Unabsorbed depreciation may be carried forward 

indefinitely. 

Groups of companies: 

1. A group of companies comprising holding companies and subsidiaries in a 100%-

owned group can file its tax returns as one fiscal unit, subject to the satisfaction 

of certain conditions. 

2. In addition, on the satisfaction of certain conditions, group companies can 

surrender their assessed losses (excluding capital losses and losses brought 

forward) for the tax year to other group companies. 

3. The option of group taxation is available to group companies that comply with the 

corporate governance requirement and group designation rules or regulations. 
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Miscellaneous matters: 

General: 

1. Remittances in foreign currency are regulated, and all remittances are subject to 

clearance by the State Bank of Pakistan. However, foreign currency may be 

remitted through the secondary market. 

2. Debt-to-equity rules. Under the thin-capitalization rules, if the foreign debt-to-

equity ratio of a foreign-controlled company exceeds 3:1, interest paid on foreign 

debt in excess of the 3:1 ratio is not deductible. 

3. The State Bank of Pakistan prescribes that borrowers from financial institutions 

have a debt-to-equity ratio of 60:40.  

4. Loans and overdrafts to companies, controlled directly or indirectly by persons 

resident outside Pakistan, and to branches of foreign companies are generally 

restricted to certain specified percentages of the entities’ paid-up capital, 

reserves or head-office investment in Pakistan.  

5. To meet their working capital requirements, foreign controlled companies and 

branches of foreign companies may contract working capital loans in foreign 

currency that can be repatriated. The State Bank of Pakistan also permits foreign 

controlled companies to take out additional matching loans and overdrafts in 

rupees equal to the amount of the loans that may be repatriated. Other loans in 

rupees are permitted in special circumstances. Certain guarantees issued on 

behalf of foreign controlled companies are treated as debt for purposes of the 

company’s borrowing entitlement. 
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5.31) Paraguay (Asuncion) (SA) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 10 

Capital Gains Tax 10 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses N/A 

VAT 10 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Tax is levied on Paraguay-source income of corporations and commercial 

enterprises. Income is considered to be from a source in Paraguay if it is derived 

from capital, property or rights in Paraguay or from a business in Paraguay. 

2. Residence is not relevant. Companies domiciled in Paraguay, income derived 

from capital invested abroad is considered Paraguayan-source income and, 

accordingly, subject to corporate income tax. 

3. Income earned from farming activities in Paraguay is subject to Agribusiness 

Income Tax under the rules established by Law 5061/13. Farming is the business 

conducted for the purpose of obtaining primary foods, whether vegetable or 

animal, by the use of land. It includes, among other activities, breeding or 

fattening cattle; producing wool, hides or bristle; producing crops, fruit or 

vegetables; and producing milk. Under the law, the tax base is calculated through 

one of the following methods: 

• Agribusiness Taxpayer method 

• Small Agribusiness Taxpayer method 

• Accounting method 

4. The corporate income tax rate is 10%. Branches are also subject to dividend 

withholding tax at a rate of 5% and to a 15% withholding tax on remittances to 

their home offices. Agribusiness Income Tax is calculated at a rate of 10% of the 

tax base. 
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5. The Paraguay incentive tax law provides an exemption from the 15% withholding 

tax mentioned above if the investment is greater than USD5 million. 

Administration: 

The tax year is the calendar year. Returns must be filed within four months after the 

end of the financial year. Penalties are imposed for failure to comply with these rules.  

Dividends:  

A 5% withholding tax is imposed on dividends paid to residents and to non-residents 

in Paraguay. A 15% withholding tax is imposed on dividends paid abroad to non-

residents. 

 

Determination of trading income: 

General: 

Taxable income is based on profits from the financial statements after tax 

adjustments. Expenses are generally deductible if they are incurred for the purposes 

of the business and in the production of taxable income. 

Inventories: 

Inventory is valued at the cost of production or acquisition. The cost may be 

calculated under the average-cost or first-in, first-out (FIFO) methods. After choosing 

a method, a corporation may not change it without prior authorization. 

Depreciation: 

Depreciation must be calculated using the straight-line method. 

 

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 274 
 

5.32) Poland (Warsaw) (EU) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 19 

Capital Gains Tax 19 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 5 Years 

VAT 23 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Resident companies are subject to corporate tax on their worldwide income and 

capital gains. Non-resident companies are taxed only on income earned in 

Poland.  

2. A company is resident in Poland for tax purposes if it is incorporated in Poland or 

managed in Poland. For this purpose, the concept of management is broadly 

equivalent to the effective management test in many treaties and is typically 

deemed to be exercised where the board of directors (or equivalent) meets. A 

branch of a Non-resident company is generally taxed according to the same rules 

as a Polish company, but only on its Polish-source income. Partnerships (in 

Poland, they include civil law partnerships, limited partnerships and general 

partnerships) are tax transparent except for foreign partnerships that are treated 

in their countries as taxpayers subject to corporate income tax. 

3. Under most tax treaties, income from an overseas representative office or 

permanent establishment of a Polish resident company is exempt from tax. 

Alternatively, certain tax treaties grant a tax credit for the foreign tax imposed on 

foreign-source income.  

4. Tax rates. The general corporate income tax rate is 19%.  
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5. Withholding tax is not imposed on transfers of profits from a branch to its head 

office because from a legal perspective, a branch is regarded as an 

organizational unit of the foreign enterprise.  

Capital gains: 

1. Capital gains, including those derived from the sale of publicly traded shares and 

state bonds, are treated as part of a company’s profits and are taxed at the 

regular corporate tax rate.  

2. Capital losses are deductible from normal business income. In general, capital 

gains are calculated by subtracting the cost of the asset (or its net value for tax 

purposes) and sales expenses from the sales proceeds. If the sales price differs 

substantially from market value, the tax office may apply an independent expert 

valuation. 

3. Capital gains derived by non-residents from sales and other disposals of state 

bonds issued on foreign markets may be effectively exempt from tax in Poland 

under domestic regulations if certain conditions are satisfied. 

Administration: 

1. The Polish tax year must last 12 consecutive months, and it is usually the 

calendar year. However, a company can choose a different period of 12 

consecutive months as its tax year by notifying the relevant tax office by certain 

deadlines. The first tax year after a change must extend for at least 12 months, 

but no longer than 23 months. If a company incorporated in the first half of a 

calendar year chooses the calendar year as its tax year, its first tax year is 

shorter than 12 months. A company incorporated in the second half of a calendar 

year may elect a period of up to 18 months for its first tax year. In the event of a 

liquidation, a merger or division of a company, the tax year may be shorter than 

12 months.  

2. Companies must pay monthly advances based on preliminary income 

statements. Monthly declarations do not need to be filed. In certain 

circumstances, a company may benefit from a simplified advance tax payment 

procedure.  

3. Companies must file an annual income tax return within three months after the 

end of the company’s tax year. They must pay any balance of tax due at that 

time.  

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 276 
 

4. An overpayment declared in an annual tax return is refunded within three months. 

However, before the overpayment is refunded, it is credited against any past and 

current tax liability of the company. If the company has no tax liability, it may 

request that the tax office credit the overpayment against future tax liabilities or 

refund the overpayment in cash. Overpayments earn interest at the same rate 

that is charged on late payments. 

Dividends: 

1. A 19% withholding tax is imposed on dividends and other profit distributions paid 

to residents and non-residents. Resident recipients do not aggregate dividends 

received with their taxable income subject to the regular rate.  

2. For non-resident recipients, the withholding tax is considered a final tax and, 

accordingly, the recipient is not subject to any further tax on the dividend 

received. A treaty may reduce the tax rate for distributions to non-residents if the 

recipient who is the beneficial owner of the dividend provides the required 

certificate indicating that the recipient’s tax residence is located in the other treaty 

country.  

3. Polish companies, other European Economic Area (EEA; the EEA consists of the 

EU countries and Iceland, Liechtenstein and Norway) companies and Swiss 

companies are exempt from tax on dividends and other profit distributions 

received from Polish subsidiaries if they satisfy all of the following conditions: 

• They are subject to income tax in Poland, an EU/EEA member state or 

Switzerland on their total income, regardless of the source of the income (the 

exemption applies also to dividends or other profit distributions paid to 

permanent establishments, located in EU/EEA member states or in 

Switzerland, of such companies). 

• They do not benefit from income tax exemption on their total income (which 

should be documented with their written statement). 

• For at least two years, they hold directly at least 10% (25% for Swiss 

recipients) of the capital of the company paying the dividend. The two-year 

holding period can be met after payment is made. If the two-year holding 

period is eventually not met (for example, the shareholder disposes of the 

shares before the two year holding requirement is met), the shareholder must 
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pay the withholding tax and penalty interest. Broadly, except for some specific 

cases, full ownership of the shares is required. 

• The Polish payer documents the tax residency of the recipient with a 

certificate of residency issued by the competent foreign tax authorities (if 

payments are received by a permanent establishment, some other documents 

may be needed). 

• A legal basis exists for a tax authority to request information from the tax 

administration of the country where the taxpayer is established, under a 

double tax treaty or other ratified international treaty to which Poland is a 

party. 

• The dividend payer is provided with a written statement confirming that the 

recipient of the dividend does not benefit from exemption from income tax on 

its worldwide income, regardless of the source from which such income is 

derived. 

4. Interest, royalties and service fees. Under the domestic tax law in Poland, a 20% 

withholding tax is imposed on interest, royalties and fees for certain services paid 

to non-residents. This withholding tax may be eliminated or reduced if the 

following conditions are satisfied: 

• The payer can document the tax residency of the recipient (beneficial owner) 

of the payment or the service provider with a certificate indicating that the 

recipient or service provider’s tax residence is in a country that has concluded 

a double tax treaty with Poland. 

• The relevant treaty allocates taxing rights to the country of the service 

provider or recipient, or provides a different rate.  

Foreign tax relief: 

1. Foreign taxes are creditable against Polish tax only up to the amount of Polish 

tax attributable to the foreign income.  

2. In addition to a credit for tax on dividends (that is, a deduction of withholding tax; 

direct tax credit), Polish companies (or Polish permanent establishments of 

EU/EEA resident companies) may also claim a credit for the tax on profits 

generated by their subsidiaries in other treaty countries (indirect tax credit). A 

Polish company receiving a dividend from a subsidiary that is not resident in the 

EU, EEA or Switzerland may deduct from its tax the amount of income tax paid 
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by the subsidiary on that part of the profit from which the dividend was paid if the 

Polish parent company has held directly at least 75% of the foreign subsidiary’s 

shares for an uninterrupted period of at least 2 years. The total deduction is 

limited to the amount of Polish tax attributable to the foreign income. 

3. Foreign-source dividends are added to other profits of a Polish taxpayer taxed at 

the standard 19% rate. Dividends from companies resident in EU/EEA states or 

in Switzerland may be exempt in Poland if the Polish recipient holds directly at 

least 10% (25% in the case of Switzerland) of the share capital of the foreign 

subsidiary for an uninterrupted period of at least 2 years. The shareholding period 

requirement does not have to be met as of the payment date. 

4. The above exemption does not apply if income from the participation, including 

redemption proceeds, is received as a result of the liquidation of the legal entity 

making the payments.  

5. The domestic exemption or tax credit can be applied if a legal basis exists for a 

tax authority to request information from the tax administration of the country from 

which the income was derived, under a double tax treaty or other ratified 

international treaty to which Poland is a party. 

6. Broadly, except for some specific cases, full ownership of the shares is required 

to claim the credits and exemptions discussed above. 

 

Determination of trading income: 

General: 

1. Taxable income equals the difference between revenues subject to tax and tax-

deductible expenses. Accounts prepared in accordance with Polish accounting 

standards are the basic source of information for determining taxable income. In 

practice, taxable income is arrived at by adjusting accounting results for tax 

purposes. Taxpayers must maintain accounting records in a manner that allows 

the tax base and the amount of tax payable to be determined. Otherwise, taxable 

income may be assessed by the tax authorities. 

2. In general, taxable revenues of corporate entities carrying out business activities 

are recognized on an accrual basis. Revenues are generally recognized on the 

date of disposal of goods or property rights or the date on which services are 

supplied (or supplied in part), but no later than the following: 

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 279 
 

• Date of issuance of the invoice 

• Date of receipt of payment 

3. If the parties agree that services of a continuous nature are accounted for over 

more than one reporting period, revenue is recognized on the last day of the 

reporting period set out in the contract or on the invoice. 

4. The definition of revenues includes free and partially free benefits. 

5. Expenses are generally allowed as deductions if they relate to taxable revenues 

derived in Poland, but certain expenses are specifically disallowed. 

6. Branches and permanent establishments of foreign companies are taxed on 

income determined on the basis of the accounting records, which must be kept in 

Polish currency. However, regulations provide coefficients for specific revenue 

categories, which may be applied if the tax base for foreign companies cannot be 

determined from the accounting records. 

Depreciation: 

1. For tax purposes, depreciation calculated in accordance with the statutory rates 

is deductible. Depreciation is computed using the straight-line method. However, 

in certain circumstances, the reducing-balance method may be allowed. The 

following are some of the applicable annual straight-line rates. 

Asset  Rate (%) 

Buildings  1.5 to 10* 

Office equipment  14 

Office furniture  20 

Computers  30 

Motor vehicles  20 

Plant and machinery  4.5 to 20 

* For used buildings, an individual depreciation rate may be applied (the minimum 

depreciation period is calculated as a difference between 40 years and the time of 

use of the building). 

2. For certain types of assets, depreciation rates may be increased. Companies may 

also apply reduced depreciation rates. Intangibles are amortized over a minimum 

period, which usually ranges from 12 months to 60 months (for example, goodwill). 
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Relief for losses: 

Losses from one source of profits may offset income from other sources in the same 

tax year. Losses may be carried forward to the following five tax years to offset 

profits from all sources that are derived in those years. Up to 50% of the original loss 

may offset profits in any of the five tax years. Losses may not be carried back. 

Groups of companies: 

Groups of related companies (limited liability companies and joint-stock companies; 

the group rules do not apply to limited joint-stock partnerships) may report combined 

taxable income and pay one combined tax for all companies belonging to the group. 

To qualify as a tax group, related companies must satisfy several conditions, 

including the following:  

• The parent company in the tax group must directly own 95% of the shares of 

the subsidiary companies. 

• The agreement on setting up a tax group must be concluded for a period of at 

least three years. It must be concluded in front of a notary public and 

registered with the tax office. 

• The taxable income of the group companies in each tax year must amount to 

at least 3% of the gross taxable revenues of the group companies. 

• The members of the group may not benefit from any corporate income tax 

exemptions based on laws other than the Corporate Income Tax Law. 

In practice, the applicability of the rules for tax groups is limited, primarily as a result 

of the profitability requirement and certain other restrictive conditions. 

 

Miscellaneous matters: 

General: 

1. Polish-based companies may open foreign-exchange accounts. All export 

proceeds received in convertible currencies and receipts from most foreign 

sources may be deposited in these accounts. Businesses may open foreign 

currency accounts abroad. However, restrictions apply to the opening of accounts 

in countries that are not members of the EU, EEA or the Organisation for 

Economic Co-operation and Development (OECD). No permit is required for 

most loans obtained by Polish-based companies from abroad, including loans 
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from foreign shareholders. Reporting requirements are imposed for certain loans 

and credits granted from abroad. 

2. Anti-avoidance legislation. In applying the tax law, the tax authorities refer to the 

substance of a transaction in addition to its form. If under the name (legal form) of 

the transaction, the parties have hidden some other transaction, the tax 

authorities may disregard the name (legal form) used by the parties and 

determine the tax implications of the transaction on the basis of actual intent of 

the parties. 

3. If the tax authorities have doubts about the existence or the substance of the 

legal relationship between the parties, they refer the  case to the common court 

to establish the type of the actual legal relationship. 

4. The Polish Ministry of Finance is working on general anti avoidance legislation. At 

this stage, it is unknown when it will enter into force. 

5. Debt-to-equity rules. Under thin-capitalization rules, if debts owed to specified 

related parties exceed three times the share capital of the borrower, interest paid 

on debts exceeding the limit is not deductible for tax purposes. For the purposes 

of these rules, share capital consists of paid-in capital only; it does not include 

debt converted into capital or contributed intangibles that are not depreciated for 

tax purposes (for example, goodwill under certain circumstances). The thin-

capitalization rules apply to interest on loans granted by Polish and foreign 

qualified entities. They cover the following loans: 

• Loans granted by a shareholder that holds at least 25% of the voting rights in 

the borrower 

• Loans granted by shareholders that jointly hold at least 25% of the voting 

rights in the borrower 

• Loans granted by one company to another company if the same shareholder 

or shareholders hold at least 25% of the voting rights in both the lender and 

the borrower  

Transfer pricing: 

1. The fundamental rules, which are based on the OECD guidelines, are contained 

in the Corporate Income Tax Law and the Personal Income Tax Law. 

2. Under the Corporate Income Tax Law, the following are related parties: 

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 282 
 

• A domestic entity (a legal or natural person having its registered office [place 

of management] or residence in Poland) and a foreign entity (a legal or 

natural person having its registered office [place of management] or residence 

abroad), if any of the following circumstances exist: 

- The domestic entity participates, directly or indirectly, in the management, 

control or capital of the foreign entity. 

- The foreign entity participates, directly or indirectly, in the management, 

control or capital of the domestic entity. 

- The same legal or natural persons participate, directly or indirectly, in the 

management, control or capital of both the domestic entity and the foreign 

entity. 

• Two domestic entities, if the following circumstances exist: 

- The domestic entity participates, directly or indirectly, in the management, 

control or capital of the other domestic entity. 

- The same legal or natural persons participate, directly or indirectly, in the 

management, control or capital of the domestic entities. 

- Family, capital, property or employment relations exist between the entities 

or the management, supervision or control personnel of the entities, or the 

same persons carry out management, supervision or control functions in 

the entities. 

3. Polish tax law enumerates transfer-pricing methods that must be followed by the 

tax authorities in testing the prices applied in intercompany transactions. The tax 

law provides for the following traditional transfer-pricing methods: 

• The comparable uncontrolled price method (preferable one) 

• The resale-price method 

• The cost-plus method 

If the above methods are inapplicable, the transactional methods (profit-split method 

and transactional net margin method) can be considered. 

4. Under the tax law, on the request of the tax authorities, taxpayers conducting 

transactions with related parties exceeding certain statutory thresholds (of a 

relatively low value) must prepare specific tax documentation regarding these 

transactions and present it to the tax authorities or tax inspection authorities 

within seven days after the date of the request. The documentation must be in 

Polish and must contain the following: 
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• A description of the functions of the parties to the transaction (including assets 

engaged and risks assumed) 

• All expected costs of the transaction and the method and terms of payment 

• The method for calculating profits and a description of the transaction price 

• A description of the business strategy and any other related activity if this 

strategy affects the transaction value 

• An indication of any other factors that were taken into account in determining 

the transaction value 

• A description of the benefits that the entity required to prepare the 

documentation expects to obtain from the purchase of intangible assets or 

services, such as advisory or financial services, granting of licenses or 

purchase of intellectual property 

5. The documentation requirements also apply to entities that enter into transactions 

involving payments to tax havens if the total value of the transactions exceeds 

EUR20,000 during the tax year.  

6. If the tax authorities assess additional income to a taxpayer and if a taxpayer 

does not provide the transfer-pricing documentation required by the law, 

additional income that is assessed in connection with intercompany transactions 

that are not covered with the documentation is taxed at a penalty tax rate of 50%. 

7. Effective from 1 January2007, the transfer-pricing documentation requirements 

applicable to Polish entities also apply to PEs of foreign residents located in 

Poland. In addition, if income earned by the PE of a foreign resident is assessed 

in Poland and if no transfer-pricing documentation is submitted by the statutory 

deadline, a corporate income tax rate of 50% can be applied to any excess over 

the fair market amount. 

8. Taxpayers must report foreign related-party transactions if the total amount of the 

transactions exceeds EUR300,000 in a tax year. If the foreign entity has a 

representative office or a permanent establishment in Poland, the reporting 

obligation applies to single transactions exceeding EUR5,000. 

9. The required information must be submitted to the tax office by the end of the 

third month following the end of the tax year. 

10. The Advanced Pricing Agreement (APA) regulations entered into force on 1 

January 2006. An APA concluded for a particular transaction is binding on the tax 

authorities with respect to the method selected by the taxpayer. APAs may apply 
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to transactions that have not yet been executed or transactions that are in 

progress when the taxpayer submits an application for an APA. 
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5.33) Portugal (Lisbon) (EU) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 23 

Capital Gains Tax 23 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 12 Years 

VAT Different rates for different locations 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Corporate income tax is levied on resident and Non-resident entities. 

2. Resident entities. Companies and other entities, including non-legal entities, 

whose principal activity is commercial, industrial or agricultural, are subject to IRC 

on worldwide profits, but a foreign tax credit may reduce the amount of IRC 

payable. 

3. Companies and other entities, including non-legal entities, that do not carry out 

commercial, industrial or agricultural activities, are generally subject to tax on 

their worldwide income. 

4. Non-resident entities. Companies or other entities that operate in Portugal 

through a PE are subject to IRC on the profits attributable to the PEs. 

5. Companies or other entities without a PE in Portugal are subject to IRC on 

income deemed to be obtained in Portugal. 

6. For tax purposes, companies or other entities are considered to have a PE in 

Portugal if they have a fixed installation or a permanent representation in 

Portugal through which they engage in a commercial, industrial or agricultural 

activity. Under rules that generally conform to the OECD model convention, a PE 

may arise from a building site or installation project that lasts for more than six 

months or from the existence of a dependent agent. Under these rules, 

commissionaire structures, dependent agents and services rendered in Portugal 

are more likely to result in a PE for IRC purposes. 
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Tax rates:  

1. For 2014, IRC is levied at the following rates. Type of enterprise Rate (%) 

- Companies or other entities with a head office or effective management 

control in Portugal, whose principal activity is commercial, industrial or 

agricultural 23 

- Companies or other entities with a head office or effective management 

control in the autonomous region of the Azores, or with a branch, office, 

premises or other representation there 16.1 

- Companies or other entities with a head office or effective management 

control in the autonomous region of the Madeira, or with a branch, office, 

premises or other representation there 23 

- Entities other than companies with a head office or effective management 

control in Portugal, whose principal activity is not commercial, industrial or 

agricultural 21.5  

- PEs 23 

- Non-resident companies or other entities without a head office, effective 

management control or a PE in Portugal Standard rate 25 

- Rental income 25 

Certain types of income earned by companies in the last category of companies 

listed above are subject to the following withholding taxes. 

Type of income     Rate (%) 

Copyrights and royalties     25 

Technical assistance     25 

Income from shares     25 

Income from government bonds     25 

Revenues derived from the use of, or the right to use, equipment  25 

Other revenues from the application of capital     25 

Payments for services rendered or used in Portugal, and all  

types of commissions     25* 

Investment income paid to tax-haven entities     35 

* This tax does not apply to communications, financial and transportation services. 

It is eliminated under most tax treaties. 

2. Applicable double tax treaties, EU directives or the agreement entered into 

between the EU and Switzerland may reduce the above withholding tax rates. 
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3. A 35% final withholding tax rate applies if income is paid or made available in a 

bank account and if the beneficial owner is not identified. A 35% final withholding 

tax rate also applies to investment income obtained by an entity located in a tax 

haven. 

4. A municipal surcharge (derrama municipal) is imposed on resident companies 

and Non-resident companies with a PE in Portugal.  

5. The rate of the municipal surcharge, which may be up to 1.5%, is set by the 

respective municipalities. The rate is applied to the taxable profit determined for 

IRC purposes. Consequently, the maximum combined rate of the IRC and the 

municipal surcharge on companies is 24.5%. 

6. A state surcharge is also imposed on resident companies and Non-resident 

companies with a PE in Portugal. The rate of the state surcharge, which is 3%, is 

applied to the taxable profit determined for IRC purposes between EUR1,500,000 

and EUR7,500,000. For taxable profits exceeding EUR7,500,000, a 5% rate of 

state surcharge is levied on the excess up to EUR35 million. For taxable profits 

exceeding EUR35 million, a 7% rate of state surcharge is levied on the excess. 

Consequently, the maximum combined rate of the IRC and the surcharges on 

companies is 31.5%. 

7. Significant incentives are also available for qualifying new investment projects 

established before 31 December 2020. To qualify for the incentives, the projects 

must satisfy the following requirements: 

• They must have a value exceeding EUR3 million. 

• They must develop sectors considered to be of strategic importance to the 

Portuguese economy. 

• They must be designed to reduce regional economic imbalances, create jobs 

and stimulate technological innovation and scientific research in Portugal. 

Qualifying projects may enjoy the following tax benefits for up to 10 years: 

• A tax credit of 10% to 20% of amounts invested in plant, equipment and 

intangibles used in the project. However, buildings and furniture qualify only if 

they are directly connected to the development of the activity. 

• An exemption from, or a reduction of, the municipal real estate holding tax for 

buildings used in the project. 

• An exemption from, or a reduction of, the property transfer tax for buildings 

used in the project. 
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• An exemption from, or a reduction of, the stamp duty for acts and contracts 

necessary to complete the project, including finance agreements. 

8. Portuguese tax law also provides for significant tax credits and deductions 

concerning research and development investments, fixed-asset investments 

(some of which must have been performed by 31 December 2013) and creation 

of jobs. In addition, a specific tax benefit is introduced for the reinvestment of 

profits by small and medium-sized companies. Under this measure, such 

companies can benefit from a tax credit of 10% of the retained earnings (capped 

to the lower of 25% of the IRC liability and EUR500,000 per year) reinvested in 

the acquisition of eligible fixed assets if several conditions are met.  

9. Micro, small and medium-sized companies held by individuals, venture capital 

companies and business angels can benefit for a four-year period from a notional 

interest deduction of 5% on the amount of cash contributions by shareholders to 

share capital made on or after 1 January 2014. 

10. Simplified regime of taxation. Resident companies that have annual turnover not 

exceeding EUR200,000 and total assets not exceeding EUR500,000 and that 

meet certain other conditions may opt to be taxed under a simplified regime of 

taxation. The taxable income corresponds to a percentage ranging between 4% 

and 100% of gross income, depending on the nature of the income. 

Capital gains: 

1. Capital gains derived from the sale of fixed assets and from the sale of financial 

assets are included in taxable income subject to IRC The capital gain on fixed 

assets is equal to the difference between the sales value and the acquisition 

value, adjusted by depreciation and by an official index. The tax authorities may 

deter mine the sales value for real estate to be an amount other than the amount 

provided in the sales contract.  

2. Fifty percent of the capital gains derived from disposals of tangible fixed assets, 

intangibles assets and non-consumable biological assets held for more than one 

year may be exempt if the sales proceeds are invested in similar assets during 

the period beginning one year before the year of the disposal and ending two 

years after the year of the disposal. A statement of the intention to reinvest the 

gains must be included in the annual tax return for the year of disposal. The 
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remaining 50% of the net gains derived from the disposal is subject to tax in the 

year of the disposal. 

3. If only a portion of the proceeds is reinvested, the exemption is reduced 

proportionally. If by the end of the second year following the disposal no 

reinvestment is made, the net capital gains remaining untaxed (50%) are added 

to taxable profit for that year, increased by 15%. 

4. A full participation regime is introduced for capital gains and losses on 

shareholdings held for at least 24 months if the remaining conditions for the 

dividends participation regime are met.  

5. The regime does not apply if the main assets of the company that issued the 

shares being transferred are composed, directly or indirectly, of Portuguese real 

estate (except real estate allocated to an agricultural, industrial or commercial 

activity [other than real estate trading activities]). This applies to gains and losses 

from onerous transfers of shares and other equity instruments (namely, 

supplementary contributions), capital reductions, restructuring transactions and 

liquidations. 

6. Losses from the onerous transfer of shareholdings in tax-haven entities are not 

allowed as deductions. Losses resulting from shares and equity instruments are 

not deductible in the portion corresponding to the amount of dividends and capital 

gains that were excluded from tax during the previous four years under the 

participation regime or the underlying foreign tax credit relief. 

7. Effective from 1 January 2014, liquidation proceeds are treated as capital gains 

or losses. The losses from the liquidation of subsidiaries are deductible only if the 

shares have been held for at least four years. If within the four-year period after 

the liquidation of the subsidiary, its activity is transferred so that it is carried out 

by a shareholder or a related party, 115% of any loss deducted by the 

shareholder on liquidation of the subsidiary is added back. 

8. Tax credits are available for a venture capital company as a result of investments 

made in certain types of companies. 

9. Non-resident companies that do not have a head office, effective management 

control or a PE in Portugal are subject to IRC on capital gains derived from sales 

of corporate participations, securities and financial instruments if any of the 

following apply: 
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• More than 25% of the Non-resident entities is held, directly or indirectly, by 

resident entities. 

• The Non-resident entities are resident in territories listed on a blacklist 

contained in a Ministerial Order issued by the Finance Minister. 

• The capital gains arise from the transfer of shares held in a property company 

in which more than 50% of the assets comprise Portuguese real estate or in a 

holding company that controls such a company. 

10. Non-resident companies that do not have a head office, effective management 

control or a PE in Portugal are taxed at a 25% rate on taxable capital gains 

derived from disposals of real estate, shares and other securities. For this 

purpose, Non-resident entities must file a tax return. A tax treaty may override 

this taxation.  

11. Exit taxes. The IRC Code provides that the transfer abroad of the legal seat and 

place of effective management of a Portuguese  company, without the company 

being liquidated, results in a taxable gain or loss equal to the difference between 

the market value of the assets and the tax basis of assets as of the date of the 

deemed closing of the activity. This rule does not apply to assets and liabilities 

remaining in Portugal as part of the property of a Portuguese PE of the transferor 

company if certain requirements are met. 

12. The exit tax also applies to a PE of a Non-resident company on the closing of an 

activity in Portugal or on the transfer of the company’s assets abroad. 

13. Following the European Court of Justice decision in Case C-38/10, significant 

changes to the existing exit tax rules were made. Under the revised rules, on a 

change of residency to an EU or EEA member state, the taxpayer may now opt 

for one of the following alternatives: 

• Immediate payment of the full tax amount 

• Payment of the tax whenever the gains are (deemed) realized 

• Payment of the full tax amount in equal installments during a five-year period 

14. The deferral of the tax payment triggers late payment interest. In addition, a bank 

guarantee may be requested. This guarantee equals the tax due plus 25%. In 

addition, annual tax returns are required if the tax is deferred. 
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Administration: 

1. Companies with a head office, effective management control or a PE in Portugal 

are required to make estimated payments with respect to the current financial 

year. The payments are due in July, September and December. For companies 

with turnover of up to EUR500,000, the total of the estimated payments must 

equal at least 80% of the preceding year’s tax. For companies with turn over 

exceeding EUR500,000, the total of the estimated payments must equal at least 

95% of the preceding year’s tax. The first payment is mandatory. However, the 

obligation to pay the other installments depends on the tax situation of the 

company. For example, a company may be excused from making the third 

installment if it establishes by adequate evidence that it is suffering losses in the 

current year. However, if a company ceases making installment payments and if 

the balance due exceeds by 20% or more the tax due for that year under normal 

conditions, compensatory interest is charged. Companies must file a tax return by 

31 May of the following year. Companies must pay any balance due when they 

file their annual tax return. 

2. Companies with a head office, effective management control or a PE in Portugal 

that have adopted a financial year other than the calendar year must make 

estimated payments as outlined above, but in the 7th, 9th and 12th months of 

their financial year. They must file a tax return by the end of the 5th month 

following the end of that year. 

3. Advance payments concerning the state surcharge are also required in the 7th, 

9th and 12th months of the tax year. In addition, companies must make a Special 

Payment on Account (SPA) in the 3rd month of the financial year, or they can 

elect to pay the amount in the 3rd and 10th months. The SPA is equal to the 

difference between the following amounts:  

• 1% of turnover of the preceding year, with a minimum limit of EUR1,000, or, if 

the minimum limit is exceeded, EUR1,000 plus 20% of the excess with a 

maximum limit of EUR70,000  

• The ordinary payments on account made in the preceding year The SPA may 

be subtracted from the tax liability in the following six years, or refunded if, on 

the occurrence of certain events (for example, the closing of activity), a 

petition is filed. 
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4. A Non-resident company without a PE in Portugal must appoint an individual or 

company, resident in Portugal, to represent it concerning Sany tax liabilities. The 

representative must sign and file the tax return using the general tax return form. 

IRC on capital gains derived from the sale of real estate must be paid within 30 

days from the date of sale. IRC on rents from leasing buildings must be paid by 

31 May of the following year.  

Dividends:  

1. Dividends paid by companies to residents and non-residents are generally 

subject to withholding tax at a rate of 25%. On distributions to resident parent 

companies, the 25% withholding tax is treated as a payment on account of the 

final IRC due. 

2. A resident company subject to IRC may deduct 100% of dividends received from 

another resident company if all of the following conditions apply: 

• The recipient company owns directly or directly and indirectly at least 5% of 

the capital or voting rights of the payer. 

• The recipient company holds the interest described above for an 

uninterrupted period of at least two years that includes the date of distribution 

of the dividends, or it makes a commitment to hold the interest until the two-

year holding period is complete. 

• The payer of the dividends is a Portuguese resident company that is also 

subject to, and not exempt from, IRC or Game Tax (tax imposed on income 

from gambling derived by entities such as casinos). 

3. A 100% dividends-received deduction is granted for dividends paid by entities 

from EU member countries to Portuguese entities (or Portuguese PEs of EU 

entities) if the above conditions are satisfied and if both the payer and recipient of 

the dividends qualify under the EU Parent-Subsidiary Directive. The same regime 

is also available for dividends received from European Economic Area (EEA) 

subsidiaries. The participation exemption regime also applies to dividends from 

subsidiaries in other countries, except tax havens, if the subsidiary is subject to 

corporate tax at a rate not lower than 60% of the standard IRC rate (this 

requirement can be waived in certain situations). 

4. The participation exemption regime does not apply in certain circumstances, 

including among others, the following:  
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• The dividends are tax deductible for the entity making the distribution.  

• The dividends are distributed by an entity not subject to or exempt from 

income tax, or if applicable, the dividends are paid out of profits not subject to 

or exempt from income tax at the level of sub-affiliates, unless the entity 

making the distribution is resident of an EU or an EEA member state that is 

bound to administrative cooperation in tax matters equivalent to that 

established within the EU. 

5. A withholding tax exemption applies to dividends distributed to EU and EEA 

parent companies and to companies resident in treaty countries with tax 

cooperation agreements, owning (directly or directly and indirectly through 

eligible companies) at least 5% of a Portuguese subsidiary for more than two 

years. Companies outside the EU and EEA must be subject to corporate tax at a 

rate not lower than 60% of the standard IRC rate. A full or partial refund of the 

withholding tax may be available under certain conditions.  

6. A withholding tax exemption is also available for dividends paid to a Swiss parent 

company, but the minimum holding percentage is increased to 25%. 

7. Foreign PE profits. Resident taxpayers may opt for an exemption regime for 

foreign PE profits. Under this regime, foreign PE losses are also not deductible if 

the PE is subject to one of the taxes listed in the EU Parent-Subsidiary Directive 

or to corporate tax at a rate not lower than 60% of the standard IRC rate and if 

the PE is not located in a tax-haven territory. 

8. Transactions between the head office and the foreign PE must respect the arm’s-

length principle, and the costs related to the PE are not deductible for the head 

office. The following are recapture rules: 

• PE profits are not exempt up to the amount of PE losses deducted by the 

head office in the 12 preceding years. 

• If the PE is incorporated, subsequent dividends and capital gains from shares 

are not exempt up to the amount of PE losses deducted by the head office in 

the 12 preceding years. 

• If the exemption regime ceases to apply, the PE losses as well as the 

dividends and capital gains from shares (if the PE was previously 

incorporated) are not deductible or exempt, respectively, up to the amount of 

the PE profits that were exempt from tax during the preceding 12 years. 
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Foreign tax relief:  

1. Foreign-source income is taxable in Portugal. However, direct foreign tax may be 

credited against the Portuguese tax liability up to the amount of IRC attributable 

to the net foreign source income. The foreign tax credit can be carried forward for 

five years. 

2. In addition, taxpayers may opt to apply an underlying foreign tax credit with 

respect to foreign-source dividends that are not eligible for the participation 

exemption regime. Several conditions must be met, including the following: 

• The minimum holding percentage is 5% for at least 24 months. 

• The entity distributing the dividends is not located in a tax haven territory, and 

indirect subsidiaries are not held through a tax-haven entity. 

 

Determination of trading income: 

General: 

1. Taxable profit is determined according to the following rules: 

• For companies with a head office or effective management control in Portugal 

that are principally engaged in commercial, agricultural or industrial activities, 

the taxable profit is the net accounting profit calculated in accordance with 

Portuguese generally 

• accepted accounting principles (GAAP), as adjusted by the IRC Code. 

• For companies with a head office or effective management control in Portugal 

that do not principally engage in commercial, industrial or agricultural 

activities, the taxable profit is the net total of revenues from various categories 

of income as described in the Personal Tax (IRS) Code, less expenses.  

• For PEs, the taxable profit is determined as outlined in the first item. In 

calculating taxable profit, general administrative expenses that are attributable 

to the PE may be deducted as a cost if justified and accept able to the fiscal 

authorities. 

2. Effective from 2010, Portuguese GAAP is similar to International Financial 

Reporting Standards (IFRS). In addition, the tax law has been adapted to the new 

GAAP, but several adjustments are still required between net accounting profit 

and taxable profit.  

3. Effective from 2014, an intellectual property (IP) regime provides for a 50% 

exclusion from the tax base with respect to income derived from contracts for the 
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transfer or temporary use of patents and industrial designs or models. To benefit 

from the IP regime, several conditions must be satisfied. This regime applies to 

patents and industrial designs or models registered on or after 1 January 2014. 

4. Expenses that are considered essential for the generation or maintenance of 

profits are deductible. However, certain expenses are not deductible including, 

but not limited to, the following:  

• The tax depreciation of private cars, on the amount of the acquisition price 

exceeding EUR25,000 but not exceeding EUR50,000 (depending on the 

acquisition date and type of vehicle), as well as all expenses concerning 

pleasure boats and tourism airplanes, except for those allocated to public 

transportation companies or used for rental purposes as part of the 

company’s normal activities 

• Daily allowances and compensation for costs incurred in traveling in the 

employees’ own vehicles at the service of the employer that are not charged 

to clients if the company does not maintain a control map of the expenses, 

allowing it to identify the place, length and purpose of the displacements, 

except for the amounts 

• on which the beneficiary is subject to IRS  

• Expenses shown on documents issued by entities without a valid taxpayer 

number 

• Improperly documented expenses  

• IRC and surcharges 

• Penalties and interest charges 

• Contribution on banking sector 

5. Assets under financial leases are deemed to be owned by the lessee, and 

consequently the lessee may deduct only applicable tax depreciation and any 

interest included in the rent payments. Special rules apply to sale and leaseback 

transactions.  

6. Although representation expenses and expenses related to private cars are 

deductible with some limits, they are subject to a special stand-alone tax at a rate 

of 10%. This rate is increased to 27.5% for expenses related to private cars if the 

acquisition price of the car is between EUR25,000 and EUR35,000, or to 35% if 

the acquisition price of the car exceeds EUR35,000. 
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7. The 5% tax also applies to tax-deductible daily allowances and compensation for 

costs incurred in traveling in the employees’ own vehicles at the service of the 

employer that is not charged to clients and not subject to IRS. The tax also 

applies if such expenses are not tax deductible as a result of the lack of proper 

documentation and if the taxpayer incurs a tax loss in the financial year. 

8. Undocumented expenses are not deductible. In addition, these expenses are 

subject to a special stand-alone rate of 50%. The tax authorities may classify an 

expense as undocumented if insufficient supporting documentation exists. 

9. Certain indemnities and compensation paid to board members and managers are 

subject to a special stand-alone tax at a rate of 35%. 

10. A special stand-alone tax at a rate of 35% applies to bonuses and other variable 

compensation paid to board members and managers, if such compensation 

exceeds 25% of the annual remuneration and EUR27,500. This tax does not 

apply if at least 50% of the payment is deferred over a period of at least three 

years and conditioned on the positive performance of the company during such 

period. 

11. A “Robin Hood” tax is levied on both oil production and distribution companies 

and is charged based on the rise in value of the oil stocks held. For tax purposes, 

the first-in, first-out (FIFO) method or the weighted average cost method is 

deemed to be used for the valuation of oil stocks. The positive difference 

between the gross margin determined based on these methods and the gross 

margin determined under the accounting method used by the company is subject 

to a stand-alone tax at a flat rate of 25%. This tax is not deductible for IRC 

purposes and cannot be reflected in the purchase price paid by the final 

consumer.  

12. The above stand-alone taxes are imposed regardless of whether the company 

earns a taxable profit or suffers a tax loss in the year in which it incurs the 

expenses. In addition, all stand-alone rates are increased by 10 percentage 

points if the taxpayer incurs a tax loss in the relevant year. 

Inventories: 

Inventories must be consistently valued by any of the following criteria: 

• Effective cost of acquisition or production 
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• Standard costs in accordance with adequate technical and accounting 

principles 

• Cost of sales less the normal profit margin 

• Cost of sales of products cropped from biological assets, which is determined 

at the time of cropping, less the estimated costs at the point of sale, excluding 

transportation and other costs required to place the products in the market 

• Any other special valuation considered basic or normal, provided that it has 

the prior approval of the tax authorities  

Changes in the method of valuation must be justifiable and acceptable to the tax 

authorities. 

Provisions: 

The following provisions, among others, are deductible: 

• Bad and doubtful debts, based on a judicial claim or on an analysis of the 

accounts receivable 

• Inventory losses (inventory values in excess of market value) 

• Warranty expenditures 

• Technical provisions imposed by the Bank of Portugal or the Portuguese 

Insurance Institute 

Depreciation: 

1. Depreciation is calculated using the straight-line method. The declining-balance 

method may be used for new tangible fixed assets other than buildings, office 

furniture and automobiles not used for public transport or rental. Maximum 

depreciation rates are established by law for general purposes and for certain 

specific industries. If rates that are less than 50% of the official rates are used, 

total depreciation will not be achieved over the life of the asset. The following are 

the principal official straight-line rates. 

Asset  Rate (%) 

Commercial buildings  2 

Industrial buildings  5 

Office equipment  12.5 to 25 

Motor vehicles  12.5 to 25 

Plant and machinery  5 to 33.33 
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2. Companies may request the prior approval of the tax authorities for the use of 

depreciation methods other than straight-line or declining-balance or rates up to 

double the official rates. Approval is granted only if the request is justified by the 

company’s business activities. 

3. For tax purposes, the maximum depreciable cost of private motor cars is between 

EUR25,000 and EUR50,000, depending on the acquisition date and type of 

vehicle.  

4. Intangibles (excluding patents and goodwill from shares) that are acquired on or 

after 1 January 2014 for consideration and that do not have a defined economic 

life can be amortized over 20 years.  

5. Investment properties and non-consumable biological assets that are 

subsequently measured at fair value can also be depreciated during the 

remaining period of their maximum economic life.  

Relief for losses: 

Tax losses may be carried forward for 12 years (6 years if the losses were computed 

before 2010, 4 years if the losses were computed in 2010 or 2011, or 5 years if the 

losses were computed in 2012 or 2013). For tax losses used from 1 January 2014, 

the amount deductible each year is capped at 70% of the taxable profit for the year. 

Loss carry backs are not allowed. Tax losses existing at the time of the occurrence 

of certain changes may not be carried forward. A change of at least 50% of the 

shareholders or voting rights can trigger the cancellation of tax losses, unless it is 

derived from certain situations. 

Groups of companies: 

Resident groups of companies may elect to be taxed on their consolidated profit. To 

qualify for tax consolidation, a group must satisfy certain conditions, including the 

following: 

• The parent company must hold, directly or indirectly, at least 75% of the 

subsidiaries’ registered capital, provided that the holding accounts for more 

than 50% of the voting rights. 

• The parent company may not be deemed to be dominated by the other 

resident company. 

• All companies belonging to the group must have their head office and place of 

effective management in Portugal. 
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• The parent company must hold the participation in the subsidiary for more 

than one year beginning from the date the regime begins to be applied. 

• All group companies must be subject to IRC at the standard rate of 23%. 

Applications for consolidated reporting must be filed with the Ministry of Finance 

before the end of the third month of the year for which the application is intended to 

take effect.  

Losses of individual group companies may be offset against taxable profit within the 

consolidated group, in accordance with the following rules: 

• Losses of individual group companies incurred in years before the 

consolidation can only be offset up to the amount of the taxable profit derived 

by the company that incurred such losses. 

• Consolidated losses may be offset against consolidated profits only. 

• Consolidated losses may not be offset against profits generated by 

companies after they leave the group. 

• The consolidated group may not deduct losses incurred by companies after 

they leave the group. 

The cap of 70% of the taxable profit with respect to deductible losses also applies for 

tax group purposes. 

The consolidated taxable profit equals the sum of the group’s companies’ taxable 

profits or losses, as shown in each of the respective tax returns. 

 

Miscellaneous matters: 

General: 

1. Mergers and reorganizations. Mergers and other types of corporate 

reorganizations may be tax-neutral in Portugal if certain conditions are met. 

2. Controlled foreign entities. The rules described below apply to controlled foreign 

entities (CFEs). 

3. A Portuguese resident owning, directly or indirectly, at least 25% in the capital, 

voting rights or rights to income or estate of a CFE is subject to tax on its 

allocable share of the CFE’s net profit or income. However, if at least 50% of the 

CFE’s capital or rights is owned by Portuguese residents, the percentage 

described in the preceding sentence is reduced to 10%. For computing the 25% 
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or 10% threshold, the capital and rights owned, directly or indirectly, by related 

parties are also considered. 

4. An entity is deemed to be subject to a clearly more favorable tax regime if the 

entity is not subject to corporate income tax or is subject to tax at a rate of tax 

equal to or lower than 60% of the IRC standard rate or if its place of business is 

included in a blacklist of tax-haven territories provided in a Ministerial Order of the 

Finance Minister. 

5. Several rules, which are based on the nature of the activity and whether the 

activity is predominantly directed to the Portuguese market, may result in the 

non-imputation of profits or income.  

6. The CFE rules do not apply to entities resident in the EU or EEA if in the latter 

case a cooperation agreement on tax matters exists and if the taxpayer proves 

that the incorporation and functioning of the Non-resident entity is based on valid 

economic reasons and that the entity carries out an agricultural, commercial, 

industrial or service activity. 

7. In general, payments made by Portuguese residents to non-residents subject to a 

clearly more favorable tax regime are not deductible for tax purposes, and the 

payers are subject to a stand-alone tax rate of 35% (55% for entities partially or 

fully exempt from IRC or not principally engaged in commercial, industrial or 

agricultural activities). However, these payments may be deducted and are not 

subject to stand-alone taxation if the payer establishes the following: 

• The payments were made in real transactions. 

• The payments are normal. 

• The amounts of the payments are not unreasonable. 

8. The non-deductibility of payments to non-residents subject to a clearly more 

favorable tax regime also applies if the payments are made indirectly to those 

entities; that is, the payer knew or should have known of the final destination of 

such payments. This is deemed to occur if special relations exist between the 

payer and the Non-resident entity subject to a clearly more favorable tax regime 

or between the payer and the intermediary that makes the payment to the Non-

resident entity subject to a clearly more favourable tax regime. 

9. Related-party transactions. For related-party transactions (transactions between 

parties with a special relationship), the tax authorities may make adjustments to 

taxable profit that are necessary to reflect transactions on an arm’s-length basis. 
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The IRC Code contains transfer-pricing rules, which are applied on the basis of 

the OECD guidelines. In addition, recent legislation had provided de tails 

regarding these rules. 

10. A special relationship is deemed to exist if one entity has the capacity, directly or 

indirectly, to influence in a decisive manner the management decisions of another 

entity. This capacity is deemed to exist in the following relationships: 

• Between one entity and its shareholders, or their spouses, ascendants or 

descendants, if they possess, directly or indirectly, 20% of the capital or voting 

rights of the entity  

• Between one entity and the members of its board, administration, 

management or fiscal bodies, as well as the members’ spouses, ascendants 

and descendants 

• Between any entities bound by group relations  

• Between any entities bound by dominance relations 

• Between one entity and the other if the first entity’s business activities depend 

on the other entity as a result of a commercial, financial, professional or legal 

relationship 

• Between a resident entity and an entity located in a blacklisted territory The 

IRC Code now provides for Advanced Pricing Agreements. 

11. Debt-to-equity rules. The previous thin-capitalization rules contained in the IRC 

Code are abolished, effective from 2013. 

12. A new limitation to the deduction of interest expenses (net of interest revenues) 

applies, effective from 2013. The tax deduction for net financial expenses is 

capped by the higher of the following amounts: 

• EUR1 million 

• 60% of the earnings before interest, taxes, depreciation and amortization (EBITDA) 

13. The 60% threshold will be reduced by 10 percentage points annually until it 

reaches 30% in 2017. The non-deductible excess, as well as the unused fraction 

of the 30% threshold, may be carried forward to the following five years. 

14. Effective from 2014, several adjustments are required to determine the relevant 

EBITDA. These adjustments exclude, among others, several items that are 

disregarded (not taxed or not deductible) for tax purposes and other items 

specifically stated in the law. 
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15. It is possible to consider the EBITDA on a group basis if tax grouping is being 

applied.  

16. Tax-planning disclosure. Certain tax planning (use of low-tax entities, use of 

partially or fully exempt entities, use of hybrid instruments or entities, use of tax 

losses or the existence of a limitation or exclusion from responsibility clause for 

the promoter) must be disclosed to the tax authorities by the entity promoting the 

planning or by the respective user (in the absence of a locally registered 

promoter). Significant penalties apply for the lack of reporting. 
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5.34) Qatar (Doha) (AS) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 10 

Capital Gains Tax 10 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 3 years 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Foreign companies, including partnerships and joint ventures, carrying on 

business activities in Qatar are subject to tax. Tax is imposed on a foreign entity 

operating in Qatar, regardless of whether it operates through a branch, a joint 

venture with a locally registered company or through a wholly owned subsidiary. 

However, Qatar tax resident companies wholly owned by Qataris and citizens of 

the other Gulf Cooperation Council (GCC) countries (Bahrain, Kuwait, Oman, 

Saudi Arabia and United Arab Emirates) are exempt from tax. Qatar tax resident 

companies that are not wholly owned by Qataris and other GCC citizens are 

taxable up to the level of profits ultimately attributable to the non-GCC national 

shareholders and to GCC national shareholders who are not tax residents in 

Qatar. Other GCC nationals are treated in the same manner as Qatari citizens for 

Qatar tax purposes.  

2. Tax resident companies and permanent establishments (PEs) that are wholly 

owned by Qatari and other GCC nationals and that are exempt from corporate 

income tax must submit tax returns and audited financial statements to the Public 

Revenues and Taxes Department (PRTD) if their capital is QAR2 million or more 

or if their annual revenue is QAR10 million or more. 

3. A company is considered to be a Qatar tax resident if it meets any of the 

following conditions:  

• It is incorporated under the laws of Qatar. 

• Its head office is located in Qatar. 
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• Its place of effective management is located in Qatar. 

4. A PE is a fixed place of business through which the business of a taxpayer is 

wholly or partly carried on, including, among others, a branch, office, factory, 

workshop, mine, oil or gas well, quarry, building site, assembly project, or place 

of exploration, extraction or exploitation of natural resources. A PE also includes 

an activity carried on by the taxpayer through a person acting on behalf of the 

taxpayer or in its interest, other than an independent agent. 

5. Income is subject to tax at a standard rate of 10% of profits, as adjusted for tax 

purposes. Petroleum companies engaged in oil operations are taxed at the rates 

specified in their agreements, provided that the tax rate is not less than 35% on 

their taxable income. Taxable income is determined in accordance with the 

provisions of the underlying production sharing contract or development and 

fiscal agreement. Petroleum operations are defined by law as the exploration for 

petroleum, improving oil fields, drilling, well repair and completion, the production, 

processing and refining of petroleum, and the storage, transport loading and 

shipping of crude oil and natural gas. 

6. The income of businesses operating in the Qatar Financial Centre (QFC) is 

subject to a standard rate of tax of 10%. Activities that may be carried on at the 

QFC include the following: 

• International banking 

• Insurance and reinsurance 

• Fund management 

• Brokerage and dealer operations 

• Treasury management 

• Funds administration and pension funds 

• Financial advice and back office operations 

• Professional services in the areas of classification and investment grading 

• Audit, legal and taxation advisory 

• Holding company and headquarter hosting 

• Ship brokering and agency services 

7. The shares of non-Qatari investors in the profits of public companies listed on the 

Qatar Exchange (the local stock exchange) are exempt from tax. This incentive is 

designed to promote increased foreign investment in the stock exchange. The 
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shares of profits of Qatari investors remain exempt under the provisions of the 

Qatar Income Tax Law.  

8. Tax incentives. Tax exemptions may be granted for periods of three to six years 

for certain companies, regardless of the nationality of the owners. A committee 

evaluates applications for tax exemptions. It considers factors such as the 

following in reviewing the applications: 

• Whether the company provides social or economic benefits to Qatar 

• Whether the company falls within the planned development and economic 

objectives of the government and has the approval of the appropriate 

government department 

• The extent to which the company contributes to the national economy 

• Whether the company uses modern technology 

• Whether the company creates employment opportunities for citizens 

9. The income of businesses operating at the Qatar Science and Technology Park 

(QSTP) is exempt from tax. However, such businesses must file annual tax 

returns, together with audited financial statements, with the PRTD. QSTP-

registered entities must also withhold tax if applicable. 

Activities that may be carried out at the QSTP include the following: 

• Research and development of new products 

• Technology development and development of new processes 

• Low-volume, high-value-added specialist manufacturing 

• Technology-related consulting services, technology training and promotion of 

academic developments in the technology fields 

• Incubating new businesses with advanced learning  

Capital gains: 

Capital gains are aggregated with other income and are subject to tax at the regular 

corporate income tax rate. The sale by a Non-resident of shares in a Qatar tax 

resident company is taxable at a rate of 10%. 

Administration: 

1. Within 30 days after beginning a taxable activity in Qatar or registering with the 

Ministry of Business and Trade, a taxpayer must register with the PRTD and 

obtain a tax card.  
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2. The tax year runs from 1 January to 31 December, and a taxpayer must use this 

accounting period unless approval is obtained for a different year-end. Approval 

to use an alternative accounting period is granted in exceptional cases only. 

3. In general, all companies, including tax-exempted companies, must file tax 

declarations within four months after the end of the accounting period. The due 

date may be extended at the discretion of the PRTD, but the length of the 

extension may not exceed four months. 

4. Audited financial statements must be submitted together with the tax declaration 

if any of the following circumstances exist:  

• The capital of the taxpayer exceeds QAR100,000. 

• The taxpayer’s total taxable income exceeds QAR100,000. 

• The head office of the taxpayer is located outside Qatar. 

5. The tax declaration must be certified by an accountant in practice in Qatar who is 

registered with the Ministry of Economy and Finance. If this requirement is not 

satisfied, the PRTD rejects the tax declaration. The tax declaration and 

supporting audited financial statements must be denominated in Qatari riyals. 

6. Tax is payable on the due date for filing the tax declaration. The due date for 

payment of taxes may be extended if the filing date is extended and if the 

taxpayer provides reasons acceptable to the PRTD. Alternatively, the PRTD may 

allow taxes to be paid in installments during the extension period. Tax is payable 

in Qatari riyals. 

7. Penalties for late filing are levied at a rate of QAR100 per day, subject to a 

maximum of QAR36,000. The penalty for late payment equals 1.5% of the tax 

due for each month or part of a month for which the payment is late, up to the 

amount of the tax due. 

8. The PRTD may issue tax assessments based on a presumptive basis or 

reassess by applying market prices to certain related-party transactions in certain 

circumstances. The tax law provides for a structured appeals process with 

respect to such tax assessments. 

9. The PRTD may inspect a taxpayer’s books and records, which should be 

maintained in Qatar. The books and records are not required to be maintained in 

Arabic. The accounting books and records must be maintained for 10 years 

following the year to which the books, registers and documents are related. 
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10. The following are the payments subject to withholding tax and the applicable 

rates: 

• Royalties and technical fees: 5% 

• Interest payments (subject to specified exceptions), directors’ fees, 

attendance fees, brokerage, commissions and other payments with respect to 

contracts for services conducted wholly or partially in Qatar: 7% 

11. Companies or PEs in Qatar that make the above payments must deduct tax at 

source and remit it to the PRTD by the 15th day of the month following the month 

in which the payment is made.  

Dividends: 

Dividends paid by a Qatar tax resident company are not subject to withholding tax. 

Income distributed from profits that have already been subject to Qatar taxation are 

not subject to further taxation in the hands of the recipient. Dividends paid by an 

entity that has a tax exemption are exempt from tax. 

Foreign tax relief: 

A deduction is allowed for income taxes incurred by the taxpayer abroad if the 

revenues related to the foreign taxes are taxable in Qatar, subject to other 

deductibility requirements. In addition, foreign tax relief is available under the tax 

treaties. 

 

Determination of trading income: 

General: 

1. The following are some of the items that are included in taxable income: 

• Interest and returns realized outside Qatar from amounts generated by 

taxable activity carried on in Qatar 

• Revenues earned from an activity performed in Qatar including trading, 

contracting and the provision of services 

• Revenues earned from the partial or total performance of a contract in Qatar 

• Service fee income received by head offices, branches or related companies 

• Certain dividend income and capital gains on real estate located in Qatar 

• Interest on loans obtained in Qatar 
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2. Normal business expenses are allowable and must be determined under the 

accrual method of accounting. Branches are limited in the deduction of head 

office expenses. 

3. Self-employed individuals engaged in a professional activity may choose to 

deduct a notional expense equal to 30% of their total income instead of all of the 

expenses and costs that are allowed to be deducted. Expenses for 

entertainment, hospitality, meals, holidays, club subscriptions and client gifts are 

subject to restrictions. Guidance contained in supporting executive regulations 

specifies that these expenses are subject to an allowable ceiling of 2% of net 

income, up to a maximum of QAR200,000. 

Inventories: 

Inventories must be valued using international accounting standards. 

Provisions: 

1. General provisions, such as bad debts and stock obsolescence, are generally not 

allowed. Specific bad debts that are written off are deductible to the extent that 

they satisfy conditions set by the PRTD. Deductions by banks for loan-loss 

provisions are the subject of periodic instructions from the Qatar Central Bank 

and, in general, provisions are allowable up to a ceiling of 10% of net profits. 

2. Head office overhead. In general, charges of a general or administrative nature 

imposed by a head office on its Qatar branch are allowed as deductions, 

provided that they do not exceed 3% of turnover less subcontract costs. 

Depreciation:  

1. Under the executive regulations relating to the Qatar Income Tax Law, assets 

must be classified into two groups for tax depreciation purposes. The first group 

is for high-value assets and consists primarily of buildings, ships, airplanes, 

drilling instruments and intangible assets. These assets should be depreciated on 

a straight-line basis using the following annual depreciation rates: 

Asset      Rate (%) 

Buildings and constructions, including roads, bridges, pipelines,  

storage tanks and port ducts inside the establishment, excluding  

ready-made light constructions       5 

Ships and boats       10 

Airplanes and helicopters       20 
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Drilling instruments       15 

Intangible assets Pre-establishment expenses       50 

Trademarks, patents and similar items Amortized over the expected life  

of the asset, with a maximum annual amortization allowance of   15% 

2. For the second group, which relates to low-value assets, tax depreciation is 

calculated using the reducing-balance method. The following are the annual 

depreciation rates for these assets.  

Subgroup Assets      Rate (%) 

First Computer hardware and software and annexes thereof   33.33 

Second Machinery, plant, equipment, electrical devices and means  

Of transportation of goods and persons, including cars, vehicles, 

trucks and cranes      20 

Third Office furniture, fixtures and fittings and other assets   15 

3. The above depreciation rates must be applied to the written-down tax value of the 

assets, increased by the cost of current-year additions and decreased by the 

sales proceeds from current-year disposals.  

4. Under the Qatar Income Tax Law, the gain or loss resulting from disposal of low-

value fixed assets is no longer considered for income tax purposes. Instead, the 

sales proceeds are deducted from the tax value of the assets as mentioned 

above. 

5. Approval of the Minister of Finance is required for departure from the tax 

depreciation rates noted above. Departures from these rates are normally 

allowed only for new start-up projects if the project owner requests permission to 

adopt different depreciation rates based on the presentation of appropriate 

justifications to the Minister. 

6. The Executive Regulations provide guidance on the deductibility of depreciation. 

Under the regulations, depreciation is allowed for tax purposes up to the amount 

contained in the financial statements. 

Miscellaneous matters: 

General: 

1. The Qatar Income Tax Law contains anti-avoidance provisions. The PRTD may 

nullify or alter the tax consequences of any transaction that it has reasonable 

cause to believe was entered into to avoid or reduce a tax liability. 
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2. If a company carries out a transaction with a related party that was intended to 

reduce the company’s taxable income, the income arising from the transaction is 

deemed to be the income that would have arisen had the parties been dealing at 

arm’s length. 

3. In determining the arm’s-length value, the PRTD requires use of the comparable 

uncontrolled price (CUP) method. If CUP method is not possible, an application 

to apply a different transfer pricing method approved by the Organisation for 

Economic Cooperation and Development (OECD) must be submitted to the 

PRTD. 

4. The Qatar Financial Centre Authority (QFCA) has published a Tax Manual 

Extract on Transfer Pricing (TP Manual) for taxpayer guidance. A taxpayer’s 

presentation to the QFCA Tax Department of a transfer-pricing study with pricing 

for related party transactions, properly benchmarked against valid comparable, is 

a significant factor in deciding whether an inquiry into a return is necessary. 

5. Thin-capitalization rules. The Qatar Income Tax Law does not provide for a safe 

harbor debt-to-equity ratio. However, under the QFC tax regime, the following are 

safe harbour debt-to-equity ratios: 

• 2:1 for non-financial institutions 

• 4:1 for financial institutions 

6. Although the above ratios are non-statutory and are non-binding on taxpayers 

and the QFCA Tax Department, they are expected to be accepted as default 

thresholds by the QFCA Tax Department.  

7. The safe-harbor guidance applies for accounting periods beginning on or after 1 

January 2012.  

8. Supply and installation contracts. Profits from “supply only” operations in Qatar 

are exempt from tax because the supplier trades “with” but not “in” Qatar. If a 

contract includes work elements that are performed partially outside Qatar and 

partially in Qatar, and if these activities are clearly separated in the contract, only 

the revenues from the activity performed in Qatar are taxable in Qatar. 

9. Similarly, with respect to an engineering, procurement and construction contract 

for a project in Qatar, the obligation to perform construction work in Qatar may 

bring the revenues arising outside Qatar into the Qatar tax net unless the contract 

clearly includes a split of revenue between work done in Qatar and work done 

outside Qatar. 
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10. Contract retention. All ministries, government departments, public and semi-

public establishments and other payers must retain final contract payments or 3% 

of the contract value (after deducting the value of supplies and work done 

abroad), whichever is greater, due to foreign branches that are registered and 

that have a registration linked to a specific project with a duration of at least one 

year. The contract retention payable to the contractor or subcontractor must be 

retained until the contractor or subcontractor presents a tax clearance from the 

PRTD confirming that all tax liabilities have been settled. 

  

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 312 
 

5.35) Russian Federation (Moscow) (AS) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 0/15.5/20 

Capital Gains Tax 0/15.5/20 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 10 Years 

Value-added tax, on goods sold and 

services rendered, excluding exports and 

charter capital contributions 

18 

Other Social Taxes & Environmental At different rates 

 

Taxes on corporate income: 

General: 

1. Russian enterprises and foreign legal entities operating through a permanent 

establishment are subject to tax. Russian legal entities are subject to tax on their 

worldwide income. Russian legal entities are those registered in the Russian 

Federation. 

2. Foreign legal entities are subject to tax on their profits earned through a 

permanent establishment. Foreign investment is permitted in various forms, 

including investment through 100% subsidiaries, share participation in joint stock 

companies and other types of Russian legal entities, branches and representative 

offices. 

Tax rates: 

1. For both Russian legal entities and foreign legal entities, the basic corporate 

profits tax rate consists of a 2% rate payable to the central government and rates 

ranging from 13.5% to 18% payable to the regional governments. The regional 

governments set the rates applicable to their respective regions. As a result, the 

basic corporate profits tax rate varies from 15.5% to 20%, depending on the rate 

set by the regional government.  
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Capital gains: 

1. Capital gains are included in taxable income and taxed at the regular rates, 

except for capital gains realized by Russian companies on the disposal of certain 

shares or participation interests in Russian companies acquired after 1 January 

2011 and held for at least five years. The disposal of such shares or participation 

interests is subject to a 0% rate if shares or participation interests satisfy either of 

the following conditions: 

• They are not circulated on the organized securities market. 

• They qualify as shares in a company in the high-technology sector. 

2. Losses on sales of fixed assets and other property are generally deductible, 

subject to certain restrictions. The deductibility of losses on sales of securities is 

limited. 

Administration: 

1. The tax year is the calendar year. All taxpayers, except foreign legal entities, are 

required to make advance tax payments monthly. Each payment must equal one-

third of the total advance payments for the preceding quarter. Alternatively, 

taxpayers may choose to pay tax by the 28th day of each month based on profits 

actually earned in the preceding month. Foreign legal entities must make 

quarterly tax payments. The final return for the year and the tax liability are based 

on actual results. Taxpayers’ final returns are due on 28 March following the end 

of the tax year. Significant penalties are imposed for failure to file returns by this 

deadline, which cannot be extended. 

2. Taxpayers may apply to have excess payments of tax offset against future tax 

liabilities or refunded by the tax authorities. Offsets are performed within 10 days 

and refunds are granted within one month after the written application is received 

by the tax authorities. However, in practice, refunds may be difficult to obtain. 

3. Taxpayers must register with the tax authorities at the following locations: 

• The location where they were organized 

• The location of any economically autonomous subdivisions 

• The location of any immovable property or means of transport owned by them 
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Dividends: 

1. Dividends received are subject to withholding tax and are excluded from taxable 

profits. Dividends received by Russian entities or by individuals who are residents 

of the Russian Federation are subject to withholding tax at a rate of 9%.  

2. Dividends received by a foreign entity from a Russian entity are taxable at a rate 

of 15%. Tax withheld from dividends received by a Russian legal entity from 

another Russian legal entity may be offset against the tax that would normally be 

withheld from dividends paid to Russian legal entities by the recipient. 

3. Dividends received by Russian legal entities on strategic shareholdings are 

exempt from tax. Under this regime, dividends are considered to be received 

from strategic shareholdings if the recipient has held at least 50% of the payer’s 

capital for more than 365 days.  

Foreign tax relief: 

Foreign withholding taxes may be credited against Russian tax imposed on the same 

income, up to the amount of Russian tax on the income. 

 

Determination of trading income: 

General: 

1. Taxable profit is determined by computing the profit or loss from business 

activities and non-selling operations, such as leasing income and capital gains, 

but excluding dividends received  from Russian enterprises. Income received in 

foreign currency is translated into rubles according to the relevant daily exchange 

rate determined by the Central Bank. 

2. The Tax Code provides an open list of expenses that are deductible for tax 

purposes. 

3. Interest on debts is deductible if the amount of interest does not deviate by more 

than 20% from the average level of interest charged on debts issued in the same 

quarter under comparable conditions. Alternatively, at the taxpayer’s option, the 

maximum deductible interest on ruble loans may be calculated using the official 

Central Bank of Russia refinancing rate multiplied by a factor of 1.1 (for 2010 

through 2014, the factor is increased to 1.8) and the maximum deductible interest 

on debts in foreign currency is calculated using a rate of 15% (80% of the official 

Central Bank of Russia refinancing rate in 2011 through 2014). In certain 
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circumstances, the deductibility of interest on intercompany loans is restricted by 

thin-capitalization measures. 

4. Foreign legal entities doing business in the Russian Federation through a 

permanent establishment are taxed on actual profits.  

5. The taxable profit equals income received as a result of carrying out activities in 

the territory of the Russian Federation through a permanent establishment, minus 

the amount of expenses incurred by the permanent establishment. General and 

administration expenses allocated by a foreign legal entity’s head office to a 

Russian permanent establishment are deductible only if this is specifically 

allowed by an applicable double tax treaty. If a permanent establishment of a 

foreign entity provides services of a preparatory or auxiliary nature to third parties 

for no charge, the taxable profit derived from such activities is deemed to be 20% 

of the amount of the expenses incurred by the permanent establishment in such 

activities. 

Depreciation: 

1. All depreciable assets must be allocated to their relevant depreciation group and 

depreciated over their useful lives. The taxpayer determines the relevant 

depreciation group by using the “Classifier of Fixed Assets” issued by the 

Russian government.  

2. The “Classifier of Fixed Assets” provides for 10 depreciation groups and useful 

lives of 1 to more than 30 years for the depreciable assets in the groups. Based 

on the useful lives, the taxpayer calculates the depreciation deductible for profits 

tax purposes. Depreciation may be calculated using either the reducing- balance 

or straight-line methods. The straight-line method is required for assets with a 

designated useful life of over 20 years.  

3. Otherwise, the reducing-balance method may be applied. Under this method, 

depreciation must be determined for each depreciation group as a whole. 

Depreciation must be calculated based on the total balance of each depreciation 

group. This balance equals the total book value brought forward for all 

depreciable assets included in the group to which the reducing-balance method 

applies. 

4. The depreciation method can be changed once in a five-year period. 
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5. Enterprises may deduct 10% (30% with respect to fixed assets with a designated 

useful life of over 3 years and up to 20 years) of the initial book value of newly 

purchased fixed assets and capital investments in existing fixed assets as 

current-year expenses. If fixed assets are transferred between interdependent 

parties within five years after the date of the purchase, the deducted capital 

investment allowance is recaptured.  

Relief for losses: 

Enterprises may carry forward unrelieved operating losses to the following 10 years. 

This time limit does not apply to the taxpayers with the status of “resident of 

industrial special economic zone.” 

 

Miscellaneous matters: 

General: 

1. Most foreign-exchange restrictions were abolished in 2006. Russian enterprises’ 

foreign-currency receipts must be deposited in bank accounts in the Russian 

Federation. 

2. The transfer-pricing rules, which are largely based on the arm’s-length principle 

stipulated by the transfer-pricing guidelines of the OECD, apply to controlled 

transactions performed after 1 January 2012. Controlled transactions include the 

following: 

• Cross-border transactions with related parties 

• Domestic transactions with related parties exceeding certain thresholds 

• Cross-border transactions involving certain types of commodities (for 

example, crude oil, oil products, fertilizers and metals) 
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5.36) Saudi Arabia (Riyadh) (AS) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 20; Higher rate for some special activities 

Capital Gains Tax 20 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Indefinite 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Income tax. Income tax is assessed on profits of the following: 

• A resident capital company (only on profits attributable to shares owned by 

non-Saudi or non-Gulf Cooperation Council [GCC] shareholders) 

• A resident non-Saudi or non-GCC natural person who carries on a business in 

Saudi Arabia 

• A Non-resident company that carries on business in Saudi Arabia through a 

permanent establishment 

• A person engaged in the field of natural gas investment 

• A person engaged in the production of oil and hydrocarbon materials 

• A Non-resident that derives income subject to tax from sources in Saudi 

Arabia (tax is assessed through withholding tax) 

2. Partners in personal companies (that is, general partnerships, unincorporated 

joint ventures and limited partnerships) are subject to tax rather than the personal 

companies themselves. 

3. For income tax purposes, non-Saudis do not include citizens (nationals) of 

countries that are the members of the Gulf Cooperation Council (GCC). Members 

of the GCC are Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United Arab 

Emirates. The share of profits attributable to interests owned by GCC nationals in 

a company is subject to zakat. The share of profits attributable to interests owned 

by non-GCC nationals in that company is subject to income tax. 
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4. Rates of tax. Natural Gas Investment Tax (NGIT) applies to natural or legal 

persons (including GCC nationals and entities) engaged in natural gas, natural 

gas liquids and gas condensates investment activities in Saudi Arabia. NGIT 

does not apply to a company engaged in the production of oil and other 

hydrocarbons. 

5. The NGIT rate ranges from 30% to 85% and is determined on the basis of the 

internal rate of return on cumulative annual cash flows. The NGIT rate includes 

income tax of 30%. 

6. Companies engaged in the production of oil and other hydrocarbons are subject 

to tax at a rate of 85%. 

7. Companies not subject to NGIT or the 85% tax are taxed at a rate of 20%. 

8. The tax holidays that were available under the previous Foreign Capital 

Investment Regulations have been withdrawn. However, projects that were 

granted tax holidays under the previous regulations continue to benefit from the 

tax holidays for the approved period. 

Withholding tax: 

1. A Saudi resident entity is required to withhold tax from payments made to non-

residents that do not have a legal registration or a permanent establishment in 

Saudi Arabia with respect to income earned from a source in Saudi Arabia. This 

rule applies regardless of whether the payer is considered to be a taxpayer under 

the regulations and whether such payments are treated as a tax-deductible 

expense in the Saudi resident entity’s tax declaration. Non-resident GCC 

nationals and entities are also subject to withholding tax rather than the zakat 

withholding tax, which applied under the previous rules. The following are the 

withholding tax rates. 

Type of payment      Rate (%) 

Rent, payments made for technical and consulting services,  

payments for air tickets, payments for freight or marine shipping,  

payments for international phone calls, dividends, interest, 

and insurance or reinsurance premiums       5 

Royalties and payments made to head office or an affiliated  

company for services       15 

Management fees       20 
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Payments for other services       15 

2. The party withholding the tax must register with the Department of Zakat and 

Income Tax (DZIT) before the settlement of the first tax payment. The party 

withholding the tax must settle the tax withheld with the DZIT within the first 10 

days of the month following the month in which the taxable payment is made and 

issue a certificate to the Non-resident party. A delay fine of 1% for each 30 days 

of delay is computed beginning 30 days from the due date of tax until the date the 

tax is paid. An annual withholding tax return must be filed within 120 days 

following the end of the tax year. 

Capital gains: 

1. Capital gains are treated as ordinary income and taxed at the regular corporate 

rates. Capital gains realized by Non-resident shareholders on the disposal of 

shares in a Saudi Arabian company are subject to tax at a rate of 20%. 

2. However, capital gains arising on the sale by non-Saudi shareholders of shares 

in a Saudi joint stock company traded on the Saudi stock exchange are exempt 

from tax if the shares (investments) were acquired after the effective date of the 

new tax regulations (30 July 2004). 

3. Gains on the disposal of property other than assets used in a business activity 

are also exempt from tax. 

Administration: 

1. All persons subject to tax (excluding non-residents who derive income from a 

source in Saudi Arabia and are subject to final withholding tax) are required to 

register with the DZIT before the end of their first fiscal year. Failure to register 

with the DZIT results in the imposition of a fine ranging from SAR1,000 to 

SAR10,000. 

2. A taxable entity that has a permanent establishment or commercial registration in 

Saudi Arabia must file its annual tax declaration with the DZIT based on its 

accounting books and records within 120 days following the end of the tax year 

and pay the income tax due with the tax declaration. However, the DZIT may and 

generally does request audited financial statements before issuing the final tax 

assessments.  

3. The Saudi Arabian Income Tax Regulations require certification of annual tax 

declarations reporting taxable revenue in excess of SAR1 million. A locally 
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licensed chartered accountant is required to certify the validity of the information 

contained in the taxpayer’s return and also certify the following: 

• The information contained in the declaration is taken from the taxpayer’s 

books and records (maintained in Arabic and in Saudi Arabia) and is in 

accordance with such records. 

• The return is prepared according to the standards, requirements and 

provisions of the Saudi Arabian Income Tax Regulations.  

4. The partners of a personal company are subject to tax rather than the personal 

company itself. However, a personal company is required to file an information 

declaration within 60 days following the end of the tax year. 

5. Fines for non-submission of tax declarations by the due date may be imposed at 

a rate of 1% of the total revenue, with a maximum fine of SAR20,000. A fine is 

also calculated based on percentages of the underpaid tax. Such a fine is 

payable if it exceeds the amount of the fine based on total revenue. The following 

are the percentages applied to underpaid tax: 

• 5% of the underpaid tax if the delay is up to 30 days from the due date 

• 10% of the underpaid tax if the delay is more than 30 and not more than 90 

days from the due date 

• 20% of the underpaid tax if the delay is more than 90 and not more than 365 

days from the due date 

• 25% of the underpaid tax if the delay is more than 365 days from the due date 

6. An advance payment on account of tax for the year is payable in three 

installments. The installments are due by the end of the 6th, 9th and 12th months 

of the tax year. Each installment of advance payment of tax is calculated in 

accordance with the following formula: 

25% x (A – B) 

For the purposes of the above calculation, A equals the taxpayer’s liability as per the 

tax declaration for the preceding year and B equals tax withheld at source for the 

taxpayer in the preceding year. 

7. A taxpayer is not required to make advance tax payments in a year if the tax 

liability for the preceding year was less thanSAR2 million. 

8. A delay fine of 1% for each 30 days of delay is computed beginning 30 days from 

the due date of tax until the date the tax is paid. 
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Dividends: 

Dividends paid to Non-resident shareholders are subject to withholding tax at a rate 

of 5%. 

 

Determination of tax payable: 

General: 

1. Tax liabilities are assessed by the DZIT on the basis of the audited financial 

statements, as adjusted for tax purposes.  

2. In certain cases (for example, foreign airlines and foreign freight and land and 

marine transport companies operating in Saudi Arabia), tax may be assessed 

under the “presumptive basis.”  

3. Under the presumptive basis, no financial statements are presented, and the tax 

liability is assessed on deemed profit calculated at rates specified in the tax 

regulations. 

4. Non-deductible expenses. Certain expenses are not deductible in calculating 

taxable profit, including the following: 

• Expenses not connected with the earning of income subject to tax 

• Payments or benefits to a shareholder, a partner or their relatives if they 

constitute salaries, wages, bonuses or similar items or if they do not represent 

an arm’s-length payment for property or services 

• Entertainment expenses 

• Expenses of a natural person for personal consumption 

• Income tax paid in Saudi Arabia or another country 

• Financial penalties and fines paid or payable to any party in Saudi Arabia 

except those paid for breach of contractual terms and obligations 

• Payments of bribes and similar payments, which are considered criminal 

offenses under the laws of Saudi Arabia, even if paid abroad 

5. Allocation of overhead and indirect expenses. A branch of a Non-resident 

company cannot claim deductions for head office costs that are allocated to the 

branch on an estimated or allocation basis. However, certain certifiable direct 

costs incurred abroad are deductible. 

6. Technical costs. For tax purposes, in general, technical costs are expenses that 

relate to engineering, chemical, geological or industrial work and research even if 

incurred wholly abroad by the main office or other offices. These costs are 
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generally allowed as deductions if they can be substantiated by certain 

documents, such as technical services agreements, head office auditors’ 

certificates and invoices. 

7. Under the tax regulations, payments for technical and consultancy services 

rendered by third parties (including foreign shareholders, regardless of whether 

they are enjoying a tax holiday) are subject to withholding tax at a rate of 5%, 

regardless of the place of performance of services. 

8. Contributions to foreign social insurance, pension and savings plans. Any charge 

with respect to payments for foreign social insurance, employee pension plans 

and savings plans, and contributions to Saudi social insurance with respect to an 

employee’s share are not deductible from Saudi-source revenue. 

Provisions: 

1. Provisions for doubtful debts, termination benefits and other similar items are not 

deductible. Specific write-offs and actual employment termination benefit 

payments that comply with Saudi Arabian labor laws are deductible. 

2. Provisions for doubtful debts are allowed as deductible expenses for banks if they 

are confirmed by the Saudi Arabian Monetary Agency. 

3. Interest deductibility. Deductions may be claimed for loan fees (interest expenses 

and commissions) incurred with respect to the earning of income subject to tax. 

However, the maximum deduction for loan fees is restricted to the lower of the 

following: 

• Loan fees paid during the year 

• Total of loan income plus 50% of tax-adjusted profits (excluding loan fees and 

loan income) 

4. Loan fees exceeding this restriction are disallowed as a deduction and may not 

be carried forward to future years. Banks are excluded from the above limitation. 

5. Saudi Arabian tax law does not contain any specific provisions on thin 

capitalization other than the limit on the interest deduction described above. 

Depreciation: 

1. Depreciation is calculated for each group of fixed assets by applying the 

prescribed depreciation rate to the remaining value of each group at the fiscal 

year-end. 

2. The remaining value for each group at the fiscal year-end is calculated as follows: 
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The total remaining value of the group at the end of the preceding fiscal year  X 

– The depreciation charge for the preceding year       (X) 

+ 50% of the cost of assets added during the current year and the  

preceding year       X 

– 50% of the proceeds from assets disposed of during the current  

year and the preceding year, provided that the balance is not negative   (X) 

Remaining value for the group       X 

3. The tax law provides the following depreciation rates. 

Asset     Rate (%) 

Land (non-depreciable)      0 

Fixed buildings      5 

Industrial and agricultural movable buildings      10 

Factories, plant, machinery, computer hardware and application  

programs (computer software) and equipment, including cars and  

cargo vehicles      25 

Expenses for geological surveying, drilling, exploration expenses  

and other preliminary work to extract natural resources and  

develop their fields      20 

All other tangible and intangible depreciable assets that are not  

included in the above groups, such as furniture, aircraft, ships, 

trains and goodwill      10 

4. Assets acquired under build-operate-transfer (BOT) or build operate own-transfer 

(BOOT) contracts must be depreciated over the period of contract or the 

remaining period of contract. 

5. Cost of repairs or improvements of fixed assets are deductible, but the deductible 

expense for each year may not exceed 4% of the remaining value of the related 

asset group at year-end. Excess amounts must be added to the remaining value 

of the asset group and depreciated. 

Relief for losses: 

1. Losses may be carried forward indefinitely. However, the maximum loss that can 

be offset against a year’s profit is 25% of the tax-adjusted profits for that year.  
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2. If a change of 50% or more occurs in the underlying ownership or control of a 

capital company, no deduction is allowed for the non- Saudi share of the losses 

incurred before the change in the tax years following the change. 

Zakat: 

1. Zakat is a religious levy imposed on the shareholders in Saudi Arabian 

companies that are Saudi or GCC nationals. In practice, zakat is calculated and 

paid by a Saudi Arabian resident capital company on behalf of its individual or 

corporate shareholders. 

2. Zakat is levied on the zakat base of a resident capital company at a rate of 2.5%. 

The zakat base is broadly calculated as capital employed (for example, share 

capital and retained earnings) that is not invested in fixed assets, long-term 

investments and deferred costs, as adjusted by net results of operations for the 

year that is attributable to Saudi or GCC shareholders. Complex rules apply to 

the calculation of zakat liabilities, and it is therefore suggested that zakat payers 

seek specific advice suited to their circumstances. 
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5.37) Singapore (Singapore City) (AS) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 17 

Capital Gains Tax Nil 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Carry back 1 year with indefinite carry 

forward 

Goods and Services Tax (GST) on any 

supply of goods and services, except an 

exempt supply, made in Singapore by a 

taxable person (a business is taxable if 

its annual supplies exceed SGD1 million) 

in the course of or furtherance of 

business and on imports of goods into 

Singapore unless the imports qualify for 

import reliefs. 

0/7 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Income tax is imposed on all income derived from sources in Singapore, and on 

income from sources outside Singapore if received in Singapore. However, a 

Non-resident company that is not operating in or from Singapore is generally not 

taxed on foreign-source income received in Singapore. A company is resident in 

Singapore if the control and management of its business is exercised in 

Singapore; the place of incorporation is not relevant. 

2. Remittances of foreign income in the form of dividends, branch profits and 

services income (specified foreign income) into Singapore by companies resident 

in Singapore are exempt from tax if prescribed conditions are met. For 

remittances of specified foreign income that does not meet the prescribed 
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conditions, companies may be granted tax exemption under specific scenarios or 

circumstances on an approval basis. 

3. Rates of corporate income tax. The standard corporate income tax rate is 17%. 

Seventy-five percent of the first SGD10,000 of normal chargeable income is 

exempt from tax, and 50% of the next SGD290,000 is exempt from tax. The 

balance of chargeable income is fully taxable at the standard rate of 17%. A 

corporate income tax rebate of 30% of the corporate income tax payable capped 

at SGD30,000 per tax year is granted for three tax years, from the 2013 tax year 

through the 2015 tax year. 

4. Tax incentives, exemptions and reductions. The following tax incentives, 

exemptions and tax reductions are available in Singapore.  

5. Pioneer companies and pioneer service companies. The incentive for pioneer 

companies and pioneer service companies is aimed at encouraging companies to 

undertake activities that have the effect of promoting economic or technological 

development in Singapore.  

6. A pioneer enterprise is exempt from income tax on its qualifying profits for a 

period of up to 15 years. 

7. Development and Expansion Incentive. The Development and Expansion 

Incentive (DEI) is available to companies that engage in high value-added 

operations in Singapore but do not qualify for pioneer incentive status and to 

companies whose pioneer incentive status has expired. DEI companies enjoy a 

concessionary tax rate of not less than 5% on their incremental income derived 

from the performance of qualifying activities.  

8. The maximum initial relief period is 10 years, with possible extensions not 

exceeding 5 years at a time, subject to a maximum total incentive period of 20 

years. However, if the DEI company engages in one or more qualifying activities, 

and oversees, manages or controls the conduct of any activity on a regional or 

global basis, its total incentive period may on approval be extended beyond 20 

years, with possible extensions not exceeding 10 years at a time, subject to a 

maximum incentive period of 40 years. 

9. Investment allowances. On approval, investment allowances are available to 

companies that engage in qualifying projects. Such allowances are granted in 

addition to the normal tax depreciation allowances, and are based on a specified 

percentage (up to 100%) of expenditure incurred on productive equipment. 
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10. Approved royalties, technical assistance fees, and contributions to research and 

development costs. Approved royalties, technical assistance fees, and 

contributions to research and development (R&D) costs paid to non-residents 

may be exempted from withholding tax. 

11. Tax exemption scheme for new companies. Subject to certain conditions, a newly 

incorporated and tax-resident Singapore company or a Singapore company 

limited by guarantee may qualify for a full tax exemption on the first SGD100,000 

of chargeable income and a 50% tax exemption on the next SGD200,000 of 

chargeable income. The exemption applies only to the qualifying company’s first 

three consecutive tax years. However, the scheme no longer applies to new start-

ups incorporated on or after 26 February 2013 and undertaking property 

development or investment holding. 

12. Payments for software, information and digitized goods. Subject to certain 

conditions, exemption from withholding tax applies to the following payments to 

non-residents during the period from 28 February 2003 to 27 February 2013: 

• Payments for shrink-wrap software, site licenses, software downloaded from 

the Internet by end-users and software bundled with computer hardware 

• Payments made by end-users for the purchase of information and digitized 

goods 

• Effective from 28 February 2013, the Singapore Revenue has adopted the 

rights-based approach to characterize the above payments. 

13. Essentially, a payment for a copyright made to a Non-resident person is subject 

to withholding tax. If a payment does not involve the transfer of a copyright, it is 

treated as a payment for a “copyrighted article” and is subject to withholding tax. 

14. Payments for use of submarine cable capacity. Payments for the use of capacity 

on (including the Indefeasible Right of Use, or IRU) an international 

telecommunication submarine cable operated by non-residents are exempt from 

withholding tax during the period from 28 February 2003 to 27 February 2013, 

subject to certain conditions. 

15. Effective from 28 February 2013, payments for the use of international submarine 

cable capacity (except for payments made under IRU agreements) are 

characterized as payments for services. Consequently, withholding tax does not 

apply if the payment is made to a Non-resident person who performs the services 

outside Singapore. 
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16. Because withholding tax remains applicable to payments for the use of 

international submarine cable capacity made under IRU agreements, the 

withholding tax exemption for such payments is extended for another five years 

to 27 February 2018.  

17. Productivity and Innovation Credit. Businesses that incur qualifying expenditure 

on the following six activities qualify for an enhanced deduction or allowance, 

known as a Productivity and Innovation Credit (PIC), from the 2011 tax year to 

the 2015 tax year: 

• R&D 

• Eligible design activities 

• Acquisition and in-licensing of intellectual property rights 

• Registration of patents, trademarks, designs and plant varieties 

• Acquisition or leasing of PIC information technology (IT) and automation 

equipment 

• External training and qualifying in-house training  

18. All businesses can claim a deduction or allowance of 400% of the first 

SGD400,000 of their expenditures per tax year on each of the above activities 

from their taxable income, subject to the following caps: 

• For the 2011 and 2012 tax years: a combined cap of SGD800,000 of eligible 

expenditure for each activity 

• For the 2013 to the 2015 tax years: a combined cap of SGD1,200,000 of 

eligible expenditure for each activity Qualifying persons with at least three 

local employees have the option to convert up to SGD100,000 of eligible 

expenditure for each tax year into a non-taxable cash grant. The conversion 

rate is 60% for the 2013 to 2015 tax years (30% for the 2011 and 2012 tax 

years). 

19. Businesses that invest a minimum of SGD5,000 per tax year in PIC qualifying 

expenditure receive a dollar-for-dollar matching cash bonus from the Singapore 

government, subject to conditions.  

20. The bonus is capped at SGD15,000 over three tax years, from the 2013 tax year 

to the 2015 tax year. 
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R&D incentives: 

1. Liberalized R&D deductions are available from the 2009 tax year through the 

2015 tax year. A tax deduction can be claimed for undertaking R&D in any area 

(that is, the R&D is no longer required to be related to the trade or business 

carried on by the company), and an additional 50% tax deduction is allowed for 

certain qualifying R&D expenditure. If the companies outsource their R&D 

activities to an R&D organization in Singapore, the tax deduction available is at 

least 130% of the amount of R&D expenses incurred. Businesses that incur 

qualifying R&D expenditure may qualify under the PIC scheme. 

2. Tax certainty on gains on disposal of equity investments. To provide upfront tax 

certainty, and with certain exceptions, gains derived from the disposal of ordinary 

shares by companies during the period of 1 June 2012 through 31 May 2017 are 

not taxed if the qualifying divesting company had legally and beneficially owned 

at least 20% of the ordinary shares in the investee company for a continuous 

period of at least 24 months before the disposal of the shares. 

3. Headquarters Programme. The Headquarters Programme consists of an 

International Headquarters (IHQ) Award and a Regional Headquarters (RHQ) 

Award. The Headquarters Programme applies to entities incorporated or 

registered in Singapore that provide headquarters services to their network 

companies on a regional or global basis. Under the IHQ and RHQ Awards, 

companies may enjoy incentive rates of 0% to 15% for a specified period on 

qualifying income, depending on the amount of commitment to Singapore. This 

commitment is demonstrated by various factors, including headcount, business 

spending and quality of people hired. 

4. Finance and treasury center incentive. The finance and treasury center (FTC) 

incentive is aimed at encouraging companies to use Singapore as a base for 

conducting treasury management activities for related companies in the region. 

Income derived from the provision of qualifying services to approved network 

companies and from the carrying on of qualifying activities on its own account is 

subject to tax at a rate of 10% or other concessionary rate for a period of up to 10 

years, with possible extensions of up to 10 years at a time. Approved network 

companies are offices and associated companies of the company granted the tax 

incentive that have been approved by the relevant authority for purposes of the 

incentive.  
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5. A sunset clause of 31 March 2016 applies to the FTC scheme. Financial sector 

incentive. The financial sector incentive (FSI) is designed to encourage the 

development of high-growth and high value-added financial activities in 

Singapore. A 5% or 12% concessionary tax rate applies to income derived from 

carrying on qualifying activities by approved FSI companies in Singapore. 

6. Shipping incentives. All existing tax incentives for the maritime sector have been 

streamlined and consolidated under the Maritime Sector Incentive (MSI), effective 

from 1 June 2011. Ship operators, maritime lessors and providers of certain 

supporting shipping services may enjoy tax incentives under the MSI, which 

consists of the following three broad categories: 

• International shipping enterprise 

• Maritime (ship or container) leasing 

• Supporting shipping services 

The tax benefits include tax exemptions or concessionary tax rates of 5% and 10%. 

7. Shipping companies that either own or operate a fleet of foreign vessels can 

apply for the MSI-Approved International Shipping Enterprise (MSI-AIS) award. 

Successful applicants are granted either MSI-AIS status or the MSI-AIS (Entry 

Player) [MSI-AIS (Entry)] status, depending on the company’s scale of 

operations. 

8. Under this scheme, income derived from the operation of non- Singapore flagged 

vessels plying in international waters and other qualifying income are exempt 

from tax. An MSI-AIS award may be granted for a renewable period of 10 years 

(extendible up to 40 years), while MSI-AIS (Entry) status may be granted for a 

non-renewable period of 5 years, with the option of graduating to the MSI-AIS 

status if qualifying conditions are met. Applications for MSI-AIS (Entry) can be 

made from 1 June 2011 to 31 May 2016. 

9. Under the MSI-Maritime Leasing (Ship) award, approved shipping investment 

enterprises (Singapore-incorporated ship leasing companies, shipping funds, 

business trusts or partnerships) may enjoy tax exemption on their qualifying 

income, which includes income from the chartering or finance leasing of seagoing 

ships to qualifying persons for use outside the port limits of Singapore. 

10. Approved shipping investment managers may also enjoy a 10% concessionary 

tax rate on income derived from the management of an approved shipping 

investment enterprise, and prescribed services and activities. Applications can be 
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made from 1 June 2011 to 31 May 2016, and successful applicants are granted 

the status for a period of five years. 

11. Under the MSI-Maritime Leasing (Container) award, approved container 

investment enterprises (Singapore-incorporated companies, business trusts or 

partnerships) may enjoy a concessionary tax rate of 5% or 10% on their 

qualifying income, which includes income from the operating or finance leasing of 

sea containers that are used for the international transportation of goods. 

Approved container investment managers may also enjoy a 10% concessionary 

tax rate on income derived from the management of an approved container 

investment enterprise and prescribed services and activities. Applications can be 

made from 1 June 2011 to 31 May 2016, and successful applicants are granted 

the status for a period of 5 years. 

12. The MSI-Supporting Shipping Services (MSI-SSS) award aims to promote the 

growth of ancillary shipping service providers and encourage shipping 

conglomerates to set up their corporate services functions in Singapore. An 

approved MSI-SSS company enjoys a 10% concessionary tax rate on 

incremental income derived from the provision of approved supporting shipping 

services, such as ship broking, forward freight agreement trading, ship 

management, ship agency, freight forwarding and logistics services. Applications 

can be made from 1 June 2011 to 31 May 2016, and successful applicants are 

granted the MSI-SSS award for a period of five years. 

13. Global Trader Programme. The Global Trader Programme (GTP) is aimed at 

encouraging international companies to establish and manage regional or global 

trading activities with Singapore as their base. Under the GTP, approved 

companies enjoy a concessionary tax rate of 5% or 10% on qualifying 

transactions conducted in qualifying commodities and products (including energy, 

agricultural, building, industrial, electrical and consumer products, and carbon 

credits), qualifying transactions in derivative instruments and qualifying structured 

commodity financing activities.  

14. In addition, the 5% concessionary tax rate applies to income derived from 

qualifying transactions in liquefied natural gas, as specified by the relevant 

authority. A sunset clause of 31 March 2021 applies to the GTP scheme. 

15. Venture capital funds incentive. The venture capital funds incentive aims to 

encourage a thriving venture capital industry in Singapore. Gains derived from 
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the disposal of approved investments, interest from approved convertible loan 

stocks and dividends derived from approved overseas investments are exempt 

from tax or taxed at a concessionary rate of not more than 10% for a period of up 

to 10 years. Extension periods of up to five years each may be available, but the 

maximum total incentive period is 15 years. 

Capital gains: 

Capital gains are not taxed in Singapore. However, in certain circumstances, the 

Singapore Revenue considers transactions involving the acquisition and disposal of 

real estate, stocks or shares to be the carrying on of a trade, and, as a result, gains 

arising from such transactions are taxable. The determination of whether such gains 

are taxable is based on a consideration of the facts and circumstances of each case. 

Administration: 

1. The tax year, known as a year of assessment, runs from 1 January to 31 

December. The period for which profits are identified for assessment is called the 

basis year. For companies engaged in business in Singapore that adopt an 

accounting period other than the calendar year, the assessable profits are those 

for the 12-month accounting period ending in the year preceding the year of 

assessment. 

2. An estimate of the chargeable income (ECI) of a company must be filed within 

three months after the end of its accounting year.  

3. For financial years ending in or after October 2012, companies are not required 

to file an ECI if their annual revenue is not more than SGD1 million for the 

financial year and if their ECI is nil.  

4. The statutory deadline for filing the income tax return is 30 November. No 

extension of time to file the return is allowed. Income tax is due within one month 

after the date of issuance of the notice of assessment. In certain circumstances, 

companies may pay tax in monthly installments on the ECI, up to a maximum of 

10, with the first installment payable one month after the end of the accounting 

period. No installments are allowed if the ECI is submitted more than three 

months after the end of the relevant accounting period. 

5. A late payment penalty of 5% of the tax due is imposed if the tax is not paid by 

the due date. If the tax is not paid within 60 days of the imposition of the 5% 

penalty, an additional penalty of 1% of the tax is levied for each complete month 
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that the tax remains outstanding, up to a maximum of 12%. The tax law provides 

that it is an offense for a person chargeable to tax in Singapore not to file an 

income tax return with the tax authority. On conviction of such offense, a penalty 

of up to SGD1,000 is imposed for late filing of tax returns. In default of payment, 

the person may be liable to imprisonment for a term not exceeding six months. 

On conviction, a further penalty of SGD50 per day is imposed for each day that 

the tax return remains unfiled.  

6. If a person fails or neglects without reasonable excuse to file a tax return for a tax 

year for two years or more, a higher penalty of double the amount of tax 

assessed for the relevant tax year and a fine of not exceeding SGD1,000 is 

imposed on conviction.  

7. In default of payment, the person may be liable to imprisonment for a term not 

exceeding six months. The Singapore Revenue may compound any of these 

offenses. 

Dividends: 

Dividends paid by a Singapore tax-resident company are exempt from income tax in 

the hands of shareholders, regardless of whether the dividends are paid out of taxed 

income or tax free gains. 

Foreign tax relief: 

1. Singapore has entered into comprehensive double tax treaties with more than 70 

countries, but notably not with the United States. Under Singapore rules, a 

foreign tax credit is limited to the lower of the foreign tax paid and the Singapore 

tax payable on that income. The foreign tax credit (FTC) is granted on a country-

by-country, source-by-source basis unless the resident taxpayer elects to claim 

FTC under the pooling method, subject to meeting certain conditions. 

2. A unilateral tax credit system, similar to FTC relief, is also available for income 

derived from countries that have not entered into tax treaties with Singapore. 

 

Determination of taxable income: 

General: 

1. In general, book profits reported in the audited financial statements prepared 

under generally accepted accounting principles are adjusted in accordance with 

the Singapore tax rules to arrive at taxable income. 
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2. If a company maintains its financial accounts in a functional currency other than 

Singapore dollars, as required under the financial reporting standards in 

Singapore, it must furnish tax computations to the Singapore Revenue 

denominated in that functional currency in a manner as prescribed by the law. 

3. For expenses to be deductible, they must meet all of the following conditions: 

• They must be incurred wholly and exclusively in the production of income. 

• They must be revenue in nature. 

• They must not be specifically prohibited under the Singapore tax law. 

4. To facilitate business start-ups, it is specifically provided that businesses may 

deduct revenue expenses incurred in the accounting year (not exceeding a 12-

month period) immediately preceding the accounting year in which they earn their 

first dollar of trade receipts. 

5. Special rules govern the deductibility of expenses for investment holding 

companies. Expenses attributable to foreign-source income are not deductible 

unless the foreign-source income is received in Singapore and subject to tax in 

Singapore. In general, offshore losses may not be offset against Singapore-

source income.  

6. No deduction is allowed for the book depreciation of fixed assets, but tax 

depreciation (capital allowances) is granted according to statutory rates.  

7. Double deductions. Double deductions are available for certain expenses relating 

to approved trade fairs, exhibitions or trade missions, maintenance of overseas 

trade offices, overseas investment development, logistics activities, and research 

and development.  

8. Renovation or refurbishment deduction. A tax deduction is allowable on due 

claim, for qualifying renovation or refurbishment (R&R) expenditure incurred for 

the purposes of a trade, profession or business. The allowable R&R costs are 

capped at SGD300,000 (the cap was SGD150,000 before the 2013 tax year) for 

every three-year period, beginning with the basis period in which the deduction is 

first allowed. Any unused R&R deduction is allowed as a loss carry forward. 

Inventories: 

Trading inventory is normally valued at the lower of cost or net realizable value. Cost 

must be determined on a first in first-out (FIFO) basis. 
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Provisions: 

Impairment losses for debts computed in accordance with Singapore financial 

reporting standards may be deducted, but only to the extent that the debts arose 

from the trade carried on by the taxpayer. 

Depreciation: 

1.  Plant and machinery. Tax depreciation or capital allowances are given for capital 

expenditures incurred on the acquisition of plant and machinery used for the 

purposes of a trade or business.  

2. Qualifying plant and machinery are normally written off in equal amounts over 

three years when claimed. Alternatively, expenditures on such assets may be 

claimed in one year if each item costs no more than SGD5,000 (the amount was 

SGD1,000 before the 2013 tax year). However, the total claim for all such assets 

may not exceed SGD30,000 for a tax year. 

3. The cost of the following may be written off in the year of acquisition: 

• Computers or other prescribed automation equipment 

• Generators 

• Robots 

• Certain efficient pollution-control equipment 

• Certified energy-efficient equipment or approved energy-saving equipment 

• Certain industrial noise- and chemical hazards-control equipment 

4. Businesses that incur qualifying expenditure on the acquisition of prescribed IT 

and automation equipment may also qualify under the PIC scheme. Expenditures 

on automobiles (other than commercial vehicles and cars registered outside 

Singapore and used exclusively outside Singapore) generally do not qualify for 

capital allowances. 

5. Land intensification allowance incentive. The new land intensification allowance 

(LIA) incentive grants an initial allowance of 25% and an annual allowance of 5% 

on qualifying capital expenditure incurred on or after 23 February 2010 by 

businesses on the construction or renovation of qualifying buildings or structures 

if certain conditions are met. The user of the building or structure must carry out 

one of the specified qualifying activities as its principal activity in the building or 

structure. The LIA incentive is available for five years, and approvals are granted 

from 1 July 2010 to 30 June 2015. 
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6. Intellectual properties. Writing-down allowances (WDAs) are granted for capital 

expenditure incurred on the acquisition of specified categories of intellectual 

property (IP) on or before the last day of the basis period for the 2015 tax year if 

the legal and economic ownership of the IP lies with Singapore companies. The 

allowances are calculated on a straight-line basis over five years.  

7. The legal ownership requirement may be waived for IP rights acquired on or after 

17 February 2006 if the Singapore company has substantial economic rights over 

the IP, while the foreign parent holds the legal title. 

8. On approval, an accelerated WDA over two years is granted to an approved 

media and digital entertainment (MDE) company with respect to the acquisition of 

approved IP rights for MDE content (pertaining to films, television programs, 

digital animations or games, or other MDE content) on or before the last day of 

the basis period for the 2015 tax year. 

9. Businesses that incur qualifying expenditure on the acquisition or in-licensing of 

IP rights may also qualify under the PIC scheme. 

10. Submarine cable systems. Acquisitions of IRUs for international 

telecommunications submarine cable systems qualify for WDAs over the period 

of use. 

11. Disposal of plant and equipment and industrial buildings. Allowances are 

generally subject to recapture on the sale of qualifying plant and equipment and 

industrial buildings if the sales proceeds exceed the tax-depreciated value. If 

sales proceeds are less than the tax-depreciated value, an additional 

corresponding allowance is given. 

Relief for trading losses: 

1. Trading losses may be offset against all other chargeable income of the same 

year. Unused losses may be carried forward indefinitely, subject to the 

shareholding test. Excess capital allowances can also be offset against other 

chargeable income of the same year and carried forward indefinitely subject to 

the shareholding test and to the requirement that the trade giving rise to the 

capital allowances continues to be carried on. 

2. A one-year carry back of up to an aggregate amount of SGD100,000 of current 

year unused capital allowances and trade losses (collectively referred to as 
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“qualifying deductions”) may be allowed, subject to the meeting of certain 

conditions and compliance with specified administrative procedures. 

3. The carry forward and carry back of losses and capital allowances are subject to 

the shareholders remaining substantially (50% or more) the same at the relevant 

comparison dates (shareholding test). If the shareholder of the loss company is 

itself another company, look-through provisions apply through the corporate 

chain to the final beneficial shareholder. 

4. The carry back of capital allowances is subject to the same trade test that is 

applicable to the carry forward of unused capital allowances. The Singapore 

Revenue has the authority to allow companies to de duct their unused tax losses 

and capital allowances, notwithstanding a substantial change in ownership at the 

relevant dates, if the change is not motivated by tax considerations (for example, 

if the change is caused by the nationalization or privatization of industries or if the 

shareholding of the company or its parent changes substantially as a result of the 

shares being widely traded on recognized exchanges). If allowed, these losses 

and capital allowances may be offset only against profits from the same 

business.  

Groups of companies: 

Under group relief measures, current-year unused losses, capital allowances and 

donations may be transferred by one company to another within a group, subject to 

meeting certain qualifying conditions. A group generally consists of a Singapore-

incorporated parent company and all of its Singapore incorporated subsidiaries. Two 

Singapore-incorporated companies are members of the same group if one is 75% 

owned by the other, or both are 75% owned by a third Singapore-incorporated 

company. 

 

Miscellaneous matters: 

General: 

1. The tax legislation allows the Singapore Revenue to disregard or vary any 

arrangement that has the purpose or effect of altering the incidence of taxation or 

reducing or avoiding Singapore tax liability. The Singapore Revenue may also tax 

profits of a Non-resident in the name of a resident as if the latter is an agent of 

the Non-resident, if the profits of the resident from business dealings with the 
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Non-resident are viewed as lower than expected as a result of the close 

connection between the two parties. 

2. Specific legislation governs the arm’s-length principle to be applied to related-

party transactions. The Singapore Revenue may make adjustments to profits for 

income tax purposes in cases in which the terms of commercial relations or 

financial relations between two related parties are not at arm’s length. The 

Singapore Revenue has also issued circulars on certain transfer pricing (TP) 

matters, which are summarized below.  

3. TP Guidelines. The TP Guidelines are designed to assist companies in 

Singapore with the management or elimination of the risk of double taxation. The 

Guidelines are consistent with the arm’s length principle outlined in the (OECD) 

Transfer Pricing Guidelines for Multinational Enterprises and Tax Administrations 

and provides general methods for determining an arm’s-length price. The 

Singapore Revenue expects companies to assess their TP risk and prepare 

sufficient TP documentation to support their TP.  

4. TP consultation process. The TP consultation process involves the Singapore 

Revenue inviting selected taxpayers to complete an extensive questionnaire. The 

objectives of the TP consultation are to assess the taxpayers’ level of compliance 

with the TP Guidelines and to identify potential areas in which the Singapore 

Revenue can further facilitate and advise taxpayers on good practices in TP. 

5. Supplementary administrative procedures relating to Advanced Pricing 

Agreements. The circular on supplementary administrative procedures relating to 

Advanced Pricing Agreements (APAs) outlines procedures relating to requests 

for APAs. TP guidelines for related-party loans and related-party services. 

6. The Singapore Revenue has issued a circular setting out the guidelines for 

related-party loans and services. Reorganizations Amalgamations of companies. 

For corporate amalgamations, a tax framework is available. This framework 

seeks to minimize the tax consequences arising from qualifying amalgamations 

and align it with the consequences provided in the Companies Act. On election, 

the tax treatment applies to two or more amalgamating companies and an 

amalgamated company in a qualifying amalgamation.  

7. Under the framework, the amalgamated company is treated as continuing the 

existing businesses of the amalgamating companies (and, accordingly, an 

acquisition of new businesses by the amalgamated company is not deemed to 

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 339 
 

occur) for tax purposes. Deduction for acquisitions of shares of companies. A 

Singapore company may claim a deduction if it and/or any one or more acquiring 

subsidiaries incur capital expenditure during the period of 1 April 2010 to 31 

March 2015 (both dates inclusive) in acquiring the ordinary shares in another 

company, subject to specified conditions.  

8. The amount of the deduction granted is 5% of the capital expenditure, to be 

written off over five years. For this purpose, the capital expenditure is capped at 

SGD100 million for all qualifying acquisitions that have acquisition dates within 

one basis period. A 200% tax deduction is granted for certain transaction costs 

incurred on the qualifying acquisition, subject to an expenditure cap of 

SGD100,000 per relevant tax year. 
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5.38) South Africa (Pretoria, Cape Town, Bloemfontein)(AF) 

Highlights 

Tax Rate(%) 

Corporate Income Tax The mining income of gold mining 

companies is taxed under a special 

formula, and the non-mining income of 

such companies is taxed at a rate of 

28%. General Rate 28 

Capital Gains Tax 18.65 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Indefinite 

VAT 14 

Other Social Taxes At different rates 

  

Taxes on corporate income: 

General: 

1. A residence-based tax system applies in South Africa. Companies are 

considered to be resident in South Africa if they are incorporated or have their 

place of effective management in South Africa. 

2. South African-resident companies are taxed on their worldwide in come 

(including capital gains). Under complex look-through rules, the foreign operating 

income of Non-resident subsidiaries derived from “non-business establishment” 

operations in foreign countries is taxed in the hands of the immediately cross-

border South African-resident parent company on an accrual basis. The income 

of Non-resident subsidiaries with business establishments in foreign countries is 

generally exempt from the look-through rules. Dividends paid by foreign 

companies that are not CFCs are taxable unless the shareholding of the South 

African-resident recipient is 10% or more. The participation exemption 

amendment reducing the percentage from 20% to 10% took effect on 1 April 

2012.  

3. Non-resident companies are taxed on their South African-source income only. 
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4. Tax rates. The basic corporate tax rate is 28%. Branch profits tax at a rate of 

28% is imposed on South African-source profits of Non-resident companies.  

5. The declaring company must withhold the tax from the dividend paid and pay the 

tax to the South African Revenue Service (SARS) on behalf of the recipient. In 

the case of a listed company, a regulated intermediary withholds the tax. 

Dividends are not subject to the withholding tax if any of the following 

circumstances exists: 

• The beneficial owner is a resident company. 

• The beneficial owner is a local, provincial or national government. 

• The beneficial owner is a specified tax-exempt entity. 

• The dividend is paid to certain regulated intermediaries who in turn are liable 

to administer the tax on behalf of the declaring company. 

• The dividend is paid by a micro business, up to ZAR200,000. 

• The dividend is paid by a foreign company listed on the JSE to a Non-resident 

beneficial owner. 

• The dividend is paid by a headquarter company. 

• The dividend is paid to a portfolio of a collective-investment scheme in 

securities. 

• The dividend is taxable in nature or was subject to STC. 

6. A paying company may not withhold the dividends tax if the beneficial owner has 

supplied it with a written declaration stating the following: 

• It is exempt from the dividends tax. 

• It will inform the company when it is no longer the beneficial owner of the 

shares. 

7. If the beneficial owner is a Non-resident that wants to rely on a reduced dividends 

tax rate under a double tax treaty between South Africa and its country of 

residence, it must provide the company with a written declaration that the 

reduced rate applies and specified undertakings. 

8. A dividend is any amount transferred or applied by a company for the benefit of 

its shareholders, whether by way of a distribution or as consideration for a share 

buyback, excluding the following:  

• Amounts that result in a reduction of the contributed tax capital of the 

company 

• Shares in the company 
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• An acquisition by a listed company of its own shares through a general 

repurchase of shares in accordance with the JSE listing requirements STC 

credits that were available to a company on 31 March 2012 are carried 

forward into the dividend tax regime for set-off against dividends in 

determining the net dividend subject to the tax. 

9. Gold mining companies may elect to have their mining income taxed under a 

special formula, while the non-mining income of such companies is taxed at a 

rate of 28%. 

10. Petroleum and gas production is taxed in accordance with the usual provisions of 

the Income Tax Act, as modified by a special schedule applicable to prospecting 

and development expenses, as well as to farm-ins. A fiscal stability regime can 

be agreed to with the Minister of Finance. The tax rate is capped at a maximum 

of 28% for both South African-resident and Non-resident companies. 

11. Dividends tax need not be withheld from dividends paid out of oil and gas 

income, and interest withholding tax need not be withheld from interest paid with 

respect to loans used to fund oil and gas expenditure. 

Capital gains: 

1. Capital gains derived by resident companies are subject to capital gains tax 

(CGT) at an effective rate of 18.648%. 

2. Resident companies are subject to CGT on capital gains derived from disposals 

of worldwide tangible and intangible assets. 

3. Non-residents are subject to CGT on capital gains derived from disposals of fixed 

property (land and buildings) and interests in fixed property located in South 

Africa, and assets of a permanent establishment located in South Africa. An 

interest in fixed property includes a direct or indirect interest of at least 20% in a 

resident or Non-resident company if, at the time of disposal of the interest, 80% 

or more of the market value of the assets of the company is attributable to fixed 

property located in South Africa that is held as capital assets. 

4. A capital gain is equal to the amount by which the disposal proceeds for an asset 

exceed the base cost of the asset. A capital loss arises if the base cost exceeds 

the disposal proceeds. Capital losses may offset capital gains, and regular 

income losses may offset net capital gains. However, net capital losses may not 
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offset regular income. (There is a separate method is prescribed for deriving 

Base Cost)  

5. A disposal is defined as an event that results in, among other things, the creation, 

variation or extinction of an asset. It includes the transfer of ownership of an 

asset, the destruction of an asset and the distribution of an asset by a company 

to a shareholder.  

6. For CGT purposes, a company does not dispose of assets when it issues shares 

or when it grants an option to acquire a share or debenture in the company. 

7. The proceeds from the disposal of an asset by a taxpayer are equal to the 

amount received by, or accrued to, the taxpayer as a result of the disposal less 

any amount that is or was included in the taxpayer’s taxable income for income 

tax purposes. If a company makes a dividend distribution of an asset to a 

shareholder, it is deemed to have disposed of the asset for proceeds equal to the 

asset’s market value. 

8. Rollover relief is available in certain circumstances including destruction of assets 

and scrapping of assets. All related-party transactions are deemed to occur at 

market value, and restrictions are imposed on the claiming of losses incurred in 

such transactions. 

9. Corporate emigration, which occurs when the effective management of the 

company is moved outside South Africa, triggers a deemed disposal at market 

value of the assets of the company, followed by a deemed dividend in specie. 

10. Subject to certain exceptions, disposals of equity shares in foreign companies to 

non-residents are exempt from CGT if the disposing party has held at least 10% 

of the equity in the foreign company for at least 18 months. 

Administration: 

1. The tax year for a company is its financial year. A company must file its annual 

tax return in which it calculates its taxable income and capital gains, together with 

a copy of its audited financial statements, within 60 days after the end of its 

financial year. 

2. Extensions of up to 12 months after the end of the financial year are usually 

granted. No payment is made with the annual return.  
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3. The tax authorities issue an official tax assessment based on the annual return. 

The company must pay the balance of tax due after deduction of provisional 

payments within a specified period after receipt of the assessment. 

4. Companies must pay provisional tax in two installments during their tax year. The 

installments must be paid by the end of the sixth month of the tax year (the 

seventh month if the tax year begins on 1 March) and by the end of the tax year. 

The second payment must generally be accurate to within 80% of the actual tax 

for the year. A third (“topping up”) payment may be made within six months after 

the end of the tax year. If this payment is not made and if there is an 

underpayment of tax, interest is charged from the due date of the payment. A 

20% penalty is charged if the total provisional tax paid for the year does not fall 

within certain prescribed parameters. 

5. Tax penalties fall into two broad categories, which are noncompliance (for which 

penalty amounts can range between ZAR250 and ZAR16,000) and 

understatement (for which penalty amounts can range between 5% and 200% of 

the shortfall). An e-filing system allows provisional payments and tax returns to 

be submitted electronically. 

Dividends: 

1. Dividends paid by South African-resident companies are generally exempt from 

mainstream tax in the hands of the recipients and, accordingly, recipients may 

not deduct expenses relating to the earning of these dividends, such as interest 

and other expenses incurred on the acquisition of their shares.  

2. Foreign dividends are dividends paid by Non-resident companies and 

headquarter companies. Most foreign dividends accruing to or received by South 

African residents are taxable. The following foreign dividends are exempt from 

tax:  

• Dividends paid by a foreign company to a South African resident holding at 

least 10% of the equity and voting rights in the foreign company 

• Dividends paid by a controlled foreign company (CFC) to a South African 

resident (subject to certain limitations)  

• Dividends paid by a foreign company that is listed on the JSE  

• Dividends paid by a foreign company to another foreign company that is 

resident in the same country as the payer 
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3. For dividends that are not exempt, a rebate may be claimed. The rebate is limited 

to the amount of South African tax attributable to the foreign dividend. Any 

excess of the foreign tax over the allowable rebate may be carried forward for a 

period of seven years. The excess taxes are available for set-off against  foreign 

source income in subsequent years (the calculation is done on a pooled basis). 

4. A South African resident (company or individual) holding 10% or more of the 

equity share capital of a Non-resident company is exempt from tax on all 

dividends (including those on preferred shares) received from the Non-resident. 

The reduced participation rate of 10% took effect on 1 April 2012 for companies 

and on 1 March 2012 for individuals and applies to dividends received or accrued 

on or after that date.  

Withholding tax: 

Dividend withholding tax at a rate of 15% is imposed, subject to applicable treaty 

rates.  

Foreign tax relief: 

1. In the absence of treaty relief provisions, unilateral relief is granted through a 

credit for foreign taxes paid on foreign income, foreign dividends, foreign taxable 

capital gains, or income attributed under the CFC rules, limited to  the lesser of 

the actual foreign tax liability and the South African tax on such foreign income. 

The credit may be claimed only if the income is from a non-South African source. 

Excess credits may be carried forward, but they are lost if they are not used 

within seven years. 

2. A credit may be claimed with respect to tax on income from services rendered in 

South Africa. These credits cannot be carried forward. 

3. Foreign taxes that cannot be claimed as a tax credit can generally be claimed as 

a deduction from taxable income. 

 

Determination of trading income: 

General: 

1. Taxable income normally approximates profit calculated in accordance with 

International Financial Reporting Standards, before adjustment for specific 

allowances and non-deductible items. 
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2. To be eligible for deduction, expenditures must be incurred in the production of 

income and for purposes of trade, and must not be of a capital nature. 

3. Prepayments of insurance, rent and certain other items may not be deducted in 

full in the tax year of payment unless either of the following applies: 

• The related service or other benefit is enjoyed within six months after the end 

of the tax year of payment. 

• The aggregate of such expenditure is less than ZAR100,000. 

4. Non-resident companies are exempt from tax on South African source interest 

income unless at any time during that year it carried on business in South Africa 

through a permanent establishment.  

5. Withholding tax on interest at a rate of 15% will be introduced on 1 January 2015. 

Relief may be available in treaties. 

Inventories: 

Inventory is valued at the lower of cost or net realizable value. Appropriate overhead 

expenses must be included in the valuation of inventory. Special rules apply to 

construction work in progress. Consumable stores and spare parts are included in 

inventory. 

Depreciation: 

1. New plant and machinery that is brought into use in a manufacturing or similar 

process by other businesses is depreciated at a rate of 40% in the first year and 

at a straight-line rate of 20% for the second, third and fourth years.  

2. Used machinery or plant used in such a process qualifies for a 20% allowance 

per year over five years. The same allowances apply to foundations for plant and 

machinery if they are built specifically for particular machines and have a useful 

life limited to the life of the relevant machine. 

3. SBCs qualify for a 100% deduction of the cost of new or used plant or machinery 

that is first brought into use on or after 1 April 2001 in a manufacturing or similar 

process. For other plant or machinery of an SBC, the following allowances are 

granted: 

• 50% in the first year of use 

• 30% in the second year of use 

• 20% in the third year of use 
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4. Industrial buildings. A 5% annual straight-line allowance is granted on the cost of 

the construction of, and improvements to, industrial buildings erected by a 

taxpayer. Purchased industrial buildings generally qualify for annual straight-line 

allowances on the purchase price paid, excluding the amount attributable to the 

land, at the following rates: 

• 2% if originally constructed before 1 January 1989 

• 5% if constructed during the period of 1 January 1989 through 30 June 1996 

• 10% if constructed during the period of 1 July 1996 through 31 March 2000 

• 5% if constructed after 1 April 2000 

5. Hotels. Construction of and improvements to hotels qualify for a 5% straight-line 

allowance. However, capital expenditure on the internal renovation of hotels 

qualifies for straight-line depreciation at an annual rate of 20%. 

6. Urban renewal. The cost of erection of new buildings or renovation (including 

extension) of old buildings in certain depressed urban areas qualifies for 

allowances if the building is used by the taxpayer for the taxpayer’s own trade or 

is leased for commercial or residential purposes. If the building is new or 

significant extensions are made to an existing building, the allowance is 20% in 

the year of first occupation and 8% per year for the following 10 years. 

7. If a building is renovated and if the existing structural or exterior framework is 

preserved, the allowance is 20% per year for five years. 

8. Other commercial buildings. An allowance of 5% of the cost is generally available 

on commercial buildings not qualifying for any of the above allowances. 

9. Wear-and-tear allowance for movables. An annual “wear-and-tear” tax 

depreciation allowance on movable items may be calculated using the declining-

balance method or the straight-line method, but the straight-line method is 

generally preferred by the Inland Revenue. The allowance may be claimed based 

on the value (generally the cost) of movable non-manufacturing machinery and 

equipment used by the taxpayer for the purposes of its trade. Rates for the wear-

and-tear allowance are not prescribed by statute, but certain periods of 

depreciation are generally accepted by the tax authorities. The following are 

some of the acceptable periods of straight-line depreciation. 

Asset      Years 

Aircraft (light passenger, commercial and helicopters)    4 

Computers (mainframe)      5 
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Computers (personal computers)      3 

Computer software (mainframes) Purchased      3 

Self-developed      1 

Computer software (personal computers)      2 

Furniture      6 

Passenger cars      5 

Heavy duty trucks      3 

10. Apportionment of the wear-and-tear allowances is required for assets acquired 

during the course of a year. Any asset costing ZAR7,000 or less may be written 

off in the year of acquisition of the asset. 

11. Special capital allowances. Subject to the approval of the Minister of Science and 

Technology, the cost of developing and registering patents, designs, copyrights 

or similar property, and related know-how and of discovering novel scientific and 

technological information qualifies for a 150% deduction in the year in which the 

costs are incurred. 

12. The acquisition cost of patents, copyrights and similar property (other than 

trademarks) and of related know-how is deductible at a rate of 5% per year. The 

cost of designs is deductible at a rate of 10% per year. 

13. Deductions with respect to restraint of trade payments are allowed over the 

period of restraint, with a minimum period of three years.  

14. A 10% annual allowance is granted for the cost of new and unused pipelines 

used for transportation of natural oil, gas and refined products. 

15. A 5% annual allowance is granted for the following: 

• Water pipelines and electrical lines 

• Railway lines used for the transportation of persons, goods and other items 

16. Other special capital allowances are provided for expenditures on ships and 

aircraft, hotel equipment, scientific research, employee housing, plant and 

machinery of small business corporations, aircraft hangars, aprons, runways and 

taxiways, and solar, wind and tidal equipment for the generation of electricity, as 

well as for certain capital expenditures for mining and agriculture, which are 

deductible in full against mining and agricultural income. 

17. Recapture. The amount of tax depreciation claimed on an asset may be 

recouped (recaptured) when the asset is sold. In general, the amount recouped is 
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the excess of the selling price over the tax value, but it is limited to the amount of 

tax depreciation claimed.  

Relief for losses: 

1. Tax losses may not be carried back but may be carried forward indefinitely, 

provided there is trading in every tax year. 

2. Foreign tax losses may be offset against foreign income only. If a foreign tax loss 

exceeds foreign income, the excess may be carried forward to offset foreign 

income in future years for an unlimited period. 

 

Miscellaneous matters: 

General: 

1. Permission must be obtained from the South African Reserve Bank (SARB) for 

the remittance of management fees. Royalties are freely remittable if the license 

agreement has been approved by the SARB. The remittance of dividends 

requires an auditor’s certificate. South African companies raising loan financing 

offshore must obtain the authorization of the SARB regarding the terms and 

conditions. Foreign-equity investments are not restricted but share certificates 

must be endorsed “Non-resident” by the SARB. 

2. Debt-to-equity rules. The tax law includes measures that counter thin 

capitalization by adjusting both the interest rate and the amount of a loan based 

on arm’s-length principles. These measures previously contained a debt-to-equity 

ratio safe harbor of 3:1. However, the tax authorities have moved away from this 

ratio to require each company to consider its debt-equity mix on an arm’s length 

basis. In certain circumstances, the thin-capitalization rules do not apply to 

headquarter companies. In addition, pending legislation will further limit 

deductions to 40% of taxable income (with adjustments largely intended to match 

cash flow). This 40% limit will apply from 1 January 2015. 

Transfer pricing: 

1. The South African tax law includes transfer pricing provisions, which are based 

on the internationally accepted principles of transfer pricing. These provisions 

allow the South African tax authorities to treat any term or condition of a cross-

border related-party transaction differently, but only to the extent that the term or 

condition differs from those that would exist between unrelated parties. In 
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addition, exchange control regulations discourage unreasonable pricing by 

requiring that many foreign contracts, such as license agreements, be approved 

by the Department of Trade and Industry before payment is allowed. 

2. Anti-avoidance legislation. In addition to transfer-pricing rules, South African law 

contains general anti avoidance provisions that target “impermissible tax 

avoidance arrangements.” Broadly, an impermissible tax avoidance arrangement 

is an arrangement that seeks to achieve a tax benefit as its sole or main purpose 

and was entered into in a manner that would not normally be employed for bona 

fide business purposes, lacks commercial substance or misuses or abuses other 

provisions of the tax law. The South African Revenue Service has wide powers in 

determining the tax consequences of an impermissible tax avoidance 

arrangement. 

3. Personal service companies. The interposition of a corporate entity (personal 

service company) to disguise employment income does not prevent the 

imposition of employee withholding tax on fees earned. These companies are 

taxed at a rate of 28% and may claim only certain deductions, such as salaries, 

legal expenses, bad debts, contributions by the employer to pension and 

provident funds and medical aids, tax depreciation, rental expenses, finance 

charges, insurance, repairs, and fuel and maintenance for assets. The expenses 

with respect to premises and assets are allowed as deductions only if they are 

incurred wholly or exclusively for purposes of trade. 

4. Controlled foreign companies. Legislation regulates the taxation of certain income 

of controlled foreign companies (CFCs). Net foreign income, including capital 

gains, derived by a CFC may be attributed proportionately to any South African-

resident beneficial owner of the CFC (other than a headquarter company) that 

has an interest of 10% or more in the CFC. The net foreign income is calculated 

using South African tax principles, but generally ignoring passive income flows 

between CFCs in a 70%- held group.  

5. A company is considered to be a CFC if more than 50% of the participation or 

voting rights of the company is held directly or indirectly by South African 

residents. In determining whether a company is a CFC, the participation rights 

and voting rights of a headquarter company (see Headquarter companies) are 

ignored.  
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6. In addition, for a foreign listed company or a collective-investment portfolio, any 

person who holds less than 5% of the participation rights of the foreign company 

is deemed not to be a resident unless connected parties hold more than 50% of 

the participation rights or voting rights of the company. The CFC attribution rules 

do not apply to a resident if the resident (together with any connected person) 

holds less than 10% of the participation rights and voting rights. 

7. A CFC’s income is not attributed to a South African resident to the extent that the 

income is effectively connected to a business operation carried on through a 

“foreign business establishment” (FBE). In broad terms, an FBE is a fixed place 

of business that is suitably equipped with on-site operational management, 

employees, equipment and other facilities for the purpose of conducting the 

primary operations of the business and that is used for a bona fide business 

purpose and not for tax avoidance (the place of business may be located 

elsewhere than in the CFC’s home country).  

8. Several anti-avoidance exceptions exist with respect to the measure described in 

this paragraph. Also, if the tax payable to a foreign government equals at least 

75% of the tax liability that would have arisen in South Africa, no income needs to 

be imputed into the resident’s taxable income. 

9. Headquarter companies. The headquarter company regime was introduced to 

encourage foreign companies to use South Africa as their base for investing in 

Africa. Broadly, headquarter companies are exempt from dividend and royalty 

withholding tax and from interest withholding tax (after it takes effect on 1 

January 2015). 

10. A headquarter company is a South African-resident company that has elected to 

be treated as a headquarter company and that satisfies all of the following 

conditions:  

• Each shareholder (alone or together with its connected persons, whether 

resident or Non-resident) holds 10% or more of the equity shares and voting 

rights in the headquarter company. 

• At least 80% of the cost of the headquarter company’s assets (excluding 

cash) is attributable to investments in equity shares, amounts loaned or 

advanced and intellectual property in Non-resident companies in which at 

least a 10% equity interest is held. 
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• If the gross income of the company exceeds ZAR5 million, at least 50% of 

that gross income must consist of rentals, dividends, interest, royalties, 

service fees received from foreign companies, or proceeds from the sale of 

equity shares or intellectual property in such foreign companies. 

11. A headquarter company must submit an annual report to the Minister of Finance. 

The CFC imputation rules do not apply to headquarter companies, unless 50% or 

more of its shares are held by South African residents.  

12. As a result of this concession, the net income of the headquarter company’s 

foreign subsidiaries is not taxed in its hands, but in the hands of the ultimate 

shareholders if they are South African residents. 

13. Headquarter companies are also exempt from the transfer-pricing and thin-

capitalization rules if they on-lend loan proceeds received from their offshore 

shareholders to their foreign subsidiaries in which they hold at least 10%. The 

transfer-pricing rules also do not apply to back-to-back royalties under licenses 

from non-residents. 
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5.39) Spain (Madrid) (EU) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 30 

Capital Gains Tax 30 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 18 Years 

VAT 21 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Corporate tax is imposed on the income of companies and other entities and 

organizations that have a separate legal status. Resident entities are taxable on 

their worldwide income. The following entities are considered to be Spanish 

resident entities: 

• An entity incorporated under Spanish law 

• An entity having its legal headquarters in Spain 

• An entity having its effective place of management in Spain 

2. In addition, the tax authorities may presume that an entity resident in a tax haven 

or in a country with no income taxation is tax resident in Spain if any of the 

following circumstances exist: 

• The majority of its assets is directly or indirectly located in Spain. 

• A majority of its rights should be exercised in Spain. 

• The principal activity of the entity is carried out in Spain. 

3. The above measure does not apply if business reasons justify the effective 

performance of operations and exercise of management in such foreign 

jurisdiction.  

4. Non-resident entities are taxable only on Spanish-source income, which includes 

income from any kind of business activity conducted in Spain through a branch, 

office or other permanent establishment.  
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5. Non-resident companies or individuals must appoint a fiscal representative if they 

are conducting business activities in Spain through a permanent establishment or 

if certain other specified circumstances occur. 

6. Certain regions within Spain have specific corporate income tax rules, such as 

the Basque Region and Navarre. Although the corporate income tax rules in force 

in these regions are based on the rules applicable in the rest of Spain, substantial 

differences exist with respect to tax rates, depreciations, tax credits and other 

items. 

7. The general tax rate for residents and non-residents that conduct business 

activities in Spain through a permanent establishment is 30%. However, the 

corporate income tax rules applicable to the Basque Region provide for a general 

rate of 28%. 

8. Entities that earned (on a group basis) net revenue of less than EUR10 million in 

the immediately preceding tax year are taxed at a rate of 25% on profits up to 

EUR300,000, and at a rate of 30% on the tax base exceeding this amount. 

Effective for fiscal years beginning during 2009, 2010, 2011, 2012, 2013 and 

2014, the tax rate applicable to small and medium-sized enterprises with fewer 

than 25 employees that maintain or increase the number of employees and that 

have net revenues of less than EUR5 million is 20% on the tax base up to 

EUR120,202.41 (effective for fiscal years commencing during 2011, 2012 and 

2013, EUR300,000) and 25% on the tax base exceeding this amount. 

9. Newly incorporated entities that do not belong to a group of companies as 

defined under Article 42 of the Spanish Commercial Code and that carry out 

business activities are taxed at a rate of 15% on the tax base up to EUR300,000 

and at a 20% rate on the tax base exceeding that amount. The special tax rates 

generally apply in the first fiscal year in which the entity has a positive tax base 

and in the following year. However, this special tax rate does not apply if the 

business of the newly incorporated entities had been actually carried out through 

other legal forms (for example, through related entities). 

10. In addition to other tax benefits, companies licensed to operate in the Canary 

Islands Special Zone are subject to a reduced tax rate of 4% if certain conditions 

are satisfied. The reduced rate applies up to a maximum amount of taxable 

income. In general, non-residents operating in Spain without a permanent 

establishment are taxable at a general rate of 24% (for the 2012, 2013 and 2014 
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tax years, the tax rate is 24.75%). Non-residents without a permanent 

establishment that operate in Spain may deduct any expense allowed by the 

Personal Income Tax Law, as provided in Law 36/2006, 28 November (this law 

also refers to the Corporate Income Tax Law to determine the net tax base in the 

case of economic activities), if the taxpayer is resident in an EU member state 

and can prove that these expenses are directly linked to their Spanish-source 

income and have a “direct and fully inseparable nexus” with the activity 

performed in Spain. Dividends and interest received by non-residents are subject 

to a final withholding tax at a rate of 19% (for the 2012, 2013 and 2014 tax years, 

the tax rate is 21%). The tax rate applicable to income from reinsurance 

operations is 1.5%. A 4% tax rate applies to Spanish source income generated 

by companies resident abroad operating ships and aircraft in Spain. Interest 

income is exempt from tax if the recipient is resident in an EU member state (or if 

the recipient is an EU permanent establishment of a resident in another EU 

member state) that is not on the Spanish tax haven list. Interest paid to non-

residents on Spanish Treasury obligations is exempt from tax. Income derived by 

non-residents without a permanent establishment in Spain from bonds issued in 

Spain by non-residents without a permanent establishment in Spain and from 

bank accounts is exempt from tax in Spain. Royalties paid to associated EU 

resident companies or permanent establishments are exempt from tax in Spain if 

specific conditions are met. 

11. In addition to Non-resident income tax, which is generally imposed at a rate of 

30% (alternative methods and rates are available for certain types of permanent 

establishments), non-residents operating in Spain through a permanent 

establishment are subject to a branch remittance tax at a rate of 19% (for the 

2012, 2013 and 2014 tax years, the tax rate is 21%), unless one of the following 

exemptions applies: 

• Branches of EU resident entities, other than tax-haven residents, are exempt 

from the tax. 

• A branch can be exempt from tax if Spain and the country of residence of its 

head office have entered into a double tax treaty that does not provide 

otherwise and the country of residence grants reciprocal treatment. 
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Capital gains: 

1. Spanish law generally treats capital gains as ordinary income taxable at the 

regular corporate tax rate. Capital gains may qualify for a 12% tax credit if 

conditions for reinvestment relief are satisfied. 

2. Capital gains realized by non-residents without a permanent establishment in 

Spain are taxed at a rate of 19% (for the 2012, 2013 and 2014 tax years, the tax 

rate is 21%). Capital gains on movable property, including shares, are exempt 

from tax if the recipient is resident in an EU country that is not on the Spanish tax 

haven list, unless the gains are derived from the transfer of shares and either of 

the following circumstances exists: 

• The seller directly or indirectly owns at least 25% of the company. 

• The company’s assets directly or indirectly consist primarily of Spanish real 

estate. 

3. If a Non-resident that does not have a permanent establishment in Spain 

disposes of Spanish real estate, a 3% tax is withheld by the buyer from the sale 

price, with certain exceptions. The tax withheld constitutes an advance payment 

on the final tax liability of the seller. 

4. Capital gains derived by non-residents without a permanent establishment in 

Spain from the reimbursement of units in Spanish investment funds or from the 

sale of shares traded on a Spanish stock exchange are exempt from tax in Spain 

if the seller is resident in a jurisdiction that has entered into a tax treaty with Spain 

containing an exchange of information clause.  

Administration: 

1. The tax year is the same as the accounting period, which may be other than a 

calendar year. The tax year may not exceed 12 months. The tax return must be 

filed within 25 days after six months following the end of the tax year. In April, 

October and December of each calendar year, companies and permanent 

establishments of Non-resident entities or individuals must make payments on 

account of corporate income tax or non-residents income tax, respectively, equal 

to either of the following: 

• Eighteen percent of the tax liability for the preceding tax year. 

• An amount calculated by applying 5/7 of the corporate income tax rate to the 

profits for the year as of the end of the month preceding the date of the 
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payment and then subtracting from the result tax withheld from payments to 

the company and advance payments of tax previously made. 

2. This method is compulsory for companies with turnover of more than 

EUR6,010,121.04 in the immediately preceding tax year, but other taxpayers may 

elect to apply it. Effective for 2012 through 2015, the taxable income for the 

payments on account of the entities applying this method must include 25% of 

the amount of dividends or gains that benefit from the Spanish participation 

exemption. The excess tax paid as payment on account may be claimed when 

the final corporate income return is filed. 

3. For 2012 through 2015, the tax rate mentioned in the second above (that is, 5/7 

of the corporate income tax rate) is increased for certain taxpayers, in 

accordance with their revenue in the immediately preceding tax year. The 

following are the tax rates:  

• Revenue between EUR10 million and EUR20 million: 15/20 of the corporate 

income tax rate 

• Revenue between EUR20 million and EUR60 million: 17/20 of the corporate 

income tax rate 

• Revenue exceeds EUR60 million: the tax rate equals 19/20 of the corporate 

income tax rate 

4. For 2012 through 2015, for taxpayers with revenue exceeding EUR20 million, 

their prepayment must not be lower than 12% of the positive earnings figure 

recorded in the profit-and-loss account, subtracting only the advance payments of 

tax previously made. The minimum prepayment rate is 6% if the relevant entity 

derives at least 85% of its income from either of the following: 

• Dividends or capital gains exempt under the participation exemption regime 

(see Participation exemption regime and foreign tax relief) or through foreign 

permanent establishments that are also exempt from tax in Spain 

• Dividends that benefit from a 100% deduction under the domestic tax credit 

rules  

Dividends: 

1. Dividends received by a resident company from another resident company are 

subject to corporate tax, as well as to a 19% withholding tax (for the 2012, 2013 

and 2014 tax years, the withholding tax rate is 21%), which may be credited 
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against the corporate tax. However, the withholding tax is not imposed if, at the 

time of the distribution, the recipient of the dividend has owned at least 5% of the 

payer for an uninterrupted period of more than one year. 

2. Under Spanish domestic law, in general, a tax credit of 50% is granted to a 

resident company that receives dividends. The credit is increased to 100% if, at 

the time of the distribution, the company receiving the dividend has owned at 

least 5% of the paying company for an uninterrupted period of one year (the 

shareholding interest percentage may be reduced to 3% under certain 

circumstances, and the holding period may be completed after the dividend is 

received). The 50% or 100% tax credit does not apply if the shares on which the 

dividends are paid are purchased within a two-month period before the date of 

distribution of the dividends and such shares or similar shares are sold within the 

two month period after such date. The credit does not apply in certain cases, 

such as if the dividend does not increase taxable income or if the distribution 

causes depreciation in the value of the shares (some exceptions are allowed). 

The credit may be carried forward to the following seven years. 

3. A tax credit is granted to resident companies that derive income from transfers of 

shares of other resident companies subject to Spanish corporate income tax if, at 

the time of transfer, the company has owned at least 5% of the share capital of 

the other company for an uninterrupted one-year period. This credit is calculated 

by applying the general rate (currently, 30%) to the portion of the capital gains 

representing undistributed profits earned during the period the shares were held 

by the company. However, exceptions apply, for example, when the company 

being transferred has tax loss carry forwards. The tax credit may be carried 

forward to the following seven years. 

4. Distributions by Spanish subsidiaries to parent companies in EU member states 

that are not on the Spanish tax haven list are exempt from withholding tax if the 

parent company owns directly or indirectly at least 5% of the subsidiary for an 

uninterrupted period of at least one year and if certain other requirements are met 

(in certain cases, the shareholding requirement is reduced to 3%). The one-year 

holding period requirement may be satisfied at the date of the distribution or 

subsequent to such date. An anti-avoidance provision applies in situations in 

which the ultimate shareholder is not an EU resident. 
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5. Foreign portfolio holding company regime. A special tax regime applies to 

companies that have foreign portfolio holding company status.  

6. ETVEs are ordinary Spanish companies engaged in the administration and 

management of participations in the equity of Non-resident entities. ETVEs may 

also be engaged in other activities. In addition to the general exemption for 

dividends and capital gains derived from shares in qualifying foreign companies 

as described in Participation exemption regime and foreign tax relief, an ETVE 

benefits from certain other tax advantages, including the following: 

• No withholding tax is imposed on distributions made by ETVEs out of 

reserves derived from tax-exempt foreign-source dividends and capital gains 

to Non-resident shareholders who are not tax haven residents. 

• Capital gains derived by foreign shareholders of ETVEs from transfers of 

shares in ETVEs are not taxed to the extent that the capital gain corresponds 

to qualifying exempt dividends and gains (realized or unrealized) derived at 

the ETVE level if the 

7. shareholder is not resident in a tax haven. Participation exemption regime and 

foreign tax relief. The exemption method may be used to avoid double taxation 

on dividends received from abroad and on capital gains derived from transfers of 

shares of foreign companies if the following requirements are met: 

• At the time of the distribution of the dividend or the generation of the capital 

gain, the Spanish company has owned, directly or indirectly, at least 5% of the 

share capital of the Non-resident company for an uninterrupted period of at 

least one year. ETVEs are not required to hold the 5% share interest in the 

foreign company if the acquisition cost in a first-tier subsidiary exceeds EUR6 

million. For dividends, the one-year period can be completed after the 

distribution. In addition, the time period  in which the participation is held by 

other group entities is taken into account for purposes of the computation of 

the one-year period. 

• The foreign company is subject to and not exempt from corporate tax in a tax 

system that is similar to Spain’s corporate tax system. This requirement is 

considered to be met if the subsidiary is resident in a country that has entered 

into a double tax treaty with Spain containing an exchange-of-information 

clause. 

www.taxguru.in



 

Compiled By: CA Shishir Chaturvedi Page 360 
 

• The foreign company is not resident in a country identified by the Spanish tax 

authorities as a tax haven. 

• The foreign company derives at least 85% of its income from business 

activities conducted outside Spain. 

8. For capital gains derived from transfers of shares of foreign companies, if the 

subject-to-tax and business-income requirements (outlined above) are not 

complied with during the entire holding period of the shares, Spanish law 

provides for specific criteria to calculate the amount of exempt capital gains. 

9. If the exemption method does not apply, a tax credit is allowed for underlying 

foreign taxes paid by a subsidiary on the profits out of which dividends are paid 

and for foreign withholding taxes paid on dividends. 

10. The credit method and exemption cannot be used with respect to the same 

income. Tax credits granted under the credit method may be carried forward for 

10 years. 

11. A tax credit is available for resident entities deriving foreign source income that is 

effectively taxed abroad. Such credit is equal to the lesser of the following: 

• The Spanish corporate tax payable in Spain if the foreign income had been 

obtained in Spain 

• The tax effectively paid abroad on the foreign-source income. 

 

Determination of taxable income: 

General: 

1. Taxable income is the company’s gross income for the tax year, less certain 

deductions. It is determined from the annual financial statements prepared under 

Spanish generally accepted accounting principles (Spanish GAAP), as adjusted 

for statutory tax provisions. Spanish GAAP follows several criteria contained in 

International Financial Reporting Standards (IFRS). 

2. In general, all necessary expenses incurred in producing income during the year 

and depreciation on income-producing property may be deducted from gross 

income to arrive at taxable income. Certain items are not deductible from gross 

income, such as the following: 

• Penalties and fines 

• Corporate income tax payments 
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• Gifts and donations 

• Expenditures for the improvement or enhancement of capital assets 

• Amounts directly or indirectly remunerating own equity (for example, 

dividends and other payments made by entities in favour of their 

shareholders) 

• Expenses related to services carried out by persons or entities that are 

resident in a listed tax haven, unless the taxpayer can  prove that the expense 

relates to an effectively performed transaction 

• Depreciation charges that exceed the maximum rates prescribed by law, 

unless it can be demonstrated that the rates used correspond to the actual 

depreciation incurred 

• Interest expenses on intragroup financing related to the acquisition (or equity 

increase) of a participation in group entities, unless valid business reasons for 

such transactions are proven  

• Losses on the impairment of shareholdings (these losses were previously a 

tax-deductible item under the worthless stock deduction regime, which was 

abolished) 

• Losses from foreign permanent establishments, except when the permanent 

establishment is transferred or closed down 

• Losses on transfers of shares to related entities within the same corporate 

group until the shares are transferred to third parties outside the group or the 

transferor or until the acquirer leaves the group 

• Losses from members of Temporary Business Alliances operating abroad, 

except when the interest is transferred or the relevant Temporary Business 

Alliance is closed down 

Inventories: 

The corporate tax law does not prescribe permissible methods for the valuation of 

inventory. Consequently, any valuation method allowed under the Spanish 

accounting rules may be used for tax purposes. Weighted average price is the 

generally accepted method, but first-in, first-out (FIFO) is also accepted. 

Provisions: 

Provisions that are properly recorded are generally tax deductible except for those 

specified by law. 
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Depreciation: 

1. All fixed or movable tangible assets (except land) that are owned by and used in 

the trade or business of a company are depreciable if their useful life exceeds a 

tax year. Intangible assets may be amortized if they depreciate and have a 

limited useful life, such as patents. They are generally amortized at an annual 

rate of 10%, unless it can be proved that their useful life is shorter than 10 years. 

Under certain circumstances, goodwill and intangible assets with an indefinite life 

are amortizable for tax purposes. Goodwill recorded in the books of a Spanish 

corporate taxpayer may be amortized for tax purposes at an annual rate of 5% if 

certain requirements are satisfied. For the 2012 though 2015 tax years, the 

maximum annual rate to amortize goodwill is 1%, while the maximum annual rate 

to amortize intangible assets with an indefinite life is 2%. 

2. For fiscal years beginning in 2013 and 2014 for entities with revenue exceeding 

EUR10 million, a temporary restriction applies to the amortization or depreciation 

for tax purposes of fixed, intangible and real estate assets. Under this restriction, 

the tax deductible expense is limited to 70% of the maximum depreciation or 

amortization amount, in accordance with the corporate income tax regulations. 

This limitation also applies for purposes of estimating the corporate income tax 

interim payments. However, it does not apply to assets benefiting from a special 

depreciation or amortization plan approved by the Spanish tax authorities. 

3. The depreciation expense not taken in the 2013 and 2014 tax years may be 

carried forward, and can be deducted beginning in the 2015 tax year on a linear 

basis over a 10-year period or during the remaining useful life of each of the 

respective assets.  

4. Depreciation methods are restricted to the straight-line method and the declining-

balance method. The straight-line method may be used for any depreciable 

asset. The declining-balance method may be used only for certain new tangible 

assets (industrial and farming machinery, vehicles, information systems and so 

forth) that have an anticipated useful life of three years or more. 

5. The basis for depreciation is the acquisition price of assets purchased by the 

company or the manufacturing cost of assets manufactured by the company. The 

acquisition price includes all related costs, such as customs duties, transportation 

costs and installation expenses. 
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6. Maximum depreciation rates for tax purposes are fixed by law. The rates vary 

depending on the industry. The following are general straight-line rates and 

periods of depreciation for certain assets. 

Assets Period   Rate 

Commercial buildings  2    100 

Industrial buildings  3    68 

Office equipment  10 or 15   20 or 14 

Motor vehicles  16    14 

Plant and machinery  10 or 12   20 or 18 

Computers  25    8 

Intangible assets  10    20 

7. Companies may use higher rates if they can demonstrate that the actual 

depreciation is in excess of that allowed by law. 

8. To be deductible, the depreciation amount must be recorded in the company’s 

accounting books (some exceptions to this requirement may apply) and must be 

“effective,” that is, it must correspond to the actual depreciation of the asset. The 

second condition is met if the depreciation amount is calculated in accordance 

with the rates prescribed by law or with other rates that have been expressly 

approved by the tax authorities. Otherwise, the “effectiveness” of the depreciation 

must be demonstrated. On request, the tax authorities may grant approval for 

accelerated depreciation if the company presents a plan specifying the assets, 

the date and price of the acquisition, the depreciation rates and the annual 

depreciation allowance desired, and reasons to support the adoption of such a 

plan. 

9. Net income (or capital gains) derived from certain intangible assets may be 

reduced by 60% for tax purposes if certain criteria are met.  

10. The following intangibles are subject to this special regime: 

• Patents  

• Drawings 

• Models and blueprints 

• Formulas or secret procedures 

• Rights regarding information pertaining to industrial, commercial or scientific 

experiences 
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Relief for losses: 

1. Effective for tax periods beginning in or after 2012, tax losses may be carried 

forward and offset against future taxable income for a period of 18 tax years. For 

newly established enterprises, the 18-year period begins in their first profitable 

year for tax purposes. Tax losses cannot be carried back. 

2. For 2012 through 2015 the following transitory restrictions on the compensation 

of tax losses carried forward are imposed on taxpayers with revenue exceeding 

EUR20 million in the immediately preceding year: 

• If revenue within the 12 months before the beginning of the tax period ranged 

from EUR20 million to EUR60 million, tax losses carried forward may be offset 

up to a maximum amount of 50% of taxable income. 

• If revenue in the period mentioned above exceeded EUR60 million, the 

limitation equals 25% of taxable income.  

Groups of companies: 

1. A group of companies may file a consolidated tax return if the election to apply 

this regime is carried out before the beginning of the tax year in which the regime 

is to be applied and if the tax authorities are notified of the election. After the 

group elects taxation under the consolidated regime, the regime applies 

indefinitely, provided that certain requirements are satisfied. For tax purposes, a 

group of companies is defined  as a group of corporations resident in Spain 

controlled by a parent corporation that is a resident of Spain and that is not 

controlled by another resident company. For this purpose, corporations include 

stock companies, limited liability companies and limited partnerships. The parent 

company may adopt any of these legal forms or, otherwise, it must have legal 

personality and be subject to and not exempt from corporate income tax. 

Registered branches of Non-resident entities may qualify as controlling top 

entities in consolidated groups if certain requirements are met.  

2. A company is deemed to control another company if, on the first day of the tax 

year for which the consolidated regime applies, it satisfies the following 

requirements: 

• It owns, directly or indirectly, at least 75% of the other company’s share 

capital (70% for companies quoted on the stock exchange) and it maintains 

such ownership for the entire tax year of consolidation. 
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• It is not subject to the special tax regimes applicable to Domestic and 

European Economic Interest Groupings or Temporary Business Alliances. 

• It is not a subsidiary of another domestic controlling company. 

3. Tax-exempt companies, companies taxed at a different rate than the parent 

company and companies in specified legal situations, such as bankruptcy, may 

not be part of a group of companies.  

4. Pre-consolidation losses can be used only up to the amount of the individual 

positive tax base that is aggregated to the consolidated tax base. 

 

Miscellaneous matters: 

General: 

1. In general, net interest expenses exceeding 30% of earnings before interest, tax, 

depreciation and amortization (EBITDA), with some adjustments, may not be 

claimed as a deduction for tax purposes in the year of their accrual. The excess 

may be subject to carry forward in the following 18 years. This restriction applies 

regardless of whether the interest is paid to a related party or an unrelated 

lender. 

2. To prevent fraud, the tax code contains several anti-avoidance measures in 

various chapters. Substance over form principles apply. 

3. Controlled foreign companies. Under controlled foreign company (CFC) rules 

contained in the corporate income tax law, Spanish resident companies must 

include in their tax base certain passive income derived by their foreign 

subsidiaries if certain control and  effective taxation conditions are satisfied. 

Significant exceptions apply to these rules. 

4. These rules do not apply to EU-controlled subsidiaries if the Spanish shareholder 

proves that the incorporation of the foreign entity was undertaken for sound 

business reasons and such entity carries on business activities. 

Transfer pricing: 

1. Spanish law includes the arm’s-length principle and the requirement of 

documenting all related-party transactions. The arm’s-length principle applies to 

all transactions carried out by taxpayers with related parties. The following are 

the principal aspects of the law: 
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• Taxpayers must use arm’s-length values in their tax returns. As a result, 

taxpayers bear the burden of proof on transfer-pricing issues. 

• Organisation for Economic Co-operation and Development (OECD) guidelines 

and pricing methodology apply. 

• Advance Price Agreements (APAs) may be negotiated. They apply to the 

current year, the preceding year and the following four years. 

• Penalties and delay interest may be imposed. If the documentation is correct, 

the tax authorities do not impose a penalty with respect to a transfer-pricing 

assessment. However, the absence (or incompleteness) of documentation is 

subject to penalties, even if no adjustments are assessed. 

2. Regulations provide the following three exceptions to the obligation to prepare 

statutory transfer pricing documentation: 

• When the transaction takes place between entities that form part of a Spanish 

tax consolidated group 

• When the transaction is carried out between members of an Economic 

Interest Grouping or a Temporary Business Alliance. 

• When the transaction is carried out within the scope of a public stock offering 

Royal Decree 897/2010 introduced the following exceptions regarding the 

statutory documentation requirements, effective from 2010: 

• Total transactions with the same entity not exceeding EUR250,000 per year 

need not be documented. 

• Total transactions with the same entity not exceeding EUR100,000 per year 

must not be documented if the company is deemed a “small or medium size 

enterprise.” 

3. Some specified transactions must be documented in any case, such as 

transactions performed with group “related parties” that are tax resident in a tax-

haven jurisdiction. Article 16.3 of the Spanish Corporate Income Tax Act provides 

a definition of “related parties.” 

4. In addition, transactions performed with related or unrelated residents of listed tax 

havens must comply with the arm’s-length principle and are subject to statutory 

documentation requirements.   
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5.40) Sri Lanka (Colombo) (AS) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 28 

Capital Gains Tax Nil 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Indefinite 

VAT 12 

Other Social Taxes & Environmental At different rates 

 

Taxes on corporate income: 

General: 

1. Companies resident in Sri Lanka are subject to income tax on their worldwide 

income. Non-resident companies are subject to tax on their profits and income 

derived from Sri Lankan sources. A company is considered to be a resident 

company if its registered or principal office is in Sri Lanka or if the control and 

management of its business are exercised in Sri Lanka. 

2. The standard rate of corporate income tax is 28%. If the income tax rate following 

the expiration of a tax holiday, as specified in a Board of Investment (BOI) 

agreement, is higher than the income tax rate under the Inland Revenue Act, the 

lower rate prevails. 

3. Companies in the business of the import, manufacture and sale of liquor or 

tobacco are subject to tax at a rate of 40%. Profits derived from priority sectors 

are taxed at a rate of 12%. The 12% rate applies to the following priority sectors: 

• Construction 

• Exports (including organic tea in bulk) 

• Tourism 

4. Export profits derived by direct and indirect exporters from products that include 

more than 65% value addition and that are sold with a brand name registered in 

Sri Lanka with patents rights reserved in Sri Lanka are subject to tax at a rate of 

10%. 
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5. Profits and income from educational services are taxed at a rate of 10%. Profits 

and income of an undertaking engaged in the manufacturing of articles or the 

provision of services that has turnover of less than LKR500 million (non-group 

company) are taxed at a rate of 12%. 

6. A 12% rate applies to manufacturing income attributable to the amount of tea 

purchased for manufacturing by a joint venture entered into by a grower and 

manufacturer of tea with a tea exporter, for the purpose of exporting pure Sri 

Lankan tea in value added form with a Sri Lankan brand name. 

7. Profits and income from the local manufacturing of handloom products are taxed 

at a rate of 12%. Profits and income derived from healthcare services are taxed 

at a rate of 12%. 

8. Profits and income from poultry farming are taxed at a rate of 10%. Profits and 

income paid in foreign currency from the supply of goods manufactured in Sri  

Lanka or services to foreign ships are taxed at a rate of 12% Profits and income 

derived from the operation of a mini hydropower project or other alternative 

energy source are taxed at a rate of 12%. 

9. Profits and income from the sale of products manufactured in Sri Lanka that are 

received in foreign currency through a foreign exchange earning account 

authorized by the Central Bank of Sri Lanka are taxed at a rate of 12%. 

10. Export-oriented companies manufacturing garments or ceramic products that are 

permitted to increase domestic sales up to 40% are subject to tax at a rate of 

12% on such sales.  

11. Profits and income derived from the supply of services to exporters of goods or 

services or directly to foreign principals are taxed at a rate of 12%. 

12. Tax incentives. All of the income tax incentives offered have been streamlined 

and are now included in the Inland Revenue Act. The BOI incentives are limited 

to those relating to customs duties, exchange-control restrictions and certain 

other items. Significant tax incentives currently offered include the incentives 

described below. 

13. A four-year tax holiday is granted to new enterprises engaged in agriculture 

and/or agro-processing, animal husbandry and/or processing, fisheries and/or 

fish processing or creative work, with a minimum investment of LKR25 million. 
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14. Medium and Large-scale enterprises engaged in specified activities are eligible 

for tax holidays based on the amount of the investment. The tax holidays are 

subject to investment amount and varying time frame. 

15. A concessionary tax rate of 12% is granted to existing enterprises that are 

engaged in the production of the above-mentioned products to replace imports 

and make the above-mentioned investments. 

16. Profits and income derived from undertakings for the operation of port terminals 

in Sri Lanka are exempt from income tax. Profits and income derived from 

services rendered in ports in Sri Lanka in the course of business carried on in the 

ports are exempt from income tax. 

17. Profits and income of undertakings for the construction of ports in Sri Lanka are 

exempt from tax. A five-year tax holiday is granted to a new company that invests 

from USD5 million to USD10 million in a new undertaking engaged in specified 

activities with respect to the development of the national economy. 

18. A five-year tax holiday beginning on 1 April 2011 is granted for investments in 

fishing, cultivation and primary processing of agricultural seeds or planting 

materials. 

19. A tax exemption is granted for profits earned in foreign currency by 

manufacturers of textiles, leather products, footwear and handbags from supplies 

made to foreign purchasers that establish headquarters in Sri Lanka for 

management, finance, supply chain and billing. 

20. A three-year tax exemption is granted to new undertakings that are engaged in 

the manufacturing of articles other than liquor and tobacco and that have a 

minimum investment of LKR50 million before 31 March 2012. 

21. A three-year tax exemption is granted to new undertakings that have a minimum 

investment of LKR50 million before 31 March 2015 and that are engaged in 

agriculture and/or agro-processing, animal husbandry and/or processing, 

fisheries and/or fish processing, information technology, business or knowledge 

process outsourcing, healthcare, education, beauty care, cold room storage, 

tourism, sports and fitness centers and creative work including artwork. 

22. A three-year tax holiday is granted to businesses providing manor houses or 

thematic bungalows to tourists. A three-year tax holiday is granted to venture 

capital companies investing in ordinary shares of companies engaged in projects 

of a pioneering nature. 
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23. A five-year tax holiday is granted to new undertakings of companies engaged 

solely in research and development (R&D) with an investment of more than LKR2 

million made before 31 March 2014. 

24. A five-year tax holiday is granted for profits and income of cooperative societies. 

A 7- or 10-year tax holiday is granted for income derived from the exhibition of 

cinematographic films in new cinemas or upgraded cinemas, respectively. 

25. Income derived from exports of gold, gems (exported after the cutting and 

polishing of imported gems in raw form) and jewelry is exempt from tax. The 

value of gems sold at the gem auction conducted by the State Gem Corporation 

of Sri Lanka is taxed at a rate of 2.5%, which is the final tax on such sales. 

26. Dividends, interest and fees derived from investments from outside Sri Lanka are 

exempt from income tax if the income is remitted to Sri Lanka. For years of 

assessment beginning after 1 April 2009, half of the income of persons derived 

from the production of a drama for a period of one year from the date of the first 

public performance is exempt from tax. 

27. Export development rebates paid to exporters by the Export Development Board 

of Sri Lanka under the Export Development Reward Scheme are exempt from 

income tax.  

28. Profits and income derived from the sale after 1 April 2009 of Sri Lanka 

Development Bonds are exempt from income tax. Profits and income derived by 

persons or partnerships from investments in Economic Resurgence Certificates 

with monies that were contained in an account approved by the Central Bank of 

Sri Lanka and that were deposited in such account after 1 February 2009 are 

exempt from income tax. 

29. Income earned in foreign currency by resident companies from services rendered 

outside Sri Lanka for the carrying out of construction projects is exempt from 

income tax. Income derived by Non-resident companies outside Sri Lanka from 

the supply of plant, machinery or equipment to the government of Sri Lanka, 

public corporations or government institutions or from projects approved as 

essential for the economic development of Sri Lanka is exempt from income tax. 

30. Profits earned in foreign currency by consignors or consignees that are resident 

companies or partnerships from the export of goods that are not subject to any 

manufacturing process other than repacking or labeling are exempt from income 

tax. 
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31. Profits derived from sales of shares are exempt from income tax. Profits derived 

from sales of foreign-currency sovereign bonds to Non-resident persons or 

licensed commercial banks in Sri Lanka are exempt from income tax, effective 

from 21 October 2008.  

32. Royalties received from outside Sri Lanka are exempt from income tax if remitted 

to Sri Lanka through a bank. Profits and income from the redemption of units of 

unit trusts or mutual funds are exempt from income tax. 

33. Profits and income of companies that obtain quotations on the Stock Exchange of 

Sri Lanka before 1 April 2014 by floating and maintaining a minimum of 20% of 

shares among the public are entitled to a 50% relief on income tax payable for 

three years. The period of the concessionary rate is extended for an additional 

three years for companies that pay income tax at a rate of 28%. 

34. Profits and income earned from a business in which goods are purchased from 

one country and transferred to another country other than Sri Lanka are exempt 

from income tax, effective from 1 April 2012. 

35. Profits and income of an undertaking for the cultivation of renewable energy 

crops in agricultural land are exempt from income tax for 10 years. Profits and 

income from the manufacturing, distribution and marketing of organic fertilizers 

and pesticides are exempt from income tax and all indirect taxes. 

36. Royalties or payments made for designing that are paid by a company that has 

entered into an agreement with the BOI of Sri Lanka to a Non-resident company 

during the tax holiday period under Sections 16A and 17D of the Inland Revenue 

Act No. 10 of 2006 (most recently amended by the Amendment Act No. 8 of 

2012) are exempt from income tax if the payer company has invested more than 

USD50 million from funds sourced overseas. The services for which payments 

are made must be essential for carrying out activities in Sri Lanka and must not 

be obtainable in Sri Lanka. 

37. A person that has annual turnover not exceeding LKR300 million per year from all 

trades and businesses carried on for a period ending before 1 April 2011 and that 

has not complied with the income tax laws is exempt from income tax if the past 

earnings are invested before 31 March 2014 in a trade or business and is 

compliant thereafter. The profits and income earned from such investments are 

exempt from income tax for five years. 
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38. An income tax holiday for a specific period is granted to headquarters and 

regional head offices of international institutions if they are relocated to Sri Lanka. 

Administration: 

1. The normal fiscal year (year of assessment) runs from 1 April to 31 March. A 

company may select a different fiscal year if it obtains prior permission from the 

Department of Inland Revenue. Income tax is payable in four quarterly 

installments, which are due one and a half months after the end of each quarter. 

2. The final tax return must be submitted by 30 November after the fiscal year. Any 

balance of income tax due must be paid by 30 September following the end of 

the fiscal year.  

3. If a company files the final tax return by 30 November, the statute of limitations 

for the issuance of an assessment expires 18 months from the statutory date of 

filing the return, effective from the year of assessment beginning 1 April 2013. For 

returns filed after 30 November, the statute of limitations expires four years after 

the statutory date of filing the return. 

4. Separate sets of accounts must be maintained for different activities of a trade or 

business that are exempt or subject to tax at different tax rates. 

5. An advance ruling system is available for investors eligible for tax exemptions to 

ensure consistency in the application of provisions of the tax laws. Interpretations 

of the Inland Revenue Act must be provided to taxpayers within six months of the 

date of the request for a ruling. 

Dividends: 

1. A dividend tax of 10% is withheld from dividends distributed out of profits included 

in taxable income. The 10% tax is the final tax on dividends paid to residents and 

non-residents. Dividends paid by a resident company to a resident or Non-

resident company are not included in the assessable income of the recipient if 

any of the following apply: 

• A withholding has been made for dividend tax. 

• The dividend is exempt from income tax. 

• The dividend consists of any part of the amount of dividends received by the 

payer from another resident company. 

2. Dividends received from Non-resident companies are exempt from income tax. 

Dividends distributed out of dividends received from Non-resident companies 
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outside Sri Lanka are exempt from income tax if the distribution is made within 

one month after the receipt of the dividends from the Non-resident companies. 

3. Dividends distributed by BOI companies are subject to the dividend tax if the 

agreement between the BOI and the company was entered into after 6 November 

2002. 

4. A company that distributes dividends that total less than 10% of its distributable 

profits for the preceding fiscal year is subject to a deemed dividend tax at a rate 

of 15% on the difference between 331/3% of the distributable profits and the total 

dividends distributed.  

Interest: 

 Generally interest income is subject to 10% withholding tax. 

Foreign tax relief: 

Foreign tax relief is available under various double tax treaties. In general, Sri 

Lankan tax payable (other than dividend tax) is allowed as a credit against any 

foreign tax computed by reference to the same income. Similar relief is available for 

foreign tax paid in the other treaty country. 

 

Determination of trading income: 

General: 

1. The assessment is based on financial statements prepared in accordance with 

generally accepted accounting principles. Non-resident companies may pay 

income tax on a deemed profit negotiated with the Inland Revenue Department. 

However, they must be taxed on at least 6% of their turnover. 

2. All expenses incurred in the production of income are allowable unless 

specifically prohibited. In addition, certain expenses that are specifically 

authorized are permitted as deductions. Non-deductible expenses include capital 

expenditures, personal and domestic expenses, and losses from appropriation of 

profits.  

3. The following restrictions apply to the deductibility of expenses:  

• 25% of advertising expenses is disallowed (other than advertising outside Sri 

Lanka with respect to the export trade or the provision of services for payment 

in foreign currency). Specific sponsorship of international sports events 
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approved by the Minister of Sports is fully allowed, effective from 1 August 

2012. 

• Entertainment expenses are disallowed. 

• The deductibility of head office expenses is restricted to the lower of the 

actual expenditure or 10% of the profits or income of the Non-resident 

company. 

• Foreign travel expenses relating to business and foreign training expenses 

can be claimed up to a maximum of 2% of the preceding year’s statutory 

income. 

• Debt-to-equity rules restrict the deduction of interest paid. 

• Hire or rental expenses included in traveling expenses are disallowed. 

• The deduction for management fees is limited to LKR2 million or 1% of 

turnover, whichever is less. 

• Listing expenses of a company are allowed up to a maximum of 1% of the 

value of the initial public offer. 

• Tax borne on behalf of employees is disallowed.  

4. Expenses with respect to vehicles provided to employees are deductible 

regardless of whether such vehicle benefits are taxable in the hands of the 

employees. 

5. Local or foreign travel expenses incurred by companies exclusively providing 

services of design development, product development or product innovation are 

allowable expenses. Maintenance or management expenses incurred by a 

company with respect to sports grounds, stadiums or sports complexes are 

allowable expenses. 

6. Pre-commencement expenses incurred by new small-and-medium scale 

enterprises with expected turnover of less than LKR500 million are allowed as a 

deduction from statutory income in the year of commercial production. 

7. The acquisition cost of internationally recognized intellectual property earning 

foreign currency through royalties is fully allowed as deduction in the year of 

acquisition. 

8. The main company in an acquisition or merger of financial companies may 

deduct the cost of the transaction within three years after the year of assessment 

of the acquisition or merger.  
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9. Qualifying payments. Companies may claim a deduction for qualifying payments, 

which include donations to the government and approved investments. The 

deduction for qualifying payments is limited to one-fifth of assessable income. 

10. Qualifying payment deductions for investments in companies located outside the 

Colombo and Gampaha districts are restricted to LKR100 million. 

Inventories: 

Inventories are normally valued at the lower of historical cost or net realizable value. 

For agricultural produce, inventories are valued at subsequent sale prices. Cost is 

usually determined on a first-in, first-out (FIFO) formula or a weighted average cost 

formula. 

Provisions: 

1. In general, no deductions are allowed for reserves or provisions. However, 

provisions may be deducted if the expenses provided for are paid within three 

years after the year of assessment. 

2. For banks, the deductibility of a specific provision for bad debts is limited to 1% of 

aggregate outstanding loans of the bank at the end of the fiscal year. 

Depreciation: 

1. Depreciation allowances are granted to the owner of the asset from the fiscal 

year in which the asset is first used. The allowance is computed using the 

straight-line method at the following rates, which are effective from 1 April 2011. 

Asset      Rate (%) 

Buildings      6.67 (a) 

Buildings constructed after 1 April 2011 for commercial use   10 

Bridges, reservoirs, electricity and water distribution lines, toll roads  6.67 

Plant and machinery or equipment      33.33 

Plant and machinery for certain businesses, such as health care,  

paper printing, gem cutting, polishing and packaging commodities  

for commercial purposes and rice milling      33.33 

Construction machinery      25 

Ships (only for the owner)      33.33 

Commercial motor vehicles      20 

Furniture      20 

Computer hardware and software General rate      25 
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Computer software developed in Sri Lanka      100 

Calculating equipment      25 

Intangible assets (excluding goodwill)      10 (b) 

High technology energy efficiency machinery and equipment  50 

New technology or upgrades of technology machinery and  

equipment for apparel and other manufacturing industries   50 (c) 

Plant, machinery and equipment providing more than 30% of  

power generation out of alternative energy resources    100 (c) 

Plant, machinery and equipment for establishment of broker back  

office system      100 (c) 

Plant, machinery and equipment for export industry    50 (c) 

(a) This rate applies to constructed buildings and purchased industrial buildings and 

hotels, including condominium property acquired or constructed to be used as a 

commercial unit, hotel building or industrial building. 

(b) For assets other than software, acquisition and assembling expenditure qualifies 

for the allowance. 

(c) This rate applies to assets acquired on or after 1 April 2013.  

2. Depreciation allowances are generally subject to recapture on the sale of an asset 

to the extent the sales proceeds exceed the tax value after depreciation. Any 

amounts recaptured are subject to tax at the regular corporate tax rate. Losses on 

the sale of a depreciable asset may be claimed as trade losses. 

3. If a capital asset is disposed of and replaced within one year, the allowance is 

granted on the acquisition cost, less the profit on sale of the old asset. 

Relief for losses.: 

Losses may be carried forward for an unlimited number of years. However, a loss 

carry forward may offset only 35% of the total statutory income. The balance of the 

losses may be carried forward to offset income in future years. Losses incurred by 

foreign currency banking units and losses from horse racing may offset profit from 

the same source only. Losses from a leasing business may be offset only against 

profits from the same business. Insurance companies may set off general losses and 

life losses only against the same source of profits. 
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Miscellaneous matters: 

General: 

1. Foreign-exchange controls. Foreign-exchange regulations are governed by the 

Exchange Control Act and other directives issued by the Central Bank of Sri 

Lanka. The regulations include the following: 

• Dividends may be remitted to Non-resident shareholders on the production of 

an Auditors’ Certificate. 

• Authorized dealers are permitted to maintain Non-resident accounts, which 

may be held by non-nationals resident outside Sri Lanka, companies 

registered outside Sri Lanka, foreign banks and so forth. 

• Facilities are provided for resident non-nationals to maintain accounts in 

designated foreign currencies with commercial banks in Sri Lanka. 

• Foreign investors may acquire shares representing up to 49% of a company’s 

issued capital and repatriate profits and sales proceeds (the Ministry of 

Finance may approve a larger percentage of up to 100%, depending on the 

type of investment). Subject to the approval of the Central Bank, foreign 

ownership of 100% is allowed in retail and wholesale trading with a minimum 

investment of USD150,000 or in non-deposit financial services, such as 

merchant banking and venture capital companies. 

• Companies approved by the Board of Investment of Sri Lanka may freely 

remit capital and profits.  

• No restrictions are imposed on current-account transactions. 

• Exporters with adequate protection against foreign-currency fluctuations may 

engage in foreign borrowing free of exchange control restrictions. 

• Corporate entities may borrow up to USD10 million per year for the next three 

years without Department of Exchange Control approval. 

• Licensed commercial banks may borrow up to USD50 million per year without 

Department of Exchange Control approval. 

• Persons providing services to tourism and foreign businesses may accept 

foreign currency if such earnings are deposited in a bank within seven 

working days. 

• Foreign beneficiaries may invest in rupee-denominated debentures. 

• Foreign companies may open places of business in Sri Lanka. 
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• Foreigners touring Sri Lanka or engaged in business in Sri Lanka may open 

foreign-currency accounts in Sri Lanka. 

• Staff of foreign embassies may open foreign-currency accounts in Sri Lanka. 

• Holders of Foreign Exchange Earners Accounts may obtain foreign-currency 

loans. 

• It is generally permissible to repatriate capital gains from sales of residential 

properties by non-residents (subject to certain conditions). 

• The amount of foreign-currency notes that may be issued for travel purposes 

is USD5,000. 

• No exchange-control approvals are required for the opening of bank accounts 

by dual citizens. 

• An upfront tax of 15% is imposed on foreigners who lease state or private 

lands. 

Transfer pricing: 

1. Under the Inland Revenue Act, if significant pricing discrepancies are considered 

“artificial,” the tax authorities may determine a commercially acceptable price for 

tax purposes. 

2. Profits and losses from transactions between associated undertakings are 

determined taking into account the arm’s-length principle. Currently, transfer-

pricing regulations apply equally to local and foreign transactions. 

3. Advance pricing agreements may be entered into with the Department of Inland 

Revenue with regard to “international transactions.” The arm’s-length price is 

determined using methods prescribed for this purpose. 

4. Debt-to-equity rules. For group companies, a debt-to-equity ratio of 3:1 applies to 

manufacturing companies, and a 4:1 ratio applies to other types of companies. 

Interest paid on loans in excess of the debt-to-equity ratio is not deductible for tax 

purposes. 

5. Purchase of land by foreigners. The purchase of land by foreigners is restricted. 

An upfront tax of 15% is proposed to be imposed on foreigners who lease state 

or private land. Detailed regulations will be issued. 
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5.41) Switzerland (Bern) (EU) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 12/24 

Capital Gains Tax Nil 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 7 Years 

VAT 8 

Other Social Taxes At different rates 

 

Taxes on corporate income: 

General: 

1. Switzerland is a confederation of 26 cantons (states). Taxes are levied at the 

federal and cantonal/communal levels. As a result of this multi layered tax 

system, no standard tax rates exist. 

2. Under the Swiss income tax system, earnings are taxed at the corporate level 

and, to the extent profits are distributed as dividends, again at the shareholder’s 

level. However, see Dividends for details regarding the participation exemption. 

3. Resident corporation is a corporation that is incorporated in Switzerland. In 

addition, a corporation incorporated in a foreign country is considered a resident 

of Switzerland under Swiss domestic law if it is effectively managed and 

controlled in Switzerland. 

4. Resident companies are subject to corporate tax on worldwide income. Income 

realized by a foreign permanent establishment of a Swiss company or derived 

from foreign real estate is excluded from taxable income. Losses incurred by a 

foreign permanent establishment are deductible from taxable income. However, if 

a foreign permanent establishment of a Swiss company realizes profits in the 

seven years following the year of a loss and if the permanent establishment can 

offset the loss against such profits in the foreign jurisdiction, the Swiss company 

must add the amount of losses offset in the country of the permanent 

establishment to its Swiss taxable income. 
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5. A company not resident in Switzerland is subject to Swiss income tax if it has a 

permanent establishment in Switzerland. 

6. Tax Harmonization Act. The Tax Harmonization Act (THA) sets certain minimum 

standards for cantonal/communal taxes. However, cantonal/communal tax rates 

are not harmonized under the THA. 

7. The federal corporate income tax is levied at a flat rate of 8.5% of taxable 

income. Because taxes are deductible, the effective federal corporate income tax 

rate is approximately 7.8%. 

8. Cantonal/communal tax rates vary widely. The cantonal/communal tax rates are 

usually a certain percentage (known as “multipliers”) of the relevant cantonal 

statutory tax rates. The total effective maximum tax burden, which consists of 

federal, cantonal and communal taxes, ranges from 12% to 24%, depending on 

the canton and commune in which the taxable entity is located. 

9. Tax incentives. In Switzerland, tax incentives are granted to companies either by 

the cantons or by both the cantons and the federation. Except for the limitation on 

the duration of tax incentives to a maximum period of 10 years, the cantons are 

autonomous in granting cantonal/communal tax incentives to the following: 

• Newly established enterprises 

• Existing companies that substantially change their business if such change 

corresponds to the incorporation of a new enterprise Tax incentives at the 

federal level require approval of the federation. 

10. Incentives at the federal level are governed by the federal law on regional policy. 

The following are the criteria for granting federal incentives: 

• Establishment of new business activities in a qualifying area of economic 

development 

• The performance by the applying company of industrial activities or services 

that have a close nexus to production activities 

• Creation of new jobs either directly or indirectly (through its suppliers and/or 

partners) or preservation of existing long-term jobs in a changing business 

environment 

• Particular economic relevance of the planned project for the area The 

federation and the cantons grant partial or full tax holidays. 
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Capital gains: 

1. Capital gains are generally taxed as ordinary business income at regular income 

tax rates. Different rules may apply to capital gains on real estate or to real estate 

companies at the cantonal/communal level. 

2. Capital gains derived from dispositions of qualifying investments in subsidiaries 

qualify for the participation exemption. Under the participation exemption rules for 

capital gains, the parent company must sell a shareholding of at least 10% and, 

at the time of the disposal, it must have held the shares for at least one year (for 

further details regarding the participation exemption. 

Administration: 

1. Income tax is generally assessed on the income for the current fiscal year, which 

corresponds to the corporation’s financial year. The financial year need not 

correspond with the calendar year. Corporations are required to close their books 

once a year and file annual returns. This rule does not apply to the founding year. 

Consequently, the first fiscal year can be extended up to a maximum of nearly 

two years. 

2. The cantonal deadlines for filing the corporate tax return vary, and extensions 

may be obtained. The federal and cantonal tax returns are generally filed 

together.  

3. Corporations pay income tax in one lump-sum payment or in installments. The 

deadline for the payment of federal income tax is 31 March of the year following 

the fiscal year. The deadline for cantonal/communal taxes is usually between 30 

June and 31 December. 

Dividends: 

1. Dividends received are taxable as ordinary income. However, under the 

participation exemption rules, the federal tax liability is reduced by a proportion of 

dividend income (as defined by the law) to the total taxable income if the recipient 

of dividends satisfies any of the following conditions: 

• The recipient owns at least 10% of the shares of the distributing corporation. 

• The recipient has a share of at least 10% of the profits and reserves of the 

distributing corporation.  

• The recipient holds shares with a market value of at least CHF1 million. 
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2. The participation exemption also applies at the cantonal/communal level. 

However, income received by qualifying holding, domiciliary or mixed companies 

is fully exempt from cantonal/ communal corporate income taxes. 

3. Swiss companies distributing dividends or proceeds from liquidation exceeding 

the nominal share capital and the capital contribution reserves are generally 

required to withhold tax at a rate of 35%. Under the Net Remittance Procedure, 

Swiss companies distributing qualifying dividends may apply the treaty 

withholding rates prospectively without making the full 35% prepayment. The Net 

Remittance Procedure applies to dividends distributed on “substantial 

participations.” These are participations that qualify for an additional reduction or 

a full ex emption from Swiss withholding tax under a comprehensive income tax 

treaty or under the Switzerland-EU agreement. To distribute dividends under the 

Net Remittance Procedure, companies must file an application with the Swiss 

Federal Tax Administration before distributing dividends, as well as a notification 

form no later than 30 days after the due date of the dividend. 

4. Inter cantonal tax allocation. If a company operates in more than one canton, that 

is, the head office is in one canton and permanent establishments are in other 

cantons, its taxable earnings are allocated among the different cantons. The 

allocation method depends on the type of business of the company. The 

determination of the method is based on case law, which is governed by a 

constitutional guarantee against inter cantonal double taxation. 

Foreign tax relief:  

Income from foreign permanent establishments of a Swiss company is not taxable in 

Switzerland. The international allocation of profit is based on inter cantonal rules, 

unless a tax treaty provides for a different method.  

 

Determination of taxable income: 

General: 

1. The net profit shown in commercial financial statements generally serves as the 

basis for income taxation. However, the tax authorities may require adjustments 

to correct for certain items such as excessive depreciation and provisions. 

2. Federal and cantonal/communal corporate taxes paid or due are deductible for 

corporate income tax purposes. 
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Inventories: 

Any system of inventory pricing that is in accordance with accepted business 

practice and is used consistently by the taxpayer is presumed to be acceptable by 

the tax authorities.  

Provisions: 

1. Swiss federal and cantonal regulations provide that a company may record a 

general tax-deductible reserve amounting to one-third of the inventory valuation. 

2. Provisions to cover doubtful accounts receivable and expected liabilities are 

generally allowed for tax purposes if they are commercially justifiable. 

3. In general, a reserve of 5% of accounts due from Swiss debtors and 10% of 

those due from foreign debtors is allowed, without substantiation.  

4. In addition, provisions for specific accounts may be established if economically 

justifiable.  

Depreciation: 

1. Depreciation may be calculated using the straight line or the declining-balance 

method. For federal tax purposes, the following are some of the maximum rates 

set forth in the official guidelines. 

Method Declining- Straight- 

Asset balance (%) line (%) 

Assets WDV  SLM 

Commercial buildings  3 to 4   1.5 to 2 

Industrial buildings  7 to 8   3.5 to 4 

Office furniture  25   12.5 

Office machines  40   20 

Data-processing equipment  40   20 

Machinery  30   15 

Motor vehicles  40   20 

Intangibles  40   20 

Relief for losses: 

Income of the current year may be offset against losses incurred in the preceding 

seven years, to the extent that such losses have not yet been used to absorb profits 

of prior years.  
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Miscellaneous matters: 

General: 

1. Domiciliary and mixed companies. Domiciliary and mixed companies are 

primarily engaged in activities abroad. The profits derived by these companies 

from non-Swiss sources are taxed at substantially reduced rates at the 

cantonal/communal level. Domiciliary and mixed companies can be used for 

sales, financing, holding of intellectual property and other activities focusing 

primarily on non-Swiss markets. Relief at the federal level is available for 

principal companies (see Principal companies) with sufficient substance. 

2. Under the THA, for cantonal taxes, the following tax rules apply to domiciliary and 

mixed companies:  

• Income derived from a qualifying participation (10% of the share capital, 10% 

of the profit and reserves or fair market value of CHF1 million), including 

capital gains resulting from stepups in the tax basis of such investments, is 

exempt from tax. 

• Income derived from Swiss sources not described in the item above is taxed 

at ordinary rates (this rule applies only to mixed companies because 

domiciliary companies do not derive Swisssource income). 

• Income derived from non-Swiss sources is also taxed at ordinary rates. 

However, the tax base is substantially reduced by the application of rules that 

take into account the significance of administrative activities performed by the 

Swiss company (this de pends on the intensity of its physical presence in 

Switzerland and the level of its economical affinity to Switzerland). As a result 

of these rules, approximately 10% to 30% of the non-Swiss income is subject 

to the ordinary cantonal and municipal tax, 

• while the remaining non-Swiss income is exempt from tax. Holding 

companies. Holding companies may take advantage of a special status for 

cantonal and communal tax purposes. At the cantonal/communal level, in 

general, holding companies are exempt from corporate income tax (only 

income from Swiss real estate is ordinarily taxed). Consequently, all types of 

income derived from financial participations, such as dividends, interest and 

capital gains, are exempt at the cantonal/communal level. At the federal level, 

tax relief is granted with respect to qualifying dividends and capital gains. 
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3. Service companies. For Swiss resident companies providing coordination or 

management services to a multinational group (technical, administrative or 

scientific assistance including research and promotion activities), Swiss tax law 

requires that a share of the profits accruing to the group be allocated to the Swiss 

company. 

4. Switzerland applies the OECD Transfer Pricing Guidelines for Multinational 

Enterprises and Tax Administrations. 

5. Principal companies. Federal guidelines provide a special federal tax regime for 

principal companies. A Swiss company within an international group is treated as 

a principal company if it assumes risks and responsibilities for certain activities, 

including the following:  

• Purchasing 

• Planning of research and development (R&D), manufacturing and distribution 

• Development of marketing strategies 

• Logistics 

• Treasury 

• Finance 

• Administration 

6. In structures involving principal companies, manufacturing is typically performed 

outside of Switzerland by group companies or third parties on a contract 

manufacturing or cost-plus basis on the instruction of and for the account of the 

principal. Sales are made exclusively in the name of international group 

distribution companies for the account of the principal company. These 

distribution companies must act exclusively as agents with the authority to 

conclude contracts on behalf of the principal company (commissionaires) or as 

limited-risk (stripped-buy/sell) distributors because of the related risks borne by 

the principal. 

7. The federal guidelines can result in an attractive combined federal and 

cantonal/communal effective tax rate that may be as low as approximately 5% to 

10%, depending on the particular set-up and the location. In addition, depending 

on the substance and the location, principal companies may qualify for tax 

holidays of up to 10 years. 

8. Debt-to-equity rules. Under the federal thin-capitalization guidelines which are 

also applied by most cantons, the minimum capitalization is calculated based on 
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the maximum indebtedness of all of the assets. For each type of asset, only a 

specified percentage may be financed with debt from related parties (directly or 

indirectly).  

9. Consequently, the debt-to-equity ratio results from the sum of the maximum 

amount of indebtedness of all of the assets. The following are examples of the 

maximum percentages of indebtedness: 

• Cash: 100% 

• Accounts receivable: 85% 

• Participations: 70% 

• Manufacturing plants: 70% 

• Intangibles: 70% 

10. The required equity is calculated at the end of the year based on the balance 

sheet or on the fair market value of all assets, if higher.  

11. For finance companies, the maximum indebtedness is 6/7 of the assets. 

12. Interest rates may not exceed arm’s-length rates (the Swiss Federal Tax 

Administration publishes safe haven rates periodically). In certain cantons, 

specific debt-to-equity rules apply to real estate companies. 

13. Foreign-exchange controls. Switzerland does not impose foreign exchange 

controls. 

Transfer pricing: 

1. Switzerland does not have statutory transfer pricing rules. Intercompany charges 

should be determined at arm’s length. The tax authorities accept the transfer-

pricing methods described by the OECD guidelines. In particular, cost-plus 

charges should be justified and documented with appropriate ranges of mark-ups 

for each individual case. For the provision of financial and management services, 

the cost-plus method is accepted in exceptional cases only. 

2. Special guidelines apply concerning minimum and maximum interest on loans 

granted to or from shareholders or related parties. Companies may discuss 

transfer-pricing issues with the tax authorities, but generally do not apply for 

advance pricing agreements. Rulings are more common. 
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5.42) Thailand (Bangkok) (AS) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 20 

Capital Gains Tax 20 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 5 Years 

VAT 7 

Other Social Taxes & Environmental At different rates 

 

Taxes on corporate income: 

General: 

1. Thai resident companies are subject to corporate income tax on their worldwide 

income. Thai resident companies are those incorporated in Thailand. Branches of 

foreign corporations are subject to Thai tax on Thailand-source income only. 

2. Rates of corporate tax. Thai resident companies and branches of foreign 

corporations are subject to corporate income tax at a flat rate of 20% on taxable 

profits. This rate applies to accounting periods beginning on or after 1 January 

2013. 

3. Progressive corporate income tax rates of 0%, 15% and 20% apply to locally 

incorporated companies with paid-up capital of not more than THB5 million and 

revenue of not more than THB30 million per year. 

Capital gains: 

Capital gains are treated as ordinary business income subject to income tax. 

Administration: 

1. Corporate income tax returns, together with the audited financial statements, 

must be filed with the Revenue Department within 150 days after the accounting 

year-end. Corporate income tax payments are due on the filing date. 

2. Mid-year (interim) tax returns must be filed with interim tax payments within two 

months after the end of the first half of the accounting year. Listed companies, 
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financial institutions and companies approved by the Director-General of the 

Revenue Department compute their interim tax based on actual operating results 

for the first half-year. Other companies compute their interim tax based on one-

half of the estimated annual profit. These companies do not have to submit 

audited or reviewed financial statements.  

Dividends:  

1. Received from resident companies. In general, one-half of dividends received by 

resident companies from other resident companies may be excluded from taxable 

income. However, the full amount of the dividends may be excluded if either of 

the following applies: 

• The recipient is a company listed on the Stock Exchange of Thailand. 

• The recipient owns at least a 25% equity interest in the distributing company, 

provided that the distributing company does not own a direct or indirect equity 

interest in the recipient company.  

2. These rules apply if the related shares are acquired not less than three months 

before receiving the dividends and are not disposed of within three months after 

receiving the dividends.  

3. A Thai company that owns an equity interest of at least 25% in a foreign 

company can exclude  dividends received from such foreign company from its 

taxable profit if, on the date of receipt of the dividend, it has held the investment 

for at least six months and if the profit out of which the dividends are distributed is 

subject to income tax in the hands of the foreign company at a rate of at least 

15%. 

Foreign tax relief: 

1. Foreign tax payable in non-treaty countries may be credited against Thai tax, 

limited to the Thai tax computed on the foreign income, provided the foreign tax 

meets the conditions set forth in the relevant measure. If the foreign tax is not 

used as a credit, it may be claimed as a deduction for income tax purposes. 

 

Determination of trading income: 

General: 

Corporate income tax is based on audited financial statements,  subject to certain 

adjustments. In general, expenses are tax-deductible if they are incurred wholly and 
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exclusively for the purpose of generating income. However, expenses created by 

means of provisions or allowances, such as those for bad debts or stock 

obsolescence, are not tax-deductible until they are actually used. 

Inventories: 

Inventories must be valued at the lower of cost or market value. Cost may be 

determined using any generally accepted accounting method. After a method is 

adopted, a change to another method may be made only with approval of the 

Director-General of the Revenue Department. 

Depreciation: 

1. A company may depreciate its fixed assets under any generally accepted 

accounting method, provided the number of years of depreciation under the 

selected method is not less than the minimum prescribed period. 

2. However, after a method is adopted, it may not be changed unless prior consent 

has been obtained from the Director-General of the Revenue Department. The 

following are the minimum prescribed periods applicable to some major fixed 

assets. 

Asset     Time period 

Buildings     20 years 

Furniture, fixtures, machinery, equipment and motor vehicles  5 years 

Trademarks, goodwill, licenses, Over period of use patents  

 and copyrights (including (or 10 years if no software)  

period of use) Computer hardware and operating software  3 years 

 

Miscellaneous matters: 

Transfer pricing: 

1. Under transfer-pricing guidelines issued by the Thai Revenue Department, all 

sales or service transactions must be executed at an arm’s-length price, and the 

taxpayer is required to prepare and maintain contemporaneous documentation to 

substantiate the price. Acceptable transfer-pricing methods include the 

comparable uncontrolled price method, the resale price method, the cost-plus 

method and other internationally accepted methods. 
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2. If the taxpayer fails to prove that a transaction challenged by the tax authorities 

was executed on an arm’s-length basis, additional tax can be assessed. 

Transactions between related parties are subject to particular scrutiny. 
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5.43) Trinidad and Tobago (Port-of-Spain) (NA) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 25 

Capital Gains Tax 25 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Indefinite Period 

VAT 15 

Other Social Taxes & Environmental At different rates 

 

Taxes on corporate income: 

General: 

1. Resident companies are subject to tax on their worldwide income from all 

sources. Relief from taxation of foreign-source income may be available under a 

double tax treaty. 

2. Non-resident companies engaged in business in Trinidad and Tobago are subject 

to tax on income directly or indirectly accruing in or derived from Trinidad and 

Tobago. 

3. Rates of tax. For the 2014 year of income, the basic rate of corporation tax is 

25%. 

4. A business levy at a rate of 0.2% is imposed on the annual gross sales or 

receipts of companies, including branches of Non-resident companies operating 

in Trinidad and Tobago. This levy is credited against the corporation tax liability. It 

is the final liability if the corporation tax liability is less than the business levy. 

Certain companies are exempt from the levy, including the following: 

• Companies or statutory corporations exempt from corporation tax under any 

act 

• Certain government corporations under the jurisdiction of the Public Utilities 

Commission or exempted by order of the President 

• Companies subject to tax under the Petroleum Taxes Act A company is not 

subject to the business levy for the first 36 months following the date of 

registration of its business. 
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5. A green fund levy at a rate of 0.1% is imposed on the gross receipts of 

companies engaged in business in Trinidad and Tobago. The corporation tax rate 

for companies engaged in the downstream petrochemical sector and related 

sectors is 35%. Companies engaged in upstream petroleum operations are 

subject to various taxes and imposts, of which the most significant are petroleum 

profits tax of 50%, unemployment levy of 5% and supplemental petroleum tax at 

rates based on the weighted average crude oil price. Upstream petroleum 

companies are also subject to a different system of tax administration. 

6. The long-term insurance business of an assurance company is subject to tax at a 

rate of 15%.  

Capital gains: 

1. Capital gains are generally not subject to tax. Depending on the class of asset 

and the nature of the company’s business activities, however, the profit or loss on 

depreciable assets disposed of after being held for more than 12 months may 

require a balancing adjustment. 

2. Short-term capital gains are profits on the disposal of assets within 12 months of 

their acquisition. Although these gains are of a capital nature, they are generally 

subject to tax. Profits derived from the partial disposal of an asset within 12 

months of acquisition are also subject to tax. 

Administration: 

1. The tax year is the calendar year. Tax is calculated on the profits for the 

accounting period that ends during the tax year. For each quarter, a company is 

required to pay a green fund levy installment, as well as either a corporation tax 

or business levy installment, whichever is greater. The quarterly payments must 

be made by 31 March, 30 June, 30 September and 31 December in each tax 

year. Quarterly payments of corporation tax are determined based on the taxable 

income for the preceding accounting period. Business levy and green fund levy 

installments are based on the actual gross sales or receipts of the company for 

the relevant quarter. The business levy calculation excludes income that is 

exempt for corporation tax purposes such as dividends received from Trinidad 

and Tobago resident companies, but the green fund levy calculation takes into 

account such income. 
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2. If the current year’s profits exceed the preceding year’s profits, a company must 

pay by 31 December the sum of the tax liability on the preceding year’s taxable 

profits plus 80% of the increase in tax liability over the preceding year. Annual tax 

returns must be filed by 30 April in the year following the tax year, and any 

balance of tax due is payable at that time. 

3. If the balance of tax due is not paid by the 30 April deadline, interest accrues at a 

rate of 20% on the outstanding amount beginning on 1 May. A grace period to 31 

October is granted for the filing of the tax return. If the return is not filed by 31 

October, a penalty f TTD1,000 accrues beginning 1 November for each six-month 

period or part of such period that the return remains outstanding.  

Dividends: 

1. Dividends received from Non-resident companies out of profits not derived from 

or accruing in Trinidad and Tobago are subject to tax. Dividends received by 

resident companies from other resident companies are tax-exempt. 

2. Dividends paid to Non-resident companies and individuals are generally subject 

to a withholding tax of 10%. The rate is reduced to 5% if the recipient is a 

corporation owning 50% or more of the voting power of the distributing company. 

3. Double tax relief. Bilateral agreements have been entered into between the 

government of Trinidad and Tobago and the governments of certain other 

countries to provide relief from double taxation. 

4. These agreements assure taxpayers that their trade or investment in the other 

countries is free from the deterrent of double taxation. Relief from double taxation 

is achieved by one of the following two methods: 

• Exemption or a reduced rate on certain classes of income in one of the two 

countries concerned. 

• Credit if the income is fully or partially taxed in the two countries. 

 

Determination of taxable income: 

General: 

1. The assessment is based on financial statements prepared according to 

international accounting standards, subject to certain adjustments. 

2. To be deductible, expenses must be incurred wholly and exclusively in the 

production of income. The deduction for business meals and entertainment 
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expenses is limited to 75% of actual expenses. Deductions for management 

charges (now more broadly defined) paid to a Non-resident company may not 

exceed 2% of the payer’s total expenses, exclusive of such charges and capital 

allowances. 

Inventories: 

Inventory may be valued at cost or market value, whichever is lower. A method of 

stock valuation, once properly adopted, is binding until permission to change is 

obtained from the Board of Inland Revenue. 

Bad debts: 

Trading debts that have become bad, and are proven to be so to the satisfaction of 

the Board of Inland Revenue, may be deducted from taxable income. In addition, 

doubtful debts are deductible to the extent that they have become bad during the 

year. If these debts are subsequently collected, they are included in taxable income 

in the year of recovery. 

Depreciation: 

1. Depreciation is calculated on the depreciated value of fixed assets at the 

beginning of each accounting year. 

2. Industrial buildings qualify for a depreciation allowance of 10% under the 

declining-balance method.  

3. Other assets are depreciated using the declining-balance method. The 

depreciation rates vary depending on when the assets were acquired. The 

following are the applicable rates for assets acquired on or after 1 January 1995. 

Asset    Rate (%) 

Office equipment    25 

Motor vehicles    25 

Computers    33.3 

Plant and machinery 

Light    25 

Heavy    25 or 33.3 

Rigs    33.3 

Aircraft    40 

4. Balancing adjustments. Proceeds from disposals of assets are deducted from the 

residual value of the pool for that particular class of assets. Under the pool 
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system, balancing charges or balancing allowances arise only on the disposal of 

all of the assets in a particular class. 

5. A 10% initial allowance is granted on acquired industrial buildings that are used in 

manufacturing. Machinery and equipment used in manufacturing also qualify for 

an initial allowance at a rate of 90%. Lessees of plant and machinery may also 

claim the initial allowance if the lease transfers substantially all of the risks and 

rewards of ownership to the lessee. The rate of the initial allowance is reduced to 

20% for plant and machinery used in the production of sugar, petroleum or 

petrochemicals or in an industry enjoying concessions under the Fiscal Incentives 

Act.  

6. The initial allowance reduces the asset’s value for purposes of depreciation in 

subsequent periods. 

Relief for losses: 

1. Losses carried forward can be written off to the full extent of taxable profits for the 

tax year. The unrelieved balance can be carried forward indefinitely. No loss 

carry back is allowed. Groups of companies. Under group relief provisions in the 

tax law, a member of a group of companies (the surrendering company) may 

surrender current trading losses (exclusive of capital allowances) to another 

member of the group (the claimant company). 

2. The claimant company may then claim deductions for the losses in calculating its 

taxable income. To qualify for group relief, the surrendering company and the 

claimant company must be resident in Trinidad and Tobago and must be 

members of the same group throughout the respective accounting periods of 

each of the companies. Two companies are members of the same group if one is 

a wholly owned subsidiary of the other or both are wholly owned subsidiaries of a 

third company. The reduction in tax payable by the claimant company is limited to 

25% of the tax that would have been payable if the relief had not been granted. 

Group relief is available only if the claimant company has used all of its available 

capital allowances and offset its loss carry forwards against its current income. 
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5.44) Turkey (Ankara) (AS) & (EU) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 20 

Capital Gains Tax 20 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses 5 

VAT 18 

Other Social Taxes & Environmental At different rates 

 

Taxes on corporate income: 

General: 

1. Companies whose legal or business headquarters are located in Turkey or 

whose operations are centered and managed in Turkey are subject to corporation 

tax on their worldwide income. In Turkish tax legislation, they are described as 

full liability taxpayers; they are also known as resident companies. 

2. Taxable income of limited liability taxpayers is comprised of the following: 

• Professional fees obtained in Turkey 

• Profits from commercial, agricultural and industrial enterprises in Turkey (if 

they have an establishment or a permanent representative in Turkey) 

• Income arising from rental of real estate, rights and movable property in 

Turkey 

• Income obtained in Turkey from various types of securities 

• Other income and revenue obtained in Turkey 

3. The effective corporate tax rate is 20%. However, incentive programs provide for 

reduced corporate tax rates for income from the investments supported.  

4. Tax incentives. Incentive regulations provide for a wide range of incentive and 

support elements for certain investments with incentive certificates, including 

reduced corporate tax rates, government support for interest on loans, 

government support for employees’ and employers’ shares of social security 

premiums, government support for income tax for wages, value-added tax (VAT) 
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and customs duty exemptions, VAT refund support and allocation of treasury-

owned lots. 

5. The incentive and support elements vary according to the type, sector, subject, 

size and place of the investment. Participation exemption Dividend income 

derived from Turkish (resident) participations. 

6. Turkish tax law provides a participation exemption for dividends derived by 

companies from Turkish (resident) participations. Dividends qualifying for the 

participation exemption are fully exempt from corporate tax. 

7. To qualify for the participation exemption, a Turkish resident company need only 

hold a participation in another Turkish resident company. 

8. Dividend income derived from foreign (Non-resident) participations. The Turkish 

tax law also provides a participation exemption for dividends derived by 

companies from foreign participations. Dividends qualifying for the participation 

exemption are fully exempt from corporate tax. 

9. To qualify for the participation exemption for dividends derived from foreign 

participations, all of the following conditions must be satisfied: 

• The Turkish company must have owned at least 10% of the paid-in capital of 

the foreign company for an uninterrupted period of at least one year as of the 

date of receiving the dividend. 

• The foreign company must be a limited or joint stock company. 

• The foreign company must be subject to corporate tax at an effective rate of 

at least 15% (for corporations whose principal activity is the procurement of 

finance, including financial leasing, insurance or investment in marketable 

securities, the rate 

• must be at least the rate of corporation tax in Turkey, which is 20%). 

• The dividends must be transferred to Turkey by the due date of filing of the 

annual corporate tax return (25 April). 

The effective corporate tax is determined in accordance with the following formula: 

Effective corporate tax rate 

= Corporate tax Distributable corporate income + corporate tax 

 

Special participation exemption rules apply to companies established in foreign 

countries whose principal purpose is construction, repair, assembly and technical 

services. If, under the laws of a foreign country, the establishment of a corporation is 
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necessary to undertake these activities, dividends repatriated by the foreign 

subsidiary to the Turkish parent company qualify for the participation exemption, 

regardless of whether the conditions described above for the participation exemption 

are satisfied. 

The participation exemption also applies to income derived from permanent 

establishments (PEs) and permanent representative resident abroad if the following 

conditions are met: 

• The PE or permanent representative is subject to corporate tax at an effective 

rate of at least 15% in the country where the PE or permanent representative 

is located. For PEs whose principal activities are the procurement of finance, 

including financial 

• leasing, or investment in marketable securities and insurance, the rate must 

be at least the rate of corporation tax in Turkey, which is 20%. 

• Income derived from foreign PEs must be transferred to Turkey by the due 

date of filing of the annual corporate tax return. 

10. International holding companies. A special regime applies to international holding 

companies. International holding companies may benefit from the participation 

exemption with respect to dividends derived from foreign participations if they 

satisfy the conditions applicable to other entities. They also may benefit from the 

participation exemption with respect to capital gains, but different conditions 

apply. Turkish international holding companies benefit from the participation 

exemption with respect to capital gains if foreign participations account for at 

least 75% of the noncash assets of the international holding company and if the 

international holding company has held a shareholding of 10% or more in the 

foreign limited or joint stock company for at least two years. 

11. Dividends distributed by international holding companies to Non-resident 

companies out of profits derived from their foreign participations are subject to a 

withholding tax rate equal to one-half of the general withholding tax rate on 

dividends. As a result, the withholding tax rate is 7.5%. 

Capital gains: 

1. Capital gains derived by all companies, including branches of foreign companies, 

are included in ordinary income and are subject to corporation tax. Capital gains 
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are generally computed by subtracting the cost of the asset, including the related 

expenses paid by the seller, from the selling price.  

2. Capital gains derived from sales of depreciable fixed assets are not taxable to the 

extent the gains are reinvested in new fixed assets. However, the amount of 

gains used to acquire new assets is subtracted from the depreciable cost of the 

new asset. Capital gains that will be used for reinvestment are transferred to a 

special reserve account. If the special reserve is not used to finance the purchase 

of similar new assets in the following three years, the balance in the reserve is 

included in taxable income. 

3. Capital gains derived from sales of resident companies’ shares by Non-resident 

companies without a permanent establishment in Turkey are subject to 

corporation tax. In computing these gains, changes in exchange rates are not 

taken into account. 

4. Seventy-five percent of capital gains derived by corporate taxpayers from the 

disposal of shares owned for at least two years qualify for corporate tax 

exemption if the gains for which exemption is claimed are recorded as a special 

fund under the shareholder’s equity account in the balance sheet until the end of 

the fifth year following the year of sale. 

Administration: 

1. Companies file tax returns based on their financial accounting year. Tax returns 

must be submitted to the relevant tax office by the 25th day of the 4th month after 

the end of the accounting period. The return must be accompanied by the 

balance sheet, income statement and other required documents. 

2. Corporation tax due must be paid by the end of the fourth month following the 

end of the accounting period. 

3. Companies must make quarterly payments of advance corporation tax during the 

tax year. These payments are each equal to 20% of the taxable income for the 

quarter. The advance tax may be offset against the tax shown on the annual 

corporation tax return.  

4. If advance corporation tax exceeds the final tax payable, the excess amount can 

be offset against the company’s other tax liabilities or it can be refunded. 
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Dividends: 

1. Dividends received by resident companies from other resident companies are not 

subject to corporation tax. Dividends received from foreign companies are 

included in taxable income. However, certain dividends received from foreign 

companies may qualify for exemption from corporation tax under the participation 

exemption or the international holding regime. 

2. Withholding tax at a rate of 15% is imposed on dividends paid by resident 

corporations to the following recipients: 

• Resident individuals 

• Resident recipients who are not subject to corporation tax and income tax, or 

are exempt from such taxes 

• Non-resident individuals 

• Non-resident corporations 

• Non-resident recipients who are exempt from corporation tax and income tax 

3. A branch remittance tax is imposed at a rate of 15% on profits remitted by Non- 

resident corporations that have a PE or permanent representative in Turkey to 

their headquarters. 

4. Foreign tax relief. Corporation tax and similar taxes paid abroad on income that is 

derived abroad and that is included in the Turkish accounts may be offset against 

the corporation tax that is assessed on such income in Turkey. 

5. In cases in which the controlled foreign company (CFC) rules are applied, the 

taxes similar to income and corporation taxes that the foreign affiliate has paid 

can be set off against the corporation tax that is calculated on the basis of the 

earnings of the foreign company.  

6. Resident companies that have a direct or indirect participation in shares or voting 

rights of 25% or more in foreign subsidiaries can claim a tax credit for the 

corporate or income tax paid by foreign subsidiaries in their jurisdictions on profits 

out of which dividend distributions were paid to the resident companies. The 

credit is limited to the tax in Turkey that is attributable to the dividend 

distributions. 

7. As a result, the credit applies only to dividends that do not qualify for the 

participation exemption. Amounts that are set off against the taxes that are 

assessed in Turkey on the income derived from the foreign countries may not 
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exceed the tax amount that would be calculated by applying the local corporation 

tax rate (20%) to such earnings. 

8. Foreign taxes that cannot be offset against the corporate tax in Turkey because 

of insufficient corporate income may be carried forward for a period of three 

years. The tax credit can also be offset against advance tax payments. 

 

Determination of trading income: 

General: 

1. The corporate tax base is determined by deducting expenses from the revenue of 

an enterprise. However, the following items are not subject to corporation tax: 

• Revenue derived by corporations, including Non-resident companies, from 

participations in the capital of other corporations that are subject to full 

corporate taxation, excluding shares of profits from participation certificates of 

investment funds and stocks in investment partnerships 

• Proceeds derived by corporations from the sale of their preferred shares, and 

profits derived by joint stock companies from the sale of their shares at the 

time of the establishment of the company and from the sale of their shares at 

a price exceeding the par value of the shares when they are increasing their 

capital 

• Seventy-five percent of profits derived from disposals of shares, preferred 

shares, preemptive rights, bonus shares or real estate owned for at least two 

years if the profit is placed in a reserve account and not distributed for five 

years Corporation tax exemptions are available under the participation 

exemption and the international holding regime. 

2. In addition, the following corporate tax exemptions apply to Turkish and foreign 

investment funds and companies: 

• Profits derived by mutual funds (excluding foreign-exchange funds) and trusts 

from transactions involving their operating portfolio 

• Profits derived by risk capital investment funds or companies from 

transactions involving their operating portfolio 

• Profits derived by real estate investment funds or companies from 

transactions involving their operating portfolio 

• Profits derived by designated private pension investment funds  
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3. All business-related expenses are deductible, with the following exceptions: 

• Interest on shareholder’s equity or on advances from shareholders. 

• Reserves set aside from profits (except technical reserves of insurance 

companies and doubtful debts from debtors against whom legal proceedings 

have been instituted). 

• Corporation tax and all monetary and tax penalties and interest imposed on 

such tax. 

• Discounts or other losses arising from selling the corporation’s own securities 

for less than par value. 

• For Non-resident companies, commissions, interest and other charges paid to 

headquarters or other offices outside Turkey on purchases or sales made on 

their behalf, as well as allocated charges to contribute to losses or expenses 

of headquarters or branches outside Turkey. However, charges are deductible 

if they are made in accordance with allocations keys that are in compliance 

with the arm’s-length principle and if they are related to the generation and 

maintenance of business income in Turkey. 

• Interest, foreign-exchange differences or comparable expenses that are 

calculated or paid on disguised capital. 

• Disguised profit distribution through improper transfer pricing.  

4. For enterprises (except loan institutions, financial organizations, financial leasing, 

factoring and financing companies) whose current liabilities exceed their equities, 

the portion determined by the Council of Ministers that does not exceed 10% of 

the total expenses and costs incurred as interest, commissions, maturity 

differences, delay interest, dividends, exchange-rate differences and similar items 

relating to liabilities (except financing expenses added to investment costs) used 

within the enterprise may not be de ducted from corporate profit. However, the 

amount exceeding this percentage is deductible. 

Provisions: 

Tax-deductible provisions include provisions for bad debts, for abandoned claims 

and for insurance technical reserves. 

Depreciation: 

1. Assets that are used in a company for more than one year and that are subject to 

wear and tear are depreciated. 
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2. The useful life concept is used for the depreciation of fixed assets. The Ministry of 

Finance has issued Communiqués, which set forth the useful lives of different 

types of fixed assets. The following are examples of the useful lives for various 

fixed assets. 

Useful life    Asset (years) 

Buildings     50 

Office furniture, office equipment and automobiles    5 

Computers     4 

Computer software and cellular phones     3 

3. The taxpayers may select the straight-line method or the declining balance 

method to calculate depreciation. A company may change from the declining-

balance method to the straight-line method (but the reverse change is not 

permitted) at any time during the useful life of a fixed asset. A company may 

exercise this option on an asset-by-asset basis. 

4. Fixed assets can be depreciated beginning in the year of capitalization (the year 

in which an asset becomes ready to use). For fixed assets that are purchased as 

ready to use, the depreciation begins in the year of the acquisition of the fixed 

asset. For fixed assets that need to be constructed or assembled, the 

depreciation begins in the year in which the construction or assembly is 

completed and the assets become ready to use. 

5. In general, an asset qualifies for full-year depreciation in the year of 

capitalization, regardless of the date of capitalization. For example, even if a fixed 

asset is capitalized in the last month of the accounting year, full-year depreciation 

is calculated. The only exception to this general rule is for passenger cars. 

6. Depreciation for passenger cars begins in the month in which the cars are 

purchased. 

For example, if a passenger car that was purchased for TRY1,000 is depreciated 

using a straight-line depreciation rate of 20%, the regular depreciation for a full year 

is TRY200. Under the applicable rules, if such an automobile is acquired in 

November, tax-deductible depreciation for the year of acquisition is calculated as 

follows: 

2 months x TRY200  = TRY33.33 

12 months 
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The balance of the regular depreciation for the year of acquisition is deductible in the 

last year of depreciation of the asset, together with the regular depreciation for the 

last year. 

7. Research and development expenditures. One hundred percent of research and 

development (R&D) expenditures may be deducted from the tax base if certain 

conditions are fulfilled. This is an incentive that is granted in addition to the 

ordinary depreciation expense recognition of capitalized R&D expenditures. The 

incentive covers the following expenses: 

• Raw materials and supplies’ expenses 

• Personnel expenses 

• General expenses 

• Payments for benefits and services provided by outsourcing companies 

• Taxes, duties and fees 

• Depreciation and depletion 

• Financial expenses 

Relief for losses: 

1. In general, losses may be carried forward for five years. Losses cannot be carried 

back. An order of priority applies for the use of losses and exemptions to offset 

taxable income for the year. Past years’ losses are used after exemptions that 

apply even in the event of a loss. After the losses are used, the other exemptions 

that apply in profitable years are administered. 

2. Resident companies may deduct the losses incurred in business activities 

performed abroad if the foreign losses are approved by auditors authorized under 

the laws of the relevant jurisdiction. Foreign losses from foreign activities cannot 

be deducted if income arising from such activities is exempt from corporation tax 

in Turkey. 

 

Miscellaneous matters: 

Transfer pricing: 

1. The Turkish Corporate Tax Code contains transfer pricing regulations, which 

include the arm’s-length principle and the requirement for documentation of all 

related-party transactions. 
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2. The arm’s-length principle applies to all transactions carried out by taxpayers with 

related parties. Under Turkish transfer pricing rules, the traditional transfer-pricing 

methods recommended in the Organisation for Economic Co-operation and 

Development (OECD) model guidelines are acceptable. The main methods that 

can be applied by the taxpayers in the determination of the arm’s-length price are 

the comparable uncontrolled price method, the cost-plus method and the resale 

price method.  

3. However, taxpayers may select other transfer-pricing methods if they can 

establish that the traditional methods are not suitable for their transactions. It is 

possible to enter into advance-pricing agreements with the tax authorities. 

4. Transfer-pricing rules apply to both domestic and foreign related party 

transactions. Commercial transactions conducted by companies resident in low-

tax jurisdictions (tax havens) are considered to be related-party transactions. 

5. The Ministry of Finance has issued Communiqués clarifying the transfer-pricing 

rules and documentation requirements. Under these Communiqués, taxpayers 

must prepare annual transfer pricing forms, reports and other documentation. 

6. Debt-to-equity rules. Under the new thin-capitalization rules, a “related party” is a 

person holding, directly or indirectly, at least 10% of the shares or voting rights of 

the other party.  

7. Borrowings from related parties that exceed a debt-to-equity ratio of 3:1 are 

considered to be disguised capital. For borrowings from related parties that are 

banks or financial institutions, half of the borrowings are taken into consideration 

in performing the calculation for disguised capital. Total borrowings from all 

related parties are treated collectively. 

8. The equity at the beginning of the taxpayer’s fiscal year applies for thin-

capitalization purposes. Interest paid or accounted for and foreign-exchange 

differences related to disguised capital are regarded as non-deductible expenses 

in determining the corporate tax base. Interest related to disguised capital is 

treated as a dividend distribution and is subject to dividend withholding tax. 

9. Controlled foreign companies. The controlled foreign company (CFC) rules apply 

if resident individuals and corporate taxpayers jointly or severally have a direct or 

indirect participation of 50% or more in the shares, dividend rights or voting rights 

in a foreign company that meets all of the following conditions: 
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• Twenty-five percent or more of the foreign company’s gross income is of a 

passive nature (portfolio investment income). If the business activities of the 

company are not commensurate with the capital, organization or the work 

force of the company, income derived from commercial, agricultural or 

independent personal services may be regarded to be of a passive nature. 

• The foreign company is subject to effective corporate taxation at a rate of less 

than 10%. 

• The gross revenue of the foreign company exceeds TRY100,000 

(approximately USD55,000). 

10. If the foreign company falls within the scope of the Turkish CFC measures, 

Turkish resident taxpayers declare corporate income of the foreign company 

attributable to them. In the event of a dividend distribution by the foreign 

company, the recipient of the dividend is taxed only to the extent that the amount 

has not been taxed in accordance with the CFC rules. 

11. Anti-avoidance measures. Turkish resident taxpayers are subject to a 30% 

withholding tax on all payments made in cash or on account that relate to 

transactions with companies resident in countries that the Council of Ministers 

considers to be in harmful tax competition. The Council of Ministers has not yet 

identified these countries. The principal, interest or profit contributions 

corresponding to debts to financial institutions established outside Turkey and 

payments to insurance and reinsurance companies established outside Turkey 

are not subject to the 30% withholding tax. The Council of Ministers has the 

authority to reduce the withholding tax rate to 0% for transactions that are 

considered to be performed at arm’s length. 

12. The payments taxed in accordance with the rules described in the preceding 

paragraph are not subject to further corporate tax or income tax. 

13. The Turkish tax law includes anti-abuse rules. The principal rule is the substance-

over-form rule, which is contained in Article 3 of the Tax Procedural Law. 

14. Mergers and acquisitions. Mergers, acquisitions and demergers may be tax-free 

if the transaction involves two resident companies and if the assets are 

transferred at book value. 
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5.45) United Kingdom (London) (EU) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 23 

Capital Gains Tax 23 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Carry back 1 year with indefinite carry 

forward 

VAT 0%/5%/20% 

Other Social Taxes & Environmental At different rates 

 

Taxes on corporate income: 

General: 

1. Companies that are resident in the United Kingdom are subject to corporation tax 

on their worldwide profits, but several exemptions have the effect of focusing 

corporation tax on UK-related activities. Tax is imposed on the total amount of 

income earned from all sources in the company’s accounting period, including 

any charge able capital gains. However, a company can elect to exempt non-UK 

branch income and losses from UK corporation tax, subject to transitional rules 

that govern entry into the regime. This election is irrevocable and takes effect 

from the accounting period after the one in which the election is made.  

2. Non-resident companies are subject to UK corporation tax only if they carry on a 

trade in the United Kingdom through a permanent establishment. A permanent 

establishment arises either from a fixed place of business in the United Kingdom 

through which the Non-resident company carries on its business, or from an 

agent exercising authority to do business in the United Kingdom on behalf of the 

Non-resident company. The amount of profit attributable to a permanent 

establishment is computed in accordance with the separate enterprise principle. 

3. A company is resident in the United Kingdom if it is incorporated in the United 

Kingdom or if the central management and control of the company is exercised 

there. However, companies regarded as resident under domestic law, but as 
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Non-resident under the tiebreaker clause of a double tax treaty, are regarded as 

Non-resident for all corporation tax purposes. 

4. Rates of corporation tax. The main rate of corporation tax for large companies 

(companies with taxable profits above GBP1,500,000) is 23% for the financial 

year beginning 1 April 2013. The rate will decrease to 21% for the financial year 

beginning 1 April 2014, falling to 20%, effective from 1 April 2015. The rate is 

30% for companies with ring-fence profits. If an accounting period does not 

coincide with the financial year, the profits for the accounting period are time-

apportioned and the appropriate rate applied to each part. A company may claim 

the small profits rate of corporation tax, which is 20% (19% on ring-fence profits 

of companies) if its taxable profits for an accounting period are less than 

GBP300,000. The effective marginal rate for companies with non-ring-fence 

profits between GBP300,000 and GBP1,500,000 is 23.75% (21.25% for the 

financial year beginning 1 April 2014). These limits are divided by one plus the 

number of associates if a company has associated companies (subsidiaries or 

fellow subsidiaries), regardless of whether they are within or outside the United 

Kingdom. 

Capital gains: 

1. Gains on chargeable assets are subject to corporation tax at the corporation tax 

rate. For UK tax purposes, a capital gain is usually the excess of the sale 

proceeds over the original cost plus any subsequent qualifying capital 

expenditure incurred on the chargeable asset being disposed of. If chargeable 

assets acquired before 31 March 1982 are disposed of, only the portion of the 

gain after that date is usually taxable. An allowance is available for inflation; the 

amount of the reduction is based on the increase in the retail price index. This 

indexation allowance may be used only to eliminate a gain; it may not be used to 

create or increase an allowable loss. 

2. The Substantial Shareholdings Exemption (SSE) broadly exempts from UK tax 

any capital gain on disposals made by trading companies or groups with 

substantial shareholdings (more than 10%) in other trading companies or groups. 

The following three sets of conditions must be satisfied: 

• The substantial shareholding requirement 

• Conditions relating to the “investing” company or group 
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• Conditions relating to the “investee” company or subgroup 

3. Broadly, both the investing company and the investee company must be a trading 

company, group or subgroup for 12 months before the disposal and immediately 

afterwards. 

4. Tax on capital gains is not generally levied on non-residents; consequently, no 

tax is levied on a gain on the sale of shares in a UK subsidiary by the foreign 

Non-resident parent company. However, gains on the sale of assets situated in 

and used in a trade carried on by a permanent establishment in the United 

Kingdom are subject to corporation tax at the corporation tax rate. In addition, 

from 6 April 2013, capital gains tax at a rate of 28% may be charged on the 

disposal of residential property by companies. The tax is designed to prevent tax 

avoidance through the wrapping of residential property in corporate or other 

“envelopes.” Affected properties are those worth over GBP2 million. Several 

reliefs are available to reduce the impact of this tax on genuine business 

transactions.  

5. Special provisions permit the deferral of the capital gains charge on qualifying 

business assets if the sales proceeds are reinvested. There are numerous other 

special rules relating to capital gains. Capital losses may be offset against capital 

gains of the same accounting period or carried forward indefinitely, but may not 

be carried back. Capital losses may not be used to reduce trading profits. 

Administration: 

1. Tax returns, accounts and computations must be filed within 12 months after the 

end of the accounting period. Large companies must make quarterly installment 

payments of their corporation tax. The first installment is due six months and 

thirteen days after the first day of the accounting period, and the last installment 

is due three months and fourteen days after the end of the accounting period. 

These payments are based on the estimated tax liability for the current year. 

Fewer payments may be required for shorter accounting periods. 

2. All other companies must pay estimates of their corporation tax liability within 

nine months after the end of their accounting period. 

3. Companies not complying with the filing and payment deadlines described above 

are subject to interest and penalties. A self-assessment system requires 
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companies to assess correctly their tax liabilities or face significant penalties. In 

addition, the tax authority has extensive investigative powers. 

4. Advance Agreements Unit. Significant inward investors can apply to the Advance 

Agreements Unit (AAU) for a range of services, including the following: 

• Rulings on which businesses can rely if uncertainty exists with respect to the 

application of the tax law to a specific transaction 

• A “one-stop shop” to coordinate responses from different parts of HMRC, 

depending on the taxes and duties involved 

• A fast track towards agreement if time is of the essence 

• Help for inward investors who need advice on UK taxes and systems 

Dividends: 

1. Dividends paid by UK resident companies are not subject to withholding tax. For 

dividends received by UK resident companies, the United Kingdom has a 

dividend exemption regime. 

2. A dividend or other income distribution received on or after 1 July 2009 is 

generally exempt from UK corporation tax if all of the following conditions are 

satisfied: 

• The distribution falls within an exempt class or, if the recipient is a “small” 

company, the payer is resident in the United Kingdom or a qualifying territory. 

• The distribution is not of a specified kind. 

• No deduction is allowed to a resident of any territory outside the 

3. United Kingdom under the law of that territory with respect to the distribution. UK 

resident shareholders other than companies are subject to income tax on the 

distribution received plus a deemed tax credit.  

4. The deemed tax credit attaching to dividends is equal to 1/9 of the net dividend. 

Under several of the United Kingdom’s double tax treaties, a foreign shareholder 

in a UK company may claim payment of part or all of this deemed tax credit that 

would have been available to a UK individual. However, in most cases, the 

benefit is eliminated or reduced to a negligible amount. 

5. Interest. Interest payments on “short loans” (loans with a duration that cannot 

exceed 364 days) may be made without the need to account for withholding tax. 

All interest payments by UK resident companies may be made without the 
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imposition of withholding tax if the paying company reasonably believes that the 

interest is subject to UK corporation tax in the hands of the recipient. 

Foreign tax relief: 

Foreign direct tax on income and gains of a UK resident company other than that 

relating to a non-UK branch for which an exemption election has been made may be 

credited against the corporation tax on the same profits. The foreign tax relief cannot 

exceed the UK corporation tax charged on the same profits. If a company receives a 

dividend from a foreign company in which it has at least 10% of the voting power, it 

may also obtain relief for the underlying foreign tax on the profits out of which the 

dividend is paid. Foreign tax relief does not apply if the dividend satisfies the 

conditions for the dividend exemption. 

 

Determination of trading income: 

General: 

1. The assessment is based on financial statements prepared in accordance with 

generally accepted accounting principles (GAAP), subject to certain adjustments 

and provisions. With limited exceptions, most UK entities will be required to report 

either under International Financial Reporting Standards (IFRS) or the new 

Financial Reporting Standard in the United Kingdom and Republic of Ireland 

(FRS 102) from 2015. Adoption of either standard may have a significant impact 

on cash taxes payable in the United Kingdom because the tax assessment is 

heavily influenced by the accounting result reported in the statutory financial 

statements. 

2. In general, expenses must be incurred wholly and exclusively for the purposes of 

the trade. However, specific reliefs and prohibitions exist for certain expenses. 

For example, no deduction is allowed for entertainment expenses, except for the 

entertaining of company employees (in certain circumstances). 

3. Corporate and government debt and foreign-exchange differences. The rules 

under the “loan relationships” regime are designed to allow the tax treatment of 

interest, discounts and premiums on debt instruments to follow the accounting 

treatment in most circumstances. 
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4. However, the regime includes many anti-abuse measures as well as other 

measures, such as the Worldwide Debt Cap, which can restrict the allowable 

deductions. 

5. Foreign-exchange differences on most monetary items are taxable or relievable 

in accordance with GAAP. Specific rules apply to foreign-exchange differences 

arising on loans that hedge exchange risk on shareholdings. 

Inventory: 

Inventory is normally valued at the lower of cost or net realizable value. Cost must be 

determined on a first-in, first-out (FIFO) basis. 

Provisions: 

1. HMRC allows specific provisions made in accordance with GAAP to be 

deductible for tax purposes unless specific legislation provides to the contrary. 

However, no expenditure may be relieved more than once. 

2. Leased assets. If leases of plant or machinery function essentially as financing 

transactions (long-funding leases), they are taxed as such and the following rules 

apply: 

• The lessor includes only the finance element of the rentals arising under the 

lease income. 

• The lessee deducts only the finance element of the rentals payable over the 

life of the lease and is entitled to capital allowances. 

3. This regime applies to finance leases and certain operating leases. With the 

exception of some hire-purchase transactions, leases of less than five years are 

not affected. 

Depreciation: 

1. Plant and machinery. Expenditure on plant and machinery, including some cars 

bought after April 2009, is pooled together (the main pool) and allowances are 

given at 18% on a reducing-balance basis. Assets with a useful life of 25 years or 

more (long-life assets) are depreciated at 8% on a reducing-balance basis. 

Integral features to a building also qualify for the 8% rate of capital allowances. 

2. An annual investment allowance (AIA) of 100% is available for the first 

GBP250,000 of investment in plant and machinery (other than cars) to all 

businesses, regardless of size. This increased allowance applies to qualifying 
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investment made in the period of 1 January 2013 through 31 December 2014. 

One AIA is available to each individual business or corporate group. 

3. A 100% first-year allowance rate applies to expenditure before 1 April 2015 on 

electric cars and cars with CO2 emissions of less than 95g/km. Cars emitting no 

more than 130g/km are added to the main pool, and the 18% rate applies. Cars 

emitting above 130g/km are added to the special-rate pool, and the 8% rate 

applies. 

4. For leased cars with CO2 emissions above 130g/km, 15% of the lease cost is 

disallowed for tax purposes. Effective from 1 April 2015, the 95g/km threshold is 

expected to be reduced to 75 g/km for two years. The 100% first-year allowance 

rate does not apply to cars that will be leased. 

5. Energy-saving assets. A 100% first-year allowance is available to businesses for 

expenditure on gas-refueling infrastructure, water-efficient technologies and 

energy-saving technologies. Lists of qualifying technologies are reviewed 

regularly. Companies may surrender losses derived from these enhanced capital 

allowances in return for a cash payment. 

6. Renovation of business premises in disadvantaged areas. A first year allowance 

of 100% is available for individuals and companies that convert, renovate or 

repair a commercial building or structure located in a designated disadvantaged 

area.  

7. Industrial and agricultural buildings. Allowances for industrial buildings and 

agricultural buildings were fully withdrawn on 1 April 2011. 

8. Capital allowances are usually subject to recapture on the disposal of an asset on 

which capital allowances have been claimed. Capital allowances are also 

available for expenditure on mineral extraction. 

Relief for trading losses: 

Trading losses may be used to relieve other income and capital gains of the year in 

which the loss was incurred and of the preceding year, provided the same trade was 

then carried on. Losses may also be carried forward, without time limit, for relief 

against future profits from the same trade. A company that ceases trading may carry 

back trading losses and offset them against profits of the preceding 36 months. 
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Groups of companies: 

UK law does not provide for tax consolidation. However, a trading loss incurred by 

one company within a 75%-owned group of companies may be grouped with profits 

for the same period realized by another member of the group. Similar provisions 

apply in a consortium situation to allow a transfer of a proportion of the losses; for 

this purpose, a UK resident company is owned by a consortium if 75% or more of its 

ordinary share capital is owned by other companies, none of which individually has a 

holding of less than 5%. However, the consortium-owned company must not be a 

75%-owned subsidiary of any company. 

In both situations, anti-avoidance provisions that aim to prevent artificial 

arrangements exist. 

Capital losses cannot be grouped with capital gains of other group members under 

the above provisions. However, the seller of an asset and another group company 

may jointly elect to transfer a capital gain or allowable loss to enable offset of capital 

gains and capital losses. A transferred capital loss can be carried forward in the 

transferee company. 

In a 75%-worldwide group, the transfer of assets between group companies does not 

result in a capital gain if the companies involved are subject to UK corporation tax. 

This rule applies regardless of the residence status of the companies or their 

shareholders. 

The transferee company assumes the transferor’s original cost of the asset plus 

subsequent qualifying expenditure and indexation. However, under an anti-

avoidance provision, if the transferee company leaves the group within six years 

after the date of the transfer of the asset, that company is deemed to have disposed 

of and reacquired the asset at its market value immediately after the transfer. In 

certain circumstances, the chargeable gain or allowable loss that arises is added to 

or deducted from the proceeds of a share sale that caused the company to leave the 

group in the first place. The resulting gain or loss can then potentially be exempted 

or disallowed under the SSE.  

If this provision does not apply, the gain or loss remains in the company that has left 

the group, but the gain or loss can be transferred by election to another company in 

the group. Anti-avoidance provisions that aim to prevent artificial arrangements exist. 
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Miscellaneous matters: 

General: 

1. Foreign-exchange controls. Foreign-exchange regulations were suspended in 

1979 and subsequently abolished. No restrictions are imposed on inward or 

outward investments. The transfer of profits and dividends, loan principal and 

interest, royalties and fees is unlimited. Non-residents may repatriate capital, 

together with any accrued capital gains or retained earnings, at any time, subject 

to company law or tax considerations. 

2. Anti-avoidance legislation. The UK tax law contains several anti-avoidance 

provisions, which include the substitution of an arm’s length price for 

intercompany transactions (including intercompany debt) with UK or foreign 

affiliates, the levy of an exit charge on companies transferring a trade or their tax 

residence from the United Kingdom and the re-characterization of income for 

certain transactions in securities and real property. Some of these anti-avoidance 

provisions apply only if the transaction is not carried out for bona fide commercial 

reasons. Specific anti-arbitrage provisions applying to both deductions and 

receipts may be relevant to cross-border transactions. 

3. In certain situations, legislation provides a facility for an advance clearance to be 

obtained from HMRC. If legislation does not provide this facility, a non-statutory 

clearance facility exists under which companies may apply to HMRC in advance 

of a transaction for a written confirmation of HMRC’s view on how the tax law will 

apply to that transaction. HMRC undertakes to provide advance clearance within 

28 days if evidence exists that the transaction is genuinely contemplated. It also 

aims to respond within this time period if certainty is sought for a transaction that 

has already taken place. HMRC does not provide clearance if it believes that the 

arrangements are primarily intended to obtain a tax advantage. 

4. The United Kingdom has implemented a system requiring the disclosure of 

certain transactions and arrangements to HMRC. As a direct result of this 

disclosure regime, tax-planning schemes are frequently disclosed in advance to 

HMRC. 

5. A new general anti-abuse rule (GAAR) entered into force on 17 July 2013. The 

GAAR targets artificial and abusive tax avoidance schemes and is intended to 

apply to the main taxes but not VAT. 
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Transfer pricing: 

1. UK tax law contains measures that substitute an arm’s-length price for certain 

intercompany transactions with UK or foreign affiliates. Companies are required 

to prepare their tax returns in accordance with the arm’s-length principle, and 

retain adequate records or other documentation to support their compliance with 

that principle, or otherwise suffer substantial penalties. 

2. These rules have other far-reaching consequences, and taxpayers should seek 

specific advice concerning their circumstances. If both parties to a transaction are 

subject to UK corporation tax, and one is required to increase its taxable profits in 

accordance with the arm’s-length principle, the other is usually allowed to 

decrease its taxable profits through a corresponding adjustment. 

3. Companies that were dormant as of 31 March 2004 and remain dormant are 

exempt from the transfer-pricing rules. Although small and medium-sized 

companies (unless they elect otherwise) are exempt from the rules with respect 

to transactions with persons in qualifying territories (broadly, the United Kingdom 

and those countries with which the United Kingdom has entered into a double tax 

treaty containing a non-discrimination article), they can be subject to the issuance 

of a transfer pricing notice by HMRC. However, for small companies, this notice 

can be issued only if the company has undertaken a non-arm’s-length transaction 

with an affiliate that is taken into account in determining profits under the Patent 

Box regime.  

4. Persons that are otherwise independent but collectively control a business and 

have acted together with respect to the financing arrangements for the business 

are also subject to the UK transfer pricing regime. 

5. Interest restrictions. The United Kingdom’s transfer-pricing measures apply to the 

provision of finance. As a result, companies must self-assess their tax liability on 

financing transactions using the arm’s-length principle. Consequently, HMRC 

may challenge interest deductions on the grounds that, based on all of the 

circumstances, the loan would not have been made at all or that the amount 

loaned or the interest rate would have been less, if the lender was an unrelated 

third party acting at arm’s length. 

6. Worldwide Debt Cap. The World-wide Debt Cap (WWDC) is a cap on allowable 

interest deductions in addition to thin-capitalization restrictions and other anti-

avoidance provisions. The WWDC provisions are de-signed to restrict the UK tax 
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deduction available for financing expenses of large groups based on the gross 

financing expense of the worldwide group. The WWDC legislation applies to 

accounting periods beginning on or after 1 January 2010. 

7. The WWDC provisions include a gateway test. If the gateway test is satisfied, the 

UK group falls outside of the remaining provisions. Under the gateway test, 

broadly, the WWDC applies only if a group’s UK net debt exceeds 75% of the 

worldwide gross debt. If the WWDC applies and if the tested expense amount 

exceeds the available amount, the excess amount is disallowed. Broadly, the 

tested expense amount is the aggregate net finance expense of all UK group 

companies that have a net finance expense above GBP500,000, and the 

available amount is the group’s external worldwide finance expense which is 

taken from the consolidated financial statements. If a disallowance arises, some 

interest income may be exempted from UK tax. The amount of the exempted 

income is limited to the lower of the aggregate net finance income of all UK group 

companies (above GBP500,000) and the total disallowed amount. It is possible to 

elect to not apply the GBP500,000 threshold mentioned above to avoid 

anomalies that could otherwise result. 

8. Controlled foreign companies. The controlled foreign company (CFC) regime was 

significantly revised in 2012, effective for accounting periods beginning on or after 

1 January 2013. The regime applies to non-UK resident companies that are 

controlled by UK residents. It also applies to non-UK branches of UK resident 

companies for which an exemption election has been made. 

9. The regime is similar to the prior regime in that, if a CFC has profits that do not 

meet any of the exemptions, those profits are taxed on any UK resident 

companies having a 25% or more interest in the CFC. However, the new regime 

is much more focused on identifying artificial movements of profits out of the 

United Kingdom. 

10. The new regime has an initial “gateway” test that eliminates certain companies 

from the scope of a CFC charge, and it is possible to seek a clearance from 

HMRC as to whether a particular company meets this gateway. The gateway test 

eliminates companies if any of the following four conditions is met: 

• The CFC’s purpose is not mainly to achieve a UK tax advantage. 
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• The management and control of the CFC’s “risks and assets” is not carried 

out in the United Kingdom, other than through a UK permanent establishment 

of the CFC. 

• The CFC can carry out its activities independently of the United Kingdom. 

• The CFC has only property business and/or non-trading finance profits. 

11. If none of these conditions are met, the more detailed provisions of the CFC 

regime need to be considered. 

12. Profits arising from lending activities may be subject to a CFC charge if they 

derive from UK activity or capital investment from the United Kingdom. However, 

a full or partial exemption may be available for profits derived from lending to 

other CFCs within the group. The full exemption is available in limited 

circumstances if the loan is funded out of existing resources, but the partial 

exemption may be more widely available and can effectively exempt 75% of the 

profits from UK taxation. Both exemptions are subject to anti-avoidance 

restrictions. 

13. Special rules apply to banks, financial traders and insurance companies. Further 

exemptions apply if any of the following circumstances exist: 

• The CFC’s local tax liability is 75% or more of the equivalent UK liability. 

• The CFC has low profits or a low profit margin. 

• The CFC is resident in certain qualifying territories. 

• A foreign company has become a CFC for the first time. 

14. If the CFC does not qualify for any of the exemptions, a CFC charge arises to the 

extent that profits from any assets or risks of the CFC are attributable principally 

to Significant People Functions (SPFs) in the United Kingdom, based on the profit 

that would arise in a hypothetical UK permanent establishment containing those 

assets or risks. That profit itself is subject to further exclusions if any of the 

following circumstances exist: 

• The CFC has business premises in its local territory, its business does not 

principally relate to the United Kingdom, and its profits from intellectual 

property (if any) are not significantly based on intellectual property transferred 

from the United Kingdom. 

• Over 20% of the value to the group from holding that asset or risk in the CFC 

relates to a purpose other than the tax saving. 
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• The function performed by the UK SPF could have been performed by an 

independent party. 

15. The new regime is complex, and the assistance of specialists is required to 

determine the extent to which profits arising outside the United Kingdom are 

subject to a charge in the United Kingdom under these rules. 

16. Patent Box. The Patent Box regime was introduced in 2012, and is effective for 

accounting periods beginning on or after 1 April 2013. The regime taxes 

qualifying income relating to patents and certain other intellectual property at a 

rate of 10%, but this rate is being phased in over five years. 

17. The Patent Box regime can apply to patents granted by UK and European patent 

offices and certain other patent offices in the European Economic Area, as well 

as to patent applications that cannot be published for reasons of national security 

or public safety. Other innovative intellectual property found in the medicinal, 

veterinary and agriculture industries is also included, such as regulatory data, 

marketing exclusivity, supplementary protection certificates and plant variety 

rights. 

18. The 10% effective tax rate is achieved by creating an additional deduction from 

taxable profits and applies to all income arising from the patents, including 

royalties and income from the sale of the patent. Significantly, it also applies to 

income from the sale of products with embedded patents. Accordingly, for 

example, income from the sale of cars manufactured with a combination of 

patented and unpatented components can qualify in full. The Patent Box regime 

is therefore potentially of very wide application. 

19. Dual-resident companies. A dual-resident company that is not a trading company 

loses the right to surrender its losses to fellow group members and is prevented 

from enjoying certain other reliefs. These rules effectively prevent such dual-

resident companies from obtaining a double deduction for interest costs in both 

countries of residence. 

20. Impact of decisions of the Court of Justice of the European Union. The UK tax 

system is currently subject to significant external influence in the form of binding 

decisions rendered by the Court of Justice of the European Union (CJEU). These 

decisions have held that many UK domestic tax measures are contrary to 

European Fundamental Freedoms. 
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21. At this stage, it is impossible to reach a definitive conclusion on the ultimate 

impact of the CJEU decisions, because, among other reasons, the cases are 

likely to continue for years. A CJEU decision does not necessarily lead to law 

changes in the United Kingdom, but new UK legislation was enacted as a result 

of the Marks & Spencer, Cadbury Schweppes and Philips Electronics cases. 

Also, UK legislation has been amended following CJEU decisions that concern 

the tax system in another EU member state, when an equivalent tax provision 

exists in UK domestic law (for example, National Grid Indus BV). Because these 

cases and several other cases have held that some fundamental aspects of the 

domestic law in the United Kingdom or other EU member states are contrary to 

EC law, it is possible that CJEU decisions will lead to further changes in the UK 

tax system in the future.   
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5.46) United States (Washington D.C.) (NA) 

Highlights 

Tax Rate(%) 

Corporate Income Tax 15 -39 

Capital Gains Tax 15-39 

Withholding Tax Applicable on different incomes at 

different rates. 

Carry forward of Losses Carry back 2 year with carry forward up 

to 20 years 

VAT  

Other Social Taxes & Environmental At different rates 

 

Taxes on corporate income: 

General: 

1. US corporations are subject to federal taxes on their worldwide income, including 

income of foreign branches (whether or not the profits are repatriated). In 

general, a US corporation is not taxed by the United States on the earnings of a 

foreign subsidiary until the subsidiary distributes dividends or is sold or liquidated. 

Numerous exceptions to this deferral concept may apply, resulting in current US 

taxation of some or all of the foreign subsidiary’s earnings. 

2. Foreign corporations generally are taxable in the United States on income that is 

effectively connected with a US trade or business and on certain US-source 

income. However, if the foreign corporation is resident in a country having an 

income tax treaty with the United States, business profits are taxable by the 

United States only to the extent the income is attributable to a permanent 

establishment in the United States and rates of tax on certain US-source income 

are reduced or eliminated.  

3. A corporation’s taxable income not exceeding USD335,000 is taxed at marginal 

rates ranging from 15% to 39%. Corporations with taxable income between 

USD335,000 and USD10 million are effectively taxed at 34% on all taxable 

income. Corporations with taxable income exceeding USD10 million are taxed at 

35%, with amounts exceeding USD15 million but not exceeding USD18,333,333 

subject to an additional tax of 3%. As a result, corporations with taxable income 
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in excess of USD18,333,333 are effectively subject to tax at a rate of 35% on all 

taxable income. These rates apply both to US corporations and to the income of 

foreign corporations that is effectively connected with a US trade or business. 

4. Alternative minimum tax. The alternative minimum tax (AMT) is designed to 

prevent corporations with substantial economic income from using preferential 

deductions, exclusions and credits to substantially reduce or eliminate their tax 

liability. To achieve this goal, the AMT is structured as a separate tax system with 

its own allowable deductions and credit limitations. The tax is imposed on 

alternative minimum taxable income (AMTI), less a phased-out exemption 

amount, at a flat rate of 20%. It is an “alternative” tax because corporations are 

required to pay the higher of the regular tax or AMT. To the extent the AMT 

exceeds regular tax, a minimum tax credit is generated and carried forward to 

offset the taxpayer’s regular tax to the extent it exceeds the AMT in future years. 

5. In general, AMTI is computed by making adjustments to regular taxable income 

and then adding back certain non-deductible tax preference items. The required 

adjustments are intended to convert preferential deductions allowed for regular 

tax (for example, accelerated depreciation) into less favorable alternative 

deductions that are allowable under the parallel AMT system. In addition, an 

adjustment based on “adjusted current earnings” can increase or decrease AMTI. 

Net operating losses may reduce AMT by up to 90% compared to a potential 

reduction of 100% for regular tax purposes. Foreign tax credits may reduce AMT 

by up to 100%. 

6. An AMT exemption applies to small business corporations that meet certain 

income requirements.  

Capital gain: 

Capital gains are taxed at the same rates as ordinary income. In general, capital 

losses may offset only capital gains, not ordinary income. Subject to certain 

restrictions, a corporation’s excess capital loss may be carried back three years and 

forward five years to offset capital gains in such other years. 

Administration: 

1. The annual tax return is due by the 15th day of the third month after the close of 

the company’s fiscal year. A corporation is entitled, upon request, to an automatic 

six-month extension to file its return. In general, 100% of a corporation’s tax 
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liability must be paid through quarterly estimated tax instalments during the year 

in which the income is earned. The estimated tax payments are due on the 15th 

day of the 4th, 6th, 9th and 12th months of the company’s fiscal year. 

2. Foreign tax relief. A tax credit is allowed for foreign income taxes paid, or 

deemed paid, by US corporations, but the credit is generally limited to the amount 

of US tax incurred on the foreign source portion of a company’s worldwide 

taxable income. Separate limitations must be calculated for passive income and 

for “general” category income. 

 

Determination of taxable income: 

General: 

1. Income for tax purposes is generally computed according to generally accepted 

accounting principles, as adjusted for certain statutory tax provisions. 

Consequently, taxable income typically does not equal income for financial 

reporting purposes.  

2. In general, a deduction is permitted for ordinary and necessary trade or business 

expenses. However, expenditures that create an asset having a useful life longer 

than one year may need to be capitalized and recovered.  

Depreciation: 

1. A depreciation deduction is available for most property (except land) used in a 

trade or business or held for the production of income, such as rental property. 

Tangible depreciable property that is used in the United States (whether new or 

used) and placed in service after 1980 and before 1987 is generally depreciated 

on an accelerated basis (ACRS). Tangible depreciable property that is used in 

the United States and placed in service after 1986 is generally depreciated under 

a modified ACRS basis. 

2. In general, under the modified ACRS system, assets are grouped into six classes 

of personal property and into two classes of real property. Each class is assigned 

a recovery period and a depreciation method. The following are the depreciation 

methods and recovery periods for certain assets. 

Depreciation Recovery 

Asset method     period (years) 

Commercial and industrial buildings Straight-line     39 (a) 
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Office equipment Double-declining balance or straight line  7 or 12 

Motor vehicles and Double-declining computer equipment  

balance or straight line     5 or 12 

Plant and machinery Double-declining balance or straight line 7 or 12 (b) 

(a) 31.5 years if placed in service before 13 May 1993. 

(b) These are generally the recovery periods. 

3. With respect to certain qualified property (for example, long production- period 

property and certain aircraft placed in service before 1 January 2015), a first-year 

depreciation deduction equal to 50% of the property’s adjusted basis may be 

taken. Instead of the above methods, a taxpayer may elect to use the straight-line 

method of depreciation over specified longer recovery periods or the methods 

prescribed for AMT purposes, which would avoid a depreciation adjustment for 

AMT. 

4. The cost of intangible assets developed by a taxpayer may be amortized over the 

determinable useful life of an asset. Certain intangible assets, including goodwill, 

going concern value, patents and copyrights, may generally be amortized over 15 

years if they are acquired as part of a business. 

5. Tax depreciation is generally subject to recapture on the sale of an asset to the 

extent that the sales proceeds exceed the tax value after depreciation. The 

amounts recaptured are subject to tax as ordinary income. 

Net operating losses: 

If allowable deductions of a US corporation or branch of a foreign corporation exceed 

its gross income, the excess is called a net operating loss (NOL). In general, NOLs 

may be carried back 2 years and forward 20 years to offset  taxable income in those 

years. A specified liability loss (including a product liability loss) may be carried back 

10 years. A real estate  investment trust (REIT) may not carry back an NOL arising in 

a tax year in which the entity operated as a REIT. Farming business losses may be 

carried back five years. Limitations apply in utilizing NOLs of acquired operations. 

Inventories: 

Inventory is generally valued for tax purposes at either cost or the lower of cost or 

market value. In determining the cost of goods sold, the two most common inventory 

flow assumptions used are last-in, first-out (LIFO) and first-in, first-out (FIFO). 
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The method chosen must be applied consistently. Uniform capitalization rules 

require the inclusion in inventory costs of many expenses previously deductible as 

period costs. 

Dividends: 

In general, dividends received from other US corporations qualify for a 70% 

dividends-received deduction, subject to certain limitations. The dividends-received 

deduction is generally increased to 80% of the dividend if the recipient corporation 

owns at least 20% of the distributing corporation. Dividend payments between 

members of an affiliated group of US corporations qualify for a 100% dividends-

received deduction. In general, an affiliated group consists of a US parent 

corporation and all other US corporations in which the parent owns, directly or 

indirectly through one or more chains, at least 80% of the total voting power and 

value of all classes of shares. 

Consolidated returns: 

1. An affiliated group of US corporations may elect to determine its taxable income 

and tax liability on a consolidated basis. The consolidated return provisions 

generally allow electing corporations to report aggregate group income and 

deductions in accordance with the requirements for financial consolidations. 

Consequently, the net operating losses of some members of the group can be 

used to offset the taxable income of other members of the group, and 

transactions between group members, such as intercompany sales and 

dividends, are generally deferred or eliminated until there  is a transaction outside 

the group. Under certain circumstances, losses incurred on the sale of 

consolidated subsidiaries are disallowed. 

2. Foreign subsidiaries. Under certain circumstances, undistributed income of a 

foreign subsidiary controlled by US shareholders is taxed to the US shareholders 

on a current basis, as if the foreign subsidiary distributed a dividend on the last 

day of its taxable year. This may result if the foreign subsidiary invests its 

earnings in “US property” (including loans to US shareholders) or earns certain 

types of income including certain passive income and “tainted” business income.  

 

Miscellaneous matters: 
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General: 

1. Debt-to-equity rules. The United States has thin-capitalization principles under 

which the Internal Revenue Service (IRS) may attempt to limit the deduction for 

interest expense if a US corporation is thinly capitalized. In such case, funds 

loaned to it by a related party may be re-characterized by the IRS as equity. As a 

result, the corporation’s deduction for interest expense may be disallowed, and 

principal and interest payments may be considered distributions to the related 

party and be subject to withholding tax as distributions. 

2. Although the United States has no fixed rules for determining whether a thin-

capitalization situation exists, a facts and circumstances test may be applied 

based on US case law. A deduction is disallowed for certain “disqualified” interest 

paid on loans made or guaranteed by related foreign parties that are not subject 

to US tax on the interest received. This dis allowed interest may be carried 

forward to future years and allowed as a deduction.  

3. No interest deduction is disallowed under this provision if the payer corporation’s 

debt-to-equity ratio does not exceed 1.5:1. If the debt-to-equity ratio exceeds this 

amount, the deduction of disqualified interest is deferred to the extent of any 

“excess interest expense.” “Excess interest expense” is defined as the excess of 

interest expense over interest income, minus 50% of the adjusted taxable income 

of the corporation plus any “excess limitation carry forward.”  

4. Special rules apply to corporate partners in partnerships for purposes of 

determining disallowances. In addition, under US Treasury regulations, interest 

expense accrued on a loan from a related foreign lender must be actually paid 

before the US borrower can deduct the interest expense. 

5. Transfer pricing. In general, the IRS may re-determine the tax liability of related 

parties if, in its discretion, this is necessary to prevent the evasion of taxes or to 

clearly reflect income. Specific regulations require that related taxpayers 

(including US persons and their foreign affiliates) deal among themselves on an 

arm’s length basis. Under the best-method rule included in the transfer pricing 

regulations, the best transfer-pricing method is determined based on the facts 

and circumstances. Transfer-pricing methods that may be acceptable, depending 

on the circumstances, include uncontrolled price, resale price and profit-split. It is 

possible to reach transfer-pricing agreements in advance with the IRS. 
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6. Table of Tax rates applicable to different countries (A quick reference) 

Location 2010 2011 2012 2013 2014 

Argentina 35 35 35 35 35 

Australia 30 30 30 30 30 

Austria 25 25 25 25 25 

Belgium 33.99 33.99 33.99 33.99 33.99 

Brazil 34 34 34 34 25 

Canada 31 28 26 26 26.5 

China 25 25 25 25 25 

Colombia 33 33 33 25 25 

 Egypt 20 20 25 25 25 

France 33.33 33.33 33.33 33.33 33.33 

Germany 29.41 29.37 29.48 29.55 29.58 

Ghana 
   

25 25 

India 33.99 32.44 32.45 33.99 33.99 

Indonesia 25 25 25 25 25 

Iraq 
   

15 15 

Israel 25 24 25 25 26.5 

Italy 31.4 31.4 31.4 31.4 31.4 

Japan 40.69 40.69 38.01 38.01 35.64 

Kenya 
  

30 30 30 

Kuwait 15 15 15 15 15 

Malaysia 25 25 25 25 25 
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Mauritius 15 15 15 15 15 

Mexico 30 30 30 30 30 

Morocco 
   

30 30 

New Zealand 30 28 28 28 28 

Nigeria 30 30 30 30 30 

Oman 12 12 12 12 12 

Pakistan 35 35 35 35 34 

Paraguay 10 10 10 10 10 

Poland 19 19 19 19 19 

Portugal 25 25 25 25 23 

Qatar 10 10 10 10 10 

Russia 20 20 20 20 20 

Saudi Arabia 20 20 20 20 20 

Singapore 17 17 17 17 17 

South Africa 34.55 34.55 34.55 28 28 

Spain 30 30 30 30 30 

Sri Lanka 35 28 28 28 28 

Switzerland 18.75 18.31 18.06 18.01 17.92 

Thailand 30 30 23 20 20 

Trinidad and Tobago 
  

25 25 25 

Turkey 20 20 20 20 20 

United Kingdom 28 26 24 23 21 

United States 40 40 40 40 40 
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7. Some basic concept that everyone should know about taxation. 

 

General: 

1. Corporations taxed on their incomes, property. Many jurisdictions impose a tax 

based on the existence or equity structure of the corporation.  

2. Most jurisdictions tax corporations on their income. Generally, this tax is imposed 

at a specific rate or range of rates on taxable income as defined within the 

system. Some systems have a separate body of law or separate provisions 

relating to corporate taxation. 

3. Many systems allow tax credits for specific items. Such direct reductions of tax 

are commonly allowed for foreign taxes on the same income and for withholding 

tax.  

4. Most systems tax both domestic and foreign corporations. Often, domestic 

corporations are taxed on worldwide income while foreign corporations are taxed 

only on income from sources within the jurisdiction. Many jurisdictions imposing 

an income tax impose such tax income from a permanent establishment within 

the jurisdiction. 

5. Corporations are also subject to property tax, payroll tax, withholding tax, excise 

tax, customs duties, value added tax, and other common taxes, generally in the 

same manner as other taxpayers. These, however, are rarely referred to as 

“corporate tax.” 

Taxable income: 

1. Most systems impose income tax at a specified rate of tax on taxable income as 

defined in the system. Many systems define taxable income by reference to net 

income before income taxes per financial statements prepared under locally 

accepted accounting principles. Such income may be decreased for income 

subject to tax exemption. Other adjustments often apply. 

2. Some systems define taxable income within the system. The United States 

system defines taxable income for a corporation as all gross income (sales plus 

other income minus cost of goods sold and tax exempt income) less 

allowable tax deductions, without the allowance of the standard 

deduction applicable to individuals. 

3. Principles for recognizing income and deductions may differ from financial 

accounting principles. Key areas of difference include differences in the timing of 

income or deduction, tax exemption for certain income, and disallowance or 

limitation of certain tax deductions. 

4. Most systems tax resident corporations (generally those organized within the 

country) on their worldwide income, and non-resident corporations only on their 

income from sources within the country. 

5. A few systems, such as Hong Kong, tax resident and non-resident corporations 

only on income from sources within the country. 
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Corporate tax rates: 

Corporate tax rates generally are the same for differing types of income. However, 

many systems have graduated tax rate systems under which corporations with lower 

levels of income pay a lower rate of tax. Some systems impose tax at different rates 

for different types of corporations. Tax rates vary by jurisdiction. In addition, some 

countries have sub-country level jurisdictions that also impose corporate income 

tax. Some jurisdictions also impose tax at a different rate on an alternative tax base. 

Note that some entities may be eligible for tax exemption on part or all of their 

income in some jurisdictions. 

Transfer pricing: 

Transfer pricing is the setting of the price for goods and services sold between 

controlled (or related) legal entities within an enterprise. For example, if a subsidiary 

company sells goods to a parent company, the cost of those goods is the transfer 

price. Legal entities considered under the control of a single corporation include 

branches and companies that are wholly or majority owned ultimately by the parent 

corporation. Certain jurisdictions consider entities to be under common control if they 

share family members on their boards of directors. It can be used as a profit 

allocation method to attribute a multinational corporation's net profit (or loss) 

before tax to countries where it does business. Transfer pricing results in the setting 

of prices among divisions within an enterprise. 

In principle a transfer price should match either what the seller would charge an 

independent, arm's length customer, or what the buyer would pay an independent, 

arm's length supplier. While unrealistic transfer prices do not affect the overall 

enterprise directly, they become a concern when they are misused to lower profits in 

a division of an enterprise that is located in a country that levies high taxes and raise 

profits in a country that is a tax haven that levies no or low taxes. Transfer pricing is 

the major tool for corporate tax avoidance. 
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Disclaimer: 

Information in this compendium is intended to provide only a general 

outline of the subjects covered. It should neither be regarded as 

comprehensive nor sufficient for making decisions, nor should it be 

used in place of professional advice. Author accepts no responsibility 

for any loss arising from any action taken or not taken by anyone 

using this material. This document and the information contained in 

it, is intended solely for the basic understanding of taxing system in 

different judiciaries in connection with its consideration for the 

decision making, before investment in cross borders transactions. 
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