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Preface

While greatly accelerating the pace of all their tax legislation, the world’s governments continue
to rely heavily on indirect taxes as an invaluable source of revenue. As a result, there is increased
risk that taxpayers will be caught unprepared, making a current, detailed guide like the Worldwide
VAT, GST and Sales Tax Guide all the more valuable.

The book’s organization is straightforward. Chapter by chapter, from Albania to Zimbabwe, we sum-
marize indirect tax systems in 134 jurisdictions. All of the content is current on 1 January 2020 with
more recent additions noted.

Each chapter begins with contact information for the key people in that jurisdiction’s EY offices.
We then answer the basic questions practitioners ask about indirect tax systems:

* At a glance, what are the basic features of the major indirect tax in this jurisdiction?

* What is the scope, and who is taxable?

» What are the rates, and how has the country defined the time of supply?

» When can taxpayers recover VAT which they have paid on inputs?

» What are the rules on filing, payment and penalties?

For many years, the Worldwide VAT, GST and Sales Tax Guide has been published annually along
with two companion guides on broad-based taxes: the Worldwide Corporate Tax Guide and the
Worldwide Personal Tax and Immigration Guide. In recent years, those three have been joined by
additional tax guides on more specific topics, including the Worldwide Estate and Inheritance
Tax Guide, the Transfer Pricing Global Reference Guide, the Global Oil and Gas Tax Guide, the
Worldwide R&D Incentives Reference Guide and the Worldwide Digital Tax Guide.

Each represents thousands of hours of tax research, and the entire suite is available free online
along with timely Global Tax Alerts and other great publications on ey.com or in our EY Global
Tax Guides app for tablets.

EY also publishes other indirect tax publications, including current Tax Alerts and, articles. Find
them at ey.com.

You can sign up to receive EY Tax Alerts daily into your inbox at https://globaltaxnews.ey.com/.

EY
April 2020


https://www.ey.com/en_gl/tax-planning

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

About EY Tax Services

Your business will only succeed if you build it on a strong foundation and grow it in a sustainable
way. At EY, we believe that managing your tax obligations responsibly and proactively can make a
critical difference. Our 50,000 talented tax professionals, in more than 150 countries, give you tech-
nical knowledge, business experience, consistency and an unwavering commitment to quality ser-
vice — wherever you are and whatever tax services you need.

© 2020 EYGM Limited.
All Rights Reserved.
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Albania
ey.com/GlobalTaxGuides
ey.com/TaxGuidesApp
Tirana GMT +1
EY

Ibrahim Rugova Str. Sky Tower
6th Floor

1001 Tirana

Albania

Indirect tax contacts

Milen Raikov
(resident in Sofia, Bulgaria)

Soena Foto
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milen.raikov@bg.ey.com
+355 (4) 241-9575, Ext.136
soena.foto@al.ey.com

Anisa Jasini +355 (4) 241-9575, Ext.131
anisa.jasini@al.ey.com
A. At a glance
Name of the tax Value-added tax (VAT)
Local name Tatimi mbi Vleren e Shtuar (TVSH)

Date introduced
Trading bloc membership
Administered by

VAT rates
Standard
Other

VAT number format
VAT return periods

Thresholds
Registration for resident
taxable persons

Registration for exporters,

importers, non-established

businesses

Recovery of VAT by
non-established businesses

B. Scope of the tax

27 April 1995
Central European Free Trade Agreement
General Directorate of Taxes of Albania

20%
6%, zero-rated (0%) and exempt

A23456789B
Monthly

Annual turnover of ALL2 million

Subject to registration regardless of turnover

No

VAT applies to the following transactions:
* The supply of goods and services performed by a taxable person in Albania
* Importation of goods into Albania, regardless of the status of the importer

« Services supplied to taxable persons in Albania by service providers of which the place of busi-
ness is outside Albania

* Certain supplies of services rendered to nontaxable persons in Albania by providers whose
place of business is outside Albania, such as digital services and services related to an immov-
able property located in Albania
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The use of goods or services purchased or produced in the course of a business activity for private
purposes constitutes a taxable supply to the extent the VAT on those supplies was deducted.

C. Who is liable

Any person (entity or individual) that makes supplies in the course of the person’s independent
economic activity is liable to VAT.

Taxable activities also include “the exploitation of tangible or intangible property for the pur-
poses of obtaining income from that on a continuing basis.”

Exemption from registration. The VAT law in Albania does not contain any provision for exemp-
tion from registration.

Voluntary registration and small businesses. A taxable person established in Albania is obliged to
register for VAT purposes and charge VAT if the annual turnover in the previous 12 months
exceeds ALL2 million. Once this threshold of ALL2 million is exceeded, any supply shall be
subject to VAT, and the taxable person is required to apply for VAT registration within 15 days.

Taxable persons with an annual turnover less than ALL2 million may voluntarily register for VAT,
and that taxable person must remain registered for a minimum of two years.

For agricultural producers, for which the compensation scheme for farmers applies (see further
details under Section I. Returns and payments) and which operate as individual farmers, the
minimum registration limit for VAT purposes is a turnover of ALLS5 million in a calendar year.

Persons involved in import or export activities and taxpayers who supply professional services
must register for VAT regardless of the amount of turnover.

Group registration. Group VAT registration is not allowed in Albania.

Non-established businesses. A “non-established business” is a business that does not have a fixed
establishment in Albania.

No VAT registration threshold applies to taxable supplies made in Albania by a non-established

business. A non-established business must register for VAT in Albania if it engages in any of the

following supplies:

* Supply of goods located in Albania at the time of supply

* Certain supplies of services to nontaxable persons in Albania, such as digital services and ser-
vices related to an immovable property located in Albania

* Import and export activities in Albania

Tax representatives. A non-established business must appoint a resident VAT representative to
register for VAT purposes in Albania unless the reverse-charge mechanism applies. The VAT
representative may act on behalf of the taxable person for all purposes related to VAT and is
jointly liable for compliance with all VAT obligations of the non-established business.

Reverse charge. The reverse-charge mechanism applies to supplies of services made by a non-
established business to taxable persons in Albania. A non-established business is not required to
register for VAT if all its taxable supplies in Albania fall under the reverse-charge mechanism.

Domestic reverse charge. A domestic reverse charge rule is applicable in the case of self-supply
of goods or services by a taxpayer for its economic taxable activity.

Digital economy. Albania follows the destination principle with regard to cross-border digital
services supplied to nontaxable persons in Albania. The place of supply of cross-border digital
services to nontaxable persons is the place where the nontaxable person is established or where
he has his permanent address or usually resides. As a consequence, a foreign service supplier
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providing digital services to a nontaxable person in Albania should register for VAT purposes in
Albania by appointing a VAT representative in the country to account for and pay VAT liability.

Online marketplaces and platforms. The above rules for the digital economy also apply to online
marketplaces and platforms, i.e., the place of supply for services supplied by electronic means to
nontaxable persons is the place where the that person is established or where he has his perma-
nent address or usually reside.

Registration procedures. The application for registration can be performed online or at the Nation-
al Business Center (NBC). A taxable person may personally or through an authorized person submit
the registration form with the NBC. The registration procedure lasts three to four working days.

Deregistration. Every taxable person registered for VAT may request to be deregistered if turnover
fell below the VAT registration threshold during the previous 12 months. Such deregistration
becomes effective six months after the request. Taxable persons ceasing their economic activity
must request deregistration within 15 days from the termination of their activity.

D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT, including the zero rate.

The VAT rates are:

« Standard rate: 20%
* Reduced rate: 6%
 Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods and services unless a specific measure
provides for a reduced rate, the zero rate or an exemption.

Certain supplies are referred to as “exempt-with-credit” (i.e., zero-rated), which means that no
VAT is chargeable, but the supplier may recover the input tax (effectively zero-rated).

Examples of goods and services taxable at 0%
* Exports of goods
* International transport
* Services relating to maritime activities
* Supplies under diplomatic arrangements
* Supply of gold to the Central Bank of Albania
* Intermediary services related to zero-rated supplies or services rendered abroad

Examples of goods and services taxable at 6%

* Supplies of accommodation services by the accommodation facilities

* Supplies made within five-star accommodation structures of an internationally known trademark

* Supplies of accommodation and restaurant services, excluding beverages, by the certified struc-
tures operating in agritourism

* Supplies of advertising services by audiovisual media

* Supply of licensed public transport equipped with electric motors, with nine plus one places or
more, by 31 December 2021 (starting from 1 January 2022, the rate of VAT rate for such sup-
plies will be 10%)

* Supply of books of any type

The term “exempt supplies” refers to supplies of goods and services that are not liable to VAT
and that do not qualify for input tax deduction.
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Examples of exempt supplies of goods and services

* Hospital services and medical care

* Insurance and reinsurance services

* Supply and rent of land and buildings

* Financial services

* Postal services

* Education services

» Hydrocarbon exploration operations

* Printing and sale of publications

* Betting, lotteries and gambling

* Importation of machinery and equipment used for inward processing of goods or in the imple-
mentation of contracts of ALL50 million or more

* Importation of production machinery for small business

* Import of raw materials used for the manufacture of medicines, with the exception of dual-use
substances, carried out by holders of production authorization

* Agricultural machinery

* Agricultural inputs, such as fertilizers, pesticides, seeds and seedlings

* Veterinary services, except veterinary services for domestic animals

» New vehicles with electric motor, zero km, that have not been previously registered for circula-
tion in any other country

* Supply related to the construction/reconstruction process in the case of natural disasters upon
receipt of the authorization by the General Tax Director

* Supply of services and goods directly to the constructor engaged with the building process in
the case of natural disasters, when authorized by the General Tax Director

Option to tax for exempt supplies. The Minister of Finance may grant through a decree the right
to opt for taxation for the following VAT exempt supplies:

* Financial transactions

* The supply of building and of the land on which the building stands

* The supply of land

* Leasing of immovable property

E. Time of supply

VAT becomes due at the “time of supply” unless otherwise provided in law. The time of supply
is considered to occur when an invoice is required to be issued or when goods or services are
delivered. The invoice should be issued at the moment that the supply of goods or services takes
place. If the payment is made before the delivery of goods or services, the moment of supply is
the moment when the payment is made.

The time of supply for a continuous supply of goods and services, including construction services,
is considered to be the month when the invoice is issued. Invoices should be issued on a monthly
basis.

Deposits and prepayments. Where a payment is to be made on account before the goods or ser-
vices are supplied, VAT shall become chargeable on receipt of the payment and on the amount
received.

In case of any amount paid or retained in the form of a guarantee deposit in relation to the perfor-
mance of a supply of goods or service, VAT shall become chargeable at the moment the deposit is
received. In case the amount of deposit is returned to the customer, then the necessary adjustment
should be made for VAT purposes.
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Exemption from the above is granted to the guarantees deposited in a bank deposit account or to
a third party, without the right of use. In such case, VAT shall become chargeable at the moment
that the deposit guarantee is executed.

Continuous supplies. Supplies of goods and services performed on a continuous basis, within a
period of time (as prescribed in the supply agreement between the customer and supplier, for
example invoices to be issued on a monthly basis), including construction operations, shall be
deemed to have been made in the same month in which the invoice is issued.

Where payment is made in advance of the invoice being issued, there are no special time of sup-
ply rules in Albania for this scenario. As such, the general time of supply rule applies (as outlined
above), which is when the payment is made.

Goods sent on approval for sale or return. There are no special time of supply rules in Albania for
supplies of goods sent on approval for sale or return. As such, the general time of supply rules
apply (as outlined above).

Reverse-charge services. Invoices for reverse-charge services are required to be issued by the
14th day of the month following the month in which VAT becomes due.

Leased assets. In the case of leased assets, the VAT becomes due at the time when the periodic
monthly payments are invoiced to the lessee. In the case of a financial lease, whereby the option
to buy the leased assets is exercised, VAT becomes due on the sale of assets, at the moment the
final invoice is issued to the customer.

Imported goods. The time of supply for imported goods is the date of importation or the date on
which the goods exit a duty suspension regime.

F. Recovery of VAT by taxable persons

A taxable person may recover input tax, which is the VAT that the taxable person paid on the
purchase of goods and services that were used to provide taxable goods and services in Albania.
A taxable person may also recover VAT related to the overseas supply of services (outside the
scope of Albanian VAT) that would have been taxable if made in Albania. A taxable person gen-
erally recovers input tax by deducting it from output tax, which is the VAT charged on supplies
made.

Input tax includes VAT charged on goods and services supplied in Albania, VAT paid on imports
of goods and VAT applied to reverse-charge services.

Nondeductible input tax. Not all input tax is deductible. Generally, input tax may not be recovered
on purchases of goods or services that are not used for business purposes.

Examples of items for which input tax is not deductible
» Expenditure on fuel unless the payer is a company that purchases the fuel for trading purposes
» Expenditure on trips and per diems and hotel accommodation
» Expenditure on cars, unless the business activity consists of the trading or renting of cars such
as car rentals, taxi services and ambulances

Examples of items for which input tax is deductible
(if related to a taxable business use)
 Expenditure relating to publicity and promotional articles
» Expenditure relating to representative expenses up to the amount of expenses that are recognized
as deductible for corporate income tax purposes
» Expenditure on fuel used solely for carrying on taxable economic activity up to the limit
defined by a decree issued by the Minister of Finance
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Partial exemption. If a supply of a good or service is used partly for purposes of taxable supplies
and partly for exempt supplies, the taxable person may not deduct input tax in full. This situation
is known as “partial exemption.” The calculation of the amount of input tax that may be recovered
is made on a pro rata basis by using the following formula:

VAT creditable turnover

Amount of relevant input tax X
Total annual turnover

During the tax year, the pro rata VAT due may be calculated based on the preceding year’s results.
The calculation must be adjusted by 31 January of the following year to reflect the actual results
of the tax year. The calculation does not include supplies of capital goods used by the taxable
person for business purposes, nor does it include incidental real estate and financial transactions.

Capital goods. Capital goods are items of capital expenditure that are used in a business over sev-
eral years. Input tax is generally deducted in the VAT year in which the goods are acquired. If the
business comprises both taxable and exempt supplies and the capital goods do not only serve tax-
able supplies, the amount of input tax recovered depends on the taxable person’s partial exemption
recovery position in the VAT year of acquisition. The amount of input tax recovered is adjusted over
time if during the adjustment period the taxable person’s pro rata calculation changes or the capital
good is transferred to an exempt activity with no right to deduction.

The capital goods adjustment period is as follows:
» Immovable capital assets: 10 years
* Movable capital assets: 5 years

In case of pro rata changes during the adjustment period, the adjustment is made for 1/5 for mov-
able capital goods and 1/10 for immovable capital goods, while for transfer of capital goods to
an exempt activity the adjustment is made for the remaining years of the adjustment period.

Refunds. A taxpayer may claim a VAT refund if both of the following conditions are satisfied:

* The taxpayer carried forward the relevant amount as a VAT credit balance in the following three
consecutive months.

* The amount claimed exceeds ALL400,000.

The taxpayer must file a “Request for Refund” form, as prescribed in the VAT law, with the rele-
vant tax office. The tax office must verify the fulfillment of the refund conditions and approve
the refund within 60 days.

Pre-registration costs. A taxable person cannot recover any input tax incurred on goods or ser-
vices supplied to it before VAT registration.

Write-off of bad debts. Taxable persons who have not received partial or total payment for a taxable
supply may claim the VAT charged as input tax if all of the following conditions are satisfied:

* The debt has remained outstanding for more than six months.

* The amount has been written off.

* A court has recognized the debt as uncollectible because the debtor is insolvent.

Noneconomic activities. To the extent that they do not distort competition, payments received by
not-for-profit organizations, such as grants, donations and membership dues, are considered to
be noneconomic activities on which no VAT is due. The same applies to the performance of
public services by the public authorities.

G. Recovery of VAT by non-established businesses
Non-established businesses not registered for VAT in Albania may not recover input tax.



10 ALBANIA

H. Invoicing

VAT invoices. A taxable person must provide a VAT invoice for all taxable supplies made, includ-
ing exports. The invoice must comply with the requirements set out in the VAT law.

Credit notes. A VAT credit note may be used to reduce the VAT charged on a supply of goods or
services; a debit note may be used to increase the amount of VAT. Tax credit and debit notes must
be cross-referenced to the original VAT invoice.

Electronic issuance of invoicing. Electronic invoices are permitted, subject to acceptance by the
recipient. The authenticity of the origin and the integrity of their content must be guaranteed by
means of an advanced electronic signature or by means of electronic data interchange (EDI).

Simplified VAT invoices. The taxpayers subject to the regime of small businesses (i.e., annual turn-
over less than ALL2 million), may issue simplified VAT invoices, but only of goods or services
paid in cash.

Self-billing. Self-billing is allowed in Albania, i.e., the buyer can bill themselves on behalf of the

supplier. Self-billing is only allowed under the following conditions:

* Both the supplier and the customer should be taxable persons registered for VAT.

* The supply should be taxable, not exempt.

* A written agreement should be in place between the supplier and the buyer, in which is pro-
vided for a procedure for the acceptance by the supplier of the invoices issued by the buyer.

* Any invoice issued by the buyer in the name and on behalf of the supplier must be approved by
the latter.

* The buyer should notify the tax authority in advance.

* The buyer should undertake the obligation to declare and pay VAT in the name and on behalf
of the supplier.

* The invoice issued by the buyer should identify the data (name, VAT ID, address, etc.) of the
supplier and should indicate “Self-Billing.”

Proof of exports. No VAT is chargeable on exported goods if exporters have documented their
supplies with an official customs declaration.

Foreign currency invoices. An Albanian VAT invoice must be issued in Albanian lek (ALL). If an
invoice is received in a foreign currency, the amounts must be converted into lek. The exchange
rate used for imports is determined by Customs, while the exchange rate for domestic VAT sup-
plies is the rate published by the Central Bank of Albania for the date of the invoice.

Supplies to nontaxable persons. For supplies made by a taxable person to a nontaxable person (pri-
vate consumer), with a maximum value of up to ALL40,000, the supplier is not obliged to issue
a fiscal invoice, unless the nontaxable person requests issuance of the fiscal invoice.

Records. A taxable person is required to keep records, including records of all supplies made by
them, all supplies made to them and all imports and exports of goods carried out by them as part
of their economic activity, in compliance with the law “On accounting and financial statements.”
They are required to keep records of all invoices and any supporting documents issued by/to the
taxable person, in respect of supplies made or received.

Record retention period. The period during which the taxable person must ensure that the invoic-
es and supporting documents are retained, is five calendar years, starting from the next year fol-
lowing the invoice/document issuance. They shall be retained in the original form in which they
were sent or made available, whether in paper or electronic form. In addition, in case of invoices
stored by electronic means, the data that guarantee the authenticity of the origin of the invoices
and the integrity of their contents, must also be stored by electronic means.
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Electronic archiving. The taxable person shall have the right to designate the place of storage of
the invoices or of the information retained, provided that they make them available to the com-
petent authorities immediately upon request. If records are kept on a computer or as electronic
data, the taxpayer should provide tax authorities access to the place where records are held and
access to computers or other devices to inspect the records that are held as electronic data.

l. Returns and payments

Periodic returns. The tax period is a calendar month. Purchase and sales ledgers must be sub-
mitted monthly by the 10th day of the following month. Following the recent fiscalization
reform (introduced January 2020), the VAT return must be automatically generated by the tax
authorities based on the information provided in the sale and purchase ledgers. However, tax-
payers have the right to review and amend the VAT return accordingly. The deadline for VAT
payment is the 14th day of the month following the tax period. For imports, VAT is payable
upon importation.

Please note that the law introducing the fiscalization reform will enter into force 1 September
2020 for taxpayers with an annual turnover over ALL8 million. For all other taxpayers the fiscal-
ization reform will enter into force from 1 January 2021.

Taxpayers with an annual turnover above the minimum VAT registration limit, but not more than
ALLS million, must submit VAT returns on a monthly basis, by the 14th day of the first month
following the end of each quarter of the calendar year. Purchase and sales ledgers must be sub-
mitted on a monthly basis, by the 10th day of the first month following the end of each quarter
of the calendar year.

For a taxpayer that is newly registered, the first tax period begins on the date of the registration,
as stated in the certificate of registration, and ends on the last day of that month.

VAT payable by a taxpayer for a tax period equals the VAT on the total taxable value of supplies
made during the tax period minus any input tax allowed as a deduction.

Periodic payments. VAT payable by a taxpayer for a tax period equals the VAT on the total tax-
able value of supplies made during the tax period minus any input tax allowed as a deduction.

Electronic filing. Taxpayers must electronically submit the purchase and sales ledgers and VAT returns.
Payments on account. Payments on account are not required in Albania.
Special schemes.

Travel agencies. This scheme applies to transactions where the travel agency deals with customers
in its own name and uses the supplies of other taxable persons in the provision of travel services.
In this case, the taxable amount for services supplied to customers is the travel agency’s margin,
i.e., the difference between the total amount charged to the customer and the actual purchase price
the travel agency paid for the services. The input tax incurred by travel agents may not be deducted.

The special scheme does not apply to travel agencies that only act as intermediary, in which case
the supplies and services of other taxable persons can be treated as disbursements.

Secondhand goods, works of art, collector's items and antiques. Taxpayers must electronically
submit the purchase and sales ledgers and VAT returns.

Compensation scheme for farmers. The taxable person (purchaser) of the agricultural services
and goods is required to issue an invoice for purchases from farmers benefiting from this scheme
for the taxable amount exclusive of VAT and then add VAT at the rate of 6%. The buyer pays the
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farmer the total price including the VAT calculated. The additional 6% is considered to be a
compensation for the farmer for the input tax that has been incurred. The taxable person (pur-
chaser) must account for the VAT on the invoice but is entitled to recover the VAT subject to
normal recovery rules.

Investment gold. A special VAT scheme applies to investment gold. The taxable value of pro-
cessed gold, imported gold and processed gold supplied domestically, does not include the value
of gold used as raw material. At the same time, the taxable value of an import or supply within
the country includes material components such as: silver, precious stones, plastics, labor, pro-
cessing wastage, etc.

* Taxable value of imported processed gold:

— The taxable value of imported processed gold, shall be determined in accordance with cus-
toms and tax legislation. The supporting document is the foreign supplier’s invoice issued to
the domestic buyer, indicating the value of gold converted into pure gold, out of the total
value of imported gold. In absence of such a breakdown, the importer cannot exclude from
the taxable value of the import the value of gold used as raw material.

* Taxable value of processed gold supplied domestically:

— The value of a supply within the country is the full payment for that supply. The taxable value
of processed gold supplied domestically is calculated by deducting from the full supply
charge the value of gold used as raw material. The supporting document is the invoice of the
supplier indicating separately the value of the gold used as the raw material. In absence of
such a breakdown, the supplier cannot exclude from the taxable basis the value of gold used
as raw material. Irrespective of the supply nature, wholesale or retail, and irrespective of the
supply value, the taxable person shall issue a tax invoice as provided in VAT law.

Annual returns. Annual returns are not required in Albania.

Supplementary filings. No supplementary filings are required in Albania. In the case of underpaid
VAT for a certain tax period and if no tax audit has been undertaken by the tax authorities, the tax-
payer can voluntarily amend the VAT return to adjust the situation. No penalties for late payment
of VAT will be applicable.

Digital reporting. The fiscalization reform aims to provide the tax authorities with a better control
system and more efficient tax inspection. The proposed fiscalization system is a set of measures
used to reduce tax evasion in cash and noncash transactions. In the process of fiscalization, all
transactions (invoices) are reported in real time to the tax authorities. For the purpose of identify-
ing and tracking each transaction, each invoice will be given a unique invoice number.

From 1 September 2020, all business-to-customer (B2C) transactions will be reported to the
tax authorities in real time based on the new fiscalization system. And from 1 January 2021,
all business-to-business transactions (B2B) and business and government transaction (B2G)
will be made using electronic invoicing.

J. Penalties

The Albanian Tax Procedures Law (No. 9920, dated 19 May 2008), as amended, provides for the
penalties described below.

Penalties for late registration. Noncompliance with the requirement to register or to update reg-
istration data triggers a penalty that can range from ALL10,000 to ALL15,000.

Penalties for late payment and filings. Each late tax filing is subject to a penalty that can range
from ALL5,000 to ALL10,000. Late payment of a tax obligation triggers a penalty amounting to
0.06% of the tax due for each day of delay, up to a maximum of 365 days (i.e., capped at 21.9%).
In addition, default interest applies.
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Penalties for errors. Erroneous completion of a tax filing or a tax refund claim is subject to a
penalty of 0.06% of the tax due for each day of delay, up to a maximum of 365 days. In addition,
default interest applies.

Penalties for fraud. Concealment of tax obligations constitutes a fiscal evasion and is subject to
a penalty of 100% of the tax amount evaded.

Improper administration of sales and purchases books and documentation is subject to a pen-
alty that can range from ALL10,000 to ALL50,000.

The failure to issue a VAT fiscal invoice for the whole amount of the transaction is subject to
a penalty of 100% of the undeclared and unpaid tax liability.

Criminal offenses carried out by taxpayers are penalized under the criminal code. These offenses
relate to certain situations, including, but not limited to, the following:

« Taxpayers willfully engaging in fiscal evasion

» Taxpayer not paying taxes to the state budget

* Taxpayers destroying and concealing important tax documents and information
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A. At a glance
Name of the tax Value-added tax (VAT)
Local name Taxe sur la Valeur Ajoutée (TVA)

Date introduced
Trading bloc membership
Administered by

VAT rates
Standard
Reduced
Other

VAT number format

VAT return periods

Thresholds
Registration
Deregistration

Recovery of VAT by
non-established businesses

B. Scope of the tax

April 1992
Member of the Greater Arab Free Trade Area
Ministry of Finance

19%

9%

Zero-rated (0%) and exempt

XXXXXXXXXXXXXXX (15 Digits) XXXXXX (+ 5 Digits
for branches)

Monthly

None
None

No

VAT applies to the following transactions:
« Sales transactions, construction works and services of industrial, commercial or artisanal nature,
when they are carried out in Algeria on an usual or occasional basis

* Import operations

In respect of the Algerian VAT territoriality, a business is deemed performed in Algeria:
* Sales transactions: when they are carried out with conditions of delivery in Algeria

Or

* Other operations: where the service rendered, the right assigned, the object rented, or the car-
ried-out studies are used or exploited in Algeria
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C. Who is liable

A taxable person is any person carrying out transactions within the scope of VAT, whether such
transactions give rise to the payment of VAT or are exempt. Persons liable for VAT in Algeria are:
 Producers, such as:

— Individuals or legal persons who, mainly or incidentally, extract or manufacture goods,
fashion them or transform them as manufacturers or entrepreneurs of manufacturing activi-
ties to give them their final form or their commercial presentation under which they will be
delivered for use or consumption by the consumer, whether the processing operations
involve the use of other materials or not

— Individuals or legal persons who replace the manufacturer to carry out, either in its factories
or outside its factories, all operations relating to the manufacture or the definitive commer-
cial form of products such as packaging or in receptacles, the shipments or deposits of such
goods whether they are sold under the brand name or on behalf of those who carry out such
operations

— Persons or companies that have the operations referred to above, carried out by third parties

» Wholesalers, performing the following:

— Deliveries relating to articles which, because of their nature or use, are not usually used by
individuals

— Deliveries of quantities of goods of the same prices, performed in bulk or in detail

— Deliveries of products for resale regardless of the quantity delivered

* Subsidiaries, performing the following:

— A subsidiary company would be any company that ensures the operating part of one or more

branches of another company, which is under the control or direction of the latter

For importers, the taxable base for VAT is constituted of the customs value of the goods, plus all
customs duties and taxes, excluding VAT itself. The operative event is constituted by the customs
clearance of the goods. The customs officer is in charge of calculating the VAT due related to the
imported goods. The VAT is payable by the importer.

Self-supplies are subject to VAT. The taxable base is determined as follows:

* For self-supplies of movable assets: by the wholesale prices of similar goods or, otherwise by
the price increased by the normal profit of the manufactured goods

* For self-supplies of immovable assets: by the cost price

Exemption from registration. There are no VAT registration requirements applicable to non-
established businesses that source cross-border supplies of goods or services.

For imported goods, there is no requirement for the nonresident supplier to collect the Algerian
VAT. In practice, the VAT is paid by the Algerian importer when the goods are cleared at customs.

For imported intangibles (i.e., supplies that do not require payment of the VAT at customs), if the
Algerian client is a business, it is required to reverse charge VAT.

Voluntary registration and small businesses. Taxpayers under the common law taxation regime
may voluntarily register for VAT. It must be natural or legal persons whose activity is outside the
scope of VAT, insofar as they deliver:

* Through exports

* To oil companies

* To other VAT liable taxpayers

* To companies benefiting from the VAT-free purchase option

Group registration. It is possible to consolidate VAT at the level of a group’s head company. The
group will be considered as a single entity for all VAT purposes. Nonetheless, no specific VAT
registration of the group is required.
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Non-established businesses. Nonresident companies that do not have a presence in Algeria may
be subject to Algerian VAT if they carry out transactions deemed to be within the scope of Alger-
ian VAT.

Tax representatives. A tax representative can be appointed for permanent establishment purpos-
es. However, no specific tax representative can be appointed for VAT registration purposes only.

Reverse charge. The reverse-charge mechanism is applicable to the supply of services by taxable
persons established outside Algeria, with no legal presence locally. The local customer must pay
the due VAT on behalf of the foreign provider and declare it on monthly tax returns.

Domestic reverse charge. There are no domestic reverse charges in Algeria.

Digital economy. Internet access royalties are exempted from VAT. In addition, from 30 December
2019, sales operations carried out by electronic means (i.e., via the internet) are subject to VAT
at the reduced rate of 9%.

Online market places and platforms. Aside from the reduced rate applying to supplies carried out
by electronic means, no further special rules exist for online marketplaces and platforms in
Algeria.

Registration procedures. Every individual who would practice an industrial, commercial or non-

commercial profession, and every legal entity or permanent establishment must, before the ini-

tiation of the activity, file at the territorially competent tax authority a declaration of existence.

The declaration of existence must be accompanied by:

* A copy of the Articles of Association for the legal entities

* A copy of the agreement or the administrative authorization if the activity or the place where the
activity is performed is subject to a prior authorization

After filing the declaration of existence, the taxpayer is provided with a registration certificate
which applies as a registration for all tax purposes (there is no specific registration for VAT).
Afterwards, the taxpayer obtains a tax identification card, which includes the tax identification
number.

The application for registration must be submitted by the taxpayer itself or its legal representative
or by any other person with a power of attorney to register a taxpayer. Accordingly, there is no
specific online registration for VAT purposes.

Deregistration. There is no special procedure or form required to deregister. It should be part of
the overall tax deregistration.

D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT, including the zero rate.

The VAT rates are:

« Standard rate: 19%
* Reduced rate: 9%
 Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods or services, unless a specific provision
allows for a reduced rate, the zero rate or exemption.

From 30 December 2019, the Algerian Government enacted the Finance Act for 2020, which
included the introduction of a new VAT rate set at 0% for acquisition of goods and services ben-
efiting from VAT exemption or VAT free purchase regime realized by taxpayers registered with the
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Direction of Large Companies (DGE). Initially this change will impact taxpayers registered with
the DGE. For such businesses, it takes effect from 1 April 2020. For all other taxpayers it will take
effect from 1 January 2021.

Examples of goods and services taxable at 0%
* Acquisition of products, goods and services already benefiting from a VAT exemption or VAT
franchise regime. Article 9 of the VAT Code provides a limited list of the goods and services
exempted from VAT.

Examples of goods and services taxable at 9%
* Supply of natural gas for a consumption of less than 2,500 thermal units per quarter
* Supply of electrical energy (TDA No. 27.16.00.00), for low-voltage electricity consumption of
less than 250 kilowatt-hours (KWH) per quarter
* “Completely Knocked Down” (CKD) and “Semi Knocked Down” (SKD) kits (dedicated to the
automobile industry)
* Sales operations carried out by electronic means (via the internet)

The term “exempt supplies” refers to supplies of goods and services that are not liable to VAT
and that do not qualify for input tax deduction.

Examples of exempt supplies of goods and services
« Constructions and services relating to the prospecting, research, exploitation, liquefaction or
pipeline transport of liquid and gaseous hydrocarbons, carried out by or on behalf of the
national hyrocarbon company SONATRACH
« Exportations of goods and services

Please note that from 30 December 2019, taxpayers eligible to the “lump sum tax regime” are
physical persons performing industrial, commercial, and artisanal activities whose annual turn-
over does not exceed DZD15 million, excluding some activities listed by Article 282 of the VAT
Code.

Option to tax for exempt supplies. Taxpayers making exempt supplies may opt to tax such supplies
by request to the tax authorities.

E. Time of supply
The VAT tax point rules depend on the nature of the transaction and the related sector:

The tax point for the sale of goods is at the earlier of when the goods are physically delivered or
when the invoice is issued (i.e., the legal delivery) to the customer.

The tax point for construction works is the time full or partial payment is made.
The tax point for services is the time full or partial payment is made.

Deposits and prepayments. Where the deposit is not considered as a part of the price nor as a part
of a turnover, then no VAT is due on the deposit, except for a bank deposit which is considered
as a service provided by the bank.

Where the prepayment is part of the total price and therefore subject to VAT two scenarios are to

be considered:

* Goods: the tax point is normally the date of delivery of goods. However, in case of prepayment
or advance payment, VAT will be applicable on the amount paid in advance.

* Services: prepayments are considered as partial payments of the price, thus the date the prepay-
ment made is considered as the tax point.

Continuous supplies of services. There is no special time of supply rules for continuous supplies
of services. These types of supplies are subject to the general rules (see above).
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Goods sent on approval for sale or return. The tax law does not explicitly refer to goods delivered
for approval; the delivery is considered as completed once the propriety of the goods is trans-
ferred from the seller to the buyer. In that case, the taxable event is the approval of the client.

Reverse-charge services. The reverse-charge mechanism is applicable to the supply of services
by taxable persons established outside Algeria, with no legal presence locally. The local cus-
tomer must pay the due VAT on behalf of the foreign provider and declare it on monthly tax
returns.

Leased assets. Leasing operations, services, studies and research as well as any operation other
than sales and construction works are subject to VAT at the date of collection or partial payment.

Imported goods. The tax point for imported goods is the date on which the goods are customs
cleared.

Deemed supplies. There is no special time of supply rules for deemed supplies. These types of
supplies are subject to the general rules (see above).

F. Recovery of VAT by taxable persons

A taxable person may recover input tax charged on goods and services supplied to it, for business
purposes. A taxable person generally recovers input tax by offsetting it against output tax charged
on supplies made. Input tax includes VAT charged on goods and services supplied in Algeria, VAT
paid on imports of goods and VAT self-assessed by the taxable recipient under the reverse-charge
mechanism.

A valid tax invoice or customs document is compulsory for a VAT refund claim.

Nondeductible input tax. The right to deduct is not available where there is no conformity with
the operating principles of VAT. Moreover, input tax is not recoverable on purchases of goods and
services that are not used for business purposes (for example, goods acquired for private use).

Examples of items for which input tax is nondeductible
* Acquisition of passenger’s cars that are not considered as the main means of the company
* Restaurant meals and entertainment for employees and clients
* Hotel accommodation for clients
* Reception costs

Examples of Items for which input tax is deductible
(if related to a taxable business use)
* Service costs related to the business such as consulting reports, studies
* Lease payments related to the company’s office
* Acquisition of goods to be resold to the company’s customers

Partial exemption. Input tax directly related to exempt supplies is generally not recoverable. If an
Algerian taxable person performs both exempt and taxable supplies, it may only recover a portion
of input tax. This situation is referred to as “partial exemption.”

For the calculation of deductible VAT, partial taxpayers are subject to specific rules which have
the effect of limiting the deduction to a fraction of the tax collected on their services and goods.

This fraction is equal to the amount of the said tax affected by a general percentage of deduction
called “pro rata.”

Capital goods. There are no specific regulations that apply to the refund of VAT for capital goods
in Algeria. As such, the general input tax recovery rules apply.
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Where a capital good is acquired for less than five years and then it is transferred, the VAT
deducted upon the asset’s acquisition should be reversed according to a pro rata for the remaining
years.

Where a taxpayer carries out both activities that are “taxable and exempt” (i.e., partial exemp-
tion), the deduction of the VAT should be made under the prorate rule. See the subsection above
for more details.

Refunds. In case of a VAT credit, it is possible to ask for a refund of VAT in the following four
cases:

» Exempt supplies (including exports)

* Supplies to a sector or clients benefiting from a VAT exemption purchase certificate

» Termination of taxable activities

* In case of VAT rate differences between input and output tax

Taxpayers must meet the following conditions for being eligible for a VAT refund:

* Hold regular and compliant bookkeeping

* Provide a copy of the tax role (no tax debts)

* The reporting of the estimated deductible VAT amount on the monthly declarations by the
beneficiary

* The VAT refund request must be made to the director of the competent tax authorities’ office
no later than the 20th of the month following the quarter for which the refund is requested

Pre-registration costs. Input tax incurred in relation to pre-registration costs is not recoverable in
Algeria.

Write-off of bad debts. A taxable person is entitled to recover any VAT already accounted for to
the tax authorities in respect of unpaid debts. VAT on a bad debt is recovered at the VAT rate that
was applied to the original transaction.

Noneconomic activities. Input tax incurred in relation to noneconomic activities is not recover-
able in Algeria.

G. Recovery of VAT by non-established businesses

Non-established businesses have no tax registration in Algeria, and therefore do not fulfill refund
conditions foreseen by law. Accordingly, no recovery is currently possible in Algeria for non-
established businesses.

H. Invoicing

VAT invoices. Any person liable for VAT who supplies goods or services to another taxable person
must issue to the latter an invoice or document serving as an invoice.

Invoices or documents serving as an invoice, drawn up by the taxable persons, must necessarily
show, in a distinct manner, the following information:

* Name and information of the seller (corporate name, legal form of the taxpayer)

» Name and information of the customer (denomination, address, trade register number, tax ID)
* Date

* Unit price excluding taxes

» Total price excluding taxes

* Nature and rate of the applicable taxes, notably VAT

* The total amount of the invoice including VAT

Credit notes. A VAT credit note may be used to reduce the VAT charged and to be reclaimed on
a supply. It is also possible to cancel an incorrect invoice and issue a revised one.
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Electronic invoicing. Electronic invoicing is allowed in Algeria. The invoice does not need to be
verified by the tax authority before issuing. It is, however, recommended to print and store all
invoices, in the event that any invoices are requested for inspection in the case of a tax audit by
the tax authority. The Algerian law provides some requirements for any issued electronic invoice,
most notably to include the purchaser/the buyer information, the price excluding taxes, the VAT
rate and the net amount. If the electronic invoice does not contain such required information, then
the invoice may be rejected, notably by the tax authorities for the deduction of the related VAT.

Simplified invoices. Authorization of simplified invoices is granted expressly to taxable persons
by the administration in charge of the commerce and can only be used for transactions that are
repetitive and regular sales-related sales of goods to the same customer. Summary invoices are
allowed for covering transactions with a customer, for a maximum period of one month. It must
contain the prescribed information as outlined above for full VAT invoices.

Self-billing. Self-billing is not allowed in Algeria.

Proof of exports. To benefit from VAT exemption on exports, the taxpayer must:

* Provide a document issued by the bank, proving the repatriation of export’s payment in foreign
currency

+ Join the above document to the annual tax return in order to justify the exemption of the related
profit from corporate income tax (before 30 April of the following year)

Foreign currency invoices. Invoices related to import/export transactions are allowed to be in
foreign currency, however, the applicable VAT is generally issued in a separate invoice in
Algerian dinars.

Supplies to nontaxable persons. No special rules apply for supplies to non-VAT taxable customers.
Full VAT invoice rules apply.

Records. Records must be kept for a minimum of four years, in line with the tax audit prescription.
However, for Algerian trade legislation the prescription is fixed at 10 fiscal years.

Record retention period. Records of invoices must be kept for a period of 10 years, in line with
the Algerian trade legislation.

Electronic archiving. Documents can be archived electronically and physically. However, in case
of a tax audit, the physical document should be made available for the tax authorities.

I. Returns and payments

Periodic returns. In principle, any person registered for VAT is required to file periodic returns and
pay the relevant tax due to the Treasury. The said return is called G-50 form and is filed monthly
to the competent tax authority (within the first 20 days following the end of the month). The form
must state all information related to turnover, collected, payable and deductible VAT.

Periodic payments. Payments are to be made alongside the monthly tax return filling and should
be remitted to the tax authorities before the 20th of the following month.

In the case of payments after the deadlines, penalties for late payment apply, counted from the
date on which they should have been paid. However, when the electronic payments made within
the given deadlines, suffer a delay not incumbent neither on the taxpayer nor on the financial
institution provided that this delay does not exceed 10 days as from the date of the payment, the
late penalties do not apply.

Electronic filing. VAT must be reported electronically on the monthly tax return (G50 form). If
the taxpayer is registered at the “Direction of Large Companies” (DGE) which is the tax author-
ity where large companies register, the monthly tax return should be submitted on DGE’s online
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platform called “JIBA-YA’TIC.” It is recommended to print it afterward to keep it in the tax-
payer’s records.

If the taxpayer is registered at a regional tax inspection, the monthly tax return should be printed
and remitted physically to the tax collector.

It is always recommended to keep physical copies at the level of the taxpayer, as they are required
in case of a tax audit.

Payments on account. Payments on account are not required in Algeria.
Special schemes.

Cash accounting. From 30 December 2019, taxpayers eligible to the “lump sum tax regime” are
physical persons performing industrial, commercial, artisanal activities whose annual turnover does
not exceed DZD15 million excluding some activities listed by Article 282 of the VAT Code.

Annual returns. Annual returns are not required in Algeria.

Supplementary filings. In the case of a taxpayer carrying out wholesale activity, a dedicated tem-
plate, including the information related to the clients, must be filed. This template should be sub-
mitted on an annual basis.

Digital reporting. No digital reporting requirements apply in Algeria. For taxpayers registered at the
“Direction of Large Companies” (DGE), the monthly tax return should be submitted on DGE’s
online platform called “JIBAYA’TIC.”

J. Penalties

The breach of the laws and regulations governing VAT are sanctioned by tax or correctional
penalties depending on whether the alleged offenses have been committed in good faith and
without fraudulent intent or, on the contrary, whether the offense is due to fraudulent acts com-
mitted knowingly.

Penalties for late registration. Taxpayers who fail to subscribe their declaration of existence
within the required time, are liable to a fiscal fine amounting at DZD30,000.

Penalties for late payment and filings. The late filing of the turnover statement gives rise to the
application of a penalty of 10%. The penalty is based on the amount of unpaid VAT due. This
penalty is raised to 25% after the Administration has given notice to the person liable by regis-
tered letter with acknowledgment of receipt to regularize its situation within a period of one
month. Finally, it is specified that the date of the deposit to be held will be that of the “delivery”
to the receiver, therefore the “reception” by the latter and not the sending by the taxable person.
Tax authorities can proceed with internal assessments based on the information provided by the
taxpayers, its clients and its suppliers.

Penalties for errors. When following an audit, it appears that the annual turnover declared by a

taxpayer is insufficient or in the case of a deduction made in error, the amount of the evaded rights

(i.e., the unpaid tax due to the error) is increased by:

* 10% when the amount of rights evaded, per year, is less than or equal to DZD50,000

* 15% when the amount of rights evaded, per exercise, is greater than DZD50,000, and less than
or equal to DZD200,000

* 25% when the amount of duties established, per financial year, is greater than DZD200,000

* In case of fraudulent maneuvers, the penalty is set at 100% on all rights. In addition, the tax
authorities could instruct to apply the below correctional sanctions (‘“Penalties for fraud”) in
case the evaded amount exceeds 10% of the amount due.



22 ALGERIA

Rulings. Taxpayers registered with the DGE can submit a ruling request to the tax authorities to be
advised on the compliant way of proceeding. A ruling can be opposed to the tax administration to
challenge its position.

Penalties for fraud. The penalties for those who knowingly decreased or tried to decrease the total

or a part of the taxable basis or the applicable tax are:

* A criminal fine of DZD50,000 to DZD100,000, where the amount of the duties evaded does
not exceed DZD100,000

* Imprisonment from two months to six months and a fine of DZD100,000 to DZD500,000, or
only one of these two penalties when the amount of duties evaded is greater than DZD100,000
and does not exceed DZD1 million

* Imprisonment from six months to two years and a fine of DZD500,000 to DZD2 million, or
only one of these two penalties when the amount of duties evaded is greater than DZD1 million
and does not exceed DZD5 million

* Imprisonment from two years to five years and a fine of DZD2 million to DZD5 million, or
only one of these two penalties when the amount of duties evaded is greater than DZD5 million
and does not exceed DZD10 million

* Imprisonment from 5 to 10 years and a fine of DZD5 million to DZD10 million, or only one
of these two penalties when the amount of duties evaded is greater than DZD10 million
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Value-added tax (VAT) entered into force in Angola on 1 October 2019 (and not on 1 July 2019, as previously
expected), revoking the existing excise tax (Imposto de Consumo). As the new VAT regime has recently come
into force, a transitory regime for non-large taxpayers with an annual turnover in 2018 is equal to or higher than
USD250,000 applies.

A. At a glance
Name of the tax Value-added tax (VAT)
Local name Imposto sobre o valor acrescentado (IVA)
Date introduced 1 October 2019
Trading bloc Southern Africa Development Community
Administered by Administragdo Geral Tributdria (AGT)
VAT rates

Standard 14%

Reduced 3% (transitory regime)

Other Zero-rated (0%) and exempt
VAT number format 5423456789
VAT return periods Monthly

Quarterly (transitory regime)

Thresholds

Registration USD250,000 (AOA equivalent)

Deregistration Less than USD250,000 (AOA equivalent)
Recovery of VAT by

non-established businesses At the time of preparing this chapter; the rules on the recovery
of VAT by non-established businesses, is still pending further
clarification.

B. Scope of the tax

VAT applies to the following transactions:
* The supply of goods or services made, used or exploited in Angola by a taxable person
* The importation of goods

For VAT purposes, the territory of Angola includes the land and water, as well as the subsoil in
the terms prescribed in article 3 of the Republic of Angola’s Constitution, as well as other territo-
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rial or international areas where law or international agreements recognize Angola’s tax jurisdic-
tion, such as the concessions map.

C. Who is liable

A taxable person is any business entity or individual that makes taxable supplies of goods or
services or importation of goods in the course of a business in Angola. A taxable person that
begins activity must notify the VAT authorities of its liability to register for VAT purposes.

Nevertheless, if the taxable person only incurs a one-off single taxable transaction it will not be
required to file the declaration of beginning of activity at the tax authorities regarding such mat-
ter.

Since 1 October 2019, “large taxpayers” and taxpayers that meet some requirements and have
opted for the VAT general regime, are subject to the VAT general regime. For entities not treated
as large taxpayers, there are two different tax regimes depending on the business revenue:

* The “transitory regime” is mandatory for entities that exceed the abovementioned threshold. Spe-
cific rules apply to this regime. From 1 January 2021, the VAT general regime will be appli-
cable to these taxpayers.

* The “not-subject regime” is for entities that do not meet the abovementioned threshold.

As a general rule, imports of goods are subject to VAT. The VAT taxable base is the customs value
of the goods, obtained according to the customs legislation in force.

Exemption from registration. If the taxable person only incurs a one-off single taxable transaction,
it will not be required to file the declaration of beginning of activity at the tax authorities regard-
ing such matter.

Voluntary registration and small businesses. There is the possibility of voluntary registration to

the VAT general regime if the following cumulative requirements are met:

» Have organized bookkeeping and updated registration with the Angolan tax authorities

* No tax or customs debts

» Have ERP systems prepared to issue invoices according the current rules in force

* Be prepared to submit by electronic means the VAT returns and accounting and invoicing infor-
mation (SAF-T file)

Group registration. The Angolan VAT Code does not contain any provision for group registration.

Non-established businesses. A “non-established business” is a business that is not registered nor
has permanent establishment in the territory of Angola. Non-established businesses that perform
taxable operations in Angola should nominate a representative who is a taxable person for VAT
purposes. The representative must comply with all the obligations created under the VAT Code
for taxable persons namely the declarative and registration obligations. The representative will be
liable for the payment of the VAT due.

If no tax representative is nominated, the VAT should be self-assessed and paid by the purchaser
(if the purchaser is a taxable person for VAT purposes).

Tax representatives. As mentioned above, non-established businesses should nominate a tax
representative for VAT purposes in Angola. In case of default (nonpayment of VAT due within
the legal deadline), the representative and the non-established business are jointly liable for the
payment of the VAT due.

Reverse charge. The reverse-charge mechanism is applicable whenever a non-established entity
does not nominate a VAT representative and the services are deemed located in Angola, notably:
* Provision of services related with real estate properties located in Angola

* Accommodation and catering services supplied in Angola

* Provision of services connected with movable assets made (total or partially) in Angola
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* Provision of services connected with the services relating to the access of cultural, artistic,
sporting, scientific, educational and similar events, including the access of fairs and exhibitions
(as well as the provision of services considered auxiliary so such activities) in Angola

* Leasing of motor vehicles, pleasure crafts, aircrafts or any other vehicles when they are put at
the disposal of the recipient in Angola

* Provision of services related with the transport of passengers in Angola

* Other services used or which exploitation occurs in Angola

Domestic reverse charge. There are no domestic reverse charges in Angola.
Digital economy. There are no special VAT rules in Angola for digital supplies.

Online market places and platforms. No special rules exist for online market places and platforms
in Angola.

Registration procedures. For VAT purposes, a declaration of beginning of activity (Modelo 06)
must be filed 15 days prior to starting to perform the activity.

Deregistration. Individuals or companies subject to VAT must, within 30 days from the date of
termination of activity, submit a Declaration of Cease of Activity through electronic means.

The activity is deemed ceased when one of the following conditions is verified:

* The company is no longer trading for a period exceeding two consecutive years (please note
that in this situation AGT will presume that the goods of the entity that still exist were sold)

« Extinction of the assets of the company (the goods were sold or were used to private use of the
titular, the staff or, more generally, for purposes different of the company’s business)

« Transfer of the property of the entity (e.g., a TOGC)

* AGT is able to declare, on their own authority, the cease of activity, if considering that there are
grounds to sustain that the company’s activity is being used for fraudulent purposes

D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT.

The VAT rates are:

« Standard rate: 14%

* Reduced rate: 3% (transitory regime)
* Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods or services, unless a specific measure
provided for a reduced rate, the zero rate or an exemption.

There is also a special VAT regime applicable to the province of Cabinda (1% and 2% rates are
applicable to specific operations).

Examples of goods and services taxable at 0%
* Exports:

— Dispatched to a foreign country by the seller or someone acting on their behalf

— Repair, maintenance lease and other operations relating to the ships identified above as well
as for aircrafts used by companies that develop cross-border traffic activities

— Supply, conversion, repair, maintenance, freight and rental, including leasing, of vessels and
aircraft affected to air and sea navigation companies which are principally engaged in inter-
national traffic, as well as the transmission of supply goods placed on board the referred
vessels and aircrafts, as well as services rendered to meet their direct needs and those of its
cargo
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— Supplies of goods destined to international organizations recognized by Angola or to mem-
bers of the same organisms within the limits and with the conditions established in interna-
tional agreements concluded by Angola

— Transport of passengers, cargo or mail proceeding from abroad

» Domestic exemptions:
— “Basic basket” of goods identified in Annex I to the VAT Code

The term “exempt supplies” refers to supplies of goods and services that are not liable to VAT
and that do not qualify for input tax deduction.

Examples of exempt supplies of goods and services

* Medication and other related products for therapeutic and prophylactic ends

* Wheelchair and similar vehicles destined for people with disabilities as well as braille machines
and other gadgets used to correct learning disabilities

* Books

* Leasing and letting of immovable property for housing purposes (excluding the accommoda-
tion services provided by hotels and entities with similar activity)

* Collective public transportation services

+ Banking and financial operations carried out by banking financial institutions and nonbanking
financial institutions, including the financial leasing, apart from these activities if a tax, or a
consideration is charged by the service provided

* Insurance activities

* Supply of fuels according to Annex II of the VAT Code

Option to tax for exempt supplies. It is possible to waive the VAT exemption related to the sup-
plies of medication and other related products for therapeutic and prophylactic ends as well as
the supplies of books. Taxpayers that want to waive the VAT exemption must file a declaration,
by electronic means, to the General Tax Authorities and meet certain requirements.

If AGT does not reply within 30 days, the request is tacitly accepted. Once accepted, this waive
is valid from 1 January of the following civil year (unless the taxpayer starts its activity during
the year, in which case the taxpayer can request to waive the exemption from the begging of its
activity).

E. Time of supply

The time when VAT becomes due is called the “time of supply” or “tax point.” Under the gen-
eral rule, an invoice should be issued by the fifth business day following the date of the supply.
The actual tax point becomes the date on which the invoice is issued. However, if no invoice was
issued, tax becomes due on the fifth business day after the basic tax point. If the payment occurs
before the invoice is issued, even if partially, the corresponding VAT is due at the same time of
the payment. The same is applicable in case payment occurs or invoices are issued before the
finalization of the taxable operations.

The basic time of supply for goods is when they are made available to the client or at the time
the transaction was fully or partially settled (before the client has received the goods).

There are no special time of supply rules in Angola for construction works.

The basic time of supply for services is when they are rendered, or at the time the referred provi-
sion of services was fully or partially settled (before the service has been provided).

Deposits and prepayments. For advance payments, the tax point is the date on which the advance
payment is received. The supplier must issue an invoice as soon as an advance payment is received.
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Continuous supplies of services. With regard to continuous supplies of services, the time of supply
occurs at the end of the period concerning each payment. However, when the payment schedule
is not defined or exceeds 12 months, the VAT is due at the end of each 12-month period.

Goods sent on approval for sale or return. As a general rule, when goods are made available be-
fore the sale takes place, a taxable supply of goods is deemed to have taken place when the un-
derlying contract is finalized. Additionally, when goods are sent on a consignment basis, tax is
due if after 180 days the acquirer does not return the goods.

Reverse-charge services. The rules stated above also apply to reverse-charge services.

Leased assets. Since leasing agreements are usually considered a continuous supply of services,
the time of supply occurs at the end of the period foreseen for each payment, under the rules
above mentioned.

Imported goods. The tax point for the importation of goods will be in the moment which the
formalities of customs duties are completed.

Personal use. When company goods are permanently assigned to an employee for personal use
the tax point occurs when the assignment takes place. The same rule is applicable when pri-
vately owned goods are assigned to company use.

F. Recovery of VAT by taxable persons

A taxable person may recover input tax incurred with the acquisition of goods and services
deemed indispensable for the maintenance of the business. A taxable person generally recovers
input tax by deducting it from output tax charged on the supplies of goods or services carried out
as well as tax paid on the import of goods.

Input tax includes VAT charged on goods and services supplied in Angola, VAT paid on import
of goods and VAT self-assessed on the reverse-charge services.

To deduct VAT, the taxpayer must be in possession of invoices or other equivalent documents.

Nondeductible input tax. There are some type of costs that, by their nature, that may easily be used
for personal purposes. As such, the legislator has opted to deny the right to input tax on these
expenses — except when the same constitute the core of the entity’s activity.

Examples of items for which input tax is nondeductible
Input tax is not deductible on the following operations:
» Expenses (acquisition, manufacturing or import, leasing (including financial lease), transfor-
mation and repair of vehicles, leisure boats, helicopters, airplanes, motorbikes and motorcycles
» Expenses relating to housing, food, beverages and hospitality expenses
 Expenses relating to acquisition or import of tobacco

Specific rules apply to oil companies.

Examples of items for which input tax is deductible
(if related to a taxable business use)

* All except the abovementioned ones and resulting from simulated operations.

Partial exemption. Input tax directly related to exempt supplies of goods or services is not gener-
ally recoverable. If an Angolan taxable person makes both exempt and taxable supplies, it may
not recover input tax in full. This situation is referred to as “partial exemption.”

The VAT Code provides for two methods to recover VAT when a company makes both exempt
and taxable supplies. The first that should be applicable by rule, is a pro rata method according
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to which VAT is only deductible in the same ratio as the annual amount of operations that origi-
nate deductibility vs. the exempt operations that don’t give rise to deductibility.

There is also a second method, referred to as the “direct allocation method,” which prescribes the
real allocation of all or part of the goods and services used. The Angolan VAT authorities may
impose the use of the direct allocation method to prevent distortions of competition.

Capital goods. VAT Code is silent on a specific rule for capital goods. This said, taxpayers are
obliged to record any purchases to allow the monitoring of the input tax deductions made.

The records, to be filed together with the VAT tax return, should contain, for all goods, the fol-
lowing elements (requirements):

* Data of the acquisition

* Value of the input tax

* Value of the input deducted

Refunds. If the amount of input tax recoverable in a monthly period exceeds the amount of output
tax payable in that period, the taxable person has an input tax credit that will be carried forward
to the next taxable periods.

However, if the taxable person has been in a credit position for three consecutive months and the
tax credit is equal or higher than AOA300,000, it could apply for a VAT refund.

A refund may also be requested (regardless the previous requirements) if any of the following
circumstances verifies:

* The taxable person ceases operations.

* The tax credit situation results from zero-rated VAT transactions.

* The taxable person switches to the “non-subject VAT” scheme (see Section I below).

In order to claim for a refund, the taxable person will need to provide evidence of the documents
originating the tax credit.

Pre-registration costs. Input tax incurred on pre-registration costs is non-recoverable in Angola.

Write-off bad debts. Taxpayers may deduct the VAT amount related with bad debts revealed in its
accounting records, as well the irrecoverable debts resulting from the execution and insolvency
proceedings. A bad debt is considered to exist in case of debts where nonpayment risk is duly
justified — when the credit is overdue for more than 18 months and there are objective proofs of
its impairment and actions performed regarding its payment, including the asset being recog-
nized in the accounts.

Noneconomic activities. In principle, VAT may only be recovered if incurred in the course of an
economic activity. If costs are incurred to acquire or maintain assets which are to be used for the
purposes of an economic activity, the costs are potentially deductible. If assets are not used for
such a purpose, the VAT will not be deductible.

G. Recovery of VAT by non-established businesses

Non-established businesses that have no tax registration in Angola do not fulfill the VAT refund
conditions planned by law. Accordingly, no recovery is currently possible in Angola for non-
established businesses. The same applies for VAT incurred by tourists.

Where the non-established business supplies services to a taxable person, the reverse-charge
mechanism should be applicable, and in principle there is no right to recover VAT. Nevertheless,
where the services are supplied to entities that withhold VAT (imposto cativo), there may be the
possibility of the non-established entities being in a credit position. This particular matter still
requires further clarification.
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H. Invoicing

VAT invoices. Taxable persons should, by rule, issue invoices per operation (for all taxable sup-
plies — including exports).

Non-established entities that are required to nominate a representative must issue invoices with
the VAT number and address of the chosen representative additionally to the other ordinary
requirements of any invoice.

Based on Article 11 (1) of the Angolan Legal Regime for Invoices and Equivalent Documents,

invoices should contain the following requirements:

(a) Legal name, company name or commercial designation, VAT number and its head office or
domicile address both for the supplier and the acquirer, when the last is a taxable entity

(b) Sequential and chronological number per each type of document and economic years. One
or more series, duly identified, may be used

(c) Description of goods and services, with the quantities or reference units duly identified

(d) Unit and total price in national currency (except for imports and exports)

(e) VAT rate applied and VAT amount payable, if applicable

(f) Mention of the reason for not assessing VAT (with reference to the applicable legal provision)

(g) Date and place where the goods are delivered, or the services rendered, as well as the date of
any down payments

(h) Be written in Portuguese language

(i) Date of issuance

() Identification of the computer system used to issue the invoices or equivalent documents, as
well as the corresponding certification number

Credit notes. A VAT credit note can be issued to reduce the VAT charged and reclaimed on a sup-
ply (e.g., return of the goods or a discount). A credit note must be cross-referenced to the original
invoice and contain the following phrase “anulagdo ou rectificagdo” (cancelation or correction).
The supplier can make the reductions if it has in its possession the proof that the customer agreed

and acknowledged with such procedure.

Electronic invoicing. Taxpayers with an annual turnover equal or higher in AOA equivalent to
USD250,000 must issue invoices by electronic means. For this purpose, it is mandatory to have
a billing software previously certified by the AGT.

Simplified invoices. There are no simplified VAT invoices in Angola. However, and under certain
conditions, it is possible to raise other types of documents (namely entrance tickets, tickets of
transports and tolls; documents issued by automatic distribution electronic machines or elec-
tronic systems) instead of invoices if the acquirer of the goods is not a VAT-able person and these
goods or services acquired are not linked or connected with any business activity.

These documents should contain the following information:

* Suppliers’ VAT identification number, full name and address

* Quantity and nature of the goods supplied, or the extent and nature of the services rendered
* The price and the amount of the VAT due (if applicable)

However, it is mandatory to raise an invoice for this type of operations if the client requires it.

Self-billing. Under the Angolan Legal Regime for Invoices and Equivalent Documents, self-bill-
ing corresponds to the issuance of invoices/receipts by the service acquirers on behalf of their
suppliers. This is only possible for the acquisition of products of agricultural, forestry, aquacul-
ture, apiculture, poultry, fishing and livestock sectors. Additionally, the self-billing volume can-
not exceed 10% of the total cost of sold goods and materials consumed by the issuer. Specific
rules apply to the hotel business sector.
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There are no special provisions demanding for a written agreement. The invoice/receipt should
be raised when the payment is received.

Proof of exports. VAT is not chargeable on exported goods. However, an invoice should be raised
per supply of goods or services and in order to qualify as VAT-free, exports must be supported
by evidence that confirms the goods have left Angola.

Foreign currency invoices. Invoices must be issued in AOA, except when related with import and
export operations, which are subject to the international trade rules. As such, the invoices should
be issued in Portuguese containing the unit price in local currency.

Supplies to nontaxable persons. Similar to the invoices issued to a taxpayer with the exception
described in “Simplified invoices.”

Records. Taxpayers are obliged to archive and conserve on national territory all invoices and
equivalent documents, as well as records concerning the analysis, programming and implementa-
tion of computer systems used.

Record retention period. All invoices and equivalent documents must be kept, according to the
legislation in place, by the taxable person for five years.

Electronic archiving. Backup copies of the invoices and equivalent documents must be archived
in digital format and be available for immediate consultation of the AGT (if needed).

l. Returns and payments

Periodic returns. VAT returns and their annexes must be submitted on a monthly basis, by elec-
tronic means, in the taxpayer portal. Monthly VAT returns must be submitted by the last day of
the month following the one when the operations took place.

Special rules apply to the transitory regime, which allow quarterly VAT return filings.

Periodic payments. After the submission of the periodic return, and in case VAT is due, the billing
document should be issued automatically. VAT amounts due should be paid in AOA, by the last
day of the month following the one when the operations took place.

Electronic filing. Electronic filing is mandatory in Angola. VAT returns must be filed online via
the taxpayer portal.

Payments on account. Payments on account are not required in Angola.

Special schemes. Taxpayers with an annual turnover higher than USD250,000, can register under
the transitory regime from 31 December 2020.

Apart from that, the Angolan VAT Code foresees two special schemes, the non-subject VAT regime
and the VAT cash regime.

Non-subject VAT scheme. The non-subject VAT regime is applicable for the entities with a turn-
over in AOA lower than the equivalent to USD250,000 (during the previous 12 months). These
taxpayers are also obliged to submit the declaration of the beginning of the activity as well as the
declaration of cease of the activity. Under this regime, taxpayers have to file on a monthly basis
and by electronic means, a report containing the information of the suppliers (mapa de fornece-
dores) stating the acquired goods and services from suppliers under the VAT general regime.
Additionally, taxpayers are also obliged to issue invoices that state: “IVA — Regime de ndo
sujeigdo,” and store the documents related to the sales performed and the goods or services
acquired.

Cash accounting. The VAT cash scheme is applicable to entities with a turnover equal or lower
to USD250,000 and do not carry out any domestic exempt operations. This regime could also be
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applicable for companies with business activity only related with the distribution of drinking
water and electric power. In case the entities chose to apply for such regime, it must remain in it
for three years and the invoices should state “IVA- Regime de Caixa.”

Additionally, certain taxable persons should be required to withhold (IVA Cativo) 100% of the
VAT of their acquisitions (oil companies, the Angolan State — except public companies) and
others should be required to withhold 50% of the VAT of their acquisitions (the National Bank
of Angola and the commercial banks, insurance and reinsurance companies, and telecommunica-
tion operators). In this case, the taxpayer should charge VAT on the invoice and the acquirer will
withhold the VAT — at the moment the invoice is received — and will be responsible for the
payment of the VAT to AGT.

There is also a special VAT regime applicable to the province of Cabinda.
Annual returns. Annual returns are not required in Angola.

Supplementary filings. Taxpayers with an annual turnover of business, or imports with a value
greater than AOAS0 million must file to the AGT an “invoicing,” “acquisition of goods and
services” document with the relevant information regarding the previous month. These

documents must be filed by the last day of the following month.

Digital reporting. The above mentioned tax returns, as well as the declarations of beginning,
alteration and cease of activity must be filed by electronic means.

Additionally, taxpayers with an annual turnover in AOA equal or higher than USD250,000 must
issue invoices by electronic means. For these purposes, taxpayers have to work with a certified
program that will the generate the SAF-T (AO) file.

J. Penalties

Penalties for late registration. If the taxable person files declaration of beginning of activity after
the deadline (15 days prior to starting the activity) the penalty is equal to 5.862 UCF (currently
1UCF= AOAZS3), for cases of negligence. If the situation is legalized with 30 days from the dead-
line, the penalty is reduced to half.

If the taxable person fails to submit a VAT return or does so after the legal deadline has passed,
the payment of a fine in the amount of AOA500,000 for each in-fraction will be due. At this point,
if the situation is rectified in 30 days’ time, the value of the fine is reduced by half.

Penalties for late payment and filings. If the VAT returns are not submitted in time, the AGT will
proceed with the tax assessment on its own authority. This assessment is based upon the VAT
returns submitted in the previous months. The applicable penalty for not or late filing the VAT
return is the same as mentioned for the declaration of beginning of activity.

With regard to outstanding VAT (the under-assessment of VAT is equal to the failure to deliver VAT),
the applicable penalty is 35% of the outstanding VAT amount, with a minimum of AOAS,000.

When the outstanding VAT results from reverse-charge operations, the applicable penalty is twice
the outstanding amount, with a minimum of 569 UCF.

If the taxable person fails to pay the VAT assessed by the AGT within the established deadline,
proceedings aiming at the coercive collection of the tax due, plus legal costs, will ensue.

Penalties for errors. For the invoicing and accounting errors, the penalties are the following:

* 5% of the invoice’s value if any of the mandatory invoicing elements is missing or incorrectly
identified. The penalty is per invoice

* 1% of the invoice’s value when the missing or incorrect element is not mandatory (per invoice)
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* In case there was a supply of services or goods but an invoice was not raised, the applicable
penalty is 7% of the operation’s amount, or 15% of such amount, in cases invoices where not
raised for more than four times

The AGT may proceed with corrections whenever it finds that the tax due on the return submit-
ted is inferior or the deduction is superior to what is due. The inaccuracies may be assessed dur-
ing the course of an inspection or simply from the confrontation of different returns submitted.

Penalties for fraud. When the taxable person participates in tax fraud or tax avoidance, the right
to input tax deduction is denied.

The taxpayer is presumed to participate in tax fraud or tax evasion when the price paid by the
services and goods acquirer is lower than the market prices. This presumption may be refutable.

K. Transitional provisions

Taxpayers with an annual turnover higher than USD250,000 were automatically included in the
transitory regime. Such taxpayers can, if some requirements are met, choose to apply for the
general VAT regime. If they do not request the change to the VAT general regime, the transitory
regime is applicable until 31 December 2020.

Under the transitory regime, taxpayers assess a 3% VAT over the previous three months turnover.
The taxpayer can deduct up to 4% of the VAT on the acquisition of goods and services.

The VAT payment is made on a quarterly basis, in the months of April, July, October and January.
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A. At a glance

Names of the taxes
Local names
Date introduced

Trading bloc membership

Administered by
VAT

[IBB

VAT rates
Standard
Reduced
Other

IIBB rates (average)
Industrial

Commerce and services
Commission and
intermediation

VAT and IIBB number format
VAT and 1IBB return periods

Thresholds for registration
VAT

Value-added tax (VAT)

Turnover tax (IIBB)

Impuesto al valor agregado (IVA)
Impuesto sobre los ingresos brutos (IIBB)
January 1975 (VAT)

January1977 (IIBB)

Mercosur

Federal Administration for Public Revenues
(http://www.afip.gov.ar)

Revenue service of each province (Direccion General
de Rentas)

21%
10.5%
27%, zero-rated (0%) and exempt

1% to 4%
2.5% to 5%

4.9% to 8%
30-99999999-1
Monthly

For corporations and other legal entities, commencement
of activity

For individuals, registration required if sales are the higher
of the following:

ARS2,609,240.69 for goods

ARSI1,739,493.79 for services

Commencement of sales activity
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Recovery of VAT or IIBB by
non-established businesses  No

B. Scope of the tax

VAT applies to the following transactions:

* Supply of goods or services made in Argentina by a taxable person

* Reverse-charge services received by a taxable person in Argentina

* The importation of goods from outside Argentina

* The supply of digital services rendered by foreign parties with effective use in Argentina to
VAT non-registered taxpayers

IIBB applies to the supply of goods or services made in Argentina by a taxable person, and
recently in some provinces to the provision of certain services from foreign suppliers to Argen-
tine users located in certain provinces.

VAT is a national tax, whereas IIBB is a provincial tax and applies to every stage of the supply
chain, i.e., a turnover tax, and is the reason why the rate is lower. I[IBB is included in the sales
price and cannot be added at the end, whereas VAT is added to the sales price at the end. For
example, if the price for a supply is ARS100, IIBB is included in the 100, then VAT is charged
on the 100.

C. Who is liable

A registered VAT payer is a business entity or individual who makes taxable supplies of goods
or services in the course of doing business in Argentina and who is required to register for VAT.

VAT registration is mandatory in the following circumstances:

* Corporations or other legal entities: on commencement of activities

* Individuals: if annual taxable turnover from supplies of goods exceeds ARS2,609,240.69 and
annual taxable turnover from supplies of services exceeds ARS1,739,493.79

A registered IIBB payer is a business entity or individual who makes taxable supplies of goods
or services in the course of doing business in Argentina. Registration is required on commence-
ment of activities. No turnover threshold applies.

Exemption from registration. The VAT law in Argentina does not contain any provision for exemp-
tion from registration.

Voluntary registration and small businesses. The VAT law in Argentina does not contain any
provision for voluntary VAT registration, as there is no registration threshold (i.e., all entities that
make taxable supplies are obliged to register for VAT).

Group registration. In general, grouping is not allowed under Argentine law for VAT or 1IBB.
Legal entities that are closely connected must register for VAT or IIBB individually. Exceptions
apply for joint ventures.

Non-established businesses. Non-established businesses must register as a taxpayer for VAT or
IIBB (through a local legal vehicle if created) if it makes regular supplies of goods or services in
Argentina and if it is required to account for VAT on its supplies.

If a non-established business meets the requirements to register a local entity, for example, per-
manent establishment, in Argentina, it must account for the tax on supplies made in Argentina.

If a non-established business carries out taxable activities in the Argentine territory and is not
required to register a local entity, any beneficiaries, recipients, lessees, borrowers, agents and
intermediaries of nonresidents acting as substitute taxpayers will pay the VAT (the general rate
being 21%) and use the amounts paid as input tax to offset their own output tax. When it is not
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possible to withhold the VAT, the law states that the substitute taxpayer will be responsible for
paying the VAT. A similar scheme has been implemented in certain provinces for turnover tax pur-
poses for services rendered by nonresidents.

Tax representatives. In the case of corporations or other legal entities, the tax representative is the
natural person who uses a “fiscal password” provided by the tax authority (AFIP) to carry out
various tasks before AFIP. The name for this role is “relationship manager.” In order to file the
affidavits corresponding to those taxes for which the taxable person has been registered, the
relationship manager must access AFIP’s webpage (www.afip.gob.ar) and have a fiscal password
with no less than security level 3, but he can delegate such activities to other individuals.

Reverse charge. Under the “reverse charge,” the buyer must calculate and pay the VAT. This
method applies to supplies made outside Argentina if the use or effective exploitation of the sup-
ply occurs within Argentina and if the supply is within the scope of VAT. If the reverse charge
applies, a non-established supplier is not required to register for VAT. The reverse charge does
not apply for IIBB purposes.

Domestic reverse charge. There are no generalized reverse-charge provisions for domestic trans-
actions when the supplier is an Argentine party. Only some specific regimes may involve the
buyer assessing the VAT (for instance, for those carrying out habitual purchases of goods to
end-users).

Digital economy. As per current rules, digital services received by established VAT-registered
taxpayers have to apply the reverse-charge mechanism. For digital services received by Argentine
individuals (i.e., nontaxpayers), such services are subject to VAT in Argentina when rendered by
foreign parties where the effective use of the services is conducted in Argentina.

The definition of digital services includes, among others: website provision and hosting; digi-
talized product provision; remote system management and online technical support; web services
comprising data storage and online advertising; software as a service (SaaS); access or download
of images, text, information, video, music, games (including gambling games), including the use
of streaming technology without downloading those items to a storage device; dating websites;
internet services provision; e-learning, and data handling and calculation through the internet or
other networks.

The list of digital service providers for whom the collection agents must collect the VAT is pub-
lished and updated by AFIP.

The responsible party for reporting and paying the VAT is the service recipient. If the recipient is
VAT registered it will be responsible for the payment of the tax. However, if it is a private con-
sumer (i.e., not VAT registered), the payment will be made by a resident intermediary (e.g., a
credit card company or bank). They are required to act as a collection agent. If more than one
intermediary is involved, the one required to act as a collection agent will be the agent with the
closest commercial relationship with the digital service provider.

The system does not require the non-established business to register for VAT, only the credit card
company would. The tax authorities provide a list of companies who are non-established and
providing digital services to private consumers in Argentina. Then the credit card companies
check this list and apply VAT to supplies made by the companies on the list. The list is updated
once per year. The credit card companies charge the VAT onto the private consumer and don’t
take it out of the selling price from the non-established business.

Online marketplaces and platforms. No specific rules apply for foreign marketplaces and plat-
forms, other than the digital services provision (see above). For local marketplaces, specific rules
apply that are aimed at applying certain controls and domestic withholdings to sellers in such
marketplaces in order to ensure appropriate tax collection by the tax authorities of transactions
routed by such platforms.
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Registration procedures. To register for VAT, the taxpayer or its legal representative must access
AFIP’s website and using the fiscal password, select the option F420/T Alta de Impuestos/Regi-
menes/Alta de Impuestos.

The IIBB is applicable for each of Argentina’s 24 local jurisdictions, and the procedure for reg-
istering a taxable person varies by jurisdiction. Taxpayers that develop their activities in only one
jurisdiction need only register there. For taxpayers that carry out activities in more than one
jurisdiction, registration will be governed by the multilateral agreement regime. These taxpayers
will register on AFIP’s website, using the fiscal password to register in each jurisdiction in which
activities will be carried out using the CM01 form. Additional documentation could be requested,
depending on the local jurisdictions.

If a taxpayer is operating in more than one jurisdiction, the jurisdictions between them they have
multilateral agreements in place. They provide guidance on how to account for the VAT and how
it is allocated across the jurisdictions. Each jurisdiction has different procedures, e.g., different
forms, time frames and regimes.

A corporation’s legal representative is the chairman of the board. The request for registration before
the national tax authorities (AFIP) must be filed by the legal representative of the legal entity, with
the CUIT number and fiscal password (security level 3). The registration is filed through the
application “Modulo Inscripcion De Personas Juridicas — F. 420/] — Version 2.0” available on
AFIP’s website. To complete the registration, the legal representative must bring the signed 420/J
form to the correct AFIP office with all other mandatory documentation.

Deregistration. Taxpayers deregister from VAT through the AFIP webpage, with the taxable per-
son or the tax representative using the fiscal password.

To deregister from IIBB, the taxable person should comply with the mechanisms established by
the local jurisdiction. Taxpayers who wish to deregister from IIBB under the multilateral agree-
ment regime need to file the request online on the AFIP website.

D. Rates

For VAT, term “taxable supplies” refers to supplies of goods and services that are liable to VAT,
including supplies at the zero rate.

In Argentina, the following four rates of VAT apply:

* Standard rate: 21%

* Reduced rate: 10.5%

* Increased rate: 27%

* Zero-rate: 0%

* Specific rates (applicable to taxpayers engaged in certain publishing activities, not exceeding
certain sales thresholds): 5%

The standard rate of 21% applies to all supplies of goods or services, unless a specific measure
imposes the higher rate or provides for a reduced rate, the zero rate or an exemption.

Examples of goods and services taxable at 0%
* Exported goods
» Exported services

Examples of goods and services taxable at 10.5%
* Interest and commissions on loans made by banks
* Sale, preparation, manufacturing or construction and final import of certain capital assets
» Long-distance passenger transportation (over 100 km)
* Sale or import of newspapers, magazines and similar periodic printed publications
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Examples of goods and services taxable at 27%
* Telecommunications not used exclusively in a dwelling
* Supply of gas, electric power and water not used exclusively in a dwelling
* Sewage disposal and drainage services

The term “exempt supplies” is used for supplies of goods and services that are not liable to tax.
Exempt supplies do not generate a right of input tax deduction (see Section F).

Examples of exempt supplies of goods and services
* Education
* Rental of real estate under certain conditions
* Books
* Some staples, such as water and milk for specified buyers
* Local passenger transportation rendered by cabs (less than 100 km)
* International transportation
* Interest on preferred shares and equity securities, bonds and other securities issued by the fed-
eral government, provinces and municipalities

Option to tax for exempt supplies. The option to tax exempt supplies is not available in Argentina.

For IIBB, the term “taxable supplies” refers to supplies of goods and services that are liable for
IIBB, including supplies at the zero rate.

In Argentina, numerous rates of [IBB currently apply. The standard rates between 1% and 4% apply
to industrial activities, the medium rates between 2.5% and 5% apply to commercial activities, and
the increased rates between 4.9% and 8% apply to commissions and intermediation services. A
zero rate applies in some cases.

The following lists provide some examples of supplies that are taxed at various rates of [IBB or
that are exempt in the Province of Buenos Aires.

Examples of goods and services taxable at 0%
* Exported goods
* Exports of services in some jurisdictions

Examples of goods and services taxable at between 1% and 4%
* Other manufacturers (not included in exemptions)
* Ship constructions
* Agricultural products

Examples of goods and services taxable at between 2.5% and 5%
* Repairs of engines, machines, locomotives, ships, aircraft, pumps and certain other items
* Electricity distribution
* Hotel services
* Restaurants
» Communications
» Equipment loans
* Sales of goods (in general)
* Sales of machines and equipment

Examples of goods and services taxable at 8%
« Sales of tobacco
* Commissions
« Banks and intermediation

The term “exempt supplies” is used for supplies of goods and services that are not liable for tax.
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Examples of exempt supplies of goods and services
» Education
 Rental of real estate under certain conditions
* Interest on bank accounts and fixed-term deposits, depending on the local jurisdiction
» Manufacturer activities under certain conditions
« Sales of fixed assets

E. Time of supply

The time when VAT or IIBB becomes due is called the “time of supply” or “tax point.” The basic
time of supply for goods is the earlier of when the goods are delivered or when the invoice is
issued. The basic time of supply for services is the earlier of when the service is performed or
completed, or when full or partial payment of the consideration is received.

Deposits and prepayments. The only provisions in Argentine VAT law concerning deposits and
prepayments are those where a prepayment fixes the price payable. In these situations, the “time
of supply” occurs at the moment in which the prepayment is made.

The time of supply rule for deposits and prepayments does not differ for supplies of goods or
services.

There are no specific rules for where the deposits and prepayments are refundable or nonrefund-
able, or where the supply does not take place. Therefore, in practice these aspects do not nor-
mally change the time of supply rules outlined above.

Continuous supplies of services. For continuous supplies, the time of supply is established by law
on a monthly basis. This means that the time of supply is triggered on a monthly basis, i.e., on
the last day of each month, such that there is a triggering event each month.

Goods sent on approval for sale or return. Argentina does not have specific rules for these circum-
stances. As such, normal tax point rules apply.

Reverse-charge services. The measures regarding reverse-charge services apply to VAT, not to
IIBB. The time of supply for a reverse-charge service is the earlier of when the service is pro-
vided or when the consideration is paid in full or in part.

The recipient of the service must pay the tax within 10 days after the time of supply arises. The
amount paid may be treated as input tax (see Section F) in the tax period immediately following
the tax period when the tax point arose.

Leased assets. The time of supply would generally take place upon the due date or the collection
of the rental, whichever occurs first.

Imported goods. The time of supply for imported goods is when the goods clear all customs pro-
cedures. At that time, VAT is due along with custom duties.

The VAT rate applies to the normal price defined according to import duties plus the taxes due
to the import itself or deriving from it.

F. Recovery of VAT by taxable persons

Please note that only VAT is recoverable, as it is based on a credit and debit system. [IBB is not
recoverable, as it is cumulative, and there is no credit system. As such, all references in this sec-
tion to “input tax” is in respective of VAT, and not [IBB.

A taxable person may recover input tax (also known as credit VAT), which is VAT charged on
goods and services supplied to it for business purposes. Input tax is generally recovered by being
deducted from output tax (also known as debit VAT), which is VAT charged on supplies made.



ARGENTINA 39

Input tax includes VAT charged on goods and services supplied within Argentina, VAT paid on
imports of goods and self-assessed VAT on reverse-charge services.

A valid tax invoice or customs document must generally accompany a claim for input tax.

Nondeductible input tax. Input tax may not be recovered on purchases of goods and services that
are not used for business purposes (for example, goods acquired for private use by entrepre-
neurs). In addition, input tax may not be recovered for some items of business expenditure.

The following lists provide some examples of items of expenditure for which input tax is not deduct-
ible and examples of expenditure related to a taxable business use for which input tax is deductible.

Examples of items for which input tax is nondeductible
¢ Accommodation
* Private use of business assets
* Parking
* Restaurants

Examples of items for which input tax is deductible
(if related to business use)

* Advertising
* Business gifts
* Purchase, lease or hire of a car, up to a threshold of ARS4,200 (except for cabs)
* Business entertainment
* Purchase, lease or hire of vans and trucks
* Mobile phones
* Travel expenses
* Taxis

Partial exemption. When purchases of goods, final imports, leases and performance of services
are used for both taxable and exempt activities, the VAT paid on purchases can only be credited
if directly related to taxable activities (including exports). If purchases are used for both taxable
and exempt activities, an annual pro rata calculation must be carried out by which the percentage
of taxable revenues is compared to total revenues. This percentage is then applied on the input
tax on purchases. The result is the amount of creditable input tax, being the remaining portion
not creditable. Businesses will have to make provisional estimations of such pro rata during the
monthly calendar, and an annual final adjustment is carried out in the last month of the tax year.

Capital goods. VAT related to the purchase of capital goods can be credited in the month in which
the purchase takes place, by applying the same rules that would apply for the purchase of any
other goods (special refund mechanism is explained below). If capital goods are used for both
taxable and exempt activities, the partial exemption rules (see above) will apply. Therefore if the
capital goods are used for both taxable and exempt activities the portion of the taxable activities
over total revenues determines the computable portion (this calculation only impacts the year of
acquisition).

Refunds. The VAT payer pays monthly on the total amount invoiced, offset by the amount of input
tax invoiced to the taxpayer during the same period. If the VAT credit is higher than the amount
of VAT debit during any tax period, such excess is only credited against future tax liabilities, not
refunded, except in the case of exporters who may request a refund.

In addition, the reimbursement of VAT credits resulting from the purchase, manufacture, prepara-
tion or import of fixed assets (other than automobiles) that remain as a VAT credit for the tax-
payer after six months may be requested, under certain conditions.

A taxable person that has paid too much VAT in a period in error may request a refund of the
overpaid amount. Interest is paid by the VAT authorities on overpaid tax at the monthly rate
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published by the tax authorities which is updated on a quarterly basis (approximately 3.14%
monthly for the first quarter of 2020).

If the TIBB tax assessment shows an excess in favor of the taxpayer, it will be allocated and
deducted in future filings.

Pre-registration costs. Input tax incurred on pre-registration costs in Argentina, is not recover-
able.

Write-off of bad debts. Output tax accounted for on supplies that do not get paid by the recipient
(i.e., bad debts) cannot be recovered in Argentina.

Noneconomic activities. Input tax incurred upon purchases that are used for noneconomic activi-
ties (e.g., supplies not related to the business, donations, etc.) must be reimbursed through their
inclusion as higher output tax.

G. Recovery of VAT by non-established businesses

Argentina does not refund VAT or IIBB incurred by businesses that are neither established in Argen-
tina nor registered for VAT there. However, a refund system does apply for VAT incurred on
purchases made by foreign tourists. IIBB is not recoverable on such purchases.

H. Invoicing

VAT invoices. A taxable person must generally provide a VAT sales invoice for all taxable supplies
made, including exports. A VAT invoice is necessary to support a claim for input tax deduction.

The invoicing rules are set at national level, so typically applied to VAT. IIBB is not separately
broken down, and the invoice is a self-assessment on the same price. As such, the VAT sales
invoice format is used for all supplies, and the tax authorities accept the VAT sales invoice, set at
national rules, not local.

Credit notes. A credit note may be used to reduce the VAT and IIBB charged and reclaimed on a
supply of goods and services. A credit note must contain the same information as a sales invoice.

Electronic invoicing. Effective 1 July 2015, the issuance of electronic invoices has been extended
to all VAT payers and thus electronic invoicing is now mandatory in Argentina. There are differ-
ent systems to interact with the tax authorities for the purposes of issuing the invoices and special
regimes for particular activities.

Simplified invoices. Sale of goods and provisions of services (among other transactions) must fol-
low strict invoicing requirements. Certain activities expressly stated in the regulations are relieved
from complying with such requirements and may issue invoicing according to their particular
practices (for example, banks, passenger transportation activities, sale of tickets for certain enter-
tainment activities, director’s fees, judicial fees).

Self-billing. Self-billing is not allowed in Argentina.

Proof of exports. The shipping permit issued for exports is the customs document that formally
authorizes the exit of those goods.

Argentine VAT and IIBB are not chargeable on supplies of exported goods. However, to qualify
as VAT-free, exports must be supported by evidence that the goods have left Argentina. The
related input tax may be reimbursed by the federal government. Invoices for export transactions
must be identified with the letter “E” to distinguish them from invoices for domestic supplies.

If services rendered in Argentina are invoiced to a foreign person and if the effective exploitation
occurs abroad (export of services), the services are subject to [IBB in most jurisdictions, except
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the City of Buenos Aires, Cordoba, Entre Rios, Neuquén, Mendoza and the Province of Buenos
Aires, under certain circumstances.

Foreign currency invoices. If an invoice is issued in foreign currency, the values for VAT and IIBB
purposes must be converted to Argentine pesos (ARS). If no authorized exchange rate applies,
the conversion must be done using the selling exchange rate of the Argentine National Bank that
applies at the end of the day immediately preceding the date of the tax point.

Supplies to nontaxable persons. Taxable persons are required to issue official invoices or receipts
to private consumers. Typically, such invoices are identified by letter “B” and do not show the
VAT amount breakdown from the net price (i.e., the “B” invoices only show the total amount
including VAT).

Records. There are some records (accounting books, such as the journal, inventories and bal-
ances, etc.) are required to be archived by commercial regulations. In addition, tax regulations
require an archive with all invoices issued and received, including a special record for monthly
purchases and sales.

Record retention period. In general cases, records and documents should be maintained for a period
of 10 years, considering tax rules in force and also general civil/commercial law rules.

Electronic archiving. Records required by corporate law (i.e., accounting books) can be archived
physically (i.e., paper) or also electronically, subject to a special authorization granted by corpo-
rate authorities, which may also include the “purchases” and “sales” books. Tax rules allow
electronic archiving of electronic invoices issued and received, as well as monthly detail of pur-
chases and sales, which are submitted to the tax authorities on a monthly basis.

I. Returns and payment

Periodic returns. VAT and IIBB returns are submitted for monthly periods. Certain entities qualify-
ing as small or medium companies may apply for VAT submissions on a quarterly basis.

Returns are due between the 12th to the 22nd day of the month following the end of the return
period. The actual due date depends on the last figure of the taxpayer’s identification number and
the due date may vary from month to month.

Periodic payments. Payment in full is due between the 12th to the 22nd day of the month following
the end of the return period. Return liabilities must be paid in Argentine pesos. VAT payments
may be offset by a credit balance arising from another tax collected by the Federal Administration
for Public Revenues. This measure does not apply to IIBB.

In addition, VAT and IIBB payments may be offset with withholdings of these taxes. If the with-
holdings generate a credit in favor of the company, the company may ask for reimbursement from
the local tax authorities. In the case of VAT, this credit may be used to offset other national taxes
or sold to another company.

Electronic filing. VAT and IIBB are submitted on the tax authority’s webpage. In general, a copy
of those electronically filed tax returns can be viewed and retrieved from the website, but it is
highly recomended that taxpayers keep their own copies in secure storage.

Payments on account. Different rules established both by national and provincial tax authorities
establish different situations in which the taxpayers are withheld a portion of the taxes (upon
collections) and charged additional taxes (when making purchases), being those amounts with-
held or charged considered as payments on account of the final tax liability. For instance, with-
holding regimes on sales (applicable by certain customers) and additional charges upon
purchases (applicable by certain suppliers) may be applicable both for VAT and turnover tax
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purposes. Importation of goods is also subject to VAT and turnover tax additional charges. Fur-
thermore, credits in bank accounts may be subject to a turnover tax withholding system.

All withholdings and additional charges suffered become a payment on account in the related tax
returns. In case of an excess, it may be carried forward for future monthly periods or in some
cases be used to pay other taxes (belonging to the same jurisdiction) or even reimbursed.
Different mechanisms also exist to mitigate the effects of these regimes, by requesting exclusion
certificates or a reduction in the local withholding rates.

Taxpayers should also be aware, based on its size, location, amount of revenues, appointment,
among others, of the obligation to act as withholding agent in payments to suppliers or invoices
to clients, in which case they will have to implement such regimes and submit the withheld
amounts to the tax authorities in separate tax returns.

Special schemes. Individual taxpayers whose annual taxable turnover from supplies of goods
does not exceed ARS2,609,240.69 and annual taxable turnover from supplies of services does
not exceed ARS1,739,493.79 can opt for a simplified regime (“Monotributo”) by which through
a monthly fixed payments (determined based on several categories) they replace the payment of
VAT and income tax, among other simplified characteristics.

Annual returns. Annual returns for VAT are not required in Argentina. For IIBB, taxpayers regis-
tered under the multilateral agreement regime must file an annual affidavit — form CM05 —
due in June of the following year. For local taxpayers, some jurisdictions, such as the City of
Buenos Aires, require an annual filing.

Supplementary filings. The national tax authorities require the monthly filing of a complete detail
of all purchases and sales, containing the client/suppliers information, information of the amounts
on each invoice, VAT and other taxes withheld or collected, etc. These filings are done electroni-
cally on a monthly basis.

Digital reporting. Through the issuance of electronic invoices, taxpayers interact with the tax
authorities on an online basis, through the validation by the tax authorities of each invoice issued,
granting a special “electronic authorization code,” which appears in the invoice and is a require-
ment for its validity. In addition, monthly returns and the monthly informative returns must be
filed electronically.

J. Penalties

Penalties are imposed for errors and omissions with respect to VAT or IIBB accounting.

Penalties for late registration. A person that has not yet been registered for VAT and IIBB with tax
authorities cannot perform commercial activities of any kind. Penalties and interest are assessed
for late registration or payment, such as when a person developed a commercial activity before
registering and paying. Penalties also apply to VAT or IIBB fraud.

Penalties for late payment and filings

For VAT, penalties may include:

* A penalty ranging from ARS200 to ARS400 for failure to file a tax return
* A penalty of up to 200% of the tax due for unpaid VAT

* Fines ranging from 2 to 6 times the amount of tax evaded

In addition, interest is assessed at a 3% monthly rate on unpaid amounts.

Criminal tax evasion may be punished by a term of imprisonment, depending on the severity of
the case.
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For IIBB, penalties similar to the VAT penalties outlined above are established in each local juris-
diction as part of IIBB enforcement.

Penalties for errors. Omission penalties may be up to 100% of the omitted tax (or 200% if it cor-
responds to transactions with foreign parties). If errors are detected and duly amended, the penal-
ties may be reduced by different percentages, depending on the moment of recognition (for
instance, no penalty may apply if the error is corrected before any audit by the authorities).

Penalties for fraud. In the case of fraud, penalties are increased to a range between two and six
times the amount of the omitted tax. In addition, depending on the amounts, the tax criminal law

may apply.
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A. At a glance

Name of the tax

Local name

Date introduced

Trading bloc membership
Administered by

VAT rates
Standard
Other
VAT number format
VAT return periods
Thresholds
Registration

Recovery of VAT by
non-established businesses

B. Scope of the tax

Value-added tax (VAT)
Avelacvats arzheqi hark

1 January 2018

Eurasian Economic Union

Ministry of Finance (http://www.minfin.am)
State Revenue Committee (http://www.petekamutner.am)

20%
Zero-rated (0%) and exempt

Tax identification number
Monthly

AMDI115 million (for the preceding or current calendar year)

No

VAT applies to the following transactions:
* Supply of goods if the place of supply of goods is considered to take place in the Republic of

Armenia (the RA)

* Performance of works and (or) rendering of services in the Republic of Armenia

* Importation of goods under the customs procedure “Release for domestic consumption”

* Importation of goods with the status of Eurasian Economic Union (EEU) product to the terri-
tory of the RA from EEU member countries
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C. Who is liable

Legal entities, individual entrepreneurs and notaries registered as VAT payers with the tax author-
ity from the moment they reach the VAT threshold (AMD115 million) calculated for the calendar
year. All such entities whose turnover subject to VAT has not exceeded AMD115 million during
the preceding or current calendar year are not considered VAT payers, with certain exceptions
specified by the tax code of the RA. These entities may voluntarily become VAT payers by sub-
mitting an appropriate written statement to the tax authorities.

Exemption from registration. The tax code of Armenia does not contain any provision for exemp-
tion from registration.

Voluntary registration and small businesses. It is possible for a taxable business that is not a VAT
payer under the tax code of Armenia (because it makes supplies within the scope of VAT but its
turnover is lower than the registration threshold) to register for VAT on a voluntary basis. Voluntary
registration is conducted on the basis of application submitted to the tax authorities in a form estab-
lished by the government of Armenia. The application can be submitted electronically. The elec-
tronic application is submitted through the taxpayer’s online account.

Group registration. The Armenian tax code does not provide for group reporting of VAT. Each
group member company must report VAT individually.

Non-established businesses. A “non-established” business is a foreign business that does not have
a fixed establishment in Armenia.

Tax representatives. The Armenian tax code does not provide rules for tax representatives.

Reverse charge. Reverse-charge VAT generally applies to supplies of goods and services and
imports made by non-established businesses in Armenia. Persons considered VAT payers that
have contractual relations with foreign businesses are responsible for bearing any VAT liabil-
ity instead of such non-established businesses according to the terms and procedures estab-
lished by the tax code.

An Armenian-established VAT payer engaged in business activities with a non-established busi-
ness may issue a tax invoice indicating its own tax identification number and VAT number on
behalf of a foreign entity that is not registered in Armenia as a person supplying goods or ser-
vices. This tax invoice shall be considered to be issued by the foreign supplier and accordingly
shall allow that person to deduct the amount of VAT from output tax.

If non-established businesses are conducting VAT taxable entrepreneurial activities in Armenia,
but Armenian persons that have contractual relations with them are not VAT payers, non-estab-
lished businesses are responsible for bearing any VAT liability in Armenia according to the terms
and procedures established by the tax code. Such businesses must register for VAT when making
taxable supplies of goods and services in Armenia.

Domestic reverse charge. There are no domestic reverse charges in Armenia.

Digital economy. Business-to-business (B2B) transactions will be subject to VAT according to
Armenian domestic law. The customer is expected to self-assess (via issuing a self-invoice)
Armenian VAT on the invoice amount payable to the principal. The self-assessed VAT is eligible
for a credit to the extent that the customer’s business allows the customer to take input tax cred-
its and the customer has performed all necessary steps defined by the law necessary for VAT
credit.

Business-to-consumer (B2C) transactions will be subject to VAT according to Armenian domes-
tic law. If the customer is not considered to be a VAT payer, a nonresident business shall be
obliged to calculate and pay VAT in Armenia.
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Online marketplaces and platforms. No special rules exist for online marketplaces and platforms
in Armenia.

Registration procedures. VAT registration is automatic if the conditions for being considered a
VAT payer are met. Generally, taxpayers are given the following options in Armenia. They can
either (i) act as a turnover taxpayer, (ii) operate under the micro-entrepreneurship system or (iii)
act as a VAT payer. Therefore, if the taxpayer meets the conditions prescribed by the tax code for
being considered a turnover taxpayer or an entity operating under the micro-entrepreneurship
system, then the taxpayer can submit a statement in the online tax service system on operating
under either of the selected tax systems. If this application is not submitted within the deadlines
set forth by the tax code, then the taxpayer is automatically considered a VAT payer.

Deregistration. No special rules are defined by the tax code for deregistration.

D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT, including the zero rate.

The VAT rates are:
« Standard rate: 20%
» Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods and services unless a specific measure
provides for the zero rate or an exemption.

Examples of goods and services taxable at 0%

« Export outside the customs border of Armenia

* Delivery of international transportation services for carriage of consignments, mail and (or)
passengers

* For goods imported to the RA under the customs procedure “Customs Transit,” delivery of
works and (or) services directly related to transportation of these goods from the customs bor-
der of their import to customs border of their export in the Republic of Armenia

* Supply of fuel for airplanes on international flights and supply of goods for consumption dur-
ing the flights for the staff and passengers of the airplanes

* Supply of goods for passengers of international routes in duty-free shops in the RA, as well as
supply of those goods by other taxpayers to the organizer of the duty-free shop

* Supply of maintenance (including navigation, take-off and landing services), repair and re-
equipment of the means of transport for international transportation, as well as supply of ser-
vices for passengers, baggage, cargo and mail on international flights and supply of services to
passengers during the flights

* Supply of services (including those provided by agencies and intermediaries) directly related
to the provision of services described in the preceding item

* Performance of works and supply of services for which Armenia is not treated as the place of
their delivery

* Supply of goods for the official use of diplomatic representations, consular institutions and inter-
national organizations deemed equal thereto, as well as performance of works and supply of
services to them

* Transactions on the delivery of services by a telecommunication operator or postal communica-
tion operator duly registered in the Republic of Armenia to the respective foreign operators for
which amounts payable against reciprocal services as part of international networking services
are mutually cleared, pursuant to the bylaws of the International Telecommunication Union
(ITU) or the World Postal Union accordingly

The term “exempt supplies” refers to supplies of goods or services that are not liable to VAT and
that do not qualify for input tax deduction.
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Examples of exempt supplies of goods and services
* Supply of education at secondary schools, vocational schools for qualification and requalifica-
tion and specialized secondary and higher educational institutions
* Supply of copy books and music books, albums for drawing, children’s and school literature
and school educational publications
* Sale of scientific and educational editions published by higher educational institutions, special-
ized scientific organizations and the National Academy of Sciences of Armenia
* Implementation of scientific and research programs, basic educational programs as well as
organization of educational competitions, tournaments and Olympics organized in accordance
with the standards established by the government of Armenia
Supply of services related to the care of children in preschool institutions, care for persons in
boarding schools, children’s homes, institutions caring for disabled children and invalids and
nursing homes, as well as supply of goods produced, and services rendered by the persons liv-
ing under the care of these institutions
Supply of newspapers and magazines
Gratuitous supply of goods by nongovernmental, charitable and religious organizations, gratu-
itous performance of works and (or) rendering of services
Supply of insurance and reinsurance, including related services rendered by insurance media-
tors (third parties who establish insurance relationships between insurers or reinsurers and
policyholders and support the implementation of organizational, legal and other activities) and
agents
Supply of pension insurance, including related services rendered by mediators and agents
Supply of financial services by banks, persons participating in securities’ markets, payment and
settlement organizations and lending organizations (certain cases)
Supply of prosthetic and orthopedic items, medical assistance services (including prophylactic
diagnostic measures) and goods related to treatment that are prepared within the context of
medical assistance by patients in prophylactic enterprises and organizations, and services ren-
dered by them
Sale of irrigation water by water user associations
Sale of tobacco products by taxpayers who are not manufacturers and (or) importers of tobacco
products
Organization of casinos
Organization of gambling (including gambling by internet)
Supply of precious and semiprecious stones indicated in the list specified by the government
of Armenia
Supply of goods and services within humanitarian assistance and charitable projects by foreign
states, international intergovernmental organizations, international, foreign, and Armenian pub-
lic organizations (including charities), religious and similar organizations and individual
donors, as well as supply of goods and services directly related and essential to the implemen-
tation of such projects by Armenian VAT payers
Supply of services to the organizer and operator of a free-economic zone and the supply of
goods in the territory of a free-economic zone
Transactions carried out within the scopes of subsidies, subventions and grant projects if these
projects are awarded the endorsement of the professional commission formed by the govern-
ment of the RA

Option to tax for exempt supplies. The option to tax exempt supplies is not available in Armenia.

E. Time of supply

The time when VAT becomes due is called the “tax point.” The tax point is the moment when
goods are delivered to or accepted by the customer or works or services are performed. For con-
tinuous supplies (for example, operating leases), the tax point is the last day of a reporting
period.
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Deposits and prepayments. There are no special time of supply rules in Armenia for deposits and
prepayments. As such, the general time of supply rules (as outlined above) apply.

Continuous supplies of services. In cases of continuous supply of goods, the same rules as men-
tioned above are applied. In cases of continuous supply of services, the last day of each month is
considered to be the time of supply unless the service agreement stipulates other periods (phases)
for provision of services (quarter, semester, year, etc.). In the latter case, the last day of respective
period is considered to be the time of supply.

Goods sent on approval for sale or return. Time of supply of goods is the time foregoing:

» The moment when the goods are transferred to the buyer, except for cases when, according to
supply contract, the ownership over the goods is transferred to the buyer in other point of time.
The latter point will be considered as time of supply

» The moment when the goods are accepted by the buyer, except for cases when, according to the
sales agreement, the ownership over the goods is transferred to the buyer at another point of
time. The latter point will be considered as time of supply

Notably, in cases when the ownership right over the goods is subject to state registration, the time
of supply will be considered the time of state registration.

Reverse-charge services. The time of supply for services subject to the reverse-charge rules is
determined in accordance with rules that are similar to the standard rules described above.

Leased assets. For assets lease services, the time of supply is considered the last day of each
month.

Imported goods. The tax point for imported goods is the moment of importation of goods into
Armenia.

F. Recovery of VAT by taxable persons

A taxable person that performs economic activities in Armenia may generally recover input tax

by deducting it from output tax, which is VAT charged on supplies made. Input tax includes the

following:

* Amounts of VAT indicated in tax invoices issued by the suppliers of goods, works and services
purchased or received during the reporting period in Armenia

* Amounts of VAT paid to customs or tax bodies of Armenia for goods imported into Armenia
under the customs procedure “Release for domestic consumption”

The excess of input tax over output tax in the reporting period may be carried forward and offset
against output tax in subsequent reporting periods.

Nondeductible input tax. Input tax may not be deducted in the following circumstances:

* The person carrying out entrepreneurial activities is not considered to be a VAT payer.

* VAT was paid for transactions that are exempt from VAT, not subject to VAT or referring to
special tax systems.

* The tax invoice was issued without actual supply of goods, works or services.

* VAT was paid for transactions that were recognized as invalid.

* VAT was paid on the purchase or import of passenger cars, except for the cars acquired for the
purpose of resale or provision of car rent services.

Examples of items for which input tax is nondeductible
* Taxpayer conducts an exempt activity. At the end of the month, the taxpayer receives a tax
invoice for electricity. The taxpayer cannot deduct the amount of VAT indicated in the tax
invoice as the activity that he/she conducts is exempt from VAT.
» Taxpayer purchases a passenger car for office use. The taxpayer cannot deduct the VAT amount
paid for the purchased car. The VAT amount is capitalized in the value of the car and is depre-
ciated during the useful life of it.
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Examples of items for which input tax is deductible
(if related to a taxable business use)

« Taxpayer conducts an activity that is subject to VAT. At the end of the month, the taxpayer receives
a tax invoice for electricity, rent of office premises and purchased fixed assets. The taxpayer
deducts the amount of VAT indicated in the invoices after all the requirements of the tax code are
met.

Partial exemption. If a taxable person makes both taxable and nontaxable (exempt or not subject
to VAT) transactions, it may not deduct input tax in full from output tax. It may deduct only the
amount of input tax related to the goods and services used in taxable transactions. For this purpose,
VAT payers shall maintain separate accounts for taxable and nontaxable transactions, as well as for
the services and goods purchased for conducting such transactions.

If it is impossible to maintain separate accounts, the amount of input tax subject to deduction in
each reporting period must be prorated based on the ratio of taxable turnover to total turnover
(VAT exclusive) of the business in the reporting period.

Capital goods. A capital goods adjustment applies for input tax related to the purchase, construc-
tion or importation of fixed assets.

An input tax adjustment is required if input tax is deducted for the purchase, construction or
importation of fixed assets in a reporting period and if the asset is used in a subsequent reporting
period for making supplies of goods or services that are not subject to VAT. The adjustment
applies to 20% of the amount of amortization calculated for the fixed asset.

An adjustment may also be made if no input tax is deductible in the reporting period in which
the acquisition is made because, at the time of acquisition, the fixed asset is directly attributable
to making non-VAT-able supplies and if the asset is subsequently used for making supplies that
are subject to VAT. If the taxpayer makes both taxable and exempt supplies, the input tax recovery
is based on 20% of the amount of amortization calculated for the fixed asset under the tax code
and on the ratio of taxable to nontaxable supplies made.

Refunds. Under the Armenian tax code, refunds are available. In cases when a taxpayer has a
recoverable VAT amount as of the 21st day of the month following each quarter, this amount can
be debited to the taxpayer’s unified account based on the application of the taxpayer and after
appropriate tax review made by tax authorities.

For zero-rated transactions, VAT can be refunded for any month based on the application of the
taxpayer and after appropriate tax review made by tax authorities.

Pre-registration costs. Input tax incurred on pre-registration costs in Armenia is not recoverable.

Write-off of bad debts. Output tax accounted for on supplies that do not get paid by the recipient
(i.e., a bad debt) cannot be recovered in Armenia.

Noneconomic activities. Input tax incurred in relation to noneconomic activities is not recover-
able in Armenia.

G. Recovery of VAT by non-established businesses

Non-established businesses cannot recover VAT in Armenia, because only VAT payers in Arme-
nia may recover input tax.

H. Invoicing

VAT invoices. VAT payers supplying goods, works and services to legal entities and individual
entrepreneurs must issue tax invoices if these supplies are subject to the standard rate of VAT.
VAT invoices are not issued for supplies that are subject to the zero rate of VAT. A VAT invoice
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must be issued on delivery of goods to, or upon completion of supply of works or services to the
customer. A VAT invoice is necessary to support a claim for input tax deduction. Tax invoices can
be issued electronically only. Depending on the business carried out by the taxpayer, tax invoic-
es may be issued in advance, provided that the goods are supplied, or the works or services are
rendered on the supply date mentioned in the tax invoice.

Credit notes. The tax code in Armenia does not contain any rules with respect to the issuance of
credit notes. Instead, the tax code allows issuance of adjusting invoices.

Electronic invoicing. Electronic invoicing is mandatory for all VAT taxpayers. After state register-
ing in Armenia and receiving a tax identification number, the entity applies to the corresponding
tax service unit and receives the login information to sign in the e-invoicing system. Then the
taxpayers get access to issuing and accepting invoices by signing them digitally.

Simplified VAT invoices. Simplified VAT invoicing is not allowed in Armenia. As such, full VAT
invoices are required.

Self-billing. Taxpayers can only issue self-invoices on behalf of nonresident entities to declare the
reverse charge VAT.

Proof of exports. For export purposes, appropriate declarations are filed with the customs author-
ity by specialized brokers based on the invoice information issued by the exporter. The customs
authority grants approval for export after confirming that the invoice data and declarations are
consistent and that all necessary documents are presented.

Foreign currency invoices. In general, tax invoices are issued by VAT payers in Armenian cur-
rency (AMD) only. However, commercial invoices can be issued in foreign currencies for trans-
actions carried out with non-established businesses. In such cases, the daily foreign currency
exchange rates published by the Central Bank of Armenia are taken into consideration.

Supplies to nontaxable persons. For the provision of works and/or services made within the retail
industry a supplier who is operating a cash machine (i.e., an automated teller machine (ATM))
does not need to issue a tax invoice unless requested by the purchaser.

Record. The taxpayer is obliged to retain the documents necessary for the calculation of the tax
base and filing of tax calculation reports, as well as documents substantiating the amount of
income received/expenses incurred and taxes paid (withheld).

Record retention period. The retention period should be not less than five years starting from the
reporting period the documents refer to.

Record retention period. The retention period should be not less than five years starting from the
reporting period the documents refer to.

Electronic archiving. In addition, interest is charged on late tax payments at a rate of 0.075% of
the tax due for each day of delay (up to 730 days). There are no special rules defined by the tax
code for electronic archiving. Electronic documents are stored in the server of the tax authority
and do not have time limits when it comes to archiving.

l. Returns and payment

Periodic returns. VAT payers must file their VAT and excise tax unified returns monthly by the
20th day of the month following the reporting month.

Periodic payments. VAT due is payable to the state budget by the 20th day of the month following
the reporting month.

For goods imported into Armenia under the customs regime “Release for domestic consump-
tion,” VAT must be paid before release of the imported goods under customs regime “Release for
domestic consumption.”
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For goods imported into Armenia from EEU countries, VAT must be paid by the 20th day of the
month following the month of importation.

VAT payment may be deferred on the importation of certain goods within the framework of invest-
ment projects prescribed by the government decree.

Electronic filing. All VAT payers must file all returns electronically through their accounts online
(https://file-online.taxservice.am). All tax returns are kept electronically in the taxpayers’ accounts
online (https:/file-online.taxservice.am).

Payments on account. Payments on account are not required in Armenia.
Special schemes. No special schemes are available in Armenia.
Annual returns. Annual returns are not required in Armenia.

Supplementary filings. To support the set off of VAT amounts paid for imports made from EEU
Member States to Armenia, taxpayers must submit the import tax declarations to the tax author-

1ty.
Digital reporting. All invoices are issued, and VAT reports are filed digitally.

J. Penalties

Penalties for late registration. Late-registration penalties are not applicable because late registra-
tion is not possible in Armenia.

Penalties for late payment and filings. The penalty for filing a VAT return late is 5% of the calcu-
lated tax for each 15-day period, up to a maximum penalty of the total tax amount.

Penalties for errors. The penalty for understatement of VAT payable equals 50% of the amount
not declared. A penalty of 100% of the above amount is applied if a violation is repeated within
one year.

The penalty for the violation of instructions established by the government of Armenia for the
issuance of tax invoices (including adjusted tax invoices) equals double the amount of the remu-
neration with respect to the respective tax invoice (including the amount of VAT) but not less than
AMDS million.

Penalties for fraud. Inserting apparently false information in the reports, calculations, declaration
set forth by the law or other documents imposing a tax, duty or other compulsory payment obli-
gation forming a tax base or failure to file the report, calculation, declaration or other manda-
tory document prescribed by the law on imposing a tax, duty or other compulsory payment
obligation within the procedure and time limits set forth by the law for the purpose of avoiding
the payment of large amounts of tax, duty or other compulsory payment to the state budget, is
punished by a penalty in the amount of AMD2 million to AMD3 million, or imprisonment for a
term of two to five years. The same action that has been committed in significantly large sums
is punished with imprisonment for a term of 5 to 10 years, with confiscation of property.

For the purposes of this sanction, a sum not exceeding AMD4 million and AMD15 million shall
be deemed to be a large sum, and a sum in excess of AMD15 million shall be considered a sig-
nificantly large sum.

These punishments apply to and are imposed on the directors and chief accountants of the tax-
payer company.

In addition, interest is charged on late tax payments at a rate of 0.075% of the tax due for each
day of delay (up to 730 days).
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A. At a glance
Name of the tax
Local name

Date introduced

Name of the tax
Local name
Date introduced

Administered by Departamento di Impuesto
Trading bloc membership None
RT rates
Standard 3% (combined rate of BBO (1.5%) and BAVP (1.5%))
Other Exempt
HT rates
Standard 3%
Other Exempt

Revenue tax (RT)
Belasting over bedrijfsomzetten — “BBO”

Belasting additionele voorziening PPS-projecten — “BAVP”

1 January 2007 — BBO
1 July 2018 — BAVP

Health tax (HT)
Bestemmingsheffing AZV — “BAZV”
1 December 2014

RT and HT number format ~ XXXXXXX (7 digits)
RT and HT return periods Monthly

Thresholds for RT and HT None

Recovery of RT and HT by

non-established businesses  No
B. Scope of the tax

Persons subject to RT and HT are entrepreneurs that in the course of their business supply goods
or render services in Aruba. The tax base equals the gross revenue (in cash or in kind) realized
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from the supply of goods or the rendering of services in Aruba by entrepreneurs in the course of
their business.

C. Who is liable

In principle, for RT and HT purposes, an entrepreneur is an individual or business entity that
delivers goods or performs services (engages in taxable activities) in Aruba. An entrepreneur can
also be regarded as anyone who exploits an asset in order to realize sustainable revenue. The
entrepreneur that realizes the revenue is subject to RT and HT.

A legal entity is not regarded as an entrepreneur for RT and HT purposes if it does not participate
in economic activities in Aruba and is in possession of a foreign-exchange license or is exempt
from the requirement to hold one.

Exemption from registration. The RT law in Aruba does not contain any provision for exemption
from registration.

However, free-zone companies are exempt from RT and HT with respect to the rendering of
services or the supply of goods to nonresidents.

The revenue of oil and gas exploration and exploitation companies is exempt from RT and HT
to the extent that the revenue is made with the exploration and exploitation of oil and gas.

Voluntary registration and small businesses. The RT law in Aruba does not contain any provision
for voluntary VAT registration.

However, individuals who are regarded as entrepreneurs and who expect to realize an annual
turnover of up to AWG12,000, can in principle obtain a dispensation for RT and HT. The dispen-
sation implies that on the realized turnover with the supply of goods or the rendering of services
no RT or HT is due. The entrepreneur who exploits an asset in order to realize sustainable reve-
nue cannot apply for this dispensation. In order to qualify for the dispensation, a request must be
submitted no later than 1 October of the calendar year. If granted, the dispensation will be appli-
cable as of 1 January of the following year.

Group registration. If a parent company owns 100% of the shares in a subsidiary established in
Aruba, on request a fiscal unity for RT and HT purposes is recognized and RT and HT are levied
on the parent company as if one entrepreneur exists. Revenue generated by intercompany trans-
actions is exempt from RT and HT.

Non-established business. A “non-established business” is a business that does not have a fixed
place of business in Aruba. The Aruba RT law and HT law do not provide an explicit exception
for non-established businesses. Consequently, foreign entrepreneurs are considered to be entre-
preneurs for RT and HT purposes and are subject to RT and HT when performing taxable acti-
vities in Aruba.

Tax representatives. An entrepreneur can provide another party with a written power of attorney
to conduct the taxpayer’s business before the tax authorities with regard to the RT and HT. If the
taxpayer is unable to look after his or her own interests, the Tax Inspector may appoint someone
to act on behalf of the taxpayer.

Reverse charge. As of 1 July 2018, the reverse-charge mechanism has been introduced on ser-
vices designated by the Minister of Finance. However, at the time of preparing this chapter, the
Minister of Finance has not yet designated the affected services, as the Ministerial Decree has
not yet been published. Therefore, the reverse-charge mechanism will enter into effect only after
the Ministerial Decree in which the services are designated is published. Once in effect, the RT
and HT due on services rendered by nonresident entrepreneurs to entrepreneurs who are resi-
dents of Aruba, will be due from the resident entrepreneur as the consumer of those services.
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Domestic reverse charge. There are no domestic reverse charges in Aruba.

Digital economy. Rules for digital supplies are the same as for other supplies. If services are ren-
dered, the taxable event for RT is generally where the entrepreneur providing the service is
established or has a fixed establishment from which the services are provided, although some
exceptions apply.

Online marketplaces and platforms. No special rules exist for online marketplaces and platforms
in Aruba.

Registration procedures. To register for RT and HT, an entrepreneur or an authorized representa-
tive has to submit a hard copy registration form to the tax authorities (Departamento di Impu-
esto). This registration form can be downloaded from the website of the Aruban tax authorities:
http://www.impuesto.aw.

It takes an average of 10 working days for the tax authorities to complete the registration process.

Deregistration. To deregister for the RT or HT, a written application for deregistration has to be
submitted to the tax authorities.

D. Rates

The term “taxable supplies” refers to supplies of goods or services that are subject to a rate of
RT and HT.

In Aruba, the term “revenue” refers to all remunerations (in cash or in kind) received by an entre-
preneur for the supply of goods or the rendering of services in the course of its business.

The RT standard rate is 3%. The standard rate of RT applies to revenue realized from performing
taxable activities in Aruba, unless a specific measure provides for an exemption. Please note that
this is a combined rate of BBO (1.5%) and BAVP (1.5%).

The HT rate of 3% applies to revenue realized from performing taxable activities in Aruba, unless
a specific measure provides for an exemption.

The term “exempt supplies” refers to supplies of goods and services that are not liable to RT.

Examples of exempt supplies of goods and services

* Sale of real estate (to the extent that transfer tax is due)

* Prescription medicines, including certain medical aids

* Renting out of apartments or hotel rooms (to the extent that room tax is due)

* Providing opportunities to gamble (to the extent that gaming tax is due)

* International transportation of goods and persons by ships or airplanes

* Renting out of real estate that is used as the renter’s own dwelling

* Investment income, such as interest, dividends and capital gains realized from the sale of shares
and other stocks

* Services rendered by companies established in the free zone to customers outside Aruba

* Revenue realized from the supply of exported goods is exempt from RT and HT. However, to
qualify for this exemption, the exports must be supported by evidence that confirms that the
goods have left Aruba. The Minister of Finance may issue additional regulations. However, cur-
rently no additional regulations have been adopted.

Option to tax for exempt supplies. The option to tax exempt supplies is not available in Aruba.

E. Time of supply

RT and HT are levied on a cash basis. However, on request, an entrepreneur may opt for an in-
voice (accrual) basis for RT and HT. The tax authorities need to approve this request.
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Deposits and prepayments. The tax point for deposits and prepayments arises upon receipt of the
payment for the goods or services.

Continuous supplies of services. The tax point arises upon receipt of each payment for the continu-
ously supplied goods or services.

Goods sent on approval for sale or return. There are no special time of supply rules in Aruba for
supplies of goods sent on approval for sale or return. As such, the general time of supply rules apply
(as outlined above).

Reverse-charge services. As of 1 July 2018, the reverse-charge mechanism has been introduced
on services designated by the Minister of Finance. However, at the time of preparing this chapter,
the Minister of Finance has not yet designated the affected services, as the Ministerial Decree has
not yet been published. Therefore, the reverse-charge mechanism will enter into effect only after
the Ministerial Decree in which the services are designated is published. Once in effect, the RT
and HT due on services rendered by nonresident entrepreneurs to entrepreneurs who are resi-
dents of Aruba, will be due from the resident entrepreneur as the consumer of those services.

Leased assets. The tax point arises upon the payment of each lease installment for both opera-
tional and financial lease.

Imported goods. The import of goods is not a taxable event for RT or HT in Aruba. Hence the
time of supply of imported goods is where the transport originates, i.e., outside of Aruba. How-
ever, the foreign supplier would not need to register of RT or HT in Aruba, as no RT or HT is due
on the goods upon importation.

F. Recovery of RT and HT by taxable persons
Established businesses cannot recover RT or HT in Aruba.

G. Recovery of RT and HT by non-established businesses
Non-established businesses cannot recover RT or HT in Aruba.

H. Invoicing

RT and HT invoices. An entrepreneur must provide an invoice for all taxable supplies made, includ-
ing exports.

As of 1 January 2019, entrepreneurs are prohibited to carry out the following:

* To state on their invoices and receipts that the RT and HT is levied on the (taxable) turnover

* To offer goods and services (which are taxable) against prices which do not include the RT and
HT due

Entrepreneurs had until 30 September 2019 to implement this new invoice requirement.

Please note that the Government is contemplating as part of a tax reform to replace the RT and
HT with one single indirect or turnover tax, in due course. At the time of preparing this chapter,
no further details have been published by the Government on this.

As of 1 October 2019, entrepreneurs can opt to reflect the RT and HT on their invoices/receipts.

There are two permissible ways to do so. The entrepreneur may:

* Separately state on the invoice/receipt that the price includes BBO/BAZV/BAVP

* Reflect on the invoice/receipt which part of the total price will be remitted as BBO/BAZV/
BAVP

The RT and HT percentage to be indicated on the invoice must be 6%.
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Credit notes. An RT and HT credit note must be issued when the quantity or consideration shown
on an invoice is altered. In general, credit notes must contain the same information as the original
RT and HT invoice.

Electronic invoicing. The issuance of electronic invoices is not allowed in Aruba. Invoices must
be issued on paper.

Simplified RT and HT invoices. Simplified RT and HT invoicing is not allowed in Aruba. As such,
full RT and HT invoices are required.

Self-billing. Self-billing is not allowed in Aruba.

Proof of export. Goods destined for export are exempt from RT and HT. The entrepreneur must
provide documents to prove the goods are destined for export.

Foreign currency invoices. Invoices can be provided in any currency.

Supplies to nontaxable persons. There are no specific rules/distinction in the local law, and as
such full tax invoices must be issued for all supplies.

Record.
Record retention period. Entrepreneurs must retain copies of invoices for 10 years.

Electronic archiving. There are no specific rules on how the invoices should be administrated
other than that upon request by the Aruba Tax Inspector, these should be provided, and the infor-
mation should be clear and definite.

I. Returns and payment

Periodic returns. RT and HT combined returns are generally submitted on a monthly basis. The
RT and HT return must be filed within 15 days after the end of the month. The filing of the return
of the RT and HT amount can be done separately.

Periodic payments. The RT and HT due must be paid within the same time period as the return,
which is within 15 days after the end of the month.

Electronic filing. Electronic filing is not allowed in Aruba. RT and HT returns must be filed by
paper. However, as of 1 January 2019, the Aruban tax authorities have started a pilot program
toward digitalization. In this program some taxpayers are selected to commence with the elec-
tronic filing of the RT and HT return for a particular month. The goal of the Aruban tax author-
ities is to eliminate hardcopy filing and to introduce solely the electronic filing of these returns.
This is depending on the results of the pilot program.

Payments on account. Payments on account are not required in Aruba.
Special schemes. No special schemes are available in Aruba.

Annual returns. Annual returns are not required in Aruba.
Supplementary filings. No supplementary filings are required in Aruba.
Digital reporting. No digital reporting requirements apply in Aruba.

J. Penalties

Aruba’s strict penalty system punishes the following two categories of infraction:
* Omissions
* Gross negligence or intent
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Penalties for late registration. In general, an Aruba entrepreneur who begins taxable activities
must register with the tax authorities. Since there is no specific deadline for registration, a pen-
alty is not imposed for late registration.

Penalties for late payment and filings. However, if the late registration results in the late payment
of RT or HT or the late submission of RT or HT returns, administrative penalties may be imposed.

The tax authorities can impose penalties for not filing the RT and HT return on time, for not

paying the amount due on time, for not paying or partially paying the amount due and for non-

compliance with the prohibition mentioned under Section H for RT and HT on the invoice. As to

the latter penalty, it is our understanding that this penalty will not be imposed during the transi-

tional period. These penalties can, however, accumulate. The following are the maximum penal-

ties that can be applied, which vary depending on the number of omissions:

* Not filing return on time: maximum penalty of AWG250

* Not paying on time: maximum penalty of AWG10,000

* Not paying or partially paying: maximum penalty of AWG10,000

* Not including the RT and HT in the price of the (taxable) supply of goods and/or rendering of
services: maximum penalty of AWG10,000

» Stating the RT and HT in the calculation of the final price: maximum penalty of AWG10,000

If the late payment is caused by gross negligence or intent, fines ranging from 25% to 100% of
the RT and HT payable may be imposed.

Penalties for errors. The penalties for errors are the same as those for late filing and late payment
(as outlined above).

Penalties for fraud. Criminal penalties may also apply in certain circumstances, such as in cases
of fraudulent conduct. If the invoicing requirements are not met and a proper administration is
not in place, criminal penalties consisting of a fine of AWG25,000 or a jail sentence for the
maximum duration of six months may be imposed.

Should gross negligence or intent be constituted, the amount of the fine will be AWG100,000 and
the jail sentence up to six years.

There are, in principle, no consequences for the tax advisor, provided that the tax advisor did not
contribute to fraud.
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A. At a glance
Name of the tax Goods and services tax (GST)
Local name Goods and services tax (GST)
Date introduced 1 July 2000
Trading bloc membership None
Administered by Australian Taxation Office (http://www.ato.gov.au)
GST rates
Standard 10%
Other GST-tree (zero-rated) and input taxed (exempt)
GST number format ABN 12345678901
GST return periods Monthly (turnover in excess of AUD20 million; optional for all
other registered persons)
Quarterly (turnover below AUD20 million)
Annual with quarterly payments (turnover below
AUD2 million)
Annual (turnover below AUD75,000)
Thresholds
Registration AUD75,000 (AUD150,000 for nonprofit bodies)
Recovery of GST by

non-established businesses ~ No

B. Scope of the tax

GST applies to the following transactions:

» Taxable supplies of goods and services, which are supplies connected with the “indirect tax
zone” (i.e., Australia) and made for consideration in the course of a business enterprise by an
entity that is registered or that is required to be registered for GST

* Reverse charge applies to offshore acquisitions made by a registered entity in Australia if the
supply is not connected with Australia and if the recipient of the supply does not make the
acquisition solely for a creditable purpose. Effective 1 July 2017, offshore intangibles supplied
to Australian non-registered consumers (e.g., digital supplies and services) may be subject to
GST with the offshore supplier liable to remit this GST.

« Taxable importations of goods into Australia, regardless of the status of the importer. Effective
from 1 July 2018, importations of low value goods (e.g., AUD1,000 or less) are subject to GST
with the nonresident suppliers, operators of online marketplaces (i.e., electronic distribution
platforms) and/or re-deliverers to consumers in Australia liable to remit that GST to the Com-
missioner of Taxation.

C. Who is liable

The GST registration threshold is AUD75,000 (AUD150,000 for nonprofit bodies). The thresh-

old applies, retrospectively and prospectively, based on either of the following:

¢ Current GST turnover, which is the value of all supplies made or likely to be made in the cur-
rent month plus the preceding 11 months

* Projected GST turnover, which is the value of all supplies made or likely to be made in the current
month plus the next 11 months

To calculate turnover for the above purposes, turnover from input-taxed (exempt) supplies, sup-
plies that are not connected with Australia and certain other types of supplies are excluded.
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Exemption from registration. The GST law in Australia does not contain any provision for exemp-
tion from registration.

Voluntary registration and small businesses. An entity that has turnover below the registration
threshold may apply to register for GST voluntarily if the entity is carrying on an enterprise.

Group registration. Subject to certain requirements, two or more entities that are closely related
may form a GST group. The effect of GST grouping is to treat the group members as a single
entity for certain purposes. In general, all GST liabilities and input tax credit entitlements for
group members are attributed to a representative member of the group, and the group submits a
single GST return (incorporated as part of the Business Activity Statement; see Section I). The
representative member of the group must be an Australian resident. However, nonresidents may
be included in a GST group as members. Transactions between group members are not consid-
ered taxable for GST purposes and consequently are effectively ignored.

Grouping is permitted for companies, partnerships and trusts. For companies to be included in a
GST group, they must be connected by a 90% (or greater) share ownership relationship in terms
of voting power, right to receive dividends and right to receive capital distributions. However, all
eligible companies are not required to be included in a GST group. The rules for the grouping of
trusts and partnerships with companies are complex.

An independent branch of a company may be registered separately as a GST branch, with its own
GST number. Certain requirements must be met relating to the nature of the activities and account-
ing systems of proposed GST branches. In addition, a branch of a registered entity may not be
registered as a GST branch if the entity is a member of a GST group.

Non-established businesses. GST applies to taxable supplies and to taxable importations made by
nonresidents. In general, a nonresident entity is not required to appoint a tax or fiscal representa-
tive in Australia for GST purposes. However, GST payable on any taxable supply or taxable
importation made by a nonresident through a resident agent is payable by the agent. The non-
resident is still required to be registered for GST but need not submit GST returns if all supplies
or acquisitions are made through the agent.

As an alternative to registration, some nonresidents may agree with the recipient of the supply
for the recipient to account for the GST liability under the voluntary reverse-charge procedure.

Certain business-to-business (B2B) transactions (other than supplies of goods or real property)
between nonresident suppliers and Australian-based business recipients will no longer be “con-
nected” with Australia. Subject to certain conditions and transitional rules being satisfied, GST
will not apply to these supplies and consequently a nonresident supplier that may have previ-
ously been required to be registered for GST in Australia could deregister.

These rules do not apply where the nonresident supplier is carrying on an enterprise in Australia.
The concept of an entity carrying on an enterprise is broadly consistent with Australia’s current
tax treaty approach for determining a permanent establishment and incorporates the “183-day”
and “fixed-place” rules.

Nonresident entities may register for GST in a “limited” capacity to reduce their compliance
burden from 1 July 2017 if they have made one or more inbound intangible consumer supplies
(effectively B2C supplies). This limited GST registration allows nonresidents to collect and remit
GST on a quarterly basis without the ability to claim any input tax credits for GST included
within associated expenses. Effective 1 July 2018, nonresident suppliers of low value goods to
Australian consumers can also elect to obtain a limited registration.

Tax representatives. Tax representatives are not required in Australia.
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Reverse charge. GST on a taxable supply is payable by the recipient and not by the supplier if all
the following conditions are met:

* The supplier is a nonresident.

* The supplier does not make the supply through an enterprise that it carries on in Australia.

* The recipient is registered (or is required to be registered) for GST.

« The supplier and recipient agree that the GST is payable by the recipient.

The voluntary reverse charge does not apply if either of the following circumstances exists:
* The compulsory reverse charge applies.
* The supply is made by the nonresident through a resident agent.

A compulsory reverse charge applies in the following circumstances:

There is a supply of anything other than goods or real property (e.g., digital products, services,

rights) that is either (a) not connected with Australia or (b) connected with Australia because it

is a supply made through an enterprise carried on outside of Australia and it is a supply of a right

or option to acquire something that would be connected with Australia.

* The recipient of the supply is registered (or required to be registered).

* The supply is for consideration.

* The recipient acquires the supply solely or partly for the purpose of a business enterprise car-
ried on by it in Australia.

* The acquisition is not solely for a creditable purpose (that is, it is not eligible for full input tax
credits), and the supply is not input taxed or GST-free.

Where a supply of low value goods (effective 1 July 2018), or a supply of anything other than goods
or real property (effective 1 July 2017) was not subject to GST because the supplier incorrectly
believed the recipient was not an Australian consumer, a compulsory reverse charge applies where
the acquisition is not solely acquired for a creditable purpose and the supply is not input taxed or
GST-free.

The compulsory reverse charge applies primarily to businesses that make input-taxed (exempt)
supplies (for example, financial institutions) and to acquisitions made for a partly private or domes-
tic purpose. The reverse charge does not apply to private consumers who are not registered or
required to be registered for GST.

Australian-based business recipients that make acquisitions from nonresidents of Australia may
have an increased reverse-charge liability from 1 October 2016 as a result of the changes to the GST
rules.

Domestic reverse charge. From 1 April 2017, there is a mandatory reverse charge to taxable sup-
plies of valuable metals (goods consisting wholly or partly of gold, silver, platinum or any other
substance specified in the regulations for the purposes of the definition of a “precious metal”).

Subject to certain exceptions, the mandatory reverse charge occurs where:
* The market value of the goods does not exceed the valuable metal threshold.
« The recipient is registered or required to be registered.

If the mandatory reverse charge does not apply, suppliers and recipients may also agree in writing
to voluntarily reverse charge taxable supplies containing valuable metal.

Digital economy. From 1 July 2017, the supply by nonresident suppliers of intangibles, including
anything other than goods or real property (e.g., digital products, services, rights), to an Austra-
lian non-registered consumer will be taken to have the necessary connection with Australia and
may be subject to GST unless otherwise exempted. The onus is on the supplier to determine that
its customer is not an Australian consumer. A supplier must have sufficient evidence that would
enable a person who is independent of the transaction to reasonably conclude that its customer is
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not an Australian consumer (e.g., customer residency and their GST registration status and pur-
pose of acquisition).

Effective from 1 July 2018, the supply of low-value imported goods of AUD1,000 or less, to an
Australian non-registered consumer will be taken to have necessary connection with Australia
and may be subject to GST unless otherwise exempted. Nonresident suppliers and/or re-deliver-
ers to consumers in Australia are liable to remit that GST to the Commissioner of Taxation.

Online marketplaces and platforms. In some circumstances, the responsibility for the GST liabil-
ity that arises under the amendments may be shifted to the operator of an electronic distribution
platform rather than the supplier of the intangible supply.

Effective 1 July 2017, the legislation now treats supplies of digital currency alike to supplies of
money. GST is generally not payable on supplies and purchases of digital currency.

Registration procedures. An entity needs to firstly apply for an Australian Business Number
(ABN). Once it has an ABN, it can register for GST. An entity can register for GST via the Business
Portal, by phone to the ATO or through its registered tax agent or BAS agent.

Nonresidents may also register for GST. The types of GST registration available to nonresidents

are:

* Simplified GST registration, which is a two-step process where you firstly get an AUS ID and
then register for Simplified GST.

* Standard GST registration with an ABN where you apply for an ABN and GST.

* Standard claim only (GST-only), which can be applied for online. Documents showing that the
business is registered with an equivalent corporate, market and/or financial regulator in the
entity’s country of origin and a letter issued by a revenue authority of a comparable taxing
regime stating that the entity exists in their records and carry on an enterprise are also required.

Deregistration. An entity that ceases to carry on an enterprise must cancel its GST registration.
The entity must notify the Commissioner of Taxation that it is no longer entitled to be registered
within 21 days after ceasing operations. An entity that is no longer required to be registered may
apply to cancel its registration. However, the Commissioner of Taxation is not required to cancel
the registration if a business has been registered for less than 12 months.

Sales of residential property. From 1 July 2018, purchasers of new residential premises (or sub-
divisions) must pay the GST on the purchase price directly to the ATO as part of the settlement.
Suppliers are required to provide the purchaser with a notification in writing before making the
supply, providing the supplier’s Australian Business Number (ABN) and the amount required to
be withheld. Purchasers are required to provide the Australian Tax Office (ATO) with a notifica-
tion through the submission of a form, which is completed and lodged online to the ATO prior
to settlement. Once this form has been lodged, the ATO will provide the purchaser with a
Payment Reference number and Lodgement Reference number. The final GST liability is to be
resolved as part of the Business Activity Statement (BAS) cycle, whereby the supplier will be
entitled to a credit for the amount of payment made to the ATO in the BAS for the tax period to
which the supply is attributed.

Withholding by purchasers applies to supplies of new residential premises or subdivisions for
which consideration (other than a deposit) is first provided on or after 1 July 2018. This is subject
to an exception for pre-1 July 2018 contracts where consideration for the supply is provided
before 1 July 2020, providing a two-year transitional period for pre-existing contracts.
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D. Rates

The terms “taxable supplies” and “taxable importations” refer to supplies of goods, real prop-
erty, and services and importations that are liable to GST and which give rise to a right to claim
input tax credits for GST included in acquisitions related to the supply.

The GST rates are:
« Standard rate: 10%
* Zero-rate: 0% (i.e., “GST-free supplies”)

The standard rate of GST applies to all supplies of goods and services unless a specific measure
provides for the zero rate or an exemption.

“GST-free supplies” are supplies not liable for GST but that nevertheless do give rise to a right
to claim input tax credits for GST included in acquisitions related to the supply.

Examples of goods and services taxable at 0% (i.e., GST-free)
* Basic foodstuffs
» Water, sewerage and drainage services
* Exports of goods and services performed for nonresidents of Australia who are not in Australia
when the supply is made
* Health, education, religious and related supplies
¢ Child care
* Supplies of going concerns
* International transport and mail

The term “input-taxed supplies” refers to supplies not liable for GST (i.e., exempt) that do not
give rise to a right to claim input tax credits for GST included in acquisitions related to the sup-
ply.
Examples of exempt supplies of goods and services (i.e., input-taxed)
* Financial supplies
* Rental of residential premises
« Sales (or long-term leases) of residential premises (except for new residential premises)
* Supplies of some precious metals
* Supplies in the course of fundraising events conducted by charitable institutions
* Supplies made through school “tuck shops” and cafeterias

Option to tax for exempt supplies (input-taxed supplies). The option to tax exempt supplies is not
available in Australia.

E. Time of supply

Australia does not have time of supply rules. Instead, it has attribution rules with respect to the
timing of when GST is payable, or an input tax credit is claimable. The time when GST is payable
on a supply depends on whether the taxable person accounts for GST on a cash basis or on an
accrual basis.

Deposits and prepayments. If a prepayment or a deposit is treated as part payment of the consid-
eration for a supply, GST is payable in the period when the deposit is paid. For entities that use
the accrual basis of accounting, the deposit triggers a liability to account for GST on the full
value of the supply. For entities that use cash accounting, GST is payable on the amount of the
deposit.

Security deposits are not considered to constitute payment of the consideration for a supply until
the deposit is applied as partial payment toward the consideration for the supply. GST is payable
on a security deposit that is forfeited.
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Continuous supplies of services. If a supply is made continuously over a period of time for con-
sideration that is either paid progressively or periodically, the supply is treated as if each compo-
nent of the progressive or periodic supply is a separate supply.

Goods sent on approval for sale or return. Australia does not have time of supply rules. In these
circumstances, the general attribution rules should apply such that the supplier has a GST liabil-
ity on the earlier of the invoice being issued or the receipt of any consideration.

Reverse-charge services. Australia does not have time of supply rules. For reverse-charge sup-
plies, the general attribution rules should apply such that the supplier has a GST liability on the
earlier of the invoice being issued or the receipt of any consideration. Where reverse charge is
applied on supplies between associates for no consideration, GST is payable on the supply and
the input tax credit on the acquisition is attributable in the tax period in which the thing supplied
starts to be done.

Leased assets. Australia does not have time of supply rules. Refer to the Continuous supplies
section above.

Imported goods. GST is payable for imported goods at the time of importation. For an importer
registered under the GST-deferral scheme, GST is payable on the due date for the importer’s next
Business Activity Statement (see Section I).

F. Recovery of GST by registered entities

A registered entity may claim input tax credits for the GST included in the consideration for goods
and services acquired within Australia, GST paid on importations of goods and GST paid under
reverse-charge arrangements to the extent that the acquisition is a creditable acquisition. Input tax
credits are generally recovered by being offset against GST payable on taxable supplies.

A valid tax invoice or customs document must generally be retained to support claims for input
tax credits.

Nonresident entities registered for GST in a limited capacity do not have the ability to claim any
input tax credits for GST incurred on Australian acquisitions.

Nondeductible input tax. Nondeductible purchases are also known as “Non-creditable acquisitions”
in Australia. In addition, input tax credits are blocked or reduced for some items of business expen-
diture.

However, acquisitions related to making financial supplies remain creditable if the entity does not
exceed the financial acquisitions threshold. An entity exceeds the financial acquisitions threshold
if, in the current month and the preceding 11 months, or in the current month and the next 11
months, the GST on acquisitions related to financial supplies (“financial acquisitions”) exceeds,
or will exceed, either the lesser of AUD150,000 or 10% of the total input tax credits an entity
incurs. In calculating the amount of GST on financial acquisitions, financial acquisitions related
to borrowings and importations are excluded. Acquisitions related to borrowings (that are not used
to make input-taxed supplies) and importations remain creditable. An entity that exceeds the
financial acquisitions threshold may be entitled to reduced input tax credits (at a rate of 75% or
55%) in specific circumstances.

The following lists provide some examples of items of expenditure for which input tax deduc-
tions are not available (non-creditable acquisitions) and examples of items for which input tax
deductions are available if the expenditure is related to the entity’s taxable business use (credit-
able acquisitions).

Examples of items for which input tax is nondeductible
* Acquisitions used for nonbusiness purposes
* Entertainment acquisitions that are ineligible for income tax deductions
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* Acquisitions related to input-taxed supplies (however, acquisitions related to making financial
supplies that either do not exceed the financial acquisitions threshold, or relate to borrowings not
used to make input-taxed supplies, remain creditable)

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Advertising
* Purchase, lease and hire of a car, van or truck
* Maintenance and fuel for a car, van or truck
* Parking
* Mobile phones (GST may be payable on a recharge of costs to employees)

Partial exemption. A creditable acquisition is an acquisition of goods or services used by a reg-
istered entity in its business enterprise. However, input tax credits are generally not available for
GST included in acquisitions that are used for making input-taxed (exempt) supplies, subject to
whether an entity exceeds the financial acquisitions threshold.

In general, the amount of the input tax credit available for a creditable acquisition is the amount

of GST payable on the supply. However, the amount of the input tax credit is reduced if the

acquisition is only partly creditable. An acquisition is partly creditable if either of the following

conditions applies:

* The acquisition is made only partly for a creditable purpose (for example, it partly relates to
input-taxed supplies).

* The taxable person provides, or is liable to provide, part of the consideration for the acquisition.

The amount of the input tax credit for a partly creditable acquisition is based both on the extent
to which the acquisition is made for a creditable purpose and on the amount of the total consid-
eration that is provided, or liable to be provided, by the taxable person.

The Australian tax authorities require that the extent to which an acquisition is made for a credit-

able purpose is determined based on the planned use of the acquisition “on a reasonable basis.”

Direct allocation methods are preferred if possible. However, indirect allocation methods are

acceptable if it is not feasible to use a direct method. Examples of common indirect methods

include the following:

* A pro rata calculation based on the cost of acquisitions used to make taxable supplies com-
pared with the total cost of all acquisitions.

* A pro rata calculation based on the total value of taxable supplies made compared with the total
value of all supplies made.

Subsequent input tax credit adjustments may be required in later tax periods, depending on the
actual use of the acquisition compared with its expected use.

Capital goods. The GST Act does not define the term “capital goods.” Generally, capital goods
refer to those goods that make up the profit yielding subject of an enterprise. Where acquisitions
of capital goods are made partly for a “creditable purpose,” an input tax credit is able to be
claimed to the extent to which the acquisition is made for a creditable purpose.

Generally, the time limit for claiming input tax credits is four years.

The calculation for claiming input tax credits on acquisitions is:
¢ (Full input tax credit) x (Extent of creditable purpose) x (Extent of consideration)

Refunds. If the amount of input tax credits in a period exceeds the GST payable in the same
period, the excess amount is applied against any other outstanding tax debts and any surplus is
refunded. Any refunds of GST must be paid into an Australian bank account.

Pre-registration costs. Input tax incurred on pre-registration costs in Australia is not recoverable.
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Write-off of bad debts. An entity can recover the GST it has remitted in respect of unpaid invoic-
es if either:

* The debt is written off as bad.

* The debt has been overdue for 12 months or more.

If an entity makes a bona fide commercial decision that the debt is unlikely to be recovered, the
Commissioner of Taxation will accept that the debt is bad for the purposes of GST. There must
be some written record that evidences the decision to write off the debt.

Noneconomic activities. Input tax incurred in relation to noneconomic activities is not recover-
able in Australia.

G. Recovery of GST by non-established businesses

Only entities that are registered for GST may claim refunds of GST incurred on Australian acqui-
sitions. In general, entities (including nonresidents) that make acquisitions in Australia for the
purposes of their enterprises may register for GST if necessary. However, the nonresident entities
electing “limited registration” are unable to recover any GST incurred on Australian acquisitions.

H. Invoicing

GST invoices. A registered person must generally provide a tax invoice for all taxable supplies
made if requested to do so by the recipient of a supply. A tax invoice is not required for supplies
with a GST-inclusive amount of AUDS82.50 or less.

A tax invoice is generally necessary to support claims for input tax credits. Those nonresidents
making supplies to Australian consumers and have “limited registration” for GST are not
required to issue tax invoices.

Credit notes. An adjustment note (or credit or debit note) may be issued to reduce or increase the
amount of GST payable on a supply if the amount of GST originally charged is incorrect (for
example, as a result of an error or because of an agreed adjustment to the price). The adjustment
note should be clearly marked either as an adjustment note or as a tax invoice (provided the
amount of any credit is shown as a negative amount), and it must provide detailed particulars of
the adjustment made.

Electronic invoicing. The GST law in Australia does not have mandatory rules regarding elec-
tronic invoicing. However, electronic invoicing is allowed in Australia. For electronic invoices,
recipients need to be able to reproduce the tax invoice when requested by the Commissioner of
Taxation in support of any input tax credit claims.

Simplified VAT invoices. There are no simplified GST invoices in Australia. However, for supplies
of AUD1,000 or more, the tax invoice also needs to show the buyer’s identity or ABN.

Self-billing. There are three classes of invoices that may be issued by a recipient of a taxable sup-

ply, rather than the supplier. These invoices are known as Recipient Created Tax Invoices (RCTI).

The three broad classes are:

» Tax invoices for taxable supplies of agricultural products made to registered recipients

* Tax invoices for taxable supplies made to registered government-related entities

» Tax invoices for taxable supplies made to registered recipients that have a GST turnover
(including input taxed supplies) of at least AUD20 million annually or are members of a group
of companies, partnerships or trusts, or a joint venture operator, in which one or more members
of that group or participants in that joint venture have such a GST turnover.

Proof of exports. Exports of goods are GST-free. To qualify as GST-free, goods must generally
be exported within 60 days. Exports must also be supported by evidence that indicates the goods
have left Australia within the allowable time limit. A supplier must have documents that would
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enable a person who is independent of the transaction to reasonably conclude that a supply of
goods was made and that the supplier exported them within the specified time limits.

Foreign currency invoices. If a tax invoice or adjustment note is issued in a foreign currency, the
GST must be shown in Australian dollars (AUD) or the applicable exchange rate used must be
shown. Registered persons may use the exchange rate issued by the Reserve Bank of Australia
applicable at 4 p.m. on the day of the invoice or on the previous day, or any other rate that is
acceptable to the Australian tax authorities.

Supplies to nontaxable persons. There are no special invoicing rules for supplies to nontaxable
persons in Australia. As such, full GST invoices are required.

Records. An entity is required to keep records that explain all GST transactions, including any
supply, acquisition or entitlement. The records must be in English or readily accessible and con-
vertible into English and enable a business’ liabilities and entitlements to GST and input tax
credits to be readily ascertained.

Record retention period. Records of indirect tax transactions need to be retained for five years
after the completion of the GST transaction to which they relate.

Electronic archiving. Records relating to your GST transactions can be stored electronically.
Electronic records are subject to the same record-keeping requirements as paper records.

I. Returns and payment

Periodic returns. GST liabilities are reported using a Business Activity Statement (BAS). Regis-
tered persons whose annual turnover equals or exceeds AUD20 million must complete a BAS
each month, which must be filed electronically. Monthly returns are due by the 21st day of the
month following the end of the return period.

Registered persons whose annual turnover for GST purposes does not exceed AUD20 million
must submit a BAS each quarter or they may opt to submit monthly. These registered persons
may also choose to report some information annually. Quarterly returns and payments are gener-
ally due by the 28th day of the month following the end of the relevant return period but may be
made by 28 February for the December quarter.

Registered persons whose turnover for GST purposes does not exceed AUD2 million may opt to
file an annual BAS in quarterly installments.

Persons whose turnover for GST purposes does not exceed AUD75,000 and who have elected to
report GST and pay (or claim a refund) annually or who elect to pay GST by installments may
apply to file BASs annually. The annual GST return and payment will be due at the same time
as the entity’s income tax return. Where an entity is not required to lodge an income tax return,
it must lodge its annual GST return with payment by 28 February. An entity must assess its eli-
gibility to report and pay GST annually at 31 July each financial year. Where an entity is no
longer eligible to report and pay GST annually, it must advise the ATO who will change the
entity’s GST reporting cycle to monthly or quarterly with effect from 1 July of that same finan-
cial year.

Entities that register for a “limited” registration must submit a BAS each quarter but will not have
the ability to claim any input tax credits on the BAS. Therefore, these returns only include GST
liabilities.

Periodic payments. Registered persons whose annual turnover equals or exceeds AUD20 million

must pay any net GST liability. Payments are due by the 21st day of the month following the end
of the period.
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Registered persons whose turnover for GST purposes does not exceed AUD2 million may opt to
pay GST in quarterly installments.

Persons whose turnover for GST purposes does not exceed AUD75,000 and who voluntarily opt
to register for GST, may apply to pay GST annually.

GST liabilities must be paid in Australian dollars.

Electronic filing. Registered persons whose annual turnover equals or exceeds AUD20 million must
file their BAS electronically.

Payments on account. As noted in Periodic returns above, generally an entity will be required to
report and pay GST on a monthly or quarterly basis.

However, if an entity meets certain eligibility requirements that allow it to elect to pay GST by
installments, it will pay a quarterly amount calculated by the ATO and report its actual GST
information on an annual GST return.

The ATO will calculate the installment amount based on the net GST amounts the entity most
recently reported, generally for the prior year, depending on how long it has been registered for
GST.

Special schemes.

Cash accounting. Entities may choose to account on a cash basis only under limited circum-
stances, which involve, among other conditions, consideration as to whether an entity satisfies
certain income tax definitions.

For entities that use cash accounting, GST is payable with respect to a taxable supply in the tax
period in which the consideration is received. If only part of the consideration is received in a
particular tax period, GST is payable only on that part.

Accrual basis. For businesses that account for GST on an accrual basis, GST is payable with
respect to a taxable supply for the tax period in which the invoice is issued or when any of the
consideration is received for the supply, whichever is earlier.

Small business concessions. A small business may be eligible for GST and excise concessions.

The turnover threshold for these concessions is AUD10 million. These include:

* Accounting for GST on a cash basis (explained above)

* Paying GST by installments, which are calculated by the ATO and may be varied by the small
business each quarter if it chooses. A small business must contact the ATO to access this con-
cession

 Annual apportionment of GST input tax credits, whereby if an item is purchased that is used
partly for private purposes, the small business can choose to claim the full GST credits for these
items on its BAS and make a single adjustment to account for the private use percentage after
the end of its income year

* Excise concessions, where an eligible small business can apply to defer settlement of its excise
duty and excise equivalent customs duty from a weekly to a monthly reporting cycle. To access
this concession, an application must be made to the ATO in writing

Not-for-profit Organization Concessions. GST concessions are available to not-for-profit organi-

zations. Additional GST concessions are available to:

* Australian Charity and not-for-profits Commission (ACNC) registered charities that are
endorsed to access GST charity concessions

* Gift deductible entities

* Government schools
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Food retailers. Simplified accounting methods (SAMs) are available for food retailers that buy
and sell a mixture of products, where some are taxable and some are GST-free, and whose rele-
vant turnover is not more than AUD2 million.

Secondhand goods. An entity can claim GST credits for its purchase of secondhand goods even
if the price it paid did not include GST. That is, this can be done for secondhand goods that an
entity purchases for resale from sellers who do not charge GST in the price of the goods. An
entity can calculate its GST credits using either a direct approach or a global accounting method,
depending on whether it sells the secondhand goods as a single item or divides them into separate
parts.

Annual returns. Annual returns are not required in Australia.

Supplementary filings. No supplementary filings are required in Australia. However, entities can
revise previously lodged Business Activity Statements to correct errors or omissions.

Digital reporting. Registered persons whose annual turnover equals or exceeds AUD20 million
must file their BAS electronically.

J. Penalties

Penalties for late registration. Penalties may be imposed if an entity fails to apply to register for
GST when required by the GST Act, or if it is registered, to apply to cancel a GST registration
as required.

Failure to comply with its registration obligations results in an entity being liable to an adminis-
trative penalty of 20 penalty units, with the current value of a penalty unit being AUD210. The
ATO will give written notice to the entity of the entity’s liability to pay the penalty and of the
reasons why the entity is liable to pay the penalty.

These penalties may be remitted in specific circumstances. The particular facts of each case will
determine whether or not the ATO exercises the discretion to remit.

Penalties for late payment and filings. A late lodgment penalty may be imposed for the late filing
of a BAS. The penalty applies for each 28-day period, or part thereof, that the BAS remains
overdue, up to a maximum of five periods.

From 1 July 2017, the amount of the penalty is one penalty unit for each period (a penalty unit

is currently AUD210) for every 28 days (or part thereof) that the BAS is late, up to a maximum

of 5 penalty units. However, this may be increased depending on the size of the entity’s business:

* For a medium entity the penalty is multiplied by two. A “medium entity” is a medium with-
holder for PAYG withholding purposes or has assessable income or current GST turnover of
more than AUDI million and less than AUD20 million.

« For a large entity the penalty is multiplied by five. A “large entity” is a large withholder for
PAYG withholding purposes or has assessable income or current GST turnover of AUD20 mil-
lion or more.

« For “significant global entities” (e.g., an entity or consolidated group with annual global turn-
over equal to or greater than AUDI1 billion), failure to lodge penalties are increased by a factor
of up to 500 (i.e., for BASs lodged more than 112 days after the due date, the penalty is
AUDS525,000).

Where an entity receives a penalty notice for failing to lodge a return or statement on time, it can
apply to the ATO to have the penalty remitted in full or in part if there are extenuating circum-
stances. Registered tax agents can also request remission on behalf of their clients.

General interest charges (GIC) may also be imposed on late payments of GST. The rate changes
quarterly. It is around the range of 8% to 11% per year, compounded daily.
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The Australian Government also announced its intention to consult on measures that would make
directors personally liable for GST debts of a company they manage. At the time of preparing
this chapter, GST is not one of the taxes covered by the Director Penalty provisions that impose
personal liability on directors. If implemented, the proposed measures would expand the Director
Penalty provisions to include GST within their scope. It is likely that personal liability for unpaid
GST would operate in a similar way to current Director Penalty Notices in effect.

Penalties for errors. A GST error is a mistake made in working out the GST net amount on the
activity statement that would result in reporting or paying too much GST (credit error) or report-
ing or paying too little GST (debit error).

If an entity makes a GST error when reporting GST on an activity statement, it can correct that
error on a later activity statement if it meets certain conditions, including:

« For credit errors, a “credit error time limit”

« For debit errors, a “debit error time limit” and a “debit error value limit”

If an entity corrects a GST error on a later activity statement, it should keep a note to record the
reporting period when the error was made and the activity statement it was corrected on. It must
also keep records and other relevant information to explain the correction.

Penalties for false or misleading statements. An entity will be liable for a penalty if it makes a false
or misleading statement that results in it having a shortfall amount. The shortfall amount is the
difference between the correct tax liability or credit entitlement, and the liability or entitlement
worked out using the information it provided.

The base penalty is a percentage of the shortfall amount. The percentage used is determined by

the behavior that led to the shortfall amount:

* Failure to take reasonable care: The base penalty is 25% of the shortfall amount. Generally, an
entity will fail to take reasonable care if it has not done what a reasonable person in the same
circumstances would have done.

* Recklessness: The base penalty is 50% of the shortfall amount. An entity is reckless if a reason-
able person in its circumstances would have been aware that there was a real risk of a shortfall
amount arising and it disregarded, or showed indifference to, that risk.

* Intentional disregard: The base penalty is 75% of the shortfall amount. An entity intentionally
disregards the law if it is fully aware of a clear tax obligation and it disregards the obligation
with the intention of bringing about certain results (underpaying tax or overclaiming an entitle-
ment).

The penalty percentages are doubled for this penalty if an entity is a Significant Global Entity
(SGE).

The base penalty amount can be increased or reduced if there are aggravating or mitigating cir-
cumstances or remitted where it is fair and reasonable to do so.

The penalty will not be imposed if either of the following apply:

* The entity took reasonable care in making the statement (it may still be subject to another pen-
alty provision, such as taking a position that is not reasonably arguable).

* The entity’s statement accords with ATO advice, published statements or general administrative
practices in relation to a tax law.

Under the safe harbor provisions, an entity may not be penalized if the incorrect statement was
made by an entity’s agent when it provided them with the relevant, correct information.

An entity is liable for a penalty if it makes a false or misleading statement (for example, in an
objection, private ruling request or during an audit) that does not result in it having a shortfall
amount.
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The base penalty is calculated as a multiple of a penalty unit. The multiple used is determined

by the behavior that led to the false or misleading statement:

« Failure to take reasonable care — the base penalty is 20 penalty units.

* Recklessness — the base penalty is 40 penalty units.

* Intentional disregard — the base penalty is 60 penalty units. A penalty multiplier will apply to
double this penalty if an entity is an SGE.

The base penalty amount can be increased or reduced if there are aggravating or mitigating cir-
cumstances or remitted where it is fair and reasonable to do so.

The penalty will not be applied if:

* The entity took reasonable care in making the statement.

* The entity’s statement accords with ATO advice, published statements or general administrative
practices in relation to a tax law.

Penalties for fraud. Those who disregard the law, make fraudulent claims and deliberately avoid

their GST obligations will face serious consequences, including interest, penalties and, where

appropriate, prosecution or referral to the Commonwealth Director of Public Prosecutions. This

includes taxpayers who:

* Deliberately do not register for GST when they are required to

« Intentionally fail to report, or consistently under-report, their tax obligations

* Collude with others to evade or avoid tax obligations

« Intentionally fail to meet their tax obligations

* Try to obtain a refund that they are not entitled to persistently and repeatedly exploit bank-
ruptcy
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A. At a glance

Name of the tax

Local name

Date introduced

Trading bloc membership
Administered by

VAT rates
Standard
Reduced
Other

VAT number format
VAT return periods

Thresholds
Registration
Established
Non-established
Distance selling

Intra-Community
acquisitions

Electronically supplied
services (MOSS)

Recovery of VAT by
non-established businesses

Value-added tax (VAT)

Umsatzsteuer

1 January 1973

European Union (EU) Member State

Federal Ministry of Finance (http://www.bmf.gv.at)

19%, 20%

10%, 13%

Zero-rated (0%) and exempt
ATU12345678

Monthly (turnover in preceding year in excess of EUR100,000)
Quarterly (turnover in preceding year below EUR100,000)
Annually (all businesses)

EUR35,000 (from 1 January 2020)

None

EUR35,000 (EUR10,000 accumulated turnover of
intra-Community distance sales and electronically supplied
services, starting 1 January 2021)

EURI11,000 (acquirers that do

not deduct input tax)

EUR10,000 for services only (accumulated turnover of distance
sales and electronically supplied services, from 1 January 2021)

Yes
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B. Scope of the tax

VAT applies to the following transactions:

* The supply of goods or services made in Austria by a taxable person

* The intra-Community acquisition of goods from another European Union (EU) Member State
by a taxable person (see the chapter on the EU)

* Reverse-charge services received by a taxable person in Austria (that is, services for which the
VAT liability shifts to the recipient of the service)

* Self supplies of goods and services used for nonbusiness purposes and supplies of goods with-
out consideration

* The importation of goods from outside the EU, regardless of the status of the importer

C. Who is liable

A taxable person is any entity or individual that makes taxable supplies of goods or services, intra-
Community acquisitions or distance sales, in the course of a business, in Austria.

Special rules apply to VAT registration for foreign (or non-established) taxable persons.

Exemption from registration. If a business that is established in Austria has annual turnover of
EUR35,000 or less and does not have to pay VAT for the calendar year, it does not need to register
for a tax number or file a VAT return.

Voluntary registration and small businesses. If a business that is established in Austria has an
annual turnover of EUR35,000 or less and does not have to pay VAT for the calendar year, it does
not need to register for a tax number or file a VAT return. However, voluntary registration (and
opting for VAT, if applicable) is possible. The turnover of EUR35,000 represents the actual turn-
over of the respective current year and that no VAT needs to be paid in the current year.

For foreign companies, there is no registration threshold for VAT in Austria. If a foreign business
makes no supplies or exclusively makes supplies in Austria subject to the reverse charge and does
not receive services subject to the reverse charge, it may not register for VAT.

If an Austrian taxable person’s annual turnover is not more than EUR35,000, its supplies are
exempt from VAT (with no input tax credit; see Section F). However, a taxable person with an
annual turnover of less than EUR35,000 may opt to charge VAT on its supplies and recover input
tax on its purchases.

Group registration. In Austria, group registration may be granted to entities that are closely bound
by financial, economic and organizational ties. A group consists of a controlling entity and one or
more entities that it controls. The controlling entity may be any taxable person, but the controlled
entities must all be corporate bodies. A controlled entity may also be a partnership where all part-
ners, besides the controlling entity, are financially integrated into the controlling entity if the
remaining conditions for VAT grouping are fulfilled. The effects of VAT grouping are restricted to
the parts of the business that are located in Austria.

To form or join a VAT group, the group members must satisfy the following conditions:

* Financial integration: the controlling group member must own at least 75% of the shares of the
controlled companies. If the share ownership is between 50% and 75%, the companies may be
considered to satisfy the financial integration test if the other conditions are strongly met.

* Economic integration: the controlled company’s activities support or complement the activities
of the controlling entity, and they have a continuous business relationship.

* Organizational integration: the management of the controlled company is fully dependent on
the will of the controlling company.

All controlled entities that fulfill the above criteria must be included in the VAT group.
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The effect of group registration is to treat the members as a single taxable person. Only the con-
trolling entity is registered at the VAT office. The group submits a single VAT return including
all the members’ taxable transactions. Transactions between the controlling entity and a con-
trolled company are treated as transactions within a single legal entity and, consequently, they are
not taxable.

Non-established businesses. A “non-established business” is a business that does not have a fixed
establishment in Austria. No VAT registration threshold applies to taxable supplies made in Aus-
tria by a foreign or non-established business.

A non-established business must register for VAT in Austria if it makes any of the following sup-

plies:

* Supplies of goods located in Austria at the time of supply

* Intra-Community acquisitions (see the chapter on the EU)

* Distance sales in excess of the threshold (EUR35,000) (EUR10,000 as of 1 January 2021)

* Supplies of services that are not covered by the reverse charge (for example, services supplied
to private persons)

If the customer is a taxable person (regardless of where it is established) or a public body, it is
required to withhold the Austrian VAT due on the supply. The customer must pay the withheld VAT
on behalf of the supplier to the supplier’s tax account at the tax office at Graz-Stadt. If the cus-
tomer does not comply with this requirement, the customer may be held liable for the VAT due on
the supply.

A non-established business is not required to register for VAT if all its supplies in Austria fall
under the reverse-charge system (under which the customer accounts for the VAT due). If the
reverse charge applies to supplies made by a non-established business, the business may recover
VAT incurred in Austria under the EU 13th Directive or Directive 2008/9 refund provisions (see
Section G), provided the business does not receive services in Austria that are subject to the
reverse-charge system.

Under Prescript 2003/584 for chain transactions, the supply of goods to the last customer in
Austria made by a non-established business is exempt from VAT.

If goods come from a non-EU Member State to Austria in the course of a chain transaction and

if the last party in the chain owes the VAT payable on their importation, it is the last party who

is entitled to deduct the import VAT and not the person that disposed of the goods at the time of

import. This mechanism applies if the following conditions are met:

* The supply to the last party in the chain is made by a non-established business that is not reg-
istered for VAT purposes in Austria.

* The final customer has the right to deduct the full amount of input tax.

* No VAT is shown on the invoice.

Any input tax in connection with this type of supply is not deductible. In addition, no more than
three parties may be involved in the chain transaction.

Tax representatives. A business established in a country outside the EU must appoint a tax rep-
resentative to register for VAT in Austria, unless the customer is required to withhold Austrian
VAT on the supplier’s behalf. The tax representative must be resident in Austria.

A business established in another EU Member State is not required to appoint a tax representa-
tive in order to register for VAT.

For non-EU businesses, the Austrian tax authorities require a postal address in Austria to which
correspondence may be sent. For EU businesses, it is not mandatory, but it is recommended that
an Austrian postal address be provided.
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Reverse charge. The reverse-charge system applies to all supplies of services, except for road
tolls and entrance fees for trade fairs, conventions and seminars in Austria that are organized by
non-Austrian companies. It also applies to “work performance contracts” undertaken by a sup-
plier neither operating its business in Austria nor having a fixed establishment in Austria that
intervenes in the supply. Under the reverse-charge mechanism, the recipient of a supply is liable
for the VAT due.

Supplies of services are all taxable transactions that are not supplies of goods. For purposes of
the reverse-charge system, “work performance contracts” are supplies involving the installation
of goods that are fixed to the customer’s premises. The reverse-charge system also applies in the
circumstances mentioned above if the customer is a non-established business (that is, the Austri-
an VAT liability may also shift from a non-established supplier to a non-established customer).

If a foreign business exclusively makes supplies in Austria subject to the reverse charge and does
not receive services subject to the reverse charge, it may not register for VAT. If the reverse-
charge mechanism applies, invoices must be issued without VAT. The invoice must include a
reference to the applicable reverse charge and the VAT identification numbers of the supplier and
the customer.

Domestic reverse charge. A domestic reverse-charge mechanism applies in the following cases:
« If construction or building work is performed by a subcontractor to a general contractor, the
liability to pay the VAT shifts from the supplier (subcontractor) to the customer (general con-
tractor). To determine whether to apply the reverse-charge mechanism, the customer must pro-
vide the supplier with a written notification that the VAT liability in such case will shift to the
recipient of the construction service. If the construction work is performed for a building con-
tractor or another business that typically performs construction or building works the VAT liabil-
ity shifts automatically to the customer, without any notification.

The domestic reverse charge for construction or building works also applies to charges for
building cleaning services if the services are performed for a building contractor or other busi-
ness that typically performs construction or building works or if the building cleaning services
are performed by a subcontractor for a general contractor.

The reverse charge applies to the supply of goods provided as security by one taxable person
to another in execution of that security, the supply of goods following the cession of the reser-
vation of ownership to an assignee and the exercise of this right by the assignee and the supply
of immovable property in the course of the judicial sale.

The reverse charge applies to supplies of used material, used material that cannot be reused in
the same state, scrap, industrial and nonindustrial waste, recyclable waste, part processed waste
and certain goods and services, as listed in Annex VI of Directive 2006/112/EC.

The reverse charge applies to supplies of greenhouse gas emission certificates.

The reverse charge applies to the supply of mobile radio units (for example, mobile phones) and
integrated circuits, provided that the net consideration is at least EURS5,000. For purposes of this
rule, the amount per invoice is decisive. The liability to pay VAT also shifts to the recipient if
the supplier is an Austrian business. To avoid problems in defining relevant products, the defini-
tion of “mobile radio units” and “integrated circuits” is in accordance with the combined nomen-
clature of the customs tariff.

The reverse charge furthermore applies for:

* Supplies of video game consoles, laptops and tablet computers, where the amount of consider-
ation shown on the invoice is at least EUR5,000

* Supplies of gas and electrical power to entrepreneurs whose primary business regarding the
procurement of these items relates to the resale thereof and whose own use of these items is of
secondary importance

* Transfer of gas and electricity certificates

* Certain supplies of metal

» Taxable supplies of investment gold



76 AUSTRIA

Digital economy. Apart from the Mini One-Stop Shop scheme, the general rules for supplies apply
to digital supplies as well.

Mini One-Stop Shop. The regulations relating to the Mini One-Stop Shop (MOSS) cover telecom-
munication services, radio and television broadcasting services as well as electronically supplied
services provided by taxable businesses to nontaxable persons. (As of 1 January 2021, the regu-
lations relating to the MOSS apply to distance sales, as well as any supply of services provided
by taxable businesses to nontaxable persons.)

All of these services are taxed at the place where the nontaxable person is established. The pur-
pose is to reduce administrative burdens for taxable businesses that are operating in a number of
different Member States resulting in various VAT obligations. Taxable businesses have to submit
a single VAT return with regard to the mentioned services even though these are provided in dif-
ferent Member States. Nil returns have to be submitted.

As of 1 January 2019, the place of services provided by micro-businesses to EU nonbusiness
entities (the total amount of the fees for these services does not exceed EUR10,000 in the past
calendar year and has not yet exceeded this amount in the current calendar year), is the place
where the service provider is established (under certain conditions).

The registration for MOSS has to be submitted via the respective online portal of the Austrian
Federal Ministry of Finance.

Quarterly VAT returns and payment have to be submitted electronically in the country in which

MOSS is applied by the 20th (as of 1 January 2021) the last day of the month following the end

of the quarter. These VAT returns have to include the following:

* VAT ID number provided for the mentioned services by the tax authorities

* Sum of the net amounts and the VAT amounts for the mentioned services for each Member
State itemized by the applicable tax rate

* Total VAT amount payable

The revenues have to be recorded separately for each Member State. These records have to be
kept for 10 years.

Businesses can decide to stop applying MOSS any time effective with the beginning of a new
quarter. This decision has to be submitted to the tax authorities at least 15 days before the end of
the previous quarter.

Online marketplaces and platforms. Currently there are no special rules that exist for online
marketplaces and platforms in Austria. However, as of 1 January 2021, taxable persons support-
ing distance sales of goods via online marketplaces, platforms or similar constructs will be
treated as if they had sold or acquired these goods themselves, meaning they become liable for
emitting VAT. The rule applies to the support of import Distance Sales regarding goods whose
worth is less than EUR150 for each delivery, as well as any intra-Community Distance Sales
performed by non-EU suppliers. The time of supply is the end of the calendar month in which
payment is received.

In cases where the online marketplaces and platforms are not seen as a taxpayer, they are obliged
to keep records of such transactions for 10 years. Further, in case the revenues to be recorded
exceed EUR1 million per year, the records have to be submitted electronically by 31 January of
the following year.

Vouchers. The sale of vouchers to be used for a general range of goods or services before
31 December 2018 is not treated as a VAT liable turnover.

Vouchers sold after 1 January 2019 are categorized as follows:
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* Single-purpose vouchers (SPV): place of supply and the tax liability concerning the respective
voucher can be determined with certainty upon issue of the voucher. In this case, it is known
upon issuance of the voucher which VAT amount is due in which Member State. The sale of a
SPV is generally treated as VAT liable turnover, whereas redeeming the voucher later on is not
subject to VAT. The tax is owed by the taxable person obliged by the voucher. Not only the
issuance itself, but also any transfer of a SPV by a third party who acts in their own name (e.g.,
in the course of marketing operations) represents a taxable event.

* Multi-purpose vouchers (MPV): any voucher that is not a SPV. Sale of a MPV is not subject to
VAT. VAT is owed for redeeming the voucher later on.

Registration procedures. Resident companies must complete the following documents and have
them signed by the managing directors of the respective entity:

* Questionnaire

* Specimen signature document

* Power of attorney

The forms must in general be filled out in German; however, the questionnaire is available in

English. In addition, the following documents are required:

» Excerpt from the register of companies

* Copy of the articles of association

* Opening balance sheet

* Proof that the business will make supplies or is doing so already, such as copies outgoing
invoices

* Copy of each managing director’s passport

All documents have to be filed with the competent tax office where the company is resident via
regular mail. It generally takes from four to six weeks until the registration is completed by the
Austrian tax authorities.

In order to register a foreign company without a seat or permanent establishment in Austria, the
following documents have to be completed and signed by the managing directors of the respec-
tive entity:

* Questionnaire

* Specimen signature document

* Power of attorney

The forms must in general be filled out in German (the questionnaire is also available in English)

and filed with the Finanzamt GrazStadt via regular mail together with the following:

 Excerpt from the register of companies

* Copy of the articles of association

* Confirmation by the local tax authorities that the company is registered for tax purposes in their
country, in original and not older than one year

This process also takes approximately four to six weeks for the tax authorities to complete.

Deregistration. With regards to deregistration, no specific form has to be submitted to the Austri-
an tax authorities. A general application for deregistration can be sent to the Austrian tax author-
ities anytime during the year. However, all transactions have to be settled and all VAT returns have
to be filed in order to proceed with the deregistration process. Basically, the annual VAT return
should comprise the entire year, but as soon as all transactions are settled, the annual VAT return
can be submitted earlier. Usually a tax clearance certification (issued by the tax authorities) is
required. It is possible that a tax audit will be performed before issuing this certificate.
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D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT.

The VAT rates are:

* Standard rate: 19% (for the regions of Jungholz and Mittelberg), 20% (rest of Austria)
* Reduced rates:10%, 13%

o Zero-rate: 0%

The standard VAT rate applies to all supplies of goods or services, unless a specific provision
allows a reduced rate, the zero rate or an exemption.

Some supplies are classified as “exempt-with-credit” (i.e., zero-rated). This means that VAT is
chargeable a 0%, and the supplier may recover related input tax.

Examples of goods and services taxable at 0%
(i.e., exempt-with-credit)
* Exports of goods and related services to non-EU countries
* Intra-Community supplies of goods and related services to taxable persons established in the
EU
* Turnovers supporting ocean shipping and aviation
* Cross-border transportation of goods under certain conditions

Examples of goods and services taxable at 10%
* Most foodstufts
* Books (including e-books as of 1 January 2020)
* Hotel accommodation
* Restaurant meals
* Passenger transport
* Residential apartment rental
* Supplies made by private hospitals and charitable organizations
* Pharmaceuticals

Examples of goods and services taxable at 13%
* Entrance fees for sport events
* Entrance fees for cultural events
* Domestic flights
* Animal feed
* Seeds
* Supplies made by artists
* Certain wine sales made by the producer

The term “exempt supplies” is used for supplies of goods and services that are not liable to VAT
and that do not qualify for input tax deduction.

Examples of exempt supplies of goods and services

* Supplies by businesses with annual turnover of less than EUR35,000

» Certain postal services provided by universal postal services suppliers

* Most finance services

* Insurance

* Sales and rental of immovable property for commercial uses with some exceptions (The land-
lord may opt for taxation of the rent, with the restriction that the tenant must provide services
that are eligible for the input tax deduction. This restriction is only applicable on tenancies
beginning on or after 1 September 2012. If the landlord constructed the building prior to 1 Sep-
tember 2012 or if construction by a providing entrepreneur started prior to 1 September 2012,
the restriction is not applicable.)
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* Medical services

Option to tax for exempt supplies. It is permitted to opt for regular taxation for some exempt sup-
plies, such as the sale of immovable property, certain rentals of immovable property for com-
mercial use, certain services in relation to the credit card business, and interest relating to
installment purchases by small businesses.

E. Time of supply

The time when VAT becomes due is called the “time of supply” or “tax point.” In general, the
“time of supply” is the end of the calendar month in which goods are supplied or a service is
performed. The time of supply may be postponed by one month by issuing the invoice for the
supply after the end of the month in which the supply took place.

Deposits and prepayments. The time of supply for a deposit or prepayment is the end of the cal-
endar month in which the prepayment is received.

Continuous supplies of services. In specific cases it is possible to determine the tax point accord-
ing to the payments or invoices issued.

Goods sent on approval or for sale or return. The time of supply for goods sent on approval or for
sale or return is the date on which the customer adopts the goods. If the goods are sent on sale
or return terms, the time of supply is the date on which the goods are sent. If the goods are
returned, the supply is canceled.

Reverse-charge services. There is no special time of supply rule for reverse-charge services. The
general rule applies (i.e., end of the calendar month in which the service is performed). However,
for reverse charge services, the time of supply cannot be postponed by one month by issuing the
invoice for the supply after the end of the month in which the supply took place. Under Article
44 of EU Directive 2006/112 (general business-to-business rule), this postponement does not
apply to services subject to reverse charge. Reverse-charge invoices under Article 196 of the EU
Directive must be issued within 15 days of the month following the supply.

Leased assets. No special time of supply rules apply for leased assets. As such the normal time
of supply rules apply.

Imported goods. The time of supply for imported goods is either the date of importation, or when
the goods leave a duty suspension regime.

Intra-Community acquisitions. For intra-Community acquisitions of goods, the time of supply is
the date on which the invoice is issued, or at the latest, the 15th day of the month following the
arrival of the goods. Invoices for the intra-Community supply of goods must be issued within 15
days of the month following the supply.

Intra-Community supplies. The time of supply for intra-Community supplies is the end of the
calendar month in which goods are supplied or services performed. The time of supply may be
postponed by one month by issuing the invoice for the supply after the end of the month in which
the supply took place. However, invoices must be issued by the 15th day of the month following
the supply.

Distance sales. The time of supply for distance sales is the end of the calendar month in which
payment is received.

F. Recovery of VAT by taxable persons

A taxable person may recover input tax, which is VAT charged on goods and services supplied
to it for business purposes. Input tax is generally recovered by being deducted from output tax,
which is VAT charged on supplies made.
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Input tax includes VAT charged on goods and services supplied within Austria, VAT paid on
imports of goods and VAT self-assessed on intra-Community acquisitions of goods and reverse-
charge services.

A valid VAT invoice or customs document is required for an input tax deduction.

Nondeductible input tax. Input tax may not be recovered on purchases of goods and services that
are not used for business purposes (for example, goods acquired for private use by entrepre-
neurs). In Austria, input tax may be claimed in full for business assets that are used primarily for
private purposes (minimum 10% business use), but the taxable person must account for output
tax with respect to the private use of the assets. In addition, input tax may not be recovered for
some items of business expenditure.

The following lists provide some examples of items of expenditure for which input tax is not
deductible and examples of items for which input tax is deductible.

Examples of items for which input tax is nondeductible
» Expenditure on the purchase, lease, hire or maintenance of cars (except certain cars used for
business purposes without CO, emission)
* Fuel expenses for a car (except certain cars used for business purposes without CO, emission)
* Private expenditure
* Business gifts disallowed for direct tax purposes
* Parking expenses for a car (except certain cars used for business purposes without CO, emis-
sion)

Examples of items for which input tax is deductible
(if related to a taxable business use)

* Accommodation

* Mobile phone costs

* Books

+ Small business gifts, if allowed for direct tax purposes (but gifts are subject to output tax if they
exceed a value of EUR40)

« Purchase, lease, hire, maintenance and fuel for vans and trucks and certain cars used for busi-
ness purposes without CO, emission

* Entertainment of business partners (restaurant expenses), if predominantly for marketing pur-
poses

* Taxis

* Business travel

Partial exemption. Input tax directly related to the making of exempt supplies without credit is not
recoverable. If an Austrian taxable person makes both exempt supplies without credit and taxable
supplies, it may not recover input tax in full. This situation is referred to as “partial exemption.”

The general partial exemption calculation is performed in the following two stages:

« The first stage identifies the input tax that may be directly allocated to exempt and to taxable
supplies. Supplies that are exempt with credit are treated as taxable supplies for these purposes.
Input tax directly allocated to exempt supplies without credit is not deductible, while input tax
directly allocated to taxable supplies is deductible.

* The second stage prorates the remaining input tax that relates to both taxable and exempt sup-
plies without credit and cannot be directly allocated, in order to allocate a portion to taxable
supplies. For example, this treatment applies to the input tax related to general business over-
head. In Austria, the pro rata calculation is based on the value of taxable supplies compared to
the total value of supplies made. The pro rata recovery percentage is normally taken to two
decimal places.
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An alternative method is a simple pro rata calculation. A partially exempt taxable person may
choose to use the pro rata method alone, provided it does not result in the recovery of an amount
of input tax more than 5% higher than would be recoverable under the direct allocation method.

Capital goods. Capital goods are items of capital expenditure that are used in a business over sev-
eral years. Input tax is deducted in the VAT year in which the goods are acquired. The amount of
input tax recovered depends on the taxable person’s partial exemption recovery position in the
VAT year of acquisition. However, the amount of input tax recovered for capital goods must be
adjusted over time if the taxable person’s partial exemption recovery percentage changes during
the adjustment period.

In Austria, the capital goods adjustment applies to the following assets for the number of years

indicated, if the amount by which input tax would be corrected exceeds EUR60 per annum and

per asset:

* Land, buildings and additions to buildings, basic alterations and major repairs to buildings (adjust-
ment period of 10 years)

» Immovable property used in capital assets for first time after 31 March 2012 (adjustment period
of 20 years)

* Other fixed assets (adjustment period of five years)

The adjustment is applied each year following the acquisition, to a fraction of the total input tax
(1/10 or 1/20, respectively, for land and buildings and 1/5 for other movable capital assets). The
adjustment may result in either an increase or a decrease of deductible input tax, depending on
whether the ratio of taxable supplies made by the business has increased or decreased compared
with the year in which the capital goods were acquired.

In Austria, the capital goods scheme also applies to current assets and services if the criteria for
deducting input tax changes. For example, the type of business carried on changes from fully
taxable to exempt.

Refunds. If the amount of input tax recoverable in a monthly period exceeds the amount of output
tax payable in that period, the taxable person has an input tax credit. The credit may be claimed
as a refund by submitting the periodic VAT return and by sending a repayment claim letter (or
filing a repayment claim via the electronic filing system) to the relevant tax office.

Pre-registration costs. VAT invoiced for pre-registration supplies can be deducted when the costs
directly relate to subsequent taxable business activities.

Write-off of bad debts. If a customer is unable to pay a supplier for supplies on which the sup-
plier has paid VAT, the supplier can claim bad debt relief, but the supplier must have exhausted
all customary procedures for collecting the debt.

Noneconomic activities. Input tax deduction is only allowed for purchases relating to business
activities. In cases where both business and nonbusiness activities are performed, the input tax
has to be allocated, directly or via a pro rata rate, resulting in a calculation of what is deductible
and what is nondeductible. Also, see introduction to Section F above and examples of deductible
and nondeductible supplies.

G. Recovery of VAT by non-established businesses

Austria refunds VAT incurred by businesses that are neither established in Austria nor registered
for VAT there. Non-established businesses may claim Austrian VAT refunds to the same extent as
VAT-registered businesses.

EU businesses. For businesses established in the EU, refunds are made under the terms of EU
Directive 2008/9. The VAT refund procedure under the EU Directive 2008/9 may be used only if
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the business did not perform any taxable supplies in Austria during the refund period (excluding
supplies covered by the reverse charge.

The deadline for EU claimants is 30 September of the year following the year in which the input
tax was incurred.

EU claimants must file the refund application electronically in the EU Member State in which they
are seated.

EU claimants are not required to enclose any invoices or a certificate of the taxable status with
the application. However, the Austrian tax authority may demand additional information, such as
original ingoing invoices, in the course of the refund procedure.

The minimum claim period is three months and the maximum claim period is one year. The mini-
mum claim amount for a claim for a period of less than one year is EUR400, while the minimum
claim amount for an annual claim is EUR50.

Claims must be submitted in German and must be accompanied by the appropriate documentation.

Non-EU businesses. For businesses established outside the EU, refunds are made under the terms
of the EU 13th Directive. Austria does not exclude any non-EU country from the refund scheme.
The VAT refund procedure under the EU 13th VAT Directive may be used only if the business did
not perform any taxable supplies in Austria during the refund period (excluding supplies covered
by the reverse charge.

The deadline for non-EU claimants is 30 June of the year following the year in which the input
tax was incurred.

A non-EU company claimant must submit the following documents:

* The official form issued by the Austrian authorities (U5). The relevant invoices must be listed
on the reverse of the form. Photocopied forms are accepted, provided the signature is original.

* The original invoices, which must be attached to the claim form.

« If the claimant appoints a fiscal representative, an original Power of Attorney appointing the
representative.

* A certificate of the taxable status of the business, which must be obtained from the competent
tax authority in the country in which the business is established.

The appointment of a fiscal representative in Austria for a VAT refund claim is not required. How-
ever, claimants from non-EU countries must provide an address in Austria to which the Austrian
tax authorities may send correspondence.

The minimum claim period is three months. The maximum period is one year. The minimum claim
for a period of less than a year is EUR400. For an annual claim, the minimum amount is EURS0.

Applications for refunds of Austrian VAT may be sent to the following address:

Finanzamt Graz-Stadt

Referat fuer auslaendische Unternehmer
Conrad-von-Hoetzendorfstr. 14-18
A-8010 Graz

Austria

H. Invoicing

VAT invoices An Austrian taxable person must generally provide a VAT invoice for all taxable
supplies, including exports and intra-Community supplies. VAT invoices are not automatically
required for retail transactions with private customers, unless requested by the customer.
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Taxable businesses (specific exemptions can apply) are generally required to issue receipts to all
customers for cash transactions at the time of the payment. The term “cash transactions” includes
payments in cash, by bank cards, credit cards, debit cards, comparable electronic payments (e.g.,
payments via mobile phone), vouchers, tokens, etc. This obligation exists regardless of the turn-
over and is equally applicable to VAT exempt supplies.

Taxable businesses (specific exemptions can apply) are generally required to issue receipts to all
customers for cash transactions at the time of the payment. The term “cash transactions” includes
payments in cash, by bank cards, credit cards, debit cards, comparable electronic payments (e.g.,
payments via mobile phone), vouchers, tokens, etc. This obligation exists regardless of the turn-
over and is equally applicable to VAT exempt supplies.

Furthermore, an electronic cash register is mandatory for “business operations” (according to Aus-
trian Income Tax Law) with a net annual turnover of EUR 15,000 if their “cash transactions” exceed
EUR7,500. The cash register has to be protected against manipulation by a tamper proof technical
security device with electronic signature creation.

A VAT invoice is necessary for input tax deduction or a refund under the EU 13th Directive or
Directive 2008/9 refund schemes (see the chapter on the EU).

Credit notes. A VAT credit note may be used to cancel or amend a previous VAT invoice. A credit
note must be cross-referenced to the original VAT invoice and must indicate why the original
invoice needs correction.

Credit notes issued by self-billing recipients of a supply have to explicitly refer to the status of a
self-billing invoice (e.g., “Gutschrift”) on the invoicing document.

Electronic invoicing. Austrian VAT law permits electronic invoicing in line with EU Directive
2010/45/EU (see the chapter on the EU).

Simplified VAT invoices. A less detailed tax invoice can be issued for supplies with values less
than EUR400.

Self-billing. Self-billing is allowed in Austria, subject to the following conditions:

+ The taxable person supplying goods or services must be entitled to issue invoices.

* There must be an agreement on self-billing the supplied goods or services between the taxable
person and its customer (no special formal requirements).

« Self-billing invoices must meet the general requirements for invoices and have to explicitly
refer to their own status. They can either use the Austrian term (“Gutschrift”) or the respective
term used in any other language version of the EU Directive 2010/45/EU (e.g., self-billing).

* The self-billing invoice must be delivered to the taxable person supplying the goods or ser-
vices.

Proof of exports and intra-Community supplies. Austrian VAT is not chargeable on supplies of

exported goods or on the intra-Community supply of goods (see the chapter on the EU). However,

to qualify as VAT-free, exports and intra-Community supplies must be supported by evidence

proving that the goods have left Austria. Acceptable proof includes the following documentation:

« For an export, the export document, officially validated by customs, showing the supplier as the
exporter, freight documents, or the export advice according to Article 796e of the Commission
Regulation 1875/2006 is required.

* For an intra-Community supply, a range of commercial documentation is needed, including an
invoice indicating the supplier’s and customer’s EU VAT identification numbers and a statement
that the transaction is an intra-Community supply that is exempt from VAT and freight docu-
ments (for example, proof of receipt of the goods by the customer). If the customer picks up
the goods at the place of the supplier with the customer’s own means of transport, additional
documentation is required (for example, proof of identity of the person collecting the goods,



84 AUSTRIA

power of attorney signed by the customer that this person is entitled to collect the goods and
the original signed confirmation of the customer that the goods will be transported to another EU
Member State).

In Austria, the supplier must maintain records of all transactions, including full details as to why
a VAT exemption applies (for example, because the supply is an export or an intra-Community

supply).

Foreign currency invoices. If a VAT invoice is issued in a foreign currency, the foreign currency
used must be clearly indicated. All VAT and customs duty amounts must be converted to euros
(EUR), either by using the current exchange rate (proof from the bank required) or the exchange
rates issued monthly by the Austrian Ministry of Finance. If an invoice is issued in a foreign cur-
rency, the tax amount must be additionally stated in euros. In addition to the average rate pub-
lished on the Austrian Ministry of Finance homepage, the most recent exchange rate published by
the ECB can alternatively be used or the exchange rate proven using bank notifications or a stock
exchange list. The same exchange rates apply to the deduction of input tax by the recipient.

Supplies to nontaxable persons. VAT invoices are not mandatory for retail transactions with private
customers, unless requested by the customer.

In case of work performance supplies/services related to immovable property, distance selling and
electronic platforms involved in the supply, invoices have to be issued.

Further, taxable businesses are generally required to issue receipts to all customers for cash trans-
actions at the time of the payment (specific exemptions can apply).

Records. Generally any taxable person is obliged to keep all relevant records to determine the tax
and the basis of its calculation on an ongoing basis. Such records include:

* Supplies of goods and services

» Remuneration separated by rate of taxation

* Day of supply separated by taxable and exempt from taxation

* Self-supplies

* Input tax

* Import of goods

* Prepayments

» Payments for turnovers that are subject to reverse charge (these have to be recorded separately)

Record retention period. Generally, records have to be kept for a duration of seven years. The
retention period is longer if the business is subject to an administrative procedure. Special rules
apply to real estate, application of a one-stop shop and electronic platforms.

Electronic archiving. Records can be stored on electronic devices if the complete, chronological,
identical and true reproduction is guaranteed at any time. The Austrian tax authorities may request
that supporting devices in order to make such electronically stored records readable are provided
and that a permanent reproduction that is readable without a supporting device is provided. Such
permanent reproductions shall be provided on electronic devices. The records have to be stored
seven years or longer if they are relevant for pending proceedings regarding tax. Longer periods
apply for real estate.

Records may be stored outside Austria. Taxable persons are, however, required to be able to pro-
duce any records the Austrian tax authorities require in a readable form, and within a reasonable
period of time, at a mutually agreed place.

l. Returns and payment

Periodic returns. VAT returns are submitted monthly if taxable turnover exceeded EUR100,000 in
the preceding year. If a business begins operations, it must submit monthly returns if its turnover



AUSTRIA 85

will exceed EUR100,000 in the first year. If turnover is less than EUR100,000, VAT returns may
be submitted quarterly. In addition, all taxable persons must submit an annual VAT return.

If the taxable turnover in the preceding calendar year was less than EUR35,000 and if the pay-
ment is made on time, the VAT return form itself does not need to be submitted, unless the VAT
authorities demand it. However, the monthly VAT return form must be submitted if a company
that is in a repayment position wants to claim the repayment.

Monthly VAT returns must be submitted by the 15th day of the second month following the return
period.

Quarterly VAT returns must be submitted by the 15th day of the second month following the end
of the VAT return period.

If the day of submission due is a Saturday, Sunday or public holiday, the due date shifts auto-
matically to the next working day.

Periodic payments. For monthly VAT returns, full payment of the VAT due must be made by the
15th day of the second month following the return period.

For quarterly VAT returns, full payment of the VAT due must be submitted by the 15th day of the
second month following the end of the VAT return period.

If the day of payment due is a Saturday, Sunday or public holiday, the due date shifts automati-
cally to the next working day.

Electronic filing. VAT returns have to be filed electronically via FinanzOnline (the online portal
of the Austrian tax authorities). Companies can either apply for access codes to FinanzOnline to
submit the VAT returns themselves or assign a tax representative in Austria to submit returns on
their behalf.

VAT returns, and EU Sales Lists must be filed electronically, if the taxable person has the neces-
sary technical means available to do so.

Payments on account. Payments on account are not required in Austria.

Special schemes. In addition to the cash accounting scheme outlined below, there are special
rules for art dealers; secondhand goods, including cars; farmers and forestry and tour operators
(travel services). Further, in case consolidation with a lump sum is possible according to Austri-
an income tax law. Input tax consolidation with a lump sum is possible as well.

Cash accounting. Austria operates a cash accounting scheme for certain businesses.

Activities of free professions and activities of professionally recognized corporations and legally
recognized associations that supply services typical of the free professions, and other businesses
without bookkeeping obligations or transactions below a certain threshold, must account for VAT
on the basis of the consideration received. Upon application, businesses can opt out from the cash
accounting. If the free professions account for VAT on the basis of the consideration received,
they must do so in respect of all supplies affected by them, even if the particular supply is not
related to the activity typical of the free profession.

If a threshold of EUR2 million turnover is not exceeded, input tax can only be deducted if the
payment was made (in addition to a correct invoice). In cases in which the VAT is paid with a
transfer of funds from one tax account to another tax account, the payment of the invoice amount
is not required for input tax deduction, provided the business’s revenues do not exceed EUR2 mil-
lion.

Annual returns. In Austria, it is required to submit an annual VAT return in addition to the month-
ly VAT returns. The due date for submission of the annual VAT return is generally 30 June of the
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following year if the annual return is filed electronically. This due date may be postponed if the
business is represented by a tax representative. However, the tax authorities can request submis-
sion at any time after 30 June of the following year.

Supplementary filings. /ntrastat. An Austrian taxable person that trades with other EU countries
must complete statistical reports, known as Intrastat, if the value of its intra-Community sales or
purchases exceeds certain thresholds. Separate reports are required for intra-Community acquisi-
tions (Intrastat Arrivals) and intra-Community supplies (Intrastat Dispatches).

Distance sellers registered for VAT purposes in Austria selling goods to customers in Austria have
to file Intrastat Arrival returns if the respective threshold is exceeded.

The threshold for submitting Intrastat statistical reports is EUR750,000 in annual value of intra-
Community supplies or acquisitions.

Intrastat returns may be filed on paper or electronically. The returns must be completed in euros.
The Intrastat return period is monthly after the threshold has been exceeded (that is, it is also
necessary to file nil returns). The submission deadline is the 10th business day of the month fol-
lowing the return period.

EU Sales Lists. Under Article 44 of EU Directive 2006/112 (general business-to-business rule),
if an Austrian taxable person makes intra-Community supplies of goods or performs intra-Com-
munity services for which the place of supply is located in another EU Member State, it must
submit an EU Sales List (ESL) to the Austrian VAT authorities. An ESL is not required for any
period in which intra-Community supplies are not made.

For businesses submitting VAT returns quarterly, ESLs are submitted monthly or quarterly. The
due date is the last day of the month following the end of the ESL period.

Digital reporting. VAT returns must be filed electronically in Austria via FinanzOnline (the online
portal of the Austrian tax authorities).

J. Penalties

Penalties for late-registration. There are no specific penalties in Austria for late registration of
VAT. However, the tax authorities may impose the penalties outlined in the subsections below.
The VAT law allows the VAT authorities to impose a penalty of EURS,000 if the deadline for VAT
registration is intentionally not observed. Further fiscal criminal law consequences might arise,
depending on the facts and circumstances.

Penalties for late payment and filings. A penalty equal to 2% of the VAT due applies to the late pay-
ment of VAT. If the VAT payment has not been made three months after the due date, an addi-
tional second penalty is assessed, equal to 1% of the VAT due. If the amount remains unpaid three
months after the date that the second penalty was imposed, a third penalty is assessed, equal to 1%
of the VAT due.

At the discretion of the VAT authorities, they may impose a penalty of up to 10% of the VAT due
for the late submission of a VAT return.

If a taxable person continually fails to pay VAT, the VAT authorities may consider the late payment
to be tax fraud, which is subject to much greater penalties.

The VAT law allows the VAT authorities to impose a penalty of EURS,000 if the deadline is inten-
tionally not observed. Further fiscal criminal law consequences need to be checked on a case-to-
case basis.
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In case of noncompliance with the obligations to issue receipts and/or to have a cash register, a
business could expose itself to fiscal criminal investigations, which could lead to pecuniary penal-
ties or financial criminal proceedings.

For Intrastat penalties may be incurred if Intrastat declarations are persistently late, missing or
inaccurate.

For ESLs, late submissions may lead to a penalty of up to 1% of the amount of intra-Communi-
ty supplies, determined at the discretion of the tax authorities. However, the penalty may not
exceed EUR2,200 per ESL.

The failure to submit ESLs may be considered an offense against the law and may lead to a
penalty of up to EURS,000.

In general, please note that there is no interest applicable on VAT due in Austria.

Penalties for errors. There are no specific penalties in Austria for errors. The general regulations
according to Austrian Fiscal Criminal Law might be applicable. However, these regulations are
quite complex and have to be analyzed on a case-by-case basis. Tax advisors might also be sub-
ject to Austrian Fiscal Criminal Law.

Penalties for fraud. There are no specific penalties in Austria for fraud. The general regulations
according to Austrian Fiscal Criminal Law might be applicable. However, these regulations are
quite complex and have to be analyzed on a case-by-case basis. Tax advisors might also be sub-
ject to Austrian Fiscal Criminal Law.
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A. At a glance

Name of the tax

Local name

Date introduced

Trading bloc membership
Administered by

Rates
Standard
Others

Number format
Return period

Thresholds
Registration

Recovery of VAT by
non-established businesses

B. Scope of the tax

Value-added tax (VAT)

Olavo Doyar Vergisi (8DV)

1 January 1992

None

Ministry of Taxes (http://www.taxes.gov.az)

18%
Zero-rated (0%) and exempt

Tax identification number (TIN) with 10 digits
Monthly

Taxable turnover exceeding Manats (AZN) 200,000 for a period
of 12 consecutive months

No

VAT applies to the following transactions:
* The supply of goods, works and services performed in Azerbaijan

* The importation of goods

The transfer of goods is deemed to occur at the place where they are made available. If the condi-
tions for the supply involve lifting and transporting the goods, the transfer is deemed to occur
where the lifting or transportation of the goods begins. However, if the supplier is to install the
goods, the transfer is considered to occur at the place where the goods are installed.
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The following are the rules for determining the place where works are performed, or services are

rendered:

* The place where immovable property is located if the works (services) are directly connected with
that property, such as construction, construction and assembly, repair, reconstruction works, agen-
cy and expert services with respect to real property, and similar works (services)

* The place where works (services) are actually rendered if they are connected with movable
property

* The place where services are actually rendered if they are rendered in the areas of culture, arts,
physical fitness or sports, or in similar areas

» The place where the transportation occurs if the works (services) are connected with such
transportation

* The place where the purchaser of works or services is located or registered, established, or, if
the services are directly associated with the permanent establishment of the purchaser, where
the permanent establishment is located

The place of location, registration or establishment of the recipient of the following services:

» Transfer or assignment of patents, licenses, trademarks, copyrights and other similar rights

* Rendering of consulting, legal, accounting, engineering, advertisement, data processing and
other similar services

* Services involving the providing of personnel

* Rental of movable property (except for vehicles belonging to transportation enterprises)

* Services rendered by an agent engaging a person to provide taxable services on behalf of a
principal

* Provision of telecommunication services (receipt, distribution, transmission of signals, docu-
ments, pictures, sounds or any type of information through telegraph, radio, optical or other
electromagnetic systems, including granting or acquisition of such transmission, receipt or
distribution rights)

* Radio and television broadcasting, and provision of postal services

* Provision of services through computers, the internet and other electronic networks, email and
other similar applications, or granting rights for the use of such networks or services

* Provision of works and services by vendors (suppliers) of e-commerce, as well as conducting
lotteries and other competitions organized electronically

The place of works or services that cannot be determined based on the above tests is deemed to
be the place where the person performing a work or rendering a service conducts the activity.

C. Who is liable

Persons who are registering in Azerbaijan for tax purposes are either registered as a simplified
tax payer or VAT payer. A simplified taxpayer is liable to pay a certain percentage of income tax
from its total turnover and should not report VAT. A VAT payer is liable for ordinary corporate
income tax and VAT. The basic rule for determination of whether the person should be registered
for VAT purposes is the total turnover during the year.

Persons that are engaged in an entrepreneurial activity and that have taxable turnover during a
period of 12 consecutive months exceeding AZN200,000 must register with the tax authorities
as a VAT payer within 10 days following the end of the 12-month period.

A taxpayer is any individual entrepreneur or legal entity that makes taxable supplies of goods
(works or services) or that conveys goods across the customs border of Azerbaijan in an amount
exceeding AZN200,000. Moreover, if a taxpayer performs one single transaction in an amount
exceeding AZN200,000, then the taxpayer is liable for VAT registration with the tax authorities
before the transaction is performed.

Exemption from registration. In general, exemption from registration is not envisaged under the
tax code. As outlined above, any persons that are engaged in an entrepreneurial activity with its
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taxable turnover exceeding AZN200,000 within a period of 12 consecutive months is obliged to
register for VAT. Alternatively, in the case where a taxpayer ceases to conduct economic activity
that is subject to VAT, it is obligated to cancel its VAT registration.

Voluntary registration and small businesses. A person engaged in entrepreneurial activity who is
not subject to mandatory registration and who is not obligated to be a payer of simplified tax as
envisaged under the tax code may voluntarily register with the state tax authorities as a VAT
payer. See the section above for more information on simplified tax.

Group registration. Any joint economic activity conducted without the formation of a separate
legal entity is deemed to be performed by independent persons for VAT purposes. As a result, the
Azerbaijan tax law does not provide for group registration.

Non-established businesses. The provision of services in Azerbaijan by a foreign legal entity that
does not have a permanent establishment in Azerbaijan (a non-established business) and that is
not registered for VAT in Azerbaijan to a person registered or to be registered for VAT purposes
in Azerbaijan (tax agent) is subject to VAT based on a reverse-charge mechanism. In such a case,
the tax agent must calculate and pay VAT from the amount to be paid to the non-established busi-
ness. The tax agent should be able to recover the RC VAT paid on services/works purchased from
nonresident suppliers if it is registered as a VAT payer and if the nature of the transaction is
recoverable for VAT purposes.

Tax representatives. Tax representatives are not required in Azerbaijan.

Reverse charge. See “Non-established businesses” above. Whenever a domestic taxpayer pur-
chases services from a non-established business, which, in accordance with the rules on the
determination of location of taxable transactions, is provided in Azerbaijan, the reverse-charge
mechanism applies. In this case, the purchaser should self-assess VAT at 18% and report/remit
the amount to the budget during the month when payment for the received services is made.

A special reverse charge applies to the provision of e-commerce services supplied by nonresident
businesses that are purchased online and via bank cards, by non-VAT-registered customers based
in Azerbaijan. It is the responsibility of the bank coordinating the transaction (via the bank card
purchase) to charge the customer the VAT and account for the VAT to the tax authorities in
Azerbaijan, on the behalf of the nonresident supplier.

Domestic reverse charge. There are no domestic reverse charges in Azerbaijan.

Digital economy. Special rules have recently been developed and introduced in the law in respect
of e-commerce. E-commerce is now defined as the provision of works/services and goods by
means of a global information network (including e-books, music, audio-video, images and graph-
ics, games, software solutions, online advertisements and similar). As noted above, the place of
supply of the e-commerce services should be considered the place where the customer is located.
Therefore, VAT should be charged whenever services are purchased via e-commerce by custom-
ers in the territory of Azerbaijan.

Online marketplaces and platforms. No special rules exist for online marketplaces and platforms
in Azerbaijan.

Registration procedures. The application for VAT registration should be filed in the form stipu-
lated by the tax authorities, and the registration process should be completed within five days
upon the submission of the application. Electronic submission is permitted.

Deregistration. If a taxpayer ceases its activity in connection with VAT, then the taxpayer shall be
obliged to place an application to terminate its VAT registration. The termination shall enter into
force from the date VAT-related activities ceased.
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D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT, including the zero rate.

The VAT rates are:
« Standard rate: 18%
o Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods or services unless a specific measure
provides for the zero rate or an exemption.

Examples of goods and services taxable at 0%

* Goods and services intended for the official use of the diplomatic and consular representative
offices of international agencies and foreign states accredited in the Republic of Azerbaijan, as
well as for the personal use of the diplomatic, administrative and technical personnel of these rep-
resentative offices (including family members living with them), who are not citizens of the
Republic of Azerbaijan

* Exportation of consulting, legal, accounting, engineering, advertisement and other services

* Importation of goods, supply of goods, and performance of works and provision of services to
recipients under grants, with the proceeds of grants received from abroad

* International or transit transportation of cargo or passengers; provision of works or services that
are directly connected with international or transit flights, except for international postal ser-
vices

The term “exempt supplies” refers to supplies of goods and services that are not liable to VAT
and that do not qualify for input tax deduction.

Examples of exempt supplies of goods and services

* Provision of financial services

* Contribution of property to an enterprise’s charter fund (capital) in the form of participation
share, except for imported property (if the contribution of property in the form of a participa-
tion share is not directly connected to the acquisition of other property in exchange)

* Sale or purchase of all types of mass media products and the publishing of mass media products
(except for advertising activities)

* Transportation of passengers by subway

* Production of textbooks for schools, literature for children and state publications funded by the
state budget

* Provision of paid educational services (except for the provision of services in connection with
other activities)

If it is stipulated that specific production needs cannot be met by local resources for a specific
period, the relevant executive authority shall be entitled to grant a VAT exemption for imported
goods and equipment to meet those needs.

Option to tax for exempt supplies. The option to tax exempt supplies is not available in Azerbaijan.

E. Time of supply

The proper period to recognize VAT accrual is determined as follows:

« If the payment for goods, works or services is received within 30 days of the completion of the
transaction, the date of payment is the time of a taxable operation.

« If the payment is not received within 30 days, a review of the electronic VAT (e-VAT) invoice
date is required. Where the e-VAT invoice is issued within five days after the completion of the
transaction, then the date of the taxable transaction is taken to be the date the e-VAT invoice is
issued. Otherwise the date of the taxable transaction is the date the transaction is completed.

* In case of cancellation of registration, the date preceding the date of cancellation.
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For bartered goods and services, or for the provision of goods, works or services by a taxpayer
to its employees or other individuals free of charge, the time of supply is the date of supply of
such goods, works or services.

Deposits and prepayments. Azerbaijani tax law does not differ in the treatment of deposits and
prepayments for VAT purposes.

For advance payments, the taxable transaction is considered to occur at the time of payment. If
two or more payments are made with respect to a taxable activity, each payment is deemed to be
a separate transaction, up to the limits of the payment amounts.

As per refundable deposit/prepayment, it will not have any VAT effect for the recipient of goods/
services who initially paid such amount to the supplier. Yet, the supplier would be obliged to
adjust its taxable turnover accordingly. This is because when it is refunded to the customer, the
amount should be refunded with VAT if it was accounted for VAT on the original payment. More-
over, where the prepayment or deposit was paid with VAT, the customer has no right to offset/
recover the VAT until the performance of the services or delivery of goods.

Continuous supplies of services. If services are rendered on a regular or continuous basis, the time
of rendering services is when an electronic VAT invoice is issued for any part of the operation.
If payment has been made first, the time of rendering services is when payment is made for any
part of the operation. There are currently no longstop dates in relation to the continuous supply
of services.

Goods sent on approval for sale or return. There are no specific rules under the local legislation
for goods sent on approval for sale or return. The VAT liability arises only when the actual sale
of goods/services occurs.

Reverse-charge services. For reverse-charge services, the recipient of the services shall submit to
the tax authority a VAT declaration in the format established by the relevant executive authority
and make the respective payment no later than the 20th of the month following the month of
payment made to the nonresident business.

There are no reverse-charge VAT implications for the separate sale of goods (i.e., when goods are
not part of the service).

Leased assets. Financial lease of assets, which implies transfer of ownership, is not subject to
VAT both for local and foreign operations. Regarding operational leases, there are no special time
of supply rules. Therefore, the general rules described above should apply.

Imported goods. For taxable importations, the time of a taxable operation is when the use or
consumption of the imported goods begins.

F. Recovery of VAT by taxable persons

If VAT is paid through an electronic transfer (no payments in cash) to a VAT deposit account
directly from a deposit account or bank account of a taxpayer, in accordance with the electronic
VAT invoices, the electronic VAT invoices serve as the basis for a VAT credit. The VAT credit
should be allowed only in case the principal amount for the supplies of goods or the provision of
services is paid.

In addition, import documents issued by customs authorities that substantiate the amount of import
VAT paid, regardless of the form of payment, serve as grounds for a VAT credit.

Nondeductible input tax. In general, no credit of input tax paid is allowed with respect to enter-
tainment and food expenses (except for expenses for healthful and dietary meals, milk and other
similar products and for food expenses for ship personnel in sea transport within norms set by
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the relevant executive authority) or for expenses connected with the accommodation of employees
and other expenses of a social nature.

VAT paid that is not recoverable may be deductible for profit tax purposes in cases where the
nature of the transaction is deductible. Moreover, if the taxpayer qualifies for only a partial
exemption (see below), the unrecoverable input tax can be deductible for profit tax purposes in
case the nature of the transaction is also deductible.

Examples of items for which input tax is nondeductible
* Entertainment expenses
* Meal expenses
* Accommodation expenses
* Other expenses of a social nature
* Expenses not related to commercial activities

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Advertising expenses
* Rental expenses
* Telecommunication expenses
* Purchase of goods/materials
* Other expenses related to commercial activity

Partial exemption. If a taxpayer conducts both taxable operations and exempt operations in the
same reporting period, the VAT credit is determined on the basis of the proportion between the
taxable and total turnover. However, in case the companies keep separate accounting records for
taxable and exempt operations, the total amount of VAT paid on the taxable operations might be
claimed from the budget.

Capital goods. There are no specific rules in relation to the capital goods input tax recovery under
Azerbaijani tax legislation. Input tax incurred on capital goods can be recovered in accordance
with general rules.

Refunds. An excess of VAT credit amount over the output tax amount charged during the account-
ing period may be carried forward for the following three months and applied against VAT due
during that period. Any remaining balance after three months is refunded within 45 days after the
expiration of that period on the basis of the taxpayer’s application for a refund.

Pre-registration costs. Input tax incurred on pre-registration costs in Azerbaijan is not recoverable.
Write-off of bad debts. Input tax incurred in relation to bad debts is not recoverable in Azerbaijan.

Noneconomic activities. Input tax incurred in relation to noneconomic activities is not recover-
able in Azerbaijan.

G. Recovery of VAT by non-established businesses

Azerbaijan does not allow the recovery of input tax incurred by businesses that are neither estab-
lished in Azerbaijan nor registered for VAT there.

H. Invoicing

VAT invoices. In general, persons registered as VAT payers and conducting taxable transactions
must issue electronic VAT invoices to the persons to whom they provide goods or services.
Persons not registered for VAT purposes may not issue VAT invoices. A taxpayer must prepare
and issue to a purchaser of goods or services an electronic VAT invoice within five days after the
delivery of goods or provision of services.
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Credit notes. The VAT turnover should be adjusted by a taxpayer in the period in which the
credit note is issued. There is no special form for VAT credit notes. In case the amount of the
transaction is credited, there should be an adjustment to the previously submitted electronic VAT
invoice.

Electronic invoices. Electronic invoicing is mandatory for all VAT payers. The electronic VAT
invoice as described by the tax authority is the only electronic invoice format allowed.

Simplified VAT invoices. Simplified VAT invoicing is not allowed in Azerbaijan. As such, full VAT
invoices are required.

Self-billing. Self-billing is not allowed in Azerbaijan.
Proof of exports. The invoice, delivery note and agreement serve as proof of export.

Foreign currency invoices. For tax purposes, the payment to the supplier shall be recalculated in
(AZN) at the exchange rate established by the Central Bank of the Azerbaijan Republic for the
date when the taxable event took place.

Supplies to nontaxable person. In the case of a supply of goods or provision of services from a
VAT registered business to private consumers (that are not VAT payers), for retail supplies only,
a cash receipt or electronic delivery note may be issued instead of a full electronic VAT invoice.

Records.

Record retention period. In accordance with the requirements set under the Azerbaijani Tax
Code, accounting documentation, including information in electronic and (or) paper form, must
be kept in full readability for at least five years.

Electronic archiving. Electronic archiving is allowed in Azerbaijan.

l. Returns and payments

Periodic returns. Each taxpayer must file a VAT return on a monthly basis. The return must be
filed by the 20th day of the month following the accounting month.

VAT on imports must be calculated and collected by customs authorities at the time of importa-
tion.

Periodic payments. The payment of VAT must be made by the same day as the return submission
deadline. This is by the 20th day of the month following the accounting month.

Electronic filing. Electronic filing is available. Generally, both electronic and hard copy filing are
possible. In case of e-submission, taxpayers must use an e-signature or ASAN-signature for the
submission of tax returns via a specific online tax system. All tax returns submitted through this
system are electronically archived and are easily retrievable from the system.

Payments on account. Payments on account are not required in Azerbaijan.
Special schemes. No special schemes are available in Azerbaijan.

Annual returns. Annual returns are not required in Azerbaijan.
Supplementary filings. No supplementary filings are required in Azerbaijan.
Digital reporting. No digital reporting requirements apply in Azerbaijan.

J. Penalties

Penalties for late registration. If a taxpayer that is required to be VAT registered does not register
for VAT purposes and carries out taxable activities, the taxpayer is subject to a financial sanction
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equaling 50% of the VAT amount payable to the state budget for the entire period during which
the taxpayer carried out activities without VAT registration.

Penalties for late payment and filings. Late submission of a VAT return is subject to a financial
sanction in an amount of AZN40.

If the VAT amount indicated on a VAT return is understated or VAT payable to the state budget
is evaded by failure to submit the VAT return, the taxpayer is subject to a fine equal to 50% of
that understated or evaded tax. An additional amount may be calculated by the tax authorities as
part of an audit.

Penalties for errors. The penalty for the understatement of a VAT liability is 50% as outlined
above. In addition, penalties are applied for the absence of electronic VAT invoices confirming
sales and purchase of goods. The penalty for the first violation during the calendar year is 10%;
for the second — 20%; for the third and further — 40%.

Penalties for fraud. There are no separate penalties for fraud. Other penalties outlined above
should apply.
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A. At a glance

Name of the tax

Local name

Date introduced

Trading bloc membership
Administered by

VAT rates
Standard
Reduced
Other

VAT return periods

Thresholds
Registration

Recovery of VAT by
non-established businesses

B. Scope of the tax

Value-added tax (VAT)

Value-added tax (VAT)

1 January 2015

Caribbean Community and Common Market (CARICOM)
Department of Inland Revenue (DIR)

12%
2.5%, 7.5% and 10%
Zero-rated (0%) and exempt

Monthly and quarterly

BSD100,000 annual turnover (except for telecommunication
and electronic commerce)

No

VAT applies to the taxable supply of goods and services, including imported goods and services.

C. Who is liable?

VAT applies to goods or services supplied by a taxable person undertaking, by way of business,
a “taxable activity.” The taxable supplies must also exceed the annual threshold of BSD100,000

in value.

Exemption from registration. Exemption from registration is possible for certain zero-rated sup-
pliers, mainly in the financial services industry. Businesses need to apply to “opt out” of
registering for VAT and this is assessed on a case-by-case basis. Where an exemption is granted,
a business cannot recover VAT on costs, as it will not be registered for VAT.
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Voluntary registration and small businesses. For businesses that do not meet the VAT registration
threshold but wish to legally charge and collect VAT, there is a voluntary registration mechanism.
Taxpayers that register voluntarily have the same obligations as taxpayers that were required by law
to register.

Group registration. Businesses that operate as a group or are managed as a group can apply for
VAT group registration. Where the group registration is approved, the group will use the tax-
payer identification number (TIN) of the taxpayer selected as the controller of the group. Mem-
bers of the group are all jointly and severally liable for the VAT liabilities of the group.

Non-established businesses. If a company undertakes a business activity such as employing per-
sons that work in the Bahamas or deriving income from activities undertaken in the Bahamas, it
is likely that company is a resident in the Bahamas.

Non-established businesses are subject to mandatory registration if they make domestic sales of
goods, and if they specifically sell digital services to consumers (i.e., telecommunication ser-
vices/electronic commerce business).

Even companies that do not undertake an activity in the Bahamas are resident if the majority of
the shareholding is beneficially owned, directly or indirectly by residents in the Bahamas.

Tax representatives. For established businesses, they can appoint a third-party representative,
such as an external accountant or business advisor, to submit a VAT registration form on behalf
of the taxpayer. It is also possible to delegate responsibility to manage certain aspects of the
taxpayer’s account. For non-established businesses, they can also appoint a local tax representa-
tive. For both types of taxpayers, appointing a tax representative is optional and not mandatory.

Reverse charge. Under the reverse-charge mechanism (known as “self-account” under the Bahamas
VAT Law), persons that import services, which would ordinarily be subject to VAT if supplied by
a local business, generally must account for and pay VAT due. However, the place of supply rules
would need to be examined. The VAT Act provides that in the case of imported services, both
parties, the importer and the recipient, are jointly and severally liable for VAT arising on the
transaction.

Domestic reverse charge. There are no domestic reverse charges in the Bahamas.
Digital economy. No special provisions apply to the digital economy.

Online marketplaces and platforms. No special rules exist for online marketplaces and platforms
in the Bahamas. However, the VAT law outlines guidelines for professional services, which includes
similar services of electronic commerce and the supply of internet access. A person must apply
for registration where such person, in the course or furtherance of a taxable activity carried on
by them, makes taxable supplies or taxable importations and is domiciled within or outside the
Bahamas to the extent such person provides, through an agent, telecommunication services or
electronic commerce to persons for use, enjoyment, benefit or advantage within the Bahamas,
regardless of the registration threshold.

Registration procedures. A person or business liable for VAT must apply to the VAT authorities
for registration within 14 days of meeting the requirements. Failure to apply for registration can
result in forcible registration by the comptroller and penalties.

Deregistration. One can apply to cancel the VAT registration where a number of conditions are
met. Typically, a company will need to wait two years from the date of registering for VAT before
applying to cancel the VAT registration. The conditions do not apply in circumstances where the
business effectively ceases to exist.
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D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT, including the zero rate.

The VAT rates are:

« Standard rate: 12%

* Reduced rates: 2.5%, 7.5% and 10%
o Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods or services, unless a specific measure
provides for a reduced rate, the zero rate or an exemption.

Examples of goods and services taxable at 0%

* Services that relate to land and property situated outside of the Bahamas

* Goods physically removed from the Bahamas or outside the Bahamas at the time of supply

* Certain professional, financial and insurance services where the benefit is obtained outside the
Bahamas

* The transfer of a business by one registrant to another where certain conditions are met

* Prescription medication and most over-the-counter medication.

* Breadbasket items, which include baby cereal, baby food, baby formula, bread, broths, soups,
butter, canned fish, cheese, condensed milk, cooking oil, corned beef, evaporated milk, flour,
fresh milk, grits, margarine, mayonnaise, mustard, powdered detergent, rice, soap and tomato
paste.

Examples of goods and services taxable at 7.5%

* Flat rate scheme for businesses that make supplies of goods or services at the standard rate of
VAT. The flat rate scheme provides that VAT is charged and collected on supplies at the standard
rate. However, rather than calculating the input tax each VAT period, the taxpayer applies the
flat rate of 7.5% to net sales and pays this amount to the comptroller.

Examples of goods and services taxable at 2.5% and 10%
 With effect from 1 July 2019, conveyances, mortgages, long-term leases and other real prop-

erty transactions attract VAT. Apart from a few exceptions, most of these transactions will no

longer attract stamp duty, and the rates of the transactions under the VAT Act will be identical

to what was obtained under the Stamp Act prior to 1 July 2019. Values under BSD100,000 are

subject to VAT at 2.5%; values BSD100,000 and greater are subject to VAT at 2.5%. Some

examples:

— Every deed of conveyance, assignment or transfer of real property

— An assignment, transfer, long-term lease, sublease or license of a marina slip

— A supply of real property that (a) has the effect of transferring any interest in a real prop-
erty holding entity and that would have a similar effect on the legal or beneficial interest in
any real property in the Bahamas that is legally or beneficially owned by the entity, had the
legal or beneficial ownership of such entity represented the proportionate parts into which
that legal or beneficial interest in the real property were divided; or (b) forms part of a series
of transactions, and has the cumulative effect on real property as referred to in paragraph (a)
above, unless the comptroller is satisfied that the transaction is not of a series having regard
to a statement to that effect endorsed in the instrument.

The term “exempt supplies” refers to supplies of goods and services that are not liable to VAT
and that do not qualify for input tax deduction.

Examples of exempt supplies of goods and services
» Domestic financial services, other than those provided for an explicit fee
* Certain insurance services
* Medical services where provided by a public health care facility to a public patient
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* Rental of a residential building

Option to tax for exempt supplies. The option to tax exempt supplies is not available in the Bahamas.

E. Time of supply

The time of supply is the date when a sale is considered to take place for VAT purposes. The time
of supply is the earliest of:

* The date an invoice is issued

* Receipt of payment

* The date goods are delivered or made available to the recipient

* The date the performance of service is completed

Deposits and prepayments. Where a deposit or prepayment is received, regulations provide that a
tax point is created and VAT (in the form of output tax) will become due on the amount of the
deposit or prepayment. The amount of VAT due is typically calculated using the VAT fraction.
The VAT fraction is calculated in accordance with the formula (R/(1+R)) where R is the rate of
VAT expressed as a percentage applicable to the price of the taxable supply.

If the deposit is held in an escrow account, i.e., one the taxpayer does not have access to, this is
not considered a payment. The output tax does not need to be declared until the amount is released.

Where the deposit is nonrefundable and the customer does not buy the goods or services on
which the deposit was paid, this is considered a payment subject to VAT at the applicable rate.

Finally, if the deposit is intended to be refunded, the legislation does not require the taxpayer to
treat the payment as consideration and therefore, there is no need to declare VAT on the payment.
However, if at some later time, it is determined that the taxpayer is entitled to keep the deposit,
then this is a supply and VAT must be declared.

Continuous supplies of services. Where there is a continuous contract for services and payment is
required at certain stages, a VAT invoice should be issued when each payment is due. The invoice
should detail the charge for that particular stage and the amount of VAT charged.

Goods sent on approval or for sale or return. The tax point occurs when the title to the goods is
transferred. Therefore, if a supplier transfers inventory to a customer with the agreement that the
title is retained by the supplier until the customer sells or uses the inventory, a tax point is not
created, and any unused inventory can be returned to the supplier and will not be subject to VAT.

Reverse-charge services. There is no special time of supply rule in the Bahamas for reverse-
charge services. As such, the normal time of supply rules apply.

Leased assets. A lease of land principally used or intended for use as a dwelling is exempt from
VAT. Generally, other leased assets will be subject to VAT.

Imported goods. Import VAT may apply to goods entering the Bahamas. The importer of a taxable
importation must, on entry of the goods, submit an import declaration to the comptroller of
customs and pay the VAT due.

F. Recovery of VAT by taxable persons

Generally, input tax can be reclaimed when the VAT was paid on purchases that relate to supplies
liable to VAT at the standard rate or the zero rate, i.e., taxable supplies.

Nondeductible input tax. Input credit is unrecoverable if the VAT was paid on goods or services
that are not used, or intended to be used, in the course or furtherance of a taxable activity. Where
goods have a business and personal use, the taxpayer must apportion the VAT to the business and
nonbusiness uses, claiming input credit only for the business portion.
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Examples of items for which input tax is nondeductible
* Fees or subscriptions for membership of any club, association or society of sporting, social or
recreational nature.
* Petroleum and similar products that are used for nonbusiness purposes.
* A passenger vehicle where the claimant does not carry on the taxable activity of providing trans-
portation services. Even where the claimant does carry on this taxable activity, no input tax
credit is allowed if the vehicle was not acquired for the purposes of this taxable activity.

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Entertainment expenses incurred wholly for an employee(s) as part of a reward for services
provided
* Travel expenses

Partial exemption. A partial recovery calculation is required where costs incurred relate to both
taxable and exempt supplies. Regulations provide a standard method of apportionment to calculate
the amount of input tax the taxpayer is entitled to claim.

Capital goods. The sale, transfer, lease, rental or hire or any other supply of land or property
located in the Bahamas is, in general, subject to VAT at the standard rate. The Bahamas does not
currently have a capital goods scheme in place that provides for input tax recovery during the life
of the asset.

Refunds. When the VAT paid on a taxpayer’s purchases (input tax) is greater than the VAT
charged on a taxpayer’s sales (output tax), a refund may be due. You may also carry forward the
excess and use it to offset any VAT due in the following tax period. Refund applications vary
depending on the filing intervals of the taxpayer’s VAT returns. All claims for a refund must
exceed BSD500.

Pre-registration costs. If goods or services were purchased during the 24 months before registra-
tion, and those are used to make supplies subject to VAT after registration, it is possible to reclaim
input tax paid on those pre-registration purchases.

Write-off of bad debts. A VAT registrant is entitled to claim an input tax deduction for sales made
with respect to a taxable supply written off as a bad debt, i.e., when the amount owed is written
off in accounting records, the taxpayer can make an adjustment by claiming as input tax the
amount previously declared as output tax.

Noneconomic activities. VAT paid on purchases of goods or services that are used or intended to
be used for nonbusiness purposes are not recoverable.
G. Recovery of VAT by non-established businesses

Input tax incurred by non-established businesses in the Bahamas is not recoverable.

H. Invoicing

VAT invoices. For all taxable supplies, the supplier must provide the buyer, if they are VAT regis-
tered, a VAT invoice within 60 calendar days of the supply. In order for a VAT invoice to be valid,
it must show certain information as outlined in VAT law.

Credit notes. A tax credit note is required to be issued by a registered supplier to a purchaser
when a VAT invoice previously issued charged VAT in excess of the tax properly chargeable. The
credit note must be in the form and contain the information as specified in VAT law.

Electronic invoicing. Electronic invoicing is allowed in the Bahamas, but it is not mandatory. VAT
invoices can be issued either by paper or electronically. A VAT invoice must show the required
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information as outlined in VAT law and there are no specific requirements for electronic invoic-
ing in the Bahamas.

Simplified VAT invoices. Simplified VAT invoices are allowed for retail sales in the Bahamas. For
retail sales, a taxpayer can issue a simplified VAT invoice or a VAT sales receipt, whereby items
subject to VAT (or not subject to VAT) can be identified on the receipt with a symbol such as an
asterisk, provided the total amount of VAT is clearly shown on the receipt. The method of iden-
tification must be clearly displayed so that customers can determine what is subject to VAT and
at what rate before they pay for the goods. The unit price of each item on a sales receipt may be
VAT inclusive or exclusive.

Self-billing. Self-billing is not allowed in the Bahamas.

Proof of exports. For zero rating to apply to exports out of the Bahamas, a VAT registrant must

be able to meet the following conditions:

* The registered supplier, i.e., the entity registered for VAT, has entered the goods for export in
accordance with the Customs Management Act, and the goods are, in fact, exported by the reg-
istered supplier.

* The comptroller is satisfied that the goods have been exported from the Bahamas and were not
used after they were entered for export except such use as was necessary for, or incidental to,
the export of the goods.

* The taxpayer must have the relevant documentation to prove that it is the exporter of record.

Foreign currency. The VAT Act and Regulations do not specify which currency is to be stated on
invoices. The official currency is the Bahamian dollar and the functional exchange rate to USD
is 1:1. As per the VAT Act, invoices are to be denominated in money, which is defined as the
currency used or circulating in the Bahamas. In practice, within the Bahamas, it is permissible
to issue invoices in any currency. However, the ability to retain foreign currencies in the Bahamas
requires explicit permission from the Central Bank of the Bahamas.

Supplies to nontaxable persons. If a VAT-registered supplier makes retail sales, it can issue a
simplified VAT invoice or a VAT sales receipt, whereby items subject to VAT (or not subject to
VAT) can be identified on the receipt with a symbol such as an asterisk, provided the total
amount of VAT is clearly shown on the receipt. The method of identification must be clearly
displayed so that customers can determine what is subject to VAT and at what rate, before they
pay for the goods. The unit price of each item may be VAT inclusive or exclusive.

Records. Reliable accounting records in the English language must be maintained within the
Bahamas. A record of all supplies and purchases must be kept, i.e., a copy of all sales invoices,
debit and credit notes, receipts, and all purchase invoices either in paper or electronic form. If a
taxpayer does not possess a copy of an invoice on which VAT was paid or import documents
showing the VAT amount, the VAT is not recoverable.

Record retention period. Records are required to be kept for five years.

Electronic archiving. Electronic archiving is allowed in the Bahamas, but not mandatory. Records
must be kept for all supplies and purchases. This means keeping a copy of all sales invoices, debit
and credit notes, receipts, and all purchase invoices either in paper or electronic form. All sales
invoices must be sequentially numbered so if a taxpayer spoils an invoice and has to issue a new
one, the taxpayer must keep a copy of the spoiled invoice. If a taxpayer does not hold a copy of
an invoice on which it has paid VAT or import documents showing the VAT amount, it is not
entitled to recover the VAT on these costs, so it is very important to keep such documents. The
records a taxpayer keeps must be such that the comptroller can determine, with reasonable accu-
racy at any time, the liability of the taxable person to pay tax.
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l. Returns and payment
Periodic returns. The timelines for filing VAT returns are as follows:

* Businesses whose annual turnover exceeds BSD5 million are required to submit a monthly VAT
return.

* Businesses with an annual turnover of less than BSDS million are required to file a quarterly
VAT return.

The VAT return should show:
» The VAT charged on sales in the period (output tax)
* The VAT paid on purchases (input tax)

VAT returns are due 21 days following the previous month. Further, should the filing due date
fall on a weekend or public holiday, the VAT return is due on the following business day (which
would typically be the Monday following the weekend, provided that the Monday is not observed
as a public holiday).

Periodic payments. Where the amount of output tax is greater than the input tax, the difference
must be paid to the comptroller. It is required to pay any VAT due to the comptroller within 21
days after the end of the VAT period so effectively the taxpayer needs to file the VAT return and
pay any amount due by the 21st day of the month following the last day of a VAT period.

VAT can be paid in the following ways:

* Using a debit or credit card via the online portal
* Via a taxpayer’s online banking service

* Paying over-the-counter at the taxpayer’s bank

* Presenting cash/manager’s cheque at any bank

All payments must include the related tax identification number (TIN) and reach the VAT Depart-
ment by the due date.

Electronic filing. The Bahamas Online Tax Administration System (OTAS) was developed to assist
taxpayers manage their VAT accounts. This system allows registered VAT payers to file elec-
tronically. Other services available online may include taxpayer inquiries, payments and refunds.

Payments on account. Payments on account are not required in the Bahamas.
Special schemes.

Flat rate scheme. Businesses are allowed to use this scheme, if they make supplies of goods or
services at the standard rate of VAT. It was developed to assist with the administrative burden for
businesses and requires businesses to apply for permission from the comptroller to use the
scheme. The flat rate scheme provides that VAT is charged and collected on supplies at the stan-
dard rate. However, rather than calculating the input tax each VAT period, the taxpayer applies
the flat rate of 12% to net sales and pays this amount to the comptroller.

Cash accounting. Businesses are permitted to account for VAT on a cash basis in certain circum-
stances. Suppliers declare output tax on the VAT return in the same period during which custom-
ers pay. Similarly, you would only declare and reclaim input tax on the VAT return in the period
when you paid your suppliers.

Annual returns. Annual returns are not required in the Bahamas.
Supplementary filings. No supplementary filings are required in the Bahamas.

Digital reporting. No digital reporting requirements apply in the Bahamas.
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J. Penalties

Penalties for late registration. There is no specific penalty for late registration of VAT in the Bahamas.
However, where a taxable person that fails to apply for registration, that person commits an
offense and is liable to a fixed penalty up to BSD150,000. A taxable person who fails to apply
for registration commits an offense and is liable on conviction to a fixed penalty not exceeding
BSD100,000 or to imprisonment for a term not exceeding 12 months or to both a fixed penalty
and imprisonment.

Furthermore, the taxable person that did not register is liable for any VAT that should have been
charged to customers but which, lacking registration, the taxable person did not charge; and also
10% of the VAT due is charged as a penalty plus interest accrues on the late payment at a rate of
prime plus 1%.

Penalties for late payment and filings. Regulations impose heavy penalties for noncompliance. An
offense is committed when VAT is not paid when due for two or more consecutive or noncon-
secutive tax periods. One can potentially be liable on conviction in court to a fine not exceeding
BSD10,000 and imprisonment for a term not exceeding six months or both. In case of nonpay-
ment, or late payment, of tax pursuant to a VAT return or notice of assessment, shall be subject
to 10% of the amount of tax owed. Interest in respect of the outstanding amount at a rate of prime
plus 1%.

A registrant shall be subject to a fine in case of late filing of their VAT return. In case of the fil-
ing of a late VAT return, non-filing of a VAT return or failure to file a VAT return in the pre-
scribed form, the fine imposed on the registrant shall be the greater of the sum of BSD100 or 2%
of the tax payable.

Penalties for errors. Errors in the declared VAT amounts, whether input or output tax, can be
adjusted on the next VAT return provided the error does not exceed BSD500. Where the error
exceeds this amount, the taxpayer should notify the comptroller. If the error is not discovered
promptly and is not considered deliberate, the taxpayer may only be charged interest on amounts
owed and the associated fine may be waived.

Penalties for fraud. An unregistered or nontaxable person collecting, advertising or quoting VAT
in respect of a taxable supply made to another person is liable on conviction to a fine not exceed-
ing BSD70,000.

Taxpayers submitting statements to the comptroller or VAT officer that are falsified, omit infor-
mation or are misleading are liable on conviction to the sum of BSD150,000.

A taxpayer who includes a false taxpayer identification number on a document is liable on con-
viction to a fine not exceeding BSD150,000.
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A. At a glance

Name of the tax

Local name

Date introduced

Trading bloc membership
Administered by

VAT rates
Standard
Other

VAT number format

VAT return periods
Monthly
Quarterly

Thresholds
Registration
Mandatory
Voluntary

Deregistration
Mandatory
Voluntary

Value-added tax (VAT)

Value-added tax (VAT)

1 January 2019

Gulf Cooperation Council (GCC) Member State
National Bureau for Revenue (NBR)

5%
Zero-rated (0%) and exempt
Numeric (15 digits)

If annual supplies greater than BHD3 million
If annual supplies are less than BHD3 million

BHD37,500

BHD18,750

Transitional mandatory registration for residents applies,
resulting in a phased implementation process. The phases are
outlined in the chapter below. Nonresidents of Bahrain will be
required to register for VAT in Bahrain, regardless of the
business turnover, if they are obliged to pay VAT in Bahrain.

BHD18,750
Between BHD18,750 and BHD37,500
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Recovery of VAT by

non-established businesses ~ The VAT legislation allows certain persons to benefit
from special refund schemes, including non-established
businesses. However, at the time of preparing this chapter, the
actual process and conditions to obtain a refund have not
been released.

B. Scope of the taxes

VAT applies to the following transactions:

* The supply of goods and services made in Bahrain by a taxable person

* The receipt of goods and services by a taxable person in Bahrain from a non-established person
* The importation of goods from outside the GCC implementing states into Bahrain

There are no designated zones in Bahrain.

C. Who is liable

A “taxable person” in Bahrain is a person who conducts an economic activity independently for
the purpose of generating income, and who is registered or obliged to register for VAT in Bahrain.

Every person who has a place of residence in Bahrain and conducts an economic activity, where
the value of his taxable supplies made in the past 12 months or expected to be made in the next
12 months exceeds Bahraini Dinar (BHD) 37,500 must register for, collect and remit the VAT.

Every nonresident person who conducts taxable supplies in Bahrain must register for VAT. This
is generally the case when a nonresident person supplies goods or services where no one else is
liable to account for the VAT due. There is no minimum registration threshold for nonresident
persons.

For imports, the importer shall pay import VAT to Bahrain Customs Affairs where Bahrain is the
first point of entry for goods coming from outside the GCC implementing states (unless the
goods are zero-rated or exempted from import VAT in Bahrain). The NBR may allow the taxable
person to defer the payment of import VAT until filing the VAT return.

Transport of own goods by a taxable person to another GCC implementing state may be treated
as a taxable supply, except where the goods are transferred either on a temporary basis or as part
of a supply taxable in the other GCC implementing state (e.g., a supply of goods with installa-
tion). However, the above will not apply until Bahrain recognizes one or more of the other GCC
member states as an implementing state for VAT purposes.

Exemption from registration. A taxable person whose value of taxable supplies exceeds
BHD37,500 but are exclusively zero-rated, and the person does not receive services or goods for
which they are liable to account for standard rated VAT under the reverse charge mechanism, may
apply to the NBR for an exception from VAT registration. However, the NBR has the right to
collect any VAT due, as well as administrative penalties, for the period of registration exception
in case the taxable person was not entitled for such an exception.

Voluntary registration and small businesses. A person who has a place of residence in Bahrain,
conducts an economic activity and is not obliged to register for VAT under the phased transi-
tional deadlines, may apply for VAT registration if the value of his total taxable supplies or
expenses in the past 12 months reaches BHD18,750, or is expected to exceed BHD18,750 in the
next 12 months.

When a person applies for a VAT registration on a voluntary basis, the effective date of registra-
tion is the date of approval of the registration by the NBR. The taxable person must remain reg-
istered for at least 24 months before being able to ask for voluntary deregistration.
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Group registration. Two or more persons can apply to form a VAT group if the following condi-
tions are met:
* Each applicant must be a legal person.
* Each applicant must have a place of residence in Bahrain.
* Each applicant must be conducting an economic activity in Bahrain.
* Each applicant must be registered for VAT purposes at the date of making the application to
form/join the VAT group.
* The applicant must not be a member of another VAT group in Bahrain.
* The applicants must be related, which means that:
* One of them has the authority to direct and supervise (i.e., control) the others.
Or
+ They are all directed and supervised (i.e., controlled) by the same person (the same person
could be a legal person, a natural person or a group of persons acting under a formal arrange-
ment).

For the purposes of the above, control is considered to be established where either the same

person, or the same group of persons (acting under a formal agreement):

* Hold, directly or indirectly, more than 50% of the voting rights attaching to the shares in each
applying entity

* Hold, directly or indirectly, more than 50% of the capital or ownership in each applying entity

* Control each applying entity by any other means than voting rights or capital

All members of the VAT group shall be jointly and severally liable for the VAT related obligations
of the VAT group. The NBR may amend or deregister the VAT group in some instances, and a
member must leave the VAT group as soon as it ceases to meet the relevant conditions. Members
of the VAT group shall not withdraw from the group before a period of at least 12 months has
passed since joining the VAT group.

Non-established businesses. Every person that does not have a place of residence in Bahrain, but
is obliged to pay VAT in Bahrain, must apply to the NBR for VAT registration regardless of the
value of his supplies, as there is no minimum registration threshold for nonresident persons.
Registration can be done directly with the NBR or through appointing a tax representative (which
requires an approval from the NBR).

Tax representatives. The NBR may approve persons who wish to act as tax representatives or tax
agents for the taxable persons in respect of their tax obligations in Bahrain. The NBR will grant
such approval upon meeting certain rules and conditions, as well as the payment of certain license
fees and the submission of a power of attorney. The NBR will publish a list of the approved tax
representatives and tax agents. At the time of preparing this chapter, the NBR has not made avail-
able any application form to apply to be a tax representative or agent, and therefore there is no
list of approved tax representatives or agents in Bahrain.

A tax representative or tax agent must meet the following conditions:

* They must be resident in Bahrain.

* They must be of good conduct and reputation (no sentence to a restriction of freedom in a crime
against honor).

« If an individual, he/she must possess of a university degree or accounting or legal qualification
that has been certified and approved by the Ministry of Education.

« If a legal person, he must have a valid and current commercial registration.

» They must pay the fee prescribed by the NBR.

The tax representative shall have a joint and severe liability for paying any VAT due from the
taxable person he is representing until the date when the NBR announces that the tax representa-
tive ceases to act on behalf of that taxable person. A tax agent does not assume any of the taxable
person’s liabilities or obligations.



BAHRAIN, KINGDOM OF 107

Reverse charge. For certain transactions, the liability to account for VAT in Bahrain is shifted
from the supplier to the customer, under the reverse-charge mechanism. The reverse-charge
mechanism must be applied when a taxable person in Bahrain receives a supply of goods or
services from a nonresident person, and those goods or services are subject to VAT in Bahrain.

Domestic reverse charge. The VAT legislation provides for a reverse-charge mechanism to apply
on certain domestic supplies. At the time of preparing this chapter, the DRC has not been intro-
duced (the expectation is that it may be available in 2020).

A taxpayer needs to apply and obtain approval from the NBR to use the DRC, and certain condi-

tions need to be met, including:

* The applicant must be a taxable person.

* The applicant must evidence that the total amount of his intra-GCC supplies and exports
exceeds 50% of the total value of his supplies.

* The applicant must provide reasonable grounds that he will be in a recurring net tax recoverable
position and that this will have a material impact on his financial position.

Once the NBR approves the application, the supplier can apply the reverse-charge mechanism on
the goods and services purchased from local suppliers that are specified in the approval, pro-
vided he can recover the related input tax in full. The NBR will issue a certificate to the tax-
payer to evidence that the DRC can be used, and a copy of this certificate needs to be provided
to suppliers in order for them not to charge VAT on supplies made.

The taxable person must notify the NBR within 30 days when he ceases to meet the conditions
to benefit from the domestic reverse-charge mechanism. The NBR will then revoke its approval.

This domestic reverse-charge mechanism allows taxable persons with significant supplies either
subject to VAT at the rate of 0% or occurring outside the territorial scope of Bahrain VAT to
mitigate the negative cash flow impact of the VAT incurred on their business expenses.

Digital economy. Supplies of telecommunications (wired and wireless) and electronic services are
subject to Bahrain VAT to the extent that the use and benefit of such services take place in
Babhrain.

Telecommunication services are defined in the VAT legislation as “services relating to the trans-
port, transmission, conversion or reception of signals used for the dissemination of words,
images, audio or information by any kind of wire, radio and telephone services, visual telephone
services, Voice over Internet Protocol (VoIP), voice mail, call waiting and other call management
services, internet access and roaming data, including related transmission services or granting
the right to use the ability to convert, transmit, receive or other similar means.”

Electronic services are defined in the VAT legislation as “services provided over the internet or
any electronic platform, and which operate in an automated manner with limited human interven-
tion and which are impossible to complete without the use of information technology.”

Some examples (not exhaustive) of electronic services include:

* The supply of a website, web page on the internet and web hosting services

* The supply of computer and software programs, as well as their maintenance and update

* The supply of digital products and visual content, including app, screensavers, e-book and
digital files

* Online supply of music, films, television series, games, magazines, newspapers or other pro-
grams

* Supply of advertising space on websites and of any rights associated with such advertising

* Supply of online educational services



108 BAHRAIN, KINGDOM OF

To determine the place of use and enjoyment of a given service, the supplier must follow the rules

detailed below:

« If the customer is not a taxable person, the place of use and enjoyment is the place where the
customer actually uses and enjoys the service. The place where the contract with the customer
is executed and the place where the customer pays for the service are not relevant. The follow-
ing rules should be used to identify the place of actual use and enjoyment of a service:

— If services are received through a fixed location (e.g., fixed or public telephone services,
Wi-Fi services), the place of that fixed location will be the place of actual use and enjoy-
ment.

— If services are received through a mobile network, the country corresponding to the country
code of the SIM card used to receive the services will be the place of actual use and enjoy-
ment.

— For international roaming services, the country in which the mobile network is located that
the customer uses to receive the services will be the place of actual use and enjoyment.

« If the customer is a taxable person, the place of use and enjoyment is the place of residence of
the customer. The following rules should be used to identify the place of residence of the cus-
tomer taxable person:

— The customer’s address as stated on a VAT invoice or other documents used for billing

— Details of the customer’s bank account

— The internet protocol address used to receive the services

— The country code of the SIM card used to receive the services

— Any other information of a commercial nature

Online marketplaces and platforms. Online portals and interfaces, for example, websites, apps
and electronic software, are now commonly used to facilitate the supply of goods and services.

An online platform may act as a disclosed or undisclosed agent. In some cases, the platform will
be a pass-through for the supply of goods and it will obtain a commission — this arrangement is
akin to the platform acting in a disclosed agent capacity. Alternatively, there may be platforms
that purchase the goods from their suppliers and later sell these goods to customers — under this
arrangement, the platform is acting as an undisclosed agent.

Typically, such platforms directly act as the seller of the goods or services to the final customer

and a separate agreement is in place between the platform and the original supplier. Additional

conditions arise when the original supplier is a nonresident. In such cases, the platform is likely
to be perceived as an undisclosed agent, unless:

* The nonresident is expressly mentioned as the supplier of the goods or services sold on the
platform, on the contractual agreement and on the invoice or receipt issued for the sale of the
goods or services sold.

* The platform cannot charge the customer for the goods or services sold themselves and has no
rights on the terms and conditions of the supply provided.

When the platform is considered as an undisclosed agent for a nonresident supplier, the following

supplies will take place:

* The goods or services will be purchased from the nonresident supplier (VAT registration obli-
gations may arise for the nonresident if the platform is not registered for VAT).

* A separate local supply by the platform to the final customer will take place for the supply of
goods or services purchased online.

Registration procedures. Registration to be undertaken electronically via the NBR website. The
various stages of the process are as follows:
i. Create a profile on the registration portal of the NBR’s website
ii. Await the NBR to review and approve the profile creation, after which login details will be
provided to access the created taxpayer account
iii. Complete the registration application form and upload the required supporting documents
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iv. Await confirmation from the NBR of the approval or communications asking for further
information
v. Download VAT certificate once approved and showing the NBR account

The information that needs to be submitted to the NBR during the application process is con-

tained within six sections of the application form:

« Eligibility criteria — details to determine the eligibility and registration options for VAT payer

* VAT payer details — legal name, ID type and number, physical and postal address

* Contact details — phone number, email address, verification of information

* Economic activities — import and export activities, business activity details

« Bank details — IBAN, bank name and owner, SWIFT code

* Financial details — supply and expenses details for the last and next 12 months, value of
imports and exports, supply timelines and thresholds, financial year details

The following additional documents may also need to be provided with the registration applica-

tion:

* Identification documents (e.g., Bahrain commercial registration, proof of foreign taxpayer
status)

* Proof of business relationship to VAT payer (employment contract, letter from the company to
confirm that the person is authorized to represent the company)

* Proof of residence (e.g., passport, residence permit)

* Proof of bank account ownership and validation

* Financial details (e.g., audited financial accounts/statements, income statement, contracts)

The length of time it takes to obtain a VAT registration number varies, although on average it
tends to be between two to three weeks.

Transitional VAT registration phasing took place in 2019. That was a transitional year for VAT in
Bahrain and specific rules were in place relating to VAT registration, whereby three phased man-
datory VAT registration deadlines applied: 20 December 2018, 20 June 2019 and 20 December
2019.

Deadline for registration 20 December 2018 20 June 2019 20 December 2019
Effective date of registration 1 January 2019 1 July 2019 1 January 2020
Mandatory registration threshold > BHDS million > BHD500,000 > BHD37,500

From 1 January 2020, the requirement for residents to register is determined by whether the
amount of annual supplies during the previous 12 months exceeded the threshold of BHD37,500,
or the amount of annual supplies for the next 12 months is expected to exceed the threshold of
BHD37,500. If either of these conditions are met, an application to register must be made
within 30 days, starting from the last day of the month, where the mandatory threshold was
exceeded or within 30 days prior to the first day of the month where there was an expectation to
exceed the mandatory threshold.

Deregistration. A taxable person must apply to the NBR for deregistration from VAT in any of

the following cases:

« If the taxable person ceases to carry on an economic activity

« [f the taxable person does not make taxable supplies during a 12-consecutive-months period

« If the value of taxable supplies made during the preceding 12 months falls below BHD18,750
and the taxable person does not expect the value of his supplies or expenses to exceed BHD18,750
in the upcoming 12 months

A resident taxable person also has the option to apply for deregistration if the value of his taxable
supplies during the previous 12 months falls below BHD37,500, but exceeds BHD18,750. A
nonresident person may not choose to deregister on a voluntary basis. In all cases, the deregis-
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tered person must maintain books, records and invoices related to his supplies for a period of five
years from the date of his deregistration for possible inspection.

D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT, including the zero rate.

The VAT rates are:
« Standard rate: 5%
« Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods and services unless a specific measure
provides for the zero rate or an exemption.

Examples of goods and services taxable at 0%

* Export of goods to outside the GCC implementing states territory (Note: the supply of goods
to other GCC implementing states shall be treated as an export, until the full integration of the
Electronic Services System across all the GCC implementing states)

* Supply of services from a resident taxable person in Bahrain to a customer residing outside the
GCC implementing states and benefiting from such service outside the GCC implementing
states

* Re-export of goods that were temporarily imported for repairs, renovation, modification or
processing, and the service added to it

* The supply of goods to, within or under a customs duty suspension scheme

* Transportation services of passengers and goods to or from Bahrain, other services included
with such transportation services, and the related means of transport

* Local transportation sector

* Oil, oil-derivatives and gas sector (The upstream, midstream and downstream activities are
generally zero-rated. As an exception, zero-rating does not apply to specific downstream
activities, such as import or supply of oil, oil derivatives and gas byproducts, for example,
plastic and fertilizers.)

* The supply or import investment grade gold, silver and platinum with purity level of not less
than 99% and can be traded on global bullion market, based on a certificate issued by the
competent authority responsible for testing precious metals and gemstones in Bahrain

* The first supply after extraction of gold, silver and platinum for trading purposes

* Supply or import of pearls and precious gemstones after obtaining the certificate issued by the
competent authority responsible for testing the pearls and gemstones to determine their nature

* Supply of preventive and basic health care services and related goods and services (The health
care services must be qualifying medical services provided by qualified medical professionals
or qualified medical institutions to a patient during the course of his treatment.)

* Supply or import of specific medicines and medical equipment

* Supply of educational services and related goods and services to nurseries, pre-elementary,
elementary, secondary and higher education

* Supply and importation of food items listed in the GCC list of basic food items

* Construction of new buildings

The term “exempt supplies” refers to supplies of goods and services that are not liable to VAT
and that do not qualify for input tax deduction.

Examples of exempt supplies of goods and services
* Supply of specific financial services, except in cases where the consideration payable is by the
way of an explicit fees, commission or commercial discounts
* Supply of bare land and buildings (including residential and commercial) by way of sale, lease
or license
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* Imports of goods are exempt from VAT in Bahrain in the following circumstances:

— Goods for diplomatic and military use that are exempt from customs duties

— Imports of personal effects and household appliances by Bahraini citizens residing abroad
and foreigners who are coming to reside in Bahrain for the first time who are exempt from
customs duties

— Imports of returned goods that are exempt from customs duties

— Imports of personal items and gifts carried in a traveler’s personal luggage

— Goods designed for people with special needs, where the importer possesses the relevant
documentation issued and certified by the competent authorities

Option to tax for exempt supplies. The option to tax exempt supplies is not available in Bahrain.

E. Time of supply
The time at which VAT becomes due is called the “tax due date” or “time of supply.”

For the supply of goods, the general time of supply is the earliest of any of the following dates:

¢ The date when the transportation of goods commences (where the transportation of the goods
is under the supervision of the supplier)

* The date when the goods are placed at the customer’s disposal (where the goods are not trans-
ported under the supervision of the supplier)

* The date when the installation or assembly of goods was completed, for transactions involving
assembly or installation

* The date the VAT invoice is issued

* The date that payment is received (to the extent of the amount received)

For the supply of services, the general time of supply is the earliest of any of the following dates:
* The date when the service is considered as completed

* The date the VAT invoice is issued

* The date that payment is received (to the extent of the amount received)

Deposits and prepayments. A deposit for a supply designed to be paid by the customer as an
advance payment will be considered as an initial payment for the consideration of the supply and
will create a tax due date to the extent of the amount received. Deposits that are refundable and
are not considered as an advance payment for the supply, are outside the scope.

Continuous supplies of services. The time of supply for supplies that are continuous in nature is
the earliest of any of the following dates, provided that it does not exceed a period of 12 months
from the date of commencement of the supply:

* The date a VAT invoice is issued

* The due date of payment specified in the VAT invoice

* The date when the payment is received

Goods sent on approval for sale or return. Where goods are supplied on a trial basis, the tax due date
is the earlier of:

* The date the buyer accepts the goods on a definitive basis

* The date the VAT invoice is issued

Reverse-charge services. Bahrain does not have a specific time of supply rule for reverse-charge
services, therefore the general time of supply rules apply.

Leased assets. For an operating lease, the tax due date is the earlier of:
* The due date of each installment under the contract
* The date an installment is paid
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For a finance lease, the tax due date is the date of the supply of goods. Where the contract con-
tains a purchase option exercisable at the end of the contract, VAT becomes due on the purchase
value of the goods on that tax due date.

Imported goods. Import VAT is due at the same time when the customs duties become due, as

follows:

* When the goods enter the territory of the implementing states and are imported

» When the goods are released from a customs duty suspension arrangement, if the goods were
placed under one of these arrangements upon entry in the territory of the implementing states

Deemed supplies. The tax due date of a deemed supply of goods or services shall be the date when

a deemed supply event is triggered, as follows:

* For goods or services provided for no consideration, the tax due date is when the goods are
made available to the third party or where the services have been completed

» For goods the taxable person retains upon deregistration, the tax due date is the effective date
of deregistration

* For the transfer of the taxable person’s own goods from Bahrain to another implementing state
or vice versa, the tax due date is the transfer date

* For the change in the use of a good, the tax due date is the date where the change occurred

Other supplies. Vouchers: For single-purpose vouchers, the tax due date is the date of issue of the
voucher, however, if it is subsequently sold, the tax due date for that sale is the date of that sub-
sequent sale. For multi-purpose vouchers, the tax due date is the date on which the voucher is
exchanged for the goods/services.

Vending machines. The tax due date in cases where payment is made through vending machines
is the date on which funds are collected from the machine.

Compulsory supply of goods and supply of goods with a right of refund. The tax due date is the
date of supply of the goods.

Supply of goods deposited, and supply of goods pledged as collateral. Tax due date is the earlier

of:

* The bailee or creditor selling the goods

* The bailee or creditor deducting a cash amount deposited as a bond in order to definitively
acquire the goods

F. Recovery of VAT by taxable persons

For a taxable person to deduct input tax incurred, the taxable person must meet all the following

conditions:

* The expenses on which VAT is charged were incurred for the purpose of the taxable person’s
economic activity

* The recovery of input tax on the expenses is not specifically disallowed by the VAT law

*» The expenses are used for making taxable supplies

* The taxable person holds the supporting original tax invoices that comply with the requirements
of the VAT law or the relevant import documentation

* Input tax must be claimed within the time limit set by the VAT law (i.e., five years)

Nondeductible input tax. Input tax may not be recovered in the below cases:

« If it is paid on goods and services used for purposes other than the taxable person’s economic
activity

« If it is paid on goods prohibited from trade in Bahrain

« Ifthe VAT is paid on supplies or imports for the purposes of making exempt supplies in Bahrain
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Examples of items for which input tax is nondeductible
* Entertainment expenses incurred for staff and non-staff members (e.g., accommodation, hospi-
tality, food and drinks when not provided within the course of a meeting or as normal refresh-
ments)
* Accessing events or functions, and trips for recreational purposes (e.g., concerts, shows, social
* dinners, team building events and activities when not provided as part of a business meeting)
* Goods and services used by employees free of charge and for their personal use, unless there
* is an obligation to provide it under any other laws in Bahrain
* Vehicles and related services (i.e., maintenance, repair, insurance) provided to employees to the
extent of nonbusiness use

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Motor vehicles
* Mobile phones

Where a motor vehicle or mobile phone has been provided to an employee that may be subject

to personal use (e.g., to commute to or from work, making or receiving personal phone calls), the

input tax claimable in respect of costs must be allocated between business and personal use. This

apportionment should be carried out on a fair and reasonable basis, by reference to actual busi-

ness/private usage and any company policies and procedures. Alternatively, a simplified method of

recovery may be used, as follows:

* Motor vehicles — fixed input tax recovery rate of 40% on all costs

* Mobile phones — fixed input tax recovery rate of 60% on all costs. No input tax can be claimed
in respect of mobile phone costs where the actual business usage of the phone does not exceed
50%

If a taxable person uses one of the fixed input tax recovery rates, it must be used for all assets in
the relevant category. There is no requirement to notify or inform the NBR of the use of the fixed
recovery method, however, the taxable person must use the fixed recovery rate for a period of two
years before moving to a method based on actual use.

Partial exemption. In cases where the input tax relates to goods and services which are used for
making both taxable supplies and exempt supplies, the input tax may be deducted partially and
to the extent such input tax relates to making taxable supplies.

The default method of proportional deduction of input tax is calculated based on a turnover

method, based on a fraction where:

* The numerator is the value of taxable supplies in Bahrain made by the taxable person in the tax
period.

* The denominator is the total value of taxable supplies and exempt supplies in Bahrain made by
the taxable person in the tax period.

The value of taxable supplies or exempt supplies made by the taxable person in the fraction
include those supplies that do not take place in Bahrain, but that would have been either taxable
or exempt supplies if they had taken place in Bahrain.

The fraction outlined above, shall not include:

* Supplies of capital assets by the taxable person

* Supplies that are incidental and do not constitute the core activity of taxable person

* Supplies taking place outside of Bahrain that are supplied from an establishment of the taxable
person outside of Bahrain

* Supplies that are outside the scope of VAT
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At the end of the calendar year, the taxable person should undertake an annual adjustment of the
input tax that has been recovered throughout the year. The taxpayer should use the numerator and
denominator values for the whole year to calculate a revised ratio of VAT proportional recovery
and apply that to the relevant input tax totals for the year. Any adjustment (increase or decrease
in allowable recovery) should be reported in either the last tax period of the year, or the first tax
period of the subsequent year.

A taxable person may submit an application to use an alternative (special) proportional deduction
method to the default method, in cases where that alternative method more accurately reflects the
use of goods and services supplied to that taxable person.

If the NBR approves a special apportionment method, it will also confirm the effective date for
using it and, if relevant, the time limit and conditions associated with its use. If the alternative
special method is rejected by the NBR, the taxable person must continue to apply the standard
apportionment method.

The NBR may also direct a taxable person to use a special apportionment method where the
standard method does not provide a fair and reasonable reflection of the taxable person’s eco-
nomic activity.

Capital goods. Capital assets are tangible and intangible assets that are allocated by the business
for long-term use as a business instrument or as a means of investment. A change in use of capital
assets is subject to an input tax adjustment, to reflect the increase/decrease in taxable use of the
asset over its lifetime.

The adjustment period is 5 years in respect of moveable tangible or intangible capital assets and
10 years in respect of immovable tangible capital assets (i.e., real estate). The first year of the
adjustment period corresponds to the tax year during which the capital asset was first used.

At the time a taxable person acquires a capital asset, input tax shall initially be deducted in
accordance with the intended use of the goods (i.e., taxable, exempt or residual). During the
adjustment period, an adjustment to the deduction must be made following any year in which the
actual use of the capital asset differs from that initial intended use. Any change in the use of a
capital asset once its adjustment period has expired does not trigger the requirement to adjust the
amount of input tax recovered.

At the end of each 12-month period, a taxable person shall calculate the amount of input tax
potentially subject to adjustment and shall report the adjustment in either the last tax period of
the year, or the first tax period of the subsequent year.

In cases where there is a permanent change in the use of a capital asset due to the sale or dis-
posal of the capital asset by a taxable person, the taxable person must adjust the input tax deduc-
tion for the remainder of the adjustment period. The adjustment should be reported in the last tax
period of the year during which the capital asset was sold, or the first tax period of the subsequent
year. Taxable persons are required to keep and maintain a record of their capital assets and of the
related input tax recovery position throughout the adjustment period.

Refunds. When a taxable person submits his VAT return and he is in a VAT-receivable position,
he should receive a VAT refund from the NBR, unless the taxable person requests the NBR to
carry forward the receivable VAT to subsequent tax periods or the NBR offsets such VAT against
any other payable taxes or administrative penalties.

VAT legislation allows certain persons to obtain a refund of Bahrain VAT they incur on their
expenses and imports of goods irrespective of whether they qualify as taxable persons or meet
the general conditions for input tax recovery. These are called “special refund schemes.” At the
time of preparing this chapter, there is no further information published regarding these schemes.
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Pre-registration costs. A taxable person is entitled to deduct input tax on goods and services
received or imported by them prior to his date of VAT registration in the VAT return of the first
tax period, provided that all the following conditions are met:

*» The goods and services are received in the course of making taxable supplies.

* The taxable person is able to show an inventory of goods and capital assets that he had at the
effective date of registration, and provide details as to the nature, quantity, purchase date and
VAT incurred for such items.

* The goods were acquired or imported within a period of five years prior to the effective date of
registration and they are still in the taxable person’s possession on the effective date of registra-
tion.

* In case of a service, it should have been received within a period of six months prior to the
effective registration date.

*» The goods and services are not of a type that are restricted from input tax deduction.

The taxable person should provide the NBR with the following documents:

* A list of the purchases for which input tax recovery is sought

* An inventory of the stock of goods and raw materials still at his disposal on the effective date
of VAT registration (nature, quantity and value, date of purchase and amount of the input tax
paid)

* Copies of the tax invoices issued by the suppliers for the goods and services acquired

* Customs declarations for imports.

Write-off of bad debts. The taxable person may claim a VAT bad debt relief where consideration
relating to a taxable supply has not been received from the customer. The adjustment allows a
recovery of output tax that has previously been declared by the taxable person.

In order to claim this relief, the following conditions must be met:

* The payment of the consideration due by the customer (in part or in full) must be outstanding
for at least 12 months from the date of supply. This 12-month period does not apply where the
customer has not paid due to bankruptcy.

* The taxable supplier must be able to prove that he has taken all necessary measures to collect
the debt (this may include initiating legal proceedings against the customer).

* The taxable supplier has written off (partially or fully) the debt in his books.

The taxable supplier should adjust for the related amount of VAT in the tax return for the period
during which the conditions are met. If the taxable supplier subsequently receives a payment (in
part or in full) relating to this debt, he must make another adjustment of output tax. This should
be reported in the tax return for the period during which the late payment was received.

Noneconomic activities. Bahrain does not have input tax recovery schemes for noneconomic
activities.

G. Recovery of VAT by non-established businesses

There are no rules currently in place in Bahrain for the refund of VAT to taxable persons in other
GCC Member States.

There are no rules currently in place in Bahrain for the refund of VAT to nonresident taxable
persons in the GCC territory.

A VAT refund scheme for tourists is in place relating to eligible goods that are purchased from
an authorized merchant during the tourist’s stay in Bahrain and the tourist leaves Bahrain within
two months from the date of supply of the goods.

The NBR may extend a VAT refund to business visitors from non-implementing states, taxable
persons from other implementing states’ foreign governments, international organizations, and
diplomatic bodies and missions relating to VAT incurred on goods and services received by such
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persons in Bahrain. At the time of preparing this chapter, there are currently no rules in place for
such refund schemes.

H. Invoicing

VAT invoices. The taxable person must issue a VAT invoice when he makes a supply of goods or
services, including zero-rated, exempt and deemed supplies, or when he receives full or part of
the consideration prior to the date of supply. A VAT invoice should be issued for supplies made
to both resident and nonresident persons. The taxable person must issue a VAT invoice no later
than the 15th day of the month following the month in which the time of supply takes place.

Taxable persons supplying VAT exempt financial services, remunerated by way of interest or a
margin, may choose not to issue VAT invoices for these services, provided they are able, upon
request of the NBR, to electronically extract and provide the details of their VAT exempt finan-
cial services income.

Credit notes. Where, after the issuance of the VAT invoice, the VAT amount is to be adjusted
(upward or downward) then a VAT debit or credit note should be issued. The VAT debit or
credit note shall be treated as a VAT invoice and should be issued no later than the 15th day of
the month following the month during which the adjustment was done.

Electronic invoicing. The VAT legislation states that approval is required from the NBR to issue
tax invoices electronically. However, it has been communicated by the NBR that a taxpayer can
issue electronic documents without prior approval if the conditions relating to valid VAT invoic-
es are met and the taxpayer’s computer systems are capable of accounting for VAT on such sup-
plies. This also applies to credit and debit notes.

Simplified VAT invoices. A simplified VAT invoice may be issued where:

* The customer is not registered for VAT purposes in Bahrain
Or

« If the customer is registered and the total consideration does not exceed BHD500 (inclusive of
VAT)

Where a taxable person makes several supplies to the same customer over a period of time not
exceeding one month, he may issue a summarized VAT invoice. The summarized VAT invoice
will be treated as a valid VAT invoice provided that all the requirements of a VAT invoice are met.

A bank statement, issued by a bank, can be treated as a valid VAT invoice when it contains the
following information:

» Bank name and address

» Bank VAT number

* Customer’s name and address

* Date of issuance of the bank statement

* VAT rate applicable on each supply

* Amount of VAT in respect of each supply

Self-billing. A VAT registered customer may issue a VAT invoice on behalf of the taxable supplier,

subject to fulfilling the below conditions:

* There is a written agreement between the parties for the issuance of VAT invoices by the cus-
tomer.

* The supplier undertakes not to issue any VAT invoices in respect of the supplies made.

* A mechanism is put in place to enable the supplier to approve each VAT invoice issued by the
customer on his behalf.

*» The VAT invoice clearly shows that it is issued by the customer on behalf of the supplier.

* The customer retains a copy of each VAT invoice he issues on behalf of the supplier.
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* The VAT invoice meets all the conditions and requirements stated in the law and the regulations
relating to VAT invoices.

Proof of exports. Until the implementation of the Electronic Services System across all the GCC
countries, supplies of goods shipped from Bahrain to other GCC implementing states will be
treated as an export of goods, which should be subject to the zero-rate of VAT.

For an export to be subject to VAT at the rate of 0%, all of the following conditions must be met:

* The goods must be shipped from Bahrain to a destination outside of Bahrain within 90 days of
their date of supply (the person responsible for shipping the goods can be the supplier, the
purchaser or a third party acting for the supplier or purchaser).

* The goods must not have been changed, used or sold to a third party before leaving Bahrain.

 The supplier must retain the commercial and official documents evidencing the shipment.
These include documentation issued by the Customs Authority to confirm the export, commer-
cial documentation (i.e., to identify the supplier, the customer, the place of delivery of the goods,
etc.) and the transportation documents to evidence delivery of the goods outside of Bahrain.

Foreign currency invoices. Amounts shown on VAT invoices should be converted to Bahraini
Dinar in accordance with the exchange rates approved by the Central Bank of Bahrain on the date
of supply.

As part of the transitional measures, if the exchange rate approved by the Central Bank of Bah-
rain is not available, a reliable source of foreign exchange rates should be used. This alternative
exchange rate source should be used consistently until the exchange rates approved by the Cen-
tral Bank of Bahrain are available.

Supplies to nontaxable persons. There are no specific rules currently in place in for invoicing for
supplies to nontaxable persons. As such, normal VAT invoicing rules apply.

Records. The taxable person shall maintain records, VAT invoices and accounting books relating
to the imports and supply of goods and services in an organized manner. The taxable person shall
provide the NBR with such records, invoices and accounting books upon its request.

Record retention period. A taxable person must keep the relevant records for a period of five
years after the end of the tax period to which they relate.

Records that relate to real estate must be kept for a period of 15 years after the end of the tax
period to which they relate.

Where a taxable person is declared bankrupt or in the event of insolvency, the taxable person’s
legal representative must retain records of such a person for a period of not less than 12 months
from the date on which those proceedings have been finalized.

FElectronic archiving. Taxable persons must keep their documents and records in good condition

and free from any damage. The documents may be kept electronically, subject to the following

conditions:

* The records and documents can be easily accessed from the computer system when requested
by the NBR.

* The hard copies of the documentation that support these books and records can be obtained.

» The computer system has sufficient security to ensure the documents cannot be tampered with
or manipulated.

I. Returns and payment

Periodic returns. The taxable person shall submit a VAT return via the NBR’s online portal no
later than the last day of the month following the end of the tax period. Where there are no trans-
actions to be reported in a given tax period, a taxable person should still submit a nil return.
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From 1 January 2020, the filing period frequency is as follows:
* Monthly filing — required if the taxable person’s annual supplies exceed BHD3m
* Quarterly filing — required if the taxable person’s annual supplies do not exceed BHD3m

Periodic payments. The taxable person shall pay the net VAT amount due to the NBR, along with
the submitted VAT return, by the due date. Once the VAT return is submitted, the taxable person
should receive a bill from the NBR identifying the net liability.

For resident taxable persons, payments can only be made via Benefit’s “Fawateer” banking serv-
ice, using one of the three available channels below:

* Internet/mobile banking

* BenefitPay application

* Visiting the bank branch and requesting Fawateer payment

For nonresident taxable persons who have no local bank account, the payment can be made from
a foreign bank account. The taxable person would need to directly contact the NBR to obtain the
relevant bank details (they are not published).

Electronic filing. All tax returns should be submitted via the NBR’s online portal by the taxable
person or by a person authorized to do so on behalf of the taxable person (i.e., its agent or its tax
representative; however, at the time of preparing this chapter no facility is available for a repre-
sentative or agent to file a return on behalf of the taxable person).

Payments on account. Az the time of preparing this chapter, payments on account are not
required in Bahrain.

Special schemes.

Profit margin scheme. The taxable person, upon obtaining an approval from the NBR, may
account for VAT on the profit margin in respect of the supply of specific goods and under spe-
cific conditions. This regime is not mandatory, and suppliers can elect to use their margin as the
value of their supplies to compute the output tax due.

The following conditions must be met:
* The good to be sold must:

— Be a used good suitable for further use in its current state or after repair
Or

— Be a work of art, artifact or other items of scientific, historical or archaeological interest

* The supplier must:

— Have purchased the good in Bahrain from a nontaxable person (e.g., private individual),
from a taxable person who himself sold the good under the profit margin scheme or from a
taxable person who could not recover the VAT charged on the good

— Not recover any input tax on the incidental expenses related to the acquisition of the good

— Issue and retain the correct documentation

A VAT invoice must be issued for supplies under the profit margin scheme that clearly indicates
that the VAT has been imposed using the profit margin scheme but must not show any VAT
amount.

Annual returns. Annual returns are not required in Bahrain.

Supplementary filings. At the time of preparing this chapter, no supplementary filings are required
in Bahrain.

Digital reporting. At the time of preparing this chapter, no digital reporting requirements apply in
Bahrain.
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J. Penalties

Penalties for late registration. The NBR shall issue an administrative penalty assessment to the
taxable person for failure to apply for VAT registration within 60 days from the date of expiry of
the registration period, or from the date of reaching the mandatory registration threshold. The
fine imposed would not exceed BHD10,000. Criminal sanctions can be imposed for a failure to
apply beyond 60 days (see below).

Penalties for late payment and filings. The NBR may issue an assessment to the taxable person in
cases where he does not submit the VAT return within the filing deadline, or where it is proved
that the VAT has been incorrectly calculated by the taxable person. The NBR shall base the
assessment on specific facts, documentations and records.

The statute of limitations is five years. Generally, no claim for additional tax due can be made
by the NBR after five years from the end of the tax period to which the additional tax due relates
or the tax was wrongfully recovered.

The NBR shall issue an administrative penalty assessment to the taxable person, in any of the

following cases:

* Late filings and errors made on VAT returns: failure to submit the VAT return, or to pay the tax
due, within a period no more than 60 days from the filing or payment deadline results in admin-
istrative penalty calculated at a rate between 5%-25% of the value of payable tax or the tax that
should have been declared.

» Underpayment: in cases where a taxable person provides incorrect data resulting in declared
VAT being less than it should be, a fine will be imposed that is calculated at a rate between
2.5%-5% of the value of the unpaid VAT for each month or part of.

At the time of preparing this chapter, no information is available as to the process of issuing the
administrative fines or the time frame in which the NBR has to issue the fine.

Penalties for errors. A fine not exceeding BHD5,000 shall be imposed on any taxable person

who:

* Prevents or obstructs the employees, or any one working for the NBR, from performing their
duties and exercising their jurisdiction in supervising, inspecting, controlling, reviewing and
requesting documents

« Fails to notify the NBR of any changes to the data and information relating to the registration
application or the VAT return within the specified deadlines

* Refrains from displaying the tax inclusive prices of the goods and services

* Refrains from providing information or data requested by the NBR

» Fails to comply with the terms and procedures relating to the issuance of a VAT invoice

* Violating any other provision of the VAT law or the regulations

Penalties for fraud. The below violations shall be regarded as tax evasion:

« Failure to apply for VAT registration, exceeding 60 days from the VAT registration deadline

* Failure to submit the VAT return or paying the due tax, exceeding 60 days from the relating
deadline

» Unlawful deduction of input tax as well as the deliberate unlawful claim of VAT refund

* Submission of forged or unreal documents, records or invoices to avoid the payment of tax in
full or in part

* Non-issuance of VAT invoices in respect of taxable supplies or imports of goods or services that
are subject to VAT

» Issuing VAT invoices in respect of nontaxable supplies, that includes a VAT amount

* Failure to maintain records, VAT invoices and accounting books and records relating to imports
or supplies of goods or services in an organized manner



120 BAHRAIN, KINGDOM OF

Committing a tax evasion offense could result in imprisonment for a period of between three to
five years, in addition to a fine not less than the tax due and not more than three times of such
tax due. This penalty shall be doubled if the violation is repeated within three years from the date
of issuing the final decision of conviction. The fine is also doubled in case the violation is com-
mitted in the name or for the benefit of a legal person. The offender or multiple offenders are
jointly liable for the payment of the tax due.

Appeal process. Upon written request of the accused, the NBR may accept reconciliation before
the lawsuit is filed, during the hearing and before the judgment is given, provided the accused
pays an amount equivalent to the minimum fine for the crime as well as the value of the tax. The
reconciliation results in the termination of the criminal case. The taxable person can also appeal
to the Committee of Examination of Tax Objections and Appeals (the Committee) against any
assessment, penalty or a decision made by the NBR within 30 days from receiving the relating
notification. The Committee issues its recommendation to the Minister of Finance (the Minister)
or his delegate in respect of the appeal within 30 days from receiving the appeal from the appel-
lant.

The objection submitted to the Tax Appeals Review Committee must include, at the minimum,

the following information:

» Name of the objector (i.e., taxable person objecting the decision), his VAT number and address
of place of business or postal address

» A summary of the objection, together with the reasons for the objection and the legal basis

+ The tax period to which the objection relates

* Documents or any other information supporting the objection

*» The email address of the tax representative or tax agent of the objector, where applicable

The Tax Appeals Review Committee will notify the objector of the hearing date of the objection
at least 10 days beforehand.

The Minister or his delegate will then issue the decision to adopt the committee’s recommenda-
tion, amend or cancel it within 15 days from the date of receiving the recommendation. The tax-
able person can appeal to the concerned court within 60 days from receiving the notification of
the Minister’s decision in respect of the appeal.

K. Transitional provisions

Voluntary registration. Transitional mandatory registration for residents applies, resulting in a

phased implementation process. Phases outlined in the chapter below. The phases are as follows:

* VAT implementation from 1 January 2019 — applies if annual supplies exceed BHDS million

* VAT implementation from 1 July 2019 — applies if annual supplies exceed BHD500,000

* VAT implementation from 1 January 2020 — applies if annual supplies exceed BHD37,500

« If annual supplies exceed the voluntary registration threshold of BHD18,750, a voluntary appli-
cation can be made at any time.

Nonresidents of Bahrain will be required to register for VAT in Bahrain, regardless of the busi-
ness turnover, if they are obliged to pay VAT in Bahrain.

VAT return periods. For 2019, transitional tax return periods were in place, with the frequency
and deadlines dependent upon the annual supplies of a business and the effective date of registra-
tion. The tax period for registered taxpayers whose annual supplies exceed BHDS5 million in 2019
is quarterly, moving to monthly filing in 2020 for all taxpayers whose annual supplies exceed
BHD3 million. All other taxpayers will file returns on a quarterly basis from 1 January 2020
onward.

Time of supply and charging VAT. If an invoice is issued or payment is made prior to the VAT
implementation date in respect of a supply of a good or service that takes place after the VAT
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implementation date, then such supply should be treated as made after the VAT implementation
date and VAT should be charged in case the supply is subject to VAT.

The supply will be deemed as taking place after the VAT implementation date in the following

cases:

« If the date of delivery of the goods is after the VAT implementation date

* [f the date when the performance of services is completed occurs after the VAT implementation
date

For continuous supplies, no VAT is due on the portion of the value of the supply performed prior
to the VAT implementation date. However, VAT will be due on the portion of the value of supply
that is performed on or after the VAT implementation date (unless exemption or zero-rating
applies).

Implementation of VAT in other GCC Member States. GCC countries that implemented VAT shall
be treated as non-implementing states if they do not treat Bahrain as an implementing state in
their local tax legislation and they are not fully compliant with the provisions of the GCC VAT
Agreement. The supply of goods and services from non-implementing states shall be considered
as made from outside the GCC territory and the person’s residence in such countries shall be
treated as non-GCC residents.

Electronic services system in all GCC Member States. Intra-GCC supplies involving the shipment
of goods from Bahrain to another GCC Member State shall be considered as an export of goods
until the establishment of the Electronic Services System in all GCC Member States.

Contracts silent on VAT. Contracts silent on VAT, that have been entered into prior to the VAT
implementation date in Bahrain but straddle such date, should in general be treated as VAT-
inclusive.

Contracts with the Government. An exception to the above is for contracts entered into with the
Government (i.e., Bahrain Ministries, Government agencies, institutions and public bodies), where
VAT at the zero-rate can be applied until the earlier of the contract expiry date, contract renewal
date or 31 December 2023.
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Indirect tax contacts
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A. At a glance

Name of the tax

Local name

Date introduced

Trading bloc membership

Administered by

VAT rates
Standard
Reduced
Other

VAT number format

VAT return periods

Thresholds
Registration
Mandatory
Voluntary

Deregistration

Recovery of VAT by
non-established businesses

Value-added tax (VAT)
Value-added tax (VAT)
1 July 2019

Asia-Pacific Trade Agreement (APTA), South Asia Free Trade
Area (SAFTA), Global System of Trade Preference (GSTP)
National Board of Revenue (NBR) under Ministry of
Finance, Government of Bangladesh

15%

5%, 7.5%, 10%

Zero-rated (0%) and exempt

13-digit Electronic Business Identification Number (EBIN) in
numeric (no alphabets and special characters). However,
earlier BIN was in 9 and 11-digit formats, and a migration

to 13-digit BIN is now taking place.

Quarterly or monthly

VAT registration if annual turnover > BDT30 million

VAT enlistment (as turnover taxpayer) if annual turnover is
between BDT5 million — 30 million (in this case a person can
pay turnover tax at standard rate of 4% rather than product or
service specific VAT rates)

If a person refrains from carrying out an economic activity or
the economic activity has been declared as exempt or the annu-
al turnover falls below registration limit for two consecutive
years

No
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B. Scope of the taxes

The VAT and Supplementary Duty Act, 2012 (in short, the VAT Act) is made effective from 1
July 2019 and the same has replaced the erstwhile VAT Act, 1991.

In Bangladesh, there is a unified system of VAT on all goods and services imported into or sup-
plied locally in the country. Supply of immovable properties is also covered within the ambit of
Bangladesh VAT laws. Further, the ambit of supply of service is wide and the same covers any
service other than goods and immovable property. It also includes any grant, assignment, termi-
nation or conferment of right, agreement to perform, refrain from performing an act or accepting
a situation or tolerate an act, etc.

C. Who is liable

VAT shall be imposed and payable on the taxable import and taxable supply of goods and ser-
vices. The following persons shall be liable to pay VAT:

* For taxable import — the importer

* For any taxable supply in Bangladesh — the supplier

» For taxable supply of imported services — the recipient of such supply

* For any other cases — supplier or the recipient of services

All suppliers whose annual turnover exceeds the turnover threshold of BDT30 million is required
to register for VAT.

Further, VAT registration is mandatory for the following persons irrespective of turnover threshold:

* Supplier, manufacturer or importer of goods or services liable to Supplementary Duty in Bang-
ladesh

* Supplies of goods or services or both through participating in a tender or against any agreement
or work order

* Any person engaged in export-import business

* Any person engaged in the supply, manufacture or import of specific goods or services or in
any specified geographical areas as may be prescribed by the board

Voluntary registration and small businesses. Any person making a taxable supply and is not
required to be registered may apply to register for VAT voluntarily. A person registered volun-
tarily shall pay tax from the first day of the next tax period following the date of registration and
shall preserve the required records and accounts.

Any person with an annual turnover between BDTS million to 30 million is also required to obtain
registration under VAT Act. This registration is generally termed as VAT enlistment. In this case,
a supplier can pay turnover tax at 4% of its turnover and is not required to pay VAT at goods/
service specific rates.

Group registration. Single VAT registration for different legal entities of the same group is not
permissible in Bangladesh. However, a single VAT registration can be obtained for multiple busi-
ness locations of same legal entity. Single registrations for multiple business locations are per-
missible when records are preserved at one central unit and such multiple units/business
locations are engaged in economic activity relating to the supply of identical or similar goods or
services.

Non-established businesses. The following supplies, interalia, made by a nonresident shall be

treated to be made within Bangladesh and the nonresident would be liable to be registered under

VAT:

(a) Any supply made by a nonresident carrying on an economic activity from or through a fixed
place in Bangladesh

(b) Any supply (other than the one specified above) made by the nonresident:
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— Made in relation to an immovable property and the land attached to it is situated in Bang-
ladesh
— Made in relation to goods that is transferred, conferred, installed or assembled in Bangla-
desh
(c) Certain specific supplies made by nonresidents to a VAT unregistered person in Bangladesh,
such as:
(1) The services are physically provided in Bangladesh by the service provider staying in
Bangladesh at the time of supply
(i1) The services are directly related to land located in Bangladesh
(iii) The services are radio or television broadcasting, or telecasting services received at an
address in Bangladesh
(iv) The services are electronic services delivered to a person located in Bangladesh at the
time of supply
(v) The supply is of a telecommunications service initiated by a person located in Bangla-
desh at the time of supply, other than a telecommunications supplier or a person who is
a global-roaming person temporarily staying in Bangladesh

In case of scenario (a) above, i.e., a nonresident carries on an economic activity from or through
a fixed place in Bangladesh, it would be required to obtain a VAT registration in Bangladesh. The
term fixed place includes a branch, office, workshop, mine, gas well, quarry for the extraction
of mineral resources, location of any construction or installation project.

In case of scenarios (b) and (c), the nonresident is required to obtain a VAT registration in Bang-
ladesh through a local VAT agent (tax representative). Detail on tax representatives is outlined in
the section below.

Tax representatives. For specific scenarios, nonresident businesses not having any physical place

of business in Bangladesh, are required to register for VAT in Bangladesh through a local VAT

agent (i.e., a tax representative). VAT compliance (including payment of VAT) is required to be

made through such local VAT agents. The VAT agent and nonresident businesses shall be jointly

and severally responsible for payment of all dues including taxes, fines, penalties and interest.

Outlined below are examples of the specific scenarios mentioned above, for where a tax repre-

sentative would be required:

* Supply of electronic services by nonresident business to non-VAT-registered customers in Ban-
gladesh

* Supply of radio or television broadcasting, or telecasting services by a non-established busi-
ness, to an address in Bangladesh, when the recipient is not registered for VAT

* Supply of a telecommunications service by a non-established business, to person located in
Bangladesh, where the recipient is not registered for VAT

* Supply made by a non-established business, in relation to an immovable property/land situated
in Bangladesh

* Supply made by a non-established business in relation to goods that is transferred, conferred,
installed or assembled in Bangladesh

Reverse charge. In case of import of services by a VAT-registered person in Bangladesh, the
recipient of the service is liable to pay VAT. Import of a service is defined as a supply of service
made from outside Bangladesh to a person registered or required to be registered.

Domestic reverse charge. In case of certain services (like payment of rent for properties), the
recipient of the service is required to deposit VAT.

Digital economy. Nonresidents (entities outside Bangladesh) engaged in providing electronic
services to VAT unregistered customers in Bangladesh are required to pay VAT and obtain a VAT
registration in Bangladesh.
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An electronic service is defined to mean the following services, when provided or delivered on

or through a telecommunications network, a local or global information network, or similar

means, namely:

(a) Websites, web-hosting, or remote maintenance of programs and equipment

(b) Software and the updating thereof delivered remotely

(c) Images, texts, and information delivered

(d) Access to databases

(e) Self-education packages

(f) Music, films, and games

(g) Political, cultural, artistic, sporting, scientific and entertainment broadcasts and telecasts and
events, including telecasts

Online marketplaces and platforms. “Online sales” in the Bangladesh VAT Act is defined as the
means to buy, sell or transfer of goods or services, using an electronic network, which are sup-
plied from any manufacturer of goods or provider of services registered for VAT, and has no
physical presence/stores in Bangladesh. Such sales are subject to the reduced rate of VAT for
such category of supply is 5%.

Registration procedures. Every person required to be registered under VAT is required to make
an online application with requisite documents. If the tax officials find the application proper
after primary verification, a VAT Registration Certificate is issued, which contains a Business
Identification Number (BIN/VAT registration number.). However, registration for nonresidents
are required to be made through a local VAT agent.

Deregistration. A registered person may apply for cancellation of VAT registration (deregistration)
for the following reasons:

« Failure to commence economic activity after registration

* Closure of economic activity

 Economic activity has been declared as exempted

* Annual turnover falls below the limit of registration for two consecutive years

For the purpose of deregistration, an application is required to be made before the VAT Depart-
ment. No specific time limit is prescribed for the filing of an application for cancellation of VAT
registration.

D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT, including the zero rate.

The VAT rates are:

« Standard rate: 15%

* Reduced rates: 5%, 7.5% and 10%
* Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods or services unless a specific measure
provides for a reduced rate, the zero rate or an exemption.

Examples of goods and services taxable at 0%
» Immovable property situated outside Bangladesh
* Goods for export
* Services directly related to land situated outside Bangladesh
« Services physically carried out on goods situated outside Bangladesh
* Services included in the customs value of an imported goods
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Examples of goods and services taxable at 5% rate
* Specified fruits juice
* LPG gas
* Information technology-enabled services (ITES)
* English Medium School

Examples of goods and services taxable at 7.5% rate
* Packing paper
* Self-copy paper
* Non-AC hotel and restaurant
* Construction firm

Examples of goods and services taxable at 10% rate
* Electric poles
* Repair and servicing
* Transport contractor
* Printing press

The term “fixed VAT rate” is a lump sum amount of VAT depending on the tonnage/quantity of
the commodity supplied, i.e., the VAT rate is fixed on a unit basis and not on sale value.

Examples of goods and services taxable at a fixed VAT rate
» Newsprint
* Brick chips
* SIM card supplier

The term “exempt” refers to supplies of goods and services that are not liable to tax and that do
not qualify for input tax deduction.

Examples of exempt supplies of goods and services
* Prescribed basic food items for human consumption
* Supply of unprocessed agricultural, horticultural, or piscicultural products, if the supplier is the
producer of the goods
* Public health and medical services provided by a government entity or an approved charitable
institution
* Sale of vacant land

Option to tax for exempt supplies. The option to tax exempt supplies is not available in Bangla-
desh.

E. Time of supply

The time of supply for goods is the time when the possession of goods is conferred, or they are
removed.

For services, the time of supply is the time when the services are rendered, generated, transferred
or assigned.

For immovable property, the time of supply is the time when the property is delivered, created,
transferred or assigned.

The VAT imposed on a taxable supply shall become payable at the time when any of the follow-
ing activities first occurs:

(a) When such supply is made

(b) When a tax invoice for such supply is issued

(c) When a part or the whole of the consideration is received

(d) When any supply is used personally or given to others for use
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Deposits and prepayments. A deposit given in respect of a supply of goods or services or both is
not considered as payment made for that supply, unless the supplier treats the deposit as consid-
eration for the supply since a prepayment for a supply of goods or service triggers a tax payment.

Continuous supplies of services. VAT imposed on periodic or progressive supplies becomes pay-

able when any of the following activities occurs first:

(a) When separate invoices are issued for each such supply

(b) When the receivable consideration against each such supply is received in part or in full

(c) When the price against the series of supplies becomes payable

(d) The first day of the tax period to which the payable consideration relates, if it is possible to
ascertain the payable amount at that time

Goods sent on approval for sale or return. There are no specific time of supply rules in Bangla-
desh for goods sent on approval for sale or return. As such, the normal time of supply rules apply.

Reverse-charge services. There are no specific time of supply rules in Bangladesh for reverse-
charge services. However, it is prescribed that in case of import of services, the bank or any other
financial institution used as a medium for making the payment shall deduct the VAT payable
while making payment of the value of service. Thus, effectively, VAT is paid at the stage of
payment to foreign suppliers of services.

Leased assets. For the supply of leased assets (i.e., lay by agreements, where consideration for
any supply is paid in more than one installment), the time of supply is when each installment/
rental is paid. As such separate tax invoices shall be issued for each instalment/rental and the
output tax is payable on a monthly basis against such invoices. There is no separate or specific
provision depending on the nature of lease.

Imported goods. VAT is levied at the time of importation for imported goods and they are col-
lected at the same time and in the same manner as customs duty, even if import duty is not
imposable on such import.

Advance tax. Advance tax is payable at the time of import of goods, along with customs and VAT.
The rate of advance tax is 5%. Advance tax payable at the stage of import is available for set-off
against the output tax payable on the subsequent domestic supply.

F. Recovery of VAT by taxable persons

A registered person is entitled to take input tax credit of VAT charged on goods or services pro-
curement by him, provided the goods or services are procured in the course of such person’s
economic activity.

Tax invoice or a bill of entry in case of import is the mandatory document for claiming input tax
credit.

Availability of input tax credit is subject to conditions prescribed under the law, such as

* Claim of credit is required to be made within two months

* Input tax credit not available for turnover tax, supplementary duty

* Goods or services not recorded in a purchase register and not declared in the input-output coef-
ficient

* Value of supplies exceeding BDT1 million shall be made through banking channel only

Nondeductible input tax. Deduction for input tax is not available, in the following cases:

* When the purchaser is paying VAT on its output at a rate lower than 15%

* When the VAT invoice containing all requisite information such as name, address, registration
number of both the buyer and the seller is not available

* Any of the aforesaid condition (maintenance of registers, payment through banks, etc.) are not
complied with



128 BANGLADESH

Further, input tax deduction is also not permissible for certain procurements specified under the
law. Examples of such procurement specifically not eligible for input tax deduction is given
below.

Examples of items for which input tax is nondeductible

* Passenger vehicle or its spare parts or repairs and maintenance of such vehicle. Input tax
credit may be allowed when the economic activities of such person include dealing in vehicles,
renting them out or supplying transportation services

* Entertainment or costs used for the provision of entertainment. Input tax credit may be allowed
when provision of entertainment relates to such person’s economic activities and the entertain-
ment is provided in the normal course of his economic activities

* Membership or right of entry in a club, association, or society, of a sporting, social or recre-
ational nature

* Acquisition related to transportation services

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Imported goods for the purpose of resale or manufacture
* Locally purchased goods for the purpose of resale or manufacture
* Office equipment, computers

Partial exemption. Where a registered person pays or is liable to pay VAT on only a part of the
turnover, the input tax credit shall be calculated on the basis of the amount of the turnover subject
to VAT. Also, input tax credit is not available on the purchase of inputs for supply of such pre-
scribed goods and services on which the rate of VAT is below 15% or fixed.

If a registered person is not entitled to the input tax credit in full, his entitlement to it against his
total imports and acquisitions shall be calculated proportionately based on a formula (IxT/A)
where [ is the input tax originating from imports and acquisitions; T is the taxable turnover; and
A is the total turnover (including exempted supplies).

Capital goods. Capital goods have not been defined under the VAT regulations and there is sepa-
rate provision in respect of input tax rebate pertaining to procurement of capital goods. Thus,
input tax rebate for capital goods can be claimed under the normal input tax recovery rules (as
outlined above).

Refunds. If in a tax period, the sum of input tax and the receivable decreasing adjustments

exceeds the sum of output tax, supplementary duty and increasing adjustments, the excess

amount of money shall be carried forward and may be deducted over the following six tax

periods, after which any remaining excess money shall be refunded. Further, such refund is per-

missible on a monthly basis (i.e., without carry forward for six months) subject to the following:

(a) 50% or more of such person’s turnover is or will be derived from zero-rated supplies

(b) 50% or more of such person’s expenditure on inputs is on imports or acquisitions used in the
manufacture of zero-rated supplies

(c) In other cases, the Commissioner is satisfied that the nature of such person’s economic activ-
ity regularly results in excess input tax credits

The following entities, defined as “withholding entity,” are required to deduct VAT at source

(VDS), while making payment to vendors:

(a) A government entity

(b) A nongovernment organisation approved by the NGO Affairs Bureau or the Directorate-General
of Social Welfare

(c) A bank, insurance company or a similar financial institution

(d) Any secondary or post-secondary educational institution

(e) Any limited company



BANGLADESH 129

A VAT deduction at the source is not required, when a supplier charges VAT at 15% and issues
VAT invoice in form Mushak 6.3.

In case of a supply at a lower VAT rate, VAT at the source is to be deducted at the actual amount
of tax charged in invoice.

A VAT-registered entity is required to deposit VDS before filing of VAT return. In case of VDS
deduction by unregistered person, VDS is required to be deposited within 15 days from payment
to vendor.

Pre-registration costs. Input tax incurred on pre-registration costs in Bangladesh, is not recover-
able.

Write off bad debts. In case, partial or full amount of a supply remains unpaid for a period more
than 12 months, the supplier can claim adjustment of corresponding VAT with prior to approval
of tax department, subject to reduction in corresponding input tax credit claim by the recipient
of supply.

Noneconomic activities. A registered person shall be entitled to input tax credit against VAT
imposed in the course of his economic activities. Input tax credit for noneconomic activities is
not available.

G. Recovery of VAT by non-established businesses

Only entities registered for VAT in Bangladesh can recover and claim credit on VAT paid on
procurement of goods and services. No input tax credit can be taken by non-registered business
entities. Registered nonresidents would also be in a position to avail credit of VAT paid at the
time of procurement of goods and services.

H. Invoicing

VAT invoices. Every registered supplier shall issue, on or before the date when VAT becomes
payable on the taxable supply, a serially numbered tax invoice in Mushak. No input tax credit
shall be admissible against a tax invoice if the information specified is not included in such
invoice. A person registered as a turnover taxpayer shall issue a serially numbered turnover tax
invoice.

Credit notes. Credit notes mean a supplementary invoice based on which the registered person
can make a decreasing adjustment of one or more than one invoice issued earlier. A debit note
means a supplementary invoice based on which the registered person can make increasing adjust-
ment of one or more than one invoice issued earlier.

Electronic invoicing. Electronic invoicing is not allowed in Bangladesh. Invoices are required to
be issued in printed form.

Simplified VAT invoices. Simplified VAT invoicing is not allowed in Bangladesh. As such, full
VAT invoices are required.

Self-billing. Self-billing is not allowed in Bangladesh. However, in case there is any transfer of
goods between two locations of an entity having a single centralized VAT registration, the inter
unit movement shall be under the cover of Form Mushak 6.5.

Proof of exports. Supply of goods from inside to outside the geographical limits of Bangladesh
is considered as export of goods. In case of export of goods, the following would serve the proof
of export:

* Copy of bill of lading or airway bill or consignment note/truck receipt

* Copy of export general manifest

* Copy of proceeds realization certificate
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The supply of a service shall be zero-rated if it is supplied outside Bangladesh and is of a kind
that is received by a person at the time and place where it is provided. To substantiate the same,
one has to analyze whether its supply can be classified as a zero-rated supply of service or not.
There is no standard prescribed document as proof of export for services. However, agreement
with the foreign service recipient, availability of the invoice and proof of receipt of foreign cur-
rency would be critical documents which may be required depending on the scenario.

Foreign currency invoices. As per the prescribed format of VAT invoice, price, value and taxes are
to be mentioned in BDT. Hence, the invoices should contain the BDT values. Values in foreign
currency may also be mentioned in the invoice, as incorporation of any additional information
on VAT invoice is permissible.

Supplies to nontaxable persons. A VAT-registered person is required to issue a full VAT invoice in
all cases and there is no specific provision for VAT invoices for supplies to non-registered per-
sons.

Records. Businesses must keep all accounts and records so as to facilitate assessment of their tax
liability and other obligations.

The format of some of the records are prescribed under the law. Some examples of prescribed
records are:

* Books of accounts for purchases

* Books of accounts for sale

* Books of accounts for purchases — sales (for trading kind of activity)

* VAT invoice

* Invoice for contractual manufacturing

* Invoice for transfer of goods

* Certificate for tax deduction at source

* Credit note and debit note

Record retention period. Every taxpayer shall maintain and keep records for a period of five years.

Electronic archiving. Any specific methodology of electronic archiving of records is not pre-
scribed under the law. However, it is provided that the electronic information is to be preserved
with proper security in such a way so that those can be easily used. If the turnover of a registered
person is more than BDT50 million, then accounts and records should be maintained in the
software from enlisted vendors. A person can also get their own software approved from the VAT
Department for such purposes. Separate guideline is issued by NBR for such software.

l. Returns and payment

Periodic returns. Every registered or enlisted person shall file the return for each tax period
within a period not exceeding 15 days after the end of the tax period. The tax period in case of a
VAT-registered person is one month and for a turnover taxpayer is three months. A taxpayer may
file an application with the Commissioner to grant permission to file an amended return after
removing the clerical mistakes and omissions from such return.

Periodic payments. Payment of VAT has to be made on a monthly basis for every taxpayer. Payment
of VAT is required to be made before 15th day of the subsequent month. Turnover tax shall be
paid by the enlisted person before filing the quarterly return for the tax period.

As per law, online or electronic payment of tax is prescribed. However, at the time of preparing
this chapter, the online or electronic payment of VAT has not yet been implemented. Consequent-
ly, the payment of VAT is required to be made manually through tax payment challans, which is
required to be duly filled and submitted before the banks with check for the due amount. Post
realization of the check, the bank gives its acknowledgment on challan and such bank acknowl-
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edged challan is required to be submitted to the VAT Department along with the VAT return, as
proof of payment of VAT,

Electronic filing. As per law, returns can be filed online or through electronic means. However, at
the time of preparing this chapter, the online filing and payment of tax has not been imple-
mented yet, and as such paper filing is the only option available.

Payments on account. Payments on account are not required in Bangladesh.

Special schemes. Small businesses with annual turnover from BDT5 million to 30 million have
the option to pay a flat tax at the rate of 4% on the turnover, known as turnover tax.

Annual returns. Annual returns are not required in Bangladesh.

Supplementary filings. Invoice level information relating to sales and purchase invoices which are
of the value more than BDT2 million has to be filed online in prescribed form. Further, in case,
online submission of such information is not feasible, the same shall be submitted to the VAT
Department in paper form. At the time of preparing this chapter, the online system of filing such
invoice level information for purchases and sales has not been implemented.

Digital reporting. Under the new VAT law, which is made effective from 1 July 2019, it is pre-
scribed that filing of monthly VAT returns, monthly information on purchases and sales invoices
having value more than BDT200,000 would be carried out online or electronically. However, at
the time of preparation of this chapter, the online or electronic processes of filing of tax return
information has not been initiated and hence, all filings with the VAT Department are presently
carried out manually, except the submission of an application for a VAT registration and migra-
tion of registration from erstwhile VAT law to new VAT law.

J. Penalties

Penalties for late registration. The penalty for not applying for registration or enlistment within
the prescribed time-limit is BDT10,000.

Penalties for late payment and filings. The penalty for not filing the VAT or turnover tax return
within the prescribed time period — is BDT10,000. For the late payment of tax, interest may be
charged at a rate of 2% per month.

Penalties for errors. An error of not including the output tax in the VAT return may result in a
penalty twice the amount of output tax not included.

An error of claiming more input tax credit than entitled to in the VAT return may result in a
penalty twice the amount of input tax irregulary taken.

An error of making incorrect adjustments in the VAT return may result in a penalty twice the
amount of the incorrect adjustment.

An error of an irregularity related to a tax invoice or credit/debit notes may result in a penalty of
BDT10,000.

Failure to maintain prescribed records may result in a penalty of BDT10,000.

Penalties for fraud. The penalty for willingly evading or attempting to evade assessment and pay-
ment of taxes is twice the amount of taxes evaded.
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A. At a glance

Name of the tax

Local name

Date introduced

Trading bloc membership
Administered by

VAT rates
Standard
Reduced
Other
VAT number format
VAT return periods
Thresholds
Registration

Recovery of VAT by
non-established businesses

B. Scope of the tax

Value-added tax (VAT)

Value-added tax (VAT)

1 January 1997

Caribbean community and common market (CARICOM)
Barbados Revenue Authority Value-Added Tax Division

17.5%
7.5%
22%, zero-rated (0%) and exempt

XXXXXXXXXXXXX (13 digits)
Bimonthly and monthly

BBD200,000

No

VAT applies to the supply of goods and services by a taxable person (registrant) in Barbados and

to the importation of goods.

C. Who is liable

Barbados VAT law imposes a registration requirement on any person who makes taxable supplies
in Barbados, other than a person whose annual turnover is less than BBD200,000 a year.
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In general, any person that begins making taxable supplies in Barbados and expects to exceed the
registration threshold above must apply to the VAT authorities for registration within 21 days after
the date on which taxable supplies are first made.

Where a registrant enters into a contract for the provision of goods or services to the Government
of Barbados, the VAT payable to the registrant in respect of those supplies is paid directly to the
Barbados Revenue Authority by the government accounting officer or authorized person that is
making payment. In such instances, the registrant will receive payment exclusive of the VAT por-
tion and will not be required to account for the VAT on that supply when filing their VAT returns
for that period.

Exemption from registration. There are no formal rules that allow an entity that should be regis-
tered for VAT to request that it not be treated as a taxable person. However, in practice, certain
types of entities that are established in Barbados and operate exclusively in the international
sector (e.g., entities that are grandfathered under the previous international business companies
(IBC) Act, SRLs, etc., and entities that currently hold a foreign currency permit. Companies
licensed under the International Business Companies Act) are not required to register for VAT.

Voluntary registration and small businesses. Entities that carry on taxable activities valued below
the VAT registration threshold (BBD200,000 annually), may apply to be voluntarily registered.
However, such voluntary registration is at the discretion of the Revenue Commissioner.

Group registration. VAT grouping is not allowed under the Barbados VAT law. Legal entities that
are closely connected must register for VAT individually.

Non-established businesses. Non-established businesses, which in Barbados are referred to as
nonresident, non-registrant businesses, are generally not liable to VAT, unless they are making
taxable supplies in Barbados in excess of the registration threshold.

Tax representatives. Where a corporation fails to pay an amount of tax required, the persons who
were directors at the time of the failure are jointly and severally liable, together with the corpora-
tion, to pay the amount and any interest or penalties attaching to such amount.

Reverse charge. There are no reverse-charge provisions in the Barbados VAT Act. Also, VAT
incurred in a foreign jurisdiction on services purchased from overseas suppliers is not recover-
able in Barbados.

Domestic reverse charge. There are no domestic reverse charges in Barbados.

Digital economy. There are no specific rules in Barbados relating to the taxation of the digital
economy. In practice, non-established businesses providing digital services would only be required
to register for VAT and charge VAT on their supplies where the services are physically performed
in Barbados or the services are enjoyed in Barbados.

However, Barbados recently enacted legislation to facilitate the collection of VAT on goods and
services purchased online from a vendor outside Barbados, where the goods and services are for
consumption in Barbados. At the time of preparing this chapter, no further detail has yet been
released by the tax authorities on this matter.

Online marketplaces and platforms. There are no specific rules in Barbados relating to online
marketplaces and platforms. However, as mentioned above, the government of Barbados intends
to apply VAT to certain online transactions in the near future, and this may result in streaming
services and goods purchased overseas for consumption in Barbados being subject to VAT.
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Registration procedures. Taxpayers must register through the Revenue Authority’s new Tax Admin-
istration Management Information System (TAMIS). This registration must be done online at
https://tamis.bra.gov.bb.

Individual taxpayers are required to provide their Barbados identification card upon reregistering
under the new system. Companies registering for the first time need to provide copies of their
incorporation documents. Where a company was previously registered under the legacy system
and is re-registering under the new TAMIS system, it will also need to provide the TIN from the
previous system. Registrations can typically be approved within five business days.

Deregistration. An application to cancel registration can be made in writing when the VAT regis-
trant is no longer required to be registered, such as when a company ceases to carry on a taxable
activity or ceases to make taxable supplies.

D. Rates

The term “taxable supply” refers to a supply of goods and services that is liable to VAT, including
a supply taxed at the zero rate.

In Barbados, the following three rates of VAT apply:
« Standard rate: 17.5%

* Reduced rate: 7.5%

e Zero-rate: 0%

« Increased rate: 22%

The standard rate of VAT applies to all supplies of goods and services, unless a specific measure
provides for a reduced rate, the zero rate, increased rate or an exemption.

Examples of goods and services taxable at 0%
» Exported goods and services
* A small basket of staple food items
* Prescribed drugs
* Veterinary services
* International cruises
* Imported inputs for manufacturing

Examples of goods and services taxable at 7.5%
* Accommodation in guest houses, hotels and inns or similar places, including a dwelling house
normally let or rented for use as a vacation or holiday home, and to direct tourism services.

Examples of goods and services taxable at 22%
» Mobile services of voice, data and text messaging

The term “exempt supplies” refers to supplies of goods and services that are not liable to VAT
and that do not qualify for input tax deduction.

Examples of exempt supplies of goods and services
* Financial services
* Medical services
* Residential property sales
» Water and sewerage services
* Public postal services
« Transportation services

Option to tax for exempt supplies. The option to tax exempt supplies is not available in Barbados.
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E. Time of supply

The time when VAT becomes due is called the “time of supply.” In general, the time of supply
for goods and services supplied by a taxable person is the earliest of the following events:

* The date of issuance of the invoice by the supplier

* The date on which payment is received for the supply

* The date on which the goods are made available to the recipient or the services are performed

A taxable person must account for VAT in the VAT period in which the time of supply occurs,
regardless of whether payment is received.

Deposits and prepayments. Deposits are generally not regarded as consideration for a supply be-
cause they are given merely as security for the performance of an act. However, deposits under
a construction contract are taxable at the time of payment.

Continuous supplies of services. Where goods are supplied under an agreement resulting in a
change of ownership (e.g., a hire purchase agreement), the time of supply is deemed to be when
the goods are made available to the recipient.

However, services that are provided against a periodic payment are deemed to be supplied at the
earliest of the following events:
* When the particular periodic payment is made
» When the particular periodic payment becomes due
Or
* When an invoice for the particular periodic payment is issued

Goods sent on approval for sale or return. Where goods are provided on a sale or return basis, the
time of supply is considered to be when the goods are sold. Goods returned to a supplier under
such an arrangement are not considered to have been supplied and no VAT implications should
arise.

Reverse-charge services. There are no provisions in the Barbados VAT Act relating to reverse-
charge. As such, there are no time-of-supply rules.

Leased assets. The lease of assets is considered to be a supply of services and, as such, would be
subject to the time of supply rules mentioned above in respect of continuous supplies.

Imported goods. VAT is payable on the importation of taxable supplies. It is levied on the sum of
the value of the goods imported and the amount of duties, fees or other charges that are payable
upon the entry of the goods into Barbados.

F. Recovery of VAT by taxable persons

VAT paid by a registrant is recoverable as input tax if it relates to goods and services acquired
solely for the purposes of making taxable supplies. Input tax is recovered by offsetting it against
output tax (that is, tax charged on supplies made) in the VAT return for each VAT period. If input
tax exceeds output tax in a period, the excess is due to the registrant as a refund.

Goods or services are deemed to be for the purpose of making taxable supplies if the supplier

acquired, imported or produced the goods or services for either of the following purposes:

* Their supply or resupply as a taxable supply

¢ Their consumption or use (whether directly or indirectly or wholly or partly) in producing
goods or services for supply as a taxable supply

Nondeductible input tax. Input tax may not be recovered on purchases of goods and services that
are not used for business purposes.



136 BARBADOS

Examples of items for which input tax is nondeductible
* A personal vehicle
* A portion of the input tax for company vehicles

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Business entertainment
* Travel expenses
« Utilities
* Inventory purchases
* Occupancy costs

Partial exemption. The Barbados VAT law states that if all supplies made by a taxable person
during a tax period are taxable supplies, the input tax incurred in the period is deductible in full.
However, if some, but not all, of the supplies made by the person during the tax period are taxable
supplies, a partial recovery calculation is required. This measure applies to persons making both
taxable and exempt supplies. Input tax is recoverable on the following basis:

« If all of the input tax for the period is directly related to the making of taxable supplies, the VAT
is recoverable in full.

* If none of the input tax for the period is directly related to the making of taxable supplies, no
VAT is recoverable.

« If part or all of the input tax for the period is related to the making of both taxable and exempt
supplies, an apportionment calculation must be performed. The amount of recoverable input tax
is calculated based on the ratio of the value of taxable supplies made during the period com-
pared to the total value of supplies (taxable plus exempt) made during the period.

« If a taxable person makes no taxable supplies during the tax period, the VAT authorities may
limit the amount recoverable to the amount that they consider to be “fair and reasonable.” How-
ever, this provision is generally not invoked.

Capital goods. Input tax incurred on capital goods (e.g., equipment) acquired for the making of
taxable supplies, is deductible. However, there are specific restrictions for certain capital assets,
e.g., motor vehicles.

Input tax incurred on capital goods or assets that are acquired for the making of both taxable and
exempt supplies must be allocated to the respective taxable and exempt supplies on a reasonable
basis. Input tax allocated to exempt supplies is not deductible.

Refunds. A refund arises when the amount of input tax recoverable in a taxable period exceeds
the amount of output tax payable. The VAT Act now provides that registrants may offset unpaid
VAT refunds owed for a previous period against output tax due for the current period. Under prior
law, refunds were generally paid by check after the submission of the VAT return. If the refund
claim was submitted within the specified time (21 days after the end of the tax period) and the
refund amount remained unpaid after six months, the tax authorities are required to pay interest
to the taxpayer on the outstanding balance at a prescribed rate of 1% per month.

Pre-registration costs. There is no provision for persons to claim VAT incurred on costs prior to
registration.

Write-off of bad debts. A taxpayer may claim an input tax deduction for tax they have paid on
credit sales where they have written off the account receivable as a bad debt. This relief is, how-
ever, subject to the following conditions:

* The supply was made to an unrelated party.

* The debt was unpaid for at least 12 months.

* A return was filed for the period in which the supply was made and the output tax paid.
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Noneconomic activities. Input tax incurred upon purchases that are used for noneconomic activi-
ties is not recoverable in Barbados.

G. Recovery of VAT by non-established businesses

Non-established businesses, which in Barbados are referred to as nonresident non-registrant busi-
ness, are not liable to VAT and do not recover input tax, unless they are making taxable supplies
in Barbados in excess of the registration threshold.

H. Invoicing

Sales invoices. A taxable person must provide a tax invoice for all taxable supplies made to reg-
istrants. A tax invoice is necessary to support a claim for input tax recovery.

Credit notes. A credit note, or debit note must be issued if the quantity or consideration shown
on a tax invoice is altered. Credit and debit notes must contain broadly the same information as
a tax invoice.

Electronic invoicing. Electronic invoices are accepted by the Barbados Revenue Authority. It is not
mandatory, but optional. There are currently no separate requirements for the format of electronic
invoices.

Simplified VAT invoices. Simplified VAT invoicing is not allowed in Barbados. As such, full VAT
invoices are required.

Self-billing. Self-billing is not allowed in Barbados.

Proof of exports. VAT is charged at a rate of 0% on supplies of exported goods. However, to
qualify as zero-rated, exports must be supported by evidence that confirms the goods have left
Barbados.

Foreign currency invoices. Invoices may be issued in a foreign currency.

Supplies to nontaxable persons. Where a registrant makes a supply to a consumer (i.e., a non-
registrant), no VAT invoice is required unless requested by the purchaser.

Records. Registrants are required to keep records and books of account in Barbados, expressed
in the English language and the currency of Barbados, in such a form and containing such infor-
mation as will enable taxes to be determined.

Record retention period. Records should be retained until the expiration of seven years after the
end of year to which the records and books of account relate or for such other period as may be
prescribed.

Electronic archiving. Records and books of account can be kept in an electronic format, as long
as they are kept in a retrievable format that is easily accessible by the Comptroller.

l. VAT returns and payment

Periodic returns. VAT reporting periods are generally bimonthly, i.e., every two months. However,
the tax authorities may require longer or shorter tax periods if they consider it appropriate.
Returns must be filed by the 21st day of the month following the end of the tax period. Returns
must be filed online using the Barbados Revenue Authority’s TAMIS system. Additionally,
requests may be made to offset refunds from prior years against current VAT liability. However,
it is difficult to determine the time frame in which this will be actioned.

Periodic payments. Any tax due for the period must be remitted with the return to the Barbados
Revenue Authority, by the 21st day of the month following the end of the tax period. VAT due
must be paid electronically.
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Electronic filing. VAT returns must be filed electronically, online with the tax authority at https://
tamis.bra.gov.bb.

Payments on account. Payments on account are not required in Barbados.
Special schemes.

International business companies. Entities such as international business companies (IBC) are
not required to register for VAT or to file VAT returns. However, an IBC may reclaim any input
tax it has incurred on a monthly basis.

Secondhand goods. A supplier of secondhand goods may apply to be registered under the sec-
ondhand goods scheme, whereby output tax in respect of a sale of a secondhand good under the
scheme is determined by applying the tax fraction (i.e., 17.5/117.5) to the difference between the
cost price of the item and the selling price of the item (i.e., mark-up). No output tax will be due
if the item is sold for the same price or a lesser price than what it costs.

Annual returns. Annual returns are not required in Barbados.
Supplementary filings. There are no supplementary filings required in Barbados.

Digital reporting. VAT returns must be filed electronically, online with the tax authority at https://
tamis.bra.gov.bb. However, invoices are not required to be reported in real time.

J. Penalties

VAT penalties generally relate to VAT accounting. The following are some of the penalties associ-
ated with breaches of the VAT law.

Penalties for late registration. A person who fails to register is compulsorily registered and may
be subject to a penalty not exceeding BBD1,000.

Penalties for late payment and filing. A late payment penalty of 10% of any output tax due. A
penalty of BBD100 for the late submission of a VAT return. Interest at the rate of 1% of any out-
standing tax and penalty.

Penalties for errors. There are no specific penalties for errors. However, in addition, several other
penalties may apply, including the following:

* Failure to display a certificate of registration: BBD1,000

« Failure to notify the tax authorities of changes relating to the registration: BBD1,000

Penalties for fraud. Criminal penalties may also apply in certain circumstances, such as in cases

of fraudulent conduct, including the following:

* False statements or omissions in a record, book of account, a return or tax invoice: BBD250

* Issuing false invoices: BBDS5,000 or six months imprisonment

* Failure to display VAT prices on goods or services: BBD5,000 and a further penalty of BBD2,500
for each day or part thereof that the breach continues or three times the value of goods or ser-
vices, whichever is the greater
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A. At a glance
Name of the tax Value-added tax (VAT)
Local name Nalog na dobavlennuyu stoimost (NDS)
Date introduced 19 December 1991
Trading bloc membership Eurasian Economic Union member
Administered by Ministry of Taxes and Duties of the Republic of Belarus
(http://nalog.gov.by)
VAT rates
Standard 20%
Reduced 10%
Other 25%, zero-rated (0%) and exempt
VAT number format Tax identification number (TIN) with 9 digits
VAT return periods Quarterly or monthly (at the choice of the taxpayer)
Thresholds
Registration No separate registration exists for VAT purposes; taxpayers

register for all corporate taxes at the same time, but a VAT
exemption is available for smaller businesses

Recovery of VAT by
non-established businesses ~ No

B. Scope of the tax

VAT applies to the following transactions:

* Sales of goods (works and services) and property rights in Belarus (including exchanges of
goods, gratuitous assignments, leases, transfer of goods under loan agreements)

* Importation of goods into Belarus

Goods are deemed to be sold in Belarus if either of the following circumstances exists:

* The goods are situated in Belarus and are not shipped or transported abroad.

* The goods are situated in Belarus at the time of the commencement of shipment or
transportation.
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Services (works) are deemed to be provided in Belarus if the activities of a private entrepreneur
or organization that performs the works (renders services) are carried out in Belarus.

Under specific rules, services (works) are deemed to be provided in Belarus in the following
circumstances:
* The services (works) are directly connected with immovable property situated in Belarus.
* The services (works) are connected with movable property situated in Belarus (except the rent
and lease of movable property).
* The services (works) are rendered in Belarus in the areas of culture, art, education (except
distance education), physical education, tourism, leisure or sport.
* The purchaser of the services (works) carries out activities in Belarus such as the following:
— The transfer of property rights on intellectual property
— The provision of audit, consulting, legal, accounting, advertising, marketing, engineering
and information processing services
— The provision of secondment services (if the staff works in Belarus)
— The rent of movable property (except for transportation vehicles)
— The provision of services related to the development of computer programs and databases
(computer software and information products) as well as the adaptation and modification of
these products

The place of supply of supplementary services is the same as for the main services.

C. Who is liable

In general, a taxpayer is any individual entrepreneur or legal entity (including a foreign legal entity)
that performs taxable supplies of goods (works and services) and property rights in Belarus in the
course of its business activities or that imports goods across the customs border of Belarus.

Exemption from VAT registration. Private entrepreneurs and legal entities that are applying for the
simplified taxation system without payment of VAT are exempt from VAT payment obligations
with respect to sales of goods (work and services) and property rights in Belarus. To apply the
simplified taxation system without VAT, the legal entities’ annual revenue and average head
count should not exceed BYN1,337,415 and 50 employees respectively, private entrepreneurs’
annual revenue should not exceed BYN420,000. Private entrepreneurs applying the general
taxation system can also be exempted from VAT payment obligations with respect to sales of
goods (work and services) and property rights in Belarus if their annual revenue does not exceed
BYN420,000. Some business activities are subject to special taxation regimes (e.g., gambling
tax, single tax on imputed income from provision of motor vehicle maintenance services) and
income from such activities are exempt from VAT.

Voluntary registration and small businesses. The VAT law in Belarus does not contain any provi-
sion for voluntary VAT registration, as there is no separate VAT registration. The VAT obligations
in general depend on the tax system that the taxpayer applies (e.g., taxpayers applying for the
general tax system are required to register for VAT and pay VAT on supplies, whereas taxpayers
applying for the simplified tax system may not be required to register for VAT and not pay VAT
on supplies).

Group registration. Tax group registration is not allowed under Belarusian law. Legal entities that
are closely connected must register for tax purposes separately.

Non-established businesses. A “non-established business” is a foreign company that does not have
a permanent establishment in Belarus. Foreign legal entities that do not have a permanent estab-
lishment in Belarus are not subject to VAT when they sell goods (perform works, render services)
in Belarus.
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In such cases, the Belarusian legal entities and individual entrepreneurs who purchase these goods

(works, services) must calculate and pay VAT. A foreign legal entity or non-established business

may be required to register for tax purposes in Belarus if it meets any of the following conditions:

« It plans to conduct business that leads to income generation.

* It owns immovable property in Belarus.

« It provides electronic services to individuals residing in Belarus.

« It operates entertainment facilities such as merry-go-rounds and Ferris wheels that are usually
located in amusement parks.

« It puts on wild animal attractions.

« It sells goods to another non-established entity.

The tax registration procedure for non-established businesses is generally the same as the proce-
dure for Belarusian legal entities. A foreign legal entity should submit a standard application form
for tax registration to the Belarusian tax authorities together with supporting information and
documentation about the entity.

Tax representatives. Tax representatives are not required in Belarus. However, tax representatives
are optional, and taxpayers may authorize any individual or legal entity to act as a representative
of the taxpayer in transactions regulated by tax law, acting on the basis of a power of attorney.
The tax advisor can also be a representative of the taxpayer on the basis of an agreement on the
rendering of tax advisory services on a paid basis.

Reverse charge. Belarus has a tax mechanism similar to the commonly understood reverse-charge
mechanism. Foreign legal entities that do not have a permanent establishment in Belarus are not
subject to VAT when they provide a supply, i.e., sell goods, perform works or render services,
transfer property rights in Belarus. In such cases, the Belarusian legal entities and individual
entrepreneurs who purchase these supplies must calculate and pay VAT. Subsequently, VAT paid
by Belarusian taxpayers may be credited in full against the output tax or refunded from the
budget.

Domestic reverse charge. The Belarus VAT law does not specify a reverse-charge mechanism, but
Belarus has a similar tax mechanism in place. Foreign legal entities that do not have a permanent
establishment in Belarus are not subject to VAT when they make a supply, i.e., sell goods, per-
form works, render services or transfer property rights in Belarus. In such cases, the Belarusian
legal entities and individual entrepreneurs who purchase these supplies must calculate and pay
VAT. Subsequently, VAT paid by Belarusian taxpayers may be credited in full against the output
tax or refunded from the budget.

Where a foreign legal entity or non-established business makes a supply to non-established but
locally registered businesses, the reverse charge cannot be used, and the supplier must register
for VAT in Belarus and charge local VAT.

Digital economy. Generally, indirect tax issues related to digital products are regulated by the com-
mon provisions of the Belarusian tax code. High-tech companies registered with certain organi-
zations, e.g., the High-Tech Park, the Infopark Science and Technology Association, may apply
to receive additional indirect tax benefits and exemptions.

From 1 January 2018, foreign companies are required to register with the tax authorities in Bela-

rus and pay VAT (20%) and file returns on a quarterly basis if they provide electronic services to

individuals residing in Belarus. Electronic services are services that are rendered via the internet

using information technologies and include, but are not limited to:

* Granting rights to use software, computer games, databases, e-books, informational materials,
graphics and music

* Online advertising services

* Granting of access to online search engines
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* Providing trade platforms operating online in a real-time mode
» Web hosting services
* Some other services

Individuals/purchasers are regarded as residing in Belarus if their place of residence is Belarus,
or a bank account that was used for a payment is opened in Belarus, or a network address used
for purchase of services is registered in Belarus, or an international country code used for a pay-
ment/purchase is assigned for Belarus.

Online marketplaces and platforms. Foreign companies that provide electronic services to indi-
viduals in Belarus are required to register with the tax authority and pay VAT to the budget for
such services at a rate of 20% (B2C). The general procedure of paying VAT is applied when
Belarusian companies buy electronic services (B2B). The requirement to pay VAT by a Bela-
rusian company (individual entrepreneur) depends on whether Belarus is recognized as the place
of sale of such services. The place of sale of electronic services is determined by the location of
the buyer (customer of services).

Tax legislation provides the closed list of what should be recognized as electronic services in
Belarus. This list contains such electronic services as providing via the internet capabilities using
information technologies and systems to establish contacts and enter into transactions between
sellers and buyers (including the provision of an internet trade platform). However, the sale of
goods (works, services) does not apply to electronic services in case, when ordering these goods
(works, services) is performed via the internet, delivering of them is provided without using the
internet.

Registration procedures. There is no separate VAT registration in Belarus. Tax registration is car-
ried out automatically five working days after the company’s incorporation and covers all taxes
paid by a company. Foreign companies shall apply for tax registration before carrying out activi-
ties in the territory of Belarus. The administrative procedure for tax registration of foreign com-
panies takes two working days. Documents required for tax registration may be submitted by a
duly authorized company official or the company’s tax representative.

Deregistration. There is no separate VAT deregistration in Belarus. Generally, tax authorities
deregister taxpayers in cases of liquidation, reorganization or closure of a permanent establish-
ment in Belarus. Tax deregistration applies for all taxes paid by an entity simultaneously, and
deregistration of foreign organizations has complications specified in the Belarusian tax code.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT, including the zero rate.

The VAT rates are:

« Standard rate: 20%
¢ Reduced rate: 10%
« Increased rate: 25%
¢ Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods or services unless a specific measure
provides for a reduced rate, the zero rate or an exemption.

Examples of goods and services taxable at 0%
* Exports of goods, some works and services related to exports
» Exports of transport services, including transit carriage
* Exports of works on production of goods from raw materials supplied by customers under toll-
ing agreements
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* Repairs of aircraft and their engines, units of railway technics (e.g., passenger carriages, wag-
ons, diesel trains) for foreign companies and individuals

Examples of supplies taxable at 10%

* Sales of crops (except flowers and ornamental plants)

* Sales of store cattle, i.e., sales of any products of animal origin such as pork, beef, animal fat,
etc. The reduced rate applies to the sale of live animals in that industry as well but does not
apply to the sale of animals to be farmed for fur, such as sheep, raccoon, sable, etc.

* Sales of fish and hive products produced in Belarus

* Sales and/or imports into Belarus of goods for children and food products as per the list estab-
lished by the Belarusian President

Examples of supplies taxable at 25%

« Sales of telecommunications services (e.g., phone services, data transmission and telematics,
TV broadcasting)

The term “exempt supplies” refers to supplies of goods and services that are not liable to VAT
and that do not qualify for input tax deduction.

Examples of exempt supplies of goods and services

* Provision of financial services (e.g., granting loans or bank credits, issue of a bank guarantee,
bank account opening and keeping)

* Provision of insurance services (e.g., insurance premiums)

* Provision of educational services (e.g., education at college or university level)

* Provision of cultural services (e.g., services of museums, art galleries, cinema, theaters and
libraries)

* Provision of housing services (e.g., utilities provided to individuals)

* Provision of medical services (e.g., diagnosis, therapy, surgery, dentistry)

* Provision of certain medical equipment, prosthetics and devices for disabled persons

Option to tax for exempt supplies. The taxpayer is entitled to apply or refuse to apply tax exemp-
tions and other benefits provided by the Belarusian tax code. If the taxpayer refuses to apply any
VAT exemption, it must submit an application on refusal to apply respective tax exemption to the
tax authorities.

E. Time of supply
“Time of supply” is the moment when VAT becomes due.

Under Belarusian law, the time of supply is called the “date of actual realization.”

The date of actual realization of goods, works and services, and property rights is determined as
the date of dispatch of goods (performance of works or rendering services) or transfer of prop-
erty rights disregarding the day of payment.

The date of dispatch of goods or services is the date of the following:

* For goods, the first day of shipment by the seller to the customer or to the company that carries
out the transportation (if the seller does not provide the transportation of the goods or does not
bear the costs of the transportation)

* For goods, the date is determined according to the accounting policy of the taxpayer but no later
than the day when transportation of the goods began (in the other cases)

« For services, the day when the services are considered to be provided in accordance with exe-
cuted documents, such as act of acceptance
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* For transfer of property rights, the date of the transfer of property rights under a primary account-
ing document or the last day of each month to which the transfer of property rights applies (at the
choice of the taxpayer)

Exemptions from this rule have been introduced, including but not limited to the following:

* The date of actual realization of goods, works and services, and property rights performed by
foreign legal entities not registered with the Belarusian tax authorities is the day of payment,
including advance payments (or other way of obligation fulfillment).

* The date of realization of electronic services provided by foreign companies to individuals
residing in Belarus is the last day of the tax period, on which the day of payment (including
advance payment) or other way of customer’s obligation fulfillment falls.

Deposits and prepayments. Generally, the time of supply is the date of dispatch of goods (perfor-
mance of works or rendering services or transfer of property rights) disregarding the day of
payment. By way of exception, the time of supply depends on the day of payment in some cases
(see above).

Continuous supplies of services. In case of continuous supplies of services, the time of supply
depends on whether the customer can use the outcome of the services before the service is com-
pleted or not. If the customer can use the outcomes of services in the course of the service provi-
sion, the time of supply is the last calendar day of each month and the last day of the service
provision. If the customer cannot use the outcomes of services before the service completion, the
time of supply is the day of completion or acceptance of the services under a primary accounting
document (provided that the indication of either of the dates is specified by the service agree-
ment) or the date of issuance of a primary accounting document.

Goods sent on approval for sale or return. There is no specific time of supply rule for these cir-
cumstances, and the general provisions for time of supply should apply. In case of return of
goods, the seller should decrease its sales turnover by the relevant amount in the period, in which
the buyer returns the goods.

Reverse-charge services. The Belarus VAT law does not specify a reverse-charge mechanism for
services as such. However, Belarus has a similar tax mechanism to the reverse-charge mecha-
nism. This works such that where a non-established business makes supplies of goods or ser-
vices (including land related services/property rights) to a Belarusian established business (must
be established as well as locally registered), the purchaser must pay the VAT due. For these types
of supplies, the time of supply is the day of payment, which includes advance payments (or other
similar payment obligations fulfilled by the purchaser).

Leased assets. The time of supply for rental payments is the last day of each month to which the
rental payment applies, but not earlier than the date of actual transfer of the rented asset to the
renter. The time of supply for financial and operating leases is the date of the actual transfer of
the leased assets to the lessee (applicable for the first lease payment made prior to the actual
transfer), or the last day of each month, to which the lease payment applies, but not earlier than
the date of actual transfer (applicable for the other lease payments). The time of supply for
finance leases with respect to the residual value of the leased asset, is the maturity date for
redemption of the leased asset under the lease agreement providing for the right of redemption.

Imported goods. Imported goods are subject to import VAT in Belarus. For goods imported from
countries that are not members of the Eurasian Economic Union, VAT is collected by the customs
authorities. For goods imported from countries that are members of the Eurasian Economic
Union, VAT is collected by the tax authorities. VAT on imports is payable on the customs value
of goods, including import duty and excise duty (if applicable).
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F. Recovery of VAT by taxable persons

A taxable person may recover input tax, which is VAT charged on goods (works and services)
and property rights supplied for carrying out activities within the scope of VAT. A taxable person
generally recovers input tax by deducting it from output tax, which is VAT charged on supplies
made.

Nondeductible input tax. Input tax cannot be recovered in the following circumstances:

* Where it was deducted as expenses for corporate profits tax purposes, because the acquired
goods, work, services and property rights were used for activities exempted from VAT

» Where it was allocated to the value of goods, works and services and property rights (including
fixed and intangible assets)

* Where it was not reflected in accounting records

» Where it was paid at the expense of donated budget funds

» Where it related to goods, which were lost or damaged except cases of emergencies

* Or in certain other cases

Examples of items for which input tax is nondeductible
* Employee expenses
* Goods (excluding fixed assets and intangible assets) in case of damages or losses
* Transfer by a construction project owner to the third parties

Examples of items for which input tax is deductible
(if related to a taxable business use)
* VAT paid on purchases of goods, works and services, and property rights from resident legal
entities
* VAT paid on imported goods
* VAT paid on goods, works and services, and property rights purchased from foreign legal enti-
ties that do not have a permanent establishment in Belarus

With respect to the VAT paid upon importation of goods from outside the Eurasian Economic

Union, a delay of deduction is established:

* For goods imported before 31 December 2018, input tax is deductible after 60 days from the
date of release of the goods in accordance with the declared customs procedure.

* For goods imported from 1 January 2019 to 23 April 2019, input tax is accepted for deduction
without a deferral.

* For goods imported from 24 April 2019 to 31 December 2019, input tax is deductible after 30
days from the date of release of the goods in accordance with the declared customs procedure.

Partial exemption. If a taxpayer engages in both exempt and taxable activities, it may account for
input tax related to each activity separately. In this case, input tax directly related to taxable
activities is recoverable in accordance with the sequence of VAT deductions, and input tax
directly related to exempt activities is not recoverable and must be expensed for corporate profits
tax purposes. If the taxpayer does not keep separate accounts of input tax attributable to taxable
and exempt activities, it must be apportioned. The statutory method of apportionment is a pro
rata calculation, based on the revenue from taxable activities compared with the total turnover of
the business. Percentages are calculated separately for activities subject to each VAT rate and for
exempt activities. The amount of input tax related to each kind of activity is determined by mul-
tiplying the total amount of input tax and the relevant percentage.

The amount of input tax is deducted in the following sequence:

» The amount of input tax related to sales of goods, works and services, and property rights,
except fixed assets and intangible assets (subject to VAT at 20% rate). The amount of input tax
is deductible up to the amount of output tax calculated on the sales of goods, works and ser-
vices, and property rights.
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» The amount of input tax on fixed and intangible assets. The amount of input tax that may be
deducted may not exceed the amount of output tax calculated on sales of goods, works and
services, and property rights and the amount of VAT deducted in accordance with the rules
stated in the first item above.

The amount of input tax related to activities that are subject to VAT at 10%. In this case, the
amount of deduction is not limited by the amount of output tax calculated on sales of goods,
works and services, and property rights.

The amount of input tax related to activities that are subject to VAT at 0%. In this case, the
amount of deduction is not limited by the amount of output tax calculated on sales of goods,
works and services, and property rights.

The amount of input tax related to sales of goods that are produced by a Belarusian tax resident
and sold to another Belarusian tax resident for the transfer of the goods in international leasing
with redemption right outside Belarus. In this case, the amount of deduction is not limited by
the amount of output tax calculated on sales of goods, works and services, and property rights
and expensed for corporate profit tax purposes. Sales of goods described in the preceding
sentence are exempt from VAT.

Amounts of VAT paid from purchased fixed assets and intangible assets that were not deducted
in the last fiscal period and that the taxpayer decided to deduct in equal shares in each reporting
period of the current fiscal year. In this case, the amount of deduction is not limited by the
amount of output tax calculated on sales of goods, works and services, and property rights (see
Capital goods).

Amounts of VAT related to sales of goods to foreign companies and/or individuals from the
territory of foreign states (certain criteria should be met). In this case, the amount of deduction
is not limited by the amount of output tax calculated on sales of goods, works and services, and
property rights.

Capital goods. A taxpayer may deduct input tax paid on purchased fixed assets and intangible
assets in accordance with the usual VAT deduction rules, or capitalize input tax by increasing the
value of a fixed or intangible asset by the amount of VAT.

For VAT deductions of the preceding fiscal period for fixed assets and intangible assets, a tax-
payer may deduct them in equal shares in each reporting period of the current fiscal period (1/12
of the amount for a reporting period of a month or 1/4 of the amount for a reporting period of a
quarter).

Refunds. If the amount of VAT deductions (input tax) in a VAT return exceeds the amount of
output tax payable, the taxpayer need not pay VAT, and the difference between the amount of VAT
deductions and total VAT calculated on sales of goods (works and services) and property rights
may be deducted on a priority basis from the total amount of VAT in the following fiscal period
or, in certain cases, refunded to the taxpayer.

The decision about reimbursement of VAT must be issued by the tax authorities not later than two
working days from the date on which the taxpayer submitted the VAT return and application for
refund. The tax authorities may examine the reasonableness of the refund.

Refund of VAT from the budget is carried out by the tax authorities in the following order:
* Reimbursable VAT must be offset during 30 days against the following:
— Current payments for taxes, duties and other mandatory payments to the budget
— Debt repayments and fines with respect to taxes, duties and other mandatory payments to
the budget
— Debt repayments of penalties imposed by the tax authorities
* The remaining amount of reimbursable VAT is refunded to a taxpayer not later than five work-
ing days from the closing date for offset.

Pre-registration costs. Input tax incurred on pre-registration costs in Belarus is not recoverable.
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Write-off of bad debts. Output tax accounted for on bad debts cannot be recovered in Belarus.

Noneconomic activities. In general, input tax (including input tax related to nonbusiness activi-
ties) may be recovered in Belarus, except for VAT related to the cost of food, subscription to print
media, works and services purchased by the taxpayer for its employees.

G. Recovery of VAT by non-established businesses

Only registered legal entities that engage in taxable activities in Belarus may obtain recovery of
VAT.

If a foreign legal entity is registered with the Belarusian tax authorities as a permanent establish-
ment, VAT incurred on purchases of goods (works and services), including imported goods, and
property rights is generally recoverable in accordance with the usual rules (see Section F). If a
business is registered for VAT in Belarus but does not have a permanent establishment, and
makes supplies to non-established businesses, it cannot recover input tax incurred in Belarus.

The VAT refund application must be sent to the appropriate tax office. The application must be
completed in Russian. The refund is made in Belarusian rubles (BYN) to a bank account held in
Belarus. The Ministry of Taxes and Duties of the Republic of Belarus has approved a model form
of refund application.

Refunds of differences between the amount of VAT deductions and total VAT with respect to
sales of goods (works and services) and property rights are made without the payment of interest.

When foreign individuals purchase a product in Belarus that costs more than BYN80 from a
vendor that is a party to the tax refund services agreement, and then the individuals export the
product to a destination outside the territory of the Eurasian Economic Union, they can receive
a refund of the VAT they paid if they apply for the refund within six months of the date of pur-
chase.

H. Invoicing

VAT invoices. Taxable persons are required to issue electronic VAT invoices for each VAT-taxable
transaction.

Credit notes. A credit note should be issued where both parties agree reduction of the cost of
previously bought goods (works, services), property rights, so the adjustment output/input tax
should be accompanied by an additional electronical VAT invoice formed according to the
Belarusian legislation.

Electronic invoicing. Electronic VAT invoicing is mandatory for all VAT taxpayers (except for
foreign companies, which are not registered with the Belarusian tax authorities). At the same
time, it is not required to issue VAT invoices with respect to some transactions (e.g., electronic
services provided by foreign companies to individuals residing in Belarus). Electronic VAT
invoices are managed electronically through the web portal of the Belarusian Ministry of Taxes
and Duties and are stored there.

Electronic invoices form a basis for VAT payments between sellers and buyers of goods, works,
services and property rights, as well as basis for credit of input tax.

The electronic VAT invoice flow is organized through the web portal of the Ministry of Taxes and
Duties of the Republic of Belarus. In general, the taxpayer must issue an electronic VAT invoice
with respect to each transaction involved no later than the 10th of the month following the month
in which the goods or services were provided or property rights were transferred and either pres-
ent this invoice to the purchaser or upload it to the web portal.
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Simplified VAT invoices. Simplified VAT invoicing is not allowed in Belarus. As such, full VAT
invoices are required.

Self-billing. Self-billing is not allowed in Belarus. However, in some cases it is an obligation to
file the primary accounting documents unilaterally (e.g., for leasing).

However, the one of the obligatory basis to recover input tax is a signed electronic VAT invoice.
The suppliers (VAT payers) are obliged to file the electronic VAT invoices in respect of supplies,
including exemption, and send them to the customers or direct to the web portal. And the custom-
ers should individually file and submit electronic VAT invoices in the case of import goods or
purchases of goods, works, services or property rights from a nonresident when the place of
realization is Belarus.

Proof of exports. Goods exported from Belarus, as well as some types of works and services
related to exports, are subject to VAT at a rate of 0% in Belarus. To confirm the applicability of
the 0% rate, the supplier must collect and provide to the tax authorities the supporting docu-
ments.

Foreign currency invoices. If money liabilities in a contract are fixed in BYN as an equivalent to
an amount in foreign currency, the VAT base is determined in BYN, using the foreign currency
rate published by the National Bank of the Republic of Belarus on the date of actual realization.

Supplies to nontaxable persons. In case of exempt supplies made to private consumers, VAT in-
voices are not required to be issued. In case of taxable supplies made to private consumers, the
supplier should issue a single VAT invoice for all supplies to the private consumer in the report-
ing period and upload it to the web portal.

Records. Each transaction should be confirmed by primary accounting documents (acts, invoices,
etc.). Input tax can be recovered after its reflection in the accounting and the purchase ledger (if
the conduct of the purchase ledger is established by the taxpayer’s accounting policy).

Primary accounting documents must contain the following information:

* Name of the document, date of its preparation

* Name of a company

* The content and basis of an economic transaction, its assessment in physical and value indica-
tors or only in value indicators

* The positions of persons responsible for the transaction and/or the correctness of its design,
their names, initials and signatures

Primary accounting documents may contain other information that is not mandatory.

Record retention period. The primary accounting documents in a company should be stored 3
years after the tax audit and 10 years if the tax audit was not carried out. Purchase ledgers are
stored for five years from the date of the last entry in it, if the tax audit was carried out in a
company. If the tax audit has not been carried out purchase ledgers should be stored 10 years
from the date of the last record.

Documents confirming the application of the zero VAT rate (application for the import of goods
and payment of VAT, etc.) are stored for 3 years after the tax audit, if the tax audit has not been
carried out within 10 years. And electronic VAT invoices and returns are stored on the web portal
for an unlimited time.

Electronic archiving. Belarusian legislation allows to archive the primary accounting records in
paper or electronic form (in case electronic documents are signed by electronic digital signature).
Electronic VAT invoices and VAT returns are created only in the form of electronic documents
and archived in the electronic archive of the web portal.
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I. Returns and payment

Periodic returns. Taxpayers must file VAT returns quarterly or monthly (at the choice of the tax-
payer) with cumulative effect in the calendar year by the 20th day of the month following the
reporting period. The reporting period for the taxpayers who provide telecommunication services
is a calendar month, and for the foreign companies providing electronic services, it is a calendar
quarter.

Periodic payments. At the choice of the taxpayer, the reporting period for VAT is a calendar month
or calendar quarter. The decision to choose a reporting period is not subject to change during the
current tax period.

VAT is calculated and paid at the end of each reporting period. As a general rule, payments must
be made by the 22nd day of the month following the reporting period.

VAT is paid in cash or with a cash-free payment in Belarusian rubles. Also, the payment of VAT
is possible by offsetting the previously excessively paid or recovered amount of VAT or other
taxes and penalties.

Import VAT related to the goods imported from the Eurasian Economic Union must be declared
in the tax return by the 20th day of the month following the date of acceptance of these goods in
accounting.

Electronic filing. VAT returns must be filed only in the form of an electronic document signed by
taxpayer’s digital signature.

The taxpayer is entitled to use one of the following methods of creating and filing an electronic

document to the Belarusian tax authorities:

* Using specialized software developed by the Ministry of Taxes and Duties of the Republic of
Belarus and posted on the web portal, which can be installed on the taxpayer’s computer

* Through the personal account of the taxpayer on the web portal

* By sending an xml file to the web portal

Significantly, the day of submission of electronic VAT returns is considered the date of its accep-
tance by the web portal, recorded in the confirmation of the web portal.

Payments on account. Payments on account are not required in Belarus.

Special schemes. VAT returns in respect of property income trusts must be submitted to the tax
authorities separately from VAT returns related to other activities of the trust manager.

Annual returns. Annual returns are not required in Belarus.
Supplementary filings. No supplementary filings are required in Belarus.

Digital reporting. No digital reporting requirements apply in Belarus. According to the Belarusian
legislation, taxpayers are obliged to submit VAT returns in electronic form and electronic VAT
invoices to the Digital Tax Administration.

J. Penalties

Penalties for late registration. Belarusian administrative law provides for several types of fines in

the following amounts for tax registration violations:

* Delay in tax registration: penalty of not more than five basic units (one basic unit = BYN24.5).

* Non-registration: penalty of not more than 20 basic units. The amount of the penalty depends
on the duration of the delay in tax registration. For legal entities, the penalty equals 20% of the
amount of income generated during the period of unregistered business activity.
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Penalties for late payment and filings. The Belarussian administrative law provides for the follow-

ing fines with respect to the filing of VAT returns and nonpayment or partial payment of the

amount of tax:

* Delay in tax return submission (delay of not more than three working days): penalty on the
responsible official of up to one basic unit or warning

* Delay in tax return submission (delay of more than three working days): penalty on responsible
official of two basic units plus 0.5 basic unit for each full month of delay but not more than 10
basic units

» Nonpayment or partial payment of tax: penalty on legal entity of 40% of the underpaid tax but
not less than 10 basic units

» Nonpayment or partial payment of tax resulting from the negligence of company’s officials:
penalty on responsible official of 2 to 20 basic units

« Willful nonpayment or partial payment of tax: penalty on responsible official of 40 to 120 basic
units

Penalties for errors. If the taxpayer made a mistake carelessly, that resulted in late payment of

VAT:

* Identified error within a desk audit — penalty on responsible official of two to eight basic units

* Identified error (except within a desk audit) — penalty on responsible official of 8 to 20 basic
units

According to the general rules, if the taxpayer finds errors in VAT returns submitted for a previ-
ous period, the taxpayer must make changes or additions to VAT returns and make an additional
payment in the budget if necessary. The deadline for submitting revised VAT returns has not been
set. In case there is no additional VAT payable after submitting a the revised VAT return, then
there will be no penalties for late payments.

Penalties for fraud. If the taxpayer made a mistake willfully, that resulted in late payment of VAT
— penalty on responsible official of 40 to 120 basic units. For failure to provide documents and
other information for tax control or the provision of false information (e.g., in relation to an
electronic VAT invoice) — penalty on responsible official of 2 to 30 basic units.
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A. At a glance
Name of the tax
Local names

Date introduced
Trading bloc membership
Administered by

VAT rates
Standard
Reduced
Other

Value-added tax (VAT)

Belasting over de toegevoegde waarde (BTW)
Taxe sur la valeur ajoutée (TVA)

1 January 1971
European Union Member State
Belgian Ministry of Finance (http://www.minfin.fgov.be)

21%
6%, 12%
Zero-rated (0%) and exempt
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VAT number format Prefix: BE
10 digits: ZNNN.NNN.NNN
Z=0orl
N = figure from 0 to 9
VAT return periods Monthly for all VAT-registered persons but quarterly for those

whose total annual turnover (VAT exclusive) does not exceed
EUR2.5 million (EUR250,000 for specific business sector) and
whose quarterly intra-EU supplies do not exceed EUR50,000

Thresholds
Registration
Established None
Non-established None
Distance selling EUR35,000
Intra-Community
acquisitions EUR11,200 (for exempt taxable persons)
Electronically supplied
services (MOSS) None
Recovery of VAT by

non-established businesses  Yes

B. Scope of the tax

VAT applies to the following transactions:

* The supply of goods or services made in Belgium by a taxable person

* The intra-Community acquisition of goods in Belgium for goods coming from another Member
State by a taxable person (see the chapter on the EU)

* The importation of goods from outside the EU, regardless of the status of the importer

Special rules apply to intra-Community transactions involving new means of transport (see the
chapter on the EU) and to the supply of new buildings and the surrounding building land.

C. Who is liable

A taxable person is any business entity or individual that makes taxable supplies of goods or
services or intra-Community acquisitions or distance sales in Belgium.

No VAT registration threshold applies in Belgium. A taxable person that begins activities in
Belgium must notify the Belgian VAT authorities by means of form 604A.

Special rules apply to foreign or “non-established businesses.”

Exemption from registration. Taxable persons established in Belgium are not liable to register for

VAT if they only perform exempted activities not giving rise to a right to deduct input tax.

Taxable persons not established in Belgium and liable to register for VAT on the basis of the

Belgian VAT code can be exempted from registration, in some specific cases:

* In some cases, the exemption from VAT registration is mandatory. For example, exemption is
based:

— Either on the nature of the transactions (performance of mere export supplies out of
Belgium, some imports of goods; purchase of goods subject to the VAT-only warehouse
regime; etc.)

— Or on the existence of a more favorable regime

— Or on the occasional nature of the operations carried out

* In some other situations, the exemption from VAT registration is not mandatory (e.g., when a
taxable person not established in Belgium performs output supplies subject to the general
domestic reverse charge and supports deductible input tax for EUR10,000 per year). In these
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situations, a taxable person not established in Belgium can still apply for a VAT registration in
Belgium, if so desired.

Voluntary registration and small businesses. In the following cases, a taxable person that is not

established in Belgium can request a voluntary registration:

* A taxable person (established in the EU or outside EU) performs works in Belgium related to
immovable property for which the Belgian VAT is due by the recipient of the service, in accor-
dance with the general reverse-charge rule provided by Article 51, §2,5° of the Belgian VAT
code.

* A taxable person (established in the EU) makes supplies of goods or services (other than
immovable works) on a regular basis in Belgium for which the VAT is due by the recipient of
the supply in accordance with the general reverse charge provided by Article 51, §2,5° of the
Belgian VAT code. This voluntary registration can only be applied when the amount of deduct-
ible Belgian input tax reaches or exceed EUR10,000 a year.

Group registration. VAT grouping is permitted under the Belgian VAT law. VAT grouping is an
option for Belgian businesses and Belgian branch offices of foreign businesses. The option to
create a VAT group is subject to various conditions. Businesses must be financially, economically
and organizationally linked with each other in order to form a VAT group. Subsidiaries in which
the parent company owns more than 50% of their share capital must normally be included in the
VAT group if the parent is a member. Specific rules exist regarding VAT adjustments when creat-
ing a VAT group. Transactions within a VAT group are disregarded for VAT purposes. However, in
certain cases, these intragroup transactions may still be subject to VAT. Members must remain part
of the VAT group for at least three years. Members in a VAT group have joint liability for any VAT
debts due, as they are treated as one single VAT registration.

Non-established businesses. A “non-established business” is a business that does not have a seat
of business or a fixed establishment in Belgium. A non-established business that makes supplies
of goods or services in Belgium must register for VAT purposes in one or more of the following
situations:

* Taxable transactions in Belgium for which it is liable to pay the Belgian VAT due

* Intra-Community acquisitions of goods in Belgium

+ Intra-Community supplies of goods from Belgium

* Imports of goods, followed by the supply of the same goods

* Certain transactions in connection with a VAT warehouse

* Distance sales in excess of the threshold

Tax representatives. Businesses that are established in the EU may register for VAT without
appointing a specific VAT representative. However, EU businesses may opt to appoint a tax rep-
resentative.

Businesses that are established outside the EU must appoint a resident tax representative to reg-
ister for Belgian VAT. The tax representative is jointly and severally liable for VAT debts with the
business that it represents.

All non-established businesses must register with the Central VAT Office for Foreign Taxpayers
(in Dutch, Centrum Buitenland; in French, Bureau central de TVA pour Assujettis Etrangers) at
this address:

Centrum Buitenland
Kruidtuinlaan 50 Bus 3410
1000 Brussel

foreigners.team 1 @minfin.fed.be

If a complete file has been submitted and no additional questions are raised, it takes approxi-
mately one to four months for a Belgian VAT ID number to be granted to a foreign business.
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In Belgium there is also the concept of “Global VAT Representation” by which the global repre-
sentative takes all VAT compliance obligations of the non-established business. This representa-
tion is limited in scope (depending on type of activities carried out by the non-established
business).

Reverse charge. Under the reverse-charge mechanism, the Belgian recipient of goods or services
receiving the supplies must account for the Belgian VAT due instead of the non-established sup-
plier. If this reverse charge applies to all the transactions of a non-established business in Bel-
gium, it is in principle not possible for the latter to be VAT registered in Belgium, except in
specific cases (for example, an import followed by a local sale subject to the reverse-charge mecha-
nism). In certain other situations and provided that the conditions are fulfilled, a non-established
business can still opt to register for Belgian VAT purposes.

Domestic reverse charge. In Belgium, there are two types of reverse charge: (i) a general domes-
tic reverse charge and (ii) a specific domestic reverse.

The general domestic reverse charge generally applies to supplies (goods and services) taking

place in Belgium made by non-established businesses to the following:

« Taxable persons established in Belgium that file periodic VAT returns in Belgium (merely hold-
ing a Belgian VAT ID number as resident company is hence not sufficient)

* Non-established businesses that are registered for VAT and have appointed an individual fiscal
representative in Belgium

The specific domestic reverse charge applies to supplies of immovable works. The specific reverse

charge applies to supplies of immovable works by a taxable person established in Belgium in the

benefit of the following persons:

* Taxable persons established in Belgium that file periodic VAT returns in Belgium

* Non-established businesses that are registered for VAT and have appointed an individual fiscal
representative in Belgium

Digital economy. In case of digital services, telecom services or broadcasting services supplied in
a business-to-business (B2B) context, the place of supply is the place where the recipient is estab-
lished. No Belgian VAT should be charged, and reverse charge applies unless supplier and cus-
tomer are established in Belgium.

In case of digital services, telecom services or broadcasting services supplied in a business-to-
consumer (B2C) context, Belgian VAT is always due in case of supply to customers established
in Belgium, disregarding whether the supplier is established inside or outside the EU. We refer
to the section on the Mini One-Stop Shop below for more information.

Mini One-Stop Shop. For digital services, telecom services or broadcasting services supplied in
a B2C context, the Mini One-Stop Shop (MOSS) is an optional system enabling the taxable
persons to avoid a VAT registration in each Member State where VAT is due on those services.

The place of supply of the digital services, telecom services or broadcasting services supplied in

a B2C context is where the recipient is established. In other words, if the recipient is established

in Belgium, Belgian VAT is always due, regardless of where the supplier is established. As from

January 2019, the regime will be amended as follows:

* Main rule: the place of supply is where the recipient is established (since 2015).

* Special rule: if the value of the digital services, telecom services or broadcasting services sup-
plied by a taxable person in a B2C context is less than EUR10,000 per year, the place of supply
is where the supplier is established. On the basis of an option, the taxable persons can exclude
the application of that specific location rule.

In order to avoid the VAT registration in each Member State where the VAT is due, Belgian tax-
able persons could apply for a MOSS VAT registration in Belgium. Taxable persons established
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in other EU Member States could do the same in their own Member State. Taxable persons
established outside the EU with an establishment in the EU should register for MOSS in a
Member State where they have an establishment. Taxable persons with no establishment in the
EU are free to choose the EU Member State where they apply for a MOSS registration.

A Belgian MOSS VAT registration should be filed electronically (via www.eservices.minfin.
fgov.be). Once registered, taxable persons should submit a MOSS VAT return quarterly in an
electronic format, reporting the turnover and the VAT due per Member State. Furthermore, tax-
able persons applying for MOSS registration should make a single payment including the total
amount of the VAT due in the different Member States concerned.

Only digital services, telecom services and broadcasting services in other Member States may be
reported in the MOSS return. All other transactions in Belgium should still be reported in the
normal VAT return.

Online marketplaces and platforms. No special rules exist for online marketplaces and platforms
in Belgium.

Vouchers. In Belgium, a voucher (i.e., an instrument where there is an obligation for a supplier
to accept it as full or partial consideration for a supply of goods or services) may be either a
single-purpose voucher (SPV) or a multi-purpose voucher (MPV). A voucher will be considered
as a SPV if, at the time of issue, the place of supply of the goods or services to which the
voucher relates and the VAT due on those goods or service are known. If not known, the vouch-
er is an MPV.

From a VAT perspective, a SPV is treated from a VAT perspective as follows:

* Transfer of the voucher is considered as a supply of the underlying goods/services.

* VAT becomes due at the moment of the sale (VAT applies at each transfer of the voucher).
* The consideration paid at each transfer is VAT inclusive.

* The distributor can deduct any VAT charged to it in line with the normal rules.

From a VAT perspective, an MPV is characterized by the following elements:

* Transfer of the voucher is not considered as a supply of the underlying goods/services.

* VAT becomes due at the moment of redemption (no VAT applicable for transfers of the vouch-
er prior to redemption).

* VAT is calculated based on price paid by the consumer or, if it is not known, the face value.

* Distributors are considered to supply distribution/promotion services.

Registration procedures. A foreign EU business without any establishment in Belgium can
choose to register directly with the Belgian VAT authorities, i.e., without having to appoint a
fiscal representative. In order to do so they must file the following documents:

* Form 604A, Declaration of Commencement of Activity (in Dutch, Aangifte van aanvang van
een werkzaamheid; in French, Declaration de commencement d’activité). This form, which
gives more details about the taxable activities that require a Belgian VAT ID number, must be
filed within one month after the start of taxable activities in Belgium.

» Form RBI, Direct VAT registration (in Dutch, Rechtstreekse BT W-identificatie; in French, Iden-
tification a la TVA Directe), which requires general information about the foreign EU business.

These documents must be dated and signed by someone who is entitled to legally bind the EU

business (and include proof that this person is holding these legal rights), and the originals should

be filed either in Dutch, in French or in German. Furthermore, the VAT application file needs to

be completed with the following documents:

* A copy of the company’s articles of association and any modifications (if available)

* A copy of the registration in the trade register of the company in the Member State of establish-
ment
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* A copy of an order form, contracts (or correspondence) or invoices proving the taxable activi-
ties in Belgium and the liability to register for Belgian VAT purposes

However, a non-EU business liable to register for Belgian VAT purposes, without any establish-
ment in Belgium, is still required to appoint a fiscal representative in Belgium. To do so they
must file the following documents:

» Form 604A, Declaration of Commencement of Activity (in Dutch, Aangifte van aanvang van
een werkzaamheid; in French, Declaration de commencement d’activité¢) which is described
above

» Form 800N, Request for recognition as fiscal representative (in Dutch, Voorstel tot erkenning
van een aansprakelijke vertegenwoordiger; in French, Proposition d’agrément d’un représent-
ant responsable pour un assujetti non établi en Belgique); form completed by the foreign com-
pany to request a Belgian company to act as its fiscal representative toward the Belgian VAT
authorities

» Form AVI, Fiscal representation VAT identification (in Dutch, Aansprakelijke vertegenwoor-
diging BTW-identificatie; in French, Représentation Fiscal Identification a la TVA), which
provides more information about the business and the appointed fiscal representative

These documents must be dated and signed by someone who is entitled to legally bind the non-

EU business, and the originals should be filed either in Dutch, in French or in German depending

on where the fiscal representative is duly established (Dutch-, French- or German-speaking Com-

munity). Furthermore, the VAT application file needs to be completed with the following docu-
ments:

» Form 801, Acceptance of the Belgian VAT representative (in Dutch, Verbintenis van een aan-
sprakelijke vertegenwoordiger van een niet in Belgié gevestigde belastingplichtige; in French,
Engagement d’un représentant responsable d’un assujetti non établi en Belgique) in which the
fiscal representative agrees to act for the foreign company regarding VAT issues. The form must
be completed and signed in the original by a person who is empowered to legally bind the
Belgian company.

* A copy of the company’s articles of association and any modifications (if available).

* A copy of the registration in the trade register of the company in the country of establishment.

* An original certificate issued by the local tax authorities evidencing that the company is regis-
tered for VAT purposes in the country of establishment (certificate cannot be older than one
year at the time of filing of the application).

* A copy of an order form, contracts (or correspondence) or invoices proving the taxable activi-
ties in Belgium and the liability to register for Belgian VAT purposes.

* A bank guarantee in an amount of one-quarter of the (theoretical) VAT due in Belgium for a
period of 12 consecutive calendar months, in favor of the Belgian VAT authorities, drawn up in
duplicate by a Belgian bank or the Belgian branch of a foreign bank. The text of the guarantee
must be in accordance with the model agreement as provided by the VAT authorities, and dif-
ferences in the text of this guarantee are in principle not allowed.

This is one of the means to provide “security” to the Belgian tax authorities. The foreign com-
pany may also consider the following as alternatives:

(1) A cash deposit made to a blocked account of the Belgian Treasury

(2) Rights on an immovable property located in Belgium

(3) “Personal guarantee” issued by the fiscal representative

All documents must be sent to the Central VAT Office for Foreign Taxpayers (in Dutch, Centrum
Buitenland; in French, Bureau central de TVA pour Assujettis Etrangers) at the address above.

If a complete file has been submitted and no additional questions are raised, it takes approxi-
mately one to four months for a Belgian VAT ID number to be granted to a foreign business.
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Deregistration. When a taxable person stops its economic activities in Belgium and consequently
wants to deregister its VAT number, this should be communicated to the VAT authorities within
one month by submitting Form 604C. In addition, if a taxpayer has a change of VAT status, they
must submit Form 604B. A change of VAT status includes the following situations:

* Change of address

* Type of activities resulting in change of right of input tax deduction rights

D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT, including the zero rate.

The VAT rates are:

« Standard rate at 21%

* Reduced rates at 6% and 12%
 Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods or services, unless a specific measure
provides for a reduced rate, the zero rate or exemption. Certain supplies are classified as “exempt
with credit,” which means that no VAT is chargeable, but the supplier may recover related input
tax.

Examples of goods and services taxable at 0%
(i.e., exempt with credit)
» Waste products (hard-copy newspapers, metal waste, etc.)
* Exports of goods outside the EU and related services
* Intra-Community supplies of goods and intangible services supplied to another taxable person
established in the EU, or to any recipient outside the EU (see the chapter on the EU)

Examples of goods and services taxable at 6%
* Under certain conditions, goods of basic necessity and social services
* Books and magazines
¢ Certain foodstuffs (milk, fish, meat, fats and oils)
* Drugs and medicines
» Water
* Accommodation
* Improvements and renovations to buildings older than 10 years (before 1 January 2016, 5 years)
* Original works of art

Examples of goods and services taxable at 12%
* Public housing
* Restaurant services (excluding drinks)

The term “exempt supplies” refers to supplies of goods and services that are not liable to VAT
and that do not qualify for input tax deduction.

Examples of exempt supplies of goods and services
* Real estate transactions (except “new buildings” and accompanying land)
* Services of doctors and dentists (except for the supply of aesthetical surgery by doctors)
* Finance
* Insurance
* Human organs

Option to tax for exempt supplies. In Belgium, there is an option to tax transactions, including
negotiation, concerning deposit and current accounts, payments, transfers, debts, checks and
other negotiable instruments. Furthermore, persons other than professional contractors (i.e., any
person or company for whom the regular business consists of sale and redevelopment of real
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estate) may opt for taxation in case of a transfer of a new building (either used for professional
purposes or not).

From 1 January 2019, an option to tax for the rent of a building (or a part of a building) used for

professional purposes (B2B) is available in Belgium, where the following conditions are met:

* It must concern a building or a part thereof.

* The tenant must be a taxable person who uses the building (or part thereof) exclusively for his
economic activity.

« It must concern a building for which no VAT on the construction/renovation works became due
before 1 October 2018.

* Both parties (lessor and tenant) must jointly opt to tax the rent.

E. Time of supply

The time when VAT becomes due is called the “time of supply” or “tax point.” In Belgium, dif-
ferent time-of-supply rules apply to goods and services.

The time of supply is one of the following:
» The moment of issuance of the invoice
* If no invoice is issued, the 15th day of the month following the month of the supply

The time of supply is set at an earlier date if a payment is received before the goods are put at
the buyer’s disposal or before the service is completed and the goods/services are clearly
described.

Deposits and prepayments. Regarding local supplies of goods or services, VAT is due on prepay-
ments at the time each payment is received. There is also an obligation to issue an invoice no later
than the 15th day of the month following the month of the (pre)payment.

With respect to intra-Community supplies of services, VAT is due on prepayments at the time
each payment is received.

No VAT is due on prepayments that relate to intra-Community supplies of goods.

Continuous supplies of services. For a continuous supply of services for which either periodic
invoices are issued, or periodic payments are made, the time of supply is at the end of each
period for which each statement of account or payment relates.

If the recipient is liable to account for the VAT due for a continuous supply of services under the
business-to-business (B2B) main rule and if no invoices are issued or payments are made, the
time of supply is at the end of each year.

Goods sent on approval for sale or return. For goods sent for approval (“trial sale”) or goods sent
for sale or return (consignment shipment), special tax point rules apply. When goods are sent to
a customer for trial, the supply of goods is regarded as performed when the customer confirms
the effective purchase of the goods. When goods are sent to a customer for resale, the first supply
of goods is regarded as performed when the goods are resold.

As a consequence:
* Belgian VAT is not due at the time when the goods are sent to the client or the reseller.
* Belgian VAT is not due if the goods are returned to the first supplier.

Reverse-charge services. The time of supply for reverse-charge services is when the invoice is
issued. If no invoice is issued, the time of supply is the 15th day of the month following the month
of the supply. The time of supply is set at an earlier date if a payment is received before the ser-
vice is finished.
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Leased assets. For leased assets, the VAT is due on the installments at the time the payment is
made.

This rule is based on the fact that from a Belgian VAT point of view, there is no distinction
between a financial lease agreement or an operational lease agreement. Therefore, where the
transaction is considered as a use of goods, this would then mean it qualifies as a supply of ser-
vices for consideration whereby each periodical remuneration is subject to Belgian VAT. In this
context a lease agreement should include an option to acquire the goods at the end of the lease
period.

The Belgian VAT administration sticks to a classic legal analysis by distinguishing between
whether the contract provides for the automatic transfer of ownership or, on the contrary, whether
the contract provides an option to acquire the goods at the end of the contract. That classic analy-
sis implies that a financial lease may remain an ordinary rental under the VAT in Belgium.

If the option in the lease agreement is not set at fair market practices, the VAT treatment of the
lease agreement may be challenged.

Similarly, to qualify as a real estate lease, the contract cannot include the firm obligation to
acquire the property but must contain an option to acquire significant residual rights in the prop-
erty.

Imported goods. The time of supply for imported goods is either the date of importation or when
the goods leave a duty-suspension regime. However, the payment of import VAT may be deferred
after the receipt of an individual deferment license.

Please note that the payment of import VAT can be deferred to the Belgian VAT return if the
importer of record is in possession of an individual deferment license (a so-called E.T. 14.000
license). In order to obtain such a license, the taxable person must file a (specific) application
but no longer needs to make an advance payment of 1/24th of the annual import VAT due.

Intra-Community acquisitions. The time-of-supply rule for intra-Community acquisitions is when
the invoice is issued or, at the latest, the 15th day of the month following the month in which the
taxable event occurred if no invoice has been issued before that date.

Intra-Community supplies of goods. The time of supply rule for intra-Community supplies is
when the invoice is issued or, at the latest, the 15th day of the month following the month in
which the taxable event occurred (if no invoice has been issued before that date).

F. Recovery of VAT by taxable persons

In principle, every VAT-taxable person has the right to deduct the Belgian input tax incurred. The
right to recover input tax depends mainly on the purpose for which the goods or services are
purchased.

The goods or services bought must be used for taxable business purposes. VAT incurred on goods
or services bought for private purposes cannot be recovered. In addition, input tax cannot be
recovered on purchases that are used to make exempt supplies (without credit for input tax).
Where goods or services are bought for both business and private or exempt purposes, the input
tax can only be recovered to the extent that the goods or services are used for business purposes
or taxable activities (calculated on a pro rata basis).

In this respect it is key to hold a valid tax invoice or customs document. Exceptions apply to
supplies for which the recipient is liable for the VAT due (reverse charge). Belgian input tax can
only be deducted at the end of the third calendar year following the year in which the VAT
became due.
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Nondeductible input tax. Input tax may not be recovered on purchases of goods and services that
are not used for business purposes (for example, goods acquired for private use by a business).
In addition, input tax may not be recovered for some items of business expenditure.

The following lists provide some examples of items of expenditure for which input tax is not
deductible and examples of items for which input tax is deductible if the expenditure is related
to a taxable business use.

Examples of items for which input tax is nondeductible

* Purchase, lease, hire, maintenance or fuel for cars (except in certain specific cases, such as car
dealers): VAT only deductible on expenses relating to the professional use (business use) of
passenger cars with a maximum of 50%; the scope of this limitation is broadened to include
the purchase or lease of a light truck, including all the costs, provided that there is a mixed use.
Depending on whether the employee pays a renumeration for the private use, the percentage of
input tax deduction will vary. Further in the case of a renumeration, a self-supply at the normal
value is deemed to take place. Similar rules apply for use of mobile phones with mixed use.

* Private expenditure

* Business gifts (unless valued at less than EURS0, VAT excluded, per unit)

* Alcohol

* Tobacco

* Hotel accommodation, meals and beverages (exceptions may apply)

* Restaurant and catering costs (except if can be shown that they have an advertising purpose)

* Costs associated with hosting receptions and other entertainment costs (except reception costs
that have an advertising purpose, which must be proven by way of flyers, advertising leaflets
or similar evidence)

Examples of items for which input tax is deductible
(if related to a taxable business use)
« Attending conferences, seminars and training courses
* Expenditure for the collective social benefit of employees
* Advertising
* Transport
* Books

Partial exemption. Input tax directly related to the making of exempt supplies (without input tax
credit) is generally not recoverable. If a Belgian taxable person makes both exempt and taxable
supplies, it may not recover input tax in full. This situation is referred to as “partial exemption.”

In Belgium, the amount of input tax that a partially exempt business may recover may be calcu-

lated using either of the following methods:

¢ The first method is a general pro rata calculation, based on the percentage of taxable and
exempt turnover. The recovery percentage is rounded up to the nearest whole number (for
example, a recovery percentage of 77.2% is rounded up to 78%).

* The second method is direct attribution, which is a two-stage calculation. The first stage iden-
tifies the input tax that may be directly allocated to taxable and to exempt supplies. Input tax
directly allocated to taxable supplies is deductible, while input tax directly related to exempt
supplies is not deductible. Supplies that are exempt with credit are treated as taxable supplies
for these purposes. The next stage identifies the amount of the remaining input tax (for exam-
ple, input tax on general business overhead) that may be partially allocated to taxable supplies
and consequently partially recovered. The calculation may be performed using the general pro
rata calculation based on revenues (turnover) of supplies made, or it may be a special calcula-
tion agreed to with the VAT authorities. This special pro rate needs to be objective and control-
lable by the VAT authorities.
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Capital goods. The deduction of VAT paid on the acquisition of investment goods must be limited
in the case of private use of those goods. In this respect, Belgium has transposed into Belgian
law the amendments made by the Council Directive 2009/162/EU on 22 December 2009 for all
capital goods (movable and immovable).

According to Article 45, §1 of the Belgian VAT Code, in the case of an acquisition of a capital
good subject to mixed use, the deduction of VAT is disallowed for the part of private use, but
there is no requirement to report a deemed supply for this part.

Capital goods are items of capital expenditure that are used in a business over several years. Input
tax is deducted in the VAT year in which the goods are acquired. The amount of input tax recov-
ered depends on the taxable person’s partial exemption recovery position in the VAT year of
acquisition (non-property purchases) or first use (property purposes). However, the amount of
input tax recovered for capital goods must be adjusted over time if the taxable person’s partial
exemption recovery percentage changes during the adjustment period. It must also be adjusted if
the use of the capital goods changes.

In Belgium, the capital goods adjustment applies to the following assets for the number of years

indicated:

* Buildings (adjusted for a period of 15 years or 25 years if option to tax rent is levied — this
period starts running as from 1 January of first use of the building)

* Other movable capital assets (adjusted for a period of five years — this period starts running
as from the 1st January of the acquisition of the movable capital assets)

« Certain services, such as intellectual property rights (including patents, licenses and trademarks
or immovable work undertaken by the tenant of a building) considered to be capital goods if
amortized for accounting purposes over a period of five years or more

The adjustment is applied each year following the year of acquisition (non-property purchases)
or first use (property purposes) to a fraction of the total input tax (1/15 for land and buildings
and 1/5 for other movable capital assets or qualifying services). The adjustment may result in
either an increase or a decrease of deductible input tax, depending on whether the ratio of taxable
supplies made by the business has increased or decreased compared with the year in which the
capital goods were acquired (non-property purchases) or first used (property purposes).

Refunds. If the amount of input tax recoverable in a monthly period exceeds the amount of output
tax payable in that period, the taxable person has an input tax credit. A taxable person may
request a refund of the credit by marking the relevant box on the VAT return form. A refund may
generally be requested only at the end of a quarter. However, a taxable person that meets certain
conditions may receive permission to request monthly VAT refunds. As of 1 January 2020, all
startup companies may opt for monthly VAT refunds.

Pre-registration costs. There is a tolerance regarding the pre-registration costs made in the course
of VAT registration. If the VAT registration and exploitation of the economic activity follows in
an acceptable time period, the deduction will be accepted.

Write-off of bad debts. A taxable person is under certain conditions entitled to recover any VAT
already paid to the VAT authorities in respect of bad debts via the VAT return. This adjustment
must be supported by sufficient evidence that the customer will never pay the debt, such as the
company’s being declared bankrupt. No official statement from the liquidator is required. If
subsequently, (part of) the debt can be recovered, the VAT should be equally repaid to the Belgian
VAT authorities. Nevertheless, a corrective document (for instance a credit note) needs to be
drawn up.

Noneconomic activities. Input tax incurred in relation to noneconomic activities is not recoverable
in Belgium.
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G. Recovery of VAT by non-established businesses

Belgium refunds VAT incurred by businesses that are neither established in Belgium nor required
to be registered for VAT there. A non-established business is allowed to claim Belgian VAT to the
same extent as a VAT-registered business.

EU businesses. For businesses established in the EU, refund is made under the terms of the EU
Council Directive 2008/9.

VAT refund claims of EU businesses not established in Belgium can be filed through a portal
website in the home country of the non-established entity. Original invoices do not need to be
submitted with the refund claim. In some cases, electronic copies of invoices must be added,
depending on the type of cost and the taxable amount of the invoice.

For the general VAT refund rules applicable to the refund schemes for EU businesses and non-EU
businesses, see the chapter on the EU).

The minimum claim period is three months, while the maximum period is one year. The mini-
mum claim for a period of less than a year is EUR400. For an annual claim, the minimum amount
is EURS0.

The statute of limitations for all refund claims is one year, and claims must be submitted before
30 September of the following year when the VAT was due.

If an EU refund is not made within four months, the Belgian VAT authorities pay interest to the
claimant at a rate of 0.8% per month. However, interest applies only if the application is filed
within six months after the end of the year in which the VAT became due.

Non-EU businesses. For businesses established outside the EU, refund is made under the terms of
the EU 13th Directive. Belgium does not exclude any non-EU country from the refund scheme.

For the general VAT refund rules applicable to the refund schemes for non-EU businesses, see
the chapter on the EU).

H. Invoicing

VAT invoices. A Belgian taxable person must generally provide a VAT invoice for all taxable sup-
plies made, including exports and intra-Community supplies. Invoices are not automatically
required for retail transactions, unless requested by the customer. Invoices may not be issued for
supplies that are exempt from VAT (without input tax credit).

A VAT invoice is necessary to support a claim for input tax deduction or a refund under the EU
2008/9/EU or 13th Directive refund schemes (see the chapter on the EU).

Credit notes. A VAT credit note may be used to reduce the VAT charged and reclaimed on a sup-
ply of goods or services. The amount of VAT credited must be separately itemized on the credit
note. It must be cross-referenced to the original VAT invoice and contain the same information.
The following statement must appear on the credit note: “VAT to be repaid to the Belgian State to
the extent that it was initially deducted.”

Electronic invoicing. Belgium VAT law permits electronic invoicing in line with EU Directive
2010/45/EU (see the chapter on the EU).

Simplified VAT invoices. Simplified VAT invoices are allowed where the amount of the invoice is
EUR100 (excluding VAT) or less. Simplified VAT invoices are also allowed if it is difficult for a
particular sector to be compliant with the invoice requirements due to its commercial and admin-
istrative habits (e.g., catering and restaurants (HORECA) — cash register system). Simplified
VAT invoices cannot be issued for certain supplies, for example, for distance sales, intra-Com-
munity supply of goods and for supplies of goods with assembly and installation.
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Self-billing. Self-billing (i.e., invoicing by the customer on behalf of the supplier) is allowed in

Belgium when the following conditions are fulfilled:

* Both parties have an agreement in advance for self-billing.

« Each invoice must be subject to the acceptance (implicit or explicit) by the taxable person who
makes the supply of goods or services.

Proof of exports and intra-Community supplies. Belgian VAT is not chargeable on supplies of
exported goods and on intra-Community supplies of goods (see the chapter on the EU). However,
to qualify as VAT-free, exports and intra-Community supplies must be supported by evidence that
the goods have left Belgium. Acceptable proof includes the following documentation:

* For an export, a copy of the export document, officially validated by Customs, must show the
supplier as the exporter of record or should make a reference to the underlying invoice issued
by the supplier. Under specific conditions, the supplier may still rely on the VAT exemption if
the customer is mentioned as exporter of record on the export document, validated by Customs.

* For an intra-Community supply, a range of commercial documentation (such as purchase orders,
transport documentation, proof of payment and contracts) is required. Each document is permit-
ted as evidence, but each document in itself is not sufficient. The valid VAT number (issued by
another Member State other than Belgium) of the customer should be mentioned on the invoice.
In cases where the supplier does not have sufficient documents in order to substantiate the intra-
Community transport of the goods from Belgium to another Member State, the transport could
be certified by a “destination document” established by the supplier or by the purchaser. The use
of this simplification measure is subject, inter alia, to the following conditions:

— The “destination document” confirms that the goods are in the possession of the purchaser
in another Member State than Belgium.

— The “destination document” can include all the intra-Community supplies made in the
profit of a client during a period of three consecutive calendar months.

— The “destination document” includes the following mentions:

— Name, address and VAT number of the supplier.

— Name, address and VAT number of the purchaser.

— Confirmation that the “destination document” relates to the arrival of intra-Community
supply of goods.

— A description of the goods.

— A reference to the related invoice(s).

— Month(s) and year of the arrival of the goods.

— Place where the goods arrived.

— Price of the supplied goods.

— The “destination document” is signed by the purchaser or by a person who is entitled to sign
for the purchaser (by reason of his function). The identity and the function of that person
should be confirmed by the purchaser to the supplier by email, letter or other written docu-
ment.

— The “signed destination document” can be sent by electronic means (email, etc.). However,
the authenticity of the signature is guaranteed.

— The “signed destination document” is kept by the supplier.

A complete description of that simplification measure can be found in the Decision ET 129.460
dd. 01/07/2016 of the Belgian VAT authorities.

Foreign currency invoices. Invoices may be issued in any currency, provided that the amount of
VAT due is expressed in euros (EUR) if the supply is taking place in Belgium. If an invoice is
issued in foreign currency, the amount of VAT due must be converted to euros using the latest
exchange rate published by the European Central Bank or, if the European Central Bank has
published no exchange rate, the latest exchange rate published by the National Bank of Belgium.
However, a contractual exchange rate may be used instead if the exchange rate used is indicated
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in the contract and on the invoice and if it is actually used to determine payment between the
parties.

There are no requirements with regard to the language of the invoice. However, for inspection
purposes, the VAT authorities may ask for a translation if the invoice is issued in a language other
than Dutch, French or German (the official languages in Belgium).

Supplies to nontaxable persons. Effective 1 January 2015, there is no requirement to issue a VAT
invoice (or any other document) for supplies by taxable persons of telecommunications, broad-
casting and electronic services to non-VAT taxable customers (i.e., private consumers), irrespec-
tive of the use of the MOSS scheme. Only when providing these services to nontaxable legal
bodies or taxable persons, is there such a requirement to issue full VAT invoices. For further
details of the VAT rules on electronic services in the EU, please refer to the EU chapter.

For other supplies made by taxable persons to nontaxable persons (i.e., private consumers), there
is no obligation to issue full VAT invoices or receipts in Belgium. However, for specific sectors,
such as hotels, catering, restaurants and car washing services, only receipts are required to be
issued to private consumers.

Records. In Belgium, taxable persons must keep appropriate accounting records to the extent of
their activities in order to allow the tax authorities to carry out a VAT audit. Such accounting
records include the following registers:

* A purchase ledger (including imports and intra-Community acquisitions of goods)

* A sales ledger

* A cash revenue ledger

Record retention period. Input and output invoices issued and received must be kept for seven
years as from 1 January of the year following the date the invoice is issued.

Ledgers issued and received must be kept for seven years as from 1 January of the year following
the end of the financial year of the taxable person.

In respect of deduction of VAT on real estate investment goods, the taxable persons are obliged
to keep the related documentation (i.e., invoices, documents, account statement) for 15 years.

In case of the option to tax for the rent of a building (or a part of a building) used for profes-
sional purposes (B2B), the taxable persons are required to keep related documentation (i.e.,
invoices, documents, account statement) for 25 years.

Electronic archiving. Paper and electronic invoices may be archived in electronic format using
electronic data storage equipment, including digital compression.

In case the electronic archiving option is chosen, one must demonstrate that the technology used
to digitalize the invoice guarantees the authenticity, integrity and legibility of electronically
archived invoices as from the date on which the invoice is issued until the end of the minimum
storage period.

I. VAT returns and payment

Periodic returns. Belgian VAT returns are usually submitted for monthly periods, and for taxable
persons with more than EUR50,000 of intra-Community supplies of goods per quarter, a month-
ly filing is required.

Taxable persons with a turnover of less than EUR2.5 million may opt to submit returns quar-
terly (for some supplies of goods, the threshold is EUR2.5 million). A taxable person who has
chosen to file quarterly VAT returns can, during the calendar year, be obliged to start filing monthly
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VAT returns from the time the threshold of EUR2.5 million of annual turnover or EUR50,000 of
intra-Community supplies of goods per quarter has been exceeded.

Monthly VAT returns are due the 20th day of the month following the return period. However, if
that date falls on a Saturday, Sunday or public holiday, the due date will be postponed to the next
working day.

Quarterly VAT returns must be filed by the 20th day following the relevant calendar quarter.
However, if that date falls on a Saturday, Sunday or public holiday, the due date will be postponed
to the next working day.

Periodic payments. For monthly VAT returns, payment is due the 20th day of the month following
the return period. However, if that date falls on a Saturday, Sunday or public holiday, the due date
will be postponed to the next working day. The payment of the VAT due needs to be made by the
same date.

Quarterly VAT returns must be filed by the 20th day following the relevant calendar quarter.
However, if that date falls on a Saturday, Sunday or public holiday, the due date will be postponed
to the next working day. The payment of the VAT due needs to be made by the same date.

Electronic filing. All taxable persons are required to file their Belgian VAT returns electronically
instead of in hard-copy format. The Belgian VAT returns should be electronically filed through
the internet (via the INTERVAT-application). Only when the taxable person has demonstrated the
impossibility of filing the VAT return by electronic means and obtained a written approval from
the Belgian VAT authorities may it file the return in hard copy.

Payments on account. Special VAT prepayment rules apply in Belgium, where companies must
make a VAT prepayment by 24 December of each year.

If companies file monthly VAT returns, one of the following methods can be used for the calcu-

lation of the December prepayment:

* The calculation of the difference of the amounts of VAT due and the amounts of deductible VAT
for the period from 1 December until 20 December of the year

* The amount of the VAT due in the November VAT return (box 71 on the VAT return)

If companies file quarterly VAT returns, one of the following methods can be used for the calcu-

lation of the December prepayment:

* The calculation of the difference of the amounts of VAT due and the amounts of deductible VAT
for the period from 1 October until 20 December of the year

* The amount of the VAT due in the third-quarter VAT return (box 71 on the VAT return)

Special schemes.

Margin scheme. A special regime is provided for professional dealers of secondhand cars. In
particular, where the professional dealer has purchased secondhand cars on which no VAT was
charged, the taxable person can account for VAT on the margin (difference between purchase and
sales price) on the sale of the secondhand goods. The same principles apply for, among others,
art dealers.

Cash accounting. Belgian VAT law allows suppliers active in B2C transactions to postpone the
payment of VAT on supplies of movable goods and services to reinstated private persons, where
no obligation to issue an invoice exists, until and to the extent of receipt of the price.

The cash accounting regime has also been introduced for supplies made to public bodies acting
as a government (according to article 6 of the Belgian VAT Code).
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Annual returns. Annual VAT returns are not permitted in Belgium. However, every year an
annual sales listing (form 725) has to be filed before 31 March of the next year. The annual sales
listing is used to record all sales in excess of EUR250 made during the calendar year to custom-
ers that are VAT-registered in Belgium.

Supplementary filings. A Belgian taxable person that trades with other EU countries must com-
plete statistical reports, known as Intrastat if the value of either its sales or purchases of goods
exceeds certain thresholds. Separate reports are required for intra-Community acquisitions (Intra-
stat Arrivals) and for intra-Community supplies (Intrastat Dispatches).

The threshold for Intrastat Arrivals for the 2019 calendar year is EUR1.5 million. The threshold
for Intrastat Dispatches for the 2019 calendar year is EURI million.

Belgian taxable persons must complete Intrastat declarations in euros, rounded up to the nearest
whole number.

From 2019, the Intrastat Dispatches return must refer to two new elements, as follows:

* Country of origin of the goods. If the country is known, the country is where the goods were
produced or processed so that they constitute a new product under another commodity code. In
the negative, use the code “QU.”

* VAT number of the other party involved in the transaction.

These elements will come into force from the return for January 2019, due in February 2019.

The Intrastat return period is monthly. The submission deadline is the same as for the VAT return,
which is the 20th day of the month following the return period.

EU Sales Lists. If a Belgian taxable person makes intra-Community supplies in a return period,
it must submit an EU Sales List (ESL) to the Belgian VAT authorities. An ESL is not required
for a period in which the taxable person has not made any intra-Community supplies.

Supplies of goods are marked by the letter “L” and supplies of services by the letter “S.” Intra-
community sales performed by party B in simplified triangulation schemes must continue to be
marked by the letter “T.”

ESLs are filed monthly by monthly VAT filers and quarterly by quarterly VAT filers.

Digital reporting. From 1 January 2009, it is in principle required to file the VAT return and list-
ings electronically. However, a derogation is still possible in case of inability or issue with the
electronic platform. In this scenario, a specific certificate (authorization) is granted by the VAT
authorities. The taxable person is authorized to submit a paper VAT return.

J. Penalties

The Belgian VAT legislation contains a detailed list of administrative penalties, both propor-
tional and nonproportional, which the VAT authorities automatically impose when violations
against Belgian VAT legislation are detected. The guidelines classify all violations into different
categories. For certain categories, the penalty policy will apply, while other categories are subject
to additional conditions or are explicitly excluded from the application of the penalty policy. In
case of a so-called voluntary VAT disclosure, the proportional penalties will be waived by the
VAT authorities.

For some categories, the penalties will automatically be canceled if the below four conditions are
fulfilled:
« It is the first violation of the same nature in a period of four years (“reference period”).
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* The taxable person committing the violation was deemed to act in good faith. It is important to
note that from now on, good faith will be assumed. The Belgian administration has to prove the
contrary.

* An individual and motivated request should be submitted, clearly indicating all reasons why the
taxable person is applying for a waiver.

* Upon filing of the request, the taxable person has complied with the obligation for which a fine
was imposed and has submitted all periodic VAT returns.

For violations identified at the occasion of an audit that have no impact on the VAT (payable or
refundable) position, the new penalty policy will apply. This is for example relevant for incoming
invoices for which the recipient does not apply erroneously the reverse-charge mechanism. In
that situation the non-application of the reverse charge could lead in principle to (proportional)
penalties. However, on basis on the new penalty policy, the penalties imposed for the first viola-
tion could be canceled.

For fines imposed relating to the second violation of the same nature in the reference period, the
amount of the fine will be reduced to 2%. For fines imposed relating to the third and all subse-
quent violations of the same nature in the reference period, the fine will be reduced to 5%. These
reductions are subject to the above conditions.

Certain categories of violations are explicitly excluded from the application of the above policy
(e.g., nonpayment of VAT due, late submission of periodical VAT returns, fraud). It is important
to note that even when the new fine policy does not apply, the VAT authorities may still allow the
application for a waiver or reduction of the fine on the grounds of force majeure or based on
specific elements of the case.

The guidelines also reconfirm the substance-over-form principle, introduced by ECJ case law in
case of noncompliant purchase invoices. This implies that the mere observation that an invoice
does not meet the applicable invoicing requirements no longer result in a rejection of input tax
deduction. Instead, it opens the possibility to provide corrective invoices or other supporting
documents so that the VAT deduction can be safeguarded.

Penalties for late registration. A penalty ranging from EUR100 to EURS500 is assessed for late
VAT registration. If the late registration results in the late payment of VAT, an administrative fine
of 10% to 20% calculated on the VAT due and late payment interest at a rate of 0.8% per month
may be imposed.

Penalties for late payment and filings. There is a large range of penalties that can be assessed for
late payment or filings of VAT returns or listings. These include, for example:
* Failure to submit VAT return: EUR1,000 per VAT return
* Late submission of VAT return: EUR100 per month it is late (with a maximum of EUR1,000)
* Late payment of VAT return: fine equal to twice the tax paid late and a late payment interest of
0.8% per month is due
* No submission of the annual sales listing or the European sales listing: EUR3,000 per listing/
document
* Late submission of the annual sales listing (ASL) or the European sales listing (ESL)
(i) For the late submission of maximum two months, a late penalty between EUR75 and
EUR1,500 is due
(ii) For the late submission of maximum six months, a late penalty between EUR225 and
EUR2,250 is due
(iii) For the late submission of more than six months, a penalty of EUR3,000 is due

For Intrastat a penalty, varying from EUR100 to EUR10,000, can be imposed if a person does
not comply with the imposed obligations. No distinction is made according to the nature of the
offense (e.g., late submission, missing or inaccurate declarations).
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Penalties may be imposed for late, missing or inaccurate ESLs.

Penalties for errors. There is a large range of penalties that could be assessed for late payment or

filings of VAT returns or listings. These include, for example:

* For VAT return, the penalty depends on the kind of error: (i) for accidental irregularities, a pen-
alty of EUR80 per document is due, (ii) for the other irregularities, a penalty of EUR500 per
document is due

* For listings (i.e., annual sales listing (ASL) or the European sales listing (ESL), the penalty
depends of the kind of error: (i) for missing data, a penalty between EUR150 and EUR1,350
per missing data is due, (ii) error in data, a penalty of EUR25 and EUR750 per data is due if
the correct data is communicated to the Belgian tax authorities within two months

Penalties for fraud. For any intentional breach of the obligation to pay VAT, taxable persons are
liable to pay a fine equal to twice the VAT amount evaded.
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A. At a glance

Name of the tax

Local name

Date introduced

Trading bloc membership
Administered by

VAT rate
Standard
Other

VAT number format
VAT return period

Thresholds
Registration

Recovery of VAT by
non-established businesses

Value-added tax (VAT)

Impuesto al Valor Agregado (IVA)

July 1986

None

Internal Taxes Service (http://www.impuestos.gob.bo)

13%
Zero-rated (0%) and exempt
9999999999 (taxpayer identification number [NIT])

Monthly
Commencement of sales activity

No
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B. Scope of the tax

VAT applies to the following transactions:

« Sales of movable goods placed in Bolivia by taxable persons
« All services rendered in Bolivia

* Importation of goods

* Leasing inside Bolivia

C. Who is liable

A registered VAT payer is a business entity or individual that performs the following actions:

* Sells movable goods

* Sells movable goods on behalf of others

* Renders any kind of services

» Makes definitive imports (these are products that are purchased in foreign countries and brought
into Bolivia)

» Engages in the operational or financial leasing of movable or fixed goods

Exemption from registration. VAT law in Bolivia does not contain any provision for exemption
from registration. In situations where services and sales are performed habitually in Bolivia,
registration for accomplishment of local taxes must take place.

Voluntary registration and small businesses. VAT law in Bolivia does not contain any provision for
voluntary VAT registration, as there is no registration threshold (i.e., all entities that make taxable
supplies are obliged to register for VAT).

Group registration. Grouping for VAT purposes is not allowed under Bolivian law. Legal entities
that are closely connected or are related parties must register for VAT individually.

Non-established businesses. A “non-established business” is a business that does not have a fixed
establishment in Bolivia. A non-established business must register as a taxpayer if it makes “habit-
ual” supplies of goods or services in Bolivia. Under the applicable regulation, “habitual” must
be determined by weighing the nature, amount or frequency of the sales of movable goods and
services.

Tax representatives. The tax representative of a company is the legal representative resident in
Bolivia and registered with the tax authority to act for the company in matters relating to VAT.

A non-established business is not required to appoint a tax representative to register for VAT.

Reverse charge. In Bolivia, the reverse charge for services does not apply. Bolivia does not apply
VAT on the importation of services that are performed outside of the country. When a service is
purchased from abroad, it is not subject to VAT. There are no procedures to withhold this tax. On
the other hand, when a local company provides services to a foreign company and the service is
performed locally, then it must be subject to Bolivian VAT, even if the recipient is outside of
Bolivia.

Domestic reverse charge. There are no domestic reverse charges in Bolivia.

Digital economy. There are special rules for the application of VAT on e-commerce. They include
the following requirements:

* The sales price of goods, stated on a website, must include the VAT amount.

* The seller must deliver an invoice, or an equivalent document issued electronically to the buyer.
* The seller must indicate its tax identification number on its website.

Online marketplaces and platforms. No special rules exist for online markets or platforms in
Bolivia. The general rules state only that the sale of goods through electronic commerce, within
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the national territory, made by natural and legal persons, are subject to the VAT, but there are no
detailed procedures.

Registration procedures. A registration request should be submitted through the Virtual Office of
the tax authority (http://ov.impuestos.gob.bo/RegistroPadron.aspx) by filing Form MASI-001
(Request for registration). Once submitted, the Virtual Office will assign a file number to this
request. A legal representative must visit the tax authority in person and present the following
documents in hard copy:

* Notarized incorporation deed

* The legal representative’s valid identification document (ID)

* Notarized power of attorney for the legal representative to act with authority for the applicant

* Electric utility invoice for the branch domicile

« Electric utility invoice for the legal representative’s domicile

* Map (drawing) of the domiciles of the branch and the legal representative

Registration can be processed in one week if all documents are presented in the correct form to
the tax authority.

Deregistration. In Bolivia, companies do not deregister. It is possible, however, to deactivate the
tax identification number.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT, including zero rate.

The VAT rates are:

* Standard rate: 13% (however, the effective rate is 14.94% because VAT must be included in the
sales price)

* Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods or services unless a specific measure
provides for the zero rate or an exemption.

Examples of goods and services taxable at 0%
» Exports

The term “exempt supplies” refers to supplies of good and services that are not liable to VAT and
that do not qualify for input tax deduction.

Examples of exempt supplies goods and services

* Goods imported by members of diplomatic corps recognized in Bolivia

* “Bona fide” introduced merchandise, up to a limit of USD1,000

» Life insurance quotas (monthly payments with respect to a life insurance contract)

* For securities registered on the Bolivian Stock Exchange, capital gains generated by sales,
results derived from the valuation processes determined by the Financial Supervisory Authority
of Bolivia (Autoridad de Supervision del Sistema Financiero, or ASFI) and results generated in
the application of generally accepted accounting principles

« Transfers of goods or assets subject to the securitization process (titularizacién) administered
by the securitization association, at the beginning and end of the process (under this process,
the goods must be transferred to an independent fund [patrimonio autonomo] and, when the
process is completed, the goods are returned to the original owner)

* Operations regarding sales or transfers of portfolios (financial intermediation, insurance and
pension)

* Interest from loans received by financial entities

* Inbound tourism and lodging services for foreign tourists without a residence or address in
Bolivia
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* Artistic events focused on production, presentation and promotion of theater, dancing, national
folklore, painting, sculpture and movies of Bolivian artists, if they are sponsored or developed
in locations in Bolivia that are managed or owned by a municipal government or the Bolivian
government

* Sale of books printed in Bolivia or those imported by or published by Bolivian institutions

Option to tax for exempt supplies. The option to tax exempt supplies is not available in Bolivia.

E. Time of supply

The time when VAT becomes due is called the “time of supply” or “tax event.” The tax event for
goods is when the goods are delivered or when an act that implies the transfer of the ownership
occurs. The tax event for services is the earlier of when the service is performed or completed, and
when full or partial payment of the price is received.

Deposits and prepayments. VAT law in Bolivia does not contain any provisions about the time of
supply rules for advanced payments. The only exception is for advanced payments for construc-
tion services for government entities, where the payments will not be subject to taxation until the
work progress certificates are accomplished.

Continuous supply of services. If services are supplied continuously (e.g., domestic supplies of
electricity, water and gas) they must be invoiced on a monthly basis, and the tax point is created
when the invoice is issued.

Goods sent on approval for sale or return. For goods, the time of supply occurs when the title to
the goods is transferred. For services, the time of supply occurs when partial or total payments
are performed or when the service is finalized, whichever occurs first.

Reverse-charge services. In Bolivia, the reverse charge for services does not apply. As such there
are no special time of supply rules.

Leased assets. For an operating lease (a normal rental without interest), the time of supply is on
a monthly basis, and the total amount charged must be taxable.

For a financial lease (a rental with the possibility of purchase at the end of the rental period),
which includes capital and interest amounts, the time of supply is at the end of each installment/
quota (i.e., could be monthly, quarterly, biannual basis). In this situation only the capital amount
is subject to VAT.

Imported goods. The tax event for imported goods is when the goods clear all customs proce-
dures.

F. Recovery of VAT by taxable persons

A taxable person may recover input tax (also known as credit VAT), which is VAT charged on
goods and services supplied to it for business purposes. A taxable person generally recovers input
tax by deducting it from output tax (also known as debit VAT), which is VAT charged on supplies
made.

Input tax includes VAT charged on goods and services supplied in Bolivia and VAT paid on
imports of goods.

A valid tax invoice or import statement must generally accompany a claim for input tax.

Recovery of VAT on purchases of special gasoline, premium gasoline or diesel from service sta-
tions is limited to the VAT paid on 70% of the purchase value.
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Nondeductible input tax. Input tax cannot be recovered on purchases of goods and services that
are not used for business purposes (for example, goods acquired for private use by an entre-
preneur).

For deducting VAT credit with respect to transactions in an amount of BOB50,000 (bolivianos)
or more, payment supports (checks, vouchers or other documents) issued by a financial interme-
diation entity regulated by the ASFI are required. These documents must have the following
information:

* Business name of the financial institution (issuer)

* Transaction or operation number

* Transaction date

* Transaction amount

Payment supports for transactions of BOB50,000 or more must be reported on an annual basis,
consolidating information from January through December regardless of ending fiscal year. The
report is due between 5 and 9 February of the following year, depending on the last digit of the
taxpayer’s identification number (NIT).

If the report has errors or inconsistencies regarding the information submitted, a new report can
be submitted without penalties until 30 days after the report’s deadline.

Examples of items for which input tax is nondeductible
* Goods acquired that are not directly linked to obtaining taxable income, such as amusement
activities for employees
* Goods or services that do not have original documents like invoices

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Acquisition cost of inventories
* Maintenance services of machinery

Partial exemption. Input tax can be offset against output tax due. However, the input tax can only

be offset if it has been incurred in relation to the taxable activities of the business. Where input

tax relates to both taxable and exempt activities, it cannot be offset in full. This situation is refer-

red to as “partial exemption.” In this sense, when the purchases of goods or services are in rela-

tion to taxable activities and nontaxable activities, the process is as follows:

* The tax credit will be appropriate directly to the operations taxed by VAT.

» When a direct appropriation is not possible, the tax credit shall be appropriated in the propor-
tion of the income taxed with respect to the total income taxed by the VAT of the business
(proportionality).

Capital goods. There are no special input tax recovery rules on capital goods. Therefore, input tax
incurred on capital goods can be offset with the output tax as per the normal rules. Only export
companies that cannot offset the output tax with local sales that generate input tax can request a
reimbursement.

When purchases of goods and services are intended to obtain income taxable and not taxable
activities, the proportionality criterion shall be applied.

Refunds. If the amount of input tax (credit VAT) recoverable in a month exceeds the amount of
output tax (debit VAT) payable, the excess credit may be carried forward to offset output tax in
the following tax period. The amount of input tax is adjusted based on the variation of the
Unidades de Fomento a la Vivienda (UFV), an index published by the Bolivian Central Bank that
takes into account inflation.

A taxable person that overpaid VAT for a tax period because of an error may request a refund of
the overpaid amount.
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Pre-registration costs. Input tax incurred on pre-registration costs in Bolivia is not recoverable.

Write-off of bad debts. Input tax incurred on bad debts can be recovered in Bolivia. For pur-
chases greater than BOB50,000 (equivalent to USD7,183) proof of bank payment is required.
Otherwise, no other obligations are required in order to recover the input tax.

Noneconomic activities. Input tax incurred in relation to noneconomic activities is not recover-
able in Bolivia.

G. Recovery of VAT by non-established businesses

Bolivia does not refund VAT incurred by businesses that are not established in Bolivia nor regis-
tered for tax purposes.

H. Invoicing

VAT invoices. A taxable person must provide a VAT sales invoice for all taxable supplies made,
including exports (subject to VAT at the zero rate). A VAT invoice is required to support a claim
for input tax deduction.

Credit notes. A credit note can be used to reduce the VAT charged and reclaimed on a supply of
goods and services. A credit note must contain the same information as a sales invoice, and it can
only be used with respect to the return of goods (total or partial) and the cancellation of services.

Electronic invoicing. Effective 1 June 2020, electronic invoicing for VAT purposes is being intro-
duced in Bolivia. Paper invoicing is still available; however, electronic invoicing will gradually
become mandatory for all taxpayers in Bolivia.

Simplified VAT invoices. In cases of retail supplies sales for amounts less than BOBS, full VAT
invoices are not mandatory to be issued for such transaction. In these cases, the seller could issue
a summary invoice at the end of the day that includes all these sales.

Self-billing. Self-billing is not allowed in Bolivia.

Proof of exports. Bolivian VAT is not chargeable on supplies of exported goods. However, to
qualify as VAT-free, exports must be supported by evidence that the goods have left Bolivia. The
related input tax can be reimbursed through the issuance of tax devolution certificates
(CEDEIMs) that can be negotiated as securities. Invoices for export transactions must be identi-
fied with the text “Commercial invoice for exports” (Factura comercial de exportacion) and must
be specifically authorized by the tax authorities.

Foreign currency invoices. If an invoice is issued in foreign currency, for VAT purposes, the values
must be converted to local currency (bolivianos). The value must be converted using the official
exchange rate on the tax event date published by the Bolivian Central Bank.

Supplies to nontaxable persons. Issuing a VAT invoice is mandatory in any case, even if the pur-
chaser (non-registrant) does not require the invoice.

In the case that the purchaser does not provide a name or a document number to consign in the
invoice, the taxable person has to issue the invoice consigning 0 in the document number and
“S/N” in the part of the name.

The types of invoices are:
* Manual invoice

* Pre-valued invoice

» Computerized invoice

» Virtual invoice

* Electronic web invoice
* Electronic cycle invoice
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The type of invoice that any company can use will depend on the quantity of monthly invoices,
the amounts, kind of company, etc.

There are some specific sectors in Bolivia that are allowed to not issue VAT invoices. These are
the “Simplify Regime” (retail merchants, craftsmen with incomes less than USD19,000, approx-
imately) and the “Integrated Regime” (transport services with people owner of no more than two
vehicles).

Records. In general terms, the VAT taxpayers must have purchase and sales VAT books that will
be reported monthly to the tax authority. Also, they are required to have:

* Counterfoil of the invoices that are being used (manual and prevailed billing)

* Book of minor sales of the day, if applicable

Also, the company must maintain in digital or physical formats, according to current provisions,
all the documentation that supports the transactions, for the term of the statute of limitations.

Record retention period. The record retention period in Bolivia is eight years. This is to enable
the tax administration to control, verify, supervise, investigate, determine the taxes and collection
within this period.

Electronic archiving. The tax administration allows the sending of digital information (books of
purchases and sales, tax forms). However, there is no specific rule for electronic archiving. In
practice, businesses keep records in physical (paper) format.

I. Returns and payment

Periodic returns. VAT returns are submitted for monthly periods. Returns are due between the
13th and the 22nd day of the month following the end of the return period. The due date depends
on the last digit of the taxpayer’s identification number (NIT).

Periodic payments. Payment is due in full between the 13th and the 22nd day of the month fol-
lowing the end of the return period. The due date depends on the last digit of the taxpayer’s
identification number (NIT).

VAT liabilities must be paid in local currency (BOB) or in “Tax Refund Certificates.”
Electronic filing. VAT returns must be submitted through the tax authority’s virtual platform.
Payments on account. Payments on account are not required in Bolivia.

Special schemes. No special schemes are available in Bolivia.

Annual returns. Annual returns are not required in Bolivia.

Supplementary filings. VAT purchases and sales book must be submitted monthly through the tax
authority virtual platform.

Digital reporting. No digital reporting requirements apply in Bolivia. However, from 1 June 2020,
electronic invoicing will be implemented through the tax administration web portal.

J. Penalties

Penalties for late registration. Penalties for late VAT registration range from USD16 to USD1.645
approx. Subsequently the company is requested to register and obtain a tax identification number
(NIT). The penalties do not prevent the revenue authority to start a tax audit on the company and
determinate a tax debt, for the periods where the company was performing business activity with-
out being registered for VAT. Where the company refuses to pay the penalties and proceeds with
the VAT registration, and continues performing business activity, the revenue authority’s last
action is to close the business until the situation is rectified.



176 BoL1vIiA

Penalties for late payment and filings. The amount of “penalty” charged in Bolivia is how much
the input tax credit is adjusted based on the variation of the Unidades de Fomento a la Vivienda
(UFV), an index published by the Bolivian Central Bank that takes into account inflation.

The following penalties apply for late payment and filings in Bolivia:

» UFV50 for individuals and UFV100 for business entities for not filing a tax return

* UFV500 for individuals and UFV1,000 for business entities for not submitting the VAT pur-
chases and sales book.

* UFV100 for individuals and UFV200 for sending VAT purchases and sales books out of time

* UFV500 for individuals and UFV1,000 for business entities for not submitting the report
regarding proof of banking payments for transactions higher than BOB50,000

In addition, interest and inflation adjustments based on changes to the UFV are assessed on unpaid
VAT.

Penalties for errors. Penalties are assessed for errors and omissions with respect to VAT reporting.

The penalties include the following:

* UFV50 for individuals and UFV100 for business entities, for sending amendments of VAT
purchases and sales books out of time

» UFV100 for individuals and UFV200 for business entities, for submitting the report regarding
the proof of payments for transactions higher than BOB50,000, with errors

* A penalty of UFV50 to UFV500 for individuals and business entities, for issuance of invoices
with one or more errors per invoice or noncompliance of technical aspects established in spe-
cific regulations

Penalties for fraud. Tax fraud applies when anybody (individual or a company) acts in any way (by
action or omission) to reduce or avoid the tax payments. These cases are considered tax fraud only
when the amount of the tax is equal or higher than UFV10.000. In these cases, the sanction will
the imprisonment between three to six years and a penalty of 100% of the tax debt.
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A. At a glance

Name of the tax

Local name

Date introduced

Trading bloc membership
Administered by

GET rates

Bonaire
Standard rate for services
provided
Standard rate for delivery
of goods
Standard rate for import
of goods
Other

Sint Eustatius and Saba
Standard rate of services
provided
Standard rate for delivery
of goods
Standard rate for import
of goods
Other

GET number format
GET return periods
Thresholds

Recovery of GET by
non-established businesses

B. Scope of the tax

General expenditure tax (GET)
Algemene bestedingsbelasting

1 January 2011

None

Belastingdienst Caribisch Nederland

6%

8%

8%

0%, 7%, 25%

4%

6%

6%

5%, 10%, 18%, 22%, 30%
3XX.XXX.XXX (9 digits)

Quarterly
None

No

GET applies to the following transactions:
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* The delivery in the BES Islands of manufactured goods by a manufacturer in the course of its
business

* Services provided in the BES Islands by an entrepreneur in the course of its business

* Importation of goods

C. Who is liable

A BES entrepreneur (which is a business entity or individual), including a manufacturer, that
delivers goods, provides services or manages assets to obtain revenue from the assets on a perma-
nent basis is liable for GET, unless an exemption or a reverse-charge mechanism (that is, the
customer receiving the services is liable for GET) applies. A BES entrepreneur is an entrepreneur
that resides in or is established in the BES Islands or that has a permanent establishment in the
BES Islands from which it provides services.

A manufacturer is considered to be an entrepreneur in the BES Islands if it provides goods by
using raw materials or intermediate goods.

Exemption from registration. The BES GET legislation does not contain any provision for exemp-
tion from registration.

Voluntary registration and small businesses. The BES GET legislation does not contain any pro-
vision for voluntary VAT registration.

A small enterprise is a resident individual entrepreneur who has a business or permanent estab-
lishment in the BES Islands and who realized revenue (excluding GET) in the preceding calendar
year of USD20,000 or less. If a request filed with the Inspectorate of Taxes is granted, a small
enterprise is not liable to GET. However, small enterprises must still declare the revenue for
monthly periods. Social or cultural organizations may also be exempted from GET.

Group registration. The GET law does not allow grouping for GET purposes. Group entities that
are closely connected must register for GET individually.

Non-established business. A “non-established business” is a business that does not have a fixed
establishment in the BES Islands. A non-established business may become liable for GET and
accordingly become subject to registration if it is deemed to have a permanent establishment in the
BES Islands. The GET law does not provide a definition of a permanent establishment.

Special rules apply to the lease of real estate to individuals (residents of the BES Islands) and
provision of trading and services depots.

Tax representatives. A taxpayer may be represented by a third party based on a power of attorney.

Reverse charge. For certain goods delivered and services provided by non-established businesses
to a resident entrepreneur on the BES Islands, the GET should be accounted for and paid by the
BES Islands resident entrepreneur.

Domestic reverse charge. There are no domestic reverse charges in the BES Islands.

Digital economy. Telecommunication services, radio and television services, or electronic services
provided by a non-established entrepreneur to a nonbusiness customer that is established in, or
resident of, the BES Islands are subject to GET.

Online marketplaces and platforms. No special rules exist for online marketplaces and platforms
in the BES Islands.

Registration procedures. In general, a taxable person that begins taxable activities must register
with the Inspectorate of Taxes by filing a hard copy form and providing some additional required
documentation. In principle, completion of the registration process may take from one week up
to a few weeks.
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Deregistration. Deregistration with the Inspectorate of Taxes should be completed once all tax
filing and payment obligations have been met by the taxpayer. To deregister, a taxpayer should
provide proof of de-registration as issued by the Chamber of Commerce to the Inspectorate of
Taxes along with some additional documentation.

D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
GET, including the zero rate.

In Bonaire, the following rates of GET apply:
* Standard GET rate for services provided: 6%
* Standard GET rate for delivery of goods: 8%
« Standard GET rate for import of goods: 8%
* Other: 0%, 7%, 25%

In Sint Eustatius and Saba, the following rates of GET apply:
* Standard GET rate for services provided: 4%

* Standard GET rate for delivery of goods: 6%

* Standard GET rate for import of goods: 6%

* Other: 5%, 10%, 18%, 22%, 30%

The abovementioned standard rates of GET are applied to the payment for the delivery of goods
or services provided or to the customs value of the goods imported, unless a specific measure
provides for an exemption.

The other GET rates of 7% and 5% apply to the supply of insurance through a broker.

The term “exempt supplies” refers to supplies of goods and services that are not liable to GET
and that do not qualify for input tax deduction.

Examples of exempt supplies of goods and services

* Medical services

* Basic necessities such as bread, cereal, potato, rice, vegetables, dairy products

» Water and electricity services

* Public transportation services

* Betting and gaming (casino)

* Services to a trading and services depot

* Postal services

* Lease of real estate that is designed to be used as a permanent residence and is permanently
used by individual residents of the BES Islands

* Specific services provided by entrepreneurs established in trading and service depots in the
BES Islands

* Exported goods

Option to tax for exempt supplies. The option to tax exempt supplies is not available in the BES
Islands.

E. Time of supply

The time when GET becomes due is called the “time of supply.” The basic time of supply for
taxable supplies is in principle the date on which the invoice is issued or when an invoice should
have been issued.

Deposits and prepayments. There are no special time of supply rules in the BES Islands for
deposits and prepayments. As such, the general time of supply rules apply (as outlined above).
The tax point is the earlier of either the payment or issued invoice.
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Continuous supplies of services. The tax point arises at the time the invoice is issued or should
have been issued for each instalment. In the case of prepayment for an instalment, the tax point
arises at the time of receipt of payment.

Goods sent on approval for sale or return. There are no special time of supply rules in the BES
Islands for supplies of goods sent on approval for sale or return. As such, the general time of
supply rules apply (as outline above). In the case of importation this would be the tax point. In
the case of local supplies the tax point is the earlier of either the payment or issued invoice for
the goods or services.

Reverse-charge services. There are no special time of supply rules in the BES Islands for supplies
of reverse-charge services. As such, the general time of supply rules apply (as outlined above).

Leased assets. There are no special time of supply rules in the BES Islands for supplies of leased
assets. As such, the general time of supply rules apply (as outlined above). The tax point arises
at the time the invoice is issued or should have been issued for each instalment. In the case of
prepayment for an instalment, the tax point arises at the moment of payment.

Imported goods. For imported goods the time of supply is considered to be the moment of impor-
tation.

F. Recovery of GET by taxable persons
Manufacturers in the BES Islands may recover GET.

Nondeductible input tax. GET is nonrecoverable in all cases apart from the purchase of raw mate-
rials for manufacture.

Examples of items for which input is nondeductible
* No specific examples (all GET is nondeductible apart from raw materials for manufacture)

Examples of items for which input tax is deductible
(if related to a taxable business use)

» Raw materials for manufacture
GET on purchases is only recoverable on raw materials and nothing else.

Partial exemption. In general, GET is nondeductible in the BES Islands. As such, there is no
distinction between input tax incurred in relation to exempt and taxable supplies. Consequently,
the GET legislation does not specifically mention any regulations in connection with partial
exemption.

Capital goods. In general, GET is nondeductible in the BES Islands. As such, there are no special
rules regarding input tax incurred in relation to capital goods. Consequently, the GET legislation
does not specifically mention any regulations in connection with capital goods.

Refunds. Refund of GET can be requested in writing if the entrepreneur is able to prove that:

* Entire or partial payment for the supplied goods or services will not be received by the entre-
preneur.

» Payment is reimbursed by the entrepreneur following reduction of the amount due or in the
event that the good has been returned unused.

Pre-registration costs. Input GET incurred prior to reregistration is not recoverable.

Write-off of bad debts. If payment for the supplied goods or services will eventually not be
received by the business, a refund request can be submitted to the tax authorities.
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Noneconomic activities. Input tax incurred in relation to noneconomic activities is not recover-
able in the BES Islands.

G. Recovery of GET by non-established businesses
Input tax incurred by non-established businesses in the BES Islands is not recoverable.

H. Invoicing

GET invoices. In the BES Islands, an invoice must be issued by an entrepreneur within 15 days
following the end of the month in which the supply or service takes place.

Credit notes. A GET credit note could be issued, upon request, if the BES entrepreneur can prove

that one of the following circumstances has occurred:

* A part or the entire amount of the compensation has not been received.

* The fee has been refunded as a result of a price deduction or if the goods have been returned
in their original state.

Electronic invoices. The issuance of electronic invoices is optional in the BES Islands. In this
regard, the same invoice requirements apply for electronic invoices as they do for regular invoices.

Simplified invoices. Simplified VAT invoicing is not allowed in the BES Islands. As such, full VAT
invoices are required.

Self-billing. Self-billing is not allowed in the BES Islands.

Proof of export. When trade goods are exported, an electronic customs declaration or, on request,
a written declaration should be submitted.

Foreign currency invoices. An invoice can also be issued in a foreign currency. However, the
invoice should also state the local currency.

Supplies to nontaxable persons. There are no specific rules, and as such, a GET invoice should
always be issued for all supplies.

Records. Taxpayers are required to keep records in such a manner that at any time their rights,
obligations and all other information relevant for tax purposes are clear and readily available
upon request from the tax authorities.

Record retention period. The retention period is currently 10 years. At the time of preparing this
chapter, it is expected that in 2020 this period will likely become seven years, but has not yet been
finalized by the tax authorities.

Electronic archiving. Electronic archiving is allowed in the BES Islands.

I. Returns and payment

Periodic returns. GET returns are generally submitted for quarterly periods. However, on request of
an entrepreneur, the Inspectorate of Taxes allow that GET due is remitted for monthly or annual
periods (instead of quarterly periods). Returns must be filed by the 15th day of the month following
the end of the reporting period.

Period payments. GET due must be paid by the 15th day of the month following the end of the
reporting period. The GET due for the period must be remitted together with the return.

Electronic filing. Tax returns can be filed electronically with the Inspectorate of Taxes. In this
regard, online credentials can be requested from the tax authorities.

Payments on account. Payments on account are not required in the BES Islands.
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Special schemes.

Trading and service depots. Specific services provided by entrepreneurs established in trading
and service depots in the BES Islands are not subject to GET.

Services provided to entrepreneurs established in the trading and service depots in the BES
Islands are not subject to GET, solely to the extent that the services are provided for activities
that are legally permitted in a depot. Moreover, services performed or goods delivered to entre-
preneurs in the trading and service depots in the BES Islands are not subject to GET, solely to
the extent that the services are performed or goods are delivered in connection with goods or
capital assets situated in such depot.

Small businesses. Small businesses are exempt from GET if it concerns an individual who:
* [s a resident of the BES Islands, or has a permanent establishment in the BES Islands
* Can demonstrate they will have an annual turnover of USD20,000 or less

Cultural activities. Such supplies can be exempt from GET upon written request to the tax author-
ities. This is only allowed if it concerns an entrepreneur (not an individual) who exclusively or
almost exclusively performs social and/or cultural activities.

Annual returns. Annual returns are not required in the BES Islands.
Supplementary filings. Annual returns are not required in the BES Islands.

Digital reporting. GET returns have to be filed digitally through the online portal of the tax
authorities. Other than that, there are no digital reporting obligations.

J. Penalties

Penalties for late registration. In general, a BES entrepreneur, including a manufacturer that
begins taxable activities must register with the tax authorities. Since there is no specific deadline
for registration, a penalty is not imposed for late registration. However, if the late registration
results in the late payment of GET or the late submission of GET returns, penalties may be
imposed.

Penalties for late payment and filings. GET penalties are assessed for the late submission of a
GET return or for the late payment of GET, in the following amounts:

* Late submission of a GET return: fine of up to USD1,400

* Late payment of GET: fine of up to USDS5,600

If the late payment is caused by negligence or dishonest conduct, a fine equal to 100% of the
GET payable may be imposed.

Penalties for errors. A negligence tax penalty of up to 100% of the additional tax due can be
imposed if the deficit is attributable to the intent or gross negligence of the taxpayer.

Penalties for fraud. Criminal penalties may also apply in certain circumstances, such as in cases
of fraudulent conduct. In case of serious fraud, the tax authorities may submit the case with the
District Attorney’s office for criminal prosecution. Depending on the circumstances, the district
attorney may decide to prosecute for either forgery (“valsheid in geschrifte”) with a penalty of
up to USD56,000 or up to six years imprisonment, or money laundering (“witwassen”) with a
penalty of up to USD56,000 or up to 12 years imprisonment.
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A. At a glance

Name of the tax

Local name

Date introduced

Trading bloc membership

Administered by

VAT rates
Standard
Other

VAT number format

VAT return periods

Registration threshold

Recovery of VAT by
non-established businesses

Value-added tax (VAT)
Value-added tax (VAT)
1 July 2002

Southern African Customs Union, Southern African

Development Community

Botswana Unified Revenue Service (http://www.burs.org.bw)

12%
Zero-rated (0%) and exempt

C01234567890 for companies
101234567890 for individuals
P01234567890 for partnerships

T01234567890 for trusts

The VAT number format will be changing as from 1 July 2020
when all companies will be required to have re-registered
online on the Company and Intellectual Property Authority
(CIPA) site, and the new CIPA registration number will be the

format used to generate the VAT number.

ID/passport for individuals

Unique numbers to be generated for Partnership and Trusts by

the Revenue Authority

Monthly (annual taxable supplies in excess of BWP12 million)
Bimonthly (annual taxable supplies below BWP12 million)

BWP1 million

No
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B. Scope of the tax

VAT applies to the following transactions:

* The supply of goods and services in Botswana by a taxable person

* Reverse-charge services received by a person making exempt supplies in Botswana

* The importation of goods from outside Botswana, regardless of the status of the importer

Goods that are imported from countries within the Southern African Customs Union (consisting of
Botswana, Lesotho, Namibia, South Africa and Eswatini) are not subject to customs duty.

C. Who is liable

Any registered person that makes supplies of taxable goods and services in Botswana in the
course of a business is liable for VAT. For this purpose, a person includes the state, a local author-
ity, board, natural person, trust, company and partnership.

The VAT registration threshold is BWP1 million. A taxable person must notify the Botswana VAT
authorities of its liability to register for VAT within 21 days after becoming liable.

Exemption from registration. The VAT law in Botswana does not contain any provision for exemp-
tion from registration.

Voluntary registration and small businesses. The VAT law of Botswana provides for voluntary VAT
registration where any person applies for voluntary registration where the person’s turnover is below
the BWP1 million threshold and meets the following criteria:

* The person has a fixed place of abode or business in Botswana

* The person is able to keep proper records

* Submits regular and reliable VAT returns, as required under the VAT Act

Group registration. The Botswana VAT Act does not permit group registration.

Non-established businesses. A “non-established business” is a business that has no fixed establish-
ment in Botswana. A non-established business that makes supplies of goods or services in Bots-
wana must appoint a representative in order to register for VAT. The representative must be
resident in Botswana.

Tax representatives. In the case of a nonresident person, a tax representative is a public officer,
director, trustee, partner, liquidator or other person who controls the nonresident person’s affairs
in Botswana. The Commissioner General may, if he considers it necessary, declare any person to
be a representative of a registered person.

Reverse charge. Under the reverse-charge mechanism, VAT is payable by the importer on the
importation of a service, if the service is imported for use in making exempt or nontaxable sup-
plies. The VAT is payable within 30 days of the importation. The importer of the service in Bots-
wana is required to complete form VAT 017 when making the VAT payment.

Domestic reverse charge. There are no domestic reverse charges in Botswana.

Digital economy. In a business-to-business (B2B) supply of services, from a nonresident business,
the customer is expected to self-assess VAT on the payment only if the customer imports the
service to make nontaxable or exempt supplies (e.g., supplies by financial institutions such as
banks or life insurance businesses). In that case, the customer is not allowed to claim the VAT as
input tax, so the payment would not be VAT-neutral.

Where the customer is an individual, the customer is expected to self-assess VAT on the payment,
as the individual will be importing the service to make nontaxable supplies.

Online marketplaces and platforms. No special rules exist for online marketplaces and platforms
in Botswana.
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Registration procedures. Application for registration is accomplished by manually completing form
BURSI and submitting it, stamped and signed by the local bankers, to the Revenue Authority
with copies of the following documents:

* ID or passport for two directors

« ID or passport for public officer (tax representative, who should be a resident)

* Certificate of Incorporation

* Memorandum and Articles of Association (if available)

» Forms 2, 2A, B, C and D (list of directors)

* A list of assets (if any)

* Details of local bank accounts

Deregistration. A person who intends to deregister is required to complete application form IRD/
DE-REGI. The process takes 3 to 12 months and may involve an audit.

D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT, including the zero rate.

The VAT rates are:
« Standard rate: 12%
¢ Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods or services unless a specific measure
provides for the zero rate or an exemption.

Examples of goods and services taxable at 0%
* Exports of goods and services
* International transport
* Sale of a business as a going concern to a registered person
* Fuel for vehicles
* [lluminating paraffin
* Sorghum and maize meal for human consumption
* Bread flour, sugar, brown bread, fresh fruits, rice, milk and samp (coarsely ground corn)
* Intellectual property rights for use outside Botswana
» Household consumption of water up to 5,000 liters or 25 drums of 200 liters

The term “exempt supplies” refers to supplies of goods and services that are not liable to VAT
and that do not qualify for input tax deduction.

Examples of exempt supplies of goods and services
* Medical services provided in a public medical facility
* Supply of prescription drugs
* Education
* Some agricultural farming implements
* Financial services (unless provided for a fee, charge or commission)

Option to tax for exempt supplies. The option to tax exempt supplies is not available in Botswana.

E. Time of supply

The time when VAT becomes due is called the “time of supply” or “tax point.” In Botswana, the
basic tax point is the earlier of the issuance of an invoice or the receipt of any payment.

Other tax points are used for a variety of situations.

The following is the tax point for supplies between related persons:
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* For a supply of goods, either when the goods are removed or when they are made available to
the purchaser or recipient of the goods
« For a supply of services, when the services are performed

The tax point for periodic supplies is the earlier of the date on which payment is due or the date
on which payment is received.

The tax point for goods or services provided to a branch or principal business outside Botswana
is when the goods are delivered or when the services are performed.

Deposits and prepayments. The tax point for the supply of goods or services on payment of a
deposit (other than a deposit paid on a returnable basis) is when the supplier applies the deposit
as consideration for the supply, or when the deposit is forfeited.

For deposits paid on a returnable basis, the time of supply is when the deposit is paid or invoiced,
whichever is earlier.

The time of supply for supplies of goods or services on payment of a prepayment, is when the
prepayment is received.

Continuous supplies of services. As under operating leased assets, supplies are treated as succes-
sively supplied for successive parts of the period of the agreement, and each of the successive
supplies occurs when a payment becomes due or is received, whichever is the earlier.

Goods sent on approval for sale or return. There is no special time of supply rule in Botswana for
supplies of goods sent on approval for sale or return. As such, the general time of supply rules
applies, which as outlined above, is the earlier of the issuance of the invoice or the receipt of
payment.

Reverse-charge services. The recipient of imported services is required to self-assess for VAT
within thirty (30) days of importation of the service. No reverse-charge mechanism applies in
Botswana on the importation of goods.

Leased assets. For operating leases, assets are treated as successively supplied for successive
parts of the period of the agreement, and each of the successive supplies occurs when a payment
becomes due or is received, whichever is the earlier.

For finance leases (i.e., credit agreements), the time of supply is when the goods are delivered or
the time any payment for the supply is received, whichever is earlier.

Imported goods. The tax point for imported goods depends on the customs regime that applies to

the import. The following are the applicable rules:

* For imported goods that must be cleared through customs under the Customs and Excise Duty
Act, when the goods are cleared

* For goods that are imported from the Southern African Customs Union, when the goods are
brought into Botswana

* For goods imported and entered into a Customs and Excise bonded warehouse, when the goods
are cleared from the warehouse

The tax point for imported services is 30 days from the date of importation.

VAT-registered persons may apply for a VAT-deferment account. The importer is authorized to pay
VAT on imports 25 days after the end of the month in which the goods are imported. To qualify
for a deferment account, the importer must place with the VAT office a bond equal to the great-
er of BWP20,000 or 20% of its estimated monthly imports. Input tax paid through the VAT-
deferment account may be reclaimed only if it has actually been paid.
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F. Recovery of VAT by taxable persons

A taxable person may recover input tax, which is VAT charged on goods and services supplied
to it for business purposes. Input tax is claimed by deducting it from output tax, which is VAT
charged on supplies made.

Input tax includes VAT charged on goods and services purchased within Botswana and VAT paid
on imports of goods.

Nondeductible input tax. VAT may not be recovered on purchases of goods and services that are
not used for business purposes (for example, goods acquired for private use by an entrepreneur).
In addition, input tax may not be recovered on certain specified business expenses.

The following lists provide some examples of items of expenditure for which input tax is not
deductible even if the expenditure is for purposes of making a taxable supply and examples of
items for which input tax is deductible if related to a taxable business use.

Examples of items for which input tax is nondeductible
* Purchase and hire of passenger cars
* Entertainment including food, accommodation and hospitality of any form
* Sponsorship that constitutes entertainment subscriptions to sports and recreational clubs

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Purchase, hire and maintenance of non-passenger motor vehicles
» Maintenance of passenger motor vehicles
* Advertising
* Parking
* Mobile phones
* Business use of a home telephone (but an employer is liable to VAT if it pays for the private
telephone bills of the employee)

Partial exemption. VAT directly related to making exempt supplies is not recoverable. A regis-
tered person who makes both exempt and taxable supplies cannot recover input tax tax in full.
This situation is referred to as making “mixed supplies.”

VAT that relates to making mixed supplies must be apportioned using a method acceptable to the
tax authorities to allocate the VAT between taxable supplies and exempt supplies. Input tax
related to taxable supplies may be deducted in full. VAT related to exempt supplies may not be
deducted. If taxable supplies exceed 90% of the total supplies made by a registered person, all
VAT incurred by the registered person may be claimed as input tax.

Capital goods. A VAT-registered person is allowed to recover input tax incurred on acquisition or
importation of capital goods used for making taxable supplies. Capital goods means assets that
are subject to capital allowances under the Income Tax Act. If the capital goods are used for tax-
able and exempt supplies, the portion of input tax relating to exempt supplies that is not recover-
able is capitalized to be part of cost of the asset, and so is the VAT paid on capital goods that is
not recoverable as input tax, e.g., VAT on capital goods used for entertainment. The input tax is
recovered at the same time and in same manner as other VAT on acquisition or importation of the
goods.

Refunds. A VAT-registered person is entitled to a refund of excess input tax if input tax exceeds

output tax in a tax period. The VAT authorities must pay VAT refunds by the following deadlines:

* One calendar month following the due date of the return for exporters, operators of VAT
manufacturing warehouses and international financial service center companies

* Two calendar months following the due date of the return for all other registered persons
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Before any refund is paid, the input tax credit is applied against any tax, levy, interest or penalty
payable by the registered person (under the terms of the VAT Act, the Customs and Excise Duty
Act or the Income Tax Act).

Pre-registration costs. Input tax deduction is allowed to a registered person in the first tax period

in which the person is registered for VAT in respect of the following:

« Taxable supplies of goods, other than capital goods, made to the person

* Any imports of goods, other than capital goods, made by the person prior to becoming regis-
tered, to the extent that the goods are for use or resupply in a taxable activity carried on by the
person after registration, provided the goods are not supplied or imported more than four
months prior to the date of registration

Write-off of bad debts. A VAT-registered person is allowed to claim VAT on a bad debt that has
been written off. The VAT is claimed on the later of the date the bad debt was written off, or 12
months after the end of the tax period in which the VAT on the bad debt was accounted for. When
the bad debt is recovered, the registered person is required to recoup the VAT previously allowed
as input tax.

Noneconomic activities. Input tax incurred in relation to noneconomic activities is not recover-
able in Botswana.

G. Recovery of VAT by non-established businesses

Nonresidents may claim refunds of VAT paid on goods bought in Botswana that are exported as
“accompanied baggage” with the claimant if the VAT paid exceeds BWP500. Otherwise, only
entities registered for VAT in Botswana may claim refunds of input tax.

H. Invoicing

VAT invoices. Registered persons must provide VAT tax invoices for all taxable supplies made,
including exports.

Credit notes. A VAT tax credit note may be used to reduce the VAT charged on a supply of goods
or services. Tax credit and debit notes must show the same information as tax invoices.

Electronic invoicing. Electronic invoicing is not mandatory, but it is allowed in Botswana. There
are no rules restricting the use of electronic invoicing in Botswana.

Simplified VAT invoices. A VAT-registered person is allowed to issue simplified VAT invoices (by
way of a nontax invoice or receipt), provided the amount does not exceed BWP20.

Self-billing. Self-billing is allowed in Botswana, provided both the buyer and seller are registered
for VAT and they have agreed that the buyer will issue the tax invoice and not the seller, and the
Commissioner General has granted written approval to issue a “recipient-created tax invoice.”

Proof of exports. Goods exported from Botswana are zero-rated. However, to qualify for a zero
rating, exports must be supported by evidence that proves the goods left Botswana.

Foreign currency invoices. A Botswana VAT tax invoice must be issued in pula (BWP). If an

amount is expressed in a currency other than pula, the following are the rules for converting the

VAT and value amounts to local currency:

* For imports, the amount must be converted at the exchange rate determined by the Customs and
Excise Duty Act.

* For other supplies, the amount must be converted at the exchange rate at the time when VAT is
accounted for on the supply.
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Supplies to nontaxable persons. No VAT tax invoices need to be issued for supplies with consid-
eration that is below BWP20 and for supplies to any persons who are not registered for VAT.

Records.
Record retention period. Records are required to be kept in Botswana for a period of seven years.

Electronic archiving. Electronic archiving is not allowed in Botswana. Hard copies of the original
tax invoices received for claiming input tax should be kept, and copies of the invoices issued by
the registered persons.

l. Returns and payment

Periodic returns. The VAT tax period is one month for registered persons with annual taxable
supplies in excess of BWP12 million and two months for registered persons with annual taxable
supplies of BWP12 million and below.

Returns must be filed on or before the 25th of the month following the end of the tax period. If
the due date falls on a Saturday, Sunday or public holiday, the due date is the last business day
before the holiday.

Periodic payments. Payment is due in full by the same date as the return submission, i.e.,. on or
before the 25th of the month following the end of the tax period.

Electronic filing. VAT returns can be filed electronically upon application for e-services, which
enable taxpayers to view the VAT returns submitted and other tax information online.

Payments on account. A registered person can apply to the Commissioner General to extend the
time or make other arrangements for the payment of VAT, but such arrangements will not waive
the charging of interest on the staggered or delayed payments.

Special schemes. No special schemes are available in Botswana.
Annual returns. Annual returns are not required in Botswana.
Supplementary filings. No supplementary filings are required in Botswana.

Digital reporting. No digital reporting requirements apply in Botswana.

J. Penalties

Penalties for late registration. The following penalties apply if a person fails to register for VAT

within 21 days after becoming liable:

« If the failure was due to recklessness or made knowingly, a fine not exceeding BWP10,000 or
imprisonment for a period not exceeding two years, or both

* In all other cases, a fine not exceeding BWP5,000 or imprisonment for a period not exceeding
one year, or both

* A penalty of twice the output tax payable from the time when the person became liable to the
time when the person registered for VAT

Any offense committed by a corporate body is deemed to have been committed by a person act-
ing as a representative officer, director, general manager, secretary or other similar officer of the
company, or by any other person acting in such a capacity.

Penalties for late payment and filings. The greater of the following penalties is imposed for the
late filing of the VAT return:
* BWP50 per day
Or
* 10% of the outstanding tax for each month or part of a calendar month that the return remains
outstanding
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The penalty is limited to the amount of the tax due. In the case of nil VAT returns, the maximum
penalty is BWP5,000.

Interest is charged on outstanding tax at a rate of 1.5% per month (compounded).

Penalties for errors. Penalties are not charged where the Commissioner considers that any error
on the VAT return is genuine, e.g., transposition of figures on the VAT return.

Penalties for fraud. Penalties are imposed in respect of any offenses, including making false state-
ments and obstructing a VAT officer.

Prosecution proceedings may be instituted against offenders and where a person is convicted, no
penalties will be charged.

Any offense committed by a corporate body is deemed to have been committed by a person act-
ing in a responsible capacity, such as a representative officer, a director, a general manager, a
company secretary or any similar officer of the company or any other person acting in such a

capacity.
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A. At a glance
Names of the taxes

Local names

Date introduced
ICMS
IPI
ISS
PIS-PASEP
COFINS

State value-added tax (ICMS)

Federal value-added tax (IPI)

Municipal service tax (ISS)

Federal gross receipt contributions (PIS-PASEP/COFINS)

Imposto sobre circulagdo de mercadorias e servigos (ICMS)
Imposto sobre produtos industrializados (IPI)

Imposto sobre servigos (ISS)

Contribuigao para os programas de integracdo social e de
formagao do patriménio publico (PIS-PASEP)

Contribuigao para o financiamento da seguridade social
(COFINS)

1989
1964
1968
1970
1991
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Trading bloc membership
Administered by

VAT rates
ICMS

IPI

ISS
PIS-PASEP

COFINS

VAT number format
ICMS, 1SS,
PIS-PASEP, COFINS

Thresholds
Registration
ICMS, IPI and ISS
PIS-PASEP/COFINS

VAT return periods
ICMS
1PI
ISS

PIS-PASEP/COFINS

Recovery of VAT by
non-established businesses

B. Scope of the tax

Brazilian Mercosur Member

Brazilian Ministry of Finance
(http://www.fazenda.gov.br)
Internal Revenue Service
(http://www.receita.fazenda.gov.br)

0% to 35% (for supplies in the same state)

4%, 7% or 12% (for supplies made to a taxable person in a
different state)

0% to 300% (depending on the IPI tariff table classification
for the goods)

0% to 5% (depending on municipality and nature of service)
0.65% (for taxpayers taxed under the deemed corporate
income tax method of calculation, under the cumulative
system) 1.65% (for taxpayers taxed under the annual actual
income tax method, under the noncumulative system)

3% (for taxpayers taxed under the deemed corporate income
tax method of calculation, under the cumulative system)
7.6% (for taxpayers taxed under the annual actual income
tax method, under the noncumulative system)

nn.nnn.nnn/nnnn-nn (this ID serves in all tax matters)
See section headings

Commencement of taxable activity
Commencement of sales activity (including receipt of
non-operational revenue, such as rent)

Monthly

Monthly

Monthly (depending on the municipality where the taxpayer
is located)

Monthly

No

In Brazil the following types of value-added tax (VAT) are in effect:

* State VAT (ICMS)
* Federal VAT (IPI)

* Municipal service tax (ISS)

* Gross receipt contributions (PIS-PASEP and COFINS)

State VAT. The State VAT (ICMS) is levied by the individual states in Brazil. The states set the
level of taxation, but the Brazilian federal government may set the minimum rate.

ICMS applies to the following transactions carried out in Brazil, even if the transaction begins

abroad:
* The circulation of goods
* The importation of goods

* The supply of transportation between states and between municipalities



BraziL 193

* The supply of communication services
* The supply of electricity

Exports of manufactured goods and raw materials are exempt from ICMS.

Exclusion of ICMS from the PIS and COFINS calculation basis. For a long time, the national courts
have discussed the exclusion of ICMS from the PIS and COFINS calculation basis levied on
local transactions. On 15 March 2017, the Brazilian Federal Supreme Court (STF) ruled that the
inclusion of ICMS in the social contributions (PIS and COFINS) tax basis is unconstitutional.
Although there is no regulation regarding the effects of the decision yet, some taxpayers have
already reversed the provisions (if any) and/or have already adjusted the calculation method. At
the time of preparing this chapter, the Supreme Court (STF) has yet to decide whether the rule
will apply from the publication of the decision (ex nunc) or since the beginning of the discussion
(ex tunc).

Federal VAT. The federal VAT (IP]) is charged by Brazil’s federal government on national and

foreign “finished goods.” “Finished goods” are goods produced as a result of an industrial pro-

cess, even if the process is incomplete, partial or intermediary. IPI applies to the following tax-

able events:

* The shipment of finished goods from an industrial establishment (or similar establishment) in
Brazil

* The customs clearance of finished goods of foreign origin

The IPI law provides for several tax incentives if the shipment of goods is related to an export, a
sale to a trading company or to plant expansion plans. IPI tax incentives include the exemption
of operations and the granting of tax credits.

Municipal service tax. The municipal service tax (ISS) is a form of sales tax payable to munici-
palities in Brazil. It applies to the supply of any services that are not otherwise taxable by the
state authorities (ICMS). The general list of taxable services is outlined in federal law (comple-
mentary law), with the specific services listed in each municipal law.

A foreign company providing services fully provided outside Brazil for the benefit of a Brazilian
recipient may be subject to ISS (withheld by the Brazilian entity) even if a nonresident pays for
the services.

ISS is a single-stage tax with no right of recovery for ISS previously paid. Consequently, regard-
less of status, the recipient of a service subject to ISS bears the tax paid as a cost.

In general, ISS is due to the municipality where the service provider is located. One of the excep-
tions applies to construction services. ISS is levied on construction services in the city where the
construction takes place.

Gross receipt contributions. The gross receipt contributions (PIS-PASEP and COFINS) are social
contributions based on turnover, which are levied on companies’ gross revenue, on a monthly
basis. Exports are not subject to PIS-PASEP and COFINS.

Import operations (of goods and services) are also subject to PIS-PASEP and COFINS.

PIS-PASEP and COFINS rates may vary depending on the company’s activity and on the revenue
received.

Interpretation of PIS and COFINS legislation. The Federal Tax Authority (Receita Federal do
Brasil) recently issued the normative ruling n° 1.1911/19 (IN 1.911/19) that gathers its interpre-
tation of PIS and COFINS legislation. Due to the publication of such act, all other normative
rulings are extinct. Some relevant matters were addressed, such as the amount of ICMS that
should be excluded from PIS and COFINS calculation basis, the concept of ‘raw materials’ (due
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to the recent tax ruling of its expansion), etc. It’s important that companies comply with what is
set to reduce the risk of notification from Receita Federal do Brasil (RFB).

C. Who is liable

ICMS taxpayer. An ICMS taxpayer is any person or legal entity that, on a regular basis, undertakes
the shipment or importation of goods, or supplies communication and interstate and inter-munic-
ipal transport services. No turnover threshold applies. Any person or entity that intends to supply
goods or services subject to ICMS must register in the roll of ICMS taxpayers before beginning
activities.

Some companies and products are subject to special tax treatment for ICMS in which the pay-
ment is made on behalf of the whole supply chain. For example, the pharmaceutical industry pays
the regular ICMS to the state where the seller is located based on the sales price and pays a comple-
mentary portion (named ICMS-ST) to the state where the customer is located based on the end
consumer price list issued by this state, anticipating the wholesaler and the retailer liabilities.
Other industries, such as cosmetics and electronics, also have this special treatment; however, the
ICMS-ST is based on a value-added margin presumed by the state government.

IPI taxpayer. An IPI taxpayer is any person or legal entity that carries out industrial processing
of goods on a regular basis or imports goods from abroad. No turnover threshold applies. Any
person or entity that carries on activities subject to IPI must register in the roll of IPI taxpayers
before beginning activities.

ISS taxpayer. An ISS taxpayer is any person or legal entity that supplies any services listed in the
ISS law on a regular basis. No turnover threshold applies. Any person or entity that carries on
activities subject to ISS must register in the roll of ISS taxpayers before beginning activities.

PIS-PASEP and COFINS. A PIS and COFINS taxpayer is any company that has business activi-
ties. Contributions are levied on companies’ gross revenue on a monthly basis.

Exemption from registration. In order to pay taxes in Brazil, the company should be registered for
VAT in Brazil. However, depending on how the transaction is classified, the taxes should be col-
lected by the local customers and/or the agent in Brazil. If this is the case, the foreign company
would not be required to be registered in Brazil.

Voluntary registration and small businesses. The VAT law in Brazil does not contain any provision
for voluntary VAT registration.

Group registration. VAT grouping is not allowed under Brazilian VAT laws.

Non-established businesses. A “non-established business” is a business that has no fixed establish-
ment in Brazil. A non-established business is not permitted to register for VAT in Brazil. Only
entities that are established under Brazilian law may become taxpayers for the purposes of ICMS,
IPL, ISS, PIS-PASEP or COFINS.

Tax representatives. Tax representation is not allowed in Brazil.

Reverse charge. If a non-established business supplies services to a Brazilian taxable person but
does not register for VAT (for example. importation of goods/services), the Brazilian taxable
person may be required to account for the VAT due under reverse-charge accounting. This means
that the taxable person charges itself VAT. The self-assessed VAT may be deducted as input tax,
but not in all cases (subject to the normal input tax recovery rules).

Domestic reverse charge. There are no domestic reverse charges in Brazil.

Digital economy. Business-to-business (B2B) transactions — payments to a foreign business may
be subject to the following transaction taxes depending on how the transaction is classified.
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Withholding income tax (IRRF), Contribution on economic domain intervention (CIDE), social
contributions on gross revenues (PIS/COFINS) and municipal tax on services (ISS). Remittances
of funds to the principal would be subject to tax on financial operations (IOF/FX).

CIDE, PIS/COFINS and ISS may apply depending on the type of service provided and the
municipality in which the customer is located. Remittances of funds to the principal would be
subject to IOF/FX.

Business-to-consumer (B2C) transactions — payments to the business may be subject to IRRF,
CIDE, PIS/COFINS and ISS, depending on how the transaction is classified. Remittances of
funds to the principal would be subject to IOF/FX, CIDE, PIS/COFINS and ISS, depending on
the type of service provided and on the municipality in which the customer is located.
Remittances of funds to the principal would be subject to IOF/FX.

Online marketplaces and platforms. No special rules exist for online marketplaces and platforms.
Regular VAT will levy on the sale of goods (ICMS, PIS/COFINS and IPI — if manufactured or
imported by the company).

Registration procedures. Companies must register before federal and state tax authorities if they
intend to sell products on a commercial basis. Municipal registration is also required if the purpose
is to provide services. Registration is mostly electronic and may take between 30 and 90 days.

Deregistration. Upon termination of activities, companies can deregister before federal, state and
municipal tax authorities.

D. Rates

ICMS. ICMS rates vary among Brazil’s 27 states. For supplies made to a customer located in the
same state as the supplier, rates typically range from 0% to 35%. The standard rate of ICMS is
17% (18% in Sdo Paulo, Minas Gerais and Parana and 20% in Rio de Janeiro).

Reduced rates generally apply to items of basic necessity, such as food.

The rate of ICMS that applies to imported goods is the same rate that applies to supplies of goods
made within the state, except that the tax base for imported goods includes any IPI and import
duty payable at import, PIS and COFINS, and every other custom cost that was charged to the
buyer. ICMS does not apply to exported goods.

The ICMS rate on a supply of goods or services made to an ICMS taxpayer resident in a different
state from the state where the supplier is resident depends on where the customer is resident. The
following are the rates:

* A rate of 7% generally applies to supplies of locally produced goods (with low content of
imported inputs) made to taxpayers resident in states located in the northern, northeastern and
central eastern regions of Brazil and in the state of Espirito Santo.

* A rate of 12% generally applies to supplies of domestic goods (with low content of imported
inputs) made to taxpayers resident in the states in the southern and southeastern regions of
Brazil (except in the state of Espirito Santo).

* A rate of 4% generally applies to supplies of imported goods or locally produced goods with
low content of imported inputs made to taxpayers resident in all other states.

If the supply is made to a customer resident in another state who is not an ICMS taxpayer (includ-

ing digital economy), the supply is taxed at the same rate as transactions made within the cus-

tomer’s state (internal rate) and VAT is to be assessed and collected in two portions, as follows:

* To the state where the seller is located in the amount equivalent to the interstate rate that would
apply in a supply to a regular taxpayer

* To the state where the customer is located in the amount equivalent to the difference between
the customer’s state internal rate and the interstate rate
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Some items, such as horticultural products and certain medicines, are exempt from ICMS.

IPI. IPI rates vary from a zero-rate (0%) to 300%. The rate of IPI chargeable on a supply of fin-
ished goods depends on the classification of the goods under the IPI Tariff Table. The table
contains 9,728 different classification codes. The IPI Tariff Table uses the same tariff classifica-
tion system as the Brazilian External Tariff Code (TEC or BTEC).

The rate of IPI varies, depending on how essential the product is considered to be. For example,
the zero rate of IPI applies to essential products such as rice and wheat flour, a low rate of IPI
(8%) applies to certain products, such as pipes, and the highest rate of IPI (300%) applies to
“superfluous” or luxury products. Some goods are exempt from IPL. In other cases, essential
products may benefit from a reduced tax base (which reduces the effective rate of tax), or a defer-
ral or suspension of the tax due.

ISS. The rate of ISS varies among Brazil’s 5,564 municipalities. The ISS law sets the maximum
rate at 5%. The rate of ISS is generally between 2% (the lowest rate) and 5% and depends on the
type of service and the municipality where it is provided.

PIS-PASEP and COFINS. The PIS-PASEP rate is 0.65% for taxpayers taxed under the deemed
corporate income tax method of calculation, under the cumulative system and 1.65% for taxpay-
ers taxed under the annual actual income tax method, under the noncumulative system (without
credit entitlement and with credit entitlement, respectively). For imports the PIS-PASEP rate is
2.1% for goods and 1.65% when importing services.

The COFINS rate is 3% for taxpayers taxed under the deemed corporate income tax method of
calculation, under the cumulative system and 7.6% for taxpayers taxed under the annual actual
income tax method, under the noncumulative system, and for imports the rate of COFINS is
9.65% for goods and 7.6% when importing services.

For certain types of goods, and depending on specific tariff code, an additional 1% of COFINS
upon importation is levied. However, this additional 1% is not recoverable (no credit entitle-
ment).

Some companies and products are subject to special tax treatment for PIS-PASEP and COFINS,
which apply different rates for some products. For example, the automotive industry pays PIS-
PASEP at a rate of 2% and COFINS at a rate of 9.6% on specific products. Other industries, such
as the pharmaceutical, cosmetics and the beverage industries, also have special treatment for PIS-
PASEP and COFINS. In addition, for these companies and products, the rates on imports are also
increased.

Financial revenues are taxable at a rate of 0.65% and 4% of PIS-PASEP and COFINS, respec-
tively.

Some essential items, such as horticultural products and wheat flour, are PIS-PASEP and COFINS
zero rated.

Option to tax for exempt supplies. The option to tax exempt supplies is not available in Brazil.

E. Time of supply

The general time of supply rule is when the sale takes place, as it is commonly, the moment when
the ownership changes in the case of goods. At the time of supply, the supplier must collect taxes
(ICMS, IPI and PIS/COFINS).

Deposits and prepayments. The supplier that receives a prepayment must pay PIS-PASEP and
COFINS only if it has the ordered product in stock. If the company does not have the goods ready
for shipment, PIS-PASEP and COFINS must be taxed only at the time of delivery.
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The IPI legislation allows the taxpayer to choose the tax point, that is, the time of prepayment or
delivery of the products. For ICMS, taxation must occur only when the product is delivered.

Continuous supplies of services. There are no special time of supply rules in Brazil for continuous
supplies of services. As such the normal time of supply rules apply.

Goods sent on approval for sale or return. There are no special time of supply rules in Brazil for
supplies of goods sent on approval for sale or return.

Reverse-charge services. Brazilian tax law determines that, depending on the type of services
being contracted, the client is responsible for withholding IRPJ, CSLL, PIS, and/or COFINS, as
the case may be, from the service fees being paid to the supplier of the service.

Leased assets. Leased assets are not considered a sale, however certain states still demand ICMS
collection on those transactions.

Imported goods. Goods are deemed to be supplied when they leave the seller’s facilities.

F. Recovery of VAT by taxable persons

ICMS. An ICMS taxpayer may recover input tax (that is, obtain a credit) for VAT charged on
goods and services supplied to it that are subject to another taxable transaction. An ICMS tax-
payer generally recovers input tax by deducting it from output tax, which is VAT charged on
supplies made. ICMS may not be recovered before a taxpayer begins making taxable supplies.

A valid VAT invoice or customs document must generally accompany a claim for input tax.

No ICMS may be claimed before a business registers for ICMS. However, a business may regis-
ter for ICMS as soon as it intends to carry out taxable activities. Input tax deduction is not
granted until taxable activities begin. Before making taxable supplies, the taxpayer must record
purchase invoices as a “Deferred Asset” account. After taxable supplies begin, the deferred
ICMS may be recovered. No time limit applies to the period between registration and the begin-
ning of an activity.

IPI. TPI taxpayers deduct IPI paid as input tax from IPI charged as output tax. The rules are
similar to those for ICMS.

ISS. ISS taxpayers do not recover any ISS paid as input tax. Consequently, ISS paid is borne as
a cost by all recipients of services subject to the tax.

PIS-PASEP and COFINS. PIS-PASEP and COFINS taxpayers who use the noncumulative system
are entitled to calculate PIS-PASEP and COFINS credits to offset PIS-PASEP and COFINS pay-
ments. Credits are limited to certain costs.

Nondeductible input tax. For ICMS and IPI purposes, input tax may not be recovered on pur-
chases of goods and services that are not used for business purposes (for example, goods
acquired for private use by an entrepreneur or general overhead costs), or on goods acquired
before registration as a taxpayer.

Examples of items for which input tax is nondeductible

* Individual protection equipment
* Coffee breaks
* Office supplies

Examples of items for which input tax is deductible
(if related to a taxable business use)

* Raw materials
* Packing materials
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Partial exemption. For PIS/COFINS the company can keep the whole amount of credits that were
recovered when the input was purchased. However, for IPI and ICMS when selling a product that
is exempt, the company must reverse the amount of credits related to such items. To measure the
value of credits that can be booked, the company must calculate the percentage of taxable reve-
nues over the total revenue. The result of such calculation is the percentage of credits over inputs
that can be recovered.

Capital goods. For PIS/COFINS purposes, capital goods that allow the recovery of credits are
machinery, equipment, tolls and building constructions. Commonly, the credits are booked at
once — at the time of purchase, calculated over the value of the capital good (for building con-
struction the company must take advantage of the credit for a 24-month period).

For ICMS purposes, the company is allowed to recover the amount related to machinery, equip-
ment and tools only if related to the assembly of the goods. (Must take advantage of the credit
for a 48-month period). No capital goods for IPI.

Refunds. If the amount of input tax recoverable exceeds the amount of output tax payable, the
excess is generally not refunded. However, the excess may be used to offset tax payments in the
following months or may be transferred in certain cases to a third party.

Pre-registration costs. A company must be properly registered as a taxpayer in order to acquire
assets and stock or inventory. Therefore, any such acquisitions will generate tax credits (when
applicable), which will be recorded in the tax books and will be offset against the debts raised on
the outbound supply of the goods/services. Before a company has the status of a taxpayer, it
should not be able to acquire assets or inventory.

Write-off of bad debts. Output tax accounted for on supplies that do not get paid by the recipient
(i.e., a bad debt), cannot be recovered in Brazil.

Noneconomic activities. Input tax incurred in relation to noneconomic activities is not recover-
able in Brazil.

Expansion of the raw materials concept for PIS and COFINS. PIS and COFINS legislation allow
taxpayers to deduct credits on certain expenses, such as the purchase of raw materials. The con-
cept of raw materials has been discussed over a number of years, but in 2018 a court decision
ruled that all expenses that are connected to the production process and are considered relevant
or essential to perform the manufacturing process shall be considered as expenses with the right
to deduct the credits of PIS and COFINS.

G. Recovery of VAT by non-established businesses

Brazil does not refund any form of VAT incurred by businesses that are neither established nor
registered for VAT in Brazil.

H. Invoicing

VAT invoices. An ICMS, IPI or ISS taxpayer must generally provide a VAT invoice for all taxable
supplies made, including exports. A VAT invoice is necessary to support a claim for input tax
deduction for ICMS and IPI. Companies must specify on invoices and receipts the taxes charged
that are part of the total amount of the product sale price. Companies must list the amount of
municipal, state and federal taxes levied for each product described on the invoice or receipt.
Alternatively, such information may be displayed in plain view at the business establishment.
Companies that fail to comply with this requirement will be subject to penalties, such as mone-
tary fines, or the suspension or revocation of the license to operate.

Credit notes. A credit note (input invoice) must contain the same information as a VAT invoice,
but it is not valid in all situations. The credit note must reflect a genuine mistake, an overcharge
or an agreed reduction in the value of the original supply. A credit note must be issued within one
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month after the mistake or overcharge is discovered. The credit note should also refer to the
number and date of the original VAT invoice.

Electronic invoicing. Companies selling products or rendering services in Brazil must issue each
invoice electronically. Please note that general information must be provided in the invoice, such
as vendor address and telephone number, invoice number and series, nature of operation, invoice
date, taxpayer registry number, etc.

Simplified VAT invoices. Simplified VAT invoicing is not allowed in Brazil. As such, full VAT
invoices are required.

Self-billing. Self-billing is allowed in Brazil when importing goods or when the seller/buyer does
not need to issue invoices (i.e., a nontaxable person). There are no special conditions for self-
billing and it is available for all taxpayers.

Proof of exports for ICMS. ICMS is not chargeable on supplies of exported goods. However, to
qualify as VAT-free, exports must be supported by evidence confirming that the goods have left
Brazil. Suitable evidence includes an invoice, a customs certificate of origin and an export dec-
laration.

Foreign currency invoices. All VAT invoices must be issued in Brazilian reals (BRL).

Supplies to nontaxable persons. Companies rendering services or selling products in Brazil must
send each invoice electronically to the government for validation. In the case of goods trade, the
invoice must be submitted before shipping the goods. There are no special invoicing rules for
supplies made to private individuals.

Records. All invoices and ancillary obligations must be recorded.
Record retention period. Records must be retained for five years.

Electronic archiving. Electronic archiving is permitted in Brazil, but not mandatory. Paper archiving
is possible.

I. Returns and payment

Periodic returns. /CMS. ICMS returns must be submitted for monthly periods. The VAT return
must consist of an ICMS declaration named Digital Tax Accounting (EFD-ICMS/IPI), which
lists all invoice details, including ICMS credits and debits during the period.

The specific date for submission depends on the taxpayer’s business activities.

IPI. For IPI, the following two different returns are required every month:
¢ The Declaration for Federal Taxes and Contributions (DCTF)
* The EFD-ICMS/IPI

ISS. ISS is due monthly. A return form must be completed each month. ISS returns are generally
due monthly, but the rules differ between municipalities (Brazil has more than 5,500 municipali-
ties).

PIS-PASEP and COFINS. PIS-PASEP and COFINS taxpayers must submit the DCTF to the fed-
eral tax authorities monthly. They must also submit the EFD-Contribuigdes, which is a tax return
related to PIS/PASEP and COFINS, where all the documents and transactions representing the
revenues earned, as well as the costs, expenses, charges and purchases that generate credits must
be reported, to the federal tax authorities on a monthly basis.

Periodic payments. /CMS. The VAT return must include a payment receipt (GARE). Return lia-
bilities must be paid in Brazilian reals.
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IPI. TPI is generally payable every month (depending on the type of products sold), using a pay-
ment receipt (DARF). Return liabilities must be paid in Brazilian reals.

ISS. 1SS is due monthly. A specific payment must be completed each month and must be retained
for a period of five years.

ISS payments and returns are generally due monthly, but the rules differ between municipalities
(Brazil has more than 5,500 municipalities).

PIS-PASEP and COFINS. PIS-PASEP and COFINS are due monthly, using a DARF.

Electronic filing. Monthly electronic filing is required from companies where the detailed
throughput of goods and services are to be reported to the authorities.

Payments on account. Payments on account are not required in Brazil.

Annual returns. For specific tax books (e.g., inventory book named Block H embedded in the
EFD-ICMS/IPI) there are certain annual electronic filing requirements.

Special schemes. Companies under the “Simples” tax regime are subject to special VAT calcula-
tion/returns. The “Simples” tax regime (Integrated Payment of Taxes and Contributions from
Micro and Small Companies) is a simplified tax regime applicable to micro and small companies
that meet specific gross revenue thresholds and other legal requirements. The “Simples” regime
allows these companies to calculate taxes applying reduced rates and calculation bases, and it
also provides them with the possibility of paying several taxes together, including federal (IRPJ,
CSLL, PIS, COFINS, IPI, INSS), state (ICMS) and municipal (ISS) taxes using one single pay-
ment slip, and presenting VAT simplified returns.

Supplementary filings. No supplementary filings are required in Brazil.

Digital reporting. Most of Brazilian’s ancillary obligations are filed digitally. Taxpayers are
obliged to file the following to the tax authority:

* Digital invoicing (real time)

* EFD contribuigoes (for PIS and COFINS)

* EFD fiscal (for ICMS and IPI)

J. Penalties
Penalties for late registration.

ICMS. A fine that may vary from 1% to 80% of the value of the transactions that occurred before
registration.

IPI. A fine that may vary from 2% to 20% of the debt when not informed to the tax authority the
payable amount.

ISS. Penalties may vary depending on the municipality and on the type of irregularity. For exam-
ple, in the Sao Paulo municipality, the fine varies from 10% to 100% of the ISS due.

PIS-PASEP and COFINS. A fine that may vary from 20% to 70%. A lower rate is applicable when
it is confessed by a taxpayer and higher rate when identified in tax diligence.

Penalties for late payment and filings.

ICMS. A fine of between 50% and 150% of the tax due and a fine of between 10% and 100% of
the tax credit. The penalty varies if the company spontaneously informs the tax authority about
under payments. However, if the tax authority identifies a deficiency without any disclosure from
the taxpayer, the fine is higher.
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IPI. The penalty for an error connected is a fine of at least 75% of the tax due. However, it may
be reduced to 20% when spontaneously informed by the taxpayer.

ISS. 1SS penalties may vary depending on the municipality and on the type of irregularity. In the
Sao Paulo municipality, the fine varies from 10% to 100% of the ISS due.

PIS-PASEP and COFINS. The penalty for an error connected is a fine of at least 75% of the tax
due. However, it may be reduced to 20% when spontaneously informed by the taxpayer.

Penalties for errors.
ICMS. A fine is levied between 1% and 10% of the value of the transaction.

IPI. The penalty for an error connected is a fine of at least 75% of the tax due. However, it may
be reduced to 20% when spontaneously informed by the taxpayer.

ISS. ISS penalties may vary depending on the municipality and on the type of irregularity. In the
Sdo Paulo municipality, the fine varies from 10% to 100% of the ISS due.

PIS-PASEP and COFINS. The penalty for an error connected is a fine of at least 75% of the tax
due. However, it may be reduced to 20% when spontaneously informed by the taxpayer.

Penalties for fraud.
ICMS. A fine is levied between 20% and 100% of the value of the transaction.

IPI. The penalty for an error connected is a fine of at least 75% of the tax due. However, it may
be reduced to 20% when spontaneously informed by the taxpayer.

ISS. 1SS penalties may vary depending on the municipality and on the type of irregularity. In the
Sao Paulo municipality, the fine varies from 10% to 100% of the ISS due.

PIS-PASEP and COFINS. The penalty for an error connected is a fine of at least 75% of the tax
due. However, it may be reduced to 20% when spontaneously informed by the taxpayer.
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A. At a glance
Name of the tax
Local name
Date introduced
Trading bloc membership
Administered by
VAT rates
Standard

Reduced
Other

VAT number format

VAT return periods

Thresholds
Registration
Established
Non-established
Distance selling
Intra-Community
acquisitions
Electronically supplied
services (MOSS)

Recovery of VAT by
non-established businesses

B. Scope of the tax

Value-added tax (VAT)

Danak varhu dobavenata stoinost (DDS)

1 April 1994

European Union (EU) Member State
Ministry of Finance (http://www.minfin.bg)

20%
9%
Zero-rated (0%) and exempt

BG123456789 (BG + 9 digits)
BG1234567890 (BG + 10 digits)

Monthly

BGNS50,000 (EUR25,564.59)
None

BGN20,000 (EUR10,225.84)

BGN19,558.30 (EUR10,000)

Yes

VAT applies to the following transactions:

* The taxable supply of goods or services in Bulgaria that is made for consideration

» Reverse-charge services received by a Bulgarian taxable person

* Intra-Community acquisitions

* The acquisition of new means of transport and excise goods by taxable or nontaxable persons
*» The importation of goods into Bulgaria, regardless of the status of the importer
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C. Who is liable

A taxable person is a business entity or individual that carries out an economic activity in Bul-
garia, whatever the purpose or the result of that activity. This rule applies regardless of whether
the supplier is a local or foreign entity or an individual.

The VAT registration threshold for taxable persons, established in Bulgaria, is taxable turnover
of BGN50,000 in any 12 consecutive months or within two consecutive months, which includes
turnover from taxable supplies chargeable at the standard rate of VAT (20%) or the reduced rate
(9% for hotel accommodation), zero-rated supplies and financial and insurance services within
the principal activity of the supplier.

There is no VAT registration threshold for taxable persons who are non-established in Bulgaria
and perform any of these supplies. Non-established taxable persons are obliged to apply for VAT
registration seven days before VAT becomes chargeable regardless of the generated turnover.

A taxable person, established in Bulgaria, rendering services with a place of supply in another
EU Member State should register in Bulgaria regardless of its taxable turnover.

A non-established, EU-based taxable person supplying goods to be assembled and/or installed in
Bulgaria on their behalf, where the recipient is not registered for VAT in Bulgaria, must register
for VAT purposes regardless of its generated turnover.

A taxable person receiving cross-border services subject to the reverse charge in Bulgaria must
register for VAT purposes in Bulgaria regardless of its taxable turnover.

A taxable person, established in another EU Member State and performing intra-Community
acquisitions in Bulgaria under the call-off stock regime or in chain transactions, must register for
VAT purposes in Bulgaria, regardless of the taxable turnover of the intra-Community acquisi-
tions.

When two or more related parties, or parties that consistently carry out a homogeneous activity
in the same commercial premises, the taxable turnover of each subsequent participant will include
the taxable turnovers of all the persons before them, generated for the last 12 months, including
the current one. A homogeneous activity will be any activity for which there is a significant iden-
tity in respect of two or more of the following elements: the goods or services offered, the assets
used, the staff, the commercial mark or name of the outlet, the suppliers or the customers.

Exemption from registration. Incidental taxable activities and supplies of fixed assets do not
account toward the VAT registration threshold.

Voluntary registration and small businesses. A taxable person may register for VAT voluntarily
irrespective of its taxable turnover.

An unincorporated partnership is treated as a taxpayer, separate from the founding entities that
constitute it. The unincorporated partnership is subject to all the general rules of the Bulgarian
VAT law, including those relating to VAT registration, deregistration and reporting. The VAT
registration of an unincorporated partnership does not result in the VAT registration of the entities
that have entered into the contract for joint activity. However, VAT registration of the partners
triggers VAT registration of the partnership. In such case, the partnership is obliged to apply for
VAT registration in seven days after the date of its registration as a partnership, in a special part-
nership register in Bulgaria.

The VAT registration of a partner triggers the VAT registration of the partnership, if the partner-
ship is not already registered for VAT on any other grounds. Where the VAT registration of the
partnership is triggered, the application should be filed within seven days of the date of VAT
registration of the partner.
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Upon inheritance of a VAT-registered person (including a sole trader) and in case of continuation
of the same independent economic activity, the successor is entitled to register for VAT by sub-
mitting an application within seven days of acceptance of the succession. The date of registration
is the date of delivering of the registration act.

Group registration. Group VAT registration is not available in Bulgaria.

Non-established businesses. A “non-established business” is a business that has neither a place
of management/seat in Bulgaria nor a fixed establishment in Bulgaria. A non-established busi-
ness must register for VAT in Bulgaria if it makes taxable supplies of goods or services (unless
the reverse charge applies), intra-Community acquisitions exceeding the statutory thresholds or
receives services with a place of supply in Bulgaria from a non-established foreign supplier.

Tax representatives. A foreign person established in a non-EU country that has not entered into
an agreement for mutual assistance with Bulgaria must appoint a resident tax representative to
register for VAT purposes in Bulgaria. The representative assumes joint and unlimited liability
for the VAT obligations of the non-established business. The tax representative must be appoint-
ed using a notarized VAT agency agreement.

Reverse charge. Bulgarian taxable persons are obliged to charge VAT on the acquisition of goods

or receipt of services when the supplier is not established in Bulgaria:

* Intra-Community acquisitions

* Services with a place of supply in Bulgaria where the recipient is a taxable person

* Supplies of natural gas through pipelines or electricity when the recipient is a VAT-registered
person

* Supplies of goods assembled or installed by or for the account of the supplier when the recipi-
ent is a VAT-registered person in Bulgaria and the supplier is established in another Member
State

Domestic reverse charge. Effective 1 July 2019, VAT-registered taxable persons can apply the
reverse charge for importation of certain base metals, organic and inorganic chemicals and min-
eral products if the customs value of the goods per unit equals or exceeds BGN50,000.

A local reverse charge applies for domestic supplies to customers identified for VAT in Bulgaria

on the acquisition of:

* Investment gold

» Waste and related services, such as scrap metal and similar supplies

* Cereals and industrial crops provided by agricultural producers (a temporary measure, appli-
cable until 30 June 2022)

Digital economy. As of 1 January 2019, supplies of telecommunication, broadcasting and elec-
tronic services to nontaxable persons are taxable where the customer is established, has its per-
manent address or usually reside once the total amount of the supplies exceeds BGN19,558
(EUR10,000) in a calendar year. If the total amount of supplies does not exceed this threshold,
such supplies are taxable in the country of establishment of the supplier, unless the supplier opts
to tax them in the country of establishment, permanent address or usual residence of the cus-
tomer.

Mini One-Stop Shop. Regulated on the EU level, the Mini One-Stop Shop (MOSS), allows tax-
able persons providing broadcasting, telecommunication and electronic services to nontaxable
customers in other EU Member States in which they do not have an establishment to report VAT
due on those supplies in the Member State in which they are identified for VAT purposes.

There are two types of MOSS registrations:
* For EU established businesses (Union scheme)
* For non-EU established businesses (non-Union scheme)
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Both registrations are processed electronically via the website of the National Revenue Agency
(NRA). Registration for the non-Union scheme is available without the use of qualified elec-
tronic signature (QES) on the following link: http://nraapp03.nra.bg/voes/registration.jsp. A user-
name and password is generated for the purposes of the registration and the online access.

Registration for the Union scheme is available only with QES. The online application for the
Union scheme is available only after the QES is registered with the NRA. Both registration appli-
cations (for Union scheme and for non-Union scheme) are prepared, submitted and processed
electronically. No special rules regarding representation before the tax authorities apply. The
general rules on representation regarding VAT registrations apply.

The tax authorities perform a tax check within seven days for both types of MOSS registrations
and should issue a decision on the VAT registration within seven days after completion of the tax
check. The notification for registration is delivered electronically via electronic message.

The registration date is considered to be the first day of the quarter following the calendar quar-
ter after submission of the registration application, unless the first supply is made before that and
the supplier has applied for the registration by the 10th of the month following the date of the
first supply.

Online marketplaces and platforms. Online marketplace is any software accessed through the
internet using a web browser or mobile application and through which goods/services are sold
by providing the customer with the option of selecting goods/services through a shopping basket
or otherwise, as well as providing customer contact information, delivery address and payment
method. One may perform supplies through an online marketplace, using their own domain, a
rented domain or a domain of another person who provides a platform for online trade.

In any case, online marketplaces are subject to mandatory registration with a specific register of
the Bulgarian tax authorities and must apply for it before commencing the activity. Online mar-
ketplaces are not obliged to issue fiscal receipts on paper. They could issue such receipts elec-
tronically, though the data shall be kept in store for the case of tax control procedures.

Vouchers. Effective 1 January 2019, special rules for VAT treatment of transactions with vouch-
ers enter into force. The new rules introduce two types of VAT-taxable vouchers: single-purpose
vouchers (SPV) and multipurpose vouchers (MPV). Supplies of SPV are subject to VAT upon
each transfer of the vouchers. The actual handing over of the goods and services in return for the
SPV is not subject to VAT. However, MPVs are taxable at the moment of the actual supply of the
goods or services to which they relate. The transfers of the MPV before the actual handing over
of the goods and services is not subject to VAT.

The new regime does not apply for discount vouchers; cinema/museum/travel and similar vouch-
ers; and food vouchers issued by authorized persons in Bulgaria.

Registration procedures. The VAT registration form should be completed in Bulgarian following
a standard template and should be submitted in hard copy together with all supporting docu-
ments. If originating in a foreign language, they should be accompanied by an official translation
into Bulgarian.

Online registration is also possible via a qualified electronic signature registered with the Bul-
garian tax authorities on their web interface: https://inetdec.nra.bg/eservices.html.

The application should be submitted, and the registration procedure completed within the follow-

ing deadlines:

* Mandatory general VAT registration: not later than the 7th day of the month following the
month when the turnover has been reached; if the turnover is reached within two consecutive
calendar months, the application should be filed within seven days of the date on which the
turnover has been reached
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* VAT registration for rendering or receiving cross-border services subject to reverse charge: at
least seven days prior to the date when the tax for the supply becomes due

* VAT registration for intra-Community acquisitions: at least seven days prior to the date of the
taxable event for the acquisition by which the total value of taxable intra-Community acquisi-
tions exceeds BGN20,000 in a calendar year

* VAT registration for distance sales: at least seven days prior to the date of the taxable event for
the supply to nontaxable individuals by which the total value of distance sales exceeds
BGN70,000 in a calendar year

* VAT registration as regards the delivery of goods to be assembled or installed in Bulgaria,
performed by persons established in other EU Member States, where the recipients are not VAT
registered in Bulgaria: not later than seven days before taxable event of the supply

* VAT registration for digital services provided to local nontaxable persons where the supplier is
neither registered under the MOSS scheme nor has a Bulgarian VAT ID number and the turn-
over of the sales in Bulgaria has exceeded BGN19,558 (EUR10,000) in a calendar year: by the
10th day of the month following the month when the taxable event for the first supply has
occurred

Within seven days after submission of the application form and supporting documents for man-
datory and voluntary VAT registration, the tax authorities verify the grounds for registration.
Within seven days after completing this verification, the tax authorities issue a certificate of VAT
registration or a notice of rejection.

Aside from the mandatory general VAT registration (the first item above), the VAT registration
procedure should be completed by the tax authorities within three days after the application is
submitted.

Effective 1 January 2020, the email address included in the application for VAT registration is
assumed to be the official email address for correspondence with the tax authorities of the reg-
istered person.

Deregistration. A registered person may deregister when it ceases to make taxable supplies and
the conditions for mandatory VAT registration are no longer met.

VAT deregistration is mandatory on the winding up of a company or on the death of a taxable
individual.

D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT, including the zero rate.

The VAT rates are:

« Standard rate: 20%
* Reduced rate: 9%
 Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods or services unless a specific measure
provides for a reduced rate, the zero rate or an exemption.

Examples of supplies of goods and services taxable at 0%
* Exportation of goods
« International transport and related services
* Intra-Community supplies
* Services related to the international traffic of goods
* Inward processing of goods (under certain conditions)
* Supplies related to duty-free trade
* Intermediary services of agents, brokers or other intermediaries related to zero-rated supplies
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Examples of supplies of goods and services taxable at 9%
» Hotel accommodation

The term “exempt supplies” refers to supplies of goods and services that are not liable to VAT
and that do not qualify for input tax deduction.

Examples of exempt supplies of goods and services
* Certain real estate transactions
* Leasing of residential buildings to individuals
« Financial services
* Insurance and reinsurance services
* Medical care services
* Education, cultural and sports services
* Betting and gambling
* Intermediary services related to international adoption procedures under the Family Code in
Bulgaria

Option to tax for exempt supplies. For certain supplies, such as the sales of old buildings, the
taxable person may opt for taxable or exempt treatment. Suppliers may opt to tax the following
exempt supplies:

* Certain real estate transactions

* The interest element on finance lease (hire-purchase) installments

E. Time of supply

The date when VAT becomes due is called the “date of supply” or “tax point.” The tax point for
goods is the transfer of ownership of the goods, the transfer of another right in rem of the goods
or the transfer of any other right to dispose of the goods. The tax point for services is the date of
completion of the service. VAT also becomes due on the date of the receipt of an advance pay-
ment for supplies of goods or services to the extent of the payment received.

If the transfer of ownership in goods is deferred until the fulfillment of certain conditions, the
date of supply is the date the goods are handed over.

Deposits and prepayments. VAT becomes due on advance payments up to the amount of the pay-
ment made before the taxable event except for prepayments in relation to intra-Community
acquisitions and intra-Community supplies. The prepayment is considered to be VAT inclusive.
The VAT should be charged, and the invoice should be issued within five days after receipt of the
advance payment, full or partial.

Continuous supplies of services. The time of supply for periodic or continuous supplies each
period for which there is a payment agreed is considered as a separate supply and the tax event
coincides with the date on which the payment becomes due. For supplies performed in stages,
the tax event coincides with the date on which each stage is completed.

If a supply is rendered continuously for more than one year and if no payment is made or due
during that period, the date of supply is considered the end of the calendar year.

The time of supply for continuous intra-Community supplies of goods that continue for more
than one calendar month is the end of the calendar month in which the supplies have been per-
formed.

Goods sent on approval for sale or return. The taxable event of supplies of goods on approval for
sale occurs at the moment at which they are actually received by the customer.

Return of received goods back to the supplier qualifies as cancellation of the supply. Such trans-
actions should be documented through credit notes issued by the supplier.
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Reverse charge. If a non-established business makes certain supplies of services to a business
established in Bulgaria, the reverse charge applies. Under the reverse-charge mechanism, the
recipient must charge the Bulgarian VAT on the supply. The recipient of the service must account
for and pay Bulgarian VAT on the supply, using a special form (protocol). The Bulgarian recipient
of the service may fully or partially recover the self-assessed VAT if the recipient makes both
taxable and exempt supplies.

The date of supply for reverse-charge services is the date on which the service is completed, or
the date when payment is made, whichever is earlier.

Leased assets. The time of supply for leased assets may vary in view of the type of lease and the

specific contractual arrangements:

* Operational leases (rentals) are taxed for Bulgarian VAT purposes as supplies of services. VAT
becomes chargeable proportionately on each installment and the time of supply follows the
rules for periodic and continuous supplies (see below).

* Finance leases are taxed either as a supply of services (rentals) or as a supply of goods depend-
ing on the contractual arrangements. VAT becomes chargeable proportionately on each install-
ment if the lease is considered a supply of rental service. A finance lease qualifies as a supply
of goods and the time of supply is upon handing over of the leased asset if one of the following
is true under the contract:

— Legal title over the leased asset will transfer upon expiry of the lease term.
— An option for transferring the title on the leased asset is envisaged, but the total amount of
the lease instalments, less the interest payments, equals the fair value of the leased asset.

VAT on the total price of the goods received under financial leasing with option to transfer their
legal title, concluded after 1 January 2014, would be chargeable upon handing over of the goods
if the total amount of the lease installments is identical to the fair value of the leased goods upon
inception of the lease.

Imported goods. VAT for imported goods is chargeable when the goods are cleared for customs
purposes.

A taxable person may postpone payment of import VAT on (i) goods imported for investment
projects approved by the Ministry of Finance upon obtaining a special permission or (ii) impor-
tation of certain base metals, organic and inorganic chemicals and mineral products if the cus-
toms value of the goods per unit equals or exceeds BGN50,000 upon declaring the use of the
reverse-charge mechanism in front of the customs office in Bulgaria.

Under the postponed accounting regime, the imported goods may be released from customs con-
trol without payment of VAT. Instead, the taxable person authorized to use the regime reverse-
charges the import VAT. If the taxable person is able to recover the input tax in full, no actual
payment is made.

Intra-Community acquisitions. The date of supply of intra-Community acquisitions follows the
general rules. However, VAT on intra-Community acquisitions becomes chargeable on the 15th
day of the month following the month in which the acquisition was made. If the supplier issues
an invoice before this date, the date of supply is the date on which the invoice is issued, unless
the invoice documents advance payments or unless the invoice is issued before the date of the tax
event.

Intra-Community supplies of goods. The taxable event for intra-Community supplies of goods
follows the general rules applicable to domestic supplies of goods. Intra-Community supplies of
goods are subject to 0% VAT.

The VAT on intra-Community supplies and acquisitions becomes chargeable on the 15th day of
the month following the month when the taxable event took place unless an invoice is issued
before that. This does not apply if the invoice is for advance payment.
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Effective 1 January 2020, to substantiate the zero VAT rate on an intra-Community supply, the

supplier should have not only the documents previously required, i.e.:

* Transport documents, such as a bill of lading for road transportation under the Convention on
the Contract for the International Carriage of Goods by Road (CMR), which verify the trans-
portation of the goods outside Bulgaria to another EU Member State

« If'the customer is responsible for organizing the transportation, a written confirmation (pekBI3UTH
Ha TMcMeHOTO noTBbpxkeHue) from the customer for delivery of the goods, which should con-
tain specific wording indicating the date and place of delivery, type and quantity of the goods,
type, model and registration number of the vehicle that transported the goods, names and posi-
tions of the persons delivering and receiving the goods.

The supplier should also have at its disposal the documents under Article 45a of the Council Imple-
menting Regulation (EU) 2018/1912 of 4 December 2018.

In addition, the 0% VAT rate shall be applied only if the recipient has provided the supplier with
its valid VAT ID in advance, and if the intra-Community supply is correctly reported in the VIES
return of the supplier.

If the supplier does not collect the above documents by the end of the month following the month
when the 0% VAT became chargeable, he should apply 20% Bulgarian VAT on the supply. If the
documents are collected later, the 20% VAT charged could be adjusted with specific documents.

Private use. Private use of services and goods by a taxable person for nonbusiness purposes is
deemed supply for consideration. The taxable event is the last day of each month in which ser-
vices were deemed supplied. The taxable amount is the attributable direct cost for rendering the
supply. If capital goods are used to provide deemed supplies of services, the taxable amount is
determined proportionately for each tax period, taking into account a 5-year depreciation period
(20 years for real estate) as of the date input tax was deducted for the capital good.

Upon purchases of immovable property and other capital goods/services that will be used both
for the purposes of the taxable person’s business and for private use, input tax should be deduct-
ed only up to the extent of their business use applying appropriate allocation methods.

If the purchases do not qualify as capital goods (taxable base of acquisition less than BGNS,000),
and the taxable person will use them for business and private purposes, only proportionate
deduction up to the extent of the business use is allowed.

Taxable persons should annually adjust (increase or decrease) the input tax deduction on their
historical purchases of immovable property and capital goods depending on the actual annual
business use. VAT credit should be adjusted within 20 years for immovable property and within
5 years for goods and services, which qualify as capital goods.

F. Recovery of VAT by taxable persons

A taxable person may recover input tax by offsetting it against output tax. Input tax includes VAT
charged on goods and services received in Bulgaria, VAT paid on imports and VAT self-assessed
on intra-Community acquisitions of goods and reverse-charge services received (see the chapter
on the EU).

Input tax is deductible from output tax charged in the same VAT period or from VAT charged in
the following 12 months. If VAT is due under the reverse-charge mechanism, no such time frame
period applies.

The amount of VAT reclaimed must be detailed on one of the following:
* A valid VAT invoice or debit note

* A protocol for reverse-charge VAT

* A customs declaration
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Special rules apply to the recovery of input tax incurred on assets and services acquired before
VAT registration.

Nondeductible input tax. Input tax may not be recovered on purchases of goods and services that
are not used for business purposes (for example, goods acquired for private use by an entrepre-
neur). In addition, input tax may not be recovered for some items of business expenditure.

The following lists provide some examples of items of expenditure for which input tax is not
deductible and examples of items for which input tax is deductible if the expenditure is related
to a taxable business use.

Examples of items for which input tax is nondeductible
» Nonbusiness expenditure
* Business entertainment
* Business gifts
* Purchase of passenger cars and parking and maintenance costs (unless the car is used for core
business activities)
* Home telephone costs

Examples of items for which input tax is deductible
(if related to a taxable business use)

* Purchase, lease and hire of vans and trucks and other vehicles, which do not qualify as pas-

senger cars
* Lease and hire of cars
« Fuel for vans, trucks, leased and hired cars
* Mobile phones
* Conferences and seminars
* Advertising
* Donations of foodstuff to food banks subject to a number of specific conditions being met

Partial exemption. Input tax directly related to making exempt supplies is not recoverable. If a
Bulgarian taxable person makes both exempt supplies and taxable supplies, it may not deduct
input tax in full. This situation is referred to as partial exemption, i.e., when the purchases are
allocated to both the taxable and exempt activity of the taxable person. Zero-rated supplies are
treated as taxable supplies for these purposes.

The amount of the monthly input tax that may be deducted is calculated based on the percentage
of supplies that qualifies for a tax credit compared to the total amount of supplies for the preced-
ing calendar year. The monthly calculation is adjusted annually by calculating the ratio between
the supplies with right to VAT credit and the total supplies performed by a person during a year.
The adjustment is made in the VAT return for the last month of the year. The recovery percentage
is rounded up to two decimal places.

Capital goods. The period of adjustment for capital goods is 5 years and for real estate is 20 years.
The input tax may be deducted in the year when the goods are acquired if the intention is to use
them for taxable supplies. If they are subsequently used for exempt or nontaxable supplies
within 5 or 20 years, a pro rata adjustment should be made.

In case of improvements of existing buildings as a result of which a new building is created, for
the purposes of input tax corrections, a new 20-year period commences for the improvement.

If the goods are acquired with the intention that they be used for nontaxable or exempt supplies
but subsequently are used for taxable supplies, the VAT can be proportionally deducted (reverse
application of the capital goods scheme).
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Refunds. If the input tax recoverable exceeds the output tax chargeable for a tax period, a taxable
person has a VAT credit balance. A taxable person may claim a refund of the VAT credit through
the submission of its VAT return to the tax authorities.

Input tax must be carried forward in the following two consecutive months and offset against
VAT payables. If, at the end of the offsetting procedure, input tax exceeds the output, it can be
refunded within 30 days from submission of the last VAT return. A shorter 30-day term (without
offsetting procedure) applies to persons such as those whose zero-rated supplies exceed 30% of
the total value of supplies made in a 12-month period.

Pre-registration costs. Input tax incurred prior to the VAT registration of a taxable person in

Bulgaria may be claimed with regard to:

* Goods that qualify as assets and are available to the taxable person at the time of the VAT reg-
istration

* Services incurred with connection to the incorporation of the taxable person in the form of a
legal entity under the Bulgarian Trade Act

Write-off of bad debts. No bad debt relief applies in Bulgaria. However, based on a decision of
the CJEU on a Bulgarian request for a preliminary ruling, it is expected the bad debt relief to be
legislatively introduced in Bulgaria in 2020. At the time of preparing this chapter, no further
details have yet to be released on this matter, by the tax authority.

Noneconomic activities. Input tax incurred upon purchases that are used for noneconomic activi-
ties is not recoverable in Bulgaria.

G. Recovery of VAT by non-established businesses

The Bulgarian VAT authorities refund VAT incurred by businesses that are not established in Bul-
garia and that are not registered for VAT in the country.

EU businesses. For businesses established in the EU, refunds are made under the terms of EU
Directive 2008/9/EC.

Non-EU businesses. For businesses established outside the EU, refunds are made under the terms
of Directive 86/560/EEC applying the principle of reciprocity; that is, the country where the
claimant is established must also provide VAT refunds to Bulgarian businesses.

For foreign businesses established outside the EU, the principle of reciprocity applies; that is, the
country where the claimant is established must also provide VAT refunds to Bulgarian busi-
nesses.

H. Invoicing

VAT invoices. A Bulgarian taxable person must issue invoices for all taxable supplies made,
including exports, intra-Community supplies and advance payments. Invoices are not required
for retail transactions (B2C), unless requested by the customer. Invoices may not be issued for
supplies made free of charge, for financial services and for certain other supplies. A document
qualifies as a valid invoice if it complies with the requirements set out in the Bulgarian VAT Act.

A VAT invoice is necessary to support a claim for input tax deduction or a refund under EU
Directive 2008/9/EC or Directive 86/560/EEC refund schemes.

Credit notes. Credit or debit notes are issued for reducing or increasing the tax base of previous
supplies. They should explicitly indicate the invoices to which they refer and the reasons for the
corrections.
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Invoices and credit or debit notes can also be issued by recipients on behalf of suppliers, pro-
vided written agreements between the parties are concluded, for which the tax authorities should
be notified.

A special tax document (protocol) is issued for transactions subject to reverse-charge by the recipi-
ent.

Electronic invoicing. Bulgaria VAT law permits electronic invoicing in line with EU Directive
2010/45/EU (see the chapter on the EU).

Electronic invoicing is permitted for all Bulgarian VAT taxpayers. Electronic invoicing is feasible
if it is accepted by the recipient in writing (formal or informal procedure) or through tacit accep-
tance (i.e., by processing or paying the invoices). Taxpayers should be able to guarantee the
authenticity, the origin and the integrity of the content of the e-invoices through a reliable audit
trail. An example is a qualified e-signature/EDI system, but this is not mandatory.

Simplified VAT invoices. A simplified VAT invoice has been introduced that contains less compul-
sory information. A simplified VAT invoice can be issued by taxable persons for supplies of
goods and services if the amount of the invoice is less than EUR100 (including VAT). Simplified
invoices may not be issued in the case of distance sales, intra-Community supplies of goods or
supplies with a place of supply in the territory of another EU Member State.

Taxable persons are allowed to issue summary invoices covering a number of separate supplies
of goods and services provided that VAT on the supplies mentioned in the summary invoice
becomes chargeable during the same calendar month. A summary invoice should be issued no
later than the last day of the month to which it refers.

Self-billing. Self-billing is allowed in Bulgaria. For self-billing to be applied, the supplier and the
recipient should conclude an explicit agreement in this regard. The Bulgarian tax authorities
should also be notified by the supplier of this agreement. The signing of such agreement, how-
ever, does not release the supplier from its obligation to properly and timely document the sup-
plies, and in case that the recipient does not issue an invoice, the latter should be issued by the
supplier. In case that the supplier or the recipient is not established in Bulgaria, the supply should
be documented under the legislation of the country where the place of supply is.

Proof of exports and intra-Community supplies. VAT is not chargeable on supplies of exported
goods or on intra-Community supplies of goods. However, to qualify as VAT-free, export and
intra-Community supplies must be supported by evidence that the goods have left Bulgaria.
Acceptable proof includes the following documentation:

* For exports, a copy of the export declaration verified by the customs office and indicating the
supplier as exporter or another document certifying the export, where it is possible not to sub-
mit a customs document under the customs legislation; invoice, and transportation document
(or a written confirmation by the recipient, if the goods are delivered to a third territory)

* For intra-Community supplies, an invoice for the supply containing the VAT number of the
recipient as well as documents proving the dispatch of the goods to another EU Member State

Foreign currency invoices. Invoices may be issued in any currency, provided that the tax base and
the amount of VAT due are expressed in Bulgarian lev (BGN). Foreign currency invoices must
be converted into Bulgarian lev at the exchange rate of the Bulgarian National Bank or the Euro-
pean Central Bank on the date on which tax becomes due.

Supplies to nontaxable persons. Effective 1 January 2019, special rules apply to the place of sup-
ply for supplies of telecommunications, broadcasting and electronic services to non-VAT taxable
customers. For further details of the VAT rules on electronic services in the EU, please refer to
the European Union chapter.
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Bulgarian legislation envisages that the issuance of an invoice to nontaxable persons is optional,
unless the latter explicitly requests it. When an invoice is issued to a nontaxable person, the
invoice shall contain its official identification number, i.e., personal identification number,
BULSTAT number, etc. At the time of preparing this chapter, no further information on this has
been issued.

Records.

Record retention period. Any taxable person shall ensure the storage of the tax documents issued
by or on their behalf, as well as of all tax documents received thereby, for five years after the
expiry of the statute of limitation of the tax liabilities that such documents certify, in their origi-
nal form. The authenticity of the origin and the integrity of content of the tax documents, as well
as the readability thereof, must be guaranteed during the entire period of storage. E-invoices
should be kept within 10 years of 1 January of the year following the year in which the VAT
obligation under the documents has to be paid. The database storing the e-invoices should be
accessible by the revenue authorities during tax control procedures.

Electronic archiving. Electronic archiving of documents is allowed in Bulgaria, as Directive
2010/45 EU has already been implemented in the local VAT rules. Electronic archiving should
be organized by the taxable persons in such a way as to guarantee the authenticity of origin, the
integrity of content and legibility of the electronic documents.

Minimum requirements for electronic archiving include:

* The taxable person has an obligation to guarantee during a tax audit an online access to the
electronic archive.

* Reasonable business controls are required to create a reliable audit trail between the invoice and
the supply. For electronic invoices examples of such technologies are EDI systems and quali-
fied electronic signatures. Still, any other type of technology creating a reliable audit trail is
accepted.

There are no restrictions on the location in which the electronic documents should be kept, i.e.,
the electronic archiving could be inland or abroad as long as an online access is guaranteed.

I. Returns and payment

Periodic returns. Bulgarian taxable persons file VAT returns monthly. VAT returns must be filed
by the 14th day of the month following the tax period.

Periodic payments. Payment in full is required by the same date. VAT liabilities are due in
Bulgarian leva, but they may be paid in any currency, provided the amount remitted is equivalent
to the VAT due in BGN currency.

Electronic filing. Effective 1 January 2018, VAT returns must be filed in electronic format only.
Payments on account. Payments on account are not required in Bulgaria.

Special schemes. The following special schemes are introduced in Bulgaria:

» Margin scheme for travel agents: VAT applies on the difference between the total amount paid
by the traveler (exclusive of VAT) and the actual cost born by the travel agent for supply of
goods and services provided by other taxable persons

¢ Optional margin scheme for taxable dealers of secondhand goods, works of art, collectors’
items and antiques

* Cash accounting scheme for VAT: available for taxable persons with annual turnover in the
previous 12 consecutive months not higher than the equivalent in Bulgarian currency of
EUR500,000
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* MOSS for taxable persons providing broadcasting, telecommunication and electronic services
to nontaxable customers in other EU Member States

* Special scheme for investment gold

* Postponed accounting for investment projects

* Postponed accounting for the importation of certain base metals, organic and inorganic chemi-
cals and mineral products if the customs value of goods per unit equals or exceeds BGN50,000

Annual returns. Annual returns are not required in Bulgaria.
Supplementary filings.

Intrastat. A Bulgarian taxable person trading goods with other EU countries must complete
statistical reports, known as Intrastat if the value of the goods exceeds certain thresholds.
Separate reports are required for Arrivals and Dispatches. The thresholds for declaration are
determined by the National Statistics Institute by 12 October and apply for the following year.

The threshold for Intrastat Arrivals for 2019 is BGN470,000. The threshold for Intrastat Dispatch-
es for 2019 is BGN290,000.

A taxable person is not required to report the statistical value of the goods (the value of the goods
plus additional transport and insurance expenses) if its turnover from intra-Community trade in
goods for 2020 does not exceed the following:

* Dispatches: BGN15.8 million

* Arrivals: BGN7.6 million

Bulgarian taxable persons must complete Intrastat declarations in Bulgarian currency, rounded
up to the nearest whole number.

Intrastat returns are submitted monthly in electronic format by the 14th day of the month follow-
ing the respective month.

EU Sales Lists. Bulgarian taxable persons that make intra-Community supplies, supplies as
intermediaries in triangular operations or supplies of reverse-charge services must file EU Sales
Lists (ESLs; called VIES Declarations) with the Bulgarian National Revenue Agency. An ESL is
not required for any period in which the taxable person has not made any supplies required to be
reported in an ESL.

Intra-Community acquisitions of goods are not reported in ESLs.

ESLs must be submitted monthly by the 14th day after the end of the respective month. Electronic
filing of ESL returns is mandatory.

Call-off stock register. Taxable persons that apply the call-off stock regime must keep a specific
register where all the movements are included from the beginning of the transport of the goods.
Any subsequent changes in the circumstances, i.e., change of the final customer of the goods,
must be reflected in this register in due course.

Digital reporting. Effective 1 January 2018, VAT returns must be filed in electronic format only.

J. Penalties

Penalties for late registration. The penalty for non-registration ranges from BGN500 to BGNS,000.
An additional penalty equal to the amount of VAT that should have been charged may be
imposed. A penalty ranging from BGN500 to BGNS5,000 may be assessed for failure to dereister
on time.
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Penalties for late payment and filings. The penalty for failing to submit VAT returns or maintain
VAT ledgers (sales and purchase ledgers) or for submitting inaccurate VAT information ranges
from BGN500 to BGN10,000.

The penalty for late submissions or for missing or inaccurate Intrastat declarations ranges from
BGN500 to BGNS5,000.

Penalties may be imposed for late, missing or inaccurate ESLs.

Penalties for errors. The penalty for failing to charge VAT is the amount of VAT not charged, but
not less than BGN500. Penalties apply for delayed VAT charge — 5% of the VAT not charged,
but not less than BGN200 (for a delay of up to 6 months), and 10% of the VAT not charged, but
not less than BGN400 (for a delay between 7 and 18 months). The penalty for persons who fail
to self-charge VAT is the higher of 5% of the corresponding VAT and BGNS50. In case the VAT
amount is self-charged in the next period, the penalty is the higher of 2% of the corresponding
VAT and BGN25. Penalty of 100% of the corresponding VAT applies if input tax is nondeductible.

If failure to charge VAT is due to a technical mistake, the same may be settled by cancellation of
the wrong invoice and issuance of a new one containing the respective VAT. It is also necessary
that a countersigned cancellation protocol containing the grounds for the cancellation is issued
and kept for tax control purposes. This, however, does not exclude the abovementioned adminis-
trative penalties.

The penalty for a failure to issue VAT documents that results in the payment of less VAT is the
amount of the VAT not charged but not less than BGN1,000.

Penalties for fraud. If a taxable person avoids the assessment or payment of tax obligations in
large amounts, i.e., over BGN3,000, by non-submission of return or by declaring wrong data in
a return, they may be subject to criminal liability from one to six years imprisonment or a fine
of up to BGN2,000. Should the tax obligations be in respect of large amounts, i.e., over
BGN12,000, one shall be imposed to imprisonment from three to eight years and confiscation of
a part or all of their property.
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A. At a glance

Name of the tax

Local name

Date introduced
Administered by

Trading bloc membership

VAT rates
Standard
Other

VAT number format
VAT return periods

Thresholds
Registration

Recovery of VAT by
non-established businesses

B. Scope of the tax

Value-added tax (VAT)

Taxe sur la valeur ajoutée (TVA)

1 January 1999

General Directorate of Taxation (GDT)

Central African Economic and Monetary Community
(CEMAC) Member State

19.25%
Zero-rated (0%) and exempt

M085400001476E
Monthly

XAF50 million annual turnover

No

VAT applies to transactions carried out or deemed to have been carried out in Cameroon for con-
sideration. A transaction is deemed to have been carried out in Cameroon where:
* In the case of sale of goods, delivery takes place within Cameroon.

« In the case of all other activities, the services provided, the items leased or the rights ceded are
used within Cameroon.

The Finance Law for 2020 expressly specifies that the following transactions are also subject to

VAT:

* Sales of goods and services provided on Cameroonian territory or through foreign or local elec-
tronic commerce platforms

» Commissions received by the operators of online trading platforms during the operations des-
cribed above
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By way of exception, with regard only to transport between CEMAC Member States, operations
shall be deemed to have been carried out in Cameroon if the transporter is domiciled or has his
registered office in Cameroon, even where the principal part of the operation is carried out in
another Member State.

C. Who is liable

A taxable person is any business entity or individual that makes supplies of goods or services in
the course of a business in Cameroon.

Only business entities or individuals taxable under the real regime, i.e., those who have an annual
turnover excluding tax of XAF50 million or more, are subject to VAT.

Voluntary registration and small businesses. The VAT law in Cameroon does not contain any
provision for voluntary registration.

Group registration. Group VAT registration is not allowed in Cameroon.

Non-established businesses. A “non-established business” is a business that has no permanent estab-
lishment in the territory of Cameroon. Non-established businesses that perform taxable opera-
tions in Cameroon must nominate a representative who is a taxable person for VAT purposes. The
representative must comply with all the obligations created under the General Tax Code for
taxable persons, namely the filing and registration obligations. The representative will be liable
for the payment of the VAT due.

If no tax representative is nominated, the VAT due should be assessed and paid by the purchaser
(if the purchaser is a taxable person for VAT purposes).

Tax representatives. Non-established businesses must nominate a tax representative for VAT pur-
poses in Cameroon. In case of default (nonpayment of VAT due within the legal deadline), the
representative and the non-established business are jointly liable for the payment of the VAT due.

Reverse charge. The reverse-charge mechanism is applicable whenever a non-established entity
fails to nominate a VAT representative. In such a case, the local entity (the customer) will be
liable for VAT on the supply made by the nonresident service provider. As part of the VAT
reverse-charge mechanism, the VAT shall be declared as output and input tax in the same tax
return. Therefore, there shall be no cash impact for the client, to the extent there is a full right of
deduction.

Domestic reverse charge. There are no domestic reverse charges in Cameroon.
Digital economy. No special rules exist for digital economy supplies.

Online marketplaces and platforms. Operators of electronic commerce platforms should calcu-
late, submit and pay on behalf of suppliers, the VAT due on goods and services rendered through
electronic commerce platforms. The Finance Law for 2020 specifies that a text will set out the
procedures for implementing the above provisions. At the time of preparing this chapter, the said
text has not yet been published.

Registration procedures. Any business entity or individual subject to the payment of a tax (includ-
ing VAT) in Cameroon is required to apply for registration with the tax office territorially com-
petent within 15 days of the commencement of its activities, and to attach a localization plan to
its application. A unique identifier number is definitively assigned by the General Directorate of
Taxation after certification of the taxpayer’s actual localization.

The Finance Law for 2020 states that operators of electronic commerce platforms are required to
file a registration request with the tax authorities. The registration can be carried out online
through the internet portal of the tax administration. The Finance Law for 2020 specifies that a
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text will set out the procedures for implementing the above provisions. At the time of preparing
this chapter, the said text has not yet been published.

Deregistration. Any business entity or individual subject to the payment of a tax (including VAT)
in Cameroon must, within 30 days from the date of termination of activity, file the return of tax-
able income until the date of the termination with the tax office territorially competent.

D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT, including the zero rate.

The VAT rates are:
* Standard rate: 17.5%
—An additional council tax applies at the rate of 10%, to reach an effective VAT rate of
19.25%.
* Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods or services unless a specific measure
provides for the zero rate or an exemption.

Examples of goods and services taxable at 0%
* Exportation of taxable goods
* Transactions carried out in free zones

Examples of exempt supplies of goods and services

* Transactions relating to the transfer of ownership of real estate and goodwill subject to transfer
tax or equivalent taxation, provided such transactions are subject to registration duties

* Real estate transactions of all kinds carried out by non-professionals, provided such transac-
tions are subject to registration duties

* Fees charged by educational institutions and universities

* Goods of basic necessity, including but not limited to pesticides, fertilizers and their inputs,
beef (except imported meat), pharmaceuticals, etc. (listed in appendix I of Title 2 of the Gener-
al Tax Code)

* Sales of petroleum products for the refueling of airplanes of companies based in Cameroon

* Supplies of water and electricity for domestic consumption up to 20 m3/month and 220 kW/
month respectively

* Medical services

* Materials and equipment for producing solar and wind energy

* Urban public transport by bus

* Interest on negotiable debt securities issued by the state, regional and local authorities

« Interest on loans of less than F.CFA2 million granted by category 1 micro-finance institutions

* Contracts and commissions on life insurance products with a savings component

Option to tax for exempt supplies. A taxable person may opt for certain operations such as urban
public commuter services to be subject to VAT.

E. Time of supply

In Cameroon, the time when the legal conditions necessary to determine the VAT liability are
fulfilled is called the “chargeable event,” while the time when VAT becomes due and recoverable
is called the “tax due point” (chargeability of VAT). Different tax event rules and tax due point
rules apply to supplies of goods and supplies of services.

The general rule is that the tax event and the tax due point for goods occur at the same time. They
occur when the right to dispose of the goods as owner is transferred. If the sale contract stipulates



CAMEROON 219

that the supplier retains ownership of the goods, the tax is due at the time of the physical transfer
of the goods from the supplier to the buyer.

The tax event for services is the moment when the services are performed, while the tax due point
is the date of the effective payment. In principle, if the consideration for a supply of services is
paid in instalments, VAT is due on the receipt of each installment.

Deposits and prepayments. The collection of advance payments (prepayments) for supplies of
goods does not give rise to VAT (except in the case of continuous supplies of goods). The tax due
point for advance payments for services occurs on collection of the payment.

Continuous supplies of services. In the case of instalment payments or continuous payments with
respect to continuous supplies of services, the chargeable event occurs at the end of the periods
to which such instalments or payments refer.

Goods sent on approval for sale or return. There are no special time of supply rules in Cameroon
for goods sent on approval for sale or return. As such, the normal time of supply rules apply.

Reverse-charge services. The time of supply for a reverse-charge service received by a Camer-
oonian taxable person is the date of payment for the service.

Leased assets. A leasing contract of goods is an agreement whereby the lessor (the owner) con-
tracts the use of the good to the lessee (the person who leases) in return for a consideration. At
this stage, lease incomes received by the lessor during the period of the lease agreement are VAT
taxable pursuant to the collection rules applicable to the supplies of services. At the end of the
lease period, should the lessee opt for the purchase of the good, VAT is chargeable upon the
transfer of the right to dispose of the asset.

Imported goods. The time of supply for imported goods is either the date of importation or the
date on which the goods leave a duty suspension regime.

F. Recovery of VAT by taxable persons

A taxable person may recover input tax charged on goods and services supplied to it for business
purposes. A taxable person generally recovers input tax by offsetting it against output tax charged
on supplies made. Input tax includes VAT charged on goods and services supplied in Cameroon,
VAT paid on imports of goods and VAT self-assessed by the taxable recipient under the reverse-
charge mechanism.

A valid tax invoice or customs document is compulsory for a VAT refund claim.

Nondeductible input tax. Input tax may not be recoverable on purchases of goods and services
that are not used for business purposes (for example, goods acquired for private use). Further-
more, input tax may not be recoverable on certain business expenditures.

Examples of items for which input tax is nondeductible

» Expenses for accommodation, catering, receptions, shows, and rental of passenger vehicles and
passenger transport vehicles (with the exception of the expenses borne, by reason of their tax-
able activity, by the professionals of the tourism, the restoration, the spectacle and the car deal-
ers)

* Imports of goods used for business purposes, unused and re-exported as is.

* Goods and services acquired by enterprises, but used by third parties, managers or employees
of such enterprises.

* Services relating to goods excluded from the right of deduction.
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Examples of items for which input tax is deductible
(if related to a taxable business use)
» Raw materials and supplies used in producing goods and services
* Services that have actually contributed to this production, provided that the service providers
themselves are registrants subject to the real regime
* Purchase of goods and merchandise necessary and related to the business
* Capital goods required for the business use, excluding passenger vehicles and their spare parts,
and associated repair costs
* Goods used by the concessionaire but belonging to the licensing authority

Partial exemption. Input tax directly related to exempt supplies is not generally recoverable. If a
Cameroonian taxable person performs both exempt supplies and taxable supplies, it may only
recover a portion of input tax. This situation is referred to as “partial exemption.”

For taxable persons who do not carry out exclusively recoverable transactions, the recovery is

applied on a pro rata basis. This pro rata applies to both fixed assets and goods and services. It

is calculated from the fraction of turnover relating to taxable transactions. This fraction is the

ratio between:

* In the numerator, the amount of revenue relating to transactions subject to VAT, including
exports

* At the denominator, the amount of revenue of any kind made by the taxable person

A taxable person that performs within the same business entity different types of business
activities that are subject to different VAT rules must maintain separate accounts for each branch
of activity and compute its recovery rights separately for each business unit. Failure to comply
with this condition calls into question the option, and the prorate is automatically applicable.

Capital goods. Capital goods are items of capital expenditure that are used in a business over
several years and thus qualify as fixed assets. Where a good that has been recovered, in respect
of capital goods, is no longer part of the assets of the business by way of an assignment before
the end of the fourth year from its acquisition, and that such assignment is not subject to VAT for
any reason, the taxable person is liable for a fraction of the VAT previously recovered. This frac-
tion is equal to the amount of the recovery, minus one-fifth per year or fraction of a year since
the acquisition.

The full refund of the VAT initially recovered is also required when the goods concerned have
been subject to misappropriation or fraud attributable directly or indirectly to a shareholder or a
manager of the enterprise.

Refunds. The tax credits generated by the deduction mechanism are chargeable on the VAT due
for subsequent periods until exhaustion, without limitation of time.

VAT credits may be subject to compensation and possibly refunded provided that their beneficia-
ries are not liable for any taxes and duties of any kind whatsoever and that these credits are justi-
fied.

They are refundable:

» Within three months to enterprises in structural credit situation due to withholdings

* Within three months from the filing of the refund application, to industrialists, marketers and
leasing institutions when they renounce to the mechanism of imputation

» Exporters, within two months of the filing date of the refund application. However, the amount
of the VAT credit to be refunded is limited to the amount of VAT calculated by applying the
general rate in force to the amount of the exports made. Exporters are required to attach to their
declaration the customs references of the exports made, the actual export certificate issued by
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the customs administration, as well as that of the repatriation of the funds delivered by the admin-
istration in charge of the treasure on the export sales of which the refunding is requested.

* At the end of each quarter, to diplomatic or consular missions, subject to formal agreement of
reciprocity, when they have previously paid VAT

* At the end of each quarter, to diplomatic or consular missions and international organizations,
subject to formal agreement of reciprocity or headquarters agreement, when they have previ-
ously paid VAT

* At the end of the fiscal year, to nonprofit and public interest organizations whose management
is voluntary and selfless for the benefit of any person, when their operations are of a social,
sporting, cultural, religious, educational or philanthropic in accordance with their object. The
organization must be approved by the competent authority; each transaction must be subject to
the prior approval of the General Director of Taxation.

Requests for refund are accompanied by a non-debt clearance certificate. Requests for refund of
eligible VAT credits, accompanied by supporting documents, submitted electronically to the
competent tax authorities, are admissible.

Refunds of VAT credits are made according to the following terms:

* For low-risk enterprises, reimbursement is automatic without a prior validation check procedure

* For medium risk enterprises, reimbursement is carried out after a credit validation check pro-
cedure

* For high-risk enterprises, reimbursement can only be made after a general accounting audit pro-
cedure that must be completed within one month after the submission of the refund application

Pre-registration costs. Newly created companies may claim a refund of input tax paid on expens-
es incurred before registration, back to the point in time when they expressed their intention to
perform economic activities. Documentation useful to show such an intention may include a
statement of existence, a tax registration certificate, evidence of market investigation and market-
ing expenses, etc.

Write-off bad debts. A taxable person may recover input tax paid on unpaid invoices when the
debt is officially unrecoverable, which occurs when the supplier has exhausted all legal remedies
against the debtor. However, VAT may be recovered further to a judgment of liquidation or a
judgment granting a recovery plan. Therefore, a mere default of recovery does not enable the
supplier to qualify the debt as definitely unrecoverable and to claim a refund.

Noneconomic activities. In principle, VAT may only be recovered if incurred in the course of an
economic activity. If costs are incurred to acquire or maintain assets which are to be used for the
purposes of an economic activity, the costs are potentially deductible. If assets are not used for
such a purpose, the VAT will not be deductible.

G. Recovery of VAT by non-established businesses
Input tax incurred by non-established businesses in Cameroon is not recoverable.

H. Invoicing

VAT invoices. Taxable persons must generally provide a VAT invoice for all taxable supplies made
— including exports. Non-established entities that are required to nominate a representative must
issue invoices with the VAT number and address of the chosen representative, additionally to the
other ordinary requirements of any invoice.

Credit notes. VAT paid on sales or services that are subsequently terminated, canceled or remain
unpaid, can be recovered by charging the tax due for future transactions.
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For terminated or canceled transactions, the recovery of the VAT paid is subject to the establish-
ment and sending to the client of a new invoice to replace the original invoice.

For unpaid transactions, when the claim is actually and permanently irrecoverable, the rectifica-
tion of the invoice consists in sending a duplicate of the original invoice with the regulatory
indications, overloaded with the mention “invoice remained unpaid for the amount of __, price
excluding VAT, and for the sum of __ corresponding VAT, which may be deducted.”

Electronic invoicing. The VAT law in Cameroon does not contain any provision for electronic
invoicing. As such, electronic invoicing is not allowed in Cameroon.

Simplified VAT invoices. Simplified VAT invoicing is not allowed in Cameroon. As such, full VAT
invoices are required. However, in practice, it is possible to raise other types of documents
(namely entrance tickets, tickets of transports and tolls, documents issued by automatic distribu-
tion electronic machines or electronic systems) instead of invoices if the consumer is not a VAT-
able person and these goods or services acquired are not linked or connected with any business
activity.

These documents should contain the following information:

* Suppliers’ unique identifier number, full name and address

* Quantity and nature of the goods supplied, or the extent and nature of the services rendered
* The price and the amount of the VAT due (if applicable)

Self-billing. Self-billing is not allowed in Cameroon.

Proof of exports. VAT is chargeable on supplies of exported goods at the zero rate. However, for
the application of the zero rate, exports must be supported by evidence indicating that the goods
have left Cameroon. Acceptable proof includes a copy of the export document, officially vali-
dated by customs and showing the supplier as the exporter. Other acceptable proof of export may
be provided. The sales invoice must include specific wording.

Foreign currency invoices. If a Cameroonian VAT invoice is issued in a foreign currency, the VAT
amount to be paid must be converted into XAF using the rate published by the Bank of Central
African States for the date of the supply.

Supplies to nontaxable persons. There are no special rules for VAT invoices issued for supplies
made by taxable persons to private consumers. However, in practice, it is possible to raise other
types of documents instead of invoices, if the consumer is not a VATable person, and such goods
or services acquired are not linked or connected with any business activity. Detail on such docu-
ments are outlined above under Simplified VAT invoices.

Records.

Record retention period. All invoices or equivalent documents must be kept, according to the
legislation in place, by the taxable person for 10 years.

FElectronic archiving. Electronic archiving is not compulsory and paper invoices issued and
received can be archived under their paper format.

Invoicing is subject to an electronic follow-up by the tax administration in the conditions defined
by a decree of the Minister in charge of Finance. However, the decree has not yet been published.
I. Returns and payment

Periodic returns. VAT returns must be submitted monthly, until the 15th day of the month follow-
ing when the operations took place.
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Periodic payments. Payment of VAT due must be paid together with the submission of the VAT
return, i.e., by the 15th day of the month following the one where the operations took place. The
amount of VAT is paid directly and spontaneously by the taxpayer at the time of filing the return
to the tax collector of the tax center, on which depends its head office, its principal establishment
or the representative accredited by him. However, for the enterprises belonging specialized man-
agement units, the filing and the payment are carried out with them.

For suppliers of the State, Decentralized Territorial Communities, Public Administration Establish-
ments and partially or wholly public-owned companies, and of some private sector companies
whose lists are set by regulation, VAT is withheld at source when settling invoices and paid back
to the tax centers or specialized management units under the same conditions and deadlines
applied to other transactions. However, the Minister in charge of Finance may, as necessary,
exempt certain enterprises potentially in a situation of structural credit from the withholding
referred to above.

From 1 January 2020, VAT due on sales of goods and services rendered through electronic com-
merce platforms, should be liquidated, submitted and paid by the operators of said platforms, on
behalf of suppliers. VAT due on commissions received on sales made in Cameroon through elec-
tronic commerce platforms should be submitted and paid by the operators of said platforms.

The filing and payment of the VAT collected by the said operators can be carried out online through
the internet portal of the tax administration. The Finance Law for 2020 specifies that a text will set
out the procedures for implementing the above provisions. At the time of preparing this chapter,
the said text has not yet been published.

Electronic filing. VAT returns can be submitted electronically. In this case, the tax notice gener-
ated is compulsorily presented to the bank in support of the payment of the corresponding VAT.

Payments on account. Payments on account are not required in Cameroon.

Special schemes. There is one special scheme in Cameroon (which is optional), called the “debit
regime.” It is the regime according to which the chargeable event of the VAT is constituted by
debits for the contractors of real estate works which opt expressly for this regime.

Annual returns. Annual returns are not required in Cameroon.
Supplementary filings. No supplementary filings are required in Cameroon.

Digital reporting. VAT returns can be submitted electronically. In this case, the tax notice gener-
ated is compulsorily presented to the bank in support of the payment of the corresponding VAT.

From 1 January 2020, VAT due on sales of goods and services rendered through electronic com-
merce platforms, should be liquidated, submitted and paid by the operators of said platforms, on
behalf of suppliers. VAT due on commissions received on sales made in Cameroon through
electronic commerce platforms should be submitted and paid by the operators of said platforms.

The filing and payment of the VAT collected by the said operators can be carried out online
through the internet portal of the tax administration. The Finance Law for 2020 specifies that a
text will set out the procedures for implementing the above provisions. At the time of preparing
this chapter, the said text has not yet been published.

J. Penalties

Penalties for late registration. The non-filing, within the legal deadlines, of an application for
registration, gives rise to a fixed fine equal to XAF250,000. The exercise of an economic activ-
ity without prior registration, gives rise to the application of a fine of XAF100,000 per month.
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Penalties for late payment and filings. The filing, after formal notice, of a VAT return showing a
nil tax or a credit, gives rise to the application of a fixed fine equal to XAF1 million.

Failure to file VAT returns in due time after formal notice gives rise to the application of a fine
of XAF1 million per month.

Late payment of VAT entails the application of a late payment interest of 1.5% per month of
delay.

Moreover, any late declaration or payment of VAT entails the application of a penalty of 10% per
month of delay, without exceeding 30% of the VAT due in principal.

Penalties for errors. The insufficiencies, omissions or inaccuracies that affect the VAT base and
which led the tax administration to make adjustments, give rise to the application of a late pay-
ment interest rate of 1.5% per month, capped at 50%, calculated on the basis of the amount of
VAT charged to the taxpayer, following the notification of the last procedural act in case of audit.

Penalties for fraud. Without prejudice to the applicable fiscal sanctions, is liable to imprisonment

of one to five years and a fine of XAF500,000 to XAF5 million or only one of these two penal-

ties, whoever:

* Evades fraudulently or attempts to fraudulently evade the establishment, payment, total or partial
repayment of VAT

* Expressly refuses to file within the prescribed time

* Conceal part of the sums subject to VAT

* Organizes its insolvency or prevents the recovery of VAT

* Fraudulently gets a refund of VAT credit

The insufficiencies, omissions or inaccuracies that affect the VAT base and which led the tax
administration to make adjustments, mention of which must be made in the last procedural docu-
ment, in addition to the abovementioned late payment interest, give rise to the application of the
following surcharges:

* 30% in case of good faith

* 100% in case of bad faith

* 150% in case of fraudulent practices, without prejudice to criminal prosecution

The taxpayer who, after a formal notice to declare, has not filed his tax return, is subject to
automatic taxation and the amount of VAT due give rise to the application of a 100% surcharge.
The surcharge is increased to 150% in case of recidivism. Moreover, the taxpayer is subject to
the late payment interest at the rate of 1.5% per month, capped at 50%.

Taxpayers may seek the opinion of the tax authorities on how to interpret and apply VAT, prior
to concluding a transaction. Where the information provided by the taxpayer is complete, the
advice given by the tax authorities is binding.

The tax administration must process applications for tax rulings within one month from the date
of receipt of the complete request. Taxpayers applying for a tax ruling are required to (i) provide
a clear, complete and truthful statement concerning the proposed transaction, (ii) identify the
parties and their relationships, and (iii) provide copies of documents necessary to assess the
scope of the transaction.

The scope of the guarantee offered by the tax authorities’ ruling is restricted to the parties to the
proposed transaction and the legal provisions in force at the time of referral to the tax authorities.
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A. At a glance
Name of the tax
Local name

Date introduced
Name of the tax
Local name

Date introduced

Goods and services tax (GST)
Goods and services tax (GST)

1 January 1991

Harmonized services tax (HST)
Harmonized services tax (HST)
1 April 1997
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Trading bloc

membership United States—Mexico—Canada Agreement (USMCA) (At the
time of preparing this chapter, is due to be passed into law and
signed by each country, to replace NAFTA)
Comprehensive and Progressive Agreement for Trans-Pacific
Partnership (At the time of preparing this chapter, is pending
ratification)
Trade Agreement (CETA), between the European Union and
Canada and currently provisionally in force

Administered by Canada Revenue Agency (https://www.canada.ca/en/services/
taxes.html)

Sales tax rates

GST standard 5%
HST standard
Ontario 13%
New Brunswick 15%
Newfoundland and
Labrador 15%
Nova Scotia 15%
Prince Edward Island 15%
QST standard
Quebec 9.975%
Other Zero-rated (0%) and exempt
GST/HST number format 15 characters (9 numeric/2 alpha/4 numeric)
GST/HST return periods Monthly (turnover in excess of CAD6 million, optional for

other registrants)

Quarterly (turnover between CAD1.5 million to CAD6 million,
optional for other registrants) with turnover of CAD1.5 million
or less)

Annual (turnover of CAD1.5 million or less)

Thresholds
Registration CAD30,000

Recovery of GST or HST
by non-established
businesses No

B. Scope of the tax

Canada’s federal government imposes a 5% sales tax known as the goods and services tax (GST).
When a supply is made in a “participating province,” the tax rate includes an additional provincial
component of 8% or 10%, depending on the province. The combined 13% or 15% tax is known
as the harmonized sales tax (HST).

In implementing the HST, the participating provinces repealed their individual retail sales taxes and
share in the revenues generated by the HST. HST applies to the same base of goods and services
that are subject to GST.

Although the province of Quebec is not considered a “participating province,” it replaced its own
retail sales tax and harmonized with the GST (subject to some exceptions) when it implemented
its own Quebec sales tax (QST) on 1 July 1992.

The provinces of Manitoba and Saskatchewan continue to impose their own retail sales tax, while
the province of Alberta and Canada’s three territories do not impose a retail sales tax.
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GST/HST applies to taxable supplies of property and services made in Canada in the course of a
business, and to imports of goods into Canada. Specific HST rules determine when a supply is
made in a participating province and when property or services are brought into a participating
province.

The term “property” includes all property, whether real or personal, movable or immovable, tan-
gible or intangible, corporeal or incorporeal, any right or interest of any kind, and shares and choses
in action (personal rights to property). However, it does not include money. The term “tangible
personal property” generally means goods.

The term “services” means anything other than property or money. It does not include services
provided by an employee in the course of, or in relation to, an office or employment.

For the purposes of GST/HST, the territory of Canada includes the following areas:

* The seabed and subsoil of the submarine areas adjacent to the coast of Canada for which the
government of Canada or of a province may grant rights to explore for, or exploit, any minerals
(including petroleum, natural gas, related hydrocarbons, sand and gravel)

* The seas and airspace above those submarine areas with respect to any activities carried on in
connection with the exploration for, or exploitation of, minerals

The legislation contains rules that determine whether a supply has been made in Canada for GST
purposes. Once it is determined whether a supply is made inside Canada or outside Canada under
these GST place-of-supply rules, there are a similar but separate set of rules (known as HST place-
of-supply rules) that determine whether the supply is made in a particular province in Canada.

Under the legislation, a sale of goods is deemed to be made in Canada if the tangible personal
property (i.e., goods) is delivered or made available to the purchaser at a place in Canada. Any other
supply of goods (otherwise than by way of sale), such as a lease, is deemed to be made either inside
Canada or outside Canada depending on whether possession or use of the goods is given to the
recipient or is made available to the recipient inside Canada or outside Canada.

A service is deemed to be supplied in Canada if the service is performed in whole or in part in
Canada. It is deemed to be supplied outside Canada only if the service is performed wholly outside
Canada. A supply of intangible personal property is deemed to be made in Canada if the property
may be used in whole or in part in Canada. Conversely, a supply is deemed to be made outside
Canada if the property cannot be used in Canada.

C. Who is liable

Every person who makes taxable supplies of goods or services in Canada in the course of a com-

mercial activity is required to register for GST/HST purposes, except in the following circum-

stances:

* The person qualifies as a “small supplier.”

* The person’s only commercial activity is the supply of real property by way of sale other than
in the course of a business.

* The person is a nonresident who does not carry on any business in Canada.

“Commercial activity” means any of the following activities:

* Any business, except to the extent the business involves making exempt supplies

* An adventure in the nature of trade, except to the extent the activity involves making exempt
supplies

* The supply of real property, other than an exempt supply

For individuals, personal trusts whose members are individuals and partnerships of individuals,
the activity must also be carried on with a reasonable expectation of profit to constitute a com-
mercial activity.
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The definition of a “person” includes individuals, partnerships, corporations, trusts, estates of
deceased individuals and bodies such as societies, unions, clubs, associations, commissions or
other organizations of any kind.

A “registrant” is any person that is registered or is required to be registered for GST/HST.

Exemption from registration. The VAT law in Canada does not contain any provision for exemp-
tion from registration.

Voluntary registration and small businesses. In addition to mandatory registration requirements,
other persons engaged in commercial activities in Canada may apply for registration even if not
required to do so under the legislation.

Persons who may wish to apply for registration include small suppliers making taxable supplies
to other registrants. These persons may be able to benefit from registration, particularly where
most of their sales are to other registrants. Persons engaged in selling real property (under taxable
conditions) otherwise than in the course of a business may also register, though they are not
required to do so under the legislation. Registration permits these persons to claim input tax
credits on land purchases at the time of purchase instead of at the time of sale, resulting in sig-
nificant cash-flow advantages.

Voluntary registration may also benefit new businesses that incur significant startup costs before
they begin to make taxable supplies. While these new businesses need not register until they
begin to make taxable supplies, early registration will allow them to accelerate the recovery of
the tax paid on their purchases through the input tax credit mechanism.

Nonresidents who, in the ordinary course of carrying on business outside Canada, regularly
solicit orders for the supply of tangible personal property for export to or delivery in Canada may
apply for registration. As well, voluntary registration is available to nonresidents who have entered
into an agreement to supply:
* Services to be performed in Canada

Or
« Intangible personal property to be used in Canada or that relates to:

— Real property situated in Canada

— Tangible personal property ordinarily situated in Canada

Or
— Services to be performed in Canada

Listed financial institutions resident in Canada are also permitted to apply for registration.

Registration is also permitted in the case of a resident parent corporation that has no commercial
activity but holds a related corporation’s shares or debt deemed to be property that was last
acquired or imported by the parent for use exclusively in the course of commercial activities.
Also permitted is the registration of resident corporations that are acquiring or propose to acquire
all or substantially all of the capital stock of another corporation.

Voluntary registration is also available to foreign banks in certain circumstances, as part of mea-
sures introduced to assist foreign banks to restructure under the foreign bank branching regime
in the Bank Act. These measures provide transitional GST/HST relief for the initial transfer of
assets from a foreign bank’s existing Canadian subsidiary to its newly established Canadian
branch.

A corporation may also register for GST/HST purposes in certain circumstances, in contempla-
tion of a distribution made in the course of a reorganization described in subparagraph 55(3)(b)
(1) of the Income Tax Act (a butterfly transaction).
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The minister of national revenue is not required to register every person who applies for registra-
tion and is authorized to deny registration in appropriate cases.

Group registration. GST/HST group registration is not permitted. Legal entities that are closely
connected must register for GST/HST individually.

However, “closely related” corporations and partnerships may elect to deem supplies made
between members of the group as being made for no consideration if the members are engaged
exclusively in making taxable and zero-rated supplies. This provision effectively makes sales
between group members subject to the zero rate. Taxable sales of real property and any supply
that is not acquired by the recipient exclusively for use in a commercial activity are not eligible
for relief under the election.

In addition to closely related corporations, the election is also available to groups that include
partnerships, referred to as “Canadian partnerships.” A “Canadian partnership” is defined as a
partnership in which each member is a corporation or partnership and is resident in Canada.

Special rules apply if a closely related group includes a financial institution.

Closely related corporations and Canadian partnerships are required to file prescribed election
form RC4616 with the CRA. Form RC4616 replaced form GST25, which was not required to be
filed with the CRA.

All new elections are required to be made using the form RC4616 and the form must be filed
with the CRA. All elections under section 156 that were in place prior to 2015 were required to
be refiled with the CRA prior to 1 January 2016, using the new election form, but carrying the
effective date used in the original election. If the new filing requirements are not respected, elec-
tions will be considered invalid, which could lead to significant tax consequences in the event of
an audit.

Important changes to the definition of a “qualifying member” were introduced, resulting in a gen-
eral increase in the availability of the election for new members of a qualifying group. In addition,
the parties to the election are jointly and severally (or solitarily) liable for tax that may apply in
relation to supplies made among them on or after 1 January 2015.

Similar filing obligations for the election under section 334 of the Act respecting the Quebec sales
tax apply as of 1 January 2015. The new prescribed form for the election in Quebec is numbered
FP-4616-V.

Bill C-29, which received royal assent on 15 December 2016, implemented further legislative
amendments to the closely related test that were proposed in the 2016 federal budget. The amend-
ments ensure the test applies only in situations where the parent has nearly complete voting control
over the subsidiary and are generally applicable as of 22 March 2017, subject to transitional rules.
The previous rules required the parent to own 90% or more of the value and number of voting
shares of the subsidiary. Under the amendments, in addition to meeting the 90% ownership test, in
order for the parent and the subsidiary to be considered to be closely related, the parent corporation
or partnership must also hold and control 90% or more of the votes in respect of every corporate
matter (“qualifying voting control”) of the subsidiary corporation.

Non-established businesses. A nonresident business that does not carry on business in Canada
but solicits orders for the supply of goods in Canada, or enters into an agreement to supply cer-
tain goods, services or intangible property in Canada, may register on a voluntary basis to claim
input tax credits (see Section F). A nonresident business is not required to appoint a tax repre-
sentative in Canada to register for GST/HST. However, a nonresident business with no permanent
establishment in Canada must provide a security deposit to the GST/HST authorities to obtain
registration.
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In general, the amount of security is 50% of the estimated net tax (either positive or negative) for
the first year of operations in Canada. The minimum acceptable amount of security is CAD5,000,
and the maximum is CAD1 million. Security may be in the form of cash, certified check, money
order or bond. All security deposits are payable in Canadian dollars (CAD).

A nonresident business may apply in writing to have the security requirement waived if it satis-
fies both of the following conditions:

« [ts taxable supplies in Canada do not exceed CAD100,000 annually.

« Its net GST remittance or refund does not exceed CAD3,000 annually.

Where a nonresident person has a permanent establishment in Canada, the person is deemed to
be resident in Canada in respect of the activities carried on through that particular establishment.
A permanent establishment is defined as a fixed place of business of the person. It could also
include the fixed place of business of another person (other than a broker, general commission
agent, or other independent agent) making supplies on behalf of the person in the ordinary course
of business.

Tax representatives. Form RC59 is used to authorize the Canada Revenue Agency to deal with
an individual representative (such as an accountant, lawyer or employee) or a firm as a represen-
tative for business account-related GST/HST information (as well as payroll, corporation income
taxes, excise taxes, excise duties and other levy accounts). After 15 May 2017, a representative
is required to complete the authorization request in “Represent a Client” at https://www.canada.
ca/en/revenue-agency/services/e-services/represent-a-client.html to obtain online access to tax
information for a business. Form RC59, Business Consent, can no longer be used to authorize
online access.

Reverse charge. Self-assessment of the GST or federal component of the HST is required on
importations of intangible personal property and services that are acquired from unregistered,
nonresident persons outside Canada and not used at least 90% in commercial activities (100% in
the case of financial institutions). The tax is calculated on the amount charged for the service or
intangible personal property in Canadian dollars, and the tax is payable in the reporting period
in which the amount for the service or the intangible personal property was paid or became pay-
able. Registered purchasers of real property are also required to self-assess and remit applicable
tax on the consideration paid for the property.

Domestic reverse charge. There are no domestic reverse charges in Canada.

Digital economy. In the 2018-19 budget, Quebec announced it would implement a mandatory
specified registration system for suppliers with no physical or significant presence in Quebec
(nonresident suppliers) to ensure the QST is collected and remitted in the context of the digital
economy. Suppliers with no physical or significant presence in Quebec are required to collect
and remit the QST on taxable incorporeal movable property and services they supply in Quebec
to specified Quebec consumers.

In addition to the supplies in relation to the digital economy, nonresident (for tax purposes) sup-
pliers located in Canada are required to collect and remit the QST on taxable corporeal movable
property they supply in Quebec to specified Quebec consumers. This mandatory registration
applies to nonresident suppliers if the value of the consideration for all taxable supplies made by
the supplier in Quebec to consumers exceeds CAD30,000. Mandatory registration also applies
to digital property and services distribution platforms with respect to taxable supplies of incor-
poreal movable property or services received by specified Quebec consumers, where the digital
platform controls the key elements of transactions with such consumers, such as billing, transac-
tion terms and conditions, and delivery terms. The specified registration system took effect on:
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* 1 January 2019, for nonresident suppliers outside Canada, and for digital platforms enabling
these suppliers to make taxable supplies of incorporeal movable property or services in Quebec
to specified Quebec consumers

* 1 September 2019, for nonresident suppliers located in Canada, and for digital platforms enabling
these suppliers to make taxable supplies of incorporeal movable property or services in Quebec
to specified Quebec consumers

To date, the federal government has not followed Quebec’s lead. Online vendors who do not have
a physical presence in Canada are not considered to be “carrying on business” in Canada. The
obligation to pay the GST/HST on supplies is technically on the consumers, who are required to
self-assess under the legislation although in practice this is rarely done.

The Auditor General of Canada released a report entitled “Taxation of e-commerce” on 7 May
2019. The report stated that the Canadian sales tax system has not kept pace with the rapidly
evolving digital marketplace. On the basis of publicly available data, it estimated losses of
CAD169 million in the GST on foreign digital products and services sold in Canada in 2017.

Online marketplaces and platforms. No special rules exist for online marketplaces and platforms
in Canada, aside for those for the province of Quebec (as outlined above).

Registration procedures. Persons required to register under the legislation must apply to the
Canada Revenue Agency within 30 days following the first taxable supply made in Canada.
Before registering for GST/HST, a business must obtain a Business Number (BN) from the
Canada Revenue Agency by using its online service at http://www.businessregistration.gc.ca, by
sending in a completed Form RC1, Request for a Business Number (BN), or by calling 1-800-
959-5525.

The Agency will then assign a registration number to the registrant and provide notification in
writing of the registration number and the effective date of registration. Organizations can gener-
ally expect to receive confirmation of their registration and their nine-digit registration number
by mail within two weeks after submitting their completed registration forms. GST/HST regis-
trants who are based in the province of Quebec are required to register with Revenue Quebec
using the online service at http://www.revenuquebec.ca/en/sepf/services/sgp_inscription/default.
aspx, by sending in completed form LM-1-V or by calling 1-800-567-4692.

Small supplier threshold. A “small supplier” is a person whose annual worldwide taxable and zero-
rated supplies were less than CAD30,000 in the four preceding calendar quarters. The CAD30,000
threshold is determined by reference to the aggregate of taxable and zero-rated supplies made by the
person and any associates of the person in the period.

A person whose activities exceed CAD30,000 must register for GST within one month after
making the first supply that causes its turnover to exceed the threshold. However, if a person
exceeds the CAD30,000 threshold in a single calendar quarter, it ceases to qualify as a small
supplier beginning with the supply that causes it to exceed the threshold.

The small supplier threshold for a public service body (such as a charity, nonprofit organization,
municipality, university, public college, school authority or hospital authority) is generally
CAD50,000.

The small supplier rules do not apply to the following businesses:

* Persons who solicit orders for publications to be delivered in Canada by mail or courier

* Taxi operators (including commercial ride-sharing services)

* Nonresidents who sell taxable supplies of admissions in Canada for places of amusement,
seminars, activities or events held in Canada

A small supplier is not required to register for GST/HST but may do so voluntarily provided that
it is engaged in commercial activity in Canada.
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Deregistration. Where a person ceases to carry on a commercial activity or becomes a small supplier
and, as a result, ceases to be a registrant, the person’s GST/HST registration may be canceled by the
Canada Revenue Agency on its own initiative or on request. In these circumstances, the person is
deemed to have sold all its assets at fair market value upon deregistration. The non-registrant is sub-
sequently required to account for the GST/HST on this deemed disposition in the last GST/HST return
as a registrant. The person must also repay any input tax credits claimed on prepaid rent and services
to the extent the prepayments relate to a period after deregistration.

Conversely, tax that becomes payable by a person to suppliers after deregistration continues to
qualify as a valid input tax credit where it relates to services rendered to the person before dereg-
istration or to rental payments attributable to a period before deregistration.

D. GST/HST rates

The term “taxable supplies” refers to supplies of goods and services that are subject to GST/HST.
The HST rate of 15% applies in Nova Scotia, in New Brunswick, Newfoundland and Labrador,
and in Prince Edward Island. QST (see Section B) at a rate of 9.975% applies in the province of
Quebec. The effective combined GST/QST rate is 14.975%.

The 5% GST rate applies to supplies of property and services made elsewhere in Canada: in the
provinces of British Columbia, Alberta, Saskatchewan and Manitoba and in the Yukon, Northwest
and Nunavut Territories. A zero-rate (0%) applies to a limited range of supplies of property and
services. Although tax does not apply to zero-rated supplies, a registrant may claim input tax
credits with respect to these supplies. As a result, zero-rated supplies bear no tax.

Examples of goods and services taxable at 0%
* Exports of goods and services
* Basic foodstuffs
* International transportation
* Prescription drugs
* Medical devices
* Certain inputs used in agriculture and fishing

Certain supplies of goods and services, referred to as “exempt supplies,” are within the scope of
GST, but are not liable to tax. However, these exempt supplies do not give rise to input tax cred-
its.

Examples of exempt supplies of goods and services
* Supplies of used residential property
* Financial transactions
* Most supplies by charities and public-sector bodies
* Health care
* Education

Option to tax for exempt supplies. In some cases, the GST/HST legislation permits parties to a
transaction to elect to treat particular exempt supplies as taxable. Elections are available, for
example, in respect of the supply of a residential complex by a person other than a builder, par-
ticular sales of real property by an individual where made in the course of an adventure or con-
cern in the nature of trade, certain supplies of instruction or examinations by a professional or
trade association, government, vocational school, university, public college or regulatory body,
certain memberships in a public service body or professional organization and some supplies of
real property by public service bodies. In most cases, conditions must be satisfied before the
election can be made.
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E. Time of supply

In general, tax on a taxable supply becomes payable on the earlier of the date on which the con-

sideration for the supply is paid or the date on which the consideration becomes due. The con-

sideration is considered to be paid when the supplier receives the money (or other form of agreed

consideration) for the supply. The consideration for a taxable supply is deemed to become due

on the earliest of the following dates:

* The date on which the supplier issues an invoice with respect to the supply

* The date of the invoice

* The date on which the consideration falls due under a written agreement

* If an undue delay occurs in the issuance of an invoice for services, the date on which the sup-
plier would have issued an invoice with respect to the supply, but for the delay

Tax may also become due when the supply is completed in specific circumstances. For example,
tax on a sale of real property generally becomes due on closing. Similarly, if goods are sold, any
tax on the supply that has not previously become due becomes due at the end of the month fol-
lowing the month when the goods are delivered to the purchaser.

Deposits and prepayments. A deposit may be defined as money placed with a person as security
or a guarantee for the due performance of a contract. Most deposits are not treated as consider-
ation under the legislation but are regarded as pools of money that become taxable only when
applied as consideration for a supply or when forfeited for failure to carry out the agreement
under which the supply is made. However, a prepayment of the purchase price is taxable when it
is paid or becomes due. In practice, the distinction between a deposit and a prepayment is often
difficult to draw because the consequences of a default by the person paying the deposit or mak-
ing the prepayment can be the same.

As a general rule, there is no difference between goods or services regarding the time of supply
rules for deposits and prepayments.

Continuous supplies of services. Special rules apply to water, electricity, natural gas, steam, or any
other property where it is delivered or made available to the purchaser on a continuous basis by
means of a wire, pipeline or other conduit, provided invoices are issued to the purchaser on a
regular or continuous basis. Thus, most sales by utilities are taxable when invoiced. However,
some industrial products that are delivered to commercial and industrial purchasers by pipeline
are invoiced irregularly on an as-needed basis. In these circumstances, the vendor must collect
tax by the end of the month following the month of delivery.

Goods sent on approval for sale or return. Goods are often delivered to prospective purchasers on
approval, sale or return, consignment or other similar terms. Under these arrangements, title to
the goods generally does not pass to the purchaser until the purchaser notifies the seller of its
approval or acceptance of the goods, or the purchaser commits some act or default that indicates
its adoption of the sale. For example, a consumer might retain goods on approval beyond the time
agreed to for their return, or a retailer might resell goods that it holds on a sale-or-return basis.
In these circumstances, the legislation requires that tax be paid no later than the end of the cal-
endar month following the month in which the goods are resold or title to the goods passes to the
purchaser.

Reverse-charge services. Generally, tax is applied to imported services or intangible property (or
to commercial imports made by importers who are not entitled to input tax credits, as well as on
specified motor vehicles) where the supply is made outside Canada to a person who is resident
in Canada, unless the supply is exempt or zero-rated, or the Canadian resident is acquiring the
property or service for use exclusively in the course of commercial activities.

Leased assets. The legislation provides that where a written lease has been entered into, each lease
payment is regarded as becoming due on the day on which the lease requires the payment to be
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made, even if an invoice for the payment is issued before the payment becomes due. Thus, tax
applies to each payment of rent under the lease as it becomes due or, where rent is prepaid, on the
day the prepayment is made. This rule applies to leases of both real property and tangible per-
sonal property, but not to other agreements.

Imported goods. Goods imported into Canada are subject to the GST or the federal part of the
HST, except for goods that would be zero-rated if supplied in Canada, which are also zero-rated
upon importation. Tax on imported goods becomes due when the goods are released by the Canada
Border Services Agency for entry into Canada. In some cases, recipients of imported services and
imported intangible property are required to self-assess GST/HST. The Canadian recipient must
self-assess and remit the tax if these supplies are for use in Canada, unless they will be used
exclusively (i.e., 90% or more) in a commercial activity. Special rules apply to financial institu-
tions.

F. Recovery of GST/HST by taxable persons

A registrant (taxable person) may recover the GST/HST payable on property and services that it
acquires or imports for consumption or for use or supply in its commercial activities. This is
accomplished by claiming input tax credits as a deduction on the registrant’s GST/HST return.

A valid tax invoice or customs document must generally be obtained before an input tax credit
may be claimed.

A registrant generally claims its input tax credits in the GST/HST return for the reporting period
in which the tax becomes payable. However, a registrant may claim an input tax credit at a later
date. Recovery is generally possible in any return filed within four years after the end of the
reporting period in which the tax became payable. The recovery period is reduced to two years
for certain large businesses (more than CAD6 million in annual taxable supplies) and listed
financial institutions.

Nondeductible input tax. The provinces of British Columbia and Ontario, both adopted temporary
restrictions on certain input tax credits for large businesses, similar to those in place under the
QST regime. As British Columbia exited the HST system effective 1 April 2013, these temporary
restrictions no longer apply in that province. When Prince Edward Island implemented the HST
effective 1 April 2013, it also adopted temporary restrictions on certain input tax credits for large
businesses.

A person is generally deemed to be a large business if either of the following conditions is met:

* The total amount of the value of the consideration for taxable supplies (including zero-rated
supplies) made annually in Canada (other than supplies of financial services and supplies aris-
ing from the sale of real properties that are capital properties of the person) by the person and
its associated persons exceeds CAD10 million in the last fiscal year that ended before a recap-
ture period.

* The person is, or is related to, a bank, a trust company, a credit union, an insurer, a segregated
fund of insurers or an investment plan.

It was originally announced that, during the initial eight-year period of the HST in British
Columbia and Ontario, large businesses would be required to recapture (repay) a portion of the
7% or 8% provincial component of their total input tax credits calculated for HST paid or payable
on specified property or services acquired in, or brought into, British Columbia or Ontario for
use by that business in those provinces. These recapture requirements were to be phased out over
this eight-year period. For the first five years, beginning on 1 July 2010, large businesses were
to recapture 100% of the provincial component of their British Columbia and Ontario HST input
tax credits; the recapture rate was then to be reduced by 25% over each of the following three
years. As of 1 July 2018, large businesses were no longer to be subject to these recapture rules.
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The above approach continues to apply in Ontario. Effective 1 July 2015, the phase-out of recap-
tured input tax credits in Ontario began, and the recapture rate was reduced to 75%. It was
gradually phased out as the recapture rate was reduced by 25% per year. The recapture rate was
eliminated effective 1 July 2018. As discussed in Section B, British Columbia exited the feder-
ally administered HST system and reinstated a PST system effective 1 April 2013. As a result,
these temporary restrictions in British Columbia no longer had application.

During the initial eight-year period of the HST in Prince Edward Island, effective 1 April 2013,
large businesses are also required to recapture (repay) a portion of the 9% provincial component
of their total input tax credits calculated for HST paid or payable on specified property or ser-
vices acquired in or brought into Prince Edward Island for use by that business in the province.
These recapture requirements are to be phased out over this eight-year period. For the first five
years, large businesses were required to recapture 100% of the provincial component of their
Prince Edward Island HST input tax credits; the recapture rate is to be reduced by 25% over each
of the following three years. The first reduction was effective 1 April 2018 when the recapture
rate was reduced to 75%. As of 1 April 2021, large businesses will no longer be subject to these
recapture rules.

For purposes of the temporary recapture rules, specified property or services generally include
the following, with minor differences among the provinces:

* Specified energy

* Specified telecommunication services

* Specified road vehicles

* Specified fuel (other than diesel)

* Specified food, beverages and entertainment

Under the Canada-Quebec CITCA (see Section B), the restrictions on input tax credits for large
businesses in Quebec will be eliminated gradually, beginning in 2018.

The elimination in Quebec is effected by reducing the restriction rate by 25% per year over a
three-year period commencing 1 January 2018. Large businesses will be able to claim input tax
refunds with respect to property and services to which restrictions currently apply, at the rate of
25% in 2018, 50% in 2019, 75% in 2020, and 100% as of 2021.

Input tax credits may not be recovered to the extent that an input is used in making exempt
supplies.

The amount of input tax credits that may be recovered is based on the extent to which the input
is used for consumption or for use or supply in commercial activities. Special rules apply to
capital goods and capital real property. Input tax credits may not be claimed for purchases of
property and services that are not used for business purposes (for example, goods acquired for
private use by an entrepreneur or an officer or shareholder of a company). If an item is used less
than 10% for business purposes, no recovery is permitted. In addition, input tax may not be
recovered for some items of business expenditure.

The following lists provide some examples of items of expenditure for which input tax credits
may not be claimed and examples of items for which input tax credits are available if the expen-
diture is related to use to taxable business use.

Examples of items for which input tax is nondeductible
* Purchases used less than 10% in commercial activities
* Membership fees for social clubs
* 50% of business meals and entertainment costs
* Gifts to employees (subject to exceptions)
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Examples of items for which input tax is deductible
(if related to a taxable business use)
» Hotel accommodation
* Attending conferences and seminars
* Purchase, lease or hire of cars, vans or trucks, subject to certain limits
» Maintenance and fuel for cars, vans or trucks
* Parking
* Mobile phones

Partial exemption. Tax paid on inputs related to making exempt supplies is generally not recover-
able as an input tax credit. A GST/HST registrant that makes both exempt and taxable supplies
may be limited to claiming a partial input tax credit.

The amount of input tax credits that a business engaged partially in exempt activities may claim

is calculated in the following two stages:

* The first stage identifies the tax on inputs that may be directly and exclusively allocated to
taxable supplies and the tax on inputs that may be directly and exclusively (90% or more) allo-
cated to exempt supplies. Tax on inputs exclusively attributable to taxable supplies is eligible
for full input tax credits. Tax on inputs exclusively related to exempt supplies is generally not
recoverable.

* The second stage apportions tax on other inputs between taxable and exempt supplies, based
on any method that is fair and reasonable in the circumstances and consistently used. The pro-
portion that relates to commercial activities may be claimed as an input tax credit.

Financial institutions are subject to special rules for calculating input tax credits. Charities,
qualifying nonprofit organizations and public service bodies, including municipalities, universi-
ties, schools and hospitals, may claim a rebate to recover all or a portion of the tax paid on inputs
used to make exempt supplies.

Holding corporation rules. The legislation provides that where a registered Canadian corporation
(the parent corporation) holds shares or debt of a related corporation that is exclusively (90% or
more) engaged in commercial activities at the time GST/HST becomes payable on costs incurred
in holding or administering the shares or debt, the parent corporation is deemed to have incurred
those costs in the course of its commercial activities. Therefore, the parent may recover the tax
as an input tax credit.

On 27 July 2018, the Department of Finance released draft amendments to the holding corpora-
tion rules. These amendments would broaden the “commercial operating corporation property
test” that an operating corporation must meet for the parent to benefit from the holding corpora-
tion rules and also specify certain circumstances under which the parent can claim an input tax
credit.

On the same date, the government released a consultation paper on two potential changes to the
holding corporation rules: namely, tightening the “common ownership” benchmark by requiring
a parent corporation and an operating corporation to be closely related rather than related, and
extending the application of the holding corporation rules to include partnerships and trusts.

On 17 May 2019, the federal Department of Finance released a package of draft legislative pro-
posals and explanatory notes relating to the holding corporation rules. These proposals extend
the application of the rules to include holding partnerships and trusts and modify the legislative
proposals released on 27 July 2018, respecting these rules, to take into account consultations and
deliberations since their release.
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Capital goods. Although registrants are generally entitled to claim input tax credits in full at the
time assets are acquired, special rules apply to certain capital goods. Generally, these rules apply
to goods defined to be capital property, other than real property, of the registrant within the
meaning of the Income Tax Act (referred to as capital personal property), as discussed below.
Input tax credits are available at the time of acquisition to the extent an asset is primarily for use
in a commercial activity. Certain subsequent changes in the proportion of commercial use over
the life of the asset may trigger adjustments in GST/HST.

For GST/HST purposes, capital property includes any property that is capital property for
income tax purposes, other than property included in Class 12, 14 or 44 of the capital cost allow-
ance classes. Capital property for income tax purposes is defined as any depreciable property
(i.e., property on which capital cost allowance may be claimed) and any property, such as land,
shares, bonds, debentures and mortgages, that if disposed of would result in a capital gain or loss.
Class 12 includes low-value assets (such as small tools, dishes, cutlery and motion picture films)
for which a 100% write-off for income tax purposes is allowed, while Class 14 includes fran-
chises, concessions and licenses for a limited period. Class 44 includes patents, and rights to use
patented information for a limited or unlimited period. The definition of capital property for
GST/HST purposes applies to a registrant whether or not the registrant is a taxpayer for income
tax purposes.

The GST/HST status of the disposition of capital personal property generally depends on its use
immediately prior to its disposition. GST/HST applies if the most recent use was primarily in a
commercial activity, since, presumably, an input tax credit would have been taken.

Proportional input tax credits are available for acquisitions of capital real property, even where
the property is not used primarily in a commercial activity. However, they are not available where
the property is acquired primarily for the personal use and enjoyment of the registrant. Change-
of-use rules apply if significant shifts occur in the mix of noncommercial and commercial usage.

Special rules also apply in the case of capital personal property and capital real property used by
public sector bodies.

Refunds. If the input tax credits claimed in a period exceed the amount of GST/HST collected or
collectible in the same period, the registrant may claim a refund.

Pre-registration costs. When a person who was formerly a small supplier, i.e., with annual sales
of taxable and zero-rated supplies below CAD30,000, becomes a registrant for GST/HST pur-
poses, it can claim an input tax credit for the GST/HST it paid on property that was previously
acquired but still on hand for use in commercial activities. This property can include capital
property, real property, goods for resale and inventory. The GST/HST that can be claimed as an
input tax credit at that time is equal to the basic tax content of the property.

An input tax credit may also be claimed for GST/HST that became payable before a person
became a GST/HST registrant, on services to be rendered after the person becomes a registrant
or on any rent, royalty or other similar payment relating to property that is attributable to a
period after the person becomes a registrant. The input tax credit is available only to the extent
that the service or rental is for consumption, use or supply in the course of a commercial activ-
ity. No input tax credit is allowed to the extent that the payment is for services provided before
registration.

Write-off of bad debts. The legislation provides relief for tax charged but not collected in the case
of bad debts incurred by a supplier, to the extent these debts are subsequently written off.
Specifically, the formula in the legislation provides that the deduction is equal to the tax payable
in respect of the supply multiplied by the ratio of the total amount of the bad debt written off
(including GST/HST and applicable provincial taxes) to the total amount payable for the supply
(including GST/HST and applicable provincial taxes). This relief is not available for bad debts in
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respect of which an accounting reserve has been established. The debt must be written off in the
books of account to access the relief.

Noneconomic activities. Input tax incurred in relation to noneconomic activities is not recover-
able in Canada.

G. Recovery of GST/HST by non-established businesses

Canada does not refund GST/HST incurred by businesses that are not registered for GST/HST.
Refunds are no longer available to nonresidents for tax paid on short-term accommodation
included in a tour package. However, refunds are available for certain expenditures related to
conventions held in Canada if at least 75% of the attendees are nonresidents.

H. Invoicing

GST/HST invoices. Strict documentary requirements must be satisfied before a claim can be made
to recover tax that has been paid or become payable. Suppliers are required to provide this infor-
mation on request.

An invoice or other supporting document containing prescribed information is necessary to sup-
port a claim for an input tax credit, refund or rebate.

Credit notes. If a registrant has collected an excess amount of tax, it may refund or credit the
excess amount to the customer. A registered supplier has up to two years after the day on which
it was charged or collected to refund or credit the excess tax. If the supplier chooses to take this
action, the supplier must, within a reasonable time, issue a credit note to the recipient for the
amount of the refund or credit.

If the supplier has already accounted for GST/HST on the supply, the supplier may use the
credit note to reduce its tax liability in the period in which the credit note is issued. Conversely,
if the recipient of the supply has already recovered the tax by claiming an input tax credit or
rebate, the recipient must repay the credit or rebate to the Canada Revenue Agency.

Similar tax adjustment measures also apply if tax has been charged or collected correctly by the
supplier but the consideration is subsequently reduced for any reason. Both volume discounts and
returns are treated as price adjustments for GST purposes.

Electronic invoicing. Electronic invoicing is allowed in Canada. However, it is currently not man-
datory. If electronic invoicing is used, the general rules pertaining to invoices under the legisla-
tion must be followed.

Simplified GST/HST invoices. Simplified GST/HST invoicing is allowed in Canada. Invoice
requirements are based on the value of the supply. For supplies less than CAD30, the only
pieces of information required on supporting documents are the vendor’s name or trading name,
sufficient information to identify when GST/HST in respect of the supply was paid or became
payable and the total consideration paid or payable for the supply.

For supplies greater than CAD30 but less than CAD150, two additional pieces of information are
required. These are the vendor’s GST/HST registration number and the total amount of GST/HST
charged on the supply or, if prices are on a tax-included basis, a statement to this effect.

Where a document contains a combination of taxable and zero-rated or exempt items, the tax
status of each must be shown if the document is to support an input tax credit claim. A statement
that “prices include GST/HST where applicable” is not sufficient.

For supplies greater than CAD150, additional information is required. These are the purchaser’s
name, trading name or the name of their duly authorized representative; sufficient information to
ascertain the terms of sale (e.g., cash, credit); and a description sufficient to identify the supply.
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Self-billing. Self-billing is not allowed in Canada.

Proof of exports. In general, GST/HST does not apply to exported goods. If the supplier delivers

the goods outside Canada, the transaction is treated as a supply outside Canada and is generally

not taxable. If the supplier delivers the goods in Canada, the export sale is zero-rated if all of the

following conditions are satisfied:

* The property must be exported by the recipient as soon after delivery as is reasonable in the
circumstances.

* The property must not be acquired for consumption, use or supply in Canada before exporta-
tion.

* The recipient must not further process, transform or alter the property, before exportation.

* The supplier of the property must maintain satisfactory evidence of the exportation by the recipi-
ent.

Most services supplied to nonresidents qualify for the zero rate. However, several exceptions
apply. For example, the zero rate generally does not apply if the service relates to property located
in Canada or if it is rendered to an individual in Canada.

Foreign currency invoices. Suppliers may invoice in foreign currency and recipients may make
payments to suppliers in foreign currency.

If an invoice is issued in a foreign currency, it must be converted to Canadian dollars (CAD) for
reporting purposes. In general, the Canadian currency equivalent may be determined by using
the exchange rate in effect on the date on which the consideration for the supply is paid, the date
on which the foreign currency was acquired or the average rate of exchange for the month in
which tax became payable. Acceptable foreign currency exchange rates include those established
by a Canadian chartered bank, the Bank of Canada or the Canada Border Services Agency. The
method of conversion chosen by a registrant must be applied on a consistent basis.

Supplies to nontaxable persons. GST-registered suppliers are not required to issue full GST
invoices to private (non-GST registered) customers. The documentary requirements are only in
place for supplies made to GST-registered customers, for them to be allowed the input GST
recovery.

Records. Every person who carries on business or engages in a commercial activity in Canada is
required to maintain records and books of account for GST/HST audit purposes. The records
must generally be kept in French or English at the person’s place of business in Canada. The
agency may permit a registrant to keep his or her records outside Canada in certain cases.

Record retention period. Generally, electronic and other records must be retained for six years
from the end of the calendar year to which they relate, or for such longer period as may be pre-
scribed by the regulations. However, the minister may authorize a person to dispose of his or her
records before the normal retention period has expired or demand that he or she keep them for a
longer period. The authorization or demand must be made in writing.

Electronic archiving. Persons using electronic records must retain all business records in an
electronically readable format, and the data must be capable of relating back to the supporting
source documents.

l. Returns and payment

Periodic returns. Reporting periods are monthly, quarterly or annual, depending on the level of taxable
and zero-rated supplies made by the registrant.

Registrants whose turnover exceeds CAD6 million a year must file returns monthly.
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Registrants whose turnover is between CAD1.5 million and CAD6 million a year must file returns
quarterly (with an option of filing monthly). Registrants whose turnover does not exceed CAD1.5
million must file annually (with an option of filing monthly or quarterly).

Any registrant has the option of filing returns monthly, even if revenue from taxable and zero-
rated supplies is less than CAD6 million.

Periodic payments. Any net tax due for the period must be remitted with the return. Payments
must be made in Canadian dollars.

Electronic filing. The legislation allows a person who is required to file a GST/HST return to file
returns electronically if the person meets the criteria specified in writing by the minister, which
are outlined in GST/HST Memoranda Series, Chapter 7.5: Electronic Filing and Remitting by the
Canada Revenue Agency. As well, certain persons are specifically required to file their returns
electronically using the media specified in writing by the minister in the memorandum.

Payments on account. Payments on account are not required in Canada.

Special schemes. The Streamlined Accounting (GST/HST) Regulations set out several methods
that eligible small businesses as well as eligible public service bodies may elect to use for calcu-
lating their net tax liability. The methods, which are intended to simplify the calculation of net
tax, are:

* The quick method

* The special quick method for public service bodies

* The streamlined input tax credit method

Charities that are registered or required to be registered for GST/HST purposes are required to
use the special net tax calculation for charities method.

Annual returns. Annual returns are not required in Canada.

Supplementary filings. Financial institutions are required to file an annual information schedule,
Form GST111, Financial Institution GST/HST Annual Information Return. No other supplemen-
tary filings are required in Canada.

Digital reporting. No digital reporting requirements apply in Canada.

J. Penalties

Penalties for late registration. Every person who is engaged in a commercial activity in Canada
(other than a small supplier, a person whose only commercial activity is the making of supplies
of real property by way of sale other than in the course of a business, or a nonresident person
who does not carry on any business in Canada) is required to apply to be registered for the GST/
HST before the 30th day after the day the person first makes a taxable supply in Canada other-
wise than as a small supplier.

A person who is required to apply to be registered is also required to collect and remit the GST/
HST on taxable sales whether or not the person is actually registered. Interest is payable at the
prescribed rate where a person fails to remit or pay an amount on account of tax when required
under the GST/HST legislation.

Penalties for late payment and filing. If a person fails to pay or remit an amount of tax when due,
interest (at a rate prescribed by law) is payable on the amount unpaid or not remitted. Interest is
compounded daily.

A person who fails to file a return when required is liable to pay a penalty equal to 1% of the
outstanding balance plus 0.25% per month for each complete month the return is outstanding, up
to a maximum of 12 months.
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A person who fails to comply with a demand to file a return for a period or transaction is liable
to a penalty equal to CAD250.

Penalties for errors. Administrative monetary penalties and criminal offenses apply where elec-
tronic suppression of sales (ESS) or “zapper” software is used by businesses to modify or delete
transaction records with a view to hiding sales and evading GST/HST and income taxes.

Penalties for fraud. A person who knowingly, or under circumstances amounting to gross negli-
gence, makes or participates in making a false statement or an omission in a return or other
document is liable to a penalty equal to the greater of the following:

* CAD250

* 25% of the amount of tax owing underdeclared or overclaimed rebate

In addition, tax advisors may be subject to penalties for false statements made for tax purposes.
These penalties are often referred to as third-party civil penalties and, depending on the circum-
stances, can be substantial.
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A. At a glance

Name of the tax

Local name

Date introduced

Trading bloc membership
Administered by

VAT rates
Standard
Reduced
Other

VAT number format
VAT return periods

Thresholds
Registration
Mandatory
Deregistration

Recovery of VAT by
non-established businesses

B. Scope of the tax

Value-added tax (VAT)

Value-added tax (VAT)

20 December 1999

Central African Economic and Monetary Union
General Director of Taxation

18%

9%

Zero-rated (0%) and exempt
9000000Z

Monthly or quarterly

XAF50 million
No threshold

No

VAT applies to the following transactions made in Chad:
* Supply of goods or services made in Chad by a taxable person
* Importation of goods

The territory of Chad includes, air space and other areas where, in accordance with international
law, the Republic of Chad has sovereign rights for the purposes of exploration and exploitation
of the natural resources of its soils, subsoil and water.
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C. Who is liable

A taxable person is any business entity or individual that makes taxable supplies of goods or
services or importation of goods in the course of a business in Chad. A taxable person that begins
activity must notify the tax authorities of its liability to register for VAT purposes.

From 1 January 2018 onward, “large contributors” will be subject to VAT. “Large contributors” are
taxpayers registered in the Large Taxpayers’ Division with annual turnover more than XAF500
million. For entities not treated as large contributors, there are two different tax regimes depend-
ing on the business revenue. There is the “simplified” regime and “not subject” regime. The “sim-
plified” regime is for entities that exceed the threshold from XAF50 million to XAF500 million.

However, while the “simplified” regime is mandatory for such entities, they have the option of apply-
ing for the “large contributors” regime. The other regime is the “not subject” regime is for entities
that are not subject to VAT obligations (turnover less than XAF50 million).

Voluntary registration and small businesses. The VAT law in Chad does not contain any provision
for voluntary VAT registration.

Group registration. Group VAT registration is not allowed in Chad.

Non-established businesses. A “non-established business” is a business that has no permanent
establishment in the territory of Chad. Non-established businesses that perform taxable opera-
tions in Chad must nominate a representative who will be jointly responsible for payment of the
VAT due. The representative must comply with all the obligations created under the VAT Code
for taxable persons namely the declarative and registration obligations.

If no tax representative is nominated, the VAT due should be assessed and paid by the purchaser
(if the purchaser is a taxable person for VAT purposes).

Tax representatives. As mentioned above, non-established businesses must appoint a tax repre-
sentative for VAT purposes in Chad. In case of default (nonpayment of VAT due within the legal
deadline), the representative and the non-established business are jointly liable for the payment
of the VAT due.

Reverse charge. The reverse-charge mechanism is applicable. Whenever a non-established entity
fails to nominate a VAT representative, the non-established entity sends to the local customer
(purchaser) an invoice without local VAT. The VAT is calculated and remitted to the tax authori-
ties by the purchaser within 15 days of the month following the supplier’s payment. This VAT
paid will be deducted in the declaration of the following month to the extent there is a full right
of deduction.

Domestic reverse charge. There are no domestic reverse charges in Chad.
Digital economy. There are no special VAT rules in Chad for digital supplies.

Online marketplaces and platforms. No special rules exist for online marketplaces and platforms
in Chad.

Registration procedures. Under the General Taxpayer Registration regime, all Chadian busi-

nesses or non-established entities that have a head office or other establishment in Chad must be

registered. The submission should be made in the General Tax Payer Registry. The documenta-

tion needed would is the following:

* Copy of the company’s deed registered by the notary

* Copy of the registration of the Company or natural person with the trade register

* Copy of the ID of the partners, directors and technicians of the company or passport/residence
card (for foreign persons)
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The registration must be done within 15 days following the start of its activity.

Deregistration. Individuals or companies subject to VAT must, within 15 days from the date of
termination of activity, submit a Statement of Termination of Activity to the General Director of
Taxation.

D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT, including the zero rate.

The VAT rates are:

« Standard rate: 18%

* Reduced rate: 9% (with effect from 1 January 2020)
« Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods or services unless a specific measure
provides for the reduced rate, zero rate or an exemption.

Examples of goods and services taxable at 9%
* Local products only, e.g., cement, sugar, oil, soap and by-products of the local agrifood indus-
try excluding alcohol (with effect from 1 January 2020)

Examples of goods and services taxable at 0%
* Exports of goods subject to a declaration signed by the customs administration, and related
international transportation.

Examples of exempt supplies of goods and services
* Sales made directly to consumers by farmers, livestock breeders or fishermen, of non-pro-
cessed products of their farming, livestock production or fishing.

The following operations provided they are subject to specific taxations exclusive of any taxation

on revenue:

* Operations connected with insurance and reinsurance contracts implemented by insurance and
reinsurance companies in the normal course of their business, as well as services related to such
operations provided by brokers and other insurance intermediaries

* Operations whose purpose is the transmission of immovable property and intangible personal
property liable to registration duties, excluding operations of the same kind performed by estate
agents or those of leasing

* Operations relating to postage stamps, duty stamps and stamped documents issued by the State
and local authorities

* Operations covering the import and sale of newspapers and periodicals, excluding advertising
income

* Services or operations of a social, health, education, sporting, cultural, philanthropic or reli-
gious character provided by nonprofit organizations for which the management is voluntary
and selfless and when these operations are directly related to the collective defense of their
members’ moral or material interests. But operations carried out by these organizations are
taxable when they take place in a competitive sector

* Sums paid to the central bank responsible for the privilege of issuing banknotes and the pro-
ceeds of the operations carried out by this bank generating the issuance of banknotes

* Operations relative to leasing undeveloped land and empty premises

* Services coming under the statutory exercise of the medical or paramedical professions with
the exception of accommodation and catering costs

* Teaching institutions practicing under approval delivered by the National Education Ministry
and practicing approved pricing

* Leasing operations
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* Delivery of super and gasoil by the National Refinery

* Any exoneration or tax or customs exemptions specified by the General Tax Code, the Customs
Code, the Investments Code or relating to public contracts financed from the State budget may
only be approved by the Finance Ministry. Any tax exemption or exoneration granted without
the prior opinion of the Finance Ministry shall not be binding on the tax administration

* Imports of goods exempted, concerning equipment for mining and oil prospecting

* Sales made by painters, sculptors, engravers and basket makers when they concern only the
products of their craftsmanship and provided that the amount of annual revenue does not
exceed CFA20 million

* Replenishment of aircraft

* Sales, disposals or services performed by the State, regional authorities and public institutions
not having an industrial or commercial character

* Essential goods shown on the list of products exempt from the tax on revenue by Article 5 of
Law No. 003/PR/99 implementing the 1999 State budget, as supplemented by the CEMAC list
(appendix 1)

» Equipment and goods specifically and solely intended for mining and oil prospecting that is the
subject of a decree from the Finance Ministry

* Potable water produced by the Chad Water Company (STE) or any other company that may
substitute for it

* Electricity produced by the Chad Electricity Company (SNE) or any other company that may
substitute for it

* Potable water produced by other company (with effect from 1 January 2020)

* Electricity produced by other company (with effect from 1 January 2020)

* Interest remunerating external loans

« Interests on professionals’ deposits with credit or financial institutions

» Examinations, consultations, treatment, hospitalisation, medical biology and analysis work and
the supply of prostheses performed by health facilities

* Input products for livestock breeding and fishing, used by the producers

* Leasing empty buildings used for housing

* Small items of fishing equipment, agricultural equipment and machinery

» The materials, equipment and services necessary to the production and exploitation of cotton
fiber

» The materials, equipment and services necessary to the production and distribution of water
and electricity

* Baked bricks manufactured locally

* Interest on loans of an amount between CFA1 and 1 million granted by micro-credit financial
institutions with a repayment schedule of at least six months and monthly payments less than
or equal to CFA100,000

* Interest on property loans granted by financial institutions

* Gambling and games of amusement

» Equipment and products used for the fight against HIV AIDS, malaria, tuberculosis, yellow
fever and severe viral infections related to illnesses in children and the elderly without resourc-
es, under the conditions fixed by the regulations

* The acquisition of materials and equipment used for the production and promotion of renew-
able energy, as well as associated services (the addition of associated services takes effect from
1 January 2020)

* Interest on loans for financing the renewable energy (with effect from 1 January 2020)

Option to tax for exempt supplies. The option to tax exempt supplies is not available in Chad.
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E. Time of supply

The time when VAT becomes due is called the “time of supply” or “tax point.” As a general rule,
an invoice should be issued before the fifth business day following the basic time of supply. The
actual tax point becomes the date on which the invoice is issued. However, if no invoice is issued,
tax becomes due on the fifth business day after the basic tax point. If the payment occurs before
the invoice is issued, even if only partially, VAT is due at that time on the amount paid. The same
is applicable in case payment occurs or invoices are issued before the finalization of the taxable
operations.

The basic time of supply for goods is when they are made available to the client or at the time
the transaction was fully or partially settled (before the client has received the goods).

The basic time of supply for services is at the time the referred provision of services was fully or
partially settled (before the service has been provided).

Deposits and prepayments. For advance payments, the tax point is the date on which the advance
payment is received. The supplier must issue an invoice as soon as an advance payment is
received.

Continuous supplies of services. For continuous supplies of services based on agreements foresee-
ing successive payments, the time of supply occurs at the end of the period concerning each
payment. However, when the payment schedule is not defined or exceeds 12 months, the VAT is
due at the end of each 12-month period.

Goods sent on approval for sale or return. There is no special time of supply rules in Chad for
goods sent on approval for sale or return. As such, the normal time of supply rules apply.

Reverse-charge services. There is no special time of supply rules in Chad for reverse-charge
services. As such, the normal time of supply rules apply.

Leased assets. Leasing agreements are also considered a continuous supply of services, and as
such the time of supply occurs at each payment.

Imported goods. The tax point for the importation of goods will be the moment during which the
formalities of customs duties are completed.

Construction works. Qualified as serviceproviders and entrepreneurs in property renovation or
enterprises with mixed activities covering the delivery of goods and the provision of services,
with the exception of transactions made with the State or local authorities, may be authorised to
pay VAT according to the debits. In the case of receiving instalments before the debit memo, the
tax is payable when the VAT is collected according to the debits.

F. Recovery of VAT by taxable persons

A taxable person may recover input tax incurred with the acquisition of goods and services
deemed indispensable for the maintenance of the business. A taxable person generally recovers
input tax by deducting it from output tax charged on the supplies of goods or services carried out
as well as tax paid on the import of goods.

Input tax includes VAT charged on goods and services supplied in Chad, VAT paid on import of
goods and VAT self-assessed on the reverse-charge services.

To deduct VAT, the taxpayer must be in possession of invoices or other equivalent documents and
this invoice must contains mandatory information provided by the Tax code.

Nondeductible input tax. In principle, for registered taxpayers, VAT applied upstream on the price
of a taxable operation, shall be deductible from the final tax applicable to such transactions,
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provided that the said operation is necessary for the company exploitation. However, the Chadian
General tax code has limited the deduction to certain goods and services.

Examples of items for which input tax is nondeductible
» Expenses for housing, accommodation, catering, reception, shows, vehicle hire and transport
of persons. This exclusion does not concern professionals in tourism, catering and shows
* Imports of goods and merchandise re-dispatched in its current condition
* Services related to goods excluded from the right to deduction
* Oil products, with the exception of fuel purchased for resale by importers or wholesalers
* Assets transferred without remuneration or in return for remuneration much less than their
normal price, particularly commissions, salaries, bonuses or gifts, whatever the capacity of the
beneficiary or the form of the distribution
* Tax that has been paid on vehicles or machinery, irrespective of their type, designed or devel-
oped to transport persons or for mixed uses constituting a fixed asset
* The spare parts, accessories and expenses for maintenance and/or repairs for the said vehicles
or machinery, except:
— Road vehicles including, other than the driver’s seat, more than eight seated places and used
by enterprises for the exclusive transport of their personnel
— The fixed assets of vehicle hire enterprises or enterprises for the public transport of persons

Examples of items for which input tax is deductible
(if related to a taxable business use)
» Raw materials and supplies used in producing goods and services
* Purchase of goods and merchandise used for business purposes
* Capital goods used for business purposes, excluding items listed above
* Purchases of assets

Partial exemption. Input tax directly related to exempt supplies of goods or services is not gener-
ally recoverable. If a Chadian taxable person makes both exempt and taxable supplies, it may not
recover input tax in full. This situation is referred to as “partial exemption.” The VAT Code pro-
vides two methods to recover VAT when a company makes both exempt and taxable supplies.

The first is a pro rata method according to which VAT is only deductible in the same ratio as the
annual amount of operations that originate deductibility versus the exempt operations.

A second method, referred to as the “direct allocation method,” prescribes the real allocation of
all or part of the goods and services used.

Capital goods. Taxpayers are obliged to record their purchases of capital goods to allow the
monitoring of the input tax deductions made.

The records should contain, for all goods, the following elements (requirements):

* Data of the acquisition

* Value of the input tax

* Value of the input deducted

* Such records should be made until the following deadlines:
* Output operations: until the last day of the following month to which the operations refer to
* Input operations: until the last day of the following month to which the operations refer to

The referred deadline should be counted from the earlier of the following:

* The date of the reception of the invoice or equivalent documents that proves the purchase of the
good

* The date of the conclusion of the constructions works

* The date in which the rectifications should be processed
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Refunds. If the amount of input tax recoverable in a monthly period exceeds the amount of output
tax payable in that period, the taxable person has an input tax credit that will be carried forward
to the next taxable periods.

However, if the taxable person has been in a credit position, the refund can be requested if the
tax credit is less than 24 consecutive months from the beginning of the credit.

Pre-registration costs. Input tax incurred on pre-registration costs in Chad, is not recoverable.

Write-off bad debts. Taxpayers may deduct the VAT amount related with bad debts revealed in its
accounting records, as well the irrecoverable debts resulting from the process of execution and
insolvency. A bad debt is considered to exist in case of debts that nonpayment risk is duly justi-
fied namely where the credit is overdue for many months and there are objective proofs of its
impairment and actions performed regarding its payment, including the asset being recognized
in the accounts.

Noneconomic activities. In principle, VAT may only be recovered if incurred in the course of an
economic activity. If costs are incurred to acquire or maintain assets which are to be used for the
purposes of an economic activity, the costs are potentially deductible. If assets are not used for
such a purpose, the VAT will not be deductible.

G. Recovery of VAT by non-established businesses
Input tax incurred by non-established businesses in Chad is not recoverable.

H. Invoicing

VAT invoices. Taxable persons must generally provide a VAT invoice for all taxable supplies made
— including exports. Non-established entities that are required to nominate a representative must
issue invoices with the VAT number and address of the chosen representative additionally to the
other ordinary requirements of any invoice.

Credit notes. A VAT credit note may be issued to reduce the VAT charged and reclaimed on a
supply (e.g., return of the goods or a discount). A credit note must be cross-referenced to the
original invoice and contain the following statement: credit note. The supplier can make the
reductions if it has in its possession the proof that the customer agreed and acknowledged with
such procedure.

Electronic invoicing. There is no formal prohibition of electronic invoicing in Chad. However, the
Chad tax law does not make any specific reference to electronic invoicing. As such, generally
only paper invoices are allowed in Chad.

Simplified VAT invoices. Simplified VAT invoicing is not allowed in Chad. As such, full VAT
invoices are required.

Self-billing. Self-billing is not allowed in Chad.

Proof of exports. VAT is charged on supplies of exported goods at the rate of 0%. For the applica-
tion of this rate, exports must be supported by evidence that confirms the goods have left Chad.
Sufficient evidence is the receipt of the country of destination of the goods and proof of the
repatriation of funds by the exchange services.

Foreign currency supplies. A currency conversion requirement is in place, except when the
invoices are related with import and export operations, which are subject to the international
trade rules.

Supplies to nontaxable persons. There are no special invoicing rules for supplies to nontaxable
persons in Chad. As such, full VAT invoices are required.
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Records. For VAT purposes, all invoices must be recorded with a chronological number and kept
available in Chad.

Record retention period. All invoices or equivalent documents must be kept, according to the
legislation in place, by the taxable person for 10 years.

There are no specific record keeping requirements for VAT in Chad. The documents must be kept
in a form accessible to the tax authorities in case of a tax audit.

Electronic archiving. Electronic archiving is not allowed in Chad. Archiving must be made in
paper form only.

l. Returns and payment

Periodic returns. VAT returns must be submitted monthly or quarterly. They must be filed
together with full payment of VAT. VAT returns must be submitted within 15 days of the month
following the realization of taxable operations.

State-owned companies, public and para-public institutions, as well as private companies which
the list is established and published by the General Director of Taxation, are required (with effect
from 1 January 2020) to withhold VAT on the invoices received from their suppliers. However,
this withholding does not apply to reciprocal transactions between companies entitled to with-
hold VAT at source. Any compensation between withheld VAT and taxes due is prohibited.
Withholding VAT must be reversed by the 15th of the following month.

Periodic payments. VAT amounts due should be paid to the collection service of the tax depart-
ment, by the same date as the VAT return filing deadline, i.e., by the 15th day of the month fol-
lowing the realization of taxable operations.

The VAT returns, according to the template provided by tax authorities, shall be subscribed in
two copies, signed and dated by the person liable or his authorizes agent. This form is submitted
jointly with the proof of payment (notice of credit of tax administration bank account). When
confirmation of payment is received, the tax receipt reference is mentioned on the declaration
and copy given to the taxpayer.

Electronic filing. Electronic filing is not allowed in Chad. The taxpayers can only submit their
VAT returns by paper. The said returns are filed with the tax authorities within the legal dead-
lines.

Payments on account. Payments on account are not required in Chad.
Special schemes. No special schemes are available in Chad.

Annual returns. Taxpayers are required to file an annual tax return for the period ended 31 Decem-
ber. The taxpayer must submit the annual return by 30 April of the following year. The annual
return must include a summary of VAT payments made during the prior calendar year (January
to December), including output tax, input tax and the net VAT paid to the tax administration of
VAT credit position at the end of the year. This annual return must also contain the reference of
tax receipts issued by the tax administration. The prescribed format of the annual return is pro-
vided by the tax authorities.

Supplementary filings. No supplementary filings are required in Chad.

Digital reporting. No digital reporting requirements apply in Chad.
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J. Penalties

Penalties for late registration. Late registration of taxpayers liable to VAT generate immediate
taxation by tax authorities. Immediate taxation refers to arbitrary assessment procedure in which
tax authorities unilaterally determine the amount of taxes due by the taxpayer. This procedure is
only possible when the taxpayer has not regularized its situation within seven days following
reception of a reminder representing a notice to register. The taxation is based on the gross mar-
gin realized by the taxpayers. This immediate taxation is in addition to a penalty of 25% of tax
due, for late registration of VAT.

Penalties for late payment and filings. Whenever the taxable person fails to submit a VAT return
or pay the VAT due on time, or does so after the legal deadline has passed, the amount of tax due
is increased by 100%. The increase is raised to 150% in the event of a repeat offense. Not-
withstanding the application of these penalties, the taxpayer owes an interest of delay of 5% per
month up to 50%.

If the VAT return is not submitted on time, the taxpayer will receive a reminder letter to declare
within seven days receiving the letter. In case of nonperformance, the tax authorities will proceed
with an arbitrary assessment. The basis used to calculate due taxes is the gross margin realized
with penalty of 25%.

If the taxpayer fails to pay VAT assessed by the tax authorities within the established deadline,
proceedings aiming at the coercive collection of tax due will ensure. However, if the taxable
person voluntarily submits the missing VAT return before the deadline expires, as a result, the tax
assessed by the tax authorities will no longer be due. Notwithstanding, penalties for late submis-
sion may still be applicable.

Penalties for errors. Deficiencies, omissions or inaccuracies that affect the basis or elements
taxation and which lead the tax authorities to make any adjustments will result in the application
a late payment interest of 5% per month, capped at 50%. For any missing invoices, false invoices
or invoicing and accounting errors, the penalties are as follows:

* Nondeduction of the VAT mentioned on the invoice in case of absence of the ID number

* A fine of 100% of the transaction value with a minimum of XAF500,000

Penalties for fraud. Any fraudulent activities can result in the increase of 150% of the amount due
without prejudice to criminal proceedings.
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A. At a glance
Name of the tax Value-added tax (VAT)
Local name Impuesto al Valor Agregado (IVA)
Date introduced 31 December 1974
Trading bloc membership None
Administered by Internal Revenue Service [IRS] (Servicio de Impuestos Internos
[SII], http://www.sii.cl)
VAT rates
Standard 19%
Other Exempt and additional taxes (ranging from 15% to 50%)
VAT number format Tax identification number (RUT), which is used for VAT and
other tax purposes (for example, 12.345.678-0)
VAT return periods Monthly
Thresholds
Registration None
Recovery of VAT by

non-established businesses ~ No

B. Scope of the tax

In general, VAT is imposed on the sale of tangible goods located in Chile, and on the provision
of services rendered or utilized in Chile. The following are significant aspects of the VAT rules
in Chile:

* For VAT purposes, the law provides that sales are all transactions that result in the transfer of
movable and immovable tangible goods (excluding land). A seller is any person that habitually
carries out this kind of operation.

* Services are all actions that any person does for another for consideration (payment) if the
service rendered arises from the exercise of one of the activities mentioned in Section 20 of the
Income Tax Law, Subsections 3 and 4 (Subsection 3 provides rules regarding income that arises
from commercial and industrial activities, and Subsection 4 governs income obtained by agents
and commissioners in general).
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* VAT also applies to the importation of goods into Chile.
* Other taxable transactions specified by law include, among others, withdrawals of inventory,
contributions in kind and leasing of movable goods.

The “recurrent or habitual sale” of real estate is a taxable event (regardless of whether the seller is
a construction company or another entity or individual). The law establishes certain situations in
which it presumes the transaction is habitual, such as when the time elapsed between the purchase
and sale of the real estate is less than one year, or when condominiums are sold by floors or units.
However, the sale of land is still exempt, so in calculating the taxable base, the value of the land
must be subtracted.

C. Who is liable

A VAT taxpayer is an individual, business or entity that performs VAT taxable transactions (that is,
the habitual transfer of goods or the rendering of listed services) in the course of doing business
in Chile. No VAT registration threshold applies. All business entities must file a business initiation
application on commencement of operations and an application for a taxpayer identification num-
ber (RUT). These measures also apply to permanent establishments of foreign entities in Chile.

Exemption from registration. The VAT law in Chile does not contain any provision regarding
exemption from registration.

Voluntary registration and small businesses. The VAT law in Chile does not contain any provision
for voluntary VAT registration, as there is no registration threshold (i.e.,., all entities that make
taxable supplies are obliged to register for VAT). All persons subject to any Chilean tax must obtain
a tax ID.

Group registration. VAT grouping is not allowed under Chilean VAT law. Legal entities that are
closely connected must register for VAT purposes individually.

Non-established businesses. A “non-established business” is a business that has no fixed establish-
ment in Chile. If a non-established business intends to carry out transactions in Chile that are
subject to VAT (such as the transfer of goods or the provision of listed services), it is required to
be registered for VAT purposes. Consequently, the non-established business must submit an appli-
cation for a RUT number and a business initiation application and must appoint a representative
in Chile to act on its behalf. However, taking these actions may result in the conclusion that the
non-established business has a permanent establishment (PE) in Chile.

Tax representatives. A tax representative must be provided with the power to represent the busi-
ness in its dealings with the tax authorities and must also register an address in Chile for this
purpose. If a foreign individual is appointed as the tax representative, in addition to the obligation
to register an address in Chile, he or she must also be in possession of a valid visa that allows him
or her to act in this capacity.

Reverse charge. The reverse-charge mechanism is not legally established in Chile. However, in
certain circumstances (i.e., if the supplier is a foreign taxpayer and does not have any PE or estab-
lished business in Chile), and the transaction is subject to VAT, then the VAT law states that the
obligation to withhold such tax turns to the purchaser, issuing a “purchase invoice” and collecting
the VAT on behalf of the foreign supplier.

Domestic reverse charge. Domestic reverse charges are available in Chile, only when the law or
the national director of the IRS establishes a “change of the taxpayer.” Cases that involve a domes-
tic reverse charge normally are related with particularly exceptional situations in informal/unde-
veloped markets where there is a lack of tax compliance (for example multilevel marketing
schemes that include multiple transactions among individuals before the products are purchased
by end consumers, sale of metal scrap and other similar, agro-products from small producers, etc.).
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Digital economy. For business-to-business (B2B) and business-to-consumer (B2C) transactions

(where the content is granted as a license), VAT is applicable following the filing and payment

procedure above. If the content is granted as a service, 19% VAT may apply if the following

requirements are met:

(1) The services are rendered in Chile

(if) The payment is not subject to withholding tax

(iii) The nature of the payment corresponds to services subject to VAT, for example, the provision
of advertising, data processing and telecommunication services is subject to VAT

Services supplied online by a non-established service provider to a Chilean resident are deemed to
be utilized in Chile. As VAT applies to services rendered or utilized in Chile, the non-established
business is required to register for VAT in Chile; or a reverse charge should apply (see the Reserve
charge subsection above).

Services subject to withholding tax, are VAT exempted. However, in order to determine if with-
holding tax applies to a certain service a detailed analysis is required.

Online marketplaces and platforms. No special rules exist for online marketplaces and platforms
in Chile. At the time of preparing this chapter, it is expected that next year a bill of law is to be
approved according to which services rendered via online marketplaces and digital platforms
will be subject to a 19% rate VAT,

Registration procedures. Every legal entity or individual that performs activities subject to income
tax must register and obtain a tax identification number (RUT). Form 4415 must be completed,
signed and filed before the IRS, electronically (www.sii.cl) or by hard copy.

In general terms, a legal entity must fulfill the following requirements: prove that it is legally
incorporated by means of the public deed, and prove that it has one or more legal representatives
domiciled or resident in Chile. If the taxpayer is acting through an agent or representative, it must
also show the power of attorney — duly apostilled or authorized before a Notary Public (defend-
ing the case) — that grants him such powers.

For VAT purposes, the IRS will always have to check the domicile and activities described in
Form 4415 before stamping of documents (invoices, etc.).

Deregistration. As the tax identification number (RUT) is for VAT and other tax purposes, there
are no specific deregistration rules for VAT.

D. Rates

The terms “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT.

The VAT rates are:
« Standard rate: 19%

Also, additional taxes ranging from 10% to 50% may be imposed under the VAT law on the provi-
sion of specific items. Some of the taxed items and applicable rates are jewelry (15%); alcoholic
beverages (from 20.5% for fermented to 31.5% for distilled); soft drinks with high sugar content
(18%); other natural or artificial soft drinks, including energy or hypertonic drinks (10%); and
50% over the first sale or import of pyrotechnic items.

The term “exempt supplies” refers to supplies of goods and services that are not liable to VAT and
that do not qualify for input tax deduction. However, while the supply of exports of goods is
exempt, exporters are allowed to recover input tax.
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Examples of exempt supplies of goods and supply of services
* Used motorized vehicles
* Importation of goods by the National Ministry of Defense
* Certain real estate transactions
» Admission to artistic, scientific or cultural events, sponsored by the Public Education Ministry
* Premiums for or payments from life insurance contracts
* Exports of goods
* Entrance to sporting events
* Importation of cultural or sporting awards and trophies
* Freight from other countries to Chile and vice versa
* Importation of capital assets incorporated to investment projects in Chile, under certain circum-
stances

Option to tax for exempt supplies. The option to tax exempt supplies is not available in Chile.

E. Time of supply

The time when VAT becomes due is called the “time of supply” or “tax point.” The basic tax point
for the transfer of goods is the earlier of the following:

* The time when the goods are delivered

* The time when the invoice is issued

The basic tax point for the provision of services is the earlier of the following:
* The time when the invoice is issued
* The time when a full or partial payment of the consideration is received

Deposits and prepayments. The VAT law in Chile does not contain any provision for advance pay-
ments or deposits, therefore the general time of supply rules apply in these circumstances.
According to several rulings issued by the Chilean tax authority, if an invoice relates to an advance
payment paid prior to the time when the goods are delivered, the VAT associated to that advance
payment is due when the invoice is issued.

Continuous supplies of services. For the continuous supply of services, VAT is due at the final date
of the payment period if this event occurs before the invoice is issued or the payment is received.

Goods sent on approval for sale or return. The VAT law in Chile does not contain any provision for
goods sent on approval for sale or return, therefore the general time of supply rules apply in these
circumstances (if the goods have been delivered, VAT is due when the buyer gives his approval and
the sale is legally perfected).

Reverse-charge services. The VAT law in Chile does not contain any special provision for reverse-
charge services, therefore the general time of supply rules apply in these circumstances.

Leased assets. Lease contracts of movable tangible assets, furnished immovable property and
immovable property equipped with installed goods necessary to conducting a commercial or
industrial activity, VAT is due when the invoice is issued, or the payment is received. For leasing
of immovable tangible assets with a purchase option, VAT is due when the respective invoice or
invoices are issued.

Please note that a lease may trigger different taxable events (i.e., if there is an option to purchase

or not) on the following scenarios:

* In the case of movable tangible assets, a lease should always be subject to VAT, regardless if
there is a purchase option.



CHILE 255

* In the case of real property, a lease would be subject to VAT if:
(i) The real property is furnished or has equipment that allow to develop commercial or indus-
trial activity, regardless if there is a purchase option.
(ii) In case of the lease of a real property without any furnishes or equipment — but there is in
place a purchase option. The lease of mere real property without furnishes, equipment and
with no purchase option is not subject to VAT.

Historically the sale/purchase of real property has not been subject to VAT in Chile. Recent
changes introduced VAT in respect to real properties — but mainly in the case of real estate entre-
preneurs that actively purchase and sold this type of assets. The sale of a real property among two
individuals should not be subject to VAT.

Actually, please note that rules regarding how to compute the VAT tax basis normally allow to
deduct the value of the land from the transaction in order to apply the VAT. VAT is aimed to affect
the “valued added,” i.e., constructions, furnishes and equipment placed in the land.

Imported goods. For imports, VAT is due when the goods clear all customs procedures. In this case,
the Customs Service is responsible for collecting the VAT triggered by the import.

F. Recovery of VAT by taxable persons

A VAT taxpayer may recover input tax (also known as VAT credit), which has been charged on the
goods acquired by it and the services provided to it, if these acquisitions are directly related to the
performance of activities that are taxable for VAT purposes. VAT taxpayers generally recover input
tax by deducting it from output tax (also known as VAT debit), which is VAT charged on sales made
and services provided.

Input tax includes VAT charged on the goods acquired and the services provided in Chile, and VAT
charged on imports of goods. In general, for input tax to be recoverable, it must arise from the
acquisition of current or fixed assets or from general expenses, if these acquisitions are directly
related to the performance of activities that are taxable for VAT purposes. If the taxpayer performs
activities that are taxable for VAT purposes, together with VAT-exempt activities or nontaxed
activities, the common VAT credits can only be proportionally recovered, consistent with the pro-
portion that the income from activities subject to VAT represents in the taxpayer’s total income.

Exporters also may recover the VAT paid with respect to their export activities. However, because
exports are exempt from VAT, VAT credits are recovered through cash reimbursements to exporters
rather than under an input-output mechanism.

A valid tax invoice or customs document must always support a claim for input tax recovery.

Nondeductible input tax. Input tax may not be recovered on the purchases of goods and services
that are not directly related to the performance of activities taxable for VAT purposes. In such
cases, VAT paid constitutes an additional cost of goods or a deductible expense if it satisfies all of
the requirements to be a deductible expense for income tax purposes. If VAT is paid for the acqui-
sition of goods or services not related to the taxable income of the taxpayer, VAT paid may not be
deductible.

Examples of items for which input tax is nondeductible
* Business gifts
* Private use of business

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Input tax is deductible on every item that complies with the requirements (subject to VAT and
related to a taxable business use).
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Partial exemption. Input tax is not deductible if it relates to exempt or nontaxable activities. VAT
taxpayers that carry on both taxable and nontaxable or exempt activities may not recover input tax
in full. This situation is referred to as “partial exemption.” The percentage of input tax that may be
recovered is calculated based on the value of taxable operations carried out during the period,
compared to total turnover. These rules apply to any type of input tax incurred, whether it is gener-
ated by the acquisition of inventory, general expenses or capital goods.

Capital goods. No special input tax rules apply for input tax incurred on capital goods. If the usage
of capital goods is split between taxable and exempt, a split calculation must be carried out, in line
with the partial exemption rules (see above).

Refunds. If the amount of input tax (VAT credit) recoverable in a certain period (a month) exceeds
the amount of output tax (VAT debit) payable, the excess credit may be carried forward to offset
output tax in the following tax periods.

If a VAT taxpayer pays excess VAT as the result of an error, it may request a refund of the over-
paid amount from the tax authorities. Taxpayers may request a refund of the overpaid tax within
three years after the end of the period for which the claim is made.

Pre-registration costs. VAT recovery is not available. In Chile, input tax incurred on pre-registra-
tion costs cannot be recovered by the taxpayer. It is only once the business is registered as a tax-
payer, that it may recover any input tax credit going forward, subject to the general rules on input
tax deduction, as outlined above.

Write-off of bad debts. Output tax accounted for on supplies that do not get paid by the recipient
(i.e., a bad debt) can be recovered in Chile. No special conditions apply. VAT can be recovered,
regardless the actual payment of the accounts receivable or the accounts payable.

Noneconomic activities. Input tax incurred in relation to noneconomic activities is not recoverable
in Chile.

G. Recovery of VAT by non-established businesses

Chile does not refund VAT incurred by businesses that are neither established nor registered for
VAT purposes in Chile, unless the VAT was paid as a result of an error.

H. Invoicing

VAT invoices. A taxpayer must generally provide a tax invoice for transactions subject to VAT,
including exports. A tax invoice is necessary to support a claim for input tax deduction. Invoices
must be issued in Chilean pesos (CLP).

Credit notes. A VAT taxpayer may also issue credit notes for rebates, discounts or transactions
voided with respect to the acquirer of the goods or beneficiary of the services. A credit note must
contain the same information as a VAT invoice.

A VAT taxpayer may also issue debit notes for increases in the tax basis of VAT. A debit note
must contain the same information as a VAT invoice.

Electronic invoicing. Electronic invoicing is mandatory for all taxpayers — along with other tax
documents such as debit notes, credit notes, purchase invoices, etc.

Implementation of electronic invoicing was completed in February 2018 for all taxpayers. There
are some exceptions for taxpayers whose transactions are carried out in geographical areas with-
out mobile data connection or electricity.

Simplified VAT invoices. Simplified VAT invoicing is not allowed in Chile. As such, full VAT
invoices are required.



CHILE 257

Self-billing. Self-billing is not allowed in Chile.

Proof of exports. Chilean VAT does not apply to the export of goods. However, to qualify as VAT-
free, exports must be properly supported by evidence confirming that the goods have left Chile.
Invoices for export transactions must be issued in accordance with the regulations established by
the National Customs Service and must be stamped by the Chilean Internal Revenue Service.

Foreign currency invoices. As a general rule, invoices must be issued in Chilean pesos (CLP). Equi-
valent sums in foreign currency can be expressed in the detail lines of the document using the
exchange rate of the day of issuance. However, as an exception, export invoices may be issued in
foreign currency.

Supplies to nontaxable persons. VAT taxpayers must issue a till receipt (“boleta”) to final custom-
ers for goods sold or services rendered. However, the Chilean tax authority may permit small
merchants and service providers that sell products or render services directly to the public to not
issue till receipts for those types of transactions. A till receipt is not required for sales valued at
less than CLP180.

Moreover, certain taxpayers may obtain an authorization from the Chilean tax authority to be
exempted from the obligation to issue till receipts for sales made through vending machines.

Records.

Record retention period. Taxpayers must keep a record of invoices issued and received on the
Chilean tax authority website, for six years. However, for income tax purposes it is advisable to
keep documentation from the date tax losses have been generated.

Electronic archiving. Records may be kept and archived electronically in Chile.

I. Returns and payment

Periodic returns. VAT returns are submitted for monthly periods on Form 29. VAT returns are due
by the 12th day of the month following the end of the return period. For taxpayers that issue elec-
tronic tax documents, VAT returns are due by the 20th day of the month following the end of the
return period.

Periodic payments. Payments in full are due by the 12th day of the month following the end of the
return period. For taxpayers that issue electronic tax documents, payment in full is due by the 20th
day of the month following the end of the return period. Return liabilities must be paid in Chilean
pesos (CLP).

Electronic filing. It is possible to submit VAT returns (Form 29) and make payment electronically
through the Chilean IRS website. In order to do this, taxpayers will need a password associated
with its tax ID that must be requested from the Chilean tax authority by the taxpayer.

Payments on account. Payments on account are not required in Chile.

Special schemes. Certain small businesses, as selected by the tax authority, that sell products or
render services directly to the public may opt for a simplified VAT regime. In this simplified regime,
the monthly VAT basis is determined by decree to every activity or group of taxpayers. The tax basis
is calculated considering variables such as the estimated amount of sales or services, stock turn rate
and other factors. The VAT rate is not modified. Only natural persons may opt for this regime.

Annual returns. Annual returns are not required in Chile.
Supplementary filings. No supplementary filings are required in Chile.

If VAT was underpaid due to a mistake (i.e., an invoice issued was not considered), the only way
to rectify this situation is by amending the corresponding Form 29 (i.e., the monthly tax return)
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and paying any VAT difference that may arise (plus applicable penalties, that may include adjust-
ments, interest and fines, if any).

Digital reporting. VAT returns may be submitted electronically, through the monthly Form 29.

J. Penalties

Penalties for late registration. Penalties related to late registration normally involve fines up to
CLP600,000 (approx. USD800). However, additional penalties may result if this leads to, as a
consequence of the late registration, a late payment of VAT.

Penalties for late payment and filing. Penalties in case of late payments and filings are subject to
interest (1.5% per month) and fines of up to 60% of due taxes.

Penalties for errors. Penalties are assessed for a range of errors and omissions related to VAT
accounting. In general, penalties for VAT errors are calculated as a percentage of the tax underpaid;
penalty measures may also include closure of the business. The amount of the penalty depends on
the severity and frequency of the error. The following are the classes of offenses:

« Serious: for example, failure to issue an invoice

* Less serious: for example, omitting a required detail from an invoice

« Light: for example, failure to issue a credit note

In addition, interest is assessed at a rate of 1.5% monthly on unpaid VAT.

Penalties for fraud. Criminal tax evasion may be punished by a term of imprisonment, a fine or
both, depending on the severity of the case. There are no implications for tax advisors in case of
fraud, as penal responsibilities are personal responsibilities of the taxpayer.
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“China” in this publication refers to the mainland China tax jurisdiction.

A. At a glance
Name of the tax Value-added tax (VAT)
Local name Zeng Zhi Shui (i)
Date introduced 1 January 1994
Trading bloc membership None
Administered by Ministry of Finance (MOF)
State Administration of Taxation (SAT)
(http://www.chinatax.gov.cn)
VAT rates
Standard 13%
Reduced 3%, 5%, 6%, 9%
Other Zero-rated (0%) and exempt
VAT number format XXXXXXXXXXXXXXXXXX (1-digit Registration
Management Department code + 1-digit entity type code
+ 6-digit administrative division code + 9-digit organization
code + 1-digit verification code)
VAT return periods Tax periods range from one day to one quarter
Thresholds
Registration Monthly turnover from CNY5,000 to CNY20,000 for
supplies of goods
Monthly turnover from CNY5,000 to CNY20,000
for supplies of services
Daily turnover from CNY300 to CNYS500 (the local tax offices
set the actual thresholds within the above ranges)
Recovery of VAT by

non-established businesses  No

B. Scope of the tax

VAT applies to the following transactions:

* The supply of goods or taxable services for consideration in China, by a taxable person in the
course or furtherance of any business

*» The importation of goods into China, regardless of the status of the importer

The following transactions are treated as supplies of goods:
* Sales made through an agent
* Sales of goods on consignment
* The application or appropriation of goods by a taxable person for any of the following purposes:
— VAT-exempt activities
— Capital investment
— Appropriation to shareholders or investors
— Collective welfare or personal consumption
— Making gifts
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A transfer of goods from one branch to another branch of the same taxable person for the purpose
of sale is also treated as a supply of goods, regardless of whether any consideration is paid, unless
the branches are located in the same county (municipality).

A self-supply of goods occurs if a taxable person diverts goods to private or exempt use and if the
goods were manufactured or otherwise acquired by the taxable person and the person was entitled
to an input tax deduction (see Section F).

The aforementioned taxable services include the following types of services:
* Processing services (see below)

* Repair and replacement services (see below)

* VAT pilot services (see below)

The term “processing services” means services supplied by a contractor for producing goods in
accordance with a customer’s specifications by using raw materials and principal parts consigned
by the customer. The term “repair and replacement services” means repairing damaged taxable
goods and returning them to their original condition.

VAT pilot services include the following:

* Sales of services (see below)

* Sales of intangible assets (see below)

* Sales of immovable properties (see below)

Sale of intangible assets refer to activities of transferring ownership or rights of use of intangible
assets. Intangible assets shall refer to assets that can bring out economic interest without tangible
forms, including technologies, trademarks, copyrights, goodwill, rights of use of natural resourc-
es and other beneficial intangible assets.

Sale of immovable properties refer to activities of transferring ownership or rights of use of
immovable properties. Immovable properties shall refer to the properties that cannot be moved
or will be changed in nature or in shape after moved, including buildings, structures, etc.

Sale of services includes the following:
* Transportation

* Postal

* Telecommunications

* Construction

* Financial

* Research and development

* Information and technology

¢ Cultural, creative and sports

* Logistics supporting

* Leasing

* Authentication and consulting
 Radio, film and television

* Business support

¢ Education and medical

* Tourism and entertainment

* Catering and accommodation

* Daily residential services (e.g., municipal administration, housekeeping, care and nursing

The following supplies are considered as supplies outside of China and are not subject to VAT:

* Supplies made by overseas entities or individuals that supply taxable services or intangible
assets that are completely incurred overseas to entities or individuals within the territory

* Supplies made by overseas entities or individuals that lease tangible property that is com-
pletely used overseas by entities or individuals within the territory
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* Other circumstances regulated by the MOF and SAT

Special rules apply to mixed transactions consisting of sales of taxable goods and supplies of tax-
able services. To ease tax administration, mixed transactions carried on by enterprises and sole
proprietor businesses engaged in or mainly engaged in the production, wholesale and retail supply
of goods are deemed to be supplies of goods. Other units and individuals that supply mixed trans-
actions are regarded as providing taxable services.

C. Who is liable

A taxable person is any business “unit” or individual that sells goods or supplies taxable services
in China, unless the person’s sales are below the relevant taxable thresholds. VAT is also payable
on the importation of goods. The term “unit” includes enterprises, administrative units, business
units, military units and social organizations.

There are two classes of VAT taxpayers:

* General VAT taxpayers, which are VAT taxpayers with an annual turnover of CNY5 million or
more

* Small-scale VAT taxpayers, which are VAT taxpayers with an annual turnover of less than
CNY5 million

For these purposes, the term annual turnover refers to cumulative VAT taxable sales within an
ongoing operational period of up to 12 months, including the taxable sales amounts shown on
tax returns, taxable sales amounts not yet paid and the adjusted taxable sales amount resulting
from a tax assessment.

State and local authorities including administration units, business units, military units, social
organizations and other government units are treated as taxable persons for the purpose of VAT.

Exemption from registration. The VAT regulations in China do not contain any provision for
exemption from registration. However, there are special rules for small businesses with monthly
sales amount or turnover of less than CNY100,000. The sales could be exempted from VAT. See
the Voluntary registration and small businesses subsection below.

Voluntary registration and small businesses. The VAT regulations in China do not contain any
provision for voluntary VAT registration. However, voluntary registration is applicable for a
small-scale VAT taxpayer that wishes to convert into a general VAT taxpayer. A small-scale VAT
taxpayer may elect to register and pay VAT in accordance with the relevant provisions applicable
to general VAT taxpayers if it can demonstrate that it has a sound accounting system, maintains
proper accounting records, and is capable of generating accurate information for VAT assessment
purposes.

To support the development of small businesses, small-scale VAT taxpayers with a monthly sales
amount or turnover of less than CNY20,000 may be exempted from VAT. In addition, from 1
January 2018 to 31 December 2020, small-scale VAT taxpayers with a monthly sales revenue
from selling goods or providing processing, repairing and replacement services of no more than
CNY30,000 and that from selling services or intangible assets is no more than CNY30,000 may
be exempted from VAT.

New tax cuts and tax exemptions for small businesses were announced on 9 January 2019 that
the VAT threshold for small-scale VAT taxpayers will be raised from a monthly sales revenue of
CNY30,000 to CNY100,000 (or CNY300,000 for small-scale VAT taxpayers who adopt the
quarterly filing basis). The new threshold will be retroactive to 1 January 2019 and will be effec-
tive for a tentative three years.
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Group registration. Group registration (or fiscal unity) for VAT purposes is not a recognized
concept in the Chinese VAT regulations. Individual group members are regarded as independent
VAT taxpayers.

Branches of the same enterprise are required to register separately for VAT, unless the head office
and the branch(es) are located in the same county (municipality). However, subject to the
approval of the tax authorities, the head office of an enterprise may be allowed to submit com-
bined VAT returns for branches located in different counties (municipalities).

Transactions between branches may be subject to VAT, unless the relevant branches are located

in the same county (municipality). A movement of goods between branches located in different

counties (municipalities) is subject to VAT regardless of whether any consideration is paid. A

distinction is made between a movement of goods to a branch for the purpose of sale to custom-

ers and movement of goods to a branch for storage. By default, a movement of goods from one

branch to another is deemed to be for the purpose of sale to customers unless the enterprise can

prove that it fulfills both of the following conditions to the satisfaction of the tax authorities:

* The branch that receives the goods will not sell the goods to customers on its own account,
issue the relevant invoices or collect sales proceeds from the customers.

* The enterprise has obtained a special permit from its supervising tax authority that allows it to
keep inventory outside the place where it is established.

If both of these conditions are fulfilled, the goods may be regarded as being moved to a branch
for pure storage purposes and the transaction is not liable to VAT.

Non-established businesses. Subsidiaries of foreign enterprises that supply goods or taxable ser-
vices in China are treated in the same manner as other taxable persons.

Foreign enterprises that do not sell goods or taxable services in China may not register for VAT. If
a foreign unit or individual outside China provides taxable services in China and does not have a
business office in China, the purchaser must be the withholding agent.

Tax representatives. A taxpayer or withholding agent may appoint a tax agent to handle various
tax matters on its behalf, including but not limited to filing of tax returns, tax consultation, tax
planning, tax-related authentication, tax payment review, bookkeeping and other tax-related ser-
vices. The tax agent shall comply with the relevant measures and requirements specified by the
SAT.

Representative office. Under the current business regulatory rules, a representative office of a
foreign enterprise may engage only in certain activities, such as liaison and support. A represen-
tative office may not engage in direct profit-making activities, and it is prohibited from making
sales of goods. Consequently, in general, VAT is not payable with respect to the activities of a
representative office and VAT registration is not permitted. However, if a representative office
engages in profit-making activities, it could be liable to VAT for any revenues generated.

Reverse charge. The reverse charge does not apply in China. As such, where an entity or indi-
vidual located outside the territory of China conducts taxable activities within the territory
without establishing an operating institution within the territory, the corresponding buyer shall
be the VAT withholding agent, unless as otherwise specified by the MOF and the SAT. The VAT
withholding agent can recover the VAT withheld as input tax.

Domestic reverse charge. There are no domestic reverse charges in China.

Digital economy. Imports supplied cross-border via the internet (i.e., e-commerce) shall, accord-
ing to the types of goods, be subject to import VAT. Individuals purchasing any imported goods
retailed through cross-border e-commerce shall be taxpayers; the actual transaction prices shall
be a dutiable price; and e-commerce corporations, corporations specialized in e-commercial
transaction platform or logistic enterprises can be the withholding agent for VAT.
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Imported goods retailed through cross-border e-commerce are subject to single transaction limits
of CNY5,000, and annual individual limits of CNY26,000. The tariff for any commodities
imported within these transaction limits are fixed at 0% temporarily; and the exemption for
import VAT and consumption tax are canceled, and temporarily levied at 70% of the statutory
tax. Where the single transaction is beyond the single transaction limits and the annual transac-
tion limits and the dutiable price is greater than CNY 5,000, for single indivisible goods, the tax
is levied in full.

Where cross-border e-commerce retail imports are returned within 30 days from the date of
customs clearance, a tax refund may be claimed, and individual transaction limits should be
adjusted accordingly.

Online marketplaces and platforms. Domestic e-commerce activities conducted within the terri-
tory of China shall be governed by the “E-commerce Law of the People’s Republic of China.”
Operators of e-commerce platforms and e-commerce operators shall register and fulfill their tax
obligations according to the existing laws and regulations. E-commerce operators shall issue
paper or electronic invoices for selling commodities or providing services.

Registration procedures. To register for VAT, enterprises (i.e., incorporated or similar) should
apply to the administrative departments of industry and commerce for the business licenses with
a unified social credit code, which could be used for tax affairs purposes.

Deregistration. Where a taxpayer’s obligation to pay tax is terminated in accordance with the law
due to dissolution, bankruptcy, cancellation or other reasons, the taxpayer shall provide the rele-
vant certificates or materials and go through the formalities for tax deregistration with the tax
authorities that handled its original tax registration (“original tax authorities”) before it proceeds
to deregister with the industry and commerce administrative authorities and other relevant bodies.

As for taxpayers who do not need a deregistration with the industry and commerce administrative
authorities and other relevant bodies, it shall, within 15 days after obtaining relevant approval or
termination announcement, provide the relevant certificates or materials and go through the
formalities for tax deregistration with its original tax authorities.

Where a taxpayer’s business registration is revoked by the industry and commerce administrative
authorities, or when the registration is canceled by other relevant authorities, the taxpayer shall go
through the formalities for tax deregistration with its original tax authorities within 15 days after
the business registration has been revoked or canceled.

Where a change of tax registration authorities is required for a taxpayer due to a change in its
domicile or business place, the taxpayer shall provide the relevant certificates or materials and
go through the formalities for tax deregistration with its original tax authorities before it proceeds
to modify registration or deregister with the industry and commerce administrative authorities
and other relevant bodies, or to change its domicile or business place. It is also required to apply
for tax registration with the tax authorities at the new location within 30 days after the tax dereg-
istration.

Where a foreign enterprise is engaged in construction, installation, assembling or exploration, or
provides services in China, it shall provide the relevant certificates or materials and go through
the formalities for tax deregistration with its original tax authorities after the project is com-
pleted and no less than 15 days before its departure from China.

D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to VAT at any
rate.
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The VAT rates are:

« Standard rate: 13%

¢ Reduced rates: 3%, 5%, 6% and 9%

* Special rate of 3% and 5% (for small-scale VAT taxpayers)
 Zero-rate: 0%

The standard VAT rate applies to all supplies of goods or services, unless a specific measure pro-
vides for a reduced rate or an exemption.

Some supplies are classified as tax exempt with credit (zero-rated), which means that no VAT is
chargeable, but the supplier may recover the related input tax.

Examples of goods and services taxable at 3%

* Certain taxable used goods

* Consignment goods sold by consignment agencies

* Certain goods sold by pawnbrokers

* Specific duty-free items sold by duty-free shops

* Certain electricity produced by qualified hydroelectric-generating businesses

« Certain construction materials

* Certain biological products

« Tap water (rate applies if taxpayer chooses simplified computation method with no input tax
recovery)

* Certain concrete cement goods sold by general VAT taxpayers

» Non-academic education services

* Interest income from agricultural loan provided by Agricultural Development Bank of China
and its affiliates

* Certain rare disease drugs (orphan drugs)

Examples of goods and services taxable at 5%
* Labor dispatching service
* Human resource outsourcing service

Examples of goods and services taxable at 6%
* R&D and technology services
* Information and technology services
* Culture and creative services
* Logistics supporting services
* Authentication and consulting services
 Radio, film and television services
* Business supporting services
* Other modern services
* Value-added telecommunication services
* Loan services
* Direct financial services
* Insurance services
* Financial product trading
* Cultural and sports services
* Education and medical services
* Tourism and entertainment services
* Catering and accommodation services
* Daily services
* Other lifestyle services
* Sales of intangible assets
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Examples of goods and services taxable at 9%
* Agricultural products (including grains)
* Tap water
* Heating
* Liquefied petroleum gas
* Natural gas
* Edible vegetable oil
* Air conditioning
» Hot water
* Coal gas
* Coal products for household use
* Food-grade salt
* Farm machinery
* Fodder, pesticides
* Agricultural film
* Fertilizer
» Methane gas
* Dimethyl ether
* Books
* Newspapers
* Magazines
* Audiovisual products
* Transportation services
* Postal services
* Basic telecommunication services
* Construction services
* Sales of immovable properties acquired or developed after 1 May 2016
* Leasing of immovable properties acquired or developed after 1 May 2016
* Transfer of land use right

The following lists provide examples of goods and services taxable at the different rates, for
small-scale VAT taxpayers.

Examples of goods and services taxable at 3%
* Other VAT pilot services

Examples of goods and services taxable at 5%
* Sales of immovable properties
* Leasing of immovable properties
* Transfer of land use rights
* Labor dispatching service

A taxable person that supplies goods or services taxable at different VAT rates must separately
book the value of sales of goods and taxable services at each rate. The highest rate of VAT
applies if the sales made at different rates are not accounted for separately.

Examples of goods and services taxable at 0%
(i.e., exempt-with-credit)
* Exports of goods (excluding prohibited or restricted exports)
* Services rendered by domestic entities or individuals to overseas entities and consumed entirely
outside of China:
— International transportation services, including transportation services for Hong Kong,
Macau and Taiwan
— Space transportation services
— Research and development services
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— Contractual energy performance services

— Design services

— Radio, film and television programs (works) production and distribution services

— Software services

— Circuit design and test service

— Information systems services

— Business process management services

— Offshore outsourcing services, including information technology outsourcing (ITO), business
process outsourcing (BPO) and knowledge process outsourcing (KPO)

— Technology transfer

Examples of exempt supplies of goods and services
(i.e., exempt-without-credit)
* Goods:

— Agricultural products produced and sold by primary agricultural producers

— Contraceptive medicines and appliances

— Antique books

— Imported equipment and apparatus used directly for scientific education, scientific research,
development and experiments

— Imported products and equipment in the form of free economic assistance from foreign
governments and international organizations

— Products imported by organizations for the handicapped for their exclusive use

— Sale of secondhand goods by individuals

* Cross-border services:

— Construction service with the construction project outside China

— Engineering supervision services with the construction project outside China

— Engineering survey services with the engineering and mineral resources outside China

— Conference and exhibition services for conferences and exhibitions that take place outside
China

— Warehousing services for storage locations outside China

— Tangible personal property leasing services with the subject used outside China

— Radio, film and television programs (works) broadcast services

— Cultural and sports services, education and medical services, tourism services provided
outside China

— Postal service, collection and dispatching service and insurance services provided for export
goods

— International transportation services that are not eligible for a zero VAT rating

— Transportation services from and to Hong Kong, Macau and Taiwan, as well as transporta-
tion services in Hong Kong, Macau and Taiwan that are not eligible for a zero VAT rating

— Taxable services rendered to overseas entities or units and consumed entirely outside China

— International transportation services provided by non-transport operating carriers

— Direct chargeable financial services provided for the monetary financing between entities
outside the territory and other financial business operations, which are not related to any
goods, intangible assets or real property within the territory

Taxable persons that supply items eligible for tax exemption or tax reduction must book these
sales separately. Otherwise, no tax exemption or reduction applies.

Special rules apply to sales of used fixed assets.

Option to tax for exempt supplies. Taxpayers who could be eligible for VAT exemption may choose
to give up the right of VAT exemption and pay VAT. Once the choice is made, the taxpayer cannot
switch back to applying for VAT exemption within 36 months.
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E. Time of supply
The “time of supply” is the time when VAT becomes due (that is, the tax-triggering point).

The following are the principal aspects of the time of supply rules for goods:

« If the sales proceeds are received directly from the buyer, the time of supply is when sales pay-
ment is received or when an evidence for demanding the sales payment is issued, whichever is
earlier, regardless of whether the goods have been delivered.

By “sales payment is received,” it means that the payment is received by the taxpayer in the
course of or after the sales of services, intangible assets or real property.

“The day when evidence for demanding the sales payment is issued” refers to the payment date
as stipulated in the written contract; or in the absence of a written contract or stipulation about
such payment date in the written contract, refers to the date when the provision of the services
or transfer of the intangible assets is completed or the ownership of the real property changes.
If the sales proceeds are collected through a bank, the time of supply is when the goods are
dispatched.

If payments are made by installments in accordance with a sales and purchase agreement, the
time of supply is when each installment is due. In the absence of a written contract or specifica-
tion of the date of collection in the contract, the tax point is the date on which the goods are
dispatched.

If payment is made in advance, the time of supply is when the goods are dispatched. For large-
scale machines and equipment, ships, aircraft and other goods whose production period
exceeds 12 months, the time of supply is the date on which the advance payment is received or
the date of collection specified in the written contract.

For supplies of goods made through a consignment agent, the VAT payable by the consignor is
due when the consignor receives the sales confirmation list or the payment from the consign-
ment agent, whichever is earlier. However, if the consignor receives neither the sales confirma-
tion list nor the payment from the consignee within 180 days from the date of dispatching
goods, the goods are regarded as having been supplied to the consignee and VAT will be pay-
able accordingly.

.

The time of supply for the provision of taxable services is when the payment for the sale of the
service is received or when an evidence for demanding the sales payment is issued, whichever is
earlier.

If the taxpayer is engaged in the transfer of financial instruments, the time of supply is the day
when the ownership of the financial instruments change.

If the taxpayer provides services or the transfer of the intangible assets or real property, the time
of supply is the day when the provision of the services or transfer of the intangible assets is
completed or the ownership of the real property changes.

The obligation to withhold VAT arises on the day when the VAT payment obligation arises for the
taxpayer.

Deposits and prepayments. For a refundable deposit, in general it would not be subject to VAT
and no VAT invoice should be issued (but if VAT invoices are issued, VAT would be due). A
refundable deposit is not perceived as a consideration for a supply. In this regard, the treatment
would be the same whether the supply takes place or not. With regard to a nonrefundable depos-
it, VAT is due if the nonrefundable deposit is treated as part of the consideration to be paid by
the purchaser. VAT would not be due if a nonrefundable deposit has no linkage with the consid-
eration and the supply, and it is solely for the purpose of securing the transaction.

If payment is made in advance, the time of supply for goods is when the goods are dispatched.
For large-scale machinery and equipment, ships, aircraft and other goods whose production
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period exceeds 12 months, the time of supply is the date on which the advance payment is
received or the date of collection specified in the written contract.

Where payment is made in advance for leasing services provided by the taxpayer, time of supply
on the prepayments is on the day when the advance payment is received. The taxpayers shall
prepay tax to the competent SAT office within the tax declaration period for the month following
the month when the advanced payment is received. The taxpayers shall prepay tax to the compe-
tent SAT office within the tax declaration period for the month following the month when the
advanced payment is received.

Continuous supplies of services. There is no specific regulation for the time of supply rule for
continuous supplies. As such, the normal time of supply rules for services apply.

Goods sent on approval for sale or return. Goods sent on approval would not create a time of sup-
ply under the general rules. The general time of supply rules mentioned above would apply; in
other words, the date of VAT invoice issuance, the date when sales proceeds are received or
evidence for demanding the sales proceeds is issued, and the date when goods are dispatched
would be assessed in order to judge when the VAT obligation would arise, subject to business
trading mode.

In an event that a VAT invoice has been issued, if the goods are returned in the following months,
a red-letter invoice (credit note) should be issued. If goods are returned in the current month, the
VAT invoice could be canceled and reissued.

Reverse-charge services. The reverse charge does not apply in China. As such, where an entity
or individual located outside the territory of China conducts taxable activities within the terri-
tory without establishing an operating institution within the territory, the corresponding buyer
shall be the VAT withholding agent, unless as otherwise specified by the MOF and the SAT.
There is no special time of supply rule for such supplies, and as such the general rules apply.

Leased assets. The general time of supply rules noted above apply to leases. If payment is made in
advance for leasing services provided by the taxpayer, the time of supply for the prepayments is the
day when the advance payment is received. The taxpayers must prepay the tax to the competent SAT
office within the tax declaration period for the month following the month when the advanced pay-
ment is received.

Imported goods. VAT is payable for imported goods when the goods are declared to Customs.

F. Recovery of VAT by taxable persons

A taxable person may recover input tax, which is VAT charged on goods and services supplied

to it for business purposes. A taxable person generally recovers input tax by crediting it against

output tax, which is VAT charged on supplies made. However, input tax credit is not allowed for

small-scale VAT taxpayers that are subject to VAT at a flat rate (see Section D). Input tax includes

VAT paid by a taxable person on the acquisition and importation of taxable goods and services

that are acquired for the purposes of the taxable person’s business activities. No credit is permit-

ted with respect to purchases made for other purposes. To claim input tax credits, a taxable per-

son must comply with the following conditions:

* It must be registered with the tax authorities as a general VAT taxpayer (not as a small-scale
VAT taxpayer).

* [t must maintain a reliable accounting system and provide accurate information for assessing
its VAT liabilities.

* It must hold a valid VAT invoice obtained from the vendor (see Section H), a tax certificate
issued by the customs authorities or other valid supporting documents including transportation
invoices and agricultural product procurement certificates.
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A taxable person may recover input tax as soon as it has a valid VAT invoice or a tax certificate
issued by the customs authorities or other valid supporting documents. It is not necessary to wait
until the purchaser has paid for the goods or the supplier has paid the output tax to the tax
authorities. The claim for input tax credit must be made in the VAT return for the period in which
the invoice or other documents are validated by the tax authorities. A taxable person must submit
all input tax invoices and other documents to the tax authorities for verification within 360 days
after the date of issuance of the documents.

In calculating its net VAT payable, a taxable person may also claim an input tax credit equal to
11% of the purchase value of VAT-exempt agricultural products purchased from primary agricul-
tural producers or agricultural cooperative societies. The input tax on road, bridge and gate tolls
paid by general VAT taxpayers can be calculated on the basis of the fee amount indicated in the
toll invoice received by the taxpayers.

Input tax on real estate acquired by a general VAT payer after 1 May 2016 and accounted for as
fixed assets under the accounting system, as well as real estate construction in progress after 1
May 2016, is deducted from output tax in two yearly installments at a deduction ratio of 60% in
the first month and 40% in the 13th month of obtaining the special VAT invoices. Starting from
1 April 2019, it can be offset (one-off) by the output tax upon obtaining the special VAT invoices.

A taxable person that supplies goods for export must register with the relevant local authorities
responsible for overseeing foreign trade to obtain an approved Foreign Trade Operator Regis-
tration Form. It can use this form to complete a registration with the relevant tax authorities and
confirm its entitlement to export refund.

With the exception of certain types of goods, exports of goods are generally exempt with credit;
that is, input tax previously paid on the purchase of goods and services used for the production
of goods for export is refunded on application. This procedure is commonly known as the “VAT
export refund.” However, the VAT exemption with credit mechanism does not apply to certain
types of goods. For those goods whose VAT export refund rates are less than the applicable VAT
rates for normal supply, the taxable person must bear the difference as a cost, even though the
goods are sold for export. Such VAT cost is commonly referred to as an “export VAT leakage” or
“input tax disallowance.”

Depending on the type of exporting enterprise, the VAT export refund and the input tax disallow-
ance are calculated based on different methods.

Eligible enterprises or other entities may file a tax refund (exemption) application. After approv-
al, enterprises or other entities shall make the declaration on VAT refund (exemption) and exemp-
tion with the competent authority within the declaration period of VAT payment.

For the goods exported through an agent, the entrusting party shall be responsible for declaring
VAT refund (exemption). For the water, electricity and gas supplied to the special areas, the
manufacturing enterprises within the special areas, as the purchasers, shall be responsible for
declaring the tax refund.

Nondeductible input tax. Input tax may not be recovered on purchases of goods and services that
are not used for taxable business purposes.

Examples of items for which input tax is nondeductible

* Goods or services used in VAT-exempt activities

* Goods or services used in activities subject to VAT on a simplified basis

* Goods or services for collective welfare or personal consumption

* The “abnormal loss” of purchased taxable goods and associated processing, repair or replace-
ment services or transportation services

* The abnormal wastage of purchased taxable goods or services consumed in the production of
merchandise or finished products
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* The abnormal loss of real estate and associated purchased goods, design services or construc-
tion services consumed

* The abnormal wastage of purchased goods, design services or construction services in the con-
struction of real estate

* The purchase of loan services, catering services, residential daily services and entertainment
services

* Other situations that are specified by the Ministry of Finance and the State Administration of
Taxation

Examples of items for which input tax is deductible
(if related to a taxable business use)
 Purchase, lease or hire of a car, van or truck
« Fuel for cars, vans and trucks
 Car maintenance
* Business travel (see Domestic passenger traveling expenses)
* Advertising
* Hotel accommodation
* Mobile phone expenses

Partial exemption. Taxable persons that make taxable supplies and other supplies (such as exempt
supplies and outside the scope supplies) are only entitled to claim input tax incurred in making
their taxable supplies as credits. Input tax is not creditable for any purchases that are directly
related to making exempt supplies.

If a taxable person has purchases or imports that are used to make both taxable and exempt or
outside the scope supplies, an apportionment of input tax is allowed. The allowable input tax
credit is generally calculated using the ratio of turnover from taxable supplies compared with the
total turnover of that month from all supplies.

Capital goods. The same rules apply for goods and services supplied for business purposes. There
is also no specific definition for capital goods. However, starting from 1 January 2018, input tax
on fixed assets or immovable properties rented by taxpayers, that are used for supplies subject to
tax under the general calculation method and a taxable item subject to tax under the simplified
calculation method, a VAT-exempt item, collective welfare or personal consumption purposes is
allowed to be recovered in full, against the output tax.

Refunds. Upon discovering that a taxpayer has paid an amount in excess of the tax payable, the
tax authorities shall immediately refund the excess amount to the taxpayer.

When a taxpayer discovers that it has paid in excess of the tax payable within three years from the
date the tax payment was made, it may claim from the tax authorities a refund of the excess
amount and interest based on bank deposit for the same period.

Upon examination and verification, the tax authorities shall immediately make the refund. If the
refund involves returns from the State Treasury, the refund shall be given according to the provi-
sions of laws and administrative regulations relating to the administration of State Treasury.

Incremental excess input tax refund regime. The incremental excess input tax refund regime
came into effect from 1 April 2019. Taxpayers meeting all of the following criteria may apply to
their in-charge tax authority for the refund of incremental excess input tax:

1. Starting from the tax filing period of April 2019, the incremental excess input tax is more than
zero for a consecutive six months (or consecutive two quarters if the filing is on a quarterly
basis), and the incremental excess input tax at the sixth month is not lower than CN'Y500,000

2. The taxpayer’s tax credit rating would need to reach Grade A or Grade B
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3. Within the 36 months before applying for the incremental excess input tax refund, the tax-
payer has not committed any fraudulent application for tax refund from (1) excess input tax
(2) export VAT refund (3) false issuance of special VAT invoice

4. Within the 36 months before applying for incremental excess input tax refund, the tax author-
ities have not punished the taxpayer for more than two times (including two times) due to tax
evasion

5. Have not adopted any of the Refund Upon Collection as well as Collection First Refund Later
measures

The incremental excess input tax refundable to a taxpayer for the current period shall be com-
puted using the formula below:

Amount of incremental excess input tax refund =
Incremental amount of excess input tax X 60% X input tax ratio

The input tax ratio refers to the proportion of the VAT specified in the special VAT invoices, cus-
toms importation special VAT payment certificates and tax payment certificate for remitting taxes
from April 2019 to the tax period before the application for incremental excess input tax refund
in all credited input tax in the same period.

Super input tax credit regime. From 1 April 2019 to 31 December 2021, taxpayers providing the
following four types of qualifying services would be entitled to an additional 10% super input
tax credit. Taxpayers that provide postal services, telecommunications services, modern services
and life services with the relevant sales amount of more than 50% of the total sales would be
eligible for 10% super input tax credit, while a more recent circular states that starting from 1
October 2019 to 31 December 2021, taxpayers that provide life services with the relevant sales
amount of more than 50% of the total sales would be eligible for super input tax credit of 15%
instead of 10%. Qualifying taxpayers shall submit a declaration to their in-charge tax authority
to confirm the sales amount on an annual basis in order to be eligible for the additional input tax.

Domestic passenger travel expenses. Starting from 1 April 2019, general VAT taxpayers are allowed
to recover input tax when they have collected specific documentary evidence for the domestic
passenger travel costs/expenses that are for business purpose. Where the taxpayer cannot obtain
a special VAT invoice, the input tax shall be tentatively determined in accordance with the fol-
lowing:
1. Where an electronic normal VAT invoice is obtained, the tax amount indicated on the invoice
shall apply
2. Where an e-ticket itinerary receipt for air transport with passenger identity information indi-
cated is obtained, the input tax shall be calculated as per the following formula:
Input tax for air passenger transport = (airfare + fuel surcharge) / (1 + 9%) x 9%

3. Where a railway ticket with passenger identity information indicated is obtained, the input tax
shall be calculated as per the following formula:
Input tax for railway passenger transport = face value / (1+9%) x 9%

4. Where other passenger tickets for roads, waterways, etc., with passenger identity information
indicated are obtained, the input tax shall be calculated as per the following formula:
Input tax for other passenger transport such as roads and waterways =
face value / (1 + 3%) x 3%

Pre-registration costs. No input tax recovery is possible for costs and purchases made prior to
registration.

Write-off of bad debts. Output tax accounted for on supplies that do not get paid by the recipient
(i.e., a bad debt) cannot be recovered in China.
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Noneconomic activities. Input tax incurred in relation to noneconomic activities is not recover-
able in China.

G. Recovery of VAT by non-established businesses
China does not refund VAT to businesses that are not established in China.

H. Invoicing

VAT invoices. A general VAT taxpayer must register and procure approved VAT invoices from the
tax authorities. The taxable person must also designate and register an individual employee as a
representative who is responsible for administering the custody and control of VAT invoices. A
valid VAT invoice is needed to support any claim for input tax recovery.

A special VAT invoice may only be issued for supplies of taxable goods or services made to tax-

able recipients. The supplier may not issue a special VAT invoice for the following:

* The supply of goods (such as cigarettes, alcohol, foods, garments, shoes, hats and cosmetics)
to ultimate consumers by VAT taxpayers that engage in retail sales

* The supply of taxable services to individuals

* The sale of VAT-exempt goods unless otherwise stipulated by specific rules or regulations

* The supply of taxable goods or services by small-scale taxpayers, except for certain cases the
small-scale taxpayers are eligible to issue special VAT invoices by its own. However, small-
scale taxpayers can apply to the relevant tax authority to issue VAT invoices on their behalf for
supplies of taxable goods or services

Credit notes. If goods are returned after an invoice has been issued, a credit note (or also in China
known as a “red-letter invoice”) must be issued. The original invoice must be returned and
“invalid” written clearly on it, or a notification must be obtained from the other party.

If sales discount is given after an invoice has been issued, the original invoice must be returned
and “invalid” written clearly on it before reissuing a new invoice, or a red-letter invoice shall be
issued after a notification is obtained from the other party.

Electronic invoicing. The State Administration of Taxation started a pilot on 1 August 2015 for the
issuance of electronic invoices through the upgraded VAT invoicing system in Zhejiang Province,
the municipalities of Beijing and Shanghai, and the city of Shenzhen. And the electronic invoice
pilot has been expanded to the whole nation since 1 December 2015. At present, such electronic
invoices are only applicable to the normal VAT invoices in China.

Simplified VAT invoices. Subject to the following circumstances, a full VAT invoice is not required
to be issued:

* Selling any service, intangible asset or real property to any individual consumer

* Any taxable activity to which the provisions on VAT exemption apply

For the above circumstances, what is known as a “normal” VAT invoice must be issued.

Normal VAT invoices are simplified VAT invoices issued to small-scale VAT taxpayers and indi-
viduals. However, general VAT taxpayers would not be able to recover input tax with normal VAT
invoices, except for domestic passenger travel expenses. For supplies to general VAT taxpayers,
special VAT invoices (i.e., full VAT invoices) must be issued, in order for the taxpayer to be able
to recover respective input tax.

Self-billing. Self-billing is not allowed in China.

Proof of exports. For proof of export, the requirements include:

* Declaration forms required by tax authority for exemption, deduction or refund of tax on
exported goods

* Foreign exchange declaration for the export of goods (copy for export refund)
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* Export invoice
* For goods exported on assignment, verification issued by the assignee for the export of the
goods and a photocopy of the export agency agreement

For foreign trade enterprises the requirements include:

* Declaration forms required by tax authority for exemption, deduction or refund of tax on
exported goods

* Foreign exchange declaration for the export of goods

* VAT invoice (credit copy), declaration by batch form for imported goods with export refund,
tax payment certificate for imported goods

* For goods exported on assignment, verification certificates issued by assignee’s in charge tax
authorities for the export of goods on assignment and a photocopy of the export agency agree-
ment

« For items subject to consumption tax, consumption tax payment certificate, consumption tax
payment certificate for imported goods

Foreign currency invoices. VAT invoices are issued and printed through the Golden Tax System
(GTS) — a tax control system connected to the database of the tax authorities. VAT invoices in
China must be issued in CNY. Where a taxpayer settles the sales amount in any currency other
than CNY, the average CNY exchange rate on the date the sales amount occurs or on the first
day of the current month may be used at the discretion of the taxpayer. The taxpayer shall decide
in advance on a conversion rate and may not change it within 12 months once such a conversion
rate is determined.

Supplies to nontaxable persons. The supplier should not issue a special VAT invoice for the supply
of goods (such as cigarettes, alcohol, foods, garments, shoes, hats and cosmetics) to final con-
sumers by VAT taxpayers that engage in retail sales but should issue a normal VAT invoice upon
request.

Records. Taxpayers and withholding agents shall establish accounting books in accordance with
the relevant laws, administrative regulations and provisions formulated by the authorized fiscal
or tax department under the State Council and keep records and carry out accounting based on
legitimate and valid vouchers.

The taxpayers engaging in production or business operations shall submit their financial and
accounting systems or methods and accounting software to the tax authorities for record.

Accounting books, account supporting vouchers, tax payment receipts and other relevant infor-
mation shall not be forged, revised or damaged without approval.

Record retention period. The accounting books, accounting vouchers, statements, receipts of tax
payments, invoices, vouchers for exportation and other tax-related materials shall be kept for 10
years unless otherwise specified in the laws and administrative regulations.

Electronic archiving. Taxpayers may keep electronic accounting documents created in the course
of transactions in electronic format in accordance with the measures and requirements specified
by the MOF and the National Archives Administration (NAA).

I. Returns and payment

Periodic returns. In China, VAT periods vary in length. A VAT period may be 1 day, 3 days, 5
days, 10 days, 15 days, 1 month or 1 quarter. The length of the tax period is determined by the
local tax authorities, based on the amount of VAT payable by the taxpayer.

Taxable persons that have a VAT tax period of 1 month or 1 quarter must submit VAT returns on
a monthly or quarterly basis within 15 days after the end of the period. Taxpayers that have a VAT
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tax period shorter than one month must submit a VAT return for the previous month by the 15th
day of the following month.

Periodic payments. If VAT payments cannot be made on a fixed-period basis, VAT may be paid on
a transaction basis.

Taxable persons that have a VAT tax period of 1 month or 1 quarter must pay the VAT due on a
monthly or quarterly basis within 15 days after the end of the period. Taxpayers that have a VAT
tax period shorter than one month must make provisional VAT payments within five days after
the end of the tax period. They must also settle the VAT payable for the previous month by the
15th day of the following month.

VAT payments are made through bank transfer, and only amounts in CNY are acceptable.

Electronic filing. Electronic filing (e-filing) is recommended by tax authorities in China. Taxpay-
ers can log in to the tax declaration website with a U-key and file the electronic VAT tax return
with the relevant appendix. When e-filing is unsuccessful or encounters any difficulties, paper
filing is acceptable.

Payments on account. Payments on account are not required in China.
Special schemes.

Secondhand goods. In general, sales of secondhand taxable goods by taxable persons are charge-
able to VAT on a simplified basis at a rate of 3% with a further reduction to 2%. Sales of second-
hand taxable goods by nontaxable individuals are exempt from VAT.

Flat rate. Small-scale VAT taxpayers account for VAT at a rate of 3% on a simplified, flat-rate
basis and input tax paid on purchases is not deductible.

Netting mechanism. The VAT pilot rules contain a new computation method, which incorporates
the “netting” mechanism. Only the following services specified by law could be applicable to the
netting mechanism:

* Financial leasing with approval from the People’s Bank of China, the Ministry of Commerce
and the China Banking Regulatory Commission. The sales amount shall be the balance of the
total price and expenses (including residual value) after deduction of the loan interest (includ-
ing foreign currency loan and CNY loan interest), interest of bond issuance, vehicle purchase
tax.

* Transfer of financial products

» Agency services

* Tourism services

* Construction services applicable to simplified methods

* Sale of immovable properties developed by the real estate companies that are general VAT pay-
ers

* Labor dispatching services

* HR outsourcing services

Annual returns. Annual returns are not required in China.

Supplementary filings. Taxpayers are required to file returns for the following local surcharges,
which are calculated based on the amount of VAT payable at the same time of the VAT returns
filing.

Urban construction and maintenance tax. Urban construction and maintenance tax is levied at a
certain rate on the amount of indirect tax payable (i.e., VAT payable) by the taxpayer. There are
three different rates depending on the taxpayer’s location, i.e., 7% for urban areas, 5% for
county areas, and 1% for other areas.



276 CHINA

Educational surcharge. Educational surcharge is levied at 3% on the amount of indirect tax pay-
able (i.e., VAT payable) by the taxpayer.

Local educational surcharge. Local educational surcharge is levied at 2% on the amount of indi-
rect tax payable (i.e., VAT payable) by the taxpayer.

Digital reporting. From 2015, the SAT implemented the “1,000 Accounts Plan” which is targeted
at large enterprises, requesting access to detailed transaction detail to account for all tax types.
The list of qualified enterprises is announced by SAT on an annual basis.

J. Penalties

Penalties for late registration. The VAT regulations in China do not contain any penalty provision
for late VAT registration. But there are penalties for small-scale VAT taxpayers who do not reg-
ister as general VAT taxpayers in time when their annual taxable sales amount exceeds the thresh-
old.

Taxpayers must settle the relevant formalities within 15 working days from the end of the tax
declaration period in the month (or quarter) when the annual taxable sales amount exceeds the
threshold. If a taxpayer fails to comply within a prescribed time limit, the competent tax author-
ities shall produce a Notice of the Tax Affairs within five working days after the end of the pre-
scribed time limit and notify the taxpayer that it must settle the relevant formalities at the
competent tax authorities within five working days; if the taxpayer still fails to comply after the
expiration of this time limit, the tax payable is calculated based on the sales amount and the VAT
rate as of the following month, and the taxpayer is not allowed to deduct input tax and use special
VAT invoices until it completes the relevant formalities.

Penalties for late payment and filings. Where a taxpayer underpays or fails to pay taxes within the
time limit prescribed in provisions, or a withholding agent under-remits or fails to remit taxes
within the time limit prescribed in provisions, the tax authorities shall, in addition to ordering the
taxpayer or withholding agent to pay or remit the taxes within a prescribed time limit, impose a
fine on a daily basis at the rate of 0.05% of the amount of tax in arrears, commencing on the day
the tax payment was defaulted.

If the taxpayer or withholding agent fails to pay the tax within the new time limit, the tax
authorities may impose a fine of not less than 50% and not more than 500% of the amount of tax
in arrears.

If a withholding agent fails to withhold or levy an amount of tax that should have been withheld
or levied, the tax authorities shall seek the payment of the tax from the taxpayer and concur-
rently impose on the withholding agent a fine of not less than 50% and not more than 300% of
the amount of tax that should have been withheld or levied.

Authorized tax officers have extensive powers relating to the inspection and seizure of records.
If a tax officer is of the opinion that a taxable person has underpaid the VAT due, the officer may
issue an assessment based on the correct figures or on an estimate.

Penalties for errors. Penalties for errors. In the event that a taxpayer or withholding agent fails to
pay taxes or underpay taxes due to its own errors such as a miscalculation, the tax authorities
may, within three years, pursue the payment of the tax amount and late payment fines. In special
circumstances, such time period for pursuing payment may be extended to five years.

Penalties for fraud. Where a taxpayer fails to pay or underpays the amount of tax payable by
means of forging, altering, concealing or, without permission, destroying accounting books or
account supporting vouchers or overstating expenses or failing to state or understating incomes
in accounting books, or refusing to report tax returns after being notified by the tax authorities
to do so, or filing false tax returns, it shall be regarded as tax evasion. For taxpayers who evade
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taxes, the tax authorities shall seek from them the payment of the unpaid or underpaid taxes and
late payment fines, and concurrently impose a fine not less than 50% of and not more than 500%
of the amount of taxes unpaid or underpaid. For cases that constitute crimes, criminal liabilities
shall be investigated according to law.

If a withholding agent fails to remit or under-remit the amount of tax withheld or collected by
the means listed in the above paragraph, the tax authorities shall seek the remittance of unremit-
ted or under-remitted taxes and late payment fines, and concurrently impose a fine not less than
50% of and not more than 500% of the amount of taxes unremitted or under remitted. For cases
that constitute crimes, criminal liabilities shall be investigated according to law.

If a taxpayer or withholding agent falsifies tax calculation bases, the tax authorities shall order
him to make rectifications within a given time limit and impose a fine of not more than
CNY50,000.

In the cases of tax evasion, tax refusal or tax fraud, the tax authorities shall not be restricted by
the time limit set forth in the preceding paragraph in pursuing payments of taxes unpaid or under-
paid, late payment fines or tax amount defrauded.



278

Colombia
ey.com/GlobalTaxGuides
ey.com/TaxGuidesApp
Bogota GMT -5
EY Street address:
Mail address: Carrera 11 No. 98-07
Apartado Aéreo 092638 4th Floor
Bogota Bogota
Colombia Colombia

Indirect tax contacts

Diego Casas +57 (1) 484-7050
diego.e.casas@co.ey.com
Fredy Mora +57 (1) 484-7603
fredy.mora@co.ey.com
A. At a glance
Name of the tax Value-added tax (VAT)
Local name Impuesto sobre las ventas (IVA)

Date introduced
Trading bloc membership

29 December 1983
None

Administered by Direccion de Impuestos y Aduanas Nacionales (DIAN)
(http://www.dian.gov.co)
VAT rates
Standard 19%
Reduced 5%
Other Zero-rated (0%) and exempt
VAT number format Tax identification number (NIT)
VAT return periods Bimonthly/quarterly
Thresholds
Registration None, for corporations. COP3,450 for individuals
Recovery of VAT by

non-established businesses

B. Scope of the tax

No

* The sale of movable and immovable tangible goods

* The sale or transfer of rights over intangibles associated with industrial property

* Services rendered in Colombia or from abroad (i.e., services executed abroad that are used in
Colombia if the recipient of the services is located, domiciled or resident in Colombia)

* Importation of movable goods into Colombia

* Services of the operation of games of chance or the sale of tickets for games of chance (exclud-
ing lotteries and those games operated exclusively online)

Sales of fixed assets are not subject to VAT.

In general, the tax base equals the total value of the sale, that is, the sale price of goods or ser-
vices plus any reimbursed expenses as part of service, warranties, commissions, insurance and
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other complementary items even though those items are billed separately. Effective discounts
included in the invoice that are not subject to any condition and that are commonly used in the
market are not part of the VAT tax base. However, for cleaning, surveillance and temporary
employment services, construction agreements, and public infrastructure construction contracts,
the tax base corresponds to the fee paid to the service provider/constructor rather than to the
whole value of the contract. In such cases, the creditable input tax is the tax incurred by the
constructor/service provider that is directly associated with its invoiced fee. The constructor/
service provider is not entitled to credit for VAT paid on expenses that are associated with the
part of the income that is not subject to VAT (i.e., the difference between the fee and the whole
value of the agreement).

C. Who is liable

Generally, any individual or entity that undertakes an activity subject to VAT must register for VAT
purposes, unless provided otherwise. The requirement to register also applies to incorporated
permanent establishments (PEs) of foreign entities (i.e., branches of foreign entities) if the PE
carries out taxable activities or business in Colombia.

There is only one VAT regime applicable, which is the common regime.
All individuals or entities that undertake VAT taxable activities must register for VAT purposes.

Retailers, traders and artisans, as well as small individuals or entities engaged in agriculture and

cattle farming activities, and service providers, must not register as VAT responsible if they meet

the following requirements:

* Their gross income in the current or immediately preceding year derived from their activity is
less than approximately USD35,000 (Based on an exchange rate of COP3,450).

* They have a maximum of one commercial establishment, office, premises or business where
they perform activities.

* They do not use a franchise, concession agreement or royalty agreement with respect to the
commercial establishment.

* They are not customs users.

* In the prior year, or in the current year, they did or do not enter into sales agreements for goods
or services exceeding approximately USD35,000

* During the prior year, or in the current year, bank deposits and financial investments made did
or do not exceed approximately USD35,000

* Not being registered as part of the “simple” tax regime (tax regime that applies to certain enti-
ties and individuals that replaces income tax, consumption tax, and industry and trade tax).

Exemption from registration. Exemption from registration is not allowed in Colombia.

Voluntary registration and small businesses. VAT law in Colombia does not contain any provision
for voluntary VAT registration. Special rules apply for small businesses (see above).

Group registration. VAT grouping is not allowed in Colombia.

Non-established businesses. A “non-established business” is a business that satisfies the follow-
ing two requirements:

* It does not have a permanent activity.

* It does not conduct activities in Colombia through a branch of a foreign company in Colombia.

If a Colombian VAT taxpayer receives a service from a non-established business, the reverse-
charge mechanism applies.

Tax representatives. Tax representatives are not required in Colombia.

Reverse charge. Under the reverse-charge mechanism, the Colombian resident must include in
the VAT withholding tax return the value of the VAT due in the operation without subtracting
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such an amount from the payment made to the service provider. VAT self-assessed by the
Colombian resident will be treated as creditable VAT if the relevant requirements provided by law
are met.

The withholding mechanism designates certain entities as VAT withholding agents, including
government departments, large taxpayers, entities paying nonresident entities, individuals and
VAT taxpayers belonging to the common regime, entities that are issuers of debit and credit
cards, as well as entities or individuals that provide goods or services to international trading
companies. For transactions performed with nonresident entities and individuals, or the sale of
tobacco and scrap metal, the withholding rate is 100% of the applicable tax rate (19%).

Domestic reverse charge. Reverse charges are only applicable as previously indicated. Although,
the withholding tax will be equivalent to 15% of the corresponding tax, except in those cases
where the government determines a different percentage, which in any case may not exceed 50%
of the tax.

Digital economy. VAT addresses digital services as a taxable event. Taxation is applied through a
withholding mechanism on electronic payments. Foreign service providers that render digital ser-
vices from abroad must register as VAT responsible with the Colombian Tax Office. For this pur-
pose, they must obtain a Colombian Tax ID. These entities must collect the VAT due and file the
corresponding VAT return to wire the VAT collected to the tax office. The latter is followed unless
VAT due is collected by the beneficiary of the service through the reverse-charge mechanism (i.c.,
if the beneficiary of the service is VAT responsible).Also, there is an exception to being registered
if payments for this type of services are made using credit or debit cards, in which case the issuer
entity of the respective credit or debit cards will be the withholding agent.

Taxed services include:

* Digital supply of audiovisual services (including but not limited to music, video, movies,
games and transmission of any event)

* Digital distribution platform

* Online publicity services

* Online training or education services

* Rights for use or exploitation of intangibles

* Other digital or electronic services for users located in the Colombian territory

Online marketplaces and platforms. No special rules exist for online marketplaces and platforms
in Colombia.

Registration procedures. Registration in the “Registro Unico Tributario” (RUT) must precede

initiation of economic activity or the rendering of services from abroad not subject to the reverse-

charge mechanism. An applicant registers in the RUT by filing forms designed for such effects

with the tax authorities DIAN accompanied by hard copies, among others, of the following

documents:

* Certificate of incorporation (for non-domiciled entities or nonresident individuals)

* ID document of the applicant or its attorney (documentation of power of attorney has to be
included)

* Certificate of bank account

This procedure takes an average of 15 days. The registration in the RUT shall be valid indefi-
nitely.

Deregistration. When a company ceases the economic activity for which it was registered, it
should deregister in the RUT within the next month following such termination of taxable
activities. A certificate signed by the tax auditor or public accountant demonstrating the absence
of activities subject to VAT and the absence of inventory pending sale is required.
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D. Rates

The term “taxable supplies” refers to supplies of goods and services that are subject to VAT,
including the zero rate.

The VAT rates are:

« Standard rate: 19%
* Reduced rate: 5%
o Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods or services unless a specific measure
provides for a reduced, the zero rate or an exemption.

The term “exempt supplies” refers to supplies of goods and services that are subject to VAT at
the zero rate. Purchasers of exempt supplies may receive an input credit for the VAT they paid on
inputs, generating VAT balances in their favor that can be requested as refund.

Examples of goods and services taxable at 0%
(e.g., exempt supplies)

* Exports of movable, tangible goods if the exporter is registered with the National Tax Registry
(RUT), has received a taxpayer identification number and can, at the request of tax authorities,
provide proof of agreements to provide exports, such as contracts, offers or purchase orders. It
also includes sales to international trading companies, which are considered as an export activ-
ity.

* Services rendered exclusively in Colombia and used exclusively abroad by companies or indi-
viduals who are not engaged in business in Colombia (Companies not engaged in business in
Colombia include companies that are direct beneficiaries of the services, the VAT exemption
does not extend to related parties such as a subsidiary, branch, affiliate, representative office or
home office in Colombia.)

* Tourism, if rendered to nonresidents in Colombia used in the country for the benefit of a com-
pany that is registered in the National Tourism Registry and promotes tourism by engaging in
certain qualified activities

Examples of goods and services taxable at 5% rate
* Toasted coffee
* Wheat
* Sugar cane
* Cotton seeds
* Soy
* Rice
* Prepaid health services
* Health insurance
* Storage of agricultural products

The term “excluded supplies” refers to supplies of goods and services that are not liable to VAT
and that do not qualify for input tax deduction.

Examples of exempt
(e.g., excluded) supplies of goods and services
* Interest and financial income from credit operations
* Education services provided by preschool, primary, middle and intermediate, higher and spe-
cial or non-formal education establishments, recognized as such by the national government
* Public energy services. Energy and public energy services based on gas or other inputs
» Water for the provision of public water supply and sewerage services, public water supply and
sewerage services, public sanitation services and public garbage collection services

Option to tax for exempt supplies. The option to tax exempt supplies is not available in Colombia.
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E. Time of supply
The time when VAT becomes due is called the “time of sale” or “tax point.”

For a sale of goods, the tax point is the earlier of the following events:

* The issuance of the invoice or the delivery of the goods

» Withdrawal of movable goods by the taxable person for its own use or to form part of its fixed
assets

For a supply of services, the tax point is the earliest of the following events:
* The issuance of the invoice or equivalent document

* Termination of the provision of the service

» Payment or accrual, whichever occurs first

Deposits and prepayments. In Colombia, there is no requirement to account for VAT on deposits.
For prepayments, there is no special time of supply rule in Colombia. As such, the general time
of supply rules apply (as outlined above).

Continuous supplies of services. There is no special time of supply rules in Colombia for con-
tinuous supplies of services. As such, the general time of supply rules apply (as outlined above).
So, if there is a continuous service being provided, the VAT will be due as the service is being
rendered.

Goods sent on approval for sale or return. There is no special time of supply rule in Colombia for
the supply of goods sent on approval for sale or return. As such, the general time of supply rules
apply (as outlined above), where for the sale of goods, VAT is due when the seller issues the
invoice or when the property over the asset is transferred, whichever occurs first.

Reverse-charge services. In Colombia the reverse-charge mechanism only applies when
Colombian VAT taxpayers belonging to the common VAT regime acquire services from foreign
entities/individuals without domicile in Colombia and those services are subject to VAT in
Colombia (i.e., services rendered from abroad for the benefit of a Colombian resident). No
reverse charge is applicable when goods are acquired to be imported into Colombian territory.

The reverse charge is self-assessed and carried out by the customer. The VAT collected through
the reverse-charge mechanism is included by the customer in its withholding tax return of the
period in which the accrual is made. This VAT does not impact the amount payable to the sup-
plier. The VAT included in the withholding tax return as VAT reverse charge may be recovered
by the Colombian taxpayer/customer as a creditable input tax, subject to the normal recovery
rules.

Leased assets. For ordinary leasing agreements (i.e., a pure rental agreement, such that it is not
agreed to transfer the property of the goods at the end of the contract) VAT is due each time the
lessor charges the lease fee to the lessee or in the absence of an invoice, at the time in which the
payment is demanded according to the respective terms of the agreement. If at the end of the
agreement the asset is sold to the lessor, this transaction is deemed to be a different and separate
transaction from the lease operation. In fact, in this case the transaction would correspond to a
sale that would not be subject to VAT provided that the asset sold to the lessee is a fixed asset for
the lessor; if the asset sold is deemed as an inventory for the lessor, the sale would be subject to
VAT.

Financial leasing agreements (i.e., those in which it is agreed that at the end of the contract the
property over the assets will be transferred to the lessee) do not trigger VAT as it is considered
an excluded transaction.

International leasing. International leasing can be used to finance long-term temporary importa-
tion of capital goods, which may remain in the national customs territory for more than five
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years. In addition, the DIAN may allow long-term temporary imports of accessories and spare
parts that do not arrive as part of the same shipment, if they are imported within the five-year
term. Custom duties (tariffs and VAT) are paid biannually. The maximum term for deferment is
five years, even though the goods may remain for a longer period in Colombia. When the agree-
ment’s duration exceeds five years, with the last payment corresponding to such period, all cus-
toms duties that have not been paid must be paid.

This alternative can be complemented with a provision that allows VAT-free treatment of tempo-
rary imports of equipment and machinery, considered as heavy machinery for basic industries in
Colombia.

Imported goods. For the importation of goods, the tax point is when the goods are “nationalized,”

that is, when the goods have cleared all customs formalities for importation. VAT is due at the

time of the importation. Companies that the DIAN recognizes as Highly Exporters Users (that

will be replaced by the Authorized Economic Operators — or OEA per its acronym in Spanish),

are entitled to enjoy tax and administrative benefits such as:

* No VAT imposed for regular imports of industrial machinery that is not produced in the coun-
try and is used to transform raw materials

* Possibility of obtaining authorization from the DIAN to operate an industrial processing ware-
house that allows the import of supplies and raw materials with suspension of customs duties
and of VAT, as long as such supplies and materials are used in the production of export products

Colombia has special importation-exportation programs, also known as Plan Vallejo, that allow
temporary importation of such supplies as capital goods, raw materials, inputs, and parts with
significant customs and tax benefits, subject to compliance with the requirement that the imports
are used to manufacture and export finished goods or services.

Plan Vallejo is applicable to the imports and exports of companies of which the main activity
consists of one of the following:
* Raw materials
* Services export, such as:
— Services of transmission, distribution, and commercialization of electric energy
— Special design services, value added telecommunications and software exports

Free trade zones. A free trade zone (FTZ) is a territorial area where industrial and commercial
activities are developed under a special customs, tax and foreign trade regime. Merchandise that
enters a free trade zone is considered to be outside Colombia territory for customs purposes only.
The objective of these zones is to promote new jobs, new investment in fixed real assets and the
creation of scale economies.

The main benefits of operating under a free trade zone are:

* No customs duties or VAT on the capital goods, equipment and machinery that enters into the
FTZ for as long as these goods stay in the FTZ.

* VAT exemption on purchases of movable tangible goods, as long as these are effectively
exported or transformed.

* VAT exemption for local sales when the purchaser is an industrial user of a FTZ and the goods
(raw material, spare parts, semi-finished goods) will be used in compliance with FTZ rules and
regulations.

* The intermediary production services that these companies may provide are equally exempt
from VAT, as long as the final product is effectively exported.

» Exemption from withholding tax in the payment or credit to account for the acquisition of
goods, destined to be exported, provided a certificate of purchase is issued to the seller in which
a declaration is made regarding the future export of the product
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« Ifthe sale of products is to the rest of the Colombian territory, the taxable basis includes foreign
goods and local goods acquired for such finished goods plus all national components (services
and goods)

International trade companies. International trade companies (ITC) are intended to trade and sell
Colombian products abroad. These products are purchased in the domestic market or may be
manufactured by partners of the ITC. These companies must be registered before the Colombian
Tax and Customs Authority (DIAN).

The most important benefits of these companies are:

» Exemption from VAT on purchases of movable tangible goods, as long as these are effectively
exported or transformed

* The intermediary production services that these companies may provide are equally exempt
from VAT, as long as the final product is effectively exported

» Exemption from withholding tax in the payment or credit to account for the acquisition of
goods, destined to be exported, provided a certificate of purchase is issued to the seller in which
a declaration is made regarding the future export of the product

F. Recovery of VAT by taxable persons

A taxable person may discount (credit) VAT paid on purchases (input tax) from VAT charged on
sales (output tax), if the input tax relates to certain types of expenditure. Input tax paid on the
acquisition of movable tangible goods and on services supplied to a taxable person, or VAT paid
on imports of movable goods may be claimed as a discount (credit) up to a limit determined by
applying the rate of VAT charged on the supply of the goods or services provided by the taxable
person to the input tax incurred. Any excess input tax paid (that is, the amount of input tax
exceeding the limit determined by applying the VAT rate charged on the supply of goods and
services) may be requested as a refund but only after the income tax return for the given year has
been filed and if such balance in favor corresponds to the authorized refundable VAT (exempted
activities or VAT derived from withholding applied to the taxpayer; as described below). In addi-
tion, for transactions with foreign suppliers, the reverse-charge (self-assessment) mechanism
must be used, and the VAT withheld may be treated as input tax in accordance with the general
rules and limitations if the taxable person can prove to the tax authorities that the tax has been
withheld. Alternatively, the VAT withheld can be treated as a higher cost or expense if the rules
to claim the input tax as a credit are not met.

Nondeductible input tax. Input tax may not be recovered on purchases of goods and services that
are not used for making taxable supplies or that are not used for business purposes (for example,
goods acquired for private use by an entrepreneur). If expenditure relates to both business and
nonbusiness activities, only the portion related to the business may be recovered. In addition,
input tax may not be recovered for some items of business expenditure.

Examples of items for which input tax is nondeductible

* Construction services, the accrual of the tax is recognized on the income obtained by the
builder. For construction services, a special taxable base is required where VAT is levied only
on the income corresponding to the fees obtained by the builder or in the event that no agree-
ment is reached on the utility of the latter. In this sense, implicitly the utility must be reported
and/or known by the contracting party. In the same sense, only the VAT paid on expenses
directly related to the fees received or the profit obtained is deductible. Consequently, the pos-
sibility of recovering the VAT paid by the builder is limited, so most of the VAT paid will
constitute a greater value of the work.

* Input tax paid associated with excluded goods or services will be considered as a higher cost
of such services/goods and will not be creditable for VAT purposes

« Input tax associated with the acquisition of fixed assets
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Examples of items for which input tax is deductible
(if related to a taxable business use)
* In general terms, input tax paid associated with exempt and taxable activities will be considered
as creditable for VAT purposes as long as the payments constitute a deductible cost or expense
for corporate income tax purposes.

Partial exemption. If a taxable person makes both taxable and exempt transactions, it may not
deduct the input tax incurred in full. It may deduct only the amount of input tax related to the
goods and services used in taxable transactions, and not the input tax that relates to exempt
transactions. Where input tax is incurred that relates to both taxable and exempt supplies, the
business must carry out a proportionality calculation, to calculate the amount of input tax recov-
erable. This situation is referred to as “partial exemption.” The apportionment may be calculated
based on the value of taxable transactions carried out compared with the total turnover.

Capital goods. VAT paid for the acquisition of capital goods may be included as creditable for
income tax purposes. In this case, the applicable VAT included covers the acquisition of any real
productive fixed assets (depreciable or amortizable) acquired by the VAT taxable person and
build costs incurred. The latter includes the VAT associated to services directly linked with the
construction of such assets to allow for their use.

Refunds. If the amount of input tax recoverable in a taxable period exceeds the amount of output

tax payable, the taxable person earns an input tax credit. The credit may be requested in a refund

on a bimonthly basis if either of the following applies:

» The taxable person is an exporter of goods or services and is duly registered as an exporter.

* The taxable person supplies zero-rated (0% rate) goods or has been subject to VAT withholding
and the total balance arises from the withholdings.

In addition, a refund of VAT paid on the acquisition of materials used to construct “housing of
social interest” may be requested if the construction plans were approved by the Colombian
government.

If a VAT balance in favor of the taxpayer exists because of VAT rate differences, the balance may
be carried forward, offset or refunded under certain conditions (see Section 481 of the Colombian
Tax Code). The balance in favor must originate from the previous taxable period and will be
determined according to a proportionality mechanism.

VAT taxpayers subject to the ordinary income tax regime are allowed to claim as income tax
credit the VAT paid on acquisition or import of capital goods.

Pre-registration costs. VAT invoiced for pre-registration supplies can be deducted when the costs
directly relate to subsequent taxable business activities.

Write-off of bad debts. If a customer is unable to pay a supplier for supplies on which the sup-
plier has paid VAT, the supplier can claim bad debt relief, but the supplier must have exhausted
all customary procedures for collecting the debt.

Noneconomic activities. Input tax incurred in relation to noneconomic activities is not recover-
able in Colombia.

G. Recovery of VAT by non-established businesses

Colombia does not refund VAT incurred by foreign or non-established businesses unless they are
registered for VAT in Colombia. However, members of accredited diplomatic missions and mem-
bers of the United Nations may claim a refund of VAT paid.
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H. Invoicing

VAT invoices. A taxable person must provide a VAT invoice for all taxable supplies made, includ-
ing exports. In some cases, other documents may be treated as equivalent to invoices such as
tickets and contracts signed with nonresidents for technical services or technical assistance ser-
vices. A tax invoice is generally necessary to support a claim for input tax credit.

Credit notes. Credit notes must be issued when returns or cancellations are made, as long as the
transaction has not yet been accepted by the acquirer, the numbers of canceled invoices may not
be used again and a record of them must be kept. Credit notes must correspond to a consecutive
numbering system and must contain at least the number and date of the invoice to which they
refer, name or business name and NIT of the acquirer, the date of the note, number of units,
description, VAT (where applicable), unit value and total value. This only has an effect on the
generated VAT, scenarios like discounts do not apply.

Electronic invoicing. The electronic invoicing system is mandatory for all taxpayers, applicable to
the purchase and sale of goods and services. This system is also applicable to other operations
such as payroll payments, exports, imports and payments in favor of those who are not respon-
sible for the VAT. All electronic invoices for tax recognition purposes, must be validated prior to
their issuance by the tax authority or by a supplier authorized by it. As a consequence, the
invoice shall be deemed to have been issued only when it has been validated and delivered to the
acquirer. In cases where prior validation of the electronic invoice cannot be carried out, for rea-
sons attributable to the tax authority or to an authorized supplier, the party obliged to invoice is
entitled to deliver the electronic invoice to the acquirer without prior validation.

In all cases, the responsibility for the delivery of the electronic invoice, for its validation and the
delivery to the purchaser once validated, corresponds to the party obliged to invoice.

Simplified VAT invoices. Simplified VAT invoicing is not allowed in Colombia. As such, full VAT
invoices are required.

Self-billing. Self-billing is not allowed in Colombia. However, special rules apply where the tax
authority can require an invoice from a business, for the withdrawal of stocks for self-consump-
tion. In addition, with implementation of the electronic invoice, it would be required to also
invoice the payroll department.

Proof of exports. VAT is not chargeable on supplies of exported goods. Exports are exempt from
VAT. However, to qualify as VAT free, exports must be supported by customs documents that
prove that the goods have actually left Colombia. The exporter must file a return to the tax
authorities by filling out a DEX (“Declaracion de Exportacion”) and be registered as an export-
er with the “Registro Unico Tributario” (RUT). In Colombia, sales of goods required for the
normal development of the businesses of operators or industrial users located in free-trade zones
and sales to International Commercialization Companies are considered to be exports if the
goods are effectively supplied to the purchaser. Consequently, these transactions are also exempt
from VAT.

Foreign currency invoices. Invoices may be issued in a foreign currency but must be paid in
Colombian pesos (COP) unless the customer is a foreign entity. When transactions take place
locally, the VAT amount must be converted to pesos using the market exchange rate on the date
of the transaction. The Colombian Central Bank manages the exchange system.

Supplies to nontaxable persons. In Colombia there are no special VAT invoicing rules for supplies
made by taxable persons to private consumers. Full VAT invoices must always be issued for all
taxable supplies.
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Records.

Record retention period. According to the current legislation there is an obligation to preserve
information and evidence, for purposes of auditing of the taxes administered by the DIAN, indi-
viduals or entities, taxpayers or nontaxpayers, must keep for a minimum period of five years,
counted from 1 January of the year following its preparation, issuance or receipt, information and
evidence, of the tax returns filed and the receipts corresponding to payments, which must be
made available to the tax administration, when required.

Finally, it is important to consider that the VAT returns statute of limitations period is three years
from the filing of the income tax return for the year in which the VAT is filed.

Electronic archiving. Records can be electronically archived in Colombia. Same retention period
mentioned above would apply for electronic invoices.

I. Returns and payment

Periodic returns. VAT returns are filed bimonthly during March, May, July, September, November
and January by large taxpayers, which are those with gross revenues equal to or higher (92,000)
UVT (tax value unit or “unidad de valor tributario”), or approximately USD1 million. Taxpayers
with gross revenues lower than (92,000) UVT (USD1 million) file VAT returns every four
months during May, September and January.

Periodic payments. Payments must be made directly using the portal of the tax authority to submit
the returns and using the financial system considering the due date set by the government each
year.

Liabilities must be paid in Colombian pesos using the receipts established in the website of the
tax authority.

The due dates are the following (for FY2020) considering the last tax ID number of the taxpayer.
The returns are filed the next month of the corresponding bimester.

Last tax ID number 0 9 8 7 6 5 4 3 2 1
1st bimester (Jan-Feb) 0 11 12 13 16 17 18 19 20 24
March:

2nd bimester (Mar-Apr) 12 13 14 15 18 19 20 21 22 26
May:

3rd bimester (May-Jun) 7 8 9 10 13 14 15 16 17 21
July:

4th bimester (Jul-Aug) 8 9 10 11 4 15 16 17 18 21
September:

Sth bimester (Sep-Oct) 0 11 12 13 17 18 19 20 23 24
November:

6th bimester (Nov-Dec) 13 14 15 18 19 20 21 22 25 26
January 2021:

Electronic filing. Returns must be filed electronically, Provided the taxpayer has a digital signa-
ture, VAT returns must be filed electronically at www.dian.gov.co. When the taxpayer is obliged
to have a statutory auditor, the return must be signed also by this auditor.
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Payments on account. Payments on account are not required in Colombia.
Special schemes. No special schemes are available in Colombia.
Annual returns. Annual returns are not possible nor required in Colombia.

Supplementary filings. A consumption tax applies to certain goods and services, including but not
limited to restaurant services (including catering services), mobile phone services, the sale or
import of certain vehicles, the sale of jewelry, the sale of plastic bags and the sale of medicinal
cannabis.

The consumption tax rates are as follows:

¢ Certain vehicles based on their free on board (FOB) value: 8%

* Restaurant services: 8%

* Mobile phone services: 4%

* Medicinal cannabis: 16%

* Plastic bag consumption: COP40 per bag in 2019

* Luxury vehicles, chassis, hot-air balloons and airships: 16%

* The sale of real estate higher than 26.800 UVTs (exception may apply for agricultural estate):
2%

The tax is levied at the date and time the invoice is issued to the final consumer or upon delivery
of the goods or services to the final consumer.

Returns for the consumption tax are filed quarterly, starting on the date when taxable activities
commenced and ending at the end of the calendar quarter.

Consumption tax paid does not generate input tax (VAT credit) but may be treated as a deduction
for income tax purposes, except in the case of plastic bags.

Digital reporting. Known as Magnetic Media, it is an obligation for individuals and legal entities,
to file a report before the tax authority regarding all fiscal and commercial relations with third
parties. For VAT purposes, any individuals, legal entities, public and private entities and others
obliged to carry out a withholding tax must comply with this obligation. In accordance with the
Colombian Tax Code, the DIAN has the authority to request tax information. The Tax Code
empowers the DIAN to request from individuals or entities, taxpayers and nontaxpayers, infor-
mation to carry out studies and cross-checks necessary for the proper auditing and control of
taxes, as well as to comply with other functions within its competence, including those related to
compliance with obligations and commitments enshrined in the tax conventions and treaties
signed by Colombia.

J. Penalties

Penalties for late registration. A penalty corresponding to 1 tax unit (UVT), which in 2019 is
COP34,270, is levied for each day of late registration.

Penalties for late payment and filings. The penalty for late filing and payment applies for each
calendar month (or part thereof) of delay. It equals 5% of the total tax charged or withheld in the
tax return period, up to a maximum of 100% of the tax.

If the taxable person is not required to pay any VAT, the penalty for each month of delay (or part
of a calendar month) equals 0.5% of the gross income received by the taxpayer, up to a maximum
of 5% of such income, or twice the credit balance in favor of the taxpayer in the return period.
The maximum penalty is 5% of gross income or two times the credit balance (if any) or, if no
credit balance exists, USD28,750 (for 2019). If the taxpayer does not have any income during the
period, the penalty per month (or part of a month) equals 1% of net equity for the preceding year.
The maximum penalty is the lower of 10% of the taxpayer’s net equity for the preceding year and
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twice the credit balance (if any) or, if no credit balance exists, USD28,750. The minimum pen-
alty is USD111.

The taxpayer must include the appropriate amount of penalty in a tax return that is filed late.

The interest rate charged on late payments of VAT is determined every month by a national
decree. The current rate established by the government for October 2019 is 26.65% annually. At
any time, it is necessary to review and confirm the interest rate published.

Penalties for failure to file consumption tax returns are calculated in the same manner as for VAT.

Penalties for errors. When the taxpayer has filed his tax returns with errors, he has the obligation
to correct them and pay an amendment penalty. The opportunity for the taxpayer to amend his
own tax return is either by initiative or requirement from the tax administration. If the taxpayer
decides not to amend its tax returns, the tax authority can proceed to establish a penalty for inac-
curacy. Colombian legislation establishes that in the specific scenario in which the taxpayer
decides to amend its mistakes, the penalty would be paid regarding the higher payable tax or the
lower balance in favor in the amendment made. There are two specific rates to calculate the
penalty. Each one is linked to a specific scenario. The first one is a 10% rate applicable only
when the taxpayer amends its errors prior to an official act from the tax authority or before it
orders a tax inspection. The second scenario is a 20% rate if the amendment is made after the
official act has been notified or a tax inspection has been made. If the tax authority has to take
further action, the taxpayer would have to pay a penalty for inaccuracy, which could amount to a
200% rate.

In accordance to Colombian legislation, any mistake on the filing of Magnetic Media, has sanc-
tions that vary from 3%-5% (depending on the case) of the values that were incorrectly reported
to the tax authorities. On the one hand, the foregoing fine shall be reduced to 50% of the amount
determined as provided if the omission is rectified before the imposition of the sanction is noti-
fied; or to 70% of such amount, if the omission is rectified within two months following the date
on which the fine is notified.

If the taxpayer decides to carry out a self-liquidation, fines can be reduced to 20% of the calcu-
lated value if requirements are met by the taxpayer, and an additional 50% reduction is available
if the taxpayer has not displayed other sanctionable conducts.

Penalties for fraud. The Criminal Code includes penalties for two specific conducts, the first one
is regarding to the income tax and the second one is an omission of tax liabilities. When a tax-
payer or tax withholder agent does not pay the collected VAT amounts within the two months
after the due date, it can be punished with imprisonment of the legal representative of the legal
entity to whom the negligent conduct is imputable, for a term of between 48 and 108 months,
and payment of a penalty is equal to double the amount that was not recorded, but not exceeding
the equivalent of 1,020,000 UVT.
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A. At a glance

Name of the tax

Local name

Date introduced

Trading bloc membership

Administered by

VAT rates
Standard
Reduced
Other
VAT number format
VAT return period
Thresholds
Registration

Recovery of VAT by
non-established businesses

B. Scope of the tax

Value-added tax (VAT)
Value-added tax (VAT)
4 December 2018

Central American Integration System (no differentiated VAT
treatment)

Ministry of Finance (http://www.hacienda.go.ct/)

13%
4%, 2%, 1%
Zero-rated (0%) and exempt

Corporate or individual identification number
Monthly

None

No

VAT applies to the following transactions:
* All types of transfers of goods and the rendering of services in Costa Rica by taxable persons,
unless a specific exemption is provided

* Self-consumption

* The importation of goods and services into Costa Rica, regardless of the status of the importer
* Lease of goods with purchase option
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C. Who is liable

A VAT taxpayer is any business entity or individual that sells taxable goods (including imports
and exports of goods) or that provides taxable services on a regular basis. A permanent estab-
lishment of a foreign business in Costa Rica may be a VAT taxpayer.

No turnover threshold applies to VAT registration. As soon as a taxable person begins a taxable
activity, it must notify the VAT authorities of its obligation to register. A taxable person that does
not notify the VAT authorities of its obligation to register may be automatically included in the
registry of VAT taxpayers.

Exemption from registration. The VAT law in Costa Rica does not contain any provision for ex-
emption from registration for entities or individuals that make taxable supplies.

Voluntary registration and small businesses. The VAT law in Costa Rica does not contain any
provision for voluntary VAT registration as there is no registration threshold (i.e., all entities or
individuals that make taxable supplies are obliged to register for VAT).

A simplified VAT regime applies to small taxpayers. The simplified regime applies to individuals
who carry out a limited range of activities, such as small retail activities, including operating a
grocery store or mini-market. To qualify as a small taxpayer, the entrepreneur’s annual purchases
may not exceed CRC64.650 million (approximately USD103,628), and the entrepreneur may not
have more than five employees. Under the simplified regime, presumed taxable turnover is cal-
culated by applying an estimated profitability factor that is determined based on the taxpayer’s
business sector. The VAT rate is applied to the presumed taxable turnover and the small taxpayer
pays VAT on that base.

Group registration. VAT grouping is not allowed under the Costa Rican VAT law. Legal entities
that are closely connected must register for VAT individually.

Non-established businesses. A “non-established business” is a business that has no fixed estab-
lishment in Costa Rica. In principle, a non-established business must register for VAT if it sup-
plies goods or services in Costa Rica.

Tax representatives. At the moment of registering an entity as VAT taxpayer, a tax representative
must be appointed. The tax representative must be the legal representative of the entity.

Reverse charge. If a non-domiciled entity renders a service consumed and utilized within the Cos-
ta Rican territory, the local recipient should apply the reverse-charge mechanism to declare and
pay the VAT within 15 days of the following month in which the service was rendered or the
invoice was issued, whichever occurs first.

Domestic reverse charge. There are no domestic reverse charges in Costa Rica.

Digital economy. The VAT Law establishes that financial institutions responsible for processing
credit or debit card payments should withhold VAT (at a rate of 13%) in payments made for
services rendered to local customers through internet or digital means.

Online marketplaces and platforms. The tax authorities are authorized to charge VAT to providers
and intermediaries that sell services consumed within the Costa Rican territory through a digital
platform.

Moreover, financial institutions that process credit/debit cards should act as withholding agents
for VAT derived from the purchase of services through the internet and any other digital platform,
if they are consumed within the Costa Rican territory.

Registration procedures. Taxpayers must register at the time they start selling goods or providing
services subject to VAT, either in person at the offices of the tax administration by filing form
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D-140 or online if the tax representative is a Costa Rican individual or has a tax identification
number.

Deregistration. In order to deregister, the taxpayer has to file Form D-140 in person at the
offices of the tax administration or online, and the last VAT return must be filed within 10 days
after deregistering.

D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT, including the zero rate.

The VAT rates are:

« Standard rate: 13%

* Reduced rates: 4%, 2% and 1%
e Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods and services unless a specific measure
provides for a reduced rate, the zero rate or an exemption.

Examples of goods and services taxable at 0%

* Goods and services destined for exports, goods and services sold to a beneficiary of Free Trade
Zone Regime (FTZR)

* Books

* Services rendered for cultural radio stations

* Private education services when they are rendered by preschool, middle school, high school, col-
lege and any other education institution supervised by the Superior Education Counsel (in Span-
ish: “CONESUP”)

Examples of goods and services taxable at 1%
* Goods that form part of the “basic consumption basket” (a list of items essential for the tradition-
al household) are subject to 1%.

Examples of goods and services taxable at 2%
* Medicines, private education services and personal insurance premiums are subject to 2%.

Examples of goods and services taxable at 4%
* Private health services and local flight tickets are subject to a 4% rate.

The term “exempt supplies” refers to supplies of goods and services that are not liable to VAT
and that do not qualify for input tax deduction.

Examples of exempt supplies of goods and services
* Veterinarian services, including livestock
» Domestic monthly consumption of electricity not exceeding 280 kilowatts per hour
* Books, musical compositions and paintings created in Costa Rica
* Exported goods
* Re-importation of national goods within three years of their export

Option to tax for exempt supplies. The option to tax exempt supplies is not available in Costa Rica.

E. Time of supply

The time when the taxable event is considered to have taken place and VAT becomes due is called
the “tax point.”

For the sale of goods, the tax point is the earlier of the delivery of the goods or the issuance of an
invoice. For services, the tax point is the earlier of when the services are performed, or an invoice
is issued.
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Deposits and prepayments. There are no special time of supply rules in Costa Rica for deposits
and prepayments. As such, the general time of supply rules apply, and the tax point is the earlier
of the invoicing or delivery/performance.

Continuous supplies of services. There are no special time of supply rules in Costa Rica for con-
tinuous supplies. As such, the general time of supply rules apply, and the tax point is the earlier
of invoicing or delivery/performance.

Goods sent on approval for sale or return. If goods are sent on “approval” or for “sale or return”
conditions, the tax is due when the goods are delivered. If the goods are ultimately returned, a
credit note should be issued, and VAT reversed.

Reverse-charge services. The VAT Law establishes that in the event of a purchase of interna-
tional services (i.e., importation of services), the reverse-charge mechanism is applicable by the
local taxpayer. This means that the local taxpayer (i.e., the customer) accounts for VAT locally by
way of the reverse-charge mechanism.

Leased assets. The lease of goods with or without an option to purchase are subject to VAT. The
tax point is the earlier of the delivery of the goods or the issuance of an invoice.

Imported goods. The time of supply for imported goods is when the bill of lading or the customs
form for the goods is accepted.

F. Recovery of VAT by taxable persons

A taxpayer may offset input tax, which is VAT paid on the purchase of goods and services used

to generate other goods and services subject to tax. Input tax is generally credited against output

tax, which is VAT charged or collected on the sale of goods or the rendering of services. An input
tax credit may be taken in the month of the import or the acquisition of goods and services.

Taxpayers receive a tax credit or deduction for tax paid with respect to the following:

* The purchase or importation of goods and services used in the production, trade and distribu-
tion of taxable merchandise or services, as long as such services are directly and exclusively
linked to the taxpayer activity

* The payment of insurance premiums for the protection of merchandise used or incorporated
physically in the production of taxable merchandise or services, as long as such premiums are
directly and exclusively linked to the taxpayer activity

* The purchase of merchandise used during the production, trade and distribution of exempt
merchandise or of goods for exportation (while these are exempt goods, when they are export-
ed, recovery is allowed)

A valid tax invoice or customs document must generally accompany a claim for an input tax credit.

Nondeductible input tax. Input tax may not be recovered on purchases of goods and services that
are not used in the production, trade and distribution of the final goods and services supplied by
the taxpayer.

Examples of items for which input tax is nondeductible
* Overhead expenses of a business, generally

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Insurance premiums
» Wrapping, packaging, etc.

Partial exemption. Exempt activities do not give rise to a right of input tax recovery. The purchase
of goods and services that are used for both exempt activities and taxable activities may give rise
to the right of input tax proportionally based on the percentage of taxable activities in relation to
the taxpayer’s total activities.
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Capital goods. Capital goods are defined as the goods used in the production and manufacture of
other products and its purchase should exceed 15 base salaries (i.e., approx. USD11,500). When
a taxpayer purchases a capital good that is used exclusively on taxable activities, the tax paid
should give rise to the right of tax credit in the same month of acquisition.

When a taxpayer purchases a capital good used for exempt and taxable activities, it should give
rise to the right of input tax proportionally on the percentage of taxable activities in relation to
the total activities of the taxpayer. However, for the following four years from the first December
the capital goods were acquired, the proportionality should be adjusted considering the real fig-
ures that represented in each year the percentage of the exempted activities and taxable activities
of the taxpayer.

Refunds. If the amount of input tax recoverable in a month exceeds the amount of output tax
payable, the taxpayer obtains an input tax credit. The input tax credit may be carried forward to
offset output tax in the following months. Under special circumstances, if the taxpayer foresees
that VAT credits will not be used within the following three months, the taxpayer may request to
use the credits to offset other tax liabilities.

Pre-registration costs. Taxpayers are not permitted to recover input tax paid on purchases made
prior to VAT registration. Nevertheless, the VAT law provides that taxpayers may accrue tax
credits generated after VAT registration for a maximum period of four years until the beginning
of their economic activity, as long as they are directly and exclusively linked to the taxpayer
activity and are duly registered for VAT purposes.

Write-off of bad debts. Output tax accounted for on supplies that do not get paid by the recipient
(i.e., bad debts) cannot be recovered in Costa Rica.

Noneconomic activities. Input tax incurred in relation to noneconomic activities is not recoverable
in Costa Rica.

G. Recovery of VAT by non-established businesses

Costa Rica does not refund VAT incurred by foreign or non-established businesses unless they are
registered for VAT in Costa Rica.

H. Invoicing

VAT invoices. Tax authorities have set forth several resolutions to ensure that all invoices must be
issued electronically following specific technological requirements. Therefore, VAT taxpayers
must generally provide an electronic VAT invoice for all taxable supplies made at the time when
the service is rendered or the good is purchased.

Credit notes. An electronic VAT credit note may be used to reduce the VAT charged and reclaimed
on the supply of goods and services.

Electronic invoicing. Electronic invoicing is mandatory and invoices must be authorized by the tax
authorities. The tax authorities may authorize the use of cash registers and other computerized
systems to issue invoices. Electronic invoices must include an official invoice number and the
taxpayer’s identification number, and it must also show the VAT amount separately, among other
requirements.

An electronic VAT invoice is generally necessary to support a claim for input tax credit.

Simplified VAT invoices. Simplified VAT invoicing is not allowed in Costa Rica. As such, full VAT
invoices are required.

Self-billing. Since 1 July 2019, purchase electronic invoices are allowed to be issued by the cus-
tomer, in the event where a supplier is not required to issue such invoices, (i.e., where the sup-
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plier is registered for the Simplified Tax Regime). In this case, the customer may issue a purchase
electronic invoice on behalf of the supplier as documentation to support tax credits and deduct-
ible expenses.

Proof of exports. Costa Rican VAT is not imposed on the supply of exported goods. However, to
qualify as VAT-free, exports must be supported by customs documents that prove the goods have
left Costa Rica. Suitable evidence includes export invoices and bills of lading. Exportation of
services should not be levied with VAT.

Foreign currency invoices. In general, VAT invoices must be issued in local currency — colons
(CRC). However, invoices may be issued in US dollars (USD) if the amount in colons is also
stated. The applicable exchange rate is the exchange rate on the date of issuance of the invoice,
as established by the Costa Rican Central Bank.

Supplies to nontaxable persons. Small taxpayers are not required to issue VAT invoices for sales
under 5% of a base salary (approximately USD34) unless requested by the purchaser.

Unless requested by the purchaser, small taxpayers are not required to issue full VAT invoices. In
practice, such taxpayers do not have the electronic platform to issue full VAT invoices, therefore
the purchase electronic invoice is an alternative for the purchaser to have an invoice to support
its input tax and deductible expenses.

Records.

Record retention period. The records and other accounting information must be kept for five
years.

FElectronic archiving. Records can be kept electronically or physically in Costa Rica. There are
no specific requirements to be met regarding the records. They may be kept and archived elec-
tronically or physically.

l. Returns and payment

Periodic returns. VAT returns (D-104 return) are submitted monthly. Returns must be submitted
by the 15th day of the month following the end of the return period. A return must be filed even
if no VAT is due for the period.

Periodic payments. Payment in full is due by the same date as the return submission, i.e., the 15th
day of the month following the end of the return period. Tax due must be paid in Costa Rican
currency — colons.

Electronic filing. VAT returns must be filed online (at www.hacienda.go.ct/ATV/Login.aspx).
Filing requires a Tax ID (Nite or Dimex) issued by the tax authorities.

Payments on account. Payments on account are not required in Costa Rica.
Special schemes.

Simplified Tax Regime. VAT returns for small taxpayers must be submitted quarterly by the 15th
day of the month following the end of the return period. The relevant months are October, January,
April and July. Payment in full is due on the same date, and a return must be filed even if no VAT
is due for the period.

Annual returns. Annual returns are not required in Costa Rica. Tax credits generated from the
acquisition of goods and services used indistinctly for operations subject to tax credits and
operations not subject to tax credits, must be offset proportionally. In this sense, in every Decem-
ber return, taxpayers should calculate the proportion of their annual operations subject to tax
credits to determine the percentage of their tax credits to be offset.
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Supplementary filings. No supplementary filings are required in Costa Rica.

Digital reporting. VAT returns (D-104 return) must be filed electronically online (at www.haci-
enda.go.cr/ATV/Login.aspx). Filing requires a tax ID (Nite or Dimex) issued by the tax authori-
ties. There are no further digital reporting requirements that apply in Costa Rica.

J. Penalties

Penalties for late registration. A taxpayer that fails to register for VAT on a timely basis cannot
offset VAT credits generated from purchases that at the time of registration are included in inven-
tory. Penalties and interest are also assessed for late registration for VAT.

Penalties for late payment and filings. Penalties apply to a range of VAT offenses in the following

amounts:

« Late filing of a VAT return: a penalty of 50% of the average monthly Costa Rican wage (“base
salary” as established by law is CRC431,000, which is approximately USD693). The amount
of the penalty may be reduced up to 80%, depending on the time of payment.

* Late payment of VAT: a penalty of 1% of the unpaid amount for every month or fraction of a
month. The maximum penalty is 20% of the unpaid amount.

Penalties for errors. A penalty of 50% of the unpaid amount (as determined by the tax authorities)
is due for inaccuracies in the return. Such penalties may be increased to 100% or 150% if the
inaccuracies qualify as severe or very severe. For this purpose, the unpaid amount must be
higher than 500 times the value of the base salary and meet certain other requirements, such as
deriving from the concealment of information or use of fraudulent means. These penalties may
be reduced up to 80% depending on the time of payment.

In addition, interest applies to underpayments of VAT at the average interest rate charged by
commercial banks to the commercial sector for the tax period.

Penalties for fraud. Tax fraud occurs when the taxpayer by any action or omission commits fraud
against the tax authorities by incorrectly computing the amount of tax due. VAT fraud that results
in an underpayment of VAT greater than 500 times the base salary is punishable by a term of
imprisonment of 5 to 10 years.

A failure to file and satisfy reporting obligations in Costa Rica is subject to penalties ranging
from half a base salary to two base salaries as follows:

* Not registering with the relevant tax authorities — penalty of half a base salary

* Failure to maintain accounting books or records required by law — penalty of one base salary
« Failure to maintain shareholder registry book — penalty of one base salary

* Failure to issue invoices as required by law — two base salaries
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A. At a glance

Name of the tax

Local name

Date introduced

Trading bloc membership
Administered by

VAT rates
Standard
Reduced
Other

VAT number format

VAT return periods

Thresholds
Registration
Established

Non-established
Distance selling

Intra-Community
aquisitions
Electronically supplied
services (MOSS)

Recovery of VAT by
non-established businesses

B. Scope of the tax

Value-added tax (VAT)

Porez na dodanu vrijednost (PDV)

1 January 1998

European Union (EU) Member State

Ministry of Finance (http://www.porezna-uprava.hr)

25%
13% and 5%
Exempt-with-credit, and exempt

Prefix HR followed by the 11-digit personal identification
number (OIB), e.g., HR12345678910

Monthly or quarterly

HRK300,000 (approximately EUR40,000) of taxable supplies
in the preceding or current calendar year

None

HRK270,000 (approximately EUR36,000)

HRK77,000 (approximately EUR10,000)

HRK77,000 (approximately EUR10,000)

Yes

VAT applies to the following transactions:

* Supply of goods and services in Croatia for consideration by a taxable person, performed in the
course of the person’s business activity, and supplies made in accordance with the provisions
of the law or decisions of state bodies
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* Intra-Community acquisition of goods from another EU Member State by a taxable person
* Import of goods into Croatia

C. Who is liable

A taxable person is any person who independently carries out any economic activity, regardless
of the purpose or results of that activity.

VAT registration is required prior to commencing taxable activities in Croatia.

Exemption from registration. The VAT law in Croatia does not contain any provision for exemp-
tion from registration.

Voluntary registration and small businesses. A taxable person subject to the special scheme for
small businesses may voluntarily register for VAT when beginning business activities or may
register during the year. In the case of voluntary registration, the entrepreneur must remain a VAT
payer for a period of three years.

A taxable person whose taxable supplies exceeded the prescribed threshold is considered to be a
VAT payer and must inform the tax authorities by submitting an application for VAT registration.
Retrospective VAT registration is not possible.

Taxable persons established in Croatia can apply a special scheme for small entrepreneurs if their
taxable supplies in the preceding or current calendar year do not exceed the HRK300,000
(approximately EUR40,000) threshold. Taxable persons applying this scheme do not charge Cro-
atian VAT as their transactions are exempt from VAT, but they also cannot deduct input tax.

Group registration. Group VAT registration is not allowed in Croatia.

Non-established businesses. A “non-established business” is a business that does not have an
establishment in Croatia. A non-established business that makes supplies of goods or services in
Croatia is liable to account for VAT on these supplies.

However, if supplies are made by a non-established business that is not registered for VAT pur-
poses in Croatia (requirement for non-registration entered into force on 1 January 2019) to a
recipient who is either a taxable person or a legal person that is not a taxable person but registered
for VAT in Croatia, Croatian VAT should be calculated by the recipient of the supply.

Consequently, non-established businesses must register for VAT if they make any of the follow-

ing supplies:

* Intra-Community supplies

* Intra-Community acquisitions

* Distance sales in excess of the threshold

* Supplies of goods and services that are not subject to the reverse charge (for example, goods
or services supplied to private persons)

* Export supplies

Tax representatives. A foreign entity (taxable person) that has to register for VAT in Croatia may
appoint a tax representative. Taxable persons in Croatia can be appointed as tax representatives
if they are established or have their permanent address in Croatia and are not a branch or fixed
establishment of a foreign company.

A foreign entity (taxable person) that has its seat of business outside the EU must appoint a tax
representative.

Reverse charge. The reverse charge applies to the supply of most goods and services performed
by non-established businesses to taxable persons or nontaxable legal persons registered for VAT
in Croatia. As of 1 January 2019, reverse charge applies only if the non-established business is
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not registered for VAT purposes in Croatia. The recipient of the supply accounts for VAT using
the appropriate Croatian VAT rate.

Domestic reverse charge. Croatia applies a domestic reverse-charge mechanism for certain sup-

plies. The following activities fall within the scope of the domestic reverse charge irrespective of

whether the supplier is VAT registered or not:

* Construction work (repair, maintenance, alteration and demolition services in relation to immov-
able property) and supply of staff engaged in construction work

* Supplies of used-material waste, industrial and nonindustrial waste, recycling waste, and par-
tially processed waste

* Supplies of immovable property if the option to tax is exercised

* Supplies of immovable property in a compulsory sale procedure and similar

* Transfer of greenhouse gas emission units

* Supplies of concrete steel and iron, as well as products made of concrete steel and iron (arma-
ture)

Digital economy. As of 1 January 2019, a threshold of HRK77,000 (approximately EUR10,000)
is introduced for taxpayers with headquarters in Croatia who provide electronic services to non-
taxable individuals (business-to-consumer (B2C)) in other EU Member States. If electronic
services are provided below the respective threshold, the place of supply is Croatia and taxpayers
providing these services should not register in other EU Member States. Once the threshold is
reached, then rules on the place of supply based on the customer’s place of establishment apply.
Taxpayers below the threshold may opt for the above-threshold regime, in which case they must
apply it for two calendar years.

The threshold of HRK77,000 (approximately EUR10,000) applies to taxable persons established
in only one EU Member State. There is no threshold for other taxable persons.

For issuing invoices, the rules of the EU Member State where the taxpayer has registered for the
special scheme for supplying telecommunications services, broadcasting services or electronic
services to nontaxable persons apply.

The Mini One-Stop Shop scheme applies to taxpayers who do not have headquarters in the EU,
even if they are registered for VAT purposes in the EU.

Mini One-Stop Shop. The Mini One-Stop Shop (MOSS) is a special scheme for suppliers estab-
lished in EU (EU suppliers) as well as those established outside EU (non-EU suppliers).

The Member State of identification is the Member State where the taxable person is registered
for MOSS and where it declares and pays the VAT due in respect of the Member State of con-
sumption. It obliges taxpayers to stay in the scheme two years following the year of registration.

Non-EU suppliers that choose Croatia as the Member State of identification apply by filing the
application electronically with the Croatian tax authority. The application should include the fol-
lowing information:

* Name of the non-EU supplier

* Postal address

* Electronic address including web pages

* National tax number (if any) and the statement that it is not established within EU

The non-EU supplier should inform the Croatian tax authority if the initially provided informa-
tion is subsequently amended. The Croatian tax authority assigns the identification number and
electronically informs the applicant. The non-EU supplier is not required to appoint a fiscal
representative. The non-EU supplier will not be able to deduct input tax through the respective
VAT return but will have to apply refund procedures prescribed by 13th Directive 86/560/EEC
(no reciprocity requirement).
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The EU supplier who has established its business or has a fixed establishment in the EU can
register for MOSS. If the EU supplier does not have a head office or permanent establishment
within the EU, the Member State of identification is a Member State where the EU supplier has
a fixed establishment. Where the EU supplier has more than one fixed establishment in the EU,
that taxable person can choose any Member State in which it has a fixed establishment to be its
Member State of identification. In that case it is bound to that decision for the current calendar
year, plus the two following calendar years.

The EU supplier that does not have establishment in the Member State of consumption and
chooses Croatia as a Member State of identification will have to apply for MOSS, electronically
filing the application with the Croatian tax authority using the Croatian VAT ID number.

Registration for MOSS purposes should be done through the HR-MOSS internet portal of the
Croatian tax authority at this link: Attps://eusustavi.porezna-uprava.hr/wps/myportal.

Online marketplaces and platforms. No special rules exist for online marketplaces and platforms
in Croatia.

Vouchers. “Voucher” means an instrument where there is an obligation to accept it as consider-
ation or part consideration for a supply of goods or services and where the goods or services to
be supplied or the identities of their potential suppliers are either indicated on the instrument
itself or in related documentation, including the terms and conditions of use of such instrument.

“Single-purpose voucher” (SPV) means a voucher where the place of supply of the goods or
services to which the voucher relates, and the VAT due on those goods or services, are known at
the time of issue of the voucher.

“Multi-purpose voucher” (MPV) means a voucher, other than a SPV.

Each transfer of an SPV by a taxable person is regarded as a supply of goods or services to which
the voucher relates. The transfer of an MPV is not treated as a supply for VAT purposes. The
supply takes place when the actual handing over of the goods or the actual provision of the ser-
vices in return for a MPV occurs.

Registration procedures. As of 1 January 2019, if a Croatian taxable person’s annual taxable sup-
plies exceed the prescribed threshold, the taxable person becomes liable to register as a VAT
payer in the current year (at the time when the prescribed threshold is reached).

Entrepreneurs whose taxable supplies do not exceed the threshold may also apply for VAT regis-
tration. After registering, such entrepreneur is obliged to remain in the VAT system for the next
three years.

In case a Croatian VAT payer intends to perform supplies within the EU, it should request a
Croatian VAT ID number 15 days before the first supply is made.

Taxpayers in all cases mentioned above should file the request for VAT registration with the
Croatian tax authority by submitting a hard copy of the application in person. The registration
procedure may be initiated in person by a third party legally authorized by the company applying.

All accompanying documents (which should be filed in hard copy) with the request should be
translated to Croatian by the official interpreter. A VAT ID number should be assigned within
eight days from the day when all documentation is submitted.

Registration for MOSS purposes should be done through the HR-MOSS internet portal of the
Croatian tax authority. HR-MOSS application is available on the following link: https://eusustavi.
porezna-uprava.hr/wps/myportal.
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Deregistration. Taxpayers registered for VAT (because the VAT threshold was reached in past
periods) may submit written application for deregistration to the Croatian tax authority until 15
January if the threshold in the preceding year was not reached.

Foreign taxpayers who have obtained a Croatian VAT ID number and cease the economic activi-
ties in Croatia for which they were registered should notify the Croatian tax authority about the
cessation of business activities within eight days.

Croatian VAT payers who also perform intra-Community transactions may apply for cancellation
of their VAT ID number if they cease to perform such transactions. The cancellation of a VAT
number does not automatically mean that taxpayer is erased from the VAT register in Croatia.

The tax authority can ex officio cancel the VAT ID number in certain cases, such as when the
taxpayer has not performed business activities in the EU for more than one calendar year; the
taxpayer has acquired goods valued at less than HRK77,000 (EUR10,130) in the previous two
calendar years; the taxpayer has not received services within the EU for more than one calendar
year; or a foreign taxpayer has not performed supplies in Croatia for more than one calendar year.

In the case of fraudulent activities, deregistration occurs almost automatically.

The tax authority can also cancel the VAT ID number if it determines that there is no further
reason for VAT registration in Croatia or if the taxpayer has misused the VAT ID number.

In case the tax authority suspects the VAT ID number was assigned without actual justification,
the tax authority may request from the taxpayer in question that it provides securities, i.e., VAT
payment guarantees for the period not longer than 12 months. If the taxpayer does not provide
requested securities, the tax authority will cancel the taxpayer’s VAT ID number and render a
resolution on such decision.

Tax authorities may suspend the VAT ID number if they suspect it has been misused. A sus-
pended VAT ID number can be reactivated if the taxpayer submits evidence that eliminates the
reason for the suspension within one year. Failure to do so will result in cancellation of the VAT
ID number.

D. Rates

The term “taxable supply” refers to supplies of goods and services that are liable to a rate of VAT,
including supplies that are exempt with the right to deduct input tax.

The VAT rates are:
« Standard rate: 25%
* Reduced rates: 13%, 5%

The standard rate of VAT applies to all supplies of goods or services, unless a specific measure
provides for a reduced rate or exemption.

Some supplies are “exempt-with-credit,” meaning no VAT is charged, but input tax incurred in
relation to such supplies can be recovered. Such supplies include exports of goods outside the
EU and related services, and intra-Community goods and services supplied to another taxable
person established in the EU or to a recipient outside the EU.

Examples of goods and services taxable at 5%
* All types of bread
* All types of milk (except for yogurt)
» Books containing professional, scientific, artistic, cultural and educational content, unless they
are used for advertising purposes and unless they comprise of video or music content
* Drugs authorized by relevant agency



302 CROATIA

* Medical products, implants and other orthopedic devices

* Cinema tickets

« Scientific magazines

» Newspapers and magazines published daily unless they are used for advertising purposes and
unless they comprise of video or music content

Examples of goods and services taxable at 13%

* Room only, bed and breakfast, half board or full board accommodation services in all types
of the listed commercial catering facilities and agency commission services for all the above
mentioned services

* Daily and periodic newspapers and magazines printed on paper with the exception of those
subject to 5%, and do not contain advertisements or serve advertising purposes and unless they
comprise of video or music content

* QOils and fats for human consumption, of either vegetable or animal origin, in accordance with
special legislation

* Car seats, babies’ nappies, baby food and processed grain food for infants and small children,
in accordance with special legislation

* Supply of water, with the exception of water sold in bottles or any other packaging

* Concert tickets

* Electricity supply to another supplier or end-user, including related fees

* Public service of collecting mixed municipal waste, biodegradable municipal waste and sepa-
rate waste collection under special regulations

* Urns and coffins

* Seedlings and seeds

« Fertilizers and pesticides and other agrochemical products

* Animal food, excluding food for pets

* Live animals

* Fresh or cooled meat

* Fresh meat products

* Fresh fish

* Fresh crabs

* Fresh vegetables

* Fresh fruit and nuts

* Fresh eggs

» Writers, composers and artists’ services and related royalties

* Restaurant and catering services

The term “exempt supply” refers to all supplies of goods and services that are not liable to VAT
and that do not qualify for input tax deduction.

Examples of exempt supplies of goods and services
« Public interest activities
« Postal service
* Hospital services and health care services
* Social care services
« Financial services
* Insurance transactions
* Real estate transactions

Option to tax for exempt supplies. An option to tax is available for the provision of credit that is
connected with the taxpayer’s supplies of goods or services. The taxpayer may also opt for taxa-
tion of supplies of real estate and land (except construction land) to another taxpayer who is fully
entitled to input tax deduction for the respective acquisition. The option may be exercised at the
moment of supply.
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E. Time of supply

The time when VAT becomes due is called the “chargeable event” or “tax point.” Under the
general rules the chargeable event occurs when goods are delivered or when services are per-
formed.

If no invoice is issued for supplied goods or services, VAT is due on the last day of the tax
period (month) in which the goods are delivered or the services performed.

Deposits and prepayments. If a payment is made before the supply (prepayment), VAT is due the
moment the prepayment is received. A regular VAT invoice must be issued when a prepayment
is received. The above rules do not apply to prepayments in connection with intra-Community
supplies and acquisitions and in case of import.

Continuous supplies of services. If the service is being provided continuously through several tax
periods, VAT becomes due at the end of each tax period in which the service is provided, regard-
less of whether the invoice has been issued.

Goods sent on approval for sale or return. There are no special time of supply rules in Croatia for
supplies of goods sent on approval for sale or return. The general time of supply rules (as outlined
above) are applicable.

Reverse-charge services. The supply of reverse-charge services becomes generally taxable when
the service is supplied, i.e., consumed by the recipient.

Leased assets. VAT law prescribes specific VAT treatment of leasing agreements. It differentiates
VAT treatment of lease transactions depending on whether the lease in question is an operating
or finance lease. In general, a finance lease arrangement is treated for VAT purposes as a supply
of goods while an operating lease would be treated as provision of services.

In the case of a finance lease where the lessee bears depreciation costs and may acquire owner-
ship rights over the asset, the VAT liability for total value of the lease arises for the accounting
period in which the asset has been supplied to the lessee. In the case of an operating lease where
the lessor bears depreciation costs of the leased asset and the lessee does not have the purchase
option, VAT liability arises with respect to respective rental fees incurred in the tax period. If
rental fees are not determined for the tax period, i.e., a month, it should be calculated for each
month.

Imported goods. VAT on import is due when goods are imported, or when the goods leave the
duty suspension regime and are released for free circulation. As of 1 January 2018, for import of
explicitly listed machinery and equipment amounting above HRKI million (approximately
EUR133,300) imported by the taxpayer (as capital goods) who has a full right to VAT deduction,
then the VAT is considered to be paid if the taxpayer importer includes the VAT amount in ques-
tion in its VAT return and has obtained a resolution from the Customs Authority on such VAT
calculations and payment regime. For the above import of machinery and equipment, the reverse
charge would apply (no cash flow effect).

Intra-Community acquisitions. Tax point is the moment when goods are acquired within the EU.
VAT is due the moment the invoice is issued. The invoice should be issued no later than the 15th
day of the month following the month in which the goods are delivered. If the invoice for the
supply is not issued in time, VAT is due on the 15th day of the month following the month in
which goods were acquired.

Intra-Community supplies of goods. Generally, for intra-Community supplies of goods, the time
of supply is when the invoice is issued. Otherwise, the time of supply is the 15th day of the month
following the month in which goods are supplied. However, intra-Community supplies of goods
are exempt from VAT in Croatia if the supplier proves that the goods have left the territory of
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Croatia and a VAT ID is obtained from the customer. The customer’s VAT ID must be reported
in the EC Sales List.

Cash accounting. All taxpayers whose supplies in the preceding calendar year did not exceed
HRK?7.5 million (EUR1 million) may apply the cash accounting scheme. Taxpayers who choose
to apply the cash accounting scheme are not able to deduct input tax on invoices received from
their suppliers until they have paid them.

F. Recovery of VAT by taxable persons

A taxable person may recover input tax, which is the VAT charged on goods and services supplied
to the taxable person for its business purposes. A taxable person generally recovers input tax by
deducting it from output tax, which is VAT charged on supplies made. Input tax includes VAT
charged on goods and services supplied in Croatia, VAT paid on imports and self-assessed VAT
on intra-Community acquisitions of goods, acquisition of goods within the triangulation and
reverse-charge services.

Nondeductible input tax. Input tax may not be recovered on purchases of goods and services that
are not used for business purposes (for example, goods acquired for the private use of entrepre-
neurs). In addition, input tax may not be recovered for some items of business expenditure.

The following lists provide some examples of items of expenditure for which input tax is not
deductible and examples of items for which input tax is deductible if the expenditure is related
to a taxable business use.

Examples of items for which input tax is nondeductible
* 50% of costs related to the purchase and lease of passenger cars, including purchase of any
related goods or services. Passenger cars are considered to be motor vehicles for transport of
people which, except for the driver’s seat, have no more than eight seats. As an exception, the
above rule will not apply to passenger cars used for drivers’ training, vehicle testing, security
services, business activities that include transport of passengers, goods, deceased, leasing or are
acquired for further sale; nor will it apply to certain categories based on specific tariff declara-
tions and are not subject to taxation according to the special regulations.
* The purchase of goods or services for the purpose of business entertainment, which is defined
as payment for accommodations, gifts, holidays, sport or pleasure of business partners, as well
as payment for rentals of cars, boats, aircraft, summer houses, etc.

Examples of items for which input tax is deductible
(if related to a taxable business use)

* Advertising
« Purchase, lease, fuel and maintenance of test vehicles, taxis and rental vehicles
* Telephones
* Books and newspapers
* Attendance at seminars and training courses (except food and drinks)
* Business gifts up to HRK160 (approximately EUR21)
* Hotel accommodations

Partial exemption. If an entrepreneur uses goods and services in its business activity for which
an input tax deduction is allowed and also uses them with respect to the supply of goods and
services for which input tax deduction is not allowed, the amount of “mixed” input tax must be
divided between deductible input tax and nondeductible input tax.

To determine the amount of input tax that may be recovered, one of the following methods may

be used:

* The deductible input tax may be determined based on accounting and other documentation that
relates to taxable and exempt supplies.
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« If the taxable person cannot determine the amount of input tax as described above, a pro rata
method can be used to determine the amount of deductible input tax. Under the pro rata method,
the total annual supplies (exclusive of VAT) for which input tax is deductible is divided by total
annual supplies, including supplies for which VAT is not deductible and subsidies.

* The amount of deductible input tax may be determined separately for each business segment of
the taxable person. The taxable person must maintain separate accounting records for each
business segment and notify the tax authorities before this method is applied.

If a taxable person performing both taxable and exempt supplies of goods and services deter-
mines under the pro rata method that it has the right to deduct 98% or more of input tax, it is
entitled to a 100% input tax deduction.

Capital goods. Capital goods are goods classified according to accounting standards as long-term
assets. Input tax is deducted in the year in which the goods are acquired or produced. In general,
input tax on the purchase or lease of vehicles for personal transportation is 50% deductible (as
of 1 January 2019, 50% of input tax should be deductible on the purchase of passenger cars
regardless of their value).

If the conditions applicable to the deduction of input tax change within a five-year period begin-
ning with the year in which the goods begin to be used, the amount of input tax is corrected in
the period after the change. For real estate, the adjustment period of 10 years applies.

Refunds. If the amount of input tax recoverable in a tax period exceeds the amount of output tax
payable in that same period, the taxable person has an input tax credit. An input tax credit may
be carried forward to the following tax period and used as a payment for future VAT liabilities or
may be claimed as a VAT refund. A taxable person is entitled to a VAT refund upon request
within 30 days after submitting a VAT return, or, in the case of a tax audit, 90 days from when
the audit started.

The tax authorities must pay interest on delayed repayments of VAT. As of 1 January 2020, the
annual penalty interest rate is 6.11%.

Pre-registration costs. The economic or other activity of the taxpayer begins with preparatory
activities undertaken to starting the economy activity. Input tax in relation to preparatory activi-
ties can be deducted if all other requirements for the deduction of input tax are met. In case a
taxpayer has applied the special scheme for small enterprises, input tax could be deducted as of
the date of VAT registration (based on the invoice for supplies received from the date of VAT
registration).

Write-off of bad debts. In case of subsequent correction of the tax base resulting from withdraw-
als, various types of discounts or the inability to collect receivables, the taxpayer who supplied
goods or rendered services can correct amount of VAT only after the taxpayer to whom supplies
have been made has corrected respective input tax and informed the supplier in writing.

Noneconomic activities. A taxpayer cannot deduct input tax for his noneconomic activities.

G. Recovery of VAT by non-established businesses

Croatia refunds VAT incurred by businesses that are neither established nor registered for VAT in
Croatia. Non-established businesses may claim Croatian VAT to the same extent as VAT-
registered businesses.

EU businesses. Businesses established in the EU can submit a claim for refund with the tax author-
ities of their country of establishment.
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Businesses established in the EU are required to submit claims for VAT incurred in other Member
States electronically on a standardized form to the tax authorities in their own state. The deadline
for refund claims is 30 September following the calendar year in which the tax was incurred.

The tax authorities processing the VAT refund must notify the claimant of their decision to accept
or refuse the claim within four months of the date they first received the application, which can
be extended up to eight months from the date it first received the application in cases where
additional information is requested.

Non-EU businesses. As of 1 January 2019, requirements for the VAT refund to taxpayers from
third countries (outside the EU) are aligned with the requirements for the VAT refund to the
taxpayers from other EU Member States and the taxpayers from third countries are able to
request a refund of the Croatian VAT even in the cases of supply of goods where the reverse-
charge rules are applied.

Businesses established outside the EU can claim a refund under the terms of the 13th EU VAT
Directive. Croatia applies the condition of reciprocity with respect to refund claims made by appli-
cants from non-EU countries.

For non-EU businesses, the deadline for refund claims is 30 June following the calendar year in
which the tax was incurred. The application must be completed in Croatian or English.

The minimum claim period is three months, and the minimum claim amount for a period of less
than a year is HRK3,100 (approximately EUR400). For an annual claim, the minimum amount
is HRK400 (approximately EURS0).

The tax authorities are obliged to make a decision whether the request is approved in full, par-
tially or not approved within eight months of receiving the application for the VAT refund. If the
request is approved, the tax authorities must pay the refund within 10 working days following the
eight-month deadline.

All claims must be supported by valid original invoices.

The completed application and supporting documents identified above should be sent to the fol-
lowing address:

Porezna uprava
Podrucni ured Zagreb
Avenija Dubrovnik 32
10 000 Zagreb
Croatia

H. Invoicing

VAT invoices. A taxable person must generally issue invoices for all taxable supplies, including
exports and intra-Community supplies made to other taxable persons and legal entities that are
not taxable persons. Invoices may not be issued for certain exempt financial services and for
certain other supplies. A document qualifies as a valid invoice if it complies with the require-
ments set out in the Croatian VAT Act.

Credit notes. Where the tax base is changed subsequently because of recall, discounts or impos-
sibility of collection, the taxpayer who made a supply or performed a service can correct its VAT
liability but only after the taxpayer to whom goods are supplied or services performed corrects
its input tax and informs the supplier respectively in writing. Credit notes should provide the
same data as the original invoice.
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Electronic invoicing. All taxable persons obliged to issue invoices for their supplies may choose
to issue electronic invoices subject to the acceptance by the recipient (i.e., electronic invoicing is
not mandatory, but optional for taxpayers in Croatia). The authenticity of the origin, the integrity
of the content and the legibility of the electronic invoices should be ensured. This could be
achieved by any business controls that create a reliable audit trail or by using an advanced elec-
tronic signature or electronic data interchange (EDI).

Taxable persons that issue or receive electronic invoices or store invoices electronically should,
upon request, grant the Croatian tax authorities the right to access, download and use these
invoices.

Simplified VAT invoices. A simplified invoice may be issued for supplies made within Croatia
(i.e., local supplies) that do not exceed HRK700 (approximately EUR93) A simplified invoice
cannot be issued for supplies to other EU Member States where VAT is due by the recipient.

Self-billing. Self-billing is allowed in Croatia. An invoice can be issued by the recipient under the
condition that there is a prior agreement between the supplier and the recipient for the acceptance
of each invoice by the supplier. A prior agreement means that it should be concluded before the
start of self-billing. When a customer issues the invoice on behalf of the supplier, the invoice
must be marked “self-invoicing” (“samoizdavanje racuna”).

Proof of exports and intra-Community supplies. Croatian VAT is not chargeable on supplies of

exported goods or on intra-Community supplies of goods. However, to qualify as VAT-free,

exports and intra-Community supplies must be supported by evidence that the goods have left

Croatia/EU. Acceptable proof includes the following documentation:

* For an export, a copy of the export document (customs declaration) officially certified by the
customs authorities.

* For an intra-Community supply, two suitable pieces of evidence that goods have been removed
from Croatia to another Member State. The pieces of evidence should be issued by two differ-
ent parties that are independent of each other, of the supplier and of the customer.

Foreign currency invoices. All amounts stated on an invoice should be in HRK. Amounts may also
be stated in any other currency if the VAT liability and the total amount of the invoice are stated
in HRK, applying the Croatian National Bank’s exchange rate applicable on the date when VAT
liability occurred. As an alternative, the taxable person may use the exchange rate published by
the European Central Bank at the time the tax becomes chargeable.

Supplies to nontaxable persons. Mandatory issuance of invoices in B2C transactions is not pre-
scribed by the VAT legislation.

Records.

Record retention period. According to the provisions of the VAT Act, all issued and received
invoices either on paper or electronically, credit notes, export and import documents, documents
used for the VAT exemption, VAT calculations and all other documents relevant for VAT pur-
poses should be kept for a period regulated by the General Tax Act. According to the General Tax
Act, bookkeeping documents should be archived for the period of 10 years from the date when
the statute of limitation commences, i.e., from the year following the year in which the tax return
should have been filed, unless longer deadlines are prescribed by special regulations.

Electronic archiving. Bookkeeping documentation, such as invoices, should be archived for at
least 11 years starting from the last day of the year following the year to which the business
records relate. The bookkeeping documents should be stored in original format (paper or elec-
tronic). Taxpayers can make electronic copies of the paper invoices, so long as the authenticity
of the original invoices and the legibility and integrity of their content are kept throughout the
whole storage period.
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l. Returns and payment
Periodic returns. Croatian VAT returns are submitted for monthly or quarterly tax periods.

All VAT payers must submit VAT returns electronically. As an exception, VAT returns may be

submitted in paper by:

* The taxpayers who are not established in Croatia, have no permanent establishment, domicile
or habitual residence in Croatia and perform only occasional international road transport of
passengers on the Croatian territory

* Small taxpayers who only receive and perform services for taxpayers from third countries or
pay VAT on supplies subject to reverse charge received from taxpayers not established in Cro-
atia

Quarterly tax periods coincide with the months of March, June, September and December. The
tax period for a taxable person is determined on the basis of its turnover in the preceding calen-
dar year.

Taxable persons with turnover up to HRK800,000 (approximately EUR105,300) can submit
quarterly tax returns if they do not perform intra-Community supplies.

Taxable persons with turnover greater than HRK800,000 (approximately EUR105,300) submit
monthly tax returns.

The tax period for foreign taxable persons (non-established businesses) is always a calendar
month. VAT returns must be submitted by the 20th day of the month following the accounting
period.

Periodic payments. The VAT payment for the respective tax period must me made no later than
the last day of the following month. For instance: the obligation for March must be paid by the
last day of April. VAT due must be paid electronically.

Electronic filing. VAT returns should be filed electronically. As an exception, VAT returns may be

submitted in paper by:

* The taxpayers who are not established in Croatia, have no permanent establishment, domicile
or habitual residence in Croatia and perform only occasional international road transport of
passengers on the Croatian territory

* Small taxpayers who only receive and perform services for taxpayers from third countries or
pay VAT on supplies subject to reverse charge received from taxpayers not established in Cro-
atia

Payments on account. Payments on account are not required in Croatia.

Special schemes. Croatia applies special VAT treatment to the following schemes:

* Special scheme for small enterprises

* Tour operator’s margin scheme

* Special arrangements for taxable dealers relating to work of art, secondhand goods, antique
goods and public auctions

* Special scheme for investment gold
* Cash accounting

Special schemes mentioned above apply regular VAT return filing rules.
Annual returns. Annual returns are not required in Croatia.
Supplementary filings.

Intrastat. The Intrastat reporting threshold for 2020 is HRK2.2 million (approximately
EUR293,333) for arrivals and HRK1.2 million (approximately EUR160,000) for dispatches.
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The Intrastat reporting period is monthly, and the report covers the month in which receipts or
deliveries occur, i.e., that month in which the goods physically enter or leave the territory of
Croatia. When no reportable transactions occur in the respective month, a “nil return” should be
filed.

The deadline for submission of the Intrastat form is the 15th day of the month following the
reporting period. If the 15th day of the month is a nonworking day, the deadline is the last work-
ing day before the 15th day of the month.

The Intrastat report is submitted electronically to the customs authorities by Intrastat application.

EC Sales List. All businesses registered for VAT are required to complete and submit the EC

Sales List (ESL) if they do any of the following:

* Make supplies of goods to a VAT-registered customer in another EU Member State

* Act as an intermediate supplier in triangular transactions between VAT-registered businesses in
other EU Member States

» Make supplies of services covered by the “general rule” (to which the reverse charge applies in
the customer’s Member State) to a VAT-registered customer in another EU Member State

The ESL should be filed electronically on the prescribed form by the 20th day of the month fol-
lowing the end of the month in which reportable events occurred. There is no requirement to
submit the ESL if there were no reportable sales in the respective month.

EC Acquisitions List. All businesses registered for VAT are required to complete and submit the
EC Acquisitions List if they receive supplies of goods or services from a VAT-registered supplier
in another EU Member State.

The EC Acquisitions List should be filed electronically on the prescribed form by the 20th day
of the month following the end of the month in which reportable events occurred. There is no
requirement to file if there were no reportable supplies in the respective month.

Form PPO. Croatian taxable persons supplying goods and services for which the recipient is
obliged to calculate and pay VAT in accordance with the domestic reverse-charge mechanism
report those supplies on Form PPO. Examples of supplies subject to the domestic reverse-charge
mechanism are construction works (repair, maintenance, alteration and demolition services
related to immovable property), supply of staff engaged in construction work, supplies of used
material and waste. The form is filed electronically on a quarterly basis.

A Croatian taxpayer that acts as a VAT representative of a foreign taxpayer involved in customs
procedures 42 (exemption from VAT for import of goods that are intended for other EU Member
States) and 63 (exemption from VAT for reimport of goods that are intended for other EU
Member States) should file a report to the Croatian tax authorities by the 20th of the month fol-
lowing the reporting month and disclose the information of the foreign taxpayer.

Special evidence for local purchases. Taxable persons that are registered for VAT purposes in
Croatia must submit a report outlining all local taxed purchases in Croatia. These are the pur-
chases where Croatian VAT has been incurred. The special evidence is submitted electronically
together with the VAT return.

Digital reporting. The VAT return and all supplementary filings must be filed electronically in
Croatia.

J. Penalties

Penalties for late registration. Penalties for non-registration range from HRK?2,000 to HRK 500,000
(approximately EUR275 and EUR67,100) for the company and from HRK 1,000 to HRK50,000
(approximately EUR135 and EUR6,700) for the responsible person within the company.
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Penalties for late payment and filings. For late payment of VAT, interest is charged at an annual
rate of 6.11%.

Penalties for errors. The penalties for non-registration (see above) may also apply for errors.
Penalties for fraud. The penalties for non-registration (see above) may also apply for fraud.

If the criminal offense of tax evasion is an amount higher than HRK20,000 (approximately
EUR2,600), it is punishable by a term of imprisonment ranging from six months to five years.
However, if the criminal offense causes great damage, the term of imprisonment may range from
1 to 10 years.



311

Curacao
ey.com/GlobalTaxGuides
ey.com/TaxGuidesApp
Willemstad GMT -4
EY Street address:
Mail address: Zeelandia Office Park
P.O. Box 3626 Kaya W.F.G. (Jombi) Mensing 16
Willemstad Willemstad
Curagao

Indirect tax contacts
Bryan D. Irausquin

Fong-Mang Cheong

Rose Boevé

+599 (9) 430-5075
bryan.irausquin@an.ey.com
+599 (9) 430-5071
fong-mang.cheong@an.ey.com
+599 (9) 430-5076
rose.boeve@an.ey.com

A. At a glance

Name of the tax

Local name

Date introduced

Trading bloc membership
Administered by

Rates
Standard
Other

TOT number format
TOT return periods
Thresholds

Recovery of TOT by
non-established businesses

B. Scope of the tax

Turnover tax (TOT)
Omzetbelasting

1 March 1999

None

Inspectie der Belastingen

6%
9%, 7% and exempt
IXX.XXX.XXX (9 digits)

Monthly (or annually on request)

None

No

TOT applies to the following transactions:
* The delivery of goods or services in Curagao by a taxable business as part of its business
* The import of goods into Curagao

C. Who is liable

A taxable business is a business entity or individual who delivers goods or performs services
(taxable activities) in Curagao. This includes a representative that supplies services on behalf of
a nonresident business. In principle, the business performing the services or delivering the goods
is liable for TOT. In some cases, when the reverse-charge mechanism applies, the (business)
customer will be liable for TOT on services enjoyed.
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The definition of a business was broadened to include an entity or individual who manages an
asset to obtain revenue from the asset on a permanent basis. For example, any form of leasing
real estate located in Curagao is subject to TOT, unless an exemption applies.

Exemption from registration. The TOT law in Curagao does not contain any provision for exemp-
tion from registration.

Voluntary registration and small businesses. The TOT law in Curagao does not contain any provi-
sion for voluntary VAT registration, as there is no registration threshold (i.e., all entities that
make taxable supplies are obliged to register for VAT).

Group registration. TOT grouping is not allowed under the TOT legislation; group entities that are
closely connected must register for TOT individually.

Non-established businesses. A “non-established business” is a business that does not have a fixed
establishment in Curagao. A non-established business is deemed to have chosen a domicile at the
office of the Inspectorate of Taxes, unless the Inspectorate of Taxes has been notified in writing
of a different domicile in Curagao.

Tax representatives. A taxpayer may be represented by a third party based on a power of attorney.

Reverse-charge mechanism. The “reverse charge” generally applies to supplies of goods and
services made by non-established businesses to taxable persons and other nontaxable legal per-
sons established in Curagao, provided that local TOT is due on these supplies. Under the reverse-
charge provision, the recipient of the supply must account for the TOT due. The reverse-charge
mechanism does not apply to supplies made to private individuals.

Domestic reverse charge. There are no domestic reverse charges in Curagao.

Digital economy. TOT legislation does not specifically mention any regulations in connection with
the digital economy, i.e., special VAT treatment for the supply of electronic or digital services.

For business-to-business (B2B) transactions, TOT is generally applicable on the payment from
the customer to the business, in the case of services provided by the non-established business
they are deemed to take place where the service is enjoyed. Note that electronically provided
content is generally treated as a service for turnover tax purposes. In a B2B transaction, the
reverse-charge mechanism is applicable. In this case, the customer is expected to self-assess
Curagao turnover tax on the payment to the business in its monthly turnover tax returns.

For business-to-consumer (B2C) transactions, if the customer is an individual entrepreneur, the
tax treatment will be the same as indicated above. However, if the customer is a private individ-
ual, the supplier is in principle required to register for Curagao TOT.

Online marketplaces and platforms. No special rules exist for online marketplaces and platforms
in Curagao.

Registration procedures. In general, a taxable entity that begins taxable activities must register
with the Inspectorate of Taxes by filing a hard copy letter requesting registration along with some
additional required documentation. Completion of the registration process may take from one
week up through a few weeks.

Deregistration. For the deregistration with the Inspectorate of Taxes, a taxpayer should provide
proof of deregistration as issued by the Curagao Chamber of Commerce and some additional
documentation. The deregistration with the tax authorities should be completed once all tax fil-
ing and payment obligations have been met by the taxpayer.
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D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
TOT.

The TOT rates are:

* Standard rate: 6%

« Standard rate for insurance and hotel accommodation: 7%

* Standard rate for the import of most goods, as well as specific goods and services listed as
luxurious or unhealthy: 9%

The standard rate of TOT applies to all supplies of goods or services, unless a specific measure
provides for a different rate or exemption.

Examples of services taxable at 7%
* Insurance (exemption for life insurance, funeral insurance, health insurance, reinsurance by
insurance companies and services provided by brokers)
* Hotel accommodation

Examples of goods and services taxable at 9%
* Sale of motor vehicles
* Food prepared and suitable for immediate consumption
* Soft drinks with exception of fruit juices
* Alcoholic beverages
* Tobacco products
* Digital equipment for the storage of films, games and similar data
* Mobile phones and other means of communication
* Weapons and ammunition
* Fireworks
* Christmas trees (except synthetic Christmas trees)
* Motor vehicle rental
* Recreational outings for pleasure
* Scuba diving
* Admission to cinemas, expositions, adult entertainment and permanent recreational facilities
* Film and computer game rental
* Providing food, drinks and alcoholic beverages for consumption in hotels, bars, restaurants and
related venues
* Participation in lottery games

The term “exempt supplies” refers to supplies of goods and services that are not liable to TOT
and that do not qualify for input tax deduction.

Examples of exempt supplies of goods and services
» Exports of goods (subject to evidence the goods have left Curagao)
* Medical services
» Water and electricity services
* Public transportation services
* Betting and gaming (casinos)
* Postal services
* Services and goods to an oil refinery
* Bread
* Eggs
* Rice
* Potatoes
* Grain
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* Flour

* Baby food

* Fruits and vegetables

* Bottled water

» Foreign-orientated activities of businesses in the possession of a foreign exchange license

* Liquefied natural gas by or through the intermediary of an LNG transfer station

* Certain services provided to companies or individuals that are in the possession of a foreign
exchange license

Option to tax for exempt supplies. The option to tax exempt supplies is not available in Curagao.

E. Time of supply

The time when TOT becomes due is called the “time of supply” or “tax point.” In principle, the
time of supply for taxable supplies is the date on which the invoice is issued or should have been
issued.

In Curagao, an invoice must be issued by the 15th day of the month following the month in which
the supply takes place. The actual tax point becomes the date on which the invoice is issued.
However, if no invoice is issued, tax becomes due, at the latest, on the day on which the invoice
should have been issued.

Deposits and prepayments. The time of supply rule for deposits and prepayments is the earlier of
when an invoice has been issued, or should have been issued, for the delivery of goods or render-
ing of services.

Continuous supplies of services. The time of supply rule for continuous supplies of services is the
earlier of when an invoice has been issued, or should have been issued, for the delivery of goods
or rendering of services.

Goods sent on approval for sale or return. Curagao has no specific time of supply rule for goods
sent for sale or return. As such, the general time of supply rules apply (see above).

Reverse-charge services. Curagao has no specific time of supply rule for reverse-charge services.
As such, the general time of supply rules apply (see above).

Leased assets. Curagao has no specific time of supply rule for leased assets. As such, the gen-
eral time of supply rules apply (see above).

Imported goods. There are no special time of supply rules in Curagao for imported goods. As
such, the general time of supply rule applies, and the time of supply is considered to be the
moment of importation.

F. Recovery of TOT by taxable persons
In principle, the recovery of TOT by taxable business is not allowed in Curagao.

Nondeductible input tax. In general, TOT is nondeductible in Curagao. However, with regard to
the import of goods, an entrepreneur may, subject to certain conditions and instructions, request
the Inspectorate of Taxes to approve a 50% deduction of TOT.

Examples of items for which input tax is nondeductible
* Input TOT due on services to a manufacturer with services that are not directly related to the
production of taxable goods by this manufacturer in Suriname.

Examples of items for which input tax is deductible
(if related to a taxable business use)

» TOT paid by the selling business on the import of a commodity
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* TOT paid on the import of raw materials, semi-finished products and packing materials used
for exported goods produced by the importing business

The TOT paid on imports is recovered by deducting it against TOT due in the TOT return for each
TOT period. If the input tax exceeds TOT due in a period, the excess may be carried forward to
the following TOT period and subsequent periods.

Partial exemption. In general, TOT is nondeductible in Curagao. As such, there is no distinction
between input tax incurred in relation to exempt and taxable supplies. Consequently, the TOT
legislation does not specifically mention any regulations in connection with partial exemption.

Capital goods. In general, TOT is nondeductible in Curagao. As such, there are no special rules
regarding input tax incurred in relation to capital goods. Consequently, the TOT legislation does
not specifically mention any regulations in connection with capital goods.

Refunds. Refund of TOT can be requested if certain conditions are met and the business is suf-

ficiently able to prove that:

* The TOT paid was not actually due.

* Payment for the supplied goods or services will eventually not be received by the business.
Or

* Payment is reimbursed by the business following reduction of the amount due or in the event
that the goods have been returned unused.

Pre-registration costs. TOT incurred on pre-registration costs in Curagao is not recoverable.

Write-off of bad debts. When an amount receivable will not be paid (in full), businesses can
reclaim the remitted TOT. Entitlement to a TOT refund arises when it is established that a receiv-
able will not be paid partially or in full, at the moment that this can be determined. Entitlement
to a refund arises ultimately one year after the date on which the receivable has become due. The
refund request is not included in the regular TOT return, a separate request must in principle be
made with the Curagao tax authorities. Please note that if a receivable has been marked as a “bad
debt,” and then is subsequently paid (in full or partially) after the overpaid TOT has been refund-
ed, the business will have to repay (in full or partially) the refunded TOT.

Noneconomic activities. TOT incurred in relation to noneconomic activities is not recoverable in
Curagao.

G. Recovery of TOT by non-established businesses

TOT incurred by non-established businesses in Curagao is not recoverable.

H. Invoicing

TOT invoices. A taxable person must provide a receipt or invoice for all taxable supplies made,
including exports.

Credit notes. A TOT credit note must be issued if the quantity or consideration shown on an invoice
is altered. In general, credit notes must contain the same information as the original invoices.

Electronic invoices. The issuance of electronic invoices is optional in Curagao. In this regard, the
same invoice requirements apply for regular invoices, PDF files are generally accepted.

Simplified TOT invoices. Simplified TOT invoices are allowed for certain industries. This includes
entrepreneurs active in the hospitality industry, repair of retail products and sale of retail prod-
ucts, as well as entrepreneurs providing personal services. Such suppliers are required to provide
a receipt to their customers instead of a full TOT invoice.

Self-billing. Self-billing is not allowed in Curagao.
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Proof of exports. To qualify for the TOT exemption applicable to the export of goods, the follow-
ing documents are required for the business’s administration:

* A copy of the issued invoice

* A proof of payment

* Transport documentation evidencing that the goods have left the levy territory

Foreign currency invoices. All amounts indicated on an invoice can be in a foreign currency pro-
vided that the amount of TOT due is indicated in Antillean guilders.

Supplies to nontaxable persons. The Curagao TOT legislation does not have any special rules for
TOT invoices issued to private consumers. However, retailers, businesses that provide personal
services, businesses in the catering industry (“horeca”) and lottery vendors are required to use a
cash register system, and in principle, they will need to issue receipts to their customers. All other
businesses will need to issue invoices.

Records. Taxpayers are required to keep records in such a manner that at any time their rights,
obligations and all other information relevant for tax purposes are clear and readily available
upon request from the tax authorities.

Record retention period. Taxable businesses must retain a copy of their invoices for 10 years.

Electronic archiving. Electronic archiving is allowed.

l. Returns and payment

Periodic returns. TOT returns are generally submitted for monthly periods. Returns must be filed
by the 15th day of the month following the end of the reporting period.

Periodic payments. TOT due must be paid by the 15th day of the month following the end of the
reporting period. The TOT due for the period must be remitted together with the return.

Electronic filing. TOT returns can be filed electronically upon request.
Payments on account. Payments on account are not required in Curagao.

Special schemes. Special rules apply to non-established businesses, small enterprises, cultural
organizations, gambling companies, offshore companies and offshore banks and entities that
have a foreign-exchange license.

Small enterprises. A small enterprise is a resident individual who has a business or permanent
establishment in Curagao and who had turnover (excluding TOT) in the preceding calendar year
of ANG30,000 or less. If a request is filed with the Inspectorate of Taxes and it is granted, a small
enterprise is not liable for TOT. However, the small enterprise must still submit TOT returns for
monthly periods. Upon request of the small enterprise, the small enterprise may submit annual
TOT returns.

If the annual turnover of ANG30,000 is exceeded in any year, TOT is due on the excess amount.
Furthermore, the business will also lose its status as a small enterprise.

The arrangement for small enterprises mentioned above does not apply to businesses who man-
age real estate to obtain revenue from the real estate on a permanent basis.

Nonprofit organizations. Supplies by organizations of a social, cultural, charitable, sports or reli-
gious nature may also be exempt from TOT if there is no profit motive nor distortion of compe-
tition.

Gambling companies. The term “gambling” refers to the participation in lottery and bingo games.
If the exploiter is a non-established business, the organizer or the contract arranger of the gam-
bling games is liable for TOT.
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E-zones. In principle, E-zone companies are not liable for TOT as the economic zone is excluded
from the levy area.

Offshore companies and onshore banks. Companies and banks that are taxed under the so-called
offshore tax regime and hold a foreign-exchange license are generally business liable for TOT
but exempt for their foreign-orientated activities. The offshore regime is grandfathered up to and
including the year 2019.

Foreign-orientated activities of businesses in the possession of a foreign exchange license are
exempt, as well as certain services provided to businesses in the possession of a foreign exchange
license.

Annual returns. The Inspectorate of Taxes may allow the filing of an annual TOT return instead

of monthly TOT returns in one of the following situations:

« It concerns a small enterprise (see above under the Special schemes subsection).

* The company almost exclusively provides TOT exempt supplies and the TOT taxable revenue
does not exceed the threshold of ANG30,000.

The annual tax return (and payment) is due on the first 15 February following the respective
calendar year.

Supplementary filings. No supplementary filings are required in Curagao.

Digital reporting. TOT returns have to be filed digitally through the online portal of the tax author-
ities. Other than that, there are no digital reporting obligations.

J. Penalties

Penalties for late registration. No specific penalty is imposed for late registration. However, if the
late registration results in the late payment of TOT or the late submission of TOT returns, penal-
ties may be imposed.

Penalties for late payment and filings. TOT penalties are imposed for the late submission of a TOT

return or for the late payment of TOT, in the following amounts:

« For the late submission of a TOT return, the maximum fine is ANG2,500.

« For the late payment of TOT, the maximum fine is ANG10,000.

« If the late payment is caused by negligence, fault or intent, a fine of 100% of the TOT payable
may be imposed.

Penalties for errors. A negligence tax penalty of up to 100% of the additional tax due can be
imposed if the deficit is attributable to the intent or gross negligence of the taxpayer.

Penalties for fraud. Criminal penalties may also apply in certain circumstances, such as in cases
of fraudulent conduct.



318

Cyprus
ey.com/GlobalTaxGuides
ey.com/TaxGuidesApp
Limassol GMT +2
EY Street address:
Mail address: Ernst & Young House
P.0. Box 50123 27 Spyrou Kyprianou Avenue, Mesa Yitonia
Limassol 3601 Limassol 4003
Cyprus Cyprus
Indirect tax contact
George Liasis +357 22 209-759
george.liasis@cy.ey.com
Nicosia GMT +2
EY Street address:
Mail address: Jean Nouvel Tower
P.O. Box 21656 6 Stasinou Avenue
Nicosia 1511 Nicosia
Cyprus Cyprus

Indirect tax contacts
George Liasis

Maria Raspa

George Pitsillis

Elpida Papachristodoulou
Simos Simou

lacovos Kefalas

+357 22 209-759
george.liasis@cy.ey.com
+357 22 209-712
maria.raspa@cy.ey.com
+357 22 209-787
georgios.pitsillis@cy.ey.com
+357 22 209-907
elpida.papachristodoulou@cy.ey.com
+357 22 209-894
simos.simou@cy.ey.com
+357 22 209-885
lacovos.kefalas@cy.ey.com

A. At a glance

Name of the tax

Local name

Date introduced

Trading bloc membership
Administered by

VAT rates
Standard
Reduced
Other

VAT number format

Value-added tax (VAT)
®opog MpootBépevng Aiag
1 July 1992

European Union (EU)

Tax Department, Indirect Taxation
(https://www.mof.gov.cy/mof/tax/taxdep.nsf/ced12_gr/ced12_
gr?opendocument)

19%
5% or 9%
Zero-rated (0%) and exempt

12345678X
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VAT return periods Quarterly
Thresholds
Registration
Established EURI15,600
Non-established None
Distance selling EUR35,000
Intra-Community
acquisitions EUR10,251
Electronically supplied
services (MOSS) EUR10,000

Recovery of VAT by
non-established businesses  Yes

B. Scope of the tax

VAT applies to the following transactions:

* The supply of goods or services made in Cyprus by a taxable person

* The intra-Community acquisition of goods from another EU Member State by a taxable person
(see the chapter on the EU)

* Reverse-charge services received by a taxable person in Cyprus

* The importation of goods from outside the EU, regardless of the status of the importer

Special rules apply to intra-Community transactions involving new means of transport and dis-
tance sales (see the chapter on the EU).

C. Who is liable

A taxable person is any business entity or individual that makes taxable supplies of goods or
services or intra-Community acquisitions or distance sales, in the course of a business in Cyprus.

A person making taxable supplies must register at the end of any month if the value of taxable
supplies in the year ended on the last day of that month exceeds EUR15,600. A person exceeding
this threshold must notify the VAT Commissioner by submitting Form T.F.2001 “Application for
registration of a new taxpayer and issue of tax identification number” and Form T.F.1101 “Sup-
plementary application for registration to the VAT registry” to the local VAT office within 30
days after the end of the relevant month. Registration is effective from the end of the month fol-
lowing the relevant month or from such earlier date as may be agreed.

If a person makes a supply of services to a taxable person in another EU Member State and if
such services are taxable where the recipient of the services is established, the person making the
supply must register from the date of making the supply. A person making such supply must
notify the VAT Commissioner by submitting Form T.F.2001 “Application for registration of a new
taxpayer and issue of tax identification number” and Form T.F.1101 “Supplementary application
for registration to the VAT registry” to the local VAT office within 30 days after the creation of
the obligation. Registration is effective as of the date of the creation of the obligation.

A person must also register if reasonable grounds exist for believing that taxable supplies in the
next 30 days will exceed EUR15,600. The taxable person must submit Form T.F.2001 “Appli-
cation for registration of a new taxpayer and issue of tax identification number” and Form
T.F.1101 “Supplementary application for registration to the VAT registry” to the local VAT office
within the 30 days and registration is effective from the beginning of that 30-day period.

Exemption from registration. The VAT law in Cyprus does not contain any provision for exemp-
tion from registration.
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Voluntary registration and small businesses. The VAT law in Cyprus contains a provision for
voluntary registration for VAT for taxable persons who have a business establishment in Cyprus
or their usual place of residence is in Cyprus and make supplies outside Cyprus (that would be
treated as taxable supplies if made within Cyprus).

Group registration. VAT grouping is possible for two or more companies registered in Cyprus.

The following are the principal aspects of grouping:

* One member of the group is appointed as the representative member.

» The representative member is responsible for the preparation and submission of the VAT
returns and for paying or reclaiming any VAT on behalf of all group members.

* Any business carried on by a member of the group is treated as being carried on by the repre-
sentative member.

* Any supply of goods or services performed by a member of the group to another member of
the group is disregarded.

* Any supply of goods or services by or to a third party is treated as a supply to or by the repre-
sentative member.

* All members of the group are responsible for any VAT payable by the representative member.

Non-established businesses. A “non-established business” is a business that has no fixed estab-
lishment in Cyprus. A non-established business that makes supplies of goods or services in Cyprus
must register for VAT if it is liable to account for Cypriot VAT on the supply or if it makes intra-
Community supplies or acquisitions of goods.

Consequently, a non-established business must register for Cypriot VAT if it makes any of the

following supplies:

* Intra-Community supplies

* Intra-Community acquisitions

* Distance sales in excess of the threshold

* Supplies of goods and services that are not subject to the reverse charge (for example, goods
or services supplied to private persons)

* Supplies of services that are taxable in Cyprus if the reverse charge is not applicable to the
recipient

Tax representatives. The VAT authorities may instruct any taxable person that does not have any
business establishment, fixed establishment, or usual place of residence within the EU to appoint
a VAT representative to act on its behalf with respect to VAT. This representative is personally
liable for any VAT that is not paid.

If the taxable person fails to appoint a VAT representative, the VAT Commissioner may require
the taxable person to provide adequate security for the payment of any VAT that is or may become
due.

Reverse charge. The reserve-charge mechanism applies in situations where services subject to
specific exceptions are supplied by a person outside Cyprus to a person who is carrying on a
business in Cyprus. The recipient is treated as having made the supply himself and as if that sup-
ply was a taxable supply and thus must account for output tax. The person will then have the right
to claim a corresponding amount as input tax, subject to their partial exemption status.

The reverse charge should be treated like output tax with a corresponding credit for input tax
depending on the ability of a person to recover input tax.

Domestic reverse charge. If a VAT taxable person provides services or services together with
goods in the context of construction, alteration, demolition, repair or maintenance of a building
or any civil engineering project, including services provided by developers, contractors, archi-
tects, civil engineers and quantity counters, to another VAT taxable person who receives them in
furtherance of his business, then the supplier will not charge VAT. The customer must account
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for the VAT in accordance with the reverse-charge rules. Reverse charge is also applicable for the
recipient where a property supply arises under the relevant restructuring laws or foreclosure
procedures.

The supply of scrap and/or precious metals to a taxable person that acquires them in the course
of furtherance of his business is also subject to the local reverse charge. The purchaser must
account for the VAT in accordance with reverse-charge rules outlined above.

Digital economy. Further to the general B2B rules for the place of supply of services, digital
services are also subject to use and enjoyment rules. Under these rules, the place of supply could
be shifted to a different EU Member State or outside the EU, depending on where the recipient
business effectively uses the services.

In addition, in the case of B2C supplies where the supplier is a non-EU entity, the place of supply
is where the EU nontaxable customer is located, i.e., Cyprus in the case of Cypriot customers,
and hence the non-EU supplier would have an obligation to register and account for Cypriot VAT.

Mini One-Stop Shop. Special rules apply with regard to VAT reporting for supplies of telecom-
munications, broadcasting and electronic services to non-VAT taxable customers. Cyprus has
harmonized its local VAT law to allow VAT reporting under the provisions of the Mini One-Stop
Shop (MOSS)” scheme. This involves accounting for VAT due on B2C supplies across EU
Member States via a single VAT return through a relevant portal from the Cypriot VAT authori-
ties.

Online marketplaces and platforms. Goods and services supplied through online platforms are
subject to Cypriot VAT when supplied in Cyprus. If the supplies relate to electronically supplied
services, they fall under the auspice of the MOSS system. Otherwise, distance sales VAT thresh-
olds apply.

Vouchers. As from 1 January 2019, the Cypriot VAT treatment of vouchers is determined in line
with the EU VAT Directive. In essence, the Cypriot VAT law provides definitions of what consti-
tutes a voucher separating a single-purpose voucher (SPV) and a multi-purpose voucher (MPV)
according to their contractual terms and conditions.

A SPV is a voucher for which the country of supply is known at the time of the issue and the
goods/services that can be redeemed are subject to one VAT rate (one of 5% or 9% or 19%). VAT
is accounted at the time of issue or subsequent transfer (sale) of the voucher.

An MPV is a voucher for which at the time of its payment, the nature of goods/services that will
be delivered is not known. VAT is accounted at the time of redemption. Issue and subsequent
transfer (sale) is not subject to VAT.

Registration procedures. A person making taxable supplies must be registered at the end of any
month if the value of the taxable supplies in a period of 12 months has exceeded EUR15,600. The
person must notify the VAT authorities by submitting Form T.F.2001 “Application for registration
of a new taxpayer and issue of tax identification number” and Form T.E1101 “Supplementary
application for registration to the VAT registry” to the local VAT office within 30 days of the end
of the relevant month. A person is also liable to register if there are reasonable grounds for believ-
ing that taxable supplies in the next 30 days will exceed EUR15,600, also by submitting Form
T.E2001 “Application for registration of a new taxpayer and issue of tax identification number”
and Form T.E.1101 “Supplementary application for registration to the VAT registry” to the local
VAT office within 30 days. Online registration is not available, and the process can be completed
within one to four weeks.

Deregistration. Registration is canceled in the following cases:
* Decreasing business turnover. Where any registered person notifies the Tax Commissioner that
the value of taxable supplies in one year has fallen below EUR13,668.81 and applies for cancel-
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lation of his registration, then an authorized VAT officer, if satisfied of this fact, shall cancel
the registration with effect from the date of the notification or from any other later date as may
be agreed between the Tax Commissioner and that person.

* Termination of taxable supplies or termination of the intention to make taxable supplies. When
a registered person ceases to make taxable supplies and is not entitled to remain registered or
ceases to have the intention to make taxable supplies, he must notify the VAT Commissioner
within 60 days of the date of the termination by submitting an Application for Cancellation of
Registration (Form VAT 204). Failing to comply, the person is liable to a levy of EURSS. If an
authorized VAT officer is satisfied of the fact of the termination, he shall cancel the registration
with effect from the date that the person ceased to make taxable supplies or ceased to have the
intention of making taxable supplies or from any other later date as may be agreed between the
VAT officer and that person.

* Deregistration in the case of distance sales. A person registered for making or intending to
make distance sales in Cyprus is liable to apply for deregistration when he no longer makes or
intends to make distance sales in Cyprus and he is not liable to register in Cyprus for any other
taxable transactions.

* Deregistration in the case of acquisitions. A person registered for making or intending to make
acquisitions in Cyprus is liable to apply for deregistration when he no longer makes or intends
to make acquisitions in Cyprus.

* Retrospective cancellation of registration. If the VAT officer is satisfied that on a specified date,
a registered person was neither entitled nor liable to be registered, the VAT officer can cancel
the registration with effect from that date.

D. Rates

The term “taxable supplies” refers to supplies of goods and services that are liable to a rate of
VAT, including the zero rate.

The VAT rates are:

« Standard rate: 19%

* Reduced rates: 5% and 9%
» Zero-rate: 0%

The standard rate of VAT applies to all supplies of goods or services, unless a specific measure
allows a reduced rate, the zero rate or exemption.

Examples of goods and services taxable at 0%
* Supply, lease and repair of seagoing vehicles and aircraft and related services
* International transport of persons
* Exports of goods outside the EU and related services
« Intra-Community supplies of goods and intangible services supplied to another taxable person
established in the EU or to recipients outside the EU (see the chapter on the EU)

Examples of goods and services taxable at 5%
* Services provided by undertakers
* Services of writers and composers
* Refuse collection
» Waste treatment
* Road cleaning
* Fertilizers
* Animal feeding stuffs
* Liquefied petroleum gas
* Various goods for incapacitated persons
* Bus fares for rural and urban areas
» Newspapers, books, magazines and similar items
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» Water

* Medicines

* Food (except supplied in the course of catering)

* Purchase, construction or renovation of a house or flat to be used as a private main residence

Examples of goods and services taxable at 9%

* Restaurant services (excluding the supply of alcoholic drinks)

* Transportation of passengers and their luggage by taxi

» Accommodation provided by hotels and other similar establishments, including the provision
of holiday accommodation

* A combined provision of services that includes accommodation provided by hotels and other
similar establishments and the provision of breakfast and/or half-board and/or full board, and/
or a combined service that includes, in addition to accommodation, the provision of other cater-
ing facilities, such as alcoholic drinks, beer and wine

The term “exempt supplies” refers to supplies of goods and services that are not liable to VAT
and that do not qualify for input tax deduction.

Examples of exempt supplies of goods and services

* Real estate (except: “new buildings,” transfer of developed building land intended for the
construction of structures in the course of carrying out a business activity, and leasing of
immovable property to taxable persons for taxable business activities, for which a permanent
non-imposition of VAT can be exercised by the lessor)

* Services of doctors and dentists

* Social welfare

* Finance (except “SWIFT” services)

* Insurance and reinsurance

* Human organs

* Education services

Option to tax for exempt supplies. The option to tax exempt supplies is not available in Cyprus.

E. Time of supply
The time when VAT becomes due is called the “time of supply” or “tax point.”

For a supply of goods, the tax point is the earliest of the following:
* The date of delivery of goods

* The date of issuance of the invoice

* The date of payment

For a supply of services, the tax point is the earliest of the following:
* The date of completion or performance of the services

* The date of issuance of the invoice

* The date of payment

If an invoice is issued within 14 days after the date of delivery of the goods or the performance
of the services, the tax point is the invoice date, unless this date is overridden by the date of an
earlier payment. The period of 14 days may be extended with the approval of the VAT authorities.

Deposits and prepayments. Prepayments create a tax point for Cypriot VAT purposes for the value
of the paid amount. However, in the case of intra-Community supplies, a prepayment does not
create a tax point for Cypriot VAT purposes.

Continuous supplies of services. In the case that no invoices have been issued and/or no payments
have been made for a period of a calendar year, an annual tax point is created.
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Goods sent on approval for sale or return. Goods sent for “sale or return” are considered as a sup-
ply of goods for VAT purposes, only where it is certain that the sale will take place (i.e., client
shows intention to keep the goods or pays for the goods).

If no sale or return of the goods takes place within a period of 12 months and the 12-month
period has elapsed, then the tax point is created at 12 months. Where it is certain that the sale
will take place, the normal tax point rules in relation to goods apply (as per the above) being the
earliest of delivery, invoice issuance or payment.

Reverse-charge services. For reverse-charge supplies, the tax point is the earliest of:
¢ The date of completion or performance of the services

* The date of issuance of the invoice

* The date of payment

For continuous supplies of reverse-charge services, please refer to the paragraph below for con-
tinuous supplies of services.

Leased assets. There is no special time of supply rule for leased assets. As such, the normal tax
point rules for goods apply (see above). In accordance with CJEU case law, financial leases
where the economic rationale lies in acquiring the asset at the end of the lease may be considered
to be supplies of goods and VAT on the full amount of the asset’s value is due from the onset of
the lease.

Imported goods. The time of the supply for imported goods is either the date of importation, or
the date on which the goods leave a duty suspension regime.

Intra-Community acquisitions. For an intra-Community acquisition of goods, the tax point is the
earliest of the following:

* The 15th day of the month following the month in which the goods are sent

* The date of issuance of the invoice by the supplier

Intra-Community supplies. For an intra-Community supply of goods, the tax point is the earliest

of the following:

* The 15th day of the month following the month in which the supplier sent the goods, or the
recipient receives them in order to transfer them outside Cyprus

* The date of the issuance of the invoice by the supplier

F. Recovery of VAT by taxable persons

A taxable person may recover input tax, which is VAT charged on goods and services supplied
to it for business purposes. Input tax is generally recovered by deduction from output tax, which
is VAT charged on supplies made.

Input tax includes VAT charged on goods and services supplied within Cyprus, VAT paid on
imports of goods and VAT self-assessed on the intra-Community acquisition of goods and re-
verse-charge services (see the chapter on the EU).

A valid tax invoice or customs document must generally accompany a claim for input tax.

Nondeductible input tax. Input tax may not be recovered on purchases of goods and services that
are not used for business purposes (for example, goods acquired for private use by an entrepre-
neur). In addition, input tax may not be recovered for some items of business expenditure.

The following lists provide some examples of items of expenditure for which input tax is not
deductible and examples of items for which input tax is deductible if the expenditure is related
to a taxable business use.
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Examples of items for which input tax is nondeductible
« Purchase, hire and lease of saloon cars
* Accommodation, food and entertainment (other than for employees)
* Private expenditure

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Purchase, hire, lease and maintenance for vans and trucks
* Fuel
* Parking costs
* Attending conferences, seminars and training courses
* Business gifts (if valued at more than EUR17.09, output tax is due)
* Business use of home telephone
* Mobile phones (the invoices must be issued in the name of the business)
* Advertising

Partial exemption. Input tax directly related to the making of exempt supplies is generally not
recoverable. If a Cypriot taxable person makes both exempt and taxable supplies, it may not
recover input tax in full. This situation is referred to as “partial exemption.”

Input tax directly relating to taxable supplies is fully recoverable and input tax directly relating
to exempt supplies is not recoverable. Nonattributable input tax must be apportioned. The stan-
dard method for apportioning input tax is to multiply nonattributable input tax by the ratio of the
value of taxable supplies to the value of total supplies.

The VAT authorities may approve or direct the use by a taxable person of another reasonable
method if the result achieved by the standard method is considered to be distortive.

The services supplied by businesses in the insurance and financial sectors are generally exempt
from VAT, with no right to input tax deduction. However, input tax paid by businesses that pro-
vide insurance and financial services, such as insurance companies, banks and other financial
institutions, may be reclaimed if these services are supplied to persons established in countries
outside the EU. Services covered by this measure include the supply of life and general insur-
ance, the granting of loans and other credit facilities, the operation of bank accounts, foreign-
exchange dealings and transactions that relate to shares, bonds and other securities.

If a business provides services described above to customers both in the EU and outside the EU,
the amount of refundable input tax is apportioned accordingly.

Capital goods. Capital goods are items of capital expenditure that are used in a business over
several years. Input tax is deducted in the VAT year in which the goods are acquired. The amount
of input tax recovered depends on the taxable person’s partial exemption recovery position in the
VAT year of acquisition and first use. However, the amount of input tax recovered for capital
goods must be adjusted over time if the taxable person’s partial exemption recovery percentage
changes during the adjustment period.

The capital goods scheme in Cyprus applies to the following transactions:

* The acquisition of tangible fixed assets maintained and used by a business (the cost of repairs
and maintenance are not included in the value of the tangible fixed assets) and intangible fixed
assets such as the use of property rights, trademarks, patents and goodwill that have more than
one use and a value of EUR17,086 or more

* The transfer of all or part of a building including the land if the transfer takes place before the
first occupation

* The transfer of ownership of all or part of a building including the land under a sales or lease
agreement that is transferred at the end of the agreement, if the transfer takes place before the
first occupation
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* The construction of buildings constructed by a taxable person on immovable property not
owned by the taxable person

The input tax adjustment lasts for a period of five years for the capital goods except for immov-
able property for which the input tax adjustment lasts for a period of 10 years.

The adjustment is applied each year following the year of acquisition to a fraction of the total
input tax. The adjustment may result in either an increase or a decrease of deductible input tax,
depending on whether the ratio of taxable supplies made by the business has increased or
decreased compared with the year in which the capital goods were acquired and first used.

Refunds. If the amount of input tax recoverable in a quarterly period exceeds the amount of out-
put tax payable in that period, the taxable person has an input tax credit. The input tax credit is
offset against future payments or it is refunded to the taxable person after submission of a claim
electronically through the “TAXISnet” system if the input tax relates to one of the following
categories:

» The making of zero-rated supplies

* The supply of services provided outside Cyprus

* The acquisition of fixed assets

In addition late refunds may be eligible for interest under certain conditions.

Pre-registration costs. VAT costs paid on the purchase of services during the six months prior to
the effective date of registration can be recovered, and for the purchase of goods, the recoverable
period is three years prior to the effective date of registration.

Write-off of bad debts. Where a taxable supply has been made, the VAT has to be accounted and
paid for with reference to the quarter in which the tax point falls, irrespective of whether payment
has been received from the customer. The VAT can be recovered after making a claim to the
Commissioner of VAT on the grounds that payment from the customer has not been received
provided that:

» The VAT on the supply has been paid to the VAT authorities.

* The consideration for the supply has been written off in the vendor’s records as a bad debt.

* All necessary steps to recover the consideration have been taken.

* A period of 12 months has elapsed.

A claim must be made within a period of four years following the later of:

* The date on which the consideration that has been written off as a bad debt becomes due and
payable
Or

* The date of supply

Where the purchaser is a taxable person, the claimant must notify that purchaser that bad debt
relief is being claimed.

Noneconomic activities. A taxable person who is engaged in noneconomic activities, such as
holding activities, may not deduct input tax on local and reverse-charge expenses that are direct-
ly related to noneconomic activities.

A taxable person that carries out both economic and noneconomic activities and that purchases
local and reverse-charge services relating both to its economic and noneconomic activities must
apply a reasonable basis for the apportionment of the input tax on the general overhead expenses
to economic and noneconomic activities. A taxable person may deduct the portion of input tax
based on this reasonable percentage of input tax attributed to economic activities of the taxable
person.
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G. Recovery of VAT by non-established businesses

Cyprus refunds VAT incurred by businesses that are not established in Cyprus nor registered for
VAT there. Non-established businesses may claim Cypriot VAT to the same extent as VAT-
registered businesses.

EU businesses. For businesses established in the EU, refund is made under the terms of the EU
2008/9/EC Directive. For businesses established outside the EU, refund is made in accordance
with the terms of the EU 13th Directive.

For a person registered for VAT in an EU country, a claim for repayment must be made by 30
September of the calendar year following the refund period. To obtain a refund of Cypriot VAT,
a taxable person not established in Cyprus must submit an application in electronic format in the
EU Member State of its establishment via the electronic portal of that Member State.

If the refund application relates to a refund period of less than one calendar year but not less than
three months, the minimum amount of VAT for which an application for a refund can be submit-
ted is EUR400. If the refund application relates to a refund period of a calendar year or the
remainder of a calendar year, the minimum amount of VAT for which an application for a refund
can be submitted is EURS0.

Non-EU businesses. For a person established in a country outside the EU, the refund system
applies if that country provides reciprocal arrangements for similar repayments to be made to
Cypriot businesses. In addition, to take advantage of this refund system, the person must not be
established or registered in any of the other EU Member States.

For persons established in a country outside the EU, claims with respect to VAT incurred in the
one-year period from 1 July to 30 June must be made within six months of the end of that one-
year period (that is, by 31 December).

Claims may be submitted in Greek. The application for refund must be accompanied by the
appropriate documentation (see the chapter on the EU).

The minimum claim period is three months; the maximum period is one year. The minimum
claim for a period of less than a year is EUR25.63. For an annual claim, the minimum amount is
EUR205.03.

Applications for refunds of Cypriot VAT may be sent to the following address:

Commissioner of Tax
VAT Headquarters
1471 Nicosia

Cyprus

H. Invoicing

VAT invoices. A Cypriot taxable person must generally provide a VAT invoice for all taxable sup-
plies made, including exports and intra-Community supplies. Invoices are not automatically
required for retail transactions valued at less than EURSS (if the supply is not to a person in
another EU Member State), unless requested by the customer.

A VAT invoice is necessary to support a claim for input tax deduction or a refund under the EU
2008/9/EC Directive or 13th Directive refund schemes (see the chapter on the EU).

An invoice should be issued, if a prepayment has been received for the supply of goods or ser-
vices to a customer.
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Credit notes. A VAT credit note may be used to reduce the VAT charged and reclaimed on a sup-
ply of goods or services. Credit notes adjusting the initial amount of VAT charged may be issued
if a genuine mistake or overcharge has been made or if agreement on a discount has been
reached. To be valid for VAT purposes, the credit note must be issued within one month after the
date on which the mistake is discovered or the agreement on the discount is reached. It must be
marked “Credit Note” and contain details of the original supply and the circumstances under
which the credit is given (for example, return of faulty goods).

Electronic invoicing. Cyprus VAT law permits electronic invoicing in line with EU Directive 2010/45/
EU (see the chapter on the EU).

Simplified VAT invoices. Simplified invoices are allowed for retail supplies where the gross value
does not exceed EURS85. Such invoices must contain the name, address and VAT number of the
supplier, the date of issue, a description of goods supplied, the total gross value of the goods
inclusive of VAT, as well as for each applicable VAT rate — the total amount payable inclusive
of VAT together with the applicable VAT rate.

Self-billing. Cyprus VAT law permits self-billing upon pre-approval from the Tax Commissioner
and subject to certain conditions in line with the EU VAT Directive. The person operating the
self-billing system is liable for any understated VAT. There are various requirements for self-
invoicing and the mutual consent of the two parties is a prerequisite. Such requirements among
others include:

* The existence of a self-billing agreement between the parties, whereby the customer will be

authorized to bill itself for supplies by the supplier (no invoicing by supplier)

* Period for the effect of such agreement is 12 months, unless prolonged by the Tax Commissioner
* Self-billing documentation to be signed by both parties

Proof of exports and intra-Community supplies. Cypriot VAT is not chargeable on supplies of

exported goods or on intra-Community supplies of goods (see the chapter on the EU). However,

to qualify as VAT-free, exports and intra-Community supplies must be supported by evidence that

the goods have left Cyprus. Acceptable proof includes the following documentation:

* For an export, a copy of the export document, officially validated by the Department of Cus-
toms and Excise, showing the supplier as the exporter

* For an intra-Community supply, a range of commercial documentation, such as purchase orders,
transport documentation, proof of payment and contracts

Foreign currency invoices. If Cypriot VAT is charged on an invoice, the invoice must be issued in
euros (EUR), effective from 1 January 2008. If an invoice is issued in foreign currency, the
amount before VAT and the VAT amount must be converted to euros using the exchange market
rate or the rate issued by the Department of Customs and Excise.

Supplies to nontaxable persons. A VAT-registered person who carries out a taxable supply of goods/

services to a nontaxable person/consumer in Cyprus should issue a legal receipt at the time of

the supply. The legal receipt should include at least the following:

* Date of issuance

* Serial/ID number

* The name, address and VAT registration number of the supplier

« Sufficient description of the goods/services supplied

* Total gross amount inclusive of VAT

« For each applicable VAT rate, the total gross amount inclusive of VAT together with the relevant
VAT rate

* Indication of whether it relates to cash payment, prepayment or otherwise

Records. In principle, the records that a Cypriot VAT-taxable person needs to be maintained
should be stored in Cyprus.
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However, there is the option for the taxable person to store its records outside Cyprus, provided
that the Tax Commissioner is notified in advance and provided that online access to the data is
available. Invoices, whether in paper or electronic format, must be stored in the original form in
which they have been sent or made available.

Upon request of the Tax Commissioner, the records of a Cypriot VAT taxable person need to be
available to the authorities within a period of five days.

Record retention period. Every taxable person has an obligation to keep records on all its sup-
plies, either electronically or manually and these records need to be maintained for a period of at
least six years.

Electronic archiving. Electronic archiving is allowed in Cyprus. Online access to information is
allowed under certain conditions.

I. Returns and payment

Periodic returns. Cypriot VAT returns are submitted for quarterly periods. Quarterly VAT returns
must be filed by the 10th day of the second month following the end of the VAT quarter.

Periodic payments. Any VAT due must be paid by the same date as VAT return submission, i.e.,
by the 10th day of the second month following the end of the VAT quarter. Payment of the VAT
due can be made at the till of any commercial bank in Cyprus, by wire transfer or through des-
ignated internet banking services of selected major banks in Cyprus.

Electronic filing. Since May 2017, submission of VAT returns, Intrastat and VIES forms is only
possible through the “TAXISnet” system. This does not apply for retrospective VAT returns, final
VAT returns before VAT deregistration as well as revised Intrastat and VIES forms, which must
be submitted in printed form and duly authorized. The deadlines for submission have not
changed, following the abolition of paper-based returns and forms.

Payments on account. Payments on account are not required in Cyprus.
Special schemes.

Profit margin scheme. The method of calculating the taxable value and output tax of supplies of
secondhand goods differs from the standard rules, as do the records that a taxable person is
required to keep. The tax due is taken to be included in the gross margin of the trader, provided
that a margin has been realized. The sale of assets previously used by a company is a taxable
supply if the company is already a taxable person.

Farming. Sales by farmers of their produce are standard rated; alternatively, farmers can choose
to claim 5% of the value of their sales to taxable persons as notional input tax and do not have
to charge output tax.

Tour operators. The method of calculating the taxable value for tour operators is taken to be the
travel agent’s gross margin on the sale of package tours after deduction of the actual cost to the
travel agent.

Retail schemes. Under these schemes, the method of calculating the taxable value and output tax
on supplies deviates from the general rules, as do the books and records that retailers must keep.

Retail export scheme. This is an optional scheme for registered retailers where a supply of goods,
on which a positive rate of VAT was originally imposed, is converted to a zero-rated supply,
through correction of the VAT account after the retailer receives certification from customs that
the goods were exported.



330 CyPRrRUS

Cash accounting. The scheme is applicable since 20 December 2013 for businesses whose turn-
over does not exceed EUR25,000 in the last 12 months.

Annual returns. Annual returns are not required in Cyprus.
Supplementary filings.

Intrastat. A Cypriot taxable person that trades with other EU countries must complete statistical
reports, known as Intrastat, if the value of either its sales or purchases of goods exceeds certain
thresholds. Separate reports are required for intra-Community acquisitions (Intrastat Arrivals)
and for intra-Community supplies (Intrastat Dispatches).

The Intrastat thresholds for 2019 are EUR160 for Arrivals and EURS5,000 for Dispatches. In
addition, special thresholds have been set at EUR2.7 million annually for Arrivals and EURS.8
million for Dispatches. Traders that make intra-Community supplies and acquisitions below
these thresholds are not required to complete all the information required on the Intrastat return.
Intrastat forms are submitted electronically through the TAXISnet system and has been obliga-
tory for all taxable persons who are registered for Intrastat purposes in Cyprus and submit
monthly Intrastat forms to the VAT authorities. Intrastat returns must be submitted electronically
by the 10th day of the month following the end of the month to which they relate. Cypriot taxable
persons must complete Intrastat declarations in euros, rounded up to the nearest whole number.
The Intrastat return period is monthly.

EU Sales Lists. Every VAT-registered person who supplies goods and/or provides services to
VAT-registered persons in other EU Member States has been required to submit an EU Sales List
(i.e., a VIES form) every month to the Cypriot VAT authorities.

The VIES form must be submitted electronically by the 15th day of the month following the end
of the relevant month. The VIES form must be submitted even if no intra-Community supplies
are made in the month.

Digital reporting. VAT returns must be filed electronically.

J. Penalties

Penalties for late registration. A penalty is applied to late registration equal to EURSS5 for each
month the failure continues.

Penalties for late payment and filings. A one-off penalty of EUR51 per late submitted VAT return.
Late payment of an outstanding VAT amount results in the imposition of a penalty of 10% of the
outstanding amount. Interest is charged at the rate of 2.0% per annum on the outstanding amount
and the penalty (interest is calculated for complete months).

For Intrastat forms, a one-off penalty of EURI1S is imposed for each late submitted form. Any
omission or delay in submission of Intrastat forms for a period beyond 30 days constitutes a
criminal offense and in case of conviction the penalty may reach up to EUR2,562.

For VIES forms, a one-off penalty of EURSO0 is imposed for each form that is submitted late.
Continuous omission to submit the VIES forms constitutes a criminal offense and in case of
conviction the penalty may reach up to EUR850.

Penalties for errors. Penalties may be also assessed for the following offenses:
« Failure to apply the reverse charge: a penalty of EURSS

« Failure to keep records for a prescribed period: a penalty of EUR341

* Issuing an unauthorized invoice: a penalty of EUR85

Penalties for fraud. Fraudulent evasion of VAT may be penalized by up to three years’ imprison-
ment or a fine up to three times the amount due, or both.
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Receipt of goods on which VAT was evaded may result in up to 12 months’ imprisonment or a
fine of EURS,543, or both.

VAT shown in assessments issued by the VAT Commissioner and not paid may result in up to 12
months’ imprisonment or a fine of EURS,543, or both.

In accordance with legislation and recent case law, any persons of authority, i.e., directors and
secretaries, may be also liable for the above offenses.
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A. At a glance
Name of the tax
Local name
Date introduced
Trading bloc membership
Administered by
VAT rates

Standard

Reduced

Other
VAT number format
VAT return periods

Thresholds

Registration
Established
Non-established

Distance selling

Intra-Community
acquisitions

Electronically supplied
Services (MOSS)

Recovery of VAT by
non-established businesses

B. Scope of the tax

Value-added tax (VAT)

Dan z pridane hodnoty

1 January 1993

European Union (EU) Member State
Ministry of Finance (www.mfcr.cz)

21%
15% and 10%
Zero-rated (0%) and exempt

CZ then 8 to 10 digits ranging from 0 to 9

Monthly
Quarterly

CZK1 million (EUR40,000
None

CZK1.14 million (EUR45,600)
CZK326,000 (EUR13,040)

EUR10,000

Yes

VAT applies to the following transactions:
* The supply of goods or services made for consideration in the Czech Republic by a taxable
person acting as such, including the transfer of real estate
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* The intra-Community acquisition of goods for consideration made in the Czech Republic by a
taxable person acting as such (see the chapter on the EU)

* The intra-Community acquisition of goods by a legal entity that has not been founded or estab-
lished for the purpose of carrying on business activity (see the chapter on the EU)

* The acquisition of a new means of transport from another Member State of the EU for consid-
eration by a person who is not a taxable person (see the chapter on the EU)

* The importation of goods into the Czech Republic regardless of the status of the customer.

C. Who is liable

A taxable person is an individual or business that independently carries out economic activities.
In addition, a taxable person is a legal entity that was not established for the purpose of doing
business if it undertakes economic activities. Employees, including executives/members of board
of directors, are deemed not to perform the activity independently of the business. There are two
different kinds of VAT registrations in the Czech Republic — VAT payers and VAT identified
persons.

Businesses that exclusively make exempt supplies, that is, supplies that are exempt without the
right to deduct input tax, may not register for VAT.

A taxable person that is established in the Czech Republic must register as a VAT payer particu-
larly in any of the following circumstances:

* The taxable person’s turnover in the preceding 12 consecutive calendar months exceeded CZK1
million. A taxable person must file an application for VAT registration by the 15th day of the
calendar month following the month in which the threshold was exceeded. The taxable person
then becomes an effective VAT payer as of the first day of the second month following the month
in which the turnover threshold was exceeded. The turnover is calculated only from supplies with
the place of supply in the Czech Republic, either taxable or exempt from VAT with credit.
Certain supplies exempt from VAT without credit are also included unless performed occasion-
ally. The sale of long-term assets is generally not included either, unless the sale of long-term
assets is a common business activity of the taxpayer.

The taxable person provides a service (with the exception of an exempt-without-credit service)
with a place of supply in the Czech Republic, or it effects distance sales to the Czech Republic
with a place of supply in the Czech Republic through its fixed establishment located outside
the Czech Republic. The taxable person must file an application for VAT registration by the
15th day following the tax point of the supply.

The taxable person engages in certain other specified transactions. For example, a taxable per-
son acquires a property from a VAT payer based on the transfer of a going concern agreement,
or a taxable person becomes a successor company in a business transformation in which the
dissolving company is a VAT payer.

.

A taxable person that is established in the Czech Republic and is not a VAT payer must register

as an identified person for VAT in the following circumstances:

* It acquires goods from another EU Member State subject to tax (with the exception of acquisi-
tion of goods made by a middle man under the simplified rules of triangulation). This applies
also to nontaxable legal persons.

« It receives a service subject to the reverse-charge mechanism (in general, see Article 44 of EU
Directive 2006/112/EC) from a non-established business. The taxable person must file an
application for registration by the 15th day following the tax point of the service (see Section
E).

* It receives a service according to Article 47, 48, 53, 55 or 56 of EU Directive 2006/112/EC,
goods with installation, or electricity or gas from a non-established business, and the place of
supply for such item is in the Czech Republic. The taxable person must file an application for
registration by the 15th day following the tax point of the supply.
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« It provides an Article 44 service with a place of supply in another EU Member State except for
services that are VAT exempt in another EU Member State. The taxable person must file an
application for registration by the 15th day following the tax point of the service.

Exemption from registration. The VAT law in the Czech Republic does not contain any provision
for exemption from registration. Businesses that exclusively make exempt supplies, that is, sup-
plies that are exempt without the right to deduct input tax, may not register for VAT.

Voluntary registration and small businesses. Both established and non-established taxable persons
may register for VAT voluntarily if they will make supplies with credit in the Czech Republic.

An established VAT taxable person may register as a VAT identified person provided:

« It is going to supply electronic, telecommunication or broadcasting services using the Mini One-
Stop Shop regime where the Czech Republic will be the state of the VAT identification.

« [t is going to receive services, goods with installation or supply of gas and electricity from non-
established supplier with the place of supply in the Czech Republic.

« It is going to supply services with the place of supply in another EU Member State according
to Article 44 except for services that are VAT exempt in that EU Member State.

Regardless, if a taxable person is established or non-established in the Czech Republic, it may
opt to register as a VAT identified person provided it is going to acquire goods from another EU
Member State.

Group registration. A group registration for VAT purposes is possible in the Czech Republic.
Legal entities that are closely connected (through capital or management) may choose to register
as a VAT group. A VAT group is treated as a single taxable person, where members of the VAT
group are not regarded as independent taxable persons. Only persons established in the Czech
Republic may be part of a VAT group. As a result, any establishments (seat or fixed establish-
ment) of such persons outside the Czech Republic may not be part of a VAT group. The group
members share a single VAT number and submit a single VAT return.

An application for group registration must be filed before 31 October for the group registration
to be effective from 1 January of the following year. The minimum time frame for which the VAT
group can exist, is one year.

Non-established businesses. For the purposes of determining if a person is liable for payment of

VAT to tax authorities, the Czech VAT Act defines a non-established business as a taxable person

that:

* Does not have a seat or fixed establishment in the Czech Republic

* Has a fixed establishment that does not participate in the effected supply of goods or services
in the Czech Republic

There are two different kinds of VAT registrations of persons without a seat in the Czech
Republic — VAT payers and identified persons.

A taxable person not established in the Czech Republic must register as a VAT payer particularly

in any of the following circumstances:

« It makes a taxable supply of goods (including distance selling) or provision of service with the
place of supply in the Czech Republic except for the supplies subject to reverse-charge mecha-
nism or the Mini One-Stop Shop regime. The taxable person must file an application for VAT
registration by the 15th day following the tax point of the supply.

* It makes an intra-Community supply of goods from the Czech Republic to another EU Member
State. The taxable person must file an application for VAT registration by the 15th day follow-
ing the tax point of the supply.

» Certain other specified transactions occur. For example, a taxable person acquires a property
from a VAT payer based on the transfer of a going concern agreement, or a taxable person



CzEcH REPUBLIC 335

becomes a successor company in a business transformation in which the dissolving company
is a VAT payer.

Similarly, as in the case of taxable persons established in the Czech Republic, a taxable person
without a seat in the Czech Republic must register as an identified person for VAT in any of the
following circumstances:

« It acquires goods from another EU Member State subject to tax (with the exception of acquisi-
tion of goods made by a middle man under the simplified rules of triangulation). This applies
also to nontaxable legal persons.

* A fixed establishment of a taxable person without a seat in the Czech Republic receives a ser-
vice subject to the reverse-charge mechanism from a non-established business or it receives a
service, goods with installation, or electricity or gas from a non-established business, and the
place of supply for such item is in the Czech Republic or it provides a service with a place of
supply in another EU Member State.

The taxable person must file an application for registration by the 15th day following the tax
point.

Tax representatives. The concept of fiscal representative (as a person required to apply and pay
VAT) was abolished, effective from 1 January 2005. Nevertheless, general rules concerning rep-
resentation for tax proceedings (including the possibility of representing a person with respect to
tax registration) may apply.

VAT registration applications for non-established businesses must be sent to the following
address:

Tax Authority for Moravian-Silesian Region, Territorial branch Ostrava I (Financni urad pro
Moravskoslezsky kraj - Uzemni pracoviste Ostrava I)

Jureckova 940/2

700 39 Ostrava

Czech Republic

Reverse-charge services. In general, the reverse charge applies to services, supply of goods with
installation, supply of gas and electricity with the place of supply in the Czech Republic if pro-
vided by a non-established supplier in the Czech Republic to a Czech-established taxable person
(a VAT payer or an identified person). Further, the reverse charge applies to supplies of goods
with the place of supply in the Czech Republic if provided by a taxable person not established
and not registered as a VAT payer in the Czech Republic to a purchaser that is a VAT payer in the
Czech Republic.

Domestic reverse charge. Certain local transactions (supplies between persons registered for

Czech VAT and acting as taxable person) are subject to the reverse charge. For example:

* Supplies of construction services, including supply of construction staff

* Supplies of gold

* Certain types of waste

* Emission allowances

* Supplies of immovable property (real estate) in cases the supplier opted for taxation

* Supply of electricity and gas to a trader via distribution systems or networks including transfer
of guarantees of the origin of an energy source

* Certain telecommunication services

Additionally, the local reverse charge applies to certain commodities for transactions exceeding
CZK100,000, for example:

* Mobile phones

* Laptops and tablets

* Game consoles
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* Certain integrated circuits
* Cereals and technical crops
¢ Certain raw or semi-processed metals

The vendor and the customer may agree in written form to waive the threshold and apply the
reverse charge also to supplies not exceeding CZK100,000.

Digital economy. Special EU VAT place of supply rules apply to business-to-consumer (B2C)
supplies (i.e., supplies to non-VAT-taxable customers) of digital services. Supplies of digital
services to EU consumers are subject to VAT in the Member State where the customer belongs.
Consequently, where the customer is established in the Czech Republic, Czech VAT will be due.

Generally, any taxpayers making B2C supplies of digital services are required to register for VAT
in each EU Member State where they have customers or register for the Mini One-Stop Shop
(MOSS).

As of January 2019, there is an exception from the general rule for place of supply of B2C digi-
tal services — if a supplier has its seat of business in one EU Member State and does not have
any fixed establishment in other EU Member States, or has its seat of business in non-EU state
and fixed establishment only in one EU Member State, and the total amount of sales has not
exceeded EUR10,000 neither in current nor in preceding calendar year, the place of supply is
where the supplier is established. A taxable person may however opt for general rule of place of

supply.

Mini-One-Stop Shop. The place of supply of telecommunications, broadcasting and electronic
services to non-VAT taxable customers is the place of the service recipient If a non-established
taxable person supplies these services to Czech customers, it could either register for VAT in the
Czech Republic or apply MOSS simplification in its country of establishment.

Online marketplaces and platforms. Special rules for distance selling of goods by non-EU sup-
plier will be introduced starting from January 2021 implementing EU Directive 2017/2455/EU.
According to these rules, if the goods are sold to the final EU customers from the non-EU des-
tination using an online marketplace or platform, the online marketplace or platform is deemed
to be the one that acquires the goods and supplies the goods to EU customer itself. This will lead
to VAT registration of marketplaces/platforms in EU countries of destination or in one EU coun-
try using One-Stop Shop procedure. At the time of preparing this chapter, the amendment of the
VAT Act implementing these changes had not been released.

Vouchers. There are two types of vouchers that need to be distinguished — single-purpose
voucher (SPV) and multi-purpose voucher (MPV). The voucher is regarded as SPV if upon the
issue of the voucher at least place of supply and VAT rate of future transaction is known. Such a
voucher is taxed upon any transfer (VAT inclusive), while the actual supply of goods or services
in return for voucher is not taxed. If, however, the SPV is redeemed by a person who did not issue
the voucher, the redeemer will be deemed to provide the supply to the issuer. Any other voucher
shall be treated as MPV and shall be taxed upon actual supply of goods or services.

Registration procedures. A taxable person that becomes a VAT payer by law or would like to
register for VAT must file electronically an application form that is available online in the Czech
language on the Czech Ministry of Finance website at http://www.mfcr.cz by the 15th day fol-
lowing the tax point of the supply. The Tax Administrator should issue an official registration
decision within 30 days from the date a complete and correct application for registration (includ-
ing all relevant documents) is filed.

Deregistration. If a company does not perform economic activities it is deregistered for VAT. The
tax authorities also deregister a VAT payer if it effects only VAT-exempt supplies without credit
or if it does not make any supplies within 12 consecutive calendar months without notification
of reasons.
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An established taxable person may apply for deregistration if either of the following occurs:

« Its turnover falls below the registration threshold. Although deregistration is not compulsory in
these circumstances, it may be requested after one year from the registration date, at the earli-
est, if the taxable person’s turnover did not exceed CZK1 million in the immediately preceding
12 calendar months.

* It ceases to effect economic activity in the Czech Republic.

A non-established taxable person may apply for deregistration if either of the following occurs:

« It did not make any taxable supplies or supplies of goods to another EU Member State that are
exempt with credit in the Czech Republic within the previous six consecutive calendar months,
except for taxable supplies from which the recipient would be obliged to declare output tax
under the reverse-charge mechanism, or supplies of goods that would qualify for triangular
simplification if the supplier were not registered for VAT in the Czech Republic.

* It ceases to carry out economic activities in the Czech Republic.

A non-established business will be deregistered by the tax authorities if it did not make any tax-
able supplies or VAT-exempt supplies with credit in the preceding 12 calendar months.

The VAT registration will be also canceled by the tax authorities in certain specific cases if the
VAT payer breaches its tax administrative obligations.

A VAT-identified person may apply for deregistration if it is not registered for MOSS in the

Czech Republic and any of the following circumstances exist:

« Its liability to account for VAT (e.g., from incurred services, supplies of goods with installation
or assembly) did not arise within the previous six consecutive calendar months.

* Neither in the current calendar year nor in the preceding year has it acquired goods from
another EU Member State subject to Czech VAT.

« It ceased to effect economic activity in the Czech Republic.

The tax authorities may deregister an identified person if the person was not liable to declare any
VAT in two previous calendar years. A group registration may be canceled only as of 31 Decem-
ber. The application must be filed before 31 October of the current year. Otherwise, the group
registration will be canceled as of 31 December of the following year.

Deregistration shall be supported by sufficient evidence that the conditions for deregistration are
fulfilled.

Guarantee for unpaid VAT. The VAT law stipulates several instances when purchasers may be held

liable (as guarantor) for unpaid VAT by the seller, such as:

* The purchaser knew or should have known at the moment the transaction was carried out or
paid for that VAT would not be paid by the seller.

* The seller is blacklisted as an unreliable VAT payer, which is any VAT payer that seriously
breaches its obligations as stipulated by the tax law. The status of an unreliable VAT payer is
published on websites of the Ministry of Finance.

* The consideration is obviously different from a fair market price, and the reason is not prop-
erly explained.

* The consideration exceeds CZK 540,000 and is paid by bank transfer partly or in full to a bank
account that is not properly published on the websites of the Ministry of Finance.

* The consideration is paid using a virtual currency.

* The consideration is paid to a foreign bank account.

* The supplier of fuels was not at the moment of supply properly registered as a distributor of
fuels according to the relevant legislation.

The VAT guarantee can be avoided if the purchaser agrees with the seller that the amount of VAT
will be remitted directly to the bank account of the tax authorities.
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D. Rates

In the Czech Republic, the term “taxable supplies” refers to supplies of goods and services that
are liable to a rate of VAT.

The following are the VAT rates:
« Standard rate: 21%

* Reduced rates: 15%, 10%

o Zero-rated: 0%

The standard rate of VAT applies to all supplies of goods or services, unless a specific measure
provides for the reduced rate or exemption.

Some supplies are classified as “exempt-with-credit” or “zero-rated,” which means that no VAT
is chargeable, but the supplier may recover input tax related to the supply.

Examples of goods and services taxable at 0%
* Exports of goods
* Intra-Community supplies of goods
« International transportation of passengers and their luggage
* Transport and services directly related to the importation or exportation of goods

Examples of goods and services taxable at 10%
* Public transport (excluding private ski lift)
* Heating
» Books and magazines subject to certain conditions
* Medications
* Medications for veterinary use
* Necessary baby food

Starting from 1 May 2020, the list of items included in 10% VAT rate will be extended, for
example:

* Restaurant and catering services, including serving draft beer

* Household cleaning services

* Bicycle repairs, footwear and clothing repairs

* Children, senior and disabled homecare

* Hairdresser and barber services

* Drinking water supplied through a pipe

» Water distribution and treatment of sewage

* E-books

Examples of goods and services taxable at 15%

* Foodstuffs

* Repairs and work on medical instruments

* Nonalcoholic beverages

* Air passenger transport

* Services of fitness centers

* Certain medical equipment and pharmaceuticals

* Medical and social care (unless exempt)

* Children’s car safety seats

* Cultural and sporting activities

* Funeral services

* Transfers of “housing provided as part of a social policy” (“social housing” includes apart-
ments with a maximum floor area of 120 square meters and family houses with a maximum
floor area of 350 square meters)
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The term “exempt supplies” refers to supplies of goods and services that are not liable to VAT
and that do not qualify for input tax deduction. These supplies are sometimes referred to as
“exempt without credit.”

Examples of exempt supplies of goods and services

* Basic postal services

* Insurance

* Financial services

* Transfer of real estate (after lapse of five years from issuance of first building permit, first
approval for use or from the first use; substantial change of the real estate restarts the five-year
exemption test) or non-building land

* Rent of real estate (excluding short-term rent, rent of parking space, safety boxes and machines)

* Education

* Betting and gambling

* Medical care

* Social welfare

Option to tax for exempt supplies. Under certain conditions, a VAT payer can opt to tax a supply
of real estate or non-building land that qualifies for exemption, if approved by the customer. In
case the supplier opts for taxation of supply of real estate to another VAT payer, the latter is
obliged to pay the VAT by the local reverse-charge mechanism.

A VAT payer can also opt to tax a rent of real estate if a tenant is also a VAT payer and will use
the immovable property for his economic activities. Starting from 1 January 2021, this option of
taxation will be limited to renting of nonresidential buildings only.

E. Time of supply

VAT is charged at the time of the earlier of the following events (known as the tax point):
* A taxable supply is carried out.
» Payment for the supply is received.

Supply of goods is generally considered to be carried out on the date of supply (delivery).

Supply of services is generally considered to be carried out on the date on which the service is
performed or the date on which the tax document is issued, whichever date is earlier.

Deposits and prepayments. If the payment is received by the supplier before the supply takes
place, the supplier is generally obliged to issue the VAT document for the received payment and
declare and pay output tax. This does not apply if the taxable supply is not sufficiently specified
upon the receipt of the payment or if the prepayment relates to supplies with different VAT rates
or VAT regimes.

Continuous supplies of services. If the service is provided for a longer period, the parties can agree
on the partial supplies in the contract. In such a case, the days of supply are the days agreed in
the contract. Alternatively, if there is no such agreement between the parties, the day of supply is
the last day of the period in which the service is provided unless payment is received earlier.

If the taxable supply is being provided in the Czech Republic for more than twelve (12) calendar
months, it is regarded as having taken place, at the latest, on the last day of each calendar year,
following the calendar year in which the provision of the supply began, except for services sup-
plied based on a decision of the public authorities and paid by the state (e.g., ex offo attorney) or
services of the insolvency administrator.

Goods sent on approval for sale or return. There are no special time of supply rules in the Czech
Republic for supplies of goods sent on approval for sale or return.
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Reverse-charge services. For reverse-charge services, the tax point is the earliest of the following

dates:

* The date on which the service is rendered (specific rules may apply to particular types of ser-
vices).

* The date on which consideration is paid. This does not apply if the taxable supply is not suffi-
ciently specified upon the receipt of the payment or if the prepayment relates to supplies with
different VAT rates or VAT regimes.

* The last day of each calendar year if the service is being provided for more than 12 calendar
months and if no consideration is paid during this period.

Leased assets. The time of supply of leased assets depends on the type of leasing and contrac-

tual documentation agreed between the parties.

* In case of financial leasing where the customer is allowed to buy the asset after the leasing, the
time of supply is the date on which the asset is handed over to the customer if under the normal
course of events the customer will likely buy the asset at the end of lease.

* In the case of a standard lease, the VAT is payable upon the agreed monthly or quarterly install-
ments.

Imported goods. The time of supply for imported goods is either the date of release of goods for
free circulation (or another customs procedure that leads to a liability to pay VAT) or the date on
which the goods leave a duty suspension regime.

Import VAT liability needs to be reported by the VAT payers in the VAT return (postponed
accounting). It is administered by the tax authorities instead of the customs authorities.

The purchaser must self-assess output tax at the appropriate rate. The self-assessed tax is also
treated as input tax and may be recovered. This does not apply in the case of identified persons.
The self-assessment of VAT does not apply to supplies made to private individuals who are not
registered for VAT.

Intra-Community acquisitions. VAT on intra-Community acquisitions of goods is charged at the
earliest of the following dates:

* On the date of issuance of the tax document

* On the 15th day of the month following the month in which the supply took place

Intra-Community supplies of goods. The time of supply for intra-Community supplies of goods
that meet the conditions for the VAT exemption laid down by the Czech VAT Act is the 15th day
of the month following the month of supply unless the VAT document for the supply was issued
earlier.

F. Recovery of VAT by taxable persons

A VAT payer may recover input tax, which is VAT charged on goods and services supplied to the
VAT payer for business purposes. A VAT payer generally recovers input tax by deducting it from
output tax, which is VAT charged on supplies made.

Input tax includes VAT charged on goods and services supplied in the Czech Republic, VAT self-
assessed on intra-Community acquisitions of goods and on services subject to the reverse-charge
mechanism and VAT paid on imports.

VAT payers prove their entitlement to VAT deduction with valid tax documents. Input tax on local
supplies made by another Czech VAT payer may not be deducted earlier than the tax period in
which the recipient obtains a valid tax document.

No VAT can be recovered after three years starting from the first day following the end of the
taxable period when the right to deduct arose.

Identified persons may not claim input tax deduction.
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Nondeductible input tax. Input tax may not be recovered on purchases of goods and services that
are not used for business purposes such as goods acquired for private use by an entrepreneur. In
addition, input tax may not be recovered for some items of business expenditure (e.g., input tax
incurred on gifts with an acquisition cost exceeding CZK500 excluding VAT).

The following lists provide some examples of items of expenditure for which input tax is not
deductible and examples of items for which input tax is deductible only if the expenditure is
related to a taxable business use.

Examples of items for which input tax is nondeductible
* Business entertainment
» Nonbusiness expenditure
* Goods and services used exclusively for the making of VAT-exempt supplies without credit

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Passenger car acquisition and maintenance costs
* Car hire
* Fuel for vehicles
* Books
* Conferences
* Advertising
* Accommodation
* Mobile phones

Partial exemption. A Czech VAT payer is entitled to a full VAT deduction with respect to pur-
chases used for taxable supplies (that is, supplies on which VAT is charged), certain other sup-
plies that fall outside the scope of Czech VAT (that have a place of supply abroad) and supplies
that are VAT-exempt-with-credit.

A VAT payer may not deduct input tax related exclusively to the following supplies:
* Supplies that are VAT-exempt-without-credit
* Supplies used exclusively for nonbusiness purposes (for example, private consumption)

The VAT payer must reduce the input tax deduction (that is, claim only a partial deduction) of
input tax with respect to supplies used for both taxable (or VAT-exempt-with-credit) and VAT-
exempt-without-credit supplies.

The amount of input tax that may be recovered by the VAT payer is calculated in the following

two stages:

* The first stage identifies the input tax that may be directly allocated to VAT-exempt-without-
credit supplies and to taxable (or VAT-exempt-with-credit) supplies. Input tax directly allocated
to VAT-exempt supplies without credit is not deductible. Input tax directly related to taxable
supplies or VAT-exempt supplies with credit is recoverable in full.

* The second stage prorates the remaining input tax that relates to both taxable (or VAT-exempt-
with-credit) and VAT-exempt-without-credit supplies to allocate a portion to taxable (or VAT-
exempt-with-credit) supplies. For example, this treatment applies to the input tax on general
business overhead. In general, the ratio is based on the value of taxable and VAT-exempt-with-
credit supplies, compared with total turnover. If the ratio is at least 95%, full input tax deduc-
tion may be claimed.

The input tax deduction must be reduced proportionally if the supplies are used for both eco-
nomic activities and for nonbusiness purposes (for example, private use). If the actual proportion
is not clear, an estimate may be used. This estimate may be adjusted at the year-end if the estimate
materially differs from the final proportion. If the input tax deduction is claimed in full, output
tax must be applied to the nonbusiness consumption (this is not possible for capital goods).
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Capital goods. Capital goods are items of capital expenditure that are used in a business over
several years. Input tax is deducted in the tax period in which the goods have been acquired. The
amount of input tax recovered depends on the taxable person’s partial exemption recovery posi-
tion in the VAT year of acquisition (see Partial exemption). However, the amount of input tax
recovered for capital goods must be adjusted over time if the taxable person’s partial exemption
recovery percentage changes during the adjustment period or when the use of the capital goods
changes. For example, a taxable person that acquired an asset and recovered VAT in full at the
time of its acquisition must adjust the amount of recovery if the asset is later used for a VAT-
exempt activity. In contrast, if the asset was originally acquired for a VAT-exempt activity and no
input tax was reclaimed, and the asset is later put to a fully taxable use, input tax may be recov-
ered when the use changes.

In the Czech Republic, the capital goods adjustment applies to the following assets:
* Long-term tangible assets with a value higher than CZK40,000

» Long-term intangible assets with a value higher than CZK60,000

* Land (unless accounted for as merchandise)

* Technical appreciation (substantial improvement) of fixed assets

* Assets or land leased by financial leasing

The adjustment period is generally 5 years (10 years for real estate), beginning with the calendar
year of the acquisition of the asset and extending for the subsequent 4 or 9 calendar years. In the
tax period of acquisition, the input tax is deducted depending on whether and to what extent the
goods are used for taxable activities (see Partial exemption). A portion of the total input tax must
be adjusted according to the use of the goods (VAT-exempt, nonbusiness or taxable) in that par-
ticular year.

No change needs to be made if the difference between the use in the current year and in the first
year is not material (that is, the difference in use is not more than 10 percentage points).

If, within the adjustment period, the capital goods are damaged, lost or stolen and these losses
are not properly documented, then a VAT adjustment should be done for all remaining years left
within the adjustment period. The adjustment should be done in the VAT period in which the VAT
payer found out about the loss.

A three-year VAT adjustment period applies to business property that does not qualify as capital
goods. The input tax claimed must be adjusted if the actual use of the respective business prop-
erty differs from the purposes reflected in the original input tax claim. Wear and tear is not taken
into account. In case business property is damaged, lost or stolen and these losses are not prop-
erly documented, the VAT amount should also be adjusted.

As of 2013, an unlimited VAT adjustment applies to buildings, flats and business premises that
do not qualify as capital goods prior to their first use.

As of 1 April 2019, there is a new obligation to adjust the VAT amount incurred on construction
services related to repairs of real estate the net value of which exceeded of CZK200,000. The
adjustment period for repair services is 10 years.

Refunds. If the amount of VAT recoverable in a taxable period exceeds the amount of VAT pay-
able, the taxable person has a VAT credit. A refund of the VAT credit is claimed by submitting
the VAT return. The Czech tax authorities should generally make repayments within 30 days after
the filing deadline for the return. At the time of preparing this chapter, it is proposed to prolong
this period to 45 days. The proposal is expected to come into force during 2020. The refund may
take much longer if a VAT audit is initiated by the tax authorities. A new draft amendment of the
Czech VAT Act proposes to introduce so-called prepayment of VAT refund, where the tax authori-
ties refund at least part of the VAT overpayment that is not disputed during the VAT audit.
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Pre-registration costs. A VAT taxable person can deduct VAT from received taxable purchases

incurred before VAT registration:

* During the preceding 12 consecutive calendar months, if these purchases were used for eco-
nomic activities and are included in the business assets on the registration date

* During the preceding 60 consecutive calendar months, provided the incurred input supply
became part of long-term asset and it was completed and ready to launch for usual business use
during the preceding 12 consecutive calendar months before the taxable person became VAT
payer and this long-term asset is still part of the business assets on the registration date

* During the preceding six consecutive calendar months and used for exportation of goods out-
side the EU

* Provided the taxable person would be entitled to apply for VAT refund according to VAT Direc-
tive 2008/9/EC but could not apply for refund only due to requirement of minimum time period
for VAT refund

Write-off of bad debts. The VAT payer can recover the output tax declared and paid on supplies
provided to VAT registered customers who became insolvent and more generally from supplies
deemed to be definitely unpaid, e.g., the receivable was subject to unsuccessful recovery pro-
ceeding for more than two years, the debtor was liquidated without legal successor or inheritance
was not enough to cover all debts.

Noneconomic activities. The input tax deduction must be reduced proportionally if the input sup-
plies are used for both economic and noneconomic activities.

G. Recovery of VAT by non-established businesses

The Czech VAT authorities refund VAT incurred by businesses that are neither established (by
means of seat or fixed establishment) in the Czech Republic nor registered for VAT there to the
same extent as a VAT registered business.

EU businesses. For businesses established in the EU, refund is made under the terms of EU Direc-
tive 2008/9/EC. A non-established taxable person that was not registered as a Czech VAT payer
during the relevant refund period, may request a refund of Czech VAT by filing an application
through the electronic portal in its country of establishment (i.e., either in the Member State of
its business seat or Member State of the fixed establishment, if the latter is the actual recipient
of the supply). The application must be completed in the Czech language.

An application for a VAT refund must contain the following:

* Identification of the claimant (VAT number, business name, registered seat and electronic
address)

* Electronic copies of the tax documents if the tax base exceeds the equivalent of EUR1,000
(EUR250 in the case of petrol)

* Confirmation that the claimant has not supplied goods or services in the Czech Republic in the
period for which the claimant requests a VAT refund (except for supplies subject to the reverse-
charge procedure)

* Description of the economic activities of the claimant

* Data regarding the claimant’s bank account, including the International Bank Account Number
(IBAN) and the Bank Identifier Code (BIC), the name of the account’s owner and the currency
in which the account is denominated

* The following information for each tax document:

— VAT number of the supplier

— Business name of the supplier

— Evidence number of the tax document

— Tax point

— Tax base and amount of VAT in Czech crowns (CZK)
— Total amount of claimable VAT (if pro rata deduction)
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— Pro-rata coefficient
— Categories of goods and services (respective codes)

The minimum claim period is three calendar months (unless the relevant period represents the
remainder of the calendar year), while the maximum claim period is one calendar year. Applica-
tions for a refund must be submitted within nine months after the end of the calendar year to
which they relate, that is, by 30 September of the following year. Claims that are not filed on time
are rejected. The application is considered to be filed on time only if all of the above stated
information is provided by the taxpayer by the deadline.

The minimum claim for a period of less than a year but not less than three months is EUR400
(an equivalent in CZK). For an annual claim or for a remaining period of the year the minimum
amount is EURS0 (an equivalent in CZK). The tax authorities must decide on the VAT refund
application within four months after the date on which the claim is submitted or within two
months after the submission of the additional information that is requested by them.

VAT is also refunded in a few additional cases (for example, to individuals from third countries
with respect to the exports of goods in personal luggage).

Non-EU businesses. For businesses established outside the EU, refund is made under the terms
of the EU 13th Directive. Refunds under the 13th Directive are made on the principle of reciproc-
ity. A non-established business may claim a refund if it is established in a country that refunds
VAT to Czech VAT payers or in a country that does not apply VAT or similar consumption tax.

H. Invoicing

VAT invoices. A Czech VAT payer must generally provide a tax document for all taxable supplies
and VAT-exempt supplies with credit made to another taxable person or nontaxable legal person.
A Czech VAT payer must also issue tax documents for distance selling supplies that have a place
of taxable supply in the Czech Republic. The taxable person must provide tax documents for
supplies of services, goods with installation and supplies of gas and electricity with a place of
supply outside the Czech Republic. The tax documents must be issued no later than:
* 15 days after the tax point
Or
* 15 days after the end of the calendar month in which the VAT-exempt supply with credit or out
of scope supply took place

A VAT payer is obliged to make all possible efforts in order to deliver the tax document to the
customer by means agreed between the parties (i.e., in paper or electronically) also within the
period for issuance of invoice.

A tax document is necessary to support a claim for input tax deduction or a refund to a non-
established business.

If a VAT payer is required to account for VAT on the private use of business assets, the VAT payer
must issue “a document of use” similar to a VAT invoice.

A taxable person is not required to issue a tax document for a supply that is VAT-exempt-without-
credit.

Credit notes. A VAT credit note is used to reduce the VAT originally charged on a supply. The

value of the supply must be reduced in the following circumstances, among others:

* The supply is canceled (in full or in part).

* A supply is returned (in full or in part).

* A discount is provided after the tax point.

» The payment on which a VAT payer was required to charge VAT was subsequently used for
purposes of another supply.
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* The payment was returned as the supply did not take place.

The VAT base and VAT amount can generally be corrected within three years starting from the
end of taxable period in which the tax point of the respective supply occurred. The limitation
period stops during the court proceeding or arbiter proceeding, which may affect the amount of
VAT base.

A VAT debit note is used to increase the value of the original supply if the price increases after
the tax point.

The amount of VAT credited or debited should be separately itemized on the credit or debit note.

The credit or debit note must satisfy all of the following requirements:

* It must contain the reason for the correction.

* It must be cross-referenced to the original tax document. If the credited amount relates to sev-
eral original supplies and if the VAT payer is not able to link the credit note to particular origi-
nal invoices, a general reference to original invoices (or example, a period in which they were
issued) should be sufficient. In such a case, VAT credited or debited may be stated on the
document as a summary value.

* It must contain generally the same information as the original tax document.

A VAT payer is obliged to issue and to make all possible efforts to deliver the credit note or debit
note to the customer by means agreed between the parties (i.e., in paper or electronically) within
15 days from the day when the obligation to issue the document arose.

Electronic invoicing. Czech VAT law permits electronic invoicing in line with EU Directive
2010/45/EU (see the chapter on the EU).

Simplified VAT invoices. A VAT payer can issue a simplified VAT invoice, provided the total
amount on the invoice does not exceed CZK10,000. For certain supplies, the VAT law precludes
simplified VAT invoicing — for example, distance selling of goods, goods subject to excise duty,
supplies of goods or services where output tax should be declared by the recipient.

Self-billing. A supplier may authorize in writing, that their customer or a third party is approved
to issue invoices on their behalf. If such an authorization is granted electronically, it should be
signed by certified electronic signature.

Proof of exports and intra-Community supplies. Czech VAT is not chargeable on supplies of ex-
ported goods. To prove VAT exemption, the supplier should show that the goods were trans-
ported by them or by the customer and that they left territory of the EU. Exit from the EU can be
proved either by export customs declaration or in some cases also by other means. In early 2020,
a new amendment will come into force implementing recent EU case law with respect to expor-
tation. Once implemented, release of goods into a specific customs regime will no longer be the
condition for VAT exemption, and the tax authorities, in addition to customs declaration, should
accept also other proofs of exit of goods from EU.

Czech VAT is not chargeable on goods supplied to taxable persons in other EU Member States

(see the chapter on the EU). For a sale to another EU Member State to qualify as a VAT-exempt,

intra-Community supply, the following conditions must be satisfied:

» The Czech VAT payer must prove that goods were delivered to another EU Member State by
the VAT payer, the customer or a third party authorized by the Czech VAT payer or customer.

* The customer is VAT registered in the other EU Member State and indicated his VAT number
to supplier.

* The acquisition of the goods must be subject to VAT in the other EU Member State.

» The supplier correctly set out information about this supply in his EC Sales List (this condition
will be implemented by VATA Amendment in the beginning of 2020 — known as the EU Quick
Fixes).
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Transportation documents (for example, Convention on the Contract for the International Car-
riage of Goods by Road) confirmed by the customer and the transporter are suitable proof of the
above. In certain cases, written statements of the customer or an authorized third party or other
similar documentation may also be sufficient.

A supplier may also prove the transportation of goods by combination of documents listed in
Article 45a of the EU Implementing Regulation 282/2011.

Foreign currency invoices. A Czech tax document may not be issued in a foreign currency only.
If a foreign currency is used, for VAT purposes at least, the VAT amount must be converted to
Czech crowns.

For VAT purposes, the exchange rate used to convert foreign currency to Czech crowns is gener-
ally the exchange rate declared by the Czech National Bank or European Central Bank valid for
the VAT payer on the date on which the VAT becomes chargeable.

A tax document may also be issued in electronic form, provided that the person for which the
taxable supply or supply exempt from VAT with credit was affected, agrees with it.

Supplies to nontaxable persons. With some exceptions, it is not mandatory to issue an invoice to
non-VAT taxable customers, apart from nontaxable legal persons.

Records.

Record retention period. All VAT documents should be retained for 10 years starting from the
end of taxable period in which the taxable supply occurred. If the documents are kept outside the
Czech Republic, the tax administrator should be informed about the address of storage in
advance.

Electronic archiving. Electronic archiving of VAT documents is permissible, as long as the
authenticity of origin, integrity of content and legibility of a tax document is guaranteed.

I. Returns and payment

Periodic returns. Czech VAT returns are generally submitted for monthly periods. If the turnover
of the taxable person for the preceding calendar year has not reached CZK10 million, the taxable
person may opt for quarterly VAT returns. Newly registered VAT payers, unreliable VAT payers
and VAT groups do not qualify as quarterly VAT return filers.

VAT returns must be filed within 25 days after the end of the tax period. So-called nil returns
must be filed if no taxable transactions have taken place in the period. Non-established VAT pay-
ers are not obliged to file nil VAT return.

Periodic payments. Payment of the VAT liability must be credited to the bank account of the tax
authorities within the same time period as the return submission, i.e., within 25 days after the end
of the tax period. VAT liabilities must be paid in Czech crowns.

Electronic filing. Electronic filing of the VAT returns, and other VAT-related reports is mandatory
for all VAT payers.

Payments on account. Payments on account are not required in the Czech Republic.
Special schemes.

Travel agents. Special scheme for travel agents has to be applied by travel agents who act in their
name when providing travel services. Under the special scheme, Czech VAT is paid from the
margin of travel agents established in the Czech Republic. VAT charged by travel agents under
the special scheme cannot be deducted by the customers.



CzECH REPUBLIC 347

Secondhand goods, works of art, collector’s items and antiques. The application of this special
scheme is optional and can be applied by a taxable person who purchased the named goods from
nontaxable persons, taxable persons that are not Czech VAT payers or from other taxable persons.
VAT is paid from the taxable person’s margin. VAT charged by taxable persons under the special
scheme cannot be deducted by the customers.

Investment gold. Supply of investment gold in the Czech Republic, intra-Community acquisition
of investment gold or its importation are exempt from VAT without entitlement to input tax
deduction, as well as services of arranging for these transactions. Taxable persons who produce
investment gold or transform gold into investment gold can decide to charge VAT if such gold is
subsequently supplied to another taxable person in the Czech Republic. In such case, the taxable
person is entitled to deduct input tax incurred in connection with production or transformation
of investment gold.

Annual returns. Annual returns are not required in the Czech Republic.
Supplementary filings.

Intrastat. A Czech VAT payer or person identified for VAT that trades with other EU Member
States must complete statistical reports, known as Intrastat, if the value of either the VAT payer’s
sales or purchases of goods exceeds certain thresholds. Separate reports are required for intra-
Community acquisitions (Intrastat Arrivals) and for intra-Community supplies (Intrastat
Dispatches).

The 2020 threshold for Intrastat Arrivals is CZK 12 million per calendar year. The 2020 threshold
for Intrastat Dispatches is CZK 12 million per calendar year.

The Intrastat report period is monthly. Intrastat reports must be submitted to the competent cus-
toms authorities by the 10th working day of the month following the calendar month to which
they relate if submitted in paper form, or by the 12th working day of the month following the
calendar month to which they relate if submitted electronically. Submission in paper form is
allowed in specific cases only.

EU Sales Lists. If a Czech VAT payer makes intra-Community supplies of goods or provides
services to a taxable person established in another EU Member State in any tax period, it must
submit an EU Sales List (ESL) to the Czech tax authorities together with the VAT payer’s VAT
return. Starting from 2020, the filing of the correct EU Sales List is a material condition for the
VAT exemption of supply of goods to another EU Member State (this will be implemented by
VAT Amendment in the beginning of 2020 — known as the EU Quick Fixes).

An identified person providing service with a place of supply in another EU Member State must
also file an ESL.

Generally, an ESL must be filed monthly; quarterly filings are possible in limited cases. An ESL
is not required for any period in which the taxable person has not made any intra-Community
supplies or has not provided the services mentioned above.

VAT ledgers. VAT payers are obliged to submit the VAT ledgers to the tax authorities. The VAT

ledgers include detailed data (e.g., tax base, tax rate, tax point, invoice number, business party

VAT ID) about effected and received supplies, particularly the following:

» Domestic taxable supplies or receipt of advance payment

» Domestic acquisition of goods or services or provision of advance payment

* Transactions falling within the local reverse-charge regime

* Services received from persons not established in the Czech Republic and intra-Community
acquisitions of goods

* Special scheme for investment gold
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The system is designed to enable the tax authorities to cross-check the transactions reported by
suppliers with the transactions reported by the customers in order to identify suspicious chain
supplies and VAT fraud.

VAT ledgers must be submitted electronically by the 25th day of the month following the report-
ing period. For legal persons, the reporting period is always one calendar month without regard
to the taxable period. For natural persons, the reporting period corresponds to the taxable period.

Digital reporting.

Electronic filing of VAT reports. All VAT reports should be filed electronically in the prescribed

xml format. A VAT payer may submit VAT filing by either the following:

* By uploading the data to an application accessible on the website of the Ministry of Finance,
signed by guaranteed electronic signature based on the qualified certificate issued by an autho-
rized provider

* Via so called Data Box, which is a web-based instrument for electronic communications between
legal or natural persons and state authorities or public bodies

It is now proposed to introduce two new methods of electronic filing:
* Via the so-called verified identity of the taxpayer (i.e., smart ID card)
* Via the so-called Tax Informative Box, which is used already but will be upgraded

The proposal shall come into force during 2020. At the time of preparing this chapter, the exact
implementation date is not known.

It is also possible to file VAT reports electronically by uploading the data to a special application
of the Ministry of Finance without the certified electronic signature. In such a case, the VAT
payer should confirm its filing also in paper form within certain short deadlines.

Electronic registration of sales revenues (ERS). The Revenues Registration Act regulates the
obligation of business entities to report sales revenues online in real time to the tax administrator.
ERS applies mainly to revenues in the form of cash, meal vouchers, gift cards and similar means
of payment. On the other hand, bank transfers, payments by credit/debit cards or receivable set-
offs (with certain exceptions) do not need to be registered.

ERS has a gradual effect. Hotel, restaurant services, wholesale and retail activity have been
subject to ERS. Further expansion will come into force from May 2020 and will include almost
all revenues (e.g., legal and accounting services, transportation, medical services, certain crafts,
sales of own products).

Permanent exceptions from ERS include, for example, one-off revenues that do not represent
regular economic activity, revenues of state or regulated entities, public-benefit organizations,
financial institutions, securities traders, pension funds, energy companies and revenues for water
supply and sanitation, etc.

J. Penalties

Penalties for late registration. If a taxable person fails to register for VAT, it will be registered
retrospectively. The tax authorities can impose a penalty for breaching non-monetary obligations.
Moreover, they would assess sanctions if VAT returns and VAT ledgers are filed late or if pay-
ments of VAT liability are late.

Penalties for late payment and filings. Late filing of VAT returns results in a penalty of 0.05% of
VAT due for each day of the delay. The penalty is capped at 5% of the VAT due or at CZK300,000
for each VAT return. The first five working days following the deadline are penalty free. There
is a proposal to abolish the penalty-free period and, on the other hand, to lower the penalty rate.
These proposals are expected to come into force during 2020.
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A penalty is charged at a flat rate of 20% of the additionally assessed VAT if the VAT liability is
increased or the deduction of VAT is decreased based on the findings of the tax authorities.

The fine for failure to file a Czech VAT return electronically is now CZK2,000.

Default interest is charged for the late payment of VAT due on a VAT return, beginning with the
fifth working day. It is proposed to abolish the interest-free period. The interest is calculated as
a repo rate declared by the Czech National Bank to be valid on the first day of the respective
calendar half-year increased by 14 percentage points (the repo rate represents an interest rate at
which the Czech National Bank purchases discounted bills from the Czech commercial banks).
The default interest may be applied up to a maximum of five years. It is proposed to lower the
interest rate. Both proposals are expected to come into force during 2020.

For Intrastat, a penalty of up to CZK1 million may be imposed for late submission or for missing
or inaccurate declarations.

The fine for failure to file an EC Sales List electronically is now CZK2,000.

Penalties in connection with the obligation to file the VAT ledgers are assessed automatically
upon the breach of obligation and the range is from CZK1,000 to CZK500,000 (penalties may
be waived if certain conditions are met).

Penalties in connection with the new obligation to report sales revenues online, may result in a
fine up to CZK500,000 for undermining or complicating the registration of revenues.

Penalties for errors. There are no specific penalties for errors. The only consequences of the
errors are penalized (as outlined above).

Penalties for fraud. The Czech VAT Act does not provide for any specific penalties for fraud. If
a business knew or should have known that the respective VAT will not be paid, the tax authorities
may either reject input tax deduction from such input supplies, or the business may be held
jointly liable for unpaid VAT using mechanism of VAT guarantee described above.
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A. At a glance

Name of the tax

Local name

Date introduced

Trading bloc membership

Administered by

VAT rates
Standard
Other

VAT number format
VAT return periods

Thresholds
Registration
Deregistration

Value-added tax (VAT)
Taxe sur la Valeur Ajoutée (TVA)
20 August 2010

Economic Community of Central African States (ECCAS)
Member and Southern African Development Community
(SADC) Member

Tax Administration (Direction Générale des Imp6ts)

16%

Zero-rated (0%) and exempt
A1234567R

Monthly

CDF80 million
Mandatory for any business ceasing to trade in the Democratic
Republic of the Congo
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Recovery of VAT by
non-established businesses  Yes, subject to certain conditions

B. Scope of the tax

VAT applies to the following transactions in the Democratic Republic of the Congo (DRC):
* Supply of goods and tangible assets to third parties

* Services provided to third parties

* Self-supply of goods

* Self-provision of services

* Imports of goods and services

* Export of goods and services

All operations carried out in the DRC are subject to VAT, even though the residence of the tax-
payer may be located outside of the DRC.

C. Who is liable

Voluntary registration and small businesses. Companies operating in the DRC are required to reg-
ister with the tax authorities. Moreover, businesses with a minimum annual turnover of CDF80
million (approximately USD48,485) are required to obtain a VAT number. A business with an
annual turnover less than CDF80 million (approximately USD48,485) can register for VAT in the
DRC voluntarily. In order to register for VAT, the business must send a request to the tax admin-
istration accordingly.

Group registration. Group VAT registration is not allowed in the DRC.

Non-established businesses. A “non-established business” is a business that has no permanent
establishment in the territory of DRC. Non-established businesses must designate a resident
representative based on a legalized or notarized letter. This resident representative is liable to
declare and pay the VAT on behalf of the non-established business. If no tax representative is
nominated, the VAT due should be assessed and paid by the purchaser (if the purchaser is a tax-
able person for VAT purposes).

Tax representatives. As mentioned above, nonresident companies are required to appoint a rep-
resentative resident in DRC. The nonresident company may appoint only one representative for
all its operations in the DRC. In the absence of a representative, the tax and the penalties relating
to, are payable by the resident beneficiary of services on behalf of the nonresident company.

Reverse charge. The reverse-charge mechanism is applicable whenever a non-established entity
fails to nominate a VAT re