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Preface

While greatly accelerating the pace of all their tax legislation, the
world’s governments have relied most heavily on indirect taxes
for extra revenue. As a result, the risk has risen 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 summarize indirect tax systems
in 110 jurisdictions. The content is current on 1 January 2014,
with more recent additions noted.

Each chapter begins with contact information for the key people
in that jurisdiction’s EY offices. We then lay out the facts about
the jurisdiction’s indirect taxes, beginning with an at-a-glance
summary. With some variation, the topics covered are the scope
of that jurisdiction’s major indirect tax, who is taxable, rates, time
of supply, recoverability by taxable persons and non-established
businesses, and finally, rules on filing, payment and penalties.

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

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

EY publishes other indirect tax publications, including current
Tax Alerts; the Indirect Tax Briefing newsletter; and Indirect Tax
in 2014, our annual review of trends in VAT, GST, excise duties,
customs duties and environmental taxes. Find them at ey.com/
indirecttax.

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

EY
March 2014



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

About EY's Tax services

Your business will only succeed if you build it on
strong foundations and grow it in a sustainable
way. At EY, we believe that managing your tax
obligations responsibly and proactively can make
a critical difference. So our 35,000 talented tax
professionals in more than 140 countries give you
technical knowledge, business experience, con-
sistency and an unwavering commitment to qual-
ity service — wherever you are and whatever tax
services you need.

© 2014 EYGM Limited.
All Rights Reserved.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Reduced
Other

VAT number format
VAT return periods

Registration thresholds
Supply of domestic goods

Exporters and importers

Recovery of VAT by
non-established businesses

B. Scope of the tax

Value-added tax (VAT)

Tatimi mbi Vleren e Shtuar
(TVSH)

27 April 1995

No

General Directorate of Taxes
of Albania

20%

10%

Zero-rated and exempt
A23456789B

Monthly

Annual turnover of
ALLS 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 pro-

viders whose place of business is outside Albania.

C. Who is liable

Any person (entity or individual) who makes supplies in the course

of the person’s independent economic activity is liable to VAT.
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For domestic supplies and for services subject to the reverse-
charge mechanism, the obligation to register for VAT purposes
and charge VAT is triggered when annual turnover exceeds
ALLS5 million. The obligation to register is effective from
1 January of the year following the year in which the threshold is
exceeded. If the business begins during the year, the amount of
the threshold taken into account is the portion of the annual
threshold corresponding to the months of operation.

An option is available for entrepreneurs to register earlier or on the
beginning of their economic activity.

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. The Albanian VAT law does not allow group
registration.

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

* Supply of services related to immovable property located in
Albania

VAT representatives. A non-established business must appoint a
resident VAT representative to register for VAT purposes in
Albania. 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 sup-
plies of services made by non-established business to taxable
persons in Albania, with the exception of services related to
immovable property. A non-established business is not required
to register for VAT if all its supplies in Albania fall under the
reverse-charge mechanism.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices except for exempt supplies. The term “exempt supplies”
refers to supplies of goods and services that are not subject to
VAT and that do not give rise to an input VAT deduction.

The VAT rate for taxable supplies is 20%. The reduced rate of
10% applies to the supply of medicines and medical care ser-
vices. Exports of goods, international transportation services and
related supplies, as well as supplies of goods and services relat-
ing to maritime activities, are zero-rated.

The use of goods or services purchased or produced in the course
of business activity for private purposes constitutes a taxable

supply.
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The following lists provide some examples of exempt supplies of
goods and services and zero-rated supplies of goods and services.

Examples of exempt supplies of goods and services

* Supply and rent of land and buildings (with the option to treat
rent as a taxable supply)

* Financial services

* Postal services

* Education services

» Hydrocarbon exploration operations

* Printing and sale of publications

* Media advertising

* Betting, lotteries and gambling

* Services supplied outside Albania

* Importation of machinery and equipment used for inward pro-
cessing of goods, in the agricultural sector or in the implemen-
tation of contracts of ALL50 million or more

* Supply or importation of iron or cement for hydropower plant
construction

* Importation of production machinery for small business

* Medicines and healthcare services (effective 1 April 2014)

Examples of zero-rated supplies of goods and services
* Exports of goods
* International transport
* Services relating to maritime activities

E. Time of supply

A supply of goods or services is considered to be performed at the
moment when a receipt is required to be issued or when goods or
services are delivered. If the payment is made before delivery of
goods or services, the moment of supply is the moment when the
payment is made. Special rules apply to construction companies.

F. Recovery of VAT

A taxable person may recover input tax, which is VAT charged on
goods and services supplied to the person for 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 Albania, VAT paid on imports of goods and VAT applied to
reverse-charge services.

Nondeductible input tax. The following lists provides some
examples of items of expenditure for which input tax is not
deductible.

Examples of items for which input tax is not deductible

» Expenditure on fuel unless the payer is a company that pur-
chases the fuel for trading purposes and the gasoline is used
solely for carrying on a taxable economic activity

» Expenditure on trips and per diems, hotel accommodation and
recreation activities, in the course of an economic activity

» Expenditure on cars, unless the business activity is the acquisi-
tion of the cars for resale or unless the use of cars is the only
economic activity (for example, renting, taxi services, and
ambulances)

» Expenditure relating to publicity and promotional articles
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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:

taxable turnover + exports

taxable turnover + exports
+ exempt supplies

Amount of relevant input VAT x

The pro-rata VAT calculation is tentatively based on the preced-
ing calendar year’s results. It must be adjusted by 31 January of
the following year if the difference between the tentative ratio
and the actual ratio is more than 20%.

Capital goods. Capital goods are items of capital expenditure that
are used in a business over several 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 taxable 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 every year and for a
period of five years to reflect any change in the pro-rata calcula-
tion. Moreover, if the capital goods cease to be used for taxable
supplies within the five-year adjustment period, then the input
VAT corresponding to the remaining years is subject to a VAT
adjustment. Only capital goods with an acquisition value of more
than ALL1 million are subject to VAT adjustment.

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 declared the debtor to be insolvent.

Refunds. Albania refunds VAT incurred by VAT-registered per-
sons. Non-established businesses may not obtain refunds of VAT
incurred in Albania. Taxpayers making exempt supplies only can-
not claim a refund of the input VAT incurred in the course of their
business activities.

A taxpayer may claim a VAT refund if both of the following con-

ditions 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, prescribed
in the VAT law, with the relevant tax office. The tax office must
verify the fulfillment of the refund conditions and approve the
refund within 60 days.

G. Invoicing

VAT invoices and credit notes. A taxable person must provide a
VAT invoice for all taxable supplies made, including exports. The
invoice must comply with the requirements set out in the VAT
law. A VAT credit note may be used to reduce the VAT charged
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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.

Foreign-currency invoices. An Albanian VAT invoice must be
issued in Albanian lek (ALL). If an invoice is received in a for-
eign 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 supplies is the rate published
by the Central Bank of Albania for the date of the invoice.

H. VAT returns and payments

The tax period is a calendar month. Purchase and sales ledgers
must be submitted monthly by the fifth day of the following
month. VAT returns must be submitted monthly by the 14th day
of the month following the tax period. The deadline for VAT pay-
ment is the same as the deadline for the filing of VAT returns. For
imports, VAT is payable upon importation.

For a taxpayer that is newly registered, the first tax period begins
on the date of the registration, as stated in the certificate of reg-
istration, 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 VAT allowed as a deduction.

VAT deferral scheme. The VAT deferral scheme applies to the
importation of machinery and equipment used for the business
purposes of the Albanian taxpayer, regardless of the type of eco-
nomic activity, to the extent the importation does not qualify for
any of the exemptions listed in Section D above. VAT payment on
such machinery and equipment may be deferred for up to
12 months from the moment of importation. VAT liability is pay-
able by the end of the 12-month period in a lump sum. For proj-
ects with an investment implementation phase of longer than
12 months, deferral of VAT is extended on fulfillment of require-
ments set out by the Ministry of Finance of Albania.

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

Noncompliance with the requirement to register or to update the
status of registration data triggers a penalty of ALL25,000.

Each late tax filing is subject to a penalty of ALL10,000.

Late payment of a tax obligation triggers a penalty amounting
to 5% of the tax due for each month of delay, capped at 25% of
the unpaid tax liability. In addition, default interest applies.

Erroneous completion of a tax filing or a tax refund claim is
subject to a penalty of 5% of the undeclared tax liability or the
excess tax refund claimed for each month of delay, capped at
25% of the relevant tax amount. In addition, default interest
applies.

Concealment of tax obligations constitutes a fiscal evasion and is
subject to a penalty of 100% of the tax amount evaded.
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Improper administration of sales and purchases books and docu-
mentation is subject to a penalty of 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
Names of the taxes

Local names

European Union (EU)
Member State

Administered by
VAT

1IBB

VAT rates
Standard
Reduced
Increased
Other
[IBB rates (average)
Industrial
Commerce and services
Commission and
intermediation
VAT number format
IIBB number format
VAT and IIBB return periods

Thresholds for registration
VAT

Value-added tax (VAT)

Turnover tax

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

No

Federal Administration

for Public Revenues
(http://www.afip.gov.ar)
The revenue service of each
province (Direccion General
de Rentas)

21%

10.5%

27%

Zero-rated and exempt

1% to 4%
3.5% to 5%

4.9% to 8%

30-99999999-1 (CUIT number)
900-0000000-1

Monthly

For corporations and other legal
entities, commencement of activity
For individuals, registration
required if sales are the higher
of the following:
ARS600,000 for goods
ARS400,000 for services
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1IBB Commencement of sales activity

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

IIBB applies to the supply of goods or services made in Argentina
by a taxable person.

C. Who is liable

VAT. 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 ARS600,000 and annual taxable turnover from supplies
of services exceeds ARS400,000

IIBB. 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 com-
mencement of activities. No turnover threshold applies.

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

Non-established businesses. A “non-established business” is a
business that has no fixed establishment in Argentina. A non-
established business must register as a taxpayer for VAT or IIBB
if it makes supplies of goods or services in Argentina and if it is
required to account for VAT on its supplies. To register for VAT
or [IBB, a non-established business is not required to appoint a
tax representative.

Reverse-charge services

VAT. The “reverse charge” applies to supplies of services made
outside Argentina if the use or effective exploitation of the ser-
vice occurs within Argentina and if the service is within the
scope of VAT. Under this measure, the taxable person that
receives the supply must account for the VAT due. If the reverse
charge applies, a non-established supplier of the service is not
required to register for VAT.

1IBB. The reverse charge does not apply for [IBB purposes.

Late registration penalties. Penalties and interest are assessed for
late registration for or payment of VAT or IIBB. Penalties also
apply to VAT or IIBB fraud.
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D. Indirect tax rates

VAT. The term “taxable supplies” refers to supplies of goods and
services that are liable to VAT, including supplies at the zero rate.
The term “exempt supplies” is used for supplies of goods and
services that are not liable to tax. Exempt supplies do not gener-
ate a right of input tax deduction (see Section F).

In Argentina, the following four rates of VAT apply:
« Standard rate: 21%

* Reduced rate: 10.5%

* Increased rate: 27%

* Zero rate (0%)

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.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at a reduced or increased rate of VAT.

Examples of exempt supplies of goods and services

* Education

* Rental of real estate under certain conditions

* Books

* Certain staple foods (for example, water and milk for certain
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 federal government, provinces
and municipalities

Examples of goods 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)

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

IIBB. The term “taxable supplies” refers to supplies of goods and
services that are liable for IIBB, including supplies at the zero
rate. The term “exempt supplies” is used for supplies of goods
and services that are not liable for tax.

In Argentina, numerous rates of [IBB currently apply. The standard
rates between 1% and 4% apply to industrial activities, the medium
rates between 3.5% 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.
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The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at different rates of IIBB in the Province of Buenos Aires.

Examples of exempt supplies of goods and services
¢ Education
 Rental of real estate under certain conditions
* Interest on bank accounts and fixed term deposits
* Manufacturer activities under certain conditions
« Sales of fixed assets

Examples of goods and services taxable at 0%

* Exported goods
* Exports of services in some jurisdictions

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

Examples of goods and services taxable at a rate
between 3.5% 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 a rate
between 4.9% and 8%

* Banks and intermediation

Examples of goods and services taxable at 8%

¢ Sales of tobacco
o Commissions

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.

Imported goods. The time of supply for imported goods is when
the goods clear all customs procedures.

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 VAT (see Section F) in the tax period immediately follow-
ing the tax period when the tax point arose.
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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. Input tax is generally recovered by being
deducted 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
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 accom-
pany a claim for input tax.

Nondeductible input VAT. Input tax may not be recovered on pur-
chases of goods and services that are not used for business pur-
poses (for example, goods acquired for private use by
entrepreneurs). 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 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

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

Refunds. The measures regarding refunds applies only to VAT,
not to [IBB. If the amount of input VAT (credit VAT) recoverable
in a month exceeds the amount of output VAT (debit VAT) pay-
able, the excess credit may be carried forward to offset output tax
in the following tax period.

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 rate of 0.5% per month.

G. Recovery of VAT by non-established businesses

Argentina does not refund VAT incurred by businesses that are
neither established in Argentina nor registered for VAT there.
However, a VAT refund system does apply to purchases made by
foreign tourists.

H. Invoicing

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

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 18 December 2013, the scope of

activities subject to mandatory electronic invoicing now includes:

* Research and development activities

* Professional, consultancy and technical services

« Construction, maintenance and improvement of buildings

* Real estate agency and brokerage (including the letting and
exploitation of buildings used for conferences, parties and
similar events)

* Supply of natural gas, electricity, water and sewerage services
by utility companies

* Rental of transport equipment (including automobiles) and all
types of machinery (such as heavy equipment and computers)

* Rental of clothes, furniture and all types of household items

In addition, large taxpayers are subject to mandatory electronic
invoicing.

Exports. 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 VAT 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 IIBB in most jurisdictions,
except the City of Buenos Aires, Cordoba, Entre Rios, Neuquén,
Mendoza and the Province of Buenos Aires, under certain cir-
cumstances.

Foreign-currency invoices. If an invoice is issued in foreign cur-
rency, 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.

I. VAT and 1IBB returns and payment

Returns. VAT and IIBB returns are submitted for monthly peri-
ods. Returns and payment in full 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 iden-
tification number and the due date may vary from month to
month.

Return liabilities must be paid in Argentine pesos. VAT payments
may be offset by a credit balance arising from another tax col-
lected by the Federal Administration for Public Revenues. This
measure does not apply to I[IBB.

In addition, VAT and IIBB payments may be offset with with-
holdings of these taxes. If the withholdings generate a credit in
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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.

Penalties. Penalties are imposed for errors and omissions with

respect to VAT or IIBB accounting. These penalties include the

following:

* A penalty ranging from ARS200 to ARS400 for failure to file
a tax return

* A penalty ranging from 50% to 100% of the tax due for unpaid
VAT or IIBB

* Fines of up to 10 times the amount of tax evaded

In addition, interest is assessed at a rate ranging from 2.5% to
3% monthly on unpaid VAT or IIBB amounts.

Criminal tax evasion may be punished by a term of imprison-
ment, depending on the severity of the case.
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A. At a glance
Name of the tax Value-added tax (VAT)
Local name Avelacvats arzheqi hark
Date introduced 1 July 1993
European Union (EU)
Member State No
Administered by Ministry of Finance
(http://www.minfin.am)
State Revenue Committee
(http://www.taxservice.am)
VAT rates
Standard 20%
Other 0%

VAT number format
Legal entities and sole

entrepreneurs Tax identification number/1

Physical persons Tax identification number/0
VAT return periods

Monthly For persons that had VAT taxable

turnover during the preceding
calendar year in excess of

AMD100 million
Quarterly For persons that had VAT taxable
turnover during the preceding
calendar year of AMD100
million or less
Thresholds
Registration AMD58,350,000 for the
calendar year
Recovery of VAT by

non-established businesses ~ No

B. Scope of the tax

VAT applies to the following transactions that are considered to
be carried out in Armenia:
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* Supply of goods (including produced and purchased goods,
fixed assets, real estate and other goods) to persons for full or
partial compensation (including barter transactions) or as a
gratuitous supply

* Rendering of services (including sales of intangible assets and
lease of goods and real estate) to other persons for full or partial
compensation (including barter transactions) or as a gratuitous
supply

* Importing goods into Armenia for free circulation with certain
exceptions specified by the law

C. Who is liable

All individuals, individual entrepreneurs, legal entities and
branches of foreign legal entities that are registered as conducting
entrepreneurial activities or having the right to carry out entre-
preneurial activities are considered VAT payers from the moment
they reach the VAT threshold (AMDS58,350,000) calculated for
the calendar year. Persons whose VAT taxable turnover during the
preceding calendar year did not exceed AMDS58,350,000 are
not considered VAT payers with certain exceptions specified by
the law.

Persons considered VAT payers must, with certain exceptions,
submit an application in a form established by the government of
Armenia to the tax authorities for registration as a VAT payer and
for the use of a VAT number within 30 days after the date on
which the person became a VAT payer. The application can be
submitted either electronically or in a paper version.

Persons conducting VAT taxable transactions that are not consid-
ered VAT payers may voluntarily become VAT taxpayers by sub-
mitting an appropriate written statement to the tax authorities.

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

Non-established businesses and tax representatives. A “non-
established” business is a foreign business that does not have a
fixed establishment in Armenia. Such a business cannot register
for VAT even if it makes taxable supplies of goods and services
in Armenia. Reverse-charge VAT generally applies to supplies of
goods and services and imports made by non-established busi-
nesses in Armenia (see Reverse charge).

The Armenian VAT law does not provide rules for tax
representatives.

Reverse charge. Special reverse-charge rules apply to non-estab-
lished businesses conducting VAT taxable entrepreneurial activi-
ties in Armenia. Persons considered VAT payers or bearing VAT
payment obligations that have contractual relations with foreign
businesses are responsible for bearing any VAT liability instead
of such non-established businesses according to the terms and
procedures established by the law.

An Armenian person (VAT payer) engaged in business activities
with a non-established business may issue a tax invoice indicat-
ing its own tax identification number and VAT number on behalf
of a foreign entity that is not registered in Armenia as a person
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supplying goods or services. 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.

Late-registration penalties. No late-registration penalties are
imposed in Armenia.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are subject to VAT. The term “exempt supplies” refers
to supplies of goods and services that are within the scope of VAT
taxation but are specifically exempted from VAT taxation. Such
exempt transactions do not give rise to a right of input tax deduc-
tions (see Section F). Supply of goods and services that are out-
side the scope of VAT also do not give rise to a right of input tax
deductions.

The VAT rates are 20% (standard rate) and 0%. The 20% rate
applies to supplies of goods and services unless a specific mea-
sure provides the zero rate or an exemption.

The following lists provide some examples of VAT-exempt sup-
plies of goods and services, and transactions that are taxed at the
zero rate of VAT.

Examples of exempt supplies

* Supply of education at secondary schools, vocational schools
for qualification and requalification 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 publica-
tions

« Sale of scientific and educational editions published by higher
educational institutions, specialized scientific organizations
and the National Academy of Sciences of Armenia

 Implementation of scientific and research programs, basic edu-
cational programs as well as organization of educational com-
petitions, 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 ser-
vices rendered by the persons living under the care of these
institutions

* Supply of newspapers and magazines

* Supply of insurance and reinsurance, including related services
rendered by insurance mediators (third parties who establish
insurance relationships between insurers [reinsurers] and poli-
cyholders and support the implementation of organizational,
legal and other activities) and agents

* Supply of pension insurance, including related services ren-
dered 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
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goods related to treatment that are prepared within the context
of medical assistance by patients in prophylactic enterprises
and organizations, and services rendered by them

Supply of goods and services (according to the procedure
established by the government of Armenia) financed by funds
intended for the preparation of credit and grant programs of
international financial organizations

Gratuitous supply of goods and services by public (including
benevolent) and religious organizations

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 intergov-
ernmental organizations, international, foreign, and Armenian
public organizations (including charities), religious and similar
organizations and individual donors, as well as supply of goods
and services directly related and essential to the implementa-
tion of such projects by Armenian VAT payers

Transfer of property (except for immovable property) into the
share capital of legal entities by individuals except for sole
entrepreneurs

Transfer of property (except for immovable property) into the
share capital of legal entities by individuals except for sole
entrepreneurs, if individual’s share corresponding to this invest-
ment was not alienated during the three years after the invest-
ment was made

Supply of services to the organizer and operator of a free-eco-
nomic zone and the supply of goods in the territory of a free-
economic zone

Examples of zero-rated transactions

Export outside the customs border of Armenia
Supply of fuel for airplanes on international flights and supply
of goods for consumption during the flights for the staff and
passengers of the airplanes
Supply of goods for passengers of international routes in air-
ports, in places specially allocated for that purpose beyond
customs and passport control territories, provided that the
goods have passed customs registration before being supplied
in accordance with the procedure established by the customs
legislation for the export of goods from Armenia
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
services for passengers, baggage, cargo and mail on interna-
tional 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
Supply of services outside Armenia
Supply and import of goods for the official use of diplomatic
representations and consular institutions, as well as interna-
tional intergovernmental organizations deemed equal thereto,
and supply of services to them
* Supply of transportation services of foreign loads in transit

through Armenia
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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 services are performed. For continuous sup-
plies (for example, operating leases), the tax point is the last day
of a reporting period.

Imported goods. The time of supply for imported goods is the
moment of importation of goods into Armenia in accordance
with the procedures established by the government of Armenia.

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.

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 suppli-
ers of goods and services purchased or received during the
reporting period in Armenia

* Amounts of VAT withheld (or subject to withholding) by cus-
toms bodies of Armenia for goods imported into Armenia

To deduct input VAT, the following conditions must be satisfied:

» The goods and services must be purchased or received in
Armenia for production or other commercial purposes.

* The payments for the goods and services must be made to sup-
pliers’ bank accounts through a bank or post office (for cash
purchases, deductions are available for purchases of up to
AMD?300,000 per transaction and up to AMD3 million per
month).

» The VAT payer must submit information to the tax authorities
about purchase and sale tax invoices issued during the quarter
that have a VAT taxable amount exceeding AMD100,000,
except for tax invoices issued and/or accepted electronically
through the Internet.

The excess of input VAT over output VAT in the reporting period
may be carried forward and offset against output VAT in subse-
quent reporting periods.

Nondeductible input tax. Input VAT may not be deducted in the

following circumstances:

* The person carrying out entrepreneurial activities is not consid-
ered to be a VAT payer.

* VAT was paid for transactions that are exempt from VAT (see
Section D), not subject to tax or not regulated by the Armenian
law on VAT.

* VAT was paid for the goods and services purchased and/or used
for non-production or non-commercial purposes.

* Input VAT on purchased goods or services exceeds the output
VAT on the sale of the same goods or services, except for cases
in which the resale price is fixed by the government of Armenia.

* VAT was paid on the purchase or import of passenger cars,
except for the cars acquired for the purpose of resale.
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* The taxpayer failed to submit the required information to the
tax authorities on tax invoices issued by suppliers within the
quarter.

Partial deduction. If a taxable person makes both taxable and
nontaxable (exempt or outside-the-scope-of VAT) transactions, it
may not deduct input VAT in full from output VAT. It may deduct
only the amount of input VAT related to the goods and services
used in taxable transactions. For this purpose, VAT payers shall
maintain separate accounts for taxable and non-taxable transac-
tions, as well as for the services and goods purchased for con-
ducting such transactions.

If it is impossible to maintain separate accounts, the amount of
input VAT 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. Effective from 1 January 2012, a capital goods
adjustment applies for input VAT related to the purchase, con-
struction or importation of fixed assets.

An input tax adjustment is required if input VAT 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 sub-
ject to VAT. The adjustment applies to 20% of the amount
of amortization calculated for the fixed asset under the Profit
Tax Law.

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-VATable 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 Profit Tax Law and on the ratio of taxable
to non-taxable supplies made.

Refunds. Under the Armenian law on VAT, refunds are available
only for zero-rated transactions (except for the export of ferrous
and nonferrous scrap). In all other cases, excess input VAT can be
deducted only from the taxpayer’s future VAT liabilities.

G. Recovery of VAT by non-established businesses

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

H. Invoicing

VAT invoices and credit notes. VAT payers supplying goods 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 tax invoice must be issued on delivery of
goods to, or acceptance of services by the customer. A VAT
invoice is necessary to support a claim for input tax deduction.
Tax invoices can be issued electronically or in hard copies.
Depending on the business carried out by the taxpayer, tax
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invoices may be issued in advance, provided that the goods are
supplied or the services are rendered on the supply date men-
tioned in the tax invoice.

The VAT law in Armenia does not contain any rules with respect
to the issuance of credit notes.

Invoices issued in a foreign currency. In general, tax invoices are
issued by VAT payers in Armenian currency (AMD) only.
However, commercial invoices can be issued in foreign currencies
for transactions 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.

l. VAT returns and payment

VAT returns and payment. VAT payers that had VAT taxable
turnover during the preceding calendar year in excess of
AMD100 million must file monthly VAT returns with the local
tax authorities. All other VAT payers must file their VAT returns
quarterly. VAT due is payable to the state budget by the 20th day
of the month following the reporting period.

For goods imported into Armenia, VAT must be paid within
10 days after importation in accordance with the procedure estab-
lished by the government of Armenia. VAT payment may be
deferred on the importation of certain goods.

If the previously declared customs regime (under which VAT is
not levied on the goods passing the customs border) is replaced
by the import for free circulation regime, the taxpayers must pay
the amount of applicable VAT within 10 days after the redeclara-
tion of goods or after the day when it became known.

Penalties. The penalty for understatement of VAT payable equals
50% of unpaid tax. The penalty for overstatement of deductible
VAT equals 50% of overstated amount. A penalty of 100% of the
above-mentioned amounts is applied if a violation is repeated
within one year or if the VAT invoice is annulled for the purpose
of decreasing VAT payable.

The penalty of 50% of unpaid tax also applies to the concealment
or reduction of VAT payable resulting from a deduction of input
VAT that exceeds the amount allowed under the law.

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

The penalty for filing a VAT return late is 5% of the unpaid tax
for each 15-day period, up to a maximum penalty of the total tax
amount.

In addition, interest is charged on late tax payments at a rate of
0.15% of the tax due for each day of delay (up to 365 days).
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

RT rates
Standard
Other

RT number format
RT return periods
Thresholds
Recovery of RT by

Revenue tax (RT)
Belasting op bedrijfsomzetten
1 January 2007

No

1.5%
Exempt

XXXXXXX (7 digits)
Monthly
None

non-established businesses  No

B. Scope of the tax

Persons subject to RT 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 from the
supply of goods or the rendering of services in Aruba by entre-
preneurs in the course of their business.

C. Who is liable

In principle, for RT purposes, an entrepreneur is an individual or
business entity that delivers goods or performs services (engages
in taxable activities) in Aruba. The entrepreneur that realizes the
revenue is subject to RT.

A legal entity is not regarded as an entrepreneur for RT 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.
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Non-established business. A “non-established business” is a busi-
ness that does not have a fixed place of business in Aruba. The
Aruba RT law does not provide an explicit exception for non-
established businesses. Consequently, foreign entrepreneurs are
considered to be entrepreneurs for RT purposes and are subject
to RT when performing taxable activities in Aruba.

Free-zones. Free-zone companies are exempt from RT with
respect to the rendering of services or the supply of goods to
nonresidents.

Group tax relief. If a parent company owns 100% of the shares in
a subsidiary established in Aruba, on request a fiscal unity for RT
purposes is recognized and RT is levied on the parent company
as if one entrepreneur exists. Revenue generated by intercompa-
ny transactions is exempt from RT.

Late-registration penalties. In general, an Aruba entrepreneur 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 RT or the late submission of RT
returns, penalties may be imposed.

D. RT rates

The term “taxable supply” refers to a supply of goods or render-
ing of services that is subject to RT. The term “exempt supply”
refers to a supply of goods or rendering of services that is not
subject to RT. The term “revenue” refers to all remunerations (in
cash or in kind) received by an entrepreneur for the supply of
goods or the rendering of services in the course of its business.

The standard rate of 1.5% applies to revenue realized from per-
forming taxable activities in Aruba, unless a specific measure
provides for an exemption.

The following list provides some examples of exempt supplies of
goods and services.

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 dwell-
ing

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

* Insurance and the services performed by intermediaries of
insurance companies

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

Exports. Revenue realized from the supply of exported goods is
exempt from RT. However, to qualify for this exemption, the
exports must be supported by evidence that confirms that the
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goods have left Aruba. The Minister of Finance may issue addi-
tional regulations for the implementation of the export exemption
mentioned above. However, currently no additional regulations
have been adopted.

E. Cash or invoice (accrual) basis for RT

RT is levied on a cash basis. However, on request, an entrepre-
neur may opt for an invoice (accrual) basis for RT. The tax
authorities need to approve this request.

F. Recovery of RT

Neither established nor non-established businesses may recover
RT in Aruba.

G. Invoicing

An entrepreneur must provide an invoice for all taxable supplies
made, including exports.

Entrepreneurs subject to RT must retain copies of invoices for
10 years.

An RT credit note must be issued when the quantity or consider-
ation shown on an invoice is altered. In general, credit notes must
contain the same information as the original RT invoice.

H. RT return and payment

RT returns. RT returns are generally submitted on a monthly
basis. The RT return must be filed within 15 days after the end of
the month, and the RT due must be paid within the same time
period. The filing of the return and payment of the RT amount
can be done separately.

Penalties. Aruba’s penalty system is strict. The penalties can be
divided into the following two categories:

* Omissions

* Gross negligence or intent

The tax authorities can impose penalties for not filing the RT
return on time, for not paying the amount due on time, or for not
paying or partially paying the amount due. These penalties can
cumulate. The following are the maximum penalties, which vary
depending on the number of omissions:

* Not filing return on time: AWG250

* Not paying on time: AWG10,000

* Not paying or partially paying: AWG10,000

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

Criminal penalties may also apply in certain circumstances, such
as in cases of fraudulent conduct.
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A. At a glance
Name of the tax
Date introduced

European Union (EU)
Member State

Administered by

GST rates
Standard
Other

GST number format
GST return periods

Goods and services tax (GST)
1 July 2000

No

Australian Taxation Office
(http://www.ato.gov.au)

10%
GST-free (zero-rated) and input
taxed (exempt without credit)

ABN 12345678901
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 con-
nected with 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 supplies made to 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 credit-
able purpose

« Taxable importations of goods into Australia, regardless of the
status of the importer

C. Who is liable

The GST registration threshold is AUD75,000 (AUD150,000 for
nonprofit bodies). The threshold 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 current 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, supplies that are not connected
with Australia and certain other types of supplies are excluded.
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Voluntary registration. An entity that has turnover below the reg-
istration threshold may apply to register for GST voluntarily if
the entity is carrying on an enterprise.

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

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 repre-
sentative 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 considered 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 con-
nected 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.

Branch registration. 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 accounting 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.

Nonresident entities. GST applies to taxable supplies and to tax-
able importations made by nonresidents. In general, a nonresi-
dent entity is not required to appoint a tax or fiscal representative
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 nonresident
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.

Voluntary reverse charge. GST on a taxable supply is payable by

the recipient and not by the supplier if all the following condi-

tions are met:

* The supplier is a nonresident.

 The supplier does not make the supply through an enterprise
that it carries on in Australia.
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* 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 fol-
lowing circumstances exists:

» The compulsory reverse charge applies.

* The supply is made by the nonresident through a resident agent.

Compulsory reverse charge. A compulsory reverse charge applies
in the following circumstances:

There is a supply of anything other than goods or real property

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 reg-
istered).

* The supply is for consideration.

* The recipient acquires the supply solely or partly for the pur-
pose of a business enterprise carried 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 (see Section D).

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
domestic purpose. The reverse charge does not apply to private
consumers who are not registered or required to be registered
for GST.

Late registration penalties. Penalties and interest may be imposed
for late registration or for failure to register and for late submis-
sion of a GST return, as part of the Business Activity Statement
(see Section I), or late payment of GST.

D. GST rates

The terms “taxable supplies” and “taxable importations™ refer to
supplies of goods and services and importations that are liable to
GST. Taxable supplies are supplies subject to the standard rate of
GST, which is 10%.

“Input-taxed supplies” are supplies not liable for GST, but which
do not give rise to a right to claim input tax credits for GST
included in acquisitions related to the supply (see Section F).
“GST-free supplies” are supplies not liable for GST that do give
rise to a right to claim input tax credits for GST included in
acquisitions related to the supply.

The following lists provide some examples of input-taxed sup-
plies and GST-free supplies of goods and services, subject to
satisfying certain conditions.

Examples of input-taxed supplies of goods and services
* Financial supplies
* Rental of residential premises
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« Sales (or long-term leases) of residential premises (except for
new residential premises)

* Supplies of some precious metals

* Supplies in the course of fund-raising events conducted by
charitable institutions

* Supplies made through school “tuck shops” and cafeterias

Examples of GST-free supplies of goods and services
* 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

E. Time of supply

Australia does not have time of supply rules. Instead, it has attri-
bution 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.

Cash accounting. Entities may choose to account on a cash basis
only under limited circumstances, 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 particu-
lar 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 consid-
eration is received for the supply, whichever is earlier.

Prepayments. If a prepayment or a deposit is treated as part pay-
ment of the consideration 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.

Continuous supplies. If a supply is made continuously over a
period of time for consideration that is either paid progressively
or periodically, the supply is treated as if each component of the
progressive or periodic supply is a separate supply.

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).
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F. Recovery of GST by registered entities

A registered entity may claim input tax credits for the GST includ-
ed 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.

Non-creditable acquisitions. “Non-creditable acquisitions” are
purchases of goods and services used to make input-taxed sup-
plies or acquisitions that are not used for business purposes (for
example, goods acquired for private use by an entity). In addi-
tion, input tax credits are blocked or reduced for some items of
business expenditure.

However, acquisitions related to making financial supplies
remain creditable if the entity does not exceed the financial
acquisitions threshold. An entity exceeds the financial acquisi-
tions 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 exceeds, or will
exceed, either the lesser of AUD150,000 or 10% of the total input
tax an entity incurs. In calculating the amount of GST on finan-
cial acquisitions, financial acquisitions related to borrowings are
excluded. Acquisitions related to borrowings that are not used to
make input-taxed supplies 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 expendi-
ture for which input tax credits are not available (non-creditable
acquisitions) and examples of items for which input tax credits
are available if the expenditure is related to the enterprise of an
entity (creditable acquisitions).

Examples of non-creditable acquisitions

* Acquisitions used for nonbusiness purposes

* Entertainment acquisitions that are ineligible for income tax
deductions

* Acquisitions related to input-taxed supplies (however, acquisi-
tions related to making financial supplies that either do not
exceed the financial acquisitions threshold, or relate to borrow-
ings not used to make input-taxed supplies, remain creditable)

Examples of creditable acquisitions
* 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)

Partly creditable acquisitions (partial exemption). A creditable
acquisition is an acquisition of goods or services used by a regis-
tered entity in its business enterprise. However, input tax credits
are generally not available for GST included in acquisitions that



32 AUSTRALIA

are used for making input-taxed (exempt) supplies, subject to
whether an entity exceeds the financial acquisitions threshold
(see Non-creditable acquisitions).

In general, the amount of the input tax credit available for a cred-

itable 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 cred-

itable 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 consideration 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 creditable 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 prorata calculation, based on the cost of acquisitions used to
make taxable supplies compared with the total cost of all
acquisitions.

* A prorata calculation, based on the total value of taxable sup-
plies 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 com-
pared with its expected use.

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 refund-
ed. Any refunds of GST must be paid into an Australian bank
account.

G. Recovery of GST by non-established businesses

Only entities that are registered for GST may claim refunds of
GST incurred on Australian acquisitions. In general, entities
(including nonresidents) that make acquisitions in Australia for the
purposes of their enterprises may register for GST if necessary.

H. Invoicing

Tax invoices and adjustment notes. A registered person must gen-
erally 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
AUDS2.50 or less.

A tax invoice is generally necessary to support claims for input
tax credits.

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
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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.

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 sup-
plier must have documents that would enable a person who is
independent of the transaction to reasonably conclude that a sup-
ply 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.

l. GST returns and payment

Business Activity Statement. GST liabilities are reported using a
Business Activity Statement (BAS). Registered persons whose
annual turnover equals or exceeds AUD20 million must complete
a BAS each month, which must be filed electronically, and must
pay any net GST liability. Monthly returns and payments 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 generally 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 and 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 file annual BASs and pay GST annually.

GST liabilities must be paid in Australian dollars.

Penalties. 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. The amount of the penalty is one penalty unit for
each period (a penalty unit is currently AUD170) but may be
increased depending on the size of the entity’s business. General
interest charges may be imposed on late payments of GST. The
rate changes quarterly. It is around the range of 10% to 14% per
year, compounded daily.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Reduced
Other

VAT identification number
format

Tax number format
VAT return periods

Thresholds
Registration

Distance selling
Intra-Community
acquisitions
Recovery of VAT by
non-established businesses

B. Scope of the tax

Value-added tax (VAT)
Umsatzsteuer
1 January 1973

Yes

The Federal Ministry of Finance
(http://www.bmf.gv.at)

19%, 20%
10%, 12%
Exempt and exempt with credit

ATU12345678
123/4567

Monthly (turnover in preceding
year in excess of EUR100,000)
Quarterly (turnover in preceding
year below EUR100,000)
Annually (all businesses)

EUR30,000 (entities established
in Austria)

Nil (entities established outside
Austria)

EUR35,000

EUR11,000 (acquirers that do
not deduct input tax)

Yes

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)
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* Reverse-charge services received by a taxable person in Austria
(that is, services for which the VAT liability shifts to the recipi-
ent of the service)

* Self supplies of goods and services used for nonbusiness pur-
poses and supplies of goods without 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 EUR30,000 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.

Exempt supplies by small businesses. If an Austrian taxable per-
son’s annual turnover is not more than EUR30,000, 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
EUR30,000 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. 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 sup-
port 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.

The effect of group registration is to treat the members as a single
taxable person. Only the controlling 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 controlled company are treated as trans-
actions within a single legal entity and, consequently, they are not
taxable.
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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
Austria by a foreign or non-established business.

A non-established business must register for VAT in Austria if it

makes any of the following supplies:

* 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)

* 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 with-
held VAT on behalf of the supplier to the supplier’s tax account at
the tax office at Graz-Stadt. If the customer 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.

Supplies and import VAT refunds for non-established businesses in
chain transactions. Under Prescript 2003/584 for chain transac-
tions, 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 registered for VAT purposes in
Austria

* The final customer has the right to deduct the full amount of
input VAT

* No VAT is shown on the invoice

Any input VAT in connection with this type of supply is not
deductible. In addition, no more than three parties may be
involved in the chain transaction.

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 con-
tracts” undertaken by a supplier without a seat or 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.
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Supplies of services are all taxable transactions that are not sup-
plies 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 Austrian
VAT liability may also shift from a non-established supplier to a
non-established customer).

If a foreign business exclusively makes supplies in Austria sub-
ject to the reverse charge and does not receive services subject to
the reverse charge, it may not register for VAT. In these circum-
stances, Austrian input VAT may only be claimed through the EU
13th Directive or Directive 2008/9 VAT refund schemes (see
Section G). The input VAT must be reclaimed within six (nine)
months (that is, by 30 June [30 September]) after the end of the
calendar year in which the input VAT is incurred.

If the reverse-charge mechanism applies, invoices must be issued
without VAT. The invoice must include a reference to the appli-
cable 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 subcontrac-
tor to a general contractor, the liability to pay the VAT shifts from
the supplier (subcontractor) to the customer (general contractor).
To determine whether to apply the reverse-charge mechanism,
the customer must provide the supplier with a written notifica-
tion that the VAT liability in such case will shift to the recipient
of the construction service. If the construction work is per-
formed for a building contractor or another business that typi-
cally performs construction or building works the VAT liability
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 subcontrac-
tor 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, indus-
trial and non-industrial 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 EURS,000. For purposes of
this rule, the amount per invoice is decisive. The liability to pay
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VAT also shifts to the recipient if the supplier is an Austrian
business. To avoid problems in defining relevant products, the
definition of “mobile radio units” and “integrated circuits” is in
accordance with the combined nomenclature of the customs
tariff.

Effective 31 December 2013, a reverse charge applies (as an anti-

avoidance measure) for:

* Supplies of video game consoles, laptops and tablet computers,
where the amount of consideration shown on the invoice is at
least EURS5,000

* 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

Tax representatives. A business established in a country outside
the EU must appoint a tax representative 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 representative 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.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to a rate of VAT. The term “exempt supplies”
is used for supplies of goods and services that are within the
scope of VAT, but which are not liable to tax (see Section F).
Exempt supplies do not give rise to a right of input tax deduction
on related expenditure. Some supplies are classified as “exempt
with credit.” This means that no VAT is chargeable, but the sup-
plier may recover related input tax. Exempt with credit supplies
include exports of goods and related services to non-EU coun-
tries as well as intra-Community supplies of goods and related
services to taxable persons established in the EU (see the chapter
on the EU).

In Austria, the VAT rate depends on where the supply is made. In
the regions of Jungholz and Mittelberg, the standard rate is 19%.
In the rest of Austria, the standard rate is 20%. Reduced rates of
10% and 12% also apply. The standard VAT rate applies to all
supplies of goods or services, unless a specific provision allows
a reduced rate or exemption. The 12% reduced rate applies only
to certain wine sales made by the producer.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at a reduced rate of 10%.
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Examples of exempt supplies of goods and services

* Supplies by businesses with annual turnover of less than
EUR30,000

* Certain postal services provided by universal postal services
suppliers

* Most finance services

* Insurance

* Sales and rental of immovable property for commercial uses
(The landlord may opt for taxation of the rent, with the restric-
tion that the tenant must provide services that are eligible for
the input VAT deduction. This restriction is only applicable on
tenancies beginning on or after 1 September 2012. If the land-
lord constructed the building prior to 1 September 2012 or if
construction by a providing entrepreneur started prior to
1 September 2012, the restriction is not applicable.)

» Medical services

Examples of goods and services taxable at 10%
* Most foodstuffs
* Books
» Hotel accommodation and restaurant meals
 Passenger transport
* Residential apartment rental
* Supplies made by private hospitals and charitable organizations
* Supplies made by artists
* Pharmaceuticals

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 per-
formed. 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. 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.

Prepayments. The time of supply for a deposit or prepayment is
the end of the calendar month in which the prepayment is
received.

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 cancelled.

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.

Imported goods. The time of supply for imported goods is either
the date of importation, or when the goods leave a duty suspen-
sion regime.
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Cash accounting. Austria operates a cash accounting scheme with
a maximum threshold of EUR2,000,000. The threshold is not
applicable for certain public utility companies. If the threshold is
not exceeded, input VAT can only be deducted if the payment was
made (in addition to a correct invoice). Activities of free profes-
sions and activities of professionally recognized corporations and
legally recognized associations that supply services typical of the
free professions, and other businesses without bookkeeping obli-
gations or transactions below a certain threshold, must account
for VAT on the basis of the consideration received. Upon applica-
tion, the local tax office may grant permission that the taxation is
affected on the basis of the Sollbesteuerung. If the free profes-
sions 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 (Hilfsgeschifte).

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.

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 (see the chapter on the EU).

A valid VAT invoice or customs document is required for an input
VAT deduction.

Nondeductible input tax. Input tax may not be recovered on pur-
chases of goods and services that are not used for business pur-
poses (for example, goods acquired for private use by
entrepreneurs). In Austria, input VAT 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 expendi-
ture 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
* Fuel expenses for a car
* Private expenditure
* Business gifts disallowed for direct tax purposes
* Parking expenses for a car

Examples of items for which input tax is deductible
* Accommodation
* Mobile phone costs
* Books
* Small business gifts, if allowed for direct tax purposes (but gifts
are subject to output VAT if they exceed a value of EUR40)
* Purchase, lease, hire, maintenance and fuel for vans and trucks
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* Entertainment of business partners (restaurant expenses), if
predominantly for marketing purposes

* 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 VAT 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 with-
out 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 supplies 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 overhead. 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 per-
centage is normally taken to two decimal places.

An alternative method is a simple pro-rata calculation. A par-
tially 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 recover-
able under the direct allocation method.

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.
However, the amount of input tax recovered for capital goods
must be adjusted over time if the taxable person’s partial exemp-
tion 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 input VAT exceeds

EUR220:

¢ Land, buildings and additions to buildings, basic alterations and
major repairs to buildings (adjustment 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 VAT, depending on whether the ratio of taxable
supplies made by the business has increased or decreased com-
pared with the year in which the capital goods were acquired.



42 AUSTRIA

In Austria, the capital goods scheme also applies to current assets
and services if the criteria for deducting input VAT changes. For
example, the type of business carried on changes from fully tax-
able 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 to the relevant tax office.

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.

For businesses established in the EU, refunds are made under the
terms of EU Directive 2008/9. 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 and
under EU Directive 2008/9 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; see
Section C).

Refund application. The deadline for non-EU claimants is 30 June
of the year following the year in which the input VAT was
incurred. The deadline for EU claimants is 30 September of the
year following the year in which the input VAT was incurred.
These deadlines may not be waived or extended.

Non-EU claimants. Claims must be submitted in German and
must be accompanied by the appropriate documentation.

A non-EU company claimant must submit the following

documents:

* The official form issued by the Austrian authorities (US). 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.

« [f 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. However, 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 peri-
od is one year. The minimum claim for a period of less than a year
is EUR400. For an annual claim, the minimum amount is EUR50.
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Applications for refunds of Austrian VAT may be sent to the fol-
lowing address:

Finanzamt Graz-Stadt

Referat fuer auslaendische Unternehmer
Conrad-von-Hoetzendorfstr. 14-18
A-8010 Graz

Austria

EU claimants. EU claimants must file the refund application
electronically in the EU Member State in which they are seated.
The deadline for annual applications is 30 September of the fol-
lowing year.

EU claimants are not required to enclose any invoices or a cer-
tificate 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 minimum 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 EURS0.

For the general VAT refund rules applicable to non-established
businesses, see the chapter on the EU.

H. Invoicing

VAT invoices and credit notes. An Austrian taxable person must
generally provide a VAT invoice for all taxable supplies, includ-
ing exports and intra-Community supplies. Invoices are not
automatically required for retail transactions with private cus-
tomers, unless requested by the customer.

Effective 1 March 2014, the threshold that applies for issuing a
less detailed tax invoice is EUR400.

A VAT invoice is necessary for input VAT deduction or a refund
under the EU 13th Directive or Directive 2008/9 refund schemes
(see the chapter on the EU).

A VAT credit note may be used to cancel or amend a previous
VAT invoice. A credit note must be cross-referenced to the origi-
nal 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.

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 cus-
toms, showing the supplier as the exporter, freight documents,
or the export advice according to Article 796e of the Commission
Regulation 1875/2006 is required.
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* For an intra-Community supply, a range of commercial docu-
mentation is needed, including an invoice indicating the sup-
plier’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 documents (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 cus-
tomer’s own means of transport, additional documentation is
required (for example, proof of identity of the person collecting
the goods, 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).

Electronic invoicing. In line with EU Directive 2010/45/EU, elec-
tronic invoices that are received in electronic format are valid for
the deduction of input VAT, even without an electronic signature.
The authenticity of the original electronic invoice, the intactness
of its content and its readability must be ensured from the time of
issue until the end of the seven-year archiving period. Businesses
can decide individually how to ensure the authenticity of the
original invoice, the intactness of its content and the readability
of the content, provided that a reliable audit trail between the
invoice and the service is established.

Cross-border invoices. The obligation to issue an invoice is gov-
erned by the law of the country of the respective place of supply.
The obligations of the home country have to be applied in cases
in which a domestic service provider renders services with a
place of supply in another EU state and the VAT liability for these
services shifts to the recipient, unless the service provider invoic-
es via credit notes. The same will apply for invoices of the inter-
mediate supplier in intra-Community triangular transactions.
Conversely, traders from another EU Member State who render
reverse-charge services in Austria or perform triangular transac-
tions must observe the financial reporting provisions from their
home country. Domestic VAT invoicing rules will also apply for
services provided by domestic traders with place of supply in a
non-EU country.

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
currency, the tax amount must be additionally stated in euros. In
addition to the average rate published on the Austrian Ministry of
Finance homepage, the most recent exchange rate published by
the ECB can alternatively be used if the individual amounts are
proven using bank notifications or a stock exchange list. The
same exchange rates apply to the deduction of input VAT by the
recipient.
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I. VAT returns and payment

VAT returns. Austrian VAT returns are submitted monthly if tax-
able turnover exceeded EUR100,000 in the preceding year. If a
business begins operations, it must submit monthly returns if its
turnover 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.

Monthly VAT returns must be submitted and full payment of the
VAT due must be made by the 15th day of the second month fol-
lowing the return period. If this day is a Saturday, Sunday or
public holiday, the due date shifts automatically to the next work-
ing day. If the taxable turnover in the preceding calendar year was
less than EUR30,000 and if the payment 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 posi-
tion wants to claim the repayment.

Quarterly VAT returns and full payment of the VAT due must be
submitted by the 15th day (the next working day if this day is a
Saturday, Sunday or public holiday) of the second month follow-
ing the end of the VAT return period.

VAT returns and EU Sales Lists (see Section J) must be filed
electronically, if the taxable person has the necessary technical
means available to do so.

Penalties. A penalty equal to 2% of the VAT due applies to the
late payment of VAT. If the VAT payment has not been made three
months after the due date, an additional 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 pen-
alty 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 authori-
ties may consider the late payment to be tax fraud, which is sub-
ject to much greater penalties.

J. EU filings

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
acquisitions (INTRASTAT Arrivals) and intra-Community sup-
plies (INTRASTAT Dispatches).

The threshold for submitting INTRASTAT statistical reports is
EURS50,000 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,
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it is also necessary to file nil returns). The submission deadline
is the 10th business day of the month following the return period.

Penalties may be incurred if INTRASTAT declarations are per-
sistently late, missing or inaccurate.

EU Sales Lists. Under Article 44 of EU Directive 2006/112 (gen-
eral business-to-business rule), if an Austrian taxable person
makes intra-Community supplies of goods or performs intra-
Community 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 sub-
mitted monthly or quarterly. The due date is the last day of the
month following the end of the ESL period.

Late submissions of ESLs may lead to a penalty of up to 1% of
the amount of intra-Community supplies, determined at the dis-
cretion 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 EURS5,000.
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www.ey.com/GlobalTaxGuides
www.ey.com/TaxGuidesApp
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Indirect tax contact

Arzu Hajiyeva +994 (12) 490-7020
Fax: +994 (12) 490-7017
Email: arzu.hajiyeva@az.ey.com
A. At a glance
Name of the tax Value-added tax (VAT)
Local name Blave Dayar Vergisi (8DV)
Date introduced 1 January 1992
European Union (EU)
Member State No
Rates
Standard 18%
Others 0% and exempt

Number format

Tax identification number (TIN)
with 10 digits

Return period Monthly
Thresholds
Registration Taxable turnover exceeding
AZN120,000 for a period of
12 consecutive months
Recovery of VAT by

non-established businesses ~ No

B. Scope of the tax

VAT applies to the following transactions:

* The supply of goods, works and services performed in
Azerbaijan

* The importation of goods

C. Who is liable

Taxable person. Taxable persons engaged in an entrepreneurial
activity that have taxable turnover during a period of 12 consecu-
tive months exceeding AZN120,000 must register with the tax
authorities as VAT payers within 10 days following the end of the
12-month period.

Any person registered or to be registered as a VAT payer is con-
sidered a VAT payer. Consequently, a taxpayer is any individual
entrepreneur or legal entity that makes taxable supplies of goods
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(works or services) or that conveys goods across the customs
border of Azerbaijan in an amount exceeding the above-men-
tioned thresholds.

Group registration. Any joint economic activity conducted with-
out the formation of a separate legal entity is deemed an indepen-
dent person 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 perma-
nent establishment in Azerbaijan (a non-established business)
and that is not registered for VAT in Azerbaijan to a person reg-
istered 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 business.

Late-registration penalties. If a taxpayer subject to VAT registra-
tion does not register for VAT purposes and carries out taxable
activities, the taxpayer is subject to a financial sanction 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.

D. VAT rates

The standard rate of VAT is 18%. Certain supplies are zero-rated
or exempt from VAT.

The following lists provide some examples of goods and services
that are zero-rated or exempt from VAT.

Examples of zero-rated supplies
* Goods and services intended for the official use of the diplo-
matic and consular representative offices of international agen-
cies 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 representative offices (includ-
ing 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, performance of works
and provision of services to recipients under grants, with the
proceeds of uncompensated financial aid (grants) received
from abroad
International or transit transportation of cargo or passengers;
provision of works or services which are directly connected
with international or transit flights, except for international
postal services

Examples of exempt supplies
Provision of financial services
Contribution of property to an enterprise’s charter fund (capi-
tal) in the form of participation share, except for imported
property (if the contribution of property in the form of partici-
pation share is not directly connected to the acquisition of other
property in exchange)
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« 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 preschool educational services (except for the
provision of services in connection with other activities)

Note: 1f it is stipulated that specific production needs cannot be
met by local resources for a specific period, the relevant execu-
tive authority shall be entitled to grant a VAT exemption for
imported goods and equipment to meet those needs.

E. Place of supply

Goods. The transfer of goods is deemed to occur at the place
where they are made available. If the conditions 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.

Works and services. 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. These
works (services) include construction, construction and assem-
bly, repair, reconstruction works, agency and expert services
with respect to real property, as well as other 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 ren-
dered in the areas of culture, arts, physical fitness or sports, or
in similar areas.

 The place where the transportation occurs if the works (ser-
vices) 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 associ-
ated with the permanent establishment of the purchaser, where
the permanent establishment is located.

The above rules apply to the following services:

* Transfer or assignment of patents, licenses, trademarks, copy-
rights and other similar rights

* Rendering of consulting, legal, accounting, engineering, adver-
tisement, 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, documents, 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)
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* 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

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 activity.

F. Time of supply

Goods and services. In general, the time of a taxable transaction
is the date on which an electronic VAT invoice is issued for the
transaction. If a VAT invoice is not issued within five days fol-
lowing the date on which it was due, the taxable transaction is
considered to occur at the time of provision of the goods, works
or services. If the supply of goods involves their transportation,
the taxable transaction is considered to occur when the transpor-
tation begins.

Continuous supply of services. If services are rendered on a regu-
lar 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, the time of rendering services is when
payment is made for any part of the operation.

Additional time-of-supply rules. For advance payments, the tax-
able 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.

Imported goods and services. For taxable importations, the time
of a taxable operation is when the use or consumption of the
imported goods or services begins.

Note: For barter operations and 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.

In case of cancellation of registration, the date of supply of the
goods is considered the date preceding the actual time of
cancellation.

G. Recovery of VAT by taxable persons

VAT must be paid through an electronic transfer (no payments in
cash). VAT must be paid to a VAT deposit account directly from
a deposit account or bank account of a payer. Electronic VAT
invoices must be supplied. 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.

Non-recoverable input VAT. In general, no credit of input VAT
paid with respect to entertainment 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 trans-
port within norms set by the relevant executive authority) or for
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expenses connected with the accommodation of employees and
other expenses of a social nature is allowed.

Partial exemption. If a taxpayer conducts both taxable operations
and operations exempt from VAT, a VAT credit is granted for the
VAT paid with respect to the taxable transactions.

Refunds. An excess of VAT credit amount over the output VAT
amount charged during the accounting period may be carried
forward for the following three months and applied against VAT
due to the state budget 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.

H. Invoicing

In general, persons registered as VAT payers and conducting tax-
able transactions must issue electronic VAT invoices to the per-
sons to whom they provide goods or services. Persons not
registered for VAT purposes may not issue VAT invoices. A tax-
payer 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.

I. VAT returns and payments

VAT returns. Each taxpayer must file a VAT return on a monthly
basis. The return must be filed by the 20th day of the month fol-
lowing the accounting month. The payment of VAT must be made
by the same day.

VAT on imports must be calculated and collected by customs
authorities at the time of importation.

Penalties

Late submission of return. Late submission of a VAT return is
subject to a financial sanction in an amount of AZN40.

Tax underpayment or evasion. 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 sub-
ject to a fine equal to 50% of that understated or evaded tax
(except for an additional tax amount calculated through a desk
tax audit; a desk tax audit is conducted distantly by the tax
authorities on the basis of documents provided by a taxpayer or
third-party information, without visiting the premises of the
taxpayer).
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Barbados
www.ey.com/GlobalTaxGuides
www.ey.com/TaxGuidesApp
Bridgetown GMT -4
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Indirect tax contacts
Terry-Ann Moe

+1 (246) 430-3903
Email: terry-ann.moe@bb.ey.com

A. At a glance
Name of the tax
Date introduced

European Union (EU)
Member State

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)
1 January 1997

No

Customs and Excise Department
Value-Added Tax Division

3rd Floor

Weymouth Corporate Centre
Roebuck Street

St. Michael

Barbados

17.5%
7.5%
Zero-rated (0%) and exempt

2XXXXXXX-X (9 digits)
Bimonthly and monthly

BBD80,000

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 BBD80,000 a year.

In general, any person that begins making taxable supplies in
Barbados must apply to the VAT authorities for registration
within 21 days after the date on which taxable supplies are first

made.
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Group registration. VAT grouping is not allowed under the
Barbados VAT law. Legal entities that are closely connected must
register for VAT individually.

Reverse charge. No reverse-charge mechanism applies in Barbados.

D. VAT rates

The term “taxable supply” refers to a supply of goods and ser-
vices that is liable to VAT, including a supply taxed at the zero
rate. The term “exempt supply” refers to a supply of goods and
services that is not liable to VAT and is listed in the Second
Schedule of the VAT Act. Persons that make exempt supplies are
not required to register for VAT and they are not permitted to
recover any input tax incurred in making those exempt supplies
(see Section F).

In Barbados, the following three rates of VAT apply:
¢ Standard rate of 17.5%

* Reduced rate of 7.5%

* Zero rate (0%) and exempt

The 17.5% standard rate applies to most supplies of goods or
services. The 7.5% rate applies to the supply of 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. (The reduced rate
for direct tourism services was announced in the Barbados
annual budget in August 2013. However, the determination of
what falls within “direct tourism services” had not been made as
of October 2013.) The First Schedule of the VAT Act lists the
goods and services that are zero-rated, and the Third Schedule of
the Act lists the goods that are zero-rated on importation. On
17 July 2007, the Customs and Excise Department published the
conditions and procedures necessary for manufacturers, who
export 40% or more of their total production, to qualify for the
zero-rating of inputs (for example, machinery and equipment and
raw materials) imported for use exclusively in manufacturing.

The following lists provide some examples of exempt and zero-
rated supplies of goods and services.

Examples of exempt supplies of goods and services
* Financial services
* Medical services
* Residential property sales
» Water and sewerage services
* Public postal services
« Transportation services
* Betting and gaming

Examples of goods and services taxable at 0%
* Exported goods
* Certain staple foodstuffs
* Prescribed drugs
* Veterinary services
* International cruises
* Imported inputs for manufacturing
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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.

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 re-supply 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 pur-
chases of goods and services that are not used for business pur-
poses. The following are examples of items of expenditure for
which input tax is deductible if the expenditure is related to the
making of taxable supplies (this list is not exhaustive):

* Business entertainment

* Travel expenses

Partial recovery. The Barbados VAT law states that if all the sup-
plies 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 cal-
culation is required. This measure applies to persons making both
taxable and exempt supplies. Input tax is recoverable on the fol-
lowing basis:
o 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 calcula-
tion 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 compared 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
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the amount that they consider to be “fair and reasonable.”
However, this provision is generally not invoked.

Refunds. A refund arises when the amount of input VAT recover-
able in a month exceeds the amount of output VAT 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
6 months, the tax authorities were required to pay interest on the
outstanding balance at a prescribed rate of 1%.

G. Invoicing

Sales invoices and credit and debit notes. A taxable person must
provide a tax invoice for all taxable supplies made to registrants.
A tax invoice is necessary to support a claim for input tax recovery.

A credit note or debit note must be issued when 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.

Exports. VAT is charged at a rate of 0% on supplies of exported
goods. However, to qualify as zero-rated, exports must be sup-
ported by evidence that confirms the goods have left Barbados.

H. VAT returns and payment

VAT returns. VAT reporting periods are generally 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. Any
tax due for the period must be remitted with the return. Returns
may be filed using the VAT authority’s electronic filing system.
Additionally, requests may be made to offset refunds from prior
years against current VAT liability.

Penalties. VAT penalties generally relate to VAT accounting. The
following are some of the penalties associated with breaches of
the VAT law:

* A penalty of BBD100 for the late submission of a VAT return
* A late payment penalty of 10% of any output tax due

* Interest at the rate of 1% of any outstanding tax and penalty

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

Criminal penalties may also apply in certain circumstances, such
as in cases of fraudulent conduct.
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Ekaterina Semenets +375 (17) 209-4535
Email: ekaterina.semenets@by.ey.com
Jorge Intriago +380 (44) 490-3003
(resident in Kyiv) Email: jorge.intriago@ua.ey.com
A. At a glance
Name of the tax Value-added tax (VAT)
Local name Nalog na dobavlennuyu stoimost
(NDS)
Date introduced 19 December 1991
European Union (EU)
Member State No
Administered by Ministry of Taxes and Duties of
the Republic of Belarus
(http://www.nalog.gov.by)
VAT rates
Standard 20%
Reduced 10%
Other Zero-rated 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 None (no separate registration
exists for VAT purposes;
taxpayers register for all
corporate taxes at the same
time)
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
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C. Who is liable

In general, a taxpayer is any individual entrepreneur or legal
entity (including a foreign legal entity) that performs taxable sup-
plies 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.

Tax registration. Taxpayers are not required to register separately
for VAT purposes and cannot elect to do so. Tax registration is
carried out during the incorporation of the company (or represen-
tative office) and applies for all corporate taxes.

Exemption from VAT payment obligations. Private entrepreneurs
and legal entities that are applying the simplified taxation system
without payment of VAT (if thresholds of revenue and number of
employees are not exceeded) or carrying out activities subject to
unified tax on imputed income are exempt from VAT payment
obligations, except for payment of VAT at customs.

Group registration. Tax group registration is not allowed under
Belarusian law. Legal entities that are closely connected must
register for tax purposes separately.

Foreign legal entities (non-established businesses). A “non-estab-
lished business” is a foreign company that does not have a per-
manent establishment in Belarus. Foreign legal entities that do
not have a permanent establishment in Belarus are not subject to
VAT when they sell goods (perform works, render services) in
Belarus. In such cases, the Belarusian legal entities and individ-
ual entrepreneurs who purchase these goods (works, services)
must calculate and pay VAT. A foreign legal entity or non-estab-
lished 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.
* [t owns immovable property in Belarus.
« [t operates entertainment facilities such as merry-go-rounds
and ferris wheels that are usually located in amusement parks.
* It puts on wild animal attractions.

The tax registration procedure for non-established businesses is
generally the same as the procedure 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.

Late-registration penalties. Belarusian administrative law pro-
vides 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 = BYR130,000).

» 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.

D. VAT rates

The term “taxable supplies” refers to supplies of goods (works
and services) and property rights that are liable to a rate of VAT,
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including the zero rate. The term “exempt supplies” refers to sup-
plies of goods (works and services) and property rights not liable
to tax.

In Belarus, the following VAT rates are applied:
« Standard rate: 20%

* Reduced rate: 10%

e Zero rate: 0%

VAT is levied at a general rate of 20% on taxable supplies, which
include the majority of domestic sales of goods and services.

The reduced rate of 10% applies to the following:

* 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,
racoon, sable, etc.

* Sales of fish and hive products produced in Belarus

* Sales and/or imports into Belarus of food and goods for chil-
dren as per the list established by the Belarusian President

The following lists provide some examples of exempt supplies of
goods and services as well as goods and services taxable at 0%.

Examples of exempt supplies of goods and services
* Provision of financial, insurance, educational, cultural, housing
or medical services
* Provision of certain medical equipment, prosthetics and devices
for disabled persons

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 tolling agreements
* Repairs of aircraft and their engines, units of railway technics
for foreign companies and individuals

E. Place of supply

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 trans-
ported abroad.

* The goods are situated in Belarus at the time of the commence-
ment of shipment or transportation.

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 situ-
ated 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.
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* 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, adver-
tising, 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 modifi-
cation of these products

The place of supply of supplementary services is the same as for
the main services.

F. 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 cus-
tomer 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 given by the taxpayer but no later than the
day when transportation of the goods began

« For services, the day when the services are considered to be
provided in accordance with executed documents such as con-
tracts and invoices

« For transfer of property rights, the date when the customer’s
right to receive payment under the contract arises

The following Exemptions from this rule have also been intro-

duced:

* The date of actual realization of goods, works and services, and
property rights performed by foreign legal entities not regis-
tered with the Belarusian tax authorities is the day of payment,
including advance payments (or other way of obligation
fulfillment).

* The date of actual realization of goods, works and services, and
property rights performed by foreign legal entities not regis-
tered with the Belarusian tax authorities under commission,
trust and other similar agreements concluded with legal entities
and individual entrepreneurs registered with Belarusian tax
authorities is the date of dispatch of goods (performance of
works or rendering services) or transfer of property rights dis-
regarding the day of payment.
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Imported goods. Imported goods are subject to import VAT in
Belarus.

For goods imported from countries that are not members of the
Customs Union, VAT is collected by the customs authorities. For
goods imported from countries that are members of the Customs
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).

VAT on purchases of goods (works and services) from foreign legal
entities. Belarusian legal entities and individual entrepreneurs
that acquire goods, works and services from foreign legal entities
must calculate and pay VAT to the budget if the foreign legal
entities do not have a permanent establishment in Belarus.
Subsequently, Belarusian legal entities or individual entrepre-
neurs may deduct the amount of paid VAT.

G. Recovery of VAT by taxpayers

A taxpayer may recover input VAT, which is VAT charged on
goods (works and services) and property rights supplied for car-
rying out activities within the scope of VAT. A taxpayer generally
recovers input VAT by deducting it from output VAT, which is
VAT charged on supplies made.

The following amounts of input VAT may be deducted:

* VAT paid on purchases of goods, works and services, and prop-
erty rights from resident legal entities

* VAT paid on imported goods

* VAT paid on goods, works and services, and property rights
purchased from foreign legal entities that do not have a perma-
nent establishment in Belarus

Nondeductible input tax. Amounts of input VAT cannot be recov-

ered in the following circumstances:

» They were deducted as expenses for corporate profits tax
purposes.

» They were allocated to the value of goods, works and services,
and property rights (including fixed and intangible assets).

Partial exemption. If a taxpayer engages in both exempt and tax-
able activities, it may account for input VAT related to each activ-
ity separately. In this case, input VAT directly related to taxable
activities is recoverable in accordance with the sequence of VAT
deductions, and input VAT directly related to exempt activities is
not recoverable and must be expensed for corporate profit tax
purposes. If the taxpayer does not keep separate accounts of input
VAT 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 com-
pared 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 VAT related to each
kind of activity is determined by multiplying the total amount of
input VAT and the relevant percentage.

The amount of input VAT is deducted in the following sequence:
» The amount of input VAT 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 VAT
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is deductible up to the amount of output VAT calculated on the

sales of goods, works and services, and property rights.
» The amount of input VAT on fixed and intangible assets. The
amount of input VAT that may be deducted may not exceed the
amount of output VAT 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 VAT related to activities that are subject to
VAT at 10%. In this case, the amount of deduction is not lim-
ited by the amount of output VAT calculated on sales of goods,
works and services, and property rights.
The amount of input VAT 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 VAT calculated on sales of goods,
works and services, and property rights.
The amount of input VAT 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 interna-
tional leasing with redemption right outside Belarus. In this
case, the amount of deduction is not limited by the amount of
output VAT calculated on sales of goods, works and services,
and property rights and expensed for corporate profit tax pur-
poses. Sales of goods described in the preceding sentence are
exempt from VAT.
Amounts of VAT paid from purchased fixed assets and intan-
gible 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 VAT
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 VAT calculated on sales of
goods, works and services, and property rights.

.

Capital goods. A taxpayer may deduct input VAT paid on pur-
chased fixed assets and intangible assets in accordance with the
usual VAT deduction rules, or capitalize input VAT 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 taxpayer 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 VAT) in a VAT
return exceeds the amount of output VAT 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
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refund. If the difference between the amount of VAT deductions
and total VAT calculated on sales of goods (works and services)
and property rights exceeds 3,000 basic units, the tax authorities
may examine the reasonableness of the refund.

Refund of VAT from the budget is carried out by the tax authori-
ties in the following order:
» Reimbursable VAT must be offset during one month 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 working days from the closing date
for offset.

Tax-free system. When foreign individuals purchase a product in
Belarus that costs more than BYR800,000 from a vendor that is
a party to the tax refund services agreement, and then the indi-
viduals export the product to a destination outside the territory of
the Customs Union, they can receive a refund of the VAT they
paid if they apply for the refund with three months of the date of
purchase.

H. 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 establishment, VAT incurred on pur-
chases of goods (works and services), including imported goods,
and property rights is generally recoverable in accordance with
the usual rules (see Section G).

Refund application. 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 (BYR) 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.

Interest on refunds. 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.

I. Invoicing

VAT invoices and credit notes. Since 1 January 2010, VAT invoic-
es are not mandatory.

The grounds for VAT deductions are the entries of amounts of
VAT in primary accounting documents that confirm the payment
for works and services including VAT and contain specified req-
uisites (for example, acts of acceptance).

Proof of exports. Goods exported from Belarus, as well as some
types of works and services related to exports, are subject to VAT
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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 documents.

Foreign-currency invoices. If money liabilities in a contract are
fixed in BYR as an equivalent to an amount in foreign currency,
the VAT base is determined in BYR, using the foreign-currency
rate published by the National Bank of the Republic of Belarus
on the date of actual realization.

J. VAT returns and payment

VAT returns. Taxpayers must file VAT returns quarterly or month-
ly (at the choice of the taxpayer) with cumulative effect in the
calendar year by the 20th day of the month following the report-
ing period. Payments must be made by the 22nd day of the month
following the reporting period. VAT returns shall be filed in the
form of electronic document.

Penalties. The Belarusian administrative law provides for the fol-

lowing fines with respect to the filing of VAT returns and non-

payment or partial payment of the amount of tax:

* Delay in tax return submission (delay of not more than three
working days): penalty on legal entity of 1 to 10 basic units

* Delay in tax return submission (delay of more than three work-
ing 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; penalty on legal entity of 10% of the payable tax
but not less than 10 basic units

* Non-payment or partial payment of tax: penalty on legal entity
of 20% of the underpaid tax but not less than 10 basic units

* Non-payment or partial payment of tax resulting from the neg-
ligence of company’s officials: penalty on responsible official
of 2 to 20 basic units

» Willful non-payment or partial payment of tax: penalty on
responsible official of 20 to 60 basic units
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A. At a glance
Name of the tax
Local names

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Reduced
Other

VAT number format

VAT return periods

Value-added tax (VAT)

Belasting over de toegevoegde
waarde (BTW)
Taxe sur la valeur ajoutée (TVA)

1 January 1971

On 1 January 1978, the Belgian
VAT legislation was adapted in
line with the principles as set
forth in the Sixth Directive.

Yes

Belgian Ministry of Finance
(http://www.minfin.fgov.be)

21%

6%, 12%

Zero-rated, exempt and exempt
with credit

From 1 January 2008, the
taxable person should use:
Prefix: BE

10 digits: ZNNN.NNN.NNN
Z=0orl

N = figure from 0 to 9

In principle, all VAT-registered
persons must file VAT returns
on a monthly basis. However,
taxable persons whose total
annual turnover (VAT exclusive)
does not exceed EUR1,000,000
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(EUR200,000 for specific
business sector) and whose
annual intra-EU supplies do not
exceed EUR400,000 can file
VAT returns on a quarterly

basis.
Thresholds
Registration None
Distance selling EUR35,000
Intra-Community
acquisitions None
EURI11,200 for particular
categories of taxable persons
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 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 acqui-
sitions or distance sales in Belgium.

No VAT registration threshold applies in Belgium. A taxable
person that begins activity in Belgium must notify the Belgian
VAT authorities by means of form 604A.

Special rules apply to foreign or “non-established businesses.”

Group registration. Effective from 1 April 2007, 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. For example, the businesses must be financially, eco-
nomically 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 creating a VAT
group. Transactions within a VAT group are disregarded for VAT
purposes. However, in certain cases, these intragroup transac-
tions may still be subject to VAT. Members must remain part of
the VAT group for at least three years.

Non-established businesses. A ‘“non-established business” is a
business that does not have a seat of business or a fixed establish-
ment in Belgium. A non-established business that makes supplies
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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

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 supplier. If this
reverse charge applies to all the transactions of a non-established
business in Belgium, 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 measure). In certain other situations and provided
that the conditions are fulfilled, a non-established business can
still opt to register for Belgian VAT purposes.

The reverse charge generally applies to supplies made by non-

established businesses to the following:

* Taxable persons established in Belgium that file periodic VAT
returns in Belgium

* Non-established businesses that are registered for VAT and have
appointed a fiscal representative in Belgium

Tax representatives. Businesses that are established in the EU
may register for VAT without appointing a tax representative.
However, EU businesses may opt to directly register for
VAT purposes or appoint a tax representative under certain
conditions.

Businesses that are established outside the EU must appoint a
resident tax representative to register 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 “Central
VAT Office for Foreign Taxpayers” (in English), “Centraal BTW-
kantoor voor Buitenlandse Belastingplichtigen” (in Dutch)
or “Bureau central de TVA pour Assujettis Etrangers” (in
French).

Central VAT office for foreign taxpayers
Registration services

Paleizenstraat 48, 6th Floor

1030 Schaerbeek

Belgium

If a complete file has been submitted and no additional questions
are raised, it takes approximately one to four months for a
Belgian VAT ID number to be granted to a foreign business.

Late-registration penalties. A penalty of EUR100 is assessed for
late VAT registration. If the late registration results in the late
payment of VAT, an administrative fine of 15% calculated on the
VAT due and late payment interest at a rate of 0.8% per month
may be imposed.



BELGIUM 67

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to a rate of VAT, including the zero rate. The
term “exempt supplies” refers to supplies of goods and services
that are not liable to tax. Exempt supplies do not give rise to a
right of input tax deduction (see Section F). Certain supplies are
classified as “exempt with credit,” which means that no VAT is
chargeable, but the supplier may recover related input tax.
Exempt with credit supplies include the following:
* 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)

In Belgium, the following VAT rates apply:
* 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 ser-
vices, unless a specific measure provides for a reduced rate, the
zero rate or exemption.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at a reduced rate of VAT.

Examples of exempt supplies of goods and services without
right of input VAT deduction
* Real estate transactions (except “new buildings” and accompany-
ing building land)
* Services of doctors and dentists
* Finance
* Insurance
* Human organs

Examples of goods and services taxable at 0%
* Newspapers
* Tobacco

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 five
years

¢ Original works of art

Examples of goods and services taxable at 12%
* Public housing
* Restaurant services (excluding drinks)

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.” In Belgium, different time-of-supply rules apply
to goods and services.
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Goods. The time of supply for goods is one of the following:

* When the goods are put at the disposal of the buyer

« [f the goods are shipped by the supplier, when the goods arrive
at the buyer’s premises

« If the supplier needs to install the goods, when the installation
is completed

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 and the supply is
clearly described.

Services. The time of supply for services is when the service is
completed. The time of supply is set at an earlier date if a pay-
ment is received before the service is finished. This service must
be clearly described.

Continuous supplies of services. For a continuous supply of ser-
vices 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 continu-
ous 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.

Additional time of supply rules. VAT becomes due with respect to
a supply of goods or services before the basic tax point if pay-
ment is received before the basic time of supply.

Goods sent on approval or for sale or return. The time of supply
for goods sent on approval or for sale or return is when the cus-
tomer accepts the goods.

Intra-Community supplies. The time of supply for an intra-Com-
munity supply of goods is the 15th day of the month following
the time of supply (see above). If the supplier issues an invoice
before this date, the time of supply is when the invoice is issued.
From 1 January 2013, VAT shall become chargeable on the issue
of the invoice, or on expiry of the 15th of the month following the
month of the supply if no invoice has been issued by that time.

Intra-Community acquisitions. The time of supply for an intra-
Community acquisition of goods is 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 time of supply is
when the invoice is issued. From 1 January 2013, VAT shall
become chargeable on the issue of the invoice, or on expiry of the
15th day of the month following the month of the supply if no
invoice has been issued by that time.

Imported goods. The time of the 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 when the importer of record is in posses-
sion 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.
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Cash accounting. Belgium does not operate a cash accounting
scheme.

F. Recovery of VAT by taxable persons

In principle, every VAT-taxable person has the right to deduct the
Belgian input VAT incurred. The right to recover input VAT
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 VAT 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 VAT
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 VAT can
only be deducted at the end of the third calendar year following
the year in which the VAT became due.

Nondeductible input tax. 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 entre-
preneur). In addition, input tax may not be recovered for some
items of business expenditure.

The following lists provide some examples of items of expendi-
ture 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 limi-
tation is broadened to include the purchase or lease of a light
truck, including all the costs, provided that there is a mixed use

* Private expenditure

* Business gifts (unless valued at less than EURS0, VAT exclud-
ed, per unit)

* Alcohol

* Tobacco

 Hotel accommodation, meals and beverages (exceptions may
apply)

* Reception costs

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

* Business use of home telephone

* Advertising

* Transport

* Books
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Partial exemption. Input tax directly related to the making of
exempt supplies (without input tax credit) is generally not recov-
erable. 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 busi-
ness may recover may be calculated 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 per-
centage is rounded up to the nearest whole number (for exam-
ple, 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 identifies the input VAT 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 example, 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 rev-
enues (turnover) of supplies made, or it may be a special calcu-
lation agreed to with the VAT authorities.

Capital goods. From 1 January 2011, the deduction of VAT paid
in advance on the acquisition of investment goods must be lim-
ited 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 new article 45, §1 requirements 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 will no longer be a 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. 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)

* Other movable capital assets (adjusted for a period of five years)

« Effective from 7 January 2007, certain services, such as intel-
lectual property rights (including patents, licenses and trade
marks or immovable work undertaken by the tenant of a build-
ing) considered to be capital goods if amortized for accounting
purposes over a period of five years or more
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The adjustment is applied each year following the year of acquisi-
tion, 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 VAT, depending on whether the ratio of taxable
supplies made by the business has increased or decreased com-
pared with the year in which the capital goods were acquired.

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.

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.

For businesses established in the EU, refund is made under the
terms of the EU 8th Directive (2009 and earlier years) or Directive
2008/9/EC (2010 and subsequent years). For businesses estab-
lished 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.

Effective from 1 January 2010, Belgium also adheres to the
European changes with respect to VAT refunds to European non-
established businesses that are included in the so-called “VAT
package.” VAT refund claims of EU businesses not established in
Belgium (previously covered by the 8th Directive) can be filed
through a portal website in the home country of the non-estab-
lished entity. Original invoices no longer need to be submitted
with the refund claim. These new rules apply to refund claims
filed after 31 December 2009.

For the general VAT refund rules applicable to the refund
schemes for EU businesses (former 8th Directive and new rules
effective from 1 January 2010) and non-EU businesses (13th Dir-
ective), see the chapter on the EU.

Refund application. Effective from 1 January 2010, in principle,
the European harmonized rules for VAT refunds to EU busi-
nesses apply in Belgium to refund claims filed as of 1 January
2010 (see the chapter on the EU).

Claims no longer need to be filed on paper. Instead, they must be
filed through a portal website in the home country. In some cases,
electronic copies of invoices must be added, depending on the
type of cost and the taxable amount of the invoice.

The minimum claim period is three months, while 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
EURS50.
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Effective from 1 January 2010, the statute of limitations for all
refund claims is reduced from three years to one year. As a result,
claims must be submitted before 30 September of the following
year. Under the prior rule, the deadline was 31 December of the
third year following the tax point. For 2009 claims, an extension
was granted until 31 March 2011.

In principle, the rules for refunds applicable to non-EU busi-
nesses remain unchanged after 1 January 2010, with the excep-
tion of the reduced period for the filing of refund claims (claims
need to be filed before 30 September of the following year).

Repayment interest. If an EU 8th Directive refund is not made
within six 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. Interest is not paid to
claimants that apply for refunds under the EU 13th Directive
scheme.

Effective from 1 January 2010, in principle, the six-month period
mentioned above is reduced to four months (see the chapter on
the EU).

H. Invoicing

VAT invoices and credit notes. A Belgian taxable person must
generally provide a VAT invoice for all taxable supplies 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 deduc-
tion or a refund under the EU 8th or 13th Directive refund schemes
(see the chapter on the EU).

A VAT credit note may be used to reduce the VAT charged and
reclaimed on a supply 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. Effective 1 January 2013, the VAT law has
been amended to permit electronic invoicing in line with EU
Directive 2010/45/EU.

Proof of exports and intra-Community supplies. Belgian VAT is
not chargeable on supplies of exported goods and on intra-Com-
munity 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.

* For an intra-Community supply, a range of commercial docu-
mentation (such as purchase orders, transport documentation,
proof of payment and contracts) is required. Each document is
permitted as evidence but each document in itself is not suffi-
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cient. The valid VAT number (issued by another Member State
other than Belgium) of the customer should be mentioned on
the invoice.

Foreign-currency invoices. Invoices may be issued in any curren-
cy, provided that the amount of VAT due is expressed in euros
(EUR). 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 in the contract and on the invoice and if it
is actually used to determine payment between the parties.

Language. There are no requirements with regard to the language
of the invoice. However, for inspection purposes, the VAT author-
ities may ask for a translation if the invoice is issued in a lan-
guage other than Dutch, French or German (the official
languages in Belgium).

I. VAT returns and payment

VAT returns. Belgian VAT returns are usually submitted for
monthly periods. Taxable persons with a turnover of less than
EURI million may opt to submit returns quarterly (for some sup-
plies of goods, the threshold is EUR200,000). For taxable per-
sons with more than EUR400,000 of intra-Community supplies
of goods per year, a monthly filing is required.

A taxable person who has chosen to file quarterly VAT returns
can, during the calendar year, be obliged to start filing monthly
VAT returns from the time the threshold of EUR1,000,000 of
annual turnover or EUR400,000 of intra-Community supplies of
goods and services has been exceeded.

Taxable persons that file quarterly returns must prepay the VAT
monthly based on the amount of VAT payable in the previous
quarter. Return liabilities must be paid in euros.

Monthly VAT returns and payment 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 post-
poned 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 post-
poned to the next working day. The payment of the VAT due
needs to be made by the same date.

Monthly payments for the quarter must be made on the 20th day
of the second and third months of the VAT quarter. The amount
due is a prepayment that must equal 1/3 of the balance of VAT
due for the previous quarter. The balancing payment is due with
the VAT return.

Penalties. A penalty is assessed for late submission of a VAT
return in the amount of EUR100 per month, up to a maximum of
EUR1,000.



74 BELGIUM

J. EU filings

INTRASTAT. A Belgian 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 cer-
tain thresholds. Separate reports are required for intra-Communi-
ty acquisitions (INTRASTAT Arrivals) and for intra-Community
supplies (INTRASTAT Dispatches).

The threshold for INTRASTAT Arrivals for the 2011 calendar
year is EUR700,000.

The threshold for INTRASTAT Dispatches for the 2011 calendar
year is EUR1 million.

Belgian taxable persons must complete INTRASTAT declara-
tions in euros, rounded up to the nearest whole number.

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.

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).

EU Sales Lists. If a Belgian taxable person makes intra-Commu-
nity 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.

Effective from 1 January 2010, in addition to intra-Community
supplies of goods, the ESLs must also contain information
regarding cross-border supplies of services to other taxable per-
sons (B2B), established in other EU Member States. 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 sim-
plified triangulation schemes must continue to be marked by the
letter “T.”

Effective from 1 January 2010, ESLs are filed monthly by
monthly VAT filers and quarterly by quarterly VAT filers. Under
some conditions, quarterly VAT filers must also file monthly
ESLs.

Penalties may be imposed for late, missing or inaccurate ESLs.
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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

E-commerce. Effective 20 December 2013, the Bolivian tax

authorities published rules for the application of VAT on e-com-

merce. 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.

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

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
“habitual” supplies of goods or services in Bolivia. Under the
applicable regulation, “habitually” must be determined by weigh-
ing the nature, amount or frequency of the sales of movable
goods and services.

A non-established business is not required to appoint a tax repre-
sentative to register for VAT.

Reverse-charge services. In Bolivia, the reverse charge for ser-
vices does not apply.

Late-registration penalties. Penalties for late VAT registration
include the closing of the business until the situation is rectified.

D. VAT rates

In Bolivia, VAT applies at a rate of 13% to supplies of goods or
services, unless a specific measure provides an exemption. The
effective rate of VAT is 14.94%, because VAT must be included
in the sales price.

The following supplies are exempt from VAT:

* Goods imported by members of diplomatic corps recognized in
Bolivia

* “Bonafide” introduced merchandise, up to a limit of USD1,000
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« Life insurance quotas (monthly payments with respect to a life
insurance contract)
« For securities registered on the Bolivian Stock Exchange, capi-
tal 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
(titularizacion) 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)
Inbound tourism and lodging services for foreign tourists with-
out a residence or address in Bolivia
Artistic events focused on production, presentation and promo-
tion of theater, dancing, national folklore, painting, sculpture
and movies of Bolivian artists, if they are sponsored or devel-
oped in locations in Bolivia that are managed or owned by a
municipal government or the Bolivian government
¢ Since 2013, the sale of books printed in Bolivia or those
imported by or published by Bolivian institutions

Exports are taxed at a zero rate.

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 owner-
ship occurs. The tax event for services is the earlier of when the
service is performed or completed, and when full or partial pay-
ment of the price is received.

Continuous supply of services. The continuous supply of services
(electricity, water, and gas that is delivered to homes) must be
invoiced on a monthly basis.

Imported goods. The tax event for imported goods is when the
goods clear all customs procedures.

F. Recovery of VAT by taxable persons

A taxable person may recover input VAT (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
VAT by deducting it from output VAT (also known as debit VAT),
which is VAT charged on supplies made.

Input VAT 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 accom-
pany a claim for input VAT.

Recovery of VAT on purchases of special gasoline, premium
gasoline or diesel from service stations is limited to the VAT paid
on 70% of the purchase value.
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Nondeductible input VAT. Input VAT cannot be recovered on pur-
chases of goods and services that are not used for business pur-
poses (for example, goods acquired for private use by an
entrepreneur).

For deducting VAT credit with respect to transactions in an
amount of BOBS50,000 or more, payment supports (checks,
vouchers or other documents) issued by a financial intermedia-
tion 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

It is also required that payment supports for transactions in an
amount of BOB50,000 or more must be reported to the tax
authorities on a monthly basis.

Refunds. If the amount of input VAT (credit VAT) recoverable in
a month exceeds the amount of output VAT (debit VAT) payable,
the excess credit may be carried forward to offset output VAT in
the following tax period. The amount of input VAT 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.

G. Recovery of VAT by non-established businesses

Bolivia does not refund VAT incurred by businesses that are not
established in Bolivia nor registered for tax purposes.

H. Invoicing

Sales invoices and credit notes. A taxable person must provide a
VAT sales invoice for all taxable supplies made, including
exports (subject to VAT at a zero rate). A VAT invoice is required
to support a claim for input VAT deduction.

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 devolution of goods (total or partial)
and the rescission of services.

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 VAT can be reimbursed through the issuance of tax
devolution certificates (CEDEIMs) that can be negotiated as
securities. Invoices for export transactions must be identified
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 cur-
rency, for VAT purposes, the values must be converted to local
currency (bolivianos). The value must be converted using the
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official exchange rate on the tax-event date published by the
Bolivian Central Bank.

I. VAT returns and payment

Returns. VAT returns are submitted for monthly periods. Returns
and payment in full 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).

VAT liabilities must be paid in bolivianos.

Penalties. Penalties are assessed for errors and omissions with

respect to VAT reporting. The penalties include the following:

* A penalty of UFV 150 for individuals and UFV 400 for busi-
ness entities for not filing a tax return

* A penalty of UFV 150 for individuals and UFV 400 for busi-
ness entities for not filing a corrected tax return increasing the
tax that should have been paid on the original tax return

* A penalty ranging from 20% to 100% of the tax due for unpaid
VAT

In addition, interest and inflation adjustments based on changes
to the UFV are assessed on unpaid VAT.

Criminal tax evasion may be punished by a term of imprison-
ment, depending on the severity of the case.
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Bonaire, Sint Eustatius and Saba
(BES Islands)
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Please direct all queries regarding the BES Islands to the following per-

sons in the Curagao office:

* Bryan D. Irausquin (office telephone: +599 (9) 430-5075; email: bryan.
irausquin@an.ey.com)

« Cristina L. de Freitas Bras (office telephone: +599 (9) 430-5070; email:
cristina.de.freitas@an.ey.com)

» Zahayra S. E. de Lain (office telephone: +599 (9) 430-5080; email:
zahayra.de-lain@an.ey.com)

Effective from 10 October 2010, the Netherlands Antilles (Bonaire,
Curagao, Saba, Sint Eustatius and Sint Maarten) was dissolved. Curagao
and Sint Maarten became autonomous countries within the Kingdom of
the Netherlands (see individual chapters). Bonaire, Saba and Sint
Eustatius (the BES Islands) are now extraordinary overseas municipalities
of the Netherlands, but they have their own tax system including a simpli-
fied general expenditure tax regulation.

A. At a glance
Name of the tax General expenditure tax (GET)
Algemene bestedingsbelasting

1 January 2011

Local name

Date introduced

European Union (EU)

Member State No

GET rates

Bonaire

Standard rate for services
provided 6%
Standard rate for delivery
of goods 8%
Standard rate for import
of goods 8%
Other 25%, 7%, 0%

Sint Eustatius and Saba
Standard rate of services

provided 4%
Standard rate for delivery

of goods 6%
Standard rate for import

of goods 6%

Other 5%, 10%, 18%, 22%, 30%
GET number format IXXXXX.XXX (9 digits)
GET return periods Monthly
Thresholds None
Recovery of GET by
non-established businesses ~ No
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B. Scope of the tax

GET applies to the following transactions:

* 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

* The import of goods

C. Who is liable

A BES entrepreneur, including a manufacturer, that delivers
goods, provides services or manages assets to obtain revenue
from the assets on a permanent 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. An entrepreneur
is a business entity or individual who delivers goods, provides
services or manages assets to obtain revenue from it on a perma-
nent basis. 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 intermedi-
ate goods.

Non-established business. A “non-established business” is a busi-
ness 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 individual
residents of the BES Islands and trading and services depots.

Leases of real estate. Leases of real estate that is equipped and
designed to be used as a permanent residence and is permanently
used by individual residents of the BES Islands is not subject to
GET.

Trading and service depots. Specific services provided by entre-
preneurs 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 which are
legally permitted in a depot. Moreover, services performed or
goods delivered to entrepreneurs 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 enterprises. A small enterprise is a resident individual
entrepreneur who has a business or permanent establishment 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 tax authorities 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.
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Group registration. The GET law does not allow grouping for
GET purposes. Legal business entities that are closely connected
must register for GET individually.

Late-registration penalties. In general, a BES entrepreneur,
including a manufacturer, that begins taxable activities must reg-
ister 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.

D. GET rates

The term “taxable supply” refers to a supply of goods and ser-
vices that is liable to GET. The term “exempt supply” refers to a
supply of goods and services that is not liable to GET.

In Bonaire, the following four 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: 25%, 7%, 0%

In Sint Eustatius and Saba, the following four 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 above-mentioned 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 following lists provide some examples of exempt supplies of
goods and services.

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
« Transportation services
* Betting and gaming (casino)
* Services to a trading and services depot
* Postal services

Exports. Revenue realized from supplies of exported goods by an
entrepreneur is exempt from GET.
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.

F. Recovery of GET
Manufacturers in the BES Islands may recover GET.
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G. Recovery of GET by non-established businesses

Non-established businesses may not recover GET in the BES
Islands.

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.

l. GET returns and payment

GET returns. GET returns are generally submitted for monthly
periods. However, on request of an entrepreneur, the tax authori-
ties may allow that GET due is remitted for quarterly periods
(instead of monthly periods). Returns must be filed and 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 remit-
ted together with the return.

Penalties. 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.

Criminal penalties may also apply in certain circumstances, such
as in cases of fraudulent conduct.
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A. At a glance
Name of the tax
Date introduced

European Union (EU)
Member State

Member of the Southern
African Customs Union

Administered by

VAT rates
Standard
Other

VAT number format

VAT return periods

Registration threshold

Recovery of VAT by

non-established businesses

B. Scope of the tax

Value-added tax (VAT)
1 July 2002

No

Yes

Botswana Unified
Revenue Services
(http://www.burs.org.bw)

12%
Zero-rated and exempt
C01234567890 for companies
101234567890 for individuals
P01234567890 for partnerships
T01234567890 for trusts
Monthly (annual taxable supplies
in excess of BWP12 million)
Bimonthly (annual taxable
supplies below BWP12 million)
BWP500,000 (to increase to
BWP1 million in

FY 2014/2015)

No

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
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Goods that are imported from countries within the Southern
African Customs Union (consisting of Botswana, Lesotho,
Namibia, South Africa and Swaziland) 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 authority,
board, natural person, trust, company and partnership.

The VAT registration threshold is BWP500,000 and is expected
to increase to BWP1 million for FY 2014/2015. A taxable person
must notify the Botswana VAT authorities of its liability to regis-
ter for VAT within 21 days after becoming liable.

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 establishment in Botswana. A non-
established business that makes supplies of goods or services in
Botswana must appoint a representative in order to register for
VAT. The representative must be resident in Botswana.

Late-registration penalties. 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 imprison-
ment 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 acting 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.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to a rate of VAT, including the zero rate (0%).
The term “exempt supplies” refers to supplies of goods and ser-
vices that are not liable to tax. Persons that make exempt supplies
are not entitled to input tax deduction (see Section F).

In Botswana, the two rates of VAT are the standard rate of 12%
and the 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.

The Budget for FY 2014/2015 announced that the VAT Act will
be amended to exempt all farming equipment and all basic food
stuffs (including vegetables, rice and milk) that are currently zero
rated, meaning that VAT incurred on expenses related to these
supplies will no longer be recoverable.
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The following lists provide some examples of exempt and zero-
rated supplies of goods and services.

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 commis-
sion)

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
* Flour and sugar
* Intellectual property rights for use outside Botswana
* Household consumption of water up to 5,000 liters or 25 drums
of 200 liters

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.

Supplies between related persons. The following is the tax point

for supplies between related persons:

* 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

Periodic supplies. The tax point for periodic supplies is the earlier
of the date on which payment is due or the date on which pay-
ment is received.

Supplies to a branch or principal business outside Botswana. 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.

Imports. The tax point for imported goods depends on the cus-

toms 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 ware-
house

The tax point for imported services is 30 days from the date of
importation.
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VAT deferment. 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 greater 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.

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 expendi-
ture 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 which 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 vehi-
cles
* 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)

Mixed supplies (partial exemption). VAT directly related to making
exempt supplies is not recoverable. A registered person who
makes both exempt and taxable supplies cannot recover VAT tax
in full. This situation is referred to as having “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



88 BOTSWANA

the VAT incurred by the registered person may be claimed as
input tax.

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

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).

G. Recovery of VAT by nonresidents

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 enti-
ties registered for VAT in Botswana may claim refunds of input tax.

H. Invoicing

VAT invoices and credit notes. Registered persons must provide
VAT tax invoices for all taxable supplies made, including exports.
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.

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 when the amount is taken into account for VAT
purposes.

I. VAT returns and payment

VAT 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 sup-
plies of BWP12 million and below.

Returns must be filed within 25 days after the end of the tax
period. Payment is due in full by the same date. If the due date
falls on a Saturday, Sunday or public holiday, the due date is the
last business day before the holiday.

Penalties. The greater of the following penalties is imposed for
the late payment of VAT:

* BWPS50 per day or part thereof

* 10% of the outstanding tax for each month or part thereof
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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 or penalties at a rate of
1.5% per month or part thereof, compounded monthly.

Penalties may also apply to a range of other offenses, including
making false statements and obstructing a VAT officer. In some
cases, penalties may include imprisonment for offenses commit-
ted knowingly or recklessly.

Offenses by corporate bodies. Any offense committed by a corpo-
rate body is deemed to have been committed by a person acting
in a responsible capacity, such as a representative officer, a direc-
tor, a general manager, a company secretary or any similar offi-
cer of the company or any other person acting in such a capacity.
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A. At a glance
Names of the taxes State Value-Added Tax (ICMS)

Federal Value-Added Tax (IPI)
Municipal Service Tax (ISS)
Federal Gross Receipt
Contributions (PIS-PASEP/
COFINS)

Local names Imposto sobre circulagdo de
mercadorias e servigos (ICMS)
Imposto sobre produtos
industrializados (IPT)

Imposto sobre servigos (ISS)
Contribuigdo para os programas
de integragdo social e de
formagao do patrimdnio putblico
(PIS-PASEP)

Contribuigo para o financiamento
da seguridade social (COFINS)

Date introduced

ICMS 1989
IPI 1964
ISS 1968
PIS-PASEP 1970
COFINS 1991
European Union (EU)
Member State No
Administered by Ministry of Finance

(http://www.fazenda.gov.br)
Internal Revenue Service
(http://www.receita.fazenda.
gov.br)
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VAT rates
ICMS

IPI

ISS

PIS-PASEP

COFINS

Thresholds
Registration
ICMS, IPI and ISS

PIS-PASEP/COFINS

VAT return periods
ICMS
IPI
ISS

PIS-PASEP/COFINS
Recovery of VAT by

non-established businesses

B. Scope of the tax

1.5% 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 365% (depending on the
IPI tariff table classification
for the goods)
2% to 5% (depending on the
municipality)
0.65% (for taxpayers taxed
under the presumed income tax
method of calculation, under
the cumulative system)
1.65% (for taxpayers taxed
under the annual actual income
tax method, under the
non-cumulative system)
3% (for taxpayers taxed under
the presumed income tax
method of calculation, under
the cumulative system)
7.6% (for taxpayers taxed
under the annual actual income
tax method, under the
non-cumulative system)

Commencement of taxable
activity

Commencement of sales
activity (including receipt of
non-operational revenue, such
as rent)

Monthly

Monthly and every year
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.
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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

* The supply of communication services

* The supply of electricity

Exports of manufactured goods and raw materials are exempt
from ICMS.

Federal VAT. The Federal VAT (IPI) is charged by Brazil’s federal
government on national and foreign “finished goods.” “Finished
goods” are goods produced as a result of an industrial process,
even if the process is incomplete, partial or intermediary. IPI
applies to the following taxable events:

¢ The shipment of finished goods from an industrial establish-

ment (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 municipalities 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 out-
lined in federal law (Complementary 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 previ-
ously paid. Consequently, regardless 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 pro-
vider is located. An exception applies to construction services.
ISS is levied on construction services in the city where the con-
struction 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 are also subject to PIS-PASEP and COFINS.

PIS-PASEP and COFINS rates may vary depending on the com-
pany’s activity and on the revenue received (see Section D).

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 intermunici-
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pal transport services. No turnover threshold applies. Any person
or entity that intends to supply goods or services subject to [CMS
must register in the roll of ICMS taxpayers before beginning
activities.

IPI taxpayer. An IPI taxpayer is any person or legal entity that
carries out industrial processing of importation of goods on a
regular basis or imports goods from abroad. No turnover thresh-
old 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 activities. Contributions are levied on
companies’ gross revenue on a monthly basis.

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 establishment in Brazil. A non-estab-
lished 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, IPI, ISS, PIS-
PASEP or COFINS.

Late-registration penalties. The penalty for late registration for
ICMS is a fine, which may vary from 1% to 80% of the value of
the transactions that occurred before registration. Penalties also
relate to several IPI, PIS-PASEP, COFINS and ISS errors, includ-
ing failure to register (see Section H).

D. VAT rates

ICMS. ICMS rates vary from state to state. Brazil has 27 states. For
supplies made to a customer located in the same state as the sup-
plier, rates typically range from 1.5% to 35%. The standard rate
of ICMS is 17% (18% in Sao Paulo and 19% in Rio de Janeiro).

ICMS may also be charged at 0%. Reduced rates generally apply
to items of basic necessity, such as food. In addition, some items,
such as medicines, are exempt from ICMS.

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 (IT) payable at import. 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 made to taxpayers
resident in states located in the northern, northeastern and cen-
tral eastern regions of Brazil and in the state of Espirito Santo.
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* A rate of 12% generally applies to supplies made to taxpayers
resident in the states in the southern and southeastern regions
of Brazil (except in the state of Espirito Santo).

If the supply is made to a customer resident in another state who
is not an ICMS taxpayer, the supply is taxed at the same rate as
transactions made within the supplier’s state (internal rate).

On 26 April 2012, Federal Resolution 13/12 was issued establish-
ing that the ICMS applicable rate on interstate operations with
imported goods containing more than 40% of foreign content
will be 4%. More legislation must be enacted to define some
criteria for the applicability of the resolution.

IPI. IPI rates vary from a zero rate (0%) to 330%. The rate of IPI
chargeable on a supply of finished goods depends on the classi-
fication of the goods under the IPI Tariff Table. The table con-
tains 9,728 different classification codes. The IPI Tariff Table
uses the same tariff classification 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 (365%) applies to “superfluous” or luxury products.
Some goods are exempt from IPI. In other cases, essential prod-
ucts may benefit from a reduced tax base (which reduces the
effective rate of tax), or a deferral or suspension of the tax due.

ISS. The rate of ISS varies among municipalities. Brazil has
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 tax-
payers taxed under the presumed income tax method of calcula-
tion, under the cumulative system and 1.65% for taxpayers taxed
under the annual actual income tax method, under the non-
cumulative system (without credit entitlement and with credit
entitlement, respectively).

The COFINS rate is 3% for taxpayers taxed under the presumed
income tax method of calculation, under the cumulative system
and 7.6% for taxpayers taxed under the annual actual income tax
method, under the non-cumulative system.

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 1.47% and COFINS at a rate of 6.79% on specific
products. Other industries, such as the pharmaceutical, cosmetics
and the beverage industries, also have special treatment for PIS-
PASEP and COFINS.

E. 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 taxpayer



BraziL 95

generally recovers input tax by deducting it from output tax,
which is VAT charged on supplies made. ICMS may not be recov-
ered before a taxpayer begins making taxable supplies.

A valid VAT invoice or customs document must generally accom-
pany a claim for input tax.

No ICMS may be claimed before a business registers for ICMS.
However, a business may register 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 registra-
tion and the beginning of an activity.

IPI. IPI 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 non-cumulative system are entitled to calculate PIS-
PASEP and COFINS credits to offset PIS-PASEP and COFINS
payments. Credits are limited to certain costs.

Nondeductible input tax. For ICMS and IPI purposes, 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 entrepreneur or general overhead costs), or on
goods acquired before registration as a taxpayer.

Refunds. If the amount of input tax recoverable exceeds the
amount of output tax payable, the excess is generally not refund-
ed. 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.

F. 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.

G. Invoicing

VAT invoices and credit notes. 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. Effective June 2013,
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 monetary
fines, or the suspension or revocation of the license to operate.

A credit note (input invoice) must contain the same information
as a VAT invoice, but it is not valid in all situations.
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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 declaration.

Foreign-currency invoices. All VAT invoices must be issued in
Brazilian reals (BRL).

H. VAT returns and payment

ICMS. ICMS returns must be submitted for monthly periods. The

VAT return consists of the following two parts:

* A payment receipt (GARE)

* An ICMS declaration detailing all ICMS credits and debits dur-
ing the period

The specific date for submission depends on the taxpayer’s busi-
ness activities.

Return liabilities must be paid in Brazilian reals.

IPI. IPI is generally payable every month (depending on the type
of products sold), using a payment receipt (DARF). Return liabil-
ities must be paid in Brazilian reals.

For IPI, the following two different returns are required:

» The most frequent return, which must be submitted monthly, is
called the Declaration for Federal Taxes and Contributions
(DCTF).

* The second return is a corporate income tax return (DJPJ) that
contains information about IPI and covers the preceding calen-
dar year. This return must be submitted to the tax authorities
each year by 30 June.

ISS. ISS is due monthly. A specific payment and return form
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 munic-
ipalities). All documents must be retained for a period of five
years.

PIS-PASEP and COFINS. PIS-PASEP and COFINS taxpayers
must submit the Declaration for Federal Taxes and Contributions
(DCTF) to the federal tax authorities monthly. They must also
submit the Declaration for PIS and COFINS Purposes (DACON)
to the federal tax authorities on a monthly basis.

PIS-PASEP and COFINS payments are due monthly.

Penalties

ICMS. For ICMS purposes, penalties are assessed for errors and

omissions connected to the taxpayer’s primary obligation (pay-

ment of tax) or secondary obligations (such as proper bookkeep-

ing). These errors include the following:

 Late or omitted payment of tax: a fine of between 50% and
150% of the tax due

« Entitlement to a tax credit: a fine of between 10% and 100% of
the tax credit
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¢ Incorrect documents related to the shipping, transporting,
receiving or warehousing of goods or inventory and to supplies
of services: a fine of between 20% and 60% of the value of the
transaction

e Incorrect tax documents or invoices and records: a fine of
between 1% and 100% of the value of the transaction

For other ICMS errors or misstatements, the VAT authorities
calculate the appropriate fine, using the official monthly index
published by the State Revenue Secretariat.

Interest is charged in addition to any fine, depending on each
ICMS State Ruling. The applicable rate varies monthly.

IPI and PIS-PASEP and COFINS. The penalty for an error con-
nected with IPI and PIS-PASEP and COFINS is a fine of at least
75% of the tax due.

ISS. ISS 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.

I. Other matters

Benefits for the 2013 Federation Internationale de Football
Association Confederation Cup and 2014 Federation Internationale
de Football Association World Cup. The Federation Internationale
de Football Association (FIFA), and other legal entities and indi-
viduals involved in transactions regarding the 2013 FIFA
Confederation Cup and 2014 FIFA World Cup will be granted tax
benefits with respect to certain events occurring in the period of
1 January 2011 through 31 December 2015.

FIFA will be discharged of IPI, PIS, COFINS and certain other
tax payments regarding certain events derived from its activities
related to the organization and performance of the FIFA
Confederation and World Cups.

In general, companies related to or registered with the FIFA are
granted the suspension of IPI, PIS-Importation, COFINS-
Importation, Import Tax and certain other taxes and fees with
respect to the purchase of goods for use or consumption exclu-
sively in the events, such as food, medical supplies, fuel, trophies,
medals, promotional material, printed and nondurable goods
(that last up to one year).

For durable goods and equipment, a legal measure provides that
the importation may be performed under the Special Customs
Regime of Temporary Admission, which grants temporary suspen-
sion of taxes. After the end of the competition, if durable goods
imported through this regime are exported or donated to public-
interest entities, the suspensions will turn into tax exemptions.

FIFA or its Brazilian subsidiary must request qualification for the
events, temporary business bases (units to develop activities
related to the hosting and organization of events by beneficiaries
domiciled abroad), legal entities and individuals eligible for the
above-mentioned fiscal benefits. However, FIFA and its Brazilian
subsidiary must first request their own qualification and the
qualification for the Local Organizing Committee (LOC). If
FIFA or its Brazilian subsidiary is not able to request this quali-
fication, the LOC may request it, after prior authorization.
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The qualification for temporary business bases established by
FIFA, FIFA confederations, foreign associations that are mem-
bers of FIFA, FIFA’s official broadcaster, FIFA’s service providers
and by FIFA’s commercial partners will be conditioned on the
appointment of a representative domiciled in Brazil that will be
the attorney with power to solve any issues and receive official
communications. Such bases must be registered with the National
Registry of Legal Entities (Cadastro Nacional de Pessoa Juridica,
or CNPJ), and are the responsibility of the attorney mentioned
above.

On 16 December 2011, the National Council for Fiscal Policy
(Conselho Nacional de Politica Fazendaria, or CONFAZ) and the
states signed an ICMS Agreement, which grants ICMS exemp-
tion and suspension for operations related to the FIFA
Confederation and World Cups if the following conditions are
satisfied:
* The operations must be discharged of at least one of the follow-
ing federal taxes:
— Import Tax
— IPI
— PIS
— COFINS
* The taxpayer must be qualified through a Permanent Technical
Committee (Comissdo Técnica Pemanete or COTEPE) Act.

Such dispositions must have been included in the internal legisla-
tion of each state. However, under the law, if states fail to ratify
the ICMS Agreement within 15 days after the agreement is pub-
lished, the ratification is tacit, and the dispositions in the agree-
ment become valid.

Special tax regime for construction, expansion, renovation or mod-
ernization of football stadiums. In general, the Special Tax
Regime for Construction, Expansion, Reform and Modernization
of Football Stadiums (Regime Especial de Tributagdo para
Construgdo, Ampliagdo, Reforma ou Modernizagao de Estadios
de Futebol, or RECOPA) grants the suspension of IPI, PIS and
COFINS with respect to domestic sales and importation of
machinery, devices, instruments and new equipment for con-
struction, expansion, renovation or modernization of stadiums to
be used in the Confederation Cup and World Cup official games.
Goods and materials imported by RECOPA beneficiary compa-
nies are not subject to Import Tax and acquisitions of local and
foreign services by such companies are not subject to federal
taxes.

The tax benefits apply to projects approved on or before
31 December 2012 except for companies under the National
“Simples” taxation system. The benefits can be enjoyed with
respect to acquisitions and importations from the date Law No.
12350 was published (21 December 2010) through 30 June 2014.

Only legal entities previously qualified or co-qualified by the
Brazilian Revenue Service can make transactions with RECOPA
support, and such qualification may be requested by the holder of
a project previously approved by the Ministry of Sports for con-
struction, expansion, renovation or modernization of soccer sta-
diums with intended use in official matches of the 2013 FIFA
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Confederation Cup and the 2014 FIFA World Cup. A company
hired by a qualified company to execute activities or provide
goods related to its project may request the co-qualification.

Benefits for the 2016 Olympic and Paralympic Games. The
International Olympic Committee (IOC), the International
Paralympic Committee (IPC) and other legal entities and indi-
viduals involved in transactions regarding the 2016 Olympic and
Paralympic Games will be granted tax benefits with respect to
certain events occurring until 31 December 2016.

The 10C will be discharged of IPI, PIS, COFINS and certain
other tax payments regarding certain events derived from its
activities related to the organization and performance of the
Olympic Games and Paralympic Games.

In general, companies related to or registered with the IOC are
granted the suspension of IPI, PIS-Importation, COFINS-
Importation, Import Tax and certain other taxes and fees with
respect to the purchase of goods for use or consumption exclu-
sively at the events, such as food, medical supplies, fuel, trophies,
medals, promotional material, printed and non-durable goods
(that last up to one year).

For durable goods and equipment, the legal act in force provides
that the importation may be performed under the Special
Customs Regime of Temporary Admission, which grants tempo-
rary suspension of taxes. After the end of the competition, if
durable goods imported through this regime are exported or
donated to public-interest entities, the suspensions will turn into
tax exemptions.

In order to enjoy the tax benefits, the IOC, IOC firms linked to
the Court of Arbitration for Sport (CAS), the World Anti-Doping
Agency (WADA), National Olympic Committees, international
sports federations, businesses and transmitters, accredited media,
the sponsors of the Olympic and Paralympic Games, providers of
I0C services and service providers of RIO 2016 shall be estab-
lished in Brazil, even if only for organizing the Olympic and
Paralympic Games or one of the following activities:

» Marketing, held in Brazil, products and services

* Hiring individuals with or without employment

Regarding ICMS, on 5 December 2008, the National Council for
Fiscal Policy (Conselho Nacional de Politica Fazendéaria or
CONFAZ) and the states signed an ICMS Agreement, which
grants ICMS exemption and suspension for operations related to
the International Olympic Committee if the following conditions
are satisfied:
* The operations must be discharged of at least one of the follow-
ing federal taxes:
— Import Tax
— IPI
— PIS
— COFINS
¢ The taxpayer must be qualified through a Permanent Technical
Committee (Comissdo Técnica Permanente or COTEPE) Act

All benefits granted to the IOC also apply to the IPC.
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A. At a glance
Name of the tax Value-added tax (VAT)
Local name Danak varhu dobavenata stoinost
(DDS)
Date introduced 1 April 1994
European Union (EU)
Member State Yes (effective from 1 January
2007)
Administered by Ministry of Finance
(http://www.minfin.bg)
VAT rates
Standard 20%
Reduced 9% for hotel accommodation
Other Zero-rated and exempt
VAT number format BG123456789 (BG + 9 digits)
BG1234567890 (BG + 10 digits)
VAT return periods Monthly
Thresholds
Registration BGN50,000
Distance selling BGN70,000
Intra-Community
acquisitions BGN20,000
Recovery of VAT by

non-established businesses  Yes

B. Scope of the tax

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 non-taxable 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 Bulgaria, 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.

Mandatory registration. The VAT registration threshold is taxable
turnover of BGN50,000 in any 12 consecutive months. If a busi-
ness reaches this threshold, it must apply for VAT registration
within 14 days after the end of the month in which the threshold
is reached. For these purposes, taxable turnover includes turnover
derived 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.

Mandatory registration for intra-Community acquisitions. A tax-
able 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 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.

Mandatory registration for cross-border services. A taxable per-
son rendering or receiving cross-border services subject to the
reverse charge must register for VAT purposes in Bulgaria,
regardless of its taxable turnover.

Voluntary registration. A taxable person may register for VAT
voluntarily irrespective of its taxable turnover.

Unincorporated partnerships. If two or more entities enter into a
contract to perform a joint activity, the contract is deemed to
form an unincorporated partnership under the Bulgarian tax law.
This 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, deregistra-
tion 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.

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 business
must register for VAT in Bulgaria if it makes taxable supplies of
goods or services (unless the reverse charge applies) or intra-
Community acquisitions exceeding the statutory thresholds.

Tax representatives. A foreign person established in a non-EU
country that has not entered into an agreement for mutual assis-
tance 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
appointed using a notarized VAT agency agreement.
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Voluntary deregistration. A registered person may deregister
when it ceases to make taxable supplies and the conditions for
mandatory VAT registration are no longer met.

Statutory VAT deregistration. VAT deregistration is mandatory on
the winding up of a company or on the death of a taxable individual.

Late-registration penalties. The penalty for non-registration
ranges from BGN500 to BGNS5,000. An additional penalty equal
to the amount of VAT that should have been charged may be
imposed. A penalty ranging from BGN500 to BGN5,000 may be
assessed for failure to deregister on time.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are subject to VAT. “Exempt supplies” are supplies of
goods and services that are not subject to VAT and that do not
give rise to a VAT deduction.

The following are the applicable VAT rates in Bulgaria:
« Standard rate: 20%

* Reduced rate: 9% for hotel accommodation

* Zero rate (0%)

No VAT is chargeable on zero-rated supplies but the taxable per-
son may deduct the related input tax.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at the zero rate of VAT. For certain supplies (for example,
sales of old buildings) the taxable person may opt for taxable or
exempt treatment.

Examples of exempt supplies of goods and services
« Certain real estate transactions
* Leasing of residential buildings to individuals
« Financial services
* Insurance and reinsurance services
e Medical care services
* Education, cultural and sports services
* Betting and gambling

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

E. Date 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 owner-
ship of the goods. The tax point for services is the date of com-
pletion of the service. VAT also becomes due on the date of the
receipt of an advance payment for supplies of goods or services
to the extent of the payment received.
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Deferred ownership transfer. 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.

Leased assets. The date of supply for assets supplied under
financial-leasing contracts is the date of delivery if the lease
contract envisages transfer of the ownership of the goods at the
end of the contract. For financial-leasing contracts involving only
an option for ownership transfer, the date of supply is the date of
each lease payment or the date on which the payment becomes
due, whichever is earlier.

VAT on the total price of the goods received under financial leas-
ing 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.

Continuous supplies. The time of supply for periodic or continu-
ous supplies is the date of each payment or the date when the
payment is due, whichever is the earlier. 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.

Intra-Community acquisitions. The date of supply of intra-Com-
munity 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 issued unless the
invoice documents advance payments.

Reverse charge for services. 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 (see Section F).

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.

Reverse-charge for agricultural producers. As of January 2011, the
local reverse-charge applies for supplies of certain cereal and
industrial crops provided by agricultural producers. This is a
temporary measure, applicable until the end of 2018.

Imported goods. VAT for imported goods is chargeable when the
goods are cleared for customs purposes.
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Postponed accounting for imports. A taxable person may obtain
permission to postpone payment of VAT on goods imported for
investment projects approved by the Ministry of Finance.

Under the postponed accounting regime, the imported goods may
be released from customs control 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.

Cash accounting. Under an optional cash accounting scheme for
VAT effective as of 1 January 2014, VAT becomes chargeable
when the payment is received by the supplier. The taxable person
who opts to apply the cash accounting scheme has the right to
deduct input VAT on the purchases only after transferring the
payment to the supplier. The option to apply the cash accounting
scheme is available for taxable persons with annual turnover in
the previous 12 consecutive months not higher than the equiva-
lent in Bulgarian currency of EURS500,000.

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 VAT is deductible from output VAT charged in the same
VAT period or from VAT charged in the following 12 months.

The amount of VAT reclaimed must be detailed on one of the
following:

* A valid VAT invoice

* A protocol for reverse-charge VAT

¢ A customs declaration

Special rules apply to the recovery of input tax incurred on assets
and services acquired before VAT registration.

Nondeductible input VAT. Input 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 for
some items of business expenditure.

The following lists provide some examples of items of expendi-
ture 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 a car, 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
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* Lease and hire of cars

« Fuel for vans, trucks, leased and hired cars
* Mobile phones

» Conferences and seminars

* Advertising

* Books

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 pre-
ceding calendar year. The monthly calculation is adjusted annu-
ally 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 deci-
mal places.

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 VAT can be carried forward in the following two consecu-
tive months and offset against VAT payables. If at the end of the
offsetting procedure, input VAT 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 whose zero-rated supplies exceed 30% of the total value
of supplies made in a 12-month period and for investors approved
by the Ministry of Finance.

G. Recovery of VAT by non-established businesses

The Bulgarian VAT authorities refund VAT incurred by busi-
nesses that are not established in Bulgaria and that are not regis-
tered for VAT in the country.

For businesses established in the EU, refunds are made under the
terms of EU Directive 2008/9/EC. 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 businesses.

H. Invoicing

VAT invoices and credit notes. A Bulgarian taxable person must
issue invoices for all taxable supplies made, including exports
and intra-Community supplies. Invoices are not required for
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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.

As of 1 January 2013, taxable persons are allowed to issue sum-
mary 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. A simplified VAT invoice has
been introduced that contains less compulsory information. A
simplified VAT invoice can be issued by taxable persons for sup-
plies of goods and services if the amount of the invoice is less
than €100 (including VAT). Simplified invoices may not be
issued in the case of distance sales or intra-Community supplies
of goods.

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 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.

Invoices and credit or debit notes can also be issued by recipients
on behalf of suppliers. If written agreements between the parties
are concluded, the tax authorities should be notified in advance.

A special tax document (protocol) is issued for transactions sub-
ject to reverse-charge by the recipient.

Proof of exports and intra-Community supplies. VAT is not charge-
able on supplies of exported goods or on intra-Community sup-
plies 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 fol-
lowing documentation:

* For exports, a copy of the export declaration verified by the
customs office and indicating the supplier as exporter, invoice,
and transportation document (or a written confirmation by the
recipient evidencing that the goods are delivered if the transport
is organized by him)

* For intra-Community supplies, an invoice for the supply con-
taining the VAT number of the recipient as well as a document
proving the dispatch of the goods to another EU Member State
(transportation document or written confirmation by the recipi-
ent depending on whether the transportation is organized by the
supplier or the recipient)

Foreign-currency invoices. Invoices may be issued in any curren-
cy, 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 European Central Bank on the
date on which tax becomes due.
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I. VAT returns and payment

VAT returns. Bulgarian taxable persons file VAT returns monthly.
VAT returns must be filed by the 14th day of the month following
the tax period. Payment in full is required by the same date. VAT
liabilities must be paid in Bulgarian lev. VAT returns must be
filed electronically if the taxable person has recorded more than
five sales or purchase invoices.

Penalties. The penalty for failing to submit VAT returns or main-
tain VAT ledgers (sales and purchase ledgers) or for submitting
inaccurate VAT information ranges from BGN500 to BGN10,000.

The penalty for failing to charge VAT is the amount of VAT not
charged, but not less than BGN500.

The penalty for persons who fail to self-charge VAT is the higher
of 5% of the corresponding VAT and BGNS50.

The penalty for a failure to issue VAT documents that results in
the payment of less VAT is the amount of the unpaid VAT but not
less than BGN1,000.

J. EU 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 thresh-
olds. Separate reports are required for Arrivals and Dispatches.
The thresholds for declaration are determined by the National
Statistics Institute on 31 October and apply for the following year.

The threshold for INTRASTAT Arrivals for 2014 is BGN360,000
(for 2013, it was BGN200,000).

The threshold for INTRASTAT Dispatches for 2014 is
BGN210,000 (for 2013, it was BGN240,000).

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 2014 does not exceed the following:

* Dispatches: BGN10.7 million (BGN11 million for 2013)

* Arrivals: BGNS million (BGNS million for 2013)

Bulgarian taxable persons must complete INTRASTAT declara-
tions 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 following the respective month.

The penalty for late submissions or for missing or inaccurate
declarations ranges from BGN500 to BGNS,000.

EU Sales Lists (VIES declarations). 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.
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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.

Penalties may be imposed for late, missing or inaccurate ESLs.
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A. At a glance

Name of the tax
Date introduced
Name of the tax
Date introduced

European Union (EU)
Member State

Administered by

Sales tax rates
GST standard
HST standard
Quebec
Ontario
New Brunswick, and
Newfoundland and
Labrador
Nova Scotia
Prince Edward Island
Other

Business number format

GST/HST return periods

Thresholds
Registration

Recovery of GST or HST
by non-established
businesses

Goods and Services Tax (GST)
1 January 1991

Harmonized Services Tax (HST)
1 April 1997

No

Canada Revenue Agency
(http://www.cra-arc.gc.ca)

5%

9.975% (see Sections B and D)
13%

13%
15%
14%
Zero-rated and exempt

15 characters
(9 numeric/2 alpha/4 numeric)

Monthly (turnover in excess of
CAD6 million, optional for
other registrants)

Quarterly (turnover between
CAD1,500,000 to
CAD6 million, optional for
other registrants)

Annual (turnover below
CAD1,500,000)

CAD30,000

No
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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 pro-
vincial component of 8%, 9% or 10%, depending on the prov-
ince. The combined 13%, 14% or 15% tax is known as the
Harmonized Sales Tax (HST). When the HST was first imple-
mented, effective from 1 April 1997, the original “participating
provinces” were New Brunswick, Newfoundland and Labrador,
and Nova Scotia. At that time, those provinces adopted a provin-
cial component of 8%, and the combined rate was 13%.

The combined rate in New Brunswick and Newfoundland and
Labrador remains at 13%. Nova Scotia increased its provincial
component to 10%, effective from 1 July 2010, and its combined
rate is now 15%. Nova Scotia has announced that it will lower the
provincial component of its HST rate from 10% to 9% effective
1 July 2014, and to 8% effective 1 July 2015, resulting in a com-
bined rate of 14% and 13%, respectively. Effective from 1 July
2010, the provinces of British Columbia and Ontario adopted the
HST. Ontario’s provincial component is 8%, which results in a
combined HST rate of 13%. However, effective from 1 April
2013, British Columbia abandoned the HST and re-implemented
a provincial sales tax system. Due to significant opposition fol-
lowing the adoption of the HST in British Columbia in 2010, the
provincial government opted to hold a binding public referendum
on the issue as to whether the province should retain the HST or
return to the previous system, under which a provincial sales tax
(PST) and the federal GST were levied. The results of the refer-
endum were announced 26 August 2011, with 55% of voters
choosing to restore the previous system. On that date, the British
Columbia government announced that it would exit the federally
administered HST system and re-implement a PST system. Thus,
as of 1 April 2013, the HST no longer applies and supplies made
in British Columbia are once again subject to the 5% GST and
any applicable PST. While harmonized with the federal GST,
British Columbia had a provincial component of 7%, which
resulted in a combined HST rate of 12%. Effective 1 April 2013,
the province of Prince Edward Island adopted the HST, with a
provincial component of 9% and a combined rate of 14%.

In implementing the HST, the participating provinces repealed
their individual retail sales taxes and share in the revenues gener-
ated 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 “participat-
ing 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.

On 30 September 2011, the Quebec and federal finance ministers
signed a memorandum of agreement regarding sales tax harmo-
nization that provided for the implementation of certain changes
to the QST to come into effect on 1 January 2013. This memo-
randum of agreement was followed by the signing of the Canada-
Québec Comprehensive Integrated Tax Coordination Agreement
(CITCA) on 28 March 2012, and legislation implementing some
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of the changes was passed into law on 7 December 2012.
Effective 1 January 2013, QST is no longer calculated on price
plus GST as it was prior to that date. As a result, the QST rate
increased to 9.975% from 9.5% to maintain the existing com-
bined effective rate of 14.975%. Also, effective from 1 January
2013, financial services, which were previously zero-rated for
QST purposes, became exempt to parallel the treatment of those
services under the GST and HST systems. As a result, financial
institutions are no longer able to recover the QST paid on their
purchases of goods and services used for exempt activities,
resulting in unrecoverable tax and accordingly additional costs.

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.

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. Unlike traditional val-
ue-added taxes, GST/HST is designed as a tax on the purchaser,
with an obligation imposed on the vendor to collect the GST/
HST as an agent for the Crown.

The term “property” includes all property, whether real or per-
sonal, movable or immovable, tangible or intangible, corporeal or
incorporeal, any right or interest of any kind, and shares and
choses in action. 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

C. Who is liable

Every person who makes taxable supplies of goods or services in

Canada in the course of a commercial activity is required to reg-

ister 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 prop-
erty 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:
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* 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 and partnerships of individuals, the activity must
also be carried on with a reasonable expectation of profit to con-
stitute a commercial activity.

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.

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 aggre-
gate 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
CADS50,000.

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

 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 activ-
ity in Canada.

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 pro-
vision effectively makes sales between group members subject to
the zero rate.
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For purposes of the election, two corporations are “closely related”
if one of the corporations (or a closely related subsidiary) owns
at least 90% of the voting shares of the other. In general terms,
the election is available only to Canadian residents. However,
Canadian resident corporations that are closely related as a result
of being related to a nonresident or non-registrant corporation or
to a chain of such corporations are eligible to use the election if
all of the other conditions for making the elections are satisfied.

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.

Nonresident 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 certain
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 representa-
tive in Canada to register for GST/HST. However, a nonresident
business with no permanent establishment in Canada must pro-
vide a security deposit to the GST/HST authorities to obtain
registration.

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
CADS5,000, 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 satisfies both of the following conditions:

* Its taxable supplies in Canada do not exceed CAD100,000
annually.

¢ Its net GST remittance or refund does not exceed CAD3,000
annually.

Imported taxable supplies. 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 in a commercial activity. Special rules
apply to financial institutions.

D. GST/HST rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to GST/HST. The 13% HST rate applies to
supplies of property and services made in New Brunswick,
Newfoundland and Labrador, and Ontario. The HST rate of 15%
applies in Nova Scotia, and the rate is scheduled to be reduced to
14% effective 1 July 2014, and to 13% effective 1 July 2015. As
discussed in Section B, British Columbia exited the federally
administered HST system and reinstated a PST system effective
1 April 2013. QST (see Section B) at a rate of 9.975% applies in
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the province of Quebec (before 1 January 2013 the rate was
9.5%). As of 1 January 2013, QST is no longer calculated on
price plus GST. As a result, the QST rate increased to 9.975%
from 9.5% to maintain the existing effective combined GST/QST
rate of 14.975%.

The 5% GST rate applies to supplies of property and services
made elsewhere in Canada (including taxable supplies made in
British Columbia). 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.

Certain supplies of goods and services, referred to as “exempt sup-
plies,” are within the scope of GST, but are not liable to tax. How-
ever, these exempt supplies do not give rise to input tax credits.

The following lists provide some examples of exempt and zero-
rated supplies of property and services.

Examples of exempt supplies

* Supplies of used residential property

* Financial transactions (as discussed in Section B, financial
services were previously zero-rated in Quebec but became
exempt effective 1 January 2013)

* Most supplies by charities and public sector bodies

* Healthcare

 Education

Examples of zero-rated supplies
* Exports of goods and services
* Basic foodstuffs
* International transportation
* Prescription drugs
* Medical devices
* Certain inputs used in agriculture and fishing

E. Time of liability for tax

In general, tax becomes payable by the recipient of a taxable sup-

ply on the earlier of the date on which the consideration for the

supply is paid or the date on which the consideration becomes

due. The consideration 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 ser-
vices, the date on which the supplier 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 spe-
cific 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
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becomes due at the end of the month following the month when
the goods are delivered to the purchaser.

Imported goods. Tax on imported goods becomes due when the
goods are released by the Canada Border Services Agency for
entry into Canada. Specific HST rules apply when property or
services are brought into a participating province.

F. Recovery of GST/HST by registrants

A registrant 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 tax-
able supplies) and listed financial institutions.

Restrictions on input tax credits. 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 recov-
ered for some items of business expenditure.

The following lists provide some examples of items of expendi-
ture for which input tax credits may not be claimed and examples
of items for which input tax credits are available if the expendi-
ture is related to use in commercial activities.

Examples of items ineligible for input tax credits
* Purchases used less than 10% in commercial activities
» Membership fees for social clubs
* 50% of business meals and entertainment costs
* Gifts to employees

Examples of items eligible for input tax credits
(if related to commercial activities)
* 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
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* Parking
* Mobile phones

Temporary recapture of input tax credits. The provinces of British
Columbia and Ontario, which implemented the HST effective
from 1 July 2010, 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 sys-
tem effective 1 April 2013, these temporary restrictions no longer
apply in that province.

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
arising from the sale of real properties that are capital proper-
ties of the person) by the person and its associated persons
exceeds CAD10 million.

* 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 busi-
nesses would be required to recapture (repay) a portion of the 7%
or 8% provincial component of their total input tax credits calcu-
lated 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 be
required to recapture 100% of the provincial component of their
British Columbia and Ontario HST input tax credits; the recap-
ture rate was then to be reduced by 25% over each of the follow-
ing three years. As of 1 July 2018, large businesses were no
longer to be subject to these recapture rules.

The above approach continues to apply in Ontario. However, as
discussed in Section B, British Columbia exited the federally
administered HST system and reinstated a PST system effective
1 April 2013. As a result, these temporary restrictions in British
Columbia no longer apply.

For purposes of the temporary recapture rules, specified property
or services generally include the following:

* Specified energy

* Specified telecommunication services

* Specified road vehicles

* Specified fuel (other than diesel)

* Specified food, beverages, and entertainment

Under the Canada-Quebec CITCA signed on 28 March 2012 (see
Section B), the restrictions on input tax credits for large busi-
nesses in Quebec will be eliminated gradually, beginning in
2018. When they were introduced in 1992, the restrictions were
intended to be temporary, but they have remained in place since
then.
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Partial exemption. Tax paid on inputs related to making exempt
supplies is generally not recoverable 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 allocated to exempt
supplies. Tax on inputs exclusively attributable to taxable sup-
plies is eligible for full input tax credits. Tax on inputs exclu-
sively related to exempt supplies is generally not recoverable.

» The second stage apportions tax on other inputs between tax-
able and exempt supplies, based on any method that is fair and
reasonable in the circumstances. The proportion 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, universities,
schools and hospitals, may claim a rebate to recover all or a por-
tion of the tax paid on inputs used to make exempt supplies.

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.

G. Recovery of GST/HST by nonresident businesses

Canada does not refund GST/HST incurred by businesses that
are not registered for GST/HST. Refunds are available to non-
residents for tax paid on short-term accommodation included in
a tour package. Refunds are also available for expenditures
related to conventions held in Canada if at least 75% of the
attendees are nonresidents.

H. Invoicing

GST/HST invoices and credit notes. Strict documentary require-
ments 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 information on request.

An invoice or other supporting document containing prescribed
information is necessary to support a claim for an input tax
credit, refund or rebate.

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 from the end of the reporting period
in which the excess amount was charged or collected to make the
refund or adjustment. 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
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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 consider-
ation is subsequently reduced for any reason. Both volume dis-
counts and returns are treated as price adjustments for GST
purposes.

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 sup-
ply in Canada before exportation.

¢ The recipient must not further process, transform or alter the
property, before exportation.

* The supplier of the property must maintain satisfactory evi-
dence of the exportation by the recipient.

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 cur-
rency 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.

I. GST/HST returns and payment

GST/HST 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.

Registrants whose turnover is between CAD1,500,000 and
CADG million a year must file returns quarterly (with an option
of filing monthly). Registrants whose turnover does not exceed
CAD1,500,000 must file annually (with an option of filing
monthly or quarterly).

Any net tax due for the period must be remitted with the return.
Payments must be made in Canadian dollars.
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Annual returns and payment by installment. If a registrant is eli-
gible to file annual returns, it may have to pay four GST/HST
installments each year. If the total net tax remittable for the cur-
rent or preceding year is less than CAD3,000, quarterly install-
ments are not required.

Installments are based on an estimate of the net tax due for the
current year or the amount of net tax remitted in the preceding
year, whichever is the lower amount. Interest applies to underpaid
installments. The GST/HST return filed at the end of the year
reconciles the installments paid with the amount of net tax actu-
ally owed for the year. Any additional tax due must be remitted
with the return.

Penalties. 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.

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.

A person who knowingly, or under circumstances amounting to
gross negligence, makes or participates in making a false state-
ment 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 underdeclared or overclaimed

Criminal penalties may also apply in certain circumstances.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

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)
Impuesto al Valor Agregado (IVA)
31 December 1974

No

Internal Revenue Service
(Servicio de Impuestos Internos;
or SII)

(http://www.sii.cl)

19%
Exempt and additional taxes
(ranging from 15% to 50%)

Tax identification number
(RUT), which is used for
VAT and other tax purposes
(for example, 12.345.678-0)

Monthly

None

No

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 transac-
tions that result in the transfer of movable tangible goods. A
seller is any person that habitually carries out this kind of
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operation. The sale of real estate can also be taxed under certain
circumstances.

* 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 indus-
trial activities, and Subsection 4 governs income obtained by
agents and commissioners in general).

* VAT also applies to the importation of goods into Chile.

* Other taxable transactions specified by law include, among oth-
ers, withdrawals of inventory, contributions in kind and leasing
of movable goods.

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 enti-
ties must file a business initiation application on commencement
of operations and an application for a taxpayer identification
number (RUT). These measures also apply to permanent estab-
lishments of foreign entities in Chile.

Group registration. VAT grouping is not allowed under the
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 establishment 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 provi-
sion of listed services), it is required to be registered for VAT
purposes. Consequently, the non-established business must sub-
mit an application for an 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 conclu-
sion that the non-established business has become a permanent
establishment (PE) in Chile.

Tax representatives. A tax representative must be provided with
the power to represent the business 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 represen-
tative, 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.

Late-registration penalties. Penalties and interest are assessed for
late registration for VAT purposes. Penalties also apply for VAT
fraud.

D. VAT rates

The terms “taxable transfer” and “taxable services” refer to the
transfer of goods and the provision of services that are liable to
VAT. The term “exempt supplies” refers to the supply of goods
and services that are not liable to VAT. Exempt supplies do not
give rise to a right of an input tax deduction.
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In Chile, the VAT rate is 19%. No reduced or higher rates apply.
However, additional taxes ranging from 15% to 50% may be
imposed under the VAT law on the provision of specific items,
such as jewelry and alcoholic beverages. In addition, transactions
made by certain entities are exempt from VAT.

The following list provides some examples of exempt transfers of
goods and provision of services.

Examples of exempt transfers 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
* Services provided by independent workers
* Freight from other countries to Chile and vice versa

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 related invoice is issued

* The time when a full or partial payment of the consideration is
received

Imported goods. For imports, VAT is due when the goods clear all
customs procedures.

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 perfor-
mance of activities that are taxable for VAT purposes. If the tax-
payer performs activities that are taxable for VAT purposes,
together with VAT-exempt activities or non-taxed activities, the
VAT credits can only be proportionally recovered.

Exporters also may recover the VAT paid with respect to their
export activities. However, because exports are exempt from
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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 pur-
chases 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 acquisition of goods or services not related to the taxable
income of the taxpayer, VAT paid may not be deductible.

The following list provides some examples of items of expendi-
ture for which input tax is not deductible.

Examples of items for which input tax is nondeductible
* Business gifts
* Private use of business

Partial exemption. Input tax is not deductible if it relates to
exempt or non-taxable activities. VAT taxpayers that carry on
both taxable and non-taxable or exempt activities may not recov-
er input VAT in full. This situation is referred to as “partial
exemption.” The percentage of input VAT that may be recovered
is calculated based on the value of taxable operations carried out
during the period, compared to total turnover.

Refunds. If the amount of input VAT (VAT credit) recoverable in
a certain period (a month) exceeds the amount of output VAT
(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 overpaid 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.

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

Tax invoices and credit notes. 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.

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.

Invoices must be issued in Chilean pesos (CLP).
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Electronic invoicing. On 4 April 2013, the Government sent a bill

to Congress introducing amendments to the electronic invoicing

rules. This bill is expected to become law shortly and includes the

following provisions:

¢ Electronic invoicing will be mandatory. A two-year transition
period will apply for the introduction of this rule.

* VAT input tax credit will arise in the period when the buyer or
service recipient grants the “acknowledgment receipt” for the
invoice.

Exports. Chilean VAT does not apply to the export of goods. How-
ever, 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.

I. VAT returns and payment

VAT returns. VAT returns are submitted for monthly periods. VAT
returns and payments in full are due by the 12th day of the month
following the end of the return period. Return liabilities must be
paid in Chilean pesos. For taxpayers authorized to issue elec-
tronic tax documents, VAT returns and payments in full are due
by the 20th day of the month following the end of the return
period.

Penalties. Penalties are assessed for a range of errors and omis-
sions 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, leaving out 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.

Criminal tax evasion may be punished by a term of imprison-
ment, a fine, or both, depending on the severity of the case.
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A. At a glance
Name of the tax Value-added tax (VAT)
Introduced 1 January 1994
Revised 1 January 2009, 1 January 2012
and 1 August 2013 (VAT pilot;
see Section J)
European Union (EU)

Member State

No
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Administered by Ministry of Finance
State Administration of
Taxation (SAT)
(http://www.chinatax.gov.cn)

VAT rates
Standard 17%
Reduced 3%, 4%, 6% or 13%
Other Exempt and exempt with credit
Shanghai VAT pilot

(for details, see Section J)
General VAT taxpayers 6%, 11% or 17%
Small-scale VAT taxpayers 3%

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
CNYS5,000 to CNY20,000
for supplies of services
Daily turnover from CNY300
to CNY500
(the local tax offices set the
actual thresholds within the
above ranges; see Section C)

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 the
People’s Republic of China (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

Goods and services not subject to VAT may be chargeable to
Business Tax (BT), which is a type of cumulative sales tax pay-
able on the provision of non-VAT-taxable services in China, the
assignment of real property located in China and the transfer of
intangible property in China. (See comments on VAT pilot
below.)

Supplies of goods. A supply (sale) of goods is a transfer of owner-
ship in the goods. The term “goods” includes electricity, heating,
gas and other tangible assets. However, intangible property and
real property are specifically excluded.

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
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— Collective welfare or personal consumption
— Making gifts

The place of supply for goods is where the goods are located at
the time of the sale, or if the goods are transported, the place
where the goods are dispatched.

Interbranch transfers of goods. A transfer of goods from one
branch to another branch of the same taxable person for the pur-
pose 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).

Self-supplies of goods. 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 VAT deduction (see
Section F).

Taxable services. The following two specific types of services are
the only services subject to VAT in China:

* Processing services (see below)

* Repair and replacement 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 con-
signed by the customer. The term “repair and replacement ser-
vices” means repairing damaged taxable goods and returning
them to their original condition.

The place of supply for services is where the services are physi-
cally performed.

Mixed transactions. Special rules apply to mixed transactions
consisting of sales of taxable goods and the rendering of non-
taxable services. To ease tax administration, mixed transactions
carried on by enterprises and sole proprietorship businesses
engaged in or mainly engaged in the production, wholesale and
retail supply of goods are deemed to be supplies of goods that are
liable to VAT. Other units and individuals that supply mixed
transactions are regarded as providing non-taxable services that
are not liable to VAT.

Special deeming provisions apply to mixed transactions involving
sales of self-produced goods by providers of construction services.

Catering supplies. In general, food and beverages supplied by
catering businesses such as hotels, restaurants, cafes, public
houses and caterers, are treated as the provision of non-taxable
services rather than supplies of goods. These supplies are not
chargeable to VAT. Instead, they are liable to BT. However, if
catering businesses supply takeaway food, the transaction is
treated as a supply of goods and is liable to VAT. And if catering
businesses only supply takeaway food occasionally, they may
choose to pay VAT as small-scale taxpayers.

C. Who is liable

A taxable person is any “unit” or individual that sells goods or
supplies processing or repair or replacement services in China
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unless the person’s sales are below the relevant taxable thresh-
olds. VAT is also payable on the importation of goods. The term
“unit” includes enterprises, administrative units, business units,
military units, and social organizations. This measure applies to
persons that supply goods for export but does not include persons
that exclusively produce VAT-exempt goods.

The State Council has stipulated a range of taxable thresholds for
VAT registration. Local tax offices have the discretion to deter-
mine the actual thresholds within these ranges, depending on the
economic conditions within the relevant municipality or county.
The following are the statutory taxable thresholds:

* Sales of goods: monthly turnover of CNY5,000 to CN'Y20,000
* Services: monthly turnover of CNY5,000 to CNY20,000

* Daily transactions: daily turnover of CNY300 to CNY500

Transactions between branches. 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 combined 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 move-
ment of goods to a branch for the purpose of sale to customers

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 satis-
faction 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 supervis-
ing 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 regard-
ed as being moved to a branch for pure storage purposes and the
transaction is not liable to VAT.

Government bodies. State and local authorities including admin-
istration units, business units, military units, social organizations
and other government units are treated as taxable persons for the
purpose of VAT.

Group registration. Group registration (or fiscal unity) for VAT
purposes is not a recognized concept in the Chinese VAT regula-
tions. Individual group members are regarded as independent
VAT taxpayers.

Non-established businesses and foreign enterprises. Subsidiaries
of foreign enterprises that supply goods or taxable services 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. Under the current business
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regulatory rules, foreign enterprises are generally not allowed to
sell goods or provide processing or render repair and replacement
services directly in China. Consequently, VAT registration and
the payment of VAT are not issues for non-established businesses.

If a foreign unit or individual outside China provides taxable
services in China and does not have a business office in China,
the representative of such unit or individual must be the with-
holding agent. If such unit or individual does not have a represen-
tative, the purchaser must be the withholding agent.

Representative offices. 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.

Importers. Any person who imports goods into China is liable to
pay VAT at the point of entry, at the same rates applicable to the
sale of similar goods in China. A taxable person must pay the
VAT due on imported goods within 15 days after the date follow-
ing the date on which the customs authorities issued the import
duties statement.

D. VAT rates

In China, the positive VAT rates are 3%, 4%, 6%, 13% and 17%.
The 17% rate applies unless another rate is specified by law. The
reduced rate of 13% applies primarily to essential goods and
services. The 4% and 6% rates apply to supplies under simplified
VAT calculation methods. The 3% rate applies to supplies by
small-scale VAT taxpayers (small businesses).

The following lists provide some examples of goods and services
taxable at each rate.

Examples of goods and services taxed at the 3% rate
» Taxable goods and services supplied by small businesses

Examples of goods and services taxed at the 4% rate
* Certain taxable used goods
 Consignment goods sold by consignment agencies
* Certain goods sold by pawnbrokers
* Specific duty-free items sold by duty-free shops

Examples of goods and services taxed at the 6% rate
* Certain electricity produced by qualified hydroelectric-generat-
ing businesses
« Certain construction materials
« Certain biological products
 Tap water
* Certain concrete cement goods sold by general VAT taxpayers

Examples of goods and services taxed at the 13% rate
* Foodstuffs
* Edible plant oil
 Tap water
* Air-conditioning
* Hot water
* Coal gas
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* Liquefied petroleum gas

* Natural gas, biogas and coal products for civilian use
* Books, newspapers and magazines

* Animal feeds

« Fertilizers

* Agricultural chemicals

* Agricultural machinery

* Agricultural protection covers

* Agricultural products subject to minor processing
* Audio and video products

¢ Electronic publications

* Dimethyl ether

Examples of goods and services taxed at the 17% rate
* Other taxable goods and taxable services

A taxable person that supplies goods or taxable services with
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.

Small businesses. “Small businesses” account for VAT at a rate of
3% on a simplified, flat-rate basis if input VAT paid on purchases
is not deductible. A “small business” is defined as either of the
following:

* A production business that manufactures taxable goods or pro-
vides processing or repair and replacement services (taxable
services) and that has annual turnover (including sales for
export) of CNY500,000 or less

* A commercial business that supplies taxable goods on a whole-
sale or a retail basis and that has annual turnover (including
sales for export) of CNY800,000 or less

On approval by the local tax authorities, a small business may
elect to pay VAT in accordance with the relevant provisions appli-
cable to a general taxable person if it can demonstrate that it has
a sound accounting system, maintains proper accounting records,
and is capable of generating accurate information for VAT assess-
ment purposes.

Exempt supplies. In general, exports of goods are “exempt with
credit” (or taxable at 0%). This means that no VAT applies but the
exporter may recover VAT paid as input tax (see Section F). In
addition, some supplies are exempt from VAT without credit (that
is, the supplies are not liable to tax, but the supplier may not
recover VAT as input tax [see Section F]).

The following list provides some examples of supplies that are
exempt from VAT.

Examples of exempt supplies of goods and services

* Agricultural products produced and sold by primary agricul-
tural 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 organi-
zations
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* Products imported by organizations for the handicapped for
their exclusive use
* Sale of second-hand goods by non-taxable individuals

Currently, animal feeds, agricultural protection covers, the pro-
duction of some specific types of chemical fertilizers, the trading
of seeds, seedlings, chemical fertilizers, agricultural medicines,
farming machinery, and the sale of self-manufacturing qualifying
reclaimed water, certain rubber powder and refurbished tires, and
qualifying sewage treatments are also exempted from VAT by
virtue of administrative measures adopted by the Chinese tax
authorities to protect farming businesses and encourage recy-
cling in China.

In addition, in order to further support the development of small
and micro enterprises, and with the approval of the State Council,
from 1 August 2013, the enterprises or non-enterprise entities
belonging to small-scale taxpayers of VAT with monthly sales not
more than CNY20,000 shall be temporarily exempted from VAT.

Effective 1 August 2013, the Chinese State Administration of
Taxation (SAT) released Circular 52, which details trial measures
for the VAT exemption of the cross-border services.

Examples of goods and services taxable at 0%
* Exports of goods (excluding prohibited or restricted exports)

Taxable persons that supply items eligible for tax exemption or
tax reduction must book these sales separately. Otherwise, no tax
exemption or reduction applies.

Sales of second-hand goods. In general, sales of second-hand tax-
able goods by taxable persons are chargeable to VAT on a simpli-
fied basis at a rate of 4% with a further 50% reduction (that is, at
an effective rate of 2%).

Sales of second-hand taxable goods by non-taxable individuals
are exempt from VAT.

Special rules apply to sales of used fixed assets.

E. Time of supply

The “time of supply” is the time when VAT becomes due (that is,
the tax-triggering point).

Goods. The following are the principal aspects of the time of sup-

ply rules for goods:

« If the sales proceeds are received directly from the buyer, the
time of supply is when payment is received or when an invoice
is issued, whichever is earlier, regardless of whether the goods
have been delivered.

« 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
specification 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
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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
consignment agent, whichever is earlier. However, if the con-
signor receives neither the sales confirmation list nor the pay-
ment from the consignee within 180 days from the date of
dispatching goods, the goods are regarded as having been sup-
plied to the consignee and VAT will be payable accordingly.

Taxable services. The time of supply for the provision of taxable
services is when the payment for the service is received or when
an invoice is issued, whichever is earlier.

Imports. 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 VAT
credit is not allowed for small businesses 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 tax-
able person’s business activities. No credit is permitted with
respect to purchases made for other purposes. To claim input

VAT credits, a taxable person must comply with the following

conditions:

« It must be registered with the tax authorities as a general VAT
taxpayer (not as a small business).

* [t must maintain a reliable accounting system and provide accu-
rate 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.

A taxable person may recover input VAT 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 VAT to the tax authorities. The claim for input VAT
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 VAT invoices and other
documents to the tax authorities for verification within 180 days
after the date of issuance of the documents.

Imputed credits. A taxable person may also claim the following

imputed credits in calculating its net VAT payable:

* 7% of the transportation expenses incurred in delivering tax-
able goods for domestic sales, if the expenses are supported
by proper transportation invoices issued by a transportation
company
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* 13% of the purchase value of VAT-exempt agricultural products
purchased from primary agricultural producers or agricultural
cooperative societies

Non-creditable input tax. Input VAT is not creditable on the acqui-

sition or importation of the following items:

* The purchase of taxable goods or services used in non-taxable
activities, except for fixed assets put into use for both taxable
and non-taxable activities (see Section B)

* The purchase of taxable goods or services used in VAT-exempt
activities

* The purchase of taxable goods or services for collective welfare
or personal consumption

* The “abnormal loss” of purchased taxable goods and associated
taxable services

» The abnormal wastage of purchased taxable goods or services
consumed in the production of merchandise or finished products

* Consumer goods for self-consumption of taxable persons that
are specified by the competent authorities for financial and
taxation affairs under the State Council

* Transportation expenses for goods specified in the above items
and for the sales of VAT-exempt goods

“Abnormal losses” include losses resulting from a range of
events including theft, decay or deterioration of goods as a result
of poor management, but excluding normal wear and tear sus-
tained in the ordinary course of the taxable person’s business.

Export refund. 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 Registration 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 VAT previously
paid on the purchase of goods and services used for the produc-
tion of goods for export is refunded on application. This proce-
dure 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 VAT disallowance.”

Depending on the type of exporting enterprise, the VAT export
refund and the input VAT disallowance are calculated based on
the different methods described below.

Manufacturing enterprises (assuming no tax-exempt raw materials).
For companies engaging in the production of taxable goods, the
following are the calculations of the input VAT disallowance and
the relevant creditable input VAT.

Calculation of input VAT disallowance (Calculation #1)
Input VAT disallowance = Free on Board (FOB) value of
export sales x (Applicable VAT rate — VAT export refund rate)
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Calculation of creditable input VAT (Calculation #2)
Creditable input VAT = Total input VAT — Input VAT
disallowance (as determined in Calculation #1) + Excess
input VAT brought forward from previous period

The taxable person must compute VAT payable for each reporting
period by using the following calculation.

Calculation of VAT payable (Calculation #3)
VAT payable = Output VAT due on sales for the
period — Creditable input VAT (as determined in Calculation #2)

If the amount of creditable input tax in a period is greater than
the output VAT due on sales in that period (that is, Calculation #3
results in a negative balance), the taxable person is entitled to a
VAT export refund.

The VAT export refund is equal to the lesser of the following

amounts:

* FOB value of export sales x VAT export refund rate

» The absolute value of Calculation #3 if the calculation results
in a negative balance

Commercial enterprises. For a taxable person carrying on a com-
mercial business that involves the purchase of taxable goods in
China for export, the following are the calculations of the VAT
export refund and the input VAT disallowance:

VAT export refund = Price paid for the purchase of
taxable goods x Applicable VAT export refund rate

As a result, the taxable person bears an input VAT disallowance
that goes into its cost. This disallowance is determined in the fol-
lowing calculation:

Input VAT disallowance = Price paid for the purchase of
taxable goods x (Applicable VAT rate — VAT export refund rate)

Application and declaration. Eligible enterprises or other entities
may file a tax refund (exemption) application. After approval,
enterprises or other entities shall make the declaration on VAT
refund (exemption) and exemption 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 pur-
chasers, shall be responsible for declaring the tax refund.

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 VAT 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 appor-
tionment of input VAT is allowed. The allowable input VAT credit
is generally calculated using the ratio of turnover from taxable
supplies compared with the total turnover of that month from all
supplies.
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G. Recovery of VAT by non-established businesses

China does not refund VAT to businesses that are not established
there.

H. Invoicing

VAT invoices. A general VAT taxpayer must register and procure
approved VAT invoices from the tax authorities. The taxable per-
son 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 VAT recovery (see Section F).

A special VAT invoice may only be issued for supplies of taxable

goods or services made to taxable recipients. A special VAT

invoice must contain the following information:

* The supplier’s VAT registration number

* The purchaser’s VAT registration number

* The date of issuance of the invoice

* The name, address and telephone number of the taxable person
supplying the taxable goods or services

* The name, address and telephone number of the taxable person
purchasing the taxable goods and services

¢ The bank account numbers of the supplier and the purchaser

* A full description of the taxable goods or services supplied

* The quantity or volume of goods supplied

¢ The consideration (exclusive of VAT)

* The rate or rates of VAT and the amount of tax chargeable at
each rate

The supplier may not issue a special VAT invoice for the follow-

ing:

* The supply of goods (such as cigarettes, alcohol, foods, gar-
ments, shoes, hats and cosmetics) to ultimate consumers by
VAT taxpayers that engage in retail sales.

* The sale of VAT-exempt goods unless otherwise stipulated by
specific rules or regulations.

* The supply of taxable goods or services by small-scale taxpay-
ers. 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.

I. VAT returns and payment

In China, VAT tax periods vary in length. A VAT tax 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.
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 submit VAT returns and 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 submit a VAT
return and settle the VAT payable for the previous month by the
15th day of the following month.
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Penalties. 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.

Where a taxpayer fails to pay taxes within the required time, or a
withholding agent fails to remit taxes within the required time,
the authorized tax officer would, in addition to ordering the tax-
payer or withholding agent to pay or remit the taxes before a
prescribed date, impose a late interest payment on a daily basis at
the rate of 0.05% of the unpaid tax amount, commencing on the
day the tax payment was defaulted. Also, a fine could be imposed
in an amount not less than 50% of the unpaid tax and not more
than five times the unpaid tax.

J. VAT pilot

On 16 November 2011, the Chinese Ministry of Finance (MOF)
and the State Administration of Taxation (SAT) jointly issued
Caishui [2011] No. 110 and Caishui [2011] No. 111, which set
out the details of the Shanghai VAT pilot, which was to be a sig-
nificant step towards the planned wider, structural VAT reform.

The VAT pilot started in Shanghai on 1 January 2012. On 25 July
2012, Chinese premier Wen Jiabao announced at the State
Council Standing Committee meeting that the VAT pilot would
be expanded to cover eight additional locations. The announce-
ment also mentioned that in 2013 the VAT pilot would expand
further and that certain industries would be selected to be includ-
ed in the VAT pilot on a nationwide basis. Shortly afterward, the
MOF and SAT jointly issued Caishui [2012] No. 71, which
unveiled the anticipated expansion to Beijing as well as the plans
for VAT pilot expansion for the rest of 2012.

On 24 May 2013, the MOF and SAT jointly released Caishui
[2013] No. 37 to announce the launch of VAT pilot arrangements
on a national basis from 1 August 2013.

With effect from 1 August 2013, transportation services (exclud-
ing railway transport) and selected modern services which have
already been included in the current VAT pilot arrangements are
subject to VAT on a nationwide basis. The scope of the selected
modern services included in the 1 August 2013 nationwide VAT
pilot expansion is similar to that of the initial VAT pilot (R&D
and technology services, information technology services, cul-
tural and creative services, logistics auxiliary services, moveable
property leasing and authentication and consulting services).
With effect from 1 August 2013, the scope of selected modern
services has been expanded to include the production, broadcast-
ing and distribution of radio, television and movie products.

Scope of the VAT pilot. The following lists show the services that
were subject to Business Tax (BT) but are now subject to VAT
(VAT pilot services).

Transportation industries
* Land transportation
» Water transportation
o Air transportation
* Pipeline transportation
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Certain modern services industries
Research and development (R&D) and technology services
* R&D services
* Technology transfer services
* Technology consulting services
« Contract energy management services
* Project survey and exploration services

Information technology services
* Software services
« Circuit design and testing services
* Information system services
* Operation process management services

Culture creative services
* Design services
* Trademark and copyright transfer services
* Intellectual property services
* Advertising services
* Conferencing and exhibition services

Logistics auxiliary services
* Aviation services
* Port services
* Transport terminal services
* Salvage assistance services
» Cargo transport agent services
 Customs brokerage services
* Storage services
* Loading-unloading transportation services

Movable property leasing

* Operating leases
« Finance leases

Authentication and consulting services
« Verification services
« Authentication services
* Consulting services

Radio, film and television services
* Production services for radio, film and television programs
(works)
* Distribution services for radio, film and television programs
(works)
* Broadcast (including screenings) services for radio, film and
television programs (works)

Caishui [2013] No. 37 provides definitions of each of the above
VAT pilot services.

Railway transport, postal and telecommunication, and other
industries will also be included in the forthcoming VAT pilot
expansion. However, the Chinese authorities have not yet set out
any specific time table for the future VAT pilot expansion.

Classes of VAT taxpayers and applicable VAT rates. Under the
VAT pilot rules, the following are the two classes of VAT
taxpayers:



CHINA 139

* General VAT taxpayers, which are VAT taxpayers providing
VAT pilot services with annual turnover of CNY5 million or
more

* Small-scale VAT taxpayers, which are VAT taxpayers providing
VAT pilot services with annual turnover of less than
CNYS million

It is possible for small-scale VAT taxpayers to voluntarily apply
to become general VAT taxpayers.

The following lists show the applicable VAT rates for the various
classes of VAT taxpayers and the different types of VAT pilot
services.

General VAT taxpayers

17% rate
* Movable property leasing

11% rate
* Transportation services

6% rate

* R&D and technology services

* Information technology services

* Culture creative services

« Logistics auxiliary services

* Authentication and consulting services
 Radio, film and television services

Small-scale VAT taxpayers
3% rate
* All VAT pilot services

Place of supply of VAT pilot services. The place of supply of VAT
pilot services is in China if either the service supplier or the ser-
vice recipient is located in China.

The following services are considered to be outside China:

* VAT pilot services provided by an overseas supplier that are
consumed entirely outside China

* Movable property leased by an overseas supplier that is used
entirely outside China

Output VAT and new VAT computation method. The following is
the calculation for output VAT:

Output VAT = Sales amount x Applicable VAT rate

If consideration received by a VAT pilot service provider is VAT-
inclusive, the following is the calculation of the sales amount:

Sales amount = VAT-inclusive sales amount
+ (1 + Applicable VAT rate)

The VAT pilot rules contain a new computation method. The new
method incorporates the “netting” mechanism that is only appli-
cable to taxpayers engaged in 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 (including
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foreign currency loan and CNY loan interest), customs duties,
import taxes, installation fees and insurance borne by the lessor.

If a pilot taxpayer concurrently sells goods, provides processing
and maintenance services and provides VAT pilot services, it
must separately account for the different supplies that are subject
to different VAT rates. If the taxpayer cannot separately account
for the VAT-able sales amount, it must compute its output VAT
based on the higher VAT rate.

The VAT pilot rules include the concept of deemed supply of
services. A special valuation method applies if a deemed supply
of services exists or if the sales amount for VAT pilot services is
found to be too high or low without a reasonable commercial
purpose.

Input VAT and new creditable item. General VAT taxpayers that
incur VAT on the purchase of goods, the receipt of processing,
repair and maintenance services and the receipt of VAT pilot
services, for the purpose of providing VAT pilot services, may
treat the VAT incurred as input VAT. The following input VAT
amounts may be credited against output VAT:
* VAT amounts indicated on special VAT invoices issued by the
sellers or service providers
* VAT amounts indicated on import VAT payment certificates
* 13% of the purchase value of agricultural products purchased
from primary agricultural producers or agricultural cooperative
societies unless special VAT invoice or import VAT payment
certificates are obtained
7% of the railway transportation expenses incurred in deliver-
ing taxable goods for domestic sales if the expenses are sup-
ported by proper transportation invoices issued by railway
transportation companies or individuals, unless the special VAT
invoice is obtained
VAT amounts indicated on the tax clearance certificate (with-
holding VAT) obtained from the tax bureau if a payment is
made to an overseas VAT pilot service provider
In addition, with respect to motorcycles, cars and yachts for
which consumption tax shall be collected, the input tax associ-
ated with the purchases is allowed to be deducted from the
output tax

.

The VAT pilot rules contain specific provisions that disallow
input VAT recovery.

VAT administration matters. Suppliers of VAT pilot services with
annual revenue of more than CNY5 million must be registered as
general VAT taxpayers. After registration, the suppliers must
purchase the anti-counterfeit tax control equipment and issue
special VAT invoices in accordance with the VAT pilot rules.

The Chinese VAT tax periods vary in length. A VAT tax period
may be 1 day, 3 days, 5 days, 10 days, 15 days, 1 month or 1 quar-
ter. The length of the tax period is determined by the local tax
authorities, based on the amount of VAT payable by the taxpayer.
For taxpayers that have a VAT tax period of 1 month or 1 quarter,
they must submit VAT returns and pay the VAT due on a monthly
or quarterly basis within 15 days after the end of the period.
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Transitional VAT exemption and VAT refund policies. The VAT
pilot rules set out 14 specific VAT exemptions, such as technol-
ogy transfers and outsourcing-type services, and 4 types of trans-
actions that are subject to special VAT refund measures.

Taxpayers included in the VAT pilot that obtained BT incentives
prior to the VAT pilot may enjoy VAT incentives in accordance
with the VAT pilot rules until the expiration of the BT incentive.

VAT exemption and zero rating. A VAT zero rating is subject to the

conditions specific in SAT announcement [2013] No. 47, and the

scope is listed as follows:

* International transportation services, including transportations
services for Hong Kong, Marco and Taiwan

» Research and development services provided to overseas enti-
ties

* Design services provided to overseas entities, excluding design
services provided for real estate located in the territory

The provision of the following services as specified in SAT
announcement [2013] No. 52 could be exempt from VAT:
* Engineering survey services with the engineering and mineral
resources outside China
* Conference and exhibition services for conferences and exhibi-
tions that take place outside China
» Warehousing services for storage locations outside China
* Tangible personal property leasing services with the subject
used outside China
« Distribution and broadcasting services of radio, film and televi-
sion programs (works) that are rendered outside China
« International transportation services that are not eligible for a
zero VAT rating
* Transportation services from and to Hong Kong, Macao and
Taiwan as well as transportation services in Hong Kong, Macao
and Taiwan that are not eligible for a zero VAT rating
« Taxable services that are subject to the simplified computation
method
» Taxable services rendered to overseas entities or units:
— Research and technology services (excluding R&D services
and engineering survey services)
— Information technology services
— Culture creativity services (excluding design services,
advertising services, and conference and exhibition servic-
es)
— Logistics auxiliary services (excluding warehousing servic-
es)
— Authentication and consulting services
— Production of radio, film and television programs (works)
— Time charter businesses in ocean transportation
— Voyage charter businesses in ocean transportation
— Wet lease business in air transportation
— Advertising services for advertising that takes place outside
China

Please note that although SAT announcement [2013] No. 52 has
set out the detailed guidance on the application of VAT exemp-
tion, local state tax bureaus might issue their own practice
requirements in response to the announcement.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Reduced
Other

VAT number format
VAT return periods

Thresholds
Simplified regime

Recovery of VAT by

non-established businesses

B. Scope of the tax

Value-added tax (VAT)
Impuesto sobre las ventas (IVA)
29 December 1983

No

Direccion de Impuestos y
Aduanas Nacionales (DIAN)
(http://www.dian.gov.co)

16%

5%

Zero-rated (exempt)

Tax identification number (NIT)

Bimonthly/Quarterly/Annually

Gross income in the previous
year less than USD57,863
(based on an exchange rate of
COP1,900 = USD1);
additional requirements apply

No

VAT applies to the following transactions:

* The sale of movable tangible goods

* Services rendered in Colombia

* Importation of movable goods into Colombia
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« The operation of games of chance or the sale of tickets for games
of chance (excluding lotteries)

In some cases specified in the tax law, imported services (that is,

services executed abroad that are used in Colombia) are subject

to VAT if the recipient of the services is located in Colombia. The

services subject to this provision include the following:

* Licenses and authorizations for use and exploitation of intan-
gible assets

« Text translation, correction and composition services

* Consulting, advisory and audit services

* Services carried out on tangible movable assets, except for
those related to international transport services

* Rental of corporate movable assets, except for those to be used
for international transport activities

* Insurance and reinsurance services

« Satellite connection or access services, regardless of where the
satellite is located

« Satellite television services received in Colombia

Taxable amount. In general, the tax base equals the total value of
the sale, that is, the sale price of goods or services plus any reim-
bursed expenses. Effective discounts included in the correspon-
dent 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 construction contracts for immovable assets (real
property), cleaning services and some other services, the tax base
equals the fee paid to the entity providing the services rather than
the whole value of the service. In such cases, the creditable input
VAT is the tax incurred by the constructor that is directly associ-
ated with its invoiced fee. The constructor is not entitled to
credit for VAT paid on expenses that are associated with the
construction.

C. Who is liable

Any individual or business entity that undertakes an activity
subject to VAT (see Section B) must register for VAT. The
requirement to register also applies to a permanent establishment
(PE) of a foreign entity if the PE carries out taxable activities or
business in Colombia. Taxpayers are basically classified accord-
ing to turnover into two different VAT regimes, which are the
common regime and the simplified regime.

Common regime. All taxable persons that do not qualify for the
simplified regime must register for VAT under the common
regime.

Simplified regime. Retailers, individuals engaged in agriculture

and cattle farming activities, artisans and certain others rendering

taxable services may be registered in the National Tax Registry

(Registro Unico Tributario, or RUT) as VAT simplified regime

taxpayers if the following conditions are fulfilled:

* The taxpayer’s gross income in the immediately preceding year
was less than approximately USD57,863.

* The taxpayer has a maximum of one commercial establishment,
office, premises or business where it performs its activity.

* The taxpayer does not use a franchise, concession agreement or
royalty agreement with respect to the commercial establishment.
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* The taxpayer is not a permanent exporter or importer.

* In the prior year, or in the current year, the taxpayer does not
enter into sale agreements for goods or services exceeding
approximately USD47,737.

* During the prior year, or in the current year, bank deposits and
financial investments made by the individual do not exceed
approximately USD65,096.

Group registration. VAT grouping is not allowed under the
Colombian VAT law. Legal entities that are closely connected
must register for VAT individually.

VAT withholding agents. The withholding mechanism designates
certain entities as VAT withholding agents, including government
departments, large taxpayers, entities paying nonresident entities,
individuals and VAT taxpayers using the common regime, and
entities or individuals that provide goods or services to interna-
tional trading companies. The withholding rate is equal to 15%
of the VAT rate applicable to the transaction, due on any payment
or accounting accrual related to taxable goods or services. For
transactions with nonresident entities and individuals, or the sale
of tobacco and scrap metal, the withholding rate is 100% of the
applicable tax rate.

Non-established businesses and the reverse-charge mechanism. A

“non-established business” is a business that satisfies the follow-

ing two requirements:

« [t does not have a permanent activity.

* The business is not conducted through a branch of a foreign
company in Colombia.

If a Colombian taxable person receives services from a non-
established business, the reverse-charge mechanism applies.
Under the reverse-charge mechanism, the Colombian resident
must withhold VAT due on the sale. The taxability of these ser-
vices does not affect the final amount to be received by the for-
eign provider of the services. VAT is applied by the resident who
requests the service, using a self-withholding procedure. The
resident claims this self-assessed VAT as a credit in the VAT tax
return of the period in which the VAT was paid, in accordance
with the general rules and limitations (full, partial or no tax
credit), depending on the VAT treatment of its income.

For accounting purposes, the self-assessed VAT is recorded as a
credit (VAT to be paid to tax authorities). It is also recorded as a
debit (creditable VAT invoiced to local customers or if not credit-
able, as a higher cost or expense), in accordance with the general
VAT rules.

D. VAT rates

Effective 1 January 2013, the rates are 16%, 5% and 0%. The rate
of VAT varies according to the type of goods or services, but the
standard 16% rate applies to all supplies of goods or services
unless a specific provision allows an exclusion from VAT or the
application of a reduced or zero rate.

Examples of supplies taxed at 5% rate

« Toasted coffee
* Wheat
* Sugar cane
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* Cotton seeds

* Soy

* Rice

* Prepaid health services

* Health insurance

* Storage of agricultural products

Taxable and excluded supplies. The term “taxable supplies” refers
to supplies of goods and services that are subject to VAT.
Purchasers of such supplies generally benefit from an input
credit on their VAT returns. The term “excluded supplies” refers
to supplies of goods and services that are not subject to VAT.
Purchasers generally may not claim an input discount or credit
for the VAT they paid on inputs (see Section F).

Examples of excluded supplies
* Some goods and services that cover basic needs
« Utilities
* Restaurant services other than franchises and concessions
* Interest and exchange differences

Exempt supplies. In Colombia, the term “exempt supplies” refers
to supplies of goods and services that are subject to VAT but are
zero-rated, that is, taxed at a 0% rate. Purchasers of exempt sup-
plies may receive an input credit for the VAT they paid on inputs.

Examples of exempt supplies
* Exports of movable, tangible goods if the exporter is registered
with the National Tax Registry (Registro Unico Tributario or
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
Services rendered exclusively in Colombia and used exclu-
sively abroad by companies or individuals 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 and used in
the country and benefiting a company that is registered in the
National Tourism Registry and promotes tourism by engaging
in certain qualified activities
* Purchase or sale of foreign currency and derivatives

E. Time of sale

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 follow-
ing events:

* The issuance of the invoice or equivalent document

* Termination of the provision of the service

* Payment or accrual, whichever occurs first
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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.

F. Recovery of VAT by taxable persons

A taxable person may discount (credit) VAT paid on purchases
(known as input tax) from VAT charged on sales (known as out-
put 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 sup-
ply 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. In addition, for transactions with for-
eign 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 with-
held. 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.

Refunds. If the amount of input VAT recoverable in a taxable

period exceeds the amount of output VAT payable, the taxable

person earns an input VAT credit. The credit may be refunded on

a bimonthly basis if either of the following applies:

* The taxable person is an exporter of goods or services.

* 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.

Effective 1 January 2013, if a VAT balance in favor of the tax-
payer 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 have been originated during the previous taxable period and
will be determined according to a proportionality mechanism.

Also effective 1 January 2013, some procedural changes apply to
tax filers depending on whether they file bimonthly, quarterly or
annually.

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. Yearly regulation is required to deter-
mine the VAT percentage that may be claimed, depending on VAT
collection by the government in the previous year.

G. Acquisitions or importations of industrial machinery

VAT paid for the acquisition of capital goods may be creditable
against the income tax based on an official accumulative propor-
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tion established yearly by the tax authority, depending on VAT
collection in the previous year. VAT paid but not refunded via this
mechanism should be treated as part of the cost paid for the
assets and is included in the base for depreciation.

Heavy machinery for basic industries. VAT paid for the acquisi-
tion of heavy machinery by a company involved in one of the
basic industries (for example, mining, oil and gas, and power
generation) may be treated as a discount against tax due in the
taxpayer’s income tax returns. The discount may be applied in the
tax year of acquisition or importation and in the following peri-
ods. If the imported machinery has a Cost, Insurance, Freight
(CIF) value in excess of USD500,000, VAT may be paid in the
following percentages:

* 40% when the importation form is completed

* The remaining 60% within the next two years

The taxpayer must enter into a payment agreement with the local
tax authorities if it wishes to use the above method.

A special measure applies to long-term temporary imports of
heavy machinery that are not produced in Colombia and that are
imported by companies involved in basic industries. Under this
measure, these imports are excluded from VAT, at the time of the
entry of the goods into Colombia. To obtain the VAT exclusion,
the importer must submit a certificate of the Ministry of Industry,
Commerce and Tourism at the time of entry. This certificate must
state that the machinery to be imported is not produced in
Colombia and that it will be used in a basic industry.

Depending on the situation, VAT paid for the acquisition of “real

productive fixed assets” may be treated as one of the following:

* A part of the cost of the goods acquired.

¢ A tax discount in the income tax return. This measure applies
only to industrial machinery acquired or imported by producers
of VAT-excluded products or the VAT paid in the acquisition or
importation of heavy machinery in basic industries.

H. 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 there.
However, members of accredited diplomatic missions and mem-
bers of the United Nations may claim a refund of VAT paid.

I. Invoicing

Tax credit documents, invoices and credit notes. 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.

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 left Colombia. The exporter must file a declara-
tion to the tax authorities by filling out a DEX (Declaracion de
Exportacion) and be registered as an exporter with the Registro
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Unico Tributario (RUT). In Colombia, sales of goods required for
the normal development of the businesses of operators or indus-
trial 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). 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.

J. VAT returns and payment

VAT returns. VAT returns are filed bimonthly at the end of
February, April, June, August, October and December by large
taxpayers, which are those with gross revenues equal to or higher
than 92,000 UVT (tax value unit or unidad de valor tributario), or
approximately USD1.3 million. (Throughout 2014, one UVT
equals COP27,485.) Taxpayers with gross revenues between
15,000 UVT (USD217,000) and 92,000 UVT (USD1.3 million)
file VAT returns every four months at the end of April, August
and December; and taxpayers with gross revenues lower than
15,000 UVT file an annual tax return. Returns must be submitted
to an authorized commercial bank by the due date specified in a
governmental decree.

Liabilities shown in returns must be paid in Colombian pesos.

Penalties. 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, USD72,329 (for 2014). 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 pre-
ceding year. The maximum penalty is the lower of 10% of the
taxpayer’s net equity for the preceding year and twice the credit
balance (if any) or, if no credit balance exists, USD72,329. The
minimum penalty is USD141.

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 three months, by a national decree. The current rate estab-
lished by the government is 30.51% annually.

The Criminal Code includes penalties for the omission of tax
liabilities. A taxpayer or tax withholder that does not pay col-
lected VAT amounts within the two months after the due date may
be punished with imprisonment for a term of between three and
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six years, and payment of a penalty equal to twice the amount of
unpaid VAT, up to a maximum of USD14,755,105 for 2014.

K. Consumption tax

Effective January 2013, a new consumption tax applies to certain
goods and services, including but not limited to restaurant ser-
vices (including catering services), mobile phone services, the
sale or import of certain vehicles and the sale of jewelry.

Consumption tax rates.

¢ Certain vehicles based on their free on board (FOB) value: 8%
* Restaurant services other than franchises and concessions: 8%
* Mobile phone services: 4%

 Luxury vehicles, chassis, hot-air balloons and airships: 16%

Moment of taxation. 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. Returns for the consumption tax are filed quarterly,
starting on the date when taxable activities commenced and end-
ing at the end of the calendar quarter.

The consumption tax return must contain the following:

* Basic taxpayer identification information

« All the taxable events subject to the consumption tax

* The calculation of the consumption tax

* The signature of the obliged taxpayer and/or its representative

* The signature of the accountant, CPA and/or statutory auditor if
applicable

Invoicing. For restaurants, bars, grills and other food and catering
services, the consumption tax must be shown in the bill, registra-
tion ticket or invoice, and it must be calculated over the total
amount of the consumption, including all the foods, entrances or
tickets and any additional amounts attached to the rendering of
the service. There are exceptions for tips and food that has not
been transformed or otherwise prepared upon serving.

Tax recovery. Tax paid does not generate input VAT (VAT credit)
but may be treated as a deduction for income tax purposes.

Penalties. Penalties for failure to file consumption tax returns are
calculated in the same manner as for the VAT (see Section J).
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Reduced
Other

VAT number format

VAT return period

Thresholds
Registration

Recovery of VAT by
non-established businesses

Value-added tax (VAT)

Impuesto General sobre las
Ventas

8 November 1982

No

Ministry of Finance
(http://dgt.hacienda.go.cr)

13%

5%, 10%

Exempt and zero-rated

Corporate or individual
identification number

Monthly

None
(a simplified VAT regime
applies to small taxpayers;
see Section C)

No
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B. Scope of the tax

VAT applies to the following transactions:

« All types of transfers of goods and the rendering of certain ser-
vices in Costa Rica by taxable persons

* Self-consumption

» The importation of goods into Costa Rica, regardless of the
status of the importer

C. Who is liable

A VAT taxpayer is any business entity or individual that sells tax-
able goods (including imports and exports of goods) or that pro-
vides taxable services on a regular basis. A permanent
establishment 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.

Small taxpayers. A simplified VAT regime applies to small tax-
payers. 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 CRC56,910,000 (approximately USD112,461), and the
entrepreneur may not have more than five employees. Under the
simplified regime, presumed taxable turnover is calculated 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 establishment in Costa Rica. In prin-
ciple, a non-established business must register for VAT if it sup-
plies goods or services in Costa Rica.

Late-registration penalties. 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 inventory.

Penalties and interest are also assessed for late registration for
VAT.

D. VAT rates

In Costa Rica, the standard rate of VAT is 13%. The standard rate
applies to the supply of all goods and to taxable services, unless
a specific measure provides for an exemption. Supplies of wood
are subject to a 10% rate, and the residential supply of electricity
is subject to a 5% rate.
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In addition, some activities are exempt or zero-rated. In both cases,
no VAT is charged. However, unlike zero-rated activities, exempt
activities do not give rise to a right of input tax (see Section F).

The following list provides some examples of exempt supplies of
goods and services.

Examples of exempt supplies of goods and services

* Goods that form part of the “average weekly shopping” (a list
of items considered essential for the traditional household)

* Veterinarian and agricultural products including livestock

* Coffins

* Domestic monthly consumption of electricity not exceeding
250 kilowatts per hour

* Tires for farm machinery

* Medicines

* Books, musical compositions and paintings created in Costa
Rica

* Exported goods

» Reimportation of national goods within three years of their
export

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.”

Goods. The time of supply for the sale of goods is the earlier of
the delivery of the goods or the issuance of an invoice.

Services. The time of supply for services is the earlier of when
the services are performed or an invoice is issued.

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 distribution of taxable merchandise or
services

* The payment of insurance premiums for the protection of mer-
chandise used or incorporated physically in the production of
taxable merchandise or services

* The purchase of merchandise used during the production, trade
and distribution of exempt merchandise

* The purchase of merchandise used during the production, trade
and distribution of goods for exportation

A valid tax invoice or customs document must generally accom-
pany a claim for an input tax credit.

Nondeductible input tax. Input tax may not be recovered on pur-
chases of goods and services that are not used in the production,



CosTA Rica 153

trade and distribution of the final goods and services supplied by
the taxpayer. In general, input tax is not deductible for overhead
expenses of a business.

Refunds. If the amount of input VAT recoverable in a month
exceeds the amount of output VAT payable, the taxpayer obtains
an input VAT credit. The input VAT credit may be carried forward
to offset output tax in the following months. Under special cir-
cumstances, 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.

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 and credit notes. A VAT taxpayer must generally
provide a VAT invoice for all taxable supplies made. Invoices
must be authorized by the tax authorities. The tax authorities may
authorize the use of cash registers and other computerized sys-
tems to issue invoices. 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.

A VAT invoice is generally necessary to support a claim for input
tax credit.

A VAT credit note may be used to reduce the VAT charged and
reclaimed on the supply of goods and services.

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.

Foreign-currency invoices. In general, VAT invoices must be issued
in 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.

I. VAT returns and payment

VAT returns. VAT returns are submitted monthly. Returns must be
submitted by the 15th day of the month following the end of the
return period. Payment in full is due on the same date. A return
must be filed even if no VAT is due for the period.

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. A return must be filed even if no
VAT is due for the period.

Tax due must be paid in Costa Rican colons.

Penalties. Penalties apply to a range of VAT offenses in the fol-
lowing amounts:
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« Late filing of a VAT return: a penalty of 50% of the average
monthly Costa Rican wage (“Base Salary” as established by
law is CRC360,000, which is approximately USD716). 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.

Inaccuracies in the return: a penalty of 50% of the unpaid
amount (as determined by the tax authorities). 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 aver-
age interest rate charged by commercial banks to the commercial
sector for the tax period.

Violation of formal duties. 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

Tax 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.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Reduced
Other

VAT number format

VAT return periods
Businesses established
in Croatia

Businesses not established
in Croatia

Thresholds
Registration
Businesses established
in Croatia

Businesses not
established in Croatia

Value-added tax (VAT)

Porez na dodanu vrijednost
(PDV)

1 January 1998

Yes (effective 1 July 2013)

Ministry of Finance
(http://www.porezna-uprava.hr)

25%
13% and 5%
Exempt

Prefix HR followed by the
eleven-digit personal
identification number (OIB)
e.g., HR12345678910

Monthly or quarterly, and
annually

Monthly and annually

HRK230,000 (approximately
EUR30,600) of taxable
supplies in the preceding
calendar year

No threshold: foreign businesses
should register in Croatia before
performing their first taxable
supplies in Croatia
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Distance selling HRK270,000 (approximately
EUR36,000)

Recovery of VAT by

non-established businesses  Yes (reciprocity required for
taxable persons not established
within the EU)

B. Scope of the tax

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

¢ Intra-Community acquisition of goods from another EU
Member State by a taxable person

* Import of goods into Croatia

C. Who is liable

Taxable person. A taxable person is any person who indepen-
dently carries out in any place any economic activity, regardless
of the purpose or results of that activity.

VAT registration is required when beginning taxable activities in
Croatia.

Taxable persons applying the scheme for small businesses.
Taxable persons established in Croatia can apply a special
scheme for small entrepreneurs if their taxable supplies in the
preceding calendar year do not exceed HRK230,000 (approxi-
mately EUR30,200). Taxable persons applying this scheme do
not charge Croatian VAT as their transactions are exempt from
VAT, but they also cannot deduct input VAT.

Voluntary registration. A taxable person subject to the special
scheme for small businesses may voluntarily register for VAT
when beginning business activities or may register by the end of
the year for the following year. In the case of voluntary registra-
tion, the entrepreneur must remain a VAT payer for a period of
five years.

A taxable person may voluntarily register for VAT when begin-
ning business activities or may register by the end of the year for
the following year. In the case of voluntary registration, the entre-
preneur must remain a VAT payer for a period of five years.

A taxable person whose taxable supplies exceeded the prescribed
threshold is considered to be a VAT payer as of 1 January of the
following year and must inform the tax authorities by submitting
an application for VAT registration by 15 January of that year.
Retrospective VAT registration is not possible.

Group registration. VAT group registration is not allowed under
the Croatian VAT law.

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.
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Consequently, non-established businesses must register for VAT

if they make 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 pri-
vate persons)

* Export supplies

Tax representatives. A foreign entity (taxable person) which has
to register for VAT in Croatia may appoint a tax representative.
Taxable persons in Croatia can be appointed as tax representa-
tives if they have an establishment or permanent address in
Croatia and are not a branch of a company.

A foreign entity (taxable person) that has a seat 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
Croatian entrepreneurs. The recipient of the supply accounts for
VAT using the appropriate Croatian VAT rate. When making sup-
plies subject to reverse charge, the non-established supplier is not
required to register for VAT in Croatia.

The following are examples of services to which the reverse

charge does not apply:

* Real estate

* Transport

* Restaurant and catering services

* Cultural, artistic, scientific, educational, sporting, entertain-
ment or similar services

* Short-term rentals of vehicles

Croatia applies a domestic reverse-charge mechanism for certain
supplies. The following activities fall within the scope of the
domestic reverse charge:

* Construction work (repair, maintenance, alteration and demoli-
tion services in relation to immovable property) and supply of
staff engaged in construction work

* Supplies of waste

* Supplies of real estate (only applicable from 1 January 2015)

* Supplies of immovable property in a compulsory sale proce-
dure and similar (only applicable from 1 January 2015)

* Transfer of greenhouse gas emission units

Late-registration penalties. Penalties for non-registration range
between HRK 1,000 and HRK200,000 (approximately EUR135
and EUR26,700) for the company and between HRK500 and
HRK40,000 (approximately EUR66 and EURS,300) for the
responsible person within the company.

D. VAT rates

The term “taxable supply” refers to supplies of goods and ser-
vices that are liable to any of the VAT rates, including supplies
that are exempt with the right to deduct input VAT. The term
“exempt supply” refers to all supplies of goods and services that
are not liable to VAT. Exempt supplies do not give rise to the right



158 CROATIA

of input VAT deduction. Supplies that are “exempt with the right
to deduct input VAT” 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.

The following are the VAT rates in Croatia:
« Standard rate: 25%
* Reduced rates: 13% and 5%

The standard rate of VAT applies to all supplies of goods or ser-
vices, unless a specific measure provides for a reduced rate or
exemption.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at a reduced rate of VAT.

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 (applicable from 1 January 2015)

Examples of goods and services taxable at 5%

« All types of bread

* All types of milk

* Books containing professional, scientific, artistic, cultural and
educational content

* Drugs included in the special list of the Health Insurance Fund

* Medical products, implants and other orthopedic devices

* Cinema tickets

* Scientific magazines

» Newspapers and magazines published daily with more than
25,000 words unless they are used for advertisement only

Examples of goods and services taxable at 10%

* Room only, bed and breakfast, half board or full board accom-
modation services in all types of the listed commercial catering
facilities and agency commission services for all the above
mentioned services

« Services of preparing food and restaurant services, preparing
and serving non-alcoholic drinks and beverages, wine and beer
in such premises, in accordance with special legislation

* Daily and periodic newspapers and magazines printed on paper
with the exception of those subject to 5% or that, in their
entirety or mainly, contain advertisements or serve advertising
purposes

¢ Oils and fats for human consumption, of either vegetable or
animal origin, in accordance with special legislation

* Baby food and processed grain food for infants and small chil-
dren, in accordance with special legislation

* Supply of water, with the exception of water sold in bottles or
any other packaging

» White sugar produced from sugar cane or sugar beet

* Concert tickets

* Art and cultural magazines



CROATIA 159

E. Time of supply

The time when VAT becomes due is called the “chargeable event”
or “tax point.” Under the general rules in Croatia for determining
the chargeable event, VAT is due when goods are delivered or
when services are performed.

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.

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.

Prepayments. If a payment is made before the supply (prepay-
ment), VAT is due the moment the prepayment is received. A
regular VAT invoice must be issued when a prepayment is
received.

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.

Cash accounting. Domestic entrepreneurs registered as personal
income taxpayers, e.g., craftsmen, charge and pay VAT on a cash
basis, that is, on the basis of payments received for their supplies
of goods and services except when making supplies of goods in
the EU, acquiring goods in the EU, transferring goods to other
EU countries, receiving services subject to reverse charge, or
receiving goods or services subject to domestic reverse charge.
The cash accounting scheme is applicable until 31 December
2014.

F. Recovery of VAT by taxable persons

A taxable person may recover input VAT, which is the VAT
charged on goods and services supplied to the taxable person for
its business purposes. A taxable person generally recovers input
VAT by deducting it from output VAT, which is VAT charged on
supplies made. Input VAT includes VAT charged on goods and
services supplied in Croatia, VAT paid on imports and self-
assessed VAT on intra-Community acquisitions of goods, acqui-
sition of goods within the triangulation and reverse-charge
services.

Nondeductible input tax. Input VAT 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
entrepreneurs). In addition, input tax may not be recovered for
some items of business expenditure.

The following lists provide some examples of items of expendi-
ture for which input VAT is not deductible and examples of items
for which input VAT is deductible if the expenditure is related to
a taxable business use.
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Examples of items for which input VAT is nondeductible

* Purchase and hiring of boats for pleasure, aircrafts, passenger
cars and other means of passenger transportation, including
purchase of any goods or services related thereto

* 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 VAT 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 VAT deduction is allowed
and also uses them with respect to the supply of goods and ser-
vices for which input VAT deduction is not allowed, the amount
of VAT must be divided between deductible input VAT and non-
deductible input VAT.

To determine the amount of input VAT that may be recovered, one
of the following methods may be used:

* The deductible input VAT may be determined based on account-
ing and other documentation that relates to taxable and exempt
supplies.

If the taxable person cannot determine the amount of input VAT
as described above, a pro-rata method can be used to determine
the amount of deductible input VAT. Under the pro-rata method,
the total annual supplies (exclusive of VAT) for which input
VAT is deductible is divided by total annual supplies, including
supplies for which VAT is not deductible.

The amount of deductible input VAT may be determined sepa-
rately 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 determines under the pro-rata method that
it has the right to deduct 98% or more of input VAT, it is entitled
to a 100% input VAT deduction.

Capital goods. Capital goods are goods classified according to
accounting standards as long-term assets. Input VAT is deducted
in the year in which the goods are acquired or produced. In gen-
eral, input VAT on the purchase, import or lease of vehicles for
personal transportation is not deductible.

If the conditions applicable to the deduction of input VAT change
within a five-year period beginning with the year in which the
goods begin to be used, the amount of input VAT is corrected in
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the period after the change. For real estate, the adjustment period
of 10 years applies.

Refunds. If the amount of input VAT recoverable in a tax period
exceeds the amount of output VAT payable in that same period,
the taxable person has an input VAT credit. An input VAT 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.

Repayment interest. The tax authorities must pay interest on
delayed repayments of VAT. The annual interest rate is 12%.

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.

Businesses established in the EU can submit a claim for refund
with the tax authorities of their country of establishment.
Businesses established outside the EU can claim a refund under
the terms of the 13th EU VAT Directive. Croatia applies the con-
dition of reciprocity with respect to refund claims made by appli-
cants from non-EU countries.

Refund application. 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 EUR133). For an annual claim, the minimum
amount is HRK400 (approximately EUR532).

The tax authorities are obliged to make a decision whether the
request is approved in full, partially 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 following address:

Porezna uprava
Podrucni ured Zagreb
Avenija Dubrovnik 32
10 000 Zagreb
Croatia

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 calen-
dar year in which the tax was incurred.
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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.

H. Invoicing

VAT invoices. A taxable person must generally issue invoices for
all taxable supplies made, including exports and intra-Communi-
ty supplies. Invoices may not be issued for certain exempt finan-
cial services and for certain other supplies. A document qualifies
as a valid invoice if it complies with the requirements set out in
the Croatian VAT Act. A less detailed VAT invoice may be issued
for local supplies which do not exceed HRK700 (approximately
EUR93).

Credit notes. Where the tax base is changed subsequently because
of recall, discounts or impossibility 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 VAT and informs the sup-
plier respectively in writing. Credit notes should provide the
same data as the original invoice.

Collective invoices. A taxable person can issue a collective invoice
with respect to several supplies of goods and services under the
condition that the VAT on those supplies arises in the same cal-
endar month.

Self invoicing. When a customer issues the invoice on behalf of
the supplier, the invoice must be marked “self invoicing”
(“samoizdavanje rac¢una”).

Cash accounting. The invoices from taxpayers that apply the cash
accounting scheme have to be marked “cash accounting scheme”
(“obracun prema naplacenoj naknadi”). This is applicable until
31 December 2014.

Proof of exports and intra-Community supplies. Croatian VAT is

not chargeable on supplies of exported goods or on intra-Com-

munity 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 declara-
tion) officially certified by the customs authorities

* For an intra-Community supply, an invoice with the purchaser’s
VAT identification number and corresponding transport docu-
ment (or other suitable document that clearly refers to the
freight of goods specified on the invoice)

Foreign-currency invoices. According to the interpretation of the
VAT legislation by the Croatian Tax Authorities, all amounts
stated on an invoice should be in HRK. In addition, amounts may
be stated in any other currency, applying the Croatian National
Bank’s exchange rate applicable on the date when VAT liability
occurred. However, per the Croatian VAT Act, it is sufficient if
VAT liability is stated only in HRK.
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I. VAT returns and payment

VAT returns. Croatian VAT returns are submitted for monthly or
quarterly and annual tax periods. All VAT payers must submit
VAT returns electronically. 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 turn-
over in the preceding calendar year.

Taxable persons with turnover up to HRKS800,000 (approxi-
mately EUR105,500) can submit quarterly tax returns if they do
not perform intra-Community supplies.

Taxable persons with turnover greater than HRKS800,000
(approximately EUR105,500) submit monthly tax returns.

The tax period for foreign taxable persons (non-established busi-
nesses) is always a calendar month. VAT returns must be submit-
ted by the 20th day of the month following the accounting period.

Taxable persons must also submit an annual VAT return. The
annual VAT return is used for reconciliation purposes and must
be submitted to the tax authorities at the Tax Office for the tax-
able persons’ registered seat by the end of February of the current
year for the previous calendar year.

Penalties. Penalties are imposed for a range of VAT offenses. A
penalty ranging from HRK1.000 (approximately EUR130) to
HRK500.000 (approximately EUR66.000) is prescribed for a
range of offences, including late submission of VAT return, late
payment of VAT and errors made on VAT returns.

A penalty ranging from HRKS500 (EUR65) to HRKS50,000
(EURG6,600) is prescribed for responsible persons in the taxable
person as well.

Interest. For late payment of VAT, interest is charged at an
annual rate of 12%.

Criminal offenses. The criminal offense of tax evasion in an
amount higher than HRK20,000 (approximately EUR2,660), is
punishable by a term of imprisonment ranging from six months
to five years. However, if the criminal offense causes great dam-
age, the term of imprisonment may range from 1 to 10 years.

J. EU filings

INTRASTAT. The INTRASTAT reporting threshold for 2014 is
HRK1.2 million (approximately EUR157,000) for arrivals and
dispatches.

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 respec-
tive 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 non-working day, the deadline is the
first working day after the 15th day of the month.
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The INTRASTAT report must be submitted electronically to the
customs authorities.

EC sales lists. All businesses registered for VAT are required to

complete and submit EC sales lists if they do any of the

following:

* Make supplies of goods to a VAT-registered customer in another
EU Member State

e 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 EC sales 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
submit a sales list if there were no reportable sales in the respec-
tive month.

EC acquisitions list. All businesses registered for VAT are
required to complete and submit EC acquisitions lists if they
receive supplies of goods or services from a VAT-registered sup-
plier in another EU Member State.

The EC acquisition list should be filed electronically on the pre-
scribed 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 the EC acquisition list if there were no report-
able supplies in the respective month.
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Effective from 10 October 2010, the Netherlands Antilles was dissolved.
Curagao and Sint Maarten became autonomous countries within the
Kingdom of the Netherlands. Curagao has its own laws and regulations
which, in principle, do not differ from the former Netherlands Antilles laws
and regulations.

A. At a glance

Name of the tax Turnover tax (TOT)
Local name Omzetbelasting
Date introduced 1 March 1999
European Union (EU)

Member State No

Rates

Standard 6%

Other 9%, 7% and 0%
TOT number format IXX. XXX XXX (9 digits)
TOT return periods Monthly (or annually

on request)
Thresholds None
Recovery of TOT by

non-established businesses ~ No

B. Scope of the tax

TOT applies to the following transactions:

* The delivery of goods or services in Curagao by a taxable entre-
preneur as part of its business

* The import of goods into Curagao

C. Who is liable

In principle, a taxable entrepreneur is a business entity or indi-
vidual who delivers goods or performs services (tax activities) in
Curagao. This includes a representative that supplies services on
behalf of a nonresident business. Effective from 1 January 2012,
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the definition of an entrepreneur 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 exemp-
tion applies. TOT is not due for certain services provided by an
entrepreneur established in Curagao to a nonresident person or
business if these services are not enjoyed in Curagao.

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

The TOT law does not provide a definition of a permanent estab-
lishment. Before 1 January 2012, when services were provided in
Curagao by non-established businesses, a reverse-charge mecha-
nism applied and the business receiving the service was liable for
TOT if the services were actually performed in Curagao.
However, effective from 1 January 2012, for TOT purposes, the
place of services provided by non-established businesses is no
longer the place where the services are actually performed, but
the place where the services are enjoyed. The businesses enjoying
the services in Curagao provided by non-established businesses
are liable for TOT.

A non-established business may still, in some circumstances,
become liable for TOT. In those cases, the foreign entrepreneur is
deemed to have chosen domicile at the office of the Inspector of
Taxes in Curagao, unless the entrepreneur states in writing that it
has a permanent establishment or another address in Curagao.

In general, a taxable entrepreneur that begins taxable activities
must notify the tax authorities.

Special rules apply to non-established businesses, small enter-
prises, 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 tax authorities
and it is granted, a small enterprise is not liable for TOT.
However, the small enterprise must still submit TOT returns for
monthly periods. Supplies by organizations of a social, cultural,
charitable, sports and religious nature may also be exempt from
TOT if there is no question of profit motive and distortion of
competition.

If the annual turnover of ANG30,000 is exceeded in any year,
TOT is due on the excess amount. Furthermore, the entrepreneur
will also lose his status as a small enterprise.

Effective from 1 January 2012, the small-enterprises arrange-
ment mentioned above does not apply to entrepreneurs who man-
age real estate to obtain revenue from the real estate on a
permanent basis.

Exploitation of gambling. In specific cases involving the exploita-
tion of “gambling,” the exploiter is liable for TOT. The term
“gambling” refers to the participation in lottery and bingo games.
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If the exploiter is a non-established business, the organizer or the
contract arranger of the gambling games is liable for TOT.

E-zone companies. In principle, E-zone companies are not liable
for TOT as the economic zone is excluded from the levy area.

Offshore companies and offshore banks. Companies and banks
that are taxed under the so-called offshore tax regime and hold a
foreign-exchange license are generally not liable for TOT as
these companies are excluded from the definition of entrepreneur
to the extent that these companies conduct offshore activities.
The offshore regime is grandfathered up to and including 2019.

Entities with a foreign-exchange license. Effective from 1 January
2012, services provided by entities that have a foreign-exchange
license are not subject to TOT if these entities perform business
activities for customers outside Curagao.

Group registration. TOT grouping is not allowed under the TOT
legislation. Legal business entities that are closely connected
must register for TOT individually.

Late-registration penalties. 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, pen-
alties may be imposed (see Section I).

D. TOT rates

The term “taxable supply” refers to a supply of goods and ser-
vices that is liable for TOT. The term “exempt supply” refers to a
supply of goods and services that is not liable for TOT.

As of 1 May 2013, the following rates apply:

« Standard TOT rate: 6%

* Standard TOT rate for insurance: 7%

« Standard TOT rate for hotel accommodation (in principle appli-
cable as of 1 January 2014): 7%

* Standard TOT rate for specific goods and services listed as
luxurious or unhealthy: 9%

* Other: 0% (effective rate applicable to exempt goods and ser-
vices)

The standard TOT rate of 6% applies to all supplies of goods or
services, unless a specific measure provides for a different rate or
exemption.

The following lists provide some examples of goods and services
that are exempt or taxed at one of the higher TOT rates of 7%
and 9%.

Examples of exempt supplies of goods and services
* Medical services
» Water and electricity services
* Public transportation services
* Betting and gaming (casinos)
* Postal services
« Services and goods to an oil refinery

In addition to these exemptions, effective 1 May 2013, new TOT
exemptions were introduced for the supply of goods related to the
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so-called “primary necessities of life,” which include the follow-
ing goods and services:
* Bread

* Eggs

* Rice

* Potatoes

* Grain

* Flour

* Baby food

* Fruits and vegetables
* Bottled water

Services taxable at 7%
« Insurance (exemption for life insurance, health insurance, reinsur-
ance by insurance companies and services provided by brokers)
* Hotel accommodations, effective 1 January 2014

Goods and services taxable at 9%

A higher rate of 9% applies for the following luxurious or

unhealthy goods and services:

* 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 for 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 consump-
tion in hotels, bars, restaurants and related venues

* Participation in lottery games

Exports. Exports of goods are exempt from TOT. However, to
qualify for a TOT exemption, evidence must confirm that the
goods have left Curagao.

E. Time of supply

The time when TOT becomes due is called the “time of supply.”
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 time of supply 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.

F. Recovery of TOT

In principle, the recovery of TOT by taxable entrepreneurs is not
allowed in Curagao. However, TOT recovery can be requested
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with respect to the TOT payable at the moment of sale of goods

for the following:

» TOT paid by the selling entrepreneur on the import of a com-
modity

* TOT paid on the import of raw materials, semi-finished prod-
ucts and packing materials used for exported goods produced
by the importing entrepreneur

For purposes of the above rule, commaodities are stocks of goods
purchased for resale.

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.

G. Invoicing

A taxable person must provide a receipt or invoice for all taxable
supplies made, including exports. As of 1 January 2014, retailers,
entrepreneurs that provide personal services, entrepreneurs 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 entrepreneurs will
need to issue invoices. As of 1 May 2013, receipts or invoices
provided to the customers should meet specific requirements. If
these conditions are not met, a penalty or sanction can be
imposed.

Taxable entrepreneurs must retain a copy of their invoices for
10 years.

H. TOT returns and payment

TOT returns. TOT returns are generally submitted for monthly
periods. However, on request of a taxable person, the tax author-
ities may allow annual returns. Returns must be filed and 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.

Penalties. TOT penalties are assessed 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 ANG-
10,000.

« If the late payment is caused by negligence or dishonest con-
duct, a fine of 100% of the TOT payable may be imposed.

Criminal penalties may also apply in certain circumstances, such
as in cases of fraudulent conduct.
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A. At a glance
Name of the tax
Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard

Reduced

Other
VAT number format
VAT return periods

Thresholds
Registration

Distance selling
Intra-Community
acquisitions (for
INTRASTAT)

Value-added tax (VAT)
1 July 1992

Yes (effective from 1 May 2004)

The VAT Service (customs

and excise)
(http://www.mof.gov.cy/mof/
customs/ced.nsf/DMLindex_en/
DMLindex_en?OpenDocument)

18% (19% as of 13 January
2014)
5% or 8% (9% as of

13 January 2014)
Zero-rated and exempt

12345678X
Quarterly

EUR15,600 (in a 12-month
period)
EUR35,000 (annually)

EUR100,000 (as of 1 January
2013)
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Intra-Community supplies
(for INTRASTAT) EURS55,000 (as of 1 January
2013)

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 distance 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 acqui-
sitions or distance sales, in the course of a business in Cyprus.

A person making taxable supplies must register at the end of a
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 VAT 101 to the local VAT office within 30 days after the
end of the relevant month. Registration is effective from the end
of the month following 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 per-
son making such supply must notify the VAT Commissioner by
submitting Form VAT 101 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 believ-
ing that taxable supplies in the next 30 days will exceed
EUR15,600. The taxable person must submit Form VAT 101 to
the local VAT office within the 30 days and registration is effec-
tive from the beginning of that 30-day period.

Special rules apply to foreign or “non-established businesses.”

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.
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* Any business carried on by a member of the group is treated as
being carried on by the representative 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 representative 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 establishment 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 pri-
vate 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 estab-
lishment, 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 which is or may
become due.

Late-registration penalties. A penalty is applied to late registra-
tion, assessed at EURS8S for each month that the failure to register
continues. Interest is charged at the rate of 4.75% annually on the
amount of outstanding VAT.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to a rate of VAT, including the zero rate. The
term “exempt supplies” refers to supplies of goods and services
that are not liable to tax. Exempt supplies do not give rise to a
right of input tax deduction (see Section F). Some supplies are
classified as “exempt with credit,” which means that no VAT is
chargeable, but the supplier may recover related input tax.
Exempt with credit supplies include exports of goods outside the
EU and related services and intra-Community supplies of goods
and intangible services supplied to another taxable person estab-
lished in the EU or to recipients outside the EU (see the chapter
on the EU).

The following are the VAT rates in Cyprus applicable through
12 January 2014:
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« Standard rate: 18%
* Reduced rates: 5% and 8%
* Zero rate (0%)

A rise in the VAT rates is scheduled in law to take effect on
13 January 2014. With effect from that date, the standard rate will
increase to 19% and the 8% reduced rate will increase to 9%.

The standard rate of VAT applies to all supplies of goods or ser-
vices, unless a specific measure allows a reduced rate, the zero
rate or exemption.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at the reduced rates of 5%, 8% and 0%.

Examples of exempt supplies of goods and services
* Real estate transactions (except “new buildings”)
* Services of doctors and dentists
* Social welfare
* Finance (except “SWIFT” services)
¢ Insurance
* Human organs

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
* Fares for rural and urban areas
» Newspapers, books, magazines and similar items
* Ice cream, chips and salted nuts
» Water
* Medicines
* Food (except supplied in the course of catering)
* Purchase or construction of a house or flat to be used as a pri-
vate main residence

Examples of goods and services taxable at 8%

* Restaurant services (excluding the supply of alcoholic drinks)

* Transportation of passengers and their luggage by taxi

* Accommodation provided by hotels and other similar establish-
ments, 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 accommoda-
tion, the provision of other catering facilities, such as alcoholic
drinks, beer and wine

Examples of goods and services taxable at 0%
* Supply, lease and repair of seagoing vehicles and aircraft and
related services
* International transport of persons
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E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.”

Goods. 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

Services. 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

Additional time of supply rules. 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.

Intra-Community acquisitions. For an intra-Community acquisi-

tion 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

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.

Cash accounting. Cyprus does not operate a cash accounting
scheme.

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
reverse-charge services (see the chapter on the EU).

A valid tax invoice or customs document must generally accom-
pany a claim for input tax.

Nondeductible input tax. 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). In addition, input tax may not be recovered for
some items of business expenditure.
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The following lists provide some examples of items of expendi-
ture 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, hire and lease of saloon cars
» Accommodation, food and entertainment (other than for employ-
ees)
* 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 VAT is
due)
* Business use of home telephone
» Mobile phones (the invoices must be issued in the name of the
business)
* Advertising

Noneconomic activities. Effective from 1 January 2010, a taxable
person who is engaged in noneconomic activities, such as hold-
ing activities, may not deduct input VAT on local and reverse-
charge expenses that are directly related to noneconomic
activities.

A taxable person that carries out both economic and noneco-
nomic activities and that purchases local and reverse-charge ser-
vices relating both to its economic and noneconomic activities
must apply a reasonable basis for the apportionment of the input
VAT on the general overhead expenses to economic and noneco-
nomic activities. A taxable person may deduct the portion of
input VAT based on this reasonable percentage of input VAT
attributed to economic activities of the taxable person.

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 recover-
able. Non-attributable input tax must be apportioned. The stan-
dard method for apportioning input tax is to multiply
non-attributable 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.

Possibility of claiming input VAT by exempt businesses. The ser-
vices supplied by businesses in the insurance and financial sec-
tors are generally exempt from VAT, with no right to input tax
deduction. However, input VAT paid by businesses that provide
insurance and financial services, such as insurance companies,
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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 insurance, 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
VAT 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 exemp-
tion 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 recov-
ery 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

* 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 5 years for the
capital goods except for immovable property for which the input
tax adjustment lasts for a period of 10 years.

The adjustment is applied each year following the year of acqui-
sition to a fraction of the total input tax. The adjustment may
result in either an increase or a decrease of deductible input VAT,
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.

Refunds. If the amount of input tax recoverable in a quarterly
period exceeds the amount of output 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 (Form VAT 4B) if the input
VAT 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
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An amendment to the VAT law was voted by the House of
Representatives and published in the Official Gazette of Cyprus
Republic on 19 October 2012 with regard to the payment of inter-
est on input tax credit. This amendment provides for the repay-
ment of input tax credits to a taxpayer with interest in the event
that repayment is delayed more than four months from the date
of the submission of the claim (Form VAT 4B). Where a VAT
audit regarding the claim is conducted by the Commissioner, the
time period of four months is extended to eight months.

The amendment in the VAT law comes into force four months
after its publication in the Official Gazette of Cyprus Republic
and applies to claims submitted from 10 July 2013.

G. Recovery of VAT by non-established businesses

Cyprus refunds VAT incurred by businesses that are not estab-
lished in Cyprus nor registered for VAT there. Non-established
businesses may claim Cypriot VAT to the same extent as VAT-
registered 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 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 addi-
tion, to take advantage of this refund system, the person must not
be established or registered in any of the other EU Member
States.

For the general VAT refund rules applicable to the EU 2008/9/EC
Directive and 13th Directive refund schemes, see the chapter on
the EU.

Refund application. 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 sub-
mitted 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 EUR50.

For all other persons, 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).
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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 fol-
lowing address:

Commissioner of VAT
VAT Headquarters
1471 Nicosia

Cyprus

H. Invoicing

VAT invoices and credit notes. A Cypriot taxable person must
generally provide a VAT invoice for all taxable supplies made,
including exports and intra-Community supplies. Invoices are
not automatically required for retail transactions valued at less
than EURS8S (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 deduc-
tion or a refund under the EU 8th or 13th Directive refund schemes
(see the chapter on the EU).

A VAT credit note may be used to reduce the VAT charged and
reclaimed on a supply of goods or services. Credit notes adjust-
ing the initial amount of VAT charged may be issued if a genuine
mistake or overcharge has been made or if agreement on a dis-
count 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 origi-
nal supply and the circumstances under which the credit is given
(for example, return of faulty goods).

Electronic invoicing. Effective 1 January 2013, the VAT law has
been amended to permit electronic invoicing in line with EU
Directive 2010/45/EU.

Proof of exports and intra-Community supplies. Cypriot VAT is
not chargeable on supplies of exported goods or on intra-Com-
munity 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 vali-
dated by the Department of Customs and Excise, showing the
supplier as the exporter

* For an intra-Community supply, a range of commercial docu-
mentation, such as purchase orders, transport documentation,
proof of payment and contracts

Foreign-currency invoices. When 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.
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I. VAT returns and payment

VAT 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. Any VAT
due must be paid by this date.

Penalties. A one-off penalty of EURS1 per VAT return is charged
for the late submission of the VAT return. Late payment of out-
standing VAT results in the imposition of a penalty of 10% of the
outstanding amount. Interest is charged at the rate of 4.75%
annually on the amount of VAT outstanding. The 4.75% interest
rate applies to the late payment of VAT, late registration, and late
submission of the VAT return. The interest rate does not fluctuate.

Penalties are also assessed for the following offenses:

* Late registration: a penalty of EURS5 for each month that the
failure continues

« Failure to apply the reverse charge: a penalty of EURSS

¢ Failure to keep records for a prescribed period: a penalty
of EUR341

* [ssuing an unauthorized invoice: a penalty of EUR85

* Fraudulent evasion of VAT: up to three years’ imprisonment or
a fine up to three times the amount due, or both

 Receipt of goods on which VAT was evaded: up to 12 months’
imprisonment or a fine of EURS,543, or both

* VAT shown in assessment issued by the VAT Commissioner and
not paid: up to 12 months’ imprisonment or a fine of EURS,543,
or both

J. EU 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 2013 are EUR100,000 for arriv-
als and EURS55,000 for departures. In addition, special thresholds
have been set at EURI1,850,000 annually for arrivals and
EURS5,800,000 for departures. Traders that make intra-Commu-
nity supplies and acquisitions below these thresholds are not
required to complete all the information required on the
INTRASTAT return. As of 1 July 2012, the electronic submission
of INTRASTAT forms through the TAXISnet system becomes
obligatory 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 tax-
able persons must complete INTRASTAT declarations in euros,
rounded up to the nearest whole number. The INTRASTAT
return period is monthly.

The VAT authorities impose a one-off penalty of EUR1S for each
delayed form. If the return is not submitted within 30 days, the
offense is treated as a “civil wrong,” and in the case of convic-
tion, a fine up to EUR2,562 applies.
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EU Sales Lists (VIES form). Effective from 1 January 2010, every
VAT-registered person who supplies goods and/or provides ser-
vices to VAT-registered persons in other EU Member States must
submit 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.

If the VIES form is not submitted on time, a penalty of EUR50
is imposed per late form. If the form is not submitted for more
than three months, it is treated as a civil wrong. In the case of a
conviction, a penalty of an amount not exceeding EUR2,562 is
imposed. If the VIES form contains misstatements or omissions,
a penalty of EURI1S is imposed unless, within the two-month
period after the submission of the VIES form, a revised form is
submitted.
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Czech Republic

www.ey.com/GlobalTaxGuides
www.ey.com/TaxGuidesApp

Prague

GMT +1

EY

Charles Square Center
Karlovo nam. 10

120 00 Prague 2
Czech Republic

Indirect tax contacts
Jan Capek

+420 225-335-625
Email: jan.capek@cz.ey.com

Stanislav Kryl +420 225-335-311
Email: stanislav.kryl@cz.ey.com
A. At a glance
Name of the tax Value-added tax (VAT)
Local name Dan z pridane hodnoty
Date introduced 1 January 1993
European Union (EU)
Member State Yes (effective from 1 May 2004)
Administered by Ministry of Finance
(www.mfcr.cz)
VAT rates
Standard 21%
Reduced 15%
Other Exempt and exempt with credit

VAT number format

VAT return periods

Thresholds
Registration
General

Non-established
businesses

Recovery of VAT by

non-established businesses

B. Scope of the tax

CZ799999999, CZ999999999 or
CZ79999999999

Monthly

Quarterly (optional if turnover
in the preceding calendar year
was less than CZK10 million;
VAT groups and newly
registered or unreliable

VAT payers ineligible)

CZK1 million (for a total period
of 12 consecutive calendar
months)

No threshold

Yes

VAT applies to the following transactions:

* The supply of goods or services made for consideration in the
Czech Republic by a taxable person, 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 (see the chapter
on the EU)

* The intra-Community acquisition of goods by a legal entity that
has not been founded or established 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 consideration by a person who is
not a taxable person (see the chapter on the EU)

* The importation of goods into the Czech Republic

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.

There are two different kinds of VAT registrations in the Czech
Republic — VAT payers and identified persons.

VAT payer. Businesses that exclusively make exempt supplies,
that is, supplies that are exempt without the right to deduct input
VAT (see Section D), may not register for VAT.

A taxable person that is established in the Czech Republic must
register as a VAT payer particularly in any of the following cir-
cumstances:
* 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 taxable person jointly makes supplies with credit on the
basis of an association.
The taxable person enters into an association agreement or
similar agreement with a Czech VAT payer. The taxable person
must file an application for VAT registration by the 15th day
following the conclusion of the agreement.
The taxable person has entered into an association (such as a
joint venture, based on the Czech Civil Code) or similar agree-
ment with another non-VAT payer, and one of the associates
becomes a VAT payer or the aggregate turnover of the taxable
person (both within the association and outside of it) exceeded
CZK1 million in the preceding 12 consecutive calendar
months. The taxable person must file an application for the VAT
registration within 15 days following the date that occurs.
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 transac-
tions. For example, a taxable person acquires a property from a
VAT payer based on the transfer of a going concern agreement,
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or a taxable person becomes a successor company in a business
transformation in which the dissolving company is a VAT payer.

Identified person. A taxable person that is established in the
Czech Republic and is not a VAT payer must register as an identi-
fied person for VAT in the following circumstances:

* It acquires goods from another EU Member State subject to tax
(with the exception of acquisition of goods made by a middle
man under the simplified rules of triangulation). This applies
also to non-taxable 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).

« [t receives a service according to Article 47, 48, 53, 55 or 56 of
EU Directive 2006/112/EC, goods with installation, or electric-
ity 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.

* It provides an Article 44 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 of the service.

Group registration. A group registration for VAT purposes is pos-
sible in the Czech Republic. Legal entities that are closely con-
nected (through capital or management) may register as a VAT
group. A VAT group is treated as a single taxable person. 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.

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.

VAT payer. 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
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mechanism. 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.

It jointly makes supplies with credit on the basis of an associa-
tion agreement (this is an agreement, which is similar to a joint
venture, based on the Czech Civil Code) or similar agreement
with other non-VAT payers. It becomes a VAT payer as of the
date on which any of the associates becomes a VAT payer. The
taxable person must file an application for the VAT registration
within 15 days following that date.

It enters into an association agreement or similar agreement
with a Czech VAT payer. The taxable person must file an appli-
cation for VAT registration by the 15th day following the con-
clusion of the agreement.

Certain other specified transactions occur. For example, a tax-
able person 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.

Identified person. 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 acquisition of goods made by a middle
man under the simplified rules of triangulation). This applies
also to non-taxable legal persons.

* A fixed establishment of a taxable person without a seat in the
Czech Republic 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 or 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 or it provides an Article 44 ser-
vice 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.

Voluntary registration. Both established and non-established tax-
able persons may register for VAT voluntarily if they will make
supplies with credit in the Czech Republic.

Fiscal representative. 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
representation 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 capital city of Prague (Financni urad pro
hlavni mesto Prahu)
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Stepanska 28
112 33 Prague 1
Czech Republic

Reverse-charge supplies. In general, the reverse charge applies to
services according to Article 44, 47, 48, 53, 55 or 56 of EU
Directive 2006/112/EC, supplies of construction services, supply
of goods with installation, supply of gas and electricity provided
by a non-established supplier in the Czech Republic to a Czech-
established taxable person (a VAT payer or an identified person).

Certain local transactions (supplies between persons registered
for Czech VAT) are subject to the reverse charge (for example,
supplies of construction services, supplies of gold, certain types
of waste or emission allowances).

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. Both output
and input VAT is reported by the VAT payers within the same
VAT return.

The purchaser must self-assess output VAT at the appropriate rate
(see Section D). The self-assessed tax is also treated as input tax
and may be recovered (see Section F). This does not apply in the
case of identified persons. The reverse charge does not apply to
supplies made to private individuals who are not registered for
VAT.

Deregistration. If a company does not effect 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.

An established taxable person may apply for deregistration if its
turnover falls below the registration threshold. However, deregis-
tration is not compulsory in these circumstances. Deregistration
may be requested after one year from the registration date, at the
earliest, if the taxable person’s turnover did not exceed
CZK1 million in the immediately preceding 12 calendar months.

A non-established business will be deregistered by the tax
authorities if it did not make any taxable supplies or VAT-exempt
supplies with credit in the preceding calendar year.

The VAT registration will be also cancelled by the tax authorities
in certain specific cases if the VAT payer breaches its tax admin-
istrative obligations.

An identified person may apply for deregistration if its liability
to account for VAT (e.g., from incurred services, supplies of
goods with installation or assembly) did not arise within the pre-
vious six consecutive calendar months.

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 December. The application must be filed before 31 October of
the current year. Otherwise, the group registration will be can-
celed as of 31 December of the following year.
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Deregistration shall be supported by sufficient evidence that the
conditions for deregistration are fulfilled.

Late registration. If a taxable person fails to register for VAT, it
will be registered retrospectively. There will be assessed sanc-
tions for late filing of VAT returns and (if applicable) payment of
VAT liability.

VAT quaranteed by purchaser. The VAT law stipulates several

instances when purchasers may be held liable (as guarantor) for

unpaid VAT by the seller, particularly in the following situations:

* The purchaser knew or should have known 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 stipu-
lated by the tax law. The status of an unreliable VAT payer will
be published on websites of the Ministry of Finance.

» The consideration is obviously different from a fair market
price, and the reason is not properly explained.

* The consideration exceeds CZK700,000 and is paid by bank
transfer to a bank account which is not properly published on
the websites of the Ministry of Finance.

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.

D. VAT rates

In the Czech Republic, the term “taxable supplies” refers to sup-
plies of goods and services that are liable to a rate of VAT. The
term “exempt supplies” refers to supplies of goods and services
that are within the scope of VAT but are not taxed. Exempt sup-
plies generally do not give rise to a right of deduction for related
input VAT (see Section F). These supplies are sometimes referred to
as “exempt without credit.” Some supplies are classified as “exempt
with credit” or “zero-rated,” which means that no VAT is charge-
able, but the supplier may recover input tax related to the supply.

The following are the VAT rates:
« Standard rate: 21%
¢ Reduced rate: 15%

These rates will apply until 31 December 2015. As of 1 January
2016, a single uniform rate of 17.5% will apply.

The standard rate of VAT applies to all supplies of goods or ser-
vices, unless a specific measure provides for the reduced rate or
exemption.

The following lists provide some examples of the Czech VAT
treatment applicable to a range of supplies of goods and services.

Examples of exempt supplies of goods and services

* Basic postal services

* Television and radio broadcasting

¢ Insurance

* Financial services

* Transfer of real estate (after lapse of five years from issuance
of first approval for use or from the first use; a tax payer may
opt for taxation after this period)
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* Education
* Betting and gambling
* Social welfare

Examples of exempt with credit (zero-rated)
supplies of goods and services
* 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
* Supplies of goods in a free zone or a free warehouse

Examples of goods and services taxable at 15%
* Foodstuffs
* Repairs and work on medical instruments
* Non-alcoholic beverages
» Water distribution and treatment of sewage
* Public transportation
» Water and air passenger transport
* Services of fitness centers
¢ Certain medical equipment and pharmaceuticals
* Medical and social care (unless exempt)
* Children’s car safety seats
* Books and magazines
¢ Cultural and sporting activities
* Funeral services

The reduced VAT rate also applies to transfers of “housing pro-
vided as part of a social policy.” The term “social housing”
includes apartments with a maximum floor area of 120 square
meters and family houses with a maximum floor area of
350 square meters.

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.

Goods. A taxable supply is generally considered to be carried out
on the date of supply (delivery) if the goods are delivered based
on a purchase contract. Otherwise, the tax point is the date on
which the goods are accepted by the customer.

Services. The taxable supply 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.

Other tax point rules may apply to specific supplies of goods and
services.

Imported goods. The time of supply for imported goods is either
the date of release of goods for free circulation (or another cus-
toms procedure that leads to a liability to pay VAT) or the date on
which the goods leave a duty suspension regime. Both output and
input VAT is reported by the VAT payer within the same VAT
return.
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Intra-Community acquisitions of goods. 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

Reverse-charge services. For reverse-charge services (Article 44

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 services)

¢ The date on which consideration is paid

* The last day of each calendar year if the service is being pro-
vided for more than 12 calendar months and if no consideration
is paid during this period

Cash accounting. The Czech Republic does not operate a cash
accounting scheme.

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 pur-
poses. 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 VAT 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 VAT deduction.

Nondeductible input tax. Input tax may not be recovered on pur-
chases of goods and services that are not used for business
purposes such as goods acquired for private use by an entrepre-
neur. In addition, input tax may not be recovered for some items
of business expenditure (e.g., input VAT incurred on gifts with an
acquisition cost exceeding CZK500 excluding VAT.)

The following lists provide some examples of items of expendi-
ture 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
* Business entertainment
» Nonbusiness expenditure
* Goods and services used exclusively for the making of VAT-
exempt supplies without credit
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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 purchases used for taxable supplies
(that is, supplies on which VAT is charged), certain other supplies
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 VAT related exclusively to the

following supplies:

* Supplies that are VAT-exempt without credit

* Supplies used exclusively for nonbusiness purposes (for exam-
ple, private consumption)

The VAT payer must reduce the input VAT deduction (that is,
claim only a partial deduction) of input VAT with respect to sup-
plies 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 VAT that may be directly
allocated to VAT-exempt without credit 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 gen-
eral, 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 VAT deduction may be claimed.

The input VAT deduction must be reduced proportionally if the
supplies are used for both economic activities and for nonbusi-
ness 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 VAT deduction is claimed in full,
output VAT must be applied to the nonbusiness consumption (this
is not possible for capital goods).

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 are acquired. The amount of
input tax recovered depends on the taxable person’s partial
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exemption recovery position 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 per-
son’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 recov-
ered 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 VAT was reclaimed, and the asset is
later put to a fully taxable use, input tax may be recovered 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

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 VAT is deducted depend-
ing on whether and to what extent the goods are used for taxable
activities (see Partial exemption). A portion of the total input
VAT must be adjusted according to the use of the goods (VAT-
exempt, nonbusiness or taxable) in that particular 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).

A three-year VAT adjustment period applies to business property
that does not qualify as capital goods. The input VAT claimed
must be adjusted if the actual use of the respective business prop-
erty differs from the purposes reflected in the original input VAT
claim. Wear and tear is not taken into account.

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.

Refunds. If the amount of VAT recoverable in a taxable period
exceeds the amount of VAT payable, 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.

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 establish-
ment) in the Czech Republic nor registered for VAT there. For
businesses established in the EU, refund is made under the terms
of EU Directive 2008/9/EC. 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
reciprocity. A non-established business may claim a refund if it is
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established in a country that refunds VAT to Czech VAT payers.
Currently, Macedonia, Norway and Switzerland are the only
countries that qualify under this rule.

For the general VAT refund rules under EU Directive 2008/9/EC
and the 13th Directive, see the chapter on the EU.

Refund applications under EU Directive 2008/9/EC. A non-estab-
lished VAT payer may request a refund of Czech VAT by filing an
application through the electronic portal in its country of estab-
lishment. The application must be completed in the Czech lan-
guage.

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 €1,000 (€250 in the case of petrol)

* Confirmation that the claimant has not supplied goods or ser-
vices in the Czech Republic in the period for which the claim-
ant 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)
— 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 €400 (an equivalent in CZK). For an annual
claim or for a remaining period of the year the minimum amount
is €50 (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).
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H. Invoicing

VAT invoices and credit and debit notes. A Czech VAT payer must
generally provide a tax document for all taxable supplies (includ-
ing distance selling) and VAT-exempt supplies with credit made
to another taxable person. 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 taxable supply (see Section E)
Or
¢ 15 days after the end of the calendar month in which the VAT-
exempt supply with credit or out of scope supply was effected
(see Section E)

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.

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 fol-

lowing circumstances, among others:

* The supply that was made is cancelled (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 that had
different VAT treatment.

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.

* [t must be cross-referenced to the original tax document. If the
credited amount relates to several 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 exam-
ple, 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.

* [t must contain generally the same information as the original
tax document.

Electronic invoicing. Effective 1 January 2013, the VAT law has
been amended to permit electronic invoicing in line with EU
Directive 2010/45/EU.

Proof of exports and intra-Community supplies. Czech VAT is not
chargeable on supplies of exported goods. However, to qualify as
VAT-exempt, an export supply must be accompanied by official
customs declaration stating that the goods have left the EU.
Customs declarations are now processed electronically. As a
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result, a data file received from the customs authorities repre-
sents evidence of goods leaving the EU and must be stored. To
qualify for the exemption, the VAT payer (or its customer if it is
not established in the Czech Republic) must be declared as an
exporter, and this must be stated on the customs declaration.
Furthermore, the transport has to be arranged either by the Czech
VAT payer, the customer (not established in the Czech Republic)
or by authorized third party by the Czech VAT payer or customer.

Czech VAT is not chargeable on goods supplied to taxable per-

sons 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 satis-

fied:

» 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 must be a VAT payer in the other EU Member
State.

* The acquisition of the goods must be subject to VAT in the other
EU Member State.

Transportation documents (for example, Convention on the
Contract for the International Carriage of Goods by Road) con-
firmed 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.

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 cur-
rency to Czech crowns is generally 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 agrees with it.

I. VAT returns and payment

VAT 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 tax-
able 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. Payment of the VAT liability must be credited to the bank
account of the tax authorities within the same time period. VAT
liabilities must be paid in Czech crowns. So-called “nil returns”
must be filed if no taxable transactions have taken place in the
period. Effective 1 January 2014, it will be mandatory for
VAT payers to submit VAT returns and other VAT-related reports
electronically. However, electronic submission will not be
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mandatory for individuals with an annual turnover of less than
CZK6 million.

Penalties and default interest. Default interest is charged for the
late payment of VAT due on a VAT return, beginning with the
fifth working day. 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.

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.

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.

J. EU filings

INTRASTAT. A Czech VAT payer 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 pur-
chases of goods exceeds certain thresholds. Separate reports are
required for intra-Community acquisitions (INTRASTAT
Arrivals) and for intra-Community supplies (INTRASTAT
Dispatches).

The annual threshold for INTRASTAT Arrivals is CZK8 million.

The annual threshold for INTRASTAT Dispatches is
CZKS million.

The INTRASTAT report period is monthly. INTRASTAT reports
must be submitted to the competent customs 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 work-
ing 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.

A penalty of up to CZK1 million may be imposed for late sub-
mission or for missing or inaccurate declarations.

EU Sales Lists. If a Czech VAT payer makes intra-Community
supplies of goods or provides services (Article 44 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.

An identified person providing an Article 44 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.
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The ESL must be filed electronically by uploading the data to an
application accessible on the web site of the Ministry of Finance.
If the ESL is submitted through a data message that is neither
signed using guaranteed electronic signature based on the quali-
fied certificate issued by an authorized provider nor sent through
a data box (mandatory legal instrument for electronic communi-
cations between legal entities and public bodies), it must be
refiled in paper form.
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A. At a glance

Name of the tax Value-added tax (VAT)

Local name Mervardiafgiftsloven
(Momsloven)

Date introduced 3 July 1967

European Union (EU)

Member State Yes

Administered by Central Customs and Tax
Administration
(www.skat.dk)

VAT rates

Standard 25%
Other Zero-rated, exempt and exempt

VAT number format

VAT return periods
General
Quarterly

Half-yearly

with credit
DK 12 34 56 78

Monthly

Annual turnover between
DKK1 million and
DKKS50 million (monthly
reports optional)

Annual turnover below
DKKI1 million
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Thresholds
Registration
Businesses established
in Denmark DKK50,000 a year
Businesses established
elsewhere None
Distance selling DKK280,000
Intra-Community
acquisitions DKK&80,000 a year (for
businesses exempted from VAT)

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 Denmark 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
Denmark

* The importation of goods from outside the EU, regardless of the
status of the importer

C. Who is liable

The term “taxable person” means any entity or individual that
makes taxable supplies of goods or services, intra-Community
acquisitions or distance sales, in the course of a business.

The VAT-registration threshold is turnover of DKK50,000 a year
for a business resident in Denmark. No registration threshold
applies for a non-established business. Consequently, VAT regis-
tration is required as soon as a non-established business begins
making supplies subject to VAT in Denmark.

Group registration. Groups of companies or related entities may
request registration as a single taxable person (VAT group). If
both VAT-registered and VAT-exempt companies are part of a
VAT group registration, the parent company must be included in
the VAT group. All group members must be 100% owned by the
parent company and established in Denmark.

The effect of VAT grouping is that no VAT is charged on supplies
between group members. However, if any member of the group
has exempt activities, the group must deduct input VAT on a pro-
rata basis. The group members are jointly and severally liable for
any VAT on transactions with third parties.

Non-established businesses. A non-established business must
register for Danish VAT if it makes any of the following supplies:
* Goods that are located in Denmark at the time of supply.

¢ Intra-Community acquisitions in Denmark.

* Distance sales in excess of the annual threshold.

* Services that are not subject to the tax under the “reverse-
charge” mechanism (for example, services related to real estate
that are supplied to private persons). Most services supplied to
taxable persons in Denmark are covered by the Danish reverse-
charge regime.
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Tax representatives. Businesses established in the following coun-
tries are not required to appoint a tax representative to register for
Danish VAT:

Aland Islands Faroe Islands Iceland
EU Member States Greenland Norway

However, businesses established in the above countries may
choose to appoint a tax representative to register for VAT. If a
business established in a country, which is not an EU Member
State, imports into Denmark, there will be an obligation to
appoint a fiscal representative who is jointly and severally liable
for any VAT or customs duty payments due.

VAT registration for non-established taxable persons from the
Aland Islands, EU Member States, the Faroe Islands, Greenland,
Iceland and Norway may be conducted through the following
office:

Skattecenter Toender
Pionér Allé 1
DK-6270 Toender
Denmark

Businesses established in other countries must appoint a Danish
resident as tax representative to register for VAT. The representa-
tive and the nonresident business are jointly and severally liable
for VAT liabilities.

The Danish tax authorities may require a non-established taxable
person to provide security equal to its expected VAT liability for
a three-month period. This may occur if the tax authorities
believe a risk exists that the non-established business may not pay
its indirect tax obligations.

Late-registration penalties. No specific penalty is levied for late
VAT registration. However, a penalty may be charged of up to
twice the VAT amount due in the period during which the busi-
ness should have been registered.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to a rate of VAT, including the zero rate. The
term “exempt supplies” refers to supplies of goods and services
that are not liable to tax and that do not give rise to a right of
input tax deduction (see Section F). Some supplies are classified
as “exempt with credit,” which means that no VAT is chargeable,
but the supplier may recover related input tax. Exempt with
credit supplies includes exports of goods and related services,
intra-Community supplies of goods and intangible services sup-
plied to either another taxable person established in the EU or a
recipient outside the EU (see the chapter on the EU).

In Denmark, the following are the two rates of VAT:
« Standard rate of 25%
e Zero rate (0%)

The standard rate of VAT applies to all supplies of goods or ser-
vices, unless specific measures provides for the zero rate or an
exemption.
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The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at the zero rate of VAT.

Examples of exempt supplies of goods and services
» Medical services
* Education
* Finance
¢ Insurance
* Supplies made by writers, composers and performing artists
¢ Cultural services
* Transport of passengers
* Investment gold
* Leasing of real estate

Examples of goods and services taxable at 0%
* Newspapers
* Supplies to ships
* Supplies of gold to the Danish National Bank

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.” The basic time of supply for goods is when they
are delivered. The basic time of supply for services is when they
are performed.

In Denmark, VAT is due when the invoice is issued, which is
normally at the time of supply. In practice, however, the Danish
tax authorities accept invoices that are issued after the time of
supply if that is the taxable person’s normal business practice.

Prepayments. The time of supply for an advance payment is
when the supplier receives the payment even if the supply has not
yet been made. A final time of supply occurs when the supply has
been completed.

Intra-Community acquisitions. The time of supply for an intra-
Community acquisition of goods is the 15th day of the month
following the month in which the acquisition occurred. If the
supplier issues an invoice before this date, the time of supply is
when the invoice is issued.

Imported goods. The time of supply for imported goods is the
date of the customs clearance or the date on which the goods
leave a duty suspension regime.

Reverse charge. Certain services imported from outside Denmark
by a taxable person are subject to the tax under the “reverse-
charge” mechanism, which means that the recipient of the service
must account for VAT. The time of supply for a reverse-charge
service is the VAT period in which the service is supplied or the
period in which the invoice is issued if the invoice is issued
shortly after the supply.

Cash accounting. Denmark does not operate a cash accounting
scheme.
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. Taxable
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persons generally recover 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 Denmark, VAT paid on imports of goods and VAT self-
assessed on intra-Community acquisitions of goods and reverse-
charge services.

A valid tax invoice or customs document must generally accom-
pany a claim for input tax.

Nondeductible input tax. Input tax may not be recovered on pur-
chases of goods and services that are not used for business pur-
poses (for example, goods acquired for private use by an
entrepreneur). In addition, input tax may not be recovered for
some items of business expenditure.

The following lists provide some examples of items of expendi-
ture 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
* Business gifts with a value of more than DKK100
* Purchase, lease or hire of a private car
* Maintenance costs for a private car
» Employee meals and entertainment

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

* 75% of hotel accommodation, if strictly for business purposes
* 25% of restaurant services, if strictly for business purposes
* Books
 Long-term lease of cars used for a business (a proportion)
 Attendance at conferences, seminars and exhibitions
* 50% of home telephone bill

Partial exemption. Input tax directly related to making exempt
supplies is not generally recoverable. If a Danish taxable person
makes both exempt and taxable supplies, it may not recover input
tax in full. This situation is referred to as “partial exemption.”
Exempt with credit supplies are treated as taxable supplies for
these purposes.

The amount of input tax that may be recovered is calculated in

the following two stages:

* The first stage is the direct allocation of VAT to exempt and
taxable supplies. Input tax directly allocable to exempt supplies
is not deductible.

» The second stage is to prorate the remaining input tax that
relates to both taxable and exempt supplies (for example, VAT
incurred on business overhead) based on the percentage of total
turnover that is taxable. The pro-rata calculation must be per-
formed each year, and the recovery percentage is rounded up to
the next whole number. For example, a recovery percentage of
77.2% is rounded up to 78%.

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
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exemption recovery position in the VAT year of acquisition. How-
ever, 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 Denmark, the capital goods adjustment applies to the follow-

ing assets for the number of years indicated:

* Land and buildings including additions and alterations: adjusted
for a period of 10 years

* Repair, maintenance and renovation of land and buildings if
the annual cost exceeds DKK100,000: adjusted for a period of
five years

* [tems of machinery, equipment and furniture costing more than
DKK100,000: adjusted for a period of five years

The adjustment is applied each year following the year of acqui-
sition to a fraction of the total input tax (1/10 for land and build-
ings and 1/5 for other capital goods). The adjustment may result
in either an increase or a decrease of deductible input VAT,
depending on whether the ratio of taxable supplies made by the
business increases or decreases compared with the year in which
the capital goods were acquired.

Refunds. If the amount of input VAT recoverable in a period
exceeds the amount of output VAT payable, a refund may be
claimed by submitting the VAT return form.

G. Recovery of VAT by non-established businesses

The Danish tax authorities refund VAT incurred by businesses
that are neither established nor registered for VAT in Denmark. A
non-established business may claim Danish VAT to the same
extent as a VAT-registered business and to the extent the VAT
incurred is deductible in the country of establishment. The refund
procedure depends on whether the business seeking the VAT
refund is established in the EU or in a third country. Refunds to
businesses established in the EU are made under the rules in
Directive 2008/9/EC. Refunds to businesses established outside
the EU are made under the rules in Directive 86/560/EEC (13th
VAT Directive). In practice, Denmark does not exclude busi-
nesses from any non-EU countries from the recovery scheme.

For the general rules of the EU VAT refund schemes, see the
chapter on the EU.

Refund application. The deadline for refund claims for both EU
and non-EU businesses is 30 September of the year following the
year in which the tax is incurred.

Claims must be submitted in Danish, English, German or Swedish.
The application for a refund must be accompanied by the appro-
priate documentation (see the chapter on the EU).

The minimum claim period is three months, while the maximum
period is one year. The minimum claim for a period of less than a
year is DKK3,000. For an annual claim, the minimum amount is
DKK400. These limits apply to both EU and non-EU businesses.

Applications for refunds of Danish VAT may, for businesses
established outside the EU, be sent to the following office:
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Skattecenter Toender
8/13 moms

Pionér Allé 1
DK-6270 Toender
Denmark

Businesses established in another EU Member State must apply
for a VAT refund by following an electronic procedure (see the
chapter on the EU).

Repayment interest. If the acceptance of the refund request and
the payment of the refund (or the denial of the refund request) do
not occur within six months, the Danish tax authorities pay inter-
est to claimants for refunds under the general Danish rules.

H. Invoicing

VAT invoices and credit notes. A Danish taxable person must
generally provide a VAT invoice for all taxable supplies made,
including exports and intra-Community supplies. Invoices are
not automatically required for retail transactions unless requested
by the customer.

A VAT invoice is necessary to support a claim for input tax
deduction or a refund under the VAT refund schemes (see the
chapter on the EU).

A VAT credit note may be used to reduce the VAT charged and
reclaimed on a supply. It must be cross-referenced to the original
VAT invoice and contain the same information.

Electronic invoicing. Effective 1 January 2013, the VAT law has
been amended to permit electronic invoicing in line with EU
Directive 2010/45/EU.

Proof of exports and intra-Community supplies. VAT is not charge-
able on supplies of exported goods or on intra-Community sup-
plies of goods (see the chapter on the EU). However, to qualify
as VAT-free, exports and intra-Community supplies must be sup-
ported by evidence that proves the goods have left Denmark.
Acceptable proof includes the following documentation:

« For an export, the seller must retain the signed customs docu-
mentation with a pro forma invoice and commercial evidence
such as customer orders and contracts.

¢ For an intra-Community supply, the seller must indicate the
customer’s VAT identification number (from a different EU
country) and must retain commercial documentation, such as
purchase orders, transport documentation, and evidence of both
payment and receipt of goods.

Foreign-currency invoices. A Danish VAT invoice may be issued
in Danish krone (DKK) or euros. If another currency is used, the
amount of VAT must be converted into Danish krone, either by
using the current exchange rate or the official monthly customs
exchange rate published by the Danish tax authorities.

I. VAT returns and payment

VAT returns. A Danish taxable person whose turnover exceeds
DKKS50 million must submit VAT returns on a monthly basis. A
taxable person with a turnover of between DKKI1 million and
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DKKS50 million generally submits returns on a quarterly basis
(monthly returns are optional). A taxable person with turnover of
less than DKK1 million must submit returns on a half-yearly
basis.

As of 1 January 2015, the threshold of DKK1 million will be
raised to DKKS million.

Monthly VAT returns and payments are due by the 25th day of the
month following the return period. Quarterly VAT returns and
payments are due by the first day of the third month following the
end of the return period. Half-yearly VAT returns and payments
are due by the first day of the third month following the end of
the return period.

A summer VAT relief scheme allows filing and payment for the
June period to be made by 17 August.

Returns must be completed and liabilities must be paid in Danish
krone.

Penalties. The penalty for the late submission of a VAT return is
DKKG65 per reminder for payment. In addition, interest is levied
for late payment of VAT. The current interest rate is 1.5% per
month, calculated on a daily basis. This interest is not deductible
for income tax purposes.

J. EU filings

INTRASTAT. Danish taxable persons that trade with other EU
countries must complete statistical reports, known as
INTRASTAT, if the value of their sales or purchases exceeds
certain thresholds. Separate reports cover intra-Community
acquisitions (INTRASTAT Arrivals) and intra-Community sup-
plies (INTRASTAT Dispatches).

In 2013, the threshold for INTRASTAT Arrivals is
DKK3.9 million, and the threshold for INTRASTAT Dispatches
is DKKS5 million.

Danish taxable persons must complete INTRASTAT declarations
in Danish krone. Euros may not be used.

The INTRASTAT return period is monthly. The submission
deadline is the 10th working day of the month following the end
of the INTRASTAT return period.

If a report is late or missing, a fine of DKK550 is imposed.

EU Sales Lists. If a Danish taxable person makes intra-Commu-
nity supplies or renders services that are subject to reverse charge
in another EU country in any return period, it must submit an EU
Sales List (ESL). An ESL does not need to be submitted for a
period in which no intra-Community supplies are made.

ESLs must be submitted on a monthly basis. In some cases, busi-
nesses that have limited intra-Community supplies may obtain
permission to submit ESLs on a quarterly basis.

ESLs must be completed in Danish krone.

If an ESL is late, a reminder penalty of DKK65 is imposed.
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Dominican Republic

www.ey.com/GlobalTaxGuides
www.ey.com/TaxGuidesApp

Santo Domingo

GMT -4

EY

Torre Empresarial Reyna Il

Suite 900

Pedro Henriquez Urefia No. 138

Santo Domingo
Dominican Republic

Indirect tax contacts
Ludovino Colon

Rafael Sayagués
(resident in San José,
Costa Rica)

Juan Carlos Chavarria
(resident in San José,
Costa Rica)

Antonio Ruiz
(resident in San José,
Costa Rica)

Luis Eduardo Ocando B.
(resident in Panama)

New York:

+1 (809) 472-3973

Fax: +1 (809) 381-4047

Mobile (Office) +1 (829) 679-3856
International: +1 (239) 628-7496
Email: ludovino.colon@do.ey.com
+506 2208-9880

+1(212) 773-4761

Fax: +506 2208-9999

Efax: +1 (866) 366-7167

Email: rafael.sayagues@cr.ey.com
+506 2208-9844

Fax: +506 2208-9999

Email: juan-carlos.chavarria@cr.ey.com
+506 2208-9822

Fax: +506 2208-9999

Email: antonio.ruiz@cr.ey.com
+507 208-0144

Fax: +507 214-4300

Email: luis.ocando@pa.ey.com

A. At a glance
Name of the tax

Local name

Date introduced

European Union (EU)
Member State

Administered by

ITBIS rates
Standard

Other

ITBIS number format

Tax on the Transfer of
Industrialized Goods and
Services

Impuesto sobre la Transferencias
de Bienes Industrializados y
Servicios (ITBIS)

May 1992

No

Direccion General de
Impuestos Internos (DGII)
(www.dgii.gov.do)

18% (16% after 31 December
2015)

8% (11% after 31 December
2013, 13% after 31 December
2014, 16% after 31 December
2015), exempt, zero-rated

Tax identification number
(known as the “RNC” number)
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ITBIS return periods Monthly
Thresholds
Registration None

(the tax authorities may apply
special provisions to small and
medium taxpayers; see
Section C)

Recovery of ITBIS by
non-established businesses ~ No

B. Scope of the tax

ITBIS applies to the following transactions:
* Transfer of industrialized goods

* Importation of industrialized goods

* Leasing and rendering of services

C. Who is liable

The following are ITBIS taxpayers:

« Individuals or business entities, whether domestic or foreign,
that transfer industrialized goods as part of their industrial or
commercial activities

* Individuals or business entities engaged in the importation of
goods subject to ITBIS

* Individual or business entities that render services subject to
ITBIS

No turnover threshold applies to ITBIS registration.

Within 30 days after beginning taxable activities, the taxpayer
must notify the tax authorities of its activities.

Small and medium taxpayers. A taxpayer may use a simplified tax
procedure (Procedimiento Simplificado de Tributacion, or PST)
if it meets certain purchase or income criteria that qualify it as a
small or medium taxpayer.

The PST based on purchases applies to a taxpayer that makes
annual purchases of DOP30 million (approximately USD769,231)
or less and satisfies at least one of the following conditions:

* [t performs commercial activities related to retail sales to final
consumers.

* It performs commercial activities related to wholesale or retail
sales of merchandise if the industrial products (products that
are subject to industrial transformation) are acquired directly
and principally from the national industries or from wholesale
sellers of industrial products.

« It manufactures goods using materials acquired from the local
market, and its sales are made to taxpayers that do not benefit
from the PST.

If the PST is adopted following the purchasing criteria, it allows
the liquidation of the ITBIS based on the difference between the
gross income and the purchases (gross value added).

The PST based on income criteria applies to a small taxpayer that

satisfies all of the following conditions:

» The taxpayer has annual income of DOP7,817,077 or less
(approximately USD181,000).
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* The taxpayer does not use an organized bookkeeping method.
* The taxpayer’s income satisfies one of these criteria:
— The income is exempt from ITBIS.
— More than 50% of the income is derived from ITBIS-
exempt activities.
— 100% of the ITBIS that arises from the rendering of ser-
vices is subject to withholding.

The above provisions may include measures designed to reduce
the frequency of the filing of ITBIS returns and to simplify other
ITBIS requirements.

Group registration. Although the tax authorities do not apply
group registration, under the Dominican ITBIS provisions the tax
authorities may consider as unique taxpayers entities, individuals,
enterprises or a combination of them, if they transfer or render
ITBIS-taxable goods or services and if these activities are con-
trolled by the same person or persons (individuals, entities or
combinations). If an individual exercises control or administers
several businesses or establishments, the ITBIS imposed is con-
sidered to be the ITBIS of such individual.

Non-established businesses. A “non-established business” is a
business that has no fixed establishment in the Dominican
Republic. The Dominican Tax Law does not provide a mecha-
nism for the payment of the ITBIS from non-established busi-
nesses. Consequently, a non-established business must register to
pay ITBIS to the tax authorities if it supplies goods or services in
the Dominican Republic.

To register for ITBIS, a non-established business must register
with the Chamber of Commerce and the tax authorities.

The Dominican tax regulations do not provide a reverse-charge
mechanism for these entities.

Late-registration penalties. A taxpayer that fails to register for
ITBIS on a timely basis may not deduct tax on goods purchased
by the business that form part of its inventory at the time of reg-
istration.

The tax authorities may assess unpaid ITBIS. Penalties and inter-
est are also assessed for late registration for ITBIS.

D. ITBIS rates

In the Dominican Republic, the standard rate of ITBIS is 18%.
The standard rate applies to all supplies and importations of
goods and to the list of taxable services, unless a specific provi-
sion allows an exemption. In addition, some activities are exempt
activities or zero-rated.

A reduced rate of VAT applies to some products, including yogurt
and other dairy derivatives, coffee, butter, margarine, oils, pow-
dered cacao (with or without sugar), unfilled cacao bars and sugar.

The following list provides some examples of exempt goods and
services.

Examples of exempt goods and services
* Live animals
* Fresh, refrigerated or frozen meat
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« Fish for popular consumption or reproduction

» Milk, eggs, and honey

* Non-processed fruit for massive consumption

* Cocoa and chocolate

* Certain types of medicines

* Certain types of books and magazines

 Education services, including theatre, ballet, opera, and dance
* Health services

* Electricity, water, and garbage collection services

* Financial services (including insurance)

E. Time of supply

The time when the taxable event is considered to take place and
ITBIS becomes due is called the “tax point.”

Transfer of goods. The basic time of supply for the transfer of
goods is when the invoice is issued or, if an invoice does not
exist, the time of the delivery or the withdrawal of the goods.

Services. The basic time of supply for services is the earlier of the
following:

* When the service is performed

» When an invoice is issued

* When the service is completed

» When the price is paid in full or in part

Imports. The time of supply for imported goods is when the
goods are placed at the disposition of the importer.

Leasing. The time of supply for leasing is when the lease contract
is signed or when the delivery of the leased property is made to
the lessee, whichever is earliest. For long-term leases and for
leases covering both personal and real property, the time of sup-
ply is when the rental installment expires or when the rent is
collected, whichever is earliest.

F. Recovery of ITBIS by taxable persons

An ITBIS taxpayer may deduct as input tax the advance taxes

paid with respect to the following purchases:

* The purchase of domestic goods and services that are subject to
ITBIS

* The importation of goods subject to ITBIS

The right to deduct advance taxes must be supported by proper
documentation related to the local purchase or the importation of
the goods.

Proportional ITBIS deduction. If it is not possible to determine
whether the goods purchased or imported by a taxpayer have
been used in performing taxable or exempt activities, the ITBIS
deduction is proportional. The deductible proportion is based on
the value of the taxpayer’s taxable operations in the tax year com-
pared with the value of its total operations for the tax year.

ITBIS Deduction = 100 x 18xable operations
Total operations

When tax payers have credits resulting from the application of
ITBIS higher than the gross tax, these credits can be transferred
to the monthly tax periods following in order to deduct them.
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Refunds. If the total deductible taxes in a period are greater than
the gross tax payable, the difference may be carried forward by
the taxpayer as a deduction in the following months. This situa-
tion does not relieve the taxpayer from the obligation to file an
ITBIS return.

Exporters that have excess credits for advance taxes paid on the
purchase of raw materials may request a refund for the advance
tax over a six-month period. The same treatment is granted to
producers of goods exempt from ITBIS.

If an invoice is voided within 30 days after its issuance, a refund
of the ITBIS may be requested in that period.

G. Recovery of ITBIS by non-established businesses

The Dominican Republic does not refund ITBIS incurred by
foreign or non-established businesses unless they are registered
as taxpayers with the tax authorities.

H. Invoicing

Invoices and credit notes. An ITBIS taxpayer must provide
invoices indicating the amount of ITBIS collected for the taxable
supplies made. In addition, invoices must include a Fiscal
Supporting Number (Numero de Comprobante Fiscal, or NCF
from its Spanish acronym) and the Taxpayer’s Registration
Number (RNC), among other requirements.

An invoice showing the NCF, RNC and the ITBIS amount sepa-
rate from the total amount is generally necessary to support a
claim for an input tax credit.

An ITBIS credit note may be used to reduce the ITBIS charged
and reclaimed on a supply of goods and services within the next
30 days of the issuance of the invoice or the transfer of the good.

Fiscal Supporting Number. The invoice for every transfer of goods
or supply of services rendered must show an NCF. The NCF is
made up of a numeric sequence granted by the tax authorities at
the request of the taxpayer.

The NCF is required to support deductions for income tax pur-
poses or ITBIS credits.

Invoices with NCFs may be printed directly by taxpayers through
their computer systems or by establishments duly authorized by
the tax authorities.

Exports. Exported goods are zero-rated for ITBIS purposes.
Under the ITBIS Law, a compensation and reimbursement proce-
dure is provided for exporters and producers of ITBIS-exempt
goods. This procedure allows the compensation or reimbursement
of the ITBIS charged with respect to goods to be used for expor-
tation activities.

I. ITBIS returns and payment

ITBIS returns. ITBIS returns are submitted monthly. Returns
must be submitted by the 20th day of the month following the end
of the return period. Payment in full is due on the same date. A
return must be filed, even if no ITBIS is due for the period.
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Tax due must be paid in Dominican pesos (DOP).

Penalties. Penalties can be imposed for late payment, tax evasion,
failure to comply with formal duties and tax fraud.

Late payments. The following are the penalties for late payments

of ITBIS:

* Surcharges: charged at 10% of the unpaid tax for the first month
or fraction of a month, and at 4% per month for each successive
month or fraction of a month.

* Interest: charged at 1.73% per month or fraction of a month. This
amount is added to the surcharge.

Tax evasion. Tax evasion that does not constitute fraud occurs if,
by any action or omission, a taxpayer files an inaccurate tax return
that results in a reduction in the tax payment to be made to the
tax authorities. The penalty may consist of up to twice the unpaid
amount plus interest and the closure of the business. If the amount
of the unpaid tax cannot be determined, a fine ranging from 10 to
50 times the minimum salary (the minimum salary is approxi-
mately USD160) may be imposed. The tax evasion penalty may
not be applied simultaneously with surcharges for late payment.

Failure to comply with formal duties. Failure to fulfill formal tax
duties could result in a fine of 5 to 30 times the minimum salary.
The following are the violations:

« Failure to maintain accounting books or records required by law
* Providing false information when registering for ITBIS

* Not registering in the relevant tax registries

* Refusing to provide information to the tax authorities

* Failure to file tax returns for the calculation of tax payments

Tax fraud. Tax fraud occurs when information has been altered in
a manner that causes the tax authorities to incorrectly compute
the amount of tax due. The consequences of tax fraud may
include a penalty ranging from 2 to 10 times the amount of the
evaded tax, closure of the business establishment or the cancella-
tion of an operating license.
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Indirect tax contacts
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Other

VAT return periods

Thresholds
Registration

Recovery of VAT by
non-established businesses

Value-added tax (VAT)
Impuesto al valor agregado (IVA)
31 December 1981

No

Ecuadorian Internal Revenue
Service (IRS)
(http://www.sri.gob.ec)

12%
0% and exempt
Monthly

None

No
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B. Scope of the tax

VAT is levied to the following transactions:

» The supply of goods or rendering of services performed in
Ecuador

* The importation of goods and services from outside Ecuador

* The supply of copyrights, industrial property and related rights
(effective from 2011, all transactions involving intellectual
property rights are considered services)

C. Who is liable

A VAT taxable person is an individual or business entity that, in
the course of doing business in Ecuador, engages in the following
actions:

* Transfers and/or imports physical movable goods

¢ Performs and/or imports services

No registration threshold applies.

The definition of a VAT taxable person also applies to a perma-
nent establishment (PE) of a foreign business located in Ecuador.

Group registration. VAT grouping is not allowed under the
Ecuadorian VAT law. Legal entities that are closely connected
must register for VAT individually.

Non-established businesses. If non-established businesses per-
form transactions on which VAT is levied, a sales and purchase
receipt must be issued by the local company and the VAT paid is
assumed by the local company.

D. VAT rates

The general rate of VAT in Ecuador is 12%. A zero rate (0%) and
exemptions also apply. The following lists provide some exam-
ples of goods and services that are taxed at each rate.

Exempt supplies
* Sale of a business
* Mergers, spinoffs and conversions of companies
* Donations to charities
* Transfers of stock, shares and other negotiable instruments
* Real estate

Examples of goods and services taxed at 0%

» Unprocessed food

* Agricultural goods (such as certified seeds, plants and roots)
and equipment

* Drugs and veterinary products

* Paper, newspapers, magazines, books and publishing services

* Exported goods

« Transport of persons and materials and air cargo transport

 Education

* Health services

* Public supply of electricity, drinking water and sewerage
services

* Rent for housing purposes

* Financial securities exchanges
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E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.” The basic time of supply is when the goods are
transferred or when the services are performed. The invoice for
the transaction must be issued at the time of supply.

The total amount of VAT must be paid even in credit operations.

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 Ecuadorian taxable persons

VAT input tax may be recovered with respect to the following:

« Exportation of goods

* Importation and local acquisition of goods and raw materials
used in the production of exported goods

 The provision of goods or services to governmental entities
(some restrictions apply)

The recovery may be achieved through the offsetting of VAT
receivable against VAT payable or through a claim to the tax
authorities.

If a taxpayer registers a VAT credit as an expense, the expense is
not deductible for income tax purposes.

Input tax credit system

Full input tax credit. Taxpayers that produce goods or supply
services that are subject to 12% VAT may recover the input tax
paid, netting it with local acquisitions. The same treatment
applies to VAT taxable persons that export goods and services.
VAT input tax can be recovered with respect to imports of fixed
assets and goods, raw materials and services necessary to pro-
duce and trade taxable goods and services.

No input tax credit. Taxable persons that exclusively produce or
sell goods, or supply services that are subject to VAT at the zero
rate (other than exports of goods or services), are not entitled to
any input tax recovery.

Partial input tax credit. VAT taxable persons that supply goods or
render services that are subject to VAT at both rates (12% and
0%) may recover a proportion of input tax.

The recovery percentage is calculated using a pro-rata method,
using the ratio of the total value of supplies made at the standard
rate (12%) plus exports to the total value of all supplies made.
The following is the ratio:

Supplies subject to a rate of 12% + exports
Total sales + exports

Refunds. If the amount of input VAT (credit VAT) recoverable in
a month exceeds the amount of output VAT (debit VAT) payable,
the excess credit may be carried forward to offset output tax in
the following tax period.

G. Recovery of VAT by non-established businesses

Ecuador does not refund VAT incurred by foreign businesses
unless they have a PE in Ecuador.



Ecuapor 213

H. Invoicing

VAT invoices. In general, a VAT taxpayer must issue an invoice for
all taxable transactions performed, including exports. Such
invoices are necessary to support a tax credit.

Exports. Ecuadorian VAT is not chargeable on supplies of export-
ed goods or services. However, to qualify as VAT-free goods,
exports must be supported by customs documents evidencing
that the goods have left Ecuador.

Foreign-currency invoices. Invoices related to supplies made in
Ecuador must be issued in US dollars (USD).

I. VAT returns and payment

VAT returns. VAT returns are generally submitted monthly. VAT
returns and payment in full are due between the 10th and the
28th day of the month following the end of the return period. To
determine the filing deadline for a VAT taxable person, the tax
administration uses the ninth number of its tax identification
number (RUC).

In certain circumstances, VAT-taxable persons that supply goods
and services exclusively at the 0% rate may submit VAT returns
every six months.

VAT shown in tax returns must be paid in US dollars.

Penalties. A range of penalties is assessed for errors and omis-
sions with respect to VAT accounting, including the late filing of
a VAT return or late payment of the tax. The interest rate for late
payment is set every quarter.

Penalties for non-compliance with VAT obligations include fines
of up to five times the amount lost by the tax authorities, closure
of the business and imprisonment.
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Indirect tax contacts
Ahmed El Sayed
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

Rates
General rate

General sales tax

Al-Dareeba AlAmaa Ala
ElMabeeat

3 May 1991
No
Ministry of Finance

(www.mof.gov.eg)

10%

(Certain essential or luxury items are subject to lower or

higher rates.)
Number format
Return periods
Thresholds
Manufacturers and service
providers
Wholesalers and retailers
Importers of goods and
services for trading
purposes
Recovery of VAT by
non-established businesses

B. Scope of the tax

123/456/789
Monthly

EGP54,000
EGP150,000

Nil

No

GST is levied on locally manufactured goods and imported goods
except for goods exempted by a special measure.

The law provides that 17 types of services are subject to GST,

including the following:
» Hotels and restaurants
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* Telecommunications

* Maintenance and installation services

* Car rental and tourist transport services
* Security and cleaning services

* Courier services

Egypt is considering the introduction of a single rate VAT that
would replace the GST and be imposed on most goods and
services. However, at the time of writing, this change has not
been confirmed and no date has been given for its expected
introduction.

C. Who is liable

A taxable person is a business entity that satisfies the following

conditions:

« It engages in manufacturing, the provision of services or the
sale of goods, on a wholesale or retail basis, and it has reached
the thresholds determined by the law. These thresholds vary
depending on the types of activities engaged in by the business
entity.

« [t imports goods or services for trading purposes. No threshold
applies to importers.

A taxable person must register with the Egyptian Tax Authority.

Entities that have reached the registration threshold may not add
any sales tax to their invoices until they register with the Egyptian
Tax Authority.

D. GST rates

The standard GST rate is 10%. However, rates ranging between
1.2% to 45% apply to some goods and services, and rates ranging
from 1.2% to 10% apply to construction activities. The following
table provides examples of items that are subject to different rates
(this list is not exhaustive).

Item GST rate (%)

Contracts, including contracts for supply of
machinery, installation and construction

activities 1.2
Construction civil work 2.9
Cleaning materials for household purposes

and steel 5
Cars of 1,600 cc or less 15
Cars over 1,600 cc and less than 2,000 cc 30
Locally manufactured cars over 2,000 cc 30
Imported cars over 2,000 cc 45
Refrigerators over 12 feet, air-conditioning

units and videos 25
All exports 0

Exemptions. Goods, equipment, machinery, services and their
raw material components that are necessary for defense and
national security are exempt from GST. This measure applies to
the following entities if the concerned Minister, Head of Authority
or their appropriate delegates issue a certificate confirming the
applicability of the measure:
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» Companies and authorities associated with the Ministry of
Defense

* Ministry of Interior Affairs

* National Security Authority

* Arab Manufacturing Authority

The following transactions may be exempt from GST subject to
specified limits, to reciprocal arrangements with the relevant
countries and to guidance issued by the Ministry of Foreign Affairs:
* Purchases and imports for personal use by foreign members of
diplomatic and consular corps (non-honorary) listed in tables
issued by the Ministry of Foreign Affairs and purchases and
imports for the personal use of such foreigners’ spouses and
minors.

Purchases or imports for official use by non-honorary embas-
sies, legations and consulates except for food, spirits and
tobacco. Vehicles exempted under this measure and the mea-
sures described in the preceding bullet are one car for personal
use, five cars for official use of each embassy or legation and
two cars for official use of each consulate. In accordance with
an agreement with the Minister of Foreign Affairs, the Minister
of Finance may increase such limits.

Imported baggage, furniture, home appliances and one used car
for foreign official persons working in such diplomatic or con-
sular missions referred to above who do not benefit from
exemptions stipulated in the first bullet above, if the importation
of such items occurs within six months after the arrival date of
the person. By an agreement with the Minister of Foreign
Affairs, the Minister of Finance may extend such six-month
period.

The above exemptions are effective after the approval of the
exemption application by the Head of the Diplomatic or Consular
Mission, as the case may be, and the ratification of such approv-
al by the Ministry of Foreign Affairs.

The Egyptian Sales Tax Law does not provide for partial
exemptions.

E. Time of supply

Under Sales Tax Law No. 11 of 1991, GST is due at the point
of sale of a commodity or the supply of a service by a taxable
person.

The use of goods or services by a taxable person for private or
personal purposes or any legal disposal is deemed to be a sale for
GST purposes.

The tax on imported goods is due on customs clearance.

GST does not apply to imports of goods, other than automobiles,
or services by businesses located in free-trade zones, free cities
and free shops, for the purpose of carrying out the businesses’
licensed activities.

F. Recovery of GST by taxable persons

Deductible input tax. Subject to the terms and conditions stipu-
lated in the Executive Regulations, when calculating amounts of
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tax due, a registrant may deduct the following amounts from tax
due on its sales of goods:

* Tax previously paid or charged on its inputs

* Tax on returned goods

* Tax paid or charged at every stage of distribution

If the deductible tax exceeds the tax due on export sales, the
Egyptian Tax Authority refunds the difference within a period not
exceeding three months from the date of application for the
refund, in accordance with the terms, conditions and procedures
specified in the Executive Regulations.

Nondeductible input tax. For service providers, input tax is gener-
ally nondeductible in the monthly sales tax declaration. However,
it should be treated as part of the cost of providing the service in
the accounts of the service provider.

Capital goods. When calculating the tax due, registrants may
deduct from the tax due on their sales of goods and services the
tax previously paid on machinery, equipment, parts and acces-
sories used in manufacturing a taxable commodity or performing
a taxable service except for motor vehicles for transportation of
people and cars, unless such vehicles and cars are used for carry-
ing out the licensed activity of the business.

To the extent that the amount cannot be deducted in full, any
excess may be carried forward to the following tax periods until
relief is obtained in full.

The Minister of Finance has set the following rules for the pay-

ment of tax charged on imported machinery and equipment:

* For companies that will not be able to obtain a refund of the tax
due on machinery, equipment, parts and accessories, the tax
due must be paid over a 10-year period on an installment basis.

* The first three years of the 10-year period are a grace period.
The remaining tax due may be settled over the next seven years.

* An amount equal to 5% of the tax due must be paid immedi-
ately when clearing the machinery at customs. The remaining
95% must be paid over the next seven years.

Refunds. If certain conditions are satisfied, tax collected in cer-

tain specified situations must be refunded within three months

after the date of application for the refund. The following are the

specified situations:

« Tax collected on goods that are exported in their same state or
as components in other exported goods.

* Tax collected in error. The refund is granted on receipt of an
application from the person concerned.

G. Recovery of GST by non-established businesses

In general, foreign companies cannot register for GST purposes
before legally establishing an entity in Egypt.

A non-established business that is providing a taxable service in
Egypt must settle the GST liability with the tax authority. Egypt
does not refund GST incurred by businesses that do not have a
legal establishment in the country.

For sales of goods by non-established businesses to resident enti-
ties, GST is settled on the customs clearance by the importer.
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For taxable services provided by non-established businesses to
resident entities, the tax authority may request that the resident
entity settle the GST due on the taxable service.

H. Invoicing

GST invoices and credit notes. Sales invoices must be serial num-
bered and include the sales tax registration number, address and
contact details of the company. Based on the instructions of the
Egyptian Tax Authority, a taxable person must maintain the
original invoices for approval by the Egyptian Tax Authority on
inspection at a later date.

A GST registrant is also required to maintain proper books and
records to record its transactions. It must retain such records
together with copies of the invoices for three years following the
end of the fiscal year in which the entries are made.

Foreign-currency invoices. Sales invoices may be issued in a for-
eign currency. It is preferable that the exchange rate used be
mentioned on the invoice.

l. GST returns and payments

Returns and payment. GST returns must be submitted monthly.
The GST return must be submitted and GST paid within one
month following the end of the return period for goods and ser-
vices listed in Table 1 attached to Egyptian VAT law and within
two months for others not listed in that table.

Penalties. Penalties for late filing and late payment of GST are
calculated at a rate of 0.5% of the unpaid amount for every week
or part of a week for which the filing or payment is late. The
penalties must be paid together with an additional once-off
penalty up to EGP2,000.
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A. At a glance

Name of the tax Value-added tax (VAT)

Local name Impuesto a la transferencia de
bienes muebles y a la
prestacion de servicios (ITBMS)

Date introduced July 1992

European Union (EU)

Member State No

Administered by Ministry of Treasury
(http://www.mh.gob.sv)

VAT rates

Standard 13%
Other Exempt and zero-rated

VAT number format

Vat return periods

Thresholds
Registration

Taxpayer registry number (NRC)
Monthly

Annual turnover of
USD5,714.29 or fixed
assets of USD2,285.71
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Recovery of VAT by

non-established businesses  No, unless the nonresident
business has a registered
legal or tax representative in
El Salvador

B. Scope of the tax

VAT applies to the following transactions:

» The transfer of tangible goods or rendering of services in
El Salvador

» The purchase of imported services by a taxable person in
El Salvador

» The importation of tangible goods from outside El Salvador,
regardless of the status of the importer

* Self-consumption of inventories by VAT taxpayers or transfers
of tangible goods for promotional purposes

C. Who is liable

Any individual or business that has annual turnover exceeding
USDS5,714.29 or that owns fixed assets valued at USD2,285.71
or more must register as a VAT taxpayer. The requirement to
register also applies to permanent establishments in El Salvador
of foreign entities. In addition, entities and individuals must pay
VAT when any of the taxable events outlined in Section B occur.

Voluntary registration. Individuals whose turnover is below the
registration threshold may register voluntarily as VAT taxpayers.
Nonresident entities that wish to recover local VAT paid may also
register voluntarily.

Small taxpayers. No special regime exists for small taxpayers in
El Salvador.

Group registration. VAT grouping is not allowed under the
Salvadoran 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 establishment in El Salvador. In prin-
ciple, a non-established business must register for VAT if it trans-
fers tangible goods or renders services in El Salvador on a regular
basis. To register for VAT, a non-established business must pro-
vide the tax authorities with the following:

* A copy of its Articles of Incorporation, legalized by a Salvadoran
consulate (or with an apostille), together with an official trans-
lation into Spanish

* Any other documentation required by the tax authorities, includ-
ing registration of a legal or tax representative

The Salvadoran VAT Law establishes a reverse-charge mecha-
nism. Under this mechanism, the consumer must self-assess, with-
hold and pay the VAT due. The reverse-charge mechanism applies
if the taxable activities (activities performed or used in the coun-
try) are rendered by a nonresident. The consumer or resident
taxpayer may offset the VAT paid for the services with VAT
debits under the general VAT rules.

Non-compliance with registration obligations. A penalty of three
minimum legal wages is imposed on a taxpayer that fails to
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register for VAT purposes. In the event of late registration, a
penalty of two minimum legal wages applies. The penalties men-
tioned above apply, regardless of whether interest and penalties
are assessed for unpaid VAT.

D. VAT rates

The VAT law in El Salvador provides for exempt activities and
zero-rated activities. Unlike zero-rated activities, exempt activi-
ties do not permit a taxpayer to claim the input tax deduction (See
Section F). In El Salvador, the standard rate of VAT is 13%. The
standard rate applies to the transfer of tangible goods or rendering
of services, unless a specific measure provides for an exemption.

The following list provides some examples of exempt supplies of
goods and services.

Examples of exempt supplies of goods and services

* Health services offered by public institutions

* Rental of houses and apartments for non-commercial purposes

* Public land transport

» The importation by registered VAT taxpayers of machinery
used as a fixed asset in the production of goods and services
that are not exempt (if the assets are registered with the tax
authorities 30 days in advance)

* Education provided by private or public institutions authorized
by the Ministry of Education

* Certain financial services regarding interest payments made by
domiciled and non-domiciled financial institutions (domiciled
financial institutions must be authorized by the Superintendence
of the Financial System, and the non-domiciled financial insti-
tutions must be authorized by the competent authority in
their country of origin and qualified by the Central Bank of
Reserve)

» Water services offered by public entities

* Personal insurance services and reinsurance

E. Time of supply
The taxable event when VAT becomes due is called the “tax point.”

For the supply of goods, the tax event is the earliest of the follow-

ing events:

* The issuance of the invoice, receipt or other document related
to the transaction

* Delivery of the goods

* Receipt of payment

For the supply of services, the tax event is the earliest of the fol-

lowing events:

* The issuance of the invoice, receipt or other document related
to the transaction

* Provision of the service

* Receipt of payment

Continuous supplies of services. For a continuous supply of ser-
vices rendered in return for periodic payments, the tax event is
the earlier of the issuance of the invoice or the due date estab-
lished for the periodic payment, notwithstanding the date of pay-
ment for the service.
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Imported goods. The taxable event for imported goods is when
the goods clear all customs formalities for importation (definite
importation).

F. Recovery of VAT by taxable persons

A taxable person may recover input tax, which is VAT paid on the
purchase of goods and services for business purposes. Input tax
is generally credited against output tax, which is the VAT charged
on supplies made. Input tax includes VAT charged on goods and
services supplied in El Salvador, VAT paid on imported goods
and VAT self-assessed on reverse-charge services. In general, the
input tax credit is allowed for ordinary business expenditure that
is indispensable to the taxpayer’s taxable activity (that is, the
business activity that generates output tax).

A valid tax document referred to as “proof of tax credit” or an
“import declaration” must support every claim for an input tax
credit.

Nondeductible input tax. 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).

Refunds. If the amount of input VAT recoverable in a particular
month exceeds the amount of output VAT payable, the taxpayer
obtains an input VAT credit. The credit may be carried forward to
offset output tax in subsequent VAT periods.

A cash refund or Public Treasury notes may be claimed only if
the credit relates to export activities. An input VAT credit related
to export supplies may be carried forward to offset output VAT in
the following VAT period. If the credit may not be fully offset
against output VAT, the taxpayer may request an offset of other
tax liabilities or a refund of the excess amount.

G. Recovery of VAT by non-established businesses

El Salvador does not refund VAT incurred by foreign or non-
established businesses unless they are registered for VAT in
El Salvador.

H. Invoicing

Tax credit documents, invoices and credit notes. A taxpayer must
generally provide VAT invoices for all taxable supplies made,
including exports. However, for supplies made to other VAT tax-
payers, a “proof of tax credit” document must be issued. A proof
of tax credit document is required to support a claim for the input
tax credit. Proof of tax credit documents must be issued in tripli-
cate (with two copies provided to the purchaser of the goods or
services). Invoices must include an official invoice number
(NCF) and the taxpayer’s registration number (NRC), and it must
show the VAT amount separately, among other requirements.

If the nature of a business makes it impractical for a taxpayer to
issue tax invoices, the tax authorities may authorize the use of
cash registers and computerized systems to issue tickets (cash
receipts) instead of invoices.
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Price reductions, discounts or bonuses may be excluded from the
VAT base if they are included in the proof of tax credit document
or in credit and debit notes. A credit note must contain the same
information as a tax credit document.

Exports. A zero rate of VAT applies to the exportation of goods
and services. For the exportation of goods to qualify for the zero
rate, a definitive transfer of the goods that are to be used or con-
sumed abroad must occur. Exports must be supported by customs
documents that prove the goods have left El Salvador. Suitable
evidence includes export invoices and bills of lading.

Foreign-currency invoices. VAT invoices and tax credit documents
may be issued in Salvadoran colons (SVC) or US dollars (USD).

In addition, an exportation of services occurs when a local tax-

payer renders a taxable service within the country in favor of a

nonresident entity or individual that makes use of the services

strictly outside the country; however, the following legal require-

ments should be met for considering an operation as exportation

of services:

* The rendering of services should be performed within
El Salvador.

* The receiver of services should be a non-domiciled or nonresi-
dent company or individual.

* The services should be used outside of El Salvador.

I. VAT returns and payment

VAT returns. VAT returns are submitted monthly. Returns must be
submitted by the 10th working day of the month following the
end of the return period. Payment in full is due on the same date.
A return must be filed even if no VAT is due for the period.

Tax due may be paid in Salvadoran colons or US dollars.

Penalties. Penalties may vary from 5% up to 50% of the VAT
amount due. For some offenses, the penalty may be computed
based on the minimum legal wage.

Penalties for tax evasion under the Salvadoran Criminal Code
include imprisonment for a period of four to eight years.

Tax evasion. The Salvadoran Tax Code regulates penalties for
unintentional or intentional tax avoidance. If tax avoidance is
considered unintentional, the penalty is 25% of the unpaid tax.
For intentional tax avoidance that results in an underpayment of
tax that is below the criminal amount, the penalty is 50% of the
unpaid tax.

Tax fraud. Criminal tax avoidance penalties are based on the
amount of the evasion or attempted evasion. If the amount of
unpaid taxes ranges from USD11,428.57 to USD34,285.71, the
penalty is imprisonment for four to six years. If the amount of
unpaid taxes exceeds USD34,285.71, the penalty is six to eight
years of imprisonment.

If the unpaid taxes plus the corresponding penalties are paid to
the tax authorities, no criminal fraud penalties are imposed.
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A. At a glance

Name of the tax Value-added tax (VAT)

Local name Kéibemaks
Date introduced 1 January 1991
European Union (EU)
Member State Yes (effective from 1 May 2004)
Administered by Ministry of Finance
(http://www.fin.ce)
Estonian Tax and Customs Board
(http://www.emta.ee)
VAT rates
Standard 20%
Reduced 9%
Other Zero-rated and exempt
VAT number format EE123456789
VAT return periods Monthly
Thresholds
Registration EUR16,000
Distance selling EUR35,000
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 Estonia by a taxable
person

* The supply of services with a place of supply not in Estonia
(that is, services are provided through a seat or fixed establish-
ment located in Estonia to a person who is registered as a tax-
able person or taxable person with limited liability in the EU or
who is a person from a non-EU country engaged in business)

» Reverse-charge services received by a taxable person in Estonia
(that is, services for which the recipient is liable to pay the VAT)

¢ The intra-Community acquisition of goods (see the chapter on
the EU)
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* The importation of goods into Estonia (except for VAT-exempt
imports), regardless of the status of the importer

C. Who is liable

A taxable person is an individual or a business entity (including
a public entity and municipality) that makes taxable supplies of
goods or services in the course of a business in Estonia. This rule
also applies to a branch or fixed establishment of a foreign
business entity.

The VAT registration threshold is annual supplies in excess of
EUR16,000, counted from the beginning of a calendar year. A
non-established business without a fixed establishment in Estonia
that makes a taxable supply must register for VAT in Estonia if
the place of supply is Estonia and if the supply is not taxed by the
Estonian taxable person (purchaser). The registration obligation
arises from the moment of the supply, regardless of the threshold
of EUR16,000. A business that is liable to register for VAT in
Estonia must notify the VAT authorities of its liability within
three days.

Distance sales. If a taxable person established in another EU
Member State is engaged in distance selling to a non-taxable
person in Estonia (excluding distance selling of excise goods)
and if the taxable value of the distance sales exceeds EUR35,000
from the beginning of a calendar year, the registration obligation
for the vendor arises from the date on which the threshold was
exceeded (see the chapter on the EU).

Intra-Community acquisitions. If the taxable value of intra-Com-
munity acquisitions of goods by a non-taxable person (except
excise goods and new means of transport) exceeds EUR10,000
from the beginning of a calendar year, the obligation to register
as a taxable person with limited liability arises from the date
when the threshold was exceeded (see the chapter on the EU).

Special rules apply to foreign or “non-established businesses.”

Voluntary registration. A business established in Estonia whose
supplies do not exceed the registration threshold may voluntarily
register for VAT.

The tax authorities have the right not to register persons who do
not prove that they are performing business activities or are about
to begin business activities in Estonia.

Group registration. A parent company and its subsidiaries may
apply to register as a VAT group. One VAT registration number is
provided to all members of the VAT group. The effect of grouping
is that no VAT is charged on supplies between group members if
the person who acquired the goods or services as a result of the
transaction uses them entirely for the purposes of that person’s
taxable supplies. Group members are jointly and severally liable
for all VAT liabilities.

Non-established businesses. A “non-established business” is a
business that has no fixed establishment in Estonia. A non-
established business must register for VAT if it makes taxable
supplies of goods or services regardless of the amount of the
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supply (that is, effective from the first supply). A fixed establish-
ment or resident legal person must be registered for VAT if it
makes taxable supplies in Estonia totaling more than EUR16,000
from the beginning of the calendar year.

Tax representatives. The appointment of a tax representative is
required for non-EU entities that are not established in Estonia.
EU entities that are not established in Estonia may appoint a tax
representative. A tax representative may not be used by a third-
country taxable person that provides electronically supplied ser-
vices and has opted for a special arrangement. A tax representative
must be located in Estonia and must be accepted by the tax
authorities.

Deregistration. A taxable person that ceases to be eligible for VAT
registration must deregister (that is, it must notify the VAT author-
ities that it must cease to be registered). A taxable person may
also request deregistration if its taxable turnover drops below the
annual registration threshold. However, deregistration is not com-
pulsory in these circumstances.

The tax authorities can delete a taxable person that is not per-
forming business activities from the VAT register.

Late registration penalties. Penalties and interest are assessed for
late registration for VAT.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and
services that are subject to VAT. The term “exempt supplies”
refers to supplies of goods and services that are not subject to
tax and that do not give rise to a right of input tax deduction
(see Section F).

The following are the VAT rates in Estonia:
» Standard rate: 20%

* Reduced rate: 9%

e Zero rate (0%)

The standard rate of VAT applies to all supplies of goods or ser-
vices, unless a specific measure allows the reduced rate, the zero
rate or an exemption.

The following lists provide some basic examples of exempt sup-
plies of goods and services and supplies of goods and services
that are taxed at reduced or zero rates of VAT.

Examples of exempt supplies of goods and services
 Health care services
 Real estate transactions
« Financial services
* Insurance and reinsurance services
« Insurance mediation
» Educational services
* Lotteries and gaming
* Postal services
* Learning materials related to education

Examples of supplies of goods and services taxable at 0%
* Exports of goods
* Listed exported services
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* Intra-Community supplies of goods
* Seagoing vessels, equipment, spare parts and fuel for seagoing
vessels

Examples of supplies of goods and services taxable at 9%
* Medical equipment and products for handicapped people
* Books (excluding textbooks and workbooks related to the nation-
al curriculum)
* Periodicals
* Accommodation

Option to tax. A taxable person may opt to apply VAT to certain
transactions that would otherwise be exempt from VAT if the tax-
able person has previously notified the tax authority in writing of
its opting for taxation. The option must have been notified during
the same tax period as the taxed supply or in an earlier period.
The option to tax must be applied continuously for at least two
years.

The following supplies are eligible for the option to tax:

* The leasing or letting of immovable property (or parts thereof),
except dwellings.

» Immovable property and parts thereof, except dwellings.

* Investment gold under certain conditions.

* Financial services, including the following:

— The supply of securities.

— Deposit transactions for the receipt of deposits and other
repayable funds from the public.

— Borrowing and lending operations, including consumer credit,
mortgage credit, leasing transactions, settlement, cash trans-
fer and other money transmission transactions.

— Issuance and administration of non-cash means of payment
(for example, electronic payment instruments, traveler’s
checks and bills of exchange).

— Guarantees and commitments and other transactions creat-
ing binding obligations to persons.

— Transactions carried out for their own account or for the
account of clients in traded securities provided in the
Securities Market Act and in foreign exchange and other
money market instruments, including transactions in checks,
exchange instruments, certificates of deposit and other such
instruments.

— Transactions and acts related to the issuance and sale of
securities.

— Money brokering and management of investment funds.

Other financial transactions that are not exempt from VAT, as
well as factoring, are taxable at a rate of 0% or 20%, depending
on the status of the customer.

The supply of insurance services, including insurance services
provided by insurance brokers and insurance agents and reinsur-
ance, are exempt services with no option to tax.

E. Time of supply

The time when VAT becomes due is called the “time of supply” or
“tax point.” The basic time of supply for goods and services is the
earliest of the following events:

* The delivery of goods



228 ESTONIA

* The performance of services
* Receipt of full or partial payment

Effective from 1 January 2011, all taxable persons whose annual
turnover does not exceed EUR200,000 can opt for cash-basis
VAT accounting instead of accrual-basis accounting. Before
2011, cash-basis VAT accounting was available only to sole pro-
prietors.

Cash accounting. Effective from 1 January 2011, all taxable per-
sons whose annual turnover does not exceed EUR200,000 can
opt for cash-basis VAT accounting instead of accrual-basis
accounting. Before 2011, cash-basis VAT accounting was avail-
able only to sole proprietors.

Imported goods. The time of supply for imports is when the goods
clear customs.

Reverse-charge services. Estonian businesses must self-assess
VAT on taxable services purchased from abroad, using the
reverse-charge mechanism. Under the reverse-charge mecha-
nism, the purchaser self-assesses VAT at the appropriate rate. The
self-assessed tax is treated as input tax and recovered (depending
on the purchaser’s partial exemption status; see Section F). The
reverse charge does not apply to supplies to private individuals
who are not registered for VAT.

Effective from 1 January 2011, the reverse charge applies to
certain domestic transactions between taxable persons that
involve supplies related to immovable property and metal waste.
From 1 April 2012, the domestic reverse charge also applies to
the supply of gold.

The time of supply for reverse-charge services is the earliest of
the following events:

* When the Estonian buyer receives the service

* When the Estonian buyer makes a payment

F. Recovery of VAT by taxable persons

A taxable person may recover input tax, which is VAT charged on
supplies of goods and services used 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 in Estonia, VAT paid or payable
on imported goods and VAT self-assessed for reverse-charge
services received outside Estonia.

A valid tax invoice or customs document must generally support a
claim for input tax. Invoice or customs documents are not needed
if the reverse-charge mechanism is applied and other evidence is
presented.

Input VAT is deductible if an invoice has been issued and the goods
or services have been supplied or if full or partial payment is made.

For imported goods, input VAT is deducted on the basis of a
customs declaration.

An invoice may be issued on paper or, subject to acceptance by
the acquirer of goods or the recipient of services, by electronic
means.
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Nondeductible input tax. Input tax may not be recovered on pur-
chases of goods and services that are not used for business pur-
poses (for example, goods acquired for private use by an
entrepreneur). In addition, input tax may not be recovered for
some items of business expenditure.

The following lists provide some examples of items of expendi-
ture 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
* Business and employee entertainment
* Business use of home telephone

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Hotel accommodation for a business trip
* Business gifts valued at less than EUR10
* Parking
* Mobile phones
* Travel expenses
 Automobiles and fuel

Partial exemption. Input tax directly related to making exempt
supplies is generally not recoverable. If an Estonian taxable per-
son makes both exempt supplies and taxable supplies, it may not
deduct input tax in full. This situation is referred to as “partial
exemption.”

In Estonia, the amount of input tax that a partially exempt business

recovers may be calculated using either of the following methods:

* General pro-rata

* A two-stage method, which includes a direct attribution of input
tax

The general pro-rata method is based on the percentage of tax-
able and total supplies in the preceding calendar year. The recov-
ery percentage is used provisionally during the current year and
is adjusted at the end of the year based on the actual value of
taxable and total supplies made.

The two-stage calculation consists of the following stages:

* The first stage identifies input VAT that may be directly allo-
cated to taxable and exempt supplies. Input tax directly allo-
cated to taxable supplies is deductible, while input tax directly
related to exempt supplies is not deductible.

* The second stage identifies the amount of the remaining input
tax (for example, input tax on general business overhead) that
may be allocated to taxable supplies and recovered. The calcu-
lation is performed using the general pro-rata method based on
the value of supplies made.

A partial deduction is based on the proportion of taxable supplies
for which input VAT deduction is allowed, made during a calen-
dar year in Estonia and abroad, compared with the total amount
of supplies made by the person during a calendar year in Estonia
and abroad.

Capital goods. Capital goods are items of capital expenditure that
are used in a business over several years. Input tax is deducted in
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the VAT year in which the goods are acquired. The amount of
input tax recovered depends on the taxable person’s partial exemp-
tion 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 Estonia, the capital goods adjustment applies to immovable
property for a period of 10 years and to other fixed assets for a
period of five years. The adjustment may result in either an
increase or a decrease of deductible input VAT, 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.

A capital goods adjustment is also required if a taxable person
transfers immovable property used for less than 10 years and if
the supply is exempt from VAT. In these circumstances, the tax-
able person must recalculate its entitlement to input tax paid on
acquisition of the immovable property and for related goods and
services. A taxable person may opt to charge VAT on the sale or
leasing of immovable property (the option may not be applied to
the sale or lease of living space). If the transfer is subject to tax,
no capital goods adjustment is required.

Refunds. If the amount of input tax that is deductible for a VAT
period exceeds the amount of output tax that is chargeable in the
same period, the taxable person has a VAT credit. The taxable
person may choose to use the VAT credit to offset other tax obli-
gations or penalties, or it may request a refund. Refunds are made
within 30 days after the due date for payment. However, this
period may be extended for up to 90 days if the tax authorities
have justified reasons to check further the circumstances of the
VAT refund application.

G. Recovery of VAT by non-established businesses

Estonia refunds VAT incurred by businesses that are neither estab-

lished nor registered for VAT in Estonia. VAT is refunded if the

following conditions are satisfied:

* The taxable person is required to pay VAT as a business in its
country of residence.

* An Estonian taxable person may deduct VAT under the same
circumstances on the import of goods, the acquisition of goods
or the receipt of services.

Effective from 1 January 2010, for businesses established in the
EU, refunds are made under the terms of EU Directive 2008/9/EC.
For businesses established outside the EU, refunds are made under
the terms of the EU 13th Directive. Refunds to non-EU claimants
are made on the condition of reciprocity. Estonian VAT is refund-
ed only to claimants established in countries that refund VAT to
Estonian businesses.

For the general VAT refund rules of the EU 8th and 13th
Directives refund schemes, see the chapter on the EU.

Effective from 1 January 2010, Directive 2008/9/EC rules and
principles are applied. These rules are summarized below.
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VAT paid in Estonia by a foreign taxable person that is an EU
business on the import or acquisition of goods, except for immov-
able property, and on the receipt of services used for business
purposes is refunded to the foreign taxable person on the basis of
an electronic refund application submitted to the Estonian tax
authorities by the tax authorities of other EU Member States if
the following criteria are met:

* The taxable person is required to pay VAT in the home country
of the person.

* VAT is refunded to the business in its country of residence
under the same conditions with respect to the import of goods
and the acquisition of goods or receipt of services.

* The refundable VAT amount is at least EURS0 for the year or
EUR400 for a period that is longer than three months, but
shorter than a calendar year.

* The application must be submitted electronically through the
tax authorities of the country of residence to the Estonian tax
authorities by 30 September of the year following the period of
refund.

The application must be signed by a nonresident natural person
or by the head of the nonresident legal entity or an authorized
representative, and it must contain the number of the bank
account and a note as to where and in whose name the VAT will
be refunded. To obtain a refund for VAT paid on imported goods,
the applicant must include with the application proof that it has
paid VAT.

Refund application. VAT paid in Estonia is refunded to an EU tax-
able person on the basis of an electronic refund application sub-
mitted to the Estonian tax authorities by the tax authorities of the
other EU Member State.

A non-established business from a non-EU state may request a
refund of VAT by filing application form KMT. The application
may be completed in Estonian or in English. It may be submitted
by the non-established business or by an authorized representa-
tive to the following address:

Estonian Tax and Customs Board
Endla 8

15177 Tallinn

Estonia

The application for a refund of tax must be accompanied by the

following documents:

¢ Original invoices to support the claim for VAT refund

* For an authorized representative, a power of attorney

* A certificate issued within the preceding 12 months by the tax
authorities in the country where the claimant is established,
indicating that the claimant was a taxable person when it made
the purchases

For non-EU taxable persons the following conditions must be met:

* The amount requested must be at least EUR320 for the year.

* The country where the applicant business is resident must refund
VAT to Estonian residents under the same conditions.

The VAT authorities refund VAT claimed within six months after
the date on which the application is filed.
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H. Invoicing

VAT invoices and credit notes. A taxable person must generally
provide a VAT invoice for all taxable supplies made and for
exports. Invoices are not automatically required for retail transac-
tions unless requested by the customer. A VAT invoice is required
to support a claim for input tax deduction.

A VAT credit note may be used to reduce the VAT charged and
reclaimed on a supply if the taxable value changes (for example,
when goods are returned goods or a discount is granted). The
credit note must refer to the original VAT invoice for the supply
that is being amended.

Electronic invoicing. Effective 1 January 2013, the VAT law has
been amended to permit electronic invoicing in line with EU
Directive 2010/45/EU.

Proof of exports. Estonian VAT is not chargeable on exports of
goods. An export supply must be accompanied by evidence con-
firming that the goods have left Estonia (e.g., the customs export
declaration, the seller’s invoice, proof of payment).

Documents that certify the provision of zero-rated services include
a written service agreement or written letter of intent, the pur-
chase invoice and proof of payment.

Foreign-currency invoices. If an invoice is issued in a foreign cur-
rency, the amount of VAT must be converted to euros (EUR),
using the official exchange rate quoted by the European Central
Bank on the date of the transaction.

I. VAT returns and payment

VAT returns. Estonian taxable persons must file VAT returns
monthly. Returns must be filed by the 20th day of the month fol-
lowing the end of the tax period. Payment in full is required on
the same date. VAT liabilities must be paid in euros.

The Estonian tax authority may extend the term for a refund of
VAT by up to 90 calendar days (30 days at a time).

Penalties. Interest at a rate of 0.06% per day is charged on amounts
of VAT underpaid or paid late. In addition, a person is subject to
a fine of up to EUR3,200. In addition, the penalties are subject to
income tax at a rate of 21/79 as nonbusiness-related expenses.

J. EU filings

INTRASTAT. A 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 specified
thresholds. Separate reports are required for intra-Community
acquisitions (INTRASTAT Arrivals) and for intra-Community
supplies (INTRASTAT Dispatches).

In Estonia, INTRASTAT declarations are required only from tax-
able persons whose total annual value of trade from and to EU
countries exceeds the statistical threshold in the year preceding
the accounting period.

For 2012, the threshold for INTRASTAT Arrivals is EUR 140,000,
and the threshold for INTRASTAT Dispatches is EUR100,000.
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INTRASTAT Arrivals and INTRASTAT Dispatch reports are
filed monthly and must be submitted by the 14th day of the
month following the reporting period. If a person that is required
to submit an INTRASTAT report has carried out no intra-Com-
munity trade in a previous taxable period, a “zero” INTRASTAT
report must be filed.

EU Sales Lists. An Estonian taxable person who has made intra-
Community supplies of goods or services during a tax period, or
who has transferred goods as a reseller in a triangular transaction
during a tax period, must submit a report on its intra-Community
supplies of goods and services (Form VD) together with the VAT
return to the tax authority by the 20th day of the month following
the end of the tax period.

If no intra-Community supplies were made in the relevant period,
no report is required.

If ownership in a new means of transport is transferred to a per-
son in another EU country and if the means of transport will be
transported to that EU country, a copy of the sales invoice must
be submitted together with the report.

Penalties may be imposed for late, missing and inaccurate reports.
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The chapter below summarizes the value-added tax (VAT) rules for the
European Union (EU) as a whole. For more detailed information, see the
chapters summarizing the VAT systems in each of the EU Member States,
where you will also find EY VAT contacts listed.

Indirect tax contacts

Steve Bill +44 (0) 7768 035826
(resident in Luxembourg) Email: sbill@uk.ey.com

A. The territory of the European Union

The European Union (EU) currently consists of the following
28 Member States:

Austria Germany Netherlands
Belgium Greece Poland

Bulgaria Hungary Portugal

Croatia Ireland Romania
Cyprus Italy Slovak Republic
Czech Republic Latvia Slovenia
Denmark Lithuania Spain

Estonia Luxembourg Sweden

Finland Malta United Kingdom
France

On 1 May 2004, 10 countries joined the EU: Cyprus, Czech
Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland,
Slovak Republic and Slovenia. Romania and Bulgaria joined on
1 January 2007. Croatia became the 28th EU member country on
1 July 2013. All of these countries are sometimes referred to as
“new Member States.”

B. The Single Market

On 1 January 1993, the Single Market was introduced in the EU.
Under the rules of the Single Market, goods may move freely
between Member States without hindrance, including customs
controls. As a result, the concepts of “import” and “export” no
longer apply to cross-border trade between Member States.

Imports and exports. In the EU, the term “export” applies to the
supply of goods exported from a Member State to any country
outside the EU (also referred to as Third Countries). The term
“import” applies to goods imported into a Member State from
any country outside the EU.

After goods are imported into the EU, they are in “free circula-
tion,” which means that they may travel within the EU without
further payment of customs duties or further border controls.

Intra-Community supplies of goods to non-taxable persons. “Non-
taxable persons” are any persons or legal entities that are not
registered for VAT. In the EU, VAT is generally charged on sup-
plies of goods made to non-taxable persons using the “origin
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principle,” which means that VAT applies in the Member State
where the supplier of the goods is established. Consequently, the
VAT rate charged is the rate that applies to the goods in the sup-
plier’s Member State, not the rate that would apply in the cus-
tomer’s Member State. For example, if a Danish tourist buys a
dress in a shop in Paris, she pays VAT at the French standard rate
of 19.6%, not at the Danish standard rate of 25%, even if the
dress is subsequently “exported” to Denmark. However, excep-
tions to this rule apply for “distance sales of goods,” sales of
“new means of transport” and sales to “non-taxable legal per-
sons” (see below).

Distance sales. A “distance sale” is a sale of goods dispatched or
transported by (or on behalf of) the supplier from one Member
State to specific types of customers in another Member State
who are not registered for VAT, such as non-taxable persons.
Distance sales commonly include sales of goods made by mail-
order catalog and goods sold online via the Internet.

Non-taxable persons generally bear VAT as a cost. Because they
do not charge VAT on sales, they are not permitted to offset VAT
paid on purchases. Consequently, for non-taxable persons, the
rate of VAT charged directly affects the cost of the goods pur-
chased by them. With the introduction of the Single Market, it
was feared that the application of the origin principle of taxation
could lead to distortions of competition and the loss of VAT rev-
enues for some Member States, as non-taxable persons would
have an incentive to purchase goods from suppliers located in the
Member State with the lowest VAT rate. Consequently, special
rules were introduced for “distance sales” made to non-taxable
persons (and certain taxable persons who are not registered for
VAT in their home countries).

If the total value of supplies by a distance seller to customers in
another Member State exceeds a certain turnover threshold, the
distance seller must register for VAT in that other Member State
(known as the “country of destination”). VAT is then chargeable
on the supply of the goods in the country of destination, at the
rate applicable in that country. The relevant threshold applicable
in each Member State is provided in the Member State’s respec-
tive chapter.

Distance sellers may also opt to be taxed in the country of desti-
nation of the goods even if their sales do not exceed the distance-
selling threshold.

Intra-Community trade between taxable persons. A “taxable per-
son” for the purpose of intra-Community trade is generally any
person or legal entity that is registered for VAT in the EU. Because
no customs controls exist between Member States in the Single
Market, intra-Community transactions between taxable persons
are no longer termed “imports” and “exports” (see Imports and
exports). Instead, they are referred to as “intra-Community acqui-
sitions” and “intra-Community supplies.”

In general, VAT is charged on the “destination principle” on
cross-border supplies of goods made between taxable persons.
Under this principle, VAT is not chargeable in the Member State
from where the goods are supplied (known as the “Member State
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of dispatch™), but is chargeable in the Member State where the
goods are delivered (known as the “Member State of arrival”).

Intra-Community supplies. An intra-Community supply of goods
is “zero-rated,” i.e., exempt with credit in the Member State of
dispatch. This means that no VAT is chargeable, but the supplier
is entitled to deduct VAT paid on purchases connected with the
supply. The supplier must be able to prove that the goods have
been dispatched to a taxable person in another Member State.
The supplier must also quote the customer’s EU VAT registration
number, including the country prefix (for example, BE for
Belgium). The evidence required varies among Member States.
Information about the evidence required in each Member State is
provided in the chapters of the respective EU countries.

Intra-Community acquisitions. An intra-Community acquisition
is an acquisition of goods from another Member State by a tax-
able person. An intra-Community acquisition is taxable in the
Member State of arrival at the rate of VAT applicable in that
country. Because no customs controls exist, the person making
the acquisition must account for the VAT due, generally using
“reverse charge” accounting (see Reverse-charge mechanism).

If a business makes an intra-Community acquisition of goods in
a Member State where it is not registered for VAT, it may be
required to register there.

Reverse-charge mechanism. Under the “reverse charge” provi-
sion, an acquirer that is a taxable person self-assesses the VAT
due on a supply at the VAT rate applicable to the transaction in
the Member State of arrival. The acquirer then declares the tax
due as output tax (VAT on sales). If the acquirer is entitled to
recover the VAT on the acquisition as input tax (that is, VAT on
purchases), the acquirer may offset the input tax at the same time
as declaring the output tax. Consequently, an acquirer that
deducts input tax in full does not actually pay any VAT in connec-
tion with an intra-Community acquisition. In order to combat
fraud, Member States may also apply the reverse charge mecha-
nism in relation to domestic supplies of certain goods and ser-
vices susceptible to fraud, namely mobile phones, integrated
circuit devices, supply of gas and electricity, telecom services,
game consoles, tablet PCs and laptops, cereals and industrial
crops, and raw and semi-finished metals.

Branch transfers. A transfer of goods between different parts of
the same legal entity is not generally treated as a supply for VAT
purposes (for example, no VAT is charged on a transfer of goods
from a factory to a warehouse owned by the same company
within the same Member State). However, this rule does not
apply to transfers of own goods across borders within the EU. A
taxable person is deemed to make an intra-Community supply
and an intra-Community acquisition if the person transfers goods
between different parts of a single legal entity that are located in
different Member States. For example, a deemed acquisition may
occur when goods are moved between branches of the same com-
pany located in different countries or when goods are stored in a
warehouse in a different country after being manufactured but
before being sold. If a deemed acquisition occurs, the person
transferring the goods may need to register for VAT in both the
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Member State of dispatch and the Member State of arrival.
Further information about the requirement to register for VAT is
listed in the chapters of the respective EU countries.

Certain transfers are excluded from the provision discussed
above, either because they are deemed not to be acquisitions (see
Transfers deemed not to be acquisitions) or because the goods are
exempt from VAT.

Transfers deemed not to be acquisitions. Not all intra-Community

movements of own goods qualify as acquisitions. Exceptions

include the following transfers:

* Goods to be installed or assembled for a customer in another
Member State

* Goods transported to another Member State under the distance-
selling rules

* Goods that will be exported outside the EU from another
Member State or dispatched to another Member State (that is,
the goods are temporarily in the second Member State)

* Goods sent to another Member State for processing (provided
that the goods are returned after processing)

* Goods temporarily used in another Member State for a supply
of services made there

* Goods used temporarily (that is, for less than two years) in
another Member State, provided that customs duty relief would
be available if the goods were imported from outside the EU

* Goods acquired from a person not registered for VAT, unless the
goods acquired are a “new means of transport” (see New means
of transport) or are subject to excise duties (such as alcohol and
tobacco products)

Triangulation simplification (ABC transactions). A “chain transac-
tion” involves goods that are sold to different parties in a series
of transactions, but are delivered directly from the first vendor in
the chain to the final purchaser in the chain.

If three taxable persons that are registered for VAT in different
Member States enter into a chain transaction, special “triangula-
tion” simplification rules may apply. These transactions are some-
times referred to as “ABC transactions.” For example,
manufacturer A in Spain sells goods to distributor B in France
but delivers them directly to B’s customer, retailer C in Italy. In
these circumstances, the triangulation simplification rules may be
applied. Under the normal intra-Community rules, B makes an
intra-Community acquisition in C’s country in these circum-
stances. However, under the simplification rules, B may choose
not to register for VAT in C’s country and, instead designate C as
being responsible for the VAT due. In addition, B must indicate to
A that the simplification rules are being applied and include this
information on its invoice to C. In some Member States, B may
also be required to notify the VAT authorities that it has chosen
to use the simplification rule rather than register for VAT there.
Following case law of the European Court of Justice, careful
consideration must be given to which party is responsible for
transporting the goods to determine whether the simplification
may be used because simplified triangulation applies only if the
cross-border transport of the goods is arranged between parties A
and B.



238 EUROPEAN UNION

In some Member States, the triangulation simplification rules do
not apply if more than three parties are involved in the chain.

Acquisitions by exempt persons, non-taxable legal persons and
flat-rate farmers. Exempt persons, non-taxable legal persons and
farmers who account for VAT under a flat-rate scheme are not
treated as taxable persons. Consequently, goods acquired by
these persons are generally taxed according to the origin princi-
ple, that is, in the Member State of dispatch.

However, if a person in one of these categories makes intra-
Community acquisitions in excess of EUR10,000 a year (or a
higher threshold set by the Member State), it must register for
and pay VAT on its acquisitions in the Member State of arrival in
the same way as taxable persons, that is, by using the reverse-
charge mechanism. However, because a non-taxable or exempt
person does not generally deduct input tax, VAT due on intra-
Community acquisitions must generally be paid to the VAT
authorities. These persons may also choose to be treated as tax-
able persons even if their acquisitions do not exceed the turnover
threshold.

New means of transport. All supplies of “new means of transport”
are taxed using the destination principle, that is, in the Member
State of arrival, regardless of the status of the vendor or acquirer.
Consequently, any person that acquires a new means of transport
(see below) from another Member State must account for VAT.
Taxable persons account for VAT in the same way as for all other
intra-Community acquisitions, that is, by using the reverse-
charge provision. Non-taxable persons must pay VAT due to the
VAT authorities.

The following are considered to be “means of transport:”

* Boats with a length exceeding 7.5 meters

o Aircraft with a take-off weight exceeding 1,550 kilograms

* Motorized land vehicles with a capacity exceeding 48 cubic
centimeters or with power exceeding 7.2 kilowatts that are
intended to transport persons or goods

For boats and aircraft not to be treated as “new,” both of the fol-

lowing conditions must be met:

* The supply of the goods must be more than three months after
the date of their first entry into service.

* They must have sailed more than 100 hours in the case of boats,
and flown more than 40 hours in the case of aircraft.

For cars not to be treated as “new,” both of the following condi-

tions must be met:

» They must be supplied more than six months after the date of
first entry into service.

» They must have traveled more than 6,000 kilometers.

Excise products. The supply of excise products (i.e., energy prod-
ucts, alcohol and alcoholic beverages and manufactured tobacco)
is always taxable in the Member State of destination. As a result,
nonresident suppliers of excise products may be required to regis-
ter for VAT there.

Intra-Community transportation of goods. VAT is charged on the
intra-Community transport of goods using special rules. VAT is
charged by the supplier on transport services provided to non-
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taxable persons in the Member State where the transportation
begins.

For supplies of intra-Community transport services provided to
taxable persons, the supplier does not charge VAT if the taxable
customer is registered for VAT in a different Member State.
Instead, the taxable person accounts for VAT in the Member State
where it is established, using the reverse-charge mechanism.

C. Services

Before 2010, services were generally subject to VAT in the coun-
try where the supplier was established. Effective from 1 January
2010, under new rules on the place of supply of services, business-
to-business (B2B) supplies of services are taxed where the cus-
tomer is located, rather than where the supplier is located. For
business-to-consumer (B2C) supplies of services, the place of
taxation continues to be where the supplier is established.
However, in certain circumstances, the general rules for supplies
both to businesses and to consumers do not apply, and specific
rules apply to reflect the principle of taxation at the place of
consumption. These exceptions concern services such as restau-
rant and catering services, hiring of means of transport, admis-
sion to cultural, artistic, sporting, scientific and educational
events, and telecommunications, broadcasting and electronic ser-
vices supplied to consumers.

In general, effective from 1 January 2010, the following rules
apply to services rendered by a taxable person established in the
EU:

« If the customer is established in the same Member State as the
supplier, the supplier charges VAT on the service at the rate
applicable in the supplier’s Member State.

« If the customer is a non-taxable person established in another
Member State, the supplier charges VAT on the service at the
rate applicable in the supplier’s Member State.

o If the customer is a taxable person established in another
Member State, the supplier does not charge VAT. The taxable
customer accounts for VAT due using the reverse-charge provi-
sion at the rate applicable in the customer’s Member State.

« [f the customer is established outside the EU, the supplier does
not charge VAT. The customer may be required to account for
VAT in the country where it is established, depending on that
country’s VAT law.

The following EU VAT rules apply if a non-EU person supplies

services:

« If the customer is a non-taxable person, the supplier does not
charge EU VAT, unless they are “electronic services” (see
Electronic Services) or the “use and enjoyment” provision
applies (see Use and enjoyment). However, the supplier may be
required to charge VAT in its own country, depending on that
country’s VAT law.

« If the customer is a taxable person established in the EU, the
supplier does not charge EU VAT. The taxable customer accounts
for EU VAT due using the reverse-charge provision at the rate
applicable in the customer’s Member State. The supplier may
also be required to charge VAT in the non-EU country where it
is established, depending on that country’s VAT law.
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« If the customer is established outside the EU, the supplier does
not charge EU VAT, unless the “use and enjoyment” provision
applies (see Use and enjoyment). However, the supplier may be
required to charge VAT in its country, depending on that coun-
try’s VAT law.

Use and enjoyment. The above rules may lead to non-taxation or

to double taxation if either party is not established in the EU. To

help avoid these effects, additional rules may apply that either

allow a service that is “used and enjoyed” in the EU to be taxed

or prevent a service that is “used and enjoyed” outside the EU

from being taxed. Before 2010, Member States could apply the

use and enjoyment rules to the following services:

* The hiring out of a means of transport

* Telecommunications services supplied by a taxable person estab-
lished outside the EU to a non-taxable person established in the
EU

With a few exceptions, effective from 1 January 2010, Member
States may apply the use and enjoyment provisions to almost any
type of service if they choose to do so.

If a service is taxed in the EU under the use and enjoyment provi-
sions, a non-EU supplier of the service may be required to regis-
ter for VAT in every Member State where it has customers that
are not taxable persons. For the information regarding the rules
relating to VAT registration, see the chapters on the respective
countries of the EU.

Electronic services. VAT rules, which took effect on 1 July 2003,
apply to supplies of “electronic services.” “Electronic services”
include services such as supplies of downloaded software and
music, pay-per-view television broadcasts, information services
and distance-learning services supplied by computer.

Until 1 January 2015, the following VAT rules apply to elec-
tronic services:

» EU taxable persons that supply electronic services charge VAT
to taxable persons established in the same Member State and to
non-taxable persons established anywhere in the EU, using the
origin principle (that is, VAT applies at the rate in force in the
Member State where the supplier is established).

EU taxable persons that supply electronic services do not
charge VAT to taxable persons in other EU Member States or to
customers outside the EU.

EU taxable persons that receive a supply of electronic services
from another EU Member State or from outside the EU must
account for VAT under the reverse-charge provision (that is,
self-assess VAT).

Non-EU suppliers that provide electronic services to non-tax-
able persons are required to register for VAT in the EU and
charge VAT based on the destination principle (that is, at the
rate in effect in the customer’s Member State).

A non-EU service provider may decide whether to register for
VAT in each Member State where it has non-taxable customers or
it may use a simplification measure. The simplification measure
allows a non-EU service provider to register for VAT in a single
Member State to fulfill its administrative obligations throughout
the EU (however, VAT remains chargeable to non-taxable
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customers at the rate in effect in each customer’s country). If the
simplification measure is used, the non-EU service provider may
only recover any input tax incurred through the EU 13th VAT
Directive scheme (see Section E).

From 1 January 2015, new rules on the place of B2C supplies of
electronic services will be introduced. Effective from that date,
these services will be taxed in the country where the consumer is
established. As a result, from 1 January 2015, EU taxable persons
that supply electronic services (as well as telecommunications
and broadcasting services) will have to charge VAT to non-tax-
able persons established anywhere in the EU, using the destina-
tion principle. EU suppliers will be permitted to discharge their
VAT obligations using a “one stop” scheme, which will enable
them to fulfill their VAT obligations (VAT registration, reporting
and payment) in their home country, including for services pro-
vided in other Member States where they are not established.
Accordingly, EU suppliers will be able to apply a simplification
measure similar to the one that is already in place for non-EU
providers of electronic services (see above).

D. EU VAT rates

EU Member States may apply a standard rate of VAT and one or
two reduced rates. No higher rates may apply. The standard rate
must be at least 15%. Reduced rates may not be less than 5% and
may apply only to certain goods and services listed in Annex III
of the EU VAT Directive (Directive 2006/112/EC). As an excep-
tion to the reduced rate rule, Member States may continue to
apply a reduced rate lower than 5% or to apply a reduced rate to
goods not listed in Directive 2006/112/EC if such rates were in
force in that country on 1 January 1991 or if the rate was agreed
on at the time of the country’s accession to the EU. Special
reduced rates may also apply in certain territories.

Directive 2006/112/EC sets out which supplies of goods and
services may be exempted when supplied within the territory of
the Member State. Exempt supplies do not carry a right to deduct
related VAT on purchases (known as input tax).

The European Commission periodically publishes the VAT rates
that apply in the 28 Member States and provides examples of the
goods and services that benefit from reduced rates in the EU (the
list with rates effective 13 January 2014. See http://ec.europa.eu/
taxation_customs/resources/documents/taxation/vat/how_vat_
works/rates/vat_rates_en.pdf.

E. Recovery of VAT by non-established businesses

Every EU Member State must refund VAT incurred by busi-
nesses that are neither established nor registered for VAT in that
Member State. A non-established business may claim VAT to the
same extent as a VAT-registered business in the Member State.

For businesses established in the EU, refunds are made under the
terms of Council Directive 2008/9/EC. All Member States must
refund VAT to eligible claimants established in other Member
States. Effective from 1 January 2010, the procedure for reim-
bursement of VAT incurred by EU businesses in Member States
where they are not established is replaced by a new fully elec-
tronic procedure, thereby ensuring a quicker refund to claimants.
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For businesses established outside the EU, refunds are made
under the terms of the EU 13th VAT Directive. All Member
States must refund VAT to claimants established outside the EU.
However, Member States may apply a condition requiring the
non-EU country where the claimant is established to provide
reciprocal refunds with respect to its own turnover taxes.

Who is eligible. To be eligible for a refund under Council Directive

2008/9/EC, the claimant must satisfy the following conditions:

* [t must be a taxable person that is not established in the
Member State of refund.

« [t must not have the seat of its economic activity, a fixed estab-
lishment from where business transactions are effected, a domi-
cile or a residence in the Member State where the refund is
requested.

* It must not make supplies of goods or services in the Member
State of refund, with the exception of transport and transport-
related services and supplies of goods and services where the
customer is the taxable person (reverse charge; see Section B).

To be eligible for a refund under the EU 13th VAT Directive, the

claimant must satisfy the following conditions:

* [t must carry out activities that would make it eligible to be a
taxable person in the EU if the activities were conducted there.

* It must not have an establishment, center of economic activity,
registered office or place of residence in the Member State
where the refund is requested.

« It must not make supplies of goods or services in the Member
State where a refund is requested, with the exception of trans-
port and transport-related services and supplies of goods and
services where the customer is the taxable person (reverse
charge; see Section B).

* [f a VAT refund is claimed in any Member State that requires
reciprocal VAT refunds for its citizens, the country where the
claimant is established must satisfy this condition.

Minimum claims. Under Council Directive 2008/9/EC, the mini-
mum claim period is three months, and 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.
Member States may impose higher limits. The minimum claim
limits for non-EU businesses may not be lower than for EU busi-
nesses. The claim limits applied by the individual countries of the
EU are indicated in the respective chapters for such countries.

Documentation. Effective from 1 January 2010, under Council

Directive 2008/9/EC, claimants established in the EU must elec-

tronically submit applicable documentation through an electronic

portal set up by the Member State where they are established. The

refund application must contain the following:

 The applicant’s name, contact details, nature of the business
and bank details

* For each Member State separately, a list of the suppliers, nature
of the purchases, purchase invoices, import documents and VAT
amounts

* On request by the Member State of refund, original invoices or
import documents, if the taxable amount is EUR1,000 or more
(EUR250 for fuel purchases)
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Under the EU 13th VAT Directive, a non-EU claimant must sub-

mit the following applicable documentation to the relevant VAT

office in the Member State where a refund is requested (the rel-
evant offices are listed in the chapters dealing with the individual
countries of the EU):

* The standard application form, which is available in all official
EU languages and in all Member States. However, the form
must generally be completed in the language of the Member
State where the refund is requested.

* Proof of entitlement, which may include a certificate issued by
the tax authorities in the country where the claimant is estab-
lished (required annually).

* Original invoices, import documents, bills, vouchers, receipts or
customs clearance forms supporting the amounts of VAT
claimed.

» Documents appointing a tax representative in countries where
that is required.

Time limits. Under the 13th VAT Directive, claims by non-EU
businesses must generally be submitted within six months after
the end of the calendar year, that is, by 30 June of the following
year for most Member States. This deadline is generally strictly
enforced. However, certain exceptions exist. The deadlines
applied by the individual countries of the EU are indicated in the
countries’ respective chapters.

Under Council Directive 2008/9/EC, the deadline for the elec-
tronic filing of the refund application is 30 September of the
calendar year following the refund period.

Refunds are generally paid within six months after the Member
State receives the claim. Some Member States pay interest on
VAT amounts refunded outside this time limit (for further details,
see the chapters dealing with the individual countries of the EU).

Appeals. All Member States provide an appeal procedure if a
refund is denied.

F. EU filings

INTRASTAT. INTRASTAT is a system of reporting related to
intra-Community transactions made by taxable persons. It was
introduced on 1 January 1993 to allow the collection of statistical
information on intra-Community trade in the absence of customs
controls at the borders. EU businesses must submit information
on a periodic basis to the VAT authorities if they make either
intra-Community supplies or intra-Community acquisitions of
goods in excess of certain limits. Penalties may apply to missing
and late INTRASTAT reports and to errors in reporting. Further
information on the requirements for INTRASTAT reporting is
provided in the chapters dealing with the individual countries of
the EU. Effective from 1 January 2010, a new measure requires
businesses to file INTRASTAT returns for cross-border services
provided to business customers in other EU Member States (for
further details, see the chapters dealing with the individual coun-
tries of the EU).

EU Sales Lists. Taxable persons that make intra-Community sup-
plies must submit EU Sales Lists (ESLs) to the VAT authorities
quarterly. Penalties may apply to missing and late ESL reports
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and to errors in reporting. Further information on the require-
ments for ESL reporting is provided in the chapters dealing with
the individual countries of the EU.

G. Invoicing

The cornerstone of the VAT system is the invoice, which must be
issued for most taxable supplies. However, an invoice is not
required for business-to-customer supplies of services.

The second EU Directive on VAT invoicing was adopted on
13 July 2010, and its provisions were required to be applied by
Member States from 1 January 2013. The Directive aims to pro-
mote and further simplify invoicing rules by removing existing
burdens and barriers. It establishes equal treatment between
paper and electronic invoices without increasing the administra-
tive burden on paper invoices and aims to promote the uptake of
e-invoicing by allowing freedom of choice regarding the invoic-
ing method used.

H. VAT returns

On 23 October 2013, the European Commission put forward a
legislative proposal for a standard VAT return. The aim of the
standard VAT return is to reduce administrative burdens for busi-
nesses, ease tax compliance and make tax compliance across the
EU more efficient. The proposal envisages a simplified and uni-
form set of information that businesses will have to provide to tax
authorities when filing their VAT returns, regardless of the
Member State of submission. The standard VAT return, which
will replace national VAT returns, will ensure that businesses are
asked for the same basic information, within the same deadlines,
across the EU. The Commission’s proposal will have to be
adopted by Member States, after consultation with the European
Parliament. On this basis, the Commission envisages that the
proposed directive will enter into force on 1 January 2017.



245

Finland
www.ey.com/GlobalTaxGuides
www.ey.com/TaxGuidesApp
Helsinki GMT +2

Ernst & Young Oy
Elielinaukio 5 B
00100 Helsinki
Finland

Indirect tax contacts
Kirsti Auranen

Titta Joki-Korpela

+358 (400) 621-692

Email: kirsti.auranen@fi.ey.com
+358 (40) 7523-128

Email: titta.joki-korpela@fi.ey.com

A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Reduced
Other

VAT number format

VAT return periods

Thresholds
Registration

Distance selling

Intra-Community
acquisitions
General rule

Fully exempt businesses

Recovery of VAT by

non-established businesses

B. Scope of the tax

Value-added tax (VAT)
Arvonlisdvero
1 June 1994

Yes

Finnish Ministry of Finance and
National Board of Taxes
(Verohallinto)
(http://www.vero.f1)

24%

10% and 14%

Zero-rated, exempt and exempt
with credit

1234567-8 (used for domestic
trade, imports and exports)
F112345678 (used for intra-
Community trade)

Monthly (or in certain cases
quarterly or annually)

EURS8,500 (not applicable to
non-established businesses and
to municipalities)

EUR35,000

No threshold
EUR10,000

Yes

VAT applies to the following transactions:
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* The supply of goods or services made in Finland by a taxable
person

¢ The intra-Community acquisition of goods and acquisition of
services (as provided in Article 196 of EU Directive 2008/8/
EY) from another EU Member State by a taxable person (see
the chapter on the EU)

» Reverse-charge services received by a taxable person in Finland
(that is, services for which the recipient is liable for the VAT
due)

 Reverse-charge goods purchased by a taxable person in Finland

¢ The importation of goods from outside the EU, regardless of the
status of the importer

For VAT purposes, Finland does not include the insular province
of Ahvenanmaa (Aland Islands). However, the province is part of
the Finnish and EU customs territory.

C. Who is liable

A taxable person is any business entity or individual that makes
taxable supplies of goods or services, intra-Community acquisi-
tions or distance sales, in the course of a business.

The VAT registration threshold of EURS,500 applies to businesses
that are established in Finland or that have a fixed (permanent)
establishment in Finland. The law also includes a tax relief for
small businesses with a turnover of between EURS,500 and
EUR22,500 during the financial year. The tax relief is gradual.
As a result, the amount of the relief decreases as turnover
increases.

Special rules apply to foreign or “non-established” businesses
that have no fixed establishment in Finland.

Under the main rule, the place of supply of services is deter-
mined by the location of the fixed establishment of the purchaser
to which the services are supplied. If no such fixed establishment
of a purchaser exists, the place of supply is the purchaser’s domi-
cile. If the supplier does not have a domicile or a fixed establish-
ment that would intervene in the rendering of the service in the
country of the purchaser, the supplier must invoice the purchaser
for the sale of the service without VAT. Based on the reverse-
charge mechanism, the purchaser reports and pays the VAT on the
supplier’s behalf. The main rule regarding the place of supply of
services (Article 44 of Directive 2008/8/EY) is similar to the
treatment of intangible services before 2010. However, for cer-
tain services (for example, services relating to immovable prop-
erty, passenger transport, arranging of events and catering
services), exceptions to the main rule exist.

Group registration. Group registration may be granted to taxable
persons that supply exempt financial or insurance services and to
other taxable persons controlled by financial or insurance com-
panies. Group members must have close “financial, economic
and administrative relationships.” All members of the VAT group
must be established in Finland. However, Finnish fixed establish-
ments of foreign entities may belong to a VAT group.

Group members are treated for VAT purposes as a single taxable
person. No VAT is charged on transactions between group mem-
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bers. Members are jointly responsible for all VAT liabilities of the
group.

Cost sharing. Effective 1 January 2014, an independent group of
domestic or foreign persons may be granted a VAT exemption on
services the group supplies to its members, subject to several
conditions, among them that the provision of those supplies does
not cause any distortion of competition. The legal form of the
group of persons or the member is not restricted in the VAT Act.
It is recommended that the group request an advance ruling from
Finland’s VAT authorities before launching a cost-sharing
arrangement.

Non-established businesses. A “non-established business” is a
business that has no fixed establishment in Finland. A non-
established business that makes taxable supplies in Finland is not
required to register for VAT if the reverse-charge rule applies to
all of its transactions. Under the reverse-charge rule, the Finnish
customer is responsible for accounting for the VAT. However, a
non-established taxable person may opt to register for VAT pur-
poses in Finland. In such case, the reverse-charge rule no longer
applies except for certain supplies of construction services.

The reverse-charge rule applies to most supplies of goods and

services. The reverse-charge rule does not apply to the following

transactions:

* Supplies of goods and services to private individuals

* Supplies of goods and services to a non-established business
that does not have a fixed establishment in Finland and has not
opted to be registered for VAT in Finland

» Distance sales in excess of the annual threshold

* Supplies of passenger transport, supplies of the right to entry to
educational, scientific, cultural, entertainment or sporting
events and other similar events, as well as services directly
related to the admission to such events

If the reverse charge does not apply, the non-established business
must register for VAT in Finland. The VAT registration threshold
does not apply to supplies made by a non-established business
that does not have a fixed establishment in Finland.

When registering for VAT in Finland a foreign entrepreneur must
fill in an explanatory form concerning the business activities
conducted by it in Finland. The explanatory form is an enclosure
to the VAT registration. The Finnish tax authorities are likely to
use the information provided on the form in its determination of
whether the foreign entrepreneur has a permanent establishment
in Finland.

A non-established business that is involved in intra-Community
trade in Finland must notify the Finnish VAT authorities of its
activities (see the chapter on the EU). Consequently, even if the
business does not have to register for VAT (for example, because
the reverse charge applies to its sales), it must still notify the
Finnish VAT authorities of the fact that it has begun activities. It
must also report details of its intra-Community trade to the VAT
authorities on a monthly basis. The procedure for registering
for the “notification duty” is the same as for general VAT regis-
tration.
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Alternatively, a non-established business may opt to register for
VAT. If a non-established business opts to register for VAT, it may
recover Finnish input VAT more quickly through its periodic tax
returns. The taxpayer must file a periodic tax return that contains
VAT information and information regarding other taxes reported
through the “tax account” (see Section I).

Tax representatives. A non-established business that must regis-
ter for VAT in Finland is not required to appoint a tax representa-
tive, but it may choose to do so. In practice, many non-established
businesses appoint tax representatives to deal with correspon-
dence from the Finnish VAT authorities, because it is normally
written in Finnish or Swedish.

However, if a non-established business opts to register for VAT in
Finland when it is not required to do so (for example, because the
reverse charge would apply to its transactions), it must appoint a
tax representative resident in Finland. This obligation applies
only to businesses that do not have a domicile or a fixed estab-
lishment in the EU. The Finnish VAT authorities must approve
the tax representative. The representative is not liable for any
VAT due.

Late-registration penalties. No specific penalty is levied for late
VAT registration in Finland. However, if the late registration
results in the late submission of VAT returns or the late payment
of VAT, penalties are assessed for these errors.

Reverse charge in domestic trade. The reverse-charge mechanism
is also applied to the following two types of domestic sales:

* Sales of emission rights

* Sales of construction services

* Sales of investment gold

If a purchaser registered for VAT in Finland purchases emission
rights, the purchaser must pay the tax, effective from 1 August 2010.

The reverse charge is applied to the domestic supply of construc-
tion services (also labor leasing for construction work). The
reverse-charge rules for construction services are effective from
1 April 2011. The reverse-charge mechanism is applied to sup-
plies of construction work with respect to immovable property in
accordance with specific requirements. The nature of the service
and the status of the buyer are decisive in determining whether
the supplied service falls under the reverse-charge mechanism.
The condition for the buyer is that the buyer is a business
engaged in the sale of building services on an ongoing basis.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to a rate of VAT, including the zero rate. The
term “exempt supplies” refers to supplies of goods and services
that are not liable to tax. Exempt supplies do not give rise to a
right of input tax deduction for related expenditure (see Section
F). Zero rate supplies can also be classified as “exempt with
credit,” which means that no VAT is chargeable, but the supplier
may recover related input tax. Examples of exempt with credit
supplies include intangible services supplied to another taxable
person established in the EU or to a recipient outside the EU (see
the chapter on the EU).
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The following are the current VAT rates in Finland:
« Standard rate: 24%

* Reduced rates: 10% and 14%

e Zero rate (0%)

Until 31 December 2012 the VAT rates were 23%, 9% and 13%.

The standard rate of VAT applies to all supplies of goods or ser-
vices, unless a specific measure allows a reduced rate or exemption.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at a reduced rate of VAT.

Examples of exempt supplies of goods and services
* Land and buildings
* Financial transactions
* Insurance
* Education (as defined by law)
* Health and welfare
* Transfers of copyright ownership
« Universal postal services supplied by universal postal service
providers

Examples of goods and services taxable at 0%
* Exports of goods
Examples of goods and services taxable at 10%
* Cinema
* Sporting services
* Books
* Medicine
* Passenger transport
* Accommodation
» Compensation from copyrights received by a copyright organi-
zation that represents the copyright holders
» Newspapers and periodicals sold by subscription for a mini-
mum of one month (effective from 1 January 2012)

Examples of goods and services taxable at 14%
* Most foodstuffs including restaurant and catering services
(food served at restaurants)
 Animal feed
* Drinking water

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.” The basic time of supply is the month in which the
goods are delivered or the services are performed.

During the accounting year, a taxable person may account for
VAT on the basis of invoices issued and received. At the end of
the accounting year, the VAT reporting must be adjusted to follow
the basic time of supply (that is, on the basis of goods delivered
and services performed).

Prepayments. The time of supply for an advance payment or
prepayment is when the payment is received by the supplier (even
if the supplier has not yet issued an invoice or made the supply).

Intra-Community acquisitions. The basic time of supply for an
intra-Community acquisition of goods is the month following the
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month in which the goods are received (that is, when the acquisi-
tion occurs). However, if the supplier issues an invoice in the
month in which the goods were received, the time of supply is the
month when the acquisition takes place.

Imported goods. The time of supply for imported goods is the
date of the written customs clearance confirming that the import-
ed goods are in “free circulation” in the EU following their direct
importation or their release from a customs regime. This is not
necessarily the date on which the goods are imported.

Continuous delivery. The time of supply of continuous delivery is
the month in which a settlement period ends. A service for which
invoicing is based on time spent rather than on amounts received
is considered to be continuous delivery.

Cash accounting. Finland has not implemented Article 167a from
Directive 2006/112/EC. A taxable person may use a cash
accounting scheme during the financial year, but in the last VAT
return of the financial year, the bookkeeping must be adjusted to
an accrual basis.

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.

Input tax includes VAT charged on goods and services supplied
within Finland, VAT paid on imports of goods and VAT self-
assessed on the intra-Community acquisition of goods and acqui-
sition of services (as provided in Article 196 of EU Directive
2008/8/EY) and reverse-charge goods and services.

A valid tax invoice that fulfills the requirements of the Finnish
VAT invoicing rules (see Section H) or a customs document must
generally accompany a claim for input tax.

Nondeductible input tax. Input tax may not be recovered on pur-
chases of goods and services that are not used for business pur-
poses (for example, goods acquired for private use). In addition,
input tax may not be recovered for some items of business expen-
diture.

The following lists provide some examples of items of expendi-
ture 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

* Business entertainment

* Purchase, lease, hire and maintenance of passenger cars and
cars for mixed purposes (that is, cars designed and equipped for
carrying passengers and goods), unless used exclusively for
business use

* Private use of trucks and vans

* Fuel for private cars

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

* Hotel accommodation (however, VAT on hotel breakfast is not
deductible)

* Books

* Advertising

* Staff entertainment (subject to limitations)

* Home and mobile telephone bills (portion of private use is
nondeductible)

* Attendance at conferences, seminars and training courses

¢ Fuel and maintenance of vans, to the extent used for business
purposes

* Public transport and taxis

Partial exemption. Input tax directly related to the making of
exempt supplies is not generally recoverable. If a Finnish taxable
person makes both exempt supplies and taxable supplies, it may
not recover input tax in full. This situation is referred to as “par-
tial exemption.”

In Finland, the amount of input tax that a partially exempt

business may recover is calculated in the following two stages:

* The first stage identifies the input VAT that may be directly
allocated to exempt and to taxable supplies. Exempt with
credit supplies are treated as taxable supplies for these purposes.
Input tax directly allocated to exempt supplies is not deductible.
Input tax directly allocated to taxable supplies is recoverable in
full.

» The second stage prorates the remaining input tax that relates
to both taxable and exempt supplies, in order to allocate a
portion to taxable supplies (which may then be recovered). For
example, this treatment applies to the input tax related to gen-
eral business overhead. The pro-rata calculation is normally
based on the value of taxable supplies made compared to the
total value of supplies made, but other well-founded methods of
apportionment may be used.

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. In Finland, special
treatment for capital goods is restricted to purchases of land and
buildings and to construction and fundamental improvements.

Special rules apply to deductions on real estate investments,

including:

* Input tax on real estate investments is deducted in the VAT year
in which the goods or services are acquired for taxable business
purposes. The amount of input tax recovered depends on the
use of the immovable property for taxable business activity. If
the use of the property for taxable business activity increases or
decreases, the amount of input tax recovered is adjusted. The
right or obligation to adjust relates only to real estate used for
business purposes.

* The adjustment period is 10 years, beginning with the year in
which the construction or renovation work is completed. This
period also applies to certain cases in which the real estate is
taken into use after the completion of the real estate investment
(that is, cases in which the real estate is not taken into use
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immediately after the real estate investment has been complet-
ed). Each year 1/10 of the input VAT paid for the real estate
investment is subject to adjustment.

The annual adjustment may result in either an increase or a
decrease of deductible input VAT, depending on whether the
portion of taxable use of the property has increased or
decreased compared with the year in which the investment was
made. The annual adjustment is reported in the last periodic tax
return of the calendar year in question (that is, the periodic tax
return for December). Adjustments do not apply to operating
costs or maintenance costs.

If the immovable property is sold to a business, the right or
liability for adjustments is transferred to the acquiring business.
In some cases, a full adjustment is made instead of annual
adjustments.

The adjustment and monitoring rules also apply to tenants that
have made real estate investments with respect to the leased
premises. Consequently, with respect to the transfer of the
adjustment obligation, the status of the tenant is comparable to
the status of the owner of the immovable property.

.

Other rules may also apply to certain circumstances, such as a
sale of the real estate that is under construction.

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.

Under the so-called “tax account” procedure, the amount of VAT
that has not been used for the payment of VAT due during the tax
period (that is, the input tax credit) is set off against other taxes
due if needed or otherwise refunded to the taxpayer after the tax
period. Alternatively, the taxpayer can allocate the amount of
VAT into the tax account. This amount can be used for the pay-
ment of the VAT due in the future. As a result of the introduction
of the tax account procedure, two earlier practices are, in general,
no longer applicable: the VAT advance refund procedure that
applied during the accounting period and the VAT refund proce-
dure that applied after the accounting period. For further infor-
mation, see Section I.

G. Recovery of VAT by non-established businesses

Finland refunds VAT incurred by businesses that are neither estab-
lished in Finland nor registered for VAT there. A non-established
business is allowed to claim recovery of Finnish VAT to the same
extent as a VAT-registered business.

Effective 1 January 2010 for businesses established in the EU,
refund is made under the terms of EU Directive 2008/9. The
Finnish VAT Act was amended to reflect EU Directive 2008/9.

For businesses established outside the EU, refund is made under
the terms of the EU 13th Directive. Finland does not exclude
claimants from any non-EU country from the refund process.

For the general VAT refund rules applicable to the EU 8th and 13th
Directive refund schemes, see the chapter on the EU.

Refund application. Under EU Directive 2008/9, a claim form
must be filed electronically with the domestic tax authorities of
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the taxpayer’s country (for example, if the fixed establishment or
domicile of the taxpayer is Finland, the competent tax authority
is located in Finland). After a preliminary review of the claim
form, the tax authorities will forward the claim form electroni-
cally to the tax authorities of the country of destination. The
taxpayer must attach to the claim form scanned copies of the
purchase invoices and other documents, such as importation
documents with a tax base of at least EUR1,000. In addition, the
tax authorities of the country of destination may also demand to
see the original invoices and documents.

The claim form may have to contain a closer specification of the
invoices and importation documents (among others, the nature of
the purchased goods or services itemized to different codes).

For refund applications under the 13th Directive, the deadline for
refund claims is 30 June of the year following the year in which
the supply was made. The date of supply may be earlier than the
date of the invoice. The deadline for claims is strictly enforced.

Claims must be submitted in Finnish, English or Swedish. The
refund application must be accompanied by the appropriate
documentation.

The minimum claim period is three consecutive months during
the same calendar year. The maximum claim period is one year.
The minimum claim amount for a period of less than a year is
EUR400. For an annual claim, the minimum amount is EUR50.

Applications for refunds of Finnish VAT may be sent to the fol-
lowing address:

Uudenmaan Verovirasto
Yritysverotoimisto
PL34

00052 VERO

Finland

H. Invoicing

VAT invoices and credit notes. A Finnish taxable person must
generally provide a value-added taxable invoice for all supplies
made to other taxable persons and to all legal entities, including
exports and intra-Community supplies. As of 1 January 2013
there is no longer an obligation to issue invoices for advance pay-
ments for intra-Community supplies. Invoices are required for
supplies to private persons regarding intra-Community supplies
of new means of transport and distance sales.

Both sales and purchase invoices must be in accordance with the
Finnish VAT invoicing rules. A purchaser of goods and services
may recover the input VAT on the purchase only if it retains an
invoice that fulfills the requirements. If purchase invoices do not
fulfill all the requirements, the purchaser may lose the right to
recover the input VAT, unless the inadequate invoice is replaced
with a new (corrected) invoice.

Under the EU Directive 2010/45/EU, effective from 1 January
2013, an invoice for intra-Community supplies of goods carried
out in accordance with the conditions specified in Article 138 or
for supplies of services for which VAT is payable by the cus-
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tomer pursuant to Article 196 must be issued on the 15th day of
the month following at latest.

The following information must be included in the invoice:

* Invoice date.

* A sequential number, based on one or more series, which
uniquely identifies the invoice.

» The VAT identification number of the supplier. For domestic

supplies, it is the business identification number while, for

intra-Community supplies and supplies of services mentioned

in amended Article 44 of EU Directive 2006/112/EY, it is the

EU VAT number.

The VAT identification number of the customer if the customer

or buyer is liable to pay tax on goods supplied or services ren-

dered, if the goods have been supplied as an intra-Community

supply or if the service is a supply mentioned in amended

Article 44 of EU Directive 2006/112/EY.

The full name and address of the supplier and the customer or

buyer.

The quantity and nature of the goods supplied or the extent and

nature of the services rendered.

The date on which the supply of goods and services is made or

completed. For an advance payment, the invoice must show the

date on which the payment on account is made if such date may

be determined and differs from the date of issuance of the

invoice.

The taxable amount (excluding VAT) for each VAT rate or

exemption, the unit price exclusive of VAT and the amount of

any discount or rebates if they are not included in the unit price.

The VAT rate applied (for each VAT rate).

The VAT amount payable in euros (unless the margin scheme

applicable to secondhand goods, works of art, collectors’ items

and antiques is applied).

In the case of an exemption, a reference to the appropriate pro-

visions of the Finnish VAT Act or the EU VAT Directive, or any

other reference indicating that the supply of goods or services

is exempt.

If the customer is liable for the payment of the VAT, the refer-

ence “Reverse charge” must be used.

If the customer receiving a supply issues the invoice instead of

the supplier, the reference “Self-billing” must be used.

Information regarding new means of transport sold to another

Member State (such as date of sale, date of first use, cubic

displacement or power rating of the engine, mileage driven).

If the margin scheme for travel agents is applied, the reference

“Margin scheme — Travel agents” must be used.

If one of the special arrangements applicable to secondhand

goods, works of art or collectors’ items and antiques is applied,

the reference “Margin scheme — secondhand goods, works of

art or collectors’ items and antiques” must be used.

* Indication of the sales of taxable investment gold.

« If a corrected invoice (for example, a credit note) is issued, an
unambiguous reference to the original invoice.

In some specific cases, the invoicing requirements are less
detailed. Less-detailed invoices may be issued in the following
cases:

* Invoices for amounts up to EUR400 (including VAT).
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« Invoices relating to supplies made by certain businesses whose
clients are principally private persons, such as retailers and
kiosks, and hairdressers.

* Invoices regarding passenger transport or restaurant services
and receipts concerning parking meters and vending machines.
For these invoices, only the following information must be
included:

— The invoice date.

— The supplier’s name.

— The supplier’s VAT identification number.

— The quantity and nature of the goods supplied or the nature
of the services rendered.

— The amount of VAT payable (at each VAT rate) or the taxa-
ble amount exclusive of VAT (at each VAT rate).

A VAT invoice is necessary to support a claim for input tax
deduction or a refund under the EU Directive 2008/9 or 13th
Directive refund schemes (see the chapter on the EU).

A VAT credit note may be used to reduce the VAT charged and
reclaimed on a supply.

Electronic invoicing. Effective 1 January 2013, the VAT law has
been amended to permit electronic invoicing in line with EU
Directive 2010/45/EU.

Proof of exports and intra-Community supplies. Finnish VAT is not
chargeable on supplies of exported goods or on the intra-Commu-
nity supply of goods. However, to qualify as VAT-free, exports and
intra-Community supplies must be supported by evidence, such
as proof that the goods have left Finland. Acceptable proof
includes the following documentation:

* For an export, a copy of the export document, officially vali-
dated by customs. The authorities may also approve the use of
other documentation such as consignment notes (or other com-
mercial evidence) or the import declaration of the customs
destination. Depending on the party that arranges the transpor-
tation, other requirements may need to be satisfied for the VAT
exemption to be allowed.

* For an intra-Community supply, the supplier must include the
purchaser’s valid EU VAT identification number (issued by an
EU Member State other than Finland) on the sales invoice and
must retain commercial documentation (for example, transport
documentation, consignment notes, proof of payment and proof
of receipt of the goods) to show evidence of the transportation
of the goods from Finland to another EU Member State.

Foreign-currency invoices. A valid Finnish VAT invoice may be
issued in a foreign currency, but the VAT amount must be con-
verted to euros using the latest selling rate of the Bank of Finland
or the rate published by the European Central Bank at the time
the tax becomes chargeable.

I. VAT returns and payment

Periodic tax returns. Finnish periodic tax returns are submitted
monthly or, in certain cases, quarterly or annually.

Under the “tax account” procedure, the taxpayer files one
periodic tax return that consists of VAT information and also
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information regarding other taxes reported though the tax
account. In general, the periodic tax return must be filed
electronically by the 12th day of the 2nd month following the
return period. If the taxpayer files a periodic tax return on paper
(that is, other than electronically), the due date is the seventh day
of the second month following the return period. If the taxpayer’s
tax period is a calendar year, the due date for the tax return and
payment of the tax due is the 28th day of the 2nd month following
the return period. The periodic tax return is considered to be filed
on time when the Finnish tax authorities receive the tax return
within the prescribed period. For example, the due date for the
January 2014 tax return is 7 March 2014 or 12 March 2014,
depending on whether the tax return is filed on paper or
electronically.

Under the tax account procedure, all of the taxes and payments
are entered in a tax account maintained by the tax authority. The
taxpayer must pay all the taxes due in euros by the 12th day of the
month by using a certain reference number. The tax account pro-
cedure replaces the former VAT advance refund procedure that
applied during the accounting period and, to some extent, also the
VAT refund procedure that applied after the accounting period.
The amount of VAT that is not used for the payment of VAT due
during the tax period is set off against other taxes due if needed
or otherwise refunded to the taxpayer after the tax period.
Alternatively, the taxpayer can retain the VAT in the tax account
and use it for the payment of the VAT due in the future. Voluntary
extensions of VAT reporting and payment periods to a quarter or
a year are available for small companies (turnover not more than
EURS50,000 or EUR25,000 per calendar year, respectively).

The supply and acquisition of services that fall under the new
principal rule for the place of supply of services (Article 44 of
Directive 2008/8/EY; see Section C) must be reported in the
periodic tax return, effective from 1 January 2010, as well as in
EU Sales Lists (ESLs; see Section J).

Penalties. For the late payment of VAT, interest at an annual rate
of 8% is assessed for 2013 beginning with the day following the
due date to the date of payment.

If the periodic tax return is filed late, a punitive tax increase is
separately assessed at an annual rate of 15%. Until 31 December
2012 the annual late filing interest was 20%. The minimum pen-
alty payment is EURS per type of tax due, up to a maximum
EURT15,000 per type of tax, or the amount of tax due, whichever
is lower. This penalty is imposed even if no tax was due in an
amount of EURS per type of tax. In most cases, the separate
penalty payment is not imposed if a punitive tax increase is
imposed.

J. EU filings

INTRASTAT. A Finnish taxable person that trades with other EU
countries must complete statistical reports, known as
INTRASTAT, if the value of its sales or purchases exceeds cer-
tain thresholds. Separate reports are required for intra-Communi-
ty acquisitions (INTRASTAT Arrivals) and for intra-Community
supplies (INTRASTAT Dispatches).
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The threshold for INTRASTAT Arrivals for 2014 is increased to
EURS500,000.

The threshold for INTRASTAT Dispatches for 2014 is
EURS500,000.

Finnish taxable persons must complete INTRASTAT declarations
in euros.

The INTRASTAT return period is monthly. The submission
deadline is the 10th business day following the return period.

A penalty is assessed for late filing or for a failure to submit a
return or for the submission of an incorrect INTRASTAT return
in an amount ranging between EUR10 and EUR2,500.

EU Sales Lists. If a Finnish taxable person makes intra-Communi-
ty supplies, it must submit an EU Sales List (ESL; also called EU
recapitulative statement) to the Finnish tax authorities. An ESL is
not required for any period in which a taxable person does not
make any intra-Community supplies. Supplies falling under Article
44 of the EU Directive must be reported on an ESL if the pur-
chaser is located in the EU and is liable to pay the VAT on behalf
of the supplier in the country where the purchaser is established.

The reporting period for an ESL is one month. The due date for
filing the ESL is the 20th day of the month following the month
of the transaction. The ESL must be filed electronically. Subject
to certain conditions, the tax authorities can allow the taxpayer to
file the ESL in paper format if a request is made.

The tax authorities may impose a penalty fee from EURS0 to
EUR1,700 for late or inaccurate ESLs.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Reduced
Other

VAT number format

VAT return periods
(thresholds effective
1 January 2014, with
annual adjustments)
Monthly

Quarterly

(quarterly VAT returns
and prepayments

with annual payment)

No VAT return
(no liability to VAT
except on election)

Thresholds
Registration
Distance selling
Intra-Community

acquisitions

Value-added tax (VAT)
Taxe sur la valeur ajoutée (TVA)
10 April 1954

Yes

French Ministry of Finance
(http://www.impots.gouv.fr)

20%
2.1%, 5.5%, 10%
Exempt and exempt with credit

FR31832375831

VAT due annually exceeds
EUR4,000 and turnover exceeds
EUR783,000 (goods) or
EUR236,000 (services)

VAT due annually less than
EUR4,000 or turnover between
EURS82,200 and EUR783,000
(goods) or between EUR32,900
and EUR236,000 (services)

Turnover less than EUR82,200
(goods) or EUR32,900
(services)

None
EUR100,000

EUR10,000 (under specific
conditions)
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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 performed in France by a tax-
able 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 France
(that is, services for which the recipient must account for the
VAT due)

* The importation of goods from outside the EU, regardless of the
status of the importer

For VAT purposes, the territory of France includes Corsica and
Monaco. The Overseas Dependencies of Guadeloupe, Martinique
and Réunion are considered to be non-EU countries with respect to
the other EU Member States (see the chapter on the EU). VAT does
not apply in French Guiana (Guyane).

C. Who is liable

A taxable person is any business entity or individual that performs
taxable supplies of goods or services, intra-Community acquisi-
tions or distance sales, in France in the course of a business.

Under the franchise regime, the following thresholds, effective
1 January 2014 and adjusted annually, apply to small French-
established businesses:

* Sales of goods: EUR82,200

* Supplies of services: EUR32,900

A taxable person that begins business activity in France must
notify the French VAT authorities and register for VAT within
15 days.

Special rules apply to foreign or “non-established” businesses.

Group registration. Subject to certain requirements, VAT group-
ing is permitted under the French VAT law. Effective from
1 January 2012, an election to create a VAT group is allowed,
with the election taking effect at the beginning of the following
financial year. The VAT group is considered to be a single entity
with respect to the VAT payment. As a result, all VAT liabilities
due and input VAT (VAT credit) held by the group members are
compensated within the group. However, each member of the VAT
group must submit its own VAT return for information purposes.

Non-established businesses. A “non-established business” is a
business that has no fixed establishment in the territory of
France. If a non-established taxable person exclusively performs
supplies that are subject to the reverse-charge mechanism, it does
not need to register for VAT in France.

Previously, entities that were not established in France and that
made supplies subject to French VAT were not required to regis-
ter for VAT in France because the French VAT was payable by the
recipient registered for VAT in France (except for specific goods
and services). However, the European Court of Justice recently
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found that the “repondant” mechanism was not in compliance
with the EU VAT Directive, and therefore the mechanism has
been cancelled, effective from October 2012.

Non-established businesses should review their French VAT reg-
istration status. In addition, a French VAT registration may be
necessary to fulfill INTRASTAT obligations (see Section J).

Tax representatives. Businesses established in the EU may regis-
ter for French VAT without appointing a tax representative in
France. However, businesses established in the EU may appoint
a tax agent in France to act on their behalf.

Businesses that are established outside the EU except in
Argentina, Australia, Azerbaijan, Georgia, India, Iceland,
Mexico, Moldova, Norway, Republic of Korea and Saint
Barthélémy must appoint a tax representative to register for VAT.
The tax representative is jointly and severally liable with the
non-established businesses represented by it for all French VAT
liabilities.

Late-registration penalties. No specific penalty is imposed for
late VAT registration. However, interest and penalties may apply
if a late registration results in the late payment of French VAT.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-

vices that are subject to VAT, including a reduced or super-reduced

rate. The term “exempt supplies” refers to supplies of goods and

services that are within the scope of VAT but that are not liable to

tax. In principle, exempt supplies do not give rise to a right to

recover input tax on related expenditure (see Section F). Some

supplies are classified as “exempt with credit,” which means that

no VAT is chargeable, but the supplier may recover related input

tax. Exempt with credit supplies include the following:

* Specified financial transactions

* Exports of goods outside the EU and related services

¢ Intra-Community supplies of goods

* Supplies of intangible services to other taxable persons estab-
lished in the EU or to recipients outside the EU (see the chapter
on the EU)

Mainland France. In mainland France, the following are the VAT
rates:

« Standard rate: 20%

¢ Reduced rates: 2.1%, 5.5% and 10%

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

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at a reduced VAT rate.

Examples of exempt supplies of goods and services
¢ Land under specific conditions
* Financial transactions
* Buildings completed for more than five years
* Insurance
* Education
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* Health and welfare
* Betting and gaming

Examples of goods and services taxable at 2.1%
» Pharmaceuticals

Examples of goods and services taxable at 5.5%
 Foodstuffs

Examples of goods and services taxable at 10%
* Accommodation

Corsica. On the island of Corsica, the standard rate is 20%.
However, rates of 0.9%, 10% and 13% apply to specified goods
or services. The 0.9% rate applies to the first performance of
certain theatrical performances and circuses. The 10% rate applies
to work on immovable property, to agricultural equipment and to
sales of restaurant food for consumption on the premises. The
13% rate applies to petroleum products. A reduced rate of 2.1%
applies to the supplies of goods and services that are subject to
the reduced rate of 5.5% in mainland France.

Overseas Dependencies (Guadeloupe, Martinique and Réunion). In
the Overseas Dependencies of Guadeloupe, Martinique and
Réunion, the standard rate is 8.5%. A reduced rate of 2.1% applies
to the supplies of goods and services that are subject to the 5.5%
rate in mainland France. A special VAT rate of 1.05% applies to
periodicals.

E. Time of supply

In France, the time when the legal conditions necessary to deter-
mine the VAT liability are fulfilled is called the “tax event,” while
the time when VAT becomes due and recoverable is called the
“tax due point.” Different tax event rules and tax due point rules
apply to supplies of goods and supplies of services.

Goods. 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 that the supplier retains ownership of the goods, the tax
is due at the moment of the physical transfer of the goods from
the supplier to the buyer.

Services. The tax event for services is the moment when the ser-
vices are performed, while the tax due point is the date of the
effective payment. However, the supplier may opt to account for
VAT on an accrual basis; that is, when the services are rendered
and the invoice is issued. In principle, if the consideration for a
supply of services is paid in installments, VAT is due on the
receipt of each installment.

Reverse charge. The time of supply for a reverse-charge service
received by a French taxable person is the date of payment for the
service, unless the recipient of the service has opted to account
for VAT on an accrual basis.

New rules are effective from 1 January 2010.

Intra-Community acquisitions. The tax event for an intra-Commu-
nity acquisition of goods is the moment of the introduction of the
goods in France. The tax due point is the 15th day of the month
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following the month in which the acquisition occurred. If the
supplier issues an invoice before this date but after the tax event,
the tax due point is the date of the invoice.

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.

Cash accounting. France has not implemented the optional
scheme under Article 167a but has implemented article 66b (as
referred to in article 167a) for supplies/receipt of services only.

F. Recovery of VAT by taxable persons

A taxable person may recover input VAT charged on goods and
services supplied to it for business purposes. A taxable person
generally recovers input tax by offsetting it against output VAT
charged on supplies made. Input tax includes VAT charged on
goods and services supplied in France, 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 recovered on
purchases of goods and services that are not used for business
purposes (for example, goods acquired for private use). In
addition, input tax may not be recovered for some items of
business expenditure.

The following lists provide some examples of items of expendi-
ture for which input tax is not recoverable and examples of items
for which input tax is recoverable, except in specific cases.

Examples of items for which input tax is not recoverable
* Hotel accommodation for employees
* Petrol
* Transport
* Purchase, lease and maintenance of passenger cars
* Business gifts valued at more than EUR6S including VAT

Examples of items for which input tax is recoverable
(if related to a taxable business use)
* Restaurant meals and entertainment for employees and clients
» Hotel accommodation for clients
« Attending conferences, exhibitions and training seminars
* Books
* Motorway tolls
* Liquefied petroleum gas (LPG)
¢ Purchase, lease and maintenance of vans and trucks
* Diesel fuel for vans and trucks
* Advertising
* Business use of a home telephone

Partial exemption. Input tax directly related to exempt supplies is
not generally recoverable. If a French taxable person performs
both exempt supplies and taxable supplies, it may not recover a
portion of input tax. This situation is referred to as “partial
exemption.”
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In France, the amount of input tax that may be recovered is cal-

culated in the following two stages:

» The first stage identifies the input VAT that may be directly
allocated to exempt and to taxable supplies. Exempt with credit
supplies are treated as taxable supplies for these purposes. Input
tax directly allocated to exempt supplies is not deductible. Input
tax directly allocated to taxable supplies is fully recoverable.

» The second stage prorates the remaining input tax that relates
to both taxable and exempt supplies to allocate a portion to tax-
able supplies (which may be recovered). For example, this treat-
ment applies to the input tax on general business overhead.

Alternatively, a taxable person may apply the recovery ratio to all
of its purchases of goods and services.

A taxable person that performs within the same business entity
different types of business activities that are subject to different
VAT rules (referred to as “Separate Business Units”) must main-
tain separate accounts for each branch of activity and compute its
recovery rights separately for each business unit.

Capital goods. Capital goods are items of capital expenditure that
are used in a business over several years. Input tax is recovered in
the VAT year in which the goods are acquired. The amount of input
tax recovered depends on VAT recovery rights in the year of acqui-
sition. However, the amount of input tax for capital goods must be
adjusted over time if the VAT recovery rights fluctuate by more
than 10 percentage points (since 1 January 2008) during the adjust-
ment period, depending on the effective use of the fixed assets.

In France, the capital goods adjustment applies to the following

assets for the number of years indicated:

* Buildings: for 19 years following the year in which they are
acquired (that is, 20 years in total). This rule applies to build-
ings acquired on or after 1 January 1996.

* All other fixed assets: for four years after the year in which they
were purchased, acquired under an intra-Community acquisition,
imported or used for the first time (that is, five years in total).

The adjustment is applied each year following the acquisition, to
a fraction of the total input tax (1/20) for land and buildings and
1/5 for other fixed assets). The adjustment may result in either an
increase or a decrease of recoverable input VAT, 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.

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 input tax credit
may be carried forward to offset output tax in subsequent return
periods, until it is used up.

A refund of the input tax credit may be requested at the end of
the calendar year if the total amount refundable is at least
EURI150. A refund may also be requested at the end of a calendar
month if the amount refundable is at least EUR760.

Taxable persons that principally perform supplies that are exempt
with credit may claim monthly repayments, under certain
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conditions. Supplies that are exempt with credit include exports,
intra-Community supplies of goods, supplies of international
transport and supplies of intangible services to businesses estab-
lished in the EU or to persons established outside the EU.

G. Recovery of VAT by non-established businesses

France refunds VAT incurred by businesses that are neither estab-
lished in France nor registered for VAT there. Non-established
businesses may claim French VAT to the same extent as VAT-
registered businesses.

For businesses established in the EU, refund is made under the
terms of the EU 8th Directive. For businesses established outside
the EU, refund is made under the terms of the EU 13th Directive.
France does not exclude any non-EU countries from the refund
process.

For the general VAT refund rules under the EU 8th and 13th
Directive refund schemes see the chapter on the EU.

Refund application. Under the EU 13th Directive, the deadline for
refund claims is 30 June of the year following the calendar year
in which the tax is incurred. This deadline is strictly enforced.

The minimum claim period is three months. The maximum claim
period is one year. The minimum claim for a period of less than
a year is EUR200. For an annual claim, the minimum amount is
EUR25.

As a result of the implementation of the VAT package, the dead-
line for VAT refund claims under the EU 8th Directive is extended
to 30 September of the year following the calendar year in which
the tax is incurred.

Claims must be submitted in French. 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 claim
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
EURS50.

Applications for refunds of French VAT must be sent to the fol-
lowing address:

Service de remboursement de la TVA aux assujettis étrangers
10 rue du Centre

TSA 60015

93 465 Noisy-Le-Grand Cedex

France

As a result of the implementation of the VAT package, VAT refund
claims filed under the EU 8th Directive procedure must, in prin-
ciple, be submitted electronically.

Repayment interest. If the refund is not made within six months
(possibly four months under the new rules for the EU 8th
Directive procedure), the French VAT authorities must pay inter-
est to the claimant if the refund claim complies with all of the
requirements.
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H. Invoicing

VAT invoices and credit notes. A French taxable person must
generally provide a VAT invoice for all taxable supplies per-
formed, including exports and intra-Community supplies.
Invoices are not automatically required for retail transactions,
unless requested by the customer. An invoice must be issued as
soon as the supply has taken place.

A commercial invoice is necessary to support a claim for input tax
under the domestic procedure or a refund under the EU 8th or 13th
Directive refund schemes (see the chapter on the EU).

Under the French Administrative Guidelines, a VAT credit note
may be used for transactions involving French clients to correct
the VAT amount charged and reclaimed on a supply. The VAT
amount credited must be separately itemized and it must be
cross-referenced to the original VAT invoice.

Electronic invoicing. Effective 1 January 2013, the VAT law has
been amended to permit electronic invoicing in line with EU
Directive 2010/45/EU.

Proof of exports and intra-Community supplies. French 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 indicating that the goods have left
France. Acceptable proof includes the following documentation:
* For an export, 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.

* For an intra-Community supply, the supplier must include the
purchaser’s EU VAT identification number on the sales invoice
and specific wording. The supplier must also retain commercial
documentation (for example, purchase orders, transport docu-
mentation, proof of payment and a copy of the customer’s
invoice stamped for receipt of the goods).

Foreign-currency invoices. If a French VAT invoice is issued in a
foreign currency, the VAT amount to be paid must be converted
to euros using the rate published by the French Central Bank for
the date of the supply. For intra-Community transactions, the
customs rate (published monthly) may be used. If a taxable per-
son chooses to use the customs rate, such rate must be used for
all intra-Community trade, for at least one calendar year for both
VAT returns and INTRASTAT returns (see Section J).

I. VAT returns and payment

VAT returns. The VAT return period depends on the taxable per-

son’s turnover. Effective 1 January 2014, the following thresholds

apply:

* Monthly if the VAT due annually exceeds EUR4,000 and turn-
over exceeds EUR783,000 (goods) or EUR236,000 (services)

* Quarterly (with prepayments and an annual payment) if the
VAT due annually is less than EUR4,000 or turnover is between
EURS2,200 and EUR783,000 (goods) or between EUR32,900
and EUR236,000 (services)
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* No VAT return if turnover is less than EUR82,200 (goods) or
EUR32,900 (services)

Taxable persons with a turnover greater than EUR80,000, exclu-
sive of tax, must submit returns and pay return liabilities elec-
tronically. As of 1 October 2012, taxable persons subject to
corporate income tax must submit returns and pay return liabili-
ties electronically irrespective of their turnover. Taxable persons
with a lower amount of turnover may opt to file and pay elec-
tronically. A taxable person must submit an application to the
French VAT authorities before submitting electronic returns.
Return liabilities must be paid in euros.

For French companies, monthly VAT returns and payment are due
between the 15th and the 24th day of the month following the end
of the return period. The due date depends on several factors
including the type of legal entity involved and where the taxable
person is established.

For foreign entities, monthly or quarterly VAT returns are due on
the 19th day of the month following the end of the return period.

Penalties. The following penalties are assessed for errors associ-

ated with electronic filing:

« Failure to declare VAT by electronic means (even if the return
is submitted on paper by the due date): 0.2% of the VAT due

* Failure to pay VAT by electronic means (including payment
made by the due date, but not made electronically): 0.2% of the
VAT due

The following penalties are assessed for the late submission of

VAT and late payment of VAT:

* Late payment: 5% of the tax due

« Late submission: 10% of the tax due if the French VAT author-
ities have not yet issued a formal notice

« First formal notice of a late submission: 40% of the tax due

« Second formal notice of a late submission: 80% of the tax due

In addition to the penalty, interest accrues at a rate of 0.4% per
month.

Penalties and interest payments may also apply to inaccurate
returns.

J. EU filings

INTRASTAT. A French taxable person that trades with other EU
countries must complete statistical reports, known as INTRASTAT,
if the value of its sales or purchases exceeds certain thresholds.
Separate reports are required for intra-Community acquisitions
(INTRASTAT Arrivals) and for intra-Community supplies
(INTRASTAT Dispatches).

For 2014, the threshold for INTRASTAT Arrivals is EUR460,000.
No threshold applies for INTRASTAT Dispatches.

French taxable persons must complete INTRASTAT declarations
in euros.

The INTRASTAT return period is monthly. The submission dead-
line is the 10th day of the month following the end of the return
period.
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The penalty for late filing is EUR750, increased to EUR1,500 if
the report is not filed within 30 days after the French customs
authorities have issued a warning notice. In addition, every omis-
sion or inaccuracy on an INTRASTAT return is punishable by a
fine of EURIS. The fine cannot exceed EURI,500 per
INTRASTAT return. A penalty of EUR1,500 may also apply if a
taxable person refuses to provide information or documents to
the French customs authorities.

EU Sales Lists. In France, all information related to intra-Com-
munity transactions is reported using the INTRASTAT form. No
separate EU Sales List (ESL) is used.

As a result of the implementation of the VAT package, effective
from 1 January 2010, an ESL for services must, in principle, be
filed with respect to services provided by French suppliers to cus-
tomers registered for VAT in the EU in specified circumstances.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Temporary imports
Other

VAT number format
VAT return period

Registration thresholds
Businesses established
in Georgia

Businesses established
elsewhere

Recovery of VAT by

non-established businesses

B. Scope of the tax

Value-added tax (VAT)

damatebuli ghirebulebis
gadasakhadi

24 December 1993

No

Ministry of Finance
(http://www.mof.ge)

18%

0.54%

Exempt with the right to reclaim
input tax and exempt without
the right to reclaim input tax

Not applicable
Monthly or quarterly

Taxable turnover of
GEL100,000 in the
preceding 12 months

Reverse-charge rule applies

No

VAT applies to the following transactions:

* Supply of goods or services in Georgia

» Use of VAT taxable goods or services for noneconomic pur-
poses if a taxpayer has obtained a VAT credit for these goods

(services)

* On termination of VAT registration (except for bankruptcy
cases), the balance value of the goods for which a taxpayer has

obtained a VAT credit
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* Use of self-constructed buildings as fixed assets

* Transfer of ownership of goods or services in exchange for
shares in an enterprise or partnership

* On expiration or early termination of a rental agreement, supply
of leasehold improvements, if any, to the landlord

* Import or temporary import of goods into Georgia

 Export or re-export of goods from Georgia

C. Who is liable

Business entities or individuals are considered VAT payers if any
of the following circumstances exists:

* They are registered or required to be registered for VAT.

* They carry out taxable imports or temporary imports of goods
into Georgia. Such persons are considered VAT payers with
respect to such imports or temporary imports only, without the
obligation to register.

They are nonresident persons (except for Georgian citizen indi-
viduals) rendering services in Georgia without VAT registration
and a permanent establishment. Such persons are considered
VAT payers with respect to such services only and are subject
to reverse-charge taxation.

They are transferring property to a creditor in fulfillment of a
contract. Such persons are considered VAT payers with respect
to this operation only and are subject to reverse-charge taxation,
without the obligation to register.

Their property is being sold to fulfill tax liability or other finan-
cial obligation (excluding imposed criminal and administrative
sanctions) via auction, direct sale or other methods. Such per-
sons are considered VAT payers with respect to this operation
only, without the obligation to register.

Their property is being sold according to the rules set by the
Law of Georgia on Insolvency Proceedings. Such persons are
considered VAT payers with respect to this operation only, with-
out the obligation to register.

Taxpayers must register for VAT if they satisfy any of the follow-
ing conditions:

» They conduct economic activities, and the total amount of
VAT taxable transactions carried out in any continuous period
of 12 calendar months exceeds GEL100,000. Such persons
must register within two working days after exceeding the
threshold.

They produce goods subject to excise tax (excisable goods) in
Georgia. Such persons must register before making a supply of
such goods.

They import excisable goods into Georgia (except for excisable
goods exempt from VAT taxation on import). Such persons
must register before making a supply of such goods.

An entity is established as a result of reorganization and at least
one of the parties to the reorganization is a VAT payer. The
entity must register before a VAT taxable transaction is carried
out, but no later than 10 calendar days following the completion
of the reorganization.

A VAT payer contributes goods or services into the capital of an
enterprise or partnership. Registration of the latter is required
before a VAT taxable transaction is carried out, but no later than
10 calendar days following the date of the contribution.



270 GEORGIA

For purposes of determining whether VAT registration is required,
exempt supplies with the right to reclaim input tax and exempt
supplies without the right to reclaim input tax are not considered.

The above measures also apply to a foreign entity in Georgia.
However, to determine the total amount of taxable transactions of
a nonresident person, only the supply of goods and rendering of
services through a permanent establishment in Georgia is taken
into consideration.

The VAT registration procedure is straightforward and any tax-
payer may register for VAT in one working day.

Voluntary registration. A business established in Georgia, includ-
ing a permanent establishment of a foreign entity, may register
for VAT voluntarily. VAT registration is effective from the appli-
cation date but no later than the date when the obligation of
mandatory VAT registration arises.

Group registration. VAT group registration is not allowed in
Georgia. Entities that are legally related must register for VAT
individually.

Non-established businesses and tax representatives. A “non-
established business” is a business that does not have a perma-
nent establishment in Georgia. If a business does not have a
permanent establishment in Georgia, it may not register for VAT
even if it makes taxable supplies of goods or services there.
Reverse-charge VAT generally applies to the supply of services
made by non-established businesses in Georgia.

The supply of goods by a non-established business through its tax
representative in Georgia is considered to be a supply made by
such representative for VAT taxation purposes.

Reverse charge. The reverse-charge mechanism applies to non-
resident entities or nonresident individuals (except for Georgian
individual citizens) making a taxable supply of services in
Georgia. The reverse-charge mechanism also applies to the sup-
ply of goods or services conducted outside Georgia if the product
(for example, projection documents, technical documentation,
and technical schemes and programs) is delivered to resident
taxpayers through the Internet or any other means of electronic
communication and does not cross the customs border of Georgia
in the form of an integrated device or any other type of informa-
tion bearer.

Under the reverse-charge mechanism, resident taxpayers (except
for individuals who do not carry out entrepreneurial activities
and Free Industrial Zone Companies) and permanent establish-
ments of foreign entities are responsible for the calculation and
payment of VAT.

Deregistration. The VAT registration of a taxpayer, including a

permanent establishment of a foreign entity, is cancelled in the

following cases:

* A business is liquidated.

* An individual passes away.

* A taxpayer applies to the tax authorities through a written
request or approves a request from the tax authorities to
deregister.
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» A bankruptcy proceeding is initiated in accordance with the
procedure prescribed under the Law of Georgia on Insolvency
Proceedings.

A taxpayer may request deregistration within one year of the
most recent VAT registration if the value of taxable transactions
carried out during the preceding 12 calendar months did not
exceed GEL100,000. The tax authorities may also request that
the taxpayer deregister.

VAT registration is cancelled from the date the state registration
is cancelled, the date the individual passes away or the first day
of the month following the application by a taxpayer, the date a
court’s statement on bankruptcy enters into force or an approval
of the request from the tax authorities.

Late-registration penalties. A penalty is assessed for late VAT
registration. This penalty equals 15% of the VAT taxable turnover
(except for exempt supplies) for the entire period of operating
without VAT registration. The penalty for the late filing of a VAT
return (see Section I) does not accrue during this period.

D. VAT rates

The term “taxable supply” refers to the supply of goods and ser-
vices that are subject to VAT. The term “exempt supply” refers to
the supply of goods and services that are not subject to VAT.
Persons that make exempt supplies may or may not be entitled to
claim the input tax deduction (see Section F).

In Georgia a standard rate of VAT at 18% applies to all taxable
supplies of goods and services and imports, unless a specific mea-
sure allows an exemption. The 18% rate also applies to transactions
subject to the reverse-charge mechanism. A VAT rate at 0.54%
applies to temporary imports for each full or partial calendar
month in which the goods are located in the customs territory of
Georgia, but the maximum VAT rate for these goods is 18%.

Goods and services that are exempt from VAT may or may not
give rise to input tax deductions. The following lists provide
some examples of exempt items for which the taxpayer has the
right to reclaim input tax and those for which the taxpayer does
not have the right to reclaim input tax.

Examples of exempt items
with the right to reclaim input tax

* Export or re-export of goods

* Supply of goods or services intended for the official use of
foreign diplomatic missions and equivalent representative
offices as well as for the personal use of the members of such
diplomatic missions and representative offices (including fam-
ily members residing with them)

* Transportation of goods under export, re-export, external
processing and transit arrangements (foreign goods moving
through the customs territory of Georgia) and related services

* Transportation of goods not yet declared into import,
warehouse, temporary import, internal processing or free-
zone operations between points located in Georgia and related
services (except for storage services)

* Transportation of goods declared into import, warehouse, tem-
porary import, internal processing or free-zone operations
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before entering the territory of Georgia from the customs bor-
der of Georgia to the destination point and related services
(except for storage services)

« Transportation of passengers and cargo and related services,
if the departure or arrival point is located outside Georgia and
if a unified transportation document is issued for such trans-
portation

* Import and supply of products to be provided on board for
international flights or international sea passages

* Transportation, loading, unloading and storage services pro-
vided for the purpose of sending (returning) empty transport
facilities (including containers and wagons) outside Georgia

* Supply of natural gas to thermoelectric power stations

» Withdrawal of assets by the state or a local governing body
from an entity’s capital if more than 50% of the shares is owned
by the state or the local governing body

* Free supply of goods or services to the state or a local govern-
ing body

* Supply of Georgian goods to a duty-free outlet for sale, and sale
of goods and provision of catering services in a duty-free zone

* Supply of assets during a corporate reorganization

* Contribution of assets into the capital of an enterprise or part-
nership (on the contribution, the recipient hypothetically credits
the VAT on the assets)

* Supply of gold to the National Bank of Georgia

* Organized foreign tours into Georgia by tour operators and the
supply of tourist packages to foreign tourists

* Supply of all assets or independent ly operating units of an
entity in a single transaction by one VAT payer to another VAT
payer if both parties notify the Georgian Tax Authorities within
15 calendar days after the supply

» Rendering of services to ships on carrying goods into the cus-
toms territory of Georgia, and in accordance with these agree-
ments, the supply of such goods/services and/or import of
goods is exempt from VAT

* Supply of goods or services or import of goods that qualify for
VAT exemption in accordance with the framework of interna-
tional agreements ratified by the parliament of Georgia

* Supply of unprocessed agricultural products produced in
Georgia (except for eggs and chicken)

Examples of exempt items
without the right to reclaim input tax
* Supply or import of certain medicines
* Supply or import of passenger cars
* Supply or import of publications and mass media
* Supply or import of baby products
* Supply of land plots
* Supply of goods and services between Free Industrial Zone
Companies
* Conduct of financial operations or supply of financial services
* Supply of medical services
* Supply of educational services
* Supply of assets under finance leases if the assets are exempt
without the entitlement to credit
* Supply of betting and gaming services
* Import of gold for supply to the National Bank of Georgia
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* Supply or import of goods and services needed for the oil and
gas industry under the Law of Georgia “on Oil and Gas”

* Import of natural gas for electricity production

* Import of goods by an issuer or a recipient of a grant as defined
by the grant agreement

* Import or temporary import of goods or services intended for
the official use of foreign diplomatic missions and equivalent
representative offices, as well as for the personal use of the
members of such diplomatic missions and representative
offices (including family members residing with them)

* Import or temporary import of goods intended for the personal
use of the citizens of foreign countries employed at oil and gas
exploration and extraction works

* Import of natural gas for electricity production

* Import of goods by an issuer or a recipient of the grant as
defined by the grant agreement

* Supply of property by partnerships to their members if all the
members are individuals, the partnership is not a VAT payer,
and the members have not changed since the moment of estab-
lishment of partnership

The taxpayer may choose not to apply the exemption without the
right to reclaim input tax with respect to its supplies. In this case,
exempt supplies become subject to VAT and the taxpayer obtains
the right to reclaim input tax. This option becomes effective from
the first day of the reporting period after the application and is
valid for the following 12 calendar months for all taxable transac-
tions. The tax authorities must register the taxpayer for VAT and
the taxpayer must accrue VAT on exempt supplies.

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.” The “basic” tax point is the moment when goods
are delivered or made available to a customer or services are
rendered. However, the “actual” tax point is the date on which the
invoice for supplied goods or rendered services is issued or the
date on which the payment obligation for supplied goods or ren-
dered services arises, if either of these dates is earlier than the
basic tax point. For regular or continuous supplies of goods
(electrical or thermal energy, gas or water supply) and services,
the actual tax point is the last day of a reporting period if earlier
than the basic tax point.

A range of other situations have different time-of-supply rules

that do not fit naturally into the above scheme. The following are

some of these special time-of-supply rules:

« Starting point of the use of goods or services for noneconomic
purposes

* In the case of VAT deregistration, the day preceding the date on
which registration is cancelled

« Starting point of bringing self-constructed buildings into use as
fixed assets

« Starting point of receiving ownership of goods or services in
exchange for shares in an enterprise or partnership

¢ In the case of the supply of leasehold improvements to the
landlord, the moment of expiration or early termination of the
rental agreement
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* December of each year for long-term contracts if neither the
basic nor actual tax point occurs

Imported goods. The time of supply for imported goods is the
date on which the commodity declaration is filed at the border
and the goods are accordingly placed into the import regime.

Reverse-charge services. The time of supply for services subject
to the reverse-charge mechanism is determined in accordance
with the standard rules discussed above.

F. Recovery of VAT by taxable persons

VAT-registered taxable persons may recover input tax, which is
VAT charged on goods and services received for business pur-
poses. Taxable persons generally recover input tax by deducting
it from output tax, which is VAT charged on supplies made. Input
tax includes VAT charged on goods and services acquired in
Georgia, VAT paid on imports or temporary imports of goods
into the customs territory of Georgia and VAT self-assessed for
reverse-charge services received from outside Georgia. Input tax
also includes VAT assessed on self-constructed buildings that are
used as fixed assets.

A taxpayer that has declared and paid VAT in excess of
GEL200,000 (approximately EUR87,900) for the preceding
12 calendar months automatically obtains the special status of
import VAT taxation starting from the first day of the month fol-
lowing the respective reporting period. Under this status, impor-
tation is not considered to be a taxable object, and the taxpayer
theoretically credits the input tax on the goods imported. The
taxpayer may refuse the special status by applying to the tax
authorities at any time.

The claim for input VAT must be accompanied by one of the fol-

lowing documents:

* Tax invoice

* Customs declaration

¢ The bank payment order for reverse-charge VAT

* The bank payment order for VAT on a temporary import of
goods

» The bank payment order for services rendered by public law
entities

* The document confirming the purchase of property that
includes the amount paid and related VAT in case of realization
of this property to fulfill tax liability or other financial obliga-
tion

The recovery of VAT incurred before VAT registration is allowed
on the balance of goods acquired for business purposes outstand-
ing at the moment of VAT registration.

A VAT credit is allowed for the following:

* Goods and services that are used or will be used in taxable
transactions (except for exempt transactions without the right to
reclaim input tax), exports or re-exports of goods and rendering
of services outside Georgia

* Goods and services used for production of the above-mentioned
goods or rendering of services
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Nondeductible input tax. Input tax may not be recovered on
purchases of goods and services that are not used for taxable
transactions. In addition, input tax may not be recovered for cer-
tain items of business expenditure.

Generally, no VAT credit is allowed in the following circum-

stances:

* VAT paid with respect to expenses incurred for social purposes,
entertainment activities or representative expenses

* VAT paid on expenses incurred or that will be incurred for the
production of goods and services used in exempt supplies with-
out the right to reclaim input tax

* VAT shown on tax invoices that do not make the identification
of the seller of the goods or services possible

* VAT shown on tax invoices not included in a tax return either
within one or three reporting periods following the reporting
period of a taxable transaction for taxpayers with a VAT
reporting period of a quarter, month or the end of the calendar
year. This limitation is not applicable to electronic invoices

» VAT shown on tax invoices issued with respect to bogus opera-
tions or fictitious agreements

Partial deduction. If a VAT payer makes both exempt supplies
with the right to reclaim input tax and exempt supplies without
the right to reclaim input tax, it must account for these supplies
separately. Input VAT directly related to exempt supplies with the
right to reclaim input tax is recoverable in full, while input VAT
directly related to exempt supplies without the right to reclaim
input tax is not recoverable. Input VAT that may not be directly
attributed to either of these two types of exempt supplies must be
apportioned. The statutory method of apportionment is a pro-rata
calculation, based on the value of exempt supplies without the
right to reclaim input tax as compared to the total turnover of the
business. The recoverable VAT is adjusted in the last VAT return
for the current tax year in accordance with the annual proportion.

Capital goods. Capital goods are items of capital expenditure that
are used in the business for more than one year.

The recovery of input VAT on capital goods is similar to the other
goods described above with one exception. This exception
applies if fixed assets are used in both exempt supplies with the
right to reclaim input tax and exempt supplies without the right
to reclaim input tax, and the input VAT cannot be directly attrib-
uted to either of these two types of exempt supplies. In these
circumstances, the input VAT is recoverable in full in the first
reporting period if exempt supplies without the right to reclaim
input tax account for less than 20% of the total turnover of the
preceding tax year of the business. The recoverable VAT is
adjusted at the end of each calendar year based on the value of
exempt supplies without the right to reclaim input tax as com-
pared to the total turnover of the business for the respective cal-
endar year.

If the above-mentioned 20% threshold is not met, the input VAT
is recoverable only in the last VAT return of a calendar year in the
proportion of supplies with the right to reclaim input tax to total
turnover of the business during the calendar year.
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The following adjustments must be made to the value of input

VAT for capital goods:

* For a building, an adjustment of 1/10 of total input VAT applies
annually for 10 calendar years from the year of bringing the
building into use.

* For other fixed assets, an adjustment of 1/5 of total input VAT
applies annually for five calendar years from the year of bring-
ing the asset into use.

Refunds. The excess of input VAT over output VAT in the report-
ing period must first be used to offset other taxes payable. If the
amount of VAT credit exceeds all taxes payable, the excess can be
used to cover future VAT and other tax liabilities, or a refund may
be claimed.

In certain cases specified by the Minister of Finance of Georgia,
overpaid tax may be refunded to the taxpayer automatically.

G. Recovery of VAT by non-established businesses

Non-established businesses cannot recover VAT, because only
entities registered for VAT in Georgia may claim recovery of
input tax.

Refund application. If the amount of input VAT on the export of
goods, import or purchase of fixed assets subject to depreciation
under the Tax Code of Georgia or the purchase of goods for the
construction of buildings exceeds the output VAT assessed during
the reporting period, this surplus amount must be refunded to the
taxpayer within one month following the submission of the appli-
cation to the tax authorities.

For all other cases, a surplus of input VAT over output VAT
assessed during the reporting period must be returned to the tax-
payer within three months following the submission of an appli-
cation to the tax authorities.

Refund of VAT paid on goods purchased by citizens of foreign

countries. A citizen of a foreign country who purchased goods in

Georgia may obtain a refund of VAT paid on the goods if the fol-

lowing criteria are met:

* The goods are taken out of Georgia within three months from
their purchase.

* The price of the goods is more than GEL200 (exclusive of VAT)
per receipt.

* A special receipt is issued by an authorized seller.

H. Invoicing

VAT invoice and corrected VAT invoice. A VAT invoice is a strict
accounting document that must be issued in the format approved
by the Minister of Finance of Georgia. It certifies the occurrence
of a VAT taxable transaction. In certain cases defined by the
Minister of Finance of Georgia, a VAT invoice could be issued
and submitted in electronic form. Such an electronic invoice is
not a strict accounting document.

A VAT-registered taxpayer is required to issue a VAT invoice to
the recipient of goods or services on the request of the recipient
within 30 calendar days. VAT invoices can be issued only for VAT
taxable transactions. They can be issued according to the supply
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cycles for electrical or thermal energy, gas or water supplies if the
taxpayer accounts for the supplies based on cycle accruals and
payment is usually made periodically and not according to the
calendar months.

VAT invoices must be issued in Georgian lari.

The Minister of Finance of Georgia may introduce a special form
of VAT invoice for certain goods or services or certain buyers. In
addition, computer-printed VAT invoices may also be introduced
for certain VAT payers.

Corrected VAT invoices may be used to adjust VAT if a taxable
transaction is cancelled, the type of taxable transaction has
changed, the compensation amount has changed or services are
partially or fully returned to the VAT taxpayer.

A corrected VAT invoice is also an accounting document issued
in the format approved by the Minister of Finance of Georgia. It
certifies the correction of a VAT taxable transaction.

I. VAT returns and payment

VAT returns. The VAT reporting period is a quarter or a month.
VAT payers must file VAT returns by the 15th day of the month
following the reporting period. VAT returns must be completed in
Georgian lari and filed electronically.

The VAT amount payable to the budget is the difference between
output and input VAT. Payment in full is required by the due date
for the VAT return. VAT liabilities must be settled in Georgian
lari.

VAT on imports is paid at the moment the goods are imported
into Georgia.

VAT on temporary imports must be paid by the 15th day of the
month following the month of the temporary import. The last
payment must be made on the last day of the temporary import.

Reverse-charge VAT must be paid by the 15th day of the month
following the reporting period.

Penalties. Penalties and interest apply to a range of offenses. Late
payment interest is calculated from the day following the pay-
ment due date. Late payment interest is imposed at a rate of
0.06% of the overdue tax amount for each overdue day. The pay-
ment day is considered an overdue day in case of delay.

A penalty is imposed for the late submission of a tax return at a
rate of 5% of the amount payable stated in the return for each full
or partial month of delay. The amount of the total penalty may not
exceed 30% of the tax payable stated in the return and may not
be less than GEL200.

If tax is understated, a penalty equaling 50% of the understated
amount is imposed. A 10% penalty applies if the understatement
results from a change of a tax point by the tax authorities.
Understatement of tax in excess of GEL50,000 is considered tax
evasion, and criminal proceedings are instituted.

The above penalties also apply to the increase of credited tax or
tax subject to refund. If credits are claimed based on bogus
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operations, fictitious agreements or fake documents, a penalty of
200% of the credited tax amount is imposed.

If a purchaser requests an invoice and if the invoice is not submit-
ted, a penalty equal to 100% of the VAT amount of the taxable
transaction is imposed.

For the issuance of a fake invoice or the issuance of an invoice
based on bogus operations or fictitious agreements, a penalty
equal to 200% of the VAT amount indicated in this VAT invoice
is imposed.

Interest is not charged on penalties.

No penalty is imposed for incorrect information presented in the
return or calculation form filed by the taxpayer if the latter files
an amended return or calculation form before receiving the noti-
fication regarding the tax audit or the tax violation from the tax
authorities.

The head of the tax authorities and dispute resolution body may
not impose the sanction on a “good faith taxpayer” if the tax-
payer’s action resulted from a mistake or unawareness and has not
adversely affected the state budget.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Reduced
Other

VAT number format
VAT return periods

Thresholds
Registration
Distance selling
Intra-Community

acquisitions

Recovery of VAT by

non-established businesses

B. Scope of the tax

Value-added tax (VAT)
Umsatzsteuer/Mehrwertsteuer
1 January 1968

Yes

German Ministry of Finance
(http://www.bundesfinanz
ministerium.de)

Exempt and exempt with credit
DE123456789 (DE+9 digits)

Monthly or quarterly and/or
annual returns

None
EUR100,000

EUR12,500

Yes

VAT applies to the following transactions:
* The supply of goods or services made in Germany 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 supplies, including supplies of services and
supplies of goods with installation services

* The self-supply of goods and services by a taxable person
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* The importation of goods from outside the EU, regardless of the
status of the importer

For VAT purposes, the territory of Germany does not include the
Island of Helgoland, the territory of Buesingen and a free zone of
control type I, as defined in Article 1 (1), first sentence of the
Customs Administrative Act; this mainly covers the free ports of
Bremerhavena and Cuxhaven, as well as certain other special
territories. Effective 1 January 2013, the free zone territorial
exception no longer applies to Hamburg.

The rules regarding the taxation of services have been signifi-
cantly amended, effective from 1 January 2010, under the so-
called “VAT Package Amendments.” Under the general rule,
services rendered to taxable persons are now taxable where the
recipient is resident (many exceptions apply). Consequently, ser-
vices rendered for foreign businesses are taxable in their home
countries instead of Germany.

C. Who is liable

A taxable person is any person, business entity or individual that
independently carries out any economic activity in any place.

No VAT registration threshold applies in Germany. A taxable
person that begins an activity in Germany must notify the
German VAT authorities of its liability to register.

The reverse-charge procedure applies to the following:

* Services and the supply of goods with installation provided by
“non-established businesses”

* Certain supplies in connection with immovable property

« Certain supplies in connection with the real estate transfer tax
law

* Certain supplies of gas and electricity

* Goods supplied as part of the execution of security outside of
an insolvency procedure

* Supply of rights to emit greenhouse gases

* Certain supplies of heat and cooling

* Supply of scrap and discarded metal as defined by a special
annex

* Facility cleaning under certain conditions

* Supplies of integrated circuits and mobile phones for a remu-
neration of EURS5,000 or more

The reverse-charge procedure does not apply to certain supplies
of passenger transportation or to services with respect to fairs or
exhibitions.

VAT numbers. The following two distinct types of numbers are
used in Germany:

* General tax number (Steuernummer)

* VAT Identification Number (USt-IdNr.)

The tax number is the number under which the taxable person is
registered at the local tax office that is responsible for the per-
son’s tax affairs. The tax authorities use the tax number for inter-
nal management and coordination purposes. The tax number
must be used for all preliminary VAT returns, annual VAT returns
and all correspondence with the local tax authority.
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On receipt of the tax number, a taxable person may apply to the
Federal Office of Finance in Saarlouis for a VAT Identification
Number. This number is used for intra-Community transactions.

Group registration. Germany allows group registration for subsid-

iaries that are “financially, economically and organizationally

integrated” into the business of a parent entity. The following
general conditions apply:

* The parent (or controlling) member of the VAT group may be
any type of legal entity, including a corporation, a general part-
nership or a sole entrepreneur.

* A subsidiary (or controlled) member of a VAT group must be a
corporation.

The VAT authorities apply the following tests to determine

whether entities meet the criteria for integration:

* “Financial integration” means that the parent has the majority
of voting rights in the subsidiaries.

* “Economic integration” means that the subsidiaries act like
departments of one entity or like divisions with respect to the
overall business of the group.

* “Organizational integration” exists if the parent has the means
to exercise management power in the subsidiaries. For example,
this requirement is met if the parent and the subsidiary have the
same person acting as the Managing Director, whereas legisla-
tion requires this person to be employed at the parent and not at
the subsidiary.

If the integration conditions are met, the subsidiaries and the par-
ent are automatically treated as a group for VAT purposes. The
effect of grouping is that the subsidiary is no longer considered
to be an entrepreneur or separate taxable person. As a result,
intra-group transactions are outside the scope of VAT and accord-
ingly, no VAT is charged. The subsidiary is no longer required to
file separate VAT returns and its transactions are reported through
the parent’s VAT return. These effects apply only to domestic sup-
plies between the group entities (that is, supplies within the scope
of German VAT). In addition, the effects of the VAT grouping are
limited to Germany.

VAT grouping does not apply to certain intra-Community com-
pliance obligations (see Section J). Each subsidiary must have its
own separate VAT Identification Number and must file its own
European Sales List, if it carries out intra-Community supplies.
INTRASTAT returns may either be filed on an aggregate group
basis by the parent or by each subsidiary separately.

Non-established businesses. A “non-established business” is a
business that has no fixed establishment in Germany. A non-
established business is not required to register for German VAT if
all of its supplies are covered by the reverse-charge procedure
(under which the recipient of the supply must self-assess VAT).
The reverse-charge procedure applies to most transactions. It does
not apply to supplies of goods located in Germany (except sup-
plies of installed goods) or to supplies of goods or services made
to private persons. In principle, if the reverse charge does not
apply, a non-established business must register for German VAT.

Tax representatives. In principle, a non-established business that
is required to register for VAT in Germany may not appoint a tax
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representative. A tax representative may be appointed only if the
non-established business does not have any German VAT to
reclaim and exclusively makes supplies that are either exempt
from German VAT or that are exempt with credit.

Late-registration penalties. No specific penalty applies to late
VAT registration in Germany. If, as a result of the late registra-
tion, a taxable person submits VAT returns belatedly, late-filing
penalties may apply. Penalties are also charged for any late pay-
ments of VAT. In addition, late filing and late payment of VAT
may be regarded as a tax fraud.

Late-filing penalties may be assessed up to 10% of the VAT due.
Late-payment penalties amount to 1% of the VAT due per month.

In the case of a voluntary disclosure to prevent punishment of tax
fraud, a surcharge of 5% of the tax amount applies if the respec-
tive amount exceeds EUR50,000.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to a rate of VAT. The term “exempt supplies”
refers to supplies of goods and services that are not liable to
German VAT and that do not give rise to a right of input tax
deduction (see Section F). Some supplies are classified as
“exempt with credit,” which means that no VAT is chargeable, but
the supplier may recover related input tax. Exempt with credit
supplies include exports of goods outside the EU and related
services, and intra-Community supplies of goods (see the chapter
on the EU).

The following are the two rates of VAT in Germany:
« The standard rate at 19%
¢ The reduced rate at 7%

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

An option to treat specific VAT-exempt supplies and services as
taxable supplies exists.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at a reduced rate of VAT.

Examples of exempt supplies of goods and services
* Land and buildings
* Financial transactions
* Insurance
» Education
* Medical services

Examples of goods and services taxable at 7%
* Books and newspapers
* Cultural services
* Food
* Passenger transport (however, effective from 2012, transport by
ship is subject to the standard rate of 19%)
* Agricultural products
* Hotel stays
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E. Time of supply

In principle, German VAT payable is due on the 10th day follow-
ing the end of the filing period (Voranmeldungszeitraum) in
which the VAT falls due. A filing period may be a month or a
quarter of the calendar year.

The VAT falls due at the end of the filing period in which a sup-
ply takes place (tax point). However, some taxable persons are
permitted to account for VAT on a cash basis (cash accounting).
If cash accounting is used, the tax point is the end of the filing
period in which payment is received.

Prepayments. The tax point for an advance payment or prepayment
is the end of the VAT return period in which payment is received.

Reverse charge. The tax point for a supply taxed under the reverse-
charge procedure (self-assessment by a German taxable person)
is the end of the month following the month in which the supply
takes place. If the supplier issues an invoice before this date, the
tax point is the date on which the invoice is issued. For most
services under the reverse-charge procedure, the tax point is the
month in which the services are rendered, regardless of the date
on which the invoice is issued. For most services under the
reverse-charge procedure that last longer than a year, the tax
point is once a year (for the yearly part of the service).

Intra-Community acquisitions. The tax point for an intra-Commu-
nity acquisition of goods is the end of the month following the
month when the acquisition occurred. If the supplier issues an
invoice before this date, the tax point is the date on which the
invoice is issued.

Imported goods. The tax point for imported goods is the date on
which the goods clear customs or the date on which the goods
leave a duty suspension regime and are released for free circula-
tion. The date on which import VAT becomes due depends on
how the goods clear customs. The following are the applicable
rules:

« [f the goods are cleared without using a payment-simplification
regime, in general, the import VAT payment is due within
10 days.

« If the goods are cleared using a payment-simplification regime,
payment is postponed for up to 45 days.

Cash accounting. Small businesses with a taxable turnover of less
than EUR500,000 in the prior year may account for VAT on a cash
basis (Istbesteuereung). The same applies to small businesses that
have been exempted from the obligation to keep books and
records (article 148 of the Fiscal Code) as well as to freelancers
mentioned in article 18(1)(1) of the Income Tax Act. This method
of VAT calculation must be approved by the tax office.

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 taxable business purposes
(used for taxable (output) services or supplies). Exceptions to
this rule exist. A taxable person generally recovers input tax
by deducting it from output tax, which is VAT charged on sup-
plies made.
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Input tax includes VAT charged on goods and services supplied
in Germany, VAT paid on imports of goods and VAT self-assessed
on the intra-Community acquisition of goods (see the chapter on
the EU) and VAT on purchases of goods and services taxed under
the reverse-charge procedure.

A valid tax invoice or customs document must generally accom-
pany a claim for input tax.

Nondeductible input tax. 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). The fol-

lowing specific rules apply in Germany to the input tax deduction:

* The 10% rule. If an asset is used for less than 10% business
purposes, no input VAT recovery is allowed. This rule applies to
all assets.

* Private use. For corporations (for example, a GmbH or an AG)
that are taxable persons, any purchase of goods or services is
treated as being made for business purposes. Consequently, input
VAT recovery is allowed in full. If the goods or services are
used for private purposes, the legal entity is deemed to make a
supply of goods or services and output VAT is due. However, if
the taxable person already intends to use the goods or services
for private purposes when he/she acquires them, the legislation
does not grant input VAT recovery. Consequently, no output
VAT is due upon use for private purposes.

» Luxury goods and services. Input tax may not be deducted for
some items of business expenditure. In general, if an item of
expense is allowable for German income tax purposes, the
input tax may be deducted.

The following lists provide some examples of items of expendi-
ture 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
* Business gifts (if valued over EUR35)
* Employees’ home telephone bills and private mobile telephone
bills

Examples of items for which input tax is deductible
(if related to a taxable business use)
» Hotel accommodation
* Restaurant meals for employees on business trips
* 100% purchase, lease or hire of cars by corporations, partner-
ships or sole proprietors (with VAT chargeable on employee
private use)
* Advertising
* Books
* Transport services

Partial exemption. Input tax directly related to making exempt
supplies is generally not recoverable. If a German taxable person
makes both exempt and taxable supplies, it may not recover input
tax in full. This situation is referred to as “partial exemption.”

Exempt with credit supplies are treated as taxable supplies for
these purposes.
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The amount of VAT recoverable is calculated using the following

two-stage calculation:

» The first stage identifies the input VAT that may be directly
allocated to taxable and to exempt supplies. Input tax directly
allocated to taxable supplies is deductible. Input tax directly
related to exempt supplies is not deductible (exceptions apply).

* The second stage identifies the amount of the remaining input
tax (for example, business overhead) that may be allocated to
taxable supplies and recovered.

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 exemp-
tion) 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 Germany, the capital goods adjustment applies to the follow-
ing assets for the number of years indicated:

* Land and buildings (adjusted for a period of 10 years)

¢ Other assets (adjusted for a period of five years)

The adjustment is applied each year following the year of acqui-
sition, to a fraction of the total input tax (1/10 for land and build-
ings and 1/5 for movable capital assets). The adjustment may
result in either an increase or a decrease of deductible input VAT,
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.

The above provision also applies to current assets and services.

For goods that are used only once, the adjustment takes place at
the time the transaction (for example, their resale) is carried out.
No adjustment period applies.

The initial input VAT deduction for services that are not performed
on goods but that are used for transactions within the scope of
VAT (for example, software licenses, cleaning services, consult-
ing services for a business concept and prepayments for long-
term leasing) must be adjusted to the extent that the initial
deduction ratio changes.

For goods that are integrated in other goods and for services
performed on goods, the capital-goods scheme applies in the
same way; that is, the additional supply has its own capital-goods
adjustment scheme, but the adjustment period is the same as the
period that applies to the basic good (for example, if new win-
dows are added to a house, the adjustment period for the win-
dows begins with their first use and the adjustment period lasts
for 10 years, because the windows become part of the immovable

property).

No adjustment need be made in the following situations:

* The total input VAT on the purchase or the production cost of
the goods or service is less than EUR1,000.

* The correction amount for the year does not exceed EUR1,000,
and the adjustment is less than 10%.
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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. The credit is generally
refunded. Exceptionally, the tax authorities may make the refund
conditional on the taxable person making a deposit (for example,
a bank guarantee) which is subsequently refunded.

G. Recovery of VAT by non-established businesses

Germany refunds VAT incurred by businesses that are neither
established in Germany nor registered for VAT there. For busi-
nesses established in the EU, refund is made under the terms of
the EU Directive 2008/9/EC; see below). For businesses
established outside the EU, refund is made under the terms of the
EU 13th Directive. In accordance with the terms of the 13th
Directive, refunds to non-EU businesses are made on the condi-
tion of reciprocity. The German VAT authorities have published a
list of countries to which refunds are granted and a list of those
to which they are not granted.

A non-established business is generally allowed to claim German
VAT to the same extent as a VAT-registered business. However,
businesses established outside the EU may not recover German
VAT on fuel costs.

For the general VAT refund rules of the EU refund schemes, see
the chapter on the EU.

Refund application for non-EU businesses. The deadline for refund
claims by non-EU businesses is 30 June of the year following the
year in which the invoice was received by the claimant. The date
of supply may be earlier than the date of the invoice. The claims
deadline is strictly enforced.

Claims must be submitted in German. The application for refund
must be accompanied by the appropriate documentation (see the
chapter on the EU). The claimant must submit a Certificate of
Taxable Status, which confirms that the claimant is registered as
a taxable person under a tax number. The certificate may not be
older than one year. In addition, the German VAT authorities may
send an additional questionnaire, to confirm that the claimant
should not be registered for VAT in Germany, as opposed to using
the EU 13th Directive procedure. According to the tax authori-
ties, the application must be signed by the legal representative
and that other representatives are not allowed to sign the applica-
tion. Consequently, they may reject an application on this ground.
Cases regarding this issue are currently pending.

For all claimants, the minimum claim period is three months,
while the maximum period is one year. The minimum claim for a
period of less than a year is EUR500, while the minimum amount
for an annual claim or for the remainder of a year is EUR250.

Applications of non-EU businesses for refunds of German VAT
must be sent to the following address:

Bundeszentralamt fiir Steuern

Dienstsitz Schwedt

Passower Chaussee 3b

D-16303 Schwedt/Oder

Germany
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Refund application for EU businesses. The deadline for refund
claims of EU businesses is 30 September of the year following
the year in which the invoice was received by the claimant. The
date of supply may be earlier than the date of the invoice. The
claims deadline is strictly enforced.

EU businesses must file their refund claims to the competent tax
authorities in their home states via an electronic form. These tax
authorities pass on the form to the German Federal Tax Office
(Bundeszentralamt fiir Steuern, or BZSt). The language on the
electronic form is the language of the Member State where the
claimant is established. Any further correspondence with the
BZSt must be completed in German. The minimum value of a
claim is EUR400 and the minimum value for annual claims (or
the remainder of the year) is EURS50. The original VAT invoices
no longer need to be attached to the claims. However, copies must
be attached electronically if the net amount is EUR1,000 or more
or if the net amount for fuel is EUR250 or more. The original
invoices must be retained because the BZSt may view the original
invoices or copies of them under certain circumstances. The BZSt
must generally repay VAT within four months after the date on
which the claim was submitted for refund. The refunded amount
yields interest of 0.5% per month, beginning generally four
months and 10 work days after the claim is received by the BZSt.

Effective from 1 January 2011, a qualified electronic signature is
required for electronic returns and claims to a German tax
authority. This rule applies to the refund claims described above.

H. Invoicing

VAT invoices and credit notes. A German taxable person must
generally provide VAT invoices for supplies made to other tax-
able persons and to legal entities, including exports and intra-
Community supplies. This obligation generally does not exist for
supplies that are VAT-exempt. Invoices are not automatically
required for supplies made to private persons. A German taxable
person is required only to issue invoices to private persons for
certain supplies in connection with real estate.

Invoices must be issued within six months. From 2013 onwards,
invoices for intra-Community supplies as well as services subject
to reverse charge and rendered by taxable persons resident in the
EU must be issued within 15 days following the month in which
said supplies or services have been rendered.

Taxable persons must retain invoices for 10 years. Private persons
who receive invoices for certain supplies in connection with real
estate must retain the invoices for two years. Otherwise, private
persons are not required to retain invoices.

However, all aforementioned retention periods may be extended
under certain conditions.

A VAT invoice is required to support a claim for input tax deduc-
tion or a refund under the EU refund schemes (see above and the
chapter on the EU).

A VAT credit note may be used to reduce the VAT charged and
reclaimed on a supply. It is also possible to cancel an incorrect
invoice and issue a revised one.
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For intra-Community supplies of goods and exports, the invoice
must include the statement that the supply is VAT-free. In addi-
tion, the customer’s valid VAT Identification Number (issued by
another EU Member State) must be mentioned in the invoice for
all intra-Community supplies of goods.

Electronic invoicing. Electronic invoicing in line with EU
Directive 2010/45/EU is permitted.

Proof of exports and intra-Community supplies. VAT is not charge-
able 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 sup-
ported by evidence that proves the goods have left Germany.
Acceptable proof includes certain bookkeeping records and the
following documentation:

* For an export supply, certain validated customs documentation.
If a freight forwarder is involved, a special confirmation of the
freight forwarder or certain commercial documentation is
required.

* For an intra-Community supply, a copy of the invoice, transport
documentation and certain confirmations of the customer. If a
freight forwarder is involved, a copy of the invoice and a special
confirmation of the freight forwarder are required.

Revised regulations. Revised regulations regarding the required
evidence are effective from 31 March 2012.

Under the new rules, the Automated Tariff and Local Customs
Clearance System (ATLAS) proof of export is considered to be
the standard documentary proof. Alternative proof, such as bills
of lading, airway bills or freight forwarder certificates, is accept-
ed only if an export has not been declared in the electronic
ATLAS procedure or if, in special cases, the electronic export
procedure could not be completed as required.

The new rules introduce a new standard proof for intra-Commu-

nity supplies, the so-called Gelangensbestitigung (confirmation

of arrival). An intra-Community supply is accepted as zero-rated

only if such confirmation is available. The confirmation must

contain the following information:

 The name and address of the customer

» The amount and customary description of the supplied goods

* In case of transport by the supplier or on behalf of the supplier
or customer, the place and date of receipt of the delivered goods
in another EU Member State

* In the case of transport by the customer, the date and place of
the end of the transport in another EU Member State

Effective 1 October 2013, other types of proof are allowed.
Before that date, a grace period allowed the supplier to prove the
conditions for an intra-Community supply according to the for-
mer regulations that were valid until 2011.

Foreign-currency invoices. If a German VAT invoice is issued in a

foreign currency, the value must be converted to euros (EUR)

using an official exchange rate. The following conversion rates

may be applied:

* The actual bank-selling rate for the date of the supply (not the
date of the invoice). The rate used must be evidenced by
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documentation issued by the bank (this must be allowed by the
German tax authorities).

» The average monthly exchange rates published by the Federal
Ministry of Finance shortly after the end of the month.

German law provides that the use of the official Ministry of Finance
rates is the standard method of currency conversion for VAT pur-
poses. Alternatively, the tax authorities may accept the use of bank
selling rates by a taxpayer. However, neither the law nor any official
guidelines specify how this acceptance is to be achieved. In particu-
lar, no formal obligation to ask for approval exists. In practice,
many companies simply use bank selling rates, while others inform
their tax office in advance and ask for acceptance.

I. VAT returns and payment

VAT returns. In general, preliminary VAT returns are filed quar-
terly, but monthly returns must be filed if the VAT payable for the
preceding year exceeded EUR7,500. However, if the VAT pay-
able for the preceding year did not exceed EUR1,000, the taxable
person may be exempted from filing preliminary returns. Newly
established taxable persons must file monthly VAT returns for the
first and second year of registration.

In general, preliminary VAT returns must be filed electronically.

The preliminary VAT return must be submitted by the 10th day
after the end of the filing period. The VAT authorities must
receive payment in full by the same day.

Because the regular filing deadline is relatively short, the VAT
authorities allow a permanent one month filing and payment exten-
sion on written application. However, taxable persons that must
submit monthly preliminary VAT returns must pay a special
prepayment equal to 1/11 of the preceding year’s VAT liability by
the due date. This special prepayment is deducted from the VAT
payable in the preliminary VAT return submitted for the month of
December. Taxable persons that file returns on a quarterly basis
are not required to make a special prepayment when they apply
for a permanent filing extension.

Annual return. In all cases (monthly, quarterly or no preliminary
returns), an annual VAT return must be submitted by 31 May of
the year following the end of the VAT year. If a German tax advi-
sor is engaged to prepare the VAT returns, the filing deadline is
31 December of the following year.

Annual tax returns for tax periods beginning after 31 December
2010 must be filed electronically, together with a qualified elec-
tronic signature. This change applies for the first time to annual
tax returns for the 2011 calendar year, which are filed in 2012.

Penalties. If VAT return liabilities are paid late, penalty interest is
charged at a rate of 1% per month of the tax liability.

If a VAT return is filed late, a fine of up to 10% of the assessed
tax amount may be imposed, up to a maximum of EUR25,000. In
addition, an enforcement fine of up to EUR25,000 may be
charged.

Further sanctions apply to tax fraud (please see above).
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J. EU filings

INTRASTAT. A taxable person that trades with other EU countries
must complete statistical reports, known as INTRASTAT, if the
value of its sales or purchases exceeds certain thresholds. Separate
reports are used for intra-Community acquisitions (INTRASTAT
Arrivals) and intra-Community supplies (INTRASTAT Dis-
patches). Apart from deemed intra-Community supplies, any
movement of goods to or from other Member States is also subject
to INTRASTAT reporting (for example, goods sent for repair).

The threshold for INTRASTAT Arrivals is EUR400,000. The
threshold for INTRASTAT Dispatches is also EUR400,000.

The INTRASTAT returns are generally filed monthly, but they
may be submitted more frequently. The submission deadline is
the 10th working day of the month following the month in which
the intra-Community movement of goods takes place.

Penalties may be applied for late filing or failure to submit an
INTRASTAT return.

EU Sales Lists. If a German taxable person carries out intra-
Community supplies, it must submit an EU Sales List (ESL) in
addition to its VAT return. No ESLs are required for periods in
which no intra-Community supplies are made. Effective from
1 January 2010, ESLs must be filed for supplies of both intra-
Community goods and intra-Community services. Under prior
law, ESLs were required only for supplies of goods.

The filing period for the ESL for supplies of goods is changed
from quarterly filing to monthly filing. For supplies of services,
the filing period is quarterly. For entrepreneurs who must file
monthly ESLs for supplies of goods, an option is available to also
file monthly ESLs for intra-Community supplies of services.

In addition, the possibility of a one-month extension of the filing
deadline is abolished. However, the due date for filing is changed
from the 10th day of the following month to the 25th day of the
following month.

A taxable person that is exempt from filing preliminary VAT
returns, and that has taxable turnover not exceeding EUR200,000
a year may request permission to file annual ESLs if its intra-
Community supplies do not exceed EUR15,000 and do not
include supplies of new means of transport to purchasers using
VAT Identification Numbers. In this case, the submission dead-
line is the 10th day of the month following the calendar year.

Penalties may be imposed for late or inaccurate ESLs.
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A. At a glance

Name of the tax
Date introduced

European Union (EU)
Member State

Member of the Economic
Community of West African
States

Administered by

VAT rates
Standard
National Health Insurance

Levy

Flat rate scheme
Other
VAT number format
VAT return periods
Thresholds

Registration

Flat rate scheme

Recovery of VAT by
non-established businesses

B. Scope of the tax

Value-added tax (VAT)
18 March 1998

No

Yes
Ghana Revenue Authority

12.5%

2.5% (increases overall VAT
rate to 15%)

3%

Zero-rated and exempt
000V1111111

Monthly

Turnover exceeding GHS90,000
in 12 months, GHS67,500 in 9
months, GHS45,000 in 6 months
or GHS22,500 in 3 months
Turnover below GHS90,000

but exceeding GHS10,000 in

12 months

No

VAT applies to the following transactions:
« Taxable supplies. VAT is payable by the persons making the

supplies.

* Imported goods. VAT is payable by the importers.
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« Imported services. VAT is payable by the recipients of the
services.

C. Who is liable

In general, all persons that make taxable supplies of goods and
services in Ghana in the course of a business are liable to register
as VAT vendors.

On registering a taxable person, the Commissioner-General must
notify the person that it has been registered for VAT and must
issue a certificate of registration to the taxable person.

Group registration. Ghana’s VAT Act allows for group registration
if each member of the group is a registered corporate body in
Ghana and has an established place of business in Ghana and if
one of the group members controls the others in the group or one
company controls all of the members of the group.

Non-established businesses. A “non-established business,” which
is a business that does not have a fixed establishment in Ghana,
cannot register for VAT purposes in Ghana. A foreign entity is not
required to register for VAT unless it has a permanent establish-
ment in Ghana and makes taxable supplies of goods and services
in Ghana.

VAT on imported goods is generally paid by the importer.

Late-registration penalties. A person that is not registered but is
required to apply to be registered under the VAT Act, is consid-
ered to be a taxable person from the beginning of the tax period
immediately following the period in which the duty to register
arises. A person that fails to apply for registration commits an
offense. If the failure is deliberate or reckless, the person is liable
on summary conviction to a fine not exceeding GHS1,000.

D. VAT rates

The normal VAT rate in Ghana is 15%, which consists of the
standard VAT rate of 12.5% and the National Health Insurance
Levy, which is imposed at a rate of 2.5%.

The other VAT rates are a rate of 3% under the flat rate scheme
and a zero rate (0%) for exports.

Under the VAT flat rate scheme, taxable persons may charge a
flat VAT rate of 3% for supplies of goods and services, but they
may not claim a deduction for input VAT. VAT traders that charge
VAT at the standard rate of 15% also account for the 3% VAT in
their monthly returns.

No VAT is charged on items that are exempt or fall outside the
scope of the VAT.

The following lists provide some examples of exempt and zero-
rated supplies of goods and services.

Examples of exempt supplies of goods and services
(no VAT is charged)
* Unprocessed agricultural and aquatic products in their raw state
* Transportation by bus and similar vehicles, and by train, boat
and air
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* Medical services
* Agricultural inputs, animals, livestock and poultry
* Transportation of passengers

Examples of goods and services taxable at 0%
* Exports of taxable goods
* Exports of taxable services
* Goods and services supplied to Free Zone Enclaves or a Free
Zone Company
* Goods shipped as stores (stocked for own use) on a vessel or
aircraft leaving the territories of Ghana

E. Time of supply

In Ghana, the time when VAT becomes due is referred to as the
“time of supply” or the “tax point.” The following rules apply to
the determination of the time of supply:

« If the goods or services are applied to the taxpayer’s own use,
the tax point is the date on which the goods or services are first
applied to the taxpayer’s own use.

« [f the goods or services are supplied by gift, the tax point is the
date on which ownership of the goods passes or the perfor-
mance of the service is completed.

For all other cases, the time of supply is the earliest of the follow-

ing events:

* The goods are removed from the taxable person’s premises or
from the premises where the goods are under the taxable per-
son’s control.

» The goods are made available to the person to whom they are
supplied.

* The services are supplied or rendered.

* Payment is received.

* A tax invoice is issued.

Imports. The time of supply for imported goods is either the date
of importation or the date on which the goods leave a bonded
warehouse.

F. Recovery of VAT by taxable persons

A taxable person may usually recover input tax charged on goods
and services supplied by other taxable persons for business pur-
poses. Input tax is claimed by deducting the input tax credits
from output tax, which is VAT charged on supplies. Taxable per-
sons must claim input tax within three years after making an
expenditure.

The input VAT credit includes VAT charged on goods and ser-
vices purchased in Ghana and VAT paid on imports of goods and
services.

Nondeductible input tax. A taxable person may not usually recov-
er VAT on the purchase of goods and services that are not used
exclusively for business purposes. In addition, input tax may not
be recovered with respect to certain business expenditure. If nec-
essary, an apportionment of input tax between taxable goods and
services and non-taxable goods and services is made.

The following lists provide some examples of items of expendi-
ture for which input tax is not deductible and examples of items
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for which input tax is deductible if the expenditure is for pur-
poses of making a taxable supply.

Examples of items for which input tax is nondeductible

¢ The purchase of a motor vehicle or spare parts unless the tax-
able person is in the business of dealing in or hiring motor
vehicles, or selling vehicle spare parts

« Entertainment including restaurants, meals, and hotel expenses,
unless the taxable person is in the business of providing enter-
tainment

* A taxable supply to, or an import of goods by, a taxable person
partly for business use and partly for personal or other use (the
amount of input tax allowed as credit is restricted to that part of
the supply that relates to business activity)

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Business expenditure incurred in the production process (for
example, VAT paid on material purchased for resale)
» Raw material that is used for production
* Office equipment
* Advertising

Partial exemption. VAT paid that relates directly to goods and
services that are exempt is not recoverable. If a registered person
makes both exempt and taxable supplies, VAT cannot be recov-
ered in full. This situation is referred to as “partial exemption.”

Section 26 of the VAT Act provides the following rules with

respect to partial exemption:

* A taxable person that makes both taxable and exempt supplies
may deduct the input tax on its taxable purchases and imports
that can be directly attributed only to the taxable supplies made,
except that if the fraction is less than 5%, the taxable person
may not claim a credit for any input tax for the period.

« [f a taxable person makes both taxable and exempt supplies, but
cannot directly attribute the input tax to the taxable and exempt
supplies, it may deduct as input tax an amount that bears the
same ratio as the taxable supplies bear to the total supplies,
applying an apportionment formula provided by the VAT Act.

* [fthe percentage calculated using the above formula is less than
5%, the taxable person may not claim credit for any input tax
for the period.

« If the percentage calculated using the above formula is more
than 95%, the taxable person may claim credit for all input tax
for the period.

Refunds. Section 25 of the VAT Act provides the following rules

regarding refunds of VAT credits:

« If the amount of deductible input tax exceeds output tax due,
the excess amount is credited by the Commissioner-General to
the taxable person, except that, in the case of exports, the
Commissioner-General may refund the excess credit to the tax-
able person if the person’s exports exceed 25% of the total
supplies for the accounting period.

¢ A refund under the rule mentioned in the item above is made to
the taxable person if the excess credit remains outstanding for
a continuous period of three months or more.

« If the amount of input tax deductible in an accounting period
exceeds the output tax due, in addition to submitting the return
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for that accounting period, the taxable person must submit a
claim for refund to the Commissioner-General and retain the
tax invoices that relate to the accounting period for examination
by the Commissioner-General.

* [fthe taxable person complies with the requirements mentioned
above, if the return and refund claim are submitted by the due
date and if the Commissioner-General fails to make the refund
without justification within one month of receipt of the return
and claim, the taxable person is entitled to interest at the pre-
vailing Bank of Ghana discount rate plus one-quarter of that
rate for each day the refund remains unpaid.

G. Recovery of VAT by nonresidents

Ghana does not have a regime for the recovery of VAT paid by
nonresidents leaving the country. Section 13 of the VAT Act indi-
cates that refund of VAT charged on goods purchased by a person
not resident or domiciled in Ghana for consumption outside
Ghana may be authorized by the Commissioner-General subject
to such written conditions that the Commissioner-General may
impose. The Commissioner-General has not yet imposed any
conditions for a refund.

H. Invoicing

VAT invoices. On making a supply of goods and services, a tax-
able person must issue to the recipient of the goods or services
tax invoices in a form prescribed by regulations.

A taxable person that issues a VAT invoice must retain a copy of
the invoice in a serial invoice order.

The invoice must contain specific information detailed in the
VAT Act.

Proof of exports. Exports are zero-rated. All exports must be sup-
ported by evidence proving that the goods have left Ghana. The
Export Promotion Council requires detailed documentation for
exports.

Foreign-currency invoices. Ghana does not have a mandatory rule
regarding foreign-currency invoices that have been translated
into Ghanaian currency. The general practice is to use the
exchange rate prevailing on the date of the transaction for the
translation. The tax office may check the exchange rate used to
translate the Ghana cedi into the foreign currency or vice versa if
some doubt exists. If no doubt exists, the tax office accepts the
taxpayer’s translation of a foreign-currency-denominated invoice
into cedi.

I. VAT returns and payment

VAT returns. VAT returns must be filed on a monthly basis. They
are due one month in arrears. Payment is due in full at the same
time the returns are filed. A nil return must be filed if no VAT is
payable or claimable.

If the normal filing date falls on a public holiday or on a week-
end, the VAT return must be filed on the last working day before
that day.
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Ghana does not yet have an e-filing system, but the administra-
tive procedures for e-filing are currently being prepared. Returns
may be filed by mail, but this may not be efficient and may result
in delays.

Penalties. The following penalties are imposed for non-compli-
ance with the VAT regime:

« Failure to register, notify the Commissioner-General of a change
in business or apply for cancellation of registration: penalty of
GHS1,000 or imprisonment for a term not exceeding five years
or both

Failure to issue a VAT invoice: a fine of GHS1,000 or imprison-
ment for a term not exceeding five years or both

Making a statement to an officer of the Ghana Revenue Author-
ity that is false or misleading, omitting from a statement any
matter or item without which the statement is misleading: a fine
not exceeding GHS1,000 or imprisonment for a term not
exceeding five years or both

Falsification and alteration of documents: a fine of GHS200 but
not exceeding GHS1,000 or imprisonment for a term not
exceeding five years or both

Evasion of tax payments: a fine not exceeding three times the
tax that is being evaded or imprisonment for a term not exceed-
ing five years or both

Failure to maintain proper records: a fine not exceeding
GHS1,000 or imprisonment for a term not exceeding five years
or both

Obstruction of officer of the Ghana Revenue Authority: a fine
of not less than GHS50 but not exceeding GHS500 or impris-
onment for a term not exceeding one year
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New tax laws have been introduced with effect from January 2014, and
administrative guidelines are still awaited.

A. At a glance
Name of the tax Value-added tax (VAT)
Local name Foros prostithemenis aksias (FPA)
Date introduced 1 January 1987
European Union (EU)
Member State Yes
Administered by Ministry of Finance
(http://www.minfin.gr/)
VAT rates
Standard 23%
Reduced 6.5%, 13%
Other Exempt and exempt with credit
VAT number format EL123456789
VAT return periods
Monthly Double-entry accounting
(turnover exceeding
EUR1,500,000)
Quarterly Single-entry accounting
(turnover below EUR1,500,000)
Annual All businesses
Thresholds
Registration None
Distance selling EUR35,000
Recovery of VAT by

non-established businesses  Yes (for businesses established in
Norway, Switzerland or the EU)

B. Scope of the tax

VAT applies to the following transactions:

* The supply of goods or services made in Greece by a taxable
person

 Reverse-charge services received by a taxable person in Greece
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¢ The intra-Community acquisition of goods from another EU
Member State by a taxable person

* The importation of goods and certain services from outside the
EU, regardless of the status of the importer

For VAT purposes, the territory of Greece excludes Mount Athos.

C. Who is liable

A taxable person is any entity or individual that makes taxable
supplies of goods or services, intra-Community acquisitions,
imports of goods into Greece or distance sales (if the relevant
annual threshold is exceeded), in the course of a business in
Greece.

Greece does not apply a VAT registration threshold. A taxable
person that begins activities in Greece should notify the Greek
VAT authorities of its liability to register. This rule also applies to
“non-established businesses” (see Non-established businesses).

Group registration. VAT grouping is not permitted under Greek
VAT law. Legal entities that are closely connected should register
for VAT individually.

Non-established businesses. A “non-established business” is a
business that does not have an establishment in Greece. A foreign
or non-established business should register for VAT in Greece if
it engages in any of the following taxable activities:

* Supply of goods that are located in Greece at the time of supply
¢ Intra-Community acquisitions

» Distance sales in excess of the annual threshold (EUR35,000)
* Imports

* Services to which the reverse charge does not apply

The reverse charge generally applies to supplies made by non-
established businesses to taxable persons. Under this measure, the
taxable person that receives the supply should account for the
Greek VAT due. If the reverse charge applies, the non-established
business is not required to register for Greek VAT.

The reverse charge does not apply to supplies of goods or services
made to private persons.

VAT representatives. A non-established business that has no per-
manent establishment in Greece should appoint a VAT represen-
tative to register for VAT. The representative should be given,
among other documents required by law, a power of attorney to
act on behalf of the non-established business. Under the Greek
VAT law, the representative should be appointed and registration
obtained before the non-established business begins to make
taxable supplies.

An EU business is not required to appoint a full VAT representa-
tive to register for VAT in Greece. Instead, it may appoint a limited
representative. The limited representative undertakes compliance
procedures and may be held jointly liable for VAT debts and lia-
bilities. An EU business that is required to register should obtain
a Greek VAT registration number before making taxable supplies
in Greece and should appoint a limited representative. The lim-
ited representative may be any person engaged by the business
who is resident and VAT liable in Greece (such as a legal entity
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or an accountant). Under this system, the foreign business may
issue its invoices from abroad, under its Greek VAT registration
number. The representative should account for Greek VAT, as
well as submit VAT returns and invoices, which may be issued
directly by the foreign company.

An EU-established business may opt to register for VAT in
Greece without appointing a VAT representative. The registration
should be performed following the submission of a special dec-
laration to the Tax Office of Athens by email.

The Greek VAT authorities require a full VAT representative to be
appointed by all non-EU businesses that register for VAT. The full
representative is jointly liable for VAT debts with the foreign
business that it represents.

Late-registration penalties. A penalty may be imposed for late
registration amounting to EUR100 (EUR2,500 if the failure to
register comes to the attention of the tax authorities).

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to a rate of VAT. The term “exempt supplies”
refers to supplies of goods and services that are not liable to tax
and that do not give rise to a right of input tax deduction (see
Section F). Some supplies are classified as “exempt with credit,”
which means that no VAT is chargeable, but the supplier may
recover related input tax. Exempt with credit supplies include
exports of goods outside the EU and related services, as well as
intra-Community supplies of goods and intangible services sup-
plied to a taxable person established in the EU or to any recipient
outside the EU.

In Greece, the VAT rate depends on where the supply is made. In
the Cyclades, Dodecanese and the Sporades, as well as certain
Aegean Islands, the standard rate is 16%. The reduced rates in
these areas are 9% and 5%. In the remaining territory of Greece,
the standard rate is 23%, and the reduced rates are 13% and 6.5%.

The standard rate of VAT applies to all supplies of goods or ser-
vices, unless a specific measure allows a reduced rate or exemp-
tion.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at a reduced rate of VAT.

Examples of exempt supplies of goods and services
* Postal services
* Finance
¢ Insurance
« Sales and rental of immovable property
* Medical services supplied by public law and other not-for-
profit organizations
¢ Healthcare
* Education

Examples of goods and services taxable at 13%
(9% in certain islands)

 Foodstuffs
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Examples of goods and services taxable at 6.5%
(5% in certain islands)
* Books
* Newspapers
» Magazines
» Hotel accommodation services

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.”

Goods. The basic time of supply for goods is when the goods are
put at the purchaser’s disposal. If the supplier undertakes the
obligation to forward the goods to the buyer, the time of supply
is at the beginning of the transportation. For installed goods, the
time of supply is when installation is completed. If the supplier
issues an invoice before the basic time of supply, the time of sup-
ply becomes the invoice date.

Services. In general, the time of supply for services is when they
are performed. If the supplier issues an invoice before the basic
time of supply, the time of supply is the invoice date.

Prepayments. Payments received before the supply of goods or
services or the issuance of a VAT invoice are known as advance
payments. Advance payments do not generally create a tax point
(they create a tax point only in the event of an intra-Community
supply of services).

Intra-Community acquisitions of goods. For intra-Community
acquisitions, the time of supply is when the goods are put at the
purchaser’s disposal. If the supplier undertakes the obligation to
forward the goods to the buyer, the time of supply is the begin-
ning of the transportation. VAT is due on the issuance of an
invoice, or by the 15th day of the month following the month in
which the supply took place, whichever is the earlier.

Imported goods. The time of supply for an importation is when
the importation occurs or when the goods leave a duty suspension
regime.

Cash accounting. Greece does not operate a cash accounting
scheme.

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 deducting it from output tax,
which is VAT charged on supplies made.

Input tax includes VAT charged on goods and services supplied
within Greece, VAT paid on imports of goods and VAT self-
assessed on the intra-Community acquisition of goods and reverse-
charge services.

A valid tax invoice or customs document should 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
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purposes (for example, goods acquired for private use). In
addition, input tax may not be recovered for some items of
business expenditure.

The following lists provide some examples of items of expendi-
ture 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
» Hotel accommodation
* Business gifts valued at more than EUR10
* Lease, purchase, hire and maintenance of cars
* Fuel for cars
* Business entertainment
* Home telephone bills
* Taxis
* Public transport
¢ Food, drink and tobacco

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Books
« Attending conferences and seminars
* Lease, purchase, hire and maintenance of vans and trucks
* Fuel for vans and trucks
* Mobile telephones
« Utilities

Partial exemption. Input tax directly related to making exempt
supplies is not generally recoverable. If a Greek taxable person
makes both exempt and taxable supplies, it may not recover input
tax in full. This situation is referred to as “partial exemption.”
Exempt with credit supplies are treated as taxable supplies for
these purposes.

The amount of input tax that may be recovered is calculated in the

following two stages:

* The first stage identifies the input VAT that may be directly
allocated to taxable supplies and exempt supplies. Input tax
directly allocated to taxable supplies is deductible, while input
tax directly related to exempt supplies is not deductible.

* The second stage identifies the amount of the remaining input
tax (for example, on general business overhead) that may be
allocated to taxable supplies and recovered. The calculation is
based on the value of taxable supplies made compared with
total turnover. The partial exemption recovery percentage is
rounded up to the nearest whole number (for example, a recovery
percentage of 75.1% is rounded up to 76%).

Capital goods. Capital goods are items of capital expenditure that
are used in a business over several years. Input tax is generally
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 acquisi-
tion. However, the amount of input tax recovered for capital
goods should be adjusted over time if the taxable person’s partial
exemption recovery percentage changes during the adjustment
period.
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In Greece, the capital goods adjustment applies to the following
assets for a period of five years:

* Land and buildings

 Other movable capital assets and certain intangible goods

The adjustment is applied each year following the year of use to
a fraction of the total input tax (1/5 for all capital assets). The
adjustment may result in either an increase or a decrease of deduct-
ible input VAT, depending on whether the ratio of taxable sup-
plies made by the business has increased or decreased compared
with the year in which the capital goods were acquired.

Refunds. If the amount of input tax recoverable in a period
exceeds the amount of output tax payable in that period, the tax-
able person has an input tax credit. If a preliminary VAT return
results in an input VAT credit, the amount is carried forward to
offset output VAT payable in subsequent periods. The statute-of-
limitations period for the recovery of input tax is three years from
the date when the annual VAT return was submitted or, if no
annual VAT return was submitted on time, three years from the
latest deadline by which the annual VAT return should have been
submitted.

A taxable person may opt to claim a refund of the credit on the
basis of a petition filed with the appropriate VAT authorities fol-
lowing the submission of the respective VAT return, either peri-
odic or annual. The petition should be filed within the
statute-of-limitation period. The time frame for the refund may
vary depending on such factors as the taxable person’s specific
transactions or the amount of tax to be refunded.

A tax audit is not a prerequisite for the refund. However, under
certain circumstances, a taxable person may be selected for a tax
audit prior to the refund, based on a risk analysis method per-
formed by the Directorate of the Ministry of Finance.

According to the recently introduced Tax Procedures Code
(TPC), in the case of refunds of unduly paid taxes, a deadline of
90 days applies to a refund claim. The 90-day period commences
from the submission by the taxpayer of the claim for a refund
unless a shorter time period is provided by other provisions. It is
specifically stated that if a refund is not paid within 90 days, the
taxpayer is entitled to interest at a rate to be determined by the
Ministry of Finance. Since the TPC also covers VAT, the VAT
refund deadlines are expected to be the same as in this provision.
However, the Ministry of Finance has not yet issued administra-
tive guidelines on this issue.

G. Recovery of VAT by non-established businesses

Greece refunds VAT incurred by EU businesses that are neither
established in Greece nor registered for VAT there. Refund is
made under the terms of the EU Directives 2006/112/EC and
2008/9/EC. Greece does not yet refund VAT under the terms of
the EU 13th Directive (Directive 86/560/EEC) to businesses
established outside the EU, with the exception of businesses
established in Norway and Switzerland. A Norwegian, Swiss or
EU business may claim Greek VAT refunds to the same extent as
a Greek taxable person.
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Refund application. Greece has incorporated into its VAT law the
provisions of EU Directive 2008/9/EC, which provides detailed
rules for the refund of value-added tax, provided for in EU
Directive 2006/112/EC, to taxable persons not established in
Greece but established in another EU Member State. These mea-
sures took effect on 1 January 2010 and applied for the first time
to refund claims of foreign businesses with respect to Greek VAT
incurred in 2009. In accordance with EU Directive 2008/9/EC,
VAT refund applications should be submitted electronically.

According to the guidelines issued by the Greek VAT authorities
on the procedure for the 8th VAT Directive rules, the refund
application should be submitted by 30 September of the calendar
year following the refund period. Claims should be submitted
electronically in either Greek or English and should be accompa-
nied by scanned copies of relevant invoices placed in an elec-
tronic archive or file. The refund period should be no longer than
one calendar year (the minimum VAT claim amount is EUR50)
or less than three calendar months (the minimum VAT claim
amount is EUR400). The appropriate Greek authority for this
purpose is the following:

The Hellenic Republic

Ministry of Finance, VAT Division

Directorate of VAT Administration and Resources
Sina 2-4

10672 Athens

Greece

Repayment interest. If the refund application is approved, refund
of the approved amount should be paid within 10 working days
after the expiration of the deadline to respond. Interest is payable
to the applicant on the amount of the refund to be paid if the
refund is paid after the last date for payment. Interest due is cal-
culated according to the rules applicable for payment of default
interest to Greek taxable persons.

H. Invoicing

VAT invoices and credit notes. A taxable person should generally
provide a VAT invoice for all taxable supplies made, including
exports and intra-Community supplies. For retail transactions,
retail receipts should be issued. A document qualifies as a valid
invoice if it complies with requirements set out in the Greek law
(Greek Transactions’ Tax Reporting Code).

A wvalid original VAT invoice is required to support a claim for
input tax deduction or a refund under the EU 8th Directive refund
scheme. Invoices should comply with requirements in the Greek
Transactions’ Tax Reporting Code to qualify as valid evidence to
support input tax deductions.

A VAT credit note may be used to reduce the VAT charged and
reclaimed on a supply. A credit note should be cross-referenced
to the original VAT invoice.

Proof of exports and intra-Community supplies. VAT is not charge-
able on supplies of exported goods or on intra-Community sup-
plies of goods. However, to qualify as VAT-free, exports and
intra-Community supplies should be supported by evidence
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confirming that the goods have left Greece. Acceptable proof

includes the following documentation:

* For an export, copies of the export document, officially vali-
dated by customs and showing the supplier as the exporter, and
the bill of lading issued by the transporter

* For an intra-Community supply, a range of commercial docu-
mentation, such as dispatch notes, the bill of lading and proof
of payment

Foreign-currency invoices. If an invoice is received in a foreign
currency, the amounts should be converted into euros. The
exchange rate to be used is issued by the Ministry of Finance. An
invoice may be issued in foreign currency if Greece is the place
of supply of goods or services and if the amount of VAT payable
is indicated in euros.

I. VAT returns and payment

VAT returns. Greek VAT returns are submitted monthly if turn-
over exceeds EUR1,500,000 per year. If turnover is less than
EUR1,500,000, VAT returns are submitted quarterly. In addition,
all taxable persons should submit annual VAT returns.

In principle, filing of VAT returns and full payment of the VAT
due should be made by the 20th day of the month following the
end of the return period. However, taxpayers have the option of
paying EUR10 of the total VAT amount due when filing a timely
periodic VAT return and paying the remaining in two installments
as follows:

* The first installment, which should bring the total paid to 50%
of the VAT due, is due on the last public sector working day of
the month during which the return is filed.

* The second installment, which should bring the total paid to
100% of the VAT due plus 2%, is due on the last public sector
working day of the following month.

Where 50% or more of the VAT amount due is paid upon filing
of a periodic VAT return, the additional 2% is not assessed.

No periodic return is required if a taxable person has suspended
its business activity and has declared such suspension with the
appropriate tax office.

As a general rule, it is mandatory to file periodic VAT returns
electronically.

Annual VAT return. A final (annual) VAT return should be filed
by 10 April (for businesses that file quarterly VAT returns) or by
20 May (for businesses that file monthly VAT returns) following
the end of the financial year.

Penalties. Penalties are charged for late or inaccurate VAT returns
and for the failure to file VAT returns, as follows:

Procedural violation penalties in cases of late or inaccurate VAT

returns or failure to file VAT returns are determined as follows:

» Where the taxpayer is not liable to maintaining accounting
books, a penalty is imposed amounting to EUR100.

* Where the taxpayer is liable to maintain accounting books on
the basis of simplified accounting principles, a penalty is
imposed amounting to EUR1,000.
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» Where the taxpayer is liable to maintain accounting books on
the basis of accounting principles, a penalty is imposed
amounting to EUR2,500.

* If no VAT is due, the penalty amounts to EUR100 in all of the
above cases.

Further to the above penalties, additional surcharges are imposed

for late payment of VAT due as follows:

* Where the VAT due is paid to the Greek State after the lapse of
two months following the statutory deadline for filing the rel-
evant VAT return, a penalty is imposed amounting to 10% of
the tax due.

* Where the VAT due is paid to the Greek State after the lapse of
one year following the statutory deadline for filing the relevant
VAT return, a penalty is imposed amounting to 20% of the tax
due.

» Where the VAT due is paid to the Greek State after the lapse of
two years following the statutory deadline for filing the relevant
VAT return, a penalty is imposed amounting to 30% of the tax
due.

In cases of inaccurate VAT returns, whereby VAT due is under-
stated in comparison to the amount assessed by the Tax
Authorities, additional surcharges are imposed as follows:

» Where the difference in VAT ranges from 5% to 20% of the
VAT due based on the inaccurate VAT return, additional tax is
imposed at a rate of 10%.

» Where the difference in VAT ranges from 21% to 50% of the
VAT due based on the inaccurate VAT return, additional tax is
imposed at a rate of 20%.

* Where the difference in VAT exceeds 51% of the VAT due
based on the inaccurate VAT return, additional tax is imposed
at a rate of 100%.

In cases of failure to file a VAT return, a penalty equal to the VAT
amount of the unaccounted VAT is imposed.

Finally, in cases of late payment, inaccurate underpayment or
non-payment of VAT, the taxpayer is obliged to pay interest cal-
culated on this amount for the time period from the end of the
statutory deadline until the date of the payment.

J. EU filings

INTRASTAT. A Greek taxable person that trades with other EU
countries should complete statistical reports, known as
INTRASTAT, if the value of its intra-Community sales or pur-
chases exceeds certain thresholds. Separate reports are used for
intra-Community acquisitions (INTRASTAT Arrivals) and intra-
Community supplies INTRASTAT Dispatches).

For 2013, the threshold for INTRASTAT Arrivals is EUR100,000.

For 2013, the threshold for INTRASTAT Dispatches is
EUR90,000.

The INTRASTAT return is filed electronically on a monthly basis.
The submission deadline is the 26th day of the month following
the end of the INTRASTAT return period.
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A penalty amounting to EUR100 may be incurred for inaccurate
or late or missing INTRASTAT returns.

EC Listings. EC Listings for cross-border supplies of both goods
and services within the EU performed on or after 1 January 2010
are filed on a monthly basis. Separate forms should be filed for
intra-Community dispatches (sales or supplies of services or
goods) and for intra-Community acquisitions or receipt of ser-
vices. In principle, EC Listings should be filed electronically
through TAXISnet (that is, the electronic application of the Greek
Ministry of Finance) by the 20th day of the month following the
reporting period. Late or corrected EC Listings should be filed in
paper format only with the appropriate Tax Office. It is not neces-
sary to file nil EC Listings for a month in which no intra-Com-
munity transactions take place. EC Listings should include
business-to-business (B2B) services supplied on a cross-border
basis only if these services are taxable in the country of the
recipient. On the contrary, EC Listings should not include ser-
vices that are exempt from VAT in the country of the recipient
business. Taxable persons required to file EC Listings should
verify through the VAT Information Exchange System (VIES)
the VAT identification number of their customers before engag-
ing in intra-Community transactions.

A penalty amounting to EUR100 may be incurred for inaccurate
or late or missing EC Listings.
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Rafael Sayagués
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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 1 July 1992
European Union (EU)
Member State No
Administered by The Tax Administration
Superintendence (SAT)
(http://www.sat.gob.gt)
VAT rates

Standard 12%

Reduced 5% on gross sales for small
taxpayers with annual turnover
of less than GTQ150,000
(approximately USD19,132)
with no input tax recovery

Other Exempt and zero-rated; and

VAT number format

VAT return periods

a fixed amount on purchases of
used vehicles and motorcycles

Tax identification number
(NIT)

Monthly
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Thresholds
Registration None

Recovery of VAT by
non-established businesses ~ No

B. Scope of the tax

VAT applies to the following transactions:

* The sale or exchange of movable goods or rights derived from
movable goods

* The rendering of services within Guatemala

* Imports

* Leasing of movable and immovable property

» Consumption by the taxpayer and consumption by the employ-
ees, executives, directors and shareholders of a company or their
family members

« Certain shortages of inventory such as those derived from miss-
ing goods (for example, shrinkage) or damaged goods

* The first sale or exchange of immovable assets

* Certain donations

* Contributions of immovable property to legal entities if the assets
have been previously contributed to a real estate entity

C. Who is liable

Any business entity or self-employed individual that carries out
taxable activities on a regular or periodic basis must register for
VAT. Taxable persons whose annual turnover does not exceed
GTQ150,000 (approximately USD18,796) may elect to be taxed
under a simplified VAT regime.

Group registration. VAT grouping of separate legal entities is not
allowed in Guatemala. Legal entities that are closely connected
must register for VAT separately.

Small taxpayers. Small taxpayers with annual turnover of up to
GTQ150,000 (approximately USD18,796) may apply for a sim-
plified regime. Under the simplified regime, taxpayers pay tax at
a rate of 5% based on their gross taxable sales without a right to
credit or deduct VAT input tax (see Section F). Small taxpayers
will be subject to VAT withholding when engaging in commercial
activities with VAT withholding agents. In all cases where VAT is
not withheld, small taxpayers must declare and pay the VAT
within the next calendar month. In addition, taxpayers operating
under this regime are exempt and shall neither declare nor pay
income tax.

Non-established businesses and tax representatives. A “non-
established business” is a business that has no fixed establish-
ment in Guatemala. A non-established business must register for
VAT if it supplies goods or services in Guatemala. To register for
VAT, a non-established business must take the following actions:
* Appoint a tax representative
* Provide the tax authorities with a copy of its Articles of Incor-
poration, legalized by a Guatemalan consulate, together with an
official translation in Spanish

VAT withholding for non-domiciled individuals. If a non-domiciled
individual renders an occasional, temporary service in Guatemala
(or performs another taxable activity) without being registered
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for VAT, the local beneficiary of the service may be able to issue
a “special invoice” for VAT withholding.

VAT withholding agents. Large taxpayers may be designated as
VAT withholding agents for payments made relating to the acqui-
sition of goods and services. This measure also applies to other
special taxpayers expressly qualified as withholding agents (for
example, exporters, government entities, and credit card opera-
tors). VAT withholding generally applies to the following (certain
exemptions regarding minimum amounts may apply):

» Regular exporters (a minimum monthly average exports of
GTQ100,000 [approximately USD12,531]): 65% of VAT gener-
ated from the purchase of agricultural and cattle products, and
15% of VAT generated for other acquisitions

* Drawback entities: 65% of the VAT generated

» Government entities (excluding municipalities): 25% of the VAT
generated

* Credit and debit card operators: 15% of the VAT generated on
transactions carried out by affiliated entities

* Gas stations: 1.5% withholding on the gross amount of acquisi-
tions of gasoline

* Special taxpayers: 15% of the VAT generated

* Other withholding agents: 15% of the VAT generated

In principle, the VAT withholding mechanism does not apply to
transactions between withholding agents, unless the acquisition
is made by credit or debit card (in such case, the taxpayer applies
the VAT withholding as described above).

Late-registration penalties. A taxpayer that fails to register for
VAT on a timely basis cannot offset VAT credits generated from
purchases that are included in inventory at the time of registration.

The tax authorities may impose penalties and interest for late
VAT registration.

D. VAT rates

In Guatemala, the standard VAT rate is 12%. The standard rate
applies to the supply of all goods or services, unless a specific
measure allows an exemption. A 5% rate on gross sales applies
to small taxpayers.

The 12% VAT rate applies to sales of vehicles and motorcycles
when the transaction and the model of the vehicle or motorcycle
corresponds to one of the following:

¢ The current year

* The year prior to the current year

* The year following the current year

For used vehicles and motorcycles, a fixed amount of VAT
applies ranging from GTQ200 to GTQI1,000 (approximately
USD25 to USD125), depending on the year of manufacture. In
addition to activities that are subject to tax, some activities are
exempt and zero-rated. Exports of goods and services are zero-
rated (see Section F).

The first registered sale of a real estate property is subject to 12%
VAT but no stamp tax; the second and subsequent sales are
exempt from VAT but subject to a 3% stamp tax.
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The following list provides some examples of exempt supplies of
goods and services.

Examples of exempt supplies of goods and services

* Transfer of assets in a merger

* In-kind contributions of movable property to a legal entity

* In-kind contributions of immovable property if the property had
not been previously contributed to a real estate entity

* Supplies by cooperatives to their members

* Low-value retail sales of meat, fish, seafood or shellfish, fresh
fruits and vegetables, cereals and basic grains in cantonal and
municipal markets with a maximum sale value of GTQ100
(approximately USD13)

* Certain financial services

* Education

« Certain insurance and reinsurance transactions

E. Time of supply

The time when the taxable event is considered to be completed
and VAT becomes due is called the “tax point.” For a supply or
exchange of goods, the tax point is the earlier of the issuance of
the invoice or the delivery of goods. For a supply of services, the
tax point is when the invoice, receipt or other document related
to the transaction is issued. If no invoice is issued, the tax point
is at the time of payment.

Shortages of inventory. The tax point for shortages of inventory
is when the shortage is discovered.

Leasing and continuous supplies of services. For leasing and a
continuous supply of services for which the customer pays peri-
odically, the tax point is the due date for each periodic payment.

Imported goods. The time of supply for imported goods is when
the goods clear all customs formalities for importation.

Insurance and bonds. The tax point for insurance and bonds is
when the premiums or quotas are received.

F. Recovery of VAT by taxable persons

A taxable person may recover input tax. Input tax 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 and the rendering of services. To deduct or credit input tax,
certain conditions must be met. Input tax may be deducted or
credited in the month when the invoice is received or in the fol-
lowing two months.

In general, input tax paid on imports or purchases of goods and
services is creditable when directly related to the taxpayer’s busi-
ness activity.

A valid tax invoice or customs document must generally accom-
pany a claim for an input tax credit. Purchases supported by
invoices issued by small taxpayers do not generate input tax
credits.

Payments in excess of GTQ30,000 (approximately USD3,759)
must be made through the banking system or using a deed from



312 GUATEMALA

a notary public in which the payer and the beneficiary are clearly
identified.

Nondeductible input tax. Input tax may not be recovered on
imports or purchases of fixed assets not directly related to the
taxpayer’s business activity.

Refunds. If the amount of input VAT recoverable in a month
exceeds the amount of output VAT payable, the taxpayer obtains
an input VAT credit. The credit may be carried forward to offset
output tax in subsequent VAT periods.

Qualified exporters may claim a refund of VAT paid on inputs.
The Bank of Guatemala (central bank) maintains a registry of
qualified exporters.

To qualify for the registry of exporters, the taxpayer must provide

the Bank of Guatemala with documents that prove it satisfies one

of the following conditions:

« It exports 50% or more of its gross sales.

* It exports less than 50% of its gross sales, but it is not able to
fully offset its input tax credit related to its exports against its
output tax generated from domestic supplies.

Taxpayers registered as exporters may file a refund request with
the Bank of Guatemala within 30 business days following the end
of the period for which the refund is claimed. No refunds are
granted for amounts of up to GTQ10,000 (approximately
USDI,253). For refund requests greater than GTQ10,000
(approximately USD1,253), the Bank of Guatemala partially
refunds the VAT paid by exporters in the following percentages:
* 75% of refund amounts of up to GTQ500,000 (approximately
USD62,656)
* 60% of refund amounts greater than GTQ500,000

The remaining 25% or 40% is carried forward to the future peri-
ods, or the exporter may request a refund directly from the tax
authorities.

Qualified taxpayers may also request VAT refunds based on an
opinion issued by a registered certified public accountant.

A nonqualified exporter may request a 100% VAT refund from
the tax authorities directly if the exporter is not able to credit VAT
on inputs against VAT on outputs.

G. Recovery of VAT by non-established businesses

Guatemala does not refund VAT incurred by foreign or non-
established businesses unless they are registered as Guatemalan
VAT taxpayers.

H. Invoicing

VAT invoices, credit notes and debit notes. A taxable person must
generally provide a VAT invoice for all taxable supplies made.
VAT invoices, credit notes and debit notes must be authorized by
the tax authorities. An invoice is generally necessary to support a
claim for an input tax credit. If the nature of the business makes
it impractical for a taxpayer to issue tax invoices, the tax author-
ities may authorize the use of cash registers and other computer-
ized systems to issue receipts instead of invoices.
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A VAT debit note must be used to increase the VAT chargeable if
the value of a supply increases for any reason. A VAT credit note
must be used to reduce the VAT charged and claimed on a supply
if the value is reduced for any reason (for example, the granting
of a discount, a change in the price or a return of the goods). A
debit note or credit note must include the same information as a
tax invoice.

Companies and individuals qualified by the tax authorities as
Special Contributors must register as Authorized Issuers of
Electronic Invoices (Emisores de Facturas Electronicas, or
EFACE) with the tax authorities. Accordingly, as of March 2013,
they must issue their invoices through electronic means
(Facturacion Electronica, or FACE).

Exports. Exports of goods and services are zero-rated. However,
to qualify as zero-rated, exports must be supported by customs
documents that give evidence of the outbound process. Suitable
evidence also includes export invoices and bills of lading.

Foreign-currency invoices. VAT invoices must be issued either in
Guatemalan quetzals (GTQ) or in US dollars (USD). However,
invoices issued in US dollars must show the exchange rate used
on the date of the transaction.

I. VAT returns and payment

VAT returns. VAT returns are generally submitted monthly. VAT
due must be paid in full by the end of the month following the
month in which the return is submitted.

Penalties. Non-payment of VAT results in a penalty equal to
100% of the unpaid amount. If the penalty is paid voluntarily by
the date required by the VAT authorities, the penalty is reduced to
50%.

Violation of formal duties. The late filing of VAT returns is subject
to a penalty ranging from GTQS50 (approximately USD6.38) per
day, up to a maximum of GTQ1,000 (approximately USD125). If
the return is filed voluntarily, the late-filing penalty may be
reduced to 85% of the original amount.

Tax fraud. Tax fraud occurs when information has been altered in
a manner that causes the tax authorities to incorrectly compute
the amount of tax due. The penalty consists of 100% of the
amount of the tax plus imprisonment from one to six years.

The tax fraud penalty may not be imposed together with penalties
for late payment.
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A. At a glance
Name of the tax Value-added tax (VAT) or
sales tax
Local name Impuesto sobre Ventas
Date introduced 1 January 1964
European Union (EU)
Member State No
Administered by Finance Secretary
(http://www.dei.gob.hn)
VAT rates
Standard 15%
Higher 18%
Other Exempt
VAT number format National Tax Registry number

(RTN)
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VAT return periods Monthly
Annually (taxable turnover
greater than HNL180,000
[approximately USDS,693])
Thresholds
Registration None
Exoneration from
VAT filing Annual taxable turnover below
HNL180,000 (approximately
USD8,693)
Small taxpayer Annual taxable turnover below
HNL 180,000 (approximately
USDg,693)
Recovery of VAT by

non-established businesses ~ No

B. Scope of the tax

VAT applies to the following transactions:

* The supply of taxable goods or services made in Honduras by
a taxable person

* Self-consumption

* The importation of goods or services from outside Honduras,
regardless of the status of the importer, with the exception of
exempt goods or services

C. Who is liable

A taxpayer for VAT purposes is any entity or individual that sup-
plies taxable goods or services in Honduras in the ordinary course
of a trade or business. Taxpayers that deal primarily with final
consumers may be designated as withholding agents for VAT. All
businesses must register as taxpayers; no separate registry for
VAT taxpayers exists. The national tax registry number (RTN) is
used for VAT purposes.

Small businesses. Taxpayers whose annual turnover is less than
HNL180,000 (approximately USD8,693) are not required to pay
VAT or file VAT returns.

Group registration. VAT grouping is not allowed under the
Honduran VAT law. Legal entities that are closely connected must
register for VAT as separate entities.

Non-established businesses and tax representatives. A “non-
established business” is a business that has no fixed establish-
ment in Honduras. A non-established entity is required to register
as a taxpayer if it engages in business activities within Honduras.
Foreign taxpayers must complete a tax questionnaire, which
includes information such as the names of the current sharehold-
ers and the projected sales during the first year. This information
must be submitted together with the following documents:
* A copy of the Articles of Incorporation, together with an offi-
cial translation in Spanish
* A special power of attorney granted to a legal representative in
Honduras

The above documents must be legalized by the Honduran Consul
in the foreign taxpayer’s country of residence.
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Late-registration penalties. A taxpayer that fails to register for
VAT on a timely basis is subject to a penalty equal to three average
current base salaries. The average base salary for 2013 is
HNL6,531 (approximately USD315).

D. VAT rates

The term “taxable supplies” refers to supplies of goods and
services that are subject to VAT. The term “exempt supplies”
refers to supplies of goods and services that are not subject to tax.
Exempt supplies do not give rise to a right to an input tax
deduction.

Effective 1 January 2014, the standard rate of VAT is 15% and
applies to the supply of all goods or services, unless a specific
measure imposes a higher rate or allows an exemption. Also
effective 1 January 2014, a higher rate of 18% is imposed on
supplies of alcoholic beverages and cigarettes.

The following list provides some examples of exempt supplies of
goods and services.

Examples of exempt supplies of goods and services
* Goods that form part of the average weekly shopping
* Pharmaceutical products
¢ Cleaning fluids and disinfectants
» Agrochemicals, fertilizers, animal feed, seeds and live animals
* Transfer of assets in a merger or liquidation
» Medical services
* Services supplied by barbers and beauty salons
* Personal insurance and reinsurance
* Gasoline, kerosene and related oil products
* Firewood and coal
» Books and newspapers
* Leather, except fine leather goods
» Water and electrical services
* Education
* Passenger transport
* Financial services

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “taxable event.”

For the supply of goods, the time of supply is the earlier of the
issuance of the invoice or the delivery of the goods. For a supply
of services, the time of the supply is the earlier of the issuance of
the invoice or the performance of the services.

Importation. The time of supply for imported goods is when the
goods are “nationalized,” that is, when the goods clear all cus-
toms formalities for importation. For the importation of services,
the time of supply is the earlier of the issuance of the invoice or
the performance of the services.

F. Recovery of VAT by taxable persons

A taxpayer may recover input tax, which is VAT charged on goods
and services supplied that are used to generate taxable income.
Input tax is generally recovered by a deduction from output tax,
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which is VAT charged on supplies made. Input tax may be
deducted in the month in which the invoice is received or in the
following month.

Input tax includes VAT charged on goods and services supplied
in Honduras, VAT paid on imports of goods and reverse-charge
VAT on domestic self-consumption of services. The input tax
credit is available only for goods and services acquired to gener-
ate income and for the purchase of machinery and equipment.

A valid tax invoice or customs document must generally accom-
pany a claim for an input tax credit.

Refunds. If the amount of input VAT recoverable in a month
exceeds the amount of output VAT payable, the taxpayer obtains an
input VAT credit. The credit may be carried forward to offset
output tax in subsequent VAT periods.

G. Recovery of VAT by non-established businesses

Honduras does not refund VAT incurred by foreign or non-
established businesses unless they are registered for VAT in
Honduras.

Diplomats and international organizations. Diplomatic consular
delegations, and international organizations and agencies are
entitled to reimbursement for VAT paid in Honduras. Depending
on the claimant’s status, the claimant may request a refund of the
VAT or exercise the right to offset the VAT credit by making
subsequent purchases subject to VAT. If the credit has not been
offset after six months, the amount may be applied against other
taxes.

H. Invoicing

VAT invoices and credit and debit notes. A taxpayer must gener-
ally provide a VAT invoice for all taxable supplies made, includ-
ing exports. An invoice is generally necessary to support a claim
for input tax credit. If the nature of the business makes it imprac-
tical for a taxpayer to issue tax invoices, the VAT authorities may
authorize the use of cash registers and computerized systems to
issue receipts instead of invoices.

As an anti-fraud measure, a new invoicing system is expected to
enter into force in 2014. This system will control and regulate the
printing of documents, such as invoices and receipts.

A VAT credit note may be used to reduce VAT charged and
reclaimed on a supply if the value is reduced for any reason (for
example, the granting of a discount or bonus, a change in price
or the return of the goods). A credit note must generally include
the same information as a tax invoice.

Proof of export. VAT does not apply on supplies of exported goods.
However, to qualify as VAT-free, exports must be supported by
customs documents that prove the goods have left Honduras.
Suitable evidence includes export invoices and bills of lading.

Foreign-currency invoices. VAT invoices must be issued in
Honduran lempira (HNL).
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I. VAT returns and payment

VAT returns. VAT returns are generally submitted monthly.
Monthly returns must be submitted by the 10th day of the month
following the end of the return period. Payment in full is due on
the same date.

Taxable persons whose annual turnover is over HNL180,000
(approximately USD8,693) must file VAT returns annually. The
filing deadline is 30 days following the end of the return period.

Taxable persons whose annual turnover is below HNL180,000
(approximately USDS,693) are not required to file VAT returns
or pay VAT.

Return liabilities must be paid in Honduran lempira.

Effective from November 2010, large taxpayers are required to
withhold 12% VAT on payments related to the following:

* Transportation services

* Cleaning and fumigation services

* Printing and screen printing services

* Investigation and security services

» Commercial sites and machinery and equipment rent

Monthly withholding returns must be submitted by the 10th day
of the month following the end of the return period. Payment in
full is due on the same date.

In addition, large taxpayers are required to file a monthly 12%
VAT information withholding tax return, which reports all of the
purchased services subject to the 12% VAT withholding tax.

The monthly information returns must be submitted by the
15th day of the month following the end of the return period.

Penalties. The penalty assessed for the late submission of a VAT
return is 1% if filed within five days after the filing date. If the
tax liability is not paid within these five days, a 2% monthly
penalty applies instead.

The surcharge assessed for the late filing of a VAT return is
5% per month, up to 60% if the tax liability is not paid by the
10th day of the month following the end of the return period.

Violation of formal duties. Failure to file and satisfy reporting

obligations in Honduras is subject to a penalty of three base sala-

ries (the current minimum base salary is approximately USD315).

Such penalties apply to the following:

* Failure to maintain accounting books or records as required by
law

* Providing false information when registering for VAT

* Not registering with the proper tax authorities

* Refusing to provide information to the tax authorities

Tax fraud. Tax fraud is deemed to occur if a taxpayer files a return

that results in the underpayment of taxes as a result of illegal

actions. The Penal Code provides the following prison terms for

tax evasion:

* Three to six years of imprisonment if the amount does not
exceed HNL 100,000 (approximately USD4,829)
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* Three to nine years of imprisonment if the amount does not
exceed HNL500,000 (approximately USD24,147)

* Six to 12 years of imprisonment if the amount exceeds
HNL500,000 (approximately USD24,147)

In addition, a fine equal to 50% of the underpaid VAT applies. If
the underpaid VAT cannot be calculated, the applicable fine is
calculated based on the assessment issued by the tax authorities.
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A. At a glance

Name of the tax Value-added tax (VAT)

Local name Altalanos forgalmi adé

Date introduced 1 January 1988

European Union (EU)
Member State Yes

Administered by Ministry for National Economy
(www.kormany.hu/en/
ministry-for-national-economy)

National Tax and Customs

Authority
(www.nav.gov.hu)
VAT rates
Standard 27%
Reduced 5%, 18%
Other Exempt
VAT number format 12345678-2-34
VAT return periods
Quarterly General
Monthly If net VAT payable in the tax

year or in the second year
preceding the year in question
exceeds HUF1 million or if
VAT grouping is applied
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Annual If net tax payable or reclaimable
in the second year preceding the
year in question did not exceed
HUF250,000 and if the taxpayer
does not possess an EU VAT

number
Thresholds
Registration No registration threshold exists
(i.e., every taxable person is
required to register)
Distance selling EUR35,000 per year
Intra-Community
acquisitions EUR10,000 per year (for
taxpayers with special taxable
status)
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 provided in Hungary by taxable
persons

* The intra-Community acquisition of goods from another EU
Member State by a taxable person (see the chapter on the EU)

 Reverse-charge services and reverse-charge goods received by
a Hungarian taxable person

* The importation of goods into Hungary, regardless of the status
of the importer

Special rules apply to intra-Community transactions involving
new means of transport and distance sales (see the chapter on
the EU).

C. Who is liable

A taxable person is any business or individual that makes taxable
supplies of goods or services in the course of its business in its
own name.

Every entity or individual that undertakes a business activity in
Hungary must register for VAT before beginning the activity in
question. Retroactive VAT registration is possible but may trigger
significant penalties. Obtaining Hungarian EU VAT numbers
retroactively is not allowed.

Exemption for small businesses. If a taxable person’s turnover did
not exceed HUF6 million in the preceding VAT year, it may
request VAT exemption status. The request for exemption must be
filed before the end of the VAT year preceding the year in which
the exemption is to take effect. A new business may request
exemption from registration if its anticipated turnover is not
expected to exceed HUF6 million a year. The request for exemp-
tion must be filed at the time of registration.

If exempt status is granted, the business must still register for
VAT, although it may not charge VAT on its supplies and it may
not recover input VAT on its expenses and purchases. In addition,
such businesses are generally not required to file any VAT
returns.
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Group registration. VAT group registration is available for all
industries. Companies that qualify as related parties and that have
an establishment for economic purposes in Hungary from a VAT
point of view may opt for VAT grouping when the participating
entities are regarded as being a single taxpayer and the group
regime applies to all transactions performed by every group
member. Practically, this means that the supplies performed
between the group members fall out of the scope of VAT whereas
any supplies performed outside the group are subject to VAT. In
addition, the group members are obliged to file joint VAT returns
with the tax authority.

Non-established businesses. A “non-established business” is a
business that has no fixed establishment in Hungary. A non-
established business that makes supplies of goods or services in
Hungary must register for VAT if it is liable to account for
Hungarian VAT on its supplies or if it makes intra-Community
supplies or acquisitions of goods.

The reverse charge applies generally to installation supplies made
by non-established businesses to taxable persons that file periodic
VAT returns. Under this measure, the taxable person that receives
the supply must account for the Hungarian VAT due. If the reverse
charge applies, the non-established business is not required to
register for Hungarian VAT.

Consequently, non-established businesses must register for

Hungarian VAT if they make 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 pri-
vate persons)

* Importation of goods

* Purchase of services from other countries

Reverse charge for domestic transactions. The concept of a

reverse charge also applies to the following transactions between

Hungarian taxpayers:

* Transfer of immovable property on the basis of a construction
contract

« Certain services relating to immovable property

* The supply of certain scrap materials

* The supply of real property if taxation is opted for

* The supply of goods provided as security in execution of that
security

¢ Trading in greenhouse gas emission rights

* Goods and services provided by taxpayers under liquidation or
insolvency proceedings, provided the value exceeds
HUF100,000

* The supply of certain agricultural products (cereal, sugar)

Tax representatives. Businesses that are established in the EU
may register for VAT without appointing a tax representative. How-
ever, EU businesses may opt to appoint a tax representative under
certain conditions.

In general, businesses that are established outside the EU must
appoint a resident tax representative to register for Hungarian
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VAT. The tax representative is jointly liable for VAT debts with
the business it represents.

All non-established businesses must register with the office for
foreign taxpayers at the following address:

NAV Kiemelt Ugyek Adoigazgatosaga
Dob utca 75-81

1077 Budapest

Hungary

Late-registration penalties. If a taxable person fails to register for
VAT, a default penalty of HUF500,000 applies. In addition, the
VAT authorities notify the taxable person of its obligation to
register. The fine is doubled if the taxable person fails to register
within the specified deadline.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are subject to a rate of VAT. The term “exempt sup-
plies” refers to supplies of goods and services that are not subject
to tax and that do not give rise to the right to deduct input tax (see
Section F). Some supplies are classified as “exempt with credit,”
which means that no VAT is chargeable, although the supplier
may recover related input tax. Exempt with credit supplies
include, but are not limited to, exports of goods outside the EU
and related services (for example, related to transport) and intra-
Community supplies of goods.

In Hungary, the following VAT rates apply:
e Standard rate: 27%
* Reduced rates: 5% and 18%

The standard VAT rate applies to all supplies of goods and services,
unless a specific measure provides for a reduced rate or exemp-
tion.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at a reduced rate.

Examples of exempt supplies of goods and services
« Financial services
¢ Insurance
* Public postal services
* Approved education
* Lease of property
« Sale of securities
* Sale of lease of land
* Human medical care
* Folk arts and crafts

Examples of goods and services taxable at 5%

* Human medicines and certain medical products
* Books

Examples of goods and services taxable at 18%
* Basic foodstuffs
* Hotel services
« Entrance to certain open-air public music festivals
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E. Time of supply

The time at which VAT becomes due is called the “time of supply”
or “tax point.” With some exceptions, the time of supply is deemed
to be when the supply is made or when an invoice is issued.

Deposits and prepayments. A prepayment or deposit creates a
time of supply when the payment is received. The amount is
considered to be inclusive of VAT. When a reverse charge applies
between domestic taxpayers, the prepayment shall not be deemed
as a tax point as it is with intra-Community acquisitions and sup-
plies of goods.

If a Hungarian taxable person makes a prepayment with respect
to services purchased from other EU Member States or third
countries (that fall under the reverse-charge mechanism), the
amount shall be regarded as being exclusive of VAT and the
Hungarian taxable person is required to self-charge the VAT on
the advance payment it paid.

Installment payments and periodic settlements for sales of goods
and services. Parties may agree that a supply of goods and
services may be invoiced periodically or paid in installments. In
these circumstances, the tax point is the due date for the pay-
ments.

From 1 July 2014, this tax point only applies to telecommunica-
tion services and utility services. Other supplies subject to peri-
odic settlement will be deemed taxable on the last day of the
settlement period.

Invoices relating to intra-Community supplies of goods cannot
refer to a period longer than one month. In other cases the period
can be up to 12 months. However, in the case of services pur-
chased from other EU Member States or third countries, the
period is deemed as ending on 31 December each year.

Intra-Community acquisitions. The time of supply for intra-
Community acquisitions of goods is the date of issuance of the
invoice or the 15th day of the month following the month in
which the supply takes place. For services, it is the date on which
the supply is made.

Imported goods. The time of supply for imported goods is either
the date of acceptance of the customs declaration or the date on
which the goods leave a duty suspension regime.

Transactions subject to the reverse-charge mechanism (other than
intra-Community acquisition/importation of goods and purchase
of services from abroad). If the reverse-charge mechanism applies
to a transaction, the tax point date is the earliest of the following
dates: (i) the receipt of the invoice, (ii) payment of the consider-
ation or (iii) the 15th day of the month following the month in
which the supply takes place.

Cash accounting. Hungary implemented a cash accounting

scheme as of 1 January 2013. This taxation method may be

applied by the following taxpayers:

* Taxpayers that qualify as small enterprises on the first day of
the year based on the relevant act, or that would qualify as small
enterprises if they were subject to the relevant act
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« Taxpayers that have a fixed establishment in Hungary or, in the
absence of a fixed establishment, a permanent address or place
where they usually reside

* Taxpayers for whom the sum of both the expected and the
actual consideration in a given year does not exceed the equiva-
lent of HUF125 million (approximately EUR422,000)

Taxpayers may opt for cash-based taxation for domestic transac-
tions subject to VAT, but considerations for supplies that are
outside the scope of Hungarian VAT and for supplies subject to
the reverse charge regime are also included in the threshold.
Revenue deriving from the sale of tangible assets, from the
assignment of intangible property on a permanent basis, from
intra-Community supply, from certain VAT-exempt supplies and
from services ancillary to financial services is not considered
when applying the threshold.

New companies must meet the financial conditions proportion-
ately.

Taxpayers may apply this taxation method based on the calendar
year. Taxpayers that apply cash-based taxation must refer to this
special taxation method and indicate it on their invoices.

Taxpayers that opt for cash-based taxation:

» Will have to pay output VAT when they receive the consider-
ation, including the VAT for their supply

 Will be entitled to deduct input VAT when they pay the total
gross amount of the invoice to their suppliers

Taxpayers may decide to terminate the application of cash-based
taxation from the year following the year in question or during
the suspension of their activities.

Taxpayers whose suppliers apply the cash-based accounting
scheme are entitled to deduct the input VAT charged by the sup-
plier at the time they pay the consideration (including the VAT)
to the supplier.

Cash-based taxation will be terminated automatically if a tax-
payer’s revenue exceeds the threshold or if the taxpayer is subject
to insolvency or discontinuation of operations proceedings. The
termination of this taxation method must be announced to the tax
authority within 15 days.

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 deducting it from output
tax, which is VAT charged on supplies made.

Input tax includes VAT charged on goods and services supplied
in Hungary, VAT paid on intra-Community acquisitions and
imports of goods and VAT self-assessed for reverse-charge ser-
vices received from outside Hungary and for certain reverse-
charge domestic transactions.

The amount of VAT reclaimed must be supported with a valid
VAT invoice.
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Under the general rule, input VAT is deductible from output VAT
charged in the same VAT period. If the amount of input VAT
exceeds the amount of output VAT in the period, the excess can
be carried forward to the next filing period, offset against the
taxpayer’s other Hungarian tax liabilities or refunded to the tax-
payer’s bank account.

Nondeductible input tax. Input tax may not be recovered on
purchases of goods and services that are used for nonbusiness
purposes (for example, goods acquired for private use). 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 it relates to a taxable business use.

Examples of items for which input tax is nondeductible
* Nonbusiness expenditure
* Purchase or lease of cars (private use)
* Fuel for cars
* Taxi services
* 50% of car maintenance costs
* 30% of telecommunication services

Examples of items for which input tax is deductible
(if related exclusively to a taxable business use)
* Transport
« Purchase, lease or hire of cars, vans and trucks
» Books related to business activities
» Conferences
* Advertising
* Accommodation
* Attending exhibitions

Partial exemption. Input tax directly related to making exempt
supplies is generally not recoverable. If a Hungarian 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.”

The amount of input tax that may be deducted is calculated in the
following two stages:

* The first stage is the direct allocation of VAT to exempt and
taxable supplies. Input tax directly allocable to exempt supplies
is not deductible, while input tax directly allocable to taxable
supplies is deductible. Exempt with credit supplies are treated
as taxable supplies for these purposes.

The second stage is the proration of the remaining input tax that
relates to both taxable and exempt supplies based on the per-
centage of taxable supplies to total supplies made (called the
deduction ratio). This treatment may apply, for example, to
input tax on business overhead. The deduction ratio is calcu-
lated up to two decimal places. The amount of VAT recoverable
must be rounded up to units of HUF1,000.

When calculating the proration, a taxable person may initially use
the deduction ratio amounts for either the current tax year or for
the preceding tax year. However, if the preceding year’s amounts
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are used, the calculation must be adjusted at the end of the VAT
year, using the relevant information for the year in question.

Capital goods. Capital goods are tangible items of capital expen-
diture 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 deduction ratio in the VAT year in which the
acquisition took place. However, the amount of input tax recov-
ered for capital goods must be adjusted over time if the taxable
person’s partial exemption deduction ratio changes during the
year under review and if the difference with respect to a particu-
lar capital asset exceeds HUF10,000.

In Hungary, the capital goods adjustment applies to the following

assets for the number of years indicated:

* Land and buildings: adjusted for a period of 20 years

« Tangible capital assets: adjusted for a period of five years

* From 2014, intangible rights related to capital goods: the same
adjustment period as the underlying capital asset

The adjustment is applied each year following the year of acqui-
sition, to a fraction of the total input tax (1/20 for land and build-
ings and 1/5 for other tangible capital assets). The adjustment
may result in either an increase or a decrease in the deductible
input VAT, 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.

If a Hungarian taxable person sells an asset on which no input tax
was deducted, a proportion of the input tax becomes deductible.
The qualifying period for this treatment is the same as the capital
goods adjustment period, which is 60 months (five years) for
tangible assets and 240 months (20 years) for land and buildings.

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 if this excess exceeds the following
amounts:

» HUF50,000 if the taxable person files annually

» HUF250,000 if the taxable person files quarterly

* HUF1 million if the taxable person files monthly

If a taxable person is not allowed to request a repayment, the
excess input tax may be carried forward to the following period
to offset output VAT payable.

If a repayment is claimed, the VAT authorities must pay it within
75 days after the due date of the return. However, if all the sup-
plier invoices that are recorded as deductions on a given VAT
return have been paid by the time of filing of the VAT return, the
tax authority must refund VAT repayment claims that exceed
HUF1 million within 45 days. Repayment claim amounts under
HUF1 million will be transferred within 30 days (if all supplier
invoices have been paid). If the repayment is not made within
these time limits, the VAT authorities must also pay interest, cal-
culated from the due date of the repayment.
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G. Recovery of VAT by non-established businesses

The Hungarian VAT authorities refund VAT incurred by busi-
nesses that are not established in Hungary nor registered for VAT
purposes there. Non-established businesses may claim Hungarian
VAT to the same extent as Hungarian taxable persons.

Hungary applies the reciprocity principle to refunds. Under this
principle, refunds are granted to businesses established in coun-
tries that refund VAT to Hungarian businesses. Refunds are cur-
rently allowed to businesses established in another EU Member
State, Liechtenstein and Switzerland.

Refund application. The deadline for submitting applications is
30 September following the claim year. This deadline is strictly
enforced. The claimant must submit its application to either the
tax office in its country of establishment in the EU or the
Hungarian tax office for Swiss and Liechtenstein businesses.

Non-EU claimants must file a form issued by the Hungarian VAT
authorities together with the relevant documents, including the
original invoices. The claimant must also submit a certificate
issued by the VAT authorities in the country in which it is estab-
lished, certifying its status as a taxable person. The applicant
must prove that it paid the gross amount of the invoices.
Hungarian suppliers may also provide a declaration that the
invoices have been paid in full. The form may be completed in
Hungarian, English, German or French. However, all correspon-
dence with the tax authorities must be in Hungarian. A non-
established claimant may appoint a lawyer, legal advisor or tax
consultant resident in Hungary to represent it in any dealings
with the VAT authorities. If a representative is used, the original
power of attorney appointing the representative must accompany
the repayment claim form. All documents relating to the VAT
reclaim must be sent to the Hungarian VAT authorities at the fol-
lowing address:

NAV Kiemelt Ugyek Adoigazgatosaga
1077 Budapest

Dob utca 75-81

Hungary

In accordance with EU Directive 2008/9/EC, EU claimants must
file their refund applications electronically with their home coun-
try tax office, together with, in general, soft copies of invoices
with a value over EUR1,000.

The claim period is a minimum of three months if the VAT recov-
erable in that period exceeds EUR400. The maximum claim
period is one calendar year. The minimum claim allowed is
EURSO0. Non-established businesses cannot submit more than
five claims with respect to a specific calendar year.

Refunds are paid in Hungarian forints into the bank account noti-
fied by the claimant. This account may be either a bank account
in Hungary or in the country in which the claimant is registered.
If the claimant provides the tax authority with a foreign bank
account number, the costs related to the bank remittance and
exchange are the claimant’s responsibility and the refunded
amount is reduced accordingly.
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Repayment interest. Hungarian law provides that repayments
must generally be made within 75 days of the date on which the
claim is approved. If the VAT authorities do not repay the claim
within this time limit, the claimant is entitled to interest.

H. Invoicing

VAT invoices and credit notes. Generally, a Hungarian taxable
person must provide VAT invoices for all Hungarian taxable sup-
plies made, including exports and intra-Community supplies, in
line with the Hungarian invoicing provisions. If the supplier is
not established in Hungary and (i) the supply is subject to the
reverse-charge mechanism or (ii) the place of supply is outside
the EU, Hungarian invoicing standards are not applicable (except
in cases in which the invoices are issued by the buyer within the
self-billing process).

Invoices must be issued no later than 15 days after the time of
supply (or, for intra-Community supplies, no later than the
15th day of the month following the month in which the supply
took place) (see Section E). If the consideration is paid in cash or
using cash-substitute payment instruments, the supplier is obliged
to issue the invoice immediately.

A VAT credit note may be used to reduce the VAT charged and
reclaimed on a supply. The document must be clearly marked
“credit note” and refer to the original invoice. A credit note must
also indicate the date on which it was issued, the reason for and
the numerical result of the correction and any new items arising
from the correction.

Electronic invoicing. Effective 1 January 2013, the VAT law has
been amended to permit electronic invoicing in line with EU
Directive 2010/45/EU.

Proof of exports and intra-Community supplies. VAT is not
charged on exports and intra-Community supplies. To qualify as
VAT-exempt, exports and intra-Community supplies must be
accompanied by evidence that the goods have left Hungary (in
the case of exports, within three months). Suitable documentary
evidence includes the following:

* For an export, a copy of the single administrative document or
other export declaration endorsed by the customs office of exit
on the actual exit of the goods

¢ For an intra-Community supply, a shipping document or any
other credible evidence

Foreign-currency invoices. If an invoice is issued in any currency
other than Hungarian forints, the taxable value must be converted
into Hungarian forints using the foreign exchange offer rate on
the date of supply of any domestic credit institution that has a
foreign-exchange permit. The taxpayer may use the official
exchange rate quoted by the National Bank of Hungary or the
European Central Bank, provided it has reported this decision to
the Hungarian tax authorities in advance. Once a taxpayer has
exercised this option, it cannot be changed until the end of the
following calendar year. If the domestic credit institution in ques-
tion does not quote the foreign currency used, the Hungarian
National Bank or the European Central Bank rate must first be
used for conversion into euros. The conversion is based on the
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euro exchange rate for the quarter preceding the time of supply
of the transaction.

I. VAT returns and payment

VAT returns. In general, Hungarian taxable persons must file
quarterly tax returns. However, taxable persons whose net VAT
payable in the tax year in question, or in the second year before
the year in question, exceeds HUF1 million must file monthly.

Taxable persons whose VAT payable for the second year preced-
ing the year in question does not exceed HUF250,000, must file
VAT returns annually if they were not given an EU VAT identifi-
cation number. However, a taxable person in this position may
opt to file quarterly returns.

Returns for VAT groups must be filed monthly.

Monthly and quarterly VAT returns must be filed by the 20th day
of the month following the tax period. Annual returns are due by
15 February in the year following the tax year in question.
Payment in full is required on the same date.

VAT liabilities must be paid in Hungarian forints.

Penalties. A maximum penalty of HUF500,000 and late payment
interest apply to the late submission of a VAT return. If the return
is filed on time but the VAT is paid late, late payment interest is
charged. The interest rate used is double the prevailing prime rate
of the Hungarian National Bank multiplied by 1/365 for each day
late.

If a return has been filed but the VAT liability is not reported, the
penalty is 50% of the tax arrears, plus late payment interest.

Late payment interest is not imposed if the taxable person is able
to justify the default. Based on the circumstances of the individ-
ual case, the default penalty may be reduced or cancelled by the
tax authorities.

J. EU filings

INTRASTAT. A taxable person that trades with other EU countries
must complete statistical reports, known as INTRASTAT.

Recapitulative Statements. A taxable person must also file
Recapitulative Statements (EU Sales Lists and EU Acquisition
Lists) for both goods and services.

Domestic Summary Report. As of 1 January 2013, taxpayers must
file reports on their domestic sales and purchases of goods or
services at invoice level. This obligation concerns those invoices
on which the VAT payment is due or the taxable person deducts
input VAT in the tax period in question and the amount of VAT
exceeds HUF2 million. For incoming invoices, the threshold
concerns the aggregate amount of deductible VAT per supplier.

Penalties may be imposed for late, missing or inaccurate
INTRASTAT returns, Recapitulative Statements and Domestic
Summary Reports.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Reduced
Other

VAT number format
VAT return periods for
parties subject to
registration

Thresholds
Registration

Recovery of VAT by

non-established businesses

B. Scope of the tax

Value-added tax (VAT)
Virdisaukaskattur
1 January 1990

No

Ministry of Finance
(www.fjarmalaraduneyti.is)

25.5%

7%
Zero-rated
12345

Bimonthly

Annual (turnover less than
ISK3,000,000)

Twice a year (agriculture)
Monthly (output VAT habitually
lower than input VAT)

Weekly (fish processing)

ISK 1,000,000 (registration
optional if turnover is lower)

Yes

VAT applies to the following transactions:
* The supply of goods or services made in Iceland by a taxable

person

» Withdrawals of goods from a registered enterprise or an enter-
prise with a registration obligation for a use outside the scope
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of the VAT Act and withdrawals of services from a registered
enterprise or an enterprise with a registration obligation for a
private use or for a purpose that falls outside the scope of the
enterprise as a whole

* Purchase of intangible or remote supply services from abroad
by an Icelandic taxable person or public body

» The importation of goods, regardless of the status of the
importer

C. Who is liable

A taxable person is any business entity or individual that makes
taxable supplies of goods or services in Iceland in the course of
a business.

The VAT registration threshold is ISK1,000,000 during a
12-month period. However parties can apply for annual VAT
return if the turnover is less than ISK3,000,000 during a
12-month period.

Voluntary registration. Icelandic VAT legislation provides an
option for voluntary registration for VAT purposes for certain
activities. Special registration is available for leasing property for
use by a taxable business and construction activity at its own
expense for the purpose of selling real property to registered par-
ties.

Group registration. The Icelandic VAT Act provides that two or
more limited companies may be jointly registered. The condition
for joint registration is that not less than 90% of the share capital
in the subsidiary companies be owned by the principal company
that requests joint registration or that of other subsidiaries that
also participate in the joint registration. All the companies must
have the same accounting year. The joint registration must be in
the name of the principal company and is in effect for a minimum
of five years.

An application for joint registration must be filed with the
Director of Internal Revenue no later than eight days before the
beginning of the first accounting year following the joint regis-
tration.

Members of a VAT group are regarded as one taxable person
liable for the payment of VAT. The principal company will be
responsible for all duties regarding settlement, payment, and
assessment of VAT on behalf of all the jointly registered compa-
nies. All of the participating companies are jointly and severally
liable for the correct payment of VAT. Transactions between
jointly registered companies are generally not subject to VAT.
However, the withdrawal of taxable goods or services from a tax-
able part of the group’s business may be subject to VAT.

Non-established businesses. A “non-established business” is a
business that has no fixed establishment in Iceland. A non-
established business must register for VAT if it makes taxable
supplies of goods or services in Iceland in excess of the registra-
tion threshold.

Electronic services. Effective from 1 November 2011, nonresi-
dents who supply electronic services to final consumers in
Iceland (B2C supplies) are required to register for VAT and



ICELAND 333

charge VAT on services supplied to Icelandic consumers not
registered for VAT. For this purpose, electronic services include
the supply of e-books, films, music and software. This rule only
applies if the turnover is ISK1,000,000 or more during a
12-month period.

VAT representatives. If a non-established business is required to
register for VAT in Iceland, it must appoint a resident tax repre-
sentative, unless it maintains a place of business or a registered
office in Iceland.

Late-registration penalties. No specific penalty applies to late
VAT registration in Iceland; however, penalties are assessed if, as
a result of the late registration, a taxable person submits a late
VAT return or pays VAT late.

D. VAT rates

The term “taxable supplies” refers to all supplies of goods and
services that fall within the scope of the Icelandic VAT Act. This
includes zero-rated supplies, when no VAT is chargeable, but the
supplier may recover input VAT related to the supplies. The terms
“exempt” and “outside the scope” are used for supplies of goods
and services that are not liable to VAT and that do not give rise to
a right of input tax deduction (see Section F).

The following are the VAT rates in Iceland:
« Standard rate: 25.5%

* Reduced rate: 7%

* Zero rate (0%)

The standard rate of VAT applies to all supplies of goods or ser-
vices, unless a specific measure allows a reduced rate, the zero
rate or an exemption.

The following lists provide some examples of exempt supplies of
goods and services and supplies of goods and services that are
taxed at a reduced rate of VAT.

Examples of exempt supplies of goods and services
(also called outside the scope of the VAT Act)
* Financial services
¢ Insurance
* Lease of residential property
* Medical services
* Social services
 Educational services
* Real estate transactions
* Specified cultural and sporting events
* Passenger transportation
* Postal services
* Lotteries and betting pools
* Services of travel agencies
* Funeral services

Examples of goods and services taxable at 0%
» Export goods and services
* Supplies delivered for use on board inter-country vessels
* Sale and leasing of aircraft and ships, shipbuilding along with
repair-and-maintenance work on ships and aircraft and their
fixed equipment
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* The design, planning and other comparable services related to
construction and other real property abroad

* Contractual payments from the Treasury related to the produc-
tion of milk and sheep farming

* Sales of services to foreign fishing vessels landing fish in
Iceland

* Sales of services to parties neither domiciled nor having a
venue of operation in Iceland, provided that the services are
wholly used abroad

» Good transport services between countries or good transport
services inside the country when the transport takes place to or
from Iceland

Examples of services taxable at 7%

* Radio licenses

» Newspapers, periodicals and books

» Geothermal hot water, electricity and fuel oil used for heating

* Most food-related items (except certain items, such as alco-
holic beverages)

* CDs, records, magnetic tapes and other similar means of music
recordings, other than visual records

* Access to road facilities

» Condoms

* Reusable diapers and diaper lining

E. Time of supply

The basic time of supply for goods is when an invoice is issued
(usually at the time of delivery). The tax point for advance pay-
ment, partially or fully, is when the payment is received by the
supplier, even if no supply has been made. Consequently, the
supplier shall account for VAT when advance payment is
received. In practice, the tax authorities accept that invoices may
be issued after the supply if this is common practice for the busi-
ness.

VAT on services is, as a general rule, due in the VAT period when
the service is supplied. Alternatively, VAT is due in the period
when the invoice is issued, if the invoice is issued shortly after the
supply. Accordingly, VAT shall be reported on the VAT return in
the VAT period when the invoice has been issued. Service suppli-
ers are authorized to issue invoices at the end of each month.

Reverse-charge services. VAT payable through the reverse-charge
mechanism is due on the date of the invoice if the invoice is
issued in accordance with the generally accepted accounting
principles in the country of the service provider.

F. Recovery of VAT by taxable persons

A taxable person may recover VAT that is charged on goods and
services supplied to it for business purposes. A taxable person
generally recovers input VAT by deducting it from output VAT,
which is VAT charged on supplies made.

Input VAT includes VAT charged on goods and services supplied
in Iceland, VAT paid on imports of goods and VAT self-assessed
for reverse-charge services received from outside Iceland.

The amount of the VAT reclaimed must be detailed on a valid
VAT invoice. Consequently, VAT may not be deducted as input
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VAT before a VAT invoice is received. Input VAT that is not prop-
erly documented may not be deducted. The input VAT deduction
must be reported in the VAT period in which the invoice is dated.

Nondeductible input VAT. Input VAT may not be recovered on
purchases of goods and services that are not for use in a business
that is subject to VAT (for example, goods acquired for private
use).

In addition, input VAT may not be recovered for some items of
business expenditure.

Examples of items for which input VAT is nondeductible
(list is not exhaustive)

* The cafeteria or dining room of the taxable party and all food
purchases

* The acquisition or operation of living quarters for the owner
and staff

* Perquisites for the owner and staff

» The acquisition and operation of vacation homes, children’s
nurseries and similar objects for the owner and staff

* Purchase and maintenance of passenger vehicles, with certain
exemptions for taxi and car-lease companies

* Entertainment costs and gifts

Partial exemption. Iceland operates a procedure for the recovery
of input tax when a business makes both taxable and exempt sup-
plies.

If Icelandic parties make both taxable and exempt supplies, they
can deduct input tax from all supplies solely related to the taxable
activity. No deduction is available for supplies used solely for
exempt activity. For supplies received and used for both taxable
and exempt supplies, input tax may be apportioned according to
the turnover split between taxable and exempt transactions.

Refunds. If the amount of recoverable VAT exceeds the amount of
output tax payable in that period, the relevant tax authority shall
investigate the tax return. If the return is calculated correctly, the
Treasury shall refund the difference.

If a return has been submitted on time, the refund shall tax place
within twenty-one days of the due date. A refund claim is trig-
gered automatically if the VAT return shows a VAT credit.

G. Recovery of VAT by non-established businesses

The Icelandic tax authorities refund VAT incurred by businesses
that are neither established in Iceland nor registered for VAT
there. A non-established business may claim Icelandic VAT to the
same extent that an Icelandic taxable person may deduct input
VAT incurred in the course of a similar business in Iceland.

Iceland does not apply the reciprocity principle to refunds.
Consequently, it does not exclude claimants based on the country
where they are established.

Refund application. A claimant must submit the following docu-
mentation to obtain a VAT refund:

* Application form RSK 10.29

 Under the general rule, the original VAT invoices

* A declaration in regard to the purposes of the purchases
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* A declaration that the enterprise has, during the reimbursement
period in question, neither delivered goods nor rendered taxable
services in Iceland for which the enterprise would be liable to
registration and taxation

* The original invoices or receipts of payments from the customs
authorities noting the amount of VAT paid

* A certificate of taxable status obtained from the competent tax
authorities in the country, such certificate being valid for two
years from date of issue, a period that may be extended by two
years at a time if the applicant is otherwise compliant with
regulations

* A power of attorney if the claimant uses the services of a third
party to recover the VAT

The applications must be submitted at least 15 days after the
period in question and not later than six years after the end of the
calendar year to which the application refers. The forms must be
completed in Icelandic or English. The application must refer to
purchases of goods and taxable services over a period of at least
two months (e.g., January-February, March-April) and not exceed-
ing one calendar year. The period may be less than two months
where it is a question of the remaining part of a calendar year. The
minimum claim amounts are ISK50,300 for a VAT application.
Where the application covers a calendar year or the remainder of
a calendar year, the amount shall be at least ISK9,800.

Applications for refunds of Icelandic VAT may be sent to the fol-
lowing address:

Rikisskattstjori Hafnarfirdi
Virdisaukaskattsskrifstofa
Sudurgata 14

[S-220 HAFNARFJORDUR

Repayment interest. Claims for VAT refunds are generally paid
within one month and five days after the end of the repayment
period. Applications received after the deadline will be processed
with the application pertaining to the next payment period.
Interest is not paid on late refunds.

H. Invoicing

VAT invoices and credit notes. As a general principle, VAT invoic-
es and credit notes must be issued by the supplier. An Icelandic
taxable person must generally provide a VAT invoice for all tax-
able supplies and exports made. Invoices must support claims for
input tax made by Icelandic taxable persons and VAT refunds
claimed by non-established businesses.

A VAT credit note may be used to reduce the VAT charged and
reclaimed on a supply. The document should be marked “credit
note” and it must refer to the original invoice.

Proof of exports. Goods and services exported to countries out-
side Iceland are exempt from VAT with input tax credit. To
qualify as VAT-free, the supplier must prove that the goods have
been exported. Suitable proof includes a Customs Export
Declaration.

Foreign-currency invoices. The value-added tax must be in
Icelandic krona (ISK), but the underlying trade may be in any
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known currency. The invoice must include the VAT amount in
ISK. The currency conversion must use the exchange rate on the
date of supply.

I. VAT returns and payment

VAT returns. In general, Icelandic taxable persons file bimonthly
VAT returns. Parties engaged in fish processing are permitted to
file a temporary settlement of one week from Monday to Sunday.
Farmers file VAT returns twice a year. Businesses with taxable
turnover of less than ISK3,000,000 may opt to file annual
returns. Parties whose output VAT is habitually lower than their
input VAT may obtain permission to file monthly VAT returns.

VAT groups submit a single, joint VAT return.

To ease cash flow, businesses that receive regular VAT refunds
may request shorter VAT return periods. Taxable persons must
contact the appropriate VAT office to register for annual returns
or for permission to use shorter VAT return periods.

For bimonthly VAT returns, the VAT due for each period must be
reported and paid in full within 15 days after the end of the VAT
period. Return liabilities must be paid in Icelandic krona.

Penalties. If VAT is not paid on time, the party is subject to a
surcharge. The same applies if a VAT return has not been submit-
ted or has been deficient and the VAT therefore estimated, or a
reimbursement has been excessive.

The surcharge is 1% of the amount not paid in full for every day
beginning the next day after the due date, although no higher than
10%. This applies for the 5th to 15th day of the payment month.
If VAT is not paid within a month of the due date, interest on
arrears must be paid.
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A. At a glance

Names of the taxes Value-added tax (VAT)
Central sales tax (CST)
Service tax

Date introduced
VAT Implemented in most of the
states in India, effective from
1 April 2005 (replaced the sales
tax regime)



INDIA 339

CST 1956
Service tax 1994 (scope gradually widened
and shifted to a negative list
system in 2012)
European Union (EU)
Member State No
Administered by
VAT Levied and administered
by the states
CST Levied by the central

government, but collected and
administered by the states
Levied and administered

by the central government

Service tax

VAT rates
Standard Ranges from 12.5% to 15%
among the states
Other 4%, 1% or nil; or 20% or 5%;
as well as 0.25% to 1% on
entire turnover for small sellers
CST rates
Goods purchased for

resale, use in

manufacturing or other

specified usage 2%

Other cases VAT rate applicable
in the respective state

12.36% (12% service tax + 3%
cess, or surtax)

VAT and CST return periods Half-yearly/quarterly/monthly
(depending on the state

Service tax rate

legislation)
Service tax return periods In transition but currently
half-yearly
Thresholds
VAT registration Generally INR500,000 but
varies from state to state
CST registration None
Service tax registration INR10,00,000

B. Scope of the tax

VAT. VAT applies to the following transactions:

» The sale of goods within the state, which for this purpose
includes the transfer of a right to use goods (a lease)

* The transfer of goods during the execution of works contracts
involving the supply of materials and services

* The purchase of goods from non-registered vendors in speci-
fied situations

* The delivery of goods with respect to hire-purchase or any
system of payment by installments

* The supply of food or any other article for human consumption
or any drink as part of a service or in any other manner

CST. CST applies to the interstate sale of goods, that is, to the
movement of goods from one state to another, pursuant to a sale.
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Service tax. Service tax is applicable on the supply of services
provided in a taxable territory. A service is defined as any activ-
ity carried out by a person for another for a consideration. The
following have been excluded from the definition of service:
* An activity which constitutes merely:
— The transfer of title in goods or immovable property
— Transactions, such as a transfer of the right to use goods,
deemed to be a sale under the Indian Constitution
— A transaction in money or actionable claim
* A service by an employee to the employer in the course of
employment
* Fees applicable taken by legal courts or tribunals

Service tax law sets out a negative list of activities that are not
subject to service tax. In addition, notifications provide for ser-
vice tax exemption for specified activities. Law also declares
certain activities to be services.

Other indirect taxes. In addition to VAT, CST and the service tax,
an excise duty (Cenvat) is levied in the form of a value-added tax
on the manufacture of goods in India. The general rate of excise
duty is 12.36%.

India levies customs duty on the importation of goods into India.

India’s customs duty has the following components:

* Basic customs duty with a top rate of 10%

* Additional customs duty (CDV) levied at a rate equal to the
excise duty applicable to the manufacture of the same goods in
India

* Additional duty of customs (SAD) levied at a rate of 4% in lieu
of the domestic sales tax and other local taxes

 Education cess levied at 3% on the basic customs duty and
CVD

The excise duty and the CDV on inputs are creditable against the
service tax and excise duty chargeable on outputs. SAD is credit-
able only against the excise duty. Refund of the SAD is available
if the imported goods are subsequently sold as such in India after
payment of appropriate VAT or CST.

The education cess is applied at a rate of 3%. It is levied on the
amount of the notified duties and taxes, such as customs duty,
excise duty and service tax.

Proposed goods and services tax. The central government of India
has proposed the introduction of a new goods and services tax
(GST). The GST is intended to subsume most of the central and
state level indirect taxes currently in force. It is proposed that the
new tax would be a “dual” GST, consisting of central GST
(CGST) and state GST (SGST). The new tax would have a far-
reaching impact on all sectors of the economy. However, because
of a political disagreement regarding the necessary amendments
to the Constitution, its introduction has been delayed.

C. Who is liable

VAT. All sellers with a turnover in excess of the registration
threshold are liable to register for VAT. In most states, the thresh-
old is INR500,000 of sales.
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The registration threshold is nil or very low for sellers who import
goods into a state.

CST. Every person that sells goods to a buyer outside the state is
required to be registered and pay CST. No turnover threshold
applies.

Service tax. Every person that provides taxable services in excess
of the turnover threshold is required to pay service tax. The ser-
vice tax turnover threshold is INR1 million. For a few specified
activities, the service receiver is liable to deposit the service tax
irrespective of the turnover. Also, for a few specified activities,
the liability to discharge the service tax is shared between the
service provider and the service receiver.

Excise duty. In general, every person that undertakes a manufac-
turing activity must be registered with Central Excise authority.
Exemption from registration criteria is granted to a few specified
persons, such as small-scale units having a turnover of
INR1S5 million or less.

Voluntary registration. An entity may register voluntarily for
CST, excise duty and service tax. Voluntary registration is also
available under most states’ VAT laws.

Branch registration. Requirements vary for informing tax author-
ities of all company offices.

VAT/CST registration. Each of the branches and offices of the
company must be included in the VAT/CST registration for the
state.

Service tax. Each premises of a service provider must be registered
separately for the service tax. However, if the service provider
maintains a centralized billing or accounting system, a single ser-
vice tax registration may be obtained for all of its premises.

A head or centralized office of a manufacturer or service provider
that receives invoices for the purchase of input services but has
no or inadequate output tax liability can obtain a registration to
distribute the surplus credit to other offices that are required to
discharge the output tax liability.

Excise duty. Every manufacturing unit and/or place of clearance
of excisable goods should be separately registered under Central
Excise.

Importation. No VAT or CST applies to goods at the point of
importation into a state. However, these taxes apply to any subse-
quent sale of the goods within the state after their importation.

Reverse charge. For VAT, state laws may require registered deal-
ers to pay tax on the local purchase of goods from unregistered
dealers. Regarding the service tax, a service recipient is gener-
ally liable to pay the service tax with respect to any taxable ser-
vice received from a nonresident service provider. Persons that
receive services are not liable to pay the service tax on imported
services, unless the service is acquired for use in business or
commerce. A branch and its head office, where one of the two is
located outside the taxable territory (i.e., outside India), are
treated as distinct persons for the purpose of service tax.
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D. Rates

The standard rate generally ranges from 13% to 15%. The stan-
dard rate applies to all supplies of goods unless a different rate is
specified in law.

Other VAT rates are 0%, 1%, 4% to 5.5% (depending on the
state) and 20%. Some goods are exempt from tax. The following
lists provide some examples of supplies that are exempt or tax-
able at various VAT rates.

Examples of exempt goods and goods taxable at the 0% rate
* Fruits and vegetables

* Agricultural implements
* Books

Examples of goods taxable at the 1% rate
* Gold
* Silver
* Other precious metals and articles made of such metals

Examples of goods taxable at a rate ranging from 4% to 5.5%
* Medicines
« Intangible goods
* Industrial inputs
* Information technology products
* Telephones

Examples of goods taxable at the 20% rate or a higher rate
¢ Alcohol
» Motor fuels

Small businesses. Generally, small businesses with sales turn-
over between INR500,000 and INR5,000,000 may opt for taxa-
tion under the “composition scheme.” Under this scheme, sellers
pay tax at a flat rate on all of their sales, with no right of input
tax deduction for the tax paid on their purchases (see Section F).
The flat rate varies between 0.25% and 2%, depending on
the state.

CST. The rate of CST varies depending on the status of the buyer
and on the state where the goods are sold.

If the buyer of the goods is a manufacturer or reseller or if it uses
the goods for a purpose prescribed by the CST law, CST applies
at the concessional rate of 2%.

In all other cases, CST applies at the local VAT rate in the ven-
dor’s state.

Service tax. The service tax applies at a rate of 12.36% on
activities that constitute a service. It is paid on the gross amount
charged by the service provider.

Excise duty. Excise duty applies at a rate of 12.36% on manufac-
turing activities. Excise law provides for specific valuation rules
to cover situations such as sales to related parties, free-of-cost
supply, duty on intermediate products, etc. Excise duty on certain
products, generally consumer-based, is applied to the Maximum
Retail Price.
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E. Time of supply

VAT and CST. VAT and CST are payable when the sale is com-
plete (that is, when the transfer of title to the goods takes place
or, for leases, when the right to use the goods is transferred).

Service tax. The taxable event for the service tax is the perfor-
mance of the service. However, the tax is payable on the issuance
of the invoice or receipt of consideration (including any pay-
ments received in advance), whichever is earlier. The invoice or
bill must be issued within 30 days (45 days in cases where the
service provider is a banking company or a financial institution)
after the date of completion of the service or the receipt of any
payment, whichever is earlier. If the invoice is not issued within
30 days, payment of service tax is due on completion of service.

Excise duty. The taxable event for levy of excise duty is the
manufacture or production of goods. However, the tax is payable
at the time of removal of goods from the factory or warehouse.

Continuous supplies. VAT/CST is payable in each tax period in
which the sale is made.

For purposes of the service tax, continuous services are services
provided under a contract for a period exceeding three months,
with the obligation for payment periodically or from time to time.
In such cases, besides the normal rule for determination of the
time of supply, the periodic payment milestones also need to be
considered for determination of the time of supply.

Imported goods. VAT and CST do not apply to the importation of
goods.

Imported services. Service tax on taxable services provided from
outside India and received in India must be paid by the service
recipient in India under the reverse-charge mechanism. Tax is
payable in accordance with the date of invoicing. However, the
tax payment can be postponed to the date of actual payment
towards services if such payment to the nonresident service pro-
vider is made within a period of six months.

For transactions with associated enterprises, service tax is pay-
able on book entry.

F. Availability of credit for registered persons

Creditable goods and services. In most states, input tax credit is
allowed for VAT paid with respect to goods acquired for resale or
for use in the manufacturing of taxable goods. Credit is obtained
by offsetting the tax paid against VAT charged on sales (output
tax).

Exports from India are zero-rated. The exporter has a full right of
input tax credit for tax paid on the purchase of the exported
goods and on goods used to manufacture exported goods.

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

Excise duty paid on input goods and service tax paid on input ser-
vices are available as a credit to a service provider and/or manufac-
turer of goods. Exports of services and goods are zero-rated.
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Service providers and manufacturers of goods are allowed a refund
of the service tax and excise duty paid on inputs related to exported
services. The pool of excise duty on input goods and service tax on
input services is commonly referred to together as CENVAT.

Non-creditable goods and services. Most state VAT laws specify a
list of goods on which input tax credit is not allowed. Some
examples include:

* Goods used for the manufacturing of exempt goods

* Goods distributed as gifts or free samples

* Construction materials

* Office equipment

* Fuel for motor vehicles

For CST paid, no credit is allowed.

For excise duty and service tax (CENVAT), credit on inputs and
input services used for manufacturing or provision of exempted
goods or services is restricted. Furthermore, service tax paid on
certain services meant for the personal consumption of an
employee of the business is not creditable.

Partial denial of input tax credit. For VAT, input tax credit is gen-
erally not permitted for purchases related to sales of exempt
goods. If goods are used for both taxable and exempt sales, most
states require the seller to maintain separate books of accounts to
detail the allowable portion of its input tax. Alternatively, they
allow proportionate input tax credit.

For excise duty and service tax (CENVAT), separate accounts
must be maintained with respect to inputs and input services used
for manufacturing or providing taxable, non-taxable or exempt
goods and services. If separate accounts are not maintained, a
manufacturer or service provider must pay 6% of the value of
exempted goods or exempted services after taking the entire
input tax credit for eligible inputs or input services. Alternatively,
the manufacturer or service provider may claim the credit attrib-
utable to taxable goods or services computed as per a prescribed
formula.

Treatment of capital goods. For VAT, capital goods are generally
subject to VAT at a rate of 5%. VAT credit with respect to capital
goods is allowed. The credit may be claimed immediately on
receipt of the goods or it is subject to amortization over a speci-
fied period ranging from one to three years, depending upon the
respective state’s VAT laws.

The excise duty paid on procurement of capital goods is available
as a credit to a manufacturer or service provider. Fifty percent of
the credit is available in the year of receipt, and the remaining
50% is available in any subsequent year.

In general, the credits under the various laws mentioned above in
Section F are subject to prescribed terms and conditions, includ-
ing the availability of necessary documents for a claim of credit.

Refunds. For VAT, if the amount of input tax credit in a tax period
exceeds the VAT payable, the excess may be used towards pay-
ment of CST and any other amount payable under the state’s VAT
laws. Any remaining excess may be refunded after a specified
period.
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Refunding excess credit with respect to excise duty and service
tax (CENVAT) is allowed only where the excess credits relate to
exports of goods or services. Refunds of CENVAT on supplies to
units or developers of Special Economic Zones (SEZs) are
allowed with respect to services provided to SEZs, subject to
certain conditions.

G. Recovery by non-established businesses

Refunds of VAT, CST and CENVAT are not granted to busi-
nesses that are not established in India. Only entities that are
registered under the respective tax laws may claim set-offs or
refunds.

H. Invoicing

Tax invoices and adjustment notes. For VAT, a registered person
must issue a tax invoice for all taxable sales made within a state.
A small business that pays tax under the composition scheme
(see Section D) is generally not allowed to issue tax invoices.

A tax invoice is generally necessary to support claims for input
tax credits. Contents of the tax invoice are prescribed under the
state VAT laws.

An adjustment note (or credit or debit note) may be issued to
reduce or increase the amount of VAT payable on a supply (for
example, an agreed adjustment is made to the price as a result of
an error, or goods sold are returned). The state laws generally
prescribe the contents of adjustment notes. Some states provide
for a time limit (typically six months) for the reduction of VAT
payable on account of return of goods sold.

For service tax, an invoice or a bill must be issued with respect to
taxable services within 30 days (45 days in cases where the ser-
vice provider is a banking company or a financial institution)
after the provision of taxable services. The invoice or bill must
contain the details prescribed under the service tax law.

For excise duty, a registered person must issue an invoice for
removal of goods from a factory or warehouse. The invoice or bill
must contain the details prescribed in the excise duty law.

Proof of exports. For VAT and CST, exports of goods are zero-
rated for VAT purposes, that is, taxable at 0% with a right to input
tax deduction. In general, the state VAT laws do not specify the
proof of export required to support a zero rating. A valid export
invoice, shipping document and receipt of remittance are gener-
ally considered sufficient proof.

For service tax, specific rules determine whether a service quali-

fies as an export. These rules are based on the following criteria:

* The service provider is located in the taxable territory.

* The recipient of the service is located outside India.

* The service is not specifically excluded under the negative list.

* The place of provision of services, as determined by specific
rules, is outside India.

* The payment is received in convertible foreign exchange.

» The provider of services and the recipient are not merely an
establishment of distinct persons.
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I. Returns and payment

VAT and CST. VAT and CST returns must be filed monthly, quar-
terly or half-yearly.

Some states require an annual return to be filed in addition to the
periodical returns.

Some states require a mandatory audit to be conducted by an
independent auditor (for example, a chartered accountant). The
audit report must be submitted to the tax authorities.

VAT must generally be paid for the same period as the related
return by the date provided in the state VAT laws.

Service tax. The service tax return period is half-yearly.
Excise duty. Generally, the excise returns are filed monthly.

Both service tax and excise duty need to be paid monthly before
the 6th day of the following month, except for the month of
March when the tax or duty must be paid by 31 March.

Interest. For VAT and CST, interest is levied with respect to non-
payments or late payments of VAT and CST. The rates of interest
vary from state to state.

For service tax, excise duty or customs duty, non-payment or late
payment of excise duty is subject to interest at a rate of 18% per
year.

Penalties. For VAT and CST, penalties are imposed by the desig-
nated tax authorities for non-registration, non-payment or late
payment or for the failure to submit a return.

Penalties are also imposed for non-compliance with other provi-
sions of the VAT laws. The penalty provisions vary among the
states.

For service tax, non-payments or late payments are generally
subject to a penalty of the higher of INR100 per day or 1% of tax
per month, subject to a maximum of 50% of tax payable.

The contravention of any provision of the service tax law, for
which no other penalty is provided, attracts a penalty of up to
INR10,000.

Offenses, such as the provision of services without the issuance
of invoices and the submission of false information to the author-
ities, are punishable by imprisonment.

Serious offenses may attract a penalty equal to the unpaid tax.

For excise duty, the penalty is generally applied as 50% of the
duty amount. However, in serious offenses involving fraud, sup-
pression of facts, etc., the penalty may, at the discretion of the tax
officer, be 100% of the duty amount.

For customs duty, the penalty is generally applied at an amount
equal to the duty demand. However, in cases of misdeclaration of
import prices, the penalty may, at the discretion of the tax officer,
be five times the import price.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Other

VAT number format
VAT return periods

Thresholds
Registration for small
entrepreneurs

Recovery of VAT by

non-established businesses

B. Scope of the tax

Value-added tax (VAT)
Pajak Pertambahan Nilai (PPN)
1 January 1984

No

The Directorate General of Taxes
(http://www.pajak.go.id)

10%
Zero-rated and exempt

I1.I11.111.1-111.111
Monthly

IDR4.8 billion of supplies of
goods or services

No

VAT applies to the following transactions:

* Deliveries of taxable goods and taxable services made in the
Indonesia Customs Area in the course of a business by a taxable
entrepreneutr.

* Imports of taxable goods into Indonesia, regardless of the status
of the importer.

» The use of taxable services and intangible goods provided by
overseas entities inside the Indonesia Customs Area.

» Export of taxable goods (tangible or intangible) and/or taxable
services by a taxable entrepreneur.

* Self-construction activities performed outside the course of
business or work by an individual or company if the results are
for the person’s own use or for use by others.
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* Deliveries of assets not originally acquired for sale. An exemp-
tion applies if the input VAT on acquisition cannot be credited
because the purchase was not related to business or because it
was a purchase of a luxury car.

C. Who is liable

All businesses engaged in supplies of goods or services subject
to VAT are required to register for VAT as “taxable entrepre-
neurs,” unless they qualify as “small entrepreneurs.” This
requirement also applies to any permanent establishment of a
nonresident business located in Indonesia.

Small entrepreneurs. A business qualifies as a small entrepreneur
if its gross annual turnover (from supplies of goods or services)
does not exceed IDR4.8 billion.

Nonresident businesses and tax representatives. A legal require-
ment to appoint a fiscal representative in Indonesia is not imposed.
However, a taxable entrepreneur may appoint a proxy to handle
its VAT refunds or audits.

Late-registration penalties. If a taxable entrepreneur registers
late, penalties may be imposed on the supplies of taxable goods
and services made before the date of registration. Input VAT (see
Section F) incurred during the period before registration may not
be claimed as a deduction against output VAT due after the regis-
tration date.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to VAT, including at the zero rate. The two
VAT rates are the standard rate of 10% and the zero rate (0%),
which applies to exported taxable goods (tangible or intangible)
and taxable services (see below for details regarding the applica-
bility of the zero rate to the export of taxable services).

Non-taxable goods include mining or drilling products extracted
from source, basic commodities for public necessities (rice, corn,
sago, soybean, iodized and non-iodized salt, fresh meat, eggs, milk,
fruits and vegetables), food and beverages served in hotels, res-
taurants, food courts and such other places (dine-in or take-away,
including catering), money, gold bars and valuable documents.

Non-taxable services include the following:

* Medical health services

* Social services (orphanages and funerals)

* Mail services with stamps (postal services)

* Financial services including fund raising and placement

* Financing services including shariah-based financing (finan-
cial lease, factoring, credit card and consumer financing)

» Underwriting and mortgage

* Insurance services

* Religious services

* Educational services

» Commercial art and entertainment services that are subject to
regional entertainment tax

* Broadcasting services for non-advertising (radio or television
broadcasting performed by a government institution or private



INDONESIA 349

agency that does not constitute advertising and that is not
financed by a sponsor for commercial purposes)

* Public transport on land or water

» Domestic air transport as an integrated part of international air
services

* Manpower services

* Hotel services

* Public services provided by the government

* Parking space services

* Money order services

* Catering services

The term “exempt deliveries” refers to deliveries of certain tax-
able goods and taxable services that are exempt from VAT and
that do not give rise to a right of input tax deduction or credit (see
Section F).

VAT exemption also applies to deliveries or importation of goods
that fall under the category of “strategic goods.” These goods
include, but are not limited to, capital goods in the form of plant
machinery and equipment, certain agricultural products, seeds
for agriculture and electricity for houses (see the listing below).

The following lists provide some examples of exempt supplies of
goods and services and zero-rated goods.

Examples of exempt supplies of goods and services
« Official textbooks
* Religious books
* Vaccines
* Certain ships, aircraft and trains
» Some real estate transactions
* Services supplied to local shipping companies
* Services supplied by the national army

Examples of exempt supplies of “strategic goods"

* Capital goods in the form of plant machinery and equipment, in
either built-up or knock-down condition, not including spare
parts

* Livestock, poultry, and fish feed and raw materials for the
manufacture of livestock, poultry, and fish feed

* Agricultural produce (goods produced from business activities
in the sectors of agriculture, plantations, and forestry, livestock
farming, hunting or trapping, or breeding fisheries, whether
from fishing or cultivation)

* Seeds or sperm of agricultural, plantation, forestry, livestock,
breeding, or fishery products

¢ Clean water channeled through pipes by a potable water com-
pany

* Electricity, except for residences with power in excess of
6,600 watts

Examples of zero-rated supplies of goods
» Exports of taxable goods (tangible or intangible) and taxable
services

However, the implementing regulation states that exports of
services subject to zero-rated VAT, are limited to the following
categories:
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* Toll manufacturing services for overseas customers that meet
certain requirements (in the toll manufacturing process, a con-
tractor manufactures goods using raw materials provided by the
party ordering the goods, and the manufactured goods are
delivered to the ordering party or others appointed by the order-
ing party)

» Reparation and maintenance services relating to movable goods
that are being used outside the Indonesia Customs Area

* Construction services, which include construction planning con-
sultation services, construction execution work services and
construction supervising consultation services, if these services
are related to immovable goods located outside the Indonesia
Customs Area

The Free Trade Zone (FTZ) regimes provide a VAT exemption for
the delivery of goods or services within the FTZ, and the non-
collection of VAT for the delivery of taxable goods or services to
the FTZ. The areas that have been confirmed as FTZs are Batam
Island, Sabang Island, and Bintan and Karimun Islands.

Special VAT-free regimes. Other VAT regimes technically elimi-

nate the payment of VAT due. These include the following:

* The non-collection of VAT payable to companies in bonded
zone areas and to manufacturers of goods for export

* The non-collection of VAT payable arising from goods or ser-
vices supplied by principal contractors of projects financed by
foreign aid loans or grants

In this context, non-collection refers to the tax facility under
which the VAT due is not collected for certain taxable goods and
services. Under such tax facility, the related input VAT can still
be claimed as a tax credit.

E. Time of supply

In Indonesia, VAT becomes payable at the earlier of the date on
which the taxable goods or services are supplied or the date of
receipt of advance payments. Tax invoices must be issued when
the delivery of goods or services takes place, or on receipt of
payment for a supply of goods or services, whichever is earlier.

Imported goods. The time of supply for imported goods is either
the date of importation, or, for goods imported by companies
determined to be bonded zone companies, the date on which the
goods leave the bonded zone area.

F. Recovery of VAT by taxable persons

A taxable person may recover input tax, which is VAT charged on
taxable goods and taxable services supplied to it for business
purposes to the extent that costs corresponding to the input tax
are for sales that are subject to VAT. A taxable person generally
recovers input tax by deducting it from output tax, which is VAT
charged on supplies made. If the input VAT exceeds output VAT
due, this excess tax can be claimed as a refund (see Refunds).

Input tax includes VAT charged on goods and services supplied
in Indonesia, VAT paid on imports and self-paid VAT on the use
of taxable services and intangible goods provided by overseas
entities inside the Indonesia Customs Area (under the self-paid
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method, the party who uses the intangible goods or services may
pay the 10% VAT directly to the state treasury on behalf of the
overseas party).

A valid standard tax invoice or customs document must gener-
ally accompany a claim for input tax.

In September 2010, the Indonesian Tax Authority released a cir-
cular stipulating that the export of “strategic goods” (including
animal feed, raw materials for production of animal feed, agricul-
tural products and seeds), is subject to 0% VAT. The circular
confirms that a taxpayer exporting “strategic goods” may claim
an input VAT credit relating to export sales. This can be claimed
as a tax refund if it results in a VAT credit (that is, the balance of
the input VAT credit is greater than the amount of output VAT).

Non-creditable input tax. In general, a credit may not be claimed
for input tax 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 on purchases of goods and services that
were made before the taxable entrepreneur started to deliver tax-
able goods or services also cannot be credited, except for input
VAT on capital goods that can still be claimed as a tax credit.

Input VAT on capital goods purchased or imported that were
credited and refunded during the preproduction stage by a VAT-
able firm must be repaid if the enterprise is unable to produce
VAT-able goods within three years.

The following lists provide some examples of items of expendi-
ture for which input tax is not creditable and examples of items
for which input tax is creditable.

Examples of items for which input tax is non-creditable
* Purchases used for nonbusiness purposes
* Business gifts
* Purchase, lease or hire of benefits in kind (such as employee
accommodation or personal cars)

Examples of items for which input tax is creditable
(if directly related to a taxable business use)
* Advertising
* Attending conferences and seminars
* Purchase, lease or hire of cars, vans or trucks
» Maintenance and fuel for vans and trucks
* Business travel expenses

Refunds. If the amount of input tax credits in a period exceeds the
VAT payable in the same period, the excess amount is refundable.
In general, refund claims must be made at the end of the year.
However, certain taxpayers may claim refunds on a monthly
basis. The Indonesian tax authorities conduct audits to ensure the
validity of VAT refund claims. The tax audit must be concluded
within one year after the date of the request for a refund.

If the tax audit confirms that the VAT refund claim is valid, the
taxable person may recover the overpaid tax within one month
after the date of the tax audit assessment letter.
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The Indonesian tax authorities must pay an interest penalty for
delays in making valid repayments, calculated at the rate of
2% per month of the tax refundable.

An accelerated refund process through a tax examination is pro-
vided for certain taxable entrepreneurs who meet the criteria for
a compliant taxpayer or a low-risk taxpayer.

G. Recovery of VAT by nonresident businesses

Indonesia does not refund VAT incurred by businesses that are
neither established nor registered for VAT in Indonesia. A perma-
nent establishment of a nonresident business in Indonesia may
request a VAT refund in the same manner as other Indonesian
taxable persons.

H. Invoicing

VAT invoices and credit notes. A standard VAT invoice for all tax-
able supplies made must be provided by Indonesian taxable
entrepreneurs except those who are engaged in retail business or
are the end-users of the goods.

Effective 1 April 2013, the VAT invoice number is determined by
the Directorate General of Taxes (DGT). Indonesian taxable
entrepreneurs are required to request the VAT invoice number
from the DGT before issuing VAT invoices.

Indonesian taxable entrepreneurs are also required to submit a
specimen of the signature of the authorized person who will sign
VAT invoices.

A complete and correct standard VAT invoice is generally neces-
sary to support a claim for input tax credit.

A purchaser who returns goods to a supplier or cancels services
may issue a credit note or cancellation note. A credit note or can-
cellation note must refer to the original VAT invoice and clearly
indicate details of the returned goods or cancelled services. A
credit note or cancellation note may be used to adjust the amount
of VAT due for a taxable supply of goods or services.

Proof of exports. Exports of goods are subject to VAT at the rate
of 0%. However, export supplies must be supported with evi-
dence that the goods were exported outside Indonesia. Valid
evidence of export includes ‘“Notification of Export Goods”
(PEB) documents issued by the customs office for goods that
have been approved for loading.

Foreign-currency invoices. For supplies denominated in a foreign
currency, the amounts of output tax shown must be stated in
Indonesian rupiah (IDR). The official exchange rate issued by the
Minister of Finance on the date on which the VAT invoice is
issued must be used to convert the currency.

I. VAT returns and payment

Effective from 1 April 2010, the due date for the submission of
monthly VAT returns is the last day of the following tax period.
The VAT due must be settled before the submission of the
monthly VAT returns.

VAT liabilities must be paid in Indonesian rupiah.
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A new form of VAT return (SPT Masa PPN 1111) was introduced
for VAT reporting periods beginning with the January 2011
period.

Penalties. A penalty is charged at the rate of 2% per month on late
payments of VAT. In the case of a tax audit, the maximum period
is 24 months. An additional penalty of IDR500,000 is assessed for
each VAT return submitted late.

A penalty, charged at a rate of 2% of the sales value, is imposed
for the failure to issue a VAT invoice or for the issuance of a VAT
invoice that is considered defective (including a VAT invoice that
is issued late).

For severe evasion or fraud, criminal penalties apply. Two crimi-
nal offenses that may be charged with respect to VAT are described
below.

Criminal offenses related to general tax administration excluding
the issue related to a tax invoice. Criminal offenses related to
general tax administration other than the issue related to the tax
invoice that cause losses to the revenue of the state are punishable
by imprisonment from six months to six years and a fine of twice
the amount of the unpaid or underpaid taxes (minimum fine) or
of four times the amount of unpaid or underpaid taxes (maximum
fine). This criminal sanction may be doubled if the taxpayer com-
mits another criminal tax offense before one year elapses from
the date of completion of the taxpayer’s jail term.

Criminal offenses related to the issuance of a tax invoice. Criminal
offenses related to the issuance of a tax invoice are punishable by
imprisonment from two years to six years and a fine ranging from
two times to six times the amount of tax declared in the tax invoice.



354

Ireland, Republic of

www.ey.com/GlobalTaxGuides
www.ey.com/TaxGuidesApp

Dublin

GMT

EY

EY Building
Harcourt Centre
Harcourt Street
Dublin 2

Republic of Ireland

Indirect tax contacts
Breen Cassidy

Jarlath O’Keefe

+353 (1) 221-2413
Email: breen.cassidy@ie.ey.com
+353 (1) 221-2463
Email: jarlath.okeefe@ie.ey.com

A. At a glance
Name of the tax
Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Reduced

Other
VAT number format
VAT return periods

Thresholds
Registration

For persons supplying

services

For persons supplying

goods
Non-established
businesses
Distance selling
Intra-Community
acquisitions
Recovery of VAT by

non-established businesses

B. Scope of the tax

Value-added tax (VAT)
1 November 1972

Yes

The Revenue Commissioners
(http://www.revenue.ie)

23%

5% (effective from 1 January
2014), 9% and 13.5%
Zero-rated and exempt

IE 1234567 A

Bimonthly (standard), triannually,
biannually and annually, and
Annual Return of Trading
Details for all businesses

EUR37,500
EUR75,000

None
EUR35,000

EURA41,000

Yes

VAT applies to the following transactions:
* The supply of goods or services made in Ireland by a taxable

person
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¢ The intra-Community acquisition of goods from another EU
Member State by an accountable person

» Reverse-charge services received by a taxable person in Ireland

* The importation of goods from outside the EU, regardless of the
status of the importer

C. Who is liable

The term “accountable person” refers to any individual or entity
that is or should be registered for VAT. A liability to register arises
from making “taxable supplies,” which include the supply of goods
or services, intra-Community acquisitions and distance sales made
in the course of a business in Ireland. An entity that exclusively
makes exempt supplies is generally not treated as an accountable
person.

The VAT registration thresholds in Ireland depend on the type of

supplies made. For an Irish resident business or a fixed establish-

ment of a foreign business, the following are the thresholds:

* EUR37,500 for persons supplying services

* EUR75,000 for persons supplying goods

» EUR35,000 for persons making mail order or distance sales
into Ireland

* EUR41,000 for persons making intra-Community acquisitions

A business is required to register for VAT as soon as its turnover
is likely to exceed the relevant threshold.

Option for registration. A business established in Ireland that
generates turnover not exceeding the registration threshold is not
required to register for VAT. However, a business that makes tax-
able supplies may opt to register in these circumstances.

Similarly, a new business may request registration in advance of
making taxable supplies as soon as it is clear that it will become
an accountable person.

Group registration. The Revenue Commissioners may grant group
registration status to companies established in Ireland that are
closely bound by “financial, economic and organizational links.”

A VAT group is treated as a single taxable person. VAT is not
charged on supplies between group members, with the exception
of certain supplies of real estate. Group members are jointly and
severally liable for all VAT liabilities.

Non-established businesses. A “non-established business” is a

business that has no fixed establishment in Ireland. A “nil” VAT

registration threshold applies to supplies made in Ireland by a

non-established business. VAT registration is required if a non-

established business makes any of the following supplies:

* Goods located in Ireland at the time of supply

* Supplies of certain services deemed for VAT purposes to have
taken place in Ireland (that is, services connected with immov-
able property)

* Intra-Community acquisitions in excess of the annual threshold
or acquisitions of services from non-Irish suppliers

* Distance sales in excess of the annual threshold (see the chapter
on the EU)

Registration is not required if all of the supplies made by the
non-established business are subject to the reverse charge (self-
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assessment for tax by the recipient of the supply). The reverse
charge does not apply to supplies of goods or services made to
private persons.

A non-established business may apply to register for VAT in
Ireland at the following address:

Office of the Revenue Commissioners
Dublin City Centre/North City Revenue
District 9/10 Upper O’Connell Street
Dublin 1

Ireland

The Irish VAT authorities may require a non-established business
to provide security in order to register for VAT.

Tax representatives. A non-established business is not required to
appoint a tax representative in order to register for VAT in Ireland.

Cancellation of registration. An accountable person that ceases to
be eligible for VAT registration must cancel its registration.

An accountable person may also request cancellation of its regis-
tration if the level of its taxable turnover falls below the annual
registration threshold, or if the accountable person previously
opted for registration and no longer wishes to be registered.

Late-registration penalties. A penalty of EUR4,000 can be
assessed for a failure to register for VAT.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to a rate of VAT, including supplies made at
the zero rate. The term “exempt supplies” refers to supplies of
goods and services that are not liable to tax. Exempt supplies do
not give rise to a right of input tax deduction (see Section F).
However, an exception applies to certain exempt services sup-
plied outside the EU. In Ireland, the following VAT rates apply:
¢ Standard rate of 23%
* Reduced rates of 5% (effective from 1 January 2014), 9% and
13.5%
* Zero rate (0%)

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

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at a reduced rate or zero rate of VAT.

Examples of exempt supplies of goods and services
* Postal services
* Finance
* Insurance
* Leasing of immovable property (unless option to tax exercised
by landlord)
* Medical services

Examples of goods and services taxable at 0%
* Books
* Most foodstuffs (excluding confectionery)
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* Oral medicine

* Exports

¢ Children’s clothing and footwear

* Goods and services supplied to frequent exporters under the
“VAT 13A Scheme” (see Section F)

Examples of goods and services taxable at 5%
* Livestock
* Greyhounds

Examples of goods and services taxable at 9%
» Newspapers and magazines
* Holiday accommodation
* Restaurant and catering services

Examples of goods and services taxable at 13.5%
¢ Electricity
* Repair, cleaning and maintenance services
* Developed immovable property
* Building services

E. Time of supply

The time when VAT becomes due is called the “time of supply”

or “tax point.” The following is a general summary of the rules

for determining when VAT is due:

* For supplies made to non-taxable persons, the due date is the
date on which the supply is completed.

* For supplies made to taxable persons, the due date is the date
on which the invoice is issued or the date on which the invoice
should have been issued, whichever is earlier.

Prepayments. A prepayment is deemed to be a taxable supply, up
to the value of the prepayment. The invoice for a prepayment
must be issued within 15 days after the end of the month in which
the prepayment is received.

A supplier that accounts for VAT on the invoice basis must
account for VAT on a prepayment from a VAT-registered cus-
tomer when the invoice is issued or when it should have been
issued (that is, within 15 days after the end of the month in which
the prepayment is received), whichever is earlier.

A supplier that accounts for VAT on the cash receipts basis must
account for VAT on a prepayment from a VAT-registered cus-
tomer when the payment is received.

The due date for a prepayment received from a non-taxable per-
son is when the payment is received.

Intra-Community acquisitions of goods. The due date for intra-
Community acquisitions of goods is the 15th day of the month
following the month in which the goods arrive or the month in
which the invoice is received, whichever is earlier.

Imported goods. The due date for imported goods is the date of
importation or the date on which the goods leave a duty suspen-
sion regime.

Cash accounting. Some accountable persons are authorized
to account for VAT on the basis of payments received rather than
on the basis of invoices issued. This system is called “cash
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accounting.” Effective 1 May 2014, the turnover threshold
for cash accounting will increase from EURI.25 million to
EUR2 million. For accountable persons using cash accounting,
the liability to account for VAT arises on the date when payment
is received for the supply. However, this does not change the
basic tax point for the supply itself. The VAT rate applicable to a
supply of goods or services is the rate in force on the date of the
supply, not the rate in force on the date when payment is received.

F. Recovery of VAT by accountable persons

An accountable person may recover input tax, which is VAT
charged on goods and services supplied to it for business pur-
poses. An accountable 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
within Ireland, VAT paid on imports of goods and VAT that is
self-assessed on the intra-Community acquisition of goods and
reverse-charge services.

A valid tax invoice or customs document must generally accom-
pany a claim for input tax.

Nondeductible input tax. Input tax may not be recovered on pur-
chases of goods and services that are not made for business
purposes, such as goods acquired for private use. If expenditure
relates to business and private use, the input tax must be appor-
tioned, and the amount related to business activities may be
deducted.

In addition, input tax may not be deducted for some items of

business expenditure, including the following items:

* The provision of food, drink and accommodation except for
accommodation incurred in connection with attendance at a
qualifying conference. A qualifying conference is a conference
undertaken in the course or furtherance of business, organized
to cater to 50 or more delegates. VAT may be claimed for a
maximum period beginning with the night before the confer-
ence and ending on the date when the conference ends.

* Other personal services for taxable persons or their agents or
employees.

« Entertainment expenses incurred by the taxable persons or their
agents or employees.

* The purchase, hire or importation of passenger motor vehicles.
However, 20% of VAT is recoverable on the purchase, hire, or
importation of certain cars that have a low level of carbon diox-
ide emissions and that are used primarily for business purposes.

* The purchase of petrol (gasoline). However, diesel is deductible.

The following lists provide some examples of items of expendi-
ture 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
 Hotel accommodation
* Food and drink
* Lease, purchase and hire of most passenger cars
* Petrol
* Business entertainment
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Examples of items for which input tax is deductible
(if related to a taxable business use)
 Car maintenance costs
* Attendance at qualifying conferences and seminars
* Lease, purchase, hire and maintenance of vans and trucks
* Diesel for business use
* Business use of mobile telephones
* Parking
* Gas and electricity

Partial exemption. Input tax directly related to making exempt
supplies is not generally recoverable. However, input tax related
to making certain exempt supplies to non-EU customers (qualify-
ing activities) is deductible. If an accountable person makes both
exempt supplies and taxable supplies, it may not recover all the
input tax incurred on goods or services acquired for both pur-
poses. This situation is referred to as “partial exemption.”

Input tax that directly relates to making exempt supplies is not
recoverable. Input tax that directly relates to making taxable sup-
plies is recoverable in full. For these purposes, the term “taxable
supplies” includes zero-rated supplies and qualifying activities.
Input tax that relates to taxable supplies and to exempt supplies
is considered to have a dual use, and must be apportioned between
taxable supplies and exempt supplies. The percentage of dual-use
input tax that is attributable to making taxable supplies is recov-
erable. The recoverable percentage is rounded up to the nearest
whole number. For example, a recovery percentage of 79.2%
would be rounded up to 80%.

An Irish accountable person may use any calculation method to
determine the recoverable percentage of dual-use input tax if the
chosen method satisfies the following conditions:

* [t results in a proportion of tax deductible that correctly reflects
the extent to which dual-use inputs are used for the purposes of
the person’s deductible supplies or activities.

* It has due regard to the range of the accountable person’s total
supplies and activities.

Examples of possible apportionment methods include calcula-

tions based on the following:

* The ratio of turnover from taxable and qualifying activities to
turnover from exempt activities

* The ratio of taxable transactions to exempt transactions

* The number of people involved in various activities

The Revenue Commissioners may require that a partially exempt
accountable person uses a different calculation method if, in their
view, the method adopted does not adequately reflect how input
tax was used in the business or the activities undertaken.

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 accountable person’s partial
exemption recovery position in the VAT year of acquisition. In
Ireland, no further adjustment is made to the amount of input tax
recovered on the acquisition of capital goods with the exception
of immovable goods, even if the ratio of taxable to exempt sup-
plies changes in subsequent years.
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Refunds. If the amount of input tax recoverable in a period exceeds
the amount of output tax payable in that period, the accountable
person has an input tax credit. An accountable person may claim
a refund of the credit by submitting the VAT return for the period.
If an accountable person normally receives refunds of VAT, it
may request permission to submit monthly returns to improve
cash flow.

Special treatment for frequent exporters. A business that exports
goods to persons outside the EU or to taxable persons in other EU
Member States does not charge VAT on these transactions.
However, it pays VAT on the goods and services it purchases
locally or acquires from other EU Member States and on imports.
Consequently, a business that predominantly trades with other
countries would generally be in a net VAT repayment position for
each period. This may have a negative impact on its cash flow
position.

To help ease cash flow for businesses involved in international
trade, exporters benefit from a special treatment for purchases.
This provision is commonly known as the “VAT 56 Scheme”
(formerly the “VAT 13A Scheme”). For these purposes, a quali-
fying exporter is an accountable person that derives at least 75%
of its turnover from exports of goods from Ireland and from intra-
Community supplies of goods from Ireland to persons registered
for VAT in other EU Member States. Qualifying exporters may
apply for certification of their entitlement to relief. Copies of the
certification must be provided to suppliers which are required to
supply most goods and services to qualifying exporters at the
zero rate.

The VAT 56 zero rating applies to most domestic purchases of
goods and services, imports and intra-Community acquisitions.
The zero rating does not apply to the supply or hire of passenger
cars, petrol (gasoline) for cars, food, drink, accommodation, non-
business purchases or any other expenses for which the input tax
is not deductible.

G. Recovery of VAT by non-established businesses

Ireland refunds VAT incurred by businesses that are not established
in Ireland nor registered for VAT there. A non-established busi-
ness may claim Irish VAT to the same extent as a VAT-registered
business.

For businesses established in the EU, applications for refunds are
made electronically to the tax authority in their Member States.
For businesses established outside the EU, refunds are made
under the terms of the EU 13th Directive. Ireland does not
exclude claims by businesses established in any country.

For the general VAT refund rules of the EU 13th Directive refund
scheme, see the chapter on the EU.

Refund application. For non-EU claimants, the deadline for refund
claims is 30 June of the year following the year in which the tax
was incurred. For EU claimants, the deadline is 30 September of
such year.

The claim must be for a period of not less than a calendar quarter,
unless it is for the final part of a year, and the period may not be
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longer than a calendar year. For claims covering a period of
between three months and one year, the minimum claim amount
is EUR400. The repayment is made by a check issued in euros or
by direct deposit into a bank account.

Applications for refunds of Irish VAT by non-EU claimants may
be sent to the following address:

VAT (Unregistered) Repayments
Office of the Revenue Commissioners
3rd Floor

River House

Charlotte’s Quay

Limerick

Ireland

Repayment interest. Claims are normally paid within three to six
months after submission of the claim. For Irish VAT recovery
claims from EU-based entities, in certain circumstances, interest
is paid on repayments at a rate of 0.011% per day if the payment
falls outside specific legislative time limits. For Irish VAT recov-
ery claims by non-EU entities, interest is not paid by the Irish tax
authorities on late repayments.

H. VAT on property

New VAT on property rules took effect on 1 July 2008. The new
rules introduce a simpler basis for applying VAT to property
transactions. They regulate VAT on the leasing of property, intro-
duce a capital goods scheme for properties and make the Irish
VAT on property system similar to the systems in other EU
Member States.

l. Invoicing

VAT invoices and credit notes. An Irish accountable person must
issue a VAT invoice for taxable supplies made to taxable custom-
ers, exempt persons, government departments, local authorities,
and bodies established by statute. An Irish accountable person
must also issue an invoice with respect to intra-Community sup-
plies to businesses in other EU Member States and to sales to
private individuals in other EU Member States under distance
selling arrangements. A VAT invoice must be issued within
15 days after the end of the month in which either the goods or
services were supplied or an advance payment was received.

A VAT invoice is necessary to support a claim for input tax
deduction or an Irish VAT refund application under the EU 13th
Directive for non-EU businesses or under the VAT refund proce-
dure applicable to EU businesses (see the chapter on the EU).

A VAT credit note must be used if the VAT payable on a supply
is reduced because of a subsequent allowance or discount, unless
the supplier and taxable customer agree that the VAT need not be
adjusted. The credit note must be cross-referenced to the original
VAT invoice and contain the same information.

Electronic invoicing. Effective 1 January 2013, the VAT law has
been amended to permit electronic invoicing in line with EU
Directive 2010/45/EU.
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Proof of exports and intra-Community supplies. VAT is chargeable
at a zero rate on the supply of exported goods or on the intra-
Community supply of goods (see the chapter on the EU). However,
to qualify for a zero rate, exports and intra-Community supplies
must be supported by evidence that confirms the goods have left
Ireland. Acceptable proof includes the following documentation:

* For an export, a copy of the export document officially vali-
dated by customs showing the supplier as the exporter, together
with shipping or air freight documents, and copies of commer-
cial documentation (for example, orders, copy invoices, dispatch
notes and delivery notes).

* For an intra-Community supply, a range of commercial docu-
mentation, including purchase orders, transport documentation,
proof of payments received from abroad and contracts. The EU
VAT registration number of the customer must also be quoted
on the sales invoice.

Foreign-currency invoices. A VAT invoice may be issued in a for-
eign currency, but the actual VAT amount must be converted to
euros and included on all VAT invoices issued. The invoice
amounts must be converted using the latest selling rate recorded
by the Irish Central Bank at the time of supply.

It is possible to agree on a different exchange rate method with the
Irish VAT authorities. If an alternative method is used, the account-
able person must use it for all foreign-currency transactions.

J. VAT returns and payment

VAT returns. Irish VAT returns are generally submitted on a
bimonthly basis. All VAT returns must be filed electronically in
Ireland. Returns and full payment of the VAT due must be made
by the 23rd day of the month following the return period.

Biannual or four-monthly VAT returns may be submitted by traders
whose total VAT payment for the year is less than EUR3,000 or
between EUR3,000 and EUR 14,000, respectively.

An accountable person that receives regular repayments of VAT
may request to submit monthly returns.

Annual Return of Trading Details. All accountable persons must
submit an Annual Return of Trading Details, which outlines sales
and purchases for the year, broken down by VAT rate. It is a sta-
tistical return. Consequently, no VAT liability is attached to such
return.

Changes to the format of this return, including requirements to
provide additional details, are expected to be implemented in
2014.

Cash accounting. Irish VAT is normally accounted for on an

accrual basis; that is, on the basis of invoices issued and received.

Some taxable persons are permitted to account for VAT on a cash

basis; that is, on the basis of money received. Either of the fol-

lowing may opt for cash accounting:

* Accountable persons such as retailers and similar businesses
that supply goods or services almost exclusively (at least 90%
of turnover) to persons that are not registered for VAT

* Accountable persons whose annual turnover does not exceed
EUR1.25 million (EUR2 million with effect from 1 May 2014)
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Annual accounting. Some accountable persons are permitted to
submit VAT returns on an annual basis. This facility is granted at
the discretion of the Irish VAT authorities. Accountable persons
that submit annual returns must also complete the annual return
of trading details.

An accountable person that is permitted to use the above facility
may align its annual VAT return date with its commercial account-
ing year.

An accountable person that is permitted to submit annual returns
must make monthly VAT payments by direct debit throughout the
year. Interest may be chargeable if the sum of the monthly pay-
ments made is less than 80% of the total VAT payable for the year.

Penalties. The basic penalty for the late submission of a VAT
return is EUR4,000 per return. However, if the Irish VAT author-
ities determine that an error was made as a result of the taxpayer
acting carelessly or deliberately defaulting, penalties may be
imposed based on the amount of VAT underpaid or overclaimed.
Such penalties can be between 3% and 100% of the VAT liability
at issue.

Interest may also be levied on the amount of tax due at the rate
of 0.0274% per day.

The Irish VAT authorities may mitigate penalties in certain cir-
cumstances.

K. EU filings

INTRASTAT. An accountable person that trades in goods with
other EU countries must complete statistical reports, known as
INTRASTAT, if the value of its intra-Community sales or pur-
chases of goods exceeds certain thresholds. Separate reports are
required for intra-Community acquisitions (INTRASTAT
Arrivals) and intra-Community supplies (INTRASTAT
Dispatches).

The threshold for INTRASTAT Arrivals is EUR191,000.
The threshold for INTRASTAT Dispatches is EUR635,000.

The INTRASTAT return period is monthly. The submission
deadline is the 23rd business day of the month following the
return period. INTRASAT returns must be filed electronically
through the Revenue On-Line System (ROS). Returns must be
completed in euros.

The penalty for a late or incorrect submission of an INTRASTAT
return is EUR1,265 plus EUR60 per day that the return is out-
standing.

EU Sales Lists (VAT Information Exchange System [VIES] state-
ment). If an Irish accountable person makes intra-Community
supplies of goods and/or services, it must submit an EU Sales
List (ESL). No threshold applies to ESLs. If no intra-Community
supplies are made in a period, a “nil” statement must be submit-
ted for that period.

ESLs are submitted quarterly if the quarterly amount of intra-
Community supplies of goods does not exceed EUR50,000.
Otherwise, ESLs are submitted monthly. An accountable person
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that is entitled to submit ESLs on a quarterly basis may apply to
submit ESLs monthly if it is more convenient to do so. The sub-
mission deadline is the 23rd day of the month following the end
of the return period.

The penalty for a late or incorrect submission of an ESL is
EURA4,000.
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A. At a glance

Name of the tax
Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard

Reduced
Other

VAT number format
VAT return period

Thresholds
Registration

Deregistration
Distance selling
Intra-Community

acquisitions

Recovery of VAT by
non-established businesses

Value-added tax (VAT)
1 April 1973

No (but forms part of the EU for

customs and VAT matters)

Isle of Man Customs and Excise

Division (http://www.gov.im)

20% (effective from

4 January 2011)

5%

Zero-rated, exempt and exempt
with credit

GB 999.9999.99

Quarterly

Monthly (if requested by a
business that receives regular
repayments)

Annual (on request if annual
taxable turnover is less than
GBP1,350,000)

GBP79,000 (effective from
1 April 2013); nil for
non-established businesses

GBP77,000 (effective from
1 April 2013)

GBP70,000

GBP79,000 (effective from
1 April 2013)

Yes
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B. Scope of the tax

The Isle of Man is an international financial center that is part of
the territory of the United Kingdom for indirect tax purposes.
However, the Customs and Excise Division in the Isle of Man
operates independently from that of the United Kingdom, and the
Isle of Man has its own VAT legislation. The United Kingdom
and Isle of Man are considered one for VAT purposes, and the
VAT laws of the two jurisdictions are very similar.

VAT applies to the following transactions:

* The supply of goods or services made in the Isle of Man or the
United Kingdom 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 the Isle
of Man

* 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 person that is required to be
registered for VAT. It includes any entity or individual that makes
taxable supplies of goods or services, intra-Community acquisi-
tions or distance sales in the Isle of Man in the course of a busi-
ness in excess of the turnover thresholds.

Effective from 1 April 2013, the VAT registration threshold is
GBP79,000; this threshold generally increases annually. The VAT
registration threshold previously applied to both Isle of Man
domestic and non-established businesses. However, effective
from 1 December 2012, the VAT registration threshold was
removed for businesses not established in the Isle of Man or the
United Kingdom so that a nil registration threshold now applies.
As a result, any non-established business that makes taxable sup-
plies in the Isle of Man is required to register for VAT. Non-
established businesses involved only in distance sales of goods to
Isle of Man residents who are not taxable persons (see the chapter
on the EU) are not affected by the removal of the VAT registration
threshold. The distance selling threshold is GBP70,000; this
threshold is set by EU law and does not generally increase from
year to year.

Exemption from registration. A taxable person whose turnover is
wholly or principally zero-rated (see Section D) may request
exemption from registration.

Voluntary registration. A business may register for VAT volun-
tarily if its taxable turnover is below the VAT registration thresh-
old. A business may also register for VAT voluntarily in advance
of making taxable supplies.

Group registration. Corporate bodies that are under “common
control” and are established or have a fixed establishment in the
Isle of Man or the United Kingdom may apply to register as a
VAT group. A VAT group is treated as a single taxable person.
The group members share a single VAT number and submit a
single VAT return. VAT is not charged on supplies made between
group members. Group members are jointly and severally liable
for all VAT liabilities.
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Non-established businesses. A “non-established business” is a

business that has no fixed establishment in the Isle of Man or the

United Kingdom. Effective from 1 December 2012, a non-estab-

lished business must register for VAT if it makes any of the fol-

lowing supplies in the Isle of Man, regardless of the value of the

supply:

* Goods located in the Isle of Man at the time of supply

¢ Intra-Community acquisitions of goods (see the chapter on the
EU)

* Services to which the reverse charge (see Reverse charge) does
not apply

A non-established business must also register for VAT if it makes
distance sales of goods to Isle of Man residents in excess of the
distance selling annual threshold.

A non-established business that registers for VAT may normally
do so from its place of business outside the Isle of Man. The
application form (VAT 1 MAN) may be sent to the following
address:

Isle of Man Customs and Excise
P.O. Box 6

Custom House

North Quay

Douglas IM99 1AG

Isle of Man

Reverse charge. If a non-established business supplies services to
an Isle of Man taxable person but does not register for VAT, the
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 (that is, VAT on allowable purchases) depending on the
taxable person’s partial exemption status (see Section F). This
provision does not apply in all circumstances. For example, it
applies only if the place of supply of the services is the Isle of
Man.

Tax representatives. A non-established business may choose to
appoint a tax representative or agent to act on its behalf in VAT
matters in the Isle of Man.

The Isle of Man VAT authorities may require that a non-estab-
lished person appoint a tax representative. However, this condi-
tion may be imposed only if the business is established in a
country outside the EU that has not agreed on mutual assistance
provisions with the Isle of Man.

Deregistration. A taxable person that ceases to be eligible for VAT
registration must deregister.

A taxable person may also request deregistration if its taxable
turnover drops below the deregistration threshold (GBP77,000 in
2013) or if its taxable turnover is wholly or principally zero-rated
(see Section D). However, deregistration is not compulsory in
these circumstances.

Late-registration penalties. A penalty is assessed for late VAT
registration, which is calculated as a percentage of the VAT due
(output tax less input tax).
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If the liability to register for VAT arises before 1 April 2010, the
penalty rate that applies depends on the length of time between
when a business should have been registered and when it regis-
ters. If this period is less than 9 months, the penalty is 5% of the
VAT due. If the period is between 9 and 18 months, the penalty
increases to 10% of the VAT due. For businesses that register
more than 18 months late, the penalty rate is 15% of the VAT due.
The minimum penalty is GBP50.

If the liability arises on or after 1 April 2010, the penalty rate that
applies may range from 30% (in most cases) to 100% (for delib-
erate and concealed acts) of the VAT due. However, measures
exist for the reduction of such penalties if the business discloses
the failure to register to the VAT authorities. The degree of miti-
gation depends on the “quality” of the disclosure.

Penalties apply to a range of other offenses (see Section I).

D. VAT rates

In the Isle of Man, the term “taxable supplies” refers to supplies
of goods and services that are liable to a rate of VAT, including
the zero rate. The term “exempt supplies” refers to supplies of
goods and services that are not liable to tax and that do not give
rise to a right of input tax deduction (see Section F). In addition,
some supplies are classified as “exempt with credit.” Exempt with
credit supplies are effectively treated as if they were zero-rated,
but they are not within the scope of VAT. This means that no VAT
is chargeable, but the supplier may recover related input tax.
Exempt with credit supplies include services supplied to taxable
persons in the EU and to customers outside the EU.

If an Isle of Man company is not required to register for VAT but
the beneficial owner is a non-Isle of Man or non-UK resident,
look-through provisions may apply. In 1983, the Isle of Man
reached agreement with the UK government to introduce mea-
sures to look through the fact that a company is resident in the
Isle of Man and to consider the place of residence of the beneficial
owner. Consequently, if a package of corporate administration
services is provided to an Isle of Man company in these circum-
stances, the supply is not subject to VAT.

In the Isle of Man, the following three rates of VAT apply:
« Standard rate: 20%

* Reduced rate: 5%

* Zero rate: 0%

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

Some differences exist between the Isle of Man and the United
Kingdom with respect to the supplies that are eligible for zero
rating and the reduced rate.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at a zero rate or a reduced rate of VAT in the Isle of Man.

Examples of exempt supplies of goods and services
* Betting and gaming
¢ Education
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* Finance

* Insurance

* Land (in most cases)

* Public postal services
* Human blood products
» Medical services

Examples of goods and services taxable at 0%
* Books, newspapers and periodicals
* Certain foodstuffs
¢ Children’s clothing and footwear
* Drugs and medicines supplied on prescription
* New housing
* Transport services
* Passenger transport (including yachts)
* Exports of goods and related services

Examples of goods and services taxable at 5%
* Fuel and power supplied to domestic users and charities
* Energy-saving materials
* Building materials for residential conversions
* Sanitary protection products
* Children’s car seats
» Domestic property repairs
* Holiday accommodation

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.” The “basic” tax point under Isle of Man law is the
point when the goods are either removed from the supplier’s
premises or made available to the customer, or when the services
are performed.

The basic tax point may be overridden by the creation of an
“actual” tax point. An actual tax point may occur before or after
the basic tax point.

Before the basic tax point. If the supplier issues a VAT invoice or
receives payment with respect to the supply, a tax point is created
to the extent covered by the invoice or payment.

After the basic tax point. If an invoice is issued up to 14 days after
the supply, the date of the invoice becomes the tax point. Taxable
persons may request permission to extend the period for this
invoicing tax point to up to a maximum of 30 days after the basic
tax point.

Deposits and prepayments. The receipt of a deposit or prepay-
ment normally creates an actual tax point if the amount is paid in
the expectation that it will form part of the total payment for a
particular supply. A tax point is created only to the extent of the
payment received.

Intra-Community acquisitions. The time of supply for an intra-
Community acquisition of goods is the 15th day of the month
following the month when the acquisition occurred. If the sup-
plier issues an invoice before this date, the tax point is when the
invoice is issued.

Intra-Community supplies of goods. For intra-Community sup-
plies of goods, the time of supply is the earlier of the 15th day of
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the month following the month when the goods are removed from
the supplier or the date on which the VAT invoice is issued.

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

Goods sent on approval or for sale or return. The tax point for
goods sent on approval or for sale or return is the earlier of when
the goods are accepted by the customer or 12 months after their
removal from the supplier. However, if a VAT invoice is issued
before these dates, the invoice creates an actual tax point, up to
the amount invoiced.

Continuous supplies of services. If services are supplied continu-
ously, a tax point is created each time a payment is made or a VAT
invoice is issued, whichever occurs earlier.

Reverse-charge services. The tax point for reverse-charge ser-
vices is primarily when the service is performed. For single ser-
vices, this is when the service is completed or when payment for
the service is made, whichever is earlier. For a continuous supply
of services, the tax point is the end of each periodic billing or
payment period or when payment is made, whichever is earlier.
For continuous supplies that are not subject to billing or payment
periods, the tax point is 31 December each year unless a payment
creates an earlier tax point.

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.

Input tax includes VAT charged on goods and services supplied
in the Isle of Man or the United Kingdom, VAT paid on imports
of goods into the Isle of Man or the United Kingdom, and self-
assessed VAT on intra-Community acquisitions of goods and
reverse-charge services (see the chapter on the EU).

A valid tax invoice or customs document must generally accom-
pany a claim for input tax.

Special rules apply to the recovery of input tax on expenditure
incurred before registration and after deregistration.

Nondeductible input tax. 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). In addi-
tion, input tax may not be recovered for some items of business
expenditure.

The following lists provide some examples of items of expendi-
ture 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 of a car (unless the car is available exclusively for busi-
ness use)
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« Fifty percent of VAT incurred on the rental or lease of a car used
for mixed business and private purposes

* Private expenditure

* Business entertainment and hospitality (except when provided
to overseas customers)

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Conferences, exhibitions, training and seminars
* Taxi services
* Restaurant expenses for employees
* Accommodation
» Motoring expenses and fuel for business purposes
* Business use of a home telephone

Partial exemption. Input tax directly related to making exempt
supplies is generally not recoverable. If a taxable person makes
both exempt and taxable supplies, it may not recover input tax in
full. This situation is referred to as “partial exemption.”

An Isle of Man taxable person that makes exempt supplies may

calculate the amount of VAT that it may recover in several ways.

The standard partial exemption calculation method is a two-stage

calculation. The following are the two stages of the calculation:

* The first stage identifies the input VAT 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 second stage identifies the amount of the remaining input
tax (for example, input tax on general business overhead) that
may be allocated to taxable supplies and recovered. The cal-
culation of recoverable VAT may be performed using the
general pro-rata method based on the respective value of tax-
able and exempt supplies made.

If the standard calculation provides an unfair or distortive result,
a special calculation method may be agreed with the VAT author-
ities. In some cases, the authorities may impose the use of a
special calculation method.

Capital goods scheme (CGS). Capital goods are items of capital
expenditure that are used in a business over several years. A tax-
able person does not have to be partly exempt or (for capital costs
incurred after 1 January 2011) have nonbusiness activities when
costs are incurred for the CGS to apply. The value of a capital
item is the VAT-exclusive value of the item. Only the value of
standard or reduced-rated taxable supplies is considered. Before
1 January 2011, the value of a capital item was determined by
reference to the business-related expenditure. Effective 1 January
2011, the value is determined by reference to total expenditure on
an asset. This includes both business and non-business expendi-
ture on an asset.

Input tax is deducted in the VAT year in which the goods are
acquired. The amount of input tax recovered depends on the tax-
able person’s business use in the VAT year of acquisition. The
scheme requires adjustments to be made to the initial amount of
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VAT claimed. This reflects the differences in the use of capital
items over a period of time. This period is known as the “adjust-
ment period.” If, during the adjustment period, there is any
change in the proportion of taxable use, then the taxable person
must make a corresponding adjustment to input tax.

In the Isle of Man, the capital goods adjustment applies to the

following assets for the number of intervals (normally a year)

indicated:

* Land and buildings and related property expenditure valued at
GBP250,000 or more are adjusted for a period of 10 intervals.

¢ Individual computer hardware valued at GBP50,000 or more is
adjusted for a period of five intervals.

* Effective 1 January 2011, the CGS was extended to apply to
ships and aircraft valued at GBP50,000 or more; the adjustment
period is five intervals.

If, in any subsequent interval, the amount that the item is used to
make taxable supplies increases or decreases compared with its
use in the original deduction period, a CGS adjustment is
required in that subsequent interval. No retrospective adjust-
ments are made after the end of the first interval. The actual input
tax adjustment (if any) required in a subsequent interval is calcu-
lated by dividing the total input tax (or total VAT if incurred after
1 January 2011) on the capital item by the total number of inter-
vals in the adjustment period (usually either 5 or 10) and then
multiplying by the adjustment percentage.

Refunds. If the amount of VAT recoverable exceeds the amount of
VAT payable in a period, a refund may be claimed. This is done
automatically through the submission of the periodic VAT return.
A taxable person that receives regular repayments of VAT may
request permission to submit monthly returns to improve cash
flow.

G. Recovery of VAT by non-established businesses

The Isle of Man refunds VAT incurred by businesses that are nei-
ther established nor registered for VAT in the Isle of Man. Non-
established businesses may reclaim VAT to the same extent as
VAT-registered businesses. For the general VAT refund rules, see
the chapter on the EU.

EU businesses. An electronic VAT refund procedure applies
across the EU. EU businesses must submit their claims for Isle of
Man VAT through an electronic interface to their local VAT
authorities.

Refunds are based on the calendar year. The final deadline for
refund claims is 30 September of the year following the year in
which the tax was incurred. Claims must be accompanied by the
appropriate documentation (see the chapter on the EU).

Non-EU businesses. For businesses established outside the EU,
refunds are made in accordance with the terms of the EU 13th
Directive. The Isle of Man does not generally exclude businesses
from any country from eligibility.

Refunds are based on the period from 1 July to 30 June (a pre-
scribed year), and the final deadline for refund claims is
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31 December following the end of the prescribed year in which
the tax was incurred.

Applications for 13th Directive refunds of Isle of Man VAT must
be submitted in English and must be accompanied by the appropri-
ate documentation (see the chapter on the EU). The minimum
claim period is three months and the maximum period is one pre-
scribed year. The minimum claim for a period of less than a year is
GBP400. For an annual claim, the minimum amount is GBP50.

Applications must be sent to the following address:

HM Revenue and Customs
VAT Overseas Repayment Unit
P.O. Box 34

Foyle House

Duncreggan Road
Londonderry BT48 7AE
Northern Ireland

H. Invoicing

VAT invoices and credit notes. An Isle of Man taxable person must
generally provide a VAT invoice for all taxable supplies made,
including exports and intra-Community supplies (see the chapter
on the EU). Invoices are not automatically required for retail
transactions, unless requested by the customer.

A VAT invoice is necessary to support a claim for input tax
deduction or refund.

A VAT credit note may be used to reduce the VAT charged and
reclaimed on a supply. 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 month
after the discovery of the mistake or overcharge, and it must be
cross-referenced to the original VAT invoice.

Proof of exports and intra-Community supplies. Isle of Man VAT

is not chargeable on supplies of exported goods or on intra-Com-

munity supplies of goods except distance sales (see the chapter on

the EU). However, to qualify as VAT-free, exports and intra-

Community supplies must be supported by evidence that proves

the goods have left the Isle of Man/United Kingdom. Acceptable

proof includes the following documentation:

* For an export, official customs documentation and commercial
documentation, such as consignment notes and airway bills

¢ For an intra-Community supply, a range of commercial docu-
mentation, such as customer orders, sales invoices, transport
documentation and packing lists

In all cases, the evidence must clearly identify the supplier, the
customer, the goods and the destination. The evidence must be
obtained within three months after the time of supply and be
retained for at least six years.

Foreign-currency invoices. If a VAT invoice is issued in a foreign
currency, the VAT value must be converted into pounds sterling
(GBP), using an acceptable exchange rate, and stated in the
invoice. Suppliers may use any of the following rates:

* The United Kingdom market selling rate at the time of supply
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* The United Kingdom VAT authorities’ published exchange rate
for the period

* Any other acceptable commercial rate agreed to in writing with
the VAT authorities

I. VAT returns and payment

VAT returns. VAT returns are generally submitted quarterly. VAT
return quarters are staggered into three cycles to ease the VAT
authorities’ administration. The following are the cycles:

* March, June, September and December

* February, May, August and November

« January, April, July and October

At the time of registration, each taxable person is notified about
the return cycle that it must use. However, the Isle of Man VAT
authorities may consider a request to use VAT return periods that
correspond with a taxable person’s financial year. In addition, a
taxable person whose accounting dates are not based on calendar
months may request permission to adopt nonstandard tax periods.

Taxable persons that receive regular repayments of VAT may
request permission to submit monthly returns to improve cash
flow.

Returns must be submitted by the last day of the month following
the end of the return period. They may be submitted by mail or
electronically. Payment in full is also due by the same date.
However, taxable persons that pay their VAT return liabilities
electronically have an additional 7 days after the normal due date
to make payments.

VAT returns must be completed in pounds sterling, but return
liabilities may be paid in pounds sterling or euros.

Payments on account. Taxable persons whose annual VAT liabil-
ity is greater than GBP2,300,000 must make payments on
account, which are interim payments made at the end of the
second and third months of each VAT quarter. The balance of
VAT payable for the period is made at the end of the quarter. The
amount of the payment is generally based on the taxable person’s
VAT liability for the preceding 12 months. Electronic transfers
must be used for all payments on account.

Cash accounting. Businesses with annual turnover of less than
GBP1,350,000 may apply to use cash accounting. Under the cash
accounting scheme, businesses account for output VAT and
reclaim input VAT on the basis of cash received and paid, rather
than on the basis of invoices issued and received.

Annual accounting. Businesses with annual turnover of less than
GBP1,350,000 may apply to complete an annual VAT return.
Businesses that use annual accounting must make either three
quarterly or nine monthly VAT payments, depending on the level
of turnover. Any balancing payment must be made with the
annual return. The annual return is due by the last day of the
second month following the end of the taxable person’s VAT year.

Special accounting. A flat-rate scheme exists for businesses with
an annual taxable turnover of less than GBP150,000. Under the
scheme, eligible businesses may opt to calculate VAT due based
on a fixed percentage of their total turnover. The percentages



ISLE oF MaN 375

range from 4% to 14.5%, depending on the trade sector of the
business.

Other special accounting schemes exist for retailers, including
second-hand goods retailers, tour operators, gold traders and
farmers.

Reverse-charge accounting for domestic supplies of mobile phones
and computer chips. A domestic reverse charge with respect to
specified goods is designed to combat missing trader fraud. The
reverse charge applies, with some exclusions, to supplies of
mobile phones and computer chips that are valued at GBP5,000
or more and that are supplied in the United Kingdom or Isle of
Man by a VAT-registered business to another VAT-registered busi-
ness. Under the reverse-charge accounting mechanism, it is the
responsibility of the customer, rather than the supplier, to account
for VAT on supplies of the specified goods.

Reverse-charge accounting for domestic supplies of emissions
allowances. Purchasers of specified emissions allowances must
account for VAT under a domestic reverse-charge accounting
procedure, rather than paying VAT to the supplier. Only those
compliance market credits which can be used to meet obligations
under the EU Emissions Trading Scheme (EUETS) are subject to
the reverse-charge mechanism. These currently comprise EU
Allowances, some Certified Emission Reductions (CER) and
some Emission Reduction Units (ERU), as defined in Directive
2003/87/EC (as amended).

Penalties for late submission and late payment. If a business with
a turnover of GBP150,000 or more submits a VAT return or pay-
ment late, the taxable person is in default and is issued a
Surcharge Liability Notice. The surcharge liability period ini-
tially lasts for 12 months from the date of the notice. Any further
default within this period triggers a penalty and extends the
notice period. The penalty is a percentage of the VAT due.

The following are the percentage penalties:

* For the first further default in the notice period: a penalty of 2%
of the VAT due

* For the second further default in the notice period: a penalty of
5% of the VAT due

* For the third further default in the notice period: a penalty of
10% of the VAT due

* For the fourth and subsequent further defaults in the notice
period: a penalty of 15% of the VAT due (for each further
default)

In the 2% and 5% penalty bands, penalties are not imposed on
amounts of less than GBP400. A minimum penalty of GBP30 is
imposed for the 10% and 15% penalty bands. If payment is made
on time, but the return is submitted late, no penalty is levied.
However, the surcharge liability notice period is extended.

For businesses with turnover of less than GBP150,000, a help
letter is issued at the first default stage. At the first further
default, a Surcharge Liability Notice is issued, followed by the
same penalties listed above for further defaults.

Penalties for errors made on VAT returns. Under the current pen-
alty regime (applying to inaccuracies on VAT returns for returns
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due for submission on or after 1 April 2009), if a business makes
an error on a VAT return despite taking “reasonable care,” it
should not be liable to a penalty. Otherwise, the penalty rate
depends on the behavior giving rise to the error (rather than the
size of the error) and may range from 30% (for “careless” errors)
to 100% (for “deliberate and concealed” acts) of the VAT due.
However, provisions exist for the reduction of such penalties if
the business makes an unprompted disclosure to the VAT author-
ities. The degree of mitigation also depends on the “quality” of
the disclosure.

J. EU declarations

INTRASTAT. An Isle of Man taxable person that trades in goods
with other EU countries (excluding the United Kingdom) must
complete statistical reports, known as INTRASTAT, if the value
of its sales or purchases exceeds certain thresholds. Separate
reports are required for intra-Community acquisitions
(INTRASTAT Arrivals) and intra-Community supplies
(INTRASTAT Dispatches).

The 2013 threshold for INTRASTAT Arrivals is GBP600,000.
The 2013 threshold for INTRASTAT Dispatches is GBP250,000.

A taxable person whose intra-Community trade exceeds
GBP16 million (for either Arrivals or Dispatches) must also pro-
vide additional information concerning terms of delivery.

INTRASTAT declarations must be submitted monthly and com-
pleted in pounds sterling. The submission deadline is the 21st day
following the end of the INTRASTAT return period (normally a
month) to which they relate.

Penalties may be imposed if a taxable person’s INTRASTAT
declarations are persistently late, missing or inaccurate.

EU Sales Lists. An [sle of Man taxable person must submit an EU

Sales List (ESL) if they make either or both of the following

types of supply:

¢ Intra-Community supplies of goods to business customer in
other EU Member States

* Intra-Community supplies of services in other EU Member
States if the place of supply is the customer’s Member State and
if the customer is required to account for the VAT due on the
supply under the reverse-charge procedure

The information to be included on the ESL includes the country
code and VAT registration number of the customer, the total value
of those supplies in pounds sterling and an indicator to identify
the supply as one of goods or services.

An ESL is not required for any period in which the taxable person
does not make any intra-Community supplies.

Monthly submission of ESLs is required if the value of supplies
of intra-Community goods exceeds GBP35,000 in the current
quarter or any of the previous four quarters.

Quarterly submission of ESLs is required for supplies of intra-
Community services, but businesses may elect to submit them on
a monthly basis.
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Small businesses with a taxable turnover of less than GBP 145,000
submitting annual VAT returns that make intra-Community sup-
plies of less than GBP11,000 per year may request to submit
annual ESLs.

For paper returns, ESLs must be submitted within 14 days after
the end of the reporting period. For electronic returns, they must
be filed within 21 days after the end of the reporting period.

Penalties are assessed for the late submission of ESLs and for
material inaccuracies in ESLs.
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A. At a glance
Name of the tax Value-added tax (VAT)
Local name Mass Erech Mussaf (MA’AM)
Date introduced 1 July 1976
European Union (EU)
Member State No
Administered by Israel Tax Authority (ITA)
Department of Customs and VAT
(http://ozar.mof.gov.il/ita2013/
eng/mainpage.htm)
VAT rates
Standard 18%
Other Zero-rated and exempt
Threshold
Registration Annual turnover of 1LS77,993;

for lower turnover registration
as an “exempted VAT-registered
entity” required

B. Scope of the tax

The Israeli Value-Added Tax law imposes VAT liability on the

following transactions:

* A sale of “assets,” including real estate, if the “assets” are
located in Israel, or delivered or exported from Israel (delivery
from a location outside of Israel to a location outside of Israel
is out of the scope of the law; this has implications for the input
VAT deduction [see Section FJ)

« Sale of intangibles or the provision of “services” by a “taxable
person” in the course of its business

* Sale of “assets” if the input tax imposed on its purchase or its
import has been deducted

* A “random transaction” with respect to real estate (depends on
the status of the seller and the purchaser and the classification
of the “asset” sold)

* Provision of “services” by non-Israeli suppliers to Israeli cus-
tomers
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* Support, benefit or subsidy provided to a “taxable person” (for
example, waiver of debt), unless an exemption applies
* Importation of goods into Israel

The term “taxable person” refers to a person or an entity that sells
assets or provides services in the course of its business, provided
that it is not a nonprofit organization or a financial institution.
This includes an entity that conducts a random transaction. An
entity that has annual turnover not exceeding 1LS76,884, effec-
tive 1 September 2012 (previous threshold was ILS100,000) and
that does not fall under the list of exceptions (for example, advi-
sors and professionals) must register as an exempted entity for
VAT purposes.

The term “asset” includes real estate and goods. “Goods” include
all kinds of tangible and intangible property and all kinds of
rights or interests. However, it does not include securities, shares
or similar instruments.

The term “service” includes all types of services provided to oth-
ers for a consideration, including credit transactions and money
deposits. It does not include services provided by an employee to
his or her employer.

“A random transaction” is the supply of assets or services in the
course of a commercial activity. For real estate, it includes the
sale of real estate by entities that are not engaged in the real estate
business to authorized VAT-registered entities, nonprofit organi-
zations, financial institutions or to certain purchasers specified in
the Real Estate Tax Law.

C. Who is liable

A taxable person is liable for VAT on the sale of assets or the
supply of services.

Several exceptions to the above rule exist, such as the following:

* For services provided by non-Israeli suppliers to Israeli custom-
ers, the Israeli customers may be liable for VAT if the supplier
does not have to register in Israel.

* For certain purchases of real estate, the purchaser is liable for
VAT.

For imported goods, the importer of record is liable for VAT.

Consolidated registration. Consolidated VAT registration is possi-

ble for two or more VAT-registered entities that are the following:

* A company and its subsidiaries

» Two or more subsidiaries owned by the same parent company

* A partnership and a partner that holds 50% or more of the rights
in the partnership

The group members share a group VAT number and submit a
single monthly or bimonthly VAT report. In addition, each mem-
ber must submit an annual detailed digital VAT report, detailing
the annual sum of output VAT and input VAT with respect to the
other group members and also the sum of output VAT and input
VAT with respect to third parties. VAT is not charged on supplies
made between group members, unless the VAT is not deductable
as input tax. Group members are jointly and severally liable for
each other’s VAT liabilities. In practice, they may also be liable
for other tax liabilities in certain circumstances.
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Foreign residents. A “foreign resident” that makes transactions in
Israel, as defined in the VAT Law, or that acts as a financial insti-
tution or nonprofit organization in Israel must register for VAT in
Israel and appoint an Israeli resident representative to act on its
behalf with respect to VAT matters within 30 days from the date
it began such activities an Israeli.

The term “foreign resident” means an individual who perma-
nently resides outside Israel or an entrepreneur who is registered
or incorporated outside of Israel.

For the purpose of zero-rate VAT for supplies made to foreign
residents, additional requirements apply to meet the definition of
“foreign resident” (see Section D).

D. VAT rates

VAT at the standard rate of 17% applies to the supply of assets or
services that are in the scope of VAT law and on the importation
of goods, unless zero-rate VAT or a specific exemption applies.

Zero-rate VAT allows input VAT deduction, but an exemption
does not allow input VAT deduction.

The following lists provide some examples of exempt transac-
tions and zero-rated transactions.

Examples of exempt transactions

* Leasing of apartments for residence purposes for a period that
does not exceed 25 years

* Transactions of an exempted entity in an annual amount that
does not exceed ILS100,000

« Certain construction services for urban renewal (reconstruc-
tion and redevelopment of dilapidated buildings) of autho-
rized projects

* Sales of diamonds and precious stones

* Importation of goods

Examples of zero-rated transactions

* Exports of goods

* Sales of intangibles to foreign residents

* Supplies of services to foreign residents, subject to require-
ments and conditions (for example, the services do not relate to
assets in Israel, and the services are not also provided to an
Israeli resident in Israel)

* Hotel accommodation for tourists

* Leasing of private cars to tourists

* International transportation

For the purpose of zero-rate relief the provision of services or the
sale of intangibles to foreign residents, the term “foreign resi-
dent” is defined as an individual who permanently resides out-
side Israel or an entrepreneur that is registered or incorporated
outside Israel, provided that the individual or entrepreneur is not
engaged in a business activity in Israel.

E. Time of supply

Goods. VAT on the delivery of goods is due when the goods are
delivered to the purchaser.
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Services. Cash-basis VAT reports are required primarily for ser-
vice providers that have annual turnover not exceeding
ILS15 million if certain conditions are met. For service providers
that have annual turnover exceeding ILS15 million, the tax is due
when the service is supplied (except for services as further
detailed). For the provision of services that can be divided into
separate parts, the tax is due for each part separately. For con-
tinuous services that cannot be divided into separate parts, the tax
is due when the provision of the services is completed. However,
for each payment that is made before that date, VAT is due when
the payment is made. When the provision of the services is com-
pleted, VAT on the remaining taxable amount that has not yet
been taxed is due.

Real estate transactions. For real estate transactions, VAT is due
when the possession of the asset is transferred to the purchaser or
when the asset is registered in the name of the buyer, whichever
is earlier. For construction work, the tax is due when the work is
completed or when the possession of the asset is transferred to
the customer, whichever is earlier.

In addition, with respect to the above rules, if a payment is made
before the above dates, VAT is due for that payment on the date
of payment.

Imported goods. VAT is due when the goods are cleared from
customs.

Effective 1 January 2013, a new tax clearance mechanism has
been agreed between Israel and the Palestine Autonomous Areas
for transfers of goods between their territories. VAT, purchase
taxes and import taxes are based on the actual transfer of goods
(not on the reported transfer of goods, as previously).

F. Recovery of VAT by a taxable person

A taxable person may recover input tax, which is the VAT charged
on assets (purchased locally or imported) or services supplied to
that taxable person for business purposes, if such items are used
or will be used for taxable transactions. This excludes, for exam-
ple, private expenditures, and expenditures that are used for out-
of-scope transactions or exempt transactions.

A taxable person generally recovers input tax by deducting it
from output tax, which is VAT charged on supplies made by it,
provided that the proper tax invoices or importation documents
are received in support of the input VAT deduction and that the
deduction is claimed within six months after the date of issuance
of these documents (a procedure for an extension is available).

Refunds. If the amount of VAT recoverable exceeds the amount of
VAT payable in a reporting period, the excess amount may be
refunded within 30 days. A refund can be obtained by submitting
the periodic VAT report, the additional detailed digital report and
copies of the tax invoices exceeding the relevant amount if
requested by the authorities. The authorities may postpone the
refund and conduct an examination or audit.

G. Invoicing

Only a taxable person may issue a tax invoice, and it must do so
if requested by the customer. A tax invoice is required to support
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a claim for input tax deduction (see Section F). The invoice must
be issued within 7 days when the time of supply is based on
actual payments or within 14 days in all other cases.

The authorities intend to assign invoice numbers to each VAT-
registered entity.

A VAT credit note may be used to reduce the amount of VAT
charged on a supply. The credit note must reflect a genuine mis-
take, an overcharge or an agreed reduction in the value of the
original supply. A credit note may also be used in a case of bad
debts if all reasonable efforts have been exhausted to collect the
debt and if all of the regulation requirements are fulfilled.

H. Reports and payments

Reports. VAT reports must be submitted on a monthly basis if
annual turnover exceeds ILS1,500,000 or on a bimonthly basis if
annual turnover does not exceed ILS1,500,000. Reports must be
submitted by the 15th day of the month following the end of the
reporting period. Payment in full is also due by the same date.

Electronic filing. An online detailed digital report is required for
all businesses that have annual turnover exceeding ILS2.5 million
or that use the double-entry bookkeeping system. Effective from
1 January 2014, an online detailed digital report will be required
for all taxable persons, regardless of their level of annual turn-
over.

Penalties. Penalties for non-compliance with VAT obligations
include fines and imprisonment.

A VAT-registered entity that fails to submit a report when
required is liable to pay a fine of ILS212 for every two weeks of
tardiness.

If a VAT-registered entity fails to pay an amount of tax when
required, linkage differentials (such amount multiplied by the
rate of increase of the consumer price index during the period in
question) and interest are payable on the amount unpaid.

Penalties may also apply in certain other circumstances.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Value-added tax (VAT)

Imposta sul valore aggiunto
(IVA)

1 January 1973

Yes
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Administered by Ministry of Finance
(http://www.finanze.it)
VAT rates
Standard 22% (effective from
1 October 2013)
Reduced 4%, 10%
Other Exempt and exempt with credit
VAT number format IT0O4196760013
VAT returns Annual (all businesses)
VAT payment periods Monthly
Quarterly (if turnover in the
preceding year did not exceed
EUR400,000 for supplies of
services or EUR700,000 for
supplies of goods)
Thresholds
Registration None
Deregistration None
Distance selling EUR35,000
Intra-Community
acquisitions 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 Italy by a taxable
person (see the chapter on the EU)

* The intra-Community acquisition of goods from another EU
Member State by a taxable person

» Reverse-charge services received by a taxable person in Italy
(that is, services for which the recipient is liable for the VAT
due)

* The importation of goods from outside the EU, regardless of the
status of the importer

For VAT purposes, Italy consists of the territory of the Republic
of Italy excluding the communities of Livigno and Campione
d’Italia and the Italian waters of Lake Lugano. Special arrange-
ments apply to goods imported into Italy from the Vatican City
and the Republic of San Marino, which do not form part of the
territory of the Republic of Italy.

C. Who is liable

The term “taxable person” refers to any individual or legal entity
that makes supplies of goods or services in the course of a busi-
ness, or that performs an artistic or professional activity in Italy.

The occasional supply of goods or services is not generally
within the scope of Italian VAT. However, any supply of goods or
services made by a corporate entity is regarded as a business
activity, unless it is specifically treated as a nonbusiness activity
by the Italian VAT authorities.

Group registration. A corporate body that controls one or more
other companies may apply to form a VAT group. The controlling
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company must form part of the group, but it is not necessary for
all the companies that it controls to be included.

An Italian VAT group is not treated as a single taxable person.
The group members retain separate VAT numbers, and VAT is
chargeable on supplies made between group members. The use of
a VAT group is effectively an administrative convenience aimed
at offsetting VAT payments and repayments from group mem-
bers. EU entities that are registered for VAT in Italy may be part
of an Italian VAT group.

Non-established businesses. A “non-established business” is a

business that has neither the main establishment nor a fixed

establishment in Italy. A non-established business must register

for Italian VAT if it makes certain supplies, such as the following:

* Supplies of goods located in Italy at the time of supply that are
supplied to non-taxable persons or other non-established busi-
nesses

¢ Intra-Community acquisitions in Italy or intra-Community sales

» Distance sales in excess of the annual threshold (see the chapter
on the EU)

* Supplies of services taxable in Italy that are supplied to non-
taxable persons or other non-established businesses

If a non-established business supplies goods or services to an
Italian taxable person, the Italian-established taxable person is
liable to account for the VAT due, under reverse-charge account-
ing. Under this type of accounting, the taxable customer must
self-assess the tax due. However, in such a case, a taxable person
established in a non-EU country that does not register may not
recover any Italian VAT charged to it unless the VAT is refundable
under the terms of the EU 13th VAT Directive (for example,
companies resident in Israel, Norway and Switzerland; see the
chapter on the EU ). A taxable person established in an EU coun-
try that does not register may recover any Italian VAT charged to
it under the terms of the EU 8th Directive.

A non-established business that makes or receives taxable sup-
plies of goods or services in Italy may choose to register for Italian
VAT even if registration is not compulsory.

If Ttalian domestic supplies of goods and services are performed
by non-established entities that are registered for VAT purposes
in Italy to Italian-established VAT taxpayers, VAT is applied
through the reverse-charge mechanism by the Italian-established
VAT taxpayers. Non-established entities registered for VAT in
Italy may no longer issue invoices applying Italian VAT to Italian-
established VAT taxpayers.

Tax representatives. A foreign business that is established in
another EU Member State or in a non-EU country that has suit-
able mutual-assistance provisions with the EU (currently no
countries have such mutual-assistance provisions) may directly
register in Italy for VAT without the appointment of a VAT repre-
sentative.

Foreign businesses established in countries other than the coun-
tries mentioned above must appoint a VAT representative to reg-
ister for VAT. The representative must be given a power of
attorney to act on behalf of the non-established business.
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Digital economy. Effective 1 July 2014, new rules on the taxation
of digital economy services apply. Online purchase of advertising
services and sponsored links, as well as online advertising spaces
and sponsored links on the results page of search engines (search
advertising services) that are viewable in the Italian territory,
must be done exclusively through entities holding an Italian VAT
registration. Moreover, for such purchases, the new legislation
states that it is mandatory to use bank or postal accounts or any
other means of payment allowing full traceability of transactions,
including the VAT identification number of the supplier.

Late-registration penalties. Late registration for VAT may result
in the imposition of various penalties, depending on the errors
committed. Penalties include the following:

* Failure to inform the Italian VAT authorities regarding the begin-
ning of activities: a penalty ranging from EUR516 to EUR2,065.

« Failure to issue and record invoices: a penalty ranging from
100% to 200% of the VAT not invoiced or posted.

* Failure to issue and record invoices for exempt and exempt-
with-credit transactions or certain transactions not subject to
VAT: a penalty ranging from 5% to 10% of the amount not
invoiced or posted. However, if the violation is not relevant for
the assessment of the income, a penalty ranging from EUR258
to EUR2,065 applies.

* Failure to make payments of VAT: a penalty of 30% of the pay-
ment not made, plus interest on the late payment.

¢ Failure to maintain VAT records: a penalty ranging from
EURI,032 to EUR7,746.

« Failure to file the annual VAT return: a penalty ranging from
120% to 240% of VAT due.

D. VAT rates

“Taxable supplies” are supplies of goods and services that are
liable to VAT. “Exempt supplies” are supplies of goods and ser-
vices that are not liable to tax, and that do not give rise to a right
of input tax deduction (see Section F). In addition, some supplies
are “exempt with credit,” which means that no VAT is chargeable
but the supplier may recover related input VAT. Exempt with
credit supplies include intra-Community supplies, exports of
goods outside the EU and related services, and supplies of some
services supplied to another taxable person established outside
Italy.

The following VAT rates apply in Italy:
* Standard rate: 22% (effective from 1 October 2013)
* Reduced rates: 4% and 10%

The standard rate of VAT applies to all supplies of goods or ser-
vices, unless a specific provision allows a reduced rate or exemp-
tion.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at reduced VAT rates.

Examples of exempt supplies of goods and services
* Education (under certain conditions)
* Finance
* Insurance
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« Postal services
* Medical services

Examples of goods and services taxable at 4%
* Books, newspapers and periodicals
¢ Certain foodstuffs
* Medical equipment
* Supplies of food and drink in a staff restaurant

Examples of goods and services taxable at 10%
* Medicines
* Supplies of food and drink in restaurants, bars and hotels
* Supplies of electricity, methane and liquid petroleum, all for
domestic use
» Electricity and gas for use by extraction enterprises and indus-
trial enterprises

E. Time of supply

The time when VAT becomes due is called the “time of supply” or
“tax point.” The rules for when Italian VAT is due vary according
to the nature of the transaction.

Goods. For immovable property, the time of supply is the date on
which the agreement to transfer the property is signed. For mov-
able property, the time of supply is the date of delivery or dis-
patch of the goods. The time of supply may be an earlier date if
an invoice is issued or if full or partial payment is received before
the goods are supplied.

Services. The time of supply for services is the date of full or
partial payment of the consideration. The time of supply may be
earlier if an invoice is issued before the services are supplied. No
time of supply is triggered on the date of performance or comple-
tion of the service, in the absence of any payment or invoice.

If the services are performed on a continuous basis over a period
longer than one year, and they do not entail advance payments
within the same period, even partial payments, the time of supply
will be at the end of each calendar year up to the completion of
the services.

For purchases of services under Article 44 of the EU VAT
Directive (implemented in Italy by article 7-ter of Italian VAT
Law) from a non-established taxable person, the time of supply is
the date when the services are completed or, if the services are
supplied periodically or on a continuous basis, when the consid-
eration accrues.

If the consideration is wholly or partly paid in advance, i.e.,
before the services are completed or the consideration is accrued,
VAT becomes chargeable at the time when the payment is made
and for the amount of said payment. The same rule applies to
cross-border services supplied by a taxable person established in
Italy to a non-established taxable person, when not falling under
derogation rules provided by Article 47 and following the EU
Directive (implemented in Italy by articles 7-quater and 7-quin-
quies of Italian VAT Law).

Deposits and prepayments. The receipt of a deposit or prepay-
ment for a particular supply of goods or services creates a time
of supply for up to the amount paid.
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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 goods are accepted by the customer or 12 months after
their removal, whichever is the earlier.

Intra-Community supplies. The time of supply rules for intra-
Community supplies of goods are the same as those for domestic
supplies.

Intra-Community supplies and acquisitions. The time of supply for
intra-Community supplies and acquisitions of goods is the date
when transport or dispatch of the goods to the customer begins in
the territory of the Member State of departure, whether Italy or
another Member State.

The time of supply may be an earlier date if an invoice is issued
before the transport or dispatch of the goods begins.

Continuous intra-Community supplies and acquisitions of goods
lasting for periods longer than one calendar month shall be
regarded as being completed at the end of each calendar month.

Imported goods. The time of supply for imported goods is the
date of importation or when the goods leave a duty suspension
regime.

Cash accounting. Taxpayers can opt for cash accounting under
specific circumstances if turnover did not exceed EUR2,000,000
in the previous year, with reference to transactions carried out
with taxable persons.

Under cash accounting, rules for the supplier are as follows:

* VAT is due when the supplier receives payment for its supplies
of goods or services (but in any case not later than one year
from the date in which the goods are supplied or the services
are performed).

* VAT on purchases is recoverable when the consideration has
been paid.

The invoice shall make specific reference to cash accounting and
the pertaining legal provision.

A taxpayer that purchases goods or services from a supplier that
has opted for cash accounting can deduct the relevant VAT when
the transaction is deemed to be performed for VAT purposes,
even if the payment for the supply has not yet been made.

Some supplies and purchases from a supplier that uses cash
accounting are excluded from this regime.

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.

Input tax includes VAT charged on goods and services in Italy,
VAT paid on imports of goods and VAT self-assessed on intra-
Community/domestic acquisitions of goods and reverse-charge
transactions (see the chapter on the EU).
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A valid tax invoice or customs document must generally accom-
pany a claim for input tax.

Nondeductible input tax. Input tax may not be recovered on pur-

chases of goods and services that are not used for business pur-

poses. Input tax on a business gift is deductible only if the cost

does not exceed EUR25.52. In addition, input tax may not be

recovered for the following items of business expenditure unless

these goods or services are incurred by a taxable person in order

to supply them in the course of its business activity.

* Transport of persons

* 60% of the VAT paid on the lease, rental or purchase of a car
used for business purposes, maintenance costs and fuel

* Costs relating to aircraft and leisure yachts

* Residential dwellings

Partial exemption. Input tax directly related to making exempt
supplies is generally not recoverable. If an Italian taxable person
makes both exempt and taxable supplies it may not recover input
tax in full. This situation is referred to as “partial exemption.”
Exempt with credit supplies are treated as taxable supplies for
these purposes.

In Italy, the standard partial exemption calculation method is based
on the ratio of taxable turnover to total turnover. Recovery percent-
ages are rounded up or down to the nearest whole number (for
example, a recovery percentage of 77.5% is rounded down to 77%,
while a recovery percentage of 77.6% is rounded up to 78%).

Capital goods scheme. Capital goods are items of capital expen-
diture 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 destination or use
of the goods and/or 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 destination or use of the goods changes and/or the
taxable person’s partial exemption recovery percentage changes
during the adjustment period by more than 10 percentage points.

In Italy, the capital goods adjustment applies to the following

assets for the number of years indicated:

¢ Land and buildings (adjusted for a period of 10 years)

* Other capital assets as defined in the Italian civil code (adjusted
for a period of five years)

The adjustment is applied each year following the year of acqui-
sition to a fraction of the total input tax (1/10 for land and build-
ings and 1/5 for other capital assets). The adjustment may result
in either an increase or a decrease of deductible input VAT,
depending on, for example, 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.

Refunds to VAT-registered taxable persons. 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 refund of the credit may be claimed annually or quar-
terly if specific conditions are met. If the conditions for request-
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ing a refund are not met, the input VAT credit may be carried
forward to offset output VAT in the next VAT period.

Annual VAT refund. An annual VAT refund may be claimed if any

of the following conditions are met:

* The average VAT rate paid by the taxable person on purchases
exceeds the average VAT rate applied to its sales, increased by
10 percentage points.

* Exports, intra-Community supplies or international services make
up more than 25% of the taxable person’s total turnover.

» The VAT credit arises from purchases or imports of depreciable
assets or purchases of goods and services for research and devel-
opment (R&D) activities. However, the repayment is limited to
the amount of VAT on purchased or imported depreciable assets
and R&D goods and services.

* The majority of transactions are out of the scope of VAT under
the place-of-supply rules.

* The taxpayer is a non-established business registered for VAT
in Italy.

* The taxable person has an input tax credit in the annual VAT
return for the following three years. In this case, the repayment
is limited to the lowest of the credit amounts in the three years.

Quarterly VAT refund. A quarterly refund may be claimed if any
of the following conditions are met:

* The average VAT rate paid by the taxable person on purchases
exceeds the average VAT rate applied to the taxable person’s
sales, increased by 10 percentage points.

Exports, intra-Community supplies or international services
make up more than 25% of the taxable person’s total turnover.
The VAT credit arises from the purchase or import of depre-
ciable assets, which represents more than 2/3 of the total
amount of purchases subject to VAT. The repayment is limited
to the amount of purchased depreciable assets.

The taxpayer is a non-established business registered for VAT
in Italy.

The taxpayer renders to non-established taxable persons, for an
amount higher than 50% of its total turnover, services related to
tangible moveable goods, transport of goods and related inter-
mediation services, services ancillary to transport of goods and
related intermediation services, supply of banking, insurance
and financial services to non-EU persons or regarding goods
for exportation.

The VAT credit must exceed EUR2,582, unless the taxable per-
son is claiming the lowest credit amount in a three-year period.
For refunds exceeding EURS,164, the claimant must provide a
bank guarantee covering the amount of the VAT credit and inter-
est for a period of three years, unless special conditions are
satisfied.

Taxable persons may use a VAT credit shown in the annual VAT
return to offset other Italian tax liabilities. Offsets higher than
EURS5,000 are subject to special conditions. In addition, for off-
sets higher than EUR15,000, the VAT credit must be “certified.”
Currently, the offset may not exceed EUR700,000 a year.

Frequent exporters. The Italian VAT law provides that repayments
are made within three months after the deadline for the claim.
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However, particularly for creditamounts higher than EUR516,457,
long delays are often experienced. This delay may represent a
severe cash flow problem for businesses involved in international
trade because they are frequently in a VAT repayment position. To
ease the situation, the Italian VAT law provides that “frequent
exporters” may purchase, import and acquire goods and services
without payment of VAT.

To qualify as a “frequent exporter,” export supplies must exceed
10% of a taxable person’s annual turnover. VAT-free purchases
are limited to the value of the taxable person’s export supplies
either in the preceding calendar year or in the preceding
12 months (at the option of the taxable person). For these pur-
poses, exports include exports of goods, zero-rated services and
intra-Community supplies.

G. Recovery of VAT by non-established businesses

Italy refunds VAT incurred by non-established businesses that are
not registered for VAT in Italy. A non-established person may
claim Italian VAT to the same extent as an Italian taxable person.

For businesses established in the EU, refund is made under the
terms of the EU 8th Directive. For businesses established outside
the EU, refund is made under the terms of the EU 13th Directive.

In accordance with the terms of the EU 13th Directive, refunds
to non-EU businesses are made on the condition of “reciprocity,”
which the Italian VAT authorities strictly impose. This means that
VAT is refunded to businesses that are established in countries that
make refunds of VAT or sales taxes to Italian businesses. Israel,
Norway and Switzerland are included in this category. In practice,
businesses from a large number of non-EU countries, including
the United States, are excluded from receiving refunds. However,
a business established in a country that is excluded from the EU
13th Directive refund scheme may be able to recover Italian input
tax by registering for Italian VAT through a VAT representative
before making a purchase.

The deadline to file a VAT refund claim is 30 September of the
following year.

For the general VAT refund rules contained in the EU 8th
Directive and the EU 13th Directive, see the chapter on the EU.

Repayment interest. Italian VAT law provides that payment of
recoverable VAT must be made no later than six months after the
date on which the application is filed. However, in practice, the
refund procedure takes two or three years. Interest accrues at a
rate of 2% per year effective from 2010. (The date when interest
starts accruing varies.)

H. Invoicing

VAT invoices and credit notes. An Italian taxable person must
generally provide a VAT invoice for all taxable and exempt sup-
plies made, including exports and intra-Community supplies.
Invoices are not automatically required for retail transactions,
unless requested by the customer. If an Italian taxable person that
purchases goods or services from an Italian supplier does not
receive a correct invoice by the end of the fourth month following
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the month when the acquisition occurred, it must regularize the
purchase by disclosing it and paying VAT to the tax authorities by
the end of the fifth month following the supply.

A VAT invoice is necessary to support a claim for input tax
deduction or a refund under the EU 8th Directive or EU 13th
Directive refund schemes (see the chapter on the EU).

A VAT credit note may be used to reduce the VAT charged and
reclaimed on a supply. A credit note must reflect a genuine mis-
take or overcharge or an agreed reduction in the value of the
original supply and must be issued only in the particular cases
listed under Italian law. The document must be marked “credit
note,” it must be numbered, and it must refer to the original VAT
invoice.

Electronic invoicing. Effective 1 January 2013, the Italian VAT
law has been extensively amended with respect to the rules on
invoicing in line with EU Directive 2010/45/EU. Under the new
rules, electronic and paper invoices are on an equal footing. The
origin, authenticity and integrity of the data and legibility must
be preserved from the date of issue to the end of the mandatory
archiving period.

Exports and exempt supplies. Invoices for exports, intra-Commu-
nity supplies of goods and exempt supplies must mention “non-
taxable transaction” and “exempt transaction” to support the fact
that VAT has not been charged. Invoices may indicate the appli-
cable provision of the Italian or EU law.

Proof of exports and intra-Community supplies. Italian 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 proving that the goods have left Italy.
Acceptable proof includes the following documentation:

* For exports, copies of the export documents or invoices offi-
cially validated by customs or indicating the Movement
Reference Number (MRN)

* For intra-Community supplies, a range of commercial docu-
mentation, such as the Convention on the Contract for the
International Carriage of Goods by Road (Convention des
Marchandises par Route, or CMR) waybills, airway bills, con-
signment notes or transport documentation

Self-invoices for reverse charge supplies. If an Italian established
taxable person receives a supply of goods or services from a non-
established person, reverse charge applies, and it must issue a
self-invoice, showing all the details of an Italian tax invoice and
the correct VAT due. The self-invoice must mention “self-
invoice” and must be recorded in both the purchases and sales
ledgers of the taxable person.

For Article 44 services received from an EU supplier, instead of
issuing a self-invoice, Italian taxpayers must apply the reverse-
charge mechanism via the “integration” of the invoice. In prac-
tice, the taxpayer must follow the same reverse-charge procedure
that is applicable to intra-Community acquisitions of goods (see
below).
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Intra-Community acquisitions. To account for Italian VAT on an
intra-EU acquisition, the Italian purchaser (VAT taxpayer) must
“integrate” the foreign invoice, i.e., the applicable Italian VAT
rate and the corresponding Italian VAT must be written on the
foreign invoice. The invoice must be entered into the taxable
person’s purchases and sales ledgers. If the supplier does not
issue an invoice for the transaction, the Italian acquirer of the
goods must self-invoice by the 15th day of the third month fol-
lowing the month in which the acquisition occurred. Invoices
issued in a foreign currency must be converted to euros (EUR).

I. VAT returns and payment

VAT payments. Italian taxable persons calculate VAT payments
on a monthly or quarterly basis, depending on turnover, and pay
the VAT. No monthly or quarterly VAT returns must be submitted.
VAT may be paid on a quarterly basis if the turnover realized
during the previous year (or anticipated for the first year of activ-
ity) does not exceed EUR400,000 for supplies of services or
EUR700,000 for supplies of goods. Interest at a rate of 1% must
be added to quarterly VAT payments.

Monthly payments are due by the 16th day of the month follow-
ing the month for which VAT is due.

Quarterly payments are due by the 16th day of the second month
following the quarter for which VAT is due, except for the last
quarter. The balance for the last quarter is due on 16 March of the
following year if the taxpayer spontaneously opts for quarterly
payments (that is, a taxpayer that has revenues under certain
thresholds and that opts to calculate the VAT balance on a quar-
terly basis instead of a monthly basis).

An advance payment is due by 27 December of the current year.
Different methods are available to calculate the advance pay-
ments (forecast, historical or transactions actually carried out).

Starting from 1 December 2012, taxable persons whose turnover
did not exceed EUR2,000,000 in the previous year can opt to
account for VAT using cash accounting.

VAT returns. All Italian taxable persons must submit an annual
VAT return. The VAT return period is the calendar year. The
return must be filed by the last day of September following the
VAT year.

Italian taxable persons must also submit an annual summary of
supplies made. The annual summary is due by the last day of
February following the VAT year.

Blacklist report. All Italian taxable persons must submit a month-
ly or quarterly report listing the transactions higher than EUR500
made with persons established or VAT-registered in “blacklisted”
countries, which are those countries included in specific Italian
decrees, such as Luxembourg, San Marino and Switzerland.

Communication of declarations of intent. Taxable persons receiv-
ing letters of intent from frequent exporters (see Section F) must
submit to the tax authorities a specific communication providing
details of such letters of intent. The letter of intent is a declaration
by which the frequent exporter communicates to the supplier or
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to the customs authorities that the frequent exporter qualifies as
such and accordingly requests that VAT not be applied to the
transaction at hand. The communication of letters of intent must
be submitted to the tax authorities within the deadline for the first
periodic VAT settlement (monthly or quarterly), which includes
the supply to the frequent exporter performed without charging
VAT.

Annual report. Italian VAT taxpayers must file an annual report
called “Communication of Purchases and Sales of Goods and
Services.” The annual report includes the amount of transactions
relevant for VAT purposes carried out during the period of refer-
ence and subject to invoicing obligation, regardless of their unit
amount.

The report can be filed in two versions: in aggregate form (i.e.,
per counterparty) or analytic form (i.e., per transaction), at the
taxpayer’s choice, with the exception of some transactions.
Transactions for which the supplier is not requested to issue an
invoice (e.g., some supplies to final customers) are included in
the report only when the amount of the supply equals or exceeds
EUR3,600, VAT included.

Imports, exports and intra-EU transactions shall not be included.

For 2013 and following years, the annual report must be elec-
tronically filed by 10 April of the calendar year following the
reporting one by taxable persons that pay VAT on a monthly
basis. For all other taxable persons, the report must be filed by
20 April of the calendar year following the reporting one.

Effective 1 January 2015, taxable persons will be able to file the

following data electronically on a daily basis to the Italian tax

authorities:

* Details of input and output invoices and related adjustments

* The turnover relating to supplies not subject to invoicing obli-
gations

Taxpayers that transmit this data electronically will be granted
some simplification measures, such as exemption from three fil-
ings: the annual Communication of Purchases and Sales of
Goods and Services, the black-list reports and the communica-
tions of declarations of intent received.

Penalties. If the annual VAT return is submitted more than
90 days after the deadline, the penalty is 120% to 240% of the
VAT due, if any. The minimum penalty is EUR258.

The penalty for the late payment of VAT is equal to 30% of the
VAT paid late. In addition, interest is accrued or charged at an
annual rate of 2.5% (1.5% before 1 January 2012) in the case of
voluntary settlement and 3.5% in the case of settlement of the tax
audit report and in certain other circumstances.

If the annual VAT return is submitted with incorrect data, the
penalty ranges from 100% to 200% of the VAT that is incorrectly
declared.

J. EU filings

Intra-Community archive. Effective from 1 January 2011, Italian
VAT taxpayers that intend to make intra-Community acquisitions
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or sales of goods must be included in the “Archive of Entities
Authorized to Perform Intra-Community Transactions” (the
Archive). Otherwise, they may not perform such transactions.

An entity that registers for VAT when it begins a business activ-
ity in Italy must inform the Italian tax authorities in writing if it
intends to perform intra-Community transactions. The tax
authorities have 30 days to evaluate a request to be included in
the Archive. At the expiration of this period, if the taxpayer does
not receive a denial from the tax authorities, the entity is included
in the Archive automatically. The Italian tax authorities may peri-
odically carry out checks on the entities included in the Archive
and may exclude an entity from the Archive at any time.
However, an excluded taxpayer may appeal the decision.

INTRASTAT. Italian taxable persons that trade with other EU
Member States must complete fiscal and statistical reports, known
as INTRASTAT. Separate reports apply to intra-Community acqui-
sitions of goods and intra-Community acquisitions of services
(INTRASTAT Arrivals) and intra-Community supplies of goods
and intra-Community supplies of services (INTRASTAT
Dispatches). INTRASTAT declarations must be filed in euros.

INTRASTAT reports may be monthly or quarterly, depending on
the level of intra-Community trade. If in the previous four calen-
dar quarters and for each type of transaction, transactions totaling
less than EURS50,000 were carried out, the reports can be filed
quarterly by the 25th day of the month following the return
period. In all other cases, the reports must filed monthly by the
25th day of the month following the return period.

Statistical information is required from businesses that mainly
file monthly reports. Columns regarding the statistical value,
delivery conditions and transport conditions must be filed when
the threshold of EUR20 billion is exceeded or in the case of a
movement of goods without the transfer of property or similar
rights.

Law Decree No. 69/2013 provides for the abolition of
INTRASTAT declarations applying to services under article 44
of the EU Directive that Italian taxable persons receive from sup-
pliers established in other EU countries. This simplification
measure will become effective when the implementing decree is
adopted.

Penalties. Mistaken or missing INTRASTAT returns are subject
to a penalty ranging from EURS516 to EUR1,032. In addition,
statistical penalties ranging from EURS516 to EURS,165 apply.

EU Sales Lists. In Italy, all information related to intra-Commu-
nity transactions is reported using the INTRASTAT form. No
separate EU Sales List is used.



396

Japan
www.ey.com/GlobalTaxGuides
www.ey.com/TaxGuidesApp
Tokyo GMT +9

Ernst & Young Shinnihon Tax

32nd Floor
Kasumigaseki Building
3-2-5 Kasumigaseki
Chiyoda-ku

Tokyo 100-6032
Japan

Indirect tax contacts
Yoichi Ohira

Yoshihiro Ninagawa

+81 (3) 3506-2678

Email: yoichi.ohira@jp.ey.com

+81 (3) 3506-2172

Email: yoshihiro.ninagawa@jp.ey.com

A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

Consumption tax rates
Standard

Other

Consumption tax
return periods

Thresholds
Registration

Recovery of consumption

tax by non-established
businesses

B. Scope of the tax

Consumption tax
Shouhizei
1 April 1989

No

National Tax Agency Japan
(http://www.nta.go.jp)

5% (expected to increase to 8%
effective from 1 April 2014 and
to 10% on 1 October 2015)
Exempt (with input tax credit)
and non-taxable (without input
tax credit)

Monthly, quarterly, biannually
and annually

JPY 10 million of taxable
transactions

Yes

Consumption tax applies to the following transactions:
* The supply of goods or services made in Japan by a taxable

person

* The importation of goods into Japan
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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 in the course of doing busi-
ness in Japan.

Under the “small business” exception, enterprises with taxable
supplies not exceeding JPY10 million in a “base period” are
exempt from consumption tax for business years beginning on or
before 31 December 2012. The base period for each consumption
tax reporting year is the individual enterprise’s business year that
was two years prior to the current business year.

For business years beginning on or after 1 January 2013, a busi-
ness entity or individual whose taxable supplies in the calculation
period are over JPY10 million is a taxable person even if the
taxable supplies in the “base period” are JPY 10 million or less.
For business enterprises, if the preceding business year was lon-
ger than seven months, the calculation period is the first six
months of the preceding business year. If the preceding business
year was seven months or less, the calculation period is the first
six months of the year before the preceding business year.

Instead of the amount of taxable supplies, the amount of salary
payments can be used in determining whether the enterprise is
taxable. For individuals, the calculation period is from 1 January
to 30 June of the preceding year.

A newly formed corporation with capital of JPY10 million or
more is not eligible for the small business exemption from con-
sumption tax for its first two fiscal years. However, a newly
formed corporation established on or after 1 April 2014 will be
subject to consumption tax for the first two fiscal years, regard-
less of its registered capital, to the extent that a controlling person
(e.g., a company holding more than 50% of equity interest in the
newly established corporation) or a related corporation has tax-
able supplies in Japan exceeding JPY500 million.

If a newly formed corporation purchases certain assets during its
first two fiscal years, the corporation may not be eligible for
exemption for the subsequent two fiscal years.

Voluntary registration. A small business with taxable turnover of
JPY 10 million or less in its base period may voluntarily apply to
become a taxable person.

Group registration. The consumption tax law does not allow
closely related companies to register as a group.

Non-established businesses and tax representatives. A “non-
established business” is a business that does not have a fixed
establishment in Japan. A foreign or non-established business
must register for consumption tax if it makes taxable supplies in
Japan. If a foreign business is required to become a taxable per-
son, it must appoint a resident tax representative to deal with its
consumption tax obligations.

No reverse-charge mechanism applies in Japan to supplies made
by non-established businesses.
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D. Consumption tax rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to consumption tax. Consumption tax is
charged at a flat rate of 5% (4% national tax and 1% local tax).
No reduced rates apply. The consumption tax rate will be
increased pursuant to the following two-phase schedule:

* Phase one: from 5% to 8% on 1 April 2014 (6.3% national tax
and 1.7% local tax)

* Phase two: from 8% to 10% on 1 October 2015 (7.8% national
tax and 2.2% local tax)

Transitional measures provide that the 5% tax rate will continue
to apply to certain situations after 1 April 2014, such as those
related to construction contracts and property leases.

The term “exempt supplies” refers to supplies of goods and
services that are not taxed, but the taxpayer may deduct any
related input tax. Exempt supplies include exports of goods or
services and international travel, transportation and communica-
tion services.

Non-taxable supplies (with no right to input tax deduction)
include insurance, real estate, foreign-exchange transactions and
education (see Section F).

E. Time of supply

The time when consumption tax becomes due is called the “time
of supply” or “tax point.” Consumption tax is generally charge-
able when ownership of goods is transferred or when a service is
performed.

F. Recovery of consumption tax by taxable persons

A taxable person may recover input tax, which is consumption
tax charged on goods and services supplied to it for business
purposes. A taxable person generally recovers input tax by
deducting it from output tax, which is consumption tax charged
on supplies made.

Input tax includes consumption tax charged on goods and ser-
vices supplied in Japan and consumption tax paid on imports of
goods.

A valid tax invoice or customs document must generally accom-
pany a claim for input tax.

For tax periods beginning on or before 31 March 2012, a taxable
person may deduct input tax in full unless its non-taxable sup-
plies exceed 5% of total supplies made. This is the “95% rule.”
However, for tax periods beginning on or after 1 April 2012, the
95% rule applies only to a business with taxable supplies for the
period of JPY500 million or less (annualized for a business with
a taxable period of less than one year). Consequently, the partial
exemption (see Partial exemption) applies to a business if it has
over JPY500 million of taxable supplies regardless of its taxable
supplies ratio.

Nondeductible input tax. Input tax may not be recovered on
purchases of goods and services that are not used for business
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purposes (for example, goods acquired for private use by an entre-
preneur).

The following lists provide some examples of items of expendi-
ture 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

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Purchase, lease, hire, maintenance and fuel for cars, vans and
trucks
* Attending conferences and seminars
* Advertising
* Accommodation
* Mobile phones
* Business gifts
* Travel expenses
* Business entertainment

Partial exemption. For tax periods beginning on or before
31 March 2012, if a taxable person’s turnover from taxable sup-
plies (including exports) is less than 95% of its total turnover, it
may not recover input tax in full. This situation is referred to as
partial exemption. For tax periods beginning on or after 1 April
2012, the partial exemption applies to a business if it has over
JPY500 million of taxable supplies regardless of its taxable sup-
plies ratio. The amount of input tax that the taxable person may
deduct may be calculated using either of the following methods:
 General pro-rata method: the taxable person’s taxable ratio
(which is based on the ratio of the value of taxable supplies made
compared to total supplies made) is applied to the total amount
of input tax incurred.

* Direct attribution method: the taxable person’s input tax is allo-
cated to taxable and non-taxable supplies made. Input tax
directly related to taxable supplies is deductible in full, while
input tax directly related to non-taxable supplies is not deduct-
ible. The general pro-rata method is used with respect to the
remaining input tax that is not directly related to taxable or
non-taxable supplies.

A business with annual sales of JPY50 million or less may use a
simplified formula to calculate consumption tax payable. Under
this system, the taxpayer calculates the credit for consumption tax
paid by multiplying the consumption tax on sales by a deemed
purchase ratio. This ratio ranges from 50% to 90%, depending on
the type of sales made. A taxpayer that elects to use the simplified
accounting formula must use this formula for a minimum period
of two years.

G. Recovery of consumption tax by non-established
businesses

Japan refunds consumption tax incurred by businesses that are
not established in Japan. To obtain a refund, a non-established
business must appoint a resident tax representative and elect to
be treated as a taxable business.
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H. Invoicing

Tax invoices and credit notes. The Japanese consumption tax law
does not explicitly require that a taxable person provide a tax
invoice for taxable supplies made to other taxable persons (or a
credit note for adjustments).

Proof of exports. Japanese consumption tax is not chargeable on
supplies of exported goods. To qualify as exempt from consump-
tion tax, an export supply must be accompanied by official cus-
toms evidence stating that the goods have left Japan.

Foreign-currency invoices. If a tax invoice is issued in a foreign
currency, the values for consumption tax purposes may be con-
verted to Japanese yen (JPY) based on the official bank rate on
the date of the transaction.

I. Consumption tax returns and payment

Annual consumption tax returns. Taxable persons must file con-
sumption tax returns annually. An individual entrepreneur must
file his or her consumption tax return and pay the tax due by
31 March in the year following the end of the calendar year. A
corporation must file its annual consumption tax return and pay
the tax due within two months after its fiscal year-end.

Interim consumption tax returns. Depending on the previous
year’s tax liability, a taxable person may be required to file
interim consumption tax returns and pay tax during the year.

An interim tax return is required for the first six months of the
tax year if the estimated tax due exceeds JPY600,000, based on
the preceding year’s tax payments. Interim payments are required
in May, August and November (for a fiscal year ending in
December) if the estimated tax due for the year exceeds
JPY5 million. In addition, if the estimated tax due for the year
exceeds JPY60 million, interim payments are required monthly.

For tax periods beginning on or after 1 April 2014 for a corpora-
tion and 1 January 2015 for an individual, a taxable person who
is not required to file and pay interim tax will be able to volun-
tarily file an interim tax return and pay tax.

Penalties. Interest is applied to late payments of consumption tax.
The interest rate is revised annually. However, effective 1 January
2014, the interest rate has been reduced to the “standard rate”
plus 1% for interest during the first two months after the due
date, and it is reduced to the “standard rate” for interest during
the filing extension period. The standard rate is 1% plus the rate
announced by the Minister of Finance every year on 15 December
as the average interest rate on short-term bank loans that applied
in the period between October of two previous years and
September of the previous year.

A penalty is charged in the following amounts if the annual con-

sumption tax return is not filed by the due date:

* 5% if the taxable person makes a voluntary disclosure

* 15% or 20% (of the excess portion of additional tax over
JPY500,000 for tax returns) if an error is found as a result of a
tax audit

* 40% if fraud or tax evasion is involved
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A penalty is charged in the following amounts if the amount of

tax declared in the annual consumption tax return is understated:

* 0% if the taxable person makes a voluntary disclosure

* 10% or 15% (of the excess portion of additional tax over
JPY500,000 or the original amount, whichever is greater) if the
error is found as a result of a tax audit

* 35% if fraud or tax evasion is involved




402

Jersey, Channel Islands

www.ey.com/GlobalTaxGuides
www.ey.com/TaxGuidesApp

St. Helier

GMT

EY

Liberation House
Castle Street

St. Helier
Jersey JE1 1EY
Channel Islands

Indirect tax contacts
Peter Willey
Aine Slater

Moira Ashby

Sarah Tucker

+44 (1534) 288-212

Fax: +44 (1534) 288-688
Email: pwilley@uk.ey.com
+44 (1534) 288-604

Fax: +44 (1534) 288-688
Email: aslater@uk.ey.com
+44 (1534) 288-617

Fax: +44 (1534) 288-688
Email: mashby@uk.ey.com
+44 (1534) 288-649

Fax: +44 (1534) 288-688
Email: stucker@uk.ey.com

A. At a glance
Name of the tax
Date introduced

European Union (EU)
Member State

Administered by

GST rates
Standard
Other

GST return periods

GST registration
number format

Thresholds
Registration

Recovery of GST by

non-established businesses

B. Scope of the tax

Goods and services tax (GST)
6 May 2008

No (but is part of the EU for
customs by agreement with the
United Kingdom)

Comptroller of Taxes
(http://www.gov.je/taxesmoney)

5%

Zero-rated and exempt

Flat rate International Services
Entity (ISE) fee (predominantly
financial services entities)
Quarterly

Monthly (other periods on
request)

1234567
JEP300,000

Yes (subject to conditions)

GST applies to the following transactions:
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* The supply of goods or services made in Jersey by a registered
person
* The importation of goods into Jersey, regardless of the status of
the importer
» The supply of a service outside Jersey if all of the following
conditions apply:
— The supply is a taxable supply.
— The service is specified in schedule 3 of the GST law
(reverse charge to GST).
— The recipient is a Jersey resident.
— The service is performed in connection with a person, place
or thing in Jersey, or is taken to be so performed.

Businesses (predominantly in the financial services sector) may be
exempted from GST accounting if they obtain approval for
International Services Entity (ISE) status (see Section D).

C. Who is liable

A “registered person” is a business entity, including a branch or
agency, or individual who makes taxable supplies of goods or
services in the course of doing business in Jersey.

The GST registration threshold is JEP300,000.

The registration threshold is met if either of the following cir-

cumstances exists:

« If, at the end of any month, the business made taxable supplies
in the preceding 12 months

« If, on any day, reasonable grounds exist for believing that the
value of the taxable supplies made by the business in the
12 months after that date is likely to exceed JEP300,000

GST may be recovered before the incorporation of a company if
certain criteria are met.

Voluntary registration. A small business with taxable turnover of
less than JEP300,000 a year may voluntarily apply to become a
registered person. However, the value of exempt supplies cannot
be included in calculating the taxable turnover. If the only sup-
plies of goods and/or services are exempt, it is not normally pos-
sible to register for GST.

Group registration. Group registration is allowed for corporations
or other taxable persons that are under common control. One
entity must be the representative member.

Transactions between group members are disregarded for GST
purposes.

Financial services sector. As an alternative to GST registration,
businesses in the financial services industry that predominantly
serve nonresident clients may opt to pay an annual fee and be
listed as International Service Entities to reduce their compliance
and administrative obligations.

Deregistration. A taxable person that ceases to make taxable sup-
plies must notify the Jersey GST authorities within 30 days after
ceasing operations. If the GST authorities are satisfied that the
taxable person’s operations are not expected to recommence, they
will cancel its GST registration.
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A taxable person may deregister voluntarily if it can satisfacto-
rily prove to the GST authorities that its taxable turnover for the
foreseeable future is expected to be less than JEP300,000.

Reverse charge. The reverse-charge regime applies to services

specified by the law if the following conditions are satisfied:

* A supply of services is made by a nonresident to a resident.

* The supply would be taxable if made in Jersey.

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

An input tax credit may be claimed with respect to the reverse
charge to the extent that the service was acquired for the purpose
of making taxable supplies.

Late-registration penalties. Penalties are assessed for a range of
GST offenses, including late registration.

D. GST rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to GST. The standard rate of GST is 5%.
Some supplies are zero-rated (taxed at 0%), but no other reduced
rates apply.

In addition, some activities are exempt from GST. For exempt
activities, no GST is charged, but the supplier does not have the
right to deduct any related input tax.

The following lists provide some examples of goods and services
that are zero-rated or exempt from GST.

Examples of exempt supplies of goods and services
* Financial services
* Insurance
* Postal services
* Medical and paramedical supplies
* Supplies by charities
* Education
* Child care (supplied in registered day care accommodation
under the Day Care of Children (Jersey) Law 2002)
* Burial and cremation

Examples of goods and services taxable at 0%
* Supplies of dwellings
* Prescription medicines
* Exported services and related services
* Services performed outside Jersey

International Services Entities. Certain entities (predominantly
financial services entities) may opt out of the GST system by
becoming an International Services Entity (ISE). Generally, an
entity meets the requirements of an ISE if not more than 10% of
its supplies are to individuals resident in Jersey. Supplies to
another ISE are treated as supplies made outside of Jersey. If the
entity obtains approval for ISE status, it pays an annual fixed fee.
Trust companies can also be authorized to maintain a list of
administered entities that are ISEs. Under the ISE regime, busi-
nesses are not required to account for GST on their supplies and
are entitled to end-user relief under which they are not charged
GST by GST-registered businesses.
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A business may be charged on retail purchases of less than
JEP1,000, but the GST may be refunded on application.

The following fees are payable for each calendar year for an ISE

entity:

¢ Bank (deposit-taking business): JEP50,000

* Trust company business: JEP7,500 as an affiliation leader and
JEP200 for each administered entity

* Fund service business not registered as a managed manager:
JEP2,500

« Entity holding a Collective Investment Fund (CIF) permit as a
functionary but not as a managed manager or collective invest-
ment fund: JEP2,500

« Entity holding a CIF permit as a managed manager: JEP500

* Collective investment fund if listed by the Comptroller of
Taxes: JEP200

« Entity which is a body corporate or partnership, limited part-
nership or limited liability partnership, which is not included
above: JEP200

E. Time of supply

The time when GST becomes due is called the “time of supply.”
The general rule is that a supply of goods takes place when the
goods are removed or made available and that a supply of ser-
vices takes place when the service is performed. However, if an
invoice is issued or payment is received by the supplier, an ear-
lier date applies.

F. Recovery of GST by taxable persons

A taxable person may recover input tax, which is GST charged on
goods and services supplied to it for business purposes. A taxable
person generally recovers input tax by deducting it from output
tax, which is GST charged on supplies made. Input tax includes
GST charged on goods and services supplied in Jersey and GST
paid on imports.

Nondeductible input tax. 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 entre-
preneur).

A registered person may recover GST in full if it acquires goods
and services principally for the purpose of making taxable sup-
plies.

Partial exemption. The GST law provides for the partial exemp-
tion method if goods and services are acquired for making tax-
able supplies but are also used for making exempt supplies. One
of the following methods of allocation may be used for making
the input tax adjustment:

* A general pro-rata method under which the taxable person’s tax-
able ratio is based on the value of taxable supplies made com-
pared with total supplies made. The taxable ratio is applied to
the total amount of input tax incurred.

* A direct attribution method under which the taxable person’s
input tax is allocated to taxable and non-taxable supplies made.
Input tax directly related to taxable supplies is deductible in
full, while input tax directly related to non-taxable supplies is
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not deductible. The general pro-rata method is used with
respect to the remaining input tax that is not directly related to
taxable or non-taxable supplies.

* A special calculation method agreed on with the Jersey GST
authorities.

Capital purchases in excess of JEP1 million (excluding GST) that
are not zero rated or exempt from GST must be considered over
a five-year period.

Refunds. If the amount of input GST recoverable in a period
exceeds the amount of output GST payable, a refund may be
claimed. GST refunds are generally made promptly after the
receipt of a correct return or held as a credit against future returns
unless otherwise requested.

Visitors to the island who arrive on commercial flights are enti-
tled to claim a refund of GST paid on goods bought from local
retailers participating in the GST visitor refund scheme. The total
value of the goods must exceed JEP300, the purchase must be
made in a single transaction with a single retailer, and the visitor
must leave Jersey with the goods within one month of the date of
purchase.

G. Recovery of GST by non-established businesses

Entities that are registered for GST and that make taxable sup-
plies in Jersey may recover GST incurred on goods and services
that they acquire.

Effective from 1 January 2010, refunds are made to persons not
established in Jersey with respect to GST on goods and services
for business use. The supply on which the GST arose must have
been for the purpose of a business carried on by the claimant. The
claimant’s home country must operate a similar refund scheme
that is available to Jersey businesses.

Refunds are made by way of a claim in writing to the following:

Comptroller of Taxes

P.O. Box 56

Cyril Le Marquand House
The Parade

St. Helier

Jersey JE4 8PF

Jersey has not set a maximum amount that can be reclaimed.
However, it has set a minimum reclaim amount of JEP50. Claims
must be made within 12 months after the date of supply and must
be made annually.

Claims must be accompanied by originals of all invoices, vouch-
ers or receipts from suppliers. For amounts below JEP250, sim-
plified invoices can be provided. Initial claims must also be
accompanied by an official certificate showing that the claimant
is registered for GST (or similar tax) in its home jurisdiction. A
certificate must be provided annually thereafter.

H. Invoicing

A Jersey registered person must generally provide a tax invoice
for all taxable supplies. A credit note may be used to reduce the
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GST charged and reclaimed on a supply if the value originally
charged was incorrect. A credit note must indicate the reason why
it was issued and must refer to both the GST originally charged
and the corrected amount.

I. GST returns and payment

GST returns are generally submitted quarterly. Three cycles of
quarterly returns are provided to stagger submission dates. A tax-
able person may request a change in its GST return cycle to ease
administration.

Taxable persons may opt to submit GST returns monthly if they
receive regular repayments of GST.

GST return periods generally end on the last day of a month. How-
ever, taxable persons may request different periods to align with
their accounting records. GST returns must be submitted, togeth-
er with payment of any GST due, by the last business day of the
month following the end of the return period. The GST return
form indicates the due date for each return.

Penalties. A penalty is assessed for the late payment of GST. A
penalty of 2.5% of the tax due is assessed on the day after the due
date.

A penalty of JEP50 is charged for the late submission of a GST
return.

A range of GST offenses are subject to fines and imprisonment,
depending on the offense committed.
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Administered by

GST rates
GT rates
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Reduced
Other
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GST number format
GT return periods
ST return periods

Annual thresholds
Goods
Services
Imports of goods or
services for non-personal
purposes

Recovery of GST by
nonresident businesses

General Sales Tax (GST)

(the GST Law provides for two
types of taxes, which are the
General Tax [GT] and the
Special Tax [ST]; see Section B)

Addaryba al a’mma ala al mabia’t
June 1994

No
Income and Sales Tax

Department (ISTD)
(http://www.istd.gov.jo)

16%

4%

Zero-rated and exempt

Various (five types of goods and
one type of service are subject
to percentage rates or fixed
amounts set forth in Regulation
No. 80 of 2000)

9999999

Two months

Monthly

JOD50,000
JOD30,000

None

No
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B. Scope of the tax

General Sales Tax (GST) applies to the following transactions:

» The supply of taxable goods or services made by a taxable
person

* The importation of taxable goods or services

The GST Law contains two types of taxes, which are the General
Tax (GT) and the Special Tax (ST). ST is part of the tax base for
GT if ST applies.

C. Who is liable

A “taxable person” is any entity or individual that is registered or
required to be registered for GST. A taxable person is required to
register by the earlier of the following dates:

* On the commencement of a new business that makes taxable
supplies if it appears to the person that the person’s taxable
turnover during the twelve months following the commence-
ment date may exceed the threshold

* At the end of any month if taxable turnover during the preced-
ing 12 consecutive months has reached the threshold

* At the end of any month if it appears that the person’s taxable
turnover during the 12 consecutive months ending with the
subsequent month may reach the threshold

The following are the annual thresholds for GST registration:

+ JOD10,000 for manufacturers producing goods subject to ST

* JOD50,000 for suppliers of goods other than those subject to
ST

» JOD30,000 for service suppliers

If a person carries out more than one of the business activities
mentioned above, the minimum limit is the applicable registra-
tion threshold.

A person who imports taxable goods or services must register
within 30 days of the first taxable import, regardless of the
amount of the import, unless the import is made for private pur-
poses.

Voluntary registration. A business may register for GST volun-
tarily if its taxable turnover is below the GST registration thresh-
old. A business may also register for GST voluntarily in advance
of making taxable supplies.

Deregistration. A registered person who stops supplying goods
and services must deregister.

A registered person may also request deregistration if its taxable
turnover drops below the registration threshold or if its entire
turnover is zero-rated. However, deregistration is not compulsory
in these circumstances.

Exemption from registration. A taxable person whose entire turn-
over is zero-rated may request exemption from registration.

Retroactive registration. If a taxable person fails to register by the
dates prescribed under the GST Law, the Income and Sales Tax
Department (ISTD) may agree on request to register the person,
effective from the date on which the person was required to
register.
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Group registration. GST grouping is not allowed. Legal entities
that are closely connected must register for GST separately.

Late-registration penalties. The following penalties are assessed

for late registration:

* A penalty of two to three times the output tax plus a criminal
penalty equal to JOD200 is imposed if the date of registration
is more than 60 days from the date on which the business
should have been registered.

* A penalty of JOD100 is imposed if the date of registration is
less than 60 days from the date on which the business should
have been registered.

D. GST rates

“Taxable goods and services” are goods and services that are liable
to a rate of GST, including the zero rate. The term “exempted
goods” refers to supplies of goods and services that are not liable
to GST and do not give rise to a right of input tax deduction.

Exempted goods are goods and services listed in Schedule 3
annexed to the GST Law and other goods and services exempted
under the provisions of the GST Law. In addition, supplies to a
person whose purchases are exempted are treated as exempted
supplies even if these supplies are normally taxable. Other goods
and services are called “non-taxable goods,” which are goods and
services that are not within the scope of GST.

In Jordan, the following are three rates of GT:
* Standard rate: 16%

* Reduced rate: 4%

* Zero rate (0%)

The standard rate of GT applies to all supplies of goods or ser-
vices, unless a specific provision allows a reduced rate or an
exemption.

Five types of goods and one type of service are subject to ST. ST
is imposed at various percentage rates and in fixed amounts.
These rates and amounts are provided in Regulation 80 of 2000.

Some goods and services liable to GT rates could also be liable
to ST rates at the same time. These goods and services are defined
under Schedule 1 annexed to the GST Law.

The following lists provide some examples of goods and services
exempt from GT, taxed at a zero rate or taxed at a 4% rate, and
examples of goods and services subject to ST.

Examples of exempt supplies of goods and services
* Wheat
* Bread
* Olive oil
* Plastic floor coverings
* Electrical energy
* Firefighting vehicles
* Education
» Medical services

Examples of goods and services taxable at 0%
* Books, newspapers and periodicals
* Supplies used by the handicapped
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* Inputs for drug manufacturing, industrial machinery and
equipment exempted under the Customs Tariff Tables and used
to manufacture drugs, laboratory devices and their accessories
needed by the drug industry and spare parts, regardless of
whether local or imported

Examples of goods and services taxable at 4%
* Live animals
* Dairy produce, birds’ eggs and natural honey
* Green or black tea
» Tomato paste
* Natural phosphates
* Potash
* Fertilizer

Examples of goods and services subject to ST
* All types of cement
* Beer (including non-alcoholic beer)
* Tobacco and tobacco products
* Vehicles (cars)
* Mobile phones and radio subscription service

E. Time of supply

GST becomes due at the time of supply, which is called the “tax
point.” The rules determining the tax point are discussed below.

GT or ST becomes due on the supply of goods at the earliest of

the following events:

* Delivery of goods. However, the Director General of the Income
and Sales Tax Department may consider the date of the tax
invoice as the tax point if it is issued periodically or at the end
of a certain period following the date of delivery.

* [ssuance of a tax invoice.

* Receipt of the full or partial value of the goods, receipt of
credit payment or any other receipt of value according to the
agreed terms for payments.

Tax becomes due on the supply of services at the earlier of the
following events:

« Issuance of a tax invoice

* Receipt of full or partial payment for the service

Tax is payable in the cases mentioned above by reference to the
value covered by the invoice or the amount paid, whichever is
higher.

Imported goods. Importers of goods must pay the tax due on the
goods at the clearance stage to the Customs Department in accor-
dance with the procedures applicable for the payment of customs
duties. Clearance of these goods is not finalized until the tax due
is paid in full.

Imported services. Importers of services must pay the tax due at

the earliest of the following dates:

» Within one month after the date of payment for the imported
service or after the date of making a partial payment, limited to
the amount paid

* When the means that include the services (for example, com-
pact disks and tapes) are released from Customs
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» Within six months after the date on which the service or any
part of the service is received, limited to the amount related to
the part received

Postponed tax payment on imports. A registered importer may
obtain permission from the ISTD to defer the payment of the tax
payable on the importation of goods and services. This postpone-
ment is granted if the importer has no record of fraud or customs
smuggling and has submitted all returns in the last 12 months.

F. Recovery of GST by taxable persons

A taxable person may recover input tax, which is GT charged on
goods and services supplied to it for business purposes. Input tax
is generally recovered by being deducted from output tax, which
is GST charged on supplies made.

Input tax includes GT charged on goods and services supplied in
Jordan and GT paid on imported goods and services into Jordan.

ST is also charged on goods supplied to produce goods subject to
ST.

A valid tax invoice or customs documents must exist to recover
input tax.

Special rules apply to the recovery of input GT on goods pur-
chased or imported before registration.

Recovery of input GT on goods purchased or imported before
registration. A newly registered person can recover GT paid or
charged before registration on the goods at hand at the time it
registers for GST. If the invoice for the purchases is not a tax
invoice, half of the value of the invoice is multiplied by the GT
rate to calculate the deductible tax. Only the tax paid or charged
on goods at hand is deductible.

Nondeductible input tax. Input tax may not be deductible on pur-
chases or imports of goods and services that are not used for
business purposes. In addition, input tax may not be recovered
for some items of business expenditure.

The following lists provide some examples of items of expendi-
ture for which input tax is not deductible and examples of items
for which input tax is deductible if the expenditure is used for a
taxable business purpose.

Examples of items for which input tax is nondeductible

* Goods and services used for nonbusiness purposes

* Sporting and recreational activities

* Restaurant and hotel services

* Purchases accounted for as returned purchases

* Goods and services that have been used for construction pur-
poses, other than those used for the renting of construction and
destruction equipment

* Cars

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Business use of telephone and mobiles
* Business use of rental cars
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* Accounting and tax consulting fees
* Cars purchased by car-trading businesses or for car rental pur-
poses

Partial exemption. Input tax directly related to making exempt
supplies is not recoverable. If a taxable person makes both exempt
and taxable goods and services, it may recover input tax partially.

If the same taxable inputs are attributable to both taxable and
non-taxable supplies (whether exempted or for nonbusiness use),
the portion of the deductible general input tax is determined
based on the production formula. If this is not possible, it is
calculated based on the proportion of taxable supplies to total
supplies.

Apart from the deduction of GT paid or charged on goods at hand
at the time of registration, a registered person may not deduct the
input tax paid more than three years earlier. However, a registered
person that carries out a non-taxable business and that has
already deducted tax paid on inputs relating to this business must
prepare a debit note with respect to the already deducted tax on
its purchases of taxable goods and services that were incorpo-
rated in non-taxable business supplies. The registered person
must also undertake to calculate the tax based on the production
formula and pay the tax shown in the tax return for its fiscal year.
However, if calculation of tax based on the production formula is
not possible, the tax is calculated based on the proportion of the
non-taxable supplies to the total supplies.

Refunds. Tax is repaid within a period not exceeding three
months after the date on which the claim for refund has been
filed if any of the following circumstances exist:

* Tax is paid on goods or services exported or used in the manu-
facture of other goods that have been exported.

* Tax is collected by mistake.

* Recoverable input tax that was paid at least six months ago and
that was carried forward as a credit has not yet been deducted
from the tax charged on supplies made during that period.

* Tax was paid on goods that left the country in the possession of
nonresident persons, and the tax amount to be refunded be not
less than JOD50 but not more than JOD500.

* ST was previously paid on goods supplied to the bodies relieved
from payment of tax under Article 21 of the GST Law (the King
of Jordan, embassies, diplomats and consuls [subject to reci-
procity] and international and regional organizations working
in Jordan).

G. Invoicing

A registered person who supplies taxable goods or services to

another registered person is required to make out a triplicate tax

invoice containing the following details:

* The serial number and date of issuance of the tax invoice

» Name, address and tax number of the registered person

* Name, address and tax number of the purchaser

* A statement regarding the supplied item that provides the type,
quantity, value, and rate and amount of the tax, together with a
statement of the total amount of the invoice
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The original invoice must be provided to the purchaser, and the
copies must be maintained by the registered person.

If taxable goods or services are supplied by a registered person to

a person that is not registered for GST, the person must issue an

ordinary invoice. However, the taxable person may issue a tax-

inclusive invoice showing the quantity and the tax-inclusive price

of the goods or services supplied. This invoice must contain the

following details:

* The serial number and date of the invoice

» Name, address and tax number of the registered person

* A statement regarding the supplied item that provides the type,
quantity and value, together with a statement of the total
amount of the invoice

The original invoice must be provided to the purchaser and the
copies must be maintained by the registered person.

If a tax point results from a delivery of goods or services, or
receipt of payment, the registered person must issue a tax invoice
within the following time limits:

» Immediately after the delivery of goods or the receipt of pay-
ment if the supplier does not keep delivery notes or inventory
cards.

 Within a maximum period of one month after the date on which
the services are performed, or immediately on the receipt of
payment.

* By the end of the day if the supplier keeps delivery notes and
inventory cards.

» Immediately after the delivery of goods or services, or the
receipt of payment if the supplier keeps a cash register machine.
In this case, the cash register roll is considered an invoice.

Exports. To export goods outside Jordan and to the duty-free

estates, zones and shops, the following conditions must be met:

* A customs declaration of the goods to be exported must be
prepared with a minimum of three copies of the invoice
attached to it.

» The Customs Center must check the contents of the invoice
against the relevant customs declaration, certify the copy of the
invoice, and affix the number and date of the declaration on the
invoice, which is stamped by the Customs Center.

* The exporter must retain a copy of the invoice referred to in the
bullet above together with a copy of the customs declaration
produced and endorsed pursuant to the customs proceedings for
the purposes of future audit.

If the exporter is not registered, in addition to the procedures

described above, the procedures mentioned in Instruction No. 4

concerning the deduction or refund of the tax must also be fol-

lowed. Under Instruction No. 4, a non-registered refund applicant
must enclose the following documents together with the refund
application:

* A completed refund form numbered 6/B, approved by the
Income and Sales Tax Department (ISTD) and submitted by the
concerned person or a legally authorized person.

* A copy of the supplier’s tax return signed and certified by the
ISTD, which contains the relevant invoice numbers for the
amounts claimed. This must be attached later by the concerned
directorate in the ISTD.
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* The original of the tax invoice for local goods and services.
However, if acceptable reasons prevent the issuance of an
authenticated invoice and if the applicant undertakes that the
applicant has never claimed and will never claim the tax in
question when the original copy is found, the Director General
of the ISTD may accept a certified copy of the invoice.

* A copy of the import declaration in the name of the exporter
(the first copy), if the original declaration is requested from the
customs department together with all the relevant attachments.

* A copy of the export invoice of which the number is fixed on
the import declaration.

* A production formula approved by the customs department or
the General Sales Tax Department concerning the materials
incorporated in the production of exported goods.

The above procedures must be followed to export goods to Aqaba

Special Economic Zone (SEZ) if the cost of the exported goods

exceeds JOD10,000, regardless of whether the exporter is regis-

tered for GST. However, if the cost of the goods to be exported to
the Aqaba SEZ is JOD10,000 or less, the following procedures
must be followed:

* The exporter must produce a detailed invoice showing the cost
and quantity of every exported item.

* The Customs Center must check and inspect the goods to be
exported against the contents of the invoice and ascertain their
exit of the goods to the zone. A customs employee then signi-
fies the approval of the export invoices by affixing on the
invoices the phrase “seen upon exiting.”

All goods leaving Jordan in the possession of the passengers, or
those shipped abroad with a value not exceeding JOD500, may
be exported without the need to produce a customs declaration if
the exportation is substantiated in a manner satisfactory to the
department. If the value of the goods does not exceed JOD1,000,
the goods may be exported through the Jordan Export
Development Commercial Corporation or via express mail, or it
may be exported to the free zones, without the need to produce a
customs declaration. In such a case it is sufficient to prepare a
triplicate invoice or a bill of lading, stamped by the customs
officer to substantiate the exportation. However, if the exported
goods are valued at more than JOD1,000, the export must be
made using the relevant transfer statement certified for this
purpose.

To export services outside Jordan, the following conditions must

be met:

* The beneficiary of the service must be a foreigner or a Jordanian
who is not resident in Jordan.

* The place where the service is received must be outside Jordan.

* The service supplier must produce a contract substantiating the
exportation of the service.

* The exporter must prove that the payment for the service has
been transferred to Jordan.

To export services to the Aqaba SEZ, the following conditions

must be met:

 The importer of the service must be a corporation registered in
the Aqaba SEZ.
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* The supplier must produce a service supply contract signed by
both parties, which are the supplier and the purchaser located in
the Aqaba SEZ.

* The supplier must produce an invoice showing the type and
nature of the service supplied, as well as the name of the pur-
chaser of this service.

To export services to the free estates, zones and duty-free shops,

the following conditions must be met:

» The service must be provided to a person who is licensed to
practice a business activity within the free estates, zones and
duty-free shops.

* The service must be intended for the sole purpose of exercising
this activity.

* The supplier must produce a service supply contract signed by
both parties, which are the supplier and the purchaser of the
exported service.

» The supplier must produce an invoice showing the type and
nature of the service supplied, as well as the name of the pur-
chaser of this service.

Foreign-currency invoices. If the supply of taxable goods or ser-
vices is for a consideration determined in a foreign currency, the
value must be converted into Jordanian dinars (JOD), according
to the exchange rate at the time of supply.

H. GST returns and payments

A tax return, either completed in writing (manually) or filed
electronically, must be submitted by the registered person using
Forms Nos. 4 and 5 prepared by the ISTD for this purpose. A
registered person must submit the required return within one
month following the end of its tax period, as prescribed in the
registration letter issued by the ISTD.

If a registered person realizes that it has made an error in a GST
return that has already been submitted, it may amend the return
through a written notice submitted to the ISTD. In this case, the
registered person is not considered to have breached the provi-
sions of the GST Law unless the ISTD discovered the error
before the registered person declared it. However, the registered
person must pay the underdeclared amount of tax, together with
the late payment penalty imposed for that error, calculated for
every week or any part thereof.

If a tax return adopted by the ISTD is submitted to a bank, it is
deemed to be a tax return submitted to the ISTD.

If the tax return is submitted in a manner that violates the provi-
sions of the GST Law, the return is considered to be cancelled
and the registered person is liable for the penalties provided for
under the GST Law.

If the registered person submits more than one return for the
same period, the ISTD accepts only the return submitted first.
The other returns are considered cancelled except for any amend-
ment notices submitted afterwards.

Penalties. Apart from the criminal tax offenses provided for in
the GST Law, a penalty not less than JOD100 and not more than
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JOD500 is levied on misdemeanors committed in connection
with the GST Law.

A person who commits a criminal tax fraud offense is liable for
a civil compensation penalty payable to the ISTD of not less than
twice and not more than three times the tax due, and a criminal
penalty of not less than JOD200 and not more than JOD1,000.
For a second offense, the criminal penalty imposed is doubled. If
the offense occurs again within one year thereafter, the court may
impose the highest criminal fine or a term of imprisonment for a
period not less than three months and not exceeding six months,
or both.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Other

VAT number format

VAT return periods
General period
Imports of goods from

Belarus and Russian
Federation

Thresholds
Registration

Value-added tax (VAT)

Nalog na dobavlennuyu
stoimost (NDS)
Kosylgan kun salygy (KKS)

24 December 1991

No

Ministry of Finance
(http://www.minfin.kz)

Tax Committee of the Ministry
of Finance (http://www.salyk.
gov.kz)

12%

Zero-rated and exempt

Number of certificate of
registration for VAT (series

with five digits and number of
VAT registration certificate with
seven digits)

Quarterly

Monthly

Annual turnover of 30,000 times
the minimum calculated index
(MCI), approximately
USD360,780 for 2014



KAZAKHSTAN 419

B. Scope of the tax

VAT applies to the following transactions:
* Supplies of goods, work and services in Kazakhstan
* Imports of goods

For VAT purposes, taxable turnover is the total of practically all
types of supplies (for example, sales, exchanges or gifts) of goods,
work and services. Goods include practically all forms of prop-
erty or property rights. Taxable supplies of services are any sup-
plies of work or services that are made for consideration or made
free of charge or anything that is performed for consideration and
is not a supply of goods.

Goods and services are subject to VAT if, under the place of sup-
ply rules, they are deemed to be supplied in Kazakhstan.

Under the tax law of Kazakhstan, the place of supply of goods is

deemed to be the following:

* Goods sent by the supplier, the recipient or a third party: the
place where the transportation of the goods begins

* For all other cases: the place where the goods are handed over
to the purchaser

The place of supply of work and services is determined based on

the nature of the executed transactions. Work and services con-

nected with immovable property (for example, buildings and

installations) are deemed to be supplied in Kazakhstan if such

property is located in Kazakhstan. The place of supply of certain

services that are provided outside Kazakhstan is deemed to be

Kazakhstan. Such services include, but are not limited to, the

following:

* The transfer of rights to use items of intellectual property

¢ Consulting

* Audit

¢ Advertising and marketing services

* Staff provision

* The leasing of movable property (other than means of transport)

» Agency services connected with the purchase of goods, work
and services

« Consent to limit or terminate entrepreneurial activities for con-
sideration

» Communication services

* Radio and television services

* Tourism organization services

* Rent of freight wagons and containers

C. Who is liable

Taxpayers are legal entities and nonresident legal entities that are
registered for VAT purposes as well as importers of goods into
Kazakhstan.

Tax registration. Legal entities must register for VAT on exceed-
ing the VAT registration threshold or they can voluntarily register
at their discretion. VAT registration is mandatory if turnover dur-
ing the calendar year exceeds 30,000 times the MCI. The thresh-
old is approximately USD360,780 for 2014. The MCI is
established by the state budget law for each year. For 2014, the
projected MCI is KZT1,852 (approximately USD12.00).
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VAT registration is separate from tax registration. The deadline
for VAT registration is within 10 business days after the end of
the month in which the turnover threshold is exceeded.

Reverse charge. If a nonresident that is not registered for VAT
purposes in Kazakhstan renders services for which the place of
supply is Kazakhstan to a Kazakhstan purchaser and if the pur-
chaser is a VAT payer, the purchaser must self-assess and pay
VAT to the budget through a reverse-charge mechanism. A
Kazakhstan purchaser of the services is allowed to offset the
amount of the reverse-charge VAT paid, subject to the general
offset procedure.

Late-registration penalty. The law of Kazakhstan imposes a pen-
alty of up to 30% of turnover for the period of non-registration.

D. VAT rates

The term “taxable supplies” refers to supplies of goods, work and
services that are liable to a rate of VAT, including the zero rate.
The term “exempt supplies” refers to supplies of goods, work and
services not liable to tax and that do not give rise to a right to
input tax deduction.

The following are the VAT rates in Kazakhstan:
» Standard rate: 12%
* Zero rate (0%)

The standard rate of VAT applies to all supplies of goods, work
and services except for supplies taxable at the zero rate and those
exempt from VAT.

For imports of goods by individuals under the simplified proce-
dure, VAT may be paid as part of the aggregate customs payment,
the amount of which is determined in accordance with the cus-
toms law of Kazakhstan.

The following lists provide some examples of goods and services
that are zero-rated and those that are exempt.

Examples of goods and services taxable at 0%
* Export sales of goods
« International transportation services
« Sale of oil and lubricants by airports when fueling aircrafts of
a foreign air carrier performing international flights
* Sale of goods to the territory of Special Economic Zones

Examples of exempt supplies of goods and services
* Turnover associated with land and residential buildings
* Specified financial services
* Transfers of assets under financial leasing
* Services rendered by non-commercial organizations
« Services in the areas of culture, science and education
* Goods and services related to medical and veterinary activities
* Import of certain assets (a list is issued by the government)

E. Time of supply (the date of completion of a sale)

The date of completion of a transaction involving the sale of
goods, work or services is the date on which the goods are
shipped (transferred), work is performed or services are ren-
dered. The date of the performance of work or the rendering of
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services is the date of signing of an act of acceptance for work
performed or services rendered.

For goods that are not shipped, the date of completion of a sale is
the date on which ownership of the goods is transferred to the
purchaser.

F. Recovery of VAT by taxpayers

VAT calculation and VAT offset carryforward. The VAT liability of
a taxpayer equals output VAT (VAT charged by a taxpayer) less
input VAT (VAT paid by a taxpayer to its suppliers) in a reporting
period.

VAT paid on services and goods purchased by a VAT payer (input
VAT) including reverse-charge VAT paid and VAT paid at cus-
toms is generally available for offset (credit) in determining a
taxpayer’s VAT liability to the budget. However, offset is not
available for VAT incurred for the purpose of making supplies
that are either exempt or deemed to be supplied outside
Kazakhstan.

The excess of input VAT over output VAT may generally be car-
ried forward for offset against future VAT liabilities.

Non-recoverable input VAT. Input VAT is not allowed for offset if

it is paid in connection with the following:

 Receipt of goods, work and services not related to taxable turn-
over

* Receipt of passenger cars that are purchased as fixed assets

* VAT invoice does not meet the set requirements of the Tax Code

* Goods and services purchased in cash for the amount exceeding
1,000 MCI (inclusive of VAT) irrespective of the frequency of
the payment

* Goods, works and services that are transferred free of charge

* Purchase of goods, work and services from suppliers recog-
nized by courts as false enterprises, except for transactions
recognized by courts as valid

* Purchase of goods, work and services that are recognized by
courts as executed by private business entities without an
actual intent to carry out entrepreneurial activities

Refunds. In practice, obtaining refunds requires significant effort.
However, the rules prescribe a procedure for refunds under cer-
tain conditions.

Under the Tax Code of the Republic of Kazakhstan, the following

amounts are refundable to a taxpayer from the budget:

* Until 1 January 2016, the amount by which input VAT exceeds
the amount of tax assessed not related to zero-rated turnover, up
to the amount of reverse-charge VAT

« Effective from 1 January 2016, the entire amount of input VAT
that exceeds the amount of tax assessed that is not related to
zero-rated turnover

* VAT paid to suppliers of goods, work and services that were
acquired using a grant

* VAT paid by diplomatic and equivalent representations accred-
ited in Kazakhstan and by persons who are members of the
diplomatic, administrative and technical staff of these represen-
tations, including members of their families who reside with
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them, to suppliers of goods, work and services acquired in
Kazakhstan
* The amount of any cash overpayment of VAT to the budget

For zero-rated supplies, excess VAT must be refunded if both of

the following conditions are satisfied:

 The VAT payer sells zero-rated goods, work and services on a
continuous basis.

* Zero-rated sales account for at least 70% of the total taxable
sales of the payer for the tax period in which the zero-rated
sales occurred and for which a refund of excess VAT is claimed
in a VAT return.

Excess VAT must be refunded to a taxpayer on the basis of a
refund claim made in the VAT return for a tax period.

Excess VAT confirmed by a tax audit must be refunded within
180 calender days.

G. Invoicing

In general, the VAT invoice is a compulsory document for all
VAT payers. No input VAT is allowed without an appropriate VAT
invoice.

The amount of taxable turnover can be adjusted if the cost of

goods, work or services changes in certain circumstances, includ-

ing the following:

* The goods are returned in whole or in part.

* The conditions of a transaction change.

* The price or amount of compensation for goods, work or ser-
vices sold is changed.

Adjustments to the amount of taxable turnover can be made if
both of the following conditions are satisfied:

 Accounting documentation is available.

* A corrected VAT invoice is issued.

The cost of goods, work and services and the amount of VAT
must be stated in the VAT invoice in the national currency of
Kazakhstan, except for goods, work and services sold under
foreign-trade contracts and in other circumstances provided for in
the law of Kazakhstan.

Proof of exports. To confirm the applicability of zero-rated VAT
for turnover, the supplier must collect supporting documents that
are stipulated in the tax law of Kazakhstan.

H. VAT returns and payments

VAT payers must file a VAT return with the tax authorities for
each tax period by the 15th day of the second month following
the reporting tax period (quarter) and the respective liability must
be paid to the budget by the 25th day of the second month follow-
ing the reporting tax period.

A VAT return for the import of goods into Kazakhstan from other
Customs Union member countries (Belarus and Russian
Federation) must be filed with the tax authorities and the respec-
tive liability paid to the budget by the 20th day of the month
following the tax period (month).
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VAT on imported goods must be paid within the deadlines speci-
fied by the customs law of Kazakhstan for the payment of cus-
toms payments.

Penalties. The following administrative fines can be assessed

with respect to VAT:

« Failure to file a tax return: penalty up to 70 MCI (approxi-
mately USD840 in 2014)

* Understatement of tax payments: penalty up to 50% of the
underpaid tax

« Issue of fictitious invoice: penalty up to 200% of the input VAT
included in the invoice

* Non-payment of tax for export and import of goods, work and
services in the Customs Union: penalty up to 50% of the under-
paid tax

The annual interest rate charged on late payments is equal to
2.5 times the official refinancing rate established by the National
Bank of the Republic of Kazakhstan. In November 2013, the
official refinancing rate was 5.5%, so the late payment interest
rate was 13.75% per annum.

Non-payment of taxes may result in criminal charges.
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Kenya repealed the VAT Act (1990) and enacted a new VAT Act which

took effect from 2 September 2013.

A. At a glance
Name of the tax
Date introduced

European Union (EU)
Member State

Member of the Southern
African Customs Union

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)
1 January 1990

No

No

Kenya Revenue Authority
(www.revenue.go.ke)

16%
Zero-rated and exempt

POOOIIII11A
Monthly

KESS5 million (in 12 months)

No

VAT applies to the following transactions:

* The supply of goods and services in Kenya by a taxable person

* Taxable imported services received by a taxable person in
Kenya to the extent that they relate to exempt supplies

* The importation of goods from outside Kenya, regardless of the
status of the importer (unless the importer is listed as zero-rated
in Part B of the Second Schedule to the VAT Act)

The exportation of goods and taxable services is zero-rated if,
subject to the satisfaction of the Commissioner of Domestic
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Taxes, the supply takes place in the course of a registered per-
son’s business.

C. Who is liable

VAT is paid by consumers of taxable goods and services. It is
collected by registered taxpayers (traders) that act as the agents
of the government. VAT on imported goods is collected by the
Commissioner of Customs Services Department, while the
Commissioner of Domestic Taxes collects local VAT and VAT on
imported services.

VAT registration is dependent on the attainment of a turnover
threshold of KESS million with respect to all taxable supplies.
Businesses that do not attain this turnover threshold are subject
to turnover tax at a rate of 3% of their turnover up to a maximum
turnover of KESS5 million. After reaching this threshold, they
must register for VAT. Businesses whose turnover is less than the
registration threshold can voluntarily apply to the Commissioner
for registration. The registration process involves a person mak-
ing an online application for a Personal Identification Number
(PIN). During this process, an entity is required to state its tax
obligations, which would include VAT in this case.

Within thirty days after becoming a taxable person, a person
should apply to the Commissioner of Domestic Taxes in the pre-
scribed manner to be registered.

Group registration. The Kenyan VAT Act allows group registra-
tion. However, in practice, group registration is allowed only
under special circumstances.

Non-established businesses. A “non-established business” is a
business that has no fixed establishment in Kenya. A foreign
business that meets the registration requirements in Kenya and
does not have a fixed place of business in Kenya is required to
appoint a tax representative. A permanent establishment of a
foreign business must register for VAT if it makes taxable sup-
plies of goods or services. Other non-established businesses are
not required to register for VAT. Instead, the person importing
goods or services from a nonresident must pay the Kenyan
VAT due.

Late-registration penalties. A penalty of KES200,000 is imposed
in the event of late registration by traders who meet the turnover
threshold.

Penalties apply to a range of other VAT offenses (see Section I).

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are not included in the First Schedule to the VAT Act,
which specifies exempt supplies. The term “exempt supplies”
refers to supplies of goods and services that are not liable to tax.
Persons that make exempt supplies are not entitled to input tax
deduction (see Section F).

The following are the VAT rates in Kenya:
* Standard rate: 16%
* Zero rate (0%)
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Supplies listed in the Second Schedule to the VAT Act are zero-
rated, which means no VAT is charged on the sale, but input tax
incurred in making the sale is deducted against output tax. All
other goods and services are subject to VAT at the standard rate
of 16%.

The following lists give some examples of exempt and zero-rated
supplies of goods and services.

Exempt goods
» Unprocessed agricultural products
* Airplanes and other aircraft

Exempt goods in transition
* Motor fuel (regular and premium gasoline)
* Aviation fuel
* Gas oil
* Natural gas

Exempt services
« Financial services
* Insurance
* Medical services
* Agricultural and horticultural services and animal husbandry
« Transportation of passengers (excluding transportation for hire)

Zero-rated supplies
 Exportation of taxable goods and services
* Goods and services supplied to export-processing zones
* International transportation of passengers

Zero-rated supplies to specific persons
* Supplies to the Commonwealth
* Supplies to other governments
* Supplies to diplomats
* Passenger baggage

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.” In Kenya, the tax point is the earliest of the follow-
ing events:

*» The goods or services are supplied.

* A certificate is issued by an architect, surveyor or a consultant.
* An invoice is issued.

» Payment is received for all or part of the supply.

Other tax points apply in a variety of specific situations.

Imports. 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.

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. Taxable persons must claim input tax within
six months after incurring the expense.

Input tax includes VAT charged on goods and services purchased
in Kenya and VAT paid on imports of goods.
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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 business
expenses.

Input tax is restricted with respect to business expenses incurred

on the following items:
* Passenger cars or minibuses and the repair and maintenance
thereof, including spare parts, unless the passenger cars and
minibuses are acquired by the registered person exclusively for
the purpose of making a taxable supply in the ordinary course
of a continuous and regular business of selling and dealing in
or hiring of passenger cars and minibuses
 Entertainment, restaurant and accommodation services unless:
— The services are provided in the ordinary course of the busi-
ness carried on by the person to provide the services, and the
services are not supplied to an associate or employee

— The services are provided while the recipient is away from
home for the purposes of the business of the recipient or the
recipient’s employer

Partial exemption. VAT directly related to making exempt supplies
is not recoverable. A registered person who makes both exempt
and taxable supplies cannot recover VAT tax in full. This situation
is referred to as “partial exemption.”

Under the VAT Act, if a taxable person supplies both taxable and
exempt goods and services, only input tax attributable to taxable
supplies may be recovered. The following are the attribution
rules:

« Input tax directly attributable to taxable goods purchased and
sold in the same condition is deductible in full.

* Input tax directly attributable to exempt outputs may not be
deducted.

* Attributable to both taxable and exempt supplies is partially
deductible. The recoverable amount is calculated using a simple
pro-rata method based on the value of taxable and exempt sup-
plies made.

If the exempt supplies are less than 10% of the total supplies, the
input tax may be claimed in full. Where the exempt supplies
constitute more than 90%, the registered person shall not be
allowed any input tax attributable to taxable supplies.

Refunds. A taxable person may claim a refund of input tax in
excess of output tax if the Commissioner General is satisfied that
the excess arises from making zero-rated supplies.

Within 3 months of the date on which a business becomes regis-
tered, it may file a claim for relief from VAT paid on supplies
purchased in the last 24 months before registration.

Claims in excess of KES1 million must be accompanied by an
auditors’ certificate. However, in practice, the VAT Department
requires an auditors’ certificate for refunds in excess of
KES200,000 to facilitate speedy processing.

The Commissioner may refund tax where the tax has been paid
in error.
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A claim for tax paid in error must be filed within a period of one
year after the date on which the tax was paid.

VAT on bad debts accounted for and paid by a registered person
can be claimed after a period of three years from the date of such
supply or it can be claimed if the person liable to pay the tax has
become legally insolvent. However, it must be claimed no later
than five years after the date of the supply. If legal insolvency
does not apply, evidence of the effort to recover the tax is
required to support such claims.

G. Recovery of VAT by nonresidents

Kenya does not refund VAT incurred by a foreign business, unless
the foreign business has a permanent establishment in Kenya and
it is registered for VAT in Kenya.

H. Invoicing

VAT invoices and credit notes. A supplier of taxable goods and
services must issue a tax invoice to the purchaser at the time of
supply. Simplified tax invoices may be used if the sales to any
one person in a day do not exceed KES500.

A credit note may be used to reduce the VAT charged on a supply
of goods or services. Credit notes must show the same informa-
tion as a tax invoice.

Proof of exports. Goods and taxable services exported from

Kenya are zero-rated. However, to qualify for zero rating, exports

of goods must be supported by evidence that proves the goods

left Kenya. Suitable evidence includes the following documents:

* A sales invoice

* A bill of lading, road manifest or airway bill

* A certified (endorsed) export entry (Form C17 [formerly Form
C63])

* For sugar and other excisable goods, a certificate of exportation
signed by the Commissioner of Customs and Excise

A service exported out of Kenya means a service provided for
use or consumption outside Kenya. However, to qualify for zero
rating, exports of services must be supported by a copy of the
invoice showing the sale of the services to the purchaser.

Foreign-currency invoices. Foreign-currency invoices are dealt
with in the same way as invoices in local currency. The tax
authorities do not require a standard exchange rate to be used to
convert the value of foreign invoices into Kenyan shillings (KES).
In practice, they accept the rate used by the taxable person, if the
rate used is within the prevailing market exchange rates.

I. VAT returns and payment

VAT returns. The VAT tax period is one month. Returns must be
filed by the 20th day after the end of the tax period. Payment is
due in full by the same date. A “nil” return must be filed if no
VAT is payable (either because the taxable person has made no
supplies or because input tax exceeds output tax in the period).

If the normal filing date falls on a public holiday or on a weekend,
the VAT return must be submitted on the last working day before
that day.
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VAT returns are now being submitted online.

A person may apply to the Commissioner before the due date for
submission of return for an extension of time to submit a return.

Penalties. The late submission of a return is subject to a penalty
of KES10,000 or 5% of tax due, whichever is higher, plus late
payment interest charged at a rate of 2% per month, compound-
ed. Other penalties for VAT offenses include the following:

* Failure to comply with a notice to pay money owed to a taxable
person: penalty of KES100,000 or a maximum sentence of six
months’ imprisonment, or both, and payment to the
Commissioner of any liability so discharged

* Failure to produce books or information required by an autho-
rized agent: penalty of KES100,000 or a maximum sentence of
three years’ imprisonment, or both

* Failure to display registration certificate: a fine of up to
KES200,000 or a maximum sentence of two years’ imprison-
ment, or both

* Failure to apply for registration or deregistration: penalty of
KES200,000 or a maximum sentence of two years’ imprison-
ment, or both

* Making a fraudulent claim for a refund of tax: two times the
amount of claim

» Unauthorized access to or improper use of tax computerized
system: maximum of KES400,000 or a maximum sentence of
two years’ imprisonment, or both

* Interference with tax computerized system: maximum of
KES800,000 or a maximum sentence of three years’ imprison-
ment, or both

* Other offenses: maximum fine of KES1,000,000 or a maxi-
mum sentence of three years” imprisonment
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State
Administered by

VAT rates
Standard
Other

VAT number format

VAT return periods
Registration thresholds

Simplified taxation

Recovery of VAT by

non-established businesses

B. Scope of the tax

Value-added tax (VAT)
Boo-ga-ga-chi-se
1 July 1977

No

National Tax Service
(http://www.nts.go.kr)

10%
Zero-rated, exempt and exempt
with credit

000-00-00000

(the first three digits indicate the
location of the tax office; the next
two digits indicate the type of
legal entity [for example, 81 for
a Korean subsidiary and 84 for
a Korean branch office]; the last
five digits form a serial number)

Quarterly

None (except for simplified
taxation)

Individual business, with turnover
of less than KRW48 million in
the previous calendar year if the
business falls within categories
prescribed in the VAT law

Yes

VAT applies to the following transactions:
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* The supply of goods and services by a taxable person

 Reverse-charge services received by an exempt business person
in Korea

» The importation of goods, regardless of the status of the
importer

Supplies of goods. In addition to these general rules, several spe-
cial cases are considered taxable supplies of goods.

Self-supply of goods. If traders directly use or consume goods
that are acquired or produced in the course of their business, the
use or consumption of the goods is deemed to be a supply of goods
to the traders themselves. This rule does not apply to stock-in-
trade or to the consumption of the goods as raw materials.

Personal use and gifts. If traders use or consume goods produced
or acquired in the course of the business for their personal use or
for the use of employees or if traders donate goods to customers or
other persons, the use, consumption, or donations are deemed to
be a supply of goods.

Inventory on hand at the time of liquidation. Inventory owned at
the time of liquidation of a trader’s business is considered to be
supplied to the trader. The same rule applies if a VAT-registered
person fails to start a business.

Transactions through a consignee or an agent. The sale or pur-
chase of goods by a consignee or agent is deemed to be the same
as if the consignor or the principal directly supplied the goods.
However, this rule does not apply if the consignor or the principal
cannot be identified.

Offers of security and transfers of businesses. Offers of goods
given as security, and transfers of businesses to other persons are
not deemed to be supplies of goods, unless these actions are under-
taken by simplified taxpayers.

Supplies of services. Taxable supplies of services include the
rendering of services, the leasing of goods or facilities and the
granting of rights under a contract or by law.

A deemed self-supply of services takes place if traders provide
services for their own businesses. However, in practice the Korean
tax authorities do not levy VAT on the self-supply of services.

Generally, services provided free of charge are not viewed as a
supply of services, except for commercial properties being leased
to related parties free of charge.

C. Who is liable

Taxpayer. Any person that independently undertakes the supply of
goods or services in the course of business, whether or not for
profit, is liable to VAT. The definition of a VAT-registered trader
includes individuals, corporations, the government and local
authorities, associations of local authorities, and bodies of persons.

Registration. Any person that begins a business must register the
particulars of each place of business with the tax authorities
within 20 days after the date of business commencement. The
business particulars may be registered before the date of business
commencement. The tax office that has jurisdiction for the
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location of the trader’s place of business issues a business regis-
tration certificate to the trader. In addition, the Korean VAT law
provides that the registration can be based on business tax units
if a taxpayer has various business places.

Exemption from registration. A person that carries on a VAT-
exempt business may register under the corporate or individual
income tax.

Reverse charge. A trader who receives a supply of services and
intangible properties from a nonresident or foreign corporation
must collect the VAT at the time of the payment for such services
and pay the amount to the government, unless the services
received are used in taxable operations.

Foreign corporations include the following:

* A nonresident or a foreign corporation that does not own a
place of business in Korea

* A nonresident or foreign corporation with a domestic place of
business (permanent establishment) in Korea that supplies
services not attributable and related to the domestic place of
business

Tax administrator. In certain circumstances, an individual trader
must designate a tax administrator to deal with filing tax returns,
making tax payments, requesting refunds and handling other
necessary matters. Information about the tax administrator must
be reported to the competent tax office. A tax administrator is
required if the following circumstances exist:

¢ The individual is not normally present at the place of business.
* The individual intends to stay outside of Korea for a period of

more than six months.

Deregistration. A registered trader that has suspended or closed
down its business or that has changed any of the registered par-
ticulars of the business is required to report the event without
delay to the tax office that has jurisdiction for the trader’s place
of business. The same rule applies if a person that has registered
for VAT before commencing business fails to actually start the
business.

Late-registration penalties. If a person fails to register a business
within 20 days after the date of commencing the activity, a pen-
alty tax equal to 1% of the value of supplies made is imposed. If
a taxpayer provides goods or services without registration or with
late registration, the penalty applies to the value of the supplies
made during the period beginning with the date on which busi-
ness commenced and ending on the day before the date on which
the registration is made. The amount of the penalty is used
to adjust the amount of tax payable or deductible. The penalty
is capped at KRW100 million (KRW50 million for small
and medium-sized enterprises [SMEs]). The cap covers every
six-month period.

D. VAT rates

In Korea, the VAT rates are the standard rate of 10% and the 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.
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Input VAT (that is, VAT on related purchases) incurred with respect
to exempt supplies is not refundable. However, traders may elect
not to be exempted. The following list provides some examples of
exempt supplies of goods and services.

Examples of exempt supplies of goods and services

* Social welfare services (for example, medical and health ser-
vices and education services)

* Goods or services related to culture (for example, books, news-
papers, magazines, official gazettes and communications, artistic
works, and admission to libraries)

* Personal services similar to labor (for example, by actors, sing-
ers and academic research services)

* Postage stamps

* Basic life necessities and services (for example, unprocessed
foodstuffs such as agricultural products, livestock products,
marine products, forest products, piped water, briquette and
anthracite coal)

* Services supplied by the government

* Finance and insurance services

* Supplies of land

Input VAT incurred with respect to zero-rated supplies is refund-
able. The zero rate applies exclusively to traders that are residents
and to domestic corporations. However, for international trans-
portation by ships or aircraft, the zero rate applies to traders that
are nonresidents and foreign corporations on a reciprocity basis.
The following list provides some examples of zero-rated supplies
of goods and services.

Examples of goods and services taxable at 0%
* Exported goods
* Services rendered outside Korea
« International transportation services by ships and aircraft
* Other goods or services supplied for foreign currency

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.”

Goods are deemed to be supplied at the following times (also, see

the next paragraph):

* A supply of goods that requires the goods to be moved: when
the goods are delivered

* A supply of goods that does not require the goods to be moved:
when the goods are made available

* For other cases: when the supply of goods is confirmed

Goods are deemed to be supplied at the times specified below.

However, if the goods are supplied after the date of the closure of

a business, the closure date is regarded as the time of supply. The

following are the times of supply for specified types of supplies:

* Cash or credit sales: when goods are delivered or made avail-
able

* Sales made for long-term installment payments: when each por-
tion of the proceeds is stipulated as received

* Supply of goods under terms of payment on the percentage of
work completed, or under terms of partial payments: when each
portion of the proceeds is receivable
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* Processing deemed to be a supply of goods: when the processed
goods are delivered

* Self-supplies or the supply of services for personal use or for a
gift: when the goods are consumed or used

* Business closure: the date of closure

* Goods supplied through vending machines: when the trader
takes money from the machine

 Exports: the date of shipment

* Goods that are considered imported goods and that are supplied
by a business in a bonded area to outside the bonded area: the
date of the export declaration

Services are deemed to be provided at the times described below.

However, if the time of supply comes after the closure of a busi-

ness, the time of supply is deemed to be the date of business

closure. The following are the times of supply for services:

* General rule: when the services are completely rendered

* Services provided under terms of payment based on the per-
centage of work completed, partial payment, deferred payment,
or any other payment terms: when each portion of the payments
is to be received

* A deemed rent deposit for a lease or advance or deferred pay-
ment of rent for the leasing of land, buildings or other structures
built on the land: when the preliminary tax return or the tax
period has been completed

* Other cases: when the services have been completely rendered
and the value of the supply is determined

If a trader receives partial or full payment of the consideration for
a supply of goods or services and issues a tax invoice or receipt
for the payment before the general time of supply occurs (as
described above), the time of supply is deemed to be the date that
the tax invoice or receipt is issued. However, this measure does
not apply to long-term installment sales or supplies of goods on
an ongoing basis, such as utilities and electric power, to which the
general time of supply rules apply.

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. The basic
rule for VAT recovery in Korea requires a supply of goods or
services to be made by a taxable person in the course of business.
Any VAT claimed must be supported by a valid VAT tax invoice
or customs document.

Nondeductible input tax. Input tax may not be recovered on pur-

chases of goods and services that are not used for business pur-

poses. Input tax incurred on expenses directly related to the

business is generally recoverable. However, certain input tax is

not recoverable, including the following:

* Input tax on expenses not directly related to the business

* Input tax on the purchase and maintenance of small automo-
biles used for nonprofit purposes

* Input tax incurred on the supply of goods or services that are
exempt

« Input tax on entertainment expenses or similar expenses out-
lined in the Presidential Decree governing VAT recovery

* Input tax amount incurred more than 20 days before the date of
registration
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Refunds. If a trader is entitled to a refund, the competent tax
office refunds the amount of tax refundable for each tax period
concerned. This is done automatically through the submission of
the periodic VAT return.

Early refunds. If a trader makes zero-rated supplies, if the trader
is operating a newly established business or if the trader acquires,
expands, or extends its business facilities, the tax office may
refund the amount of tax due to the trader within 15 days after the
date of the preliminary return (see Section I). This procedure is
referred to as an “early refund.”

Partial exemption. If goods or services purchased by a trader are
used both for taxable and exempt supplies, the creditable input
tax is calculated based on the ratio of turnover related to supplies
entitled to a VAT credit compared to the trader’s total turnover.

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 taxable period 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 taxable period 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 adjust-
ment period.

In Korea, the capital goods adjustment applies to the following
assets for the number of taxable periods indicated:

* Buildings (adjusted for 20 taxable periods)

» Equipment and fixtures (adjusted for 4 taxable periods)

The adjustment is applied each taxable period following the tax-
able period of acquisition to a fraction of the total input tax (1/20
for buildings and 1/4 for equipment and fixtures). The adjust-
ment may result in either an increase or a decrease of deductible
input VAT, depending on whether the ratio of taxable supplies
made by the business has increased or decreased compared with
the taxable period in which the capital goods were acquired.

G. Recovery of VAT by non-established businesses

Korea refunds VAT incurred by businesses that are neither estab-
lished nor registered for VAT in Korea. A non-established busi-
ness may reclaim VAT to the same extent as a VAT-registered
business.

A foreign company that is engaged in business in its home coun-

try but does not have a permanent establishment in Korea may

reclaim the VAT incurred on the purchase of the following goods

and services according to Article 107(5) of the Tax Incentive

Limited Law:

* Meals and hotel charges

 Advertisements

¢ Electricity and telecommunications

* Real estate rentals and leases

* Goods and services necessary for the maintenance of an office
in Korea

Refund application. A foreign company that seeks to reclaim VAT
paid in Korea must submit an application, together with the
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required documents, to the district National Tax Service (NTS)

by 30 June of the year following the calendar year covered by the

claim. The district NTS must refund eligible VAT by 31 December

of the year in which the application is submitted. The following

documents must accompany the claim:

* A certificate that proves the foreign company is a registered
business in its home country

* A detailed transaction list

* A copy of all tax invoices

* A power of attorney, if necessary

H. Invoicing

Tax invoice. When a registered trader supplies goods or services,

it must issue a tax invoice to the other party to the transaction.

The tax invoice must contain the following information:

* The registration number and the name of the individual or cor-
porate trader

* The registration number of the other party to the supply

* The value of the supply and the VAT charged

* The date, month and year in which the tax invoice is issued

* Other particulars as prescribed by the Presidential Decree

Electronic Tax Invoice system. The electronic tax invoice (ETI) is
a tax invoice that is electronically transmitted to the information
network of the NTS through an accredited certification system
that can confirm information, such as a supplier’s identification
and the details of tax invoices if changed.

Effective from 1 January 2010, all registered corporate taxpayers
must issue tax invoices under the ETI system and submit a state-
ment of delivery to the NTS by the date specified by Presidential
Decree, which is currently the day immediately following the
issuance date.

Self-issuance tax invoice. If a customer receives supplies of goods
or services from a trader without receiving a tax invoice, the
customer may issue a self-billed tax invoice, after receiving an
approval from a tax officer.

Receipt. Traders that carry on businesses dealing with the public,
such as retail outlets, ordinary restaurants, hotels, and passenger
transport, may issue a tax invoice that does not indicate sepa-
rately the name of the other party to the supply and the amount
of VAT charged.

Monthly tax invoices. If it is deemed necessary, a trader may pre-
pare and issue a tax invoice by aggregating the total receivable
transactions to the end of the month. The invoice must be issued
by the 10th day of the following month.

Import documentation. The Customs office is required to prepare
and issue import tax invoices for imported goods. The documents
must be given to individuals and companies that make imports
and must be issued in accordance with the provisions of the
Customs Law. However, only companies may claim a refund of
the VAT paid.

Credit note. If a tax invoice contains an error or if the trader needs
to make a correction to the submitted tax invoice after it has been
issued, the trader must prepare and reissue the tax invoice.



KorREA 437

Exemption from the obligation to issue tax invoices. Persons that
carry on any of the following activities are exempt from the obli-
gation to prepare and issue tax invoices:

* Self-supplies of goods, personal use of goods, donations for a
business purpose, supplies in the course of the closure of a
business and self-supplies of services

 Exportations of goods, supplies of services abroad, and other
specific supplies of goods or services that earn foreign cur-
rency and that are subject to the zero rate

Foreign-currency considerations. If a VAT invoice is issued in a
foreign currency, all values that are required on the invoice must
be converted into Korean won (KRW), using the exchange rate
at the time of supply. The exchange rate is contained in the
Foreign Exchange Transaction Regulation, and it is generally the
exchange rate announced by Seoul Money Brokerage Service Ltd
(http://www.smbs.biz).

Export documentation. A detailed statement is required for a sup-
ply to be qualified as an export. This document must be prepared
by the trader.

I. VAT returns and payment

The VAT period is quarterly. VAT returns must be filed on a
quarterly basis.

Preliminary returns. A trader is required to file preliminary
returns for the first and third quarters of the year, which end in
March and September, respectively. These preliminary returns
must indicate the tax base and the tax amount payable or refund-
able. The preliminary return must be filed within 25 days follow-
ing the last day of each preliminary return period. A trader must
pay the tax amount payable for the preliminary return period
when the return is filed.

Individuals or self-employed persons. In general, for the prelimi-
nary return period, individuals or self-employed persons must
pay an amount of tax equal to half of the tax paid for the regular
return in the immediately preceding return period. They are not
required to file preliminary returns. Individuals or self-employed
persons are not required to make a payment if the tax amount is
less than KRW200,000.

However, the actual tax amount collected or refundable during
the preliminary return period may be reported if the tax amount
to be reported under a preliminary return is less than one-third of
the amount of tax paid for the immediately preceding regular
return period (for example, as a result of the suspension of the
business or because of a downturn in business).

An individual or self-employed person who has no tax amount
payable for the immediately preceding year or who is establish-
ing a new business during the preliminary return period must
report the actual tax amount collected (or refundable) during the
preliminary return period.

Final returns. Traders must file a final return for the quarters
ended June and December for the 2nd and 4th quarters of the
year. The final return must be filed within 25 days following the
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end of the tax period. A trader must pay the tax amount payable
for the final return period at the time of filing the return.

VAT returns must be completed in Korean won (KRW), and
return liabilities must be paid in Korean won.

Few differences exist between a preliminary and final return
except for the filing period and the reporting of input VAT. For
companies that undertake both VAT-taxable and VAT-exempt
business activities, the amount of nondeductible input VAT used
for exempt business activities is recalculated in the final return.

Traders may file input VAT invoices related to the preliminary
return period in the following final return period without incur-
ring non-compliance penalties.

If a trader receives approval from the superintendent of the com-
petent tax office of its principal place of business to be treated as
a taxable unit, the trader must aggregate and report the tax
returns for all of its places of business.

A trader also must submit an aggregate summary of the tax
invoices for both sales and purchases and any supporting docu-
ments for zero-rated supplies at the time the preliminary returns
and final returns are submitted.

Record retention. A trader must keep the books in which the
transactions are recorded for a period of five years after the date
of the final return for the tax period in which the transactions
occurred. The books must also contain details of tax invoices or
receipts issued or received. Records may be kept in hard copy or
in electronic format.

Payments. A taxable person must pay the VAT due at each busi-
ness place at the time of filing the return. However, if a trader has
more than two business places, it may pay the entire VAT due at
its principal place of business with the prior approval from the
tax office that has jurisdiction over the principal business place.

Penalties. Penalties apply to the following VAT errors or offenses:

« Failure to register within 20 days from the establishment of a
business: 1% of the value of supply

* Failure to issue a correct tax invoice (including ETI) or to sub-
mit a correct list of tax invoices issued: 1% to 2% of the value
of supply

* Failure to transmit a list of ETIs issued: 0.1% to 1% of the value
of supply

« Failure to report a zero-rated VAT transaction in a VAT return:
0.5% of the tax base

* Failure to file a tax return: 10% to 40% of the underpaid tax
amount (overpaid tax refund)

 Underpayment and non-payment of taxes or overestimated
refund: underpaid tax amount (or overpaid tax refund) at a rate
of 10.95% annually

* Failure to comply with the requirement to make a proxy pay-
ment (reverse charge): 10% of the amount not paid

The first three penalties listed above are capped at KRW 100 million
(KRWS50 million for SMEs). The cap covers every six-month
period.
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A. At a glance
Name of the tax Value-added tax (VAT)
Local name Tatimi mbi Vleren e Shtuar
(TVSH)
Date introduced 31 May 2001
European Union (EU)
Member State No
Administered by Tax Administration of Kosovo
VAT rates
Standard 16%
Other Exempt with credit and exempt
VAT number format 1234567890
VAT return periods Monthly

Registration thresholds
Supply of domestic goods Annual turnover of EUR50,000

Exporters and importers Subject to registration
regardless of turnover

Recovery of VAT by

non-established businesses ~ No, as relevant regulation to
determine the refund procedure
is still pending.

B. Scope of the tax

VAT applies to the following transactions:

* The supply of goods and services performed by a taxable per-
son in Kosovo

* Importation of goods in Kosovo, regardless of the status of the
importer

» Reverse-charge supplies of services received by a taxable per-
son in Kosovo (services for which the VAT liability shifts to the
recipient of the service)

C. Who is liable

Any person (entity or individual) who independently carries out
any economic activity in a regular or non-regular manner, what-
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ever the purpose or results of that economic activity, is liable
to VAT.

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

For domestic supplies and for services subject to the reverse-
charge mechanism, the obligation to register for VAT purposes
and charge VAT is triggered when annual turnover in the previous
twelve months exceeds the threshold of EUR50,000. Any supply
made by the taxable person after the threshold is exceeded shall
be subject to VAT. In this case, the taxable person is required to
apply for VAT registration within 15 days after exceeding the
threshold. Consequently, the part of the supply which exceeded
the threshold will be taken into account for purposes of VAT in
the first tax period after registration.

Every person who meets all conditions of the definition of tax-
able person in Kosovo, but does not exceed the VAT registration
threshold may voluntarily register for VAT.

Persons involved in import or export activities must register for
VAT regardless of the amount of turnover.

Group registration. The Kosovan VAT law does not allow group
registration.

Non-established businesses. A “non-established business” is a
business that does not have a fixed establishment in Kosovo. No
VAT registration threshold applies to taxable supplies made in
Kosovo by a non-established business.

A non-established business must register for VAT in Kosovo if it

engages in any of the following taxable supplies:

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

* Services of services that are not subject to the reverse-charge
mechanism (services supplied to non-taxable persons, such as
private individuals or businesses which have not reached the
VAT registration threshold)

VAT representatives. A non-established business must appoint a
resident VAT representative to register for VAT purposes in
Kosovo. The VAT representative may act on behalf of the taxable
person for all purposes related to VAT and is jointly and sever-
ally liable for compliance with all VAT obligations of the non-
established business.

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

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices except for exempt supplies. The term “exempt supplies”
refers to supplies of goods and services that are not subject to
VAT and that do not give rise to an input VAT deduction.
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Some supplies are treated as “exempt with credit”, which means
that no VAT is chargeable, but the supplier may recover the input
VAT. Exempt with credit supplies include: exports of goods, sup-
plies related to international transport and other supplies of
goods or services under diplomatic and consular arrangements or
international bodies.

The standard VAT rate for taxable supplies is 16%.

The standard rate of VAT applies to all supplies of goods and
services, unless a sub-legal act introduces a reduced rate or a
temporary higher rate specific supplies of goods or services.
Which cannot be lower than 5% and not higher than 21%.

The use of goods or services purchased or produced in the course
of business activity for private purposes, or other nonbusiness
purposes, or their disposal free of charge (other than goods for
business use as samples or as gifts of small value) shall be
treated as taxable supplies, to the extent the VAT on those sup-
plies was deductible.

The following lists provide some examples of exempt supplies of
goods and services.

Examples of exempt supplies of goods and services without

VAT credit

* Hospital services and medical care

* Education

¢ Insurance

* Finance services

» Welfare services

* Betting, lotteries and other forms of gambling

* Supply of land

* Leasing of immovable property

Examples of exempt supplies of goods and services with
VAT credit
* Export of goods
* International transport
* Supplies under diplomatic and consular arrangements
* The supply of goods or services to international and inter-gov-
ernmental bodies
* Supply of gold to the Central Bank of Kosovo

E. Time of supply

The time when VAT becomes due (or chargeable event occurs) is

called the “time of supply.” VAT is due when one of the following

events occurs:

« Issuance of an invoice in respect of a supply of goods or ser-
vices

* Receipt of advance payment before the goods or services are
delivered

Special rules apply to continuous supplies of goods or services,
which are considered as being completed at intervals of one
month. Long-term contracts including long-term construction
contracts and long-term installation contracts shall be regarded as
completed at regular intervals but at least at the end of each cal-
endar year.
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F. Recovery of VAT

A taxable person may recover input tax, which is the VAT
charged on goods and services supplied to the person for busi-
ness purposes. A taxable person generally recovers input tax by
deducting it from output tax, which is the VAT charged on sup-
plies which he makes.

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

Nondeductible input tax. Generally input tax may not be recov-
ered on purchases of goods or services which are not used for
business purposes.

The following list provides some examples of items of expendi-
ture for which input tax is not deductible.

Examples of items for which input tax is not deductible

* Expenditure on yachts and boats intended for sport and recre-
ation, private aircraft, cars and motorcycles used not for busi-
ness purposes and fuels, lubricants, spare parts and services
closely linked thereto

» Expenditure as regards cars used for both private and business
purposes, with the right to deduct input VAT limited to 50%

» Expenditure for representation, which shall include costs for
entertainment and amusement during business or social con-
tacts, food costs including drinks and accommodation costs

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:

turnover enabling credit
total annual turnover

Amount of relevant input VAT =~ x

Supplies of capital goods and the incidental supply of financial
services are excluded from turnover for this purpose.

The pro rata of VAT shall be determined on an annual basis as a
percentage, and shall be rounded up to the next whole number.

The pro rata VAT calculation is tentatively based on the preceding
calendar year’s results. It must be adjusted by 31 January of the
following year in case of differences between the provisional pro
rata and the actual pro rata.

Taxable persons are invited to use a pro rata for each individual
activity of their business separately, provided they maintain sepa-
rate accounts for each individual activity and notify the tax
authorities.

Capital goods. Capital goods are items of capital expenditure used
for the production of other goods and services with a useful ser-
vice life of one year or more and acquired for a cost price equal
to or more than EUR1,000. Input tax is generally deducted in the
VAT period in which the goods are acquired. If the business com-
prises both taxable and exempt supplies and the capital goods do
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not only serve taxable supplies, the amount of input tax recovered
depends on the taxable person’s partial exemption recovery posi-
tion in the VAT year of acquisition. The amount of input tax
recovered is adjusted over time if the taxable person’s pro rata
changes during the adjustment period.

The capital goods adjustment applies to the following assets for
the number of years indicated:

» Immovable capital assets: 20 years

* Movable capital assets: five years

The adjustment is applied each year following the year in which
the goods were used for the first time, to a fraction of the total
input tax (1/5 for movable capital goods and 1/10 for immovable
capital goods).

The adjustment is not made if the difference of the deducted VAT
is less than EUR20.

Write-off of bad debts. Taxable persons who have not received
partial or total payment for a taxable supply may claim VAT
charged in respect of that supply after submitting an application
for the recognition of the bad debt with the tax authorities and
obtaining written permission by the latter. The application should
be accompanied by sufficient evidence to prove that the VAT on
the debt has been paid to the tax authorities and that the whole or
part of the payment for the taxable supply has not been received.

The application should be submitted not earlier than 6 months
after the end of the tax period in which the VAT on the whole or
part of the supply was paid to the tax administration.

Refunds. Kosovo refunds VAT incurred by VAT registered per-
sons. Taxpayers making exempt supplies only, cannot claim a
refund of the input VAT incurred in the course of their business
activities.

A taxpayer may claim a VAT refund until the 20th of the month

following a calendar quarter if the following conditions are met

simultaneously:

* There is a credit balance in the calendar quarter.

e The amount of VAT credit balance exceeds EUR5,000 in the
last month of the calendar quarter.

* The taxpayer submitted all VAT declarations and declarations
of other taxes for all previous tax periods.

* The taxpayer possesses sufficient documentation to prove the
entitlement to the VAT reimbursement claim.

For exports, a refund may be claimed after each tax period pro-

vided that the following conditions are met:

« The export transactions represent at least 25% of the total trans-
actions with right to deduct input VAT and the amount of VAT
credit exceeds EURS,000 at the end of the tax period.

» The taxable person has complied with all applicable customs
and VAT provisions.

 All VAT returns and other tax returns for all past periods have
been duly submitted.

* The taxpayer possesses sufficient documentation to prove the
VAT reimbursement claim.



444 Kosovo

The taxpayer must file a request for refund form with the relevant
tax office. The tax office must verify the fulfillment of the refund
conditions and approve the refund within 60 days. Interest is
applicable after exceeding the 60 days period if no reason for
delay exists.

The Minister of Economy and Finance has to issue a relevant
regulation to determine alternative procedures for refunding VAT
to persons not required to submit VAT returns, to persons who
cease their economic activity and to taxable persons and custom-
ers who are not established in Kosovo.

G. Invoicing

VAT invoices and credit notes. A Kosovan taxable person must
issue invoices for all taxable supplies made, including exports. A
VAT invoice is necessary to support a claim for input tax deduc-
tion or a refund. In order to qualify as a valid invoice it should
comply with the requirements set out in the Kosovan VAT law.

Taxable persons are allowed to issue summary invoices if they
carry out several separate supplies of goods or services during a
tax period which corresponds to a calendar month. 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. The Kosovan VAT law permits
electronic issue of invoices subject to acceptance by the recipient.
The authenticity of the origin and the integrity of their content
must be guaranteed by means of advanced electronic signature or
by means of electronic data interchange EDI as defined by
European arrangements and recommendations.

Foreign-currency invoices. Invoices may be issued in any curren-
cy, provided that the taxable amount and the amount of VAT due
is expressed in Euros. Where the taxable amount of a transaction,
other than the importation of goods, is expressed in a foreign
currency, the conversion of this amount into the domestic cur-
rency Euro shall be the latest selling rate as defined by the
Central Bank of Kosovo recorded at the time VAT becomes
chargeable. Where the value and factors used to determine the
taxable amount on importation are expressed in a foreign cur-
rency, the conversion of this amount into euro shall be made by
applying the exchange rate determined in accordance with the
Customs regulations governing the calculation of the value for
customs purposes.

Language. There are no requirements with regard to the language
of the invoice. However, for inspection purposes, the VAT author-
ities may ask for a translation of the invoice into an official lan-
guage of Kosovo (Albanian, Serbian and English).

H. VAT returns and payments

VAT returns. The tax period is a calendar month. The taxable
persons must submit the VAT returns and remit the VAT due not
later than the 20th of the calendar month following the end of
each tax period. For imports, VAT is payable upon importation.
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For a taxpayer that is newly registered the first tax period begins
on the date of the registration, as stated in the certificate of reg-
istration. The last taxable period for a taxable person undergoing
a deregistration procedure shall end on the date of the deregistra-
tion having begun on the first day of that month.

For a taxable person against whom a liquidation or bankruptcy
procedures is initiated the tax period shall begin on the day of
the opening of the liquidation or bankruptcy procedures and
shall end on the date of the decision on the conclusions of such
procedures.

Penalties. The Kosovan law No. 03/L-222 dated 12 July 2010,
“On Tax Administration and Procedures,” as amended provides
for the penalties described below.

Taxable persons who make supplies without being registered
shall be liable for the VAT due on those supplies plus an admin-
istrative penalty, if failure to register is due to negligence of the
person. The penalty equals 15% or 25% of the VAT due, depend-
ing on whether the taxable supplies made prior to registration
were less or more than EUR10,000. In addition, default interest
is applicable.

Failure to issue a VAT invoice or issuance of an inaccurate
invoice that results in a decrease of the VAT due or an increase of
the VAT credit shall be subject to a penalty of 15% of the VAT
amount where this was due to the negligence of the taxable per-
son. The penalty will increase to 25% in case of failure to issue
an invoice for a taxable supply in excess of EUR1,000 or issuing
an incorrect invoice that is more than EUR500 above or below
the amount that should have been included in the invoice of the
taxable person. In addition, default interest is applicable.

Late filing of VAT return is subject to a penalty of 5% of the tax
due for each month of delay, capped at 25% of the unpaid tax
liability. In addition, default interest is applicable.

Late payment of a tax obligation triggers a penalty amounting to
1% of tax due for each month or part of the month in delay up to
maximum of twelve months. In addition, interest is applicable.

Erroneous completion of a tax filing or a tax refund claim is
subject to a penalty of 15% of the undeclared tax liability or the
excess tax refund claimed where such understatement or over-
statements is 10% or less of the VAT due, or 25% where the
understatement or overstatements is more than 10% of the VAT
due. In addition, interest is applicable.

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 evade partially or entirely the payment of
taxes or gain unwarranted tax refunds or tax credits

* Taxpayers provide false information relevant for the collection
of taxes

* Taxpayers act as a member of group formed for the purpose of
repeatedly committing tax evasion
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A. At a glance

Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Reduced
Other

VAT number format
VAT return periods

Thresholds
Registration
Businesses established
in Latvia
Businesses established
elsewhere

Distance selling
Intra-Community
acquisitions

Recovery of VAT by
non-established businesses

Value-added tax (VAT)
Pievienotas vertibas nodoklis
(PVN)

1 May 1995

Yes (effective from 1 May 2004)

State Revenue Service
(http://www.vid.gov.lv)

21%

12%

Zero-rated and exempt
LV12345678901

Monthly, quarterly and
semiannually

EURS0,000

First taxable supply (specific
exemptions apply)
EUR35,000

EUR10,000 (for non-taxable
legal and private persons who
perform business activities
and are registered in Latvia;
non-taxable legal persons are
Latvian persons not registered
in the Latvian Register of VAT
Taxable Persons)

Yes
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B. Scope of the tax

VAT applies to the following transactions:

* The supply of goods, including the supply of goods within the
EU and exports of goods

* The supply of services

» The intra-Community acquisition of goods in Latvia from
another EU Member State

* The importation of goods into Latvia, regardless of the status of
the importer

* The acquisition of new vehicles within the EU by a non-regis-
tered or non-taxable person

* The supply of new vehicles from Latvia to any other EU
Member State

* Self-consumption of goods and services

* Reverse-charge services received by a Latvian taxable person

* Distance sales of goods in Latvia made to non-taxable persons

C. Who is liable

A taxable person is any natural or legal person or group of such
persons bound by agreement, or the representative acting for a
group of persons, who performs economic activities and who is
registered with the State Revenue Service Register of VAT
Taxable Persons. VAT groups and fiscal representatives are also
considered to be taxable persons.

The VAT registration threshold for local businesses is turnover
subject to VAT in excess of EURS50,000 in the preceding
12 months. If a business exceeds the VAT registration threshold, it
must register for VAT by the 15th day of the month following the
period in which the threshold is exceeded. However, voluntary
VAT registration is possible before reaching the VAT registration
threshold.

Special rules apply to non-established businesses (see below).

Group registration. Effective from 1 December 2009, VAT groups
are allowed in Latvia.

The following are the rules for the registration of VAT groups:

* The value of VAT taxable transactions of at least one member
of the VAT group in the preceding 12 months was EUR355,700).

» Each member of the VAT group must be registered for VAT.

» A member of a VAT group cannot be a member of another VAT
group.

* VAT group members can be capital companies belonging to the
same group of companies as well as Latvian branches of for-
eign legal entities, provided that, under the Law on Groups of
Companies, the foreign legal entity belongs to the group of
companies comprising other members of the VAT group.

* The members establishing the VAT group must enter into a
valid contract.

* The members of the VAT group must be reachable at their legal
addresses.

» The group members are jointly and severally liable for VAT
group tax liabilities.

Effective 1 January 2014, the VAT cost-sharing exemption has
been implemented. This provides an option to exempt support
services that the cost-sharing group supplies to its members,
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providing certain conditions are met (in accordance with VAT
Directive 2006/112/EEC Article 132(1)f and specific require-
ments laid out in Latvian VAT Law).

Non-established businesses. A “non-established business” is a
business that does not have a permanent establishment in Latvia.
A non-established business must register for VAT if it makes sup-
plies of goods or services for which it is liable to pay VAT in
Latvia. If a non-established business performs intra-Community
acquisitions of goods in Latvia or supplies of services and if it
fails to register as a VAT-taxable person, in certain cases, the
liability to account for reverse-charge VAT transfers to the
recipient of the goods or services in Latvia (provided the recipi-
ent is a VAT-registered person). An entity registered for VAT in
another EU Member State is not required to register for supplies
made to Latvian taxable persons if the reverse charge applies (that
is, the recipient of the service must account for the VAT on behalf
of the supplier). The reverse charge does not apply to supplies
made to private persons.

To register for VAT, a non-established business must submit the

following documents to the State Revenue Service:

* A completed application form provided for in the Cabinet
Regulations

* A copy of the registration certificate

* A copy of the articles of association

* Copies of agreements with major transaction partners in Latvia
if requested by the State Revenue Service

« Confirmation of the address of the business in Latvia, if such
an address exists

The person who submits the application must be either a person
who has signature rights in the company or the applicant’s autho-
rized person. The person who submits the application must also
present a passport or a driving license as proof of identity. In
addition, if the person who submits the application is acting as
the applicant’s representative, he or she must present a power of
attorney.

Effective from 1 January 2011, it is also possible to register a
fiscal representative if the requirements stated in the Latvian VAT
Law are met.

Effective 1 January 2014, persons established outside the EU are
no longer required to appoint a fiscal representative to register
for VAT purposes, and they can register in their own names.
However, they may still opt to appoint a fiscal representative.

Late-registration penalties. No specific penalty applies to late
registration. However, the following penalties may be assessed if
VAT is not paid or if VAT returns are not filed as a result of late
registration or non-registration.

* An administrative penalty in the amount of EUR210 to
EUR350 may be imposed for non-registration in the VAT tax-
able person’s register.

* A penalty may be imposed for undeclared VAT. In such circum-
stances, undeclared VAT must be paid, together with a penalty
of up to 30% of the unpaid VAT and late payment fines of
0.05% per day.
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* A penalty in the amount of 0.05% per day may be imposed for
late VAT payments.

Domestic reverse charge. Domestic supply of timber products and
related services are subject to the reverse-charge mechanism if
the supplier and customer are taxable persons.

Domestic supplies of specified scrap materials and related ser-
vices are subject to the reverse-charge mechanism if the supplier
and customer are taxable persons and the customer is licensed to
purchase scrap materials in Latvia or, lacking such a license, has
obtained a permit for performing A- or B-category polluting
activities or for collecting, handling, sorting or storing waste.
Scrap materials include certain ferrous and nonferrous scrap, car
wrecks, electrical and electronic waste, and batteries.

Effective from 1 January 2012, the domestic supply of construc-
tion services (such as construction of new buildings or recon-
struction of a part or the whole of existing buildings) and
construction-related services is subject to the reverse-charge
mechanism if the supplier and customer are taxable persons and
if the construction services are performed based on agreements
concluded on or after 1 January 2012. With respect to construc-
tion services provided based on agreements concluded on or
before 31 December 2011, the reverse-charge mechanism is
applicable from 1 January 2013.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are subject to VAT. The term “exempt supplies” refers
to supplies of goods and services that are not subject to VAT and
that do not give rise to a right of input VAT deduction. In addi-
tion, effective from 1 January 2010, services supplied according
to the new place of supply rules to other persons who perform
economic activities (EU Directive 2008/8/EC) are treated as ser-
vices that have a place of supply located in another country.
Consequently, VAT does not apply to such supplies. However,
these supplies give rise to a right of input VAT deduction.

In Latvia, the following rates of VAT apply:
« Standard rate: 21%

* Reduced rate: 12%

e Zero rate (0%)

The standard rate of VAT applies to all supplies of goods or ser-
vices, unless a specific measure provides for the reduced rate, the
zero rate or an exemption. When an exemption is granted, there
may be an option to tax.

Real estate. Real estate transactions are generally exempt except
for the sale of unused real estate or part of it and the sale of build-
ing land. In general, a land plot is considered building land if
building permission was issued after 31 December 2009.
Effective 1 January 2013, an option to tax has been introduced
for supplies of “used” real estate made to taxable persons.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at a reduced rate of VAT.
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Examples of exempt supplies of goods and services
« Financial services
« Insurance and reinsurance services
* Health and welfare services
» Education and cultural services
* Postal services provided by Latvijas Pasts
* Betting and gambling

Examples of supplies of goods and services taxable at 0%
* Exports of goods and related services
* International transport
* Tourism services provided outside Latvia

Examples of goods and services taxable at 12%

* Mass media and subscriptions thereto, except erotic material
and pornography

* Specialized products for infants

* Medicines and medical devices (according to a special list)

* Study literature (literature printed especially for schools and
universities) and original literature (according to a special list)

* Firewood and fuel wood supplied to natural persons

* Supply of thermal energy to natural persons

* Public transport services provided in Latvia

* Accommodation services provided in Latvia

E. Time of supply

In general, VAT is due when the following events occur:

* The goods are delivered or service is performed, and the VAT
invoice is issued.

* A prepayment is received in accordance with the prepayment
invoice issued.

However, for a supply of services subject to the new place of
supply rules under EU Directive 2008/8/EC, VAT is due when the
service is performed or the prepayment is received.

A VAT invoice must generally be issued within 15 days after
services are rendered or goods are supplied. If the transaction is
performed continuously over a long period of time, the VAT
invoice may be issued for a period not exceeding six months.

Intra-Community acquisitions. VAT related to the intra-Commu-
nity acquisition of goods must be paid when the goods and VAT
invoice are received or when a prepayment is made in accordance
with the invoice received.

If a tax invoice has not been received, the VAT due must be
included in the VAT declaration for the tax period after the period
in which the intra-Community acquisition is made.

Imported goods and postponed accounting. Import VAT becomes
due when goods are released for free circulation.

VAT on imports that is paid to the state budget may be deducted
as input VAT in VAT returns for the period in which the goods are
released for free circulation.

Under the Latvian VAT law, the principle of postponed account-
ing rules can be applied to the importation of fixed assets if the
following conditions are satisfied:
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* The taxable person imports fixed assets, which are intended
fully or partially for use in its taxable transactions within a
period of at least 12 months from the moment of importation of
the fixed assets.

* The value of the fixed assets (excluding VAT) is at least
EURT710.

* The taxable person does not have a tax debt for previous tax
periods.

* The fixed asset is a passenger car imported by a taxable person
engaged in the basic activity of leasing or hire-purchase trans-
actions with passenger cars or the provision of taxi services and
vehicle driver training.

Postponed VAT accounting corresponds to the principle that

instead of physical payment of import VAT into the State budget,

the taxpayer may declare it by way of reverse-charge VAT. Until

1 December 2009 such principle (under specific conditions)

applied with respect to fixed assets (see above). However, under

amendments to the Latvian VAT law, effective from 1 December

2009, the postponed VAT accounting mechanism can also be

applied to the importation of goods that are to be released in free

circulation in the EU. However, a taxable person is entitled to
apply the postponed accounting mechanism only if the person
has received in advance a special permit from the Latvian State

Revenue Service. To receive this permit, the following conditions

must be satisfied:

« The taxable person must have registered its economic activities
in Latvia.

« The taxable person is a registered client of the State Revenue
Service electronic reporting system.

* On the date of submission of the application to receive the
permit, the taxable person does not have a tax debt relating to
previous tax periods, or such tax debt is paid within five work-
ing days after the submission date of the application.

» The employee who has authority to sign the application has not
been punished for criminal offenses of an economic nature.

* By a date specified by the State Revenue Service, the taxable
person provides informative reports or additional information
that is necessary to determine the amount of tax payable to the
State budget or the amount of an overpayment.

Cash accounting. Latvia operates a cash accounting scheme. To
use cash accounting, a taxpayer’s transactions (threshold) are
generally not more than an annual turnover of EUR99,600.

F. Recovery of VAT by taxable persons

A taxable person may deduct input VAT, which is the VAT
charged on goods and services supplied to it for business pur-
poses. A taxable person generally recovers input VAT by deduct-
ing it from output VAT, which is VAT charged on supplies made.

Input VAT includes VAT charged on goods and services supplied
in Latvia, VAT paid on imports of goods, and VAT self-assessed
for intra-Community acquisitions of goods, for reverse-charge
services received from foreign persons, as well as for domestic
reverse-charge services, namely, supplies of specified scrap
materials, supply of timber products and related services, and
provision of construction services.
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The amount of the VAT reclaimed must be supported by a valid
VAT invoice.

Nondeductible input VAT. Input VAT 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 an
entrepreneur). In addition, input VAT may not be recovered for
some items of business expenditure.

The following lists provide some examples of items of expendi-
ture for which input VAT is not deductible and examples of items
for which input VAT is deductible if the expenditure is related to
a taxable business use.

Examples of items for which input VAT is nondeductible
* Hotel accommodation (if nonbusiness expenditure)
* Business gifts (except representation gifts with the company
logo for which 40% of the input VAT is deductible)
« Taxi services (if nonbusiness expenditure)
* Business and employee entertainment

Examples of items for which input VAT is deductible
(if related to a taxable business use)
« Purchase, lease and hire of vans and trucks
* Fuel for vans and trucks
* Purchase, lease and hire of cars, including maintenance costs
such as fuel and repair costs
— 100% deductible if the car has fewer than eight passenger
seats and the car’s exclusive use in taxable transactions of
the business is documented in accordance with the law’s
requirements
— 80% deductible if the car has fewer than eight passenger
seats and car’s value is less than EUR50,000 (VAT exclud-
ed), i.e., not a luxury car, and the car’s exclusive use in tax-
able transactions of the business is documented in accord-
ance with the law’s requirements
* Purchase, lease and hire of luxury cars, including maintenance
costs such as fuel and repair costs (effective 1 January 2014):
— 100% deductible, if it can be proved that the luxury car is
fully used in making taxable transactions of the business
— 0% deductible, if the taxpayer is not able to prove that the
luxury car is fully used in taxable transactions of business
* Parking
* Mobile phones
* Advertising
* Books
» Taxi services

Partial exemption. Input VAT directly related to performing VAT-
exempt supplies is not recoverable. If a Latvian taxable person
makes both VAT-exempt supplies and taxable supplies, it may not
deduct input VAT in full. This situation is referred to as “partial
exemption.”

The amount of input VAT that may be deducted by a partially
exempt business is calculated based on the percentage of taxable
supplies to total supplies made each month. The monthly calcula-
tion is adjusted annually.
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Effective 1 January 2014, the percentage of deductible input VAT
is to be rounded up to the next whole number (e.g., 19.2% is
rounded up to 20%).

If a taxable person makes both taxable and VAT-exempt supplies
and if the value of its taxable supplies is greater than 95% of the
total value of its supplies in the period, the taxable person may
deduct input VAT in full (without applying the partial-exemption
calculation) on a monthly basis. A taxable person that is in this
position must adjust its input VAT deduction on an annual basis.

Effective 1 January 2013, partially exempt taxable persons must
apply separate VAT accounting to allocate input tax to taxable
and exempt supplies. The use of a pro-rata calculation is allowed
only in cases where separate accounting cannot be used.

Capital goods. Capital goods are items of capital expenditure that
are used in a business over several years.

In Latvia, the capital goods adjustment applies to the following

assets for the number of years indicated:

» Immovable property: 10 years

* Fixed assets that have a purchase or producing value (expendi-
ture incurred to produce a fixed asset) exceeding EUR71,143
excluding VAT: five years

The amount of input tax recovered depends on the taxable per-
son’s partial exemption recovery position in the VAT year of
construction, production or 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.

During the construction, production or purchase phase for real
estate or a fixed asset, the input VAT is deducted according to the
normal rules. The adjustment is applied each year following the
year of construction, production or acquisition, to a fraction of the
total input tax (1/10 for immovable property and 1/5 for the fixed
assets). The adjustment may result in either an increase or
decrease of deductable input tax, depending on whether the ratio
of taxable supplies made by the business has increased or
decreased since the year in which the capital goods were acquired.

An adjustment is not made if the proportion does not change dur-
ing the tax year.

If immovable property (or a part of it) is sold within a period of
10 years after its acquisition or acceptance for service, the tax-
able person must repay to the state budget an amount of input tax
equal to an amount calculated by multiplying 1/10 of the deduct-
ed input tax by the number of years that remain in the 10-year
adjustment period. This repayment is included in the value of the
immovable property, and the purchaser may not deduct it as an
input tax.

Refunds. Under amendments to the Law on Value-Added Tax,
effective from 1 July 2010, the State Revenue Service may carry
forward overpaid VAT incurred on or after 1 July 2010 to the next
tax period within 30 days after it receives the VAT return for the
respective tax period.



454 LATVIA

The transfer of the overpaid VAT to the next tax period may occur
after the taxpayer makes a request in the Electronic Declaration
System and the other tax liabilities of the taxpayer are fulfilled.

If, after the fulfillment of other tax liabilities, an amount of over-
paid VAT amount remains, the respective VAT amount may be
forwarded to the following tax period.

If, at the end of the tax year, an amount of overpaid VAT for the
taxpayer remains, the overpaid VAT is repaid to the taxpayer’s
bank account within 10 days after the State Revenue Service
receives the VAT return for the final month of the respective tax
year and approves the overpaid VAT amount.

The State Revenue Service refunds overpaid VAT incurred dur-
ing the tax period if at least one of the following conditions
is met:

* The total amount of the taxpayer’s zero-rated transactions
and the transactions that have a place of supply not in
Latvia account for at least 90% of the total value of taxable
transactions.

» The overpaid VAT amount exceeds EUR1,422, and the total
amount of zero-rated transactions, reduced-rate transactions
and transactions that have a place of supply not in Latvia
account for at least 20% of the total value of taxable transac-
tions.

» The overpaid VAT amount incurred for fixed assets exceeds
EUR142.29, and the taxable person requests a refund of the
VAT overpayment.

* The overpaid VAT amount exceeds EURI,422, and it is
incurred for goods and services purchased for transactions
involving timber, scrap metal or provision of construction ser-
vices.

* The overpaid VAT amount exceeds EUR11,382.

The State Revenue Service may delay the refund of an overpaid
tax amount by notifying the taxpayer in writing if any of the fol-
lowing circumstances exist:

* A decision has been made to conduct examinations and audits
regarding the transactions and to seek necessary information
for such examinations and audits. The period of the delay
extends to the date on which the tax administration completes
its evaluation of the transactions and reaches a decision regard-
ing the justification for the application.

* The taxpayer cannot provide documentary evidence justifying
the application of the 0% tax rate. The period of the delay
extends until the date on which the documents are submitted
verifying the exports or otherwise confirming the application
of the 0% tax rate.

* The overpaid tax must be reduced by the amount of tax paid
with respect to bad debts. The period of the delay extends to the
date on which the reduction takes place.

Bad debts. Effective from 1 December 2009, a new rule regarding
the recovery of bad debts applies. Under the new rule, taxable
persons who supply goods or provide services may recover VAT
related to their bad debts if specific conditions are met. VAT
recovery can be performed on an annual basis.
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G. Recovery of VAT by non-established businesses

Latvia refunds VAT incurred by businesses that are not estab-
lished in Latvia nor are required to be registered for VAT there.
Non-established businesses may claim Latvian VAT refunds to
the same extent as VAT-registered businesses.

Refund application. For businesses established in the EU, refund
is made under the terms of EU Directive 2008/9/EC; for busi-
nesses established outside the EU, refund is made under the terms
of the EU 13th Directive.

The application form may be completed in Latvian or in English.

Refund claims may be made for the following periods:

* One calendar year or a period of less than three months if the
claim is made for the last three months of the calendar year
(that is, the period from 1 October to 31 December)

* A period of at least three calendar months and less than one
calendar year

For non-EU taxable persons, a claim for a complete calendar year
must exceed EURS0, and a claim for a period of less than a cal-
endar year, but longer than three months, must exceed EUR400.

For EU taxable persons, the amount of the claim in an application
for a complete calendar year must exceed EURS50, and the
amount of claim in an application for a period shorter than a
calendar year, but longer than three months, must exceed
EURA400 or the equivalent in other currency.

For non-EU taxable persons, the documents must be submitted to

the State Revenue Service within the following time limits:

* For a claim for one calendar year or a period of less than three
months (limited to the last three calendar months of the year):
by 30 September of the following year

* For a claim for a period of at least three calendar months but not
longer than one calendar year: within three months after the end
of the period indicated on the application form

The documents must be submitted to the State Revenue Service
via the Electronic Declaration System by 30 September of the
period following the requested refund period. In practice, the
VAT could be refunded within a four-month period from the date
of submission of the documents. This period may be prolonged if
the tax authorities ask for additional information. In such case,
the State Revenue Service will make a decision on a tax refund
within a period of four months from the date of receipt of all
relevant documents and information additionally required and
submitted by the respective taxable person.

For EU taxable persons, the VAT refund request must be submit-
ted via the local tax authorities according to the principles pro-
vided by EU Directive 2008/9/EC.

The decision on the VAT refund for persons from other EU
Member States is made within four to eight months, depending
on whether additional information is required by the State
Revenue Service or the tax authorities of the other EU Member
States.
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H. Invoicing

VAT invoices and credit notes. A Latvian taxable person must
generally provide a VAT invoice for all taxable supplies made and
for exports within 15 days after the supply has been made or
advance payment has been received.

A VAT credit note may be used to reduce the VAT charged and
claimed on a supply. The document must be clearly marked “credit
note,” and it should refer to the original invoice. A credit note
must also indicate the reason for the correction and any new
items arising from it.

Electronic invoicing. Effective 1 January 2013, the Latvian VAT
law has been amended to permit electronic invoicing in line with
EU Directive 2010/45/EU.

Proof of exports. The zero VAT rate applies to exports of goods.
An export supply must be accompanied by evidence confirming
that the goods have left Latvia. Suitable evidence includes the
stamped customs exportation documentation.

Invoices issued in a foreign currency. Effective 1 January 2014, if
an invoice is issued in a currency other than the euro, the amount
of the VAT must be converted to euros. The conversion must be
done using the official exchange rate quoted by the European
Central Bank on the date of the supply or on the date when the
advanced payment has been received.

l. VAT returns and payment

VAT returns. In general, VAT returns may be filed monthly, quar-
terly or semiannually, depending on the amount of taxable sup-
plies made by the taxable person. A VAT return must be filed by
the 20th day of the month following the end of the tax period via
the Electronic Declaration System.

VAT returns must be filed every six months if, during the year
before the tax year, the amount of taxable transactions of the tax-
able person did not exceed EUR14,228.72, and if the taxable
person did not perform intra-Community supplies of goods or
supply services that had a place of supply in other EU Member
States.

VAT returns must be filed on a quarterly basis if, during the year
before the tax year, the amount of taxable transactions exceeded
EUR14,228.72 but did not exceed EUR50,000, and if the taxable
person did not perform intra-Community supplies of goods or
supply services that had a place of supply in another EU Member
State.

VAT returns must be filed on a monthly basis if the amount of
taxable transactions performed by a taxable person during the
year before the tax year or during the tax year exceeds EUR50,000
or if the taxable person supplies goods or services within the EU.

Penalties. An administrative penalty for the non-submission of a
VAT return is payable to the state budget in an amount ranging
from EUR70 to EUR700. In addition, the tax authorities can
exclude the taxpayer from the registry of VAT-taxable persons.
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Also, penalties may be imposed for undeclared VAT. In such
case, the undeclared VAT must be paid, together with a penalty of
up to 30% of the unpaid VAT amount and a late penalty fine in
the amount of 0.05% per day.

A penalty for late VAT payment is imposed in the amount of
0.05% per day.

J. EU filings

INTRASTAT. A 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. The applicable form, which must be submitted to the
Central Statistical Bureau of the Republic of Latvia, depends on
the threshold prescribed for acquisitions and supplies, respec-
tively. The following are the INTRASTAT thresholds, effective
from 1 January 2013:

* LVL 100,000 (approximately €142,000) for intra-Community
acquisitions (if this threshold is met, INTRASTAT 1A must be
submitted)

* LVL 1,800,000 (approximately €2,561,000) for intra-Community
acquisitions (if this threshold is met, INTRASTAT 1B must be
submitted)

* LVL 100,000 (approximately €142,000) for intra-Community
supplies (if this threshold is met, INTRASTAT 2A must be
submitted)

* LVL 2,400,000 (approximately €3,415,000) for intra-Community
supplies (if this threshold is met, INTRASTAT 2B must be
submitted)

The INTRASTAT return must generally be submitted on a
monthly basis. The submission deadline is the 10th day of the
month following the return period.

Penalties may be imposed for late, missing or inaccurate declara-
tions.

EU Sales Lists and EU Purchase Lists. If a taxable person makes
intra-Community supplies of goods and services in a return
period, it must submit an EU Sales List (ESL) to the State
Revenue Service. An ESL must be submitted as an appendix to
the VAT return.

ESLs must be submitted electronically on a calendar monthly
basis by the 20th day following the end of the month.

If a taxable person makes intra-Community acquisitions of goods
and services in a return period, it must submit an EU Purchase List
(EPL) listing intra-Community acquisitions of goods and servic-
es to the State Revenue Service. The EPL must be submitted as
an appendix to the VAT return.

EPLs must be submitted electronically on a calendar monthly
basis by the 20th day following the end of the month.

Penalties may be imposed for late, missing or inaccurate ESLs
and EPLs.
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A. At a glance
Name of the tax
Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Other

VAT number format

VAT return periods
Thresholds
Recovery of VAT by

non-established businesses

B. Scope of the tax

Value-added tax (VAT)
1 February 2002

No

Ministry of Finance
(http://www.finance.gov.1b)

10%

Exempt and zero-rated

Tax identification number
(TIN), followed by the VAT
number (indicating whether the
taxable person is an exporter;
for example, 1473-601)
Quarterly

LBP150 million

No

VAT applies to the following transactions:

* The supply of goods or services made in Lebanon by a taxable
person

 The importation of services by a person resident in Lebanon

* The importation of goods into Lebanon, regardless of the status
of the importer

C. Who is liable

A taxable person is an entity or individual who makes taxable
supplies of goods or services in the course of doing business in
Lebanon, in excess of the registration threshold. This definition
includes a permanent establishment of a foreign business in



LEBANON 459

Lebanon. The deadline for registration is two months after the
last day of the quarter in which the liability to register arose.

The VAT registration threshold is total turnover of at least
LBP150 million in the preceding four quarters.

Voluntary registration. Any person that begins or performs an
independent economic activity that is liable to tax, or that is exempt
with the right of deduction in accordance with the provisions of
the VAT law, may voluntarily apply to become a taxable person,
regardless of the person’s level of turnover.

Group registration. The Lebanese VAT law does not allow VAT
group registration. 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 establishment in Lebanon. A non-
established business must register for VAT if it makes taxable
supplies in Lebanon.

Tax representatives. A non-established business must appoint a
tax representative resident in Lebanon before it makes any sup-
plies of goods or services there, regardless of its expected level
of turnover. The tax representative is jointly and severally respon-
sible for the payment of all VAT liabilities and penalties with the
non-established business that it represents. The tax representative
is solely responsible for complying with all of the other provi-
sions of the Lebanese VAT law.

If a Lebanese resident receives a taxable supply of goods or ser-
vices from a non-established supplier that has not appointed a tax
representative in Lebanon, the Lebanese resident is liable to pay
VAT and any penalties due to the VAT authorities. However, the
Lebanese resident may try to recover these amounts from the
non-established supplier.

Deregistration. A taxable person that ceases to carry on business
in Lebanon must end its registration. A taxable person whose
turnover falls below the compulsory registration limit may also
deregister.

A taxable person that is registered voluntarily may request dereg-
istration if its annual turnover does not exceed the compulsory
VAT registration threshold.

Late-registration penalties. Before Law No. 44, dated 11 November
2008 (Law of Tax Procedures), the VAT assessment for late reg-
istration was made under Article 36, Section 3 of the 2004 Budget.
This section states that every person who meets the taxable
conditions in accordance with the VAT law and who does not
submit a registration request within the legal period is subject to
the following measures:

» The amount of tax is assessed on the basis of the lump-sum
profit stated in the income tax return with respect to the taxable
operations carried out from the deadline for the registration for
VAT up to the date of effective registration. In this case, the
person may not benefit from the right to deduct the input VAT
incurred during the above-mentioned period.
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* A 10% late penalty is imposed on the amount of VAT as calcu-
lated above for each VAT period (quarter). This penalty may
not exceed 100% of the amount due and may not be less than
LBPI million (USD667).

In addition, under Law No. 44, dated 11 November 2008, late
registration with the relevant tax department triggers the follow-
ing penalties:

* LBP2 million for joint stock companies

* LBP1 million for limited liability companies

» LBP300,000 for sole proprietorships and other taxpayers

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to a rate of VAT, including the zero rate. The
term “exempt supplies” refers to supplies of goods and services
not liable to tax which do not give rise to a right of input tax
deduction (see Section F).

In Lebanon, the two rates of VAT are the standard rate of 10%
and the zero rate (0%). The standard rate of VAT applies to all
supplies of goods and services, unless a specific measure pro-
vides for the zero rate or an exemption.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at the zero rate of VAT.

Examples of exempt supplies of goods and services
* Postal services and stamps
* Education
* Insurance
* Financial services
* Transfer of real estate
* Medical services and equipment
* Precious metals and precious and semiprecious stones
* Betting and gaming
* Transport of persons
* Agricultural activities and products, including livestock, seeds,
animal feed and pesticides
* Books, newspapers and magazines
* Basic foodstuffs and baby food

Examples of goods and services taxable at 0%
* Exported goods
 Exported services
* International transport

E. Time of supply

The time when VAT becomes due is called the “time of supply”

or “tax point.” The tax point is the earliest of the following

events:

* When the goods are delivered or the services are performed

» When the consideration is paid if this occurs before the goods
are delivered or services are performed

* When the invoice is issued if this occurs before the goods are
delivered or services are performed
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Imported goods. The time of supply for imported goods is when
the liability to pay customs duties arises, that is, either on the date
of importation or when the goods leave a duty suspension regime.

Imported services. A Lebanese resident who uses a service in
Lebanon that is acquired from abroad must account for VAT on
the service and pay VAT due to the VAT authorities. The tax point
is when the service is received and the consideration is paid.

F. Recovery of VAT by taxable persons

A VAT payer may recover input tax, which is VAT charged on
goods and services supplied to it 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 Lebanon and VAT paid on imports.

A valid tax invoice or customs document must generally accom-
pany a claim for input tax.

Nondeductible input tax. 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). In addition, input tax may not be recovered for
some items of business expenditure.

The following lists provide some examples of items of expendi-
ture 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
* Business entertainment
» Nonbusiness expenditure

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Accommodation
* Advertising
* Business gifts
» Conferences
 Purchase, lease and hire of cars, vans and trucks
* Business use of home telephone
* Mobile phones
* Taxis

Partial exemption. Input tax directly related to making exempt
supplies is not generally recoverable. If a Lebanese taxable
person makes both exempt and taxable supplies, it may not
recover input tax in full. This situation is referred to as a “partial
exemption.” Zero-rated supplies (sometimes referred to as
“exempt with credit” supplies) are treated as taxable supplies for
these purposes.

A taxable person that makes both taxable and exempt supplies
may generally recover input tax that is related to taxable supplies
only. Input tax directly allocated to taxable supplies is deductible,
while input tax directly related to exempt supplies is not deduct-
ible. The remaining input tax that is not allocated directly to
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exempt and taxable supplies is apportioned. The apportionment
may be calculated based on the value of taxable supplies made
compared with total turnover.

However, certain VAT exempt entities, including hospitals, edu-
cational institutions and nonprofit organizations, known as
“Article 59 entities,” are subject to a special VAT recovery regime.
Article 59 entities use fixed recovery percentages for recovering
input VAT, depending on the type of expenditure. The following
are the fixed percentages:

* 100% recovery is allowed for purchases of fixed assets.

* 100% recovery is allowed for current expenses.

Refunds. If the amount of VAT recoverable in a month exceeds
the amount of VAT payable, the taxable person earns a VAT credit.
The VAT credit is generally carried forward to offset output tax
in the following VAT period. A refund of any remaining VAT
credit may be claimed twice per year (every six months). How-
ever, exporters may claim a refund of the VAT credit at the end of
each quarterly VAT period.

The VAT authorities must make a refund within three months
after the date of receipt of the claim. The VAT authorities pay
interest on late refund payments at a rate of 9% per year, begin-
ning at the end of the fourth month following the date on which
the claim is submitted.

G. Recovery of VAT by non-established businesses

The Lebanese VAT authorities do not refund VAT incurred by
businesses that are neither established nor registered for VAT in
Lebanon.

H. Invoicing

VAT invoices and credit and debit notes. A taxable person must
generally provide VAT invoices for all taxable supplies made to
other taxable persons and for exports. Taxable persons that sup-
ply goods and services primarily to retail customers may issue
cash receipts instead of full tax invoices.

A VAT credit note may be used to reduce the VAT charged and
reclaimed on a supply of goods or services. The value of the sup-
ply may be reduced if a supply is cancelled, goods are returned
(in full or in part) or the contractual price is reduced. The amount
of VAT credited must be separately itemized in the credit note.
The credit note must be cross-referenced to the original VAT
invoice and must contain generally the same information.

Proof of exports. Lebanese VAT is not chargeable on supplies of
exported goods, which are zero-rated. However, to qualify as
VAT-free, an export supply must be accompanied by official
customs evidence and port clearance documents, stating that the
goods have left Lebanon.

Invoices issued in a foreign currency. If an invoice is issued in a
foreign currency, all values for VAT purposes must be converted
to Lebanese pounds (LBP) using a published exchange rate for
the date of the transaction.
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I. VAT returns and payment

VAT returns. Lebanese VAT returns are submitted for quarterly
periods. VAT returns must be filed within 20 days after the end
of the tax period. Payment in full is required at the same time.
VAT liabilities must be paid in Lebanese pounds.

Effective 1 January 2014, all VAT-registered taxpayers are
required to file their tax returns electronically. To access the
electronic system, taxpayers were required to register for e-filing
by 31 January 2014.

Penalties. A penalty is charged for the late submission of a VAT
return at a rate of 5% of the tax due for each month or part of a
month that the return is late. The minimum penalty is LBP750,000
for joint stock companies, LBP500,000 for limited liability com-
panies and LBP100,000 for other taxpayers, and the maximum
penalty is 100% of the tax due. For these purposes, a fraction of
a month is considered to be a whole month.

A penalty is charged for late payment of tax at a rate of 1.5% per
month or part of a month that the tax is unpaid.

Penalties apply to a range of other VAT errors and offenses,
including the submission of incorrect tax returns (penalty is 20%
of the difference between the tax due and tax paid), the issuance
of incorrect VAT invoices (penalty is 25% of the tax due on the
invoice), the issuance of invoices by unregistered taxpayers (pen-
alty is three times the VAT amount in the invoice) and the failure
to retain documents.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Reduced
Other

VAT number format

VAT return periods
Monthly
Semiannually

Quarterly

Other

Value-added tax (VAT)
Pridetines vertes mokestis
1 May 1994

Yes (effective from 1 May 2004)

Ministry of Finance
(http://www.finmin.It)
State Tax Inspectorate
(http://www.vmi.lt)

21%
5%, 9%
Zero-rated and exempt

LT123456789
LT123456789012

General return period

For natural persons; optional
for legal persons with turnover
not exceeding LTL200,000
(EURS7,924) in the preceding
year

For non-EU persons that
supply electronic services

to non-taxable persons

For members of international
groups (period may not be
longer than 60 days, and the
entity’s fiscal year must be

the calendar year)
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Thresholds
Registration
Businesses established
in Lithuania

Businesses established
elsewhere
Distance selling
Recovery of VAT by
non-established businesses

Revenue of LTL155,000
(EUR44,891) in the
preceding 12 months

First taxable supply (unless
the reverse charge applies)

LTL125,000 (EUR36,203)

Yes

B. Scope of the tax

VAT applies to the following transactions:

* The supply of goods or services in Lithuania made for consid-
eration by a taxable person performing economic activities

» The intra-Community acquisition of goods from another
Member State (see the chapter on the EU)

* The importation of goods into Lithuania (subject to import VAT)

« Certain other cases linked to the international traffic of goods
(for example, the supply of goods that are intended to be pro-
duced to customs and placed in temporary storage, the supply
of goods that are intended to be placed in a free zone or in a free
warehouse and the supply of goods that are intended to be
placed under customs warehousing arrangements or inward
processing arrangements)

C. Who is liable

Persons liable for VAT are:

» A taxable person, i.e., a business entity, an individual estab-
lished in Lithuania or elsewhere or a collective-investment
undertaking (fund) that performs economic activity in the
course of its business in Lithuania

* A taxable person, a legal entity which is not a taxable person
with respect to intra-EU acquisitions of goods or any person
with respect to acquisitions of new means of transport

The VAT registration threshold for Lithuanian entities is turnover
in excess of LTL155,000 in the preceding 12 months. If the total
turnover of all the entities controlled by a single entity or by an
individual exceeds LTL155,000, all the entities are required to
register for VAT even if the turnover of each entity separately
does not exceed the threshold.

The VAT registration threshold for Lithuanian and foreign enti-
ties is the amount of intra-EU acquisitions of goods exceeding
LTL35,000 in the preceding 12 months.

Special rules apply to foreign or “non-established” businesses
that have no fixed establishment in Lithuania.

Voluntary registration. A business established in Lithuania that
has turnover not exceeding the registration threshold (except
when it is carrying out or intends to carry out only an activity for
which input and/or import VAT on goods and/or services used
could not be deductible under the provisions of Lithuanian VAT
law) or a person that acquires or plans to acquire goods from
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another EU Member State (except new means of transport or
excise goods) may register for VAT voluntarily. In practice, per-
sons established outside Lithuania may also voluntarily register
for VAT.

Group registration. VAT group registration is not allowed under
Lithuanian VAT law. Entities that are legally related must register
for VAT individually.

Non-established businesses and tax representatives. A “non-
established business” is a business that does not have a fixed
establishment in Lithuania. A non-established business must
register for VAT in Lithuania if it makes taxable supplies of
goods or services there. No VAT registration threshold applies to
supplies made by foreign non-established businesses; that is,
registration is required in the event a taxable supply is made in
Lithuania, unless the reverse charge applies or unless the supply
is outside the scope of VAT or is exempt. A non-established busi-
ness must register for VAT through a fixed establishment in
Lithuania or appoint a fiscal representative (tax representative).
The requirement to appoint a fiscal representative does not apply
to non-established businesses that are established in other EU
Member States or non-EU Member States with which Lithuania
has treaties on tax administrators’ cooperation.

An EU taxable person must register for VAT if it makes distance
sales of goods to customers in Lithuania in excess of LTL125,000
(EUR36,203) in the current or previous year.

Foreign entities are not required to register for VAT if their trans-

actions are exempt, outside the scope of VAT or zero-rated (tax-

able at 0%). However, for certain supplies, VAT registration is

required even though the zero rate of VAT applies. These supplies

include the following:

* Exports of goods

* Supplies of goods that are intended to be produced to customs
and placed in temporary storage

* Supplies of goods that are intended to be placed in a free zone
or in a free warehouse

* Supplies of goods that are intended to be placed under customs
warehousing arrangements or inward processing arrangements

* Services linked to the above supplies

* Supplies of goods to another EU Member State that are trans-
ported to that country

* Supplies of new vehicles that are transported to another EU
Member State

Taxable persons established outside the EU that supply electronic
services and taxable persons that supply electronic services
through a fixed establishment outside the EU to non-taxable per-
sons established in Lithuania must register for VAT (that is, if the
service provider is not yet registered in another EU Member
State).

Reverse charge. A non-established business that makes taxable
supplies in Lithuania is not required to register for VAT if the
reverse-charge rule applies to all its transactions. Under the reverse-
charge rule, a Lithuanian customer that is a taxable person estab-
lished in Lithuania is responsible for the calculation and payment
of VAT, unless either of the following circumstances exists:
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* The supply is used by a fixed establishment of the person out-
side Lithuania.
* The supply falls under the list of exceptions.

Under the reverse-charge rule, a customer that is a VAT-
registered person in Lithuania is responsible for the calculation
and payment of VAT with respect to supplies of the following:
* Natural gas and electricity

* Goods installed and assembled in Lithuania

The Lithuanian VAT law also provides for a reverse-charge pro-

cedure with respect to supplies between persons established in

Lithuania, including the following:

* Supplies of goods and services while a supplier is under bank-
ruptcy or a restructuring procedure

* Supplies of metal scrap and similar products

* Supplies of certain timber materials

Late-registration penalties. Penalties and interest are not assessed
for late registration or failure to register for VAT. However, if a
business does not register for VAT, it still must calculate and pay
VAT. Failure to comply with this obligation may result in penal-
ties and interest.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to a rate of VAT. The term “exempt supplies”
refers to supplies of goods and services that are not liable to tax
and that do not give rise to a right of input tax deduction (see
Section F). Goods and services that are outside the scope of VAT
do not result in tax deductions.

In Lithuania, the following are the VAT rates:
* Standard rate: 21%
* Reduced rates:

— 9% for supplies of newspapers, magazines and other peri-
odical printed matter, books or other non-periodical printed
matter, for provision of passenger transportation services in
regular routes approved by the Ministry of Communications
or other competent authorities without time limit

— 9% for heating and hot water supplies to residential prem-
ises until 31 December 2014

— From 1 January 2015, 9% for accommodation services sup-
plied according to the legislation regulating tourist activities

— 5% for means of technical support to disabled people and
medical products or similar items subject to full or partial
compensation from the state medical insurance budget

* Zero rate (0%)

The standard rate of VAT applies to all supplies of goods or ser-
vices, unless a specific measure provides a reduced rate, the zero
rate or an exemption.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at the zero rate of VAT.

Examples of exempt supplies
* Healthcare services and goods
* Real estate rent and disposals
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¢ Insurance and reinsurance

« Certain financial services

* Cultural and sporting activities
» Educational services

* Betting and gaming services

* Universal post services
 Social and related services

« Radio and television services

* Imported goods (certain cases)

Examples of supplies of goods and services taxable at 0%
* Exports of goods from the EU and related services
* International transport and related services
* Supplies related to ships and aircraft
¢ Intra-Community supplies of goods
» Work on movable tangible property (certain cases)
* Intermediary services for the above supplies

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.” The basic time of supply for goods and services is
when the VAT invoice is issued. If an invoice is not issued, the
time of supply is when the earlier of the following events occurs:
* Goods or services are supplied.

« Payment for goods or services is received.

A range of other situations have different time of supply rules.
Some of these situations are described below.

Intra-Community acquisitions. The time of supply for the goods
acquired from another EU Member State is the date on which the
supplier issues an invoice, but not later than the 15th day of the
month following the month during which the transport of goods
began.

Prepayments. The time of supply for a prepayment received
before the supply is made is when the prepayment or the total
payment is received. This rule applies to contracts that provide
for a supply after 12 months. If the prepayment is received and if
the supply will be triggered earlier than 12 months beginning on
the date of the signing of the contract, the taxable person may
choose the date of receipt of prepayment as the time of supply
and calculate the VAT on this prepayment.

If special margin schemes for travel agents and for second-hand
goods, works of art, collectors’ items and antiques are applied,
the above-mentioned treatment of prepayments does not apply.

Construction work. The time of supply for the self-construction of
a building is the moment when the building begins to be used in
economic activities. For an essential improvement on a building,
the time of supply is the moment when the works are finished.
The time of supply for construction services is when the invoice
for the services is issued. If the invoice for construction services
is not issued, the time of supply for the services is when the earli-
est of the following events occurs:

* The services are provided.

* The consideration is paid for the services provided.
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Imported goods. Import VAT shall become chargeable upon the
entry of the goods from a third country territory into the territory
of Lithuania. Where the goods imported into the territory of
Lithuania are subjected to certain actions, procedures or arrange-
ments specified in VAT law, import VAT shall become chargeable
upon cessation of the application of said actions, procedures or
arrangements within the territory of Lithuania.

Postponed accounting. Effective 1 March 2013, postponed
accounting for imports applies to imports made by taxable per-
sons. The import VAT due is calculated by the customs authority,
but the VAT is included and recovered on the VAT return in the
same taxable period.

Reverse-charge services. The time of supply for reverse-charge
services is the date on which the invoice for the services is issued.
If an invoice for the services is not issued, the time of supply for
the services is when the earliest of the following events occurs:
* The services are provided.

* The consideration is paid for the services provided.

Cash accounting. Lithuania has not implemented Article 167a
from Directive 2006/112/EC. However, there is a similar option-
al regime applicable to agricultural producers. Under this regime,
VAT on the supplied agricultural products becomes chargeable
upon the payment of consideration for it.

F. Recovery of VAT by taxable persons

A taxable person that is registered for VAT and that performs
economic activities 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 deducting it from
output tax, which is VAT charged on supplies made.

Input tax includes VAT charged on goods and services acquired
in Lithuania, VAT paid on imports of goods and VAT self-
assessed for reverse-charge services received.

The amount of the VAT reclaimed must be detailed on a valid
VAT invoice or on cash receipts (for small amounts of VAT).

Specific rules apply for the recovery of VAT incurred before VAT
registration in Lithuania.

Nondeductible input tax. Input tax may not be recovered on pur-
chases of goods and services that are not used for business pur-
poses (for example, goods acquired for private use by an
entrepreneur). In addition, input tax may not be recovered for
some items of business expenditure.

The following lists provides some examples of items of expendi-
ture for which input tax is not deductible.

Examples of items for which input tax is nondeductible
 Purchase, lease and hire of cars
* Business gifts (if amount for “small gift” is exceeded)
* 25% of VAT for entertainment expenses
* VAT paid on behalf of a third party
* Tourism services if special VAT scheme is applied
* Second-hand and cultural value goods if special VAT scheme is
applied
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Partial deduction. Input tax directly related to making exempt
supplies is not generally recoverable. If a taxable person makes
both exempt supplies and taxable supplies, it may not deduct input
tax in full. This situation is referred to as “partial deduction.”

The amount of input tax that may be deducted is generally calcu-

lated using the following two-stage calculation:

« The first stage identifies the input VAT 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.

* The second stage identifies the amount of the remaining input
tax (for example, input tax on general business overhead) that
may be allocated to taxable supplies and recovered. The calcu-
lation is done using a pro-rata method, based on the value of
taxable supplies made in the period, compared with the value of
total supplies made.

If a taxable person is not able to directly allocate VAT to taxable
and exempt supplies, a pro-rata calculation may be used for all
input tax incurred.

A partially exempt taxable person may provisionally use the
recovery percentage calculated for the previous year. If, at the
end of the year, the taxable person’s actual recovery percentage
differs by more than 5% from the provisional percentage used, an
adjustment calculation must be made.

Capital goods. Capital goods are items of capital expenditure that
are used in a business more than one year. 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 deduc-
tion 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 or if
the capital goods are either used for non-taxable supplies or writ-
ten off. The adjustment may result in either an increase or a
decrease of deductible input VAT, depending on whether the tax-
able person’s recovery percentage increased or decreased in the
year, compared with the year in which the capital goods were
acquired.

In Lithuania, the capital goods adjustment applies to the follow-

ing assets for the number of years indicated:

* Property immovable by its nature, including improvement of
buildings or structures: adjusted for a period of 10 years

* Other types of tangible capital assets legally required to be
depreciated over a period of at least four years for purposes of
the taxes on profit or income: adjusted for a period of five years

The adjustment is applied each year following the year of acqui-
sition, to a fraction of the total input tax (1/10 for immovable
property and 1/5 for other tangible capital goods).

Refunds. If the amount of input tax that is deductible for a VAT
period exceeds the amount of output tax that is chargeable in the
same period, the taxable person has a VAT credit. The credit must
first be used to offset other taxes payable. If the amount of VAT
credit exceeds all taxes payable, the excess is refunded.
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Bad debts. Effective 1 January 2012, the amendments implement
the concept of bad debt relief in the VAT law. The amendments
provide for a possibility to reduce the calculated payable VAT
with the output VAT amount attributable to bad debts (not appli-
cable to margin schemes and when the supplier of goods or pro-
vider of services is a related person). As indicated in VAT law, a
receivable remuneration is considered as a bad debt (including
output VAT), if the person cannot recover such remuneration for
at least 12 calendar months from the taxation moment of the sup-
plied goods or provided services and if the output VAT amount
was calculated and declared.

G. Recovery of VAT by non-established businesses

Lithuania refunds VAT incurred by businesses that are neither
established nor registered for VAT in Lithuania. Non-established
businesses may claim Lithuanian VAT to the same extent as VAT-
registered businesses.

For businesses established in the EU, refund is made under the
terms of the EU Directive 2008/9/EC. For businesses established
outside the EU, refund is made under the terms of the EU 13th
Directive. The refund scheme for non-EU countries applies in
accordance with the reciprocity principle and is currently in place
with Armenia, Iceland, Norway, Canada, Switzerland and Turkey.

To claim a refund, a non-established business must satisfy both

of the following conditions:

* [t must not have a business establishment in Lithuania through
which activities are performed (or if the claimant is an indi-
vidual, he or she must not be a permanent resident in Lithuania).

[t must not make taxable supplies of goods or services in
Lithuania.

However, if the claimant supplies international transport services
or sells goods that are taxed through the application of the reverse-
charge mechanism, it may still apply for a VAT refund.

For the general VAT refund rules in the EU Directive 2008/9/EC
and the EU 13th Directive refund schemes, see the chapter on
the EU.

Refund application. The deadline for refund claims is 30 September
of the year following the year when the input tax was incurred.
The minimum claim period is three months, while the maximum
period is one year. The minimum claim for a period of less than
ayear is LTL1,380 (EUR400). For an annual claim, the minimum
amount is LTL170 (EUR49).

A taxable person that is not established in Lithuania (that is,
registered in another EU Member State for VAT purposes) sub-
mits the VAT refund applications to the electronic VAT refund
system through the home country tax authorities.

H. Invoicing

VAT invoices and credit notes. A Lithuanian taxable person must
generally provide a VAT invoice for all taxable supplies made and
for exports. A VAT invoice is necessary to support a claim for
input tax deduction.
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A VAT credit note may be used to reduce VAT charged and
reclaimed on a supply if the taxable value changes (for example,
if the customer returns the goods or the supplier grants a discount)
or if the VAT rate changes.

Invoicing. Lithuanian VAT law was amended with respect to the
provisions of EU Directive 2010/45/EC, effective from 1 January
2013.

Proof of exports and intra-Community supplies. Supplies of
exported goods or the intra-Community supply of goods are
zero-rated (see the chapter on the EU). However, to qualify as
VAT zero-rated, exports and intra-Community supplies must be
supported by evidence that proves the goods have left Lithuania.
Suitable evidence for exports includes the acknowledgment from
customs of the third country, transportation documents and other
documents. Special rules apply to the evidence required for
excise goods. Suitable evidence for the intra-Community supply
of goods includes transportation documents stamped by the
receiver of the goods.

Invoices issued in a foreign currency. If an invoice is issued in a
foreign currency, the VAT amount must be converted to Lithuanian
litas. The Bank of Lithuania publishes currency conversion rates
each day. In addition, the Lithuanian litas is pegged to the euro at
the rate EUR1 = LTL3.4528.

l. VAT returns and payment

VAT returns. Lithuanian taxable persons must generally file VAT
returns monthly. A taxable person whose taxable supplies did not
exceed LTL200,000 in the preceding calendar year may choose
to file semiannually. Individuals generally file semiannually.
However, they may request a different VAT period.

Members of international corporate groups may request to file
VAT returns for a different period if the group uses accounting
periods other than calendar months. However, the maximum
allowable return period is 60 days. In addition, both the begin-
ning of the first period and the end of the last period must coin-
cide with the calendar year (that is, beginning on 1 January and
ending on 31 December each year).

In general, monthly VAT returns must be filed by the 25th day of
the month following the end of the tax period (other dates may
apply). Payment in full is required on the same date. VAT return
liabilities must be paid in Lithuanian litas.

Penalties. The penalty assessed for the late payment of VAT
ranges from 10% to 50% of the unpaid tax. In addition, late pay-
ment interest is calculated from the day following the due date for
payment up to the date on which the payment is made. Late pay-
ment interest rates vary from 0.03% to 0.05% per day during the
different periods. Effective from 1 October 2010, the late pay-
ment interest rate is 0.03% per day.

J. EU filings

A taxable person that trades with other EU countries must com-
plete statistical reports, known as INTRASTAT, and EU Sales
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Lists (ESLs). Penalties may be imposed for late, missing and
inaccurate INTRASTAT returns and ESLs.

Effective from 1 January 2010, ESLs must be filed monthly
instead of quarterly. In addition, effective from that date, taxable
persons must begin to report services provided to taxable persons
established in other EU countries if these services are subject to
VAT in the other EU countries.

K. Amendments to the Lithuanian VAT Law

Starting from 1 March 2013, the Lithuanian tax authorities control
settlements of import VAT. The import VAT liability is calculated
by the Lithuanian Customs authorities, but the amount payable is
declared on a VAT return and could be deducted subject to the
general principles of VAT deduction in the same taxable period.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Reduced
Other

VAT number format

VAT return periods
Monthly

Quarterly

Annual

Thresholds
Registration
Distance selling
Intra-Community
acquisitions

Recovery of VAT by

non-established businesses

B. Scope of the tax

Value-added tax (VAT)
Taxe sur la valeur ajoutée (TVA)
5 August 1969

Yes

Ministry of Finance
(http://www.aed.public.lu)

15%

3%, 6% or 12%

Exempt without credit and
exempt with credit

LU12345678

Turnover of more than
EUR620,000

Turnover between EUR112,000
and EUR620,000

All taxable persons, including
those with turnover below
EUR112,000

None
EUR100,000

EUR10,000

Yes

VAT applies to the following transactions:
* The supply of goods or services made in Luxembourg by a tax-

able person

* The intra-Community acquisition of goods from another EU
Member State by a taxable person or non-taxable legal person

(see the chapter on the EU)
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* The importation of goods from outside the EU, regardless of the
status of the importer

C. Who is liable

A taxable person is any business entity or individual that carries
out economic activities independently and regularly. Economic
activities include activities such as making supplies of goods or
services, making intra-Community acquisitions (see the chapter on
the EU) and making importations in the course of a business.

Under the new rules contained in the EU VAT package, effective
from 1 January 2010, for the purpose of applying the rules con-
cerning the place of supply of services, a non-taxable legal per-
son registered for VAT is regarded as a taxable person when it
receives services from a taxable person. This new rule does not
affect the liability for and payment of the tax in the case of local
supplies by a Luxembourg taxable person to a Luxembourg non-
taxable legal person. However, for cross-border supplies of ser-
vices, this rule leads to a shifting of the tax liability to a
non-taxable legal person registered for VAT, which must self-
assess and pay the VAT due in its country of establishment under
the reverse-charge mechanism.

No VAT registration threshold applies in Luxembourg. A taxable
person that begins activity in Luxembourg must notify the
Luxembourg VAT authorities of its liability to register.

Special rules apply to foreign or “non-established businesses”
(see Non-established businesses).

Group registration. VAT grouping is not permitted under the
Luxembourg VAT law. Legal entities that are closely connected
must register for VAT individually.

However, non-taxable persons or taxable persons that have a VAT
recovery rate of less than 30% may set up an autonomous group
of persons. The services supplied by this group to its members
are generally exempt from VAT.

Non-established businesses. A “non-established business” is a
business that has no fixed establishment in Luxembourg. A non-
established business that makes taxable transactions in
Luxembourg must register for VAT, unless it is not liable for VAT
(for example, because its supplies to taxable persons may be
taxed using the “reverse charge” mechanism). Under the reverse
charge, the recipient of the supply must account for the tax. The
reverse charge does not apply to supplies of goods and services
made to private persons. A non-established business must register
for Luxembourg VAT if it makes any of the following supplies,
which are all liable for Luxembourg VAT (unless an exemption
applies):

* Intra-Community supplies or acquisitions

* Distance acquisitions in excess of the threshold (see the chapter

on the EU)
* Supplies of goods and services to which the reverse charge does

not apply

Tax representatives. Businesses established in the EU that are
required to register for VAT in Luxembourg cannot appoint a tax
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representative. However, a taxable person established outside the
EU that is required to be registered for VAT purposes in
Luxembourg may appoint a tax representative to deal with all of
its VAT matters if it chooses to do so.

Businesses established outside the EU may be required by the
Luxembourg VAT authorities to provide a security deposit to
secure their VAT liability. The deposit must be in the form of cash
or a letter of indemnity provided by an approved bank.

The VAT registration application for non-established businesses
must be sent to the following address:

Administration de I’Enregistrement et des Domaines
Bureau d’imposition 10

14, avenue de la Gare

L-1610 Luxembourg

BP 31

L-2010 Luxembourg

Late-registration penalties. A penalty of between EURS50 and
EURS5,000 may be assessed for late VAT registration.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are subject to VAT. The term “exempt supplies” refers
to supplies of goods and services that fall within the scope of
VAT but are not subject to a VAT rate. In principle, exempt sup-
plies do not give rise to a right of input tax deduction (see Section
F). Some supplies are classified as “exempt with credit,” which
means that no VAT is chargeable, but the supplier may recover
related input tax. Exempt-with-credit supplies include exports of
goods and related services and intra-Community supplies of
goods (see the chapter on the EU).

In Luxembourg, the following VAT rates apply:
« Standard rate:15%
* Reduced rates: 3%, 6% and 12%

On 14 January 2014, the Luxembourg Minister of Finance
announced that the reduced rate will increase from 6% to 8%, the
parking rate will increase from 12% to 14%, and the standard rate
will increase from 15% to 17%. At the time of writing, the date
these rates would become effective was not announced, but they
are expected to be implemented in 2015.

The standard rate of VAT applies to all supplies of goods or ser-
vices unless a specific measure provides for a reduced rate or an
exemption.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at a reduced rate of VAT.

Examples of exempt supplies of goods and services
(with and without VAT credit)
* Real estate transactions
* Supplies of postage and fiscal stamps at face value
* Services of doctors and dentists
* Finance
* Insurance
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* Cultural and sporting services
» Welfare services
* Education

Examples of goods and services taxable at 3%
¢ Food for human consumption, excluding alcohol
* Agricultural products
* Books, newspapers and periodicals, including e-books
¢ Children’s shoes and clothes
* Sale of domestic accommodation
» Pharmaceutical products
* Restaurant services
» Water
* Transport of persons
* Admission to cultural events

Examples of goods and services taxable at 6%
* Liquid gas for heating, lighting and fueling engines
¢ Electric energy
* Plants and other floriculture products
* Hairdressing
* Repair of bicycles, shoes and other leather goods
¢ Cleaning of private accommodation

Examples of goods and services taxable at 12%
» Wine of grapes with a concentration of alcohol up to 13 grades
 Solid mineral combustibles, mineral oil and wood used as fuel
* Advertising brochures and other prints
« Steam, heating and cooling
* Tailored clothes for men
* Custody and management of securities
» Management of credits and credit guarantees by an entity other
than the entity that granted the credit

E. Time of supply

The time when VAT becomes due (or the chargeable event
occurs) is called the “time of supply” or “tax point.” For supplies
of goods, the basic time of supply is when the goods are delivered
and the power of disposal is transferred. The basic time of supply
for services is when the services are completed.

The actual time of supply of goods or services, with the excep-
tion of services subject to VAT in the recipient country, may be
delayed by the issuance of an invoice (when the issuance of an
invoice is mandatory), but no later than the 15th day of the month
following the month in which the basic time of supply occurs. If
the supplier issues an invoice before this date, the time of supply
is when the invoice is issued. Specific rules apply to continuous
supplies of services. For supplies of services subject to VAT in
the recipient country, the time of supply is when the chargeable
event occurs (that is, when the supply is completed).

Intra-Community acquisitions. The time of supply for an intra-
Community acquisition of goods is the 15th day of the month
following the month in which the acquisition takes place. If the
supplier issues an invoice or a document serving as an invoice
(other than relating to an installment) before such date, the time
of supply is when the invoice is issued.
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Imported goods. The time of the supply for imported goods is the
date of importation or the date on which the goods leave a duty
suspension regime.

Cash accounting. Luxembourg operates a cash accounting scheme
with a maximum threshold of EUR500,000.

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 deducting it from output
tax, which is VAT charged on supplies of goods and services
made.

Input tax includes VAT charged on goods and services supplied
within Luxembourg, VAT paid on imports of goods and VAT self-
assessed on intra-Community acquisitions of goods and reverse-
charge services (see the chapter on the EU).

A valid tax invoice or customs document must generally accom-
pany a claim for input tax.

Nondeductible input tax. In Luxembourg, input tax may be
deducted in full for all items of business expenditure. Input tax
may not be recovered on purchases of goods and services that are
not used for business purposes (for example, the private use of an
entrepreneur’s home telephone or goods acquired for private use).

The following lists provide some examples of items of expendi-
ture 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
* Private expenditure

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Purchase, hire, lease, maintenance and fuel for cars, vans and
trucks
* Parking
* Business gifts
* Attending conferences, seminars and training courses
* Business entertainment
* Business use of home telephone
* Advertising
e Transport

Partial exemption. In general, input tax directly related to exempt
supplies is not recoverable. If a Luxembourg taxable person
makes both exempt and taxable supplies, it may not recover input
tax in full. This situation is referred to as “partial exemption.”
Exempt with credit supplies are treated as taxable supplies for
these purposes.

In Luxembourg, the amount of input tax that a partially exempt
business may recover may be calculated by using the general
pro-rata method or a special deduction method.

The general pro-rata method calculates the amount of recover-
able VAT based on the ratio of turnover that entitles the taxable
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person to deduct input tax (that is, taxable turnover and exempt
turnover with credit) to total turnover within the scope of VAT.
Incidental supplies of capital goods and incidental real estate and
financial transactions are excluded from turnover for these pur-
poses. The recovery percentage is rounded up to the nearest
whole number (for example, a recovery percentage of 77.2% is
rounded up to 78%).

Alternatively, the Luxembourg VAT authorities may authorize a
taxable person to use a special deduction method based on the
direct allocation of all or certain goods and services used in mak-
ing taxable and exempt supplies. The VAT authorities may direct
a taxable person to use this method. The administration may also
authorize or direct the use of a special deduction method for each
sector of a single business or for certain sectors of the business.

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.
However, the amount of input tax recovered for capital goods
must be adjusted over time if the taxable person’s partial exemp-
tion recovery percentage changes during the adjustment period.

In Luxembourg, capital goods are defined as tangible, movable
or immovable goods that are subject to depreciation under
income tax law. They also include work that qualifies as invest-
ment expenditure under the income tax law.

The capital goods adjustment applies to the following assets for

the number of years indicated:

» Immovable capital assets (primarily, buildings): adjusted for a
period of 10 years

* Movable capital assets: adjusted for a period of five years

For movable goods, the adjustment period starts on 1 January of
the year in which the goods are manufactured or purchased. If the
goods are first used in a later year, the period begins on 1 January
of the year in which the goods are used for the first time. The
adjustment is applied each year to 1/5 of the total input tax,
unless the goods are sold. If the goods are sold, the adjustment is
made once for the total remaining period. The adjustment may
result in either an increase or a decrease of deductible input VAT,
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 (or used for the first time).

For immovable goods, the adjustment period starts on 1 January
of the year in which the acquisition takes place or construction or
refurbishment work ends or on 1 January of the year in which the
immovable property is used for the first time if the year of first
use differs from the year of acquisition or the year in which the
construction or refurbishment work is finalized. The adjustment
is applied each year to 1/10 of the total input tax, unless the
immovable property is sold or if the VAT deduction depends on
the rental status of the immovable property. In such cases, the
adjustment is made once for the total remaining period. The
adjustment may result in either an increase or a decrease of
deductible input VAT, depending on whether the ratio of taxable
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supplies made by the business has increased or decreased com-
pared with the year in which the immovable property was
acquired, constructed or refurbished.

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. This input tax credit
may usually be carried forward to the next reporting period. If the
credit exceeds EUR1,200, a refund may be requested.

G. Recovery of VAT by non-established businesses

Luxembourg refunds VAT incurred by businesses that are neither
deemed to be established in Luxembourg nor registered for VAT
there. A non-established business may claim Luxembourg VAT to
the same extent as a VAT-registered business. However, VAT may
not be recovered on private expenditure.

For businesses established in the EU, a refund is made under the
terms of EU Directive 2008/9/EC. For businesses established
outside the EU, refund is made under the terms of the EU 13th
Directive. Luxembourg does not exclude any non-EU country
from the refund scheme (no reciprocity required).

For the general VAT refund rules of the EU Directive 2008/9/EC
and the EU 13th Directive refund schemes, see the chapter on the
EU.

Refund application. The deadline for submitting EU Directive
2008/9/EC refund claims is 30 September of the calendar year
following the refund period.

Claims must be submitted in English, French or German.

For EU Directive 2008/9/EC claims, the minimum claim period
is three months, and 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 EUR50.

Applications for refunds of Luxembourg VAT under EU Directive
2008/9/EC must be submitted to the EU Member State in which
the claimant is established via the electronic portal set up by that
EU Member State.

The deadline for EU 13th Directive refund claims is 30 June of the
year following the calendar year in which the tax was incurred.

Claims must be submitted in English, French or German. The
application for refund must be accompanied by the appropriate
documentation.

For EU 13th Directive claims, the minimum claim period is one
year. The minimum claim amount is EUR250.

Applications for refunds of Luxembourg VAT under the EU 13th
Directive must be sent to the following address:

Administration de I’Enregistrement et des Domaines
Bureau d’imposition XI

Remboursements et franchises

67-69, Rue Verte, L-2667 Luxembourg

BP 31

L-2010 Luxembourg
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Repayment interest. The Luxembourg VAT authorities do not pay
interest on late refunds of VAT made under the EU 13th Directive
scheme.

H. Invoicing

VAT invoices and credit notes. A Luxembourg taxable person
must generally provide a VAT invoice for all taxable supplies
made, including exports and intra-Community supplies. Invoices
are not automatically required for retail transactions to private
individuals, unless the supply is a distance sale or the customer
requests an invoice.

A VAT invoice is required to support a claim for input tax deduc-
tion or a refund under the EU Directive 2008/9/EC or EU 13th
Directive refund schemes (see the chapter on the EU).

A VAT credit note may be used to reduce the VAT charged and
reclaimed on a supply of goods or services. The document must
be marked “credit note.” It must be cross-referenced to the origi-
nal VAT invoice and contain the same information.

Electronic invoicing. Effective 1 January 2013, the VAT law has
been amended to permit electronic invoicing in line with EU
Directive 2010/45/EU.

Proof of exports and intra-Community supplies. Luxembourg 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 Luxembourg. Acceptable proof includes the following
documentation:

* For an export, a copy of the export document, officially vali-
dated by customs, showing the supplier as the exporter. The
invoice must include the following language: “Not subject to
Luxembourg VAT, article 43, 1, a of the Luxembourg VAT Law
— export.”

¢ For an intra-Community supply, a range of commercial docu-
mentation such as purchase orders, tax invoices, transport
documentation, proof of payment and contracts. The invoice
must include the following language: “Not subject to
Luxembourg VAT, article 43, 1, d of the Luxembourg VAT Law
— intra-Community supplies of goods.”

Foreign-currency invoices. If an invoice is issued in a foreign cur-
rency, the tax and values for VAT purposes must be converted to
euros (EUR) using the official rate in force on the date of the
invoice, published by an approved bank.

I. VAT returns and payment

VAT returns. In principle, Luxembourg VAT returns must be filed
on a monthly basis. However, the authorities can allow taxable
persons whose annual turnover does not exceed EUR112,000 to
file only a single annual return for the calendar year. The due date
is 1 March of the following year.

Taxable persons whose annual turnover is between EUR112,000
and EUR620,000 may be allowed to submit periodic returns
quarterly. In addition, they must file a recapitulative annual
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return. The due date for the periodic returns is the 15th day of the
month following the end of the return period. The due date for the
annual return is 1 May of the following year.

Taxable persons whose annual turnover exceeds EUR620,000
must submit periodic returns monthly, plus a recapitulative annual
return. The due date for the periodic returns is the 15th day of the
month following the end of the return period. The due date for the
annual return is 1 May of the following year.

Filing extensions are automatically granted for both the periodic
(two months) and the annual returns (eight months). However,
these extensions apply exclusively to the filing of the returns. As
a result, provisional VAT payments can be requested within the
legal deadline.

Return liabilities must be paid in euros.

Electronic filing. Effective 1 January 2013, taxable persons that
are required to submit VAT returns monthly or quarterly must file
all returns and EC sales listings electronically, using the tax
administration’s electronic portal (¢€TVA).

Penalties. Penalties are assessed for the late payment or late sub-

mission of a VAT return in the following amounts:

* For monthly or quarterly returns, the fine may vary from
EURS50 to EURS,000.

* For annual returns, the fine may vary from EURS50 to EURS,000.

J. EU filings

INTRASTAT. A Luxembourg taxable person that trades with other
EU countries must complete statistical reports, known as
INTRASTAT returns, if the value of 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). Electronic
submissions via email are allowed.

The threshold for INTRASTAT Arrivals is EUR200,000.
The threshold for INTRASTAT Dispatches is EUR150,000.

Luxembourg taxable persons must complete INTRASTAT decla-
rations in euros.

INTRASTAT returns are due monthly by the 6th working day of
the month following the period (unless they are submitted elec-
tronically or on floppy disk, in which case a 10-working-day fil-
ing extension is allowed).

A penalty may be imposed for late submission or for missing or
inaccurate declarations. The fine is generally EUR500 (although
the statistical authorities may impose a penalty of between
EUR251 and EUR2,500).

EU Sales Lists. If a Luxembourg VAT taxable person performs
intra-Community supplies of goods, it must submit an EU Sales
List (ESL) for goods.

In principle, ESLs for goods must be submitted by the 15th day
of the month following the end of the month. However, ESLs for
goods may be submitted quarterly if the threshold of EUR50.000
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of intra-Community supplies of goods to other EU Member
States is not exceeded during the concerned quarter or during the
four preceding quarters. For a quarterly filing, the ESLs for
goods must be submitted by the 15th day of the month following
the concerned quarter.

A Luxembourg VAT taxable person must also file an ESL for

services rendered. This ESL must provide information regarding

services rendered to VAT taxable and non-taxable persons who

satisfy the following conditions:

* They are registered for VAT in another EU Member State, and
the services are rendered in the other EU Member State.

» The service recipients are not exempt from VAT in the EU
Member State where the services are deemed to take place.

* The recipients are liable to deal with the VAT in the other EU
Member State.

ESLs for services must be filed on a monthly basis by the 15th
day of each month. VAT taxable persons may file the lists on a
quarterly basis by the 15th day of each quarter.

If no transactions reportable in ESLs are performed, no ESLs
need to be filed for the concerned month or quarter.

A penalty may be imposed for late, missing or inaccurate ESLs.
The penalty may vary from EURS0 to EURS,000.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Reduced
Other

VAT number format

VAT return periods
Monthly

Quarterly

Annually

Thresholds
Registration

Recovery of VAT by

non-established businesses

B. Scope of the tax

Value-added tax (VAT)
Danok na dodadena vrednost
1 April 2000

No

Ministry of Finance
(http://www.finance.gov.mk)

18%

5%

Zero-rated and exempt
MK12345678910111213

Turnover in excess of

MKD25 million in

preceding calendar year
Turnover of MKD25 million or
less in preceding calendar year
Voluntary registration

MKD2 million

Yes (subject to reciprocity)

VAT applies to the following transactions:

* The supply of goods and services made in Macedonia by a
taxpayer within the scope of its business activity

* The importation of goods into Macedonia (other than exempt

importations)
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 Reverse-charge supplies by foreign legal entities to Macedonian
legal entities

C. Who is liable

A taxpayer is a person that permanently or temporarily performs
an independent business activity, regardless of the purposes of
and the results from such business activity.

Tax registration. Taxpayers must register for VAT when their total
supplies in a year exceed MKD2 million. Also, they must register
if, at the beginning of a business activity, they project the making
of total annual supplies exceeding MKD2 million. Taxpayers
may voluntarily register for VAT at the beginning of each calen-
dar year or at the beginning of their business activity.

Group registration. The Macedonian VAT law allows VAT group
registration. Several VAT-registered entities may decide to be
registered as a single VAT-registered taxpayer if they have a pro-
prietary, organizational or managerial relationship. In addition, if
the tax authorities detect violation of tax principles or the possi-
bility for violation of such principles as a result of proprietary,
organizational or managerial relationship among particular enti-
ties registered as separate VAT taxpayers, they can issue a deci-
sion ordering the entities to register as a single taxpayer.

Foreign legal entities (non-established businesses). Foreign traders
may not have a VAT registration number. If a supply is made by
a taxpayer that does not have headquarters or a branch office in
Macedonia, the VAT reverse-charge mechanism applies.

Late-registration penalties. For late registration, a legal entity is
fined EUR1,200, and the responsible person at the legal entity is
fined EURS00.

For failure to register, the fine ranges from EUR2,000 to
EUR2,500 for the legal entity and from EUR500 to EUR1,000
for the legal representative.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices and imports that are subject to VAT (either at the standard
rate of 18% or the reduced rate of 5%). The term “exempt sup-
plies” refers to supplies of goods and services that are not subject
to tax and that do not give rise to a right of input tax deduction
(see Section F). Some supplies are classified as “exempt with
credit,” which means that no VAT is chargeable, but the supplier
may recover related input tax. In Macedonia, the VAT rates are
the standard rate of 18% and the reduced rate of 5%. The stan-
dard rate of VAT applies to all supplies of goods or services and
imports, unless a specific measure allows a reduced rate or an
exemption.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at the 5% rate of VAT.

Examples of exempt supplies of
goods and services (without credit)
* Rental of residential buildings and apartments that are used for
housing
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* Banking and financial services
« Insurance and reinsurance

* Games of chance

» Educational services

Examples of exempt supplies of
goods and services (with credit [0% rate])
* International air transport of passengers
* Supply of precious metals for the central bank
* Supply, repair and maintenance, chartering and leasing of
aircraft

Examples of supplies of goods and services taxable at 5%

* Potable water from public water-supply entities

* Food products

» Computers

» Pharmaceuticals and medical devices

* Raw oil for production of food for human consumption

* First sale of new residential buildings (within the first five
years)

¢ Services provided by commercial tourist facilities (hotels,
motels and similar facilities)

E. Time of supply

The moment when VAT becomes due is called the “time of supply”

or the “tax point.” The tax point is the earlier of the following two

dates:

* The date on which goods are dispatched (transferred) and ser-
vices are completely delivered

» The date on which the payment is received if the payment is
made with respect to future supplies of goods or rendering of
services

In the case of periodical or continuous supplies for which subse-
quent payments are prescribed, the tax point is the date on which
the invoice is issued for the relevant period or, if earlier, the date
on which the payment for the relevant period is received.

Reverse-charge services. Reverse-charge VAT applies to amounts
charged for goods or services supplied by foreign legal entities to
Macedonian legal entities. Under the reverse-charge mechanism,
the recipient of the goods or services bears the responsibility for
the calculation of VAT, the submission of a VAT tax return, the
payment of tax and the payment of interest in the event of a late
payment.

F. Recovery of VAT by taxpayers

A taxpayer may recover input tax, which is VAT charged on
goods and services supplied to it for business purposes. A tax-
payer generally recovers input tax by deducting it from output
VAT. The difference between the output and input VAT is refund-
ed to the taxpayer based on a written claim stated in the taxpayer’s
tax return.

Input tax includes VAT charged on goods and services supplied
in Macedonia, VAT paid on imports of goods, and VAT self-
assessed under the reverse-charge mechanism with respect to
goods or services supplied by non-established entities.
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VAT is recoverable for supplies provided to taxpayers by other tax-
payers if a valid invoice or a customs declaration containing a sepa-
rate statement of the tax collected on the import is issued and if such
document is recorded in the accounting books of the taxpayer.

Nondeductible input tax. 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). In addition, input tax may not be recovered for
some items of business expenditure.

The following lists provide some examples of expenses for which
input tax is not deductible and examples of expenses for which
input tax is deductible if made for business purposes.

Examples of items for which input tax is not deductible
* Representation expenses
* Audio and video devices
* Hotels
e Restaurant meals

Examples of items for which input tax is deductible
* Advertising
* Consultancy services
* Telecommunication services
» Equipment

Partial exemption. Input tax directly related to taxable supplies is
fully recoverable, while input tax directly related to exempt sup-
plies is not recoverable. If the domestically supplied or imported
goods or services are used by the taxpayer to make both supplies
with the right to deduct input VAT and exempt supplies without
the right to deduct input VAT, such person may deduct only the
portion of the input VAT corresponding on a pro-rata basis to the
supplies giving rise to an input VAT deduction.

Refunds. If the amount of input tax recoverable in a tax period
exceeds the amount of output tax in that period, the taxable per-
son earns an input tax credit. In general, the input tax credit is
carried forward to offset output tax in the following tax period.
However, a taxable person may claim a refund of the input tax
credit in the VAT return for the relevant tax period. The refund of
the difference between the input and output tax is made within
30 days after the date of the submission of the tax return.

G. Recovery of VAT by non-established businesses

On the condition of reciprocity Macedonia refunds VAT incurred
by businesses that do not have a headquarters or a branch office
in the country and that satisfy the following additional conditions:
* They do not make any supplies in the country.

* They do not owe any outstanding VAT.

Refund application. The deadline for refund claims is 30 June of
the year following the calendar year in which the tax becomes
chargeable. The application for refund must be submitted to the
Macedonian tax authorities and must be accompanied by the
appropriate documentation.

A refund application must be processed within six months after the
date of submission of the application and supporting documents.
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The claim period varies between one month and several consecu-
tive months in one calendar year. The minimum claim for these
periods is MKD30,000. In the claims for the last month of the
calendar year, input taxes from previous claim periods may also
be taken into account. The minimum claim for this period is
MKD15,000.

Claims are paid in domestic currency (MKD) into a bank account
opened by the applicant in Macedonia.

H. Invoicing

VAT invoices and credit notes. A Macedonian taxpayer must issue
invoices for all of its taxable supplies. A document qualifies as a
valid invoice if it complies with the requirements set out in the
Macedonian VAT Act. The invoice must be issued within five
working days after the date of the supply.

If an invoice is issued both for taxable supplies and non-taxable
supplies, each supply must be stated separately. If a non-taxable
supply is made, it must be stated on the invoice that “The Value
Added Tax is not calculated.”

A taxpayer delivering taxable goods to recipients of goods or
services who are not taxpayers (end consumers) must record the
supply through a cash register and issue a receipt, regardless of
whether the recipient of such goods or services requests a receipt.

A credit note may be used to reduce VAT charged and claimed
back on a supply. A credit note must be cross-referenced to the
original invoice. However, no official rules have been issued with
respect to credit notes.

Foreign-currency invoices. In general, VAT invoices must be
issued in domestic currency (denars [MKD]). If a VAT invoice is
issued in a foreign currency, all values required for VAT purposes
must be converted into denars for tax purposes, using the rate
published by the National Bank of Macedonia on the date of the
invoice.

I. VAT returns and payment

VAT returns. The tax period is the calendar month if the
total turnover in the preceding calendar year exceeded
MKD25 million. Taxpayers that had total turnover in the preced-
ing year of less than MKD25 million must file VAT returns and
pay VAT quarterly. Newly registered taxpayers projecting an
annual turnover of more than MKD2 million must register for
VAT and make quarterly VAT return filings. Taxpayers that are
registered on a voluntary basis and do not expect to exceed the
mandatory registration threshold of MKD2 million but plan to
invest more than MKD100 million during the year may apply for
permission to file monthly. Taxpayers must calculate the VAT for
the relevant tax period for all supplies made that are subject to
VAT. Taxpayers must submit a tax return within 25 days after the
end of the relevant tax period. Starting 1 January 2013, monthly
taxpayers must file electronic VAT returns, and starting 1 July
2013, quarterly taxpayers must file electronic VAT returns.
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Penalties. A legal entity is fined the MKD equivalent of
EURT1,200 for late VAT registration and of EUR1,500 for a late
VAT return filing and for a late issuance of an invoice.

Failure to register or file a VAT return is subject to fines ranging
from EUR2,000 to EUR2,500. The same penalties apply if the
legal entity fails to pay the VAT into the authorities’ bank account
into which registered VAT payers must pay their VAT or if the
legal entity makes inaccurate VAT accounting entries. Separate
fines apply to the legal representative of the company. Criminal
sanctions apply if the offenses are intentional.

Taxpayers that make a late VAT payment are liable to pay interest
on the tax due at a rate of 0.03% for each day of delay.
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The Malaysian government has announced that a goods and services tax
(GST) will replace the current sales and service tax regimes, effective

1 April 2015.

A. At a glance
Name of the taxes

Dates introduced
Sales tax
Service tax

European Union (EU)
Member State

Administered by

Tax rates
Sales tax
Standard
Other

Service tax
Goods and services tax

Tax return periods
Sales tax
Service tax

Thresholds
Sales tax registration

Sales tax, service tax, GST

29 February 1972
1 March 1975

No

Royal Malaysia Customs
Department
(http://www.customs.gov.my)

10%

5% and several specific rates for
certain petroleum products

6%

6%, 0%, exempt

Two months
Two months

None (manufacturers of taxable
goods with annual sales turnover
not exceeding MYR 100,000
may apply for exemption)
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Service tax registration None, or annual sales turnover
exceeding MYR 150,000,
MYR300,000 or MYR3 million
(depending on the types of
taxable services provided)

B. Scope of the taxes

Sales tax. Sales tax is a single-stage tax, applied to sales of
locally manufactured taxable goods as well as to taxable goods
imported for domestic consumption.

All taxable goods manufactured in, or imported into, Malaysia
are subject to sales tax, unless they are specifically exempted by
law. However, sales tax does not apply to goods manufactured in,
or imported into, Labuan, Langkawi, Tioman, the (Inter-Country)
Joint Development Area, free zones, licensed warchouses or
licensed manufacturing warehouses.

Service tax. Service tax is a single-stage tax applied to specified
taxable services. Services that are not included in the prescribed
list are not taxable. Nine major groupings of taxable services are
currently included in the prescribed list. Taxable services include,
but are not limited to, telecommunication services, employment
services, consultancy services, management services, legal ser-
vices, accounting services, advertising services, engineering
services, surveying services, architectural services, insurance ser-
vices and car hire services.

Service tax does not apply in Labuan, Langkawi, Tioman, the
(Inter-Country) Joint Development Area and free zones.

Goods and services tax (GST) will be charged on any taxable
supply of goods and services made in the furtherance of any busi-
ness by a GST-registered person in Malaysia. It will also be
charged on the importation of goods and services into Malaysia.
It will not apply to exports and some other goods or services that
are deemed exempt.

C. Who is liable

Sales tax. Any person that manufactures taxable goods in the
course of a business must apply for a sales tax license. The license
must be displayed at the licensed manufacturer’s principal place of
business. If the licensed manufacturer carries on business in more
than one location, each manufacturing site must be covered by the
license and a copy of the license must be displayed at each site.

Exemption from sales tax licensing. A manufacturer of taxable
goods whose sales turnover did not exceed MYR100,000 in the
preceding 12 months and whose sales are not expected to exceed
MYR100,000 in the next 12 months may apply for a certificate
of exemption from sales tax licensing.

If a business exclusively manufactures goods that are exempt from
sales tax by law, it is relieved from the licensing requirement.

Certain manufacturing operations are exempt from the licensing
requirement. These activities include, but are not limited to, the
following:

* Developing and printing photographs

* Preparing meals
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* Engraving personal articles

* Installing goods in buildings

* Manufacturing ready-mixed concrete

* Preparing materials for road-making

* Photocopying

» Repacking bulk goods into smaller packages (by a person other
than a licensed manufacturer)

* Repairing used goods

* Eyesight testing, prescribing lenses and fitting lenses into frames

* Varnishing or polishing finished pieces of furniture (by a per-
son other than a licensed manufacturer)

* Personal tailoring services (excluding manufacturing garments)

« Installing air conditioning in a motor vehicle

» Manufacturing jewelry

* Extracting gold from mineral ores

Importers. An importer of taxable goods does not need to apply
for a sales tax license. Sales tax on imported goods is assessed
and collected when the goods are cleared by the Royal Malaysia
Customs Department, together with any customs duties payable.

Penalties for failing to obtain a sales tax license. A manufacturer
of taxable goods that fails to apply for a sales tax license is liable
for a penalty, which may include imprisonment for a term not
exceeding 12 months, a fine not exceeding MYRS,000 or both.

Service tax. Subject to the relevant registration thresholds pro-
vided in the service tax law, any person that carries on a business
of providing taxable services must apply for a service tax license.

The following lists provide some examples of businesses subject
to the existing four service tax registration thresholds.

Examples of businesses with nil threshold

* Insurance companies

* Telecommunication services’ providers

* Forwarding agents

* Night clubs, dance halls, cabarets, approved health centers and
massage parlors, public houses and beer houses

» Lawyers*

* Public accountants*

* Engineers*

* Architects*

* Surveyors*

* Consultancy services’ providers*

* Management services’ providers*

* The registration threshold of MYR150,000 for these service providers was
abolished, effective from 1 January 2008. Such service providers are required to

be licensed under the Service Tax Act, regardless of the amount of sales turnover
derived from the rendering of their taxable services.

Examples of businesses with MYR150,000 threshold
* Car park operators
* Courier services’ providers

* Motor vehicles services or repair centers
* Security services’ providers

Examples of businesses with MYR300,000 threshold
* Private clubs
* Golf course and golf driving range operators
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* Private hospitals
* Advertising services’ providers

Examples of businesses with MYR3 million threshold
* Restaurants*
¢ Food court operators*

* The registration threshold of MYR300,000 for restaurants located outside hotels
(including food court operators) is raised to MYR3 million, effective from 1 July
2008. Existing service tax licensees may choose to cancel their license if they
have not reached the new registration threshold.

The license must be displayed at the licensed service provider’s
principal place of business. If the licensed service provider car-
ries on business in more than one location located within the same
tax district, each business site must be covered by the license, and
a copy of the license must be displayed at each site. If the
licensed service provider carries on business in more than one
location located in different tax districts, each business site must
be licensed separately for service tax. However, if the service
provider maintains a centralized billing or accounting system, a
single service tax license may be obtained for all of its premises.

Voluntary service tax licensing. Any person that carries on a busi-
ness of providing taxable services and that has not yet reached
the relevant registration threshold provided in the service tax law
may apply to be licensed voluntarily.

Penalties for failing to obtain a service tax license. A taxable per-
son that fails to apply for a service tax license is liable for a
penalty, which may include imprisonment for a term not exceed-
ing 24 months, a fine not exceeding MYRS,000 or both.

Goods and services tax. A GST taxpayer is expected to include
anyone who undertakes taxable transactions in Malaysia, in the
course or furtherance of a business. The term “business” includes
any trade, commerce, profession, vocation or any other similar
activity. GST is expected to apply to imported services using the
reverse charge mechanism.

D. Tax rates

Sales tax. The term “taxable goods” refers to locally manufactured
goods as well as to imported goods that are not exempt under the
sales tax law.

The rates of sales tax are 5% and 10%. The 10% rate applies to
most taxable goods. The reduced rate of 5% applies to certain
nonessential goods which include, among others, foodstuffs and
building materials. Specific rates are imposed on certain petro-
leum products.

Service tax. Service tax is imposed at a rate of 6% on the price,
charge or premium for the taxable service. Accounting, engineer-
ing, legal, architectural, surveying, management and consultancy
services provided by one company to another company within the
same commercial group are not subject to service tax if certain
conditions are satisfied.

Goods and services tax. The standard tax rate has been proposed
to be 6%. All supplies will be liable at the standard rate unless
they are specifically zero-rated or exempt. Zero-rated supplies
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are those taxed at a 0% rate. GST incurred on a zero-rated supply
can be recovered, even though no tax is charged. Exempt supplies
are GST-free but confer no entitlement to recover GST incurred
in making them. A business that makes wholly exempt supplies
will not be able to register for GST.

Examples of zero-rated supplies are expected to include the fol-

lowing:

* Agriculture products such as paddy, vegetables and tubers

* Foodstuff such as rice, sugar, plain flour, cooking oil, salt and
spices

* Livestock supplies, live animals and unprocessed meat (fresh
and frozen) of cattle, buffalo, goat, sheep and swine; fresh and
frozen poultry meat of chicken and duck; eggs (fresh and salt-
ed); and fish and fillets

* The supply of the first 200 units of electricity per month to
domestic users

* The supply of treated water for domestic consumers

* Export of goods

* International services, including exported financial services

Examples of exempt supplies are expected to include the follow-

ing:

« Land for agricultural purposes and land for general use, such as
burial grounds, playgrounds or religious buildings

* Buildings used for residential purposes

* Private education and healthcare services

¢ Childcare services

* Accommodations: the grant of any right or license to occupy
hotels, inns, boarding houses, service apartments or similar
establishments under a contract for a duration of 28 days or
more

* Domestic passenger transportation, such as by bus, taxi and
train

¢ Tolled highway or bridge

« Funeral, burial and cremation services

* Supply made by philanthropic societies and similar organiza-
tions

* Certain financial services (e.g., financing and investment prod-
ucts)

E. Time of supply

Sales tax. Sales tax is due on goods manufactured in Malaysia
when the goods are sold, used or disposed of by a taxable person.
The definition of “disposal” includes the manufacturer diverting
the goods to its own use, destroying the goods, giving away or
donating the goods, and making a supply of manufactured goods
for no consideration.

Imported goods. Sales tax is due for imported goods at the time
the goods are cleared by the Royal Malaysia Customs Department
or removed from a customs bonded warehouse.

Service tax. Service tax is due when payment is received for tax-
able services rendered. If payment is not received within
12 months after the date of issuance of an invoice, the tax is due
on the day immediately after the expiration of the 12-month
period.
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Goods and services tax. In general, it is expected that GST will
become due when a sale is made, even if payment has not been
received, as is customary in VAT or GST systems.

F. Invoicing

Sales tax invoices. A licensed manufacturer is required to issue a
sales tax invoice for the sale of taxable goods. The invoice must
be in Malay or in English. The invoice must state the amount of
sales tax separately from the price for the goods.

Proof of exports. Exports of goods are exempt from sales tax. To
qualify for exemption, it must be proven that the goods have been
exported from Malaysia. Acceptable documentation includes a
customs export declaration and an export sales invoice issued by
a licensed manufacturer.

Service tax invoices. A licensed service provider is required to
issue a service tax invoice for the sale of taxable services. The
invoice must be in Malay or in English. The invoice must state
the amount of service tax separately from the price for the taxable
service.

Goods and services tax. Under the proposed tax, a GST-registered
business, in the main, will be able to offset the GST incurred in
making its supplies against GST due on making those supplies.

Conditions governing input tax claims are expected to include the

following:

* The claimant will have to be registered for GST.

* Goods and services will have to be acquired for the purpose of
making taxable supplies.

* The claimant must have a valid tax invoice issued in the name
of the claimant.

* Goods and services acquired will not be subject to any input tax
restriction.

« Tax invoices, simplified tax invoices or customs import docu-
mentations must be made available to support any claim for
input tax credit.

* A taxable person that fails to pay its supplier within six months
from the date of the supply will be required to account for an
amount equal to the input tax claimed as output.

Businesses in the banking sector may be subjected to a Fixed
Input Tax Recovery (FITR) regime, with the fixed recovery rate
determined by the type of bank involved.

G. Tax returns and payment

Sales tax. Sales tax returns are generally completed for two-
month periods. The due date for the return and payment is the
28th day of the month following the end of the return (taxable)
period.

Taxable persons may agree with the tax authorities on different
sales tax accounting periods. A taxable person may also pay out-
standing sales tax, including a late payment penalty, in install-
ments, with the prior agreement of the tax authorities.

Sales tax penalties. A penalty of 10% of the tax due is assessed
for the late payment of sales tax. The amount of the penalty is
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increased by an additional 10% for every 30-day period that the
tax remains unpaid, up to a maximum penalty of 50%.

Penalties are imposed for a range of offenses, including the fail-
ure to apply for a sales tax license, the failure to charge sales tax,
errors in issuing invoices and the failure to maintain proper
accounting records. On conviction, an offender may be subject to
an imprisonment term not exceeding 12 months, a fine not
exceeding MYRS5,000 or both.

Service tax. Service tax returns are completed for two-month
periods. The due date for the return and payment is the 28th day
of the month following the end of the return (taxable) period.

A taxable person may pay outstanding service tax, including a
late payment penalty, in installments, with the prior agreement of
the tax authorities.

Service tax penalties. A penalty of 10% of the tax due is assessed
for the late payment of service tax. The amount of the penalty is
increased by an additional 10% for every 30-day period that the
tax remains unpaid, up to a maximum penalty of 50%.

Penalties are imposed for a range of offenses, including the fail-
ure to apply for a service tax license, the failure to charge service
tax, errors in issuing invoices and the failure to maintain proper
accounting records. On conviction, the offender may be subject
to an imprisonment term not exceeding 24 months, a fine not
exceeding MYRS5,000 or both.

Goods and services tax. Rules on filing GST returns and penalties
for filing untimely returns or failing to file returns will be issued
before the effective date of the GST on 1 April 2015.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

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)
It-taxxa fuq il-valur mizjud
1 January 1999

Yes (effective from 1 May 2004)

Ministry of Finance
(http://www.vat.gov.mt)

18%

5% and 7%

Exempt with credit and exempt
without credit

MT12345678

Quarterly (in special cases, the
Director General, VAT may
prescribe a period of more or
less than three months)

EUR7,000

Yes

VAT applies to the following transactions:

* The supply of goods and the rendering of services in Malta by
a taxable person for consideration, in the course or furtherance
of an economic activity

* Intra-Community acquisition of goods (subject to certain con-
ditions; see the chapter on the EU)

* Intra-Community acquisitions of new means of transport (see
the chapter on the EU)

* Intra-Community acquisitions of excise goods

* The importation of goods into Malta (other than exempt impor-
tations)
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C. Who is liable

A taxable person is any person that carries on an economic activ-
ity, regardless of the purpose or result of that activity.

Until 31 December 2010, under Article 10 of the VAT Act, no
registration threshold applied. Effective from 1 January 2011, the
VAT registration threshold is EUR7,000. Any person or business
entity that carries on an economic activity in Malta and that has
turnover exceeding this threshold must register for VAT within
30 days.

Group registration. VAT group registration is not allowed under
the Maltese VAT law. Legal entities that are closely connected
must register for VAT individually.

Non-established businesses and tax representatives. A “non-

established business” may be any of the following persons:

* A taxable person that has not established its economic activity

* A taxable person that has no fixed place of establishment in
Malta

* A physical person who has not established his or her economic
activity in Malta

* A physical person who does not have a fixed place of establish-
ment in Malta, has no permanent address in Malta or does not
usually reside in Malta

A non-established business that makes supplies in Malta may
appoint a tax representative or may be required by the Maltese tax
authorities (the Director General, VAT) to do so. The Director
General, VAT may designate, by means of a written notice, a
person resident in Malta with whom the non-established business
has a business relationship to be the tax representative of the non-
established business, unless the non-established business has
already designated a representative. The representative must be
nominated in writing to the VAT authorities. A tax representative
is jointly and severally liable with the person represented.

Late-registration penalties. Penalties are assessed for late regis-
tration or for failure to keep records or submit returns. A penalty
for late registration is assessed on an amount equal to the higher
of the following:

* 1% of the excess, if any, of the output tax due over input tax
(and any allowable deductions) for the first VAT period follow-
ing registration

» EUR20 for every month or part of a month that the registration
is late

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to VAT (at the standard rate of 18% or the
reduced rates of 5% or 7%). The term “exempt supplies” refers to
supplies of goods and services not liable to tax and that do not
give rise to a right of input tax deduction (see Section F). Some
supplies are classified as “exempt with credit,” which means that
no VAT is chargeable, but the supplier may recover related input
tax. Exempt with credit supplies include exports of goods and
related services to third territories (that is, territories outside
the EU).
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In Malta, the following three VAT rates apply:
« Standard rate: 18%
* Reduced rates: 5% and 7%

The standard rate of VAT applies to all supplies of goods or ser-
vices, unless a specific measure provides a reduced rate or an
exemption.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at a reduced rate of VAT.

Examples of exempt supplies of goods
and services (without credit)
* Letting and transfer of immovable property
* Health and welfare
* Education
* Postal services
* Banking and insurance
* Grant and negotiation of credit and the management of credit
by the grantor
* Supply by nonprofit organizations of approved services related
to sports or physical recreation
* Sports
* Lotteries
* Broadcasting
» Water

Examples of exempt with credit supplies of
goods and services (0% rate)
* Food, excluding catering
» Pharmaceutical goods
* International transport
* Exports of goods and related services
* Supplies to ships
* Supply of gold to the Central Bank of Malta

Examples of supplies of goods and services taxable at 5%
* Confectionery
» Medical equipment and accessories
* Printed matter
* Supply of electricity

Examples of goods and services taxable at 7%
* Tourist accommodation

E. Time of supply

The time when VAT becomes due is referred to as the “date when
tax on supplies becomes chargeable” or “tax point.”

The basic tax point for a supply of goods is the earlier of the date
on which the goods are delivered or otherwise made available to
the recipient of the supply or the date on which payment is made.
The basic tax point for a supply of services is the earlier of the
date on which the services are performed or the date on which
payment is made.

If a VAT invoice is issued before the basic tax point or by the 15th
day of the month following the basic tax point, the date on which
the VAT invoice is issued becomes the actual tax point. The
actual tax point overrides the basic tax point.
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Cash accounting. Professional service providers and retailers, as
well as civil, mechanical and electrical engineering contractors,
may use cash accounting if they have not exceeded the threshold
of EUR2,000,000, subject to the condition that the right to deduct
input tax shall be postponed until the tax on the goods or ser-
vices supplied to them has been paid.

F. Recovery of VAT by taxable persons

A VAT-registered person may recover input tax, which is VAT
charged on goods and services supplied to it for business pur-
poses. Input tax is recovered by deducting the amount from output
tax, which is VAT charged on supplies made in the same period.

Input tax includes VAT charged on goods and services supplied
in Malta, VAT paid on imports of goods and VAT self-assessed
for reverse-charge services received from outside Malta.

For a claim for input tax to be valid, the following conditions

must be met:

* The claim must be supported by a tax invoice.

* The person claiming the expense must have the document in its
possession, and produce it to the Director General, VAT if and
when requested.

* The amount of tax claimed must be properly accounted for in
the records held by the claimant.

» The VAT is recoverable to the extent allowable by the VAT Act.

Nondeductible input tax. 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). In addition, input tax may not be recovered for
some items of business expenditure.

The following lists provide some examples of items of expendi-
ture 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
* Purchase, repair and maintenance, lease, fuel and hire of vehi-
cles (excluding commercial vehicles)
* Business and employee entertainment
* Tobacco and alcohol
» Works of art and antiques

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

* All other business expenditure

Partial attribution (partial exemption). Input tax directly related to
the provision of exempt without credit supplies is generally not
recoverable. If a registered person makes both exempt without
credit supplies and taxable supplies, the person may not deduct
input tax in full. This situation is referred to as “partial attribu-
tion” or “partial exemption.” The amount of input tax that may be
deducted from output tax by a taxable person making exempt
without credit supplies is based on the percentage of taxable sup-
plies made compared with total supplies made. Attribution is
based on a provisional rate in the first year (Year 1) and is then
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adjusted to a definitive rate, which is based on the level of taxable
supplies made compared with total supplies made on an annual
basis. The definitive rate (as amended at the end of the first year)
is used as the provisional rate in the second year (Year 2).

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 attri-
bution 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 attribution
recovery percentage changes during the adjustment period or if
the use of the capital goods changes.

An adjustment may be necessary to the initial VAT deduction
with respect to capital goods and immovable property, resulting
from either changes in the circumstances of the business or to
changes in the proportion of use of the asset in the business. In
the event of such change in circumstances, an adjustment to the
initial deduction is made. The adjustment period is 5 years with
respect to capital goods other than immovable property and
20 years with respect to immovable property.

Refunds. If the amount of input tax recoverable in a tax period
exceeds the amount of output tax payable in that period, the tax-
able person ends up in an excess credit position. A taxable person
is entitled to a refund of such excess credit if the excess credit is
not set off against any VAT due in the subsequent tax period. The
refund must be paid within five months after either the due date
of the VAT return or the date on which the return is submitted,
whichever is later.

The VAT authorities pay interest on VAT refunds that are paid late
at a rate of 0.75% per month or part of a month. Interest is pay-
able for the period beginning with the date on which the refund
becomes payable and ending on the date on which the refund is
paid.

G. Recovery of VAT by non-established businesses

The VAT authorities refund VAT incurred by businesses that are
neither established nor registered for VAT in Malta, under the
terms of Council Directive 2008/9/EC and the EU 13th Directive
(see the chapter on the EU). For businesses established in the EU,
refund is made under the terms of Council Directive 2008/9/EC.
For businesses established outside the EU, refund is made under
the terms of the EU 13th Directive.

For the general VAT refund rules under Council Directive
2008/9/EC and the EU 13th Directive refund schemes, see the
chapter on the EU.

Claims for refunds by persons established in other EU Member
States must be made online in accordance with Council Directive
2008/09/EC. Claims for refund under the EU 13th Directive must
be made on an appropriate form and sent to the following
address:

Director General, VAT
Value Added Tax Department
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Centre Point Building
Ta’ Paris Road
Birkirkara BKR 4633
Malta

H. Invoicing

VAT invoices and credit notes. Registered persons must generally
provide tax invoices for all taxable supplies of goods and ser-
vices made and for exports. Fiscal receipts must be issued for
retail sales. A purchaser who receives a fiscal receipt for a supply
must retain it for a period of at least 24 hours because the pur-
chaser may be required to produce the receipt for inspection by
the VAT authorities.

A credit note may be used to reduce VAT charged and reclaimed
on a supply. A credit note must be cross-referenced to the original
invoice.

Electronic invoicing. Effective 1 January 2013, the VAT law has
been amended to permit electronic invoicing in line with EU
Directive 2010/45/EU.

Proof of exports. VAT is not chargeable on exports of goods to
third territories. An export supply must be accompanied by
evidence that confirms the goods have left Malta. Suitable evi-
dence includes the stamped customs exportation documentation.

Foreign-currency invoices. Invoices may only be issued in euros.
Foreign currency may only be quoted as a reference. The selling
rate quoted by the European Central Bank on the date on which
the supply takes place must be used.

I. VAT returns and payment

VAT returns. In most cases, registered persons file VAT returns
quarterly. VAT returns must be filed within one and a half months
after the end of the tax period to which they relate. Payment in
full is required on the same date. Return liabilities must be paid
in euro.

Recently Maltese VAT law was amended to ensure that busi-
nesses sending their VAT declarations and making payments
online are not charged interest and administrative fines if the
declaration or payment is sent within seven days after the current
deadline.

Penalties. Interest is assessed on VAT paid late. The current rate
is 0.75% for each month or part of a month. The interest rate may
change.

A penalty for default in submitting a tax return equals the greater

of the following two amounts:

* 1% of the excess, if any, of the output tax over input tax for the
period (disregarding any excess credit brought forward from a
previous tax period and any allowable deductions)

* EUR20 for every month or part of a month that the return is late

For the filing of a tax return containing errors that are discovered
during a VAT inspection, a penalty equal to the sum of the follow-
ing is imposed:
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* 20% of the excess, if any, of the correct amount of output tax
over the output tax declared in the return

* 20% of the excess, if any, of the deductions declared in the
return over the correct amount of the deductions

If an error is voluntarily disclosed before it is discovered by the
VAT Department, the penalty is reduced to 10%. This reduction
also applies if the person involved cooperates with the Director
General, VAT, accepts an agreement, and pays the amounts due
within one month after signing the agreement.

J. EU filings

INTRASTAT and EU Sales Lists. A taxable person that trades with
other EU countries must complete statistical reports, known as
INTRASTAT returns and EU Sales Lists (ESLs). Penalties may
be imposed for late, missing or inaccurate INTRASTAT returns
and ESLs.

Recapitulative Statement. In general, Recapitulative Statements

must be prepared for each calendar month with respect to the

following:

* Intra Community supplies of goods

* Intra-Community supplies of services made to a customer that
is liable to pay the tax on that service in the EU Member State
in which it is established, except when such service is exempt in
that Member State

Recapitulative Statements must be submitted online to the VAT
Department by the fifteenth day of the month following the rel-
evant calendar month.

However, Recapitulative Statements may be submitted online for
each calendar quarter by the 15th day of the month following the
end of the quarter if the total amount of the supplies of goods,
excluding VAT, did not exceed in the relevant quarter or in any of
the four preceding quarters EURS50,000. If the EURS50,000
threshold is exceeded, the Recapitulative Statements must be
submitted by the 15th day of the month following the relevant
month.

Notwithstanding the above, if a person provides only supplies of
services, it may submit an online Recapitulative Statement for
each calendar quarter regardless of the total value of services
supplied.

The values of supplies of goods or services required to be report-
ed in the Recapitulative Statement must be declared in the period
of submission during which VAT becomes chargeable.
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A. At a glance
Name of the tax
Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Other

VAT number format

VAT return periods
Monthly

Quarterly

Thresholds
Registration

Recovery of VAT by

non-established businesses

B. Scope of the tax

Value-added tax (VAT)
7 September 1998

No

Mauritius Revenue Authority
(MRA)

15%
Zero-rated and exempt

VAT99999999

Annual amount of taxable
supplies exceeds

MUR10 million

Annual amount of taxable
supplies is MUR 10 million
or less

Annual turnover of

MUR4 million

(after 1 April 2013);

no turnover threshold applies
to some businesses and
professions (see Section C)

No

VAT applies to the following transactions:
* The supply of goods or services made in Mauritius by taxable

persons

* Reverse-charge services received by taxable persons in Mauritius
* The importation of goods from outside Mauritius
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Certain persons, such as airlines and other organizations approved
by the Director-General, Mauritius Revenue Authority (MRA),
are exempt from VAT on specified supplies.

C. Who is liable

A taxable person is any entity or person that is required to be
registered for VAT.

VAT registration is compulsory if annual turnover from a trade or
profession exceeds MUR4 million. Before 1 April 2013, the
threshold was MUR2 million.

However, persons engaged in certain businesses or professions
must register for VAT, regardless of their level of turnover. This
rule applies to the following businesses or professions:
* Accountants

* Auditors

* Advertising agents

 Advisers

* Architects

 Attorneys

* Barristers

¢ Clearing and forwarding agents

* Engineers

» Estate agents

* Land surveyors

* Notaries

* Opticians

* Project managers

* Property valuers

* Quantity surveyors

* Tour operators

* General sales agents of airlines

Transition to higher registration threshold. If a taxpayer ceases to
be a registered person on 1 April 2013 because the annual turn-
over of taxable supplies no longer reaches the threshold nor is
likely to, any excess VAT paid during the last taxable period shall
not be refundable and shall be deemed to be VAT on trading
stocks held. Furthermore, the excess VAT paid shall not be car-
ried forward as credit.

Exemption from registration. A taxable person whose turnover is
exclusively zero-rated may choose to not apply for registration.

A taxable person whose turnover is exclusively exempt from VAT
may not apply for registration.

Voluntary registration. A person may register for VAT voluntarily
if its taxable turnover is below the VAT registration threshold. A
person may also register for VAT voluntarily in advance of mak-
ing taxable supplies.

Group registration. Group registration is not allowed in Mauritius.

Reverse charge. If a nonresident person supplies services to a
VAT-registered person that are performed or used in Mauritius,
the VAT-registered person must account for the VAT due under
“reverse charge” accounting; that is, the registered person must
charge itself VAT. The self-assessed VAT may be deducted as
input tax depending on the taxable person’s partial exemption



506 MAURITIUS

status (see Section F). This measure does not apply to supplies
that are exempt from VAT under the Mauritian VAT law.

Cancellation of registration. A taxable person that ceases to be
eligible for VAT registration must deregister. The person must
write to the Director-General, MRA, who determines the effec-
tive date of deregistration.

Late-registration penalties and interest. A penalty applies to late
registration. The penalty is 5% of the unpaid tax plus interest at
a rate of 1% of the unpaid tax per month.

D. VAT rates

In Mauritius, the term “taxable supplies” refers to supplies of
goods and services that are liable to a rate of VAT, including the
zero rate. The term “exempt supplies” refers to supplies of goods
and services that are not liable to tax and that do not give rise to
a right of input tax deduction.

In Mauritius, the following are the rates of VAT:
« Standard rate of 15%
* Zero rate (0%)

The standard rate of VAT applies to all supplies of goods or ser-
vices, unless a specific measure provides for a zero rate or an
exemption.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at the zero rate.

Examples of exempt supplies of goods and services
* Bread
* Baby food
¢ Entrance to cinemas, concerts and shows
* Films, including royalties
* Education and training
* Certain financial services
* Insurance
* Public transport
e Land
» Medical services

Examples of goods and services taxable at 0%
* Printed books and booklets
* Sugar
* Fertilizers
» Margarine
* Rice
* Yogurt
« Edible oils
* Transport of passengers and goods by sea or air
¢ Electricity and water
* Export of goods and services

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.” The tax point under the Mauritian law is the earlier
of the receipt of payment or the issuance of an invoice or VAT
invoice.
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For hire-purchase agreements, the tax point arises when the
agreement is made.

Deposits and prepayments. The receipt of a deposit or prepay-
ment normally creates an actual tax point if the amount is paid in
the expectation that it will form part of the total payment for a
particular supply. A tax point is created only to the extent of the
payment received.

Imported goods. The time of supply for imported goods is the
time when the goods are removed from customs.

Goods sent on approval or for sale or return. The tax point for
goods sent on approval or for sale or return is the earlier of the
issuance of an invoice or VAT invoice or when payment is
received.

Continuous supplies of services. If services are supplied continu-
ously, a tax point is created each time a payment is made or an
invoice or VAT invoice is issued, whichever occurs earlier.

Reverse-charge services. The tax point for reverse-charge ser-
vices is when the consideration for the services is paid. If the
consideration for the services is not in money, the tax point is the
last day of the VAT period during which the services are per-
formed.

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 deducting it from output
tax, which is VAT charged on supplies made.

A valid VAT invoice or customs import declaration must gener-
ally support a claim for input tax.

Input tax on expenditure incurred before registration is not gener-
ally allowable.

Nondeductible input tax. 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). In addition, input tax may not be recovered for
some items of business expenditure.

The following lists provide some examples of items of expendi-
ture 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 of a car
* Accommodation
* Assets transferred as part of a going concern
* Business entertainment and hospitality

Examples of items for which input tax is deductible
(if related to a taxable business use)
« Conferences, exhibitions and seminars
« Staff welfare
* Certain goods’ vehicles
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Partial exemption. Input tax directly related to making exempt
supplies is not recoverable. If a taxable person makes both exempt
and taxable supplies, it may not recover input tax in full. This
situation is referred to as “partial exemption.”

A taxable person that makes exempt supplies may calculate the

recoverable amount of VAT by using several methods. The standard

partial exemption calculation method is a two-stage calculation.

The following are the two stages for this calculation:

* The first stage identifies the input VAT that may be directly
allocated to taxable and exempt supplies. Input tax directly
allocated to taxable supplies is deductible, while input tax
directly related to exempt supplies is not deductible.

* The second stage identifies the amount of the remaining input
tax (for example, input tax on general business overhead) that
may be allocated to taxable supplies and recovered. The calcu-
lation of recoverable VAT may be performed using the propor-
tion of the value of taxable supplies to total turnover in the
preceding year. An adjustment is made after the year so that the
proportion is based on actual figures.

If the standard calculation provides an unfair result, the taxable
person may agree on a special calculation method with the MRA.

Capital goods scheme. No capital goods scheme adjustment
applies in Mauritius.

VAT refunds. If the amount of input tax (VAT on purchases)
recoverable in a period is greater than the amount of output tax
due (VAT on sales), the excess may be refunded in certain cir-
cumstances.

A registered person may make a claim for repayment of the
amount of input tax allowable with respect to capital goods
amounting to MUR100,000 or more if it has excess input VAT in
the relevant tax period. The MRA may refund all or part of the
claim.

In addition to any amount repayable relating to capital goods, a
registered person may also make a claim to the MRA for a repay-
ment of that part of the excess amount that corresponds to the
proportion of the total value of zero-rated supplies made com-
pared to the total value of taxable supplies made in that tax period.

VAT refund scheme for selected industries. The VAT refund
scheme introduced in 2011 will not have any time limit further to
the amendment made by the Finance (Miscellaneous Provisions)
Act 203. Relevant equipment includes the following:

Equipment applicable to bakers

* Dough mixers, dough hoppers, dough dividers and pre-portioners

* Moulding machines, rounding machines, conical rounder
machines, shaping machines and dough cutting machines

* Depositing machines, for depositing on trays (flat and baguette)
with retracting belt

* Fermentation rooms

* Industrial ovens used in bakery

* Flour sifters

* Bread slicers

» Water dosing machines and water coolers
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* Metal detector machines
 Bakery machines of HS codes 8438.10

Equipment applicable to planters or horticulturists

* Tractors up to 120 hp, trailers, ploughs, furrowers, tillers, roto-
vators, blades, buckets, seeders, harrows and hoes

» Manure spreaders and fertilizer distributors

* Seed distributors, seed trays, sowing machines and transplanters

 Harvesting and threshing machinery

* Machines for cleaning, sorting or grading seed, grain or dried
leguminous vegetables

* Machinery for the preparation of fruits, nuts or vegetables

* Hand tools including spades, forks, rakes or secateurs

* Agricultural and horticultural appliances for spraying liquids or
powders

* Agricultural plastic crates

« Industrial type agro processing equipment

* Cooling chambers

« File horticole

* Greenhouse film cover

* Forced-air dryers for fruits and vegetables

* Heavy duty high pressure cleaning equipment (industrial type)

* Heavy duty water pumping equipment (industrial type)

* Spare parts from agricultural machinery and equipment

» Weed mats

* Plastic mulch

* Post-harvest equipment

* Dryers for agricultural products

» Weight scales

* Refractometers

¢ Industrial type chill rooms or cold rooms

* Straw and fodder bailers

» Tires used for tractors

Equipment applicable to pig breeders
* Heavy duty high pressure cleaning equipment (industrial type)
* Heavy duty water pumping equipment (industrial type)

Equipment applicable to breeders other than pig breeders
* Milking machines and milk tanks
¢ Dairy machinery
* Incubators, chippers and brooders
* Machines for grading eggs
* Drenching guns
* Bush cutters
* Drinkers, feed through and battery cages
* Debeaking machines, vaccinators
» Heavy duty high pressure cleaning equipment (industrial type)
» Heavy duty water pumping equipment (industrial type)
* Industrial type chill rooms or cold rooms

Equipment applicable to apiculturists

» Smoking-out apparatus for beekeeping
» Honey extractors

Equipment applicable to fishermen
* Outboard and inboard motors of less than 25 hp
* VHF telecommunications radios
» Equipment used in fishing vessels (off lagoon)
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G. Recovery of VAT by non-established businesses

Mauritius does not refund VAT to businesses that are not estab-
lished in Mauritius.

H. Invoicing

VAT invoices and credit notes. Taxable persons must provide VAT
invoices for all taxable supplies made to other registered persons
in Mauritius.

A VAT invoice is necessary to support a claim for input tax
deduction or a refund.

A VAT credit note may be used to reduce the VAT charged and
reclaimed on a supply. The credit note must reflect a genuine
mistake, an overcharge or an agreed reduction in the value of the
original supply.

Foreign-currency invoices. If an invoice or a VAT invoice is issued
in a foreign currency, the VAT due must be converted into
Mauritian rupee using the prevailing exchange rate at the time of
the issuance of the invoice.

I. VAT returns and payment

VAT returns. VAT returns are submitted either quarterly or month-
ly. The quarterly return periods end in March, June, September
and December. Returns must be submitted within 20 days after
the tax period. VAT payments must also be made within 20 days
after the tax period. The time limit of 20 days does not apply to a
person that is required to submit its VAT return electronically. In
such a case, the time limit is the end of the month following the
taxable period. If the statutory date is the end of December, the
due date for the submission of the return and payment of tax is
two days, excluding Saturdays and public holidays, before the
end of December.

Penalties and interest. A penalty applies for the late submission
of a VAT return. It equals MUR2,000 per month, up to a maxi-
mum of MUR20,000.

For late payment of VAT, the penalty is 5% of the unpaid tax and
interest is computed at a rate of 1% per month. The Director-
General, MRA may waive the penalty and interest if the Director-
General is satisfied that the error was attributable to a just or
reasonable cause.
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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 1 January 1980
European Union (EU)
Member State No
Administered by Ministry of Finance and
Public Credit
(http://www.sat.gob.mx)
(http://www.shcp.gob.mx)
VAT rates
Standard 16%
Other Zero-rated and exempt
VAT return periods Monthly
Thresholds
Registration None
Recovery of VAT by

non-established businesses  No

B. Scope of the tax

VAT applies to the following transactions:

* Supplies of goods made or services provided in Mexico by a
taxable person

* Supplies of goods and services subject to the reverse charge
(see Section C)

* Grants of temporary use or exploitation of goods

* Importations of goods from outside Mexico, regardless of the
status of the importer

C. Who is liable

A taxable person is any business entity or individual that makes
taxable supplies or grants temporary use of goods or provides
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services in the course of doing business in Mexico. A business
entity or individual is liable to register for VAT, effective from its
first taxable transaction.

Group registration. VAT grouping is not allowed under the
Mexican VAT law. Legal entities that are closely connected must
register for VAT individually.

Foreign businesses. A foreign legal entity with an establishment
in Mexico must submit an application for VAT registration,
together with its corporate documents, to the Ministry of Finance
and Public Credit. The registration must be submitted together
with the request for tax identification.

A non-established business that has no permanent establishment
in Mexico must appoint a tax representative to register for VAT.

Reverse charge. The “reverse charge” applies to certain supplies
of goods and services. Under this provision, a taxable person that
receives a supply must withhold the VAT due from the supplier
and must pay the VAT. The reverse charge applies to a variety of
transactions, including the following:

* Fees paid by companies to individuals

* Acquisitions of scrap material

* Ground transportation of goods

» Commissions paid by companies to individuals

* The lease or acquisition of tangible goods from residents abroad

Late-registration penalties. Penalties and interest are assessed for
several types of VAT errors, including late registration for VAT
(see Section I).

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to VAT, including supplies at the zero rate.
The term “exempt supplies” refers to supplies of goods and ser-
vices that are not liable to tax. Exempt supplies do not give rise to
a right of input tax deduction (see Section F).

In Mexico, the following are the three rates of VAT:
* Standard rate: 16%
* Zero rate (0%)

The standard rate of 16% applies to all supplies of goods or ser-
vices, unless a specific measure provides for a reduced rate, the
zero rate or an exemption. It is proposed as part of the 2014 tax
reform that goods and services taxable at the standard rate will
include the purchase of chewing gum, as well as the purchase of
pets and pet food.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
zero-rated.

Examples of exempt supplies of goods and services
* Books, newspapers and magazines
¢ Land and buildings used for residential purposes
* Transfers of copyrights by authors
* Education
* Public transport of passengers by land
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* Transport of goods by sea for nonresidents
* Local and foreign currency and credit instruments (including
shares)

Examples of goods and services taxable at 0%
* Exported goods
* Certain exported services
» Unprocessed food and milk
* Patented medicines

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.” The basic tax point for supplies of goods and ser-
vices is when the customer pays the consideration. As a result,
VAT is determined on a cash-flow basis.

Imported goods. The time of supply for imported goods is when
the goods clear all customs procedures.

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 busi-
ness purposes. A taxable person generally recovers input tax by
deducting it from output tax (also known as debit VAT), which is
VAT charged to customers. Input tax includes VAT charged on
goods and services supplied in Mexico, VAT paid on imports of
goods and VAT withheld on reverse-charge goods and services.

To be deductible, input tax must relate to the acquisition of goods
and services that qualify as deductible expenses for income tax
purposes. If an item of expenditure is only partly deductible for
income tax purposes, input VAT may be credited only with
respect to the deductible portion of the expense.

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

The following lists provide some examples of items of expendi-
ture 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
* Business gifts
* Entertainment of employees

Examples of items for which input tax is deductible
(if fully related to a taxable business use)
* Business entertainment
* Accommodation
* Purchase of a vehicle, up to MXN130,000
* Lodging, up to MXN3,850 per day
* Meals, disbursed in Mexico, up to MXN750 per day, and dis-
bursed in foreign countries, up to MXN1,500 per day
* Lease of a vehicle, up to MXN850 per day
* Mobile phones
* Travel expenses
o Taxis
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Partial exemption. Input tax directly related to making exempt or
non-taxable supplies is generally not recoverable. If a taxable
person makes exempt or non-taxable supplies, as well as taxable
supplies, it may not recover input tax in full.

A taxable person that makes taxable supplies, as well as exempt
or non-taxable supplies, must calculate its input tax credit based
on a “credit factor.” The credit factor is determined based on the
percentage of taxable turnover compared with total turnover
(including taxable and exempt or non-taxable supplies) in the
month of the payment.

Refunds. If the amount of input VAT (credit VAT) recoverable in
a month exceeds the amount of output VAT (debit VAT) payable,
the excess credit may be carried forward to offset output tax in
the following tax periods, or it may be refunded on request. The
tax authorities refund a VAT credit by depositing the refundable
amount into the taxable person’s bank account. By law, refunds
must be made within 40 business days after the date on which the
refund request is filed.

G. Recovery of VAT by non-established businesses

Mexico does not refund VAT incurred by businesses that are
neither established in Mexico nor registered for VAT there. If a
foreign business has an establishment in Mexico for VAT pur-
poses and makes taxable supplies there, it may request a refund
of any VAT credit balances through the general refund procedure
for taxable persons (see Section F).

H. Invoicing

VAT invoices and credit notes. A taxable person must generally
provide a VAT invoice for all taxable supplies made, including
exports. Since 2013, digital invoices have been required. Taxable
individuals with incomes equal or lower than MXN500,000 may
issue tax receipts (printed) or electronic bills until March 31, 2014.

A valid VAT invoice is required to support a claim for input tax
deduction.

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

Exports. Mexican VAT is not chargeable on supplies of exported
goods. However, to qualify as VAT-free, exports must be sup-
ported by evidence that proves the goods have left Mexico.
Suitable proof includes the customs export documentation for the
transaction.

Foreign-currency invoices. If a VAT invoice is issued in foreign
currency, the values for VAT purposes must be converted to
Mexican pesos (MXN), using the exchange rate published on the
date of the transaction by the Central Bank of Mexico in the
Federal Official Gazette.

I. VAT returns and payment

VAT returns. VAT returns must be submitted for monthly periods.
VAT returns and payment in full are due by the 17th day of the
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month following the end of the return period. In most cases, tax-
able persons must file VAT returns electronically.

Liabilities shown on returns must be paid in Mexican pesos.

Penalties. Penalties are assessed for errors and omissions con-

nected with VAT accounting. Under the Mexican Federal Tax

Code, the following are considered tax offenses:

« Failure to comply with the obligations set out in tax provisions,
including late compliance with those obligations

» Underpayment and non-payment of taxes

» Overestimated refunds, credits or offsets

* [ssuance of invoices that do not comply with tax requirements

» Mathematical errors in filed returns

« Failure to keep accounting books

Any amount of tax that is not paid by the due date must be
adjusted for inflation. A monthly surcharge is also applied to the
amount of tax owed at a rate of 1.13% per month. If the taxable
person corrects the error voluntarily or if the late payment is due
to factors beyond the taxable person’s control, no fines are
imposed. However, the surcharge and inflation restatement apply.

Interest is assessed on late payments of tax at a monthly rate of
1.13%.

The Federal Tax Code also lists tax crimes, which are criminal

offenses. Tax crimes include the following offenses:

* Contraband

¢ Tax fraud

* Hiding, altering or destroying (in whole or in part) accounting
books and records

Criminal offenses are punishable by fines, which may be a per-
centage of the tax lost or a specified amount. Tax crimes may also
be penalized with a term of imprisonment of between three months
and nine years, or longer, depending on the circumstances.

J. Tax reform in 2014

The tax reform gazetted on 23 December 2013 will result in
significant changes to the VAT in Mexico, the practical effects of
which should be assessed case by case.

Border zone VAT rate. The border zone VAT rate of 11% will be
eliminated, thus standardizing the application of the general VAT
rate of 16% for all of Mexico.

0% rate. The application of the 0% VAT rate will be eliminated for
the following activities: export of hotel services and related ser-
vices by hotel companies to foreign travelers who enter Mexico
exclusively to attend conferences, conventions, exhibitions or
fairs in Mexico, and the sale of chewing gum, the sale of dogs
and cats and other small animals acquired as domestic pets, as
well as the food for these animals.

Incorporation regime. The tax reform proposes new benefits that
individuals with low incomes and reduced administrative capac-
ity may take advantage of during a period of up to six years. Such
benefits will allow these individuals to file their VAT returns
every two months, and to not file VAT information returns as
long as they have filed information on their transactions with
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their suppliers during the immediately preceding bimonthly
period, in conformity with the Income Tax Law.

Returns. For sold goods that are returned to the taxpayer, for
discounts or rebates granted by the taxpayer, and for reimburse-
ments of deposits or advance payments received by the taxpayer,
the reimbursement of the corresponding VAT must be docu-
mented to show, expressly and separately, both the base amount
and the respective VAT that were reimbursed, as well as other
information contained in the original receipt.

Sale of goods in bonded warehouses. The tax reform proposes to
eliminate the VAT exemption on sales of all goods imported
under the strategic in-bond warehouse customs regime, except
for domestic merchandise or merchandise imported permanently,
as long as such merchandise has not been previously considered
an export for inclusion in the aforementioned customs regimes.

Lost inventory. The tax reform specifies that a taxpayer’s lost
inventory will be considered sold and, consequently, will gener-
ate VAT at the time either the taxpayer or the tax authorities
become aware of the lost inventory, whichever occurs first. In the
case of donations on which VAT is payable, this VAT will become
payable when the donated good is delivered to the donee or when
the document supporting the transfer of ownership of the goods
is provided by the donor, whichever occurs first.

Interest exemption. Interest received or paid by cooperative sav-
ings and loan associations, as well as popular financial compa-
nies, community financial companies and rural financial
integration agencies, will be included in the VAT-exempt items
set forth in Article 15, Section X, paragraph (b) of the Value
Added Tax Law.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Reduced
Other

VAT number format
VAT return period

Thresholds
Mandatory registration
Voluntary registration

Recovery of VAT by
non-established businesses

B. Scope of the tax

Value-added tax (VAT)
Taxa pe valoarea adaugata (TVA)
1 July 1998

No

Principal State Fiscal Inspectorate
(www.fisc.md)

20%

8%

Zero-rated and exempt
1234567

Monthly

MDL600,000
MDL100,000

No

VAT applies to the following transactions:

* The supply of goods or services made in Moldova by a taxable
person in the course of a business

* Importation of services received in Moldova by a taxable per-
son (using the “reverse-charge” mechanism)

* Importation of goods

C. Who is liable

A taxable person is any person or legal entity that is registered for
VAT in Moldova. An entity that has a fixed place of business or
carries out commercial or professional operations on a regular
basis in Moldova must register for VAT.

The mandatory VAT registration threshold is turnover or imported
services of MDL600,000 in a period of 12 consecutive months.
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The voluntary VAT registration threshold is turnover of
MDL100,000 in a period of 12 consecutive months.

Group registration. VAT grouping is not permitted under
Moldovan VAT law. Legal entities that are closely connected
must register for VAT individually.

Non-established businesses. Foreign traders are not allowed to
have a VAT registration number. If a foreign entity develops
entrepreneurial activity in Moldova that results in a permanent
establishment (PE), it must register for VAT locally. It is then
treated in the same way as a resident entity.

Reverse charge. The reverse charge is a form of self-assessment
for VAT, under which the recipient of a supply of goods or ser-
vices accounts for the tax.

Services rendered by nonresidents to entities that carry on busi-
ness in Moldova are regarded as imported if they are considered
to be delivered in Moldova.

The recipient of the service is required to account for the VAT
due in Moldova. The tax is due on the date of payment for the
services. VAT paid for imported services is allowed for input tax
recovery (see Section F).

The information relating to VAT on imported services is declared
to the tax authorities in a separate box of the VAT return.

Penalties for reverse-charge supplies. If the VAT on an imported
service is not paid at the correct time, a penalty is imposed, effec-
tive from the date on which the VAT became due (that is, effective
from the date of the payment for services).

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are subject to VAT. The term “exempt supplies” refers
to supplies of goods and services that are not subject to VAT.
Exempt supplies do not give rise to a right of input tax deduction
(see Section F). Some supplies are classified as zero-rated, which
means that no VAT is chargeable, but the supplier may recover
related input tax. In general, zero-rated supplies include exports
of goods and related services as well as other supplies.

In Moldova, the following are the rates of VAT:
* Standard rate: 20%

* Reduced rate: 8%

* Zero rate (0%)

The standard rate of VAT applies to all supplies of goods or ser-
vices, unless a specific measure provides a reduced rate or an
exemption.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at the reduced rates of VAT.

Examples of exempt supplies of goods and services
* Dwellings
e Land
e Cars
¢ Food for children
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* Financial services

« Educational services
* Insurance

* Betting and gaming

* Books and periodicals

Examples of goods and services taxable at 0%
* Exports of goods and services
* International transport of persons and freight
* Electric and thermal power
* Supplies of water to the public

Examples of goods and services taxable at 8%
* Bakery products
* Dairy products
* Drugs
* Natural and liquefied gas produced and imported in Moldova

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.” In general, a VAT payer becomes liable to account
for VAT at the time of the earliest of the following events:

* The receipt of partial or total payment from the customer

¢ The performance of the supply

* The issuance of the VAT invoice

VAT payers must make payments for every tax period. The stan-
dard tax period is a calendar month.

Reverse charge. Tax is payable on reverse-charge services on the
date of payment for the services.

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, 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, which is VAT charged on supplies made.

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

A valid tax invoice or customs document must generally accom-
pany a claim for input tax. The right of deduction may be exer-
cised in the tax period in which the purchase documents are
entered into the recipient’s books of account.

Nondeductible input tax. 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). In addition, input tax may not be recovered for
some items of business expenditure.

The following lists provide some examples of items of expendi-
ture 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

* Private expenditure

¢ Cost of goods that are lost, stolen or destroyed

» Expenditure that is not allowable for income and corporate tax
purposes

* Business gifts

* Bad debts (purchaser acquired goods and services but never
paid the supplier)

* Goods and services purchased based on fiscal invoices that are
not registered in the State general electronic fiscal invoices
register (if the supplier has the obligation to register the fiscal
invoices, and the buyer does not inform the tax authority about
the infringement using the established procedure)

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Hire, lease, maintenance and fuel for cars
* Purchase, hire, lease, maintenance and fuel for vans and trucks
* Parking
* Books
« Attendance at conferences, seminars and training courses
* Mobile phones
* Advertising
* Transport
* Hotel accommodation

Partial exemption. Input tax deduction is not granted for exempt
supplies. If a taxable person makes both taxable and exempt sup-
plies, it may recover only input tax related to supplies that are
taxable. Zero-rated supplies are treated as taxable supplies for
these purposes. Taxpayers who make taxable and exempt supplies
may deduct VAT paid on purchases if they satisfy the following
conditions:

» The taxpayer maintains separate records of payments made for
goods and services used for both VAT-taxable and exempt sup-
plies.

* The recoverable amount of VAT is determined on a monthly
basis by the application of the pro-rata method to the amount of
VAT related both to VAT-taxable supplies and to VAT-exempt
supplies.

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 may request a refund of VAT if the excess VAT

results from any of the following:

* Zero-rated taxable supplies

* Supplies made by companies that produce and sell bread and
dairy products

« Capital investments by business entities registered as VAT payers
except for investments made in buildings and in certain types of
means of transport

* Supplies of crop, horticulture and animal production

* Capital investments in motor vehicles for passenger transporta-
tion

* Overpaid tax

The following special procedure applies if a taxpayer requests a
VAT refund:
* The taxable person must submit a request to the tax authorities.
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* Before the repayment is made, the tax authorities perform a
special tax audit to ensure that the amount claimed is accurate.

In practice, it may be difficult to receive a refund in these circum-
stances and substantial delays may be experienced.

G. Recovery of VAT by non-established businesses

Moldova does not refund VAT incurred by businesses that are
neither established nor registered for VAT there.

H. Invoicing

VAT invoices and credit notes. In general, a taxable person must
provide a VAT invoice for all taxable supplies except in several
circumstances provided for by the Moldovan law. A VAT invoice
is necessary to support a claim for an input tax deduction. No
laws exist with respect to credit notes.

Proof of exports. VAT is not chargeable on supplies of exported
goods. However, to qualify as VAT-free, export supplies must be
supported by evidence confirming that the goods have left
Moldova. The law provides for a specific list of supporting docu-
ments proving the exportation, which vary according to the type
of exported goods or services.

Foreign-currency invoices. A VAT invoice must be issued in leu
(MDL), which is the currency of Moldova.

Invoice register. A State General Electronic Fiscal Invoice
Register (the Register) has been introduced in Moldova. VAT
taxpayers must register all fiscal invoices with a total value of
VAT taxable supply in excess of MDL100,000 within 10 working
days after the issuance date.

Failure to register fiscal invoices correctly and on time in the
Register may result in significant penalties imposed by the tax
authorities.

I. VAT returns and payment
VAT returns. VAT return periods are generally monthly.

Returns must be filed by the last day of the month following the
end of the return period. Payment in full must be made by the
same date. However, VAT with respect to reverse-charge services
must be paid to the tax authorities when the recipient pays for the
services.

Return liabilities must be paid in leu.

Penalties. Penalties are levied for several VAT offenses, including
failure to register for VAT, failure to apply the reverse charge, late
submission of a VAT return and late payment of VAT.
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A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

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

Recovery of VAT by

Value-added tax (VAT)
Taxe sur la Valeur Ajoutée (TVA)
1 January 1986

No

Ministry of Finance
(http://www.mfie.gov.ma)

20%
7%, 10%, 14%
Exempt

12345678
Monthly or quarterly

Nil

non-established businesses  Yes, in some situations

B. Scope of the tax

VAT applies to all transactions involving the supply of goods and
services performed in Morocco and to the importation of goods
and services, including the one-off supply or importation of goods.

C. Who is liable

A taxable person is a person or legal entity that carries out a tax-
able transaction. A taxable transaction is a transaction involving
the sale or importation of goods or services that is subject to VAT
even if such transaction occurs only once. A person liable to VAT
in Morocco must register with the local tax service.

Morocco does not provide a VAT registration threshold. A busi-
ness registers for VAT when it registers for corporate or income
tax purposes.
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Group registration. The Moroccan VAT law does not allow VAT
grouping. Legal entities that are closely connected must register
for VAT individually.

Non-established businesses. Nonresident companies that perform
a taxable activity in Morocco are liable to Moroccan VAT.

Tax representatives carrying out taxable activity in Morocco.
Under the VAT law, nonresident companies must appoint a tax
representative to handle their VAT obligations (VAT returns, fil-
ings and payments). If a nonresident company does not appoint a
tax representative, the Moroccan customer becomes liable for the
declaration and the payment of VAT due on behalf of the non-
resident supplier on its own VAT return (autoliquidation).

Late-registration penalties. Morocco does not impose a specific
penalty for late registration. However, VAT due for the period
preceding registration results in late filing and payment penalties
(see Section I).

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are subject to VAT. The term “exempt supplies” refers
to supplies of goods and services that are not subject to VAT. A
business engaged in the sale of exempt supplies may have a right
to deduct input VAT. If supplies are exempt with a right to deduct,
no VAT is chargeable but the supplier may recover related input
tax.

The standard rate of VAT is 20%. Under Article 99 of the

Moroccan Tax Code, lower rates apply to specific business

activities, including the following:

* Supply of water, electricity and pharmaceutical products: 7%

* Petroleum products, banking transactions, and hotels’ and restau-
rants’ operations: 10%

* Transport services: 14%

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.” In Morocco, the “tax point” generally corresponds
to the time when the payment is made.

The Moroccan Tax Code provides that the tax point is the date of
cash receipt. After a company receives cash, VAT becomes due,
even if the cash received represents only part of the total out-
standing amount for the goods or services provided.

The Moroccan Tax Code provides an optional regime under
which VAT is due when the transaction is booked in the accounts
of the seller or service provider. However, if the payment pre-
cedes the invoicing, the time of payment constitutes the tax point.
Any company that wants to use the optional system must file a
declaration with the tax administration before 1 January. A list of
the company’s customers that sets forth the unsettled VAT for
each of the customers must be attached to the declaration. Newly
registered taxpayers must file the declaration within one month
after the commencement of their activity.
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Prepayments. A prepayment or deposit constitutes a tax point. As
a result, the time of effective delivery of the goods or services is
ignored for VAT purposes.

Continuous supplies of services. If services are received continu-
ously but payment is made periodically, a tax point is created
each time payment is made (unless option for the debit system is
chosen) or a VAT invoice is issued, whichever is earlier. No spe-
cific regulation provides for the VAT treatment of continuous
services.

Goods sent on approval. The tax point for goods sent on approval
is when the customer accepts the goods and a supply is made.

Imported goods. VAT on imported goods is due at the time of
customs clearance.

F. Recovery of VAT by taxable persons

Input tax is VAT charged on goods and services acquired by an
entity for business purposes. A taxable person generally recovers
input tax by deducting it from output tax (VAT charged on sup-
plies made). Input tax consists of VAT charged on goods and
services purchased in Morocco and VAT paid on imports of
goods.

Until 31 December 2013, Moroccan tax law permitted input VAT
paid on purchases of non-fixed assets (non-capital expenses) to
be recovered on the VAT return of the month following the one
during which the tax was reported as paid. The Finance Bill for
2014 canceled this time lag rule, and effective 1 January 2014,
companies may offset such input VAT against output VAT on the
same month’s VAT return.

However, in order to limit the significant cash impact of this new
provision on the Government’s budget, the Finance Bill provided
that the deductibility of the input VAT reported as paid by com-
panies in December 2013 with regard to non-fixed assets would
be deductible over a five-year period, with one fifth of the deduc-
tion appearing on the first VAT return of each year during the
following five years.

Nondeductible input tax. Input tax may not be recovered on pur-
chases of goods and services that are not used for business pur-
poses and that are considered to be nondeductible expenses for
corporate tax purposes (for example, goods acquired for private
use by an entrepreneur).

Partial exemption. Input tax deduction is granted for taxable sup-
plies and for supplies that are exempt with a right to deduct. If a
taxable person makes both taxable supplies and exempt supplies,
it may recover only the input tax related to supplies that are tax-
able or exempt with a right to deduct.

Refunds. If the amount of input VAT recoverable in a period
exceeds the amount of output VAT payable in the same period, a
refund is not generally granted. In most cases, the taxable person
must carry the excess forward to a future VAT period. Refunds of
the excess are generally only available with respect to the follow-
ing VAT:
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* VAT incurred on supplies of exported goods except for recy-
cling metals (ferrous and nonferrous)

* VAT incurred on supplies of goods and services that are exempt
with a right to deduct

* VAT incurred on purchases of equipment goods (fixed assets)
during the first 24 months of activity of newly incorporated
companies

* VAT incurred on financial leasing activities

G. Recovery of VAT by non-established businesses

Nonresident entities conducting taxable activities in Morocco are
not eligible for VAT refunds. Nevertheless, input VAT incurred in
Morocco by nonresident entities may be offset against output VAT.

H. Invoicing

VAT invoices and credit notes. A Moroccan taxable person must
provide VAT invoices for taxable supplies, including exports,
made to other taxable persons. Recipients of supplies must main-
tain copies of invoices.

Credit notes must be issued with VAT included.

Proof of exports. Moroccan VAT is not chargeable on supplies of
exported goods. However, to qualify as VAT-free, export supplies
must be supported by evidence confirming that the goods have
left Morocco. The evidence required is the customs declaration,
which must clearly identify the exporter, the customer, the goods
and the export destination, and must provide invoice information.

Foreign-currency invoices. A VAT invoice for a domestic supply is
generally issued in Moroccan dithams (MAD). VAT based on the
applicable VAT rate must be shown on the invoice.

I. VAT returns and payment

VAT returns. The filing of VAT returns may be on a monthly or
quarterly cycle based on certain criteria.

The following taxpayers must file monthly VAT returns:

« Taxpayers that had taxable turnover during the preceding year
of MAD1 million or more

» Nonresident persons that carry out taxable activities in Morocco

The following taxpayers must file quarterly VAT returns:

« Taxpayers that had taxable turnover during the preceding year
of less than MAD1 million

« Taxpayers operating through seasonal establishments, practic-
ing periodic activities or carrying out occasional activities

» New taxpayers in their first calendar year of activity

The above taxpayers can opt for the monthly declaration system
by filing a request with the tax administration before 31 January.

Taxpayers under the tele-declaration and tele-payment system
must file VAT returns and make VAT payments within one month
after the end of the relevant month or quarter.

Other taxpayers must file their VAT returns and pay VAT due
before the 20th day of the month following the relevant month or
quarter.
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Tele-declaration and tele-payment are mandatory for taxpayers
generating turnover of more than MADS0 million, taxes excluded.

Penalties. Failure to file a VAT declaration results in a penalty of
15% of the amount of VAT due. If no VAT is due, the penalty
equals MADS00.

Late payment or underpayment of VAT results in a penalty of
10% of the amount of VAT due plus an interest charge of 5% of
the VAT due for the first month for which the payment is late and
interest of 0.5% of the VAT due for every month thereafter. If the
VAT declaration provides that no tax is due, the amount of any
VAT credit is reduced by 15%.
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A. At a glance
Name of the tax Commercial Tax (CT)
Date introduced 31 March 1990
European Union (EU)
Member State No
Rates 5% to 100% depending
on goods 5% on services
Return periods Quarterly and yearly
Threshold
Registration Annual revenue of
MMK10,000,000 for supply
of goods and services
Distance selling Not applicable
Intra-EU acquisitions Not applicable
Recovery of VAT by

non-established businesses ~ No

B. Scope of the tax

Commercial Tax applies to the following transactions:

* The supply of goods or 14 kinds of services by a taxable person
that are consumed in Myanmar

* The importation of goods into Myanmar

C. Who is liable

* Importer of goods
» Any person or entity that has taxable proceeds of sale of goods
or receipts from service

CT registration: CT registration must be made one month before
the commencement of business.

Deregistration: A business that ceases operations must cancel its
CT registration by deregistration with the tax authorities within
15 days after the date of ceasing operation.

Late-registration penalties: Penalties are imposed for failure to
register for CT. The penalty is 10% of the additional CT payable
in the relevant assessment.

D. CT rates

CT is levied at a rate of 5% to 100% depending on the value of
goods sold in Myanmar.
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CT is levied at a rate of 5% on the value of 14 kinds of services
in Myanmar.

CT is levied at a rate of 5% on the landed cost of the imported
goods.

For the importation of goods from a seller located outside of
Myanmar, the importer must pay the CT due to the Customs
authority, which collects the CT on behalf of the Myanmar
International Revenue Department (MIRD) at the time of impor-
tation.

The export of goods is eligible for a zero-rated CT except for the
following goods:

* 0il 10%

* Natural gas 8%

* Teak log and conversions 50%

» Hardwood log and conversions 50%

« Jade and other precious stone 30%

The following goods produced within the state and sold locally

are exempt from CT:

« Agriculture products and animal products

* Insecticides, pesticides and fungicides

» Milk and milk powder

* Textbook, exercise and drawing books, and other school
materials

* Hospital and surgical outfit and sundries

* Medical pharmaceutical apparatus and equipment

E. Time of supply

* For the supply of goods and services: at the time of issuance of
the tax invoice
* For the import of goods: at the time of custom clearance

F. Recovery of VAT by taxable persons

A taxable person may recover input tax, which is CT charged on
goods supplied to it for business purposes. A taxable person
generally recovers input tax by deducting it from output tax,
which is CT charged on supplies made.

Input tax includes CT charged on goods supplied in Myanmar
and CT paid on imports of goods into Myanmar.

Nondeductible input tax

Input tax may not be recovered on services. Import CT may not
be recovered on the purchase of goods that are not used for busi-
ness purposes (for example, goods acquired for private use by an
entrepreneur).

In addition, input tax may not be recovered for some items of

business expenditure such as:

* Damage and losses of raw material when producing finished
goods

» Damage and losses of semi-finished goods

» Damage and losses of trading goods

G. Recovery of CT by non-established businesses
There is no CT recovery allowed in such situations.
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H. Invoicing

The producer or service provider shall maintain tax invoices for
up to three years.

I. VAT returns and payment

CT returns: CT returns are submitted quarterly and yearly. A sup-
plier of goods and services must collect CT from the purchaser
of the goods or the recipient of a service and remit it to the MIRD
by the 10th day of the month following the month in which the
tax point is triggered.

Penalties: The penalty for late payment of CT is 10% on the

overdue tax amount. Where any person without sufficient cause

defaults in any of the following matters, the MIRD officer may

subject such person to pay a penalty equal to 10% of the addi-

tional tax payable in the relevant assessment:

* Failure to register

* Failure to send information of commencement of enterprise

¢ Failure to furnish return within the time prescribed

* Failure to pay the tax according to the return

« Failure to comply with notice to appear for examination in con-
nection with the assessment

* Failure to pay tax within the time allowed or the time extended
for payment
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A. At a glance
Name of the tax

Date introduced

European Union (EU)
Member State

Member of the Southern
African Customs Union

Administered by

VAT rates
Standard
Other

VAT number format

VAT return periods
General period

Registered persons
carrying on only
farming activities

Thresholds
Compulsory registration

Voluntary registration

Voluntary registration for
certain vendors providing

B. Scope of the tax

Value-added tax (VAT)
27 November 2000

No

Yes

Commissioner of Inland
Revenue

15%
Zero-rated and exempt

123 4567-01-5

Bimonthly

Four-monthly, six-monthly
and annually

Annual taxable supplies

of more than NAD200,000
(expected to be increased to
NADS500,000)

Possible with no minimum
threshold

Annual taxable supplies
exceeding NAD24,000
commercial accommodation

VAT applies to the following transactions:
* The supply of goods or services made in Namibia by a regis-

tered person
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* Reverse-charge services received by a person in Namibia that is
not entitled to claim full input tax credits (referred to as import-
ed services)

* The importation of goods from outside Namibia, regardless of
the status of the importer

Goods that are imported from countries in the Southern African
Customs Union (Botswana, Lesotho, Namibia, South Africa and
Swaziland) are not subject to customs duty but are subject to
import VAT.

C. Who is liable

Goods and services supplied in Namibia. A VAT-registered person
is required to account for output tax on all goods and services
supplied, unless the supply is specifically exempted by the Value-
Added Tax Act. Exempt supplies are specified in Schedule IV to
the VAT Act.

A VAT-registered person is a person (business entity or individual)
carrying on an activity in Namibia or partly in Namibia on a con-
tinuous or regular basis if, in the course of the activity, goods or
services are supplied to another person for consideration exceed-
ing the registration threshold or who has voluntarily registered for
VAT. This includes persons who are registered for VAT in Namibia
as well as persons who are required to register for VAT.

A person is required to register for VAT if the value of taxable
supplies exceeds (or is expected to exceed) NAD200,000 in any
consecutive 12-month period. This threshold is currently under
review and is expected to be increased to NAD500,000.

A VAT registration only becomes effective from the first calendar
day of the month after registration was approved. The earliest the
registration can become effective is the first day of the calendar
month following the month in which application for registration
was filed.

Voluntary registration. A person whose turnover is below the
compulsory registration threshold may register for VAT on a
voluntary basis (excluding the provision of commercial accom-
modation, for which the threshold is NAD24,000).

Group registration. VAT grouping is not allowed under the
Namibia VAT Act. All legal entities must register for VAT indi-
vidually, and all activities carried on by such person must be
accounted for on one registration number. VAT is charged on
transactions between separately registered entities within a com-
mercial group in accordance with the general VAT rules and
subject to the rules relating to supplies between related persons.

Non-established businesses. A “non-established business” is a
business that has no fixed establishment in Namibia. A non-
established business that makes taxable supplies of goods or
services continuously or regularly in Namibia must appoint a tax
representative and open a Namibian bank account to register for
VAT.

Deemed supplies. In addition to actual goods and services sup-
plied by a registered person, the VAT Act also deems certain
supplies to be supplies of goods or services. The person making
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the deemed supply is liable to pay VAT. Deemed supplies include

the following:

* Ceasing to be a registered person

* Short-term indemnity payments

* Change in use

* Acquisition of used goods (excluding immovable property)
from a person not registered for VAT

Goods imported into Namibia. Goods imported to Namibia are
subject to import VAT. The import VAT is payable at the time of
import unless the importer has obtained approval from the
Directorate Inland Revenue to maintain a VAT import account, in
which case the payment of the import VAT can be deferred and
paid when the import VAT return is due for submission (see
Section T).

Imported services. Recipients of services who are not registered
for VAT or who make exempt supplies are liable to pay VAT on
imported services, subject to specific provisions. Imported ser-
vices are exempt from VAT if the import is specified in Schedule
V of the VAT Act.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are subject to tax at either the standard rate (15%) or
the zero rate (0%). A registered person must account for VAT at
the standard rate on all supplies of goods and services, unless the
supply is specifically zero-rated (Schedule III of the VAT Act) or
exempted under the VAT Act. The term “exempt supplies” refers
to supplies of goods and services that are not subject to tax and
which are specified in Schedule IV of the VAT Act. A registered
person is not entitled to claim a deduction on expenses incurred
to make exempt supplies (see Section F).

The following lists provide some examples of exempt and zero-
rated supplies of goods and services.

Examples of exempt supplies of goods and services

* Financial services as defined

« Fare-paying public passenger transport

¢ Educational services

* Medical services provided by registered medical professionals

* Hospital services provided by registered hospitals

* Rental of residential accommodation

* Fringe benefits provided by an employer to employees

* Services supplied to members in the course of the management
of a body corporate

* Supplies of goods or services to heads of state

* Supply of services by a trade union to or for the benefit of
members if the supply is made from members’ contributions

Examples of goods and services taxable at 0%

* Exports of goods and related services

* International transport of passengers and goods and related
services

* Certain supplies of goods that are used exclusively in an export
country

* Services supplied outside Namibia and to foreign branches and
head offices
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* Certain basic foodstuffs

* Supply of land to be used solely for residential accommodation
purposes

* Supply of goods or services to erect or extend a residential
building

* Supply of a business capable of separate operation as a going
concern (provided that all of the requirements are met)

* Supply of goods subject to the fuel levy

* Supply of telecommunication services, electricity, water, refuse
removal and sewerage to residential accounts

* Supply of livestock on the hoof

* Supply of intellectual property for use outside Namibia

* Supply of services to nonresidents subject to certain provisions

* Supply of goods or services to an export processing zone enter-
prise

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.”

In Namibia, the basic time of supply is the earlier of the issuance
of an invoice or the receipt of payment.

Other tax points are used for a variety of situations, including
betting transactions, construction, supplies made from vending
machines and “lay-by” sale agreements.

Supplies between related persons. The tax point for supplies of
goods between related persons is when the goods are removed by
or made available to the purchaser or recipient of the goods. The
time of supply for supplies of services between related persons is
when the services are performed. For services such as manage-
ment services, the tax point is at the end of each calendar month.

Supplies to a branch or main business outside Namibia. The tax
point for goods consigned or delivered to a branch or main busi-
ness outside Namibia is when the goods are actually consigned or
delivered. The tax point for services supplied to a branch or main
business outside Namibia is when the services are performed.

Periodic supplies. The tax point for periodic supplies is the earlier
of the date on which payment is due or the date on which pay-
ment is received.

Installment credit agreements. For installment credit agreements,
the supply is deemed to take place at the earlier of when the
goods are delivered or any payment of consideration is made.

Immovable property. The supply of immovable property is

deemed to take place at the earlier of the following dates:

* The date on which the registration of the transfer is made in a
deeds registry

¢ The date on which any payment in respect of selling price is
received (excluding deposits)

Imported goods. The tax point for imported goods varies depend-

ing on the source of the goods being imported. The following are

the applicable rules:

* For goods that are imported from a member of the Southern
African Customs Union: when the goods enter Namibia at the
border post
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* For goods imported from other countries: when the goods are
cleared for home consumption

* For goods imported and entered into a licensed Customs and
Excise storage warehouse: when the goods are cleared from the
warehouse for home consumption

F. Recovery of VAT by taxable persons

A VAT-registered person may recover input tax (that is, VAT
charged on goods and services supplied to it for business pur-
poses) by deducting it from output tax (VAT charged on supplies
made) provided the VAT-registered person is in possession of a
valid tax invoice.

Input tax includes VAT charged on goods and services supplied
in Namibia and VAT paid on the importation of goods.

Nondeductible input tax. Input tax may not be recovered on pur-
chases of goods and services that are not used for taxable pur-
poses (for example, goods acquired for private use by an
entrepreneur or goods and services used for making exempt
supplies). In addition, input tax may not be recovered for spe-
cifically excluded business expenditure, such as entertainment.

The following lists provide some examples of deductible and
nondeductible expense items.

Examples of items for which input tax is nondeductible

* Purchase or rental of a vehicle principally designed to carry
nine or fewer seated people including the driver (referred to as
a passenger vehicle in the VAT Act)

* Business and staff entertainment, which includes accommoda-
tion, meals and beverages when travelling for business purposes

* Club subscriptions (excluding subscriptions to professional
bodies)

* Acquisition of capital goods prior to being registered for VAT

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Purchase, hire and maintenance of vans and trucks
« Attendance at conferences and seminars
* Vehicle maintenance costs (including passenger vehicles)
* Mobile phones
* Air transport of goods within Namibia
* Aviation fuel
* Trading stock
* Raw materials
* Marketing expenditure
* Stationery

Partially deductible input tax (partial exemption). Input tax direct-
ly related to the making of exempt supplies is not recoverable. If
a taxable person makes both exempt and taxable supplies, it may
recover only a portion of the input tax incurred.

In Namibia, the deductible portion is determined using the fol-

lowing two-stage calculation:

* The first stage identifies the input tax directly attributable to
taxable and exempt supplies. Input tax directly attributable to
taxable supplies is deductible, while input tax directly related to
exempt supplies is not deductible.
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* The second stage identifies the amount of the remaining input
tax (for example, input tax on general business overhead) that
cannot be directly attributed to the making of taxable or exempt
supplies. Such input tax may be deducted only to the extent that
it relates to the making of taxable supplies. In general, the
deductible portion is determined by comparing the value of tax-
able supplies to total supplies. However, a registered person
may apply to the Directorate of Inland Revenue for another
equitable apportionment method (for example, apportionment
based on floor space or activity), particularly if significant
investment income, foreign-exchange gains or other non-tax-
able passive income is realized. The input tax ratio calculated
for a financial year is applied to the following financial year
and amended annually when a financial year comes to an end.

Refunds. If the amount of input tax recoverable in a period
exceeds the amount of output tax payable in that period, a refund
of the excess may be claimed.

G. Recovery of VAT by non-established businesses

VAT incurred by businesses that are neither established nor reg-
istered in Namibia may be recovered only with respect to goods
that are subsequently exported from Namibia. A refund may be
claimed from the VAT refund administrator. No claim may be
made in respect of services (such as hotel accommodation and
restaurant meals) consumed in Namibia.

A business rendering services on a continuous or regular basis in
Namibia may be liable to register for VAT even though the busi-
ness is neither established nor registered in Namibia. In this
instance, the non-established business registered for VAT may
recover input tax through the normal VAT return process.

H. Invoicing

VAT invoices and credit notes. Registered persons are required to
issue a tax invoice for all supplies made if the consideration (that
is, the total amount received exclusive of VAT) amounts to
NAD100 or more. If the total amount in money for the supply is
less than NAD100, the supplier may issue an abridged tax
invoice. Only hard copy tax invoices qualify as valid tax invoices.

The following information is required for a valid tax invoice:

*» The words “tax invoice” displayed in a prominent place

* The name, address and VAT registration number of the supplier

* The name and address of the recipient

* An individual serialized number and the date on which the tax
invoice was issued

« Full description of the goods or services supplied

* Quantity or volume of goods or services supplied

* The value of the supply, the VAT amount and the VAT-inclusive
amount of the supply

In order to claim input VAT, the claimant must be in possession
of a valid tax invoice for each supply including periodic supplies.

A tax credit note or debit note may be used to reduce VAT
charged and reclaimed on a supply of goods or services. A credit
note or a debit note may be issued only if the tax charged is incor-
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rect or if the supplier has paid incorrect output tax as a result of

one or more of the following circumstances:

* The supply has been cancelled.

 The nature of the supply has been fundamentally varied or
altered.

* The previously agreed consideration has been altered by agree-
ment with the recipient of the supply.

 All or part of the goods or services has been returned to the
supplier.

If a credit note adjusts the amount of VAT charged, it must be
clearly marked “tax credit note” and must refer to the original tax
invoice. It must briefly indicate the reason that it is being issued
and provide sufficient information to identify the transaction to
which it refers.

Proof of exports. Exports can be classified as either direct exports
or indirect exports. Direct exports (that is, the seller is responsi-
ble to deliver the goods at an address outside Namibia) can be
zero-rated if the documentary requirements are met. The seller
may not zero-rate exports if the goods are not delivered or con-
signed and delivered at an address in a country outside Namibia.

Documentation that must be retained to substantiate an export

includes the following:

» The original customs export documentation (such as Form
SADS00, Form 178 and any export certificate or certificate of
origin)

» Commercial and tax invoices for the supply

These documents have to be stamped by the Customs and Excise
officials at the port of export.

The import documentation into the country of import may also
be requested by the Directorate of Inland Revenue in support of
the export from Namibia.

Foreign-currency invoices. In general, a tax invoice must be issued
in Namibia dollars. If an invoice is issued in a foreign currency,
the Namibia dollar (NAD) equivalent must be determined using
the appropriate exchange rate on the date on which the invoice is
issued.

I. VAT returns and payment

VAT returns. The tax return period is bimonthly for all registered
persons other than those persons who conduct only farming
activities. Registered persons who carry on only farming activi-
ties may elect four-monthly, semiannual and annual tax periods.

VAT returns must be filed by the 25th day after the end of the tax
period. Payment is due in full by the same date. If the due date
falls on a Saturday, Sunday or a public holiday, the due date is the
next business day.

Import VAT returns for the declaration of the import of goods are
due monthly by the 20th day of the month following the month
of import and must be submitted even if no goods were imported
in a particular month. Payment is due in full by the due date. If
the payment date falls on a Saturday, Sunday or public holiday,
the due date is the next business day.
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Penalties. A penalty equal to 10% of the net VAT due is imposed
if the VAT payment is made after the due date. The penalty is
calculated as 10% for each month or part of a month the VAT
remains outstanding, but the total penalty is limited to the tax
due. However, a registered person may request that the Directorate
of Inland Revenue waive the penalty if the delay was not due to
the intent of the VAT-registered person to postpone payment.

An additional penalty of NAD100 is imposed for each day the
VAT return or import VAT return is submitted after the due date.

Interest. Interest is charged at 20% per annum on late payments
of the VAT liability or import VAT liability.

Additional tax. Additional tax not exceeding double the value of
the VAT due may be levied in the case of evasion.

A range of other offenses related to VAT can result in additional
tax and penalties, including fines and, for severe offenses, impris-
onment for a period not exceeding 24 months.
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A. At a glance
Name of the tax
Local names

Date introduced

European Union (EU)

Member State
Administered by

VAT rates
Standard
Reduced
Other

VAT number format

VAT return periods
Monthly

Quarterly

Value-added tax (VAT)

Belasting over de toegevoegde
waarde (BTW)
Wet op de omzetbelasting 1968

1 January 1969

Yes

Ministry of Finance
(http://www.minfin.nl)

21%

6%

Zero-rated and exempt
NL123456789B01

If VAT payable per quarter
exceeds EUR15,000

If VAT payable per quarter
does not exceed EUR15,000



NETHERLANDS 539

Annually If VAT payable per year
does not exceed EUR1,883
Thresholds
Registration None
Distance selling EUR100,000
Intra-Community
acquisitions EUR10,000 (for exempt taxable
persons and non-taxable legal
persons)
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 the Netherlands 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)

* The intra-Community acquisition of goods from another EU
Member State by a non-taxable legal person in excess of the
annual threshold (see the chapter on the EU)

 Reverse-charge services received by a taxable person and non-
taxable legal entities in the Netherlands (that is, services for
which the recipient is liable to pay the VAT)

* The importation of goods from outside the EU, regardless of the
status of the importer

C. Who is liable

A taxable person is any business entity or individual that makes
taxable supplies of goods or services, or intra-Community acqui-
sitions or distance sales, in the course of a business, in the
Netherlands. Taxable activities also include “carrying on a pro-
fession” or the “exploitation of tangible or intangible property in
order to obtain income on a continuing basis.”

No VAT registration threshold applies in the Netherlands. A tax-
able person that begins activity must notify the VAT authorities
of its liability to register.

Special rules apply to foreign or “non-established” businesses.

Group registration. Taxable persons established in the Netherlands
(including fixed establishments) may form a VAT group if the
members are closely bound by “financial, economic and organi-
zational links.” Since a ruling from the Supreme Court (Hoge
Raad) in early 2005, the formation of a VAT group no longer
requires a decree from the Tax Office, which is issued after a
written request. However, the Tax Office may also issue a VAT
group decree on its own accord. For legal certainty, it is recom-
mended that persons meeting the conditions for group registra-
tion inform the Tax Office.

The effect of VAT grouping is to treat the members as a single
taxable person. As a result, transactions between members of the
VAT group are disregarded for VAT purposes. Members of a
Dutch VAT group may file a single VAT return, or members may
elect to file individually. Each member of a VAT group is jointly
and severally liable for all VAT due.
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Non-established businesses. A “non-established business” is a
business that has no fixed establishment in the Netherlands. The
“reverse charge” applies generally to supplies of goods and ser-
vices made by non-established businesses to taxable persons and
other non-taxable legal persons established in the Netherlands,
provided that Dutch VAT is due on these supplies. Under the
reverse-charge provision, the taxable person or legal person that
receives the supply must account for the VAT due. If the reverse
charge applies, the non-established supplier may not account for
VAT in the Netherlands. The reverse charge does not apply to
supplies made to private persons.

A non-established business that makes supplies of goods or ser-
vices in the Netherlands must register for VAT if it is required to
account for VAT on the supply.

Tax representatives. Nonresident businesses may register for VAT
without appointing a tax representative. In limited circumstances,
businesses that are established outside the EU must appoint a tax
representative resident in the Netherlands to register for VAT (for
example, for distance sales made from another EU country). Non-
established businesses, regardless of whether they are established
in or outside the EU, may choose to appoint a representative. In
some cases, the appointment of a resident tax representative may
be advantageous (for example, for dealing with imports using the
“postponed accounting” system; see Section E).

Non-established businesses that do not appoint a representative
must register at the Tax Office for Non-Resident Businesses in
Heerlen, at the following address:

Belastingdienst/Limburg/kantoor Buitenland
Postbus 2865

6401 DJ Heerlen

Netherlands

Late-registration penalties. No specific penalty is imposed for
late registration. However, if the late registration results in the
late payment of VAT or the late submission of VAT returns, penal-
ties may be imposed.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to a rate of VAT, including the zero rate (0%).
The term “exempt supplies” refers to supplies of goods and ser-
vices that are not liable to tax, and that do not give rise to a right
of input tax deduction (see Section F). Some supplies are classi-
fied as “exempt with credit,” which means that no VAT is charge-
able, but the supplier may recover related input tax. Exempt with
credit supplies include intangible services supplied to another
taxable person established in the EU or to any recipient outside
the EU (see the chapter on the EU).

The following rates of VAT apply in the Netherlands:
« Standard rate: 21%

* Reduced rate: 6%

e Zero rate (0%)

The standard rate of VAT applies to all supplies of goods or ser-
vices, unless a specific measure provides a reduced rate, the zero
rate or an exemption.
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The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services taxed at a
reduced rate.

Examples of exempt supplies of goods and services
* Supply of immovable property
* Medical services
* Finance
* Insurance
* Betting and gaming
* Education

Examples of goods and services taxable at 0%
* Exports of goods
* Intra-Community supplies of goods
* Supplies to ships and aircraft used for international transporta-
tion

Examples of goods and services taxable at 6%
* Foodstuffs
* Books
* Paintings and other “cultural goods”
* Goods and services used by the agricultural sector
* Passenger transport
» Hotel accommodation

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.” The basic time of supply for goods is when the
goods are delivered. The basic time of supply for services is when
the service is completed.

In the Netherlands, an invoice must be issued before 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. If the purchaser is not a taxable person, the tax becomes
due on the date of the supply.

If the consideration is paid in full, or in part, before the invoice
is issued, the actual tax is due on the date on which payment is
received (for the amount received).

However, some taxable persons are permitted to account for VAT
on a cash basis (cash accounting). If cash accounting is used, the
tax point is the date on which the payment is received.

Prepayments. If the customer pays the consideration in install-
ments or makes a prepayment, the supplier must issue an invoice
for each installment before the date when it falls due or when it
receives the prepayment. The time of supply is the date of the
invoice.

Intra-Community acquisitions. The time of supply for an intra-
Community acquisition of goods is the 15th day of the month
following the month in which the acquisition occurred. If the
supplier issues an invoice before this date, the time of supply is
when the invoice is issued.
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Imported goods and postponed accounting. The basic time of sup-
ply for imported goods is the date of importation or the date
on which the goods leave a duty suspension regime. However,
taxable persons may delay payment of import VAT by applying
for permission to use the “postponed accounting” facility. Under
this facility, import VAT is reported on the taxable person’s VAT
return (and recovered in the same tax period as input tax, depend-
ing on the taxable person’s partial exemption status; see Section F).

A non-established business must appoint a tax representative
resident in the Netherlands to use the postponed accounting
facility.

Cash accounting. The Netherlands operates a cash accounting
scheme. Input VAT deduction is allowed even before the effective
payment of the consideration.

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.

Input tax includes VAT charged on goods and services supplied
in the Netherlands, VAT paid on imports of goods and VAT self-
assessed on the intra-Community acquisition of goods and reverse-
charge services (see the chapter on the EU).

A valid tax invoice or customs document must be kept in the
accounts to support a claim for input tax.

Nondeductible input tax. Input tax may not be recovered on pur-
chases of goods and services that are not used for business pur-
poses (for example, goods acquired for private use by an
entrepreneur). In addition, input tax may not be recovered for
some items of business expenditure if the value of the private
benefit to an employee exceeds an amount of EUR227, excluding
VAT, per person per year. If the goods or services are used for
private purposes, in specific situations, the legal entity is deemed
to make a supply of goods or services and output VAT is due.

The following lists provide some examples of items of expendi-
ture 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
* Private expenditure
* Business gifts (valued at more than EUR227 if the recipient
could not have recovered the input VAT in its own right)
* Restaurant meals
* Home telephone costs
* Alcohol and tobacco

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Purchase, hire, lease, maintenance and fuel for vans and trucks
* Car hire, subject to special rules, as well as the purchase, hire,
lease, maintenance and fuel for cars put at the disposal of
employees, subject to special rules
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* Conferences, seminars and training courses (restaurant meals
are excluded)

* Advertising

* Taxis

* Business travel costs

* Business gifts (valued at less than EUR227 a year or if the
recipient of the gift could have recovered the input VAT in its
own right)

* Business entertainment (subject to the limit of EUR227 a year
on employee expenses)

Employee expenses. A maximum limit of EUR227 annually
applies to the value of expenses incurred per employee on which
input VAT may be recovered, including drinks, meals from a
discounted company cafeteria and company parties, mobile
phones and computers made available to employees at home. The
EUR227 limit relates to the net cost or value of the expenses
incurred, rather than the amount of VAT recovered. VAT on
employee expenses can only be recovered if a valid tax invoice
has been issued to the employer.

The employer may recover input VAT on employee expenses in
full throughout the year. At the end of the year the employer must
calculate the average cost of expenses per employee. If the aver-
age cost of expenses per employee exceeds EUR227, all of the
VAT recovered on these expenses throughout the year must be
repaid (not just the VAT on expenses in excess of the EUR227
limit).

Partial exemption. Input tax directly related to making exempt sup-
plies is not generally recoverable. If a taxable person makes both
exempt and taxable supplies, it may not recover input tax in full.
This situation is referred to as “partial exemption.” Exempt with
credit supplies are treated as taxable supplies for these purposes.

In the Netherlands, the amount of input tax that a partially exempt

business may recover is calculated in the following two stages:

 The first stage identifies the input VAT 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.

* The second stage identifies the amount of the remaining input
tax (for example, on general business overhead) that may be
allocated to taxable supplies and recovered.

The calculation is normally based on the percentage of the values
of taxable and exempt supplies made in the period. The recovery
percentage is rounded up to the nearest whole number (for
example, 5.2% becomes 6%). In specific situations other meth-
ods of apportionment may be used.

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.
However, the amount of input tax recovered for capital goods
must be adjusted over time if the taxable person’s partial exemp-
tion recovery percentage changes during the adjustment period.
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In the Netherlands, the capital goods adjustment applies to the

following assets for the number of years indicated:

» Immovable property: adjusted for a period of 10 years

* Movable property subject to depreciation for income tax pur-
poses: adjusted for a period of five years

The adjustment is applied each year following the year of acqui-
sition, to a fraction of the total input tax (1/10 for immovable
property and 1/5 for other movable capital goods). The adjust-
ment may result in either an increase or a decrease of deductible
input VAT, 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.

The adjustment is not made if it is insignificant (that is, less than
10% of the deducted amount for that specific year).

Refunds. If the amount of input tax recoverable in a period
exceeds the amount of output tax payable in that period, the tax-
able person has an input tax credit. A taxable person may claim a
refund of the credit by submitting the VAT return for the period.
The refund is paid in cash.

G. Recovery of VAT by non-established businesses

The Netherlands refunds VAT incurred by businesses that are
neither established in the Netherlands nor registered for VAT
there. A non-established business may claim Netherlands VAT to
the same extent as a VAT-registered business.

For businesses established in the EU, refund is made under the
terms of EU Directive 2008/9/EG. For businesses established
outside the EU, refund is made under the terms of the EU 13th
Directive. The Netherlands does not exclude any non-EU country
from the refund scheme.

For the general VAT refund rules contained in EU Directive
2008/9/EG and the EU 13th Directive, see the chapter on the EU.

Refund application. Under EU Directive 2008/9/EG, the formal
deadline for refund claims by EU businesses is 30 September of
the year following the year in which the input tax is incurred.
Refund claims must be submitted electronically to the local tax
authorities of the EU applicant. For further information, see the
chapter on the EU.

The minimum claim period is three months, while 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
EURS50.

The formal deadline for refund claims under the EU 13th
Directive is 30 June of the year following the year in which the
input tax is incurred. However, a claim may be submitted within
five years after the year in which the input tax is payable. In the
case of late claims, no appeal is possible against negative decisions.

Claims may be submitted in Dutch, English, French or German.
The application for refund must be accompanied by the appropri-
ate documentation (see the chapter on the EU).
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The minimum claim period is three months, while the maximum
period is one year. The minimum claim for a period of less than
a year is EUR200. For an annual claim, the minimum amount is
EUR25.

Applications under the EU 13th Directive for refunds of
Netherlands VAT must be sent to the following address:

Belastingdienst/Limburg/kantoor Buitenland
Postbus 2865

6401 DJ Heerlen

Netherlands

Repayment interest. Under EU Directive 2008/9/EG, the Dutch
VAT authorities must make refunds of Dutch VAT within
4 months and 10 days after the date on which the refund claim is
submitted. In the case of a late refund, the claimant is entitled to
interest at the government interest rate in force at the time, in
addition to the repayment.

For EU 13th Directive refunds, the Dutch VAT authorities have
committed to make refunds within six months after the date on
which the claim is submitted for the refund. If the refund is not
made within this period and if the fault lies with the VAT author-
ities, the claimant is entitled to interest at the government interest
rate in force at the time, in addition to the repayment.

H. Invoicing

VAT invoices and credit notes. A taxable person must generally
provide a VAT invoice for all taxable supplies made, including
exports and intra-Community supplies. Invoices are not auto-
matically required for retail transactions, unless requested by the
customer. However, the issuance of invoices for wholesalers is
required.

Taxable persons must retain invoices for seven years. For real
estate, a taxable person must retain the invoice for 10 years.

A VAT invoice is required to support a claim for input tax deduc-
tion or a refund under the EU Directive 2008/9/EG or EU 13th
Directive refund schemes (see the chapter on the EU).

A VAT credit note may be used to reduce the VAT charged and
reclaimed on a supply. It must be cross-referenced to the original
VAT invoice.

Electronic invoicing. Electronic invoicing is permitted in line with
EU Directive 2010/45/EU.

Proof of exports and intra-Community supplies. VAT is not charge-
able 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 sup-
ported by evidence that proves the goods have left the Netherlands.
Acceptable proof includes the following documentation:
* For an export, customs documentation, transport documenta-
tion, order forms and proof of payment issued by a foreign bank
« For an intra-Community supply, a copy of the invoice indicating
the customer’s valid VAT identification number (issued
by another EU Member State), plus a range of commercial
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documentation (such as purchase orders, transport documenta-
tion, proof of payment and contracts)

Foreign-currency invoices. A VAT invoice must be issued in euros
(EUR). If an invoice is issued in another currency, the VAT
amount must be indicated in euros, using the daily conversion
rate published by the European Central Bank.

I. VAT returns and payment

VAT returns. VAT returns are submitted electronically in the
Netherlands. They are submitted for monthly, quarterly or annual
periods, depending on the amount of VAT payable.

Monthly VAT returns must be filed if the amount of VAT payable
(that is, output VAT less input VAT) exceeds EUR15,000 on a
quarterly basis. Taxable persons that receive regular repayments
of VAT may also file monthly VAT returns. However, as of result
of the economic recession, the Dutch tax authorities allow busi-
nesses that would normally have to file their VAT return on a
monthly basis to file their VAT return on a quarterly basis. This
is a temporary measure.

Quarterly VAT returns must be filed if the amount of VAT pay-
able does not exceed EUR15,000 annually.

Taxable persons that are liable to pay a VAT amount of less than
EUR1,883 annually may file annual VAT returns.

The return must be filed by the last day of the month following
the end of the reporting period, together with full payment.

Non-established businesses registered for VAT in Heerlen must
file their VAT returns and pay VAT due before the last business
day of the second month after the reporting period.

Return liabilities must be paid in euros.

Penalties. Penalties are assessed for the late submission of a VAT

return or for the late payment of VAT, in the following amounts:

* For the late submission of a VAT return, the maximum fine is
EURG61.50.

* For errors in the payment of VAT, the maximum fine is 10% of
the VAT due, up to a maximum amount of EUR4,920.

* For the late payment of VAT, the minimum fine is EUR50, and
the maximum fine is 2% of the VAT due, up to a maximum
amount of EUR4,920.

« If the late payment is caused by negligence or dishonest con-
duct, fines ranging from 25% to 100% of the VAT payable may
be imposed.

« [f a taxable person knows errors were made in the payment of
VAT and did not notify the tax authorities accordingly, a pen-
alty may be imposed up to 100% of the VAT that was not
reported and paid as a result of the error.

In addition, taxpayers must file supplementary returns if it
appears that the information provided was inaccurate and/or
incomplete. Non-compliance with the duty to file supplementary
returns is subject to an offense penalty of up to 100% of the
amount of tax not levied (or allegedly not levied). This penalty
may be imposed if the taxpayer knew that the tax levied was
too low.
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J. EU filings

INTRASTAT. A taxable person that trades with other EU countries
must complete statistical reports, known as INTRASTAT, if the
value of its sales or purchases of goods exceeds the applicable
threshold. The threshold applies to intra-Community supplies
(Dispatches) and intra-Community acquisitions (Arrivals) sepa-
rately. Separate reports are required for Arrivals and Dispatches.

The threshold for INTRASTAT Arrivals for the 2010 calendar
year is EUR900,000.

The threshold for INTRASTAT Dispatches for the 2010 calendar
year is EUR900,000.

The INTRASTAT return period is monthly. The submission
deadline is the 10th day following the return period. INTRASTAT
declarations must be completed in euros.

A penalty up to a maximum amount of EURS5,000 may be
imposed for failure to comply with INTRASTAT filing and
reporting obligations.

EU Sales Lists. If a taxable person makes intra-Community sup-
plies in any return period, it must submit an EU Sales List (ESL).
An ESL is not required for any period in which the taxable person
has not made any intra-Community supplies.

ESLs must be filed on a monthly basis if the total value of the
supplied goods exceeds EUR100,000. If the total value of the
supplied goods does not exceed EUR100,000, the ESLs may be
submitted on a quarterly basis.

Taxable persons must submit ESLs for services if all of the fol-

lowing conditions are satisfied:

* The place of supply of business-to-business (B2B) services is
located in another EU Member State.

» The VAT due in that EU Member State is reverse charged to the
customer.

* The service is not exempt from VAT in the other EU Member
State.

The ESLs for services must be submitted on a monthly basis, but
a business can opt to submit the ESLs on a quarterly basis.

If a business does not file an ESL on time, it receives a reminder.

If the return is still not filed, the VAT authorities may impose a

fine. The amount of the penalty depends on the number of suc-

cessive omissions. The following are the penalties:

* For the first omission, a fine of 2.5% of EUR4,920 is imposed.

* For the second and third omissions, a fine of 5% of EUR4,920
is imposed.

* For a fourth or subsequent omission, a fine of 25% of EUR4,920
is imposed.

Under certain conditions, the VAT authorities may impose a
maximum fine of EUR4,920 for missing ESL reports or ESLs
containing systematic errors or omissions.
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A. At a glance
Name of the tax
Date introduced

European Union (EU)
Member State

Administered by

GST rates
Standard
Other

GST return periods
One month

Two months

Six months

GST registration
number format

Thresholds
Registration

Recovery of GST by

non-established businesses

B. Scope of the tax

Goods and services tax (GST)
1 October 1986

No

Inland Revenue
(http://www.ird.govt.nz) and
New Zealand Customs
(Www.customs.govt.nz)

15%
Zero-rated, exempt and
non-taxable

Taxable turnover exceeds
NZD24 million (optional for
other registered persons)
Taxable turnover between
NZD500,000 and

NZD24 million)

Taxable turnover below
NZD500,000

Taxable persons use tax
registration numbers (IRD
number) for GST purposes in
the format xx-xxx-xxx; effective
from 2008, nine-digit numbers
are issued to new GST-registered
persons

NZD60,000

Yes, from 1 April 2014

GST applies to the following transactions:



NEW ZEALAND 549

* The supply of goods or services made in New Zealand by a
registered person

* The importation of goods into New Zealand, regardless of the
status of the importer

C. Who is liable

A “registered person” is any business entity or individual that
makes taxable supplies of goods or services in the course of
doing business in New Zealand.

The GST registration threshold is NZD60,000. The registration

threshold applies in the following ways:

* Retrospectively to taxable turnover in the current month and the
preceding 11 months

* Prospectively to taxable turnover in the current month and
expected turnover in the following 11 months

GST may be recovered before the incorporation of a company if
certain criteria are met.

Voluntary registration. A small business with taxable turnover of
less than NZD60,000 a year may voluntarily apply to become a
registered person.

Group registration. Group registration is allowed for corporations
or other taxable persons that are “under common control.” For
these purposes, a corporation is “controlled” if one or more
persons own at least 66% of either the voting power in the corpo-
ration or the corporation’s common market value interests.

Other taxable persons may form a group if any of the following

control conditions is satisfied:

* One group member controls each of the others.

* One person (outside the group) controls all the members of the
group.

» Two or more persons carrying on a taxable activity as a partner-
ship control the members of the group.

Under changes to the GST legislation that were introduced in
2007, retrospective GST grouping is allowed (between 1 October
2001 and 17 December 2006) if the GST group as a whole makes
taxable supplies of 75% or more (that is, 75% or more of the total
supplies made by the group is subject to GST at the standard rate
or zero rate) and if the representative member (see below) of the
group is a registered person.

Effective from December 2007, certain investment funds may
join a GST group with other companies or other investment funds
that meet the eligibility criteria. Effective from 1 April 2011, a
listed Portfolio Investment Entity can also become part of a
group for GST purposes.

From 1 April 2014, nonresident companies registered under the
new “enhanced” registration system for non-established entities
cannot group with resident companies.

A group must appoint a representative member. Group members
making supplies outside the group must issue tax invoices if
requested to do so. The representative group member must
account for GST with respect to all group members’ taxable
activities and file returns. Group members must adopt the same
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tax periods and accounting basis for GST purposes (see Section
E). Group members are also jointly and severally liable for all
GST liabilities.

Transactions between group members are not generally liable to
GST. This measure applies on the condition that the supply is
made to a group member that would have been entitled to input
tax recovery if the supplier had not been a member of the group
(see Section F).

Branch or divisional registration. If a taxable person’s business is
organized in branches or divisions, it may register the divisions
or branches separately for GST purposes. To register separately,
a branch or division must maintain its own accounting system
and it must either be in a separate location or carry out different
activities from the rest of the legal entity. A branch or division
that is separately registered must obtain its own GST registration
number and complete a separate GST return. GST is charged on
supplies made between branches and divisions that are registered
separately and the rest of the legal entity.

Non-established businesses. A “non-established business” is a
business that has no fixed establishment in New Zealand. A for-
eign or non-established business must register for GST if it
makes taxable supplies in New Zealand that exceed NZD60,000
in any 12-month period. A non-established business may also
register for GST voluntarily if its supplies are below the annual
registration threshold.

From 1 April 2014, a non-established business that does not
make taxable supplies in New Zealand may register for GST in
order to recover GST incurred in New Zealand.

Tax representatives. A foreign business is not required to appoint
a New Zealand resident tax representative in order to register for
GST.

Agents. When a registered person makes a supply to a customer
using an agent, the customer and registered person (or principal) are
considered to be dealing directly with each other for GST purposes.

From 17 July 2013, a principal and their agent may agree in writing
to opt out of this rule so that a supply by the principal to the cus-
tomer using an agent is treated as two supplies: one from the
principal to the agent and the other from the agent to the customer.

Deregistration. A taxable person that ceases to make taxable sup-
plies must notify the New Zealand GST authorities within
21 days after ceasing operations. If the GST authorities are satis-
fied that the taxable person’s operations are not expected to
recommence within 12 months, they may cancel the taxable
person’s GST registration.

A taxable person may deregister voluntarily if it can satisfacto-
rily prove to the GST authorities that its taxable turnover in the
following 12 months is expected to be less than NZD60,000.

Compulsory reverse charge. A compulsory reverse-charge regime
applies if all of the following circumstances exist:

* A supply of services is made by a nonresident to a resident.

* The supply would be taxable if made in New Zealand.
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* The recipient of the supply is registered (or required to be reg-
istered).

* The recipient makes taxable supplies that total less than 95% of
the recipient’s overall supplies.

The reverse charge is 15% of the consideration for the supply. An
input tax credit may be claimed with respect to the reverse charge
to the extent that the service was used or available for use in mak-
ing taxable supplies.

Effective from 1 April 2011, the reverse-charge regime applies to

imported services if the recipient of the supply meets one of the

following conditions:

» At the time of acquisition, it estimates that the percentage of
intended taxable use of the services is less than 95%.

* [t determines that the percentage of actual taxable use is less
than 95%.

Late-registration penalties. Penalties are assessed for a range of
GST offenses, including the failure to make GST payments by
the due date (see Section I).

D. GST rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to GST. The GST rates are the standard rate
of 15% (effective from 1 October 2010; the prior rate was 12.5%)
and the zero rate (0%). Some specific supplies have an effective
rate of 9% through the GST valuation rules.

In addition, some activities are exempt from GST. This means
that no GST is charged, but the supplier does not have the right
to deduct any related input tax (see Section F).

The following lists provide some examples of goods and services
that are zero-rated or exempt from GST.

Examples of exempt supplies of goods and services
* Financial services (although some qualify for the zero rate)
* Sales of donated goods by nonprofit organizations
« Certain real estate transactions
* Supply of precious metals

Examples of goods and services taxable at 0%

« Sale of a business as a going concern

» Exported goods and services

* Services performed outside New Zealand

« First sales of refined precious metals for investment purposes

* Supplies of financial services made to businesses that make
taxable supplies in excess of 75% of total supplies

« Certain transactions involving emissions units

» Exported second-hand goods if the recipient gives the supplier
an undertaking in writing that the goods will not be reimported
into New Zealand

* Certain supplies of which land is a component by GST-registered
vendors to registered persons (effective from 1 April 2011)

Examples of goods and services with an effective rate of 9%

* Supplies of accommodation and other domestic goods and ser-
vices in a rest home where nursing care and other services are
provided

* Supplies of long-term accommodation in a hotel or motel
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E. Time of supply

The time when GST becomes due is called the “time of supply”
or “tax point.” Under the general rule, a supply takes place when
an invoice is issued or when payment is received by the supplier,
whichever is earlier.

Taxable persons may opt to account for GST using the invoice
basis, the payments basis or the hybrid basis. These methods are
described below.

Invoice basis. Under the invoice basis of accounting, a taxable
person must account for GST when an invoice is issued or when
payment is received, whichever is earlier. Input tax is recoverable
on the basis of tax invoices received (see Section F).

Payments basis. A taxable person may use the payments basis of
accounting if the total value of its taxable supplies in the preced-
ing 12 months did not exceed NZD2 million or if its turnover is
not expected to exceed this figure in the following 12 months.
Under the payments basis of accounting, a taxable person must
account for GST on the basis of payments received (except for a
supply for which the consideration is more than NZD225,000
and a supply that is not a short-term agreement for the sale and
purchase of property or services). Input tax is recoverable on the
basis of invoices paid (see Section F).

Nonresidents registered under the “enhanced” GST registration
system must account for GST on a payments basis.

Hybrid basis. Under the hybrid basis of accounting, a taxable
person accounts for GST when an invoice is issued or when a
payment is received, whichever is earlier. Input tax is recoverable
on the basis of invoices paid (see Section F).

F. Recovery of GST by taxable persons

A taxable person may recover input tax, which is GST charged on
goods and services supplied to it for business purposes. A taxable
person generally recovers input tax by deducting it from output
tax, which is GST charged on supplies made. Input tax includes
GST charged on goods and services supplied in New Zealand
and GST paid on imports.

From 1 April 2014, nonresidents may recover GST costs without
making taxable supplies in New Zealand.

A valid tax invoice or customs document must generally accom-
pany a claim for input tax for a supply greater than NZDS50
(including GST).

A taxable person is effectively restricted from claiming input tax
credits with respect to supplies that are greater than two years old
except in certain circumstances.

Nondeductible input tax. 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).

The following lists provide some examples of items of expendi-
ture for which input tax is not deductible and examples of items
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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
* 50% of business entertainment expenses

Examples of items for which input tax is deductible
(if related to a taxable business use)
 Purchase, lease, hire, maintenance and fuel for cars, vans and
trucks
 Conferences and seminars
* Advertising
* Accommodation
* Mobile phones
* Business gifts
* Travel expenses

Adjustments. Effective from 1 April 2011, a registered person
may recover GST, to the extent that the acquired goods or ser-
vices are used for making taxable supplies. This new input tax
regime replaces the “principal purpose” test described below
with an apportionment test. Under the new regime, a taxpayer
apportions GST incurred on the acquisition of goods and ser-
vices and claims an input tax deduction for goods or services that
are used for making taxable supplies.

To determine the extent that goods or services are used for mak-
ing taxable supplies, a taxpayer must estimate how it intends to
use the goods or services, and choose a determination method
that provides a fair and reasonable result. The taxpayer then uses
the estimated intended taxable use of the goods and services to
determine the proportion of the input tax that corresponds to the
estimated intended taxable use.

A taxpayer is not required to apportion input tax if it makes both
taxable and exempt supplies and has reasonable grounds to
believe that the total value of its exempt supplies is no more than
the lesser of NZD90,000 or 5% of the revenue from all taxable
and exempt supplies for the period beginning at least 12 months
from acquisition and ending on the person’s balance date.

Taxpayers may be required to make further adjustments if the
actual taxable use of an asset is different from its intended tax-
able use.

A special rule has been introduced for situations in which land is
used concurrently for a taxable purpose and a non-taxable pur-
pose, such as when land is simultaneously advertised for sale
(taxable use) and rented out as a dwelling (non-taxable use). The
new rule requires a registered person to calculate the percentage
that the land is used for making taxable supplies by using the
following formula:

Consideration for taxable supply < 100

Total consideration for supply

In the above formula, “consideration for taxable supply” is the
amount paid on a disposal of land in the adjustment period or the
market value of the land at the time of making the adjustment.
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“Total consideration for supply” is the consideration for taxable
supply, as described in the preceding sentence, plus the total
exempt rental income payable since the acquisition of the land.

Before 1 April 2011, a registered person could recover GST if it
acquired goods and services principally for business purposes.
GST was not recoverable for goods and services that are acquired
principally for nonbusiness purposes or principally for making
exempt supplies.

If goods and services were acquired principally for making tax-
able supplies but were also used for making exempt supplies, an
output tax adjustment was required to the extent that the goods
and services were used for making exempt supplies.

If goods and services were acquired principally for making
exempt supplies or for nonbusiness use, an input tax adjustment
was required to the extent that the goods and services were used
for making taxable supplies.

Some transitional rules relate to specific aspects of the changes
discussed above.

Capital goods. Capital goods are items of capital expenditure that
are used in a business over several years. Input GST is not recov-
erable to the extent that the capital goods are purchased by a
business for private use. Similarly input GST is not recoverable
to the extent that capital goods are used to make exempt supplies
(assuming the value of the exempt supplies is more than
NZD90,000 or 5% of the total supplies made by the registered
person). The calculation is based on the straight-line depreciation
of the asset (based on tables published by the Inland Revenue)
applied to the lower of the cost or the current market value of the
asset.

For capital goods acquired before 1 April 2011, no limit applies
to the number of GST adjustments required to be made to reflect
the taxable use of the capital assets. For capital goods acquired
on or after 1 April 2011, the number of GST adjustments required
is determined by reference to the value of the capital goods.

Refunds. If the amount of input GST recoverable in a period
exceeds the amount of output GST payable, a refund may be
claimed. GST refunds are generally made within 15 working days
after the Inland Revenue receives a correct return unless the
Inland Revenue investigates the return and determines that the
registered person has not complied with its GST obligations.

However, a refund can be withheld for up to 90 days for nonresi-
dents registered under the new “enhanced” GST registration
system.

G. Recovery of GST by non-established businesses

From 1 April 2014, a non-established business that does not

make taxable supplies in New Zealand may register for GST to

recover GST incurred in New Zealand. The following rules will

govern the scheme:

» The non-established business must be registered for GST or
VAT in its own country.
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* The GST refund resulting from the first GST return must be
over NZD500.

» The GST input tax credits only arise when the nonresident has
paid for the expenditure.

* The nonresident cannot form a New Zealand GST group with
New Zealand resident entities unless the nonresident is register-
ing for GST under the ordinary rules.

* The nonresident must not be making supplies of services that
are likely to be received by a person in New Zealand who is not
registered for GST.

* The tax authority will not be legally obliged to refund the GST
until 90 days after the GST return has been lodged.

H. Invoicing

Tax invoices and credit notes. A New Zealand-registered person
must generally provide a tax invoice for all taxable supplies made
to other taxable persons within 28 days after a request for the
invoice. A tax invoice is generally required to support a claim for
deduction of input tax for items that cost more than NZD50
(including GST).

A credit note may be used to reduce the GST charged and
reclaimed on a supply if the value originally charged was incor-
rect. A credit note must indicate the reason why it was issued and
must refer to both the GST originally charged and the corrected
amount.

Replacement invoices. The government has proposed a special
rule regarding replacement invoices for the GST transitional
period. Under this proposed rule, if a registered person is required
on or after 1 October 2010 to issue a credit note or debit note
relating to a tax invoice provided before 1 October 2010, the
registered person may choose to provide a replacement tax invoice
indicating GST at a rate of 12.5% rather than issuing a credit note
or debit note.

Foreign-currency invoices. Invoices must be issued in New
Zealand dollars. If a tax invoice is issued in foreign currency, the
values used for GST purposes may be converted to New Zealand
dollars based on the exchange rate in effect at the time of supply.

I. GST returns and payment

GST returns are generally submitted monthly or bimonthly. Two
cycles of bimonthly returns are provided to stagger submission
dates. A taxable person may request a change in its GST return
cycle to ease administration.

A registered person whose taxable turnover exceeds NZD24 mil-
lion in a 12-month period must submit GST returns monthly.
Other taxable persons may opt to submit GST returns monthly if
they receive regular repayments of GST or if they find it easier
to account for GST on a monthly basis.

A registered person whose annual taxable turnover does not exceed
NZD500,000 may submit GST returns on a six-months’ basis.

GST return periods generally end on the last day of the month.
However, taxable persons may request different periods to align
with their accounting records. GST return and payment due dates
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fall on the 28th day of the month following the end of the return
period, except for the periods ending 30 November and 31 March.
The due dates for these periods are 15 January and 7 May, respec-
tively. The GST return form indicates the due date for each return.

For registered persons that are provisional taxpayers, provisional
tax installment dates should coincide with the GST return due
dates. A provisional taxpayer is a person that pays its anticipated
yearly income tax liability in installments during the income
year.

Penalties. A penalty is assessed for the late payment of GST. A
penalty of 1% of the tax due is assessed on the day after the due
date. If the tax remains outstanding, the following additional
penalties apply:

* 4% of the tax that is due 7 days after the due date

* 1% of the tax due each month that the tax remains unpaid

A late filing penalty may be imposed, effective from 1 April
2008. The amount of the late filing penalty is NZD250 if the
registered person accounts for GST payable on an invoice basis
or NZD50 if the registered person is using the payments basis.

Penalties are also assessed for underpayments of GST. This
“shortfall penalty” is assessed as a fixed percentage of the tax due,
depending on the nature of the error, in the following amounts:
* Lack of reasonable care: 20% of the tax due

* Gross carelessness: 40% of the tax due

* Tax evasion: 150% of the tax due

 Adopting an abusive tax position: 100% of the tax due

Penalties may be reduced in certain circumstances by up to 75%.

A reduction of the shortfall penalty to zero may apply if the pen-
alty is imposed for not taking reasonable care and if the regis-
tered person makes a voluntary disclosure before notification of
an Inland Revenue audit or investigation.

In addition, interest is calculated for underpayments and over-
payments of GST. Effective from 8§ May 2012, the rate of interest
is 8.4% for underpayments and 1.75% for overpayments. Interest
rates are subject to change.

A range of GST offenses are subject to fines and imprisonment,
depending on the offense committed. The maximum fine is
NZD50,000.
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B. Scope of the tax

VAT applies to the following transactions:
* Transfer and supply of goods

* Supply of services within Nicaragua

* Use or enjoyment of goods

* Importation of goods

* Exports of goods and services

Effective 1 January 2013, taxable events include the sale, impor-
tation and nationalization of goods, the export of goods and ser-
vices, the rendering of services and the use and enjoyment of
goods.

C. Who is liable

No separate VAT registry exists in Nicaragua. All businesses must
register as taxpayers. The taxpayer identification number (RUC)
is also used for VAT purposes. A taxpayer for VAT purposes is any
entity or individual that engages in taxable operations in Nicaragua.

Group registration. Grouping of separate legal entities for VAT
purposes is not allowed under the Nicaraguan VAT law. Legal enti-
ties that are closely connected must register for VAT individually.

Non-established businesses and tax representatives. A “non-
established business” is a business that has no fixed establish-
ment in Nicaragua. In principle, a non-established business must
register for VAT if it supplies goods or services in Nicaragua. To
register for VAT, a non-established business must provide the
VAT authorities with a copy of its articles of incorporation, legal-
ized by a Nicaraguan consulate, together with an official transla-
tion in Spanish.

Late-registration penalties. In case of late registration, a penalty
between 30 and 50 penalty units may be assessed. A penalty unit
equals approximately 99 cents in US dollars.

D. VAT rates

The standard rate of VAT is 15%. It applies to the transfer and
supply of all goods or services, unless a specific measure applies,
such as zero rating for exportations or an exemption. Exempted
activities do not give rise to a right of input tax (See Section F).

Examples of exempt supplies of goods and services

* Live animals and fresh fish

» Domestically produced fruits and vegetables that are unpro-
cessed

* Basic foodstuffs, such as corn tortillas, rice, beans, certain
dairy products, eggs and meat

* Used goods (unless imported)

* Crude oil

* Real estate transactions

* Life and health insurance

» Domestic transport

* Education

* Certain financial services

* Construction of social housing (as defined by law) and leasing
of unfurnished accommodation

» Equipment used for agriculture
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« Irrigation for agriculture and forestry

* Electricity used for irrigation

* Importation of goods, machinery and equipment for use by the
media

* Books, newspapers and magazines

» Medicines and vaccines

* Local production of sanitary protection products and toilet paper

* Matches, kerosene, butane and electricity

* Veterinary products

« Insecticides, fungicides, fertilizers and seeds

Exports are zero-rated for VAT purposes.

E. Time of supply

The time when the taxable event is considered to have taken place
and when VAT becomes due, is called the “tax point.” Under the
Tax Law (Ley de Concertacion Tributaria), for VAT purposes, the
taxable event varies depending on the type of supplies. The appli-
cable rules are summarized below.

Goods. The time of supply for the sale of goods is when the
invoice or corresponding legal document is issued, when the
goods are delivered to the new owner or when the new owner has
the ability to dispose of the goods as the owner.

Services. The time of supply for the rendering of services is when
the purchaser becomes legally liable for payment.

Imported goods. The time of supply for the importation of goods
is when the goods are made available to the importer at the fiscal
warehouse.

F. Recovery of VAT by taxable persons

A taxpayer may recover input tax, which is VAT paid on the pur-
chase of goods and services used to generate other goods and
services subject to VAT. Input tax is generally credited against
output tax, which is VAT charged or collected on the sale of
goods or the rendering of services. To deduct or credit input tax,
all of the following conditions must be satisfied:

* The goods or services must be part of the economic process of
transferring goods or providing services. This measure also
applies to zero-rated operations.

* The payment must meet the deductibility requirements for
income tax purposes even if the taxpayer is not subject to
income tax.

* The payment must be adequately documented.

Refunds. If the amount of input VAT recoverable in a month
exceeds the amount of output VAT payable, the taxpayer may
carry forward VAT credits to offset output tax in subsequent VAT
periods. Exporters and taxpayers that provide exempted activities
may use their excess credits to offset other taxes (such as income
tax) and then may request a refund.

G. Recovery of VAT by non-established businesses

Nicaragua does not refund VAT incurred by foreign or non-
established businesses unless they are registered as Nicaraguan
VAT taxpayers.
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Diplomats and international organizations. Diplomatic consular
delegations and international organizations and agencies are
exempt from VAT. Consequently, these organizations are also
entitled to a reimbursement for VAT paid in Nicaragua if recipro-
cal treatment is granted to delegates from Nicaragua.

H. Invoicing

VAT invoices and credit and debit notes. A taxpayer must gener-
ally provide a VAT invoice for all taxable activities. An invoice is
generally necessary to support a claim for an input tax credit.

A credit note may be used to reduce the VAT charged and
reclaimed on a supply if the value is reduced for any reason (for
example, a discount or bonus is granted, the price is changed, or
the goods are returned). A credit note must generally include the
same information as a tax invoice.

VAT is not chargeable on supplies of exported goods.

Foreign-currency invoices. Transactions must be registered in
Nicaraguan cordobas (NIO).

I. VAT returns and payment

VAT returns. VAT returns must be submitted on a monthly basis.
Monthly returns must be submitted by the 15th day of the month
following the end of the return period. However, large taxpayers
must also make an advance payment of VAT within the first
15 days after the end of the VAT return period. They must make
the full payment of VAT within five days after the advance
payment.

Return liabilities must be paid in Nicaraguan cordobas.

Penalties. Interest is charged on the tax due at a rate of 5% per
month for the late submission of a VAT return. In addition, a
penalty fine applies, computed as a minimum of 70 units of fine,
with a cap of 90 units of fine (each unit equals NIO25).

Other penalties may also apply, including a 25% penalty and
surcharges ranging from 5% to 50%, both computed on the
amount of unpaid VAT.

Tax evasion. Tax evasion that does not constitute fraud is deemed
to occur if the taxpayer files an inaccurate return that results in
the underpayment of VAT. The penalty for tax evasion is 100% of
the VAT amount due.

Tax fraud. Tax fraud is deemed to exist when information has
been altered in a manner that causes the tax authorities to incor-
rectly compute the amount of VAT due. Tax fraud is punishable
by a term of imprisonment from six months to eight years.
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A. At a glance
Name of the tax
Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Others

VAT number format
VAT return periods
Registration thresholds
Recovery of VAT by

non-established businesses

B. Scope of the tax

Value-added tax (VAT)
24 August 1993

No

Federal Inland Revenue Service
(FIRS)

5%

0% and exempt
01012345-0001
Monthly

None

No

VAT applies to the following transactions:

* Supplies of goods and services other than those specifically
exempt under the VAT Act
* Goods and services imported into Nigeria

C. Who is liable

Taxable persons. Taxable persons are persons that make supplies
of goods and services. They are expected to register for VAT. The
following are examples of taxable persons:

* Individuals or bodies of individuals, families, corporations with
one shareholder, trustees or executors that carry out economic
activities

* Persons exploiting tangible or intangible property for the purpose
of obtaining income from the property in the course of a trade or
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business, including persons from or agencies of the government
performing such actions

The following are required to deduct VAT on their suppliers’ invoices
and remit the VAT to the FIRS:

* Oil and gas companies including oil-service companies

» Governments and government agencies and departments

* Resident entities engaging in transactions with nonresidents

Group registration. The Nigerian law does not provide for group
registration.

Non-established businesses. A nonresident company carrying on
business in Nigeria is required to register for VAT using the
address of the Nigerian customer with which it has a contract.

Late-registration penalties. The VAT Act provides for a late-
registration penalty of NGN10,000 for the first month and
NGN5,000 for every subsequent month in which the default
continues.

D. VAT rates

The standard rate of VAT is 5% of the invoiced amounts for tax-
able goods and services including imported goods. Certain goods
and services are zero-rated or exempt from tax.

The following lists provide some examples of goods and services
that are exempt and goods and services that are zero-rated.

Examples of exempt supplies of goods and services

* All exported goods and services

* Medical goods and services and pharmaceutical products

* Basic food items

* Books and educational materials

* Plant, machinery and goods imported for use in free-trade zones

* Plant, machinery and equipment purchased for the utilization of
gas in downstream petroleum operations

e Tractors, plows and agricultural implements purchased for
agricultural purposes

* Services rendered by community banks and mortgage institutions

¢ Plays and performances by educational institutions as part of
learning

Examples of goods and services taxable at 0%
* Non-oil exports
* Goods and services purchased by diplomats
* Goods purchased for humanitarian donor-funded projects
* Imports of commercial aircraft, aircraft spare parts and machin-
ery, and equipment used in the solid minerals sector

E. Time of supply

The time when VAT becomes due is called the “time of supply.”
The VAT Act does not define “time of supply.” In practice, the
“time of supply” is the date on which the related invoice is issued
or payment is made, whichever is earlier.

F. Recovery of VAT

A taxable person may recover input tax that is charged on busi-
ness purchases by offsetting it against output VAT which is
charged on taxable supplies. If the input VAT exceeds the output
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VAT, the taxable person is allowed to claim a refund of the excess
input VAT. An input VAT refund may be claimed in any of the
following manners:

¢ Credit method

* Direct cash refund

* By both credit method and direct cash refund

The most common practice is the credit method under which the
taxable person may offset the excess input VAT against the output
VAT in the subsequent month.

Input VAT is recoverable from output VAT if it relates to goods
purchased or imported directly for resale and goods which form
the stock-in-trade used for the direct production of any new prod-
uct on which the output tax is charged. Refund is also available
for input VAT paid on zero-rated goods and services.

Nondeductible input tax. A taxable person cannot reclaim VAT
paid on goods and services used for nonbusiness purposes. In
addition, input VAT incurred on the purchase of fixed assets and
expenses such as general administration and overhead costs,
cannot be recovered from output VAT. Recovery of input VAT is
not allowed with respect to the supply of services and exempt
supplies.

VAT on fixed assets should be capitalized together with the cost
of the assets, but VAT on general administration, overhead costs
and services should be expensed in a company’s profit-and-loss
account.

Refunds. The FIRS Establishment Act provides for a cash refund
within 90 days, subject to appropriate audit by the FIRS.

G. Invoicing

A taxable person that makes a taxable supply is required to fur-
nish the purchaser with a tax invoice for that supply, which con-
tains the following:

* Taxpayer’s identification number

» Name and address

* VAT registration number

* Date of supply

» Name of purchaser or client

* Gross amount of transactions

* Tax charged and the rate applied

* Type of supply

* Quantity of goods and services supplied

* The rate of any cash discount offered

A tax invoice must be issued at the time of supply, regardless of
whether payment is made at the time of supply.

VAT is payable in the currency of the transaction.

H. VAT returns and payments

VAT returns. VAT returns must be submitted monthly on VAT
Form 002. A taxable person is required to submit a VAT return on
or before the 21st day of the month following the month in which
supplies are made. A taxable person must pay the tax due by the
due date when filing the VAT returns. Payment must be made via
a bank certified check or draft through designated banks to the
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local tax office which issues a receipt after confirmation of such
payment.

The VAT return must be accompanied by a schedule containing
details of the supplies made and received within the tax period.

Penalties. The following penalties may be issued with respect to

VAT:

* Failure to issue tax invoice: Fine of 50% of the cost of the goods
or services for which a tax invoice was not issued

* Failure to maintain proper records: NGN2,000 for every month
in which the failure continues

* Failure to submit returns: Fine of NGNS5,000 for every month
in which the failure continues

* Failure to remit VAT: 5% per year of the amount of tax not
remitted plus interest at the bank lending rate

* Failure to collect tax: penalty of 150% of the amount not col-
lected plus 5% interest above the Central Bank of Nigeria’s
“rediscount” rate (monetary policy rate)

The VAT Act provides a penalty of 5% for late remittance of VAT.
The FIRS Establishment Act provides a penalty of 10% for late
payment of any tax (including VAT). Section 68 of the FIRS
Establishment Act gives it supremacy over other tax laws.
However, in practice, the FIRS applies a penalty of 5% for VAT.



565

Norway
www.ey.com/GlobalTaxGuides
www.ey.com/TaxGuidesApp
Oslo GMT +1
EY Street address:
Mail address: Dronning Eufemias gate 6
Oslo Atrium N-0151 Oslo
P.O. Box 20 Norway
N-0051 Oslo
Norway

Indirect tax contacts
Per Oskar Tobiassen

Christin Bgsterud
Qystein Arff Gulseth

Agnete Haugerud

+47 24-00-22-69

Email: per.oskar.tobiassen@no.ey.com
+47 24-00-20-33

Email: christin.bosterud@no.ey.com
+47 24-00-23-87

Email: oystein.arff.gulseth@no.ey.com
+47 24-00-25-18

Email: agnete.haugerud@no.ey.com

A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Reduced
Other

VAT number format
VAT return periods

Thresholds
Registration

Recovery of VAT by
non-established businesses

Value-added tax (VAT)
Merverdiavgift
1 January 1970

No

Ministry of Finance
(http://www.skatteetaten.no)

25%

8%, 15%

Zero-rated (or exempt with
credit) and exempt without
credit

123 456 789 MVA

Bimonthly (with the possibility
for shorter periods)

Annual (for farmers and
fishermen; optional for other
businesses if taxable turnover
does not exceed NOK1 million)

NOKS50,000 (NOK 140,000 for
some charitable and nonprofit
organizations)

Yes
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B. Scope of the tax

VAT applies to the following transactions:

* The supply of goods or services made in Norway by a taxable
person

» Withdrawals of goods from a registered enterprise or an enter-
prise with a registration obligation for a use outside the scope
of the VAT Act and withdrawals of services from a registered
enterprise or an enterprise with a registration obligation for a
private use or for a purpose that falls outside the scope of the
enterprise as a whole

* Purchase of intangible or remote supply services from abroad
by a Norwegian taxable person or public body

» The importation of goods, regardless of the status of the
importer

The application of delivery terms affects the deemed place of sup-
ply for goods. The supply of services in Norway related to goods
or real property is deemed to be liable to VAT in Norway.

C. Who is liable

A taxable person is any business entity or individual that makes
taxable supplies of goods or services in Norway, in the course of
a business.

The VAT registration threshold is NOK 50,000 during a 12-month
period. However, for charitable bodies and some nonprofit orga-
nizations, the 12-month threshold is NOK140,000. Special rules
also apply to certain partnerships, trading companies and corpo-
rations.

Voluntary registration. Norwegian VAT legislation provides an
option for voluntary registration for VAT purposes for certain
activities. For example, voluntary registration is available for
leasing property for use by a taxable business.

Group registration. The Norwegian VAT Act provides that “col-
laborating companies” may form a VAT group. Group registra-
tion may apply if one or more companies own at least 85% of
the capital in each company and if the companies are collaborat-
ing. Special issues arise for groups of companies with foreign
presence.

The VAT authorities must be notified before a VAT group may be
formed or dissolved.

Members of a VAT group are regarded as one taxable person
liable to payment of VAT. All of the participating companies are
jointly and severally liable for the correct payment of VAT.
Transactions between companies within a VAT group are gener-
ally not subject to VAT. However, the withdrawal of taxable goods
or services from a taxable part of the group’s business may be
subject to VAT.

Non-established businesses. A “non-established business” is a
business that has no fixed establishment in Norway. A non-
established business must register for VAT if it makes taxable
supplies of goods or services in Norway in excess of the registra-
tion threshold. Effective 1 January 2013, nonresident foreign
transporters that supply only international, zero-rated transporta-
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tion services may choose between registering for VAT and there-
after applying for refunds of input VAT on VAT returns or
remaining not registered and applying for VAT refunds through
the refund regime.

Electronic services. Effective from 1 July 2011, nonresidents who
supply electronic services to final consumers in Norway (B2C
supplies) are required to register for VAT and charge VAT on
services supplied to Norwegian consumers. For these purposes,
electronic services include the supply of, for example, e-books,
films, music and software. To coincide with this change, a new
form of foreign VAT registration, which is intended to be less
burdensome in terms of administration, has been introduced for
overseas companies affected by the changes. As an alternative to
the use of a fiscal representative, simplified registration and
reporting arrangements based on the EU system (one-stop-
scheme) have been established.

VAT representatives. If a non-established business is required to
register for VAT in Norway, it must appoint a resident tax repre-
sentative, unless it maintains a place of business or a registered
office in Norway.

Domestic reverse-charge. Effective 1 January 2014, the reverse-
charge mechanism applies to the sale of industrial and investment
gold.

Late-registration penalties. No specific penalty applies to late
VAT registration in Norway. However, penalties are assessed if,
as a result of the late registration, a taxable person submits a late
VAT return or pays VAT late.

D. VAT rates

The term “taxable supplies” refers to all supplies of goods and
services that fall within the scope of the Norwegian VAT Act,
including zero-rated supplies. In Norway, the term “exempt with
credit” is also used for zero-rated supplies. This means that no
VAT is chargeable, but the supplier may recover input VAT
related to the supplies. The terms “exempt” and “outside the
scope” are used for supplies of goods and services that are not
liable to VAT and that do not give rise to a right of input tax
deduction (see Section F).

The following are the VAT rates in Norway:
* Standard rate: 25%

» Reduced rates: 8% and 15%

e Zero rate (0%)

The standard rate of VAT applies to all supplies of goods or ser-
vices, unless a specific measure allows a reduced rate, the zero
rate or an exemption.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that are
taxed at a reduced rate of VAT.

Examples of exempt supplies of goods and services
(also called outside the scope of the VAT Act)

« Financial services
« Insurance
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* Lease of residential property

* Medical services

» Educational services

* Real estate transactions

* Specified cultural and sporting events

Examples of goods and services taxable at 0%
* Exports
* Supplies to foreign ships, and aircraft and ships involved in for-
eign trade
» Books and newspapers
* Transfer of a business as a going concern
* International transportation services (goods and passengers)

Examples of services taxable at 8%
* Domestic passenger transportation services (excluding the leas-
ing of vehicles as such)
« Television licenses
* Hotel accommodation
* Museums
* Amusement parks
* Galleries
* Bigger sport events

Examples of goods and services taxable at 15%
* Food (excluding alcohol and tobacco, and supplies in restaurants)

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.” The basic time of supply for goods is when they are
delivered. The basic time of supply for services is when they are
performed. The time of payment does not generally affect the time
of supply. If a customer makes an advance payment, the general
rule is that the tax point remains the date of delivery of the goods
or the date of performance of the services.

The supplier may defer the time of supply by issuing an invoice.
In general, an invoice may be issued up to one month after the
date of delivery of goods or performance of services. The invoice
date then becomes the tax point.

Deliveries that are invoiced monthly may be invoiced within the
first fifteen working days of the month following the month of
delivery.

Services that are supplied on a continuous basis must be invoiced
within one month after the end of the ordinary VAT period in
which the delivery takes place.

For services that are delivered on the basis of metered consumption
(for example, electricity and telecommunications), sales docu-
mentation may be issued for longer periods, up to a maximum
period of one year.

For services that are delivered on the basis of a tender or an
equivalent pre-agreed price, the parties may agree on the sales
documentation, unless the agreed invoicing deviates materially
from the actual progress of the service delivery.

Sales documentation for certain services, such as passenger
transportation or leases, may be issued in advance.
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Reverse-charge services. VAT payable through the reverse-charge
mechanism is due on the date of the invoice if the invoice is
issued in accordance with the generally accepted accounting
principles in the country of the service provider.

F. Recovery of VAT by taxable persons

A taxable person may recover VAT, which is charged on goods
and services supplied to it for business purposes. A taxable per-
son generally recovers input VAT by deducting it from output
VAT, which is VAT charged on supplies made.

Input VAT includes VAT charged on goods and services supplied
in Norway, VAT paid on imports of goods and VAT self-assessed
for reverse-charge services received from outside Norway.

The amount of the VAT reclaimed must be detailed on a valid VAT
invoice. Consequently, VAT may not be deducted as input VAT
before a VAT invoice is received. Input VAT that is not properly
documented may not be deducted. The input VAT deduction must
be reported in the VAT period in which the invoice is dated.

Effective from 1 January 2011, a deduction of input VAT may
be granted only if the payment is made through a bank or simi-
lar financial institution, unless the total payment is less than
NOK10,000.

Nondeductible input VAT. Input VAT may not be recovered on
purchases of goods and services that are not for use in a business
that is subject to VAT (for example, goods acquired for private
use).

In addition, input VAT may not be recovered for some items of
business expenditure. The following lists provide some examples
of items of expenditure for which input VAT is not deductible and
examples of items for which input VAT is deductible if the expen-
diture is related to a taxable business use.

Examples of items for which input VAT is nondeductible

* Tobacco and alcohol

* Personal expenses

* Business entertainment

* Restaurant meals

* Purchase and maintenance of passenger vehicles, with certain
exemptions for taxi and car-lease companies

* Gifts and handouts for advertising purposes if the value is at
least NOK 100 inclusive of VAT

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

* Advertising
* Purchase, lease and hire of vans and trucks not for private use
* Fuel for vans and trucks not for private use
* Conferences
* Business use of home telephones and mobile telephones
* Passenger transportation services that are not for private use

Partial exemption. Input VAT directly related to making exempt
supplies is generally not recoverable. If a Norwegian taxable
person makes both exempt supplies and taxable supplies, it may
not deduct input VAT in full. This situation is referred to as
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“partial exemption.” Exempt with credit supplies are treated as
taxable supplies for these purposes.

Input VAT incurred on purchases that are used for both taxable
and exempt supplies must be apportioned to reflect the supplies
that carry the right to deduction and those that do not carry such
right. The apportionment may also be calculated based on the
ratio of taxable supplies to exempt supplies in the preceding
financial year if the preceding financial year is representative of
the normal pattern of trading.

Refunds. If the amount of VAT recoverable in a bimonthly period
exceeds the amount of output tax payable in that period, the
taxable person has an input tax credit. A refund claim is triggered
automatically if the VAT return shows a VAT credit. Refunds are
generally processed within three weeks after the date on which
the VAT authorities receive the VAT return. The VAT authorities
pay interest on refunds that are paid late. The interest rate is
revised on 1 January of each year, based on the key rate of the
Norwegian State Bank. The annual interest rate is 1.5% as of
1 January 2013.

G. Recovery of VAT by non-established businesses

The Norwegian VAT authorities refund VAT incurred by busi-
nesses that are neither established in Norway nor registered for
VAT there. A non-established business may claim Norwegian
VAT to the same extent that a Norwegian taxable person may
deduct input VAT incurred in the course of a similar business in
Norway.

Norway does not apply the reciprocity principle to refunds. Con-
sequently, it does not exclude claimants based on the country
where they are established.

For example, effective 1 January 2013, foreign entrepreneurs
providing transport services directly to and from Norway are not
obliged to register for VAT, but they are entitled to receive a
refund of VAT paid on purchases of goods and services in
Norway.

Refund application. A claimant must submit the following docu-

mentation to obtain a VAT refund:

* Application Form RF 1032.

» Under the general rule, the original VAT invoices.

A power of attorney if the claimant uses the services of a third
party to recover the VAT.

* A certificate of taxable status obtained from the competent tax
authorities in the country in which the claimant is established.
The certificate, which is valid for 12 months from the date of
issuance, must be completed, signed and stamped by the local
tax authorities.

« If the claim relates to goods that are located in Norway at the
time of submission of the claim form, an explanation of the
basis on which the refund is requested.

The deadline for submitting applications is 30 June following the
claim year. This deadline is strictly enforced. The forms must be
completed in Norwegian, Danish, English or Swedish. The mini-
mum claim period is a calendar quarter, and the maximum claim



NorwAay 571

period is one calendar year. The minimum claim amounts are
NOK2,000 for a quarter and NOK200 for an annual claim.

Applications for refunds of Norwegian VAT may be sent to the
following address:

Skatt @st — Moss
Postboks 103
N-1501 Moss
Norway

Repayment interest. Claims for VAT refunds are generally paid
within six months. Interest is not paid on late refunds.

H. Invoicing

VAT invoices and credit notes. Under the general rule, VAT invoic-
es and credit notes must be issued by the supplier. A Norwegian
taxable person must generally provide a VAT invoice for all tax-
able supplies made and for exports. Invoices must support claims
for input tax made by Norwegian taxable persons and VAT
refunds claimed by non-established businesses.

A VAT credit note may be used to reduce the VAT charged and
reclaimed on a supply. The document should be marked “credit
note” and it must refer to the original invoice.

Proof of exports. Goods and services exported to countries out-
side Norway or supplied to the Norwegian areas of Jan Mayen
and Svalbard are exempt from VAT with input tax credit. To
qualify as VAT-free, the supplier must prove that the goods have
been exported. Suitable proof includes the following documents:
* The Customs Single Administrative Document

* Shipping documents or the import declaration from the country

of import

Foreign-currency invoices. If an invoice is issued in a foreign cur-
rency, the VAT must be stated in Norwegian kroner, using the
official exchange rate for the date of the invoice. No other
exchange rate may be used for VAT purposes. Other amounts
shown on the invoice may be stated in other currencies.

I. VAT returns and payment

VAT returns. In general, Norwegian taxable persons file bimonth-
ly VAT returns. However, farmers and fishermen must file
returns annually. Businesses with taxable turnover of less than
NOK1 million may opt to file annual returns.

VAT groups submit a single, joint VAT return.

To ease cash flow, businesses that receive regular VAT refunds
may request shorter VAT return periods. Taxable persons must
contact the appropriate VAT office to register for annual returns
or for permission to use shorter VAT return periods.

For bimonthly VAT returns, the VAT due for each period must be
reported and paid in full within 1 month and 10 days after the end
of the VAT period. Return liabilities must be paid in Norwegian
kroner.

Penalties. Penalty interest is assessed for late payment of VAT.
The interest rate is announced twice a year in a decree issued by
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the Ministry of Finance. The annual interest rate as of 1 July 2013
was 9.50%. The minimum penalty is NOK100. The interest rate
was last changed on 1 July 2013. An additional penalty of up to
100% of the tax due for a period may be imposed on taxable
persons that willfully or negligently contravene the provisions of
the VAT Act. Penalties may also be assessed for failing to submit
VAT returns.
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A. At a glance
Name of the tax
Date introduced

European Union (EU)
Member State

Administered by

Sales tax rates

Standard

Higher

Reduced

Other
Sales tax number format
Sales tax return periods

Thresholds
Registration
Manufacturers

Retailers
Recovery of sales tax by

non-established businesses

B. Scope of the tax

Sales tax
1 November 1990

No

Federal Board of Revenue
(http://www.fbr.gov.pk)

17% for goods, 16% for services
19.5%

1%, 2%, 4%, 5%, 8%, 10%
Zero-rated and exempt
11-11-1111-111-11

Monthly, quarterly and annual

PKRS million or utility bills
exceed PKR700,000
PKRS5 million

No

Sales tax applies to the following transactions:

* Taxable supply of goods made in Pakistan in the course of a
taxable activity carried on by a taxable person

» Taxable import of goods into Pakistan

» Rendering services, as specified by law

Services liable to sales tax include the following activities per-

formed in Pakistan:
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* Services provided by clubs and caterers

* Services provided by hotels

* Services provided by customs agents, ship chandlers and ste-
vedores

* Courier services

* Television and radio advertising, excluding public service mes-
sages and government health education announcements

Federal excise duty is levied and collected using the sales tax

mechanism on the following excisable goods and services:

« Edible oil

* Vegetable ghee and cooking oil

» White crystalline sugar (reduced rate of 8%)

* Advertising on closed circuit television

* Advertising on cable television networks

» Advertisements in newspapers and periodicals (excluding clas-
sified advertisements) and on hoarding boards, pole signs and
sign boards (exclusions apply)

* Domestic travel by air

* Carriage of goods by air

« Services rendered by shipping agents

* Telecommunication services (exclusions apply)

* Services provided by banking and non-banking financial com-
panies (exclusions apply)

* Services provided by insurance companies (exclusions apply)

* Services provided by stockbrokers

* Services provided by port and terminal operators with respect
to imports excluding stevedoring services

* Franchise services

Recent reform. Under the Constitution of Pakistan the provinces
have the right to impose sales tax on services. In the past the
provinces granted the right to the federal government to collect on
their behalf sales tax on services. Consequently, the Federal Board
of Revenue administered and collected sales tax on services.

However, effective from 1 July 2011, the province of Sindh

(where Karachi is located) collects and administers sales tax on

services through the Sindh Revenue Board, which is a separate

provincial revenue board. In addition to the taxable services as

listed above, the Sindh Sales Tax on Services Act imposes sales

tax on certain services that are not taxable in the other provinces.

These services include the following:

« Other advertisements, such as on the Internet

* Services provided or rendered by persons engaged in the con-
tractual execution of work or furnishing supplies

* Construction services

* Services rendered by money exchangers

* Airport services

» Management services, including fund and asset management
services

* Property developers

« Services provided by accountants and auditors and legal practi-
tioners (at reduced rate of 4%)

Similarly, effective from 1 July 2012, the province of Punjab
(where Lahore is located) collects and administers sales tax on
services through the Punjab Revenue Authority, which is also a
separate provincial revenue board. In general, the Punjab Sales
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Tax on Services Act (PSTSA) is similar to the Sindh Sales Tax on
Services Act. However, the PSTSA’s different rules regarding
origin and reverse charge effectively require that the tax on ser-
vices be deposited based on the location of the service recipient
instead of the location of the service provider. This is likely to
create duplication of tax on services that are rendered by a person
located outside Punjab to a person who is a resident of Punjab.
Currently, this is a matter of debate at the provincial and federal
level.

The taxable services as listed in the PSTSA are the same as were

applicable through the repealed Punjab Sales Tax Ordinance,

2000 and the Federal Excise Act, 2005, while also including:

¢ Other advertisements, such as on the Internet

* Services provided or rendered by persons engaged in the con-
tractual execution of work or furnishing supplies

* Construction services

* Services rendered by money exchangers

* Airport services

* Management services, including fund and asset management
services

* Property developers

Additionally, certain services are newly subject to sales tax in

both the Provinces of Sindh and Punjab, including:

* Services provided by software or [T-based system development
consultants

« Services provided by security agency

* Business support services

* Services provided by advertising agents

« Services provided in the matter of manufacturing or processing
for others on toll basis

* Services provided by architects or town planners

* Services provided by management consultants

In line with the above reforms in the Provinces of Sindh and
Punjab, the Province of Khyber Pakhtunkhwa (KPK) (where
Peshawar is located) has also established its own revenue admin-
istration and collection authority, the Khyber Pakhtunkhwa
Revenue Authority (KPRA) effective 1 July 2013. For this pur-
pose, the Khyber Pakhtunkhwa Finance Act, 2013 (KPFA) has
been enacted which is generally similar to the PSTSA. The list of
taxable services as per the KPFA is also very much similar with
the earlier North-West Frontier Province Sales Tax Ordinance,
2000 and the Federal Excise Act, 2005, including the following
services:
* Services provided or rendered for personal care by beauty par-
lors, beauty clinics, slimming clinics
* Services provided and rendered by laundries and dry cleaners
« Services provided or rendered by the stockbrokers

Rules governing taxable services for KPK are awaited, especially
with regard to claimable or non-claimable sales tax, sales tax
withholding, etc.

With these changes in Sindh, Punjab and KPK, while Balochistan
and Islamabad Capital Territory continue to empower the Federal
Board of Revenue to administer the tax on their behalf, many ser-
vice providers are now required to file four separate sales tax
returns and make four separate sales tax payments.
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C. Who is liable

A taxable person is a business that is required to register for sales

tax. Taxable persons include the following:

» Manufacturers whose taxable turnover in the preceding
12 months exceeded PKRS million or whose utility bills (gas,
electricity and telephone) exceeded PKR700,000

* Retailers whose taxable and non-taxable turnover in the preced-
ing 12 months exceeded PKR5 million

* Importers

* Wholesalers (including dealers) and distributors

» Commercial exporters

* Businesses that supply taxable services

Sales tax registration is required for every taxable person.
Supplying taxable goods without a sales tax registration is tax
fraud.

Deregistration. A business that ceases operations or whose sup-
plies become exempt from sales tax must apply for cancellation
of its sales tax registration.

Late-registration penalties. A penalty of PKR10,000 or 5% of the
tax due, whichever is greater, is assessed for failure to register for
sales tax. Failure to register within 60 days after beginning a tax-
able activity may be punishable by a term of imprisonment of up
to three years, if the person is convicted by a Special Judge, or by
a fine of up to the amount of tax involved, or both.

D. Sales tax rates

The term “taxable supplies” refers to supplies of goods and ser-
vices and to imports that are liable to sales tax. The following are
the sales tax rates:

« Standard rate for goods: 17%

« Standard rate for services: 16%

* Other rates: 1%, 2%, 4%, 5%, 8%, 10% and 19.5%

* Zero rate (0%)

The standard tax rate of 16% is imposed on the value of the sup-
ply of goods. However, in certain cases, the value of the supply
of certain goods is based on the manufacturer’s retail price (not
the sales price). Exported goods are zero-rated (that is, taxed at
0%). For businesses operating in certain export-oriented sectors,
the zero rate also applies to goods they import and to local sup-
plies of goods provided to them. Certain activities are exempt
from sales tax. This means that no sales tax is chargeable but also
that the supplier has no right to claim input tax on related pur-
chases (see Section F). A further tax at the rate of 1% (with cer-
tain exceptions) is chargeable on supply of goods to persons who
have not obtained sales tax registration. A 16% rate applies to
services except for telecommunication services, taxed at 19.5%,
and franchise services, taxed at 10%. Franchise services in the
province of Punjab are taxable at the rate of 16%. The services of
accountants and auditors and legal practitioners and consultants
are taxable at the reduced rate of 4% in the province of Sindh.

The following lists provide some examples of exempt and zero-
rated goods and goods taxed based on the manufacturer’s retail
price.
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Examples of exempt supplies of goods
* Agricultural products, including milk, eggs, fish, meat and
fresh vegetables
 Pharmaceuticals
» Newspapers and books
* Educational and scientific materials
* Equipment for fighting AIDS and cancer
* Supplies made under international tenders

Examples of zero-rated supplies of goods

* Exports

* Supplies to diplomats, diplomatic missions, privileged persons
and privileged organizations

* Supplies of stores and provisions for consumption aboard a
conveyance proceeding to a destination outside Pakistan

* Imports and supplies by certain registered export-oriented sec-
tors, which are leather and textiles goods, carpets, sports goods
and surgical goods

Examples of goods taxed based on the manufacturer’s retail price
* Fruit juices and vegetable juices
* Ice cream
* Aerated water or beverages and drink syrups
* Cigarettes
« Toilet soap, detergents, shampoo, toothpaste and shaving cream
¢ Perfumery and cosmetics
* Powder drinks and milky drinks

Examples of goods taxed at the lower rate of 5%
* Tea
* Local supply of finished goods by certain export-oriented sec-
tors of leather, textiles, carpets, sports and surgical goods to
retailers and unregistered persons

Goods taxed at the lower rate of 8%
» White crystalline sugar

Special provisions for importers. Importers must pay additional
sales tax at a rate of 3% above the normal sales tax rate payable
at the import stage. The 3% tax is considered as a minimum value
addition tax and can be claimed as input tax. Any excess input tax
can be carried forward. However, it is not refundable. The 3% tax
does not apply to goods that are imported by a manufacturer for
in-house consumption.

Special provisions for retailers. Persons registered as retailers
must pay sales tax and income tax on a combined basis (without
any adjustment for input tax). The following are the rates.

Quarterly turnover Sales tax rate

Up to PKR1.25 million Nil (0%)

More than PKR1.25 million

and up to PKR2.5 million 0.5% of turnover in excess
of PKR1.25 million

More than PKR2.5 million PKR6,250 plus 0.75% of

turnover exceeding
PKR2.5 million

Payment of extra tax on specified electrical home appliances.
Under special procedures, in addition to the general rate of sales
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tax, an extra amount of sales tax at the rate of 2% of the value of

supply is chargeable on supplies by manufacturers and importers

of the following goods:

* Television sets

* Refrigerators

* Freezers

* Air conditioners

* Electric ovens

* Microwave ovens

* Washing machines

* Spin dryers

» Compact disc (CD) and digital versatile disc (DVD) players

* Auto parts and accessories

* Lubricating oils, brake fluids, transmission fluids, and other
vehicular fluids and maintenance products

* Tires and tubes

« Storage batteries

* Arms and ammunition

* Paints, distempers, enamels, pigments, colors, varnishes, gums,
resins, dyes, glazes, thinners, blacks, cellulose lacquers and
polishes sold in retail packing

* Tiles

« Biscuits, confections, chocolates, toffees and candies

These goods on which extra tax has been paid are exempt from
payment of sales tax on subsequent supplies, including supplies
made by retailers.

E. Time of supply

The time when sales tax becomes due is called the “time of sup-
ply” or “tax point.” In general, the time of supply is when goods
are delivered or services are performed or the time any payment
is received, whichever is earlier. However, in the case of services
in the provinces of Sindh and Punjab, the time of supply is when
the service is provided to the recipient or an invoice is raised or
consideration is received, whichever is earlier.

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

F. Recovery of sales tax by taxable persons

A taxable person may recover input tax, which is sales tax charged
on taxable goods and taxable services supplied to it for business
purposes. A taxable person generally recovers input tax by deduct-
ing it from output tax, which is sales tax charged on supplies
made. For manufacturers and service providers (with certain
exceptions), the registered person may not claim input tax in
excess of 90% of the output tax for that tax period. However, any
excess may be carried forward.

Input tax includes sales tax paid on goods and services purchased
in Pakistan and on goods imported into Pakistan, and federal
excise duty levied and collected using the sales tax mechanism.

The sales tax laws of the provinces of Sindh and Punjab restrict
the adjustment of extra tax, further tax and VAT that may be
deductible as input tax under the federal sales tax law.
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Input tax must generally be claimed in the month in which the
invoice is issued. However, for electricity and gas supplies, the
input tax must be claimed in the month in which the invoice is
paid. A separate claim must be made for input tax that is not
claimed in the correct tax period.

A valid tax invoice or customs document must generally accom-
pany a claim for input tax.

Nondeductible input tax. 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). In addition, input tax may not be recovered for
some items of business expenditure.

Examples of items for which input tax is nondeductible
* The following table sets out items of expenditure for which
input tax is not deductible.
* Purchases used for nonbusiness purposes
* Business gifts
* Business and staff entertainment
* Purchase of vehicles

Refunds. If the amount of input tax in a sales tax period exceeds
the output tax in the same period, the excess credit is refundable.
In practice, refunds are generally available to persons that are
engaged in making zero-rated supplies.

G. Recovery of sales tax by non-established businesses

Pakistan does not refund sales tax incurred by foreign businesses
that are neither established nor registered for sales tax in Pakistan.

H. Invoicing

Sales tax invoices and credit notes. A taxable person must gener-
ally provide a sales tax invoice or cash memo for all taxable sup-
plies made. A simplified tax invoice or cash memo is required for
retail sales.

A sales tax invoice is generally necessary to support a claim for
input tax credit.

A credit note may be used to reduce the sales tax charged and
reclaimed on a supply of goods or services if a valid adjustment
is made. The document must be clearly marked “credit note,”
must detail the reason for the adjustment, and must refer to the
original sales tax invoice for the supply.

Proof of exports. Exports of goods are zero-rated for sales tax.

However, to qualify as sales tax-free, export supplies must be

supported by evidence that the goods have left Pakistan. The

required evidence includes the following documents:

* A copy of the goods declaration for export authenticated by
customs

* Copy of house and master bill of lading and airway bill or rail-
way receipt

* The original invoices

* A stock or inventory statement

* Any other business records related to the exported goods
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Foreign-currency invoices. If a sales tax invoice is issued in a
foreign currency, the amounts must be converted to Pakistani
rupees (PKR). The conversion must be calculated in accordance
with the open market exchange rate.

I. Sales tax returns and payment

Sales tax return. All taxable persons other than retailers must file
monthly returns. The return must be filed by the 18th day of the
month following the end of the return period. However, the pay-
ment of tax must to be made by the 15th day of the month.
Retailers must file returns on a quarterly basis by the 15th day of
the month following the end of the quarter.

Sales tax withholding. Special rules have been prescribed with

respect to sales tax withholding. These rules apply to taxable

goods and services that are supplied to the following persons,

which are referred to as withholding agents:

* Federal and provincial government departments

* Autonomous bodies

* Public sector organizations

* “Companies” as defined under the Income Tax Ordinance,
2001 and “Persons” registered as exporters

* Taxpayers who fall under the jurisdiction of the Large Taxpayers
Unit (LTU)

* Persons registered for sales tax who are recipients of advertis-
ing services

The withholding agents listed in the first three bullets above with-
hold one-fifth of the sales tax with respect to acquired taxable
goods or services as shown in the sales tax invoice and make
payment of the balance to the registered person.

Sales tax-registered persons who are recipients of advertising
services from persons based in Pakistan or abroad must withhold
sales tax and pay the balance to the service provider. The sales tax
withheld is the amount indicated in the sales tax invoice issued
by the service provider. If the sales tax amount is not indicated,
the withheld amount must be calculated by applying the tax rate.

Withholding agents referred to in the fourth bullet above (com-
panies as defined under the Income Tax Ordinance, 2001 and
persons registered as exporters) are required to withhold one fifth
(20%) of the sales tax amount mentioned on the invoice for tax-
able goods acquired from anywhere in Pakistan and taxable ser-
vices acquired in the Province of Balochistan and Islamabad
Capital Territory. Where the respective taxable goods are acquired
from a wholesaler, distributor or dealer, then sales tax is required
to be withheld at the rate of one tenth (10%) of the sales tax
amount. However, where such taxable goods or taxable services
have been acquired from an unregistered person (a person liable
to be registered but not yet registered), then sales tax is required
to be withheld at the rate of 1% of the gross value mentioned on
the invoice.

Withholding agents referred to in the fifth bullet above (taxpay-
ers who fall under the jurisdiction of the LTU) are required to
withhold and deposit sales tax at a rate of 1% on the value of
taxable services acquired from registered persons in the province
of Sindh that do not fall under the jurisdiction of the LTU.
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Additionally, Punjabi law requires persons registered in the LTU
to withhold the applicable amount of sales tax from the payments
made for taxable services received from persons who are outside
the jurisdiction of the LTU. However, Punjabi law further implies
that no sales tax withholding is required in cases where taxable
services in the province of Punjab have been acquired from cor-
porate, PRA-registered persons. Nonetheless, for both the prov-
inces of Sindh and Punjab, where taxable services have been
acquired from an unregistered person, then sales tax is required
to be withheld at the applicable rate.

Withholding agents referred to in the fourth bullet above are
required to withhold and deposit sales tax at a rate of 1% on the
value of taxable supplies acquired from registered persons that do
not fall under the jurisdiction of the LTU. However, the Punjab
law requires 1% withholding by persons registered in LTU to
payments made for taxable supplies received from persons who
are also registered in LTU. It does not require any withholding if
payments are made to persons who are outside the jurisdiction of
the LTU.

Penalties. A penalty of PKR5,000 is assessed for the late submis-
sion of a sales tax return. However, if the return is filed within
15 days after the due date, penalty is charged at a rate of
PKR100 per day.

The following defaults are subject to penalties:

« Failure to issue a sales tax invoice: PKR5,000 or 3% of the tax
due, whichever is greater

» Unauthorized issuance of a sales tax invoice: PKR10,000 or 5%
of the tax due, whichever is the greater

* Failure to notify changes related to the taxable person’s details
or taxable activity: PKRS5,000

« Late payment of sales tax: the greater of PKR10,000 or 5% of
the tax due, but the penalty is restricted to PKR500 per day for
each day of default if paid within 15 days after the due date
(Failure to pay the tax within 60 days after a notice for payment
is issued by a sales tax officer may be punished by imprison-
ment for up to three years if the person is convicted by a Special
Judge, or by a fine of up to the amount of tax involved, or both.)

* Repeated underdeclarations of sales tax: PKR5,000 or 3% of
the tax due, whichever is greater

* Failure to maintain accounting records: PKR10,000 or 5% of
the tax due, whichever is the greater

A penalty of PKR5,000 or 3% of the tax due, whichever is
greater, is assessed for other sales tax offenses.

A penalty of PKR25,000 or 100% of the tax due, whichever is
greater, is assessed for tax fraud, falsifying records, making false
statements and declarations, denial or obstruction of access to
records and similar offenses. In addition, a person may be punished
by imprisonment for up to three years if convicted by a Special
Judge, or may be liable for a fine of up to the amount of tax
involved, or both.

Interest. In addition to any penalty, interest (the default surcharge)
is chargeable for the following offenses:

* Late payment of sales tax

¢ Overclaimed input tax
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* Incorrect claim for a sales tax refund
* Incorrect application of the zero rate

The rate of the default surcharge is the Karachi Interbank Offered
Rate (KIBOR) plus 3% per annum.

However, for tax fraud, the default surcharge is payable at a rate
of 2% per month.
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Please direct all inquiries regarding Panama to the persons listed below
in EY’s San José, Costa Rica office.

Panama GMT -5
EY Street address:
Mail address: Calle 50th and 58th Obarrio

P.O. Box 0832-1575
World Trade Center
Panama

Indirect tax contacts
Rafael Sayagués
(resident in San José,
Costa Rica)

Juan Carlos Chavarria
(resident in San José,
Costa Rica)

Antonio Ruiz
(resident in San José,
Costa Rica)

Luis Eduardo Ocando B.

Office One Building, 16th Floor
Panama

+506 2208-9880

New York: +1 (212) 773-4761

Fax: +506 2208-9999

Efax: +1 (866) 366-7167

Email: rafael.sayagues@cr.ey.com
+506 2208-9844

Fax: +506 2208-9999

Email: juan-carlos.chavarria@cr.ey.com
+506 2208-9822

Fax: +506 2208-9999

Email: antonio.ruiz@cr.ey.com
+507 208-010044

Fax: +507 214-4300

Email: luis.ocando@pa.ey.com

A. At a glance
Name of the tax
Local name

Date introduced

European Union (EU)
Member State

Administered by

VAT rates
Standard
Higher
Other

VAT number format

VAT return period

Thresholds
Registration

Value-added tax (VAT)

Impuesto a la transferencia de
bienes corporales muebles y
la prestacion de servicios
(ITBMS)

22 December 1976

No

Ministry of Finance
(http://www.mef.gob.pa/)

7%

10%, 15%

Exempt

National Tax Registry Number
(RUC)

Monthly

Gross annual income of
USD36,000 or month average
above USD3,000
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Recovery of VAT by
non-established businesses  No

B. Scope of the tax

VAT applies to the following transactions:

* The supply of goods made in Panama by a taxable person

* The leasing of movable goods located in Panama

* Supplies of services

* The importation of goods from outside Panama, regardless of
the status of the importer

C. Who is liable

A taxable person for VAT purposes is an entity or individual that
performs commercial, industrial or financial activities or sup-
plies services, provided its income is greater than USD36,000 per
year or has a monthly average greater than USD3,000; non-
domiciled persons and importers are liable regardless of their
income. Taxable persons that are designated as withholding
agents for VAT must appoint a legal representative. All persons
must register as taxpayers, and no separate register of VAT tax-
payers exists.

Group registration. Panama does not allow entities controlled by
the same economic group to file a single VAT return.

Non-established businesses and tax representatives. A “non-
established business” is a business that has no fixed establish-
ment in Panama. A non-established business must register for
VAT if it supplies goods in Panama. To register, a non-established
business must file a registration form. A foreign corporation
must also submit a copy of its articles of incorporation, legalized
by the Panamanian Consul, together with an official translation in
Spanish.

Non-established businesses rendering services in Panama are
subject to withholding of VAT. The Panamanian recipient would
deem that the VAT is included in the invoice and make the with-
holding. The amount withheld may be offset as an input VAT. The
non-established business would not receive a refund.

D. VAT rates

The term “taxable supplies” refers to supplies of goods that are
liable to VAT. The term “exempt supplies” refers to supplies of
goods that are not liable to tax. Exempt supplies do not give rise
to a right of input tax deduction (see Section F).

The following are the VAT rates in Panama:

* Standard rate: 7%

* Supplies of alcoholic beverages, such as liquors and beers, and
hotels and other lodging services: 10%

« Cigarettes, cigars and other tobacco products: 15%

The standard rate applies to all supplies of goods and services,
unless a specific measure provides for a higher rate or an exemp-
tion. The following list provides some examples of exempt sup-
plies of goods.

Examples of exempt supplies of goods
* Supplies made by agricultural producers
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* Unprocessed fish, meat and game supplied by nonindustrial
fishermen and hunters

* Exported goods

» Medical and pharmaceutical products

* Books

* Supplies of goods made in a free zone in Panama

* Supplies of movable goods within an authorized customs ware-
house

* Oil and related products (motor oil is subject to VAT)

* Groceries

 Hand tools, fertilizers, insecticides, fungicides and similar prod-
ucts used in agriculture

E. Time of supply

The time when VAT becomes due is called the “time of supply”
or “tax point.”

For a sale of goods, the tax point is when the invoice is issued or
the goods are supplied, whichever is earlier. For services, the tax
point is the date on which the invoice is issued, the date on which
the services are rendered or the date on which total or partial
payment is made, whichever is earlier. For recurring annual ser-
vices, the tax point is when total or partial payment is made. For
a lease of movable property, the tax point is when the parties to
the lease enter into the contract.

For supplies of goods made by a company to a manager or legal
representative of the company for his or her personal consump-
tion, the tax point is the earlier of when the goods are delivered
or when the supply is recorded.

Imported goods. The time of supply for imported goods is when
the customs return is filed.

F. Recovery of VAT by taxable persons

A taxable person may recover input tax, which is VAT charged on
goods supplied to it for business purposes. A taxable person
generally recovers input tax by deducting it from output tax,
which is VAT charged on services and supplies made. Input tax
includes VAT charged on goods and services supplied in Panama
and VAT paid on imports. A valid tax invoice or customs docu-
ment must generally accompany a claim for input tax credit.

Refunds. If the amount of input VAT recoverable in a period
exceeds the amount of output VAT payable, the taxable person
receives an input VAT credit. The credit may be carried forward
to offset output tax in the subsequent VAT period. If it is not pos-
sible to offset the input tax credit in the following period, the
taxable person may use the excess as a credit in the following
fiscal year. VAT credits are not refunded.

VAT-free purchases by frequent exporters. A frequent exporter
that regularly has VAT credits may request a document called a
“cancellation certificate” from the VAT authorities to help ease
cash flow. The exporter may sell the cancellation certificate to
other taxpayers that can offset it against their own VAT liabilities.

Law 52 of 2012 deems a number of domestic taxpayers to be
treated as exporters and grants them similar privileges for input
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tax deduction. This provision applies to manufacturers of foods
or medicines and to businesses involved in the agriculture sector
whose revenues exceed USD300,000. These taxpayers do not
charge VAT, but they may not offset input tax against other tax
liabilities.

G. Recovery of VAT by non-established businesses

Panama does not refund VAT incurred by foreign or non-estab-
lished businesses that are not registered for VAT there.

H. Invoicing

VAT invoices and credit and debit notes. A taxable person must
provide a VAT invoice for all taxable services and supplies made,
including exports. An invoice is necessary to support a claim for
input tax credit. Special fiscal equipment authorized by the tax
authorities must be used.

A VAT credit note may be used to reduce VAT charged and
reclaimed on a supply if the value is reduced for any reason (for
example, the price changes or goods are returned as a result of a
discount or bonus). A credit note must generally contain the same
information as a tax invoice.

Exports. VAT is not chargeable on qualified supplies of exported
goods. To qualify, exports must be supported by documents that
confirm that the goods have left Panama, such as customs docu-
ments, export invoices and copies of bills of lading.

Foreign-currency invoices. If a VAT invoice is issued in a foreign
currency, the amounts must be converted into Panamanian bal-
boas (PAB), or US dollars (USD).

I. VAT returns and payment

VAT returns. All taxpayers must submit VAT returns monthly.
Monthly returns must be submitted by the 15th day of the month
following the end of the return period. Payment in full is due on
the same date.

Return liabilities must be paid in Panamanian balboas or US
dollars.

Penalties. If a taxpayer does not pay VAT on time, the penalty is
10% of the VAT due plus interest, per month or fraction of a
month, from the date the tax should have been paid until the date
of payment. The interest rate is 2% over the interest reference rate
indicated by the Banking Commission. For the current fiscal year
2013, the applicable interest rate is 0.75%. This interest rate is
updated annually.

A fine of USD10 may be imposed for late filing if no VAT is due
as a result of credits in favor of the taxpayer. Fines of USD100 to
USD500 may be imposed for filing inaccurate VAT tax returns
that do not result in a reduction in the tax payment, issuing
invoices without being registered with the tax authorities and
failure to comply with regulations regarding the carryforward of
tax credits. Recidivism is penalized with fines ranging from
USD500 up to USDS5,000 and temporary closure of the business.
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VAT returns may be amended only once per period and within a
maximum period of 12 months following the date on which the
original VAT return was due. The filing of the amended return
costs USD100 for individuals and USD500 for legal entities if
the amended return is filed more than three months after the due
date for the original VAT return. Tax fraud is punished with pen-
alties varying from 5 to 10 times the amount of undeclared VAT
or by imprisonment for a period of 2 to 5 years.
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Please direct all requests regarding Papua New Guinea to the following

persons in the Brisbane, Australia office:

* Patrick Lavery (office telephone: +61 (7) 3243-3694; email: patrick.lavery
@au.ey.com)

* Brent Ducker (office telephone: +61 (7) 3243-3723; email: brent.ducker
@au.ey.com)

« Esther Kendino (office telephone: +61 (7) 3011-3534; email: esther.kendino
@au.ey.com)

The fax number is +61 (7) 3011-3190.

A. At a glance
Name of the tax Goods and services tax (GST)
Date introduced 1 January 2004
European Union (EU)
Member State No
Administered by Internal Revenue
Commission (IRC)
(http://www.irc.gov.pg)
GST rates
Standard 10%
Other 0% and exempt
GST number format VT
GST return period Monthly
Thresholds
Registration PGK250,000 (proposed to be
effective from 1 January 2012)
Recovery of GST by
non-registered businesses No

B. Scope of the tax

GST applies to the following transactions:

* Taxable supplies of goods and services, which are supplies con-
nected to Papua New Guinea (PNG) or deemed to be supplied
in PNG and made for consideration in the course of a taxable
activity by an entity that is registered or that is required to be
registered for GST

* Reverse-charge on services received from abroad that are made
to a registered entity in PNG

* Taxable importations of goods into PNG, regardless of the sta-
tus of the importer

C. Who is liable

GST registration is mandatory if either of the following thresh-

olds is met:

* The total value of supplies (excluding exempt supplies) made in
PNG in a month and the 11 months immediately preceding that
month in the course of carrying on all taxable activities that
exceeds PGK250,000.
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¢ The projected GST turnover, which is the value of taxable sup-
plies made or likely to be made in the current month plus the
next 11 months, is reasonably likely to exceed PGK250,000.

Voluntary registration. An entity that has turnover below the reg-
istration threshold may apply to register for GST voluntarily if
the entity is carrying on a taxable activity.

An entity that is a not-for-profit body may apply in writing to the
Commissioner General of Internal Revenue to register for GST
voluntarily if the entity is carrying on a taxable activity.

Deregistration. An entity that ceases to carry on business may
request in writing that the Commissioner General of Internal
Revenue cancel its GST registration. An entity must notify the
PNG IRC 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 General of Internal Revenue is not
required to cancel the registration if a business has been regis-
tered for less than 12 months.

Group registration. Subject to certain requirements, two or more
companies that have an aggregate of common voting interests of
90% or greater constitute a wholly owned group for the purpose
of the GST Act and may apply to the Commissioner General of
Internal Revenue to form a GST group. The effect of GST group-
ing 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.

Branch registration. A registered person carrying on its activities
in branches or divisions may apply in writing to the Commissioner
General of Internal Revenue for a branch or division to be regis-
tered as a separate registered person. Certain requirements must
be met relating to the nature of the activities and accounting
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 (see Group registration).

Nonresident entities. GST applies to taxable supplies and to tax-
able importations made by nonresidents. Branches of foreign
entities carrying on taxable or other activities in PNG are
required to register and charge GST with respect to their supplies.

Reverse charge. If a service is deemed to be supplied in PNG

under the provisions of the GST Act, reverse-charge provisions

can apply if all of 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 PNG.

* 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.

If a resource company makes exempt supplies, the reverse-charge
provisions apply.
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Late-registration penalties. Penalties and interest may be imposed
for late registration or failure to register (also, see Section I).

D. GST rates

The terms “taxable supplies” and “taxable importations” refer to
supplies of goods and services and importations that are subject
to GST. Taxable supplies are supplies subject to the standard rate
of GST, which is 10%.

Exempt supplies are supplies that are not liable for GST, but do
not give rise to a right to claim input tax credits for GST included
in acquisitions related to the supplies (see Section F).

Zero-rated supplies are supplies not liable for GST that do give
rise to a right to claim input tax credits for GST included in
acquisitions related to the supplies.

The following lists provide some examples of exempt supplies
and zero-rated supplies of goods and services, subject to the
satisfaction of certain conditions.

Examples of exempt supplies of goods and services
* Financial services
* Certain fine metals
» Medical services
 Educational services
* Public transport and taxis
* Newspapers
* Supply of housing or motor vehicles by employers to employees

Examples of zero-rated supplies of goods and services

* Sale of going concerns

* Supplies of goods and services to foreign aid providers

* Supplies of goods and services, other than cars, to resource
companies for use only in carrying on resource operations

* Supplies of goods and services to nonprofit bodies, which are
religious organizations, charity organizations or community orga-
nizations carrying on charitable activities approved by the
Commissioner General of Internal Revenue, provided that the
supplies or goods are not used for profit-making taxable activities

* International travel

» Exported goods and services

E. Time of supply

For the purpose of the GST Act, a supply of goods and services
is generally deemed to take place at the earlier of the time of issu-
ance of an invoice by the supplier or the recipient or the time of
receipt of any payment by the supplier with respect to the supply.

Accrual basis of accounting. When an entity registers for GST, it
automatically goes on an accruals (or invoice) basis of account-
ing for GST. 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 consideration
is received for the supply, whichever is earlier.

Cash or payment basis of accounting. Entities with annual turn-
over that does not exceed PGK1,250,000 (proposed to be effec-
tive from 1 January 2012; the previous amount was PGK500,000)
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may account for GST on a cash basis. Cash accounting is also
available to certain entities regardless of turnover. These entities
include local authorities, not-for-profit-bodies and other entities
subject to the discretion of the Commissioner General of Internal
Revenue. Cash accounting is allowed when the Commissioner
General of Internal Revenue grants approval in writing.

For entities using 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 particu-
lar tax period, GST is payable only on that part.

Prepayments. The law does not specifically prescribe how pre-
payments are treated for GST purposes.

Continuous supplies. The legislation does not specifically pre-
scribe how a continuous supply is treated for GST purposes.
However, it is likely that if a supply is made continuously over a
period of time for consideration that is either paid progressively
or periodically, the supply would be treated as if each part is
separate. GST would then be payable in each tax period in which
the consideration is received.

Imported goods. GST is payable for imported goods at the time of
importation.

F. Recovery of GST by registered entities

A registered entity may recover input tax credits with respect to
creditable acquisitions. These credits correspond to the GST
included in the consideration for goods and services that a regis-
tered entity acquires for creditable purposes. A registered entity
generally recovers input tax by offsetting them against GST pay-
able on taxable supplies.

Input tax credits correspond to GST included in the consideration
for goods and services acquired in PNG, GST paid on importa-
tions of goods and GST paid under reverse-charge arrangements.

In general, valid tax invoices or customs documents must be
retained to support claims for input tax credits.

Exempt supplies (non-creditable acquisitions). Exempt supplies
are purchases of goods and services used to make exempt sup-
plies or acquisitions that are not used for business purposes (for
example, goods acquired for private use by an entity or supplies
exempted under the GST Act). However, acquisitions related to
making some exempt supplies are creditable.

Refunds. If the amount of input tax credits in a period exceeds the
GST payable in the same period, the excess amount is technically
refundable to the taxpayer. However, in practice, it is often neces-
sary to first satisfy the IRC that the refund is valid.

G. Recovery of GST by non-registered businesses

Only entities that are registered for GST may claim refunds of
GST incurred on acquisitions in PNG. In general, entities
(including nonresidents) that make acquisitions in PNG for the
purpose of carrying on taxable activities may register for GST if
necessary.
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H. Invoicing

Tax invoices and adjustment notes. In general, a registered person
must 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 PGK50
or less.

In general, a tax invoice is necessary to support claims for input
tax credits.

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 an agreed adjustment to the price). The adjust-
ment note must 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.

Proof of exports. Exports of goods are zero-rated (GST-free). To
qualify as GST-free, goods must be entered for export under the
Customs Act and the Commissioner General of Internal Revenue
must be satisfied that the goods have been exported to a place
outside Papua New Guinea. Zero-rating applies if the goods are
exported within 28 days, unless unforeseeable circumstances
delay the shipment of the goods.

Temporary import of goods. Goods imported temporarily into
PNG under the provisions of the Customs Act are zero-rated for
GST purposes and import duty is not applied to these goods. In
general, the importer must provide a security bond of 10%. The
bond paid for temporary imports is intended to be refunded when
the goods are re-exported out of the country. Goods are classified
as temporary imports if they are re-exported within 12 months.

If imported goods remain in the country for more than 12
months, the goods are deemed to be permanent imports and the
bond and GST are forfeited. Customs then issues a tax invoice for
the supply.

Currency on invoices. All invoices must be expressed in Papua
New Guinea kina.

l. GST returns and payment

GST return. GST liabilities are reported in a GST return. A regis-
tered person must file the GST return in the required form on or
before the 21st day of the following tax period (a calendar month).

GST liabilities must be paid in Papua New Guinea kina.

Penalties. A penalty may be imposed for the late filing of a GST
return. Penalties range from fines not exceeding PGKS5,000 on
the first occasion and can increase to as much as PGK50,000,
depending on the circumstances of the case. Court proceedings
may be instituted against a taxpayer in the National Court to
recover taxes and penalties.
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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 1 July 1992
European Union (EU)
Member State No
Administered by Finance Administration
(www.set.gov.py)
(www.hacienda.gov.py)
VAT rates
Standard 10%
Reduced 5%
Other Exempt

(A reduced tax base applies to certain supplies, thereby reducing
the effective rate of VAT.)

VAT number format 120 (Version 2)
Tax identification Fiscal number (format is numeric)
VAT return periods Monthly
Thresholds
Registration None
Recovery of VAT by

non-established businesses ~ No

B. Scope of the tax

VAT applies to the following transactions:

* The supply of goods or services made in Paraguay by a taxable
person

 The importation of goods from outside Paraguay, regardless of
the status of the importer

C. Who is liable

A VAT taxpayer is any business entity or individual that makes
taxable supplies of goods or services in the course of doing busi-
ness in Paraguay.
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The definition of a VAT taxpayer applies to a permanent estab-
lishment of a foreign business in Paraguay.

Group registration. VAT grouping is not allowed under the
Paraguayan 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 establishment in Paraguay. A non-
established business is not required to become a taxpayer by
obtaining a tax ID in Paraguay.

Late-registration penalties. Penalties and interest are assessed for
late registration for VAT if the taxable person owes VAT.

Withholding VAT. Companies designated as withholding VAT
agents must withhold and pay VAT and issue vouchers for tax
withheld. Also, they must submit monthly tax returns indicating
information related to purchases, sales and withheld tax. Returns
must be filed electronically.

D. VAT rates

The term “taxable supplies” refers to supplies of goods and ser-
vices that are liable to VAT. The term “exempt supplies” refers to
supplies of goods and services that are not liable to tax (see
Section F and Section G).

In Paraguay, the standard rate of VAT is 10%. Law No. 2421/04
provides a reduced tax rate of 5% for certain products and ser-
vices. The 5% rate applies to basic family products, pharmaceuti-
cal goods, real estate, leasing and interest on loans or debts. In
addition, a reduced tax base applies to certain supplies, thereby
reducing the effective rate of VAT.

The following lists provide some examples of exempt supplies of
goods and services, and supplies of goods and services that have
a reduced tax base for VAT.

Examples of exempt supplies
« Foreign currency
¢ Oil by-product fuels
* Interest on public securities
* Interest on bank deposits, books, certificates and shares (The
share transfer is exempt if the seller communicates the transac-
tion to the tax authorities in a timely manner.)

Examples of goods and services with a reduced tax base
* International freight services
* Certain imports of goods under specified tax treatment (Decree
6.406/05)
* Real estate

E. Time of supply

The time when VAT becomes due is called the “time of supply” or
“tax point.” The basic time of supply for goods is when they are
transferred. For importations, tax obligation begins at the moment
that the goods are registered at the Paraguayan Customs Office.

For services, the basic time of supply is when they are performed
and/or totally or partially collected. Specifically, the obligation to
pay VAT begins after any of the following:
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* The appropriate invoice is issued.

* Partial or total payment for the service is received.
* The deadline for payment passes.

* The service is totally executed.

Invoices must be issued during the tax period in which the tax
point occurs and must indicate the due date for VAT.

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

In certain circumstances, a taxable person may recover input tax
(credit VAT), which is VAT charged on goods and services sup-
plied to it for business purposes. A taxable person generally recov-
ers input tax by offsetting it against output tax (debit VAT), which
is VAT charged on supplies made.

Input tax includes VAT charged on goods and services supplied
in or from Paraguay and VAT paid on imports of goods.

A valid tax invoice or customs document must generally support
an input tax credit.

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 used for nonbusiness purposes (for
example, goods acquired for private use by an entrepreneur). In
addition, input tax may not be recovered for some items of
business expenditure.

The following lists provide some examples of items of expendi-
ture 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
* Business gifts
* Business use of home telephone
* Private use of business assets

Examples of items for which input tax is deductible
(if related to a taxable business use)
* Purchase, lease and hire of cars, vans and trucks, as well as
maintenance charges
* Parking
« Taxis
* Travel expenses
* Conferences and seminars
* Mobile telephone advertising and sponsorship

Refunds. If the amount of input VAT (credit VAT) recoverable in
a month exceeds the amount of output VAT (debit VAT) payable,
the excess credit may be carried forward to offset output tax in
the following tax period.

Overpayments of VAT. If a VAT taxpayer overpaid VAT or paid
VAT in error, it may correct the VAT return and use the overpay-
ment to offset output VAT in the following tax period.
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G. Recovery of VAT by non-established businesses

Paraguay does not refund VAT incurred by foreign businesses
unless the foreign businesses have a permanent establishment
and are registered to pay VAT in Paraguay.

H. Modification of Paraguayan Tax Legislation regarding
VAT and other taxes

On 4 October 2013, the Paraguayan Congress enacted Law No.
5.061/13, which introduced substantial changes to Paraguayan
tax law. The following relate to VAT:

* The recovery of VAT fiscal credit will be limited to 50% for the
exportation of unprocessed/raw agricultural products and deriv-
atives of unprocessed/raw agricultural products subject to basic
or primary industrialization processes.

* The VAT rate for agricultural products will be 5%.

The Paraguayan Executive Power must issue a Decree establish-
ing enforcement of the new law, with enforcement commencing
within 90 days of the official publication of the law, which took
place on 8 October 2013. Furthermore, the Law has to be regu-
lated by Paraguayan Tax Authority resolutions.

Due to an omission in the law, individuals and companies dedi-
cated to agricultural activities have not been defined as taxpayers
and will not be subject to VAT for the sale of agricultural prod-
ucts. However, individuals and companies defined as taxpayers
for the purpose of the corporate income tax will have to apply a
5% VAT to the sale of agricultural products. The legislature is
expected to correct this omission.

l. Invoicing

VAT invoices and credit notes. A VAT taxpayer must generally
provide a VAT invoice for all taxable supplies made, including
exports. A VAT invoice is necessary to support an input tax credit.

A VAT credit note may be used to reduce the VAT charged and
reclaimed on a supply of goods and services. A credit note must
contain a brief explanation stating the reason for the adjustment,
and it must be cross-referenced to the original VAT invoice number.

Proof of exports. VAT is not chargeable on supplies of exported
goods. However, to qualify as VAT-free, exports must be sup-
ported by an Exportation File and customs documents proving
that the goods have left Paraguay.

Foreign-currency invoices. If a VAT invoice is issued in a foreign
currency, all amounts must be converted to Paraguayan guarani,
using the exchange rate published by the tax authority for record-
ing purposes (local books).

J. VAT returns and payment

VAT returns. VAT returns are submitted monthly. The due date for
VAT returns and payment depends on the last number of the VAT
taxpayer’s tax identification number.

Return liabilities must be paid in Paraguayan currency.

Penalties. A default penalty is charged on late payments of VAT.
The penalty begins at 4% of the tax due and increases by 2%
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increments per month, up to a maximum of 14% (charged for a
delay of more than five months). In addition to the default pen-
alty, monthly interest is charged on unpaid tax at a rate of 1.5%
per month, calculated on a daily basis.

A taxpayer who intends to achieve an unlawful gain is deemed to
commit fraud. Fraud is punished with a fine equal to one to three
times the amount of the tax amount related to the fraud or the
intention to defraud.

Penalties for severe cases of non-payment of VAT, infringement
of VAT regulations and fraud include criminal sanctions, such as
fines and imprisonment.
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