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Bulgaria 

The new Accountancy Act of Bulgaria 

In brief 

A new Accountancy Act of Bulgaria was announced in the State Gazette No. 95 on 8 
December 2015. The aim of the new act is to transpose the requirements of the Directive 
2013/34/EU of the European Parliament and of the Council of 26 June 2013. The major 
objective of the Directive is to reduce the administrative burden on the small and medium 
business in the European Union. As a result of this, the new Accountancy Act of Bulgaria 
impacts the local companies in the following ways. 

 The act has introduced categorisation of entities and groups based on their 
reported sales revenue, total assets amounts, and average number of employees. 

 The act has specified different reporting requirements for each category of entities 
and groups. 

 New criteria to the financial statements that need to be audited have been set out. 

 The deadlines for announcing the financial statements have been unified and 
shortened for some entities compared to the current regime. 

 Increased penalties have been introduced especially in cases of late announcement 
of financial statements. 

Categories of entities 

The new Accountancy Act of Bulgaria introduces for the first time categories of entities 
based on sales revenue, total assets, and average number of employees. The table below 
summarises the categories of entities and the criteria that need to be met for each category. 

Criteria Micro-entities Small entities Medium-sized Large entities

 entities 

Total assets at 31 < BGN 700,000 < BGN 8,000,000 < BGN 38,000,000 > BGN 38,000,000 

Net sales revenue for the < BGN 1,400,000 < BGN 16,000,000 < BGN 76,000,000 > BGN 76,000,000 

Average number of 
employees for the year 

< 10 < 50 < 250 > 250 

 

If an entity meets two out of the three criteria for a certain category as at 31 December, it is 
deemed to be in the same category. Subsequent changes of the entity’s category will 
happen if it ceases to meet at least two of the criteria for its category for two consecutive 
years. 

Categories of groups 

A group is a Bulgarian parent entity and all its subsidiary entities. The table below 
summarises the categories of groups and the criteria that need to be met for each category. 

Criteria Small groups Medium-sized groups Large groups 

Total assets at 31 December < BGN 8,000,000 < BGN 38,000,000 > BGN 38,000,000 

Net sales revenue for the year < BGN 16,000,000 < BGN 76,000,000 > BGN 76,000,000 

Average number of employees 
for the year 

< 50 < 250 > 250 
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If a group meets two out of the three criteria for a certain category as at 31 December, it is 
deemed to be in the same category. Subsequent changes of the group’s category will 
happen if it ceases to meet at least two of the criteria for its category for two consecutive 
years. 

Content of the financial statements 

The new Accountancy Act introduces the following minimum requirements to the content 
of the financial statements. 

 Balance sheet/ Income statement / Statement of Statement of Notes to the 
Statement of Statement of total changes in cash flows financial 

financial comprehensive equity  statements 

position income    
Micro-entities √ √ x x x 

Small entities √ √ x x √ 

Medium-sized entities √ √ √ √ √ 

Large entities √ √ √ √ √ 

Public interest √ √ √ √ √ 

 

Micro-entities and small entities are required to prepare abridged balance sheets and 
income statements as minimum. 

A parent entity of a small group is not required to prepare consolidated financial 
statements if none of the group entities is a public interest entity. 

Parent entities that are required to prepare consolidated financial statements must 
prepare full set of financial statements in accordance with the applicable accounting 
standards. 

Basis of preparation of the financial statements 

The entities are required to apply the following accounting standards as a basis of 
preparation of their financial statements. 

 IFRS National Accounting Standards 

Micro-entities x √ 

Small entities x √ 

Medium-sized entities x √ 

Large entities x √ 

Public interest entities √ x 

 

Entities that are required to apply the National Accounting Standards are allowed to 
choose the International Financial Reporting Standards (“IFRS”) as a basis of preparation. 
However, once they have chosen the IFRS as a basis of preparation, they are not allowed to 
apply National Accounting Standards in the future. 

Regardless of the above, micro-entities, small entities, and medium-sized entities that 
already apply the IFRS as of 31 December 2015 can choose to apply National Accounting 
Standards. This is one-off option. 

Entities in liquidation are required to apply the National Accounting Standards. 

Groups that prepare consolidated financial statements must apply the accounting 
standards that they use for the preparation of the parent-entity’s individual financial 
statements. 
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Additional reports and statements 

Entities are or might be required to prepare a management report, a corporate governance 
statement, a non- financial declaration, and a report on payments to governments. The 
requirements to each category of entities are summarised in the table below. 

 Management 

report 

Corporate 

governance 

statement 

Non-financial 

declaration 

Report on 

payments to 

governments 

Micro-entities √1 x x x 

Small entities √2 x x x 

Medium-sized entities √ x x x 

Large entities √ x x √ 

Public interest entities √ √3 √4 √ 

 

The  management  report  shall  include a fair review of  the  development  and 
performance  of  the  entity's business, together with a description of the principal risks 
and uncertainties. 

The non-financial declaration is a description of the entity’s policies in respect of ecology, 
social responsibility, human rights, diversity, and religion, and others. 

The report on payments to governments shall be prepared by large and public interest 
entities operating in the extractive industry or the logging of primary forests. Only certain 
type of payments to governments shall be reported in case they exceed the threshold of 
BGN 195,600 annually. 

Audit of the financial statements 

The financial statements of the following entities are subject to independent audit in 
accordance with the New Accountancy Act. 

 Small entities that exceed two of the following three criteria as of 31 December: 

- Total assets value – BGN 2 million; 

- Net sales revenue for the year – BGN 4 million; 

- Average number of employees for the year – 50. 

 Medium-sized entities; 

 Large entities; 

 Public interest entities; 

 Medium-sized groups; 

 Large groups; 

                                                             
1 Micro-entities that are not investment entities and financial holding entities and whose financial statements are 
not subject to audit may not prepare management report if they disclose information about share buy-backs in 
the notes to the financial statements. 
2 Small entities that are not investment entities and financial folding entities and whose financial statements are 
not subject to audit may not prepare management report if they disclose information about share buy-backs in 
the notes to the financial statements. 
3 Applicable  only  to  (i)  entities  whose  transferrable  securities  are  traded  on  a  regulated  market  of  any  
Member  State;  (ii)  credit institutions; (iii) insurance institutions. 
4 Applicable to public interest entities that are large entities and have average number of employees for the year 
exceeding 500. 
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 All groups in which at least one entity is a public interest entity; 

 All subsidiary entities and a parent entity in case the consolidated financial 
statements are subject to audit; 

 All entities for which such requirement is introduced by another law; 

 All joint stock entities and all partnerships limited by shares irrespective of the 
category to which they belong unless they have not performed activity during the 
year; 

 Certain not-for-profit entities. 

Announcement of the financial statements 

According the new Accountancy Act, financial statements of all entities should be 
announced by 30 June of the year following the reporting year as follows. 

 All traders - with the Commercial Register; 

 Certain not-for-profit entities - with the Register of the Ministry of Justice; 

 All other entities - in an economic newspaper or a magazine, or on the Internet. 

Small entities whose financial statements are not subject to audit may not publish their 
income statements and management reports. 

Penalties 

The penalties that may be imposed under the new act are higher compared to the current 
regime and vary between BGN 500 and BGN 15,000. 

There is significant increase in the penalty charge for late announcement of the financial 
statements. The penalty charge may vary between 0.1 and 0.5% of the net sales revenue of 
the entity for the year. 

Amendments to the indirect tax legislation in 2016 

In brief 

State Gazette № 92 from 27 November 2015, № 95 from 8 December 2015 announced 
changes to the indirect tax legislation introducing more detailed VAT rules regarding 
private use of business assets, lower sanctions for late charging of VAT, changes to excise 
duty rates, as well as other amendments to the indirect tax legislation that may have an 
impact on your business. 

Amendments to the Value Added Tax Act 

More detailed rules for mixed use of business assets 

As of the beginning of 2016, more detailed VAT rules are introduced in relation to cases 
where goods and services are used both for business and private purposes. In such cases, 
the registered persons will be obliged to charge VAT on the goods/services proportional to 
their use for personal needs. 

Currently, the taxable base for providing services for private purposes includes direct 
expenses related to the performed services. As of 2016, in addition to determining the 
direct expenses for the goods used in providing services for personal needs, the expenses 
for depreciation will be taken into account when determining the taxable base on which 
the right of input VAT deduction has been exercised. These expenses will be calculated for 
each tax period in accordance with the linear method for 5 years (20 years for immovable 
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property) from the tax period in which the right of input VAT deduction has been 
exercised. In cases where the services are provided for personal needs free of charge, the 
taxable event will occur on the last day of the respective month. The use of goods or 
services for personal purposes will not be taxed if it is due to flagrant necessity or force-
majeure). 

Lower sanctions for late charging of VAT 

The sanctions for late charging of VAT will be reduced. 

Currently, the penalty for late charging of VAT is equal to the amount of the VAT due (but 
not less than BGN 500), and if the delay is less than a month, then the penalty is 25% of 
the late charged VAT (but not less than BGN 250). According to the new rules, in cases of 
charging the VAT within 6 months from the end of the month when the VAT was due, the 
penalty will be 5% of the VAT due (but not less than BGN 200). If the charging of VAT is 
delayed from 7 to 18 months, the penalty will be 10% of the VAT due (but not less than 
BGN 400). 

Amendment to the calculation of the pro rata coefficient 

The rules related to rounding of the pro rata coefficient for VAT deduction will be 
amended. 

Currently the pro rata coefficient is rounded up mathematically and as of 1 January 
2016 it will be rounded up again to the second digit after the comma but to the higher 
number. For example, currently if the coefficient is between 0,121 and 0,124 the 
rounding is to 0,12 and according to the new rules it will be 0,13. 

Amendments to the Excise Duties and Tax Warehouses Act 

New registration requirements 

An obligation for registration under the Excise Duties and Tax Warehouses Act 
(EDTWA) is introduced for persons that: 

 sell or use for their own needs their own electricity produced from energy from 
renewable sources in a power plant with a total installed power of up to 5MW; 

 produce and sell biogas for business needs and/or use their own biogas for their 
own needs; 

 acquire from other EU Member State or import liquefied natural gas; 

 sell or use their own compressed liquefied natural gas; 

 perform activities of liquefying natural gas or regasification of liquefied natural 
gas. 

The above persons will be obliged to submit a request for registration under EDTWA 
not later than 29 February 2016. 

Amendments to excise duty rates 

As of 1 January 2016, the ratio between the specific and proportional excise duty for 
cigarettes will be amended. The specific excise duty will be reduced from BGN 101 to 
BGN 70 for 1000 pieces of cigarettes. The proportional excise duty, as a percentage of 
the sale price, will be 38% for 2016, 40% for 2017, and will reach 42% in 2018. 

The excise duty rates for kerosene, gasoil and heavy fuels will be increased. In cases 
when these products are used as motor fuels, the increase of the excise duty rate will be 
minimal (from BGN 645 to BGN 646) and when the fuels are used for heating purposes, 
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the excise duty rate will increase from BGN 50 to 646 for gasoil and kerosene, and to 
BGN 400 for heavy fuels. 

Exemption from excise duty for the denatured ethyl alcohol: 

An exemption from excise duty will be applied for ethyl alcohol denatured under a 
special method and used for producing end products that are not for human 
consumption. 

Amended rules for lubricants 

As of 1 January 2016, exemption from excise duties will apply for lubricants in 
packaging of up to 5 litres (currently up to 3 litres). 

New rules for combined production of electric and heating energy 

In the cases of using of energy products for combined production of heating/electric 
power, the taxable base of the produced heating power will be 30% of the total amount 
of the used energy products. 

Shorter periods for refunding excise duty for electricity 

The period for decision of the customs authorities on request for refunding paid excise 
duty for electricity will be reduced from 3 to 2 months. The period for refunding of the 
excise duty will be 7 days (14 days currently) from the date of entry intro force of the 
decision for refunding issued by the customs authorities. 

New requirements for depositors in tax warehouses 

Depositors in tax warehouses that would like to transfer ownership over goods kept 
there (which are not released for consumption) will be obliged to submit a notification 
to the National Revenue Agency and to the licensed warehousekeeper within 3 days 
before each transfer. A depositor in a tax warehouse will not be allowed to have 
unsettled liabilities to the tax/customs authorities. 

Мovement of goods with excise duty labels between tax warehouses 

An option is introduced to move goods with excise duty labels between tax warehouses 
of the same licensed warehousekeeper. Such movement will be possible after a pre-
approval by the director of the Customs Agency. 

Reporting requirements for end users exempt from excise duties 

The end users exempt from excise duties will be obliged to submit a recapitulative 
declaration for the received and used excisable goods not later than the 14th day after 
the end of the calendar month. 

Amendments to Intrastat 

Increased Intrastat reporting thresholds 

The thresholds for declaring in the Intrastat system for 2016 are increased as follows: 

Arrivals – BGN 460,000 (EUR 235,194) 

Dispatches – BGN 260,000 (EUR 132,936). 

The thresholds for declaring of statistical value will be: 

Arrivals – BGN 6,000,000 (EUR 3,067,751) 

Dispatches – BGN 12,300,000 (EUR 6,288,890). 
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Your local contact person:  

Irina Tsvetkova Partner 
Tax and Legal Services Leader 
irina.tsvetkova@bg.pwc.com 

Paul Tobin Partner 
Tax Services  
paul.tobin@bg.pwc.com 

 

  



 
 

PwC   9 
 

Hungary 

Community customs legislation changes – it’s worth 
preparing in time 

Centralized clearance, self-assessment, special procedures – these are just some of the new 
concepts that open a new chapter in European Union customs legislation from 1 May 2016 
through the application of the Union Customs Code. Almost half a year from now, 
economic operators who conduct export and import customs operations will face changes 
of a magnitude not seen for decades. 

Below we highlight a few significant changes for which you should already start preparing, 
regardless of the fact that the Community and national legislation related to the 
implementation of the new customs code is still being formulated. 

1. The transformation of customs procedures, new customs simplifications 

Perhaps the most conspicuous innovations are those that will affect those economic 
operators who currently apply customs procedures with economic effect (e.g. inward 
processing, processing under customs control) or who plan such procedures in the future. 
In their cases, it is worth keeping in mind, that not only the names of the customs 
procedures will change (collectively "special procedure"), but also the drawback system of 
the inward processing relief and processing under customs control customs procedure will 
be discontinued. 

The Union Customs Code will also provide new types of customs simplifications. These 
– the self-assessment, centralized clearance – can be requested by holders of the 
customs simplifications type AEO certificate. Through this centralized clearance, 
economic operators have the possibility to lodge, at a customs office responsible for the 
place where such person is established, a customs declaration for goods which are 
presented to customs at another customs office. The self-assessment provides the 
opportunity to carry out certain customs formalities which are to be carried out by 
the customs authorities, e.g. to determine the amount of duty payable, or to perform 
certain controls which used to be the exclusive competence of the customs authority. 

2. New rules for Authorised Economic Operator (AEO) certificate owners 

Serious changes will affect those economic operators, who already have AEO certificates, 
and also those who plan to obtain this status in the future. Perhaps the most relevant of 
the changes is that in order to obtain and maintain AEO status, economic operators  will  
be required to demonstrate that they have not violated the tax rules seriously or 
repeatedly, ensure strict monitoring of their trade in goods, and must prove that their 
employees have practical competence or professional qualifications. 

The new rules don't only introduce more rigorous criteria; there will also be new benefits 
to operators with a customs simplification type AEO certificate. Among others, only they 
will have the opportunity to use centralized clearance customs simplification, and they will 
receive discounts in connection with the guarantee as well. 

It is worth noting that the type of combined AEO status (AEOF) - which includes customs 
simplification (AEOC) and the safety and security (AEOS) type of certificates - will be 
discontinued. 

AEO certificates already issued will not lose their validity. However, the customs 
authorities will review their compliance with the newly established requirements. 
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3. Customs valuation 

Regarding determination of customs value, aspects topics are expected to change 
significantly: 

 Due to changes in the concept of transaction value (which has currently not yet 
been adopted by the European Commission) it will not be possible to determine 
the value based on previous sales prior to the immediate sale to the Community; 

 In a sale between  affiliated  companies, when using the transaction value of value 
for customs purposes, the circumstances of the sale shall be examined, in order to 
prove that the relationship did not influence the price (according to the current 
regulations, investigation of circumstances was not mandatory); 

 The latest draft of the Union Customs Code Implementing Act does not define 
exactly what costs are included in the royalty and license fees, thus the current 
interpretation of these concepts could change the application of the Union 
Customs Code. 

Changes to taxes and contributions on labor 
remuneration 

The annual changes to the tax and contribution laws on labour show a pattern that 
indicates the Hungarian government wants to ease the payment- and especially the 
administrative burden on taxpayers. The acceptance of this aforementioned proposal is yet 
another big step towards this goal. 

Declaration substituting the tax return from 2016 

Starting from next year, individuals will be able to fulfil their personal income tax 
obligations in the simplest way yet, thanks to this new option called “tax return 
declaration”. This declaration/ option is only available to individuals who meet certain 
criteria (their only regular pay is from their employer or from another party providing 
regular pay; they have not taken advantage of any allowances during the year, etc.). As a 
main rule, this declaration can be submitted to the employer for the first time until 
January 31, 2016 regarding income received in 2015. Should the individual have no 
employer at the time of the declaration, then he/she can also submit this declaration to the 
Hungarian Tax Authority. After the declaration is submitted, the employer reports the 
declaration to the Hungarian Tax Authority, which then assesses the tax payment liability 
(if any) by May 20, 2016. The Tax Authority only reports back to the individual if it finds 
any outstanding personal income tax payment liability after deducting the tax advances 
paid during the year from the assessed tax liability. 

Tax return proposal from 2017 

Beyond the declaration there will be yet another option to prepare and submit personal 
income tax returns. This option will be called “tax return proposal” which will only be 
available for individuals with an electronic client gate account from 2017. 

This means that if an individual does not request an employer tax assessment for 2017 (or 
the employer is not willing to undertake this issue) and he/she also does not submit a “tax 
return declaration” then the Hungarian Tax Authority would be obliged to prepare the 
individual’s “tax return proposal” for the given tax year (2017 in this case). The proposal 
will be prepared by the Tax Authority based on the control data sent by persons making 
payments to the individual (e.g.: Hungarian employer; Hungarian company paying 
dividend to the individual). The proposal is sent electronically to the individual’s client 
gate account and should the individual disagree with the proposal he/she can correct or 
even amend it. 
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The simplified tax return and the “beer mat” abolished 

The aforementioned two new ways to submit tax returns also results in some of the pre-
existing ways becoming obsolete. 

The legislature realized this and thus the simplified tax return prepared in association with 
the Tax Authority and the so called “beer mat” tax declaration are only available for the 
2015 tax year. 

Instalment payments will be available up to HUF 200 000 

Up until now, individuals who had personal income tax paying obligation at the time of 
submitting their Hungarian Tax Returns could automatically apply for six months of 
instalment payments without any interest or penalty. This option has only been available 
up to a maximum of HUF 150 000 outstanding payment liability but this threshold will be 
raised to HUF 200 000 from 2016. Moreover, this instalment payment option will be 
available automatically for both the personal income tax and for the healthcare 
contributions, provided the sum of the two tax types do not exceed HUF 200 000. 

No need to pay insignificant amount of late payment penalty 

At this time, the Hungarian Tax Authority levies late payment penalty without a lower 
limit. Starting from next year, late payment penalties below HUF 2 000 will not be levied 
by the Hungarian Tax Authority. This is a significant administrative easing, since both the 
Tax Authority and the individuals will not have to do the usual correspondence and 
administrative duty relating to insignificant amounts of late payment penalties. 

Late submission of the tax return will not be finable 

A radically new rule is that the Tax Authority will not fi individuals – aside from a few 
exceptions – who do not or incorrectly satisfy their notification, tax return submission 
and/ or data reporting obligations for the first time. Instead, the Tax Authority will have to 
notify the individual to satisfy his/her obligations with a clear deadline. Default penalty 
can only be levied in case the notification is unsuccessful. This change will have the 
greatest effect in connection with tax returns submitted late. For example, if someone had 
not submit his/her 2014 Hungarian tax return by May 20, 2015 and he/she did not or was 
not able to justify the default, then the Tax Authority had the right to automatically 
sanction the individual up to a maximum of HUF 200 000 in the form of a default penalty. 
The Tax Authority could exercise this right even if the submission was only a few days late. 

This new and favourable rule will not be applicable in cases in which the taxpayer does not 
satisfy the advance notification requirement in connection with VAT and employment. In 
such cases, the Tax Authority may levy penalties for first-time offences as well. 

Insignificant tax payment liabilities will not be payable 

Starting from next year, individuals will not have to pay tax payment liabilities exceeding 
HUF 1000. In the past this threshold was HUF 100. In line with this change, the Tax 
Authority will raise the former HUF 100 limit on overpayments and will not register or 
transfer any overpayments under HUF 1 000. Consequently, should an individual’s annual 
tax return show a payment liability of HUF 800, the individual will not have to pay this 
liability and he/she will not have to worry about the Tax Authority wanting to collect this 
liability from him/her in the future. 

In addition to the above-mentioned changes, we would like to bring to your attention 
other amending provisions – affecting the majority of taxpayers – that were accepted 
previously by the Parliament but will only take effect from January 1, 2016. 
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The personal income tax rate will be reduced to 15% 

The flat rate of the personal income tax will be reduced from 16% to 15%. This means 
that individuals can save HUF 1 000 on every HUF 100 000 in taxable income earned 
just with the change of the tax rate. 

Companies can be satisfied about this change as well, as this change will result in an 
even bigger saving for them, since there is a special calculation of the tax payment 
liability in cases where the payer (employer) is liable to pay the personal income tax in 
proportion to certain benefits. Firstly, the benefit’s value must be multiplied by a tax 
base correction factor (which is 119% in 2015) and then this adjusted tax base should be 
multiplied by the personal income tax rate. Given all this, the tax payment liability in 
the case of such benefits will be reduced more than the tax rate itself. In the case of 
fringe benefits (Erzsébet-voucher; monthly, domestic travel passes etc.) the actual 
payment liability will be reduced by 1.19% (from 35.7% to 34.51%). All in all, the 
reduction of the personal income tax rate will have a positive effect on both individuals 
and on companies which provide income to the employees after which the employer has 
to pay taxes. 

Tax allowances for families with two children 

Another change that will come into effect next year will help increase a large number of 
families’ net income. Namely, families with two children will be able to receive family 
tax base allowance in the amount of HUF 12 500/month, instead of the HUF 10 000/ 
month that is in effect now. This change will result in a monthly net saving of HUF 5 
000 to families with two children. 

Healthcare services contribution 

Individuals not considered covered from a social security perspective will have to pay a 
monthly contribution of HUF 7 050, up from the HUF 6 930 this year. 

Commuting expense reimbursement 

In addition to the changes taking effect next year or 2017, it is also important to note 
the change in the government decree that came into effect on August 1, 2015 regarding 
the expense reimbursements for commuting to work that affects both employees and 
employers. Based on the change, parents whose children are in pre-school or nursery 
care and are commuting by car instead of public transport are entitled to receive a 
reimbursement of HUF 9/km between the individual’s home and his/her workplace, if 
he/she was commuting outside of the administrative boundary of his/her workplace. 
The amount of the reimbursement is not affected by the location of the nursery or the 
pre-school and both parents are entitled to receive this reimbursement. Thus the 
employer of the affected persons is liable to provide this reimbursement. Another 
change in the legislation states that the employer – based on its own decision – can 
reimburse parents whose children are in pre-school and/ or nursery care for 
commuting to work even if the parents are commuting within the administrative border 
of the workplace. The reimbursement is not mandatory in these cases but the HUF 
9/km can be reimbursed tax free. 

Special Taxpayer Categories in the Act on the Rules of 
Taxation 

From 1 January 2016 two special taxpayer categories will be introduced with different 
legal consequences. Reliable taxpayers will receive benefits, while risky taxpayers will 
fall under stricter rules. 

The Tax Authority will classify the taxpayers quarterly (for the first time in the first 
quarter of 2016) according to legal criteria specified in the Act on the Rules of Taxation. 
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When a taxpayer is classified, it comes into effect on the first day of the following 
month. The Tax Authority will notify the taxpayer, who can raise objections against the 
classification or the absence of it. 

Reliable taxpayer 

The Tax Authority will classify a taxpayer as reliable if all criteria defined are met, 
including: at least three years of continuous operation (or being VAT-registered), no 
more than HUF 500,000 net tax debt and, not being classified as a risky taxpayer. 
Further conditions are that in the year in question and in the preceding five years: 

 the tax difference on the taxpayers’ expense should not be more than 3% of the tax 
performance of the year in question 

 the taxpayer is not under foreclosure procedure 

 the taxpayer is not under bankruptcy or under liquidation procedure, forced 
cancellation or enhanced regulatory supervision by the tax authority 

 the taxpayer’s tax number is not under suspension or cancellation procedure 

Furthermore the taxpayer cannot be classified as reliable if the sum of the default 
penalties in the previous two years before the year in question is more than 1% of the 
tax performance of the year in question. 

Reliable taxpayers will receive the following benefits: 

 under certain conditions a tax audit of the taxpayer cannot last longer than 180 
days; 

 if the taxpayer fails or erroneously fulfils its notification, submission and reporting 
obligations the Tax Authority calls upon it to fulfil its obligation or correct it 
without assessing any default penalty. Default penalty may only be levied only if 
there is no response to the notification; 

 the maximum amount of default- and tax penalties for reliable taxpayers would be 
50% lower compared to the general 

 rules (provided that the taxpayer does not lose the reliable 

 classification due to the issued penalty); 

 in the case of a maximum HUF 500 000 tax debt, the tax authority will permit 
free payment facilities for 12 months based on the taxpayer’s request or 
automatically, if the tax payer accepts the notification. 

Risky taxpayer 

The Tax Authority will classify as risky those taxpayers who are not under liquidation or 
forced cancellation, but are publicly listed due to a high tax deficit, tax debt or 
employing unreported workforce, or if the tax authority has had to apply business 
closure measures against the taxpayer repeatedly within a year. The classification of a 
risky taxpayer lasts for one year, but will be cancelled in the subsequent quarter if the 
taxpayer settles its tax deficit or the tax debt and the related penalty and default. 

In the case of risky taxpayers: 

 the deadline of tax audit is extended by 60 days; 

 the refund deadline for reclaimed VAT is 75 days; 
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 the amount of the late payment interest is five times the 

 National Bank’s interest rate; 

 the minimum amount of the imposed default penalty and tax penalty is 50% of the 
general upper limit for penalties and the maximum amount of the imposed 
penalties is increased by 50% compared to the general rules. 

Other changes in taxation rules 

Tax registration procedure 

The rules for tax registration procedure will become stricter. The tax debt limits for 
refusing to grant a tax number will be decreased to HUF 5 and 10 million from HUF 15 
and 30 million. The scope of the investigated subjects will be broader and the 
investigated period will be longer (360 days from 180 days). 

Integrated tax and duty accounting 

The separated records kept by the tax authority and the customs authority will be 
merged into an integrated account from 1 January 2016. The certificate that the 
taxpayer has no outstanding tax liability will also be integrated. 

List of taxpayers without outstanding tax liability 

In the case of cancellation from the database, the taxpayer will be able to submit 
comments to the authority within eight days calculated from the receipt of the 
notification. 

Corporate Income Tax 

Tax credit for growth 

A possibility to defer tax payment obligation was introduced into the Corporate Income 
Tax Act, with effect from 25 June 2015. 

The rules of the Tax Credit for Growth (TCG) entitle the taxpayer to pay the tax on that 
part of pre-tax profit that exceeds the quintuple of the pre-tax profit of the preceding 
year (tax falling on the credit for growth) in the following two fiscal years instead of 
paying it in the current year. As a consequence, the TCG is in practice a deferral of the 
tax payment liability. 

The applicant is eligible for payment of the tax according to the TCG rules if: it became 
subject to corporate income tax at least in the year three years before the current year; 
during this period it did not participate in any transformation, merger or demerger; and 
it reports this choice to the tax authority by the deadline of the corporate tax top-up. 

Companies that choose to take advantage of the TCG are already entitled to waive 
payment of the tax falling on the credit for growth at the corporate tax top-up of the 
current year. 

A preferential rule is attached to the tax credit for growth: the amount of the tax falling 
on the credit for growth not yet due can be reduced if the taxpayer engages in fixed 
asset investment or increases its employee headcount in the two fiscal years following 
the choice. 

Tax consequences of adopting IFRS in bookkeeping 

From 1 January 2016 it will be possible for Hungarian entities to prepare their financial 
statements according to the rules of the International Financial Reporting Standards 
(IFRS). Considering that the entities choosing, or later obliged to prepare financial 
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statements according to the IFRS will calculate their tax liabilities (corporate income 
tax, local business tax, energy supplier tax) from the IFRS tax base, a number of new 
corporate income tax rules will be introduced with this regard which we will detail in 
another Newsletter shortly. 

Tax exemption of sponsorship of associations for protection of performers’ rights 

Sponsorship of the associations for protection of performers’ rights is allowed by 
individual EU Commission resolution until 31 December 2015. The related rules will be 
slightly modified as of 2016 in order to ensure conformity with the EU rules without 
separate Commission approval, i.e. to be in compliance with the rules prescribed by 
Decree no. 651/2014/EU (General Block Exemption Regulation). For this purpose a 
new sponsoring limit will be introduced based on which the total amount of donations 
(including supplementary donations and donations in the frame of disposition of tax) 
shall not exceed 80% of the annual revenue of the association realized from sale of 
tickets in the European Economic Area in the prior year and it cannot exceed HUF 1.5 
billion. (Previously only an 80% limit was applicable.) This amendment does not affect 
the sponsoring party. 

In order to ensure common operation of law, the law concretizes the criteria of the tax 
exemption. Based on this the taxpayer may use the tax exemption if it pays the 
supplementary donation in the fiscal year in which the donation is made, and that was 
established incorrectly using a 10% tax rate – whereas a 19% tax rate should have been 
used – repays 7% of the donation within 90 days following the fiscal year in which the 
donation was made. 

Taxation of civil society organizations 

In order to ensure conformity with Act no. CLXXV of 2011 on Freedom of Association, 
on Public-Benefit Status, and of the Activities of- and Support of Civil Society 
Organizations, the tax base calculation of the foundations, public foundations and 
associations were amended. A number of special tax base- increasing and -decreasing 
items were introduced – related to investment activity and acquisition of real property 
among others – to increase coherence between the tax law and the sector law in light of 
the fact that under the Civil Society Law accepting of donations, the activity laid down 
in its corporate document, investment of liquid assets, investing them in stakes in 
companies, as well as purchase of real estate and disposal of right to use thereof do not 
qualify as business-entrepreneurial activities. 

Other amendments 

An important mid-year amendment of the Corporate Income Tax Act is that costs 
incurred in connection with publication of advertisement not exceeding HUF 30 million 
are deductible without any further criteria. This rule is applicable retroactively to 2014. 

Data export – Invoicing software 

According to new regulations coming into force from 1 January 2016, under Decree No. 
23/2014 (VI. 30.) of the Minister for National Economy on the identification of invoices 
and receipts for tax administration purposes, and the auditing of electronically stored 
invoices by the tax authority, all invoicing software must have a built-in “data supply for 
tax auditing” function, facilitating data export. 

PwC’s in-house developers and tax advisors have been developing a new application 
that is able to generate a data file from data exported from various invoicing software 
used by companies, in the proper XML format and with the content prescribed in 
Schedules No. 2 and No. 3 to the above Decree. 
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The new application is also able to validate existing XML schema prepared with 
invoicing software, allowing verification whether the data so generated fully conform to 
the requirements set out in the Decree. 

Public health product tax – Tax allowance for health 
promotion programs 

The amendment of the public health product tax legislation will provide a new 
opportunity for taxpayers from 1 January 2016. 

On 1 December 2015, the Hungarian Parliament adopted a bill amending certain laws 
on restructuring the National Tax and Customs Authority and on budget planning and 
management. Taking effect from 1 January 2016, the new act will enable taxpayers 
subject to the public health product tax to deduct up to 10% of their tax liability to 
finance “health promotion programs.” 

Taxpayers can take advantage of this favourable opportunity without incurring 
additional costs as they can deduct the costs of financing health promotion programs 
from the public health product tax they are required to pay. 

According to the new act, the following will qualify as health promotion programs: 
activities aimed at promoting a healthy diet and lifestyle, and encouraging participation 
in sports. One important condition for the tax allowance is that the health promotion 
program must be made available to private individuals free of charge. 

Tax advance top-up deadline approaching – 20 
December 2015 

Companies that prepare their financial statements on a calendar-year basis are required 
to top up their advances paid in 2015 for corporate income tax, local business tax, R&D 
contributions, advertising tax and sectoral special taxes by the statutory deadline of 20 
December – i.e. in practice by Monday, 21 December, 2015. 

The corporate income tax topping-up obligation continues to apply to companies with 
annual net sales revenues exceeding HUF 100 million in the tax year preceding the 
current year. In 2015, the tax return for topping up corporate income tax advances has 
to be filed with the National Tax and Customs Authority using form 1501. Companies 
that are also required to submit form 1501 for another tax type by 20 December will 
have to file a separate return in respect of their corporate income tax topping-up 
obligation. This is because, due to different reporting periods, different tax types cannot 
be combined on the same return. 

Form 1501 also serves as a means to allocate a portion of corporate taxes. Taxpayers 
wishing to support sports, film productions or performing arts activities may allocate 
up to 80% of their payable taxes to qualifying organisations. 

Taxpayers may also claim a tax credit of up to 7.5% on account of taxes so allocated. For 
more details, please see edition No. 530 of our newsletter. 

As in previous years, companies are also obliged to file a tax return on their local 
business tax topping-up obligation with the local tax authorities, using the standard 
form designated for this purpose by those tax authorities. Taxpayers required to file 
their returns with the Municipality of Budapest must use form 2015-40. Please also 
note that companies with more than one permanent establishment will have to comply 
with their local business tax topping-up obligation separately for each municipality 
where they have a permanent establishment. Companies subject to the corporate 
income tax topping-up obligation will also have to top up their local business tax 
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advances. The above revenue threshold for corporate income tax – and the exemption 
from the topping up obligation – also applies to local business tax. 

If the taxpayers concerned do not top up their tax advances to at least 90% of their 
expected annual tax liability by 20 December 2015, they will have to pay a default fine 
of up to 20% of the difference between the tax advances already paid and 90% of the 
total tax amount. This rule will be applied for even a one-day delay. However, from 1 
January 2014, the tax authority disregards foreign exchange differences when checking 
taxpayers’ compliance with the topping-up obligation. 

At the end of the tax year, also with a deadline of 20 December, companies incur an 
obligation to top up their advances for sectoral special taxes as well. This obligation 
applies, for example, to advertising tax, tax on the income of energy suppliers, tax on 
credit institutions and financial enterprises, telecommunications tax and district 
heating tax. 
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Latvia 

Audit of services received from related party 

An economic benefit derived from services 

When it comes to signing a contract for services with a related party, it is important to 
evaluate the purpose of acquiring those services. This is especially important in the case 
of management services. 

The parent company of a multinational group often considers it reasonable to invoice 
its subsidiaries for management services because the parent company manages the 
whole group and invests in measures aimed at controlling the subsidiaries. It is 
important, however, to draw the line between activities the parent company undertakes 
for its own benefit and activities it undertakes for the benefit of its subsidiaries. 

If a management consulting agreement were to be signed with an independent 
company, the Latvian taxpayer would have been clear about the purpose of acquiring 
the services, e.g. to devise or improve the company’s management strategy, assess the 
company’s costs, draw up cost cutting and control guidelines, devise or improve an 
action plan for attracting customers etc. If the parent company merely performs the 
function of controlling the Latvian taxpayer and receives the Latvian company’s 
management reports but makes no recommendations for improving its business on the 
basis of those reports, then such activities indicate a benefit derived by the parent 
company, who is supposed to control its subsidiaries, while the Latvian taxpayer 
derives no economic benefit from this. 

The economic benefit test is one of the main points the SRS will analyse when 
examining the transaction and evaluating whether the service costs are associated with 
the taxpayer’s business. We have mentioned earlier that taxpayers find it difficult to 
prove they have acquired services. It is even more difficult to prove they have derived 
an economic benefit, especially where they have not thought about this before the tax 
audit. 

If this issue is being evaluated for the first time during an ongoing tax audit, the Latvian 
taxpayer should be prepared to give spoken and written explanations to the SRS, 
stating any improvements to the Latvian company’s business after receiving the 
services in question. 

When it comes to marketing services, this might be additions to the customer list, new 
sales markets, increased revenues etc. In the case of management services, this issue is 
more complicated and will require an in-depth analysis of the company’s business. For 
instance, if a company operates in a specific industry where it would be far more 
difficult to start up the business without the parent company’s assistance and expertise, 
then all these specific circumstances should be described in the transfer pricing 
documentation file and explained to the SRS. 

An alternative that might ease the Latvian company’s work during an ongoing tax audit 
and lower the risk of a corporate income tax assessment, is to insert a description of the 
economic benefit derived from services in the transfer pricing documentation file. This 
helps the taxpayer evaluate the transaction early, make any necessary changes to the 
terms of business with the related party, and gradually gather evidence of acquiring the 
services and deriving an economic benefit. In that case, the company will be prepared 
for a tax audit in good time and can avoid unnecessary stresses and strains. 
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Arm’s length costs 

Once the first two questions have been dealt with and proved, the tax inspectors will 
want to check that the service fee is one that would be agreed between two independent 
companies. The most popular method of calculating service fees with the SRS and 
taxpayers alike involves adding an appropriate markup to all the costs that are 
associated with the supply of services. During the audit, the tax inspectors will want to 
check that all of the service provider’s costs that have been included in the service fee 
are indeed associated with the supply of services. So the SRS might request to see a 
breakdown of the amount appearing on the invoice from the foreign company. The SRS 
might also want to check whether the foreign company’s markup is arm’s length. This 
can be done by means of a benchmarking study, which involves searching specialist 
databases for independent companies that provide similar services to unrelated 
customers, and measuring profit margins earned by those companies on the basis of 
financial indicators available from those specialist databases. 

Latvian case law on VAT issues 

The Latvian State Revenue Service (SRS) has been very active in conducting tax audits 
lately. We have already informed MindLink subscribers about common mistakes in 
calculating VAT and deducting input tax, and about how the courts hear taxpayers’ 
petitions for cancelling tax assessments. This article explores some of the evidence that 
might help the taxpayer satisfy the auditors and courts. 

VAT risk management in your company 

When acquiring goods and services, the taxpayer should have appropriate evidence in 
place, transactions should be properly documented. Examples of serious documentary 
evidence include a Tax Risk Management Policy adopted by the company, which, 
among other things, prescribes procedures for acquiring goods and services, sets out 
arrangements for preparing and circulating documents, and names the persons in 
charge. Every company should draw up such a policy, not only the companies on the so-
called white list (i.e. members of the In-depth Cooperation Programme). 

Documents 

Supporting documents (most notably tax invoices and documents relating to transport, 
advertising and marketing services) should be drawn up according to the procedures 
and requirements of the Accounting Act and the VAT Act. 

Attention should be paid to how you draw up documents that accompany the carriage 
of goods, such as CMRs, domestic transport documents and consignment notes, i.e. you 
should check whether each document accurately specifies the vehicle, the driver, 
loading and unloading addresses etc. 

If you have acquired marketing or advertising services, then you will need – 

1. evidence that the services have been supplied and acquired (e.g. an advertising 
campaign scenario, video and photo materials, copies of brochures, tax invoices for 
the acquisition of necessary goods and services, a report on organising an event, a 
statement of writing off costs etc), and 

2. evidence that particular expenses are amounts spent on goods and services 
associated with advertising rather than so-called representation expenses, or vice 
versa. 

Our experience of dealing with tax audits suggests that even what might seem to be 
minor inaccuracies tend to provide the auditors with more evidence that transactions 
did not in fact take place and they exist only on paper. 
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The burden of proof 

If the taxpayer’s appeal to the SRS Director General against the results of the tax audit 
is not successful and the taxpayer takes the SRS to court, then he should give all details 
of acquiring the goods and services in order to prove that – 

1. the transaction has taken place, meaning the taxpayer has received the goods or 
services described on the tax invoice; and 

2. those goods or services have been received from the supplier named on the tax 
invoice. 

Section 38 of the Taxes and Duties Act provides that if the taxpayer disagrees with the 
amount of a tax liability assessed by the tax authority, then the taxpayer should present 
evidence of the amount of that tax liability. The court has also stated that the more the 
taxpayer is interested in a favourable outcome (e.g. the right to take a VAT exemption 
or deduct input VAT) the more evidence he should present. 

If the taxpayer at a court hearing provides detailed explanations and documentary 
evidence of 

 how the goods were ordered, accepted, examined and entered in the books, 

 what services were acquired and why they were necessary, 

 how the taxpayer uses the acquired goods and services in his business and for 
making his taxable supplies, 

then it is fairly safe to expect that the court will not find an abuse of the VAT system and 
will rule in favour of the taxpayer. 

Trader (individual) buys real estate from non-resident: 
taxation 

Just like a legal entity, an individual registered as a trader is required by law to 
withhold a 2% income tax on amounts payable to a non-resident seller of real estate 
(RE). In their ruling of 15 June 2015, the State Revenue Service (SRS) explain how this 
rule applies, focusing on two key criteria that trigger the obligation to withhold a 2% 
personal income tax (PIT). This article explores the relevant legislation and the 
interpretation published by the SRS. 

The PIT Act 

Section 17(12.2) of the PIT Act requires an individual who is resident in Latvia and 
registered as a trader to withhold tax on amounts payable to non-residents at source 
and transfer it to the government. This obligation arises under the PIT Act where such 
payments are associated with the resident’s trade and taken into account when 
calculating the trader’s taxable income. 

Examples of such payments to a non-resident include income from employment, 
income from professional activity, income from the professional activity of artists, 
athletes or coaches in Latvia, income from selling RE and other capital assets in Latvia, 
and income from using movables in Latvia. 

So, when making such payments to a non-resident, the trader must withhold tax at one 
of the rates prescribed by the PIT Act: 23%, 2%, 5%, or 15%. 
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The ruling 

The case in hand 

A trader had asked the SRS to explain the obligation to withhold a 2% PIT on payments 
for RE purchased from non-residents if his trader status is – 

1. a fixed-charge taxpayer and 

2. unregistered trade. 

The SRS’ explanation 

A fixed-charge taxpayer and an unregistered trader pays PIT on his operating revenues 
without deducting expenses. Accordingly, the taxpayer’s expenses on RE acquisitions 
are ignored in calculating taxable income. 

So, when buying RE from non-residents, the trader need not withhold a 2% PIT on the 
income paid to the non-residents. 

Conclusions 

An individual who is a trader required by law to withhold tax on the Latvian income of 
non- residents is released from this obligation on payments that do not affect the 
individual’s taxable income. 

This does not, however, release the non-residents from the obligation to pay Latvian 
tax, and so they must pay the appropriate amount of PIT through their annual income 
tax return or capital gains tax return. 

Deducting input VAT on capital expenses 

This article explores a taxable person’s right to deduct input VAT depending on a direct 
and immediate link between expenses and taxable supplies. 

We have dealt with several cases where a company incurs capital expenses (CAPEX) in 
building or repairing an item of infrastructure that is vital to the company’s future trade 
and adds value to its taxable supplies, but for a variety of reasons that item of 
infrastructure is later not supplied at a charge or not directly used in supplying services 
at a charge, or is even delivered for public use free of charge. 

A Lithuanian taxable person had a disagreement with the Lithuanian Ministry of 
Finance over deducting input VAT in a similar situation. Questions concerning the right 
to deduct input VAT were analysed by the Court of Justice of the European Union 
(CJEU) in case C-126/14 Sveda UAB versus the Ministry on 22 October 2015. 

Sveda’s original proceedings 

In partnership with the National Payments Agency of the Lithuanian Ministry of 
Agriculture, Sveda took part in a project to create a public footpath that would be made 
available to tourists free of charge. Sveda was planning to supply visitors to the footpath 
with services at a charge, for instance, sell foods and souvenirs. Sveda deducted the 
input VAT it had paid on the CAPEX, but the local tax office claimed there was no 
evidence to prove the acquired goods and services were used for making taxable 
supplies. The tax inspectors also claimed that Sveda was not acting as a taxable person 
in incurring CAPEX on a site to be used free of charge. A lawsuit was filed, and the 
Supreme Administrative Court of Lithuania referred a preliminary question to the 
CJEU about the taxable person’s right to deduct input VAT on CAPEX incurred on a 
site intended for free use yet with the aim of attracting customers to his future trade. 
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Key points in CJEU assessments 

Below are some of the key questions the court evaluated in building the rationale for its 
ruling: 

1. The trader must be acting as a taxable person in buying goods or services. 

The court stated that a trader is acting as a taxable person in buying goods and services 
for trading purposes even if those goods are not used in trade immediately. The 
intention of trading must be confirmed by objective facts. The court assumes Sveda was 
acting as a taxable person in incurring CAPEX on a site that would attract customers to 
its trade. This assumption is not affected by the arrangement to make the path available 
to walkers free of charge. 

2. CAPEX goods must be used for making taxable supplies. 

If a taxable person is to deduct input VAT paid on CAPEX goods, those must be not 
only included in the trader’s inventory but also used for making taxable supplies. 

The court admits that on the one hand, Sveda provides free access to the footpath, 
which is not a taxable supply, but on the other hand, the footpath is intended to attract 
visitors so that Sveda can supply them with goods and services, which are taxable 
supplies. To establish priorities, we must find a direct and immediate link between an 
earlier transaction and one or more later transactions that provide the right to deduct 
input VAT. The court finds that in these circumstances, finding such a link depends on 
whether the costs of the goods and services purchased form part of the taxable person’s 
general costs and part of the costs of the goods or services supplied. 

The CJEU ruling 

The court ruled that in the circumstances the taxable person has the right to deduct the 
input VAT on the CAPEX goods acquired for his future trade, even though the CAPEX 
site is intended for free use. 

More reverse charges and input VAT recovery restrictions: 
forthcoming amendments to VAT Act 

Parliament is now debating the National Budget Bill for 2016 as well as several other 
bills included in the budgetary package. We have informed MindLink subscribers about 
the latest proposals for amending tax laws, including the VAT Act. This article explores 
a few more amendments that are coming up for their second reading by Parliament. 

We have written about plans to introduce reverse-charge VAT on supplies of 
smartphones, tablets and laptops as well as integrated circuit devices (including 
microprocessors and central processing units) as from 1 April 2016. A few more 
proposals are coming up for their second reading, including the proposal to expand the 
list of wood materials that attract reverse-charge VAT and to make this arrangement 
applicable also to the following goods: 

1. firewood in the form of round timber, logs, sticks, branches, twigs, faggots etc; 

2. woodchips, sawdust and wood remainders; and 

3. sawdust and wood remainders in the form of agglomerated or unagglomerated 
briquettes, pellets etc. intended for use as wood fuel. 
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There is also a proposal from the Ministry of Finance (our experience suggests that 
MOF proposals nearly always receive support) to cut the recoverable portion of input 
VAT on a purchased, leased or imported light passenger vehicle with up to eight seats in 
addition to the driver’s seat and on the running costs of such a vehicle (including 
repairs and fuel) from 80% to 50%. Executive luxury vehicles (purchase, import, and 
maintenance) are to keep the 100% restriction on input VAT recovery. 

The Vehicle Running Tax and Company Car Tax Act to be 
amended 

The VRT and CCT Act expresses tax rates in monetary terms and not percentages, as is 
the case with most other taxes. As a result, the CCT rates are not affected by inflation 
and the lawmaker revises them on a regular basis to reflect any recent changes in the 
consumer price index. This article explores the proposed CCT rate changes and some 
other proposals relating to this tax. 

CCT rates and payment terms 

Given the consumer price index changes in 2014 against 2010 as calculated by the 
Central Statistical Office, the CCT rates are to go up by 7.4% as from 2016. The 
proposals for amending the VRT and CCT Act also provide for rounding the rates to 
whole euros. 

If the proposals are passed, then as from 1 January 2016 a vehicle registered for the first 
time after 2004 with details of engine capacity appearing on its registration certificate 
will attract the following CCT rates according to engine capacity: 

1. Euro 29 a month for up to 2,000 cu.m; 

2. Euro 46 a month for 2,001–2,500 cu.m; and 

3. Euro 62 a month for above 2,500 cu.m. 

The rate for all other vehicles will be Euro 46 a month. 

The current procedure for paying CCT requires payments for the current year. The 
transition rules of the VRT and CCT Act provided for a change of CCT payment 
procedure so that tax would be payable for the actual vehicle running period and not for 
the current year. Under the current law, the new payment procedure was to take effect 
from 1 January 2016. It has been estimated, however, that switching to the new 
payment procedure in 2016 would have a negative fiscal effect of Euro 33.6 million on 
the national budget, and so the proposals postpone the change to 1 January 2017. 

These proposals have been passed by Parliament in their first reading and will be 
debated in their second reading as a matter of urgency on 30 November 2015. 

It is important to note that some other amendments to this law were announced on 3 
June 2015 with effect from 1 January 2016. These amendments mainly relate to VRT 
and clarify the wording of the law, but they also affect section 14, which lists CCT 
exemptions. For instance, as from next year, CCT will no longer be payable on a vehicle 
that is deregistered by its owner’s insolvency administrator for sale in Latvia or for 
removal from Latvia, nor on a vehicle that has its registration suspended and number 
plates surrendered. 

Financial institutions to disclose information on financial 
accounts of non-residents 

The Taxes and Duties Act now has a new chapter that regulates the automatic exchange 
of information on non-residents’ financial accounts at Latvian financial institutions. 
This exchange involves the EU member states and any other jurisdiction that has 
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signed an agreement with Latvia or the EU for the mutual exchange of information 
specified by the Taxes and Duties Act. This article explores how the administrative 
burden on the financial institutions and tax authorities will become heavier as a result. 

The Global Standard 

The OECD Global Standard expands the automatic exchange of financial account 
information worldwide. The reason for preparing this standard was the drastic increase 
in the number of cases of cross-border tax fraud and tax evasion in recent years. The tax 
authorities across the EU and worldwide are increasingly looking for ways to prevent 
this upsurge, and the automatic exchange of information is recognised as a key tool for 
fighting tax fraud. 

The Global Standard involves the tax authorities automatically sharing information 
held by the financial institutions (mainly credit institutions and insurance companies) 
on residents of other jurisdictions (account holders and beneficial owners) with respect 
to interest payments, dividends, account balances, income from insurance products, 
and turnover in other financial accounts. This information on individuals and entities 
(including information on trusts and associations of persons) will be shared once a 
year. 

The Global Standard is based on the US Foreign Account Tax Compliance Act (FATCA). 
To cut the costs the financial institutions will incur in implementing and enforcing the 
standard, all thresholds are expressed in US dollars. 

To date, a total of 61 jurisdictions, including all EU member states, have confirmed 
their commitment to implementing the Global Standard. The first automatic exchange 
is to take place in late September 2017 for 2016. 

Practical implications 

Implementing this standard will place a huge administrative burden on the financial 
institutions and tax authorities alike. The amendments prescribe – 

1. definitions that explain what financial institutions will be covered by the new rules 
and what persons and what kinds of financial accounts will need to be reported; 

2. the financial institutions’ obligation to implement procedures for proper review of 
financial account information; 

3. the type of information to be disclosed to the tax authorities; 

4. the tax authorities’ power to obtain information from the reporting financial 
institutions and to pass it on to the EU member state or any other jurisdiction 
concerned; and 

5. the mandate for the Cabinet of Ministers to lay down proper review procedures and 
time limits and to supplement the list of jurisdictions that will take part in the  
automatic exchange of information. 

Because the means of automatic information exchange are being expanded and 
jurisdictions will be sharing huge amounts of data, great significance is attached to data 
protection issues. The reporting financial institutions will have to ensure that personal 
data is collected and processed in accordance with the requirements of the Personal 
Data Protection Act for disclosure of information to third parties. Likewise, the tax 
authorities will have to comply with Latvian legislation on the processing of personal 
data when processing any information received and sending it to the competent 
agencies of other jurisdictions. Latvia has the power to stop the automatic exchange of 
information with any jurisdiction that fails to ensure that this data is properly 
protected. 
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Passing these amendments will have the effect of substantially increasing the 
administrative burden on all financial institutions having to introduce and maintain 
procedures for gathering and examining the necessary information. 

Tax authorities to have automatic access to personal data from 
credit institutions 

The long-cherished idea of the tax authorities having automatic access to information 
on people’s bank accounts without launching an audit no longer seems  so  
impracticable.  The Cabinet of Ministers has included in the budgetary bills package a 
set of proposals for amending the Taxes and Duties Act to require that the banks should 
automatically notify the tax authorities of any transactions performed by an individual 
that are suspicious for tax purposes. 

A suspicious transaction 

According to the proposals, a suspicious transaction for tax purposes is one that  
arouses suspicion that the underlying funds are directly or indirectly associated with an 
offence (or a crime) that involves tax evasion or an attempt to evade taxes. However, 
the tax authorities mainly expect that this information will assist them in identifying 
people that are paid cash in hand and discovering VAT frauds. 

To detect suspicious transactions for tax purposes, use will be made of certain 
indicators of suspicious transactions prepared by the Anti-Money Laundering Office 
that could indicate an offence (or a crime) and tax evasion. The credit institutions and 
payment service providers are notifying the Anti-Money Laundering Office of 
suspicious transactions on the basis of those indicators. 

The indicators will point to a transaction performed by an individual that could suggest 
that he or she has committed some illegal activities resulting in tax evasion. 

It is as yet unknown what could indicate an individual’s suspicious transaction for tax 
purposes, but regular cash withdrawals/deposits are the most probable indicator. The 
tax authorities have said that the information to be received from the banks could 
include details of – 

 every unusual or suspicious transaction; 

 all account balances of Latvian residents at the beginning and end of the 
previous year, as well as the debit and credit turnover on their accounts for the 
year; 

 the existence of current accounts. 

Information on suspicious transactions for tax purposes will be disclosed according to 
the customer identification and investigation procedures applicable to suspicious 
transactions under the Anti-Money Laundering and Counter-Terrorism Financing Act. 

An annotation to the proposals says that the credit institutions that took part in 
drafting them have asked the tax authorities to make a study of how effectively this 
information is used that would show the results of this exercise relative to the 
information. This means that the credit institutions would like to avoid being swamped 
with the vast amount of information and to see the tax authorities take measures 
capable of identifying people that are paid cash in hand. 

Amendments to Personal Income Tax Act 

A number of amendments passed to the Personal Income Tax Act this year are coming 
into force next year. This article explores what we see as key amendments. 



 
 

PwC   26 
 

Amendments effective from 1 January 2016 

Section 10(1)(2) was amended in the middle of the year to add to the list of allowable 
expenses so that amounts spent on so-called interest education programmes for 
children can be deducted from taxable income. 

Section 9(1), which lists types of non-taxable income, has been supplemented with 
paragraph 44, which exempts personalised expenses associated with voluntary work 
that organisers of such voluntary work reimburse to a voluntary worker under a 
contract of voluntary work. Expense claims include catering, hotel accommodation and 
travelling expenses, fuel, clothing and training costs, as well as amounts spent on health 
checks and insurance (health and life insurance against accidents and third-party civil 
liability insurance other than mandatory land vehicle owners’ civil liability insurance) 
during voluntary work where legislation provides for such insurance. 

Total non-taxable expense claims, regardless of who pays them, cannot exceed Euro 
1,000 for a tax year, and any excess will be taxable under section 8(3)(21). 

The Cabinet of Ministers is to issue rules by the end of the year to explain how the two 
amendments should be applied. 

Amendments effective from 1 July 2016 

In the middle of the year, section 17.2(2), which deals with labour supply services 
rendered by microbusinesses, was supplemented with a new clause that adds to the 
listing of criteria under which a microbusiness’s services are consistent with labour 
supply services that are treated as labour hire. 

According to the new clause, this criterion is met if the substance of a transaction 
suggests that its purpose is to replace an employment relationship with a different legal 
relationship in order to minimise personal income tax charges and national social 
insurance contributions payable for the employees. 

This intention can be particularly evident in the fact that a microbusiness’s employee 
has had an employment relationship with the person for whom he or she is providing 
services (doing work) or has ensured that the services are being provided in that 
person’s name and has been acting for that person in the last 12 months from the start 
of the services. 

The supply of labour has so far been assessed against four criteria: 1) a microbusiness’s 
employees or owners are subject to the working procedures and instructions of the 
person they are working for; 2) the person for whom the work is being done determines 
the number and qualifications of the staff involved; 3) the microbusiness’s 
remuneration is calculated according to the number of hours worked; and 4) the person 
for whom the work is being done provides the staff with most of the assets, tools and 
materials. 

Notification of foreign residence address 

The Population Register Act requires that Latvian nationals spending more than six 
months abroad should notify their new residence address to the Citizenship and 
Migration Office (CMO) or the Latvian diplomatic and consular office in the foreign 
country. Meeting this requirement is also important for tax purposes. 

Staying abroad 

The statutory duty of notification5 applies to Latvian nationals who spend more than six 
months outside Latvia as a result of being employed or posted to work abroad (i.e. a 

                                                             
5 Section 15(2) of the Population Register Act 
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Latvian employer sends an employee to work abroad) and to Latvian nationals planning 
a short stay abroad, such as voluntary workers and people visiting their family or 
friends. 

This notification helps you – 

1. receive important official information from national, municipal and other agencies, 
which frequently relates to the exercise of your rights and fulfilment of your 
obligations (a notice should be filed for yourself, your children, and any 
dependants); 

2. avoid having tax resident status in Latvia and abroad at the same time, because 
national legislation normally treats you as tax resident in a foreign country after you 
spend 183 days there. 

Notification arrangements and consequences of failure to notify 

You can notify the CMO6 or the Latvian diplomatic and consular office of your foreign 
residence address by registered mail (we recommend you also request that they should 
acknowledge receipt of your letter and completion of relevant formalities) or online at 
www.latvija.lv. 

Before leaving Latvia, you should also inform the State Revenue Service (SRS)7 in 
writing to avoid misunderstandings over tax treatment in the future. 

Failure to declare your residence, including failure to notify your permanent residence 
address abroad, attracts a penalty under the Administrative Offences Code: a warning 
or a fine of up to Euro 350. 

Short trips 

If you travel outside Latvia for only a few days, it is advisable to inform the Ministry of 
Foreign Affairs so you can receive consular assistance in an emergency such as war or 
natural disaster, which seems especially topical these days. 

Registering abroad 

After arriving in a foreign country, you should comply with its immigrant registration 
requirements. Many countries require that you register within 1–3 days after your 
arrival. 

Coming back to Latvia 

Before leaving the foreign country, you should comply with its immigrant deregistration 
requirements. After returning to Latvia, you should notify both the CMO and the SRS. 

Contracts for services 

In our Flash News edition of 20 October 2015 we wrote about the Estonian case law 
regarding the tax treatment of management consulting services rendered by a sole 
trader (the so-called one-man business). The court has ruled that contracts for services 
signed with private companies are essentially contracts of employment, and so  the  
recipient  of  such  services should withhold payroll taxes on  the  remuneration paid  to  
the service provider  under those contracts. A similar situation was examined by the 
Administrative Division of the Latvian Supreme Court in case No. A420417011 on 8 

                                                             
6 Our experience suggests that this option has advantages: the CMO will send a reply to your written 
application after exchanging information with the State Revenue Service. 
7 an application in free form 
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July 2015. This article explores the basis of the dispute in this case and the court 
findings. 

The situation under review 

An individual is an officer in two private companies: Ltd 1 and Ltd 2. Ltd 2 provides Ltd 
1 with management consulting services that are essentially the same as that individual 
should be providing as officer of Ltd 1, i.e. running the business of Ltd  1, acting for  the 
company in business deals etc. 

After assessing the right of Ltd 1 to recover input VAT, the SRS denied input VAT 
recovery on the management consulting services acquired from Ltd 2 on the grounds 
that the transaction is economically invalid because there is no reasonable explanation 
of why Ltd 1 should enter into a contract with Ltd 2 for its officer’s services of running 
the business of Ltd 1 if the officer should already be doing this job as officer of Ltd 1. 

Ltd 1 challenged the SRS decision in several court instances. The District Court 
dismissed the appeal on the grounds that the transaction between Ltd 1 and Ltd 2 has 
no independent business meaning in the context of taxable supplies made by Ltd 1. The 
only credible purpose of the transaction is to obtain fiscal advantages in the form of 
input VAT recovery. 

The Supreme Court ruling 

The Supreme Court stated that neither the SRS nor the District Court had sufficient 
evidence to prove that Ltd 1 and Ltd 2 entered into these transactions in order to obtain 
unreasonable fiscal advantages, and so the ruling should be reviewed. According to the 
Supreme Court, the only fact that indicated the artificial nature of the transactions was 
that one and the same person is an officer in the two companies, one of which provides 
management services to the other. However, since the taxable person is generally not 
restricted from organising his business in a way that best serves his business interests 
as far as this is not contrary to the tax system and does not distort the person’s duty to 
pay tax, it must be proved that the business management model of Ltd 1 involving Ltd 2 
services has been chosen with the aim of obtaining, or has led to, unreasonable fiscal 
advantages. 

Findings 

In its decision, the SRS denied input VAT recovery, claiming that the services between 
Ltd 1 and Ltd 2 should not have existed because the individual as officer was to carry 
out identical activities. The Supreme Court did not, however, look into whether this 
relationship could be treated as hidden employment, and so we cannot draw the same 
conclusions in this situation that we did with the Estonian court ruling. 

However, the SRS’s tendency to examine such structures suggests that management 
services rendered by a one-man company could in the future be treated under Latvian 
legislation as a kind of labour hire where all the remuneration attracts payroll taxes. 
The SRS will also be able to assess whether such services are necessary for the 
company’s business purposes and to deny the right to deduct VAT and corporate 
income tax. 

The Supreme Court ruling makes it clear that the mere existence of a structure for the 
provision of services does not automatically point to any activities without an economic 
purpose. Accordingly, if the services are to be treated as unrelated to business, the SRS 
will have to prove that the companies have acted with the aim of reducing their tax 
liabilities. 
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Labour Code to be amended for posting of workers 

A number of Latvian laws, including the Labour Code, are to be amended to implement 
Directive 2014/67/EU of the European Parliament and of the Council of 15 May 2014 
on the enforcement of Directive 96/71/EC concerning the posting of workers in the 
framework of the provision of services. This article explores the Welfare Ministry’s 
proposals for amending the Labour Code, which mostly relate to requirements for the 
posting of workers. 

The definition of posting 

In our opinion, the most important proposal is for the Labour Code to define the 
posting as a particular type of business trip, with the result that expenses incurred 
during the posting can be claimed under Cabinet Regulation No. 969 of 12 October 
2010, Reimbursement of Expenses Associated with Business Trips. 

The opinion that the posting is a business trip with an international element has been 
expressed by the Welfare Ministry earlier, as we wrote in our Flash News edition of 19 
August 2015, Interpretation of worker postings. However, until recently this opinion 
had not obtained a legal form, and so most employers took the safer approach and 
added any expenses associated with the posting to the worker’s taxable income. 

Informing the worker 

In future, an employer posting a worker will be responsible for informing them of their 
rights and duties and laying down conditions for administrative cooperation between 
government agencies with respect to the posting of workers. The employer will also be 
required to supervise and inform the worker in the course of any statutory review. 

Posting a worker abroad 

The proposals define the employer’s duties when posting a worker to an EU/EEA 
member state or Switzerland. In future, the employer will have a wider range of duties 
with respect to administrative and regulatory requirements under the legislation of the 
country to which the worker is posted. 

The proposals also clarify clauses relating to the worker’s remuneration during the 
posting, i.e. daily allowances received during the posting will be treated as part of the 
minimum wage if this is prescribed by the host country. Any other remuneration 
associated with reimbursing actual expenses will not be treated as part of the minimum 
wage. 

Posting a worker to Latvia 

The proposals require the employer to store the signed contract of employment, payroll 
calculations, time sheets, and documentary evidence of salary payments for two years 
after the posting. The employer will also be required to provide a Latvian translation of 
those documents at the request of a government agency. 

Employers have so far been required to provide the National Labour Office with certain 
information about any worker posted to Latvia. The proposals widen the scope of 
information to be filed so that the National Labour Office has full details of such 
workers. 

At the same time, the Cabinet of Ministers is to prepare recommendations aimed at 
prescribing how government agencies should act where workers are posted as part of 
the provision of international services, ensuring uniform action in similar cases, and 
promoting cooperation between various government agencies in enforcing the legal 
treatment of worker postings. 
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Implementing the clauses of the Directive on cross-border cooperation between 
authorities with respect to levying administrative penalties involves preparing 
proposals for amending the Latvian Administrative Offences Code and the Civil 
Procedure Code. 

Your local contact person: 

Zlata Elksina‐Zascirinska, telephone: +371 6709‐4514  
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Lithuania 

Tax News 

Value Added Tax (VAT) 

Income from tickets purchased on a voluntary basis not subject to VAT 

The Tax Authorities provided an explanation to the question raised by the Directorate of 
Anykščiai regional park, whether the sale of tickets to visitors of the State park is subject to 
VAT. 

Due to the fact that the purchase of tickets is voluntary, i.e. the admission to the park is 
allowed to both visitors who bought tickets and who did not, there is no direct connection 
between the admission to the park and the consideration received for the sale of tickets 
(which by its nature is considered to be a donation). Thus, the consideration received for 
the sale of these tickets is not subject to VAT. 

Letter No. (18.3-31-2) RM-22827 issued by the Tax Authorities on 23 October 2015. 

Tax Authorities additionally explained cases when reverse-charge mechanism is 
applicable for construction services 

The Tax Authorities provided additional explanations on the application of reverse-charge 
mechanism to construction services. In addition, the Tax Authorities prepared a list of 
services provided by a taxpayer that are considered to be construction services, as 
approved by the Ministry of Environment. 

The Tax Authorities note that even in cases when there is no indication on the invoice that 
reverse- charge mechanism is applicable, the purchaser pays the full amount (with VAT) to 
the seller for the services acquired, and the seller pays this amount of VAT to the budget, 
the obligation for the purchaser to withhold and pay the VAT to the budget for the services 
acquired remains, where reverse-charge VAT should have been applied based on the VAT 
Law. 

There is no obligation to correct an invoice issued in cases when the seller and the 
purchaser considered the services supplied as not subject to reverse- charge mechanism, 
when in fact they were construction services (and visa-versa). 

In cases when a foreign taxable person that is not established in Lithuania supplies goods 
with installation for which according to Order No. 216 of the Finance Minister adopted on 
3 July 2002 reverse-charge mechanism has to be applied, the purchaser of such goods 
(VAT payer) still has to withhold and pay VAT on such acquisition, but according to Art. 95 
Part 3 of the VAT Law. The seller would not be obliged to register for VAT purposes in 
Lithuania. 

In cases when a foreign taxable person, not registered in Lithuania as a VAT payer supplies 
construction services, the place of supply is Lithuania, and the services are supplied to the 
Lithuanian taxable person (VAT payer), the seller is obliged to register as a VAT payer, due 
to such activities performed in Lithuania. 

Letter No. (18.3-31-2) RM-22827 issued by the Tax Authorities on 20 October 2015. 

Comment of Aušra Miltenytė, PwC Senior Manager 

Even though the Tax Authorities direct companies to the Ministry of Environment to 
consult regarding construction services, the Ministry of Environment indicate in their 
written explanations that they are not in power to explain legal acts. It seems that the only 
institution who would be in power to explain the application of Art. 96 Part 1 Point 3 of the 
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VAT Law would be courts, as the Tax Authorities have no competence regarding the 
attribution of services to construction services and the Ministry of Environment has no 
official authority to do so. In addition, having looked at the list of construction works 
which has recently been published by the Tax Authorities (and agreed with the Ministry of 
Environment) it is obvious that the chaos in application of reverse-charge mechanism to 
construction services is still growing bigger. 

Instead of explaining principles of application of reverse-charge mechanism, the Tax 
Authorities attempt to prepare a very detailed list of specific services that are considered to 
be  

However, this approach is doomed to downfall as none of the authorities would be able to 
list all the possible types of construction services. It seems that it would be more beneficial, 
if the Tax Authorities together with the Ministry of Environment prepared a description of 
essential criteria with references to legal acts, according to which companies would be able 
to determine themselves the VAT treatment of their services. For now, the only option for 
financial officers would be to collaborate with engineering, construction specialists of the 
suppliers of services that would be able to explain the nature of services and at the same 
time help answer the questions of VAT treatment. 

Invoice and transport document data to be submitted from 1 November 2016 

Law Supplementing and Amending Articles of the Law on Tax Administration was 
adopted. In the amended version the start of obligatory submission of data on invoices as 
well as transportation documents is determined to be 1 October 2016. 

From this date on all the VAT payers will be obliged to submit data on invoices issued and 
received. 

In addition, it will be obligatory to all the taxpayers who send, transport or receive goods 
via Lithuanian road transport, to submit data on transportation documents to the Tax 
Authorities. 

We would like to note that form and other requirements to such data submission are not 
yet approved. However, if the taxpayers wish to start getting ready for the obligatory 
submission of this data, they can analyse technical specifications prepared by the Tax 
Authorities for the public procurement on implementation of i.SAF and i.VAZ as well as 
SAF-T technical specification. 

Law on Amending Art. 40, 75 and Supplementing with Art. 422, 423 of the Law on Tax 
Administration No. XII-2038 adopted on 19 November 2015. 

Custom News 

Thresholds for obligatory submission of Intrastat statements for 2016 

The thresholds for obligatory submission of Intrastat statements on sales and on 
acquisitions as well as on obligatory submission of statistical value for sales were reduced. 
The threshold for obligatory submission of statistical value for acquisitions remains the 
same as for 2015. 

The thresholds for obligatory submission of Intrastat statements for 2016 are the 
following: 

 threshold for obligatory submission of arrivals Intrastat statements is EUR 280 k; 

 threshold for obligatory submission of dispatches Intrastat statements is EUR 200 
k; 

 threshold for obligatory submission of statistical value of arrivals is EUR 3 M; 
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 threshold for obligatory submission of statistical value of dispatches is EUR 7 M. 

Order No. DĮ-201 approved by the Director of the Department of Statistics on 29 October 
2014. 

VAT news from the EU 

New working papers published by VAT Committee 

The VAT Committee published guidelines from the 104th meeting held on 4-5 June 2015. 
The working papers (No. 857, 849, 855) respectively represent the Committee’s opinion 
regarding the concept of fixed establishment, treatment of consulting/negotiation in 
securities, transportation of goods in distance selling. 

Combined nomenclature version for 2016 

On October 30, 2015 the European Commission published amended Regulation EEC 
2658/87 on the tariff and statistical nomenclature, applicable starting from 1 January 
2016. 

EU Member States signed an agreement on the automatic exchange of information on 
tax rulings 

EU Member States signed an agreement on the automatic exchange of information on 
cross-border tax rulings. Currently it is not clear, whether it will be required to exchange 
information on binding rulings only, or also on non-binding rulings. 

Currently the Member States may share the information on their own initiative. 

In that respect the European Commission will have to introduce a directive, and the 
Member States will have to transpose the new rules into national law before the end of 
2016. The new directive should come into effect starting from 1 January 2017. 

Legal News 

Intentions to tighten consumer credit market 

It is proposed to tighten the requirements for consumer credits by determining additional 
obligations for the consumer credit grantors and additional rights for consumer credit 
borrowers. 

Proposed amendments determine obligation for consumer credit grantors to evaluate 
creditworthiness of the consumers not only based on the information provided by the 
consumer, but also on the information, gathered from registers, information systems and 
other databases. 

Consumers would also be able to refuse the granted credit within 2 calendar days without 
any consequences. 

It is sought to prohibit the consumer credit grantors to pay out funds to the consumers 
according to the agreements during night time (i.e. from 10 p.m. to 8 a.m.). 

Draft law also determines regulatory requirements for peer to peer lending. 

If amendments were approved, they would come into force on 1 December 2015. 

Draft Law Amending Law on Consumer Credit No.  XIIP-3370 (2). 

Proposal to change the procedure for investigation of retail companies unfair practice 

Draft law proposes to extend the rights of the Competition Council in relation to 
investigating unfair practice of retail companies. 
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Competition Council would have the right to give mandatory instructions to retail 
companies, suppliers, other persons and public administration bodies to provide 
documents, including those containing commercial secrets and other information, 
necessary to perform its functions and to question individuals, related to investigated 
violations. 

It is also sought to determine rights for the Competition Council to extend the 
investigation term 2 times for no longer than 3 months. The Competition Council at the 
moment may only extend the term once, for 1 month period. 

Also, the law would not be applicable for the relationships between retailers, having 
significant market power and suppliers, the total income of which during the last financial 
year exceeds 40 million euros. 

If amendments were approved, they would come into force on 1 December 2015. 

Draft Law Amending Law on Unfair Practice of Retail Companies No. XIIP-2694 (2). 

Amendments regulating bankruptcy procedure have been adopted 

Amendments establish a term during which the general manager of the company is 
obliged to file a petition to the court in order to initiate a bankruptcy procedure. It must be 
done within 5 days from the moment the company becomes insolvent but not later than 
within 40 days the shareholders of the company fail to take measures in order to restore 
solvency of the company. 

Failure to comply with these requirements shall incur administrative and civil liability for 
the person (-s), responsible for filing the petition. The creditors of the company shall be 
entitled to a compensation of any damages, incurred due to failure to comply with this 
requirement. 

In addition, auction procedure would be applicable not only to immovable assets, but also 
to assets the value of which exceeds 250 basic social benefits. 

According to new auction procedure, in case of 2 consecutive unsuccessful auctions, assets 
could be sold according to the procedure set by the meeting of the creditors in the same 
particularity and extent as it was offered in the auction. In some cases the asset may be 
sold not at an auction. 

Amendments also define that the remuneration for the bankruptcy administrator shall 
depend on the results of his activities but not on the duration of the bankruptcy 
proceedings. 

The amendments shall come into force on 1 January 2016. 

Law Amending Enterprise Bankruptcy Law No. XII-1962. 

Personal Income Tax and Social Insurance Tax 

A new version of PT notification designed for amending annual data provided to the 
Social Security Authorities 

On 1 December 2015, a new version (version 9) of electronic notification PT regarding the 
amending of the data in respect to the insured individuals came into force. 

A new version of PT report allows the insurers to amend the information with respect to 
the insured individuals for the whole calendar year. In the past it was possible to amend 
the information for a month (if the data to be amended was for periods starting from 1 
January 2010) or for a quarter of a year (for periods before 31 December 2009). 
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Press release issued by the State Social Insurance Fund Board under the Ministry of Social 
Security and Labour on 24 November 2015. 

General Information 

Returns to be submitted electronically 

In the adopted Law Amending the Law on Tax Administration that will come into force 
from 1 October 2016, it is determined that taxpayers will be able to submit in paper only 
annual PIT returns. 

All the other returns will have to be submitted electronically, excluding cases when it is not 
possible to submit returns by electronic means due to objective reasons or the submission 
of a return by electronic means would cause disproportionate administrative burden. 

Law on Amending Art. 40, 75 and Supplementing with Art. 422, 423 of the Law on Tax 
Administration No. XII-2038 adopted on 19 November 2015. 

Tax payment deadline alignment 

As from 1 January 2016 a single date for the majority of tax payments and tax returns 
has been set. 

The majority of the taxes will have to be paid by the 15th day of the next month, except 
VAT which has to be paid by the 25th of the next month. Payment deadlines established in 
the EU legislation will also remain the same. 

 

Your local contact person: 

Kristina Krisciunaite‐Bartuseviciene,  
telephone: +370 5 239‐2300 
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Romania 

Amendments to the new Fiscal Code and the new 
Fiscal Procedure Code 

In brief 

Government Emergency Ordinance no. 50/2015 amending and supplementing the Fiscal 
code and the Fiscal procedure code has been published. The Ordinance enters into force as 
of 1 January 2016. 

In detail 

Fiscal Code 

Corporate income tax 

The exemption from corporate income tax applicable to revenues obtained and utilised 
during the year or during the following years, in accordance with the regulations existing 
in the education field, has been extended to also cover pre-university private and 
authorised education institutions. According to the initial provisions of the new Fiscal 
Code these revenues were exempt only at the level of private and authorised universities. 

The tax rate related to dividend distributions made between Romanian legal entities is 
reduced from 16% to 5% as of 1 January 2016. 

Micro-companies tax 

The threshold below which a company is classified as a micro- company has been 
increased from EUR 65,000 to EUR 100,000. 

A tiered system of micro-companies tax rates, depending on the number of employees, has 
been introduced: 

 1% for micro- companies with two or more employees; 

 2% for micro- companies with one employee; 

 3% for micro- companies with no employees. 

Clarifications are brought as regards the tax rates applicable when the number of the 
employees of a micro-company changes during a fiscal year. 

Income tax 

Dividend income distributed as of 1 January 2016 is subject to 5% income tax. 

Withholding tax 

The withholding tax rate applicable for dividend revenues derived by non- residents from 
Romania has been reduced from 16% to 5%. 

Value added tax 

The VAT rate has been reduced for "supply of drinking water and water for irrigation in 
agriculture" from 24% to 9%. 
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Local taxes 

Clarifications / supplements have been brought to the provisions regarding some local 
taxes (e.g. tax on means of transportation, tax for the issuance of construction 
authorisations, etc.). 

Fiscal procedure code 

Tax assessments of individuals performed by the central fiscal authority 

Under the new provisions, the preliminary documentary tax assessment of the individuals 
will be made after their prior notification in this respect. 

Offsetting 

Under the new provisions, the negative amount of value added tax stated in the VAT 
return for the period prior to opening the insolvency procedure can be offset against a 
debtor’s tax liabilities arising before such proceedings are initiated. 

Further amendments regarding the proceedings related to the rescheduled payments of 
tax obligations 

In light of the new regulations, a new requirement has been established with respect to 
maintaining the validity of the rescheduled payments of tax obligations. Thus, the taxpayer 
has the obligation to pay, within 30 days as of the day when the payment notification is 
communicated, the tax obligations owed by debtors that are under a merger procedure and 
which do not benefit from rescheduled payment, unless the debtors asked for the 
rescheduling of the tax liabilities. 

According to a new regulation, the provisions regarding the rescheduling decisions issued 
by the tax authorities are also applicable for tax obligations of a debtor that does not 
benefit from rescheduled payment but is under a merger procedure, according to the law, 
with another debtor benefiting from the rescheduled payment. 

The new regulations also provide that for the purposes of applying the 75% reduction of 
the penalty for failure to declare the tax liabilities in cases where the rescheduled payment 
is granted, the provisions relating to the deferred payment penalties also apply with 
respect to the penalties for failure to declare the rescheduled tax liabilities. 

Enforcement bodies 

The Ordinance regulates that special cases of enforcement, as well as the body empowered 
with carrying out precautionary measures and carrying out the enforcement procedure, 
are determined by order of the President of ANAF and that the central tax authority 
notifies the taxpayer whenever changes occur with respect to specific cases of enforcement, 
as well as the body empowered with carrying out precautionary measures and conducting 
the enforcement procedures. 

Authority to solve tax appeals 

Under the new regulation, tax challenges filed by taxpayers that concern tax receivables 
amounting up to RON 5 million, as well as mitigation of the tax loss amounting up to RON 
5 million, except those issued in accordance with the law on customs, will be settled by the 
special General Directorate  for Large Taxpayers’ department for settling tax challenges. 

Moreover, the General Directorate for Solving Tax Complaints has the jurisdiction to settle 
tax challenges made by taxpayers against decisions for re-inspecting a tax period and 
decisions issued in accordance with the laws regulating customs matters, regardless of the 
amounts in dispute. 
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Regulations regarding terms 

According to the new regulations, the reasons for interrupting or suspending the status of 
limitation term are established according to the law in-force at the date when they 
appeared. 

The applicability of the new and previous legislation 

The new regulation brings some changes in applying the new law, in the sense that 
enforcement proceedings pending at the date of entry into force of the new law continue to 
be governed by the previous regulations and the administrative acts previously issued 
remain valid. 

Temporary decisions for imposing tax liabilities during a tax inspection can also be issued 
for tax administration procedures in progress at the date of entry into force of the New 
Fiscal Procedural Code. 

The procedure for re- performing a tax inspection regulated by the new Code also applies 
in the case of decisions cancelling tax assessment decisions issued after the date of entry 
into force of the new Code, even if the appeal and / or the tax inspection were performed 
under the old regulation. 

The provisions relating to the maximum period of validity of the precautionary measures 
ordered before issuing a tax debt instrument are also applied for precautionary measures 
initiated prior to 1 January 2016. In this case, the periods of six months or one year are 
calculated as of 1 January 2016. 

The provisions relating to the calculation of the security amounts related to court claims 
seeking the suspension of a tax administrative decision apply to court claims submitted 
after 1 January 2016, as well as to court claims pending before the court of law at the 
moment the new law entered into force. The provisions regarding the exemption from late-
payment penalties and from 0.5% of the delay penalties where admission of the court 
claim seeking suspension of the enforcement of the tax administrative decision is 
applicable for court claims filed after 1 January 2016. 

[Source: Government Emergency Ordinance no. 50/2015 for the amendment and supplement of Law no. 

227/2015 regarding the Fiscal Code and of Law no. 207/2015 regarding the Fiscal procedure code, Official 

Gazette of Romania, no. 817, 3 November 2015] 

The takeaway 

Fiscal code 

 Private and authorised kindergartens and schools are exempt from tax on 
revenues obtained and utilised in accordance with the regulations existing in the 
education field; 

 The dividend tax rate has been reduced to 5%; 

 A tiered tax rates system depending on the number of employees has been 
introduced for micro- companies; 

 The threshold for qualifying as micro-company has been extended to EUR 
100,000. 

Fiscal procedure code 

A new specialised structure for settling disputes has been established within the General 
Directorate  for Large Taxpayers to settle tax challenges filed by taxpayers that concern tax 
receivables and / or mitigation of tax losses amounting to up to RON 5  million, except 
those issued in accordance with the law on customs. 
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The reasons for interrupting or suspending the status of limitation term are established 
according to the law in-force at the date when they appeared. 

The provisions relating to the maximum period of validity of the precautionary measures 
ordered before issuing a tax debt instrument are also applied for precautionary measures 
initiated prior to 1 January 2016. In this case, the periods of six months or one year are 
calculated as of 1 January 2016. 

The provisions relating to the calculation of the security amounts related to court claims 
seeking the suspension of the enforcement of a tax administrative decision apply to court 
claims submitted after 1 January 2016, as well as to court claims pending before the court 
of law at the moment the new law entered into force. 

Law on the recovery and resolution of insurers 

In brief 

Law no. 246/2015 was published in the Official Gazette on 2 November 2015 and regulates 
the available instruments for recovery of insurers, Romanian legal persons and resolution 
of their financial situation. 

In detail 

Law no. 246/2015 on the recovery and resolution of insurers was published in the Official 
Gazette of Romania no. 813 issued on 2 November 2015. 

The law is only applicable for insurers that are Romanian legal entities and describes the 
measures that can be imposed by the Financial Supervision Authority (“FSA”) in relation 
to their recovery and resolution of their financial situation. 

According to the law, each insurer has to develop and regularly update a recovery plan, 
which is subject to FSA evaluation. 

In addition, the FSA establishes a resolution plan for Romanian insurers, as well as an 
individual plan for those insurers which hold a significant position in the national 
insurance system. 

The law establishes a series of early intervention measures that can be taken by the FSA if 
an insurer violates or might violate in the near future the requirements for maintaining the 
insurance licence, as a result of the rapid deterioration of the financial situation which 
includes a deterioration of the solvency capital and of the own funds that cover solvency 
capital requirements. These measures include the appointment of a temporary director for 
a maximum of one year, to replace or cooperate with the insurer’s existing management. 
The legal deeds of the temporary director are subject to the FSA’s prior approval. 

Resolution can be imposed by the FSA if an insurer enters or is likely to enter into a state 
of major difficulties and the measure is necessary from a public interest perspective. 

The FSA appoints a resolution director, who carries out all of the responsibilities of the 
insurer’s shareholders and management. 

The resolution measures may include share capital increases, shareholding changes or 
takeover of the control of the insurer by other insurers with adequate financial soundness. 

Before ordering a resolution measure, the FSA will require a financial auditor to perform a 
valuation of the assets, liabilities and equity of the insurer in question. 
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The resolution instruments that can be applied by the FSA are: 

 Sale of activity and of portfolio 

In this case, the FSA can transfer an insurer’s shares to a buyer, as well as any category of 
insurer assets, rights or obligations. 

 Bridge-institution 

The bridge-institution is an entity controlled by the FSA, to which the FSA can transfer the 
shares, assets, rights and obligations of the insurer, with the consent of the latter’s 
shareholders not being mandatory in this case. The assets, rights and obligations can 
subsequently be transferred either to third parties or back to the insurer, as per FSA 
decision. 

 Separation of assets 

In the case of separation of assets, the FSA has the authority to transfer the assets, rights 
and obligations of an insurer or of a bridge- institution to an asset management vehicle, 
without having to obtain the approval of the insurer’s shareholders. 

Such asset management vehicles are controlled by the FSA and manage the assets so 
transferred, for the purpose of their sale or proper liquidation. 

The FSA needs to ensure that, in the event of a resolution, the shareholders and creditors 
whose receivables have not been transferred receive an amount at least equal to the 
amount they would have received in the event of an insolvency procedure. If the received 
amount is less, they are entitled to be paid the difference from the resolution financing 
mechanisms. 

Resolution financing mechanisms consist of the Insurers Resolution Fund set- up and 
managed by the Insured Guarantee Fund. Such fund is established with the insurers’ 
contributions, up to a maximum of 1% of the gross premiums collected. The specific 
percentage is to be approved by FSA regulations. 

The law entered into force as of 5 November 2015. 

[Source: Official Gazette no. 813 dated 2 November 2015] 

The takeaway 

Resolution will be financed by an Insurers Resolution Fund, with contributions from 
insurers, up to a maximum of 1% of gross premiums collected. 

The procedure for applying tax relief on late-payment 
interest and penalties 

In brief 

Order no. 3831/2015 regarding the application of Government Emergency Ordinance no. 
44/2015 granting tax relief to taxpayers has been published. 

In detail 

I. Object of tax relief 

Order no. 3831/2015 establishes the procedure to be followed by taxpayers to benefit from 
the tax relief provided by GEO no. 44/2015 consisting of cancelling late- payment 
penalties and 54.2% of the outstanding interest related to principal tax obligations due as 
at 30 September 2015 inclusive. 
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II. Notification procedure for tax authorities in order to postpone the payment of tax 
duties until the settlement application for cancellation 

Taxpayers expressing the intention to benefit from the cancellation of accessories 
according to GEO no. 44/2015 have to submit a notification to the competent tax authority 
to be resolved within five working days as of the registration date. In settling the 
notification, the authority will issue a decision to postpone the payment of accessory 
liabilities. Such a decision results in a non-enforcement effect or non- suspension of the 
enforcement procedure already initiated and means that the tax authority cannot 
extinguish the tax liability until settlement of the cancellation accessories or by 30 June 
2016 inclusive, if such an application has not been submitted. 

III. The procedure for granting cancellation of accessory liabilities payment 

The application to cancel the accessory liabilities may be filed after the conditions for 
granting the annulment have been met, as set by GEO no. 44/2015. 

After filing the cancellation request, the tax authority issues a decision updating the tax 
duties, if any, so that taxpayer can pay the 45.8% share of interest and benefit from the 
facility for the remaining share. 

ANAF will subsequently analyse the conditions for granting tax relief and issue a decision 
to accept or reject the application within five working days as of the expiry of the interest 
payment date. If the tax authorities decide to reject the application, they have to grant the 
taxpayer a hearing. 

IV. The procedure for granting the cancellation payment if taxpayers receive instalment 
payments 

Taxpayers who have obtained a judgment for rescheduling the obligations maturing prior 
to 30 September 2015 can benefit from cancellation of 54.2% of the interest associated 
instalment payments in periods beginning after 1 October 2015, with the penalties for 
delay being cancelled under Ordinance 29/2011 (Ordinance stipulating the procedure for 
rescheduling obligations and under which penalties are cancelled at the end of the 
rescheduling period, if the taxpayer meets the conditions). With the resolution of this 
request, the competent fiscal authority will verify again that the conditions for maintaining 
the validity of the debt rescheduling are in line with the legal provisions and, if necessary, 
issue a decision establishing the removal of the debt rescheduling. 

[Source: Order no. 3831/2015 regarding the application of Government Emergency Ordinance no. 44/2015, 

published in the Official Gazette 874 / 11.23.2015] 

The takeaway 

Taxpayers wishing to benefit from the tax relief provided by GEO no. 44/2015 may notify 
tax authorities about their intention in order not to start or to suspend enforcement 
proceedings. Notifications are to be settled within five working days as of the registration 
date. 

The request for cancellation of penalty payments and 54.2% of the interest income tax 
liability outstanding by as at 30 September 2015 of the principal obligation has to be filed 
by 30 June 2016, inclusive, and be settled by a decision issued by the competent tax 
authority. If it considers that the request is groundless, the authority is obliged to grant the 
taxpayer a hearing. 

Taxpayers who benefit from rescheduling may submit a request to cancel 54.2% of the 
interest associated with instalment payments in periods subsequent to 1 October 2015. 
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Draft order regarding the transfer pricing 
documentation and the transfer pricing adjustment / 
estimation procedure 

In brief 

On 22 December 2015 the National Agency for Fiscal Administration (“ANAF”) published 
a draft Order regarding the requirements governing the request and presentation of the 
transfer pricing (TP) documentation and the TP adjustment / estimation procedure”. 

The draft Order includes a number of significant changes in respect of the requirements 
for preparation and presentation of the TP documentation, the TP documentation content 
and the procedure for transfer prices adjustment / estimation. 

According to the draft Order, this will enter into force on 1 January 2016, with some 
transitional provisions. 

In detail 

Requirements for request and presentation of the TP documentation 

Specific requirements have been detailed for the preparation and presentation of the TP 
documentation, according to taxpayers’ categories (major, small- and medium-sized) and 
the annual value of inter- company transactions, per category of transaction. 

The materiality thresholds considered for the value of inter-company transactions are: 

 Euro 200,000, for interest on financial services; 

 Euro 250,000, for supply of services; 

 Euro 350,000, for purchases / sales of tangible or intangible assets. 

The materiality thresholds above are exclusive of VAT and are calculated by reference to 
the exchange rate communicated by the central bank (NBR) for the last day of each fiscal 
year. 

The draft Order describes the following cases: 

Major taxpayers that carry out inter- company transactions above specific materiality 
thresholds 

These taxpayers will be required to prepare the TP documentation on an annual basis. 

The deadline for presenting the TP documentation is the legal deadline for submitting the 
annual corporate income tax (CIT) return. 

These taxpayers are required to present the TP documentation at the written request of tax 
inspectors during a tax audit. 

Major taxpayers may also be requested to present the TP documentation on other 
occasions, pursuant to their obligation to provide information and documents to enable 
the ascertaining of fiscal circumstances in accordance with the Fiscal Procedure Code. You 
should note that the affiliate of a major taxpayer-party to the transaction may also be 
requested to present the TP documentation. 

The deadline for presenting the documentation in the cases above is 10 days from the 
request date, but not earlier than 10 days after the expiry of the deadline established. 

Small-and medium- sized taxpayers, and major taxpayers that do not carry out inter- 
company transactions above specific materiality thresholds 
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These taxpayers will still have the obligation to produce the documentation during tax 
inspections, at the written request of tax inspectors. 

The deadline for presenting the TP documentation is now shorter, between 30 and 60 
calendar days. A one-off extension of no more than 30 calendar days is allowed. 

Regardless of a taxpayer’s category, the TP documentation need not be prepared in the 
following circumstances: 

 for transactions and periods which are covered by an advance pricing agreement, 
or 

 for transactions in respect of which a decision on adjustment / estimation of 
revenues or expenses of one of the affiliates has been issued. 

TP documentation content 

The content of the TP documentation has been modified to include the elements referred 
to in Chapter V: Documentation of the Transfer Pricing Guidelines for Multinational 
Enterprises and Tax Administrations issued by the Organisation for Economic 
Cooperation and Development (OECD) – in its latest version. 

Procedure for TP adjustment / estimation by tax inspectors 

Transfer prices will be adjusted for taxpayers that fail to substantiate the observance of the 
arm's length principle. 

Transfer prices will be estimated for incomplete presentation of the documentation / 

failure to present it. Incomplete presentation means the lack of data required to assess 

whether the transfer prices comply with the arm's length principle. 

Clarification is brought on how the interquartile range should be determined to assess 
whether a transaction was carried out in compliance with the arm's length principle. 

Transfer prices will be adjusted / estimated by using the median of the interquartile range, 
if such range can be determined. For a maximum of three comparables identified, the 
arithmetic mean will be used as benchmark. 

Entry into force and applicability 

The provisions of this draft order are to enter into force in 2016. 

In particular, major taxpayers that carry out inter-company transactions above the 
indicated thresholds of materiality will have the obligation to prepare the TP 
documentation annually for the transactions carried out as of 2016. 

The provisions of the order will apply for tax inspections commenced after 1 January 2016. 
For inspections initiated before that date, the provisions of ANAF Order no. 222/2008 will 
apply. 

[Source: Draft Order published on ANAF website on 22 December 2015] 
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The takeaway 

The taxpayers’ obligations for preparing and presenting the TP documentation are 
significantly amended. 

Materiality thresholds are established for the preparation and presentation of the TP 
documentation. 

The content of the TP documentation is modified to include the updated requirements 
specified in the TP Guidelines issued by OECD. 

Clarification is brought to the TP adjustment and estimation procedure, as appropriate, for 
cases of inter-company transactions carried out without substantiating the observance of 
the arm's length principle. 

 

Your local contact person: 

Anda Rojanschi, Partner 
Tel: +40 21 225 3586 
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Russia 

Under lock and key 

In brief 

The Russian State Duma Tax and Budget Committee has approved a bill1 that would 
narrow down the list of information deemed to constitute a tax secret. Such data as a 
company's amount of corporate taxes and levies paid, average number of employees, and 
their aggregate salary will become publicly available. The bill's explanatory note states 
that this innovation will, for example, help make it easier to conduct due diligence when 
selecting contractors. 

In detail 

The current version of Article 102 of the Russian Tax Code (RTC) defines a tax secret as 
any information obtained by the tax authorities, police, investigative bodies, an agency 
of a government non-budgetary fund, or the customs authorities about a taxpayer, with 
some exceptions (for instance, information that became public with the consent of the 
relevant taxpayer). 

The trend of current court practice exposes the buyer to the risk of additional tax 
charges (income tax and VAT) when dealing with “fly-by-night” vendors. At the same 
time, however, buyers often cannot reliably judge whether or not a given vendor is a 
conscientious, law-abiding taxpayer. 

The Russian Federal Tax Service (FTS) website now offers an online service called 
“Check whether your business is at risk”2. This service allows to assess a business 
partner's reliability only according to a limited number of parameters. For example, 
one can check whether a counterparty has any tax due or check information on mass 
registration addresses and on individuals serving as directors of several legal entities. 
In Letter No. ЕД-4- 2/13005@ of 24 July 2015, the FTS summarised information on 
the procedure for conducting independent due diligence on the reliability of business 
contractors. 

However, the scope of information that is currently available may be insufficient for 
eliminating a buyer's tax risks. For example, a buyer cannot currently determine whether 
the amount of taxes paid by a counterparty is commensurate to the size of its business, 
whether the number of its employees is enough to conduct business, etc. 

The proposed amendments would remove the following data from the tax secrecy 
regime for the year preceding the year when such information was published on the 
FTS website: 

 on corporate taxes and levies paid by a company (broken down by the 
specific tax or levy). However, if construed literally, the bill still treats data 
on taxes and levies paid by sole proprietors, for example, as a tax secret; 

 on the average number of employees and their aggregate salary; 
 on revenue and costs as per financial statements. 

Furthermore, the bill recommends clarifying certain other aspects of tax law (e.g. the 
procedure for obtaining taxpayer consent for the use of its tax information). 

The takeaway 

We expect that the proposed amendments will be approved and enacted, and FTS will 
create on-line service allowing taxpayers to more precisely assess a business partner's 
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status. We believe that these proposed changes would not have any unfavourable 
impact on the business of conscientious, good faith corporate taxpayers. 

More items of real estate in Moscow will be subject to 
property tax based in cadastral value 

In brief 

A bill (http://duma.mos.ru/ru/40/regulation_projects/9990/dossier) changing the 
procedure of taxing real estate in Moscow has been introduced to the Moscow City Duma. 
In particular, even small administrative and business centres and shopping malls (as well 
as their internal premises) will be subject to corporate property tax based on their 
cadastral value. 

With that the bill foresees slowing down the tax rate's growth until 2018 and expands the 
list of properties subject to a reduced tax rate (with a 0.1 ratio). 

In detail 

Presented below are changes to Law of the City of Moscow No. 64 of 5 November 2003 
"On Corporate Property Tax" in regards to a list of properties subject to corporate 
property tax based on their cadastral value. 

Properties Effective version 
Proposed version (effective 

from 2017) 

Administrative and 
business centres and 
shopping malls (complexes) 
(as well as their internal 
premises) located on land plots 
that are zoned for, among other 
uses, the location of office 
buildings intended for business, 
administrative or commercial 
use, as well as shopping malls, 
public catering facilities, and/or 
public amenities 

If the total area of these centres 
and malls exceeds 3,000 sq. m 

All centres and malls specified,
regardless of their area 

 

Free-standing non-residential 
buildings (structures, edifices) 
and their internal premises 
actually used for business, 
administrative or commercial 
purposes, as well as for shopping 
malls, public catering facilities 
and/or public amenities 

If the total area of these 
buildings exceeds 
2,000 sq. m 

If the total area of these 
buildings exceeds 1,000 sq. m 
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Non-residential premises  
located in blocks of flats held by 
one or several owners and 
actually used for locating offices, 
shopping malls, public catering 
facilities and/or public amenities 

 
 

If the total area of each of such 
premises exceeds 3,000 sq. m 
(e.g., a shop located in the 
stylobate of a block of flats) 

If the total area of non- 
residential premises in a block of 
flats exceeds 3,000 sq. m 

 

Furthermore, new changes have been proposed with respect to the specifics of imposing 
taxes on buildings (and their internal premises) directly adjoining pedestrian areas of 
city-wide significance, as well as streets with intensive pedestrian traffic. 

The list of properties subject to a reduced tax rate has been expanded as part of an urban 
concept for the development of pedestrian areas. Earlier benefits were applied only to 
public catering facilities. It is proposed to expand the tax benefit to retail trade and public 
amenities, as well as a number of other properties, including those located on ground 
floors. Please note that the 0.1 declining ratio is only applied to properties taxed based on 
cadastral value. 

Effective version of the law New version of the law (effective from in 2016)

The tax rate is applied with a 0.1 ratio on non- 
residential premises if they simultaneously satisfy 
the following criteria: 

1) located in buildings (structures, edifices), the 
tax base for which is determined as their 
cadastral value; 

2) used for locating public catering facilities; 

3) located on the first and/or second floors of 
buildings (structures, edifices) directly 
adjoining pedestrian areas of city-wide 
significance or streets with intensive 
pedestrian traffic. 

The tax rate is applied with the 0.1 ratio on non- 
residential premises if they simultaneously satisfy 
the following criteria: 

4) located in buildings (structures, edifices), the 
tax base for which is determined as their 
cadastral value; 

5) used for locating public catering facilities, 
retail trade and public amenities, performing 
bank transactions on servicing individuals, 
tourism activities (i.e., activities of a tour 
operator or a tour agent involving the signing 
of a contract with a tourist on the sale of a 
tourist product), activities on performing arts, 
activities of museums and commercial art 
galleries, and/or activities related to film 
exhibition; 

6) located on the ground, the first and/or 
second floors of buildings (structures, 
edifices) directly adjoining pedestrian areas of 
city-wide significance or streets with intensive 
pedestrian traffic. 

 

Starting from 2017, all buildings (and their internal premises) directly adjoining 
pedestrian areas or streets with intensive traffic actually used or designated2 for locating 
offices, shopping malls, public catering facilities and/or public amenities regardless of the 
area will be taxed based on cadastral value. 

To implement this procedure, the Moscow Government plans to adopt a separate 
resolution to identify specific pedestrian areas and streets with intensive pedestrian 
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traffic, as well as specific buildings (structures, edifices) directly adjoining them (i.e. 
located along the first line). 

As a result, the owners (who meet the above criteria) of the premises in buildings directly 
adjoining pedestrian areas or streets with intensive pedestrian traffic will apply a reduced 
tax rate to their facilities (at the 0.1 ratio). 

If the proposed amendments are adopted, the tax rate will be as follows:  

 for 2016 – 1.3%; 
 for 2017 – 1.4%; 
 for 2018 – 1.5%. 

What do these developments mean for you? 

We will monitor the situation, as the Moscow City Duma will review this draft law. 
Already today, taxpayers may carry out preliminary assessments of their tax burden for 
2016-2018. 

We recommend that property owners specify the type of permitted use for the land plots 
where their real estate is located. This will help to avoid a situation where non-trade and 
non-office buildings located on land plots, with the type of permitted use that mentions 
the location of trade and office (administrative and business) facilities, may 
automatically, without any review of their actual use, be included in the list of properties 
taxed based on cadastral value, which shall be determined by the Moscow Government. 

 

Your contact person in Germany: 

Tanja Galander, telephone: +49 30 2636-5483 
Ekaterina Cherkasova, telephone: +49 30 2636-1523 

Russia‐Blog: http://blogs.pwc.de/russland‐news 
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Serbia 

The Law on International Secondments and Employee 
Protection 

In brief 

The Law on International Secondments and Employee Protection, applicable as of 13 
January 2016, has been published in the Republic of Serbia Official Gazette No. 91/2015. 

The subject matter of the Law 

The Law shall govern the rights of seconded employees working abroad; the terms and 
conditions, the secondment procedure and the employer’s duty of care for seconded 
employees working abroad; the cooperation between different public agencies and 
organisations providing administration services relating to the protection of the rights of 
seconded employees working abroad; as well as the law enforcement supervision. 

Key guidelines 

The new Law clearly defines the types of secondment, and describes and explains certain 
terms in more detail. The Law puts a more definite emphasis on employer responsibilities 
and provides clear instructions on compliance. It lists and describes the supporting 
documents required when filing a Notice of Appointment with the Ministry. 

The Law provides more precise penalty classification criteria and increases penalties. 

The key difference refers to the timeline for filing secondment documentation. Under the 
new Law, the last date for filing secondment documentation is one day prior to the official 
start date of the secondment, whereas under the previous law the deadline was 30 days 
before the secondment start date. 

Additionally, the new Law puts emphasis on information transparency by prescribing 
that each approved Letter of Secondment shall be published on the Ministry of Labour’s 
web site. 

The Notice of Appointment validity period of 12 months with a possibility of extension 
shall remain unchanged. 

As at the effective date of the new Law, the previous Law on the Protection of the Citizens 
of the Federal Republic of Yugoslavia Working Abroad (Official Gazette of the FRY, No. 
24/98, Official Gazette of the RS No. 101/05 – as amended and 36/09 – as amended) 
shall cease to exist. 

New Returns for Withholding Tax and Tax on Capital 
Gains and Lease Income of Non-Residents 

In brief 

Ministry of Finance recently issued two new rulebooks, Rulebook on Withholding Tax 
Return and Rulebook on the Tax Return for Capital Gains and Lease Income of Non-
Residents. 

Ministry of Finance recently issued two new rulebooks, Rulebook on Withholding Tax 
Return and Rulebook on the Tax Return for Capital Gains and Lease Income of Non- 
Residents, replacing the previous ones with an aim to harmonise current regulations with 
envisaged transition to exclusive electronical filing of the tax returns. 
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Rulebooks prescribe new tax return forms and amend the current rules regarding the 
filing of tax returns for withholding tax and tax on capital gains and lease income of non-
residents. The most significant changes stipulated by the new Rulebooks are summarised 
below: 

 Exclusive electronical filing of tax returns – From the 1 January 2016 going 
forward, tax returns for withholding tax and tax on capital gains and lease 
income of non-residents must be filed electronically, using the electronic services 
portal of the Tax Authorities. 

 Mandatory submission of tax residency certificate – Rulebooks stipulate 
that taxpayers are obliged to file tax residency certificate alongside the tax 
return in order to apply the beneficial provisions of the double tax treaties 
when calculating withholding tax and tax on capital gains and lease income 
of non-residents. 

 Withholding tax on payments for secondary raw materials – New 
Rulebook Withholding Tax Return stipulates that withholding tax on 
payments for secondary raw materials and waste is calculated and reported 
in the same tax return form as withholding tax. 

 

Your contact person in Germany: 

Tanja Galander, telephone: +49 30 2636-5483 
Ekaterina Cherkasova, telephone: +49 30 2636-1523 

Russia‐Blog: http://blogs.pwc.de/russland‐news 
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Slovakia 

Netherlands: Draft legislation for cross-border tax 
consolidation published 

In brief 

Dutch legislators published draft proposals for consolidation (fiscal unity) in the 
Netherlands on October 16, 2015. The legislation proposes: a Dutch fiscal unity between a 
Dutch parent company and a Dutch sub-subsidiary owned by an intermediary company 
established in another EU member state, and a Dutch fiscal unity between Dutch sister 
companies owned by an EU parent company. 

The European Court of Justice (ECJ) in June 2014 ruled that the Dutch consolidation 
rules infringed on the freedom of establishment. The rules infringed by not allowing 
consolidation of a Dutch parent company and a Dutch sub-subsidiary held by an EU 
intermediate subsidiary or two Dutch sister companies that are held through a joint EU 
parent company. 

Dutch legislators have introduced draft legislation — replacing a temporary Decree 
effective as of December 16, 2014 — that would allow the above-mentioned cross-border 
fiscal unities. The draft proposal would consolidate taxable results between the included 
Dutch entities. 

For sister-company consolidation, the proposal includes the ability to designate which 
sister company would act as the parent company of the consolidated group. Both sister 
companies would need to end their current fiscal year before entering into a 
consolidation. The EU parent company must be subject to tax on its profits. 

For consolidation of a Dutch parent company and its Dutch sub-subsidiary held by an EU 
intermediate subsidiary, the Dutch parent company would continue to be the parent 
company of the consolidated group. The draft legislation also would form a consolidation 
if the shares of the Dutch subsidiary are held by more than one foreign (EU) intermediate 
holding company. The subject-to-tax requirement mentioned above also applies to the 
intermediate holding companies in this scenario. 

The draft legislation also contains specific anti-abuse provisions applicable to cross- 
border consolidations in conjunction with Dutch interest deductibility provisions (article 
13l CITA), liquidation losses, and depreciation of receivables within a consolidated group. 

The takeaway 

Taxpayers should review existing structures to assess whether the proposed 
consolidations could be possible and beneficial. The consolidations could be beneficial if a 
multinational owns loss-generating and profit-generating companies in the Netherlands 
that are not yet included in a consolidated group for tax purposes. 

News and changes to the VAT law and Administration 
Act 

In brief 

In the current Indirect Tax Alert, we provide you with an overview of the final major 
amendments to the VAT Act effective from 1 January 2016 and 1 April 2016. We first 
informed you about these changes in the previous Indirect Tax Alerts. Below we give a 
summary of the most significant changes in relation to sanctions in amendments to the 
Slovak Administration Act. The calculation and amount of sanctions will be changed from 
1 January 2016. 
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Provisions of the Slovak VAT Act effective from 1 January 2016 

A major change is the introduction of a special regime for the payment of VAT by a 
supplier based on the receipt of a payment for supplied goods or services (“cash 
accounting”). This regime will postpone the obligation to pay VAT until the customer 
pays the supplier for the supply. 

This cash-accounting scheme can only be used by Slovak established entities (i.e. with a 
seat, place of business or fixed establishment in Slovakia). 

The VAT liability of a supplier that applies the cash- accounting scheme arises on the day 
of receipt of the payment for goods or services. In this case, a supplier applying the cash-
accounting scheme can only deduct VAT from his purchases after the payment of the 
invoices to the suppliers, regardless of whether the supplier chose to apply a cash-
accounting scheme or not. 

The right to deduct input VAT by a customer that received the invoice from supplier 
applying this regime, arises on the day of payment for the goods or services to the 
supplier, i.e. when tax liability arises. If only part of the invoice is paid, the customer only 
has a proportional right to deduct the VAT (i.e. up to the paid amount). 

A very important change is the introduction of the reverse-charge mechanism for local 
supplies of any type of goods by foreign persons to a Slovak established entrepreneur. 

Foreign companies that only carry out local supplies in Slovakia subject to the local 
reverse-charge mechanism will not be obliged to register for Slovak VAT. If they are 
already registered for Slovak VAT, they will not be entitled to deduct input VAT via a 
Slovak VAT Return if this input VAT relates only to the supplies where the reverse-charge 
mechanism applies. Foreign companies will be able to claim Slovak input VAT using the 
VAT refund procedure providing they meet the stipulated conditions. 

Another significant amendment is the implementation of the local reverse-charge rule in 
the construction industry, which will apply for the following supplies between two Slovak 
VAT payers: 

 Supply of construction work, 
 Supply of building or parts of buildings under construction or similar 

agreements, 
 Supply of goods with 
 assembly and installation where assembly and installation can be considered as 

construction work. 

For such supplies, the supplier will not charge VAT on the issued invoice and the 
recipient (VAT payer) must apply a reverse- charge. The recipient will be entitled to 
deduct input VAT if the respective legal conditions are met. 

The range of goods taxed at the lower VAT rate (10 %) will be extended to include so-
called basic foods, such as meat, milk, bread, etc. Foods taxable at the 10 % rate are 
defined by Customs tariff nomenclatures codes. 

Non-payment of the VAT guarantee to the Tax Office by the specified deadline for 
voluntary VAT registration will no longer lead to the automatic rejection of a VAT 
registration request. The VAT guarantee will be recovered by the Tax Office under a 
special regulation as tax underpayment. 

The obligation to pay the VAT guarantee for voluntary VAT registration of Slovak 
companies performing only start- up activities at the time of a VAT registration 
application will be abolished. 

A 30-day period for the Tax Office to make changes. 
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VAT registration certificate is established if the conditions for changing from local VAT 
registration to VAT registration of a foreign entity (or vice versa) are met. 

The company acting as a middleman (first customer) in a VAT triangulation regime 
cannot, for the purpose of applying this regime, be registered for VAT purposes in a 
Member State of the first  supplier, i.e. in the country from which the goods are 
dispatched to the country of the final customer. 

VAT can be deducted related to goods and services (e.g. advisory services, legal services 
etc.) purchased by a business entity before the assigning of a Slovak VAT number if 
certain conditions are met. 

New obligation for VAT refund requestors from other member states and from third 
countries to notify the Tax Office if they receive a credit note for a price reduction from 
their supplier after the VAT has been paid to the applicant. They will have to repay the 
relevant amount of VAT to the Tax Office. 

The deadline for submission of a VAT refund application for companies from non-EU 
countries will be shortened. Such companies will also be entitled to apply for a VAT 
refund on a half-yearly basis if certain conditions are met. 

The conditions for a faster VAT refund will be simplified. The period for consideration of 
existing underpayments will be reduced from 12 to 6 months. 

Underpayments up to EUR 1,000 will no longer be taken into account when assessing the 
right to a faster VAT refund. 

The preclusive period regarding a VAT refund reimbursement will be shortened from 6 to 
3 months. If the VAT payer does not allow the carrying out of a VAT inspection within 3 
months of its start, the entitlement to a VAT refund will expire on the last day of the third 
month. 

Provisions of the Slovak VAT Act effective from 1 April 2016 

A change in the reporting of simplified invoices in Section B3 of the Control Statement is 
introduced. If a VAT payer deducts VAT in an amount higher than EUR 3,000, there will 
be an obligation to state more detailed information about the suppliers. 

The takeaways 

The amendment to the Slovak VAT legislation defines a number of significant changes. 
The most important is the applying of a reverse-charge in the construction sector and for 
local supplies of goods performed by foreign persons to a Slovak established 
entrepreneur, and the introduction of cash accounting regime. As we have already 
informed you, these changes may significantly impact company cash-flow and the input 
VAT deduction. 

Provisions of the Slovak Administration Act effective from 1 January 2016 

Currently, a fixed penalty of 5% of additional tax liability or decrease of a VAT refund is 
charged if a self-assessment is made via an amended tax return. For an assessment made 
by the Tax office, a fixed penalty of 10% of the assessed tax amount applies. 

From 1 January 2016, the penalty will depend on the time elapsed from the deadline for 
filing the regular tax return to the date of filing the amended tax return or the start of the 
tax audit. 



 
 

PwC   54 
 

From 1 January 2016, the penalties will be: 

 3% a year for self-assessment via an amended tax return; 
 7% a year for self-assessment within 15 days after notification that a tax audit has 

been opened (“self- disclosure”); and 
 10% a year for an assessment made by the Tax Office during a tax audit. 

The penalties will be levied minimally as 1% of the assessed amount, and maximally as 
100% of the assessed amount. The system of aggregated penalty is introduced for cases of 
more than one administrative offence. 

The takeaways 

The mechanism for penalties assessment will change considerably from 1 January 2016 
due to the introduction of a time interval into the calculation of penalties for additional tax 
liability. This change may significantly impact the amount of penalties according to the 
time interval and the method for assessing the additional tax liability. Up to now it was not 
possible to file an amended tax return if a tax audit had already started. 

On 2 November 2015, the Slovak Ministry of Finance issued updated guidance on 
reporting in the Slovak VAT return in the Financial Bulletin. The new guideline reflects 
legislative changes in the Slovak VAT Act effective from 1 January 2016. The VAT return 
form remains unchanged. 

 

Your local contact person: 

Todd Bradshaw 
Country Managing Partner 
Tel.: +421 (0) 2 59350 600 
todd.bradshaw@sk.pwc.com 
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Ukraine 

The Parliament has passed the Draft Labour Code in 
the first reading 

The Parliament adopted the Draft Labour Code (hereinafter – “Draft”) in the first reading 
on 5 November 2015. 

Among the key novelties introduced by the Draft are the following: 

 Labour agreements can be concluded exclusively in a written form; 
 It will be possible to have employees on a so-called “home based job”; 
 Statutory minimum of annual vacation will be increased from 24 to 28 calendar 

days; 
 The list of grounds for concluding a fixed term labour agreement will be 

extended; 
 Additional grounds for dismissal upon employer's initiative will be introduced; 
 Foreign nationals will be able to hold management positions (e.g. CEO) in 

companies with foreign investments without obtaining a Ukrainian work permit. 

Currently the Draft is being reviewed and discussed by the Parliament’s profile 
Committee on Social Policy Issues, before it is submitted for the second reading. 

Important changes in Ukrainian company laws 

On 24 of November 2015 the Parliament voted for two draft Laws8 introducing important 
changes to the Ukrainian company laws. 

The key changes introduced by the new draft Laws include: 

 State registrars will no longer accept simple photocopies of the resolutions of 
companies’ managing bodies (e.g., minutes of the general participants’ meeting) 
while performing relevant registration actions. Only originals or notarised copies 
will be accepted. This is aimed against hostile takeovers of companies. 

 Quorum of the general participants’ meeting of a limited liability company will be 
changed to more than 50% of all participants, as opposed to more than 60% 
threshold stipulated by the effective law. 

 A limited liability company with entirely private ownership (i.e. without any 
share owned by the state) will have the right to establish a different quorum in its 
charter. 

The charters of limited liability companies will remain effective except provisions which 
are inconsistent with the new regulations. 

The Laws will become effective after their signing by the President and official 
publication. 

                                                             
8 The Draft Law “On introduction of amendments to the Law of Ukraine “On the state registration of the legal 
entities and private entrepreneurs“ (regarding prevention of entering changes to the Unified State Register 
based on forged documents” # 1475 dated 16.12.2014 and The Draft Law “On introduction of amendments to 
the article 60 of the Law of Ukraine “On Commercial Companies” (regarding decreasing of the quorum of the 
general meeting of participants of the limited liability companies)” # 2757 dated 29.04.2015 
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The Parliament has passed the Draft Law on the State 
Support of Export in the first reading 

On 24 November 2015 the Parliament passed the Draft Law “On Ensuring Of Export 
Expansion of Ukrainian Manufacturers By Way Of Insurance, Guarantee and Easing Of 
Export Crediting” in the first reading (hereinafter – the “Draft Law”9). 

This Draft Law is aimed at setting up a State Export Agency (hereinafter – the “Agency”) 
as an effective tool to promote Ukraine’s export. 

In particular, the Draft Law envisages that: 

 the Agency will perform functions related to insurance, reinsurance, guarantee 
and easing of the export crediting; 

 the Agency will be incorporated as a joint-stock company by the Cabinet Ministry 
of Ukraine (hereinafter – the “CMU”); the charter capital of the Agency shall not 
be less than UAH 100 Mil; 

 profits received by the Agency as a result of its activity are not subject to 
distribution and are to be converted into the Agency’s charter capital; 

 the governing bodies of the Agency will be the Supervisory Board and the 
Management Board; in turn, the Supervisory Board will consist of representatives 
from the CMU, the Parliament, international and non- governmental 
organisations; 

 the Agency’s activity will be subject to annual external audit. 

The Parliament has eased the procedure for the 
registration of title for real estate 

On 26 November 2015 the Parliament adopted the Law on amendments to the Law of 
Ukraine “On State Registration Of Rights To Real Estate And Their Encumbrances” and 
certain other legislative acts governing this area (hereinafter – the “Law”10). 

The amendments adopted are aimed at easing registration of title for real estate and its 
encumbrances (hereinafter – the “Title registration”). 

In particular, amendments envisage the following: 

 the title for the real estate will be registered by (1) the executive offices of 
municipal authorities, (2) special accredited entities, (3) notaries and (4) the 
state enforcement officers; 

 the administrative procedure for challenging decisions/actions/inactivity related 
to the Title registration is introduced; it will be realized on the territorial and 
central levels via respective departments of the Ministry of Justice of Ukraine; 

 the administrative liability in the form of fine for violation of the procedure for 
the Title registration is established. 

The Law will become effective after its signing by the President and official publication, 
except for certain provisions thereof, which become effective on 1 January 2016. 

Your local contact person:  
Camiel van der Meij, Partner & TLS Leader, 
camiel.van.der.meij@ua.pwc.com 

                                                             
9 Draft Law No.2142a dated 22 June 2015 
10 Draft Law of Ukraine “On Introducing Amendments To The Law Of Ukraine “On The State 
Registration Of Rights To Real Estate And Their Encumbrances” And To Certain Other Legislative 
Acts Of Ukraine Regarding Decentralization Of Powers Related To State Registration Of Rights To 
Real Estate And Their Encumbrances” No. 2982 dated 02 June 2015 
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