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Azerbaijan 

Amendment to the certain Tax Returns 

Following the recent executive order dated on 4 August 2016 by the President of 
Azerbaijan on approval of the areas of reforms to be carried out in 2016 and improvement 
of tax administration, the Ministry of Taxes approved: 

 Amendments to Personal income tax return, Corporate income tax return, Land tax 
return, Property tax return, as well as to the rules of filing thereof; 

 Amendments to the addendum to Simplified tax return, VAT tax return, 
Employment withholding tax return, etc. as well as to rules of filing thereof. 

According to the Ministry of Taxes, the effective date of the said amendments will be as 
follows: 

 Personal income tax - as of 1 January 2017; 

 Corporate income tax - as of 1 January 2017; 

 Simplified tax return - as of 1 October 2016; 

 VAT tax return - as of 1 October 2016; 

 Property tax return - as of 1 January 2017; 

 Land Tax return - as of 1 January 2017. 

According to the Ministry of Taxes, the above amendments should result in further 
improvement of the tax administration and simplification of forms of the tax returns and 
contraction of the number of operative measures taken by the Ministry since these new 
tax returns should ensure collection of more precise information. 

Decision of the Central Bank of Azerbaijan Republic 
(“CBAR”) on the increase of the interest rate corridor 

Taking into account the recent internal and external changes affecting the inflation, the 
macro-economic forecasts, trends in balance payments and foreign exchange market, 
CBAR amended its quantitative parameters of monetary policy instruments increasing 
the lower limit of the interest rate corridor to 12%, the upper limit to 18% and the 
discount rate to 15 %. 

Presidential Decree on ban of imported 
goods/services 

According to the decree, all state executive bodies and state funded organizations must 
stop the procurement of imported goods (services) by 1 January 2018. This amendment 
does not apply to foreign loans obtained with the state guarantees, foreign grants, 
services related to the protection of the state, pharmaceuticals and medical supplies. 

In case of necessity to purchase the imported goods (services) by the state executive 
bodies or state funded organizations, the decision approving the import shall be given by 
the Ministry of Economy after this decision has been agreed with the President. 

The Ministry of Economy together with the Ministry of Finance shall give quarter reports 
to the President reflecting amount of expenses spent on procurement of imported goods 
(services) by the state executive bodies and state funded organizations. 
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Presidential Decree on establishment of ABAD public 
legal entity 

ABAD, which stands for Easy Support to Family Business (translated from Azerbaijani), 
has been established by the Presidential Decree in order to support the active 
participation of citizens in the social-economic development, development of small and 
medium-sized enterprises, increase the level of employment and establishment of 
competitive family households. ABAD will be performing: 

a) implementation of projects supporting family households, small and medium-sized 
enterprises and establishment of a fund to finance these projects; 

b) identification of family households, small and medium-sized enterprises for ABAD 
projects and creation of conditions for the use of modern technology for the 
production of agricultural products; 

c) preparation of business plans, performance of marketing, branding and design, 
finance and accounting and legal aid services for family households, small and 
medium-sized enterprises; 

d) organization of “one-stop-shop” simplified certification of goods produced by family 
households, small and medium-sized enterprises; 

e) organization of transport and sale of goods produced by family households, small 
and medium-sized enterprises; 

f) conduction of trainings related to use of equipment, providing technical support to 
the equipment, informing about the international practice and innovations in the 
field of agriculture; 

g) monitoring the implementation of the project; 

h) conduction of other events related to development of production-entrepreneurship. 

Presidential Decree on state support of the cotton 
manufacturing development 

In order to strengthen the state support to cotton manufacturing and effective use of this 
industry it has been decided that producers of raw cotton will get the subsidy from the 
State Budget in the amount of AZN 0,1 per each kilogram sold to the processing 
enterprises. The above mentioned also applies to raw cotton produced and sold during 
year 2016. 

Presidential Decree on state support to cocoon 
production 

According to the Decree, producers of cocoon will get the subsidy from the State Budget 
per each kilogram of cocoon and silk sold to production enterprises. The amount of 
subsidies to be defined by the Cabinet of Ministers within upcoming 2 (two) months. 
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Presidential Decree on establishment of single 
database for products produced on the territory of 
Azerbaijan Republic 

According to the Decree, the internet portal indicating information on goods produced in 
Azerbaijan, goods’ types, manufacturers, their legal addresses, contacts, partners and etc. 
shall be established by the Centre for Analysis of Economic Reforms and 
Communications within upcoming 3 (three) months. The portal shall function at least in 
3 (three) languages. 

Several normative legal acts for improvement of the 
tax administration have been accepted 

Following the recent executive order of the President on “The areas of reforms to be 
carried out in 2016” and improvement of tax administration”, the Collegium of the 
Ministry of Taxes issued a decision on approval of several normative legal acts for 
improvement of the tax administration. 

The decision, inter alia, approved the following rules: 

 “Rules on conducting desk tax audits of the tax returns ”; 

 “Rules on conducting field tax audits”; 

 “Rules on determination of bona fide taxpayers and giving the privileges in this 
regard”; 

 “Rules on conducting electronic audit”; 

 “Rules on informing the taxpayers by the Call Centre of the Ministry of Taxes”, etc. 

In general, these rules incorporated previously conducted practice of the Ministry of 
Taxes into a normative legal act. Furthermore, these rules also creates several new 
practices not existing before. 

According to “Rules on determination of bona fide taxpayers and giving the privileges in 
this regard”, (the “Rules”) a taxpayer who obtained a bona fide taxpayer’s certificate shall 
be entitled to the following privileges: 

 Shall not be subjected to a field tax audit (except very limited circumstances); 

 All written applications of such taxpayer to the tax office shall be addressed within 5 
days; 

 Such taxpayer shall be entitled to be serviced by the special front desks in the 
taxpayers’ service centres or they shall be serviced without queuing; 

 Such taxpayer shall be entitled to use special telephone line of the Ministry of Taxes’ 
Call Centre; 

 Such taxpayer shall be invited to the discussions of the proposals on improvement of 
the tax legislation; 

 Such taxpayer shall be entitled to use certain mobile services by the Ministry of 
Taxes; 
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Moreover, a particular taxpayer shall be considered a bona–fide tax payer if he/she meets 
the following requirements: 

 Has a record of 5 years uninterrupted business activity as a registered taxpayer; 

 Prepares its accounting as per international reporting standards or national 
accounting standards and submits such information to the tax office; 

 Submits an enquiry to the tax office regarding the relevant opinion on potential tax 
computations on transactions involving risk or being different than his/her main 
activity and has signed a “Tax Partnership Agreement” with the tax office; 

 Having internal audit and risk management systems over the tax and accounting 
systems or receiving services from independent professional auditors and 
consultants operating as per Azerbaijani laws; 

 Submitting and receiving no counterfeit documents and not being subjected to 
criminal persecution for economic crimes; 

 And meeting the following additional requirements within the last 3 years: 

- Timely payment of the self-assessed taxes indicated in the tax returns; 

- Having no delay in submission of tax returns; 

- Ends up the calendar year with profit (provided that it is not less than relevant 
industry average); 

- Assessed tax deficiency amounts not exceeding 2% of the tax amounts stated in 
the tax returns, etc.  

According to the Rules, bona fide taxpayer’s certificate is issued for 3 years and the 
taxpayers to whom this certificate is issued shall be entitled to the mentioned privileges 
within the same time period. 

Presidential Decree on establishment of the “Food 
products’ procurement and supply” OJSC 

The main purpose for the establishment of this OJSC is stimulating development of 
agriculture; create the foundation to improve the social welfare of the population engaged 
in agriculture as well as improve the efficiency of the use of public funds and ensure the 
centralized implementation of the food procurement ordered by the state. At this stage, 
all shares of the OJSC are state-owned. The President has allocated AZN 10,000,000 (ten 
million) from the state budget for the establishment of the OJSC. 

Decision of the Cabinet of Ministers on increase of the 
state duties on imported goods for the period of 2 
(two) years 

The decision will apply to meat and edible meat offal (fresh, chilled and frozen poultry 
meat), eggs, vegetables (cucumbers, tomatoes, onions, garlic), fruits and nuts (walnuts, 
hazelnuts, grapes, apples, pears, quinces, persimmons), fruit and vegetable juices, 
alcoholic and non-alcoholic beverages (mineral and soda water), construction materials 
(bentonite, gypsum, cement, clinker), articles of stone, plaster, cement, asbestos (slabs, 
bricks, building blocks) and ceramic products. The decision will come into force on 
November 1, 2016 and shall remain effective for the period of 2 (two) years. 
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Presidential Decree on the state support to tobacco 
growing 

According to the Decree, local producers of tobacco will get subsidy in the amount of AZN 
0.05 per each kilogram of dry tobacco and per each 10 kilograms of wet tobacco sold to 
processing enterprises. 

Presidential Decree on the promotion of the “Made in 
Azerbaijan” brand in foreign markets 

President approved relevant Regulations and allocated AZN 3,000,000 (three million) 
from the Reserve Fund of the Ministry of Economy for covering the amount of costs to be 
paid from the state budget on export-related research and development programs, 
organization of export missions to foreign countries, research and marketing activities in 
foreign markets, promotion of the “Made in Azerbaijan” brand in foreign markets, 
obtainment of certificates and patents by local companies in foreign countries. 

Your local contact person:  

Aysel Suleymanova 
Marketing & Communications Manager 
aysel.suleymanova@az.pwc.com 
Tel: +994 12 497 2515   

mailto:aysel.suleymanova@az.pwc.com
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Bulgaria 

Proposal for amendments to the Bulgarian tax 
legislation 

In brief 

On 11 October 2016 the Council of Ministers submitted a proposal for amendments to the 
Bulgarian tax legislation to the National Assembly. The proposal suggests introducing 
amended rules for the VAT treatment of lease contracts, new rules for proportional VAT 
deduction regarding immovable property and other assets used for mixed supplies, 
administrative simplifications in the area of excise duties, simplified procedure for 
correcting filed returns, as well as other amendments to the tax legislation that may have 
an impact on your business. 

Value Added Tax Act (VATA) 

Supplies of goods under lease contracts 

Currently, according to the Bulgarian VAT Act, it is considered that a supply of goods is 
taking place under a lease agreement at the handing over of the goods in the following 
cases: 

 a lease agreement in which an explicit transfer of ownership is agreed; 

 a lease agreement with an option for transfer of ownership if the total amount of 
lease installments, excluding the value of the financial service, is identical to the 
market value of the item. 

It is proposed that a supply of goods under a lease agreement will take place at the actual 
handing over of the goods in the following cases: 

 when a transfer of ownership at the end of the lease agreements is agreed; 

 transfer of all risks and rewards from the ownership of the item; 

 the present value of the sum of all instalments under the lease agreement (with or 
without an option for transfer of ownership), excluding the value of the financial 
service, is practically identical to the item’s market value at the date of handing over 
of the item. 

New VAT rules for consortiums 

According to the proposal of the Ministry of Finance, contributions of goods/services by 
partners in unincorporated entities (i.e. consortiums) should not be considered supplies 
of goods/services in the cases when they are contributed for achievement of a common 
goal under an agreement for establishment of an unincorporated entity. 

The partner contributing goods/services for achievement of the common goal will have 
the right to deduct input VAT and the obligation to perform adjustments of the VAT 
credit. Respectively, no rights and obligations under the VAT Act will arise for the 
unincorporated entity in relation to the received goods/services. 

Based on the proposed amendments, the participation of a VAT registered partner in an 
unincorporated entity shall automatically trigger a mandatory VAT registration for the 
unincorporated entity. 
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New rules for input VAT deduction regarding immovable property and other 
assets used for mixed supplies 

The proposal envisages new VAT deductibility rules regarding immovable property 
(acquired or built) and other assets (qualifying as fixed assets under CITA) used for both 
business and private purposes. In such cases the input VAT should be deducted 
proportionately depending on the percentage of the business use. 

Allocation criterion, providing the most precise calculation of the VAT amount related to 
the business use, taking into account the specifics of the immovable property/assets, 
should be applied for calculation of the VAT credit. The NRA should be notified on the 
selected allocation criterion, whereby the specific procedure is envisaged to be described 
in the Regulations for application of the VAT Act. The persons are allowed to change the 
selected allocation criterion once per year and in such case the National Revenue Agency 
should be notified. 

It is suggested that the above be applicable also to cases of establishment of any rights in 
rem over an immovable property. 

Annual adjustments of input VAT deduction for immovable property and 
other assets 

The suggested amendments envisage annual adjustment of the input VAT for immovable 
property and other fixed assets instead of the one-off adjustment rule applied currently. 
The adjustment should be performed in the last tax period by issuing and reporting a 
protocol. The period for annual adjustments of immovable property will be 20 years 
(starting from the later between the year of deduction of input VAT and the year of 
commencement of the actual use). For other assets, the period will be 5 years. If the input 
VAT has not been deducted, the 5/20-year period will start from the year of the 
expiration of the period for input VAT deduction on the respective invoice. 

Changes in the pro-rata coefficient for input VAT deduction 

Currently, the denominator of the pro-rata coefficient for input VAT deduction includes, 
in addition to other components, the sum of the supplies/activities that are out of scope 
of the economic activity of the person. It is suggested that they are included in the 
denominator only if input VAT related to these supplies/activities has not been deducted. 

New rules for issuing debit/credit notes in specific cases 

The suggested amendments envisage rules for issuing credit notes in the following 
specific cases: 

A credit note for returned advance payment should be issued not later than 5 days after 
the date of the return of the advance payment; 

A debit/credit note issued after the date of a VAT deregistration of a person should be 
initiated only upon prior written notification to the tax authorities. 

Corrections of incorrectly reported or missed tax document in specific cases 

The proposal introduces the possibility to make corrections of incorrect tax reporting 
documents in situations where the person has already been deregistered for VAT 
purposes. In this respect, the entity should make a written notification to the tax 
authorities for the established incompliance. Upon receiving a confirmation from the 
authorities, the corrections should be performed with the submission of a new VAT 
return and ledgers. 
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New rules for B2B supplies between tour operators 

It is suggested that supplies of single tourist services between tour operators fall within 
the scope of the tour operator margin scheme (TOMS). 

Currently, these supplies are explicitly excluded from the TOMS and the general VAT 
rules for services are applied. This amendment is in line with the practice of the Court of 
Justice of the Europe Union on the topic. 

Excise Duties and Tax Warehouses Act (EDTWA) 

Administrative simplifications for various procedures 

According to the suggested amendments, a certificate for absence of tax or social security 
liabilities will no longer be required in the following cases: 

 issuing a certificate for end customer exempt from excise duty; 

 issuing of a license for the operation of a tax warehouse; 

 mandatory registration under the EDTWA by persons who import/acquire/trade 
with coke, coal, electricity and natural gas; 

 registered consignee/consignor status. 

Tacit denial for excise duty exemption 

Currently, entities applying for certificate for end customer exempt from excise duties, 
denied exemption upon established incompliance by the customs authorities, are being 
informed explicitly about the denial through a written decision. The proposal, however, 
envisages tacit decision for refusal of the exemption, if no written decision has been 
received by the entity within the terms defined under the Bulgarian EDTWA. 

Changes in the excise duty rates for cigarettes 

If adopted, there will be changes in the current excise duty rates regarding cigarettes in 
the following manner: 

 an increase in the specific excise duty rate from BGN 70 to BGN 101 per 1,000 
pieces; 

 a decrease in the proportional excise duty rate: 

- for 2017 – from 40% to 27% of the selling price; 

- for 2018 – from 42% to 28% of the selling price. 

Refund of excise duties on alcohol used for cleaning purposes in the 
production of medicines 

According to the suggested amendments, the excise duty on alcohol used for cleaning 
purposes of facilities for the production of medicines will be subject to refunding. This is 
in line with the judgment of the CJEU on the Bulgarian case C- 306/14 (Biovet). 

No refund of excise duties for certain additives for lubricating oils 

Currently, excise duties are refunded for additives for lubricating oils containing 
petroleum oils or oils obtained from bituminous materials and other chemical products 
used for purposes different from motor or heating fuel. It is proposed that the possibility 
for a refund of excise duty in these cases is abolished. 
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New requirements for foreign traders 

Entities registered as traders in EU or EEA will have the right to apply for a certificate for 
an end customer exempt from excise duties if they have a registered branch in Bulgaria. 

Moreover, EU or EEA entities registered under the Bulgarian EDTWA as specialized 
small distilleries and/or small wine producers shall perform such activity through an 
established branch in Bulgaria. This rule is further applicable to entities upon mandatory 
registration under the EDTWA for their performance of transactions with coals, as well as 
to the production, import or entry of coals in Bulgaria. 

EU and EEA registered entities licensed under the Energy Act of Bulgaria and selling 
electricity and/or natural gas for household and industrial purposes have the option to 
perform such an activity through a branch or a tax representative under the VAT Act. The 
tax representative is envisaged to have joint and several liability for the liabilities of the 
foreign person. 

New option for selling tobacco products from motor vehicles 

Currently, the EDTWA regulates only the sites, explicitly allowed to be used for trade with 
tobacco products. 

The usage of motor vehicles for such trade has not yet been regulated under the EDTWA. 

The proposal envisages that licensed traders of tobacco products shall have the option to 
perform trade from motor vehicles without a preliminary request but after providing the 
identification information of the motor vehicles to the customs authorities. 

Additional requirements for controlling technical devices installed on some 
vehicles 

Further requirements for controlling the working order of the GPS devices installed on 
motor vehicles and vessels for transportation of energy products for heating purposes 
have been proposed. 

In this respect, entities operating with such vehicles shall be liable to ensure and monitor 
the order of the GPS devices and that of other devices for controlling and      measuring 
purposes on a regular basis. If the customs authorities establish that the above 
requirements have not been met, the operator may lose its certificate per approved 
transportation vessel. 

Personal Income Tax Act (PITA) 

New rules for income from winnings and awards 

Currently, monetary and non- monetary awards from participation in games, not 
qualified as gambling, where the winnings are determined randomly, are non-taxable. 

The proposed amendment provides for exemption from taxation only of winnings with 
insignificant value (up to BGN 30) from entertaining gambling machines as well as from 
participation in games where the winnings are determined randomly. Any other income 
from games, not qualified as gambling, will be taxable. 

Income taxable with one- off tax 

Currently, Bulgarian tax residents who have acquired particular types of foreign source 
income, taxable with one-off tax in Bulgaria, have to declare and pay the tax themselves 
on a quarterly basis. These are, for example, dividends and liquidation proceeds, interest 
on foreign bank accounts and others. 

The proposal is these types of income to be reported and taxed on an annual basis only 
with the annual tax return. 
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Contributions in kind 

Currently, no tax is due at the moment of acquisition of stock and shares against a 
contribution in kind in a company. The tax becomes due at the subsequent disposal of the 
stock and shares. 

The proposed amendments concern scenarios where a contribution in kind was made in a 
company and subsequently the company disposes off that contribution and as result 
reduces its capital and makes a payment to the individual who had made the contribution 
in kind. In such case it will be considered that the individual has received taxable income 
from the sale of assets at the date of registration of the capital reduction at the 
Commercial register. 

Tax relief for non-cash payments 

There is a proposal for introducing a tax relief for individuals who use non-cash methods 
for payment of their expenses. 

The requirements will be: 100% of the taxable income to be received by bank transfers; at 
least 80% of the expenses of the individual to be paid by non- cash methods; and the 
individual must have no outstanding public liabilities at the date of filing of the annual 
tax return. The tax relief will be 1% of the outstanding tax due for the tax year, but capped 
to BGN 500. 

Filing tax returns and declarations 

There is a proposal related to both the Personal Income Tax Act (PITA) and the Corporate 
Income Tax Act (CITA), whereby the tax returns will be filed only electronically and the 
discount for early submission shall be eliminated. 

These amendments are expected to apply as of 1 January 2017 for companies and as of 1 
January 2018 – for individuals. 

The declaration under art. 73(1) of the PITA, prepared by companies and self-insured 
persons for non-employment related income paid during the year, will be filed only 
electronically by 31 January of the following year, instead of 31 April. 

The special tax return under Art. 55(1) of the PITA will also be filed only electronically. 
For companies, payers of relevant income, this obligation will enter into force as of 1 
January 2017 and for individuals – as of 1 January 2018. 

Simplified procedure for correcting tax returns already filed 

According to the envisioned amendments to PITA, individuals will be allowed to file a 
one-off corrective tax return without a penalty by 30 September of the following year. The 
above-amendment applies further to CITA, i.e. had companies established any accounting 
errors following the initial submission of the tax return, these are allowed to file a 
corrective tax return by 30 September of the following year, as well. However, if errors 
relate to past periods, the general rule for corrections applies, i.e. the companies have to 
submit a written notification to the National Revenue Authorities. The competent tax 
authority will in turn undertake actions to correct the taxable result not later than 30 days 
following the filing of the written notification. 

Local Taxes and Fees Act 

The scope of the taxable persons has been clarified, whereby when title of ownership and 
a concession of immovable property are simultaneously present, all of the liable persons, 
i.e. the owner and the concessioner, shall pay taxes, corresponding to their respective part 
of the property. 
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The implementation of the new methodology for calculation of the garbage collection fee 
(i.e. by applying a base other than the tax value/gross book value or the market price of 
the real estate) is postponed by one year and should enter into force as of 1 January 2018. 

Accountancy Act 

The definition of an enterprise under the Accountancy Acts is clarified, i.e. the branches 
of the foreign traders will fall under the above definition. The types of partnerships falling 
within the scope of the definition of an enterprise under the Accountancy act are explicitly 
listed. 

Liquidators of entities will be liable to keep the accounting information, which does not 
have to be submitted to the National Social Security Institute, for the periods specified in 
the Accountancy act. 

The proposed amendments envisage higher criteria for categorising groups of enterprises. 
The proposal enables to define the categories of groups of enterprises on the basis of the 
sum of the figures from the individual financial statements of the entities within the 
group and not on the basis of the consolidated figures. 

A specific definition is to be introduced for enterprises that have not performed activity 
during the reporting period. 

Currently the highly restrictive definition under the CITA is applied, and as a result, 
microenterprises and joint stock companies that have not performed any activity during 
the year cannot apply the reliefs envisaged in the Accountancy Act. 

Limitation of Cash Payments Act 

The proposal envisages a lower threshold for cash payments in Bulgaria, i.e. from BGN 
10,000 to BGN 5,000. 

New mandatory country-by-country reporting 
obligations for Bulgarian headquortered 
multinational groups 

In brief 

The draft bill of the Tax and Social Security Procedures Code (TSSPC) introduces new 
rules related to the filing of country-by-country reports (CbC reports) by multinational 
enterprise groups (MNE Groups) with consolidated group revenue exceeding EUR 750 
million. The reports will be automatically exchanged between the EU Member states or 
other jurisdictions, with which Bulgaria has signed international agreements. 

Specific rules are proposed to MNE Groups with total consolidated group revenue 
exceeding BGN 100 million, whose ultimate parent company is a Bulgarian tax resident. 
Those groups will be obliged to file CbC reports to the National Revenue Agency (NRA) 
that will not be subject to automatic exchange of information with other jurisdictions. 

The new rules will enable the tax administration to undertake measures against the 
harmful tax practices, tax avoidance and aggressive tax planning. 

New rules 

In line with Action 13 of the OECD Base Erosion and Profit Shifting initiative, the draft 
bill of TSSPC introduces new rules related to the mandatory CbC reporting by MNE 
Groups with consolidated group revenue exceeding EUR 750 million. 

Once submitted, the CbC reports will be subject to automatic exchange between the tax 
administrations of the jurisdictions in which the MNE Group operates. 
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The draft bill of TSSPC proposes a reduced reporting threshold for MNE Groups, whose 
ultimate parent company is a Bulgarian tax resident. 

Who should report in Bulgaria? 

The following entities will have the obligation to submit CbC reports to the NRA: 

 an ultimate parent company of a MNE Group, who is a tax resident in Bulgaria, if the 
consolidated group revenue exceeds BGN 100 million in the year preceding the 
reporting fiscal year; 

 a Bulgarian subsidiary or a permanent establishment of a MNE Group, with 
consolidated group revenue exceeding BGN 1,466,872,500 in the year preceding the 
reporting fiscal year when: 

 the Bulgarian tax administration does not have an available mechanism to receive 

the CbC reports, filed by the ultimate parent entity of the MNE Group in its home 

jurisdiction or the respective jurisdiction does not require submission of such 

reports; 

 the MNE Group has appointed the Bulgarian subsidiary/permanent establishment to 
submit a CbC report on behalf of the group (i.e. to act as a surrogate parent 
company) or on behalf of all EU group members, subject to the requirements 
envisaged in the law. 

What should be reported? 

The CbC reports shall be prepared in a table format containing information on 

revenue, profit (loss) before tax, income tax paid and accrued, share capital, accumulated 
earnings, tangible assets and number of employees for each tax jurisdiction, as well as on 
the business activities of all group members. 

The CbC reports will be filed only electronically in a format to be approved by the 
executive director of the NRA. 

Deadlines 

Filing obligation 

The first deadline for filing of CbC reports by Bulgarian ultimate parent companies or 
surrogate parent entities is 31 December 2017 (for FY 2016). The filing deadline for the 
secondary reporting is 31 December 2018 (for FY 2017). 

The CbC reports should be submitted to the executive director of the NRA within 12 
months of the end of the reporting fiscal year of the MNE Group. 

The CbC reports, subject to automatic exchange of information, will be communicated by 
the NRA with other tax administrations within 15 months of the end of the reporting 
fiscal year of the MNE Group. For the FY 2016 reports, the deadline is extended with 3 
months. 

Notification obligation 

A Bulgarian tax resident, part of a MNE Group shall notify the executive director of the 
NRA of the group entity that will submit the CbC report. The notification deadline is the 
last day of the reporting fiscal year of the MNE Group. 
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Penalties 

Failure to submit the CbC reports will entail an administrative penalty of BGN 200 
thousand. If the reports are incorrect or insufficient, the penalty will be BGN 150 
thousand. In cases of repeated violation, the penalty will be BGN 300 thousand and BGN 
250 thousand respectively. 

Non-compliance with the notification obligation on the group reporting entity will trigger 
a penalty of BGN 150 thousand. 

 

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 

 

  

mailto:irina.tsvetkova@bg.pwc.com
mailto:paul.tobin@bg.pwc.com
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Czech Republic 

The EU adopted a directive against tax evasion 

In June of this year an EU Council directive (the Anti-Tax Avoidance Directive) was 
approved introducing measures which should lead to a curb in aggressive tax planning. 

For example, the Directive concerns the interest on credit financial instruments that can 
be tax-deductible only up to 30% of EBITDA, regardless of which instrument such 
interest accrues from and whether the creditor is a related or unrelated party. 

Revenues of a foreign company that meets the definition of a foreign controlled entity will 
be subject to taxation in the Member State where the parent company is a tax resident. A 
foreign controlled entity can be any company where: 

 the difference between the taxes paid in the country of tax residency and taxes that 
would be hypothetically paid in the controlling entity’s country of tax residency is 
higher than the tax actually paid by the foreign controlled entity 

 the controlling share in the foreign controlled entity is higher than 50% of the capital 
or voting rights or the controlling company is entitled to more than 50% of the 
profits of the foreign controlled entity. 

When moving assets to foreign countries, such as in the cross-border transfer of a 
registered office or termination of a permanent establishment, the company will be taxed 
in the country where there is a cessation of activity. The tax base will be the market price 
of the property moved abroad. 

The measures also touch on transactions that are exempt from income tax on the 
recipient’s side but that also represent a tax-deductible expense for the payer of income. 
Transactions leading to a double application of the same costs in different Member States 
will always be recognized in only one of them. 

Costs of the transactions which are not real cannot be included in the tax base, even 
though the inclusion of interest was explicitly allowed in the Member State. 

Member States must incorporate the above rules in their domestic legislation with effect 
from 1 January 2019. One exception is the taxation of transferred assets to foreign 
countries, which will be implemented with effect from 1 January 2020. 

We are currently discussing the details of implementing the individual measures in the 
Czech Republic with the Ministry of Finance. 

Possible tax changes for individuals in the next year 

Families with more children should be better off starting next year. The tax credit will 
increase again for those families that have at least two children. This discount has been 
regularly increasing since 2015: for 2017 the discount for the second child could be 
increased to CZK 19,404 and for the third and each additional child CZK 24,204 per year. 
The discount for the first child remains at CZK 13,404 per year. 

On the other hand, the conditions for the payment of the tax bonus per child will get 
stricter. The payment occurs when the tax liability is less than the amount of tax relief. 
Those taxpayers whose annual income is equal to at least six times the minimum wage 
are entitled to this bonus. And now rental income and income on capital would not be 
counted into that income. 
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Another discussed change is the increase in deductibles for blood donations. Each blood 
draw is now valued for tax purposes as a donation in the amount of CZK 2,000. This 
amount could be increased to CZK 3,000 next year. 

An adjustment is also being considered in the area of tax flat rates. In exchange for the 
return of tax reductions on children and wives for taxpayers who use flat rates, i.e. 
especially entrepreneurs and people living on income from rental properties, the use of 
these flat rates could get stricter. Also, a new ceiling for using flat rates should drop from 
the current two million crowns a year to one million. 

Amendment of VAT Act – Mitigation of sanctions for 
non-submission of a control statement and other 
changes 

The amendment of VAT Act provides that tax authorities will automatically remit the CZK 
one thousand fine for the first control statement submitted late in the respective calendar 
year. The other fines ranging in amounts from CZK ten thousand to CZK fifty thousand 
may be partially or completely remitted based on an application that will be considered 
by the tax authorities on a case-by-case basis. 

Companies with their seat outside the Czech Republic which are not registered for VAT in 
the Czech Republic that supply goods with the place of taxable supply in the Czech 
Republic to a Czech VAT payer will use the reverse-charge mechanism. Therefore, they 
will not be obliged to register for VAT in the Czech Republic. The buyer (Czech VAT 
payer) will be obliged to self-assess the VAT from the goods received. Already registered 
non-established companies may apply for VAT deregistration during the transition period 
of six months, provided the legal conditions are met. 

Territorial jurisdiction for companies which are not seated but VAT registered in the 
Czech Republic will be changed from the Tax Office for Prague 1 to the Tax Office for the 
Moravia-Silesian region. This provision will come into force on 1 September 2016. After 
this date, non-established companies will apply to the Tax Office for Moravian-Silesian 
region for VAT registrations. Those non-seated entities already VAT registered in the 
Czech Republic will be automatically relocated within the following 12 months and will 
receive a decision from the tax office regarding the change. Until then, the territorial tax 
office remains the Tax Office for Prague 1. 

There was also a change in the provision in relation with the new Customs Code, mainly 
regarding the classification of customs regimes. Henceforth, the tax document for export 
is a commercial invoice and not a single administrative document. 

Pressure on ownership transparency is growing 

Preventing and combating tax evasion has become a priority for a number of states, 
which directly translates into new directives and regulations adopted at the international 
(OECD, EU) and national levels. 

Mostly this involves: 

 evidence of the actual business owners, 

 automatic exchange of information on financial accounts, 

 proof of assets’ origins. 
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The first two changes ensure that tax administrations will have more information about 
the individuals standing behind the curtain of legal entities and the balances on selected 
financial accounts, including those from abroad. The third amendment will provide a 
direct tool for tax administrations for additional tax assessments if the value of the 
taxpayer’s assets does not correspond with the declared taxable income. 

Amendment on consumer credit brings new demands 
on their providers 

The Consumer Credit Act, which takes effect 1 December 2016, provides a common legal 
framework for the provider and credit agents as well as for the consumer. It also sets new 
requirements for the performance of activities of consumer credit providers, who will 
only be able to continue their business on the basis of an authorization that they receive 
from the Czech National Bank. Existing service providers must apply electronically for a 
licence for non-bank providers of consumer credit by 1 March 2017. 
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Hungary 

Social Security Agreement between Hungary and the 
United States entered into force 

According to Communication No. 29/2016 (VIII. 12.) of the Minister of Foreign Affairs 
and Trade, the long-awaited Social Security Agreement between Hungary and the United 
States, promulgated by Act XXIX of 2015, entered into force on 1 September 2016. 

The Agreement applies to persons who are or have been subject to the laws of either of 
the contracting states, and to other persons deriving rights under those laws. 

As a general rule, private individuals that fall within the scope of the Agreement are 
subject to the laws of the country in which they perform work (as employees or as self-
employed persons). In addition, the Agreement provides for exceptions and offers 
guidance on special cases. 

Such a special case occurs, for example, when an employee is sent to the territory of the 
other contracting state to work under a secondment arrangement. According to the 
Agreement, if the duration of such work does not exceed five years, the private individual 
will continue to be subject to the laws of, and be required to pay social security 
contributions in, the home contracting state. To support the above, a certificate issued by 
the competent authority of the home contracting state should be obtained, to avoid 
“double” charging of social security contributions in the host contracting state. As a 
transitional provision, the Agreement provides that secondments commenced prior to 1 
September 2016 must be considered to have begun on the date of entry into force of the 
Agreement. 

The Agreement ensures that years spent in the United States, or Hungary, as the case may 
be, are taken into account for the purposes of crediting periods of coverage in establishing 
entitlement to pension benefits, but only if the person concerned does not have sufficient 
periods of coverage to satisfy the requirements for entitlement. When aggregating periods 
of coverage, those periods that occurred before the entry into force of the Agreement 
must also be taken into account. We note that no Hungarian pension benefit will be 
established if the total period of coverage completed under Hungarian laws is less than 
365 days. 

That provision could provide a significant cost-saving opportunity for your company 
group if you currently have employees on secondment from the US in regard to whom 
social security contributions are currently paid in Hungary. We will be glad to assist you 
in reviewing such cases and fulfilling the related administrative requirements. 

The deadline for foreign VAT refund applications is 
fast approaching 

We would like to call your attention that the foreign VAT refund applications must be 
submitted by 30 September 2016. 

Hungarian-resident taxpayers who, in 2015, acquired goods outside Hungary, in an EU 
Member State on which they incurred VAT charged in that Member State, are entitled to 
reclaim the VAT by the above deadline if the legal requirements for VAT refund are 
fulfilled. Applications must be completed separately for each Member State, and the 
forms designated for this purpose must be submitted electronically to the National Tax 
and Customs Authority. 
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Our experience shows that preparing and submitting such applications is still time-
consuming and places significant administrative burden on most taxpayers. 
Consequently, they choose not to apply for a VAT refund. 

In order to make the application procedure more accessible for taxpayers, PwC’s tax 
experts and IT developers have created an IT solution which makes it considerably 
simpler, faster and more cost-effective to complete those applications. 

This IT solution enables us to provide quick and cost-efficient help to our clients in 
connection with the VAT refund claim - concerning the period of 2015- in particular 
processing data on purchases performed abroad, completing the required forms or 
submitting it electronically. 

Please note that if you miss the 30 September 2016 deadline, you will lose your right to 
apply for a foreign VAT refund on your 2015 purchases. 

New legal institution brings favourable taxation for 
motivation of employees, for stock provision 

In 2015, the Act on Employee Stock Ownership Plan was completed with a new option, 
under which a new type of ESOP trust can be established as part of the remuneration 
policy. As a result of the above changes, new regulations have been added to the Personal 
Income Tax Act. Under the new regulations, the incomes earned within the new type of 
ESOP will be subject to more favourable conditions in terms of the taxes and 
contributions payable. 

Generally, in the case of employee stock benefit programmes, already the acquisition of 
securities gives rise to the obligation to pay tax and contributions. The acquisition of 
securities typically qualifies as income from employment, so the related taxes and dues 
are payable prior to the sale of the shares, i.e the actual realisation of income by the 
employee (in the case of Hungarian payers, the individual and the employer’s tax liability 
is 33.5% and 28.5%, respectively). This presents an obstacle to achieving the goal of 
employee securities benefit programmes, which is increasing employee motivation. This 
is because both the employer and the employee will face a significant tax liability prior to 
the sale of shares. If the sale of shares generates profit, the employee will face further tax 
liabilities (15% income tax and possibly 14% healthcare tax is payable on the exchange 
gain realized). The employee may become liable to pay taxes on two occasions in 
connection with the provision of shares. 

Income earned through a remuneration ESOP 

In comparison with the above, much more favourable tax regulations apply to the 
provision of securities qualifying as income earned through an ESOP trust established 
within the framework of the remuneration policy. The members’ share acquired in an 
ESOP trust and the securities provided through it do not qualify as the employee’s income 
at the time of acquisition. 

The employer can provide securities to ESOP members in two ways. The employer can 
either transfer securities to the ESOP trust, which will result in the ESOP members 
automatically receiving a members’ share, or it can provide the ESOP a cash contribution, 
thus becoming a member of the ESOP, after which the employer transfers its share to the 
employee pursuant to the remuneration policy. 

Members of a remuneration ESOP are entitled to earn income through the ESOP trust on 
several legal grounds. They are entitled to receive dividend income paid on the securities 
provided to the trust by the employer as a financial contribution, and they are also 
entitled to receive income withdrawn from a company when redeeming their ESOP 
shares. Furthermore, when redeeming members’ shares, there is an opportunity to 
transfer securities previously contributed to the ESOP trust to the employees. The 
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taxation of these forms of income, i.e. dividends and income withdrawn from a company 
(in the form of cash or securities), is far more favourable than the taxation of income from 
employment. 

Moreover, depending on the form in which the employees earn their income from the 
ESOP trust, the employees become liable to pay personal income tax and healthcare tax 
only upon payment of the income or the sale of the securities acquired. 

The ESOP trust qualifies as an independent legal entity subject to corporate income tax. 
Under the new regulations, if appropriately structured, the remuneration ESOP can be 
operated with a minimal corporate tax burden. 

Setting up a remuneration ESOP 

Only a joint-stock company can establish a remuneration ESOP. The ESOP is a legal 
entity with limited liability, which is registered by the competent court of the company’s 
registered address. The ESOP is managed by executive bodies independent from the 
founders and the employees, i.e. by a supreme decision-making body and the managing 
director(s). The ESOP trust is also required to keep record of the changes to the members’ 
shares, and the cash and in-kind contributions. The court also has to be notified of any 
changes in the initial capital of the ESOP (e.g. redemption). The ESOP trust also has to 
fulfil accounting requirements such as preparing a financial statement and a balance 
sheet according to a pre-defined schedule, and recognising the market value of the 
ESOP’s financial assets pursuant to the rules of fair valuation every six months, which will 
also give rise to an audit obligation. 

Employers will have to consider these factors when weighing the administrative 
advantages and disadvantages of establishing and maintaining an ESOP trust. 

The advantages and disadvantages of a remuneration ESOP 

Notwithstanding the demands of operating a remuneration ESOP, employee securities 
benefit programmes organised through a remuneration ESOP have numerous advantages 
compared to income provided by a „traditional” ESOP trust (a so-called approved 
employee securities benefit programme) and other solutions on the market. 

The regulations on establishing and maintaining the new type of ESOP are less strict than 
in the case of traditional ESOP trusts. This is because no organising committee or 
feasibility study is required, and in addition, the ESOP provides a considerably bigger tax 
allowance. 

Compared to previous approved employee securities benefit programmes, the new ESOP 
has the following advantages: 

 it provides an opportunity to participate without a value threshold in a programme 
with more favourable taxation, 

 it is based expressly on performance criteria, 

 there are no regulations on the scope of participants (a minimum of 5 participants is 
required), and 

 no obligatory holding period is prescribed with regard to the securities acquired. 

Nevertheless, there are still risks and uncertainties to remuneration ESOP trusts. These 
risks and uncertainties exist primarily due to the novelty of the regulations and, 
consequently, the lack of relevant case law. Besides many other issues, it is as yet unclear 
how the establishment and operation of a remuneration ESOP will affect the accounting 
liability and corporate tax position of the owners and of the company issuing the shares 
through the ESOP trust. The activity of the “agent” acting as the ESOP’s supreme 
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decision-making body also poses a risk to both the founder and the members. The agent 
is appointed for a fixed period of 3 to 7 years, during which the agent cannot take 
directions from the founder or the members of the ESOP. Therefore, a careful 
investigation is recommended prior to establishing a remuneration ESOP trust. 

Key proposals to amend tax laws submitted to 
Parliament in October 2016 

Bill no. T/12741 amending certain tax laws and related legislation was submitted to 
Parliament on 28 October 2016. This newsletter summarises the most important changes 
proposed by the bill.  

Changes related to tax proceedings 

Special taxpayer classifications 

Under the bill, the criteria for classifying taxpayers as reliable or risky will change, along 
with the related legal consequences. 

A new requirement for reliable taxpayer status is that the sum of taxes paid by the 
taxpayer in the year concerned must be positive, meaning that dormant companies will 
no longer qualify for reliable status. 

In addition, reliable taxpayers may request payment facilities for a period of 12 months, 
without paying a surcharge. Payment facilities may be requested once a year, provided 
the taxpayer’s net outstanding tax liabilities do not exceed HUF 1.5 million at the time its 
request is evaluated. Reliable taxpayers will thus be able to pay their taxes in instalments 
or even request a payment deferral. This is expected to benefit more taxpayers, since the 
current HUF 500,000 limit will be raised to HUF 1.5 million. 

The scope of risky taxpayer status will be extended to cover companies whose registered 
office is registered at an office service provider and that were subject to a default fine 
imposed in a binding decision in the year concerned or in the three preceding years. 
Companies headquartered at registered office service providers will also be subject to a 
more in-depth data supply obligation. 

Assistance procedure 

According to the bill, from 1 January 2017 the tax authority will offer a new service: the 
assistance procedure. In essence, where errors or deficiencies are identified by risk 
assessment, the tax authority may, rather than commencing an audit, offer to assist the 
taxpayer in remedying those errors and deficiencies and invite it to conduct a self-
revision. Participation in the procedure is voluntary. Infringements remedied under an 
assistance procedure are not subject to sanctions, but if the procedure is unsuccessful, the 
tax authority may commence a tax audit. 

EKAER 

According to the bill, the rules governing the Electronic Road Freight Control System 
(“EKAER”) will be amended to include an obligation to provide risk deposits. 
Accordingly, for EKAER reports filed after 15 February 2017, taxpayers that did not file an 
EKAER report or a VAT return or had their tax number suspended in the year concerned 
and in the preceding two years, must provide a risk deposit for their first 10 reports, but 
no less than for a period of 180 days, in respect of intra-Community acquisitions of goods 
and the first taxable supply of goods in Hungary to parties other than end users. 
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Food and beverage vending machines 

Under the bill, the sale of food and beverages through vending machines will only be 
subject to a data supply obligation from 30 June 2017. By that date, a surveillance device 
must be installed in every vending machine, except where, according to a unanimous 
declaration by surveillance service providers, it is technically impossible to install such 
equipment in the machine concerned. In addition, the bill sets out detailed rules 
concerning the licensing, operation, and liability of surveillance service providers. 

Changes affecting personal income tax and social security contributions 

Draft tax returns for more taxpayers 

Effective from 1 January 2017, the tax authority will prepare draft personal income tax 
returns for taxpayers registered for electronic tax filing who either did not request their 
employers to prepare their tax return for them or their request was not granted. Under 
the bill, taxpayers not registered for electronic tax filing may also request the tax 
authority to prepare their draft tax returns, at the latest by 15 March of the year following 
the tax year. 

We note that the draft tax returns may not necessarily include all income that the persons 
concerned are required to declare. This is because the draft tax returns will be based on 
data (e.g. on wages paid by a Hungarian-based employer) that is reported to the tax 
authority during the year. However, not all items of income are subject to interim 
reporting. Therefore, the draft tax returns should be carefully reviewed and corrected or 
supplemented if necessary. 

Reduced charges on interest income 

According to the bill, the 6% healthcare tax on interest income will be eliminated from 1 
January 2017. Thus, interest credited after 31 December 2016 will only be subject to 
personal income tax. 

Slight reduction in taxes and other dues on Cafeteria benefits 

Under current rules for calculating taxes and other dues payable on fringe benefits (e.g. 
local travel passes) and certain specific benefits (e.g. private use of company phones) the 
tax base is the value of the benefits multiplied by a tax base increasing factor. According 
to the bill, this tax base increasing factor will be reduced from 1.19 to 1.18. Consequently, 
from next year taxes and other dues will be reduced by 0.3 percent on fringe benefits and 
by 0.4 percent on certain specific benefits. 

Less administration for Airbnb hosts 

Under the bill, from 1 January 2017 the itemised flat-rate tax for private persons 
providing accommodation services will be raised to HUF 38,400, while their health care 
tax liability will be eliminated. Hosts opting for flat rate taxation will not see a change in 
their actual tax burden, but will certainly benefit from a reduction in their administration 
obligations through declaring and paying the amount corresponding to the former health 
care tax as part of their itemised flat-rate tax. 

Tax exemption not coming into force 

According to a legal provision adopted and promulgated by Parliament earlier, from 1 
January 2017 employers were to be able to provide their employees with tax exempt 
health care services specified in separate legislation. Under the bill, though, that legal 
provision will not come into force. 
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Definition of secondment amended 

According to the bill, secondment will continue to be regarded as official or business 
travel and thus benefits provided to employees in relation to secondment will continue to 
be subject to preferential tax rates. It is therefore worth examining when travel by 
employees qualifies as secondment. Commuting to and from the place of work, for 
example, cannot be regarded as secondment. Determining if this applies in a particular 
case, however, may prove to be difficult under the current rules, especially for jobs where 
the actual place of work changes frequently. Legislators intend to eliminate legal 
ambiguity by defining ‘place of work’ as part of the statutory definition of secondment. 
The amended definition of secondment will be applicable to tax liabilities incurred as far 
back as 1 August 2016. 

Less administration for claiming the tax incentive for first-time married 
couples 

Under the current rules, entitlement to the special tax incentive for first-time married 
couples ends upon conception of a child. According to the bill, conception will no longer 
affect entitlement to this tax incentive. Under a transitional provision, the amendment 
will apply to all marriages entered into after 31 December 2014. This is intended to 
ensure that the incentive can be claimed retroactively – e.g. by self-revising tax returns 
for 2015 - by those who were unable to do so previously due to conception of a child. 

Clarifications 

The bill aims to align the definition of seconded employee, as found in the Act on 
Personal Income Tax, with the provisions of the new Labour Code. In connection with 
employer-assisted housing benefits, the definitions entering into force from 1 January 
2017, including for terms such as “reasonable housing need” and “family member sharing 
the same household”, will be made clearer. 

Changes concerning social tax 

Under the bill, no social tax liability will arise on remuneration paid to workers who are 
exempt from contribution liabilities in Hungary (whether under certain internal rules or 
international treaties) in respect of the exemption period, even if such remuneration is 
paid after the expiry of the exemption period. 

Changes concerning corporate tax 

Development tax incentive 

According to the bill, from 1 January 2017, the headcount- and wage increase-related 
requirements of eligibility for the development tax incentive will be significantly lowered. 

For investment projects of at least HUF 3 billion in present value, taxpayers must 
increase their staff number by at least 50 persons, or their wage costs by at least three 
hundred times the minimum wage; for investment projects of at least HUF 1 billion in 
present value, taxpayers must increase their staff number by at least 25 persons, or their 
wage costs by at least one hundred fifty times the minimum wage, in order to be eligible 
for the tax incentive. By way of comparison, for investments of at least HUF 3 billion, the 
required increase in staff numbers is currently 150 persons. 

For investment projects of at least HUF 500 million in present value carried out by small 
and medium-sized enterprises, the required increase will be at least 5 persons or ten 
times the minimum wage for small enterprises, and at least 10 persons or twenty-five 
times the minimum wage for medium-sized enterprises. 
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Corporate tax incentive for investment projects aimed at energy efficiency 

From 1 January 2017, the bill introduces a corporate tax incentive for the implementation 
and operation of investment projects aimed at improving energy efficiency by reducing 
final energy consumption, as laid down in separate legislation. 

The tax incentive can be up to 30% of eligible costs (but not more than the HUF 
equivalent of EUR 15 million at present value), which can be increased by 20 percentage 
points for small enterprises, and 10 percentage points for medium-sized enterprises. The 
tax incentive can be used at the earliest in the tax year in which the investment became 
operational, and in the following five tax years. 

The project must be operated for at least five years. The tax incentive may only be claimed 
in connection with projects aimed at energy efficiency and launched after the new 
regulations have entered into force, and only for eligible expenses incurred after the start 
of the project. The bill also stipulates that the tax incentive for investment projects aimed 
at energy efficiency and the development tax incentive cannot be used at the same time. 

Corporate tax incentive for business startups 

According to the bill, from 1 January 2017, it will be possible to decrease the pre-tax profit 
by two and a half times the acquisition cost of the shareholding in startup companies (in 
the event of a capital increase, two and a half times the increase) if the taxpayer is subject 
to the 10% corporate tax rate in the year of acquisition (without applying any tax 
incentives), or by one-and-a-half times the above amount if the taxpayer is subject to the 
19% corporate tax rate in the year of acquisition (without applying any tax incentives). 
The tax incentive can be used in four equal instalments, in the tax year of acquisition and 
in the three subsequent tax years, but only up to HUF 20 million per tax year. 

The bill defines “business startup” as a legal entity registered under separate provisions 
with a headcount of at least two persons, one of whom must be employed in a research 
and development role (other requirements laid down in the relevant regulations may also 
apply). The detailed requirements will be specified in separate provisions. 

Taxpayers may take advantage of the tax incentive if they acquire a shareholding in the 
equity of a business startup in which neither the taxpayer nor its legal predecessor or its 
related party was a member in the three tax years preceding the acquisition. The amount 
that taxpayers use based on the tax allowance, and the amount that business startups 
receive as investment will qualify as de minimis aid. The bill stipulates an obligation to 
increase the tax base if the shareholding is derecognised, and imposes sanctions if the 
obligation is not met. 

Tax base allowance for providing housing assistance for labour mobility 
purposes and setting up accommodation facilities for workers 

The bill clarifies that starting from 1 January 2017 the corporate income tax base may be 
reduced by the aggregate of the investment cost and the increment of cost of 
accommodation facilities for workers, as defined by the Act on Personal Income Tax, 
rather than the costs and expenditures recognised in the tax year, in the tax year in which 
the relevant construction or renovation project is completed. The corporate income tax 
base may also be reduced by the rent of property rented for the purpose of providing 
accommodation facilities for workers. 

Corporate tax allowance concerning monuments 

The bill extends and formulates more precisely the scope of corporate tax allowance 
related to the maintenance and renovation of listed buildings. Accordingly, in addition to 
monuments and locally listed buildings, buildings and structures registered as having 
special historic or cultural interest will also be eligible for the tax allowance. The bill 
provides a non-exhaustive list of protected real properties, including fixtures, protected 
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areas, historical gardens, burial sites or remnants thereof, or any combination of the 
above. 

According to the bill, in the case of investment or renovation, instead of the expenses 
accounted during the tax year, the full cost (twice of that amount) of the investment or 
renovation will be deductible. The part of the tax allowance not used by the taxpayer can 
be used by the taxpayer’s related companies, regardless of whether the allowance is 
related to maintenance, renovation or some other investment. 

Corporate tax allowance for support provided to the Disaster Relief Fund 

According to the bill, from 1 January 2017, taxpayers supporting the Disaster Relief Fund 
may be eligible for a corporate tax allowance. The tax allowance is 50% of the (financial) 
support provided. 

Changes regarding the tax incentive provided for sports and culture support 

The bill stipulates that taxpayers that provide supplementary support following the 
promulgation of the amendment after the deadline but until the date on which the 
company’s tax return is filed, will be eligible for 80% of the tax incentive stated in the 
support certificate. 

If the 30-day deadline following the payment of supplementary and additional 
supplementary sports development support expires after the corporate tax return is filed 
for the tax year in which the support was provided, taxpayers will not be required to 
submit an extra report to the tax authority but may report payments in their corporate tax 
returns for the tax year in which the support was provided. 

Corporate income tax incentive for live music services 

According to the bill, taxpayers will be eligible for a tax incentive from 1 January 2017 
based on consideration (fees) accounted as costs or expenses for live music services 
provided in restaurants operated by them. The tax incentive may be used up to 50% of the 
consideration (fees) accounted in the tax year (exclusive of VAT). 

The bill stipulates that the portion of costs or expenses accounted on the basis of the 
consideration (fees) paid for live music services by which taxpayers reduce the tax 
payable will not be deductible from the tax base. The tax incentive claimed during the tax 
year will be treated as de minimis aid. 

Changes concerning corporate income tax in connection with transition to 
IFRS 

Tax base adjustment due to the transition to IFRS 

Taxpayers may have differing tax bases as a result of the transition to IFRS due to the 
difference of the accounting standards. To make the IFRS transition neutral, a transition-
related tax base adjustment may be necessary. Earlier, tax base adjusting items were 
based on differences in the amount of equity calculated under the different accounting 
standards, attributable to differences in balance sheet line items, i.e. the differences in 
accounting values served as a basis for determining whether and by which amount the tax 
base increased or decreased. As opposed to the earlier practice, the new regulation 
proposed in the bill focuses on the difference between the tax bases in the tax years 
following the transition, i.e. the differences between the values of assets and liabilities 
that can be taken into account for tax purposes. This amendment provides for, among 
other things, the tax treatment of tangible and intangible assets at the date of transition. 
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Tax base adjustment due to retrospective application of the accounting 
policy 

Taxpayers are required to adjust their tax bases if changes in the accounting policy are 
applied retrospectively. Regulations concerning the obligation to adjust the tax base are 
in line with the tax base adjustment required due to the transition to IFRS, i.e. the tax 
base adjustment must be based on the difference between the tax bases, meaning that the 
tax base following the change must be compared to the tax base calculated if the 
accounting policy remains unchanged. 

Special option concerning the treatment of the transition to IFRS 

The bill grants taxpayers a choice in connection with the transition to IFRS. Taxpayers 
may decide whether they will calculate their tax bases after the transition based on the 
entirety of their assets and liabilities, or only on their tangible and intangible assets as if 
they had not changed to IFRS. If taxpayers take advantage of any of these choices, the tax 
base will not need to be adjusted at the date of transition for the assets and liabilities 
concerned, and separate records will need to be kept on these assets and liabilities. 

Tangible and intangible assets 

The bill stipulates that the cost and tax value of tangible and intangible assets will have to 
be calculated as follows. Taxpayers may choose to calculate their tax bases as if they had 
not changed to IFRS, i.e. to take into account the cost and tax value determined in 
accordance with the earlier accounting regulations when calculating the depreciation 
allowable under the Corporate Tax Act. Taxpayers that do not take advantage of this 
choice will have to observe the IFRS requirements and take into account the cost carried 
at the first day of the tax year in which the transition takes place when calculating the 
depreciation allowable under the Corporate Tax Act. Furthermore, in the case of tangible 
assets carried at deemed cost according to IFRS 1, taxpayers may choose either to 
determine cost and tax value at the first day of the tax year in which the transition takes 
place to be identical with the book value or base the depreciation allowable under the 
Corporate Tax Act on a special extrapolation base. 

Jointly controlled operation 

The earlier regulations did not contain any provisions on the tax treatment of jointly 
controlled operation under IFRS 11, therefore, the tax base of jointly controlled 
operations would have been taken into consideration twice: 1) as the tax base of the entity 
performing the operation, and 2) in the tax bases of taxpayers exercising control, as 
calculated in the separate IFRS financial statements. Under the bill, taxpayers exercising 
control will be required to recognise these operations in their tax bases as if they kept 
their records in accordance with the Accounting Act. 

Equity-settled share-based payments 

The bill clarifies the tax treatment of share-based payments provided in equity 
instruments settled by means of repurchased treasury shares. The bill also contains 
supplementary provisions on tax base adjusting items related to share option schemes 
provided through ESOP trusts. 

Regulations for termination without a legal successor 

Similar to earlier regulations, tax base adjusting items will become due as a single amount 
when a taxpayer that has adopted IFRS enters voluntary liquidation or liquidation. Under 
the bill, exclusion from the scope of the Corporate Tax Act, with the exception of transfer 
of the registered office of a European Company and a European Cooperative Society to 
abroad, will have similar consequences.   
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Reduction of subscribed capital by means of divestiture 

The bill will enable taxpayers to determine the tax impact of the reduction of subscribed 
capital by means of divestiture in accordance with the provisions of the Accounting Act 
also in cases in which the transaction is accounted other than as a derecognition of 
shareholdings (e.g. dividends) under IFRS. 

Transitional provisions 

Pursuant to the transitional provisions to be introduced by the bill, taxpayers would be 
allowed to choose to apply the rules for jointly controlled operations, the tax treatment of 
transition, cost and tax value of tangible and intangible assets already when calculating 
their tax bases for 2016. 

Changes concerning local business tax 

General changes 

According to the bill, from 1 January 2017, when deducting the cost of goods sold and the 
value of intermediated services from their net sales revenue, companies that qualify as 
related parties under the Corporate Tax Act will only be required to determine their local 
business tax bases from consolidated data if the related party relationship was formed 
after 1 October 2016 as a result of a demerger. 

The bill will also enable credit institutions and financial enterprises that have opted for 
gross settlement when determining their net revenue, to deduct from their local business 
tax base the amount of purchased receivables accounted against expenditure on other 
financial services. The selected option can be applied retroactively to the local business 
tax bases of tax years beginning in 2015 and 2016. 

Changes concerning local tax in connection with transition to IFRS 

Changes related to the transition to IFRS 

Based on the bill, taxpayers adopting IFRS will be required to take into account their net 
sales revenues from continuing and discontinued operations, cost of goods sold, 
intermediary services, and raw material expenses when calculating their tax bases. 
However, taxpayers will have to calculate their tax bases for activities performed based on 
a joint arrangement under IFRS 11 as if they recognised them in accordance with the 
Accounting Act, i.e. net sales revenues from these activities, cost of goods sold, 
intermediary services and raw material expenses will not constitute part of the tax base. 

Net sales revenues 

The bill stipulates changes also in connection with adjustments to sales revenues as the 
wording for tax base adjusting items related to subsequently provided uninvoiced 
contractual discount (payable), and revenues from the supply of goods and services as 
part of extraordinary business activities has been formulated more precisely. Under the 
bill, sales revenues from the extraction of mineral ores, and insurers’ revenues from 
insurance contracts specified in IFRS 4 Insurance Contracts will also increase net sales 
revenues as new elements. 

Cost of goods sold and raw material expenses 

Similar to net sales revenues, the contractual amount of subsequently received (due) 
uninvoiced discount will change the value of cost of goods sold and raw material 
expenses. According to a further clarification, the cost of goods sold must be increased by 
the value of inventories received in exchange as determined in the exchange contract, 
rather than their book value. It has been introduced as a new element that the cost of 
goods sold and raw material expenses must be adjusted by the amount that should be 
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capitalized into the value of the inventory at acquisition due to the hedging transactions 
related to the inventories. 

Self-revision 

Under the bill, if, for a tax year prior to the transition, taxpayers correct accounting errors 
that must be treated differently under IFRS and the Accounting Act, the error limit must 
be taken into consideration in the tax base of the tax year affected by the error, without 
adjusting the difference due to the transition. 

Changes related to duties 

The preferential 2% property transfer duty will only apply to real estate agents who agree 
to resell the real estate to a buyer or lessee within two years. Otherwise the duty rate will 
be 3%. 

The bill also significantly reduces the number of cases in which the tax authority may 
issue an order for payment. Accordingly, for exempt transactions, an order for payment 
will only be issued if the application of the exemption is subject to fulfilment of a specified 
condition. 

Changes related to advertising tax 

The bill makes it clear that for online advertisements, the person or organisation that has 
right of disposal over the advertising space will qualify as the publisher of the 
advertisement (i.e. the subject of the advertising tax). In addition, the obligation to 
determine the advertising tax base from the consolidated data of related companies will 
unconditionally cease to apply. 

We examine the decision of the European Commission on advertising tax in a separate 
newsflash. 

Changes related to value added tax 

Changes to the value threshold for individual tax exemption 

From 1 January 2017, the current HUF 6 million threshold for individual tax exemption 
will be raised to HUF 8 million. Under the transitional provisions, individual tax 
exemption will also be available to taxpayers whose sales revenue in 2014, 2015 or 2016 
was over HUF 6 million, but did not exceed HUF 8 million. If this amendment is passed, 
the scope of taxpayers eligible for individual tax exemption will be significantly expanded. 

Changes to the reporting obligation of VAT payers concerning passenger cars 

Under the bill, taxpayers subject to VAT will also have to report the vehicle identification 
number (chassis number) of passenger cars in the following cases: (i) import, (ii) intra-
Community acquisition, and (iii) intra-Community supply. The required data must be 
provided in the VAT returns. 

Changes related to customs regulations 

The bill’s provisions concerning Act XIII of 2016 on the Implementation of Union 
Customs Law have been laid down based on experience and observations after the Act’s 
entry into force on 1 May 2016. Accordingly, the bill contains mostly technical 
amendments and additions. However, it also incorporates a number of material changes, 
such as the following: 

 Under the general rules, deadlines for customs authority proceedings launched ex 
officio will be the same as for proceedings initiated upon request. 



 

 

PwC   29 

 The detailed rules on repeated audit conducted by the customs authority have been 
set out. 

 In the interest of uniform legal interpretation, the bill also sets out detailed rules for 
amending customs authorisations issued under the Community Customs Code that 
are still in effect. 

Changes related to excise duty and the energy tax 

The bill’s most important element related to excise duty is that the basic provisions of Act 
LXVIII of 2016 on Excise Duty (“new Excise Duty Act”) will enter into force on 1 April 
instead of 1 January 2017. The current regulations on excise duty and the energy tax will 
also be repealed from that date. 

However, the bill will amend Act CXXVII of 2003 on Excise Duties and Special 
Regulations on the Distribution of Excise Goods in such a manner that several provisions 
of the new Excise Duty Act on tobacco products will be applicable already from 1 January 
2017. In line with the above, the following rules will apply to tobacco products from 1 
January 2017: 

The following products will also qualify as tobacco products: o products other than 
cigarettes, cigars, cigarillos, smoking tobacco or refill liquids, that are defined as tobacco 
products by the Act on the Protection of Non-Smokers and Certain Regulations on the 
Consumption and Distribution of Tobacco Products, i.e. all consumables that are, even 
partly, made of tobacco (“new tobacco product categories”), as well as refill liquids for 
electronic cigarettes. 

The excise duty for tobacco products will increase. The duty rates for each new product 
category have also been specified: 

 For cigarettes, the current excise duty is HUF 15,700 per 1,000 cigarettes plus 25% 
of the retail selling price, but not less than HUF 28,400 per 1,000 cigarettes. This 
will increase to HUF 16,200 per 1,000 cigarettes plus 25% of the retail selling price, 
but not less than HUF 28,800 per 1,000 cigarettes. 

 For cigars and cigarillos, the current duty rate is 14% of the retail price, but not less 
than HUF 4,060 per 1,000 pieces. This will increase to 14% of the retail price, but 
not less than HUF 4,120 per 1,000 pieces. 

 For fine-cut tobacco and other smoking tobaccos, the excise duty will increase to 
HUF 16,200 per kilogram from the current HUF 15,100 per kilogram. 

 For refill liquids, the excise duty will be HUF 65 per millilitre. 

 For consumables belonging to the new tobacco product categories that contain 
tobacco or are consumed with tobacco, the excise duty will be HUF 10 per unit for 
disposable products, and HUF 70 per millilitre for liquids. 

The excise duty and VAT on tobacco products will have to be paid in accordance with the 
general rules, and not when receiving the tax stamp. Consequently, rather than 
representing the value of the excise duty and VAT, tax stamps will be valued at HUF 1,500 
each (which will have to be paid in case of a tax stamp deficiency). 

The regulations also set out the record keeping and reporting obligations for holders of 
excise authorisations in connection with the new Excise Duty Act. For example, 
warehouse operators wishing to continue their activities from 1 April 2017 will have to 
submit a statement to that effect to the tax authority by 28 February 2017. 

From 1 January 2017, Act LXXXVIII of 2003 on Energy Taxes will specify the duty rate 
for natural gas in kWh (HUF 0.3038 per kWh) instead of gigajoule. 
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Changes related to accounting 

Hedging and derivative transactions 

The bill includes several new definitions for hedging and derivative transactions, and 
hedge accounting, with some earlier definitions formulated more precisely. 

According to the bill, derivative transactions may be linked to the prices of any financial 
instruments, and will no longer be restricted to the prices of securities or investments. In 
addition, the notion of fair value has been expanded to comprise intrinsic value, defined 
as the difference between the current market price (fair value) of the asset underlying the 
transaction and the value of the asset calculated at the strike price. 

The bill provides a more precise definition for hedge effectiveness, and sets the conditions 
under which a hedging transaction is likely to be effective. 

As regards changes in hedging and derivative transactions, the bill specifies in which 
cases it is required to account prepayments and accruals for derivative transactions. 

Concerning fair valuation, the bill stipulates more clearly that derivative transactions for 
trading purposes and for hedging purposes must be measured either at fair value or at 
intrinsic value. Accordingly, fair valuation may not be applied to forward delivery 
transactions and option transactions for goods that do not qualify as derivative 
transactions. In addition, the closing of forward and option transactions that do not 
qualify as derivative transactions will continue to be accounted according to the rules 
applicable to spot purchase and sale. 

Subsidies and benefits received 

Under the bill, in addition to the repayable amount of subsidies for development 
purposes received in the previous financial year(s) and accounted as revenues, the 
repayable amount of subsidies and benefits received as compensation for costs (expenses) 
must also be accounted as “other expenses”. 

Regulations for entities preparing IFRS financial statements 

Entities preparing IFRS financial statements must include more data in the equity 
reconciliation schedule. According to the bill, entities that perform joint activities 
specified by IFRS 11 Joint arrangements, and account them as equity instruments in 
accordance with the provisions of the Accounting Act, must calculate the opening and 
closing values of the equity components in the equity reconciliation schedule as if they 
had not changed to IFRS as far as the accounting of joint activities is concerned. 

The bill requires that entities established without a legal predecessor must also obtain an 
auditor’s report certifying their readiness for the transition if they prepare IFRS financial 
statements, and comply with the obligation to report transition to IFRS within no later 
than 90 days following company registration. 

Entities that obtained a licence during the financial year to trade their securities on a 
regulated market in any EEA Member State will be required to comply with their 
obligation to report transition to IFRS at the later of the 30th day following issuance of 
the licence or the 30th day prior to the transition. 
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Latvia 

Easy entry for skilled workers 

On 4 October Parliament supported proposals in their first reading for amending the 
Immigration Act to ease entry rules for skilled workers and those pursuing any of the 
professions that face a significant shortage of labour. This article explores these and some 
other proposals. 

The EU Blue Card and a list of professions 

The proposals shorten the time limit for considering documents filed by individuals 
seeking an EU Blue Card to ten working days. This card will also be awarded to someone 
with at least five years’ relevant experience without an appropriate higher education. 

The Cabinet of Ministers has been instructed to draw up a list of professions in which a 
significant shortage of labour is predicted. When applying for an EU Blue Card, an 
individual pursuing a listed profession will be eligible for a lower minimum wage 
criterion, meaning their average pay in the previous year will attract a coefficient of 1.2 
instead of the current 1.5. 

Seasonal workers and transferred workers 

Foreign nationals wishing to do seasonal work in Latvia will be issued with a long-term 
visa for up to six months in any given 12-month period. Foreign nationals wishing to 
continue their seasonal work will be allowed to apply for a new long-term visa without 
leaving Latvia. 

The proposals place residence restrictions on seasonal workers and lay down conditions 
that workers transferred within a company must satisfy when applying for a temporary 
residence permit. Individuals that have spent the maximum time in Latvia will be subject 
to a six-month interruption between their residence permits to prevent them from staying 
in Latvia without interruption. The Citizen and Migration Office will have to notify EU 
member states of any decision concerning a worker transferred within the company who 
has been previously employed in another member state. 

Other proposals 

A foreign trader’s permanent establishment in Latvia will be subject to new requirements 
when its employees seek a temporary residence permit. The company must be 
incorporated abroad at least five years ago, its annual revenue must exceed €10 million, 
and it must employ a minimum staff of 50. The proposals aim to ensure that only viable 
companies and forms of business enter the Latvian market. Most of the permanent 
establishments in Latvia have been found to be doing no business at all. 

The proposals clarify employment rules for asylum seekers, i.e. how long they have to 
wait before they can start looking for a job. The current period of nine months is to be cut 
down to six. 

The proposals abolish requirements for individuals of Latvian origin seeking a permanent 
residence permit if they can prove they have moved to live in Latvia. Often foreign 
nationals of this category are already staying in Latvia, for example, under a temporary 
residence permit. 
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Currency fluctuations: accounting entries and 
financial statements 

The euro has been Latvia’s official currency since 2014, meaning that entrepreneurs and 
accountants can worry less about currency fluctuations, exchange rates, and related costs. 
Still, transactions are frequently carried out in US dollars, Swiss francs, Russian roubles 
etc. This article examines which rate of exchange should be used when it comes to making 
daily accounting entries and preparing closing reports for the accounting period or 
annual accounts. 

The legal framework 

The euro must be used as a measure of value in accounting records under section 5 of the 
Accounting Act. If a supporting document uses any other currency as a measure of value, 
the amounts expressed in monetary terms should be restated in euros using the exchange 
rate for accounting purposes in effect at the beginning of the transaction day. Section 5 
also states that the exchange rate for accounting purposes is the euro reference rate 
published by the European Central Bank (ECB). If a currency does not have a euro 
reference rate, then we should use the market exchange rate against the euro published in 
the periodical or posted on the website of a financial information provider recognised by 
the global financial market. 

According to the information available from the website of the Bank of Latvia (BOL), euro 
reference rates are posted on the ECB website around 5 p.m. and reposted on the BOL 
website. The rates are set following an alignment procedure between the ECB system and 
other central banks that takes place at 15:15 (Latvian time) each working day and reflects 
the foreign exchange market at that time. So it is the exchange rate set on the previous 
day that will apply at the beginning of the transaction day. 

Section 21 of the Financial Statements and Consolidated Statements Act states that any 
foreign currency cash balances (such as cash at hand and amounts in current accounts or 
demand deposit accounts), any foreign currency term deposit balances and any advance, 
loan or borrowing balances stated in foreign currencies, as well as any other receivable or 
payable balances in foreign currencies, should appear on the balance sheet restated in 
euros at the exchange rate for accounting purposes in effect on the balance sheet date (at 
the end of the day). This means we should use the exchange rate effective after the ECB 
has published the reference rate for the current day. 

For example, if an asset is purchased in a foreign currency on the last day of the 
accounting period, the purchase price and the related payable in a foreign currency 
should be restated in euros using the exchange rate published on the previous day. When 
it comes to preparing financial statements, the payable should be revalued using the 
exchange rate published on the last day of the accounting period. The difference 
represents revenue or cost resulting from currency fluctuations, and the result is taken to 
the profit and loss account. 

Tighter e-commerce rules 

Along with internet shops registered in Latvia, business is also conducted through various 
online noticeboards, auctions, collective shopping sites, social media, and forums. With 
available data suggesting that tax evasion in the Latvian online environment is on the 
increase, proposals have been drafted for amending the Taxes and Duties Act to introduce 
tighter rules for using e-commerce. This article explores the proposed amendments. 
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A summary of changes 

The proposals are aimed at strengthening e-commerce tax controls and – 

 require that a taxpayer that carries on business through a website should identify 
himself on that site; 

 widen the definition of the term “structural unit” used in the Taxes and Duties Act; 

 give the SRS powers to block access to a website and prohibit it from being re-
registered in another taxpayer’s name if the criteria listed in the proposals are met; 

 require that particular persons should, at the SRS’s request, disclose any information 
they hold that might be useful for taking measures to monitor other taxpayers. 

A taxpayer’s obligation to identify himself on a website 

In addition to the requirements of section 4(1) of the Information Society Services Act, 
entities will have to state the address or place where their business is actually carried on, 
while individuals will have to disclose the second portion of their personal identity 
number. For example, a taxpayer conducting business at a physical location will have to 
state a particular address. If the location is a website, the address of that site should be 
stated according to the taxpayer’s actual situation. 

The definition of “structural unit” 

Online shops operating from websites frequently offer goods for sale without asking 
customers to register with the system, which is currently one of the criteria for a website 
to be considered a structural unit. To create an obligation to register a structural unit 
anyway, the definition of “structural unit” is being adjusted by deleting the words “user 
registration system” as one of the criteria. 

Powers to block access to a website 

The proposed powers will allow the SRS to tackle material violations committed by 
taxpayers conducting business through a website. 

The proposals define cases where the SRS may block access to a website, procedures for 
resuming the operation of a website, as well as cases and procedures for imposing a 
prohibition on re-registering the domain “.lv”. 

The obligation of disclosure to the SRS 

Finally, the proposals require that providers of advertising services, payment services, 
mobile apps or similar services should disclose any information they hold about other 
persons’ business. This requirement is necessary because the SRS is aware that Latvian 
residents and non-residents alike are recklessly conducting unregistered business over 
the Internet without declaring their income, and the SRS is unable to tell which trader 
declares his income and which does not. 

According to the statistics, failure to declare business income, or tax evasion, represents 
the bulk (nearly 45%) of Latvia’s shadow economy. 

The proposals also require that the taxpayer should provide an authorised SRS 
representative with access to any information relating to online transactions that is 
processed or stored in electronic form. 
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PIT treatment of income from sale of foreign bonds 

Latvian residents are required by law to declare all of their foreign-source income 
through the annual income tax return, including any income in foreign currency arising 
on the sale of bonds. Latvian legislation states that all amounts of income and 
expenditure disclosed on the income tax return must be stated in euros, but the Personal 
Income Tax (PIT) Act is silent about the timing of exchange rates to be used for arriving 
at taxable income from the sale of bonds. This raises several questions about calculating 
this income and converting expenses into euros. This article explores the calculation and 
PIT treatment of taxable income from the sale of bonds. 

Capital gains and income from capital other than capital gains 

The PIT Act states that the following types of income received by an individual qualify for 
a reduced rate of PIT: 

1. capital gains (15%); 

2. income from capital other than capital gains (10%). 

Under the PIT Act, a capital gain is the difference between the selling price and 
acquisition cost of capital assets (including shares), investment fund certificates, and 
other financial instruments. 

Income from capital other than capital gains comprises dividends, deemed dividends, 
interest and deemed interest (including income associated with interest income), income 
from investing contributions paid to private pension funds, income from endowment 
assurance contracts etc. Under the PIT Act, deemed interest income includes proceeds 
from the sale of debt securities, i.e. bonds or other types of transferable securitised debts 
(with the exception of securities treated as capital securities, i.e. shares and transferable 
securities treated as shares). 

The calculation of taxable income from capital other than capital gains ignores any costs 
associated with receiving that income, such as broker commissions and the cost of 
holding financial instruments (with the exception of any foreign tax paid). When selling 
debt securities (bonds), taxable income is the difference between the selling price and 
acquisition cost of a debt security (ignoring any other costs associated with receiving that 
income). 

Calculation and PIT treatment of taxable income from the sale of bonds 

Under the PIT Act, tax is also payable on income arising on the sale of foreign bonds. 
When calculating taxable income stated in foreign currency, that income must be 
converted into euros. 

The PIT Act is silent about the timing of exchange rates for converting the acquisition cost 
of bonds and the sales proceeds into euros. 

Where bonds are sold before maturity (depending on various external factors at play on 
the date of sale), the selling price may be below the acquisition cost. The current wording 
of the PIT Act fails to explain whether in calculating income from the sale of bonds, both 
the acquisition cost and selling price should be converted into euros at the exchange rate 
effective on the date of sale, or whether the acquisition cost and sales proceeds should be 
subject to the exchange rates effective on the dates that the acquisition cost and the sales 
proceeds arose. 

Given foreign exchange fluctuations caused by the unstable economic conditions, it can 
be difficult to convert bonds purchased abroad into euros. In other words, if amounts are 
converted at exchange rates effective on different dates, then taxable income might arise 
purely from foreign exchange fluctuations, while calculating income from the sale of 
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bonds in foreign currency would result in a loss (they were sold at a price below their 
acquisition cost). To resolve this issue, the tax authorities have issued an opinion on 
calculating taxable income from the sale of bonds and converting it into euros. 

We will soon be writing about that tax opinion and explaining how to calculate taxable 
income from the sale of bonds and how to convert it into euros. 

Corporate obligations and responsibility for fighting 
money laundering and terrorism financing 

Not only EU institutions but also the member states are required to take an active part in 
fighting money laundering and terrorism financing. Yet any efforts of the member states 
might prove futile if EU businesses are reluctant to exchange information. Thus, one of 
the preconditions for a successful fight against money laundering is setting up a common 
scheme that would place more obligations on businesses and provide for greater statutory 
liability. 

New tools for fighting money laundering and terrorism financing 

For years the EU institutions have tried to find the most successful way of striking a 
balance between the advantages afforded by the free movement of capital and financial 
services and the fight against money laundering and terrorism financing, which are 
especially difficult to detect in the free market of the EU. Despite the existence of 
countless processes for monitoring cases of money laundering, the statistics suggest that 
money laundering transactions represent between 2% and 5% of global GDP and only 1% 
of the illegal cash flow is discovered. 

Directive (EU) 2015/849 of the European Parliament and of the Council of 20 May 2015 
on the prevention of the use of the financial system for money laundering or terrorist 
financing purposes, which comes into force on 26 June 2017, will soon be the latest tool 
for fighting money laundering and boosting investor trust in the EU financial system. 

The directive contains a number of innovations that member states must pass into their 
national legislation. A key innovation is the requirement for setting up a central register. 
This means that member states are to ensure that information about the beneficial 
owners of companies and other entities incorporated in a particular member state and 
details of their shareholdings are stored on a central register, such as a commercial 
register, an enterprise register, or a public register. Gathering information within a single 
register is necessary for making accurate and updated information readily available to 
competent authorities and financial institutions as well as to any person or organisation 
capable of proving the existence of lawful interests in obtaining such information. 

Gathering data disclosed by businesses in Latvia: efficient or incomplete? 

In Latvia, a role similar to a central register is currently played by the Enterprise Register, 
to whom companies and partnerships provide information about their partners and 
shareholders with a substantial participation (at least a 25% stake) in the entity. Law 
enforcement agencies and regulators have the power to access details of beneficial owners 
for tax administration, public procurement, or public and private partnership purposes. 
However, for implementing the requirements of the directive, the Latvian Commercial 
Code should provide that any other institutions with legitimate interests have the power 
to obtain and use any information necessary for discovering a crime or fraud. 

Since the law neither specifies an institution responsible for monitoring how businesses 
honour their statutory obligations, nor provides for any penalties in the case of non-
disclosure, there are reasonable doubts about whether it is possible to verify that the 
information disclosed by companies is true and has been duly filed with the central 
register. So the lack of control raises the question of whether the present scheme for 
gathering updated information and fighting money laundering is effective. 
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Given the current shortcomings and the requirements of the directive, the Latvian 
Ministry of Finance is taking an active part in drafting bills for implementing the 
directive. Yet the question of how the central register will operate and verify the accuracy 
of details disclosed by companies remains open. In particular, we should consider the fact 
that shareholder details are not to be found in each particular company and the fact that 
many non-residents deposit funds in Latvia (according to the Financial and Capital 
Market Commission, non-resident deposits amounted to about €9bn or 40% of GDP at 
the end of the first quarter of 2013), information about which is stored in foreign registers 
and held by various financial institutions. Thus, achieving the goals of the directive not 
only requires an effective way of gathering information, but Latvia should start closer 
cooperation and information exchange with foreign registers. 

The successful implementation of the directive in Latvia seems to be subject to 
overcoming a number of obstacles, however companies are having to keep abreast of any 
amendments that will lay down new obligations of gathering and filing information about 
their partners and shareholders with the central register. It is possible that the law will 
not only widen the range of the Enterprise Register’s functions but also grant the power 
to impose fines on companies failing to disclose information to the Enterprise Register or 
providing false information. 

EU Court ruling on taxation of cross-border interest 
payments affecting financial institutions 

On 13 July 2016 the Court of Justice of the European Union (CJEU) issued a preliminary 
ruling (C-18/15 Brisal) that recognises taxation as incompatible with the free movement 
of capital prescribed by the Treaty on EU where income tax is withheld on the gross 
amount of interest payable to non-resident financial institutions, while residents pay 
income tax on interest received, net of expenses directly related to deriving that income. 

The gist of the CJEU ruling 

The Portuguese Supreme Administrative Court applied to the CJEU for a preliminary 
ruling to answer three main questions: 

1) Does article 56 of the Treaty on EU (formerly article 49 of the Treaty establishing 
EEC), which introduces the free movement of capital between member states, not 
prohibit EU member states from imposing an obligation to pay withholding tax 
(WHT) on interest charges that one member state’s financial institutions pay to 
another member state’s financial institutions, if non-residents pay WHT on the gross 
amount of interest charges without deducting expenses related to deriving such 
income (at a reduced rate of 20%), while residents pay tax (at the standard rate of 
25%) on interest income received, net of expenses directly related to deriving that 
income? 

2) Can applying a higher rate of tax to interest income received by tax-resident financial 
institutions justify the fact that the tax base for taxable income of non-residents is 
different from the tax base for taxable income of financial institutions resident in 
that member state? 

3) Can financial institutions’ financing costs associated with interest income be proved 
by average interbank interest rates based on EURIBOR or LIBOR data? 

It should be noted that in the case filed with the Portuguese court, KBC (an Irish financial 
institution for whom Brisal, a Portuguese financial institution, withheld and paid to the 
Portuguese government the income tax charge on KBC’s Portuguese-source gross interest 
income) believes that having to pay such income tax, without being able to deduct 
expenses directly related to deriving such interest income, unreasonably restricts the free 
movement of capital between member states, and so the tax withheld at source, which 
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applies only to non-residents, should be abolished and is refundable in the case of KBC. 
On the strength of earlier CJEU case law, the Portuguese court stated that the difference 
in treatment between resident and non-resident financial institutions does not arise so 
much from a different method of income taxation (i.e. non-residents are taxed at source, 
while residents calculate tax after adding that income to their total taxable income), but 
rather from the right to deduct expenses related to deriving that income. Only Portuguese 
residents are allowed to deduct such expenses. 

The CJEU confirmed that the provider and recipient of lending services find themselves 
in a comparable situation, and so any tax legislation that unreasonably restricts non-
residents’ right to deduct expenses related to deriving such income, while residents are 
allowed to deduct such expenses before calculating their final tax liability, is contrary to 
the free movement of capital prescribed by the Treaty on EU. The CJEU also emphasised 
that financial institutions’ services should not attract a different treatment in terms of 
observing the principle of non-discrimination enshrined in the Treaty on EU than other 
types of services. The CJEU also stated that a discriminating treatment that involves 
applying different principles of taxation cannot be validated by the fact that non-resident 
financial institutions attract a lower rate of tax than resident financial institutions. The 
CJEU also reiterated that despite the bilateral double tax treaties between EU member 
states that prescribe their taxation competences and allow interest income to be taxed in 
the source country (Portugal), the primary obligation is to observe the principle of equal 
treatment. Thus, non-residents should generally be given the same treatment as residents 
and have the same option to deduct expenses that is enjoyed by residents. Also, the fact 
that it is administratively difficult for the tax authorities to check the validity of expenses 
cannot serve as an argument for denying the right to deduct expenses from interest 
income payable to non-residents for WHT purposes. 

With respect to calculating expenses, the CJEU stated that average interbank interest 
rates (EURIBOR or LIBOR) that are applied to interbank financing might not match the 
actual costs associated with the financing in question. Thus, each member state has 
discretion to determine whether such average interest rates can be used under its 
national legislation for calculating costs associated with deriving such income. If 
EURIBOR or LIBOR interest rates are not recognised as reasonable for calculating 
interest expenses incurred by tax-resident financial institutions, then such rates cannot 
be used similarly for calculating the taxable income (tax base) of non-residents. 

The impact of the CJEU ruling on the national legislation of member states 

This ruling is expected to open up the opportunity for taxpayers for whom tax has been 
withheld on the gross amount of interest income paid in another EU member state to 
demand a recalculation of their tax charge and a refund of the overpaid tax if these 
taxpayers are able to present valid evidence of expenses associated with deriving such 
income. The tax recalculation can also apply to earlier tax periods, subject to any time 
limits for adjusting the tax charge that are prescribed by the national legislation of the 
member state. Moreover, this ruling can apply not only to income received by financial 
institutions but also to other types of income, such as dividends and income arising on 
the disposal of shares in real estate companies. 

Although all of the member states had by 31 December 2014 implemented the EU interest 
and royalties directive (2003/49/EC as amended) under which interest payments 
between related group companies (including financial institutions) that meet the criteria 
laid down by the directive (e.g. one company directly holding at least 25% of share capital 
or voting power in another company) are exempt from WHT in the source country of such 
interest, many EU member states still impose WHT on interest charges that taxpayers 
(entities) of those countries pay on borrowings from residents of other EU member states. 

Depending on the rules of a particular country’s tax laws, interest income payable to non-
residents may currently attract WHT in the following countries: Austria (up to 27.5%), 
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Belgium (up to 27%), Bulgaria (up to 10%), Croatia (up to 15%), Denmark (up to 22%), 
France (up to 75% if the recipient of interest income is resident in any jurisdiction that is 
not supplying the French tax authorities with information about financial accounts, i.e. 
mainly tax havens), Greece (up to 15%), Iceland (up to 10%), Ireland (up to 20%), Italy 
(up to 26%), Lithuania (up to 10%), the UK (up to 20%), Poland (up to 20%), Portugal 
(up to 35% if the recipient of interest income is situated in a blacklisted tax haven), 
Romania (up to 16%), Slovakia (up to 35% if the recipient of interest income is situated in 
a blacklisted tax haven), Slovenia (up to 15%), Spain (up to 19%), and Switzerland (up to 
35%). 

 

Your local contact person: 

Zlata Elksina‐Zascirinska, 
Tel: +371 6709‐4514  
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Poland 

Draft bill introducing REITs announced by the 
Ministry of Finance 

In Brief 

The draft bill which proposes the introduction of a new CIT exempt investment vehicle to 
the Polish real estate market has been published by the Ministry of Finance and is 
currently at the early legislative stage. The bill is expected to come into force as of 1 
January 2017. 

Overview 

Real Estate Investment Trusts (‘REITs’) operate successfully in multiple tax jurisdictions, 
including the US and certain European Union Member States. However, the Polish legal 
system has not to date specifically provided for such investment vehicles. With a view to 
rectifying this, the proposed amendments propose the introduction of a REIT to the Polish 
real estate market. According to draft bill, Polish REITs will be listed public companies 
(with a registered seat / centre of management in Poland) meeting the following criteria: 

 at least 70% of their assets should consist of real estate and shares in real estate 

 companies or other REITs, 

 their share capital should amount to at least PLN60m, 

 they should be incorporated for an indefinite period, 

 their liabilities should not exceed 70% of their assets’ value, 

 their portfolio should be sufficiently diversified and should consist of at least 3 real 
properties, 

 at least 70% of their net profit should be derived from property leases or property 
disposal, 

 90% of their profits should be distributed to the investors via dividends or reinvested. 

If the above requirements are met, lease rental income and profits from the disposal of the 
real properties (as well as revenues generated by REITs from the sale of shares in 
subsidiaries and from dividends obtained by REITs from such subsidiaries) should be CIT 
exempt in Poland. 

Our view 

The introduction of REITs into the Polish legal system should have a positive impact on 
the Polish real estate and capital markets and trigger their further development. In 
particular, REITs may attract both institutional as well as individual investors and 
constitute an interesting alternative to other capital investments. Interest in property 
investment via REITs has already been shown by some of the major players in the Polish 
real estate market. REITs are also expected to increase the share of domestic capital in the 
Polish real estate market, which is currently dominated by foreign investors. 

Draft bill is at the early legislative stage (at the level of the government) and has not been 
passed to parliament yet. As such, progress of the legislation should be closely monitored. 
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Proposed amendment to the Polish CIT Law to end 
exemption of rental revenues and capital gains from 
disposal of real estate available to investment funds 

In brief 

On 31 October 2016, a group of Members of the Polish Parliament filed a draft bill 
amending the Polish Corporate Income Tax (CIT) Law. This draft amendment would limit 
the CIT exemption for investment funds mostly to income from interest, dividends and 
disposal of shares and securities and altogether abolish exemption for Polish close-ended 
investment funds (“FIZ”), as well as foreign close- ended collective investment institutions. 
This means that rental income and capital gains from disposal of real properties 
accruing to Polish and foreign investment funds would be subject to Polish CIT @ 19%. 

For the bill to become effective starting from January 2017, it should be finalized and 
officially published by end of November 2016. While ambitious, this seems to be feasible, 
thus the implications of the bill should be seriously considered by real estate investors. 

In detail 

Proposed amendment 

A group of Members of Polish Parliament representing the ruling Law and Justice Party 
proposed a draft bill which would amend the Polish Personal Income Tax and Corporate 
Income Tax Laws. With respect to the CIT Law, the changes concern tax treatment of the 
Polish and foreign investment funds. 

The currently binding full exemption for all Polish investment funds regulated by the 
Polish Investment Fund Law – open-ended (FIO) and close-ended (FIZ), alike – as well as 
foreign investment funds meeting certain criteria will be abolished. 

Instead, a new more restrictive CIT exemption will be applicable to certain investment 
funds and limited to income from interest, dividends and dividend- like distributions, 
gains on sale of receivables, foreign currency, shares and securities, as well as derivatives. 

This new exemption will be applicable to Polish open-ended investment funds (FIO) and 
specialist open-ended investment funds (SFIO), except those using investment principles 
of close-ended investment funds. 

The new exemption will also be applicable to EU-based collective investment institutions 
meeting certain criteria (generally, comparable to Polish FIO and SFIO). 

Similarly, the exemption will not be applicable to: 

(i) collective investment institutions of close-ended type or open-ended type which apply 
investment principles corresponding to those of close-ended type;  

(ii) according to their constitutive documents participation titles thereof are not subject to 
public offering or admitted to trading on regulated market or alternative trading system 
and maybe acquired also by natural persons only if these persons make one-off acquisition 
amounting to no less than EUR 40k. 

The changes are proposed to enter into force as of 1 Jan 2017. 

The justification of the draft bill provided by the group of sponsors explicitly mentions that 
the proposed amendment targets structures involving Polish close-ended investment 
funds and income-tax transparent partnerships. 
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What this means for real estate investment 

If enacted, income earned by investment funds – Polish and foreign alike – from property 
held directly or through income-tax  transparent partnerships would no longer benefit 
from the Polish CIT exemption. This means that rental revenues, as well as capital gains 
from disposal of real properties would thus be subject to Polish CIT @19%. 

The bill is not formally sponsored by the Government but by the group of Members of the 
Polish Parliament of the ruling party. However, such parliamentary procedure has recently 
been frequently used to bypass a time-consuming rules on the public consultations 
mandatory in case of draft legislation prosed by relevant ministries. Therefore, support of 
the Government may be expected. 

According to the previous practice established by ruling of the Constitutional Tribunal, 
legislative procedure related income tax laws including their publication in the official 
Journal of Laws has to be completed at least one month before start of the new tax year. 
This means that in order for the new legislation to enter into force it should be officially 
published until the end of November. While ambitious, this seems feasible given the 
determination of the Government to increase the efficiency of the tax system and fund the 
ambitious social programs. 

Therefore, this bill should be seriously considered by all investors holding or considering 
investment fund structures. 

 

Your local contact person: 

Iwona Patyk 
Tel: + 48 502 18 4511 
iwona.patyk@pl.pwc.com 

 

Agata Oktawiec 
Tel: + 48 502 18 4864 
agata.oktawiec@pl.pwc.com 

  

mailto:iwona.patyk@pl.pwc.com
mailto:agata.oktawiec@pl.pwc.com
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Romania 

New regulations on foreign nationals’ right of work 
and residence in Romania 

In brief 

Government Ordinance no. 25 amends and supplements certain normative acts regarding 
the conditions for entry and residence of third-country nationals (“Government Ordinance 
no. 25/2016”). It was published in the Official Gazette on 31 August 2016. 

Government Ordinance no. 25/2016 transposes into national law the provisions of the 
European Parliament and European Council Directive 2014/66/EU, regarding the 
assignment of such foreign nationals within the same company, and of the European 
Parliament and European Council Directive 2014/36/EU, regarding the employment of 
such foreign nationals as seasonal workers. 

In detail 

Government Ordinance no. 25/2016 amends and supplements “Government Ordinance 
no. 25/2014 on the employment and assignment of foreign nationals on Romanian 
territory and for the amendment and supplementing of certain normative acts regarding 
foreign nationals regarding the status of foreign nationals in Romania” as well as 
“Government Emergency Ordinance no. 194/2002 on the status of foreign nationals in 
Romania, republished, with subsequent amendments and supplements”, regarding: 

1. Right of work and residence in Romania of third-country nationals in the context of 
an assignment within the same company or the same group of companies 

Government Ordinance no. 25/2016 introduces the term “ICT worker”, defined as a 
foreign national (national of a State outside the European Union, European Economic 
Area or Swiss Confederation), transferred for a period up to three years as a manager / 
specialist, or for a period of up to one year as trainee, by an employer established in a third 
State, to one or more entities belonging to that company or to the same group of 
companies, of which at least one is located on the Romanian territory. 

The normative act regulates the right of work and residence of ICT employees under two 
circumstances: 

 When the transfer is from an employer company established in a third state to a 
company in Romania which either belongs to the first company or to the same group 
of companies; 

 When the foreign national is an ICT worker in a European Union Member State and 
is assigned to Romania, either for a period of up to 90 days (inclusive) in any period 
of 180 days, called “short-term mobility”, or for a period of longer than 90 days, called 
“long-term mobility”. 

According to the new normative act: 

 An ICT worker or an ICT worker within a mobility programme may obtain the right to 
work and implicitly be granted the necessary assignment approval upon the 
fulfilment of certain general and special conditions, as expressly provided by law; 

 The right of work and residence of the ICT workers is granted through a long-term 
residence visa for assignment. Subsequent extension of the residence right on 
Romanian territory is granted by obtaining an “ICT permit”, valid for a period up to 
three years for managers and specialists, and for a period up to one year for trainees; 
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 In exceptional circumstances, holders of ICT permits issued by European Union 
Member States may perform work activities on Romanian territory within a mobility 
programme as of the date of the assignment approval request and then based on it 
having been granted, without the obligation to obtain a long-term residence visa for 
assignment. The right of residence on the Romanian territory of an ICT worker within 
a long-term mobility programme is attested by the long-term mobility permit, called 
the “mobile ICT permit”. 

 For ICT workers within a long-term mobility programme, the foreign national’s 
previous residence periods as an ICT worker on the territory of European Union 
Member States will also be considered. 

All other obligations imposed on the beneficiaries of the services in relation with the access 
of foreign nationals on the Romanian labour market are maintained. 

2. The right of work and residence of “seasonal workers” 

 Seasonal workers may be employed on the Romanian territory, subject to obtaining 
work permit / approval, for a fixed period of time, in order to perform seasonal 
activities. A list of such activities is to be set by Government decision, within 60 day as 
of the entry into force of Government Ordinance no. 25/2016; 

 If the employer provides accommodation for a foreign national, this has to be 
mentioned in the employment approval for seasonal workers. Failure to observe the 
assumed accommodation obligations  constitutes a contravention and will be 
sanctioned with a fine of between RON 2,000 and RON 5,000; 

 Long-term residence visas for seasonal workers are granted for a period equal to the 
term of the employment agreement, plus five days, but for no more than 90 days in 
total; 

 When long-term residence visas for work are granted, the recipient seasonal workers 
will receive written notification of their rights and obligations, including challenge / 
complaints procedures. 

3. Other amendments 

 A foreign national holding a temporary residence permit for work may be granted a 
new work permit for employment with another employer, based on a part-time 
employment agreement and under certain conditions; 

 If the immigration authorities notify the employer that the foreign national has to 
leave Romania, the employment agreement is suspended as of the notification date; 

 Additional obligations are to be introduced regarding service beneficiaries, such as 
the requirement to inform the authorities of any modification of the elements that 
formed the basis on which the assignment permit was issued. The failure to observe 
such obligations constitutes a contravention sanctioned with a fine amounting to 
between RON 1,000 and RON 2,000; 

 Holders of residence permits as ICT workers or ICT workers within mobility 
programmes may request to be joined by their families, even if the validity of the 
residence permit is less than one year. 

[Source: Official Gazette no. 670, published on 31 August 2016] 
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The takeaway 

 The legal framework is to be put in place for obtaining the right of work and residence 
by foreign nationals transferred / assigned for a period up to three years, either 
within the same company or within the same group of companies, under certain 
conditions provided by law. 

 Failure to meet the obligations imposed by the legislation concerning the access of the 
foreign nationals on the Romanian labour market may have, among others, fiscal 
consequences. 

 The provisions of Art. I, points 20-25 of Government Ordinance no. 25/2016, on 
sanctions, enter into force within 30 days as of their publication in the Official 
Gazette, so they apply as of 30 September 2016. 

 The other provisions of Government Ordinance no. 25/2016 entered into force within 
three days as of their publication in the Official Gazette, so they apply as of 3 
September 2016. 

 

 

 

Your local contact person: 

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

Tax breaks on vehicles make a comeback 

In brief 

Russia’s lawmakers continue to fine tune the tax rules with various tweaks and 
adjustments. As part of these efforts, a bill1 has been submitted to the State Duma that 
calls for making vehicles purchased from related parties tax exempt. 

To recap, under Article 381.25 of the Russian Tax Code (RTC), currently no property tax is 
due on moveable property items posted to a company’s books from 1 January 2013 as fixed 
assets, with the exception of items posted to the books as a result of 1) the reorganisation 
or liquidation of legal entities, or 2) transfers of property between related parties. These 
exceptions had been introduced as tools for fighting tax evasion. 

But, according to the text of the new bill submitted for a first reading, these exceptions 
would not apply to vehicles manufactured since 1 January 2013 and subject to state 
registration. A given vehicle’s date of manufacture would be determined based on its 
technical passport. The explanatory note to the bill states that, if enacted into law, it would 
help spur the growth of Russia’s auto industry. 

The State Duma Budget and Tax Committee has endorsed the bill’s passage in the first 
reading, but recommends that the specific types of vehicles to which the proposed 
amendments would apply be spelled out in the second reading. 

The takeaway 

As proposed, this would undoubtedly be a positive change. In particular, it would 
eliminate the discriminatory treatment of leasing transactions where sellers of cars and 
the leasing companies that buy them and then lease them to third parties are part of the 
same corporate group. 

We will continue to monitor this bill’s progress as it works its way through the legislative 
process in the State Duma. As currently written, the proposed changes would take effect 
on 1 January 2017. 

MinFin confirms stable tax regime for next three 
years  

In brief 

On 5 October, the Russian Ministry of Finance (MinFin) published a draft version of the 
Main Priorities for Russian Federation Tax Policy for 2017-20192. 

According to this policy document, the tax burden should not undergo any fundamental 
change in the near term (with the exception of taxation in the oil and gas industry). For 
example, it does not call for introducing any of the measures that taxpayers have been 
most concerned about, such as a progressive scale personal income tax or a hike in the 
VAT rate up 20%. 

At the same time, however, it does recommend limiting loss carry-forward by 30% of the 
current year tax base, and abolishing the maximum period over which losses may be 
carried forward (currently 10 years). This effectively means that losses would be 
recognised over a longer period of time (which, given inflation, would have an 
unfavourable impact on taxpayers); however, this approach would help to gradually 
                                                             
1 http://asozd2.duma.gov.ru/main.nsf/(Spravka)?OpenAgent&RN=1155134-6 
2 http://minfin.ru/ru/?id_65=116206&page_id=1&popup=Y&area_id=65# 

http://asozd2.duma.gov.ru/main.nsf/(Spravka)?OpenAgent&RN=1155134-6
http://minfin.ru/ru/?id_65=116206&page_id=1&popup=Y&area_id=65
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recognise the entire amount of losses. The policy also suggests limiting recognition of 
losses incurred within a consolidated group of taxpayers (CGT). Effectively, the tax 
burden may grow for those CGTs with a large number of loss-making companies, while 
other CGTs could face a growing administrative burden. 

Importantly, starting from 2018 the MinFin would like to launch the automatic exchange 
of tax information with the relevant authorities of other countries in line with the OECD 
programme3. Back in September 2016, the MinFin published a bill addressing the 
practical aspects of such exchanges4. The MinFin has indicated Russia’s willingness to 
join the OECD Multilateral Agreement5 aimed at introducing coordinated changes in 
effective double tax treaties (DTTs). 

In detail 

The document outlines the following tax policy measures that would be taken over the 
next three years:  
 
It is recommended to introduce a limitation on loss carry-forward, which 

would be 30% of the current year tax base. This means that any losses would be 
carried forward over a longer period of time. To compensate for this, the MinFin 
proposes abolishing the maximum 10-year period for loss carry-forwards6.  

To maintain the stability of regional budgets it is recommended to limit recognition 
of losses within Consolidated Groups of Taxpayers. It is proposed to limit 
deductible losses of loss-making CGT members by 30% of profits earned by the 
profitable members. The need to develop such a limitation entailed placing a 
moratorium on the registration of new CGTs. This measure will increase treasury 
revenues, but will make tax compliance more complex for CGT members because 
of additional adjustments to the consolidated tax base. We believe that the 
lawmakers should look further into how the relevant CGT members should be 
notified about their unrecognised losses, how to choose a member whose loss is not 
recognised etc. All these aspects must be carefully examined.  

  Even as the draft policy would maintain the total corporate income tax rate at 20%, 
it recommends changing how this tax is apportioned among Russia’s federal 
budget and the budgets of its constituent regions (making it 3/17 instead of 
2/18).  

It is recommended to introduce VAT refund for foreigners who purchase goods in 
Russia and take them out of the Eurasian Economic Union (EEU).  

VAT would be introduced on imported goods purchased by individuals from 
foreign sellers through online shops.  

A pass-through mechanism would be developed to identify goods imported into the 
EEU based on the classification attributes assigned to the goods. Taxpayers will 
have to adjust their accounting systems in order to monitor such classification 
attributes because they must be recorded in VAT invoices.  

 

                                                             
3 http://www.oecd.org/tax/automatic-exchange/ 
4 For more details, please see previous editions of the Tax Flash Report http://www.pwc.ru/en/tax-
consulting-services/legislation/tax-flash-report-2016-44.html und https://www.pwc.ru/en/legal-
services/news/assets/flash-crs-russia-11052016-rus.pdf. 
5 http://www.oecd.org/ctp/treaties/discussion-draft-beps-multilateral-instrument.htm 
6 It is still unclear, however, how long taxpayers should keep their supporting documentation for 
losses incurred. The relevant court practice that has developed this far supports the conclusion that 
such documentation should be kept for up to 10 years. 

http://www.oecd.org/tax/automatic-exchange/
http://www.pwc.ru/en/tax-consulting-services/legislation/tax-flash-report-2016-44.html
http://www.pwc.ru/en/tax-consulting-services/legislation/tax-flash-report-2016-44.html
https://www.pwc.ru/en/legal-services/news/assets/flash-crs-russia-11052016-rus.pdf
https://www.pwc.ru/en/legal-services/news/assets/flash-crs-russia-11052016-rus.pdf
http://www.oecd.org/ctp/treaties/discussion-draft-beps-multilateral-instrument.htm
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Excise taxes on gasoline, wine and tobacco would rise again. Electronic cigarettes 
(including liquid nicotine) and some types of tobacco products will now be equal to 
excisable goods. The draft policy also proposes certain measures for counteracting 
inventory manipulations in the case of tobacco products by introducing a 
multiplying factor, which would be applied in the sale of those excisable goods 
exceeding an average monthly volume as compared to the previous year.  

Meanwhile, in the oil and gas industry, the mineral resources extraction tax is 
set for an increase at the same time that export duties on oil and oil products would 
be abolished.  

A special tax on additional income would be introduced for some hydrocarbon 
fields (the possibility of introducing this tax and its parameters have been 
discussed for several years already). This tax will depend on the economic results of 
a given field’s development achieved by the relevant company. A maximum amount 
of deductible costs would be set with respect to each tonne of oil produced.  

To bring small business out of the shadows, another package of tax benefits will be 
introduced for individuals rendering certain services.  

To make this instrument more attractive for individuals, a reduction (down to 0%) 
is being considered in personal income tax on coupon income from tradable 
bonds.  

The mechanism of differentiating among tax payments would be amended. 
Currently, making tax payments on behalf of another individual is prohibited. In 
practice, such payments may be recorded in the personal account of the individual 
who makes the payment, even when a payment order contains information 
identifying the real taxpayer.  

Additional tax benefits would be available in the Russian Far East as a 
corporate income tax deduction for investors involved in building external 
infrastructure in the region.  

Late-payment penalties for taxpayers would be nearly doubled. However, the 
interest amount payable when tax refund is delayed will remain unchanged.  

The current tax benefits established at the federal level with respect to 
regional and local taxes would be gradually abolished and the relevant powers 
would be subsequently transferred to the regional and local levels.  

Automatic exchange of financial information and TP documentation on 
multinational groups of companies would commence, as expected. Apart 
from national transfer pricing documentation, such documentation would include 
Master file and a country-by-country report. To implement these measures, a 
relevant bill was drafted and published on 6 September 20167.  

The Russian Government has expressed its intention to join the OECD 
Multilateral Agreement for DTT modification (it will be developed under 
BEPS Action #158). This instrument would allow signatory countries to make 
sweeping changes to existing DTTs given that individual amendments to each 
treaty would require much more time and effort.  

 

                                                             
7 http://regulation.gov.ru/projects#npa=41254 
8 http://www.oecd.org/ctp/beps-action-15-mandate-for-development-of-multilateral-
instrument.pdf  

http://regulation.gov.ru/projects#npa=41254


 

 

PwC   48 

Please remember that several BEPS Actions propose multiple changes to existing 
DTTs (therefore, this Multilateral Agreement would theoretically enable their 
short-term implementation). For example:  

 

 Action 6 proposes to include a "Limitation of Benefits” clause to treaties to 
prevent treaty shopping. The LoB clause introduces certain criteria for the 
income recipient, which the latter must comply with to apply treaty benefits 
(e.g. the income subject to tax benefits must result from the active business 
operations of the recipient of income performed in a treaty jurisdiction). 
Thus, it may significantly limit the number of taxpayers who would be able 
to apply treaty benefits. Most of Russia’s current DTTs do not have a LoB 
clause, while some do (see the US-Russia treaty).  

 Action 7, which prevents the avoidance of permanent establishment status, 
also provides for amending DTTs. The Action targets the approaches taken 
when the activity of a foreign entity is divided among several subdivisions, 
each of which technically does not fall under the permanent establishment 
criteria (but the activity of the foreign entity as a whole creates a permanent 
establishment).  

 
The takeaway  

While this draft policy document is sure to be fine tuned further, it is now already clear 
that the Government has no plans to fundamentally modify the current tax burden on 
business and individuals.  

Development of the Far East remains a key national priority, and the Russian 
Government continues to encourage investment in this region by granting further tax 
benefits.  

The proposed loss carry forward regime can be considered as a step toward creating 
additional beneficial conditions for major long-term investment projects with a long 
payback period. Under the current legislation some losses may not be recognised in full 
because of the 10-year limitation period. At the same time, the Government would like to 
protect its fiscal interests by introducing a 30% limitation, which would help to 
differentiate between high- and low-profit projects, as it means a bigger tax burden on the 
latter because the value of money declines over time.  

Russia’s willingness to join the OECD Multilateral Agreement for Modifying Existing 
DTTs may lead to a significant reduction of opportunities for applying treaty benefits. We 
recommend that you continue to monitor any developments in this area. As well, you 
should review your business structures that may suffer the most and consider how you 
might mitigate any adverse consequences.  

In conclusion, we would like to note that the matter of non-tax payments (in particular, 
the “resort” duty) and “sugar tax” that have been discussed recently are not addressed in 
this draft document. It merely suggests shifting non-tax payments under the umbrella of 
the Russian Tax Code. Finally, the draft policy says nothing about “freezing” the rates of 
employers’ insurance contributions.  

 

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 

European Commission finds that Ireland has granted 
unlawful State aid to Apple 

Recently the European Commission (EC) announced in the news the adoption of its final 
decision in the formal State aid investigation into the profit attribution arrangements and 
corporate taxation of Apple in Ireland. It has concluded that, in its opinion, Apple 
benefitted from unlawful State aid granted by Ireland, and it orders full recovery of the aid 
in an amount of up to €13 billion plus compound interest. 

However, the EC has clearly stated that the decision does not call into account Ireland’s 
general tax system or its corporate tax rate and notes also that no other companies in 
Ireland are subject to this decision. 

Background 

The EC’s investigation related to two rulings on the attribution of profits to the Irish 
branches of two Irish incorporated, non-resident companies ultimately owned by Apple 
Inc. These rulings were granted in 1991 and 2007. 

The EC’s position is that the agreements made between the taxpayer and Ireland do not 
reflect economic reality as regards the profit attribution. The EC concluded the rulings 
deviated from the arm’s length principle in a manner which was selective and thus 
constituted unlawful State aid. 

Key aspects 

The EC has focused on a number of aspects of the rulings on Apple Operations Europe 
(AOE) and Apple Sales International (ASI) which it considered to be of key relevance for 
further analysis and in its final decision, it notes that, in its view: 

 the tax rulings issued by Ireland endorsed an artificial internal allocation of profits 
within ASI and AOE which has no factual or economic justification; 

 most sales profits of ASI were allocated to its “head office” when this “head office” had 
no operating capacity to handle and manage the distribution business; 

 the sales profits of ASI and AOE should have been recorded with the Irish branches of 
ASI and AOE and taxed there; 

the only activities that associated with the “head offices” were decisions taken by its 
directors on the distribution of dividends, administrative arrangements and cash 
management. 

On this basis, the EC concluded that, in its view, the tax rulings issued by Ireland endorsed 
an artificial allocation of Apple’s sales profits to their “head offices” enabling Apple to pay 
substantially less tax than other companies which is unlawful under EU State aid rules. 
The full reasoning of the EC will only be apparent when the detailed non-confidential 
decision is published. This is likely to take several months. 

Next steps 

The EC has ordered Ireland to recover the unlawful aid from Apple as outlined above. 
However, the EC has also stated that the amount of unpaid taxes to be recovered by 
Ireland could be reduced if other countries were to require Apple to pay more taxes on the 
profits recorded by each entity. The recovery order is subject to a limitation period of ten 
years. 

The Irish Government has stated publically that it will contest the negative decision. Under 
EU State aid law, both Apple and the Irish Government can challenge the validity of the 
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decision and ask for its annulment before the EU’s General Court. The judgment of the 
General Court can in turn be appealed before the EU’s Court of Justice which will 
ultimately have the final say on the merits of the EC’s decision which could take several 
years. It should be noted however that an appeal does not suspend recovery procedures 
and Commissioner Vestager indicated that the amount of the aid could be paid into an 
escrow account pending the outcome of any appeal. 

PwC Takeaway 

The EC is clearly focused on the fact that a large proportion of the profits generated from 
sales across the EU were not subject to tax anywhere. On this basis, coupled with the 
limited activity at the head office, the EC appear to be saying that residual profit should be 
taxed in Ireland rather than allocated to the head office. 

It is not clear to what extent this is consistent with, for example, the OECD guidelines on 
branch profit attribution and how that interacts with the State aid analysis. We will need to 
wait for the detailed decision to answer this important question. 

VAT news and changes 

The current Indirect Tax Alert contains information on important upcoming changes to 
control statement reporting and activation of electronic mailboxes for legal entities for 
electronic communication with Slovak public authorities. Please also note the recent 
judgments of European Court of Justice No C-516/14 Barlis 06 – Investimentos 
Imobiliários e Turísticos SA on the content of invoices and case No C-518/14 Senatex 
GmbH related to the retrospective correction of invoices in relation to the right to deduct 
VAT. 

Changes to the control statement 

Following an amendment to the Slovak VAT Act with effect from 1. January 2017, 
information on the supply of construction work must be reported in a control statement by 
the suppliers even if such supplies are not reported in a VAT return. Customers only 
currently report received invoices for construction work. The respective invoices must be 
reported by the suppliers in section A.2. of the control statement. Therefore, a change to 
the comments and text related to table A.2. of the control statement is required. The 
structure of the control statement remains unchanged. 

Content of invoices for services 

The European Court of Justice (“ECJ”) in case C-516/14 (Barlis 06 – Investimentos 
Imobiliários e Turísticos SA) dealt with the question of whether the right to deduct VAT 
can be rejected if an invoice does not contain an accurate description of the supplied 
service and the period during which the service was supplied. Based on a decision of the 
ECJ, invoices stating only “legal services provided to date” do not fulfil the formal 
requirements of invoices based on the VAT rules, as they do not specify the nature and 
period of the services in question. However, local tax authorities should take into account 
the substantive conditions of the right to deduct VAT, and additional documentation 
unambiguously related to an invoice, which documents the supply of service. If these 
conditions are fulfilled, the right to deduct VAT may not be refused. However, member 
states have the right to impose sanctions due to the incompleteness of the formal 
requirements on an invoice, which were not fulfilled in this case. 

Retroactive effect of revised invoices on VAT deduction 

In case C-518/14 Senatex GmbH, a taxpayer added a missing VAT identification number of 
a supplier on input invoices after a number of years, following a tax inspection during 
which it was found that this VAT identification number was missing. The respective local 
tax authorities rejected the VAT deduction on the grounds that the conditions for VAT 
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deduction were only met in the VAT period in which the correction invoices were issued, 
but not at the time of supply. However, the ECJ does not share the view of the local tax 
authorities and admitted the retroactive effect of revised invoices. According to this 
judgment, the right to deduct VAT may not be refused if the substantive conditions for the 
right to deduct VAT are met. In addition, adding missing VAT identification number by 
issuing revised documents (invoices) that clearly relate to the original invoices means that 
the initial VAT deduction was valid. 

Electronic mailboxes according to the Act on e-Government 

In relation to Act No. 305/2013 Coll. on the electronic performance of tasks by public 
authorities (“Act on e-Government”) [in Slovak: Zákon č. 305/2013 Z. z. o elektronickej 
podobe výkonu pôsobnosti orgánov verejnej moci], electronic communication via 
electronic mailboxes is being introduced. Electronic mailboxes will be used for web 
communication between citizens and public authorities (e.g. the delivery of documents or 
payments). The main goal is effective, administratively simpler and faster communication 
with public authorities. Communication via electronic mailboxes will not initially include 
communication with the Financial Administration. Communication with the Financial 
Administration will continue via its web portal, which has been in use since 2014. 

Electronic mailboxes are activated by the Ministry of the Government of the Slovak 
Republic in cooperation with the National Agency for Network and Electronic Services. 
Mailboxes will be set up for individuals, individuals - entrepreneurs, legal entities, public 
authorities and subjects of international law. 

From 1 August 2016, electronic mailboxes will be mandatorily activated (activation by law) 
for legal entities registered in the Business Register of the Slovak Republic with a seat in 
Slovakia and registered branches (e.g. branch of a foreign entity). As activation is 
mandatory and automatic, no activity from the owner’s side is required. The activation 
process is completed by the first login to the electronic mailbox of an authorized person 
prior to 1 January 2017. This means that if the authorized person does not login by the end 
of the year 2016, the mailbox will be automatically activated on 1 January 2017. Users can 
then set up a notification (e-mail or SMS) in their mailboxes upon delivery of received 
document. 

After the mailbox is activated, electronic documents will be delivered to electronic 
mailboxes according to the Act on e-Government, i.e. public authorities can deliver to such 
active mailboxes announcements, decisions of authorities, the business register or courts, 
etc. As electronic delivery has the same legal effect as delivery in paper form and the Act on 
e-Government also sets deadlines for such deliveries, we recommend you verify your 
obligations in this respect. 

To obtain full access to electronic mailboxes foreign nationals who are statutory 
representatives will need to authorize a Slovak citizen with a Slovak ID card with an 
electronic chip as statutory representatives cannot obtain a Slovak ID card with a chip, as 
its issue is dependent on Slovak citizenship. Foreign statutory representatives with proof 
of residency in Slovakia who request an electronic chip, must send a request for the 
establishment of an electronic mailbox to a natural person who is not a citizen of Slovak 
Republic, to obtain access to their mailboxes.  

 

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 Government has adopted the lists of goods that 
get stock quotes and world commodity exchanges to 
determine that the conditions of the controlled 
transactions meet the arm’s length principle 

The Cabinet of Ministers of Ukraine adopted a Resolution9 regarding the lists of goods – 
59 commodity groups (66 codes according to UCGFEA) which get stock quotes and 20 
world commodity exchanges for each commodity group for the transfer pricing purposes. 

Resolution becomes effective on the day of its publishing. It is expected to be published 
on 16.09.2016. 

We will continue to monitor the situation and keep you updated on this issue. 

The National Bank of Ukraine continues to ease 
currency control restrictions 

On 14 September 2016 the National Bank of Ukraine (the “NBU”) extended most of the 
effective currency control restrictions10. At the same time, certain restrictions were eased, 
such as: 

 The daily limit for cash withdrawals in foreign currency was increased from the 
equivalent of UAH 100,000 to UAH 250,000; 

 The ban on the purchase of foreign currency by Ukrainian residents holding foreign 
currency in excess of USD 25,000 (or its equivalent) in current and/or deposit 
accounts in all banks, no longer applies to payments under loan agreements with 
non-resident parties. 

At the same time, the NBU clarified the ban on the issuance to private citizens of 
individual licences for transfer of funds abroad applies to cash transactions as well. 

These rules will remain effective through December 15, 2016. 

We will continue to monitor the situation and keep you updated on the issue. 

The recent amendments to the Constitution of 
Ukraine regarding justice reform became effective 

On September 30, 2016, the amendments to the Constitution of Ukraine11 became 
effective. 

In particular, the amendments introduce fundamental changes to the structure of the 
Ukrainian court system. 

For more details, please see our Flash report Issue #13 from June 6, 2016. 

In addition, the Constitution was amended as follows: 

                                                             
9 Resolution of the Cabinet of Ministers of Ukraine # 616 dated 08.09.2016. 
10 The NBU Resolution No. 386 dated 14 September 2016. 
11 The Law of Ukraine “On Amendments to the Constitution of Ukraine (regarding justice)”, dated 2 
June, 2016 № 1401-VIII. 



 

 

PwC   53 

 the institute of constitutional appeal was introduced (i.e. a person can request a 
ruling for the Constitutional Court of Ukraine if the law applied in a final court 
decision contradicted to the provisions of the Constitution (if all other national 
remedies are exhausted); 

 judges’ immunity is no longer available in case of detention for committing grave 
crimes; 

 the public prosecutors were deprived the general supervision function. 

Ukrainian Parliament adopted changes related to 
procedure of state registration 

On 6 October 2016 the Verkhovna Rada of Ukraine adopted the Law “On Amendments to 
Certain Legislation Concerning Improvement of State Registration of Rights to 
Immovable Property and Protection of Property Rights” (hereinafter – the “New Law”)12. 

The New Law introduces, among other things, changes to the Law “On State Registration 
of Legal Entities, Individual Entrepreneurs and Public Organisations”. 

The main purpose of the New Law is to counter hostile takeover attempts of Ukrainian 
enterprises. In particular, the New Law introduces the following key provisions: 

 Requirements as to mandatory notary certification of signatures on documents that 
introduce changes to the said documents that are subject to the state registration 
(e.g. decisions of the General Participants’ Meeting, new edition of the Charter); 

 Limits on the principle on extraterritoriality, i.e. state registration shall be 
performed only within the relevant region where the legal entity or individual 
entrepreneur is registered, except in cases when registration documents are 
submitted electronically. 

The New Law is yet to be signed by the President of Ukraine. 

We will continue to monitor the situation and keep you updated on this matter. 

 

Your local contact person: 

Camiel van der Meij 
Partner & TLS Leader  
camiel.van.der.meij@ua.pwc.com 
Tel: +380 44 354 0404 

 

  

                                                             
12 Draft Law No. 5067 dated 05 September 2016. 
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