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Azerbaijan 

Amendments to the Civil Procedural Code of 
Azerbaijan Republic 

Amendments to the Civil Procedural Code of Azerbaijan Republic 

According to the amendment claims, petitions, complaints and other documents related 
to the economic disputes may now be presented to the court via the “electronic court” 
system. In case if the persons participating in the economic dispute are registered within 
the “electronic court” system their court notifications will be placed on their electronic 
account and they will be notified about it via SMS or e-mail. Court hearings of economic 
disputes are continuously audio-video recorded. Parties of the hearing shall be informed 
about the recording. Information about the audio-video recording is reflected in a trial 
transcript and recording is attached to the protocol. Parties of the court hearing have a 
right to be acquainted with recording. 

PwC Azerbaijan recently launched its Dispute Resolution Practice, lead by Elshan 
Rahman, Legal Manager and Dispute Resolution Leader effective from 1 July 2016. His 
role is to develop litigation and arbitration practice in Azerbaijan. Elshan’s experience is 
primarily in litigation and arbitration, pre-dispute settlement negotiations, 
representation of local and international clients in commercial, anti-trust, corporate, tax, 
labour, real estate, aviation and inheritance cases, recognition and enforcement of foreign 
arbitral awards and advising on transactions from dispute resolution perspective. 

Amendments to the Law on Road Traffic 

According to the introduced changes, any expatriate or stateless person staying in 
Azerbaijan is authorised to drive a vehicle on the basis of a driver licence issued by the 
relevant authority of foreign country. In case the person resides on the territory of 
Azerbaijan on the basis of temporary or permanent residence permit, he/she should get 
local driver license within one (1) month effective the date of issuance of the residence 
permit. 

Amendments to the Migration Code of Azerbaijan 

According to the amendments, each application for electronic visa to be checked through 
"Entry-exit and registration" e-system within 3 (three) business days upon submission. 
Information on issuance or non-issuance of the visa to be emailed to the applicant. 

New procedure of choosing a contractor for market 
research services 

The procedure of organization and holding of tenders among local and foreign legal 
entities and individuals for market research services became into force on 23 November 
2016. According to the procedural rules, such tenders should be held in accordance with 
the Law on Public Procurement. 

Presidential Decree on establishment of Electronic 
Mortgage Portal 

The President approved regulations of Electronic Mortgage Portal ('EMP') and instructed 
the Cabinet of Ministers to take all necessary steps for the launch thereof in 5 (five) 
months. 
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Amendments to the charter of the Centre of Economic 
Reforms and Communication 

In addition to existing responsibilities, the Centre for Economic Reforms and 
Communication shall provide the information regarding products manufactured in 
Azerbaijan and manufacturers thereof on the website functioning at least in 3 (three) 
languages (Azerbaijani, English and Russian), as well as publish such information on the 
Centre’s portal and spread information about this portal via mass media. 

Amendments to the Administrative Offences Code 

Amendment adds penalties in the amounts from AZN 300 to AZN 9,000 for newly added 
misconducts: sale of medicines for price different from the one regulated by the relevant 
executive body; repetition of the above-mentioned misconduct within the period of 1 
(one) year; not presenting the reports, declarations for the regulation of medicines’ price 
to the relevant authority; for unreasonable refusal from the state registration of 
medicines and their price regulation and requirement of the documents not set forth by 
the rules of relevant authority. 

Review of the natural gas and electricity prices by 
Azerbaijani Tariff (Price) Council 

The newly confirmed tariffs for the natural gas and electricity are set as below: 

 Natural gas: 10 gepik per 1 cubic meter for population consuming less than 1,500 
cubic meters per year and 20 gepik for those using more than 1,500 cubic meters; 
AZN 120 per thousand cubic meters for enterprises producing electric energy and 
AZN 200 per thousand cubic meters for non-private consumers; 

 Electric energy: 5,7 gepik per 1 kilowatt-hour for wholesale, price for the population 
using less than 250 kilowatt-hour per month remained 7 gepik but increased to 11 
gepik for the part of population consuming more than 250 kilowatt-hour per month. 
Chemistry, aluminium and steel production industry enterprises using more than 5 
million kilowatt-hour of energy per month will pay 2,8 gepik per 1 kilowatt-hour for 
the energy used during night and 5,8 gepik per 1 kilowatt-hour for energy used 
during the day. Energy produced by small hydro power plants will be sold for 5 
gepik, wind power station energy for 5,5 gepik, 5,7 gepik for energy produced from 
other alternative sources. 

Presidential Decree on "Strategic roadmaps of 
national economy and main sectors of economy“ 

Development of a sustainable and competitive non-oil sector in Azerbaijan is the main 
direction of economic policy of the Republic. Taking this priority into account, President 
approved following strategic roadmaps: 

 “Strategic Roadmap on perspectives of the national economy of Azerbaijan”; 

 “Strategic Roadmap on development of oil and gas industry (including chemicals) in 
Azerbaijan”; 

 “Strategic Roadmap on production and processing of agricultural products in 
Azerbaijan”; 

 “Strategic Roadmap on production of consumer goods in Azerbaijan at the level of 
small and medium-sized enterprises”; 
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 “Strategic Roadmap on development of heavy industry and engineering in 
Azerbaijan”; 

 “Strategic Roadmap on development of specialized tourism industry in Azerbaijan”; 

 “Strategic Roadmap on development of logistics and trade in Azerbaijan”; 

 “Strategic Roadmap on development of housing at affordable prices in Azerbaijan”; 

 “Strategic Roadmap on development of professional education and education in 
Azerbaijan”; 

 “Strategic Roadmap on development of financial services in Azerbaijan”; 

 Strategic Roadmap on development of telecommunication and information 
technologies in Azerbaijan; 

 “Strategic Roadmap on development of public utilities (electric and heat energy, gas 
and water) in Azerbaijan”. 

Presidential Administration has been assigned responsible for the overall management 
and implementation of abovementioned roadmaps. 

Presidential Administration has also been instructed to take measures to ensure 
compliance of government programs, development concepts, strategies, action plans 
projects, which will be prepared after the entry of this Decree into force with the strategic 
roadmaps approved by the Decree and to submit proposals to the President of Azerbaijan 
in connection with the mechanisms of implementation of the approved by this Decree 
strategic roadmaps. 

Central and local executive authorities, public entities and entities controlling stake 
(shares) of which belongs to the state have been instructed to consider the approved 
strategic roadmaps in the preparation of strategic plans, government programs, 
development of concepts, strategies, projects, activities related to their work plans in the 
economic sphere. 

The Cabinet of Ministers is responsible for the preparation and submission of proposals 
on bringing existing regulatory and legislative act into compliance with the Decree within 
3 (three) months. 

Approval of the "Rules of currency transactions of 
residents and non-residents“ 

According to the Rules approved by the Board of Directors of Central Bank daily of 
foreign currency transfers outside of Azerbaijan by individuals (residents and non-
residents) without opening a local bank account has been limited to equivalent of USD 1 
thousand, yet, not exceeding USD 10 thousand per month. 

Similar limits are set on transfers abroad to close relatives (husband/wife, parents, 
grandparents, brothers and sisters). 

Transactions from local bank accounts outside of Azerbaijan in foreign currency are 
possible without any limits on transactions listed in the Rules. Some of them are listed 
below: 

 payment of salaries to on-residents employed by residents; 

 investments put into the charter capital of a legal entity established outside of 
Azerbaijan; 



 

 

PwC   5 

 payments of securities; 

 payments of dividends by residents to non-residents; 

 payment of educational or medical fees by residents or non-residents for themselves 
or for other persons. 

The Rules will come into force on 08.12.2016. 

Draft law on non-cash transactions 

According to the draft law, monthly transactions exceeding AZN 30,000 by VAT payers 
and businesses engaged in trade, nutrition and services with monthly turnover exceeding 
AZN 200,000 and exceeding AZN 15,000 by other taxpayers should be conducted as non-
cash operations. 

The law will enter into force for VAT and taxpayers with monthly turnover exceeding AZN 
200,000 on January 1, 2017 and on April 1, 2017 for other taxpayers. 

Presidential Decree on Strategic roadmaps of 
national economy and main sectors of economy 
approved the following strategic roadmaps 

As our readers may recall from Issue№ 35 development of a sustainable and competitive 
non-oil sector in Azerbaijan is the main direction of economic policy of the Republic. 
Taking this priority into account, President approved following strategic roadmaps: 

1. Strategic roadmap for development of heavy industry and mechanical engineering 

The main goal of this Strategic Roadmap is to achieve economic diversification by 
increasing the benefit of heavy industry and mechanical engineering. 

In order to reach these aims three goals have been defined for the period of 2016-2020: 

 Optimisation of existing assets; 

 Creation of a competitive sector; 

 Provision of financial support and international cooperation. 

Achievement of the outlined above objectives by 2020 will lead to a real GDP growth by 
AZN 1 billion 560 million and will create 7,700 new jobs. The realization of these goals 
requires AZN 2,9 billion investments. 

Strategic Roadmap defined following six priorities for heavy industry and engineering 
sector: 

 Mining (except oil and gas); 

 Metallurgy; 

 Production of some construction materials; 

 Machine-building industry in the oil sector and agriculture; 

 Production of electrical equipment; 

 Development of services in the machine-building sector. 
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2. Strategic roadmap for development of specialised tourism industry in Azerbaijan 

The roadmap defined four priority areas in specialised tourism industry in Azerbaijan: 

 Full utilisation of tourism potential of Baku. 

 Formation of a more favourable environment for the development of tourism in the 
country. 

 Development of tourism in Azerbaijan through the implementation of regional 
tourism initiatives. 

 Investments in educational programs in the field of tourism and improvement of the 
industry standards and certification systems to increase satisfaction level of tourists. 

As a result of implementation of the objectives set out in the Decree, a direct increase of 
GDP in Azerbaijan will amount to AZN 303 million, and indirectly about AZN 172 million 
by 2020. It is expected to increase the number of foreign nationals staying in hotels and 
hotel-type establishments by 4.6 times in comparison with 2015. 

3. Strategic roadmap for production and processing of agricultural products. 

The main objectives of the Roadmap are: 

 Simplifying access to financial resources; 

 Strengthening sustainability of food security; 

 Improving quality of professional education; 

 Developing consulting and information services; 

 Simplifying access to the markets for manufacturers; 

 Developing market infrastructure; 

 Improving business environment in the sphere of agriculture. 

Moreover, Strategic Roadmap envisage creation of the Public-Private Investment fund for 
development of production and processing of agricultural products. The Ministry of 
Economy, Ministry of Finance and Ministry of Agriculture will prepare proposals for 
creation of the Public-Private Investment Fund. 

This Fund will calculate investment income and categorise investments (for instance on 
infrastructure, production and processing), form criteria for choice of projects and 
prepare offers on the creation of monitoring system. 

Tax Code Amendments 

On 23 December 2016, the Azerbaijan President signed the law introducing changes to 
the Tax Code. These changes will be effective from 1 January 2017. 

Significant changes are summarized below. 

Transfer pricing 

The transfer pricing concept is introduced to the Tax Code. 

Taxes may be computed based on the transfer price for transactions concluded between 
the following persons: 
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 a resident and a non-resident in a related party relationship; 

 a permanent establishment of a non- resident and such non-resident or any 
representative office, branch office or other unit of such non-resident in other 
countries; 

 a resident and (or) a permanent establishment of a non-resident and persons 
established (registered) in a country with a favourable tax regime. 

In such cases, corporate income (personal income) tax is computed based on the transfer 
price regardless of the actual value of the transaction. 

The transfer price is determined based on the following methods: 

 Resale price method; 

 Cost plus method; 

 Comparable profit method; 

 Profit split method. 

The methods are used only if it is established that no comparable information exists or it 
is not possible to obtain information on the price of the goods in transactions between 
other persons. 

The taxpayer must notify the tax authority of transactions subject to transfer pricing 
where the total amount exceeds AZN 500,000 per annum. 

Advance tax ruling 

A taxpayer may apply to the tax office to determine its tax liability in advance for 
transactions of at least AZN 10,000,000 (ten million). The state duty for such application 
is AZN 500. 

Withholding Taxes 

Taxation of payments to countries wıth favourable tax regimes 

Direct or indirect payments to a person in a country with a favourable tax regime are 
considered income from an Azerbaijani source and subject to 10 % withholding tax. 

The list of countries concerned is determined annually. 

Transfers to digital wallet 

Banks and the national operator of the postal service must deduct 10% withholding tax 
from funds transferred by residents to digital wallets. 

According to changes to the Law on E-trade, digital wallets refer to software (not 
considered a bank or credit organization) to carry out electronic payments. 

Value Added Tax 

Taxation of agricultural products 

Only trade mark-ups applied in the retail sale of agricultural products produced in 
Azerbaijan are subject to VAT. 
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Exemption from VAT 

The following transactions are not subject to VAT for 3 years from 1 January 2017: 

 Import and sale of wheat as well as production and sale of flour and bread; 

 Sale of non-performing assets as part of restructuring and rehabilitation of insolvent 
banks; 

 Sale of poultry meat. 

Refund of VAT 

The time period for refund of VAT is reduced from 45 days (after receipt of the 
application) to 20 days. 

Compliance requirements for financial institutions 

Provisions on tax monitoring by financial institutions are introduced. In accordance with 
international treaties on exchange of information, financial institutions must submit 
information about financial transactions in Azerbaijan to the competent authorities of 
foreign countries by submitting e-reports. 

VAT on purchase of e-commerce services 

Payments to a non-resident person, not registered for VAT, for e-commerce services and 
works are subject to VAT. 

Where a person not registered for tax makes payment to a non-resident for such services 
(excluding hotel and air ticket arrangement services), the local bank executing the 
payment should pay the VAT from funds of the buyer. The VAT is not creditable. 

Non-cash settlements 

Cash withdrawals 

Simplified tax is calculated at 1% for cash withdrawals by legal entities and sole traders. 

Financial sanctions for conducting cash operations over prescribed limits. 

A supplier of goods (work, services) is subject to certain financial sanctions for 
conducting cash operations over prescribed limits. 

According to the law on non-cash settlements (signed on 23 December), cash settlements 
are limited to the following amounts: 

 Up to AZN 30,000 / calendar month - for VAT registered taxpayers and taxpayers 
engaged in trade and (or) public catering services whose taxable supplies exceed 
AZN 200,000 in any 12 month period; 

 Up to AZN 15,000 / calendar month – for other taxpayers. 

Voluntary tax disclosure 

Voluntary tax disclosure refers to situations where notification of a tax liability, not been 
discovered during a field tax audit, is made the tax authorities after the audit. In this 
event, the taxpayer pays only the tax due (i.e. without payment of a financial sanction). 

Electronic delivery note 

An e-delivery note is required for the sale of goods and services between businesses as 
follows: 
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 From 1 April 2017- for VAT registered taxpayers and taxpayers engaged in trade and 
(or) public catering services whose taxable supplies exceed AZN 200,000 in any 12 
month period; 

 From 1 January 2018- for all other taxpayers. 

Excise Tax 

Excise tax rates applicable to cars, yachts and other vehicles are increased. 

2017 Tax Code Amendments Awareness Session 

The changes to the Tax Code have provoked mixed reactions. PwC Azerbaijan will 
organise 2017 Tax Code Amendments Awareness Session, scheduled for 10 January, 
2017. The event will be held in Boulevard Hotel, Baku from 09.00 till 13.00. We will be 
presenting our views and discussing the opportunities and challenges the changes create. 

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 

Amendments to the Bulgarian tax and social security 
legislation as of 1 January 2017 

In brief 

Amendments to the Bulgarian tax and social security legislation have been promulgated 
in the State Gazette on 6 and 9 December 2016, envisaging 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, which may have an impact on your 
business. Most of the amendments will enter into force as of 1 January 2017. 

Value Added Tax Act (VATA) 

New rules for input VAT deduction regarding immovable property and other 
assets used both for business and private purposes 

A new rule is introduced according to which the input VAT will be deducted 
proportionately depending on the percentage of the use of the goods or the immovable 
property for business purposes. 

An allocation criterion, which ensures the most precise calculation of the VAT amount 
related to the business use, should be applied for the calculation of the VAT credit taking 
into account the specifics of the immovable property/assets. Upon acquisition or 
construction of an immovable property, an option is introduced for taxable persons to 
decide whether the whole immovable property will be allocated to the business assets or 
only a separate part of it that will be used for the economic activity. The rules in the VAT 
Act will not be applied for property not included in the business assets. 

The above-mentioned rules would apply also when limited property rights on immovable 
property are established. 

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

New rules are introduced that envisage annual adjustment of the input VAT for immovable 
property and other fixed assets. The amount of the used VAT credit should be adjusted for 
each year in which a change of the use has occurred for supplies subject to input VAT 
deduction. Such adjustment is required in all cases when the taxable person deducted 
input VAT wholly, partially or proportionately upon acquiring, manufacturing or 
importing goods as well as when no VAT have been previously deducted. 

The adjustment should be performed in the last tax period of the year by issuing and 
reporting a protocol and reflecting the adjustment in the purchases ledger and the VAT 
return for the respective tax period. The period for annual adjustments of immovable 
property is 20 years (starting from the later between the date of deduction of input VAT 
and the date of commencement of the actual use). For other assets and services, the period 
will be 5 years. 

A new definition of fixed assets is introduced for the purposes of the VAT Act, which 
includes the following: 

 Immovable property and motor vehicles 

 Other assets having a value over BGN 5,000 meeting the criteria for fixed assets 
under the Corporate Income Tax Act. 
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New rules for adjustments of input VAT deduction and specific cases of 
issuing credit notes 

It is specified that a taxable person should adjust the input VAT deduction in the case of 
cancellation of the supply, provided that there is an issued invoice for advance payment. 
The correction should be performed in the tax period when the supply is cancelled 
irrespective of whether the advance paid amount is returned/offset or whether the 
supplier has issued a credit note. 

From the supplier’s perspective, 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 or the 
offset. 

A similar adjustment should be performed in the cases when the VAT registration of the 
supplier is terminated. 

Specific rules for amendments of incorrectly reported tax document 

A possibility is introduced to make corrections of incorrectly reported documents in 
situations where the person has already been deregistered for VAT purposes. 

New VAT rules for consortiums 

It is clarified that contributions of goods/services by partners in unincorporated entities 
(i.e. consortiums) would not be considered supplies of goods/services in the cases when 
they are contributed for the achievement of a common goal provided that there is no 
remuneration agreed upon. 

The partner contributing goods/services for the achievement of the common goal will have 
the right to deduct input VAT and the obligation to perform adjustments of the VAT credit. 

The amendments explicitly envisage that the participation of a VAT registered partner in 
an unincorporated entity shall automatically trigger a mandatory VAT registration for the 
unincorporated entity as of the date of its establishment. 

Taxable turnover in the case of a mandatory VAT registration 

The taxable turnover includes the turnover generated by the restructuring entity or by the 
transferor (if it is a VAT non- registered person) for a period not longer than the preceding 
12 consecutive months prior to the restructuring or the transfer in the case of a 
restructuring of an entity, transfer of a company or in the case of in-kind contribution. In 
the case of a spin-off, splitting or in-kind contribution of a part of an entity, the turnover 
generated by the restructuring entity or by the transferor should be taken into account. If 
this is impossible, the turnover should be determined in relation to the activities, i.e. in 
proportion to the transferred assets. 

Supplies between tour operators subject to TOMS 

The supplies of single tourist services between tour operators will fall within the scope of 
the tour operator margin scheme (TOMS). 

Amendments to the scope of supplies of goods and services related to aircraft 
and vessels 

The scope of supplies subject to 0% VAT rate related to aircraft and vessels will be limited. 

Until now, the supplies of all kinds of aircraft and vessels were subject to 0% VAT, with the 
exception of these intended for private or entertainment purposes. 

According to the amendments, the supply of vessels, which are not used for navigation on 
the high seas, i.e. mostly inland waterways and cabotage, will be subject to 20% VAT. 
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Supplies of aircraft will be subject to 0% VAT rate only if they are used by airlines 
operating mainly on international routes. 

Excise Duties and Tax Warehouses Act (EDTWA) 

Administrative simplifications for various procedures 

As of 1 January 2017, 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 exemption from excise duty; 

 issuing a license for 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 that have been denied issuance a certificate for end customer exemption 
from excise duties, for incompliance established by the customs authorities, are being 
informed explicitly about the denial through a written decision. With the new amendment, 
if no written decision is issued within the terms defined under the Bulgarian EDTWA, this 
will be considered a tacit denial. 

Changes in the excise duty rates for cigarettes 

The excise rates will change as follows: 

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

 a decrease in the proportional excise rate: 

- as of 1 January 2017 – from 40% to 27% of the retail price; 

- as of 1 January 2018 – from 42% to 28% of the retail price. 

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

According to the new amendment, the excise on alcohol used for cleaning purposes within 
the production process of medicines will be subject to refund. This is in line with the 
judgment of the CJEU on the Bulgarian case C-306/14 (Biovet). 

No excise exemption for some additives for lubricating oils 

Currently, excise duty exemption is available for some 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. This exemption is 
abolished with the new amendments. 

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. 

EU and EEA registered entities will be able to sell electricity and/or natural gas for 
household and industrial purposes through a branch or a tax representative under the VAT 
Act. 
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Additional requirements for controlling technical devices installed on some 
vehicles 

Further requirements for controlling the correct exploitation of the GPS devices installed 
on motor vehicles and containers for transportation of energy products for heating 
purposes are introduced. 

In this respect, entities operating with such vehicles shall be responsible for ensuring and 
monitoring the technical capabilities of the GPS devices and other devices for controlling 
and measuring purposes on a regular basis. If the customs authorities find that the above 
requirements are not met, the operator may lose its certificate for approved container for 
transportation as of the date of the customs authorities check. 

New option for selling tobacco products from motor vehicles 

Currently, the EDTWA, explicitly enumerates the sites allowed to be used for trade with 
tobacco products. The usage of motor vehicles for such trade was not specified in this list. 

The new amendment provides that licensed traders of tobacco products will have the 
option to trade from motor vehicles without a preliminary request but after providing the 
identification information of the motor vehicles to the customs authorities. 

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 awards are determined randomly, are non-taxable. 

As of 1 January 2017, the exemption from taxation will apply only to prizes with 
insignificant value from entertaining gambling machines or from participation in games 
where the prizes are determined randomly and are not qualified as gambling. A prize with 
insignificant value is the one, whose market price does not exceed BGN 30. 

Income taxable with one- off tax 

Currently, Bulgarian tax residents that 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, etc. 

As of 1 January 2017 these types of income have to be reported and taxed on an annual 
basis only with the annual tax return. 

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 amendment concerns scenarios where a contribution in kind was made in a company 
and the company subsequently 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 

A new tax relief has been introduced for individuals who use non-cash methods for 
payment of their expenses. 



 

 

PwC   14 

The requirements are: the individual has received taxable income during the tax year; 
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 is 
1% of the outstanding tax due for the tax year, but capped to BGN 500. 

Tax relief for electronic filing of annual tax return 

As per the new amendments, the discount of 5% from the outstanding tax due, from which 
the individuals benefit when filing tax returns electronically by 31 March of the following 
year, is capped at BGN 1,000. 

Simplified procedure for correcting tax returns already filed 

Individuals will be allowed to file a one-off corrective tax return without a penalty by 30 
September of the following year. This amendment is applicable also for mistakes found 
during 2017 in the declared data and liabilities for tax year 2016. 

Simplified condition for filing tax returns by heirs 

As of 1 January 2017 heirs of deceased persons will have the option to file an annual tax 
return under Art. 50 of PITA. If the heir chooses not to file an annual tax return, the 
Bulgarian tax authorities will have the right to assess the liabilities of the deceased, as  per 
the procedures in the Bulgarian Tax and Social Security Procedural Code. The tax return 
can be filed by any of the heirs and has effect upon the others. The deadline for filing the 
tax return is 30 April of the following year. It can be also filed after the deadline but no 
later than 6 months from the discovery of the heritage. 

Income, which the heirs discovered after the abovementioned deadlines, has to be 
declared within one month from the discovery. 

Corporate Income Tax Act (CITA) 

Mandatory electronic filing of tax returns 

A mandatory obligation for electronic filing of tax returns under CITA is introduced. The 
new requirement will enter into force as of 1 January 2018. 

Simplified procedures for corrections of tax returns 

In the case of establishing accounting or other errors following the initial submission of 
the annual tax return, a new option is introduced to allow the taxable person a one-time 
submission of a corrective tax return by 30 September of the year following the tax period. 

If errors relate to past periods, the companies will have to submit a written notification to 
the National Revenue Agency, which will take steps to correct their taxable result no later 
than 30 days after the filing of the notification. 

Local Taxes and Fees Act (LTFA) 

Real estate tax for concessions 

According to the amendments, in the case of concession, the person subject to tax will be 
the concessionaire. In case of extraction concession the person subject to tax is the owner 
with the exception of the cases when the concessionaire has a right in rem to use the 
property or a part of it. 
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Postponed implementation of the new garbage collection fee calculation  

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 
immoveable property) is postponed and has to enter into force as of 1 January 2018. 

Accountancy Act 

Enterprise definition clarification 

A clarification to the definition of enterprise for the purposes of the Accountancy Act is 
introduced and it will include also: 

 Bulgarian branches of foreign traders; 

 consortia under the Commercial Act; 

 partnerships under the Obligations and Contracts Act; 

 joint enterprises and other unions based on contractual relations where the parties 
have rights over the net assets. 

Enterprises without activity in the reporting period 

An amended definition for enterprises that have not performed activity during a reporting 
period has been introduced. These are entities meeting simultaneously the following 
requirements: 

 they have not performed transactions (as provided in Art. 1, para 1 of the Commercial 
Act); 

 they have not performed activities related to investments, production and/or sales; 

 there have been no conditions for revenue recognition under the Accountancy Act and 
the applicable accounting standards; 

 they have not performed purchases of goods/services with a purpose to realise 
income/profit. 

Groups of entities 

A new option for categorising groups of enterprises is introduced with the amendments to 
the Accountancy Act. It will be possible the groups of entities to be defined on the basis of 
the sum of the figures from the individual financial statements of the entities within the 
group prepared as of 31 December of the current reporting period. In this case, for defining 
the group category, the levels of the indicators of the balance sheet value of the assets and 
the net income of the sales are increased with 20%. Currently, the categorizing of a group 
of entities is performed only on consolidated base. 

Social security 

As of 1 January 2017, the social security contributions for “Pension” fund are increased by 
1 %, out of which: 

 0,56 at the expense of the insurer; 

 0,44 at the expense of the insured person. 

In addition, the minimum monthly insurance base for self-employed individuals who has 
not performed any activities in 2015, as well as for freelancers who launched their 
activities in 2016 and 2017, is increased from BGN 420 to BGN 460. 
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Your local contact person:  

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

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

Tax 

Insurance for statutory body members 

More and more often we see the question of the taxation of insurance for statutory body 
members paid by the company. 

The insurance sector is highly developed in this respect, and there are various products 
on the market that either relate to the insurance for statutory body members by itself or 
that combine it with other insurance products. 

In practice, we encounter situations where an insurance contract is concluded between 
the company (the policyholder) and the insurance company (insurer). The company thus 
becomes the bearer of the contractual obligation to pay the premium. 

The variable in insurance contracts is the insured person itself. The insured person may 
be a company that insures its business risk (e.g. the death of a statutory body member) or 
even a statutory body member / members themselves. In this context, the question arises 
whether the premiums paid should be treated as a taxable income for a statutory body 
member or not. 

The answer might seem simple, but with a closer look we find that the wording of 
insurance contracts and insurance conditions often vary. 

The insured person doesn’t have to be just a company and/or a statutory body member, 
but also all past and future board members, executives and their family members, heirs 
and others. Such a definition of the insured person greatly complicates the determination 
of who is insured and when. Insurance companies in this case really don’t know at any 
given moment how many people are covered by their insurance, as this figure may vary 
over time. 

Another dimension of this issue is the coverage of members of a statutory body not only 
from the company that concluded a contract with the insurance company, but also other 
companies in the group (e.g. members of subsidiaries’ statutory bodies). Thus, for 
example, an insurance contract concluded in the Czech Republic may also cover the 
managing director of a subsidiary in Greece. A very important aspect is the fact that some 
contracts guarantee a one-time benefit payment from the insurance company, while other 
contracts may guarantee repetitive payments. 

The recommendation is to always prepare a detailed review of the contractual 
relationship between the company, the insurance company and possibly the insured 
person, including the insurance conditions applicable to the contractual relationship. 

State aid to Apple in Ireland? 

On 30 August 2016, the European Commission (EC) issued its final decision in the state 
aid investigation of Apple in Ireland. The EC concluded that Apple benefited from 
unlawful state aid granted by Ireland during 2003–2014, and ordered Ireland to recover 
the amount of up to EUR 13 billion plus compound interest from Apple. 

The EC’s investigation was related to two rulings (from 1991 and 2007) on the attribution 
of profits to the Irish branches of two Irish incorporated, non-resident companies 
ultimately owned by Apple Inc. The EC calculated that Apple paid an effective corporate 
tax rate in Ireland that decreased from 1% in 2003 to 0.005% in 2014. 

The EC’s position is that the agreements made between the company and Ireland “did not 
correspond to the economic reality” as regards the profit attribution. Thus the EC 
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concluded that the rulings deviated from the arm’s length principle in a manner which 
was selective (i.e. Apple received a tax benefit which was not provided to other 
companies). From Apple’s perspective, however, it obtained the rulings in line with valid 
tax legislation in Ireland. 

We expect further developments on the Apple case, such as a potential appeal by Ireland 
or Apple to the European Court of Justice. This case highlights a certain uncertainty for 
Czech taxpayers as well, as the EC could in future contest agreements concluded with the 
Czech Financial Administration in line with the tax legislation (in the form of binding 
rulings). 

In practice, the Czech tax authorities may start looking at potential binding rulings not 
only from the local perspective, but also from the perspective of fair treatment of all 
taxpayers or the perspective of other counterparties in specific transactions. Still, binding 
rulings with the Czech tax authorities (such as the Advanced Pricing Agreements 
regarding transfer pricing) remain valid legal instruments and provide the highest level of 
assurance to taxpayers. 

Preparations for EET are well under way 

The beginning of September represented a substantial shift in the situation surrounding 
the electronic registration of sales (EET). The Financial Administration published a 
methodical paper, while at the same time certain provisions of the Act on Registration of 
Sales came into effect. Taxpayers can already apply for authentication data to access the 
EET portal, where prior to the first registered sale they are obliged to define their 
establishments and obtain certificates for POS devices. Additionally, taxpayers can apply 
for binding judgements or for an authorization to keep their records in a simplified 
scheme. 

The methodical paper, unfortunately, did not remove all the ambiguities that the 
professional community is facing. On the contrary, new issues came up for the catering 
sector, regarding when and how this area is going to be divided into the 1st and 3rd 
phases of implementing EET. We especially recommend that companies with complex 
business models, a greater number of establishments or a combination of several types of 
activities not delay their preparations for EET. 

Legal 

European directive reports significant breaches of e-shop cybersecurity 

Disruption of cybersecurity is becoming more common and complex. It can endanger the 
delivery of essential services, such as electricity, transport and banking. This risk led the 
European Commission to adopt a directive on the security of networks and information 
systems (NIS Directive), which came into force in August this year. Member States must 
implement it into the national legislature within 21 months. 

The Directive lays down the minimum level of common European protection against 
cyber-attacks and also imposes an obligation on certain entities to report significant 
instances of cybersecurity breaches. The introduction of a reporting obligation will affect, 
inter alia, digital service providers (Internet search engines, social networks, online 
stores, etc.) and business entities in the field of energy or health. The obligation to report 
security incidents that have a significant impact on their services will affect not only the 
activities of Internet giants such as Google, Amazon or PayPal, but also Czech e-shops. 

The NIS Directive is the European Commission's effort to respond to the rapidly changing 
threats in order to create a common, high level of protection in all EU Member States. 
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Assurance 

Small and medium-sized entities will no longer be required to disclose non-
financial information in their annual reports 

The Accounting Act introduces significant simplifications in the compilation of annual 
reports for micro, small and even medium-sized entities. While the actual obligation to 
prepare an annual report is, as previously, tied to the obligation to have the financial 
statements audited, the aforementioned entities are no longer obliged to share non-
financial information in their annual reports. 

This is related to the omission of data relating to for example presumed development of 
the entity's business activities in the area of environmental protection and employment 
relations, activities in research and development, facts that occurred after the balance 
sheet date, etc. 

On the other hand, the obligation to prepare an annual report has been implemented 
even in cases where the financial statements are subject to a mandatory audit because of a 
special legal regulation. For example, if the entity prepares an annual report (either 
mandatorily or voluntarily), the report on relations remains mandatory. The obligation to 
draw up a report on relations is based on the Act on Business Corporations, and is 
therefore independent of the requirements of the Accounting Act. 

Disclosure requirements for financial statements and annual reports remain unchanged. 
Only the maximum period was specified at 12 months from the balance sheet date. In the 
case of using exemptions from consolidation, the Czech accounting standards still 
demand that the consolidated annual report and the consolidated financial statements 
(including the auditor's report), prepared for a broader consolidation unit by another 
consolidated entity, be published in the Czech language. 

Study 

The future of European banks: technological innovation and cooperation 
with start-ups 

Even taking Brexit into account, established European banks are going to have to accede 
to technological innovations and collaboration across the financial-technological sectors. 
According to the authors of the PwC study, "The future of banking in Europe", financial 
houses will be established to connect with technology companies in order to withstand 
the onslaught of the market and competition. 

The authors of the study previously predicted that the post-crisis banking industry was 
going to wake up in a radically different market environment, which will be dominated by 
mergers, alliances and business relations between financial service providers and 
technology companies. In this new market environment, in addition to the history of the 
crisis, the decision of the UK to leave the European Union is also going to be reflected. 

Banks are now trying to focus more on improving their customer service and operational 
gaps in the market. According to the study authors, the development in this direction 
should return the growth potential to the banking sector. But it is necessary to consider 
the risks and obstacles. 

Your local contact person:  

David Borkovec 
Lead Tax & Legal Services Partner  
Tel: +420 251 152 561 
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Hungary 

The latest European Court of Justice decision 
regarding VAT deduction is in a Hungarian case once 
again 

The European Court of Justice issued a decision on 10 November 2016 in a case referred 
from Hungary (Case No. C- 446/15 Signum), which might mean further help for 
taxpayers to defend their VAT deduction right during tax audits. 

The Hungarian tax authority and court practice is currently not unambiguous regarding 
the issue whether it is mandatory to further examine the mindset of the taxpayer 
deducting VAT in case the tax authority assesses that the transactions was not performed 
between the parties indicated on the invoice, i. e. whether the tax authority should prove 
that the taxpayer knew or should have known that it participates in a fraudulent 
transaction flow, or it can deny the VAT deduction right of the taxpayer without further 
examining the company’s mindset in this relation. 

In the Signum case, the European Court of Justice clearly took the view that it is not in 
line with the EU legislation if the tax authority denies the VAT deduction right of the 
taxpayer solely on the basis that the issuer of the invoice could not have been the actual 
performer of the transactions indicated on the invoice. In these cases, in order to deny the 
VAT deduction right of the taxpayer, the tax authority should prove with objective 
circumstances that the taxpayer knew or should have known that it participates in a 
fraudulent transaction flow. 

In relation to the examination of the taxpayers’ mindset, the European Court of Justice – 
in line with its decisions in previous cases – states that the tax authority can only base its 
assessments on objective circumstances, and also that the taxpayers (invoice recipients) 
cannot be obliged to perform inspections to which they otherwise could not be obliged to 
do. 

This decision can be of high importance to taxpayers in the future, as with the proper 
arguments, it could mean an opportunity for defending VAT deduction right in similar 
cases before Hungarian tax authorities and courts. 

T. R. U. S. T. - Application for automatic completion of 
domestic recapitulative statements ("M-sheets") 

Legislation introduced on 1 January 2013 and amended on 1 January 2015, requires 
taxable persons to complete, as part of their VAT returns, a domestic recapitulative 
statement on all transactions in which the VAT content reaches or exceeds HUF 
1,000,000. 

The rules on domestic recapitulative statements are set to change again from 1 July 2017; 
this is not affected by any of the tax amendments recently adopted by Parliament. 

From 1 July 2017, a domestic recapitulative statement will have to be submitted for all 
domestic acquisitions in which the VAT content reaches or exceeds HUF 100,000, as well 
as for all supplies for which an invoice is issued on a pre-printed standard form. 

PwC’s tax experts and developers have created an IT solution that fully automates the 
process of completing VAT returns, including in particular domestic recapitulative 
statements and their correction sheets. 
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We note, however, that the rules on domestic recapitulative statements may change 
further before the above date, meaning that in the future such statements may have to be 
submitted in fewer cases or not at all. 

Deadline for claiming default interest on unrecovered 
VAT will expire at year-end 

The Supreme Court has issued a communication regarding default interest claims for 
VAT that was not recoverable under the previous regulation, which made recovery 
conditional on payment. Taxpayers will be able to claim interest on unrecovered VAT 
until 31 December 2016. 

The European Court of Justice (ECJ) ruled that the earlier provision of the VAT Act, 
according to which VAT may not be recovered for incoming invoices that are not paid 
(but must be carried forward to the following period), was contrary to Community law. In 
response to the ECJ’s ruling, Parliament repealed the above requirement, and set out 
rules for settling unrecovered VAT in an amending act. However, those rules did not 
provide for interest claimed on unrecovered VAT. 

According to ECJ order no. C-654/13, the tax authority would have been obliged to pay 
taxpayers that had a VAT refund claim based on the amending act default interest on 
reclaimed VAT at the Hungarian National Bank base rate. Taxpayers are entitled to 
default interest on VAT that was unrecoverable under the previous regulation, for the 
period in which VAT recovery was withheld (provided that such VAT was declared in the 
relevant tax return). 

Based on the Supreme Court’s position, as taxpayers have the right to reclaim withheld 
VAT since 27 September 2011, and interest claims are basically related to such VAT, 
interest may also be claimed within the limitation period starting on the above date. This 
could be of high importance to taxpayers that have not yet claimed interest on 
unrecovered VAT as, according to the Supreme Court’s communication, this option is 
available only until 31 December 2016. 

On 12 and 13 December 2016 Parliament adopted Act 
T/13159 on the amendment of certain acts pertaining 
to economic and financial affairs and Act T/13268 on 
the amendment of certain acts pertaining to 
contributions to public revenues and the duties of 
public authorities. This newsletter summarises the 
most important changes introduced by the new 
legislation. 

Changes concerning corporate tax 

Change in the corporate income tax rate 

Effective from 1 January 2017, the corporate income tax rate will be reduced to 9%. As a 
result, progressive exemption will no longer be applicable. The introduction of a flat 
corporate income tax rate will affect not only payable, but deferred tax calculations as 
well. 

Transitional provisions concerning the tax rate change 

Due to the introduction of the new tax rate, transitional provisions will apply to 
calculating corporate income tax advances payable in the first half of 2017, as well as from 
July 2017. Concerning the first half of the 2017 tax year, taxable persons that established 
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their tax liabilities for 2015 using the 19% tax rate will have to pay a tax advance of 50% of 
the sum of 10/19 of their tax established for 2015 and HUF 20 million, but not more than 
50% of the tax paid for the 2015 tax year. The tax authority will issue a decree on adjusted 
tax advances by 15 January 2017. Tax advances payable in the second half of 2017 and the 
first half of 2018 will have to be calculated by applying the 9% tax rate. 

Changes concerning the development tax incentive 

According to the amendment, the period for applying the development tax incentive will 
be extended for requests and declarations submitted after 31 December 2016. The tax 
incentive may be applied in the tax year in which the investment project is put into 
operation (or, at the taxpayer’s discretion, in the following tax year) and in the following 
twelve tax years (currently, nine tax years), but no later than during the sixteenth tax year 
(currently, the fourteenth tax year) following the tax year in which the notification or the 
application was submitted. 

Changes concerning the tax incentive for supporting sports and culture 

Effective from 1 January 2017, the period for applying the tax incentive for providing 
financial support to film productions, performing arts organisations and sports 
organisations for popular team sports will be extended to include the eighth calendar year 
(currently, the sixth tax year) following the year in which the support was provided. 

Under the amendment, taxpayers will have to pay as supplementary support and as 
supplementary sports development support an amount equal to at least 75% of 9% of the 
primary support. At the same time, additional supplementary support and additional 
supplementary sports development support will be eliminated. 

Corporate tax incentive for business startups 

According to the amendment, the pre-tax profit decreasing item for investing in business 
startups will be raised to 300% (currently, 150% or 250%) of the cost of the investment. 
Definition of controlled foreign company. 

As a first step of implementing the relevant EU regulation, the definition of controlled 
foreign company will change. The new definition and related items adjusting the pre-tax 
profit/loss rely significantly on the Council Directive laying down rules against tax 
avoidance practices that directly affect the functioning of the internal market (Anti-Tax 
Avoidance Directive, ATAD), but also show some differences. As a general rule, 
companies that have permanent establishments with a low effective tax rate, further 
companies that have direct or indirect subsidiaries with a low effective tax rate can expect 
adverse tax consequences. Nevertheless, the wording of the legislation raises several 
interpretation issues. Therefore, companies that have direct or indirect subsidiaries, or 
permanent establishments with a low tax burden are recommended to consult their 
advisors until these issues are clarified. 

Changes affecting personal income tax and social security contributions 

Social tax 

Under the amendment, the social tax rate will be reduced to 22% from 1 January 2017, 
and to 20% a year later. In line with the above amendment, there are also several changes 
that affect the rate of social tax allowances. Instead of the currently available allowances 
of 27%, 13.5% or 14.5%, the rate of the social tax allowance will be equal to the tax rate or 
50% thereof. This will reduce employers’ payroll expenses by 3.9%. 

Healthcare tax 

The rate of healthcare tax (currently 27%) will be reduced to 22% from 1 January 2017, 
and to 20% from 1 January 2018, in line with the reduction of the social tax rate. As a 
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result, public dues payable for business meals, corporate events and certain fringe 
benefits will be reduced from 49.98% to 43.66% in total. 

Personal income tax 

The amendment extends the scope of the five-year phased tax base reduction to include 
all types of real estate (currently this only applies to residential property or intangible 
asset rights related to residential property). This means that, from 1 January 2017, 
income from the sale of all types of real estate will be tax exempt from the fifth year 
following the year of acquisition. Along with the reduction of the corporate income tax 
rate, the rate of income tax payable by individual entrepreneurs will be reduced to 9%. 

In accordance with the amended definition, the rules concerning controlled foreign 
companies will no longer be included in the Personal Income Tax Act. Consequently, 
dividend paid in 2017 by companies that no longer qualify as controlled foreign 
companies as of 2017, will qualify as dividend income (rather than as other income), 
which will result in a significantly reduced tax liability. 

Amendments to the act on the economic stability of Hungary 

Effective from the thirtieth day following their promulgation, the amendments will repeal 
the provisions pertaining to the Stability Savings Account. On the other hand, private 
individuals will be able to opt to pay the 10% personal income tax on certain types of 
income earned before 30 June 2016 from sources other than payers of taxable income. In 
addition to personal income tax, a self-revision fee will also have to be paid on such 
income. The tax can only be paid through a bank designated for this purpose by the 
national tax authority; additional rules on the fulfilment of this tax liability will be laid 
down in an implementing regulation. Private individuals will be able to choose this new 
option in respect of tax liabilities incurred in any prior year as well. The procedure is 
anonymous, as the designated bank will not disclose information on the private 
individual or the income. During a tax audit, the respective individuals will be able to 
prove that they have fulfilled their tax obligations by a certificate issued by the bank. 

The acquisition of shares or other members’ equity issued by a legal person or other 
organisation will not give rise to any tax, contribution or duty liability if the shares or 
members’ equity are acquired between 1 January and 30 June 2017 under transparent 
conditions. The exemptions can only be applied if the party acquiring the shares free of 
charge reports the acquisition to the national tax authority, or if the purchase price of the 
shares is paid through a bank based in an EEA Member State (the detailed rules will be 
laid down in an implementing regulation). The rules on reported shareholding will not 
apply to shares acquired as described above. 

Changes related to building tax 

According to the amendment, from 1 January 2018, outdoor advertising structures placed 
on real property in the area of jurisdiction of a local government will be subject to 
building tax. The tax liability will arise on the first day of the year following the date the 
permit authorising the placement of the advertising structure is issued, or in the absence 
of such permit, on the first day of the year following the the date on which the structure is 
placed. The owner of the advertising structure will be obliged to pay the tax, which will be 
calculated based on the display area expressed in square meters to two decimal places. 
The maximum tax payable will be HUF 12,000 per square metre. 

Your local contact person:  

Tamás Lőcsei 
Partner, Service Line Leader 
E-mail: tamas.locsei@hu.pwc.com  
Tel: +36 1 461 9358  
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Latvia 

Natural Resource Tax Act to be amended in line 
with EU requirements 

Parliament is debating proposals for amending the Natural Resource Tax Act as a matter 
of urgency. This article explores what we see as key changes, and highlights the relevant 
EU requirements. 

More tax to pay 

From 1 January 2017 higher rates of tax will be payable by traders that extract and use 
natural resources or carry out polluting activities (carbon dioxide emissions) as well as by 
municipalities and residents. 

The rates are to rise on – 

 product packaging and disposable tableware made of polystyrene (+41%); 

 medicinal mud of all kinds (+27%); 

 high-, medium- and low-value underground waters, including freshwaters, mineral 
waters and spring waters that are sold on (+30%); 

 means of transport permanently registered in Latvia for the first time (+38%); 

 tyres of all kinds (+100%); 

 decorative (finishing) dolomite and tufa (+25%); 

 surface waters (+44%); 

 carbon dioxide emissions in the cases listed by the Pollution Act (+29%) etc. 

The Ministry for Environmental Protection and Regional Development points out that in 
many cases the tax rate has not been reviewed since 2010, and so revising it upwards has 
objective reasons and meets EU requirements. 

The EU directive on plastic carrier bags 

The use of polymer grocery bags (and other similar packaging products) will be restricted 
(including by introducing a higher rate of tax) in Latvia and elsewhere in the EU under 
directive No. 2015/7201 for reducing the consumption of lightweight plastic carrier bags. 

The directive requires that member states should take measures aimed at reducing the 
consumption of plastic carrier bags in their territory, including reductions at national level 
by means of economic instruments and trade restrictions that are proportionate and non-
discriminatory. 

Member states are to implement one (or both) of the following measures: 

1. ensure that the annual consumption of lightweight plastic carrier bags2 does not 
exceed 90 per capita by 31 December 2019 and 40 per capita by 31 December 2025, 
or equivalent targets expressed in units of weight; 

2. ensure that lightweight plastic carrier bags are not issued free of charge at points of 
sale by 31 December 2018 (unless equally effective instruments are in place). 
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According to the Ministry for Environmental Protection and Regional Development, the 
distribution and sales of plastic carrier bags will not be prohibited, but measures will be 
taken to reduce their consumption. 

The EU is planning to adopt an implementing act that will prescribe the approach to 
calculating the annual consumption of lightweight plastic carrier bags. Two options for 
reporting sales of plastic bags are currently being evaluated: 

1. retailers report the number of bags, or 

2. producers/packers report the weight of bags. 

The results of this evaluation will be known in late May 2017. 

E-invoicing 

Directive 2014/55/EU of the European Parliament and of the Council of 16 April 2014 on 
electronic invoicing in public procurement requires that the public sector should become a 
user of e-invoicing from 27 November 2018. This article explores the applicable law and a 
ruling made by the State Revenue Service (SRS) on e-invoicing. 

The purpose of e-invoicing 

According to the directive, e-invoicing is being introduced to encourage and simplify data 
interchange, to reduce costs and the administrative burden, and to simplify the 
administrative procedures associated with data interchange.1 Our experience suggests that 
data interchange by means of e-invoicing allows traders to achieve the fastest and most 
efficient flow of information, optimise data processing, and cut costs. 

Under section 125(6) of the VAT Act (and Council Directive 2006/112/EC), a tax invoice in 
an electronic format denotes a tax invoice that is issued and received in any electronic 
form. The VAT Act lays down the following requirements for e-invoicing: 

 e-invoicing is subject to agreement between the parties to the transaction; 

 the authenticity and integrity requirements for an electronic tax invoice are satisfied 
by using an advanced electronic signature, electronic data interchange, or any other 
means ensuring the authenticity of origin, the integrity of content, and readability. 

It follows from these statutory requirements that taxpayers may agree on the most 
convenient format and conditions for exchanging e-invoices to suit the nature of their 
business. 

In an advance ruling of 24 April 2013 the SRS explains that the requirement laid down by 
section 132 of the VAT Act that a customer receiving a tax invoice should recognise e-
invoicing is mainly based on the technical facilities that are necessary for receiving e-
invoices or on the customer’s ability to satisfy the authenticity, integrity and readability 
requirements for receiving an e-invoice that do not apply to a paper invoice. 

The customer’s approval for receiving e-invoices can be expressed in an official or 
unofficial letter or by tacit agreement, e.g. by processing or paying a tax invoice received 
electronically. The supplier is allowed to orally agree with the customer that tax invoices 
will be issued in an electronic format. 

According to the SRS, an electronic tax invoice can be issued and received in any electronic 
format. A registered taxpayer is free to choose the format of a tax invoice, e.g. preparing it 
as a message in XML or as a PDF file sent to an email address designated by the customer. 

                                                             
1 http://eur-lex.europa.eu/legal-content/LV/TXT/PDF/?uri=CELEX:32014L0055&from=LV 

http://eur-lex.europa.eu/legal-content/LV/TXT/PDF/?uri=CELEX:32014L0055&from=LV
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Electronic tax invoices are taken to include any paper invoices that have been scanned and 
emailed.2 

Although the SRS ruling allows taxpayers to orally agree on e-invoicing, it is advisable to 
incorporate a clause on electronic data interchange in their terms of business and to draw 
up internal guidelines for processing e-invoices. 

Contract manufacturer’s role in sales 

Medtronic disagreed with the analysis carried out by the Internal Revenue Service (IRS) 
and its findings, insisting in the US Tax Court that MPROC cannot be treated as a limited-
risk contract manufacturer solely because it performs neither the R&D function nor the 
marketing/sales function, being involved in manufacturing only. Medtronic was able to 
prove to the court that the market demand for CRDM/neurological devices and electrodes 
largely depends on the quality of manufacturing processes, an area MPROC is fully 
responsible for. Given the complexity of processes involved in manufacturing these 
medical goods, MPROC employs highly qualified staff that work closely with Medtronic’s 
R&D department in adjusting the manufacturing processes to meet Medtronic’s quality 
standards, as well as controlling the quality of the manufacturing processes and finished 
goods, thus taking quality risk, which is one of the highest risks in this industry. Medtronic 
eventually succeeded in proving to the court that a contract manufacturer may also be 
eligible for a large part of profits and the Cost Plus method is not appropriate for 
determining MPROC’s remuneration. 

The court accepted Medtronic’s arguments and analysed its transaction with MPROC to 
establish whether the licence fee was arm’s length. Medtronic presented comparable 
licence agreements with independent entities to defend the fee level. 

The court examined Medtronic’s comparables, selected a comparable Medtronic 
agreement with an independent party under which a licence fee was paid, and made 
mathematical adjustments to make that fee applicable to the circumstances of the 
transaction in dispute. The adjustments reflected the following factors: 

1. Exclusivity – unlike the independent entity, MPROC had acquired exclusive rights; 

2. Rights to inventions in the manufacturing process – unlike the independent entity, 
MPROC had such rights; 

3. Constant access to know-how – MPROC works closely with Medtronic during the 
manufacturing process and constantly takes the opportunity to acquire new 
technological know-how, which is not available to the independent entity; 

4. Different product ranges and margin levels – MPROC’s licence agreement covered a 
wider range of products than the one with the independent entity, and some of 
MPROC’s products yielded higher margins than the goods specified in the 
independent entity’s agreement. 

The purpose of the mathematical adjustments was to increase the licence rate set in 
Medtronic’s agreement with the independent entity. As a result of the adjustments, the 
court determined an arm’s length licence rate of 44% for MPROC’s CRDM/neurological 
devices and 22% for electrodes. 

The court cancelled an extra income tax liability of USD 1.3 billion assessed on Medtronic 
by the IRS. 

                                                             
2 An advance ruling on how an electronic invoice may be recognised as a supporting document for 
accounting purposes 
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Conclusions 

Applying the US Tax Court’s ruling to Latvian practice leads to the conclusion that the 
contract manufacturers set up by large multinationals in Latvia rarely earn substantial 
margins and in certain financial years they suffer losses for a variety of reasons, including 
the industry’s market conditions. 

The Latvian State Revenue Service (SRS) takes a similar approach to such cases, claiming 
that a Latvian entity that manufactures goods ordered by related parties and sells them to 
those related parties cannot operate at a loss. In such cases the SRS usually selects 
comparables from the Amadeus database, excludes any loss-making entities from the 
selection, and comes up with entities that the SRS believes are comparable for determining 
an arm’s length range of markups. An appropriate markup is then applied to the contract 
manufacturer’s cost in order to calculate the amount to be added to taxable income. 

The US Tax Court’s ruling suggests that the functions and risks taken by a contract 
manufacturer cannot always be treated in the same way, as there may be cases where a 
contract manufacturer takes substantial risks and his financial performance can be 
affected by various circumstances, including the industry’s market conditions. 

Company/group size and financial reporting 

The Financial Statements and Consolidated Financial Statements Act has replaced the 
Financial Statements Act and the Consolidated Financial Statements Act with effect from 1 
January 2016. A key change resulting from the new law relates to how companies and 
groups are sized into categories with appropriate requirements for preparing, auditing, 
approving, filing and publishing financial statements and consolidated financial 
statements. This article explores these aspects. 

Three criteria 

The reporting requirements still depend on three criteria that characterise a company or 
group: balance sheet total, net revenue, and the average number of employees in the 
financial year. Exceeding a criterion was what mattered until this year, whereas the new 
law puts a cap on each size: 
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These criteria determine which requirements for preparing financial statements and 
consolidated financial statements must be satisfied (x): 

 

* A “small microcompany” (balance sheet total of up to €50,000; net revenue of up to 
€100,000; average headcount of up to 5) is not required to prepare full notes to financial 
statements; a note at the end of the balance sheet is sufficient for statutory disclosures. 

After determining its size, the company or group can draw conclusions about the need to 
bring in a certified auditor in order to satisfy the requirements for auditing, approving, 
filing and publishing its financial statements or consolidated financial statements. 

PIT Act to be amended: contributions to private 
pension funds 

In our Flash News editions of 20 October and 27 October 2016 we wrote about proposals 
for amending the Personal Income Tax (PIT) Act. Among other things, the proposals relate 
to the PIT treatment of amounts contributed to private pension funds. This article takes a 
look at details. 

PIT relief 

Residents contributing to pension funds are eligible for PIT relief, i.e. the part of 
contributions that does not exceed 10% of the person’s gross employment pay in the 
current tax year can be claimed as allowable expenses, and 23% of the contribution can be 
recovered as an overpayment of PIT through the annual tax return. Any contributions to 
private pension funds that employers pay for their employees are eligible for a special PIT 
regime after meeting certain criteria. In other words, the employer’s contributions to a 
private pension fund for an employee that do not exceed 10% of their gross employment 
pay are exempt from PIT. This favourable regime, which covers contributions to private 
pension funds and income in the form of additional pension capital, has been set up as an 
incentive for residents to invest in private pension funds and thus help develop the third 
tier of pensions in Latvia. 

However, despite the favourable PIT regime, statistics gathered by the Financial and 
Capital Market Commission for the second quarter of 2016 suggest that 261,934 persons 
have contributed to Latvian pension funds. This means that just slightly more than one-
tenth of the Latvian population have contributed to pension funds. 

http://www.mindlink.lv/en/flash_news/more/?news_id=5901
http://www.mindlink.lv/en/flash_news/more/?news_id=5911
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It is important to note that meeting certain conditions allows people to withdraw their 
accrued investments shortly after investing, which means that the current PIT rules create 
tax planning opportunities. Without making long-term savings, the person can recover the 
overpaid PIT in the following tax year regardless of whether the contributions remain 
within their additional pension capital. 

To restrict the scope for tax planning, the difference between any investments withdrawn 
and contributions paid during the year will be added to taxable income, subject to meeting 
certain criteria as follows: 

 

These rules do not apply if the member of the pension plan is a class 1 disabled person for 
life or is recognised as such in the current or the following tax year, nor on the death of the 
member of the pension plan (the accrued capital then goes to their heirs). 

Tax treatment of hot drinks for employees 

Relevant legislation 

Section 1(9) of the CIT Act states that economic activity is any activity aimed at production 
of goods, performance of work, trading, provision of services, and other types of activity 
for a consideration. Also, any expenses resulting from the taxpayer’s activities should be 
evaluated against the definition in the CIT Act to the extent such expenses are directly 
connected with and necessary for the company’s business. 

The CIT Act does not expressly state that a company’s expenses incurred in buying hot 
drinks ingredients (coffee, tea, milk, sugar, chocolate powder etc) for staff purposes in the 
workplace are non-business expenses. Each company aims to operate efficiently and at a 
profit. In the process of conducting a business, each employee’s motivation directly 
translates into the quality and efficient delivery of goods and services, an argument 
supporting the view that providing hot drinks to employees boosts their productivity and 
helps pad the company’s bottom line. 

Paragraph 42 of Cabinet Regulation No. 556 of 4 July 2006, Application of provisions of 
the Corporate Income Tax Act, states that any expenses the taxpayer incurs in fitting out 
and maintaining a staff recreation room at the workplace (e.g. to make coffee or tea or 
have meals) are deductible for CIT purposes as long as that equipment is considered to 
correspond with the contemporary understanding of good working conditions. 



 

 

PwC   30 

This clause of the rules could be interpreted to the effect that not only the cost of fitting out 
the recreation room (equipment and furniture) for employees but also expenses incurred 
in maintaining that equipment qualify as the taxpayer’s business expenses. The question 
remains whether the equipment maintenance costs include the cost of hot drinks supplies, 
which are considered to correspond with the contemporary understanding of good 
working conditions. 

Case law 

In its ruling on case No. A42655408 the Latvian Supreme Court has found that the 
successful functioning of the tax system implies that it is inappropriate to apply different 
criteria to each tax on identical transactions, unless there are reasonable grounds arising 
from the substance of taxes. So this case law recognises that there is no basis for applying 
different criteria in determining the characteristics of economic activity pursuant to CIT 
and VAT legislation. 

The SRS view 

However, the SRS’s opinion on the CIT treatment differs from the rulings made by the 
CJEU and the Supreme Court. This is based on section 4(1) of the CIT Act, which states 
that taxable income is the amount of profit or loss before CIT shown in the taxpayer’s 
profit and loss account prepared according to Latvian legislation or in the consolidated 
income statement prepared according to international accounting standards, after adding 
or deducting non-business expenses and losses arising from the maintenance of any social 
infrastructure items the taxpayer owns or uses. These expenses and losses must be added 
back to taxable income after applying a coefficient 1.5. Taxable income must be adjusted in 
accordance with this law. 

Under section 5(1) of the CIT Act, non-business expenses include all expenses that a 
Latvian company or a foreign company’s permanent establishment in Latvia incurs on the 
recreation of its owners or employees, leisure trips, entertainment events and non-
business trips taken by owners or employees with the taxpayer’s transport, any benefits, 
gifts, and loans turned into gifts (with the exception of loans identified with income 
chargeable to PIT), interim or extraordinary dividends, as well as other payments in cash 
or in kind to owners or employees that are not reported as remuneration for work done or 
not connected with the taxpayer’s business. 

Paragraph 38 of Cabinet Regulation No. 556 states that any of the non-business expenses 
listed in section 5(1) of the CIT Act that cannot be traced to each employee personally must 
be added back to the employer’s taxable income. 

So the SRS finds that if expenses the company incurs in making it possible for employees 
to have meals (including hot drinks) at the workplace and the cost of purchasing hot 
drinks ingredients (coffee, tea, milk, sugar, chocolate powder etc) for the daily operation of 
hot drinks machines cannot be traced to each employee, then according to their economic 
substance, these expenses qualify as non-business expenses and must be added back to 
taxable income under section 4(1) of the CIT Act after applying the coefficient. 

Summary 

So far neither the tax legislation nor the Ministry of Welfare has explained what the 
employer should provide employees with to ensure the workplace is up to the 
contemporary understanding of good working conditions. We believe that good working 
conditions include the provision of hot drinks to employees at the workplace, which does 
not qualify as the provision of food. To prevent this clause from abuse, appropriate 
restrictions could be set up to ensure the cost of hot drinks supplies is a business expense 
for both CIT and VAT purposes. 
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Risk analysis: identifying economically significant 
risks 

In our Flash News edition of 11 August 2016 we explored the steps for conducting TP risk 
analysis as part of a functional analysis described in the OECD TP guidelines3 (latest 
version4). In our new series of articles explaining each of the six steps of risk analysis, this 
article takes a look at the first step, which involves identifying economically significant 
risks inherent in a transaction. 

How to accurately identify economically significant risks 

When conducting the functional analysis of a transaction, the company should assess what 
risks are economically significant within the particular transaction and may affect its arm’s 
length price. For TP purposes a risk is considered economically significant if its 
materialisation can have an economic effect on the company’s income gained from taking 
a commercial opportunity. 

For example, if a company is a full-risk manufacturer, i.e. it manufactures goods and 
organises sales, it is exposed to market risk. In this case, the company will suffer a loss 
resulting from a reduced demand for its products, and so this risk is economically 
significant and should be taken into account when determining an arm’s length price. 

However, if a company operates as a contract manufacturer, i.e. in a contract signed with a 
distributor the company has undertaken to produce an agreed quantity of goods within an 
agreed period and will receive an agreed fee or compensation (should the distributor 
terminate the contract), the company is exposed to this risk very to a limited extent, and so 
we can conclude that it is not economically significant. Accordingly, it need not be taken 
into account when determining an arm’s length price, and so the price of the goods will be 
lower than what is charged by the full-risk manufacturer in the example above. 

Since the significance of a risk depends on the likelihood of it materialising and on the 
level of the resulting profit or loss, the company should assess and describe all risks 
associated with the particular transaction that might not initially appear economically 
significant. It is crucial to take these steps because if a risk is initially assessed as 
insignificant but eventually causes a substantial loss, the SRS might challenge the risk 
analysis of the transaction during a tax audit and state that this risks should have been 
taken into account when determining an arm’s length price, and vice versa. This might 
change the outcome of the functional and economic analyses, and the SRS could make TP 
adjustments. 

It is also important to note that risks must be specific, i.e. for TP purposes a risk must be 
clearly defined or differentiated to ensure that the transactions being affected by that risk 
can be accurately ring-fenced. 

Common risks in commercial transactions 

The OECD TP guidelines describe five types of risk that are usually inherent in nearly all 
commercial transactions and should be assessed as part of the functional analysis: 

1. strategic and market risk; 

2. infrastructural or operational risk; 

3. financial risk; 

                                                             
3 The BEPS report Aligning Transfer Pricing Outcomes with Value Creation, Actions 8–10, drawn up 
as revisions to the OECD TP guidelines. 
4 Effective since autumn 2015. 

http://www.mindlink.lv/en/flash_news/more/?news_id=5818
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4. transactional risk; and 

5. force majeure risk. 

Similar to the example of a full-risk manufacturer, market risk can arise from a reduced 
demand for the company’s products and lead to the company suffering a loss. At the same 
time, financial risk can arise if the company borrows to finance its operations (i.e. 
production) but fails to make a profit, and ends up being unable to pay its debts, and 
creditors might insist on the company’s insolvency. 

Although this list of risks does not represent a mandatory risk assessment hierarchy and it 
does not rule out the possibility of other risks inherent in transactions, we should 
remember that the SRS can use it as a checklist during a tax audit. It is therefore advisable 
for a transaction’s TP analysis to consider and evaluate all of these risks. 

Latvian legislation is still silent about invoking the OECD TP guidelines in preparing TP 
documentation, and so when conducting a risk analysis of transactions, we should first 
consider the comparable risks defined in paragraph 92.2 of Cabinet Regulation No. 5665 
for determining arm’s length pricing ranges depending on the functions performed: 

 market risk; 

 creditor and debtor risk; 

 risk of loss associated with inventory storage; 

 currency fluctuation risk; 

 risk of loss associated with the wear and tear of production equipment or 
unsuccessful investment in R&D for a particular product; 

 insurance and warranty risk; and 

 other risks. 

Regardless of this, what matters is that the functional analysis should consider all 
economically significant risks which the company is exposed to within a particular 
controlled transaction and which are capable of affecting the outcome of its functional and 
economic analyses. 

Signing e-invoices 

As trust in the online environment grows, businesses are increasingly exchanging 
documents by electronic means of data interchange because this helps them facilitate data 
flows, improve data processing, and cut maintenance costs. Invoices between customers 
and suppliers and between a business and its accountant (whether internal or external) are 
also frequently exchanged electronically. Invoices sent electronically sometimes contain a 
signature, but more often than not unsigned documents are accepted for accounting 
purposes. This article explores the applicable rules and comments made by the State 
Revenue Service (SRS) about using a signature on invoices and e-invoices. 

E-signature 

The concept of an electronic signature is governed by Regulation (EU) No. 910/2014 of the 
European Parliament and of the Council of 23 July 2014 on electronic identification and 
trust services for electronic transactions in the internal market, and by the Electronic 
Documents Act. 

                                                             
5 Cabinet Regulation No. 556, Application of provisions of the Corporate Income Tax Act. 
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This legislation offers the following definitions: 

 An electronic signature is electronic data, attached to or logically connected with 
other electronic data, which the signer uses for signing.6 Traders may agree on the 
form of electronic signature in their terms of business and use this method of 
authentication in performing transactions. 

 A secure electronic signature7 is created by means of creating electronic signatures 
controllable only by the signer and is linked exclusively to the signer. This signature 
ensures the signer’s personal identification and is confirmed by a qualified certificate. 
In practice a secure electronic signature is frequently used in documents circulating 
among central and local government agencies. 

Standard requirements for the circulation of accounting documents, including invoicing 
and signing, are laid down by the Accounting Act and the VAT Act. 

Section 7(1) of the Accounting Act states that all accounting entries must be based on 
supporting documents and a signature is mandatory, subject to exclusions listed in section 
7.1 of the Act. Accordingly, an unsigned internal supporting document is acceptable if 
certified by the company’s officer in charge according to procedures laid down by its CEO. 

An unsigned external supporting document is acceptable if – 

 existence of the business transaction is confirmed by another legally valid external 
document (such as a contract between the parties prescribing the format of electronic 
data interchange); and 

 existence of the business transaction mentioned in the external document is certified 
by the company’s officer in charge according to procedures laid down by its CEO. 

 For VAT purposes, however, the standard requirements for the content of a tax 
invoice listed in section 125 of the VAT Act do not provide for a signature.8 

The SRS comments 

In an advance ruling of 24 April 2013 the SRS explains that an unsigned document your 
company receives from another company for payment is acceptable as an external 
supporting document if existence of the business transaction mentioned in the unsigned 
document is confirmed by another external document that is legally valid. The ruling 
emphasises that documents a company draws up to organise its accounting records must 
lay down procedures for confirming the correctness of information that appears on 
unsigned tax invoices.9 

According to the ruling, companies are legally permitted to exchange unsigned invoices, 
while a secure electronic signature is mainly intended for communicating with central and 
local government agencies. It is important to note that the legislation giving guidance on 
electronic data interchange across the EU aims to improve the efficiency of electronic 
transactions and to promote cooperation between people, businesses, and government 
agencies. Thus we can expect an increase in reliance on electronic transactions and a wider 
range of opportunities and services over the next few years. 

                                                             
6 http://eur-lex.europa.eu/legal-content/LV/TXT/HTML/?uri=CELEX:32014R0910&from=EN 
7 http://likumi.lv/doc.php?id=68521 
8 http://likumi.lv/doc.php?id=253451 
9 An advance ruling on how a tax invoice prepared electronically can be recognised as a supporting 
document for accounting purposes. 

http://eur-lex.europa.eu/legal-content/LV/TXT/HTML/?uri=CELEX:32014R0910&from=EN
http://likumi.lv/doc.php?id=68521
http://likumi.lv/doc.php?id=253451
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Startup aid programme 

Adopted by Parliament at an extraordinary sitting on 23 November 2016, the Startup Aid 
Act aims to support the formation and operation of startup companies in Latvia, thus 
encouraging innovative commercial R&D in the private sector. This article explores the 
new legislation, the definition of startups, tax relief offerings, and criteria that must be met 
to qualify. 

What is a startup? 

A startup is a company with a high growth potential set up to design, produce and develop 
innovative products and scalable business models. 

A qualifying startup is a company that attracts a minimum investment of EUR 30,000 
from qualifying venture capitalists for its share capital in each year it applies for startup 
aid, which is taken to indicate that the company’s business idea is still viable. The company 
has been trading for the first five years after its incorporation, and its operating revenues 
have been below EUR 200,000 in the first two years and below EUR 5,000,000 in the first 
five years after its incorporation. It is also crucial that the company’s profits have not been 
distributed in dividends since its incorporation, and the company has not been 
reorganised, is not vertically integrated, and has one of the following innovative 
characteristics: 

 the company owns or has registered proprietary rights to an innovative product; 

 at least 70% of its staff have a master’s or doctor’s degree; 

 the company has allocated at least 50% of its spending to R&D since its incorporation. 

A qualifying venture capitalist is a person that has invested in three or more startups over 
the last three years, with investments varying from EUR 30,000 to 200,000 but not 
exceeding 20% of the startup’s share capital. Venture capitalists must not be directly or 
indirectly related to the startup. 

Startup status and venture capitalist status can be acquired after filing the required 
documents to a startup commission. 

How will the new legislation help startups? 

The legislation provides for two types of aid measures a startup can apply for in the first 
five years after its incorporation. 

A fixed charge 

The startup as employer will be permitted to pay a fixed charge equal to two minimum 
mandatory national social insurance (NSI) contributions (€252.26 in 2016) for each 
employee that earns a salary of up to €4,050 a month. If an employee’s salary exceeds this 
threshold, then solidarity tax will be payable in addition. 

The fixed charge will replace the NSI contributions and personal income tax (PIT) for the 
employee. 

If an employee accepts this tax payment plan, the employer will be required to pay 
additional mandatory contributions into the employee’s private pension fund. 

The aid programme for attracting highly skilled labour 

If an employee rejects a fixed charge, the startup will be given aid for attracting highly 
skilled workers as part of the proposed grant programme for attracting highly skilled 
labour. The Cabinet of Ministers has yet to issue separate rules for available grants. The 
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legislation prevents this aid from being combined with a fixed charge for the same 
employee. 

Other related tax reliefs 

In the year the startup aid programme is used – 

1. the fixed NSI charge will replace PIT for the employee, and PIT will not be charged 
even if the startup receives aid for attracting highly skilled workers; 

2. the startup will be eligible for CIT relief of up to 100% subject to statutory restrictions 
(i.e. the relief will not apply to non-business expenses, provisions, penalties, 
payments to non-residents on which tax should have been withheld, asset revaluation 
expenses, non-qualifying bad debts, and transfer pricing differences). 

Conditions to qualify for the aid programme 

The Ministry of Economics is responsible for approving the makeup and charter of the 
startup commission. Its aid award decisions will be posted on the website of the Latvian 
Investment and Development Agency. The commission has the power to award or refuse 
aid for a startup, and to assess whether a person qualifies as a venture capitalist. 

The fixed charge programme and tax relief will be applied for one tax year with the option 
of applying them again. Aid will be awarded for the period running from the date of the 
commission’s decision. The type of aid will be determined according to the request and 
information given by the startup. 

This year’s amendments to National Social Insurance 
Act 

There are people who work in two or more member states at the same time and also pay 
their mandatory social insurance contributions in multiple countries. Once the competent 
institutions of the member states have agreed that mandatory contributions were not 
payable in another member state or Latvia, those will be transferred to Latvia or another 
member state respectively. 

Section 21.3 of the NSI Act states that a person simultaneously employed in two or more 
member states is required to approach the National Social Insurance Agency in order to 
find out in which member state mandatory contributions are payable. According to EU 
Regulation No. 883/200410 and the person’s application, the agency in cooperation with 
another member state's competent institution will transfer the mandatory contributions 
from another member state and notify the Latvian State Revenue Service (SRS). 

Any mandatory contributions transferred will be credited to the special NSI budget 
without interest on arrears and will not be adjusted. The transfer of mandatory 
contributions will not affect the amount of any insurance service awarded to the person 
other than an old-age pension. The agency will review the awarded old-age pension within 
a month after registering the mandatory contributions. 

Under section 21.4 of the NSI Act, at the request of another member state’s competent 
institution, the agency will transfer to another member state any mandatory contributions 
actually paid for a period given in the decision determining applicable legislation (i.e. the 
A1 certificate), and will notify the SRS. The SRS will cancel the information given in the 
employer’s statement. Contributions paid for any months considered in calculating a 
particular social insurance service will not be transferred. 

                                                             
10 In such cases the regulation provides for paying contributions in only one of the member states as 
agreed between their competent authorities. 
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The employee’s/employer’s obligations not widely advertised 

Article 16(1) of Regulation (EC) No. 987/2009 of the European Parliament and of the 
Council of 16 September 2009 laying down the procedure for implementing Regulation 
(EC) No. 883/2004 on the coordination of social security systems provides that a person 
who carries out activities in two or more member states is required to notify the competent 
institution of the member state of the person’s residence. 

Article 21(1) of the regulation provides that an employer who has his registered office or 
place of business outside the competent member state must fulfil all the obligations laid 
down by the legislation applicable to his employees, notably the obligation to pay the 
contributions provided for by that legislation, as if he had his registered office or place of 
business in the competent member state. 

Article 21(2) of the regulation provides that an employer who does not have a place of 
business in the member state whose legislation is applicable and the employee may agree 
that he may fulfil the employer’s obligations on its behalf as regards the payment of 
contributions without prejudice to the employer’s underlying obligations. The employer 
must send notice of such an arrangement to the competent institution of that member 
state. 

VAT exemption for cost-sharing associations 

The EU VAT system offers a large number of exemptions. A unique exemption is available 
for services that an independent group of persons supplies to its members (cost-sharing 
associations) subject to a number of conditions. Not all member states recognise a cost-
sharing exemption, as they believe it may lead to manipulation with VAT. This article 
explores the conditions and differences in how the cost-sharing association principle has 
been passed into the national legislation of the Baltic States. 

EU exemption for cost-sharing associations 

Article 132(1)(f) of the EU VAT directive provides that member states must exempt 
supplies of services by independent groups of persons carrying on an activity that is 
exempt from VAT or in relation to which they are not taxable persons, for the purpose of 
rendering to their members any services directly necessary for the exercise of that activity, 
where those groups merely claim from their members an exact reimbursement of their 
share of joint expenses, provided the exemption is not likely to cause a distortion of 
competition. 

Conditions 

Article 132(1)(f) lays down five conditions that must be met before the exemption can be 
claimed: 

1. There must be an independent group (cost-sharing group or CSG) that supplies 
services to persons who are its members; 

2. All the members must carry on an activity that is either exempt from VAT or not 
considered a business activity for VAT purposes; 

3. The eligible CSG services must be directly necessary for use by the members in their 
own exempt and/or non-business activity; 

4. The CSG must only recover from its members their individual share of expenses the 
CSG incurs in making the exempt supplies to them; and 

5. Exempting the CSG supplies to its members must not be likely to cause a distortion 
of competition. This means that it must not be an outsourcing arrangement and 
must not exist or compete in a market. 



 

 

PwC   37 

Unfortunately the VAT directive does not lay down any further rules for claiming the 
exemption. Given the differences of opinion among member states about applying this 
exemption, the VAT Committee has issued working papers No. 856 of 6 May 2015 and No. 
654 of 3 March 2010 to clarify the practical application of these conditions. 

Differences 

Below we provide an overview of the differences in how the VAT directive has been passed 
into the national legislation of the Baltic States. 

 

Unlike Lithuania and Estonia, Latvia has passed quite clear conditions for a cost-sharing 
exemption in the VAT Act, such as the basis on which a cost-sharing exemption can be 
claimed. However, with no official guidance, the practical application of these conditions is 
open to interpretation. 

Cost-sharing exemption rules are still a bit of novelty, and not all of the Baltic States follow 
the guidelines provided in the Working Paper by the VAT Committee. Furthermore, all 
member states are awaiting the CJEU’s ruling on case C-326/15 DNB Banka vs State 
Revenue Service, which could hopefully shed more light on the practical application of the 
conditions. 

Your local contact person: 

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

Subsequent limitation of protection under the 
interpretation of tax law 

In Brief 

On November 15, 2016 has been adopted by the Parliament Act to amend the laws on PIT, 
CIT and the Tax Code, the provisions of which may further limit the scope of protection 
provided so far by the tax interpretations issued before introduction of General Anti-
Avoidance Clause. According to the current wording of the law, the protection will not be 
covered by the benefits obtained from January 1, 2017, if General Anti-Avoidance Clause is 
applicable to them.  

In detail 

The anti-avoidance rule 

As clear from the wording existing rules of the Tax Code regarding the interpretation of tax 
law interpretations do not provide protection in case of application of the clause against 
tax avoidance. The appropriate instrument of protection in this regard ware made the 
protective opinions.  

Accordance with the applicable regulation in transition, lack of protection of individual 
interpretations of a situation application of the clause against tax avoidance affects only 
interpretation issued from 15 July 2016. 

Supplementing of the transitional provisions relating to the application the 
clause.  

Adopted on 15 November 2016 Act amending an earlier act amending the Tax Code states 
that depriving taxpayers of protection in case of application of general anti-avoidance will 
be extended also to individual interpretations issued prior to 15 July 2016, when the tax 
advantage is obtained as from January 1, 2017. 

The Act currently awaits the position of the Senate, the President's signature and 
promulgation. The planned entry into force of the legislation is scheduled for January 1, 
2017. 

What does it mean to me? 

The change, which applies to the legislative process, it can cause that perform actions prior 
to the entry into force of the clause does not preclude application of the clause, if the tax 
benefits of this activity occur after December 31, 2016. Regardless of the situation, or 
interpretation concerning this action was issued before or after the entry into force of 
clause. 

The change also limits the scope of the protection guaranteed by individual 
interpretations. Short vacatio legis hinder taxpayers additionally securing the transactions 
effected by means of the protective opinions. 

Standard Audit File for Tax (SAF-T) –– a new version 
of SAF-T structure for VAT - JPK_VAT(2) was released 

Overview  

On 28th October 2016, the Ministry of Finance published on its website: 
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 new versions of SAF-T structures for VAT - JPK_VAT(2) and Revenue and expense 
ledger - JPK_PKPiR(2) which will be effective from 1st January 2017, 

 an information brochure regarding a new version of SAF-T structure  for VAT - 
JPK_VAT(2). 

Information concerning SAF-T sending application 

On 28 October, the Ministry of Finance published on its website new versions of SAF-T 
structures  for VAT - JPK_VAT(2) and Revenue and expense ledger  - JPK_PKPiR(2) 
along with information that the new structures will be effective as of 1 January 2017. 

This means that taxpayers who are required to report monthly data from VAT sale and 
purchase registers in the SAF-T format without specific request from the authorities,  
should submit the data for tax periods from 1 January 2017 using the new structure 
JPK_VAT (2) Schemat_JPK_VAT (2) _v1- 0 

The new structures are available on the website of the Polish Ministry of Finance. 

Selected changes in the SAF-T structures for VAT - JPK_VAT(2) 

Heading 

The original SAF-T structure JPK_VAT (1) did not enable the user to indicate that the 
submitted SAF-T file was a correction of a previous file. 

The new version of JPK_VAT structure (2) includes the element CelZlozenia, i.e. the 
option to indicate whether the file is submitted for the first time or if it is an adjustment of 
a previously transmitted file. 

Entity identification 

In the new version of JPK_VAT structure (2), the required scope of data identifying the 
taxpayer submitting the return has been reduced. The remaining mandatory elements of 
identification data include only: the tax identification number (NIP), entity’s full name 
(PelnaNazwa), country code (kodKraju) and the city (Miejscowosc). 

Numbering of elements LpSprzedaz and LpZakup 

The constraint mechanisms: klucz_LpSprzedaz’ and  

‘klucz_LpZakup’ - which had required numbering without repetition – have now been 
removed. 

Changes in the node related to VAT sale registers 

In the ‘SprzedazWiersz’ node related to VAT sale registers, the scope of required data was 
extended to include: 

 the obligation to report the tax identification number of the counterparty, 

 a new element K_39 which required data on intra-community acquisition of fuels. 

The names, descriptions of selected structure elements have been changed. 

Changes in the node related to VAT purchase registers 

In the ‘ZakupWiersz’ node related to VAT purchase registers, the scope of required data 
was extended to include: 

 a mandatory element DataZakupu (purchase date). 
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 a new K_50 field for data concerning adjustments of input tax pursuant art. 89b par. 
4 of the Polish VAT Act concerning bad debts. 

Furthermore, the names and descriptions of selected structure elements were changed. 

Brochure regarding a new version of SAF-T structure for VAT - JPK_VAT(2) 

The Ministry of Finance published on its website an information brochure regarding a new 
version of SAF-T structure for VAT - JPK_VAT(2). 

The brochure is available (in Polish) on the website of the Ministry of Finance. 

The document describes the construction of the new JPK_VAT (2) structure and presents 
it in a graphical format. 

In addition, the brochure provides some guidance with respect to obligation to submit 
monthly without request data from VAT sale and purchase registers in the SAF-T format. 

Below we present the guidance: 

 When should a corrective JPK_VAT file be generated? 

A corrective JPK_VAT file should be generated and delivered every time when the 
amounts originally reported in JPK_VAT file have been changed. The corrective return 
should be sent also in case of wrongly identified parties to the transaction (especially in 
case of errors in the number of the contracting party). 

 Can JPK_VAT be generated and delivered in several files? 

Starting from January 2017 and in the context of automatic check of delivered data, 
information on records kept - JPK_VAT, needs to be generated and sent in a single file. 

 Can JPK_VAT file be sent to the Ministry of Finance on a data carrier (CD, DVD) by 
snail mail? 

According to the guidance JPK_VAT file should be sent solely via electronic 
communication means, i.e. via client interface or according to the specifications of JPK 
services interface. 

 Do the amounts in JPK_VAT file need to be rounded, as required for the VAT 
declaration? 

Amounts in the JPK_VAT file are reported in Polish zlotys and groszys, without any 
rounding whatsoever. 

 Does the JPK_VAT file need to include invoices issued based on cash receipts? 

Invoices issued based on cash receipts do not have to be introduced into the JPK_VAT file. 

How can we help? 

PwC holds a comprehensive methodology for implementation of the SAF-T, helping 
enterprises to comply with the technical and legal requirements, having regard to the 
guidelines concerning SAF-T issued by the Ministry of Finance. 

Our standard approach leading to the SAF-T implementation includes 5 key project stages: 

 Analytical work, 

 Reporting of the concept 

 Implementation of the solution ensuring SAF-T files generation, i.e. Taxolite 
application, 
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 Testing, 

 Operating procedures. 

We execute comprehensive projects which cover Taxolite implementation and, striving to 
respond to your current needs, we also offer support in the execution of selected stages of 
the project. 

Amendment to the Polish CIT Law restricting 
exemption of rental revenues and capital gains from 
disposal of real estate available to investment funds is 
officially published 

In brief 

On 29 November 2016, an act amending the Polish Corporate Income Tax (CIT) Law was 
published in the official Journal of Laws. The amendment enters into force starting from 
January 2017, leaving little time for the investors to prepare for the changes. 

The amendment excludes the CIT exemption for close-ended investment funds (Polish FIZ 
and similar EU-based investment funds) with respect to income generated through tax 
transparent partnerships, disposal of interest or shares in such partnerships and other 
income related to participation in such partnerships (including interest). This means that 
rental income and capital gains from disposal of real properties accruing to Polish and 
foreign investment funds through tax transparent partnerships will be subject to Polish 
CIT @19%. Income related to real property held directly by the fund may still be tax 
exempt. 

In detail 

Full exemption for open-ended funds 

Full tax exemption will be available to Polish open-ended (FIO) and specialist open-ended 
(SFIO) investment funds, except SFIO applying investment principles and limitations 
relevant for close-ended funds (FIZ). Comparable EU-based investment funds meeting 
certain criteria will also retain CIT exemption. In particular, this exemption will be 
applicable if the EU-based collective investment institution (i) raises funds by public 
offering of participation titles (ii) may invest only in securities and money market 
instruments, (iii) carries out its activities based on permit of the relevant financial market 
supervision authority. 

On the other hand, 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, or (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 may be 
acquired also by natural persons only if these persons make one-off acquisition amounting 
to no less than EUR 40k. 

Limited exemption for close-ended funds 

Polish close-ended investment funds (FIZ) and specialist open-ended investment funds 
(SFIO) applying investment principles and restrictions relevant for FIZ, as well as EU-
based close-ended collective investment institutions (under certain conditions) are subject 
to a more limited exemption. 

This exemption will not be available with respect to (i) income from participation in tax 
transparent entities, (ii) capital gains from sale of securities issued by such entities and 
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shares thereof, (iii) interest on loans and other receivables owed by these entities to the 
fund (also on securities issued by these entities), (iv) certain other incomes related to 
participation in such tax transparent entities. 

In case of this exemption EU-based collective investment institutions may invest in 
securities, money market instruments, as well as other property rights and it will be 
sufficient if carrying out of their activities requires notification of the relevant financial 
market supervision authority. 

Individual tax rulings 

Additionally, based on the new regulations, individual tax rulings issued prior to general 
anti-abuse rules entering into force (15 July 2016) will not provide protection to taxpayer if 
the tax benefits challenged based on the above rules were achieved starting from 1 January 
2017. 

The changes enter into force as of 1 January 2017 and there are no grandfathering rules. 

What this means for real estate investment 

The actually adopted wording is much less restrictive than the initial proposition which 
basically eliminated tax benefits of investing through an investment fund. Still, quite 
popular structures where Polish real property is held through income-tax transparent 
partnerships (Luxembourg SCSp and Polish Sp. K.) will no longer benefit from the Polish 
CIT exemption. This means that rental revenues, as well as capital gains from disposal of 
real properties held in such structure will be subject to Polish CIT @19%. 

However, rental proceeds and capital gains from disposal of real properties held directly 
by the investment fund will be exempt from Polish CIT. 

Historically holding real property directly by Polish FIZ was not widespread due to 
limitations of the Polish Investment Fund Law with respect to debt financing and security 
instruments. However, now it is advisable to consider such option and potentially discuss 
with banks alternative forms of securing bank debt. 

In case of foreign investment funds it should be verified whether they may still be eligible 
for Polish CIT exemption. 

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 

Law regarding tax on specific activities 

In brief 

Law 170/2016 has been published, introducing a specific tax for companies that carry out 
activities in the field of tourism, hotels, restaurants, bars and public food service. 

In detail 

By way of derogation from the provisions of title II of Law no. 227/2015 regarding the 
Fiscal Code, companies that meet certain conditions will be required to pay the specific tax 
on activities they carry out. 

The specific tax is due by Romanian legal entities which, as at 31 December of the previous 
year, met both of the following conditions: 

 Had as principal or secondary activity one of the activities corresponding to the 
following NACE codes: 5510 – “Hotels and similar accommodation”, 5520 – “Holiday 
and other short-stay accommodation”, 5530 – “Camping grounds, recreational 
vehicle parks and trailer parks”, 5590 – “Other accommodation”, 5610 – “Restaurants 
and mobile food service activities”, 5621 – “Event catering activities”, 5629 – “Other 
food service activities”, 5630 – “Beverage serving activities”; 

 Were not in a process of liquidation, as defined by law. 

General rules for the application of specific tax 

Taxpayers established during the year, including as a result of a reorganisation, which 
fulfil the conditions of this law will pay specific tax as of the year following incorporation. 

Legal entities which carry out several activities with the NACE codes referred to in this law, 
except those carrying out activities through a hotel complex, determine the tax payable by 
adding up the tax for each activity carried out. 

Taxpayers that also perform activities other than those corresponding to the specific NACE 
codes will have to declare and pay corporate income tax according to the provisions of the 
Fiscal Code. 

Specific tax calculation 

The annual specific tax is to be calculated based on the activity codes and the following 
indicators: 

 Predetermined value of the standard tax; 

 Town rank; 

 Usable commercial surface / serving / of work; 

 Number of accommodation places; 

 Seasonality coefficient. 

Rules on declaration and payment of specific tax 

Romanian legal entities paying income tax are required to notify the tax authorities on the 
application of the specific tax, by 31 March of the year for which the specific tax is due. The 
notification deadline is the same if the cumulative conditions are no longer met. 
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The declaration and payment of the specific tax is due twice a year, in two equal 
instalments. 

Fiscal provisions 

Legal entities subject to specific tax have to comply with the provisions of the Fiscal Code 
regarding: 

 calculating tax depreciation; 

 declaration, withholding and payment of dividend tax; 

 setting up a fiscal register. 

For taxpayers liable to pay specific tax, the fiscal year is the calendar year. 

[Source: Law regarding tax on specific activities, published in the Official Gazette of Romania No. 
812 of 14 October 2016] 

The takeaway 

Romanian legal entities performing activities in tourism, hotels, restaurants, bars and 
public alimentation are obliged to declare and pay the specific tax under derogation from 
the provisions of title II of Law no. 227/2015 regarding the Fiscal Code. 

The specific tax is calculated using certain indicators and is payable twice a year in two 
equal instalments. 

Adoption of the Law regarding food waste reduction 

In brief 

Law no. 217/2016 (the “Law”) regarding food waste reduction was published in the Official 
Gazette of Romania no. 934 dated 21 November 2016.  

In detail 

The Law implements concrete and prioritised measures to ensure food waste prevention. 

The Law imposes on all economic operators active in the food industry a series of 
obligations aimed at preventing food waste and establishes the following order of priority 
regarding the measures to be undertaken: 

1. Measures regarding education and accountability in connection to food waste 
reduction throughout the entire food supply chain, from production, processing, 
storage, distribution and marketing to the final consumer, including the hospitality 
and food services sectors. 

2. Discounted sales of products close to their expiry date for consumption. Given the 
specific provisions in the Law allowing economic operators to provide food products 
close to their expiry date to associations, foundations and social entities, for a 
maximum price of 3% + VAT of the purchase / production price, the Law seems to 
allow sale at a loss. 

3. Transfer by means of donations or sponsorships of food products for human 
consumption which are close to their expiry date to certain entities registered as such 
with the National Authority for Sanitary Veterinary and Food Safety (“ANSVSA”). We 
note that the transfer of food products to ANSVSA registrants can be made under a 
contract of donation or sponsorship, according to the conditions provided by the Tax 
Code. 
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4. Transfer of certain types of sub-products of animal origin, which are not intended for 
human consumption, towards animal consumption. 

5. Conversion into compost of those food products rendered unfit for human or animal 
consumption. 

6. Valorification of those food products rendered unfit for human or animal 
consumption by converting them into biogas. 

7. Transfer of those products which remain after following the above procedure to an 
authorised unit for neutralisation. 

We reiterate that economic operators active in the food industry can offer to associations, 
foundations and social entities those food products which are close to their expiry date, for 
a maximum amount of 3% + VAT of the purchase price (in the case of resellers) or the 
production price (in the case of producers or processors). 

ANSVSA-registered operators which are entitled to receive food products as donations or 
sponsorships are forbidden from commercialising the received food products in any way, 
irrespective of whether they wished to provide the food products to the final consumer or 
to other economic operators.   

Associations, foundations and social entities active in the social assistance sector and 
functioning in accordance with the rules and regulations in force may commercialise the 
food products which they received at a maximum amount of 25% + VAT of the purchase 
price (if they received the food products from resellers) or of the production price (if they 
received the food products from producers or processors). 

Although the Law does not explicitly state so, it can be inferred that the price at which the 
associations, foundations and social entities active in the social assistance sector can sell 
the food products which they received (i.e. maximum amount of 25% + VAT of the 
purchase / production price) is calculated by reference to the price at which they 
purchased the food products from resellers or producers (i.e. maximum amount of 3% + 
VAT of the purchase / production price). 

Note that the non-observance of the legal obligations regarding the measures to be 
undertaken to ensure food waste prevention (or non-observance of the order of priority 
imposed by the Law) is considered to be a contravention and sanctioned with an 
administrative fee of: 

 between RON 1,000 and 3,000 for micro- companies; 

 between RON 3,000 and 6,000 for small and medium-sized companies; 

 between RON 6,000 and 10,000 for large companies. 

We emphasise that the Law does not establish timeframes or strict procedures by which 
economic operators active in the food industry have to initiate each required step, but the 
purpose of this enactment is to avoid food waste. For this reason we believe that, in the 
absence of some precise directions from the legislator, economic operators will have to 
assess and organise themselves on a case-by-case basis depending on the specific 
properties and characteristics of each type of product, provided that food waste is avoided. 

The concepts which remain unclear at this point may be clarified, given that the Ministry 
of Agriculture and Rural Development has an obligation to develop norms for the 
application of the law within six months as of its publication in the Official Gazette. 
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The takeaway 

The Law will enter into force on 21 May 2017, i.e. within six months as of the date of its 
publication in the Official Gazette. By that date, the methodological norms for the 
application of the Law are also expected to have been published. 

[Source: Law no. 217 dated 17 November 2016 regarding the reduction of food waste, published in 
the Official Gazette of Romania no. 934 dated 21 November 2016] 

Fiscal Procedure Code Amendments provided by GEO 

In brief 

Government Emergency Ordinance no 84/2016 for modifying and supplementing 
financial and fiscal legislation was published in the Official Gazette on 6 December 2016. 

The Ordinance provides a series of modifications regarding the Fiscal Procedure Code and 
transposes the provisions of Directive 2015/2376/EU for the amendment of Directive 
2011/16/EU regarding the mandatory automatic exchange of information regarding fiscal 
matters. 

In detail 

The main amendments provided by GEO 84/2016 to the Fiscal Procedure Code are as 
follows: 

1. Modifying the conditions for reactivation of inactive tax payers 

 Reactivation of inactive taxpayers will no longer require an attestation by the tax 
authority that the taxpayer performs the current activity at the registered 
headquarters. This condition still has to be met, however, if the taxpayer was 
declared inactive specifically for the reason that no activity was performed at the 
registered headquarters or they had avoided tax inspections by providing 
information regarding the headquarters which would not allow it to be located. 

 It is specified that, for the reactivation of inactive taxpayers, said taxpayers should 
not fall under any other scenario which leads to them being declared inactive. 

 Taxpayers subject to insolvency proceedings (simplified procedure), bankruptcy 
or dissolution procedures are exempted from the requirements applicable for 
reactivation of inactive taxpayers and may be reactivated if they submit all their 
tax statements 

2. Specification of date of payment for tax receivables, budgetary receivables and other 
amounts owed to public authorities, for particular cases 

 In regards to cash payments, the date of payment is that mentioned on the 
payment document issued by the tax authority, the State Treasury, public 
authorities entitled to receive such amounts or credit institutions, which have 
concluded protocols with public authorities or the State Treasury. 

 In the case of payments performed by using terminals or equipment provided by 
credit institutions which have concluded protocols with the Ministry of Public 
Finance, the date of payment is that mentioned on the document issued by such 
terminals or equipment. 

 In the case of payments performed by postal mandate, the date of payment is the 
date mentioned by the post office on the postal mandate. For mandates sent using 
electronic systems, the date of payment is that mentioned by the post office, as 
transmitted to the State Treasury. 
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 In the case of payments performed via banking services, including internet 
banking, home banking, mobile banking or other long distance payment methods 
provided by credit institutions, including the usage of the provisional account 
open on the basis of protocols concluded with the Ministry of Public Finance, the 
date of payment is the date that the bank debited the debtor’s account, as this date 
is provided by the electronic message from the bank. 

 For payments performed by credit cards, the date of payment is the date of 
performance of the transaction, as this date is confirmed by the payment 
authorisation process. 

 The types of fiscal receivables administered by ANAF which can be subject to 
payment by using credit cards and the applicable procedure is to be regulated by 
an order issued by the minister of public finance. 

3. Rules concerning proof of payment 

 Proof of payment may be provided by presenting paper documents, either 
originals or copies attested by signature of the issuing entity, such as payment 
orders, receipts, postal mandates or bank statements. 

 Proof of payment may also be provided by presenting the document issued by 
terminals or equipment of credit institutions which perform services regarding 
payments to the state budget, bank statements in the case of payments performed 
by internet banking, home banking, mobile banking or other long distance 
methods of payment, documents edited on paper for payments by credit card or 
the postal mandate edited on paper. In these situations, debtors are obliged to 
mention their contact details on said documents and the public authorities must 
verify receipt of payments. In the event of doubt, the authorities must request 
additional information using such contact details. 

 If payments could not be confirmed, a decision for recovery of the amounts owed 
will be issued and this decision will be a writ of execution against the debtor. 

4. The priority of differences of main and ancillary fiscal obligations, applicable for the 
settlement of fiscal obligations 

 In the case of main and ancillary fiscal obligations assessed by tax decisions, the 
priority of such obligations in regards to other fiscal obligations, for the 
application of art. 168 of the Fiscal procedure code, concerning the settlement of 
fiscal obligations, is established by taking into consideration the date of receipt of 
the tax decision by the taxpayer and not the due date of such fiscal main and 
ancillary fiscal obligations. 

5. Limits regarding a tax inspection performed for solving a tax statement submitted with 
an option for reimbursement of deductible VAT 

 It is specified that a tax inspection performed for the purpose of solving a request 
for reimbursement of VAT will only be performed for the periods that have 
generated the VAT amount which forms the subject of the reimbursement request. 

 If, however, the tax inspection team identifies clues regarding a breach of fiscal 
legislation for other periods, it may extend the tax inspection to those periods as 
well. 
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6. The deadline for submission of a challenge against a Decision imposing precautionary 
measures 

 It is specified that Decisions imposing precautionary measures may be challenged 
directly before the courts of law and are not subject to a mandatory administrative 
challenge, prior to the judicial stage of the dispute. 

 A term of 30 days, from the date of receipt, is provided in regards to the 
submission with the courts of law, of challenges against Decisions imposing 
precautionary measures. 

7. Exclusion of the obligation to mention the type of fiscal obligation and its amount, as 
well as the writ of execution, in the case of enforcement by seizure of bank accounts 

 Enforcement deeds concerning the seizure of bank accounts of the debtor are not 
required to indicate the type of fiscal obligation, the amount owed or the writ of 
execution, upon which the enforcement is being performed. 

8. During the suspension of enforcement obtained by submission of a letter of bank 
guarantee, no decisions imposing ancillary fiscal obligations will be issued 

 In the case of a suspension of enforcement granted as a result of the submission of 
a bank letter of guarantee, no decisions imposing ancillary fiscal obligations will 
be issued or communicated. 

9. Seizure of amounts owed to the debtor, initially taken as a precautionary measure, will 
become an enforcement measure by communication of a new seizure notice and not by 
communication of a writ of execution. 

 In the case of a seizure of amounts owed to the debtor, instituted as a 
precautionary measure, prior to the issuance of a writ of execution, it becomes an 
enforcement measure after the communication of a new seizure notice to the 
debtor, instead of a writ of execution, as currently provided by the Fiscal 
procedure code. 

10. Amendments regarding the jurisdiction for solving tax challenges 

 Tax challenges against decisions regarding ancillary tax obligations will be solved 
by the same tax authority as has jurisdiction over the challenge regarding the main 
fiscal obligation which generated the ancillary debt. 

 The General Department for Solving Tax Challenges will have jurisdiction over tax 
challenges regarding fiscal obligations which amount to more than RON 
1,000,000. That department currently has jurisdiction only for amount which 
exceed RON 5,000,000. 

[Source: Government Emergency Ordinance no 84/2016 published in the Official Gazette no 
977/06.12.2016, First Section] 

The takeaway 

The amendments provided by GEO no 84/2016 are numerous and substantial, introducing 
new and important rules, such as: 

 Establishing the priority of differences of fiscal main and ancillary obligations, 
assessed by a tax decision, on the basis of its date of receipt by the taxpayer, 
instead of the due date of said fiscal obligations. 

 Exemption of the enforcement deeds pertaining to seizure of bank accounts, from 
the requirements of specifying the type of fiscal obligation, its amount and the writ 
of execution. 
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 Introduction of a 30-day deadline from the receipt of the Decision imposing 
precautionary measures, in regards to a challenge against this deed. 

Fiscal Code Amendments 

In brief 

Government Emergency Ordinance no. 84/2016 amending and supplementing certain 
financial-fiscal normative acts has been published. This Ordinance amends Law no. 
227/2015 regarding the Fiscal Code. 

In detail 

General provisions 

Stock-option plan 

The definition of stock-option plan has been amended so that shares issued by entities 
which may be offered on a free basis or at a special price to certain beneficiaries no longer 
have to be admitted for trading on a regulated market or within an alternative trading 
system. 

Profit tax 

Tax year different from the calendar year 

Two new paragraphs are included which offer guidelines with respect to the length of the 
tax year if the taxpayer choses to return to the calendar year. In this respect, the following 
are provided: 

 If the different tax year is changed back to the calendar year, the last different tax year 
will include the period between the first day following the end of that different tax 
year and 31 December of that year. The annual corporate tax return for the last 
different tax year has to be submitted by 25 March of the following year. The 
authorities need to be notified of this change by the twenty-fifth of the third month 
following the end of the different tax year. 

 The second provision refers to when the period of the changed tax year is amended in 
order to end the tax year at a different date during the calendar year. In this case, the 
first new different tax year includes the period between the first day following the end 
of that different tax year and the day before the first day of the new different tax year. 
The authorities have to be notified of this change within 15 days as of the starting date 
of the new different tax year. 

Reinvested profit 

The rights to use software among the elements may be subject to the exemption of taxation 
of reinvested profit. 

The other provisions remain the same.  

Tax incentives related to professional and technical education  

When determining the taxable profit, expenses for organising and developing professional 
and technical studies as per specific education legislation are considered deductible.  

Tax depreciation 

Furthermore, two new provisions are added which state that the following are considered 
depreciable assets: 
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 Fixed assets that are booked and used for organising and developing professional and 
technical studies as per specific education legislation. 

 Investments made for organising and developing professional and technical studies 
as per specific education legislation.  

Microenterprises  

The threshold of the share capital which once reached by a taxpayer determines the right 
to opt in for the corporate income tax regime has been reduced. 

Two new paragraphs are added which state:  

 For Romanian taxpayers which have applied the provisions referring to the threshold 
of the share capital of EUR 25,000, and who want to opt in to apply for corporate tax 
payment, the criterion is still considered fulfilled if their share capital drops to RON 
45,000.  

 Microenterprises which have a share capital of at least RON 45,000 may opt to apply 
for corporate income tax payment as of 1 January 2017 or during the quarter when 
this criterion is fulfilled. 

Income tax 

Non-taxable income 

Scholarships, prizes and other rights in the form of accommodation, meals, transport, 
workwear/safety wear and other similar rights are considered non-taxable when received 
by individuals enrolled in vocational and technical education, according to the national 
education regulations. 

General rules for determining the net annual income from independent 
activities  

In order to determine the net income from independent activities, expenses incurred for 
organising and conducting technical and vocational education in accordance with national 
education legal framework are treated as deductible expenses excluding depreciation 
expenses which are deductible according to specific rules provided by the Fiscal Code. 

Declarative obligations for payers of income  

Payers of income subject to withholding tax have to submit a declaration to the tax 
authorities regarding the calculation and withholding   of income tax for each beneficiary 
of income by the last day of February of the year following that to which the income 
relates. 

An exception to this rule applies, among other categories, to payers of income from 
salaries and other income treated as such, income from the exploitation in any form of 
intellectual property rights, pensions or income from leases. Such payers are required to 
file for each beneficiary of income the Declaration concerning the payment of social 
contributions and income tax, and the nominal record of insured persons. 

Income exempted from social insurance contributions 

Gross remuneration received for work performed by day labourers, according to the law, 
has been added to the list of income exempted from social insurance contributions. 

The assessment and payment of social contributions for amounts due to 
differences in salaries set by law for prior periods 
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Social contributions which are due on salary differences established by law and granted for 
prior periods are calculated and withheld on the payment date, and settled by the twenty-
fifth day of the month following that in which the income was paid. 

For these amounts, social contributions are declared by the twenty-fifth day of the month 
following that in which the income was paid by filing adjusted declarations for the months 
to which the income relates. 

Value Added Tax 

Taxable persons declared inactive 

Measures have been implemented regarding taxable persons established in Romania, 
declared inactive, but re-registered for VAT purposes, as well as for those re-registered 
according to the Fiscal Procedural Code. 

After VAT registration such persons can exercise their deduction right for the acquisitions 
performed during the period in which their VAT registration code was inactive by 
reporting the VAT amount in the first VAT return submitted after the re-registration. 

Such persons will also invoice with VAT all clients to which they performed sales/rendered 
services in the period they did not have their valid VAT code, thereby being able to recover 
the output VAT they collected. 

Beneficiaries of the suppliers/providers will be able to deduct the VAT amount related to 
the purchases performed during the period when the supplier’s VAT code was inactive. 

Special regime for farmers 

A special optional scheme has been introduced for farmers (individuals, individual 
companies or family businesses) performing agricultural activities / services. 

Farmers who choose to apply this regime will not be able to deduct VAT on purchases nor 
collect any input VAT. In this respect, they will receive a flat-rate compensation of 1% in 
2017, 4% in 2018 and 8% in 2019 of the price of the agricultural products / services to be 
VAT exempt. 

Farmers applying the special scheme will be listed in a special register and their 
beneficiaries will have to mention the purchases performed from them in specific records. 

The flat-rate paid by the beneficiary may be deducted to the same limits and under the 
same conditions applicable for the VAT deduction. 

VAT adjustment for capital goods to be performed annually 

VAT adjustment for capital goods will be carried out annually within the adjustment 
period for 1/5 or 1/20 of the VAT costs incurred in the acquisition, manufacture or 
construction of those goods. For certain exceptions, such as the supply of capital assets, 
the goods ceasing to exist or the taxable person transitioning from small business special 
scheme to the taxation regime, the adjustment will be performed only once. 

The annual adjustment has to be performed by companies for the remaining adjustment 
period (5 years or 20 years). 

The VAT adjustment will be performed either in the period in which the event that 
generates the adjustment occurs or in the last fiscal period of each year. 

These provisions also apply in the case of capital goods which are in the adjustment period 
as at 1 January 2017 for events that generate VAT adjustments incurred after 1 January 
2017. 
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Taxable persons will no longer have to register in the Registry of Intra Community 
Operators. 

[Source: Emergency Ordinance 84/2016 amendind and completing  certain financil-fiscal 
normative acts financiar-fiscal, published in Official Gazette no.  977 / 6 December 2016] 

The takeaway 

The main amendments to the Romanian Fiscal Code relate to: 

 Stock-option plans; 

 Tax year different from the calendar year; 

 Reinvested profit; 

 Tax incentives related to professional and technical education; 

 Microenterprises; 

 Reporting obligations for payers of income subject to income tax withholding rules; 

 Excluding the gross remuneration received by daily labourers from the social 
insurance contribution calculation base. 

 Measures have been implemented regarding taxable persons established in Romania, 
declared as inactive, but re-registered for VAT purposes, as well as for those re-
registered according to the Fiscal Procedural Code. 

 A special optional scheme has been introduced for famers (individuals, individual 
companies or family businesses) performing agricultural activities / services. 

 VAT adjustment for capital goods will be performed annually. 

 Taxable persons will no longer have to register in the Registry of Intra Community 
Operators. 

Your local contact person: 

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

Property Tax in Moscow 

In brief 

On 29 November 2016, the Moscow Government published a list of commercial property 
for which property tax will be calculated based on the cadastral value, not the balance 
sheet value in 2017. 

The updated list features around 24 thousand items of property with a total area of 
approx. 86.8 mln square metres (for comparison, the 2016 list contained only around 
seven thousand items with a total area of 70.4 mln square metres). Such items include 
trade, office buildings and apartments, catering facilities and public amenities. 

Starting from 2017, taxpayers will face two major changes: 

 Property tax based on the cadastral value will be collected from owners of non-
residential property of any area located on land plots which are suitable for trade, 
office buildings and apartments, catering facilities and public amenities according to 
permitted use regulations (in 2016 such types of buildings are subject to property tax 
based on their cadastral value only if their area exceeds three thousand square 
metres); 

 Buildings actually used for office/trade purposes will be taxed based on their 
cadastral value if their area exceeds one thousand square metres (in 2016 the 
threshold equals two thousand square metres). 

The takeaway 

We advise to examine the list and estimate your property tax burden for 2017. 

If you believe that your property may be excluded from the list as it is not used for 
office/trade purposes, you can address Moscow City Economic Policy and Development 
Department. 

In addition, at the Department’s official website you can find detailed information on 
available property tax benefits. 

It is noteworthy that a moratorium on cadastral value revision may henceforward be 
imposed only by decision of a Russian constituent entity. The Russian President has 
already signed the corresponding law (the Federal law of 30 November 2016 N0. 401-FZ). 

Annual Presidential Address to the Federal Assembly 
– Tax Aspects 

In brief 

On 1 December 2016, Russian President Vladimir Putin delivered the Annual Presidential 
Address to the Federal Assembly1. Traditionally, the Address covered taxes among other 
topics. 

The President confirmed that the government plans just to “fine-tune” the tax rules. It is a 
key message for the business. 

In detail 

Below we provide the tax issues highlighted by the President. 
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 “Fine-tuning” of the taxation system 

The President proposed to elaborate and discuss with business all the proposed measures 
in order to “fine-tune” the taxation system within the next year. The relevant 
amendments should be adopted in 2018 so that they can come into force on 1 January 
2019. 

As we understand, it is referred, among other things, to the measures proposed in the 
draft version of the Main Priorities for Russian Tax Policy (MPRTP) that we discussed in 
our previous Tax Flash Report2. It should be noted that some initiatives proposed in the 
MPRTP became a law on 30 November 20163. Further we expect introduction of OECD 
BEPS initiatives, special tax on income in the oil industry, amending regional tax benefits, 
etc. 

 High technologies 

The President emphasised the importance of support of high tech companies. He 
expressed confidence that IT industry can become one of Russia’s key export sectors 
within the next decade. As a support measure, he proposed to extent the reduced rates of 
social insurance contributions that are currently applicable to IT companies up to 2023. 

According to the effective legislation, IT companies, which have received a special 
accreditation with the Ministry for Communications, pay insurance contributions at the 
rate of 14% (while the standard rate is 30%). The rate will increase up to 21% in 2018 and 
up to 28% in 2019, and after that, IT companies will make insurance contributions at 
general rates. 

 Inspections of businesses 

The President pointed out that the regulatory and supervisory authorities should speed 
up the implementation of a risk-based approach for examining business. This will make it 
possible to reduce substantially the number of inspections while making them more 
effective. 

He also reminded that starting from next year, inspections will become much more 
transparent. All information about inspections will be available in the public domain. 
This will make it possible to promptly respond to abuses and violations of entrepreneurs’ 
rights by an inspector. 

 Development of a financial sector 

The President proposed that the financial sector should be further developed and the 
attractiveness of various financial instruments should be increased. 

It is worth mentioning in this regard that Minfin proposed in draft MPRTP a reduction 
(down to 0%) of personal income tax on coupon income from tradeable bonds. 

 Self-employed people 

The President gave the instruction to the government to finalise determining the legal 
status for self-employed people and let them work in a calm manner within the legal 
framework. 

New rules for using cash register equipment 

Summary 

Amended Federal Law No. 54-FZ “On the Application of Cash Register Equipment in 
Settlements in Cash and/or via Electronic Means of Payment” has been in effect since 15 
July 2016. It establishes new rules for using cash register equipment (the “CRE”) by 
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entities and individual entrepreneurs, and a new procedure for interaction between 
taxpayers and tax authorities on the use of CRE. 

The Law provides for transition periods to ensure a smooth move to new CRE models: 

 Since 15 July 2016, it has been allowed to voluntarily register new CRE models or 
upgraded CRE that complies with the new law. 

 From 1 February 2017, tax authorities shall register only new CRE models (it will no 
longer be possible to register old CRE models, however, it will still be allowed to use 
earlier registered CRE). 

 From 1 July 2017, taxpayers shall use new CRE models (except for taxpayers who 
apply SIIT (single imputed income tax) and PBSTS (patent based simplified tax 
system) tax regimes, provide services to the general public and trade through 
vending machines). 

 From 1 July 2018, taxpayers who apply SIIT and PBSTS tax regimes, provide services 
to the general public and carry out trade through vending machines shall be 
obligated to use new CRE models. 

The taxpayers who are located far away from the telecommunication network may use 
new CRE models that have no functionality to file fiscal documents with tax authorities 
via a fiscal data operator. 

The taxpayers who are located in hard-to-reach areas as well as the taxpayers who 
conduct certain activities listed in the law are allowed not to use CRE. 

The FTS requires that taxpayers who conduct e-commerce in goods and services should 
use new CRE models and provide a buyer with a fiscal cash receipt (a strict reporting 
form – for service providers) in the form of an electronic document. 

Below are the most significant changes, in our opinion. 

 Under the law, taxpayers are required to file all fiscal documents, including fiscal 
cash receipts and strict reporting forms (the “SRF”), with the FTS via Internet. New 
CRE models have a functionality enabling taxpayers to transmit fiscal data on-line. 

 The law introduces a new subject into the interaction between taxpayers and tax 
authorities – a fiscal data operator. The fiscal data operator gathers fiscal data from 
CRE and then transmits it to tax authorities in due time. The execution of a contract 
with a fiscal data operator is mandatory condition for the usage of new CRE models. 

 The law introduces a CRE user’s account at the FTS website as a new way of 
registering CRE and interaction between taxpayers and tax authorities. 

 Under the law, a taxpayer shall, at a buyer’s request, send an electronic copy of a 
fiscal cash receipt (a SRF) at the user’s email address or subscriber number. 

 The law introduces new mandatory details of a fiscal cash receipt (description of a 
settlement item, VAT rate, payment method, QR-code, etc.). 

 Under the law, a fiscal cash receipt (SRF) must bear a printed QR-code containing 
encoded details of a fiscal cash receipt for verification purposes. Buyers shall verify a 
fiscal cash receipt (SRF) using a mobile application developed by tax authorities. 
Thus, there will be a civil control over the use of CRE. 

The above changes will concern all entities and individual entrepreneurs who make 
settlements in Russia (retailers, cafes, restaurants, pharmacies, petrol stations, legal firms 
and other entities that provide services to the general public). 
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Tax authorities expect that the new rules for using CRE will enable them: 

 To monitor the use of CRE on-line. 

 To build a competitive market by ensuring that violations are detected. 

 To minimise the number of inspections by making them selective. 

 To shorten CRE registration and re-registration time by introducing on-line service 
via user’s account at the FTS website (without visiting a tax authority and physically 
submitting CRE). 

 To engage buyers into civil control. 

Detailed overview 

Amended Federal Law No. 54-FZ “On the Application of Cash Register Equipment in 
Settlements in Cash and/or via Electronic Means of Payment” provides for: 

1. A new procedure for registering CRE with tax authorities 

Tax authorities will maintain a register of CRE models and a register of CRE units 
produced. Manufacturers will design a new CRE model, certify it at an expert 
organisation that is licensed by the FTS, and seek a report from the Federal Security 
Service (the FSS) concluding that CRE models do not affect performance of fiscal data 
storage drives in terms of compliance with the requirements for encryption tools 
designed to protect fiscal data. Certified CRE models will be entered in the respective 
register and after that manufacturers would be able to produce such models in units. 

All CRE units shall be entered into the respective register. When registering a CRE unit, a 
CRE user (taxpayer) shall specify its production serial number, thereby verifying whether 
the latter matches the production serial number recorded in the register of CRE units. 
The mechanism rules out the registration of CRE that does not comply with the new law 
and could result in violations of the procedure for using CRE.   

2. The new procedure for registering CRE and interaction with CRE users 

The new registration procedure will enable CRE users to register its unit with tax 
authorities via Internet at their CRE personal accounts (legal entity’s user account and 
individual entrepreneur’s user account at the FTS website). 

Furthermore, tax authorities intend to use a CRE user’s account to send notices of 
violations of CRE use. Due to the introduction of the CRE on-line registration, there will 
be no need for CRE users to bring a CRE unit to tax authorities and execute an agreement 
with a maintenance centre. Along with the on-line registration, the law allows a paper-
based application for CRE registration with tax authorities. 

3. New responsibilities for filing fiscal documents with tax authorities through a fiscal 
data operator 

Taxpayer’s CRE will send fiscal documents to a fiscal data operator and the latter will 
transmit the received fiscal data to tax authorities. In order to perform the responsibility 
for reporting fiscal data, a taxpayer must have a contract with a fiscal data operator. 
Fiscal data operator’s facilities shall be certified by expert organisations that must have 
licences issued by the FTS and the FSS. Certified fiscal data operators will be entered into 
the register of fiscal data operators. The mechanism rules out the possibility of fiscal data 
submission by taxpayers through a non-certified operator, as well as the possibility of 
taxpayer’s fiscal data misrepresentation through facilities of a fiscal data operator. 

4. New obligations for providing a buyer with a fiscal cash receipt or SRF 

CRE users must provide a buyer with a fiscal cash receipt (SRF) in the form of a paper 
document and, upon request, send its electronic copy or details of the payments made at 



 

 

PwC   57 

the buyer’s e-mail address or subscriber number. A buyer may verify whether a fiscal cash 
receipt (SRF) is correct by using a mobile application developed by the FTS. 

5. New characteristics of administering the use of new models of CRE 

Tax authorities expect buyers to exercise civil control over the use of new models of CRE. 
Civil control will be a part of administering the use of CRE. With a special mobile 
application, a buyer is able to inform the FTS about a violation of the rules for the CRE 
use. Thus, the FTS can become aware of the following violations: a buyer has not been 
provided with a paper/electronic copy of a fiscal cash receipt (SRF); an amount or other 
details of a fiscal cash receipt are incorrect; CRE has been used at the location other than 
the place of registration, etc. Based on the information received from buyers, the FTS 
suggests that the taxpayer should voluntarily recognise alleged violations, remedy them 
and pay a penalty amounting to one third of the minimum administrative fine for a 
respective violation. 

6. New details of a fiscal cash receipt (SRF) 

The Federal law establishes a set of requirements for details of a fiscal cash receipt (SRF). 
An updated fiscal cash receipt (SRF) must bear the following details: 

 Description of goods (work, services) and their quantity; 

 Price per unit of goods (work, service), including discounts and mark-ups; 

 VAT rate and amount for each settlement item; 

 Payment amount based on the fiscal cash receipt, including discounts and mark-ups, 
and VAT amounts; 

 Payment method (100% or partial advance payment before the handover of a 
settlement item; advance payment; payment in full, including the advance payment 
(upfront payment) at the moment of handover of a settlement item; partial payment 
for the settlement item at the moment of its handover and subsequent credit 
payment; handover of the settlement item without payment at the moment of its 
handover and subsequent credit payment; payment for the settlement item after its 
handover and subsequent credit payment) and 

 other payment details. 

The Law provides for a transition period during which some categories of taxpayers may 
move to new CRE models. 

The table below presents the dates of the transition period. 

 

For more information about a new procedure for using CRE, please visit the FTS website 
at: https://www.nalog.ru/rn77/taxation/reference_work/newkkt/. 
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What does this mean for you? 

The Law strengthens control over the use of CRE. In the way of the introduction of the 
new rules, entities may face the following tasks: 

 Analysing methodological matters related to the implementation of new CRE models 
(development of methodological positions on complicated issues or issues that were 
insufficiently elaborated by the FTS, such as: what point in time shall be considered 
the moment of settlement for the sale of goods through Internet; how an electronic 
fiscal cash receipt shall be provided to a buyer; how pre-payments and post-
payments shall be received to comply with the law; who shall bear responsibility for 
providing a buyer with a fiscal cash receipt where delivery and postal services are 
engaged; how goods shall be sold if the agency scheme is used, etc.); 

 Improving the information system functionality for transmitting the relevant data to 
cash register software (accounting, billing, logistical and other data); 

 Developing a functionality to monitor the use of CRE and developing monitoring 
reports to reconcile the data reported to tax authorities with the entities’ tax 
accounting data and data used to produce profit and VAT tax returns; 

 Analysing risks associated with the amended law and improving internal controls. 

 
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 

Amendment to the Income Tax Act effective from  
1 January 2017 

Reduction of corporate income tax rate 

The Corporate Income Tax rate of 22% will be reduced to 21%. The lower tax rate will be 
applied for taxation periods beginning on or after 01 January 2017. 

Taxation of Dividends and Liquidation Balance 

The amendment to the Income Tax Act introduces taxation of dividends paid to 
individuals as follows: 

 Dividends paid from profit reported for the period up to 31.12.2003 will be subject to 
a withholding tax of 7%. 

 Dividends from profit reported for the period 1.1.2004 – 31.12.2016 will not be 
subject to tax. 

 Dividends from the profit reported for the period from 1.1.2017 will be subject to 
withholding tax of 7%. 

Dividends paid to residents with a limited tax liability (i.e. non-residents) will be 
considered as income earnt in the Slovak Republic and will be subject to withholding tax. 
If a Double Tax Treaty exists, withholding tax can be reduced under this treaty. 

A withholding tax rate of 35% will apply to dividends paid by Slovak companies to a 
resident of a non-contracting state or received from a resident of a non-contracting state. A 
non-contracting state is a state with which the Slovak Republic has not concluded a Double 
Tax Treaty, or an agreement on the exchange of information for tax purposes. 

Due to the reintroduction of dividend taxation, dividends from profit after 1 January 2017 
will not be subject to health insurance contributions for physical persons (individuals). 
The amendment also introduces taxation of settlement shares and shares in a liquidation 
balance. 

Tax license repeal 

The last period for which taxpayers will be required to pay a tax license (minimum tax) is 
2017, or a tax period ending in the calendar year 2018 if the tax period is a fiscal year. The 
right to set-off of paid tax licences may be applied after this period, in accordance with 
conditions specified in the act. 

Increase of lump-sum expenses for self-employed persons 

The upper limit for lump-sum expenses will be raised from 40% to 60% up to a maximum 
of EUR 20,000 per year. The maximum annual sum of expenses up to 31 December 2016 
is EUR 5,040. 

Expenses deductible upon payment – cash basis 

The amendment modifies the existing provision on the tax deductibility of some expenses 
on a cash basis principle. From 2017, certain license fees (e.g. for granting a right to use, or 
for the use of industrial property, software, know-how, etc.) will be tax deductible upon 
payment. 
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News and changes to transfer pricing 

The amendment to the Income Tax Act specifies the obligation to prepare transfer pricing 
documentation by defining the term “controlled transaction” that replaces the term 
“mutual business relationship”. 

There will be legislative changes to the setting of the price for the approval of transfer 
pricing methodology (APA). The current fee of 1% of the volume of expected transactions 
is replaced by a fee set by the Income Tax Act of EUR 10,000 for a unilateral agreement 
and EUR 30,000 for a multilateral agreement on transfer pricing methodology. 

A significant change is an increase of the penalty for evasion of a tax liability by incorrect 
price setting in controlled transactions. In such a case, the tax administrator will be 
entitled to double the penalty set by the Income Tax Act if a tax audit uncovers the 
following: 

 The taxpayer did not set prices with related parties correctly which resulted in a 
decrease of his tax base or an increase of the tax loss. 

 The taxpayer set incorrect prices with related parties to decrease his tax base. 

The tax administrator may apply an exception from a doubling of the penalty if a taxpayer 
recognises his error and pays the difference of the tax liability set by the tax administrator 
on time. 

Stricter car registration rules for car dealers 

The amendment introduces new provisions related to changes to registration fees for 
passenger cars. From February 2017, car sellers registered as the holders of new vehicles 
they are selling, must pay a minimum registration fee of EUR 33. However, if dealers do 
not sell these vehicles within one year of the initial registration, they will be required to 
pay the difference between the regular registration fee and a minimum fee. 

If the dealers do not pay the difference, their tax base must be increased by the cost of 
acquisition, technical improvement, repairs and maintenance of vehicles including 
depreciation charges and an interruption of the depreciation charges application will not 
be permitted. Sellers will also be required to increase their tax base in subsequent periods, 
until the period when the difference is paid. 

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 

New rules for foreign trade activity 

On 3 November 2016 the Ukraine’s Parliament adopted a new law that removes 
administrative barriers to international trade practices (the “Law”). In particular it 
establishes the following: 

 Foreign trade agreements from now on can be concluded in the electronic form; 

 Agreements on the export of services (except for transportation services) may be 
concluded via acceptance of public offers, exchange of e-mails or issuance of invoices 
(including paperless form); 

 The 180 (120) days period for settlements under export transactions no longer applies 
to export of services (except for transportation services) and IP rights. 

The Law also amends certain general requirements to all primary accounting documents 
(e.g. they can also be prepared in the electronic form). 

The final text of the Law is yet to be published. It will become effective one month after its 
official publication. 

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

Changes in state registration procedure came into 
force 

Law introducing changes to the procedure of state registration came into 
force 

The new law aimed at preventing hostile takeover attempts of Ukrainian enterprises11 
came into effect on 02 November 2016, except for provisions on merger of state registers 
(e.g. Unified Licensing Register, Register of Permissive Documents) with Unified State 
Register of Legal Entities, Individual Entrepreneurs and Public Organisations which will 
become effective on 01 January 2019. 

The new law introduces, among other things, changes to the Law “On State Registration 
of Legal Entities, Individual Entrepreneurs and Public Organisations”. It contains the 
following key provisions: 

Mandatory notary certification of signatures on documents that introduce changes to the 
said documents that are subject to the state registration (i.e. a decision of the General 
Shareholders Meeting, new edition of a company’s Charter, etc.); 

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

Ukraine will join BEPS Action Plan to counter tax 
evasion 

On January 1, 2017 Ukraine will join BEPS Action Plan to counter tax evasion 

On November 22, 2016 the Ministry of Finance announced that Ukraine will join BEPS 
(Base Erosion and Profit Shifting) Action Plan starting with January 1, 2017. 

                                                             
11 Law No. 1666-VIII dated 06 October 2016 
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Ukraine's joining BEPS means that the country is required to implement the minimum 
standard of the BEPS Action Plan that includes 4 actions: 

1. Countering tax avoidance related to allocation of special taxation regimes; 

2. Clamping down on the use of base and conduit companies to get the benefits of a 
particular Double Tax Treaty; 

3. Disclosing information about the use of aggressive tax planning schemes; 

4. Increasing effectiveness of dispute resolution tools in application of agreements to 
avoid double taxation between countries. 

To put this Plan into effect Ukraine should amend its legislation taking into consideration 
the BEPS Action Plan. 

Procedure for consideration of taxpayers’ appeals 
changed 

Ministry of Finance streamlined procedure for administrative review of 
taxpayer appeals of tax assessments 

On 25 November 2016 the amendments to the Procedure for administrative review of 
taxpayer appeals came into force (hereinafter – the “Procedure”)12. 

The newly amended procedure is now quite similar to court hearing. The following are 
the most important changes: 

 As a general rule, taxpayers’ appeals against tax assessments should be heard by the 
tax office in closed proceedings unless a taxpayer files motion for open hearing. 
Under such circumstances, media representatives are allowed to attend the hearing. 

 Taxpayers acquired the right to record their hearings by means of photo, video and 
audio equipment. 

 Tax auditors must show up and provide explanation during hearings if the taxpayer 
has filed a respective motion. 

Update on currency control restrictions 

National Bank of Ukraine extends currency control restrictions 

On December 13, 2016 the National Bank of Ukraine (the “NBU”) issued a resolution13, 
extending most of the effective currency control restrictions in place today, including: 

 The settlement period for import-export transactions in foreign currency remains 
limited to the current 120 days; 

 65% of foreign currency proceeds received by legal entities are subject to mandatory 
conversion into local currency (UAH); 

 Owners of corporate rights/shares (i.e. foreign shareholders of Ukrainian companies) 
are still entitled to repatriate dividends for 2014-2015 within set limits14. 

                                                             
12 The Order of the Ministry of Finance of Ukraine “On Approval of Changes to the Procedure for 
Formalisation and Filing of Appeals by the Taxpayers and Their Consideration by the Controlling 
Bodies” dated 28 September 2016 No.849 
13 The NBU Resolution No. 410 dated December, 13 2016 
14 Flash Report dated June 9, 2016 
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The resolution becomes effective on December 16, 2016. It will remain valid until it is 
rescinded by the NBU. The provisions on 120 days import/export transaction settlement 
period and mandatory conversion of foreign currency proceeds are set to expire on June 
16, 2017. 

Your local contact person: 

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