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Albania
New IFRS Standards, How your business will be
affected?
1 January 2018 is the implementation date for two new standards, IFRS 9 “Financial
Instruments” and IFRS 15 “Revenues from contracts with customers”; both
having significant changes and effect on entities applying IFRS. This IFRS newsletter
provides a short summary of the new standards. Implementation will bring new
challenges to your company; challenges in which our professionals can offer their
financial and fiscal expertise.

IFRS 9 “Financial Instruments”
IFRS 9 “Financial Instruments” replaces IAS 39 “Financial Instruments Recognition and
Measurement” and introduces some major changes in financial instruments, which extend
their effects on their tax treatment.

Who will be affected by the new standard?
The new standard will have a severe impact on financial institutions as it is not
uncommon for them to have material portfolios of financial instruments and complex
financial risk management models. IFRS 9 will also affect non-financial services
entities (corporations), even if they only have simple financial instruments, such as trade
receivables or loan receivables.

Impact on financial institutions and corporations
IFRS 9 will make financial institutions evaluate how economic and credit changes will
alter their business models, portfolios, capital and the impairment levels under various
scenarios. The areas that are considered to be the most affected are: portfolio strategy,
commercial policies, credit management, deal origination and people management.
Corporations have to perform the initial impact analysis which will enable the key
decision-makers to understand the potential areas of adjustments and determine the
scope of necessary work for proper implementation of the new standard.

Tax implications on financial institutions
Even though IFRS 9 aims to adapt to the current market developments, the Albanian tax
legislation remains limited and subject to interpretations on such matters.
Financial institutions may have several tax implications from the application of IFRS 9.
These implications may derive from the transitioning to IFRS 9, subsequent
measurement, impairment under the new model (expected credit loss model) as well as
de-recognition and hedge accounting.
It is of paramount importance for the financial institutions to handle the tax issues well in
advance in order to avoid different approaches from the tax authorities in the future.
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IFRS 15 “Revenue from Contracts with Customers”
IFRS 15 “Revenue from Contracts with Customers”, replaces IAS 11, IAS 18, IFRIC 13,
IFRIC 15 and SIC- 31, whilst it has no effect on IAS 17 and IFRS 4. The standard
introduces a five-step model of revenue recognition, common to all types of transactions,
to all companies and industries, without distinguishing between construction contracts,
sale of products or sale of services.

Who will be affected by the new standard?
The new standard should be of interest to companies who use IFRS or US GAAP and to
those who plan to implement them in the near future.
The biggest changes will be noticed by the entities offering products and services in
multiple item packages, selling licenses, providing services in a form of long-term contract
and those who apply variable price or conditional remuneration in their contracts with
clients.
Industries that will be affected the most are: telecommunications, technology, energy,
media and entertainment, construction, IT, automotive, real estate, pharmaceuticals, and
healthcare, but every company reporting under IFRS or US GAAP will be affected to the
certain level.

What will change?
IFRS 15 introduces one five-step model of revenue recognition. This model will be applied
in two versions, depending on how performance obligation is satisfied:
(1) over a period of time
(2) at a point in time (in a given moment).
Due to the use of the five-step model, the moment of revenue recognition may shift.
Revenue, which is currently recognised over a period of time throughout the entire
duration of the contract, e.g. in accordance with the percentage of completion method,
may in the future be recognised once; at the end of the contract and vice versa.
The basic principle of IFRS 15 is recognising revenue when the control over a
product/service is being transferred to the client.
A real challenge in the implementation and use of the new standard is the increase in the
importance of estimates without which recognition of even a relatively simple transaction
may be impossible.

Tax implications
Although the revenue for fiscal purposes derives from revenue recognition for accounting
purposes, there are certain instances in which revenue recognition may differ for
accounting and fiscal purposes.
As a result, the new standard could have a significant
impact on a company’s invoicing procedures and overall VAT compliance and position.
The changes could also affect accounting and fiscal differences and deferred taxes related
to revenue recognition.
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Azerbaijan
The Order on promoting investment activity and
providing rights of investors
The President of the Republic of Azerbaijan has signed the Order on promoting
investments and providing rights for investors. According to the Order, the Cabinet of
Ministers should submit the draft of new Law on Investment activities in 3 months which
will be drafted by taking in to account international practice and on the basis of Law on
Investment activities (current) and Law on Protection of foreign investments.
The new Law will cover the following, including international experience:
•

The main directions of state policy in investment;

•

The system of measures promoting investment;

•

The mechanism of providing rights of investors, rule of state guarantee to them;

•

The ways of dispute resolution - negotiations, litigation and arbitration (by considering
rules of international arbitration);

•

The rule of indemnifying damage, including punitive damage.

PwC Azerbaijan is joining forces with Bakcell to
support children with special needs
This year, PwC Azerbaijan is joining forces with Bakcell to support children with special
needs, aiming to ensure the provision of equal rights and opportunities for these children,
efficiently organize their time and support their integration to the society. Thanks to the
joint efforts of Bakcell and PwC, the activities within the project will become fully funded
and therefore reach more children.
The new phase of “Communication through art” project envisages bringing pleasant and
memorable changes to the lives of children in need of special care through empowering
them with new skills at the UAFA’s Community Based Rehabilitation Centers in
Khachmazand Yasamal. In the course of this project, more than 80 children will be able to
acquire new skills based on their own preferences and interests and will get a chance to
demonstrate their talent at different events.

PwC Azerbaijan Times
“At PwC Azerbaijan, we respect and value differences. We know that when diverse range
of people from different backgrounds and with different points of view work together, we
create the most value –for our people and society. In our Baku office we employ people
with physical disabilities and we are committed to the development of talented children
and youth”, says Movlan Pashayev, Country Managing Partner, PwC Azerbaijan.
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PwC Azerbaijan helps French investors to discover
Azerbaijan
On 19 November 2017, PwC Azerbaijan organized a live broadcast on "Doing Business in
Azerbaijan" together with the Azerbaijan – France Chamber of Commerce and Industry.
The session covered topics relevant to businesses already operating in Azerbaijan and
those interested in doing business in Azerbaijan. During the live broadcast PwC
Azerbaijan's professionals provided audience with an over view of the investment climate,
opportunities and key advantages of the investing to Azerbaijan taxation and legal aspects
of doing business in Azerbaijan. For a better understanding of this topic, you can read our
report by following the link below:
https://www.pwc.com/az/en/publications/assets/dbg-az-2017.pdf

Law on Amendments to the Civil Code
With the Law, more than 10 amendments relating to the real estate and land have been
added to the Code. The notable amendments are:
•

For checking encumbrance, there will be interconnection of information and
documentation between the notaries (public) and state registry on real estate;


Notary (public) after notarizing the agreement on real estate should include it into
the e-system of state registry at once and should also dispatch to the state registry
via an order letter. That agreement is considered as a ground for registering of
rights thereof;



The warranty note on the land might be registered in the state registry in order to
ensure obtaining any rights relating to the land (including land below
construction or uncompleted construction). For concluding warranty note, there
should be a notarized agreement between the owner of land and the person who
wants to get rights on the land.

Amendments to the Law on Entrepreneurship
With the amendments, new article in the name of “Division of entrepreneurs basing on
criteria” has been added to the Law. According to the article, entrepreneurs shall be
divided as micro, small, medium and large. Criteria will be defined by relevant state
authority.

PwC’s 21st Annual Global CEO Survey
On 22 January 2018, PwC revealed the results of its 21st Annual Global CEO Survey in
Davos. The annual survey of business leaders sheds light on the key opportunities and
challenges facing business today and is one of the media highlights on the opening day of
the Annual Meeting of the World Economic Forum.
A record - breaking share of CEOs are optimistic about the economic environment
worldwide, at least in the short - term. That’s one of the key findings of PwC’s 21st survey
of almost 1,300 CEOs around the world. But despite record levels of short-term optimism
in the global economy, CEOs
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PwC Azerbaijan Times
Worldwide report heightened levels of anxiety regarding the business, economic, and,
particularly, the societal threats confronting their organisations. PwC’s 21st CEO Survey
sheds light on this seeming contradiction and the factors contributing to CEOs’ anxiously
optimistic outlook on 2018 and beyond.
PwC Azerbaijan will be launching the 2nd Azerbaijan CEO Survey and providing the local
insights to businesses and media in March 2018.
For a better understanding of this topic, you can read our report by following the link
below: www.pwc.com/ceosurvey.

PwC’s Academy Azerbaijan organized a
CIPDCertificateAward ceremony
On 6 February 2018, PwC Academy organized a CIPD Certificate Award ceremony for 11
students who followed the CIPD/CHRM program from January through October 2017.
CIPD (Chartered Institute of Personnel Development, www.cipd.co.uk) is one of the world's
leading HR and development professional bodies, with over 135,000 members globally.
The event gathered HR professionals from various industries. Fahri Mustafayev, PwC
Academy Leader made a welcoming speech and highlighted the increased importance of
HR into day’s corporate world. To provide business organizations with well trained HR
professionals, PwC together CIPD offer training programs.

PwC leads professional services sector in Global
Brand Index
PwC leads the professional services sector, as one of the top 50 brands world-wide in the
annual Brand Finance Global 500.
The Global 500 is a list of the strongest and most valuable brands world-wide, with top
positions dominated by the technology sector.
The report assesses organisations across two main categories - the strength, and the value
of their brand. Brand strength is calculated using a number of measures, including
marketing, brand perception and business performance relative to competitors. The
strength score feeds into the overall brand value calculation.
PwC achieved a ranking in terms of brand value of 50, moving up from 66th last year. As a
result PwC is the highest performing professional service brand in the Index. The results
reinforce the professional services network’s leading position as one of the leading brands
in the world in 2018.
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Amendments to the Rules on foreign currency
transactions of residents and non-residents of the
Republic of Azerbaijan
With amendments, the following has been amended:
•

In case there was an advance payment, prolongation of submitting customs
declarations proving import of commodities or documents showing import of services
from 180 days to 270 days;

•

Reimbursement of payment paid to branch or representative office by foreign countrybased entity by accident or the remaining out of an amount allocated with a purpose;

•

Transactions associated with brokerage services of residents and non-residents in
respect of exporting commodities to third countries without importing to the country;

•

Transactions on supplying of commodities to the foreign country by residents wherein
the tenders are being performed in accordance with the results of international
tenders;

•

Payment of travel expenses of tourists by tourism agencies;

•

Payment of transport fares and hotel fees by natural persons with respect to travelling
abroad;

•

Payment of wages to non-residents hired by residents and non-residents in Azerbaijan;

•

Payment of awards and other fees to non-residents as a result of sport competition.

PwC

Azerbaijan Times

Your local contact person:
Aysel Suleymanova
Marketing & Communications Manager
aysel.suleymanova@az.pwc.com
Tel: +994 12 497 2515
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Belarus
Digital Decree:Would Belarus become a new ITmecca?
The Decree of the President of the Republic of Belarus of 21 December 2017 No. 8 “On
Digital Economy Development” (Decree No. 8) is a significant step in development of
Belarus IT sphere.
The major changes that Decree No. 8 is to bring about are listed below. They enter into
force on 27 March 2018.

“Cryptocountry” opportunities
According to Decree No. 8, tokens are legal, but still cannot be used as payment means.
Legal entities, both foreign and local, can own and store tokens in virtual wallets.
Moreover, they can create tokens or place them in Belarus. Every transaction with tokens
(e.g. sale or purchase) shall be carried out through cryptocurrency platform operators
(CCPO) or cryptocurrency exchange operators (CCEO).
Decree No. 8 mentions certain requirements CCPO and CCEO shall meet, e.g. they shall
be High Technologies Park (HTP) residents and have a security deposit in Belarus banks
in the amount of BYN 1,000,000 (approx. EUR 425,000) for CCPO and BYN 200,000
(approx. EUR 85,000) for CCEO. Individuals are also entitled to create and own tokens,
as well as perform different transactions with them. Decree No. 8 has retroactive effect
over the tokens mined or purchased before its entry into force.

Taxation of tokens
Until 1 January 2023 full corporate income tax, value added tax (VAT) and personal
income tax (PIT) exemptions are applicable to mining, creation, purchase and sale of
tokens and income from these transactions. Moreover, tokens are not subject to
declaration by individuals.

Long life and more incentives to HTP
HTP regime is prolonged till 1 January 2049. This prolongation is also backed by
significant extension of the list of activities which HTP residents are entitled to carry out.
For example, Decree No. 8 allows HTP residents to involve into activities related to
drones, blockchain and other decentralised information systems, artificial intelligence,
Internet of things, cybersport and cryptocurrencies. ICO and smart contracts related
activities are also allowed. Outsourcing of software development is allowed in any amount
below 100%.

HTP “carrots with no sticks”
In addition to yet rather favourable treatment HTP regime is again sweetened with:
“Immunity” from foreign trade control regulations and primary accounting
documents standards. That means unilateral primary accounting documents and no
time limits for transaction settlements. Invoices issued by a foreign counterparty should
suffice and can be used;
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English law instruments. That means non-compete and non-solicitation agreements,
convertible loans, options, irrevocable power of attorney for HTP residents and their
deals. Decree No. 8 also mentions indemnification agreements where aforethought and
gross negligence concepts are taken into account;
Immigration regulations liberalisation. Visa-free entry is applicable to HTP
residents’ employees, owners and shareholders. Temporary stay (without residence
permit) is extended up to 180 days for those mentioned. HTP residents are also not
required to get a special permit to hire foreign staff;
Currency control exemptions. Opening accounts in foreign banks, transferring
money to them and making transactions through them are possible without National
Bank of the Republic of Belarus permit. HTP residents are also not subject to targeted
currency purchase requirement and can take up capital transactions in a “notification
only” regime;
Subsidiary liability limits. Owners, shareholders, director and other persons having
control over HTP residents should not be subject to subsidiary liability, as a general rule.
They may be subject to such liability, only if they were convicted of a criminal offence;
Conditional audits. Audits can be carried out by state controlling authorities only with
a prior approval of HTP Administration. Special attention is drawn to traditional tax
benefits and exemptions that are extended, for example:
VAT exemption for transactions on sale of IP and certain services (e.g. marketing,
advertising, consulting), including digital ones (e.g. information processing, software
development, search services) to HTP residents by foreign companies having no tax
registration in Belarus;
Withholding tax (WHT) at 0% rate e.g. for sale of shares in HTP residents, providing
information processing services, advertising services, web hosting, cloud services,
licencing to HTP residents. WHT 0% rate is applicable only to sale of shares in HTP
residents by foreign companies if they owned the share at sale for not less than 365
calendar days;
Offshore levy exemption for marketing, advertising and intermediary transactions;
PIT exemption is granted to individuals on share sale income, if they owned the share at
sale for not less than 365 calendar days.
Please note that 1% HTP fee is payable quarterly on revenue received by HTP resident and
any revenue received from sale of tokens regardless of transaction currency
(BYN, foreign currency or e-money).

Your contact person:
Ina Enache
Operations Manager | CEE German Business Group
ina.enache@pwc.com
Tel: +49 30 2636-1249
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Czech Republic
European Commission proposes a radical change of
VAT system
The EC released a proposal for reform of the VAT system in the EU. The fundamental
change is that VAT should be charged for intra-EU cross-border supplies of goods as if the
goods were sold domestically. This would end the temporary VAT system applied from
1967. The EC will strive to reach an agreement during the final negotiations on four
cornerstones:
1) Tackling fraud - VAT will be newly charged on cross-border trade between
businesses which is currently VAT exempt.
2) Introduction of One-Stop-Shop - businesses will be able to make declarations,
payments and deductions for cross-border supplies of goods through a single online portal
in their own language and according to the same rules and administrative templates as in
their home country. Member States will then pay the VAT to each other directly.
3) Greater consistency - VAT will always be paid to the Member State of the final
consumer and charged at the rate of that State.
4) Less red tape – e.g. simplification of invoicing rules or cancellation of the EC Sales
List. The EC proposal also introduces the concept of a Certified Taxable Person, a category
of trusted business that will benefit from the various simplifications (in detail in the next
article).
Some of the measures will come into force as early as in 2019. However, the proposal will
require unanimous agreement from all Member States in the Council, including Great
Britain, which is expected to leave the EU by 29 March 2019. Therefore, further steps by
Great Britain will also be crucial to the legislative process.

Your local contact person:
David Borkovec
Lead Tax & Legal Services Partner
Tel: +420 251 152 561
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Estonia
AS PricewaterhouseCoopers in Estonia helps clients in finding tax efficient business
solutions and managing tax risks.
We work together with our colleagues in other PricewaterhouseCoopers’ offices world-wide
and use our access to international know-how and long-term experience to quickly and
efficiently solve tax issues that arise both locally and in foreign jurisdictions. For more
information, please see our contact details below.

The VAT system in the EU is finally evolving!
The European Commission has published a proposal1 for council directive amending
Directive 2006/112/EC with the aim of transforming the VAT system. In Estonia, not
enough attention has been paid to this proposal. The proposal marks down the initial part
of the first legislative phase in order to move from the transitional system to a definitive
VAT system with the underlying principle of taxation in the country of destination.
Since the transition to a definitive system is to be carried out in stages and will take years,
then the proposal of the European Comission suggests several short-term improvements
to the current system of VAT (so called “quick solutions”). In addition, the legal basis of
the definitive system is defined.
The amendments enter into force on the twentieth day following their publication in the
Official Journal of the European Union. Estonia must adopt and publish the laws,
regulations and administrative provisions necessary for the implementation of the
amendments by January 1, 2019 at the latest.

A new concept of a certified taxable person is
introduced
Taxable persons are identified through a VAT identification number issued by a Member
State, but currently no distinction is made between a reliable and a less reliable taxable
person. A certified taxable person can in principle be deemed to be a reliable taxpayer and
simplification rules could be applied on transactions where such certified taxable persons
are involved.
Pursuant to Article 13a of the directive, obtaining a status of a certified taxable person will
be based on unified criteria which will be valid throughout the European Union. The
criteria for being considered a certified taxable person will automatically be fulfilled in
case of persons who have been granted the status of an authorized economic operator for
customs simplifications. The local tax authority, in Estonia the Tax and Customs Board, is
to manage the certification of taxable persons.

Simplifying and harmonizing the taxation of call-off
stock schemes
Under existing rules, the transfer of goods to another Member State without the transfer
of ownership and with the aim of constituting a stock for an already known customer
(call-off stock) from which the latter can acquire goods at a chosen time, is equivalent to
an intra-Community supply giving rise to an intra-Community acquisition of goods by the
supplier. When the stock is used by the client (goods are taken out of the stock) a second
supply takes place, where the place of supply is in the Member State in which the stock is
located. Therefore, a single cross-border sale transaction brings about two supplies for
VAT purposes.
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As a rule, the supplier is obliged to be registered for VAT purposes in the Member State of
arrival in order to be able to declare intra-Community acquisition under its VAT number.
As the registration in the Member State of destination is troublesome and expensive for
both the supplier and the tax administrator, certain Member States, including Estonia,
apply simplification measures while others do not. This in turn leads to a situation where
rules are not applied in a uniform manner within the single market.
In order to solve this issue, the new rules propose that transporting goods from an EU
Member State of departure to an EU warehouse of a certified client will no longer be
considered an intra-Community supply. As a result, the zero-rated intra-Community
supply and the taxable intra-Community acquisition will only take place when the client
takes goods out of the stock, on condition that the transaction takes place between two
certified taxable persons. In this event, it will no longer be necessary for the seller to
register for VAT purposes in every Member State where it has placed goods under the calloff stock arrangement.
The tax administrators will track the transactions through a register of call-off stock
goods, which both the supplier as well as the acquirer will be required to keep. In addition,
the supplier is to declare the acquirers to whom goods dispatched under call-off stock
arrangements are supplied at a later stage in its EC sales list.

Only one supply in a chain transaction can be zerorated, but which one?
138a) in order to establish which supply in a chain transaction can be considered as a zero
rated intra-Community supply, where the participants are vendor-intermediarycustomer.
A chain transaction is defined and should be understood as successive supplies of the
same good which result in a single intra-Community transport of those goods. It should be
noted that both the vendor and the intermediary must be certified taxable persons to
make use of this provision.
The transport is ascribed to the supply between the vendor and intermediary if the
intermediary notifies the supplier about the Member State of arrival of the goods and the
intermediary operator is identified for VAT purposes in a Member State other than that in
which the dispatch or transport of the goods begins. Such a situation is a zerorated intraCommunity supply for the vendor. Where any of the conditions are not met, the intraCommunity transport shall be ascribed to the supply made by the intermediary operator
to the customer and that supply is subject to zero rate.

Application of zero rate for intra-Community
turnover
Article 138(1) of the directive is amended to enforce the requirement for a valid VAT
identification number of the acquirer in a Member State other than that in which
transport of the goods begins as a substantive condition in order for the vendor to be
allowed to apply the zero rate. Now, it is a formal requirement that works in practice as a
substantive condition, since EC sales lists cannot be submitted without a valid number.
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Transitional system is replaced by a definitive system
The current taxation of trade between Member States is based on a so-called transitional
system which was intended to be merely a temporary solution before moving on to the
definitive system, but has nevertheless been in force for more than 25 years already.
Under the current wording of Article 402 of the Directive, the definitive system is based
on the taxation of goods in the state of dispatch (i.e. the state of origin), so that intraCommunity trade would be subject to the same conditions as domestic trade.
Discussions with Member States, however, have demonstrated that the principle of
taxation in the Member State of origin is politically unacceptable. The taxation at
destination (VAT is paid in z Member State where the goods and services are consumed)
was deemed a more favorable
solution and Article 402 of the Directive will be replaced in order to lay down the
cornerstones of the definitive system for the taxation of goods and services for trade
between Member States.
It is established that the definitive system will be based on the taxation of goods and
services in a Member State of destination. The supplier will be liable for the payment of
the VAT unless the acquirer is a certified taxable person (in which case the certified
taxable person will account for the VAT in its VAT return under the reverse charge
mechanism). Where the person liable for VAT is not established in the Member State
where the tax is due, he will be able to file his return and settle payment obligations via a
so-called One-Stop Shop system.
The transition to the definite system would take place in a step-by-step manner. The
second part of the first legislative phase begins in 2018, in which the Commission will
present a proposal for a directive providing the technical and other implementing
provisions necessary for the operation of the definitive VAT system.
Your contact person:
Ina Enache
Operations Manager | CEE German Business Group
ina.enache@pwc.com
Tel: +49 30 2636-1249
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Hungary
New online invoice data reporting requirements?
On 17 January 2018, the Ministry for National Economy published its new draft decree,
specifications and IT description regarding the online data connection of invoicing
software to the National Tax and Customs Authority (“NAV”). While the regulations on
online data provision were laid down in the draft decree issued in June 2017, the new
wording contains amendments that are very significant.
According to the new draft regulation, taxpayers must electronically report at least the
mandatory data content, as prescribed by the VAT Act, of invoices and correction
documents issued by invoicing software to NAV, in XML format, in a predefined manner
and data structure, immediately at the time of issue. In this case, the time of issue is when
the invoicing software finalizes the data of the document issued.
A new prerequisite for commencing data provision is that the tax authority must register
the taxpayer, based on the taxpayer’s prior notification concerning the data enabling the
use of the machine-to-machine interface (i.e. data pertaining to technical users, as defined
further below).
It has also been clarified that the data provision obligation is deemed fulfilled once the
data reporting has been performed according to the regulations, and NAV’s system has
confirmed the successful processing of the data. If the data processing was unsuccessful,
the data must be submitted again after fixing the error.
It is important to note that if the taxpayer realizes that the data provision was not
successful, despite a confirmation of successful processing, the data must be submitted
again. However, in this case the taxpayer’s explicit approval in NAV’s system is also
required.
In the above cases of incorrect data reporting, the corrected data can also be provided by
manually entering the invoice data into NAV’s system. Manual data provision is
mandatory if the taxpayer is unable to resolve the error that prevents successful data
processing within three working days of the error’s discovery.
The regulations on the malfunctioning of NAV’s system have not changed: NAV will post a
notice on its website informing taxpayers of any malfunction or system maintenance.
After the error has been resolved, the data reporting must be performed electronically
within 24 hours. The same applies to a malfunction in the taxpayer’s system; however,
according to a new rule, if there is a malfunction or insufficient internet coverage at the
taxpayer for more than 48 hours, the taxpayer must notify NAV of this fact at the
expiration of the 48 hours at the latest, and the data provision must be performed within
24 hours by manually entering the invoice data into NAV’s system.
Furthermore, according to the new amendments, in the case of data export, taxpayers can
also use the format prescribed for online data provision.
According to the published technical specifications, it is possible to create primary,
secondary and technical users in NAV’s system. Primary and secondary users (“web
users”) can manage the dedicated website, while only a technical user may perform the
reporting.
Usernames and passwords are assigned to all types of users, but technical users also have
signature keys and exchange keys. The web interface establishes communication by
sending a token encrypted with the exchange key belonging to the technical user who
initiated the communication.
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The token is valid for five minutes after the communication request, and it enables the
taxpayer to send all invoices created within this timeframe in one communication (a
maximum of 100 invoices, each in its own XML file). The successful receipt of the data
inside the token is indicated by a confirmation, a “transaction ID”. However, this does not
mean that the reporting obligation has been fulfilled; the invoice data content must be
checked first. The status of the transaction can be queried by the transaction ID, without
limitation to the number or frequency of the querying). The report contains messages of
approval or rejection of each invoice after they have been reviewed.
If you think you are not sufficiently prepared to comply with the online data provision
obligation, our experts can help you interpret the regulations in detail or assist in the
automation of fulfilling the respective obligations.

Your contact person:
Ina Enache
Operations Manager | CEE German Business Group
ina.enache@pwc.com
Tel: +49 30 2636-1249
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Kazakhstan
Presidential Resolution No. IIII-3454 of 29 December
2017


Presidential Resolution No. ПП-3454 of 29 December 2017 (Decree) revises rates of
certain taxes and introduces some changes to the tax legislation. Below, we describe the
most notable changes effective as of 1 January 2018.
Corporate income tax (CIT) is unified with the infrastructure development tax (IDT).
As a result of such unification the new CIT ratescomprise:
Commercial banks – 22% (previously: CIT 15%, IDT 8%).
Mobile operators – (i) 14% if profitability is lower than 20%; (ii) if profitability is
higher than 20%, the CIT rate on profits exceeding 20% profitability level is 50%.
(previously: CIT 7.5% (50% on excess profits), IDT 8%)
Other entities – 14% (previously: CIT 7.5%, IDT 8%).
Decree further provides that legal entities provided with temporary exemption from
payment of either CIT or IDT will have the right for the period of exemption’s validity, to
pay CIT at the rate of 50% of the standard rate. We note that the respective wording of
the Decree may appear to be partially cancelling the exemption.
However, based on the clarification by an expert of a legal database provider - “NORMA”,
the revised incentive should apply to taxpayers of both CIT and IDT that are provided with
exemption only from one of the two taxes, in which case the revised wording helps
resolving the continuity of the exemption in view of unification of the two taxes. Although
the clarification appears reasonable, it only presents the independent expert’s view and is
not binding. Thus, unless there is a legally binding document clarifying or refining the
wording of the Decree there is a technical risk of adverse interpretation for entities
considered the taxpayers of only one of the taxes and having full exemption from that tax
(e.g. Permanent Establishments enjoying full CIT exemption under project specific
government resolutions).
Personal income tax (PIT) rates are reduced from 17% to 16.5% and from 23% to
22.5%, respectively.
The rate of contributions to the individual accumulative pension system increases from
1% to 2%. Please be reminded that this is not an additional contribution and merely
reduces PIT payable to the state budget.
Rates of fixed tax for individual enterpreneurs are decreased for majority types of
activities. For example, fixed tax rate for retail of non-food goods is decreased from 10
MMW*1 to 7 MMW; freight services using vehicles with capacity of up to 8 tons is
decreased from 3 MMW to 2 MMW.
Excise tax rates for production of alcoholic drinks and cigarettes (and certain other
goods) are increased. For example, excise tax for production of cigarettes is increased
more than twice from UZS 37,432 to UZS 84,222 for 1,000 cigarettes, excise tax for
production of cognac is increased by about 27% from UZS 58,265 to UZS 73,997 for 10
litres. At the same time, excise tax rate for production of vegetable oil is decreased. For
example, excise tax rate for edible oil decreased by 50% from UZS 919,448 to UZS
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459,724 per 1 tonne. Moreover, excise tax rates for vehicles produced by JSC “General
Motors Uzbekistan” is decreased from 29% to 5%.
Land tax rates for legal entities and individuals and water use tax rates for individuals
are raised approximately by 15%.
Property tax rate for individuals decreases from 1.7% to 0.2%. Tax rates for individuals
owning flats and houses in cities with the total area of more than 200 and 500 square
metres decreases from 2.1% to 0.25% and from 2.9% to 0.35% respectively. We
understand that such considerable decrease in the property tax rates is due to change
of the definition of the taxable base from inventory value to cadastral value, which is
normally higher.
Petrol and diesel consumption tax decreases twice from UZS 465 to UZS 232.5 per 1
litre. However, compressed gas consumption tax increased by about 15% from UZS 275
to UZS 305 per 1 cubic meter.
Mandatory contributions to designated funds (Pension Fund, Road Fund and
Educational/Medical Institutions Fund) are unified into a single contribution –
Mandatory contribution to the State funds with a decreased rate of 3.2% charged on
turnover (previously, combined rate for three contributions was 3.5%).
Decree establishes that the total amount of taxes and mandatory payments payable by
legal entities providing freight services per one vehicle, regardless of the taxation
regime applied, shall not be less than the fixed tax paid by individual entrepreneurs
providing similar services.
Non-commercial entities are provided a right to pay unified tax payment (UTP) in
relation to income from commercial activities, regardless of headcount.
Previously, such entities had to pay taxes on income from commercial activities using
standard taxation regime.
Monthly fee payable by mobile operators for each customer number is increased from
UZS 2,000 to UZS 4,000.
Foreign higher education institutions (FHEI), having accreditation in Uzbekistan, are
exempted from payment of all taxes and mandatory contributions on their educational
activity until 1 January 2023. Moreover, income of foreign employees of such FHEIs is
not subject to unified social payment and PIT.
Decree prescribes Ministry of Finance, State Tax Committee, State Customs
Committee, Ministry of Economy and National Agency on Project Management under
the President to propose until 1 July 2018 changes aimed at decreasing of the rate of
value added tax (VAT) to be balanced by abolishment of certain VAT incentives and
widening the taxpayer base.
Number of tax incentives are abolished effective 1 April 2018, including:
tax incentives provided to entities, involved in localisation programs, including
currently impemented localisation projects, and
rate reduction for corporate income tax, property tax and UTP for exporters.
Excessive notarization fee applied for transactions with new vehicles (i.e. newer than 1
year) is abolished.
Obligation on employers to cover maternity allowance is further extended until 1
January 2019.
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UTP payers that have land plots with total area exceeding 1 hectare are now subject to
land tax. At the same time, requirement to calculate minimum amount of UTP (not
less than 3 times of the land tax) is abolished for such taxpayers.
Decree also prescribes various governmental agencies to propose until 1 July 2018
draft Concept of tax and budget policy reform, based on international best practices
and ensuring transparency of bugdeting process.

Amendments to the Harmonised System (HS) of
goods’ classification
Presidential Resolution No. ПП-3448 of 28 December 2017 introduces new edition of HS
codes for foreign economic activities as of 1 January 2018. New edition is based on the
harmonised international classification of goods as updated in 2017.

Payment of dividends in foreign currency
Resolution of the Central Bank of Uzbekistan of 23 November 2017 registered by the
Ministry of Justice under #511-9 introduces following changes into the Order of
maintaining bank accounts in foreign currency:
the list of payments in foreign currency that can be made by Uzbek legal entities is
supplemented to include ‘payment of dividends’.
foreign currency in the bank accounts of individual entrepreneurs can now be used to
make payments for import of goods (works, services).
In accrodance with the clarification issued by the Central Bank of Uzbekistan dividends in
foreign currency can be paid out without any restrictions, including payments to
individuals and legal entities – residents of Uzbekistan.

Additional statutory holidays in Uzbekistan
Presidential Decree No.УП-5290 of 18 December 2017 provides for additional statutory
days off in 2018 during celebration of national holidays, including:
2 January in addition to 1 January;
 20 March in addition to 21 March;
 31 August in addition to 1 September.
***
PwC would also like to remind you of approaching deadlines for annual tax filings for
PERMANENT ESTABLISHMENTS and INDIVIDUALS.
PERMANENT ESTABLISHMENT tax filing dates for 2017 returns are as follows:
Property Tax – 25 January 2018;
Corporate Income Tax – 25 March 2018.
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PERSONAL INCOME TAX (PIT) return for 2017 is due before 1 April 2018. In accordance
with the Tax Code, Uzbek PIT is paid by tax residents - on their worldwide income, and by
non-residents – on their income received from Uzbek sources. An individual is deemed to
be a tax resident if he/she spends 183 days and more during any 12-month period ending
in the reporting year. The Tax Code further states that if a foreign national has become tax
resident prior to 1 April of the year following the reporting one (i.e. has arrived in
Uzbekistan prior to October 2017 and stayed through 1 April 2018), he/she is required to
file a PIT declaration for the reporting year (i.e. 2017).
Please feel free to contact us with queries on the annual tax filing requirements or in case
you need support on other tax issues.

Recent changes in legislation
A number of legislative changes were introduced by virtue of the Laws of the Republic of
Uzbekistan No.ЗРУ-454 of 29 December 2017, No.ЗРУ-455 of 30 December 2017,
No.ЗРУ-456 of 3 January 2018 and No.ЗРУ-459 of 9 January 2018. Below, we have
summarised the most notable ones.

Amendments to the Tax Code
Due to unification of corporate income tax (CIT) and Infrastructure development tax
(IDT), as well as unification of mandatory contributions to the designated funds
(previously, separate contributions to Pension Fund, Road Fund and
Educational/Medical Institutions Fund), Tax Code was amended to exclude references to
IDT and specific funds.
Property and Land Tax
Article 266 defining taxable object for Property Tax was amended to replace ‘fixed assets’
with ‘immovable property’. Hence, fixed assets, except for immovable property, are
excluded from the taxable for Property Tax.
Similarly, in accordance with the amended Article 265, legal entities – non-residents of
Uzbekistan, are viewed as payers of Property Tax only if they own immovable property in
the Republic of Uzbekistan.
Furthermore, non-residents legal entities are now not required to file information (report)
on taxable property to tax authorities, while tax authorities shall calculate Property Tax
based on information received from a body carrying out registration of immovable
property.
Taxable base for Property Tax paid by individuals is amended from inventory value to
cadastral value, which should be closer to the market value.
As of 1 April 2018, the rates of Property Tax and Land Tax are tripled in relation to
overdue construction-in-progress and land plots allocated for construction. Increased rate
of Property Tax shall also apply in respect of entities failing to initiate production of goods
and provision of services within 12 month after completion of construction. Obligation to
pay Property tax and Land tax in cases listed above shall also be applicable to taxpayers
paying taxes under the simplified tax regime.
Deductibility of expenses
Article 145 providing the list of other deductible for CIT purposes is amended to include
certain expenses, previously treated as non-deductible, including, without limitation:
 expenses related to healthcare and measures and organisation of recreational
activities;
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 contributions to non-state pension funds;
 levy for fully depreciated equipment in use.
Moreover, definitions of certain deductible expenses have been broadened. For instance,
all expenses for conducting audit of a taxpayer may now be deducted (previously,
expenses for audit performed more than once in a reporting period were treated as nondeductible).
Article 146 regulating expenses deductible in future periods now provides an option to
deduct the following expenses in the current reporting period.
 expenses related to implementation of new production, workshops, aggregates as well
as production of new types of serial/mass products and technological processes;
 complex idle testing of all types of equipment and technical installations aimed at
checking quality of the installation;
 expenses related to recruitment of workforce and training of personnel at newly
established enterprise.
In accordance with the amended Article 154 the minimum taxable base for calculating CIT
of foreign legal entities carrying out activities in Uzbekistan through permanent
establishment (PE) was reduced from 10% of total expenses to 7%.
Furthermore, net profits of PE are no longer subject to additional tax (previously 10%),
while CIT is now payable at 14% (previously 7.5).
Taxation of dividends and grants
In accordance with the amended Article 156, effective 1 April 2018, dividends reinvested
are now subject to taxation (previously, exempt).
Based on the amended Article 179, only grants received by individuals directly from
international and foreign organisations are exempt from personal income tax (previously,
the exemption also included grants received indirectly through legal entities). This
amendment will also be effective as of 1 April 2018.
Value Added Tax
Article 208 regulating turnover exempt from Value Added Tax (VAT) was amended to
exclude certain works/services from the list of exempt items, e.g. hydro-meteorological
and aerologic works; geological and topography works; products and services provided by
National Television and Radio Company; services on environmental expertise. This
amendment will be effective as of 1 April 2018.
Article 228 was supplemented by option allowing taxpayers to apply for a VAT refund
online via personal cabinet of a taxpayer.
Reporting and payment deadlines
Effective 1 January 2018, the deadline for filing Land Tax report is established as 10
January of current reporting period while payments are made monthly (previously,
reported by 15 February and paid quarterly).
Deadlines for reporting and payment of fixed tax by legal entities and individual
entrepreneurs for carrying out certain types of activities was amended from 15 January to
10 January of the reporting year, and from 25th day to 10th day of each month
respectively.
Article 57 and 58 were amended to reduce the period for refund of overpaid taxes and
obligatory payments by tax authorities from 30 days to 15 days.
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Similarly, the period for refund of income tax withheld from non-resident legal entities at
the source of payment was reduced from 30 days to 15 days.
Export of goods below cost
Article 130 was supplemented by a new provision regulating CIT implications of exports
below cost. Thus, the taxable income such cases shall be determined based on the actual
export price upon the approval by a special authorised body.
Similar provisions were introduced to Article 204 and Article 355 in relation to taxable
base for VAT and UTP.
Other changes
Article 348 regulating the simplified tax regime was amended to include a provision
whereby legal entities – owners of construction-in-progress and unused production
facilities may be forced to switch to the standard tax regime based on the resolution of the
authorised body monitoring implementation of investment projects.
Tax authorities may temporarily (up to 5 days) freeze bank accounts of entities that sell
goods (works, services) without registration of receipts.
Article 84 regulating bodies and organisations providing information to tax authorities
was supplemented to include the authority defining the domain names of the national
segment of Internet, which shall provide information to the tax authorities on domain
name administrators.
In addition to the above amendments to the Tax Code, few new concepts have been
introduced as outlined below.
Tax Monitoring
New form of tax control ‘Tax Monitoring’ was introduced in the Tax Code. Tax Monitoring
envisages enhanced exchange of information between bona fide taxpayers and tax
authorities.
Only taxpayer with annual sales turnover exceeding 70,000 MMW (currently, around UZS
12.57 billion) may participate in Tax Monitoring.
During Tax Monitoring tax authorities have a right to request documents, information
and explanations related to accuracy of calculation, reporting and payment of taxes and
other obligatory payments.
If tax authorities believe that taxpayer participating in Tax Monitoring program breaches
tax legislation, it can issue substantiated opinion. At the same time, taxpayers being
monitored, may also apply to tax authorities for substantiated opinion on unclear tax
matters.
As for advantages of Tax Monitoring program, the periods covered by monitoring are not
subject to cameral control (desk audit) and scheduled tax audits.
Tax Monitoring may be suspended for the number of reasons, including without
limitations:
 non-compliance of taxpayer with the requirements of information exchange;
 breaching deadlines for filing tax and financial reports during Tax monitoring period;
 delayed or incomplete payments of taxes and other obligatory payments during Tax
monitoring period;
 filing amended tax reports, envisaging decrease of taxes or increase of losses for the
period of Tax monitoring;
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 provision of inaccurate information during Tax monitoring period.
Monitoring of Headcount
Another new form of tax control introduced into the Tax Code is monitoring of conformity
between reported and actual headcount of legal entities.
Monitoring of Headcount is performed by tax authorities via visits to objects and
territories used by taxpayer and physical counting of employees. The following may serve
as basis for carrying out monitoring of headcount:
 discrepancies and inconsistencies in tax reporting based on the results of desk audit
carried out by tax authorities, suggesting that employment income or number of
employees were understated;
complaints from individuals or legal entities;
 deviation between number of employees indicated in the information of
ministries/authorities and reports submitted to state tax authorities.
Regulation on the procedure for Monitoring of Headcount is yet to be developed by the
Cabinet of Ministers.
Large Taxpayers
New category of taxpayers - legal entities, i.e. ‘Large taxpayer’ is introduced. Criteria to
qualify as a Large Taxpayer shall be defined by State Tax Committee (currently, not
available in public sources).
In accordance with the amended Article 45, Large Taxpayers shall submit tax reports to
the regional state tax departments, which is a higher instance than tax inspectorates used
previously.
Large Taxpayers may not opt out from this category and applicable tax administration.
Tax authorities shall inform a taxpayer in writing (including through personal cabinet of
taxpayer) within 5 days from the decision to include the company in Large Taxpayer
group.
Tax Holidays
The Tax Code was supplemented by a concept of ‘Tax Holidays’. Tax Holidays are
provided by changing deadlines for settlement of tax liabilities, allowing to defer tax
payments. Tax Holidays are provided to:
 for up to 24 months to bona fide taxpayers experiencing temporary financial
difficulties. Bona fide taxpayers are defined as taxpayers that fully and timely fulfilled
their tax liabilities for the last two years;
 up to one year from state registration for newly established entities, payers of Unified
tax payment (UTP), except for trading, catering entities as well as entities organising
lotteries.
Your local contact person:
Michael Ahern
Partner
Tax and legal services
E-mail: michael.ahern@kz.pwc.com
Tel: +7 727 330 32 00
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Latvia
The State Revenue Service (SRS) has drawn up guidelines to explain how traders doing
business over the Internet should register a website as a business unit. This article
explores the main aspects of the registration process.
The registration requirement
The obligation to register a website as a business unit arises if that site fits the definition
given in section 1(24) of the Taxes and Duties Act. In other words, if it is possible to order
(book) and/or pay for goods or services on a website, then it should be registered as a
business unit using the SRS’s Electronic Declaration System (EDS).
Things to consider
The website address should be indicated as the name of the business unit, and “website”
should be stated as the type of business unit on the EDS.
The name of the business unit should follow the format www.domain.lv (.eu, .com etc) or
www.subdomain.domain.lv (.eu, .com etc). It is important to note here that each website
should be registered as a separate business unit.
A taxpayer doing business on a trading platform should register his profile/shop set up on
that platform, e.g. www.ebay.com/sch/name, where “name” is the name of the taxpayer’s
profile.
If another person owns the right to use a domain, the taxpayer should hold a document
allowing him to use the domain name in order to register his website as a business unit.
The identification requirement
It is important to remember that a trader offering goods or services on the Internet is
required to identify himself.
Entities are required to give –
their company name;
registration number;
the actual address or place of business, such as a website or a mobile app;
contact details; and
licensing details if necessary.
Individuals that carry on business are required to give –
their first name, last name, and the second part of their personal identity number (the
first part may be omitted);
the actual address or place of business, such as a website or a mobile app (the declared
place of residence may be omitted);
contact details; and
details of documentary evidence of professional qualifications if necessary.
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Common mistakes
Here are the most common mistakes in registering a business unit, according to the SRS:
Multiple websites are registered as a single business unit;
The name “online shop” is stated in addition to the website address;
The name contains only the words “online shop” etc without a website address;
A trading platform, not a link to the trader’s website, is registered as a
business unit.

European Commission objects to Latvia’s request for
reverse charge VAT
Under article 395 of Council Directive 2006/112/EC of 28 November 2006 on the
common system of value added tax, Latvia requested that the Council, acting on the
Commission’s proposal, should permit Latvia, in derogation from article 193 of the
directive, to apply reverse-charge VAT on domestic supplies of consumer electronics and
household electrical appliances. On 12 January 2018 the Commission refused to give
Latvia such a derogation.
To fight VAT fraud, Latvia has adopted reverse-charge VAT on supplies of smartphones,
integrated circuit devices, tablets, and laptops. Latvia believes this has helped reduce VAT
fraud in these industries, but fraudsters have now switched to domestic supplies of
consumer electronics and household electrical appliances. Latvia asserts that the risk of
fraud is high because of the characteristics of these goods, as they are mostly small size
and high value.
This fraud involves a registered taxable person reporting fictitious supplies on which VAT
is payable to the government. Having received VAT from the customer, the supplier
disappears without paying the VAT to the government.
By making the customer responsible for paying VAT to the government, Latvia wants to
fight VAT fraud detected in the distribution of consumer electronics and household
electrical appliances. Latvia has adopted reverse-charge VAT on supplies of such goods
from 1 January 2018.
The European Commission examined Latvia’s request to make sure the basic conditions
for granting it are fulfilled, i.e. whether the proposed special scheme will simplify the
procedures for taxpayers and/or tax authorities and whether such measures can prevent
evasion of particular types of taxes or tax avoidance in general. The Commission has
always been cautious on this issue to ensure that any derogations do not hinder the
operation of the general VAT system.
The Commission has come to the conclusion that a derogation permitting reverse-charge
VAT on supplies of consumer electronics and household electrical appliances could
adversely affect fraud at retail level and in other member states, and reverse-charge VAT
is not, therefore, deemed an appropriate tool for fighting the fraudulent environment in
this industry. A solution should be searched on a larger scale by conducting proper control
measures. Latvia is able to approach the Commission for any necessary assistance in
fighting VAT fraud. Accordingly, the Commission has objected to Latvia’s request for
reverse-charge VAT on domestic supplies of consumer electronics and household
electrical appliances.
The Ministry of Finance is to accept the Commission’s objections and make arrangements
for amending section 143.5 of the VAT Act. In the meantime, taxable persons should apply
reverse-charge VAT on domestic supplies of consumer electronics and household
electrical appliances, as well as monitoring the VAT Act for amendments in order to
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program their systems back again and charge VAT on such supplies under the general
procedure.

VAT on supplies of construction products
The new year has begun with substantial changes to VAT treatment. The new wording of
section 142 of the VAT Act extends reverse-charge VAT on construction services to cover
supplies of construction products as well. In this article we explain how taxpayers can
determine whether a product fits the definition of a construction product in order to apply
the new VAT rules correctly.
Supplies of construction products
The amendments of 27 July 2017 to the VAT Act effective from 1 January 2018 provide
that reverse-charge VAT is applicable to supplies of construction products, which under
section 142(8) of the VAT Act include “every product or industrially manufactured
structure intended for incorporation into construction works.” The Construction Act gives
a similar definition of construction products.1 Thus VAT on a domestic supply of
construction products is payable to the government by the customer, if the supplier and
the customer are both registered taxable persons.
Unfortunately neither the VAT Act nor the Cabinet of Ministers’ Rule No. 17, Application
of provisions of the VAT Act and certain requirements for payment and administration
of VAT, explain the words “every product or industrially manufactured structure intended
for incorporation into construction works” in more detail. The State Revenue Service’s
Guidance on applying a special VAT scheme to supplies of construction services and
construction products from 1 January 2018 is also silent about how taxable persons are
to assess whether a product is a construction product for applying reverse-charge VAT.
According to the State Revenue Service, what statutory requirements apply and whether a
product is a construction product for the purposes of the Construction Act should be
determined by assessing its intended use or uses. It is the manufacturer’s obligation to
declare the intended use or uses of a product before putting it on the market.
The requirements for construction products can be split into three groups:
Group 1 – construction products covered by Regulation (EU) No. 305/2011 of the
European Parliament and of the Council of 9 March 2011 laying down harmonised
conditions for the marketing of construction products and repealing Council Directive
89/106/EEC. This Regulation applies to construction products that are subject to
harmonised technical specifications, i.e. harmonised standards 2 or European Assessment
Documents;
Group 2 – construction products covered by Latvian national standards LVS 203
2:2005,3 LVS 156 1:2009,4 or LVS 191 1:2012;5
Group 3 – construction products not covered by the harmonised standards, European
Assessment Documents or Latvian national standards. Requirements for these
construction products are laid down by the Latvian Cabinet of Ministers’ Rule No. 156 of
25 March 2014, Supervision of the Construction Products Market.
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All registered taxable persons in the supply and distribution chain should take
appropriate measures to verify whether a particular product fits the definition of a
construction product. This can be easily done by taking the following steps:
Check whether the product has a declaration of performance and a CE mark under
Regulation 305/2011, where the manufacturer has already stated that this is a
construction product covered by harmonised technical specifications (harmonised
standards);
If the product is not covered by the harmonised standards, then find out whether it is
covered by the Latvian national standards;
If the product is not covered by the Latvian national standards, then find out whether it is
classified as other construction products under Cabinet Rule 156 by checking its technical
certificate, instruction, or other type of document attached by the manufacturer to specify
the product’s intended use or uses.
Accordingly, when making a supply of goods, the taxable person should assess their
compliance with the requirements for construction products. If the goods meet the
requirements and are supplied to a registered taxable person in Latvia, the supply attracts
reverse-charge VAT.
________________________________
1

Section 1(11) of the Construction Act

2

A list of harmonised standards is available from http://ec.europa.eu/growth/single-market/european-standards/harmonised-

standards/construction-products/
3

Latvian National Standard LVS 203-2:2005: “Glass materials for construction – Open-mesh fibreglass fabrics for the

reinforcement of plastering mortar – Technical rules”
4

Latvian National Standard LVS 156-1:2009 “Concrete. The Latvian standard’s national annex to European standard EN 206-1.

Part 1: Requirements for classification and assurance of compliance”
5
Latvian National Standard LVS 191-1:2012 “Steel for the reinforcement of concrete. Part 1: Weldable and non-weldable bars,
coils, and de coiled products. Technical rules and compliance assessment”
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Reverse charge VAT: services linked to metal product
supplies
With supplies of metal products and related services (such as cutting, bending, machining,
welding, rolling, cleaning, surface treatment and other types of processing) attracting
reverse-charge VAT from 1 January 2018, an interpretation recently handed down by the
State Revenue Service (SRS) has thrown the metal trade into confusion: reverse-charge
VAT applies to those services only if they accompany a supply of metal products. This
means that the general VAT scheme applies when accounting for VAT on such services
supplied separately. This article explores the issue in detail.
Interpreting this clause
What drives the opinion that only a supplier of goods can provide the services specified in
section 143.4 of the VAT Act? Are those services essentially connected with a supply of
goods?
A grammatical interpretation of this clause implies that metal processing services attract
reverse-charge VAT only if they are rendered in connection with a supply of metal
products, not in transactions involving metal products listed in the Cabinet of Ministers’
Regulation.
This understanding might be based on an assumption that reverse-charge VAT covered
supplies of metal products and closely linked services known as “ancillary” services, and
the Cabinet Regulation then specified what services are treated as closely linked to
supplies of those goods. The principle that the same VAT scheme should cover ancillary
services as well as the principal supply has been upheld by the case law of the Court of
Justice of the European Union. According to this principle an ancillary service and the
principal supply should be carried out by the same person, and the purpose of acquiring
the ancillary service is not to receive it as such, but rather as a means of using and
enjoying the items of the principal supply (i.e. metal products) in the best circumstances,
and the ancillary service should be crucial to making the principal supply.
We have our doubts here as to whether those metal processing services are in substance
closely linked to supplies of metal products and should be treated as ancillary services. Or
should those services be still considered independent? Is the practice of restricting
reverse-charge VAT to service providers who also supply metal products not contrary to
the principle of fair trade, which prevents the application of different VAT schemes to
identical transactions?
A systemic analysis of the provisions of law in question can lead to a finding that is
contrary to the grammatical interpretation. Sections 141, 143 and 143.4 of the VAT Act
dealing with timber, scrap metal, metal products and related services are identical:
Section 141. A special VAT scheme for timber supplies and related services;
Section 143. A special VAT scheme for scrap metal supplies and related services;
Section 143.4. A special VAT scheme for metal product supplies and related services.
Are there any grounds for believing that services connected with timber or scrap metal
also attract reverse-charge VAT only if they are rendered by a supplier of timber or scrap
metal? It is clear that no such practice existed in the timber trade, as we can conclude
from the publicly available case law. For instance, Case No. A420658410 involved a
dispute over input VAT exactly because the SRS auditors believed that the person who
carried out felling preparation services (drawing up a technological map of the felling site,
marking hazardous areas, setting up a loading area etc) but did not supply timber, was
required to apply reverse-charge VAT to his services. Also, when we look at the list of
services attracting reverse-charge VAT, we understand that it is difficult to imagine a
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timber supplier simultaneously providing market research (marketing) and brokerage
services in connection with supplies of those goods. It follows that reverse-charge VAT on
timber-related services does not require those services be rendered by a timber supplier,
and those services are not closely connected with supplies of goods, but much rather with
specific timber. Does the SRS’s interpretation of VAT treatment of services linked to
supplies of metal products mean that the SRS now believes that the section 141 services
should also accompany timber supplies to qualify for reverse-charge VAT?
Annotation to proposed new legislation is a key source that helps understand its necessity,
application and impact on various areas, but unfortunately the annotation to the piece we
are analysing here is scarce and fails to explain whether reverse-charge VAT is restricted
to services a supplier of metal products renders along with a supply of metal products.
However, the target demographics that will or might be affected by the new legislation
include registered taxable persons who are suppliers and recipients of metal products as
well as providers and recipients of services linked to metal product supplies. This might
imply that reverse-charge VAT also affects taxable persons who only provide such
services, without supplying such goods.
In summary, we believe that the associations who proposed and encouraged the
introduction of reverse-charge VAT to fight fraud in their industries have reasonable
grounds for asking the lawmaker to fine-tune the reverse-charge treatment in order to
clear up the confusion surrounding the application of the rules adopted earlier (timber
and scrap metal) as well as the new rule (metal products).
We would be happy to help associations or individual taxpayers defend their interests.
Until this issue is resolved we suggest abiding by the SRS’s interpretation.

Your contact person:
Ina Enache
Operations Manager | CEE German Business Group
ina.enache@pwc.com
Tel: +49 30 2636-1249
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Lithuania
Payroll accountant’s homework to handle changes in
2018
A differential personal allowance (DPA)
From 1 January 2018, the employer will be required to apply a DPA the State Revenue
Service (SRS) has forecast according to the employee’s income in the past period. For
example, in 2018 the DPA forecast will be calculated and reported as follows:

The same timing principles will be used for calculating and reporting the SRS DPA
forecast in subsequent tax years.
The employer will be required to apply the SRS DPA forecast for the relevant period to
employees that have filed their payroll tax book.
Since the person’s income may vary, the DPA notified to the employer may be inconsistent
with the current level of salary. For example, if the employer applies a DPA that is too high
for the current salary, the employer can inform the employee about the following options:
1.

The person will be required to file the annual tax return in order to pay additional
PIT; or

2. The employee can remove their payroll tax book, which means that the DPA, other
allowances and the rate of 20% is not applied. In this case the person can voluntarily
file the annual tax return in order to recover any overpaid PIT; or
3. The person can file a request to the employer for applying only the rate of 23%,1 thus
balancing the application of too high a DPA by not applying the reduced rate of 20%
to income of up to €1,667 a month. In this case either the PIT surcharge would drop
or an overpayment would arise.
When filing the annual tax return, the total PIT applied to the employee will be the same
in any case, but the employee should assess whether it’s more convenient to receive a
lower net salary each month in order to recover the overpayment through the annual tax
return, or a higher salary each month and pay additional PIT through the annual tax
return.
Scope for planning income
According to the Finance Ministry’s estimates, employees earning up to €6,000 a month
will receive a higher net salary from next year. According to PwC estimates, persons
earning in excess of €6,000 will experience a proportionally small drop in net salary. So it
might not be efficient to make substantial changes to the employment income structure
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based on the reform alone. At the same time, it’s possible to consider making changes to
salaries of management and staff in order to use any incentives eligible for a more
favourable package of employee taxation.

Metal products and household equipment to attract
reverse charge VAT
We have informed about amendments to the VAT Act that extend the reverse-charge
procedure to supplies of metal products (and related services) and to supplies of
consumer electronics and domestic electrical appliances from 1 January 2018. This article
explores the Cabinet of Ministers’ Rule defining goods that are considered metal products
according to codes of the Combined Nomenclature, and services connected with supplies
of metal products, as well as goods that are considered consumer electronics and domestic
electrical appliances according to Combined Nomenclature codes.
Amendments to Cabinet Rule No. 17
On 14 November 2017, the Cabinet of Ministers debated and adopted the following
amendments to Cabinet Rule No. 17 of 3 January 2013, Application of Provisions of the
Value Added Tax Act and Certain Requirements for Payment and Administration of Value
Added Tax:
 The word “renovation” is replaced with the word “renewal” and the word
“reconstruction” with the word “rebuilding” to reflect the new terminology used in the
Construction Act;
 Appendices 7 and 8 to the Cabinet Rule, which define goods that will attract a special
VAT scheme from 1 January 2018, have been amended. These goods are identified
according to the Combined Nomenclature (Annex I to Council Regulation (EEC) No.
2658/87 of 23 July 1987 on the tariff and statistical nomenclature and on the Common
Customs Tariff as amended). The appendices to the Cabinet Rule use eight-digit codes
and four-digit positions for goods. According to an annotation to the amendments,
product groups designated by a four-digit position include all the eight-digit codes
mentioned in that position;
 The Cabinet Rule also defines “services connected with supplies of metal
products” that will be subject to the reverse-charge procedure under the VAT Act:
cutting, bending, machining, welding, rolling, cleaning, surface treatment, and other
forms of processing metal products.
It is worth remembering that because of new amendments to the VAT Act, the rules
governing VAT returns have also been amended to specify, among other things, new codes
R7, R8 and R9 for designating amounts of VAT charged on acquisitions of goods and
services that are subject to reverse-charge VAT.

Changes in taxation of traders
The latest amendments to the Personal Income Tax (PIT) Act and the National Social
Insurance (NSI) Act include a set of amendments relating to the tax treatment of traders.
These amendments were adopted in the summer and came into force on 8 August. Also,
amendments to the Cabinet of Ministers’ Regulation No. 899, Application of Provisions of
the Personal Income Tax Act, were approved on 14 November. This article explores some
of the changes in the PIT and NSI treatment of traders.
A new approach: PIT payable on at least 20% of income
Currently, a trader’s actual business expenses that do not exceed operating revenue can be
included in expenses. Any excess should be treated as an operating loss to be offset
against operating income in the next three tax periods.
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Amendments to the PIT Act provide that when calculating taxable operating income,
business expenses that do not exceed 80% of the individual’s total operating revenue can
be written off as operating expenses. At the same time, certain types of expenses are
defined that can be fully included in business expenses without applying the statutory cap.
The taxpayer’s operating loss (a negative operating income, ignoring the 80% cap on
operating expenses) can be offset in a chronological sequence against taxable operating
income in the next three tax years, subject to the 80% cap. The following types of expenses
can be fully included in business expenses:
1. Salary and employer’s NSI contributions, as well as solidarity tax the trader pays for
his employees;
2. Real estate tax;
3. Depreciation; and
4. Compensations to tenants for vacating residential premises and terminating their
tenancies because of necessary refurbishment work or rebuilding for the conduct of a
trade or business.
An example of how a trader might calculate his tax:
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At the same time, necessary changes have been made to the PIT Act and the Cabinet of
Ministers’ Regulation, because the Corporate Income Tax (CIT) Act will cease to apply
from 1 January 2018, and so these rules are included in the relevant sections of the PIT
Act. Changes will also be made to the following areas:
1.

The employer’s contributions to private pension funds are not allowable business
expenses if the trader’s tax debt exceeds €150 (applicable to traders that use doubleentry bookkeeping);

2. The trader’s depreciation is governed by the PIT Act, not the CIT Act;
3. When writing off bad debts, individuals will face an extra criterion: 0.2% of net
turnover.
The NSI surcharge
Traders currently pay NSI contributions under a scheme applicable to self-employed
persons under the National Social Insurance Act. Accordingly, NSI contributions are not
payable if the person’s monthly income is less than the statutory minimum monthly wage
(€380 in 2017). This amount should also be monitored for the year – overstepping the
annual threshold of €4,560 will trigger NSI contributions payable at a rate of 31.13% on at
least the minimum wage in the month of excess and subsequent months.
This arrangement will continue from 1 January 2018 onwards. The rate of NSI for selfemployed persons will increase by one percentage point to be allocated to healthcare
services. Additionally, the person should pay contributions for pension insurance equal to
5% of the difference between their actual income and the NSI base, for example:

The additional rate of NSI will not apply if annual income is below €50.
These additional contributions are payable on all income, including amounts received
from a foreign taxpayer.

Changes in tax treatment of endownment premiums
The Personal Income Tax (PIT) Act has been amended with effect from 1 January 2018,
affecting employers that provide their staff with endowment insurance in addition to
salary. This article explores the coming changes and some preparations that can be made
before 2018.
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Favourable payroll tax treatment of premiums
The lawmaker has provided for a favourable tax treatment of endowment insurance
premiums that employers pay for their staff, i.e. such premium payments are exempt from
PIT and national social insurance contributions if certain requirements are met.
This favourable treatment will basically continue into 2018, but endowment policies will
have to mature in a minimum of ten years to qualify. This applies to endowment policies
entered into after 2017.
The table below summarises the requirements that employer premium payments must
meet if they are to qualify for the favourable tax treatment today and next year:

Endowment policies entered into before 2018 will be governed by the current wording of
the PIT Act, including the five-year maturity requirement.
The Finance Ministry or the State Revenue Service has yet to publish an explanation of
how the new rules will apply to group policies that are entered into before 2018 and cover
a variable pool of employees. In our view, if a group policy is entered into before 2018,
then premiums paid for any employees joining it after 2017 should qualify for the
favourable treatment.

Lithuanian tax news
Tax reforms are taking place not only in Latvia. Proposals for amending the Lithuanian
Corporate Income Tax (CIT) Act were presented on 17 October 2017. This article explores
key proposals.
Extension of tax exemption on the sale of shares
It is proposed that the percentage of shares that must be held before their sale if the
transaction is to be exempt should be reduced from 25% to 10%, i.e. capital gains arising
on the sale of shares will be exempt if more than 10% of voting shares are held for more
than two years (in some cases three years).
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Extension of investment project relief
The proposals extend the validity of investment project relief and allow companies to
reduce their taxable profit for 2018 and later periods by 100% of their fixed-asset costs
incurred up to the year 2023 if certain requirements are met. Currently taxable profit can
be reduced by 50% of those costs incurred during the period 2009–2018.
Extra CIT relief for entities carrying out R&D activities
The proposals introduce additional CIT relief for entities investing in scientific research
and development (R&D). Currently entities engaged in such activities can deduct their
R&D costs three times from their income for the tax period in which they are incurred if
certain requirements are met. It is also proposed to apply a reduced CIT rate of 5% on
profit (calculated according to a formula described in the proposals) from the use, sale or
any other transfer of ownership of intangible assets if income from the use of intangibles was earned and all the related expenses incurred
only by the producer of such assets;
 those intangibles are copyright computer programs or any other intangibles protected
by patents or other additional protection certificates issued by the European Patent
Organisation or EEA or DTT countries.
Changes in restrictions on representation expenses
According to the proposals, only 50% (instead of 75%) of representation expenses will be
recognised as deductible expenses in 2018 or later periods. Also, deductible
representation expenses should not exceed 2% of the entity’s income for the tax period.
The rules governing expenses that cannot be attributed to representation costs are also
amended to disqualify only gambling costs from representation expenses. If the proposals
are approved, hunting, fishing or golf costs will be allowed as representation expenses in
certain cases.
Extension of tax relief to FEZ companies
The proposals change the procedure for applying CIT relief to entities registered in free
economic zones (FEZ). FEZ companies meeting certain criteria are to be released from
CIT payment for the first ten years of trading (currently six years) and allowed to pay CIT
at the standard rate reduced by 50% for the next six years (currently ten years). It is also
proposed to introduce a list of activities that are not eligible for CIT relief for FEZ
companies instead of the current list of activities allowed to be carried out in FEZ. It
should be noted that these rules would apply to companies that are registered in FEZ after
2017.
Changes in taxation of collective investment undertakings, venture capital
and private equity entities
The proposals also amend the rules for taxation of collective investment undertakings
(CIUs) and venture capital and private equity entities (hereinafter “funds”). The following
amendments are being proposed:
 Supplement the CIT Act with new definitions of “collective investment undertakings”
and “venture capital and private equity entities”;
 Include CIUs without legal status (e.g. funds) in the definitions of “Lithuanian taxable
entity” and “foreign taxable entity” and treat them as taxable entities;
 Recognise all income of CIUs as non-taxable, including dividends (except when they
are received from tax havens);
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 Recognise all income of Lithuanian entities or permanent establishments in Lithuania
from holding shares/contributions in CIUs as non-taxable, unless a CIU is registered
in a tax haven.
Other proposals
Small companies that employ fewer than ten people on average and whose income does
not exceed EUR 300,000 for the tax period are to qualify for 0% CIT in their first year of
trading if they meet certain additional conditions.
Entities with social enterprise status are to attract a standard rate of CIT (currently they
are zero-rated).
A 5% CIT is to be restricted to co-operative enterprises receiving more than 50% of their
income from agricultural activities (as opposed to all agricultural businesses).
It is proposed to establish an alternative for land depreciation for enterprises engaged in
agricultural activities, i.e. such companies would be able to deduct 1/20 of their land value
from their income for each tax period from the date of acquisition of such land.

Your local contact person:
Kristina Krisciunaite‐Bartuseviciene,
Telephone: +370 5 239‐2300
Email: k.krisciunaite@lt.pwc.com
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Poland
European Commission – Proposal for common EU
solution for taxation of the digital economy
In brief

On 21st March 2018 the European Commission has proposed new rules to ensure that
digital business activities are taxed in a fair and growth-friendly way in the EU. The
legislative proposals will be submitted to the Council for adoption and to the
European Parliament for consultation.
In detail

According to the European Commission two legislative proposals announced on 21st
March will lead to a fairer taxation of digital activities in the EU.
The first initiative aims to reform corporate tax rules so that profits are registered
and taxed where businesses have significant interaction with users through digital
channels. This forms the Commission's preferred long-term solution.
The second proposal responds to calls from several Member States for an interim
tax which covers the main digital activities that currently escape tax altogether in the
EU.

Proposal 1: A common reform of the EU's corporate
tax rules for digital activities
This proposal would enable Member States to tax profits that are generated in their
territory, even if a company does not have a physical presence there. The new rules
would ensure that online businesses contribute to public finances at the same
level as traditional 'brickand- mortar' companies.
A digital platform will be deemed to have a taxable 'digital presence' or a virtual
permanent establishment in a Member State if it fulfils one of the following criteria:
 It exceeds a threshold of €7 million in annual revenues in a Member State
 It has more than 100,000 users in a Member State in a taxable year
 Over 3,000 business contracts for digital services are created between the
company and business users in a taxable year.
The new rules will also change how profits are allocated to Member States in a way
which better reflects how companies can create value online: for example, depending
on where the user is based at the time of consumption.
Ultimately, the new system secures a real link between where digital profits are made
and where they are taxed. The measure could eventually be integrated into the scope
of the Common Consolidated Corporate Tax Base (CCCTB).
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Proposal 2: An interim tax on certain revenue from
digital activities
This interim tax ensures that those activities which are currently not effectively taxed
would begin to generate immediate revenues for Member States. It would also help to
avoid unilateral measures to tax digital activities in certain Member States which
could lead to a patchwork of national responses which would be damaging for our
Single Market.
Unlike the common EU reform of the underlying tax rules, this indirect tax would
apply to revenues created from certain digital activities which escape the current tax
framework entirely. This system will apply only as an interim measure, until the
comprehensive reform has been implemented and has inbuilt mechanisms to alleviate
the possibility of double taxation.
The tax will apply to revenues created from activities where users play a major role
in value creation and which are the hardest to capture with current tax rules, such
as those revenues:
 created from selling online advertising space
 created from digital intermediary activities which allow users to interact with other
users and which can facilitate the sale of goods and services between them
 created from the sale of data generated from userprovided information.
Tax revenues would be collected by the Member States where the users are located,
and will only apply to companies with total annual worldwide revenues of €750
million and EU revenues of €50 million. This will help to ensure that smaller startups and scale-up businesses remain unburdened.

What’s in it for me?
Upcoming changes will revolutionize the way of taxing revenues obtained by legal
persons. Entrepreneurs conducting digital business should monitor the process
with caution and prepare itself for an increase of tax burdens .

EU Parliament – New EU corporate tax plan
embracing “digital presence”
European Parliament approve new EU corporate tax plan which embraces “digital
presence”. Proposed provisions ought to create a single, clear and fair EU corporate tax
regime. There will be also elaborated the list of benchmarks to determine firm’s “digital
presence” and tax liabilities. The resolutions will now be passed on to the Council and
Commission for their consideration.
Firms would be taxed where they earn their profits
According to the planned regulations, firms would be taxed where they earn their
profits - under a new harmonized system which uses the online activities of digital
firms to calculate their tax bills. As part of the adopted solutions, the European
Parliament proposes the Common Consolidated Corporate Tax Base (CCCTB). The
directive will define a set of uniform rules that will help in calculating the taxable profit in
all European Union countries.
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Common Consolidated Corporate Tax Base
A separate, complementary measure which creates the basis for the harmonised corporate
tax system is the Common Corporate Tax Base. This change aims to introduce the
principle of consolidation of profits and losses in individual subsidiaries or subsidiaries
and the distribution of the consolidated base between eligible Member States, in
accordance with their tax rates.
“Digital presence”
Together, the two measures are aimed at plugging the gaps which have allowed some
digital and global companies to drastically reduce their tax bills or avoid paying taxes
where they create their profits. This would partly be achieved through proposed
benchmarks which would identify whether a firm has a “digital presence” within an EU
member state, and is therefore liable for tax. Parliament also wants the EU Commission to
set those benchmarks (such as the number of users or the volume of digital content
collected) to produce a clearer picture of where a company generates its profits. Personal
data is a highly valuable asset mined by companies like Facebook, Amazon and Google to
create their wealth, but it is currently not considered when calculating their tax liabilities.
The report of EU Commission containing detailed solutions will be published next week.
One-stop shop for Tax
Once the proposals take effect, a single set of tax rules would apply in all member states.
Firms would no longer have to deal with 28 different sets of national rules, and would
only be accountable to a single tax administration (a one-stop shop).
Digital tax in Poland
In response to the abovementioned initiative at the EU level, the Polish Ministry of
Finance announced this week a plan to tax revenues obtained by digital enterprises.
Currently, the only public information is the proposed tax rate - 2-3% of turnover from
digital activity.
What’s in it for me?
Upcoming changes will revolutionize the way of taxing revenues obtained by legal
persons. EU Commission’s fast pace of work indicates that there is a pressure to
implement the new solutions as soon as possible. Entrepreneurs conducting digital
business should monitor the process with caution and prepare itself for an increase of tax
burdens.
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
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Romania
CJEU Decision: pharmaceutical companies may
reduce output VAT related to price reductions granted
to third parties
The Court of Justice of the European Union (“the Court) recently released its decision in
Case C-462/16 Boehringer Ingelheim Pharma GmbH &amp; Co. KG, confirming the right
of pharmaceutical manufacturers to reduce the VAT taxable base for price reductions
granted to private health insurers.
In detail
In Germany, when pharmacies supply medical products to patients with public or private
health insurance, they offer price reductions to the health insurance companies.
Producers of those products are also required to grant the same price reductions to those
pharmacies, as follows:
For public health insurance: pharmaceutical products are supplied to health insurance
companies, which then provide them to insured individuals. Pharmacies grant price
reductions to health insurance companies. The German tax authorities consider that the
price reductions granted by producers to pharmacies represent reductions of the VAT
taxable amount of the supplies of goods made by producers to pharmacies; in this respect,
producers have the right to diminish the output VAT;
For private health insurance: private insurers do not acquire the goods from pharmacies
(pharmacies sell products directly to patients), but rather they refund the expenses
incurred by insured individuals. As such, the German tax authorities considered that these
price reductions do not represent a reduction of the VAT taxable amount of the supplies of
goods made by producers; in this respect, producers are not entitled to diminish the
output VAT.
Boehringer manufactures pharmaceutical products and supplies them to pharmacies
(through wholesalers). Pharmacies subsequently resell the pharmaceutical products to
patients with public or private health insurance. As Boehringer reduced the output VAT of
its sales with respect to the the price reductions related to patients with private health
insurance (the German tax authority did not agree with this approach), the Court was
asked whether Boehringer was right to do so.
The Court concluded that, as long as producers are required to offer a price reduction for
their sales, this price reduction must qualify as a reduction of the VAT taxable base of
their sales, even if the price reduction is granted to a third party which is not part of the
chain of supply of those goods (in the case at hand, the private insurance company).
[Source: Judgment of the European Court of Justice in Case C-462/16 Boehringer,
published on Curia.europa.eu, on 20 December 2017]
The takeaway
Since the judgement of the Court is highly important for all EU medical producers offering
price reductions to third parties outside the supply chain, it remains to be seen to what
extent the principles set out in the decision can also be transposed into Romanian tax
legislation, given the specifics of the local pharmaceutical industry.
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CJEU decision: VAT incorrectly invoiced is nondeductible for beneficiaries
In brief
The Court of Justice of the EU (“Court”) recently issued its ruling in case C - 628/16
Kreuzmayr GmbH, stating that, if intra-Community supplies of goods are incorrectly
deemed as local supplies of goods, the beneficiaries are not entitled to deduct the input
VAT incorrectly charged by suppliers.
In detail
The Court clarifies the situation regarding (1) the application of the VAT exemption
related to successive supplies of goods subject to a single intra-Community transportation
and (2) the right to deduct input VAT for purchases for which the VAT treatment is
incorrect.
In the above case, a company established in Germany (hereinafter “the Supplier”) sold
goods to a company established in Austria (hereinafter “the Buyer-Reseller”), which
endeavoured to transport the goods from Germany to Austria. Without informing the
Supplier, the Buyer-Reseller resold those goods to its final customer, also established in
Austria (hereinafter “Kreuzmayr”), which actually transported the goods from Germany to
Austria. The right of disposal of the goods as owner was transferred from the BuyerReseller to Kreuzmayr prior to the intra-Community transportation of the goods.
The Supplier treated the supply made to the Buyer-Reseller as an intra-Community supply
of goods, VAT exempt with credit, while the Buyer-Reseller treated the supply to
Kreuzmayr as a local supply of goods, without transportation. The Buyer-Reseller charged
Austrian VAT, which Kreuzmayr deducted.
The Austrian tax authorities rejected Kreuzmayr’s VAT deduction right related to the
acquisitions made from the Buyer-Reseller on the grounds that Kreuzmayr was in charge
of the intra-Community transportation of the goods and the right of disposal of the goods
as owner was transferred from the Buyer-Reseller to Kreuzmayr prior to that intraCommunity transportation of the goods. As such, the authorities held that the acquisitions
by Kreuzmayr should not have qualified as local purchases of goods (but rather an intraCommunity acquisition of goods) and should not have been invoiced with Austrian VAT.
As Kreuzmayr disagreed with the tax authorities’ approach in this respect and could not
recover the input VAT from the Buyer-Reseller, the Court was asked to rule on this. It
confirmed that the second supply of goods qualified as a VAT exempt intra-Community
supply of goods and that the output VAT charged by the Buyer-Reseller is non-deductible
for Kreuzmayr (a conclusion which is not contrary to the principle of legitimate
expectation).
The takeaway
The decision reiterates that VAT incorrectly charged is non-deductible for beneficiaries
and that they can recover such amounts only commercially, from the suppliers which
issued incorrect invoices. In order to avoid such situations, beneficiaries must ensure that
the VAT treatment applied by their business partners is in accordance with the law.
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Sparkling fermented beverages with an excess
pressure of more than 1.5 bar but less than 3 bar
bcome “still fermented beverages” under the
Combined Nomenclature
In brief
The recent Commission Implementing Regulation (EU) no. 2018/396 dated 13 March
2018 harmonised the threshold of the excess pressure for sparkling fermented beverages
at ‘3 bar or more’, in order to ensure consistency and uniform interpretation of the
Combined Nomenclature and of Council Directive 92/83/EEC throughout the Union.
In detail
The Commission Implementing Regulation (EU) no. 2018/396 dated 13 March 2018
amending Annex I to Council Regulation (EEC) no. 2658/87 on tariff and statistical
nomenclature, and on the Common Customs Tariff, brings changes in terms of sparkling
fermented beverages excess pressure as per the Combined Nomenclature (“CN”), Part 2,
Chapter 22, Additional Note 10.
According to the new amendments, only fermented beverages with an excess pressure of
more than 3 bar will be considered to be sparkling fermented beverages and classified
under CN tariff codes 22060031 and 22060039.
Fermented beverages with an excess pressure of more than 1.5 bar but less than 3 bar,
considered until the date of entry into force of this Regulation as being sparkling
fermented beverages and classified under CN tariff codes 22060031 and 22060039, are to
be considered as “still fermented beverages” and will have to be classified under different
tariff codes of the Combined Nomenclature.
[Source: The Commission Implementing Regulation (EU) no. 2018/396 dated 13 March
2018 amending Annex I to Council Regulation (EEC) no. 2658/87 on tariff and statistical
nomenclature, and on the Common Customs Tariff, published in Official Journal of the
European Union no. L 71/37 on 14 of March 2018]
The Takeaway
As of 3 April 2018, the date of entry into force of the Commission Implementing
Regulation (EU) no. 2018/396, the CN tariff codes 22060031 and 22060039 will no
longer be valid for fermented beverages with an excess pressure of more than 1.5 bar but
less than 3 bar, such beverages being considered “still beverages” under the Combined
Nomenclature.
We recommend that all companies engaged in transactions or activities with such
products conduct a detailed analysis in order to determine the impact of these changes.
The PwC team can assist you in conducting such an analysis.

The European Parliament has approved proposals on
the CCTB and CCCTB Directives
In brief
On 15 March 2018, the European Parliament (EP) approved two Directive proposals for
the Common Corporate Tax Base (CCTB) and the Common Consolidated Corporate Tax
Base (CCCTB), supporting the need for the two Directives to be implemented
simultaneously. This creates a legal framework under which companies would be taxed in
the European Union (EU) under a harmonised corporate tax law system, which also takes
into account their digital activities.
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In detail
In the form adopted by the EP, the two directives will be binding for groups of companies
with a consolidated turnover of at least EUR 750 million. This threshold is to be lowered
to zero within maximum seven years. We present below the main provisions of the two
proposals as amended by the EP:
Common Corporate Tax Base (CCT) Directive
Sets out the mandatory rules for determining the corporate tax base;
Introduces the concept of a digital permanent establishment (DPE), representing a
significant digital presence of a taxpayer providing online services to individuals or
businesses in Member State (MS) other than its residency state. Conditions to be
classified as a DPE:
the total amount of revenue of the taxpayer or associated enterprises from remote
transactions generated from digital platforms from a MS exceeds EUR 5 million per year,
and
at least 1,000 registered individual users from a MS per month visited the digital
platform, or
at least 1,000 digital contracts have been concluded per month with customers or users in
a MS, or
the volume of digital content collected by the taxpayer in a taxable year exceeds 10% of the
group’s overall stored digital content.
Amends the tax incentives for research and development (R&D), limiting the tax credit to
10% of the R&D staff costs and imposing a maximum threshold of such eligible costs of
EUR 20 million;
Introduces the non-deductibility of expenses paid to beneficiaries located in a jurisdiction
considered to be a “tax haven” (according to the EU list of non-cooperative jurisdictions
for tax purposes);
Limits the deductibility of excess borrowing costs to 10% of the taxpayer's earnings before
interest, tax, depreciation and amortisation ('EBITDA') or EUR 1 million (whichever is
higher);
The carry-forward period for losses has been decreased from seven years (as in the
proposal presented in 2016) to five years;
Changes the classification of controlled foreign company (CFC);
Provides that, by 31 December 2018, the Commission is to present a legislative proposal
for a harmonised, common European taxpayer identification number, in order to make
automatic exchange of tax information more efficient and reliable within the Union;
Introduces measures against tax treaty abuse by recommending amendment of bilateral
tax conventions to contain the following:
A clause ensuring that both parties to the treaty undertake to establish measures whereby
tax is to be paid where economic activities take place and where value is created;
An addendum to clarify that the objective of bilateral treaties, beyond avoiding double
taxation, is also to fight tax evasion and aggressive tax planning;
A clause for a principal purpose test based on a general anti-avoidance rule.
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Common Consolidated Corporate Tax Base (CCCTB)
Contains the principles of fiscal consolidation and the formula for allocating the tax base
of a multinational company between Member States;
The tax base of a consolidated group of companies is established as if it were a single
entity. Thus, the profits or losses between two or more entities within the group are
consolidated. If the consolidated base is negative, losses may be carried forward over a
period of a maximum of five years;
Regarding the formula for the allocation of the consolidated tax base, the following four
factors are taken into account: labour, assets, sales and data collected and exploited by
digital content users, with each of these factors having an equal weight.
Provides that the EC will adopt acts establishing rules on the electronic submission of
consolidated tax returns and other statements;
Provides that the EC will establish a compensation mechanism financed by the fiscal
surplus from those Member States which experience gains in fiscal revenues (set for an
initial period of seven years)
The two Directive proposals mention the deadline of 31 December 2019 for transposing
their provisions, with measures to take effect as of 1 January 2020.
[Source: Press release issued by the European Parliament]
The takeaway
When these two directives enter into force, we will see a harmonised corporate tax system
in the EU. Groups of companies will calculate their taxes by consolidating the revenues of
their constituent companies across all EU Member States, with those taxes shared
between Member States according to where the profit was generated, based on the four
allocation factors - labour, assets, sales and data collected and exploited by digital content
users.
For EU-level adoption of these initiatives, the proposals will be submitted to the European
Council and the Commission for consideration. Moreover, all such measures to harmonise
tax rules require the unanimous vote of all Member States in the European Council.
The EC actually initiated these two proposals in 2011, but it was then difficult for the
Member States to reach a consensus. As some states remain sceptical regarding the
adoption of these provisions, it is difficult to assess whether a consensus is any more likely
this time.
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Russia
Tax amnesty – your second chance
In brief
A set of three bills on Tax Amnesty has passed their third reading in the State Duma.1
These bills provide for an extension of the amnesty deadline, i.e. they introduce the socalled “second stage” of the amnesty programme.
It is quite possible that the laws will come into effect before 1 March 2018.
The first stage of the amnesty ended on 30 June 2016 but it did not meet lawmakers’
expectations. The number of people who filed respective declarations did not exceed
7,000. The second stage of the capital amnesty will take place from 1 March 2018 and
continue until 28 February 2019. It is possible that the second wave of Russian
citizens declaring their foreign assets will be larger, especially in light of the upcoming
introduction of the Common Reporting Standards (CRS) to ensure the automated
exchange of inter-country information.
The guarantees generally remain the same, but the government is now trying to extend the
range of assets that fall under the amnesty regulations.
The amnesty as before will allow Russian citizens to inform the authorities of their foreign
assets. In exchange, the authorities will not ask about the source of the money used to buy
the assets declared and will not impose any tax, administrative or criminal liability
on the declarant. The second stage of the amnesty will also be “free of charge”, meaning no
taxes will be levied on the declared assets except for CIT on income of CFCs. At the same
time, future income from the use of such declared assets will be timely accounted for and
taxed in Russia. As before, declarants will not have to repatriate their assets to Russia.
Importantly, participants in the first stage of the amnesty can also take part in the second
stage, provided that a declarant files only one respective declaration for each stage. If
several declarations are filed during one stage, the earliest one will be accepted and the
rest will be rejected.
There is one positive change in the second stage in comparison to the first: declarants can
specify in their special declaration not only accounts and deposits with foreign banks that
are open at the date of the filing, but also closed accounts (they were not mentioned by the
first amnesty law).

_________________

1 Proposals were made to amend Federal Law No. 140-FZ of

8 June 2015 “On voluntary declaring by physical
persons of assets and accounts (deposits) in banks and on modification of separate legal acts of the Russian
Federation”, as well as a number of RTC articles and Article 76.1 of the Russian Criminal Code.
http://sozd.parlament.gov.ru/bill/377595-7
http://sozd.parlament.gov.ru/bill/377596-7
http://sozd.parlament.gov.ru/bill/377597-7

In detail
Proposed amendments to the Law on Amnesty and to the Criminal Code
Periods subject to amnesty
Participants in the second stage of amnesty will have guarantees pertaining to any acts
committed before 1 January 2018. Declarations can be filed with tax authorities from 1
March 2018 until 28 February 2019.
As during the first stage, the period from 1 January 2018 to the declaration filing date will
not be covered by guarantees.
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Taking part in both stages of capital amnesty
The bills expressly states that filing a declaration during the first stage of capital amnesty
does not prevent the declarant from filing another declaration during the second stage.
Filing procedure
Declarants may now choose any tax office or federal executive body authorised to control
and monitor taxes and levies to file their declarations. This significantly simplifies the
filing process, especially for individuals who do not currently live at their place of
residential registration.
In addition, another positive shift is the possibility to file notifications on opening/closing
foreign accounts or changing account details, as well as CFC notifications and notices of
participation in foreign entities together with special declarations. Such notices and
notifications now may be filed with any tax office or federal executive body upon the
declarant’s discretion. That said, there will be no amnesty covering tax liabilities on CFC
profits. Another open issue is the possibility of and procedure for extending the amnesty
to accounts of which tax authorities were earlier informed.
Obtaining clarifications
The bills mention separately that the Ministry of Finance is entitled to clarify the
procedure for filling special declarations.
Guarantees
The scope of guarantees will not change. However, for the sense of confidence it is clearly
stated now that provision of guarantees will not depend on whether the declarant
specified how he acquired the assets declared.
Criminal liability
The amendments to the Article 76.1 of the Russian Criminal Code imply a relief for
periods before 1 January 2015 or 1 January 2018 for crimes mentioned in Article 193, 2
Parts 1 and 2 of Article 1943 and Articles 198,4 199,5 199.16 and 199.27 of the Russian
Criminal Code, provided that the individual is specified in the amnesty declaration.
Other economic crimes mentioned in the Russian Criminal Code (e.g. “Fraud”) will not be
covered by the amnesty.
Administrative liability
The declarant or a person listed in a special declaration is relieved from administrative
liability under Articles
__________________
2 Evasion
3 Evasion

of obligation to repatriate funds in foreign or Russian currency.
of customs payments charged to companies or individuals, constituting large or particularly large sums
or committed by a group of people in collusion.
4 Evasion of tax payments and/or levies charged to individuals.
5 Evasion of tax payments and/or levies charged to organisations.
6 Failure to perform tax agent duties.
7 Concealment of a company or sole proprietor’s funds or property to avoid taxes and/or levies.

15.1, 15.3-15.6, 15.11 and 15.258 of the Code of Administrative Offences.
Currency law violations
The bills introduce relief from administrative liability for violations related to the unlawful
use of foreign accounts listed in the amnesty declarations.
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Positive changes include the possibility of extending the amnesty to accounts that were
already closed at the date of the filing of the special declaration.
Proposed amendments to the Russian Tax Code (RTC)

It is proposed:

To provide tax exemption on assets declared during the second stage of amnesty
except for taxes payable on the profits and/or property of CFCs declared;
To determine that when declaring participation in a foreign company or filing CFC
notices during the second stage of the amnesty, such notices will not be considered
filed in violation of the established deadlines; 

To provide Personal Income Tax (PIT) exemptions on income received upon the
liquidation of a CFC in case the liquidation was completed before 1 March 2019. 9
Exemptions will cover both cash and property received after 1 January 2016, which
means that the controlling parties that liquidated their CFCs in 2016 and 2017,
received liquidation payments and paid the respective taxes will now be able to get the
taxes back;
To establish the procedure for determining expenses when calculating PIT upon a
declarant’s sale of property and property rights received earlier from a nominee holder.
This procedure will be similar to the procedure for determining expenses in case of the
tax-free receipt of property from a liquidated CFC (the expenses will include the lesser
of the two values: either the confirmed book cost or market value at the date of the
receipt) 


To extend the period during which a CFC may not be considered a Russian tax
resident10 until 1 March 2019 

To extend the period during which the income and expenses of a liquidated CFC will
not include income and expenses from the sales of securities and property rights to its
controlling party until 1 March 2019 11. 
The takeaway
Those who wanted to declare their foreign assets but failed to do so in due time will have a
second chance. An additional incentive to choose the amnesty filing option will be the
active stance of Russia on enforcing the procedures for exchanging financial information.
This exchange programme will allow Russian tax authorities to obtain information on
foreign accounts and structures controlled by Russian tax residents. Discuss with your
consultants all the pros and cons of filing for amnesty and the best ways to declare your
assets.
We will soon host a webinar to tell you about all the significant aspects of the second stage
of the amnesty programme. We will also hold a seminar to discuss all practical aspects of
applying the new provisions in tax and currency legislation. Follow our announcements
and participate in our events!
____________________________

8 15.1 - Violations of the rules for processing currency and cash register transactions and violations of requirements on the use of
special bank accounts; 15.3 - Violations of the tax registration time frame; 15.4 - Violations of time frames set for submitting
information on accounts opened and closed in banks and other credit institutions; 15.5 - Violations of time frames for filing tax
returns; 15.6 - Failure to provide (failure to communicate) information required for tax control purposes; 15.11 - Grave violations
of accounting rules and rules for submitting financial statements; 15.25 - Violations of the currency legislation of the Russian
Federation and legislative acts issued by currency control authorities.
9 There will also be a shift in the deadlines if such liquidation took place later because of circumstances beyond the controlling
party’s control. Respective amendments will be made to paragraphs 4 and 5 of Article 217.60 of the RTC.
10 See the previous comment. Amendments will be made to Article 3 of Federal Law No. 376-FZ of 24 November 2014.
11 See the previous comment. Amendments will be made to Article 309.1.10 of the RTC.
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President Putin’s address to the Federal Assembly
In brief
On 1 March, President Vladimir Putin gave an address to the Federal Assembly in which
the topic of breakthrough technologies ran throughout. The president briefly touched on
the existing tax environment, calling for the greater introduction of digital technologies
and platforms, along with simplified reporting that would free entrepreneurs from
tedious routines.
In detail
Digital technologies to help taxpayers
President Putin suggested that sole proprietors and self-employed individuals that use
digital services should be exempt from tax reporting. As for businesses that use cash
registers, their process for reporting taxes needs to be simplified as much as possible.
In this context, we would like to note that banks are developing services 1 that will free
small businesses from maintaining tax accounting and preparing tax returns if their
transactions are conducted using accounts with these banks.
Property tax is a hot topic 
President Putin put much emphasis on both building new homes and mortgages. He also
mentioned the personal property tax charged on the cadastral value of real estate owned
by individuals. This often exceeds market value, although the numbers are supposed to be
comparable. President Putin suggested that the problem should be resolved as soon as
possible, hopefully within the first half of 2018.
The FTS on digital technologies
It is important to note that the day before the presidential address, the Russian Federal
Tax Service (FTS) reported the results of its performance in 2017.2 According to the FTS,
new technologies help to improve a number of key indicators. Mikhail Mishustin, the head
of the FTS, pointed out that the introduction of digital technologies in tax administration
contributed to strong overall performance, in particular a 25% increase in the collection
rate for excise and property taxes. Since the introduction of new cash registers, revenues
per register have increased one-and-a-half times. Business declares its real revenue, and
the FTS can analyse a huge volume of incoming data and to identify “disappeared”
elements in the value added chain.
Welcome to the upgraded world.

Your contact person in Germany:
Tanja Galander, telephone: +49 30 2636-5483
Ekaterina Cherkasova, telephone: +49 30 2636-1523
Russia‐Blog: http://blogs.pwc.de/russland‐news
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Serbia
Annual Personal Income Tax Return
In brief
The average annual salary paid in Serbia in 2017 is RSD 791,712 (approx. EUR 6,670)
(Official Gazette RS, No. 07/2018).
Individuals required to submit annual income tax returns are individuals whose net
income earned in 2017 is higher than:
 RSD 2,375,136 (three times average annual salary – approx. EUR 20,012);
Please be reminded that according to Serbian Personal Income Tax Law, individuals
required to pay Serbian annual tax liability are:
 Serbian Residents on their worldwide income
 Serbian non-residents on their Serbian sourced income
Deductions and allowances
The same personal deductions and allowances apply to both Serbian and foreign
nationals:
 In the case of the taxpayer: RSD 316,685 (40% of the average annual salary – approx.
EUR 2,668);
 In the case of dependent family members: RSD 118,757 (15% of the average annual
salary per dependent – approx. EUR 1,000)
Deadline
The deadline for submission of the annual income tax return for 2017 is May 15, 2018.

Announced Postponement of Application of New VAT
Rulebook
In brief
Serbian Ministry of Finance has announced that the application of the new Rulebook on
VAT Records will be postponed for 1 July 2018.
Based on the information published on the Website of the Serbian Ministry of Finance
(http://www.mfin.gov.rs/pages/article.php?id=13362) application of the new Rulebook
on VAT Records is going to be postponed.
Formally, postponement will be covered by the amendments of the VAT Law, expected to
be adopted till the end of this year.
Until the Serbian Parliament adopts this amendment, effective date of the new Rulebook
on VAT Records remains 1 January 2018.
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Amendments to the Value Added Tax Law
On Wednesday, 6 December 2017, the National Assembly of Republic of Serbia, started
with a discussion on, inter alia, draft Law on Amendments of the Value Added Tax Law,
which is proposed by the Serbian Government on 1 December this year.
Below we present the most important amendments:
Supply of goods and services
Supply of goods and services between the grantor of concession and concessionaire will
not be subject to VAT as of 1 January 2018, provided that the following conditions are
cumulatively met:
 Supply is performed based on the public-private partnership contract with elements of
concession;
 The grantor of the concession and concessionaire are VAT payers; and
 If such supply would be subject to VAT, the customer would be entitled to input VAT
recovery.
VAT exemption for the goods that passenger dispatches abroad
VAT exemption with input recovery right is applicable for the supply of goods that
passenger dispatches abroad within his luggage for non-commercial purposes, if
prescribed conditions are met, which inter alia envisage that:
 Passenger does not have a permanent residence in the Republic (based on the
information on the place stated in the passport, ID card or other identification
document);
 The total value of delivered goods exceeds EUR 150;
 VAT payer, i.e. supplier has the proof that passenger dispatched goods abroad;
 Supply is not related to excise goods and the goods that are intended for equipping and
supplying means of transportation used for private purposes.
The procedure for exercising VAT exemption, VAT refund and necessary evidences that
the goods are dispatched abroad shall be regulated in more details by the Ministry of
Finance.
These amendments, if adopted by the Parliament, should be effective as of 1 January
2019.
Recovery of input VAT
It is proposed that the VAT payer has right to recover input VAT for the cost related to
food and drinks that it provides to employees and other hired workers, in its hospitality
facilities, provided that the taxpayer charges a compensation on that basis. Draft Law does
not deal with the amount of compensation charged from customers in the context of input
VAT recovery right.
Decrease of VAT liability related to application of reverse charge VAT
In the event that the Tax authorities in course of tax audit dispute to the taxpayer input
VAT recovery right related to the supply of goods and services where the taxpayer
assessed VAT as a VAT debtor, VAT payer, on the basis of the decision, has the right to
decrease output VAT calculated on this basis.
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Considering that this rule will be applicable as of next year, we believe that this procedure
will be applicable for all decisions issued after this rule become effective (notwithstanding
if the audit was performed before the Law on amendments of VAT Law entered into
force).
Place of supply of unique tourist service
In order to align Serbian VAT rules with EU rules, the place of supply of unique tourist
service will be considered to be the place where the service provider has a seat or a
permanent establishment.
Taxation of investment gold
Proposed amendments of the Law introduce special procedure for taxation of supply of
investment gold, which should be applicable as of 1 April 2018.
Postponed submission of VAT assessment overview
The obligation to submit VAT assessment overview is postponed for six months, i.e. until 1
July 2018.

Proposed Amendments to the Corporate Income Tax
Law
In brief
Serbian Government has recently issued a draft Law on Amendments to the Corporate
Income Tax Law (“the Draft CIT Law”) which was submitted for approval to the National
Assembly of the Republic of Serbia. It is expected that the proposed CIT Law amendments
will be adopted in the near future. The most significant amendments are presented in the
text below.
Tax depreciation of intangible assets
It is envisaged that the tax depreciation of intangible assets should be equal to their
accounting depreciation. Pursuant to the Draft CIT Law, tax depreciation of intangible
assets will be calculated by applying the straight line depreciation method proportionate
to the asset’s useful life, defined by the moment of its recognition in taxpayer's statutory
financials in accordance with the accounting legislation, on the base determined as the
acquisition value of each individual intangible asset separately.
Tax depreciation of fixed assets consisting of movable and immovable parts
Draft CIT Law envisages an exception for calculation of tax depreciation of fixed assets
consisting of movable and immovable parts.
Namely, it is prescribed that such assets are classified into tax depreciation groups
pursuant to the manner in which they are recognised in taxpayer's statutory financials, in
line with the relevant accounting legislation.
Write-off of non-performing bank loans
In accordance with the Draft CIT Law, expenses recognised by banks in regard of writeoffs of receivables related to loans granted to individuals and legal entities, which are
considered as non-performing loans in terms of the rules set by the National Bank of
Serbia, will be considered as CIT deductible, provided that the such write-offs were
performed in line with regulations of the National Bank of Serbia.
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Withholding Tax
Draft CIT Law envisages changes to the scope of withholding tax in terms of service fees
paid to non-resident legal entities, other than those from tax havens, prescribing that
withholding tax applies solely on fees for market research services, accounting and audit
services and other legal and business consulting services.
Furthermore, the Draft CIT Law provides for an extension of the deadline for submission
of withholding tax return and payment of withholding tax liability to three days from the
date of payment of income subject to withholding tax.
Tax holiday
Draft CIT Law clarifies that a taxpayer will lose the right to the tax holiday right in case
the taxpayer reduces the number of employees employed for an indefinite period during
the tax holiday period, so that the average number of employees employed for an
indefinite period, determined on the last day of period for which the tax return is
submitted is lower than the number of employees employed for an indefinite period which
taxpayer had in the tax period in which it qualified for the tax holiday.

Your local contact person:
Tanja Galander
Tel: +49 30 2636-5483
tanja.galander@pwc.com
Ekaterina Cherkasova
Tel: +49 30 2636-1523
ekaterina.cherkasova@pwc.com
Russia‐Blog: http://blogs.pwc.de/russland‐news
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Slovakia
Changes in Slovak payroll legislation effective from 1
January 2018
Registration for social insurance
From 1 January 2018, a new (Slovak or foreign) employer is obliged to register for Slovak
social insurance before the first employee subject to Slovak social insurance starts
employment with the company, i.e. a day before employing the first employee, at the
latest.
All new employees subject to the Slovak social insurance system must be registered for
social insurance before starting employment. However, the amendment to the Act on
illegal work effective from 1 January permits a seven-day period for registering an
employee. If an employer registers an employee for Slovak social insurance within seven
days of the start of the employment contract, this will not be considered illegal
employment. This, however, only applies if an inspection is not initiated by the Slovak
authorities during this 7-day period. If an inspection is initiated, for example, 2 days after
the start of employment of a new employee who has not been registered in the Social
Insurance, the illegal employment rules will apply.
Employers are obliged to deregister an employee from the Social Insurance Company
within 8 days of the termination of an employment relationship.
Health and social insurance
Effective from 1 January 2018, the maximum assessment base for social insurance
increased to EUR 6,384 (2017 - EUR 6,181).
There is no maximum assessment base for health insurance for employees and for the
employer. In general, both health and social insurance contributions are calculated based
on gross income.

* Guarantee insurance represents the employer’s contribution to the employers’ fund from which the employees’ remuneration related claims, whose employer became
insolvent, are settled.

** Reserve fund represents a fund of the Social Insurance Company that may be used by the Social Insurance Company to cover for the insolvency of other insurance titles (e.g.
reitrement fund).
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Non-taxable amount for spa care
At the end of a tax period, a taxable person may claim a pre–tax allowance (non-taxable
amount) of up to EUR 50 per year from its tax base for documented expenses paid for spa
care. They may also apply the same amount for a spouse and dependent children, but only
one of such taxpayers can claim this non-taxable amount(s).
Transport of employees to work
With effect from 1 January 2018, the transport of employees to and from their place of
work by the employer may be considered tax exempt employee income if the employee
contributes to the employer’s costs for transport of employees and the following
conditions are met:
Employees pay to the employer in total at least 60% of the employer’s cost of the
transport; or
Employees pay to the employer in total at least 30% of the employer’s costs of the
transport if the employees work in a multiple shift production facility, and such a mode of
transport is used by at least 30% of the total average number of employees.
If the total of employee reimbursements do not reach the specified amount (60% / 30%),
all employees’ tax bases must include a benefit equal to the difference between the
amount corresponding to 60% / 30% of the costs documented by the employer
(recalculated per employee) and the partial reimbursement of travel costs paid by
employees.
Subsistence level and minimum wage
As of 1 July 2017, the Slovak Ministry of Labour, Social Affairs and Family increased the
subsistence level amount to EUR 199.48 (from EUR 198.09). The subsistence level
represents a base for calculations of most personal tax allowances and thresholds (e.g.
threshold for application of higher tax rate, personal and spouse allowance etc.).

From 1 January 2018, the minimum wage has increased as follows

As a result, the 2018 allowances and rates applicable for monthly payroll calculations
increased as stated in the section - Monthly payroll rates and thresholds.
Monthly payroll rates and threshold

As a result of the increase of the subsistence level and minimum wage, the 2018
allowances and rates applicable for monthly payroll calculations increased as follows:
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1) Personal allowance
The personal allowance decreases taxable monthly income of employee on payrolls. At the
year-end, the personal allowance entitlement depends on the employee's overall taxable
income. The amounts and thresholds are as follows:

* These thresholds are also used as thresholds for the application of 19% / 25% personal income tax rates.

2) Payroll tax rates
The monthly taxable income up to EUR 2,939.01 in 2018 (see Thresholds for Zero
Allowance above) is taxed at 19% and all taxable income above this threshold is taxed at
25%.
3) Spouse allowance
An eligible taxpayer living with their spouse in a common household can apply a spouse
allowance of EUR 3,830.02 (reduced by the spouse’s income) if their 2018 tax base is
below EUR 35,268.06. If their tax base is between EUR 35,268.06 and EUR 50,588.13,
the spouse allowance is progressively decreased to zero.
4) Child bonus
The child bonus is a reduction of monthly tax liability. It depends on the number of
dependent children living in a common household. The taxable income from employment
or entrepreneurial activity must be at least 6x the minimum wage, i.e. EUR 2,880, before
a child bonus can be claimed.

5) Work during nights and public holidays, work readiness
The minimum additional compensation for night work, compensation for work emergency
and compensation for difficult work conditions depends on the minimum wage as follows:
Compensation for night work – base salary + minimum of 20% of hourly minimum wage,
i.e. EUR 0.5518 per hour in 2018;
Compensation for emergency work – 20% or 100% of minimum wage if an employee is
ready for work outside or at workplace respectively;
Compensation for difficult work conditions - base salary + minimum of 20% of hourly
minimum wage, i.e. EUR 0.5518 per hour in 2018.
6) Sickness benefit
The highest possible daily assessment base for sickness benefit is EUR 59.9671 from 1
January 2018.
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Changes in amendment Act No. 595/2003 Coll. on
Income Tax
Introduction of Exit Tax
This regulation is intended to ensure that the economic value of gains made in Slovakia is
also taxed here, specifically when taxpayers transfer property, tax residence, or business
activities outside of Slovakia and, from the legal point of view, assets or (a part of) a
business are not being sold.
The tax will apply where taxpayers (Slovak tax residents and non-residents with a
permanent establishment in Slovakia) transfer outside of Slovakia:
 Individual property (transfer carried out by a tax resident from their headquarters in
Slovakia to a permanent establishment in another country, or by a tax non-resident
from their permanent establishment in Slovakia to their headquarters or permanent
establishment in another country);
 Business activities (transfer carried out by a Slovak tax resident to another country, or
by a tax non-resident from their permanent establishment in Slovakia to another
country); or
 Tax residence (tax resident is no longer a Slovak tax resident).
The tax will be calculated by applying a 21% tax rate to a specific positive tax base, which
is determined as follows:
 When transferring individual property, its fair (market) price at the exit time will be
considered as income and its tax value will be regarded as an expense;
 When transferring business activities, the fair (market) price of assets and liabilities
transferred at the exit time will be considered as income and the specific tax base will
be calculated as when selling a business or part thereof.
The exit tax will either be paid in one instalment in the period for filing the tax return, or,
upon request, in five annual instalments if it is a transfer to EU or EEA member states. In
all other cases, the tax will be payable in one instalment in the period for filing the tax
return. When paying the tax in instalments, the taxpayer will also pay interest on the
outstanding instalments.
The new regulation about the exit tax also addresses the valuation of assets and liabilities
for Slovak tax purposes where a Slovak tax non-resident becomes a tax resident in
Slovakia.
The exit tax will be applied for tax periods commencing on or after 1 January 2018.
Introduction of tax exemption for intangible assets
The amendment introduces a tax exemption of 50% for income from considerations for
granting a right to use, or for using a protected patent, utility model, or software created
by the taxpayer (basic patent box). Tax exemption refers only to assets created by own
activities and will apply to tax periods in which amortisation of an intangible asset is
included in tax expenses.
A similar exemption will also apply to a certain part of income from selling goods which
were manufactured on the basis of a protected patent or a utility model (extended patent
box). Tax exemption will account for 50% of income attributed to the sales price, less
related costs and less profit margin.
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If intangible research results acquired from another person are used to develop intangible
assets, the tax exemption will be reduced by a coefficient.
It will not be possible to transfer an entitlement to a tax exemption within the basic or
extended patent box to a legal successor in the event of a merger, fusion, or demerger, or
to a beneficiary recipient of an in-kind contribution.
For tax exemption purposes, each taxpayer will be obliged to keep separate records
substantiating the entitlement to the benefit drawn and, if requested, submit these
records to the Tax Office within 8 days.
Entities applying this tax exemption will be made public via a register kept by the
Financial Directorate of the Slovak Republic.
Higher deduction of R&D costs
Taxpayers performing R&D will be able to deduct 100% of R&D costs and expenses from
their tax base, instead of the current 25%. The deduction may also include the cost of
software licenses for software used in performing R&D activities.
Introduction of tax exemption when selling ownership interests
The amendment introduces an exemption from corporate income tax when selling shares
and ownership interests (hereafter “participation”) in Slovak and foreign companies.
However, the tax exemption will not apply to taxpayers whose core business activity is
trading in securities.
The conditions for applying a tax exemption are as follows:
Income from the sale of a participation is obtained no sooner than after 24 consecutive
calendar months as of the day on which at least a 10% share in the registered capital of the
company being sold is acquired (and this period commences no sooner than on 1 January
2018); and
The selling taxpayer, thanks to personnel resources and material equipment, performs
substantial functions in Slovakia and bears and manages the risks associated with the
participation ownership.
In the context of the new tax exemption, other ITA provisions are also amended, e.g.
assessment of tax deductibility of a loss from the sale of shares, adjustment to the tax
deductibility of interest on loans received for the purpose of acquiring a participation.
Introduction of a tax for certain non-residents when transferring a
participation
The list of income from Slovak sources for tax residents from other EU member states has
been extended by payments from Slovak tax residents when transferring shares or
ownership interests in a trading company or membership rights in a cooperative seated in
Slovakia.
However, the final tax will still depend on the wording of the applicable Double Tax
Treaty.
Refined criteria for creating a permanent establishment in Slovakia
Following the implementation of measures set out in the OECD action plan for tackling
base erosion and profit shifting, the amendment refines criteria for creating a permanent
establishment in Slovakia, e.g. in the following situations:
 Repeated mediation of transportation and accommodation services, even via a digital
platform;
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 Place of implementing construction and assembly projects with a duration of more
than 6 months in aggregate; and
 Activities carried out by a representative if this person plays a main role in contract
conclusion.
New rules for taxing business combinations
The option to use historical prices for tax purposes is significantly limited for in-kind
contributions to the share capital paid in as of 1 January 2018, which means that
taxpayers will have to use the fair-value method.
The option to measure in-kind contributions for tax purposes at historical prices is only
retained for cases where a Slovak tax resident contributes a security, an ownership
interest, a business (or part thereof) to a beneficiary seated in an EU or EEA member state
and the beneficiary takes over the contribution at historical prices and has a permanent
establishment in Slovakia that the contribution remains functionally linked with.
The fair (market) prices tax mode will be used for most mergers, fusions, and demergers
of trading companies and cooperatives with a decisive date after 1 January 2018.
The historical prices mode may only be applied when the legal successor is a taxpayer
seated in an EU or EEA member state, the assets and liabilities of the abolished entity
remain in the legal successor’s Slovak permanent establishment and this legal successor,
in line with the local law, takes over assets and liabilities at historical prices.
These exceptions for using historical prices in business combinations will still be subject
to a GAAR test (General Anti-Abuse Rule).
There are also other legislative amendments to the tax method of using fair (market)
prices in business combinations. For example, if a Slovak tax resident uses this method to
treat his contribution of a business, or part thereof, to a beneficiary seated outside
Slovakia, he will no longer be able to split the tax on the difference between the value of
this in-kind contribution recognised as a shareholder’s contribution and its carrying value
into seven years. The entire difference will be taxed in the period in which the
contribution is paid up. For mergers, fusions, and demergers treated by the fair-value
method, the amended ITA introduces the obligation to tax in an one-off payment the
valuation variance, or part thereof, not yet included in the tax base if this valuation
variance is paid out, and also indirectly, i.e. via a reduction of the share capital, or the
capital reserves from contributions which were previously increased from the valuation
variance.
Transport of employees to work
Effective from 1 January 2018, the transport of employees to their place of work and back
arranged by the employer may be considered the employee’s tax-free income if the
employee contributes to the employer’s costs for the transport of employees to work and
the following conditions are met:
Employees cover at least 60% of the employer’s costs for arranging their transport to
work; or
Employees cover at least 30% of the employer’s costs for arranging their transport to work
if production employees work in shifts and such transport is used by at least 30% of the
total average registered number of employees.
If payments from employees are less than the stipulated limit, the difference between the
amount corresponding to 60%/30% of expenses verifiably incurred by the employer for
the transport of employees to work and the total payment from employees, divided by the

57

number of employees using this type of transport, must be included in the employees’ tax
base from employment.
The wording of the provision regarding tax deductibility of employer’s expenses for the
transport of employees to their place of work and back has also been modified. Employer’s
expenses for such transport carried out via motor vehicles for transporting at least 10
persons (e.g. buses) will be tax deductible if there is either no public transport to the place
of work, or its capacity does not meet the employer’s needs.
Extended criteria for the assessment of tax residence
The assessment of a taxpayer’s tax residence is the key condition for determining the
extent of tax obligations of taxpayers in Slovakia. Therefore, a new criterion for assessing
the tax residence of an individual is given in the ITA.
According to the new rules, an individual is also considered a Slovak tax resident if he has
a residence in Slovakia, i.e. accommodation not intended only for occasional use, and it is
evident that the individual intends (due to personal and economic reasons) to stay here.
Income from the sale of business property in the joint ownership of
a married couple
Income derived by a married couple from the sale or transfer of property or an intellectual
right jointly owned by them which was registered as the commercial property of one
partner will have to be taxed by that partner who included this property or intellectual
right in their commercial property.
This means that it is no longer possible to split the income from a sale between the
partners based on their agreement. The partner who registered the property or intellectual
right as a business property most recently will be liable to pay tax on the total income.
Tax-free amount for spa care
At the end of the tax period, taxpayers may claim a tax-free amount of EUR 50 p.a. from
verifiable payments for spa care. They may also claim the same amount for their spouse or
dependent children. However, only one of them can claim this tax allowance.
Modified conditions for taxing income from occasional activities
An individual’s occasional income of up to EUR 500 per calendar year is considered taxfree. However, if the individual carries out these activities on a contractual basis and this
remuneration is a tax expense for the payer, then the individual is liable to pay tax on such
income.
Pensions of former soldiers, policemen, and firemen for years in service
received from abroad
When assessing the claim for a tax-free personal allowance, Slovak pensions of former
soldiers, policemen, and firemen for years in service (hereafter “military, police and fire
service pensions”) must be treated in the same way as similar pensions received from
abroad. This means that if taxpayers draw a military, police, or fire service pension from
Slovakia or from another country at the beginning of the tax period, they either cannot
claim a tax-free personal allowance, or the tax-free amount is decreased by the pension
paid.
Claiming a tax bonus for a dependent child
A tax bonus for a dependent child may also be claimed by a foster parent who is a
“substitute parent” after the dependent child attains full age if this child is continually
preparing for employment by studying and if, prior to attaining full age, the child was
placed into substitute parental care.
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Introduction of rules for controlled foreign corporations (as of 2019)
The rules for controlled foreign corporations seek to tax income artificially diverted by a
Slovak parent company to a controlled foreign corporation (hereafter “CFC”) if the income
is paid without economic justification, or to obtain a tax advantage for the Slovak
company.
A company is considered a CFC if:
 It is controlled or managed, directly or indirectly, by the Slovak company (e.g. by
voting rights, share capital, or share in profit); and in addition
 The corporate income tax paid in another country is lower than 50% of the tax the CFC
would pay in Slovakia.
If income is diverted to a permanent establishment, it will only be sufficient (for purposes
of the CFC assessment) to fulfil the second condition (i.e. the condition regarding the
hypothetical Slovak tax).
The CFC’s income will be taxed in Slovakia by including the CFC’s tax base in the tax base
of the Slovak parent company to the extent it is attributable to the assets/risks related to
the significant functions of the Slovak company which manages and controls the CFC.
To avoid double taxation, the Slovak parent company will be able to factor in the tax paid
by the CFC abroad when calculating/paying tax in Slovakia.
The application of adjustments to the CFC tax base in line with transfer pricing rules will
take precedence over the application of CFC rules for the taxation of profits.
The CFC rules will be applied for tax periods commencing on or after 1 January 2019.

Amendment to the VAT Act from 1 January 2018
The National Council of the Slovak Republic approved an amendment to the VAT Act on 7
December 2017 that will enter into force on 1 January 2018. We informed you about the
changes in the previous Indirect Tax Alerts and we now summarize the approved changes
that will have the biggest impact.
Cancellation of the minimum amount of VAT base for application of local
reverse-charge for agricultural crops and metals
The amendment revokes the minimum VAT base of EUR 5,000 for shifting VAT liability
to a recipient (VAT payer) for agricultural crops and metals and metal semi-finished
products.
The takeaways
From 1 January 2018, any local supply of the above goods between two Slovak VAT payers
is subject to a local reverse-charge, regardless of the value of the supply. The minimum
amount of tax base for the application of the reverse-charge for supplies of mobile phones
and integrated circuits will be retained.
This change will have a positive effect, but it may also have a significant impact on
administration and the reporting of small-scale sales of agricultural crops to other VAT
payers. If by now in case of such sales sellers have been issuing e only cash register
documents, from 2018 they will need to modify their cash register system, or issue a
regular VAT invoice due to this change.
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Cancelation of the obligation to guarantee VAT from the previous stage if
the supplier is blacklisted
Under the VAT Act, a customer is liable for the VAT on an invoice that a supplier has not
paid, or has become unable to pay if at the time the VAT becomes payable the customer
knew, or could have reasonably known, or should have known that the VAT would not be
paid by the supplier. Among the reasons as to why a customer knew, could have known, or
should have known the Slovak VAT Act defined a listing of such a supplier on a so called
black-list of risky suppliers published on the web-portal of the financial directorate. The
amendment to the VAT Act removes this condition as, in practice, customers (due to the
concern regarding guaranteeing VAT from the previous stage) often paid the amount of
VAT charged by the suppliers listed on the black-list straight to the personal account of
the supplier kept by the tax office (instead of paying the whole invoice amount to the
supplier), i.e. they divided the invoice payment. In practice, various related problems have
arisen and due to the minimal use of this institute, this provision has been cancelled.
The takeaways
The fact that a supplier is blacklisted does not automatically mean that the customer is
liable for the VAT on an invoice. However, the Financial Directorate will continue to
maintain the black-list of risky companies, so VAT payers should still control their
business partner's reliability based on this list for their internal purposes, e.g. internal
controls when concluding business contracts.
Establishment of a new institute of a tax representative when acquiring
goods from another Member State or a third country
A foreign person (not VAT registered) who acquires goods in Slovakia from another
Member State pursuant to Article 11 for the purpose of subsequent VAT exempt intraCommunity supply or export of such goods, or their supply by a distance sale scheme with
a place of supply in another Member State, can avoid VAT registration in Slovakia may be
represented by a tax representative in Slovakia.
The tax representative's institute may only be used by a foreign person not registered for
VAT in Slovakia who does not supply goods or services in cases where it pays output VAT
in Slovakia. Simplification may only be applied to goods sold via the use of an electronic
communication interface, such as an electronic marketplace, electronic platform,
electronic portal or similar electronic means.
A foreign company that is represented by a tax representative will be obliged to issue an
invoice pursuant to the Slovak VAT Act when supplying goods with a place of supply in
Slovakia. The invoice must state the tax representative’s identification information.
Foreign entities represented by a tax representative will also be entitled to claim input
VAT from purchased goods and services in Slovakia via a VAT refund procedure if legal
requirements are met. The amendment also introduces more detailed conditions for the
application of this institute to the tax representative.
The takeaways
This change will have a beneficial effect on foreign companies who may be represented by
a tax representative and so will not need to register for VAT in Slovakia if they meet the
above conditions. However, the requirement for the goods to be sold via the use of an
electronic communication interface may significantly limit the range of foreign taxable
persons eligible for using the tax representative mechanism.
Change in taxation under tour operator margin scheme
In line with EU Court of Justice case-law, from 1 January 2018 the amendment modifies
the special tour operator margin scheme. Based on current VAT law, this special
regulation only applies if a recipient of tourism services is the final customer – passenger.
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The amendment extends the application of this special scheme to all sales of tourism
services regardless of who is the recipient, i.e. it will also apply to supplies to an
entrepreneur (taxable person) purchasing a package of tourism services for its business.
Certain application conditions for this special scheme are defined.
The takeaways
As of 1.1.2018, the obligation to apply a special tour operator margin scheme will apply to
all sales of tourism services packages by travel agencies which sell such packages on their
behalf regardless of the status of the recipient of the package of tourism services.
Expanded definition of the capital property subject to mandatory
adjustment of input VAT deduction for a period of 20 years
Under the amendment, the definition of capital property extends to all constructions
defined in the building law. This means the mandatory 20-year obligation for adjustment
of VAT deducted will apply to all construction types, not only to buildings, as has been the
case up to now. An adjustment of the deducted VAT on a construction other than a
building will apply only to a construction, where the VAT payer claims related input VAT
after 31 December 2017.
The takeaways
During the 20-year period, VAT payers must monitor the change in the scope of use of any
type of construction, and not just buildings, i.e. also engineering constructions.
Change of conditions for the application of the triangulation simplification
for the first customer
One of the terms for the application of a triangulation simplification under current
legislation is that the first customer (middleman) is not registered for VAT in the Member
State of the second customer. The amendment regulates this condition to bring our
legislation into line with EU legislation, so the middleman cannot be established in a
Member State of the second customer (i.e. it does not have a seat, place of business,
establishment, or does not usually reside there).
The takeaways
In order to apply this simplification, the first customer may be registered for VAT in the
Member State of the second customer (final customer), but it may not be established in
that Member State. Foreign companies which do not have a VAT permanent
establishment in Slovakia and supply goods as of 1 January 2018 in Slovakia as the
middleman to their customers, may use the triangulation simplification.
Introducing a notification obligation when selling an immovable property
If a company decides to apply the taxation of a supply of a building, or part thereof,
including the supply of building land, where such supply may be VAT exempt under the
VAT law, such a company will be required to notify the customer in writing of its decision
on taxation by the deadline for issuing an invoice.
The takeaways
Suppliers will be obliged to notify customers in writing that they have decided to tax the
supply of immovable property, so the acquirer (VAT payer) is aware he is liable to pay
VAT under the reverse-charge scheme.
Changes in VAT guarantee during VAT registration
The obligation to pay a VAT guarantee is extended to cases where an applicant for VAT
registration is an individual or legal person who has a VAT underpayment of EUR 1,000
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or more at the date of filing a VAT registration application, or to which the Tax Office
cancelled the VAT registration in the past.
Additionally, the provision for immediate reimbursement of the VAT guarantee is added
for cases where the VAT registration is cancelled within the general 12-month period for
repayment of the guarantee by the tax office as, in this case, there is no longer a reason for
having the guarantee in the state budget.
The takeaways
If the Tax Office deregistered a taxable person from VAT, or the taxable person has a VAT
underpayment of EUR 1,000 or more, such a taxable person is obliged to deposit a VAT
guarantee. The tax office is also required to immediately return a guarantee if the
company's registration is cancelled within 12 months of the date of the guarantee deposit.
Other changes
 A standardised form will be introduced to be filed by the VAT payer with the tax office
if they purchase a used motor vehicle from another member state.
 To reduce the administrative burden for VAT payers, the option to issue a summary
invoice is extended for rent and supplies of electricity, gas, water and heat for 12
calendar months where the recipient is a foreign taxable person. Currently, the VAT
Act only allows such a simplification if the recipient is a local taxable person
established in Slovakia.
 The amendment states that persons identified for VAT in Slovakia based on §7 and §7
(a) of the Slovak VAT Act who participate in a triangulation supply as the middleman
must submit an EC Sales List.
 The amendment introduces the obligation to refund VAT deducted from a prepayment paid prior to a supply if, by the end of the last VAT period during deregistration, the goods or services have not been supplied. This obligation does not
apply to companies wound up without liquidation if the legal successor is a VAT payer,
or becomes a VAT payer.
 The amendment defines the tax point, the amount of the tax base and the right to
deduct the VAT in relation to an assignment of the receivables for the application of a
cash-accounting scheme.

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
SFS to treat financing of permanent establishments as
payment for services subject to VAT
The State Fiscal Service released an individual tax ruling by publishing it in the Unified
register of tax rulings. According to the ruling:
 any funds received by a permanent establishment (PE) from its head-office (including
financing of the PE’s expenses and salaries) should be treated as a payment for services
supplied by such PE in favour of the head-office;
 the supply of such services is subject to VAT;
 such PE has to register as a VAT payer if the total value of the services supplied during
the preceding 12 months exceeded UAH 1 mln.
In our view, such approach is not in line with the effective legislation and creates the risk
of VAT being charged on the financing of PEs if the total amount of such financing for the
preceding 12 months exceeds UAH 1 mln.
We will continue to monitor the developments and keep you updated on the issue.
*Individual tax ruling № 2323/6/99-99-15-03-02-15/ІПК dated 20 October 2017

National Bank of Ukraine continues to ease currency
control restrictions
On 14 November 2017, the National Bank of Ukraine (“NBU”) issued a resolution*, which
further eases certain currency control restrictions, namely:
 Starting from 15 November 2017, there are no time limits on the repatriation of
dividends to foreign shareholders of Ukrainian companies. Previously, it was allowed
to repatriate dividends accrued in 2014-2016 only.
i.
ii.

The monthly cap on repatriation of dividends for the period up to and including
2013 is set at the equivalent of USD 2 million.
The monthly cap on repatriation of dividends for 2014-2016 remains equivalent to
USD 5 million.

 An early repayment of a loan provided by a non-resident is now allowed if the
Ukrainian borrower is in liquidation.
The changes come into effect starting 15 November 2017.
* NBU Resolution No. 112 dated 14 November 2017

Business conditions for joint-stock companies
simplified
On 15 November 2017, the Parliament of Ukraine adopted a law* that substantially
changes the legal framework for security issuers, specifically, for joint-stock companies, in
Ukraine:
 From now on, all public joint-stock companies (“PJSC”), established before the date
the new Law becomes effective, are deemed as companies that have not made public
offering, unless:
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 PJSC has undergone the listing procedure;
 PJSC has specifically disclosed that it had made public offering.
PJSCs that do not meet the aforementioned criteria will be regulated by the rules that
apply to private joint-stock companies (hereinafter – “PrJSC”).
 The new Law introduces the following differentiation between PJSCs and PrJSCs:
 PrJSCs will have less information to disclose, experience less administrative
burden, etc.
 PJSCs will have to disclose more information, will have more options to conduct
public offerings; restrictions on the number of investors during public offering will
be lifted, etc.
 According to the new Law, the requirements for corporate governance for banks will
change as well. Banks will be able to operate as PrJSCs; the role of the supervisory
boards will increase, etc.
The Law is yet to be published. It will come in to effect after signing by the President and
official publication.
* Bill No. 5592-”д”from20 April2017

VAT invoice registration and input VAT recovery
periods extended
On 3December 2017 the Law*introducing changes to the length of the period for
registering VAT invoices/adjusting VAT invoices and recovery of input VAT came into
effect. Under the new Law:
 The limit on the period during which a VAT invoice /adjusting VAT invoice can be
registered is lifted. Previously this period was limited to 365 days;
 If a VAT invoice or adjusting VAT invoice is registered after 365 days following the date
when VAT liabilities occurred, a 50%penalty on the VAT amount stated therein will
apply;
 The time period for recovery of input VAT was extended to1095 days starting from the
date of issue of the VAT invoice. In the past this period was limited to 365 days.
However, if the registration of a VAT invoice is suspended, this term is not to be
extended for the duration of such suspension.
* The Law of Ukraine N 2198-19 from 9 November 2017 “On amendments to the Tax Code of Ukraine on
stabilization of settlements within the wholesale electricity market of Ukraine”

A new type of bank account is now available in
Ukraine
On 18 December 2017 the National Bank of Ukraine (“NBU”) issued a Resolution* that
lays out rules for opening, maintaining and closing a new type of bank account - Escrow
Account. It is a temporary pass through account held by a third party and it is used to
facilitate a transaction between two [or more] parties.
The introduction of the Escrow Account will finally allow the implementation of the
“squeeze-out” procedure for Ukrainian joint-stock companies. The procedure entails a
mandatory sale of ordinary shares by minority shareholders upon request of the
shareholder who owns more than 95 percent of the shares. For more details, please see
our Flash Report#5 dated 28 March 2017 and Flash Report #18 dated 7 June 2017.
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The Resolution will become effective on 21 December 2017.
* Resolution by NBU No. 133 dated 18 December 2017

Supreme Administrative Court ruled for taxpayer in
transfer pricing dispute
On December 12, 2017, the Supreme Administrative Court of Ukraine (hereinafter –
“SACU) decided in favour of a taxpayer supporting the correctness of application of the
net profit method for substantiation of the market level of prices in the controlled
transactions.
The tax authorities attempted to use the data from an information compendium provided
by DP "Derzhzovnishinform”, namely "Tender monitor. Ukraine” for the analysis of the
market price range. However, the Court of First Instance as well as the First Appellate
court and the SACU stated that since it was impossible to ensure the comparability of the
controlled and non-controlled transactions, the official sources of information should not
have been used for the analysis of prices in the controlled transactions of the taxpayer.
You can learn more by following the link:
http://reyestr.court.gov.ua/Review/71169930
* Decision by the SACU in case # 816/515/17, December 12, 2017,

Cabinet of Ministers of Ukraine updates list of
countries (territories) subject to TP controls*
On 27 December 2017 Ukraine’s Cabinet of Ministers updated the list of countries
(territories), transactions with which are subject to transfer pricing control.
As compared to the older revision, two jurisdictions were removed from the updated list:
Kingdom of Lesotho and French Guiana.
Besides that, the new list is expanded with 22 new jurisdictions, which are listed below:

* The new list will become effective on 1 January 2018.
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Law on limited/additional liability companies is
adopted
Issue No. 1
Ukraine´s parliament introduces new legal framework for limited/additional
liability companies
On 6 February 2018 the Ukrainian Parliament adopted the Law* “On limited/additional
liability companies”.
The new Law introduces a number of important changes to the legal framework for
limited/additional liability companies, in particular:
 Company participants (shareholders) will be able to conclude a corporate agreement
(equivalent of the shareholders’ agreement);
 The possibility to establish a supervisory board is clearly envisaged;
 Provisions on “interested-party transactions”, “material transactions” have been
introduced;
 Debt-into-equity conversion is directly allowed.
The Law will have significant impact on activities of limited/additional liability
companies. All limited/additional liability companies must bring their Charters into
compliance with the requirements of the new Law. However, the Law does not set out a
time frame in which this should happen.
The official text of the Law is yet to be signed by the President.
Majority provisions will come into effect three months after official publication of the
Law.
We plan to issue a detailed newsletter and hold a series of events to address this important
topic.
National Bank of Ukraine continues to ease currency control restrictions
On 1 March 2018 the National Bank of Ukraine (“NBU”) issued a Resolution*, which
further eases currency control restrictions. The key changes are as follows:
•

From now on, Ukrainian borrowers are allowed to make early repayments of foreign
loans under agreements with non-residents. Early loan repayments are now allowed
with a monthly limit of USD 2 million per one servicing bank.

•

Owners of corporate rights/shares (i.e. foreign shareholders of Ukrainian companies)
are now entitled to repatriate their dividends for previous periods with a monthly limit
of USD 7 million.

The policy of currency control liberalization is expected to improve business and
investment climate in the country.
The changes became effective on 03 March 2018.
We will continue to monitor the developments and keep you updated on the issue.
* Resolution by NBU No. 19 dated 01 March 2018
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Protocol amending Ukraine-Netherlands Tax Treaty signed
On 12 March 2018 the Ukrainian and Dutch Ministries of Finance signed a
Protocol amending the Double Tax Treaty between Ukraine and the
Netherlands (further – “Protocol”).
The Ukrainian and Dutch Parliaments should ratify the Protocol and then
exchange the ratification letters in order for it to enter into force. If it happens
before 31 December 2018, taxpayers will be able to apply new withholding tax
(further – “WHT”) rates starting from 1 January 2019.
Specifically, the Protocol introduces the following changes to the WHT rates:

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

67

Uzbekistan
Presidential Resolution No. ПП-3454 of
29 December 2017
Presidential Resolution No. ПП-3454 of 29 December 2017 (Decree) revises rates of
certain taxes and introduces some changes to the tax legislation. Below, we describe the
most notable changes effective as of 1 January 2018.
Corporate income tax (CIT) is unified with the infrastructure development tax (IDT). As a
result of such unification the new CIT rates comprise:
Commercial banks – 22% (previously: CIT 15%, IDT 8%).

Mobile operators – (i) 14% if profitability is lower than 20%; (ii) if profitability is
higher than 20%, the CIT rate on profits exceeding 20% profitability level is 50%.
(previously: CIT 7.5% (50% on excess profits), IDT 8%)

Other entities – 14% (previously: CIT 7.5%, IDT 8%). 

Decree further provides that legal entities provided with temporary exemption from
payment of either CIT or IDT will have the right for the period of exemption’s validity, to
pay CIT at the rate of 50% of the standard rate. We note that the respective wording of
the Decree may appear to be partially cancelling the exemption. 
However, based on the clarification by an expert of a legal database provider - “NORMA”,
the revised incentive should apply to taxpayers of both CIT and IDT that are provided with
exemption only from one of the two taxes, in which case the revised wording helps
resolving the continuity of the exemption in view of unification of the two taxes. Although
the clarification appears reasonable, it only presents the independent expert’s view and is
not binding. Thus, unless there is a legally binding document clarifying or refining the
wording of the Decree there is a technical risk of adverse interpretation for entities
considered the taxpayers of only one of the taxes and having full exemption from that tax
(e.g. Permanent Establishments enjoying full CIT exemption under project specific
government resolutions).
Personal income tax (PIT) rates are reduced from 17% to 16.5% and from 23% to
22.5%, respectively.
The rate of contributions to the individual accumulative pension system increases from
1% to 2%. Please be reminded that this is not an additional contribution and merely
reduces PIT payable to the state budget.
Rates of fixed tax for individual enterpreneurs are decreased for majority types of
activities. For example, fixed tax rate for retail of non-food goods is decreased from 10
MMW*1 to 7 MMW; freight services using vehicles with capacity of up to 8 tons is
decreased from 3 MMW to 2 MMW.
Excise tax rates for production of alcoholic drinks and cigarettes (and certain other
goods) are increased. For example, excise tax for production of cigarettes is increased
more than twice from UZS 37,432 to UZS 84,222 for 1,000 cigaretes, excise tax for
production of cognac is increased by about 27% from UZS 58,265 to UZS 73,997 for 10
litres. At the same time, excise tax rate for production of vegetable oil is decreased. For
example, excise tax rate for edible oil decreased by 50% from UZS 919,448 to UZS
459,724 per 1 tonne. Moreover, excise tax rates for vehicles produced by JSC “General
Motors Uzbekistan” is decreased from 29% to 5%.
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Land tax rates for legal entities and individuals and water use tax rates for individuals
are raised approximately by 15%.
Property tax rate for individuals decreases from 1.7% to 0.2%. Tax rates for individuals
owning flats and houses in cities with the total area of more than 200 and 500 square
metres decreases from 2.1% to 0.25% and from 2.9% to 0.35% respectively. We
understand that such considerable decrease in the property tax rates is due to change
of the definition of the taxable base from inventory value to cadastral value, which is
normally higher.
Petrol and diesel consumption tax decreases twice from UZS 465 to UZS 232.5 per 1
litre. However, compressed gas consumption tax increased by about 15% from UZS 275
to UZS 305 per 1 cubic meter. 
Mandatory contributions to designated funds (Pension Fund, Road Fund and
Educational/Medical Institutions Fund) are unified into a single contribution –
Mandatory contribution to the State funds with a decreased rate of 3.2% charged on
turnover (previously, combined rate for three contributions was 3.5%). 
Decree establishes that the total amount of taxes and mandatory payments payable by
legal entities providing freight services per one vehicle, regardless of the taxation
regime applied, shall not be less than the fixed tax paid by individual entrepreneurs
providing similar services. 

Non-commercial entities are provided a right to pay unified tax payment (UTP) in
relation to income from commercial activities, regardless of headcount.
Previously, such entities had to pay taxes on income from commercial activities using
standard taxation regime.

Monthly fee payable by mobile operators for each customer number is increased from
UZS 2,000 to UZS 4,000.
Foreign higher education institutions (FHEI), having accreditation in Uzbekistan, are
exempted from payment of all taxes and mandatory contributions on their educational
activity until 1 January 2023. Moreover, income of foreign employees of such FHEIs is
not subject to unified social payment and PIT.
Decree prescribes Ministry of Finance, State Tax Committee, State Customs
Committee, Ministry of Economy and National Agency on Project Management under
the President to propose until 1 July 2018 changes aimed at decreasing of the rate of
value added tax (VAT) to be balanced by abolishment of certain VAT incentives and
widening the taxpayer base.
Number of tax incentives are abolished effective 1 April 2018, including:
tax incentives provided to entities, involved in localisation programs, including
currently impemented localisation projects, and
rate reduction for corporate income tax, property tax and UTP for exporters. 

Excessive notarization fee applied for transactions with new vehicles (i.e. newer than 1
year) is abolished.
Obligation on employers to cover maternity allowance is further extended until 1
January 2019.
UTP payers that have land plots with total area exceeding 1 hectare are now subject to
land tax. At the same time, requirement to calculate minimum amount of UTP (not
less than 3 times of the land tax) is abolished for such taxpayers.
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Decree also prescribes various governmental agencies to propose until 1 July 2018
draft Concept of tax and budget policy reform, based on international best practices
and ensuring transparency of bugdeting process.

Amendments to the Harmonised System (HS) of
goods’ classification
Presidential Resolution No. ПП-3448 of 28 December 2017 introduces new edition of HS
codes for foreign economic activities as of 1 January 2018. New edition is based on the
harmonised international classification of goods as updated in 2017.

Payment of dividends in foreign currency
Resolution of the Central Bank of Uzbekistan of 23 November 2017 registered by the
Ministry of Justice under #511-9 introduces following changes into the Order of
maintaining bank accounts in foreign currency:

 the list of payments in foreign currency that can be made by Uzbek legal entities is
supplemented to include ‘payment of dividends’.

 foreign currency in the bank accounts of individual entrepreneurs can now be used to
make payments for import of goods (works, services).

In accrodance with the clarification issued by the Central Bank of Uzbekistan dividends in
foreign currency can be paid out without any restrictions, including payments to
individuals and legal entities – residents of Uzbekistan.

Additional statutory holidays in Uzbekistan
Presidential Decree No.УП-5290 of 18 December 2017 provides for additional statutory
days off in 2018 during celebration of national holidays, including:
 2 January in addition to 1 January;
 20 March in addition to 21 March;
 31 August in addition to 1 September.
***
PwC would also like to remind you of approaching deadlines for annual tax filings for
PERMANENT ESTABLISHMENTS and INDIVIDUALS.
PERMANENT ESTABLISHMENT tax filing dates for 2017 returns are as follows:
 Property Tax – 25 January 2018;
 Corporate Income Tax – 25 March 2018.
PERSONAL INCOME TAX (PIT) return for 2017 is due before 1 April 2018. In accordance
with the Tax Code, Uzbek PIT is paid by tax residents - on their worldwide income, and by
non-residents – on their income received from Uzbek sources. An individual is deemed to
be a tax resident if he/she spends 183 days and more during any 12-month period ending
in the reporting year. The Tax Code further states that if a foreign national has become tax
resident prior to 1 April of the year following the reporting one (i.e. has arrived in
Uzbekistan prior to October 2017 and stayed through 1 April 2018), he/she is required to
file a PIT declaration for the reporting year (i.e. 2017).
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Please feel free to contact us with queries on the annual tax filing requirements or in case
you need support on other tax issues.
Recent changes in legislation
A number of legislative changes were introduced by virtue of the Laws of the Republic of
Uzbekistan No.ЗРУ-454 of 29 December 2017, No.ЗРУ-455 of 30 December 2017,
No.ЗРУ-456 of 3 January 2018 and No.ЗРУ-459 of 9 January 2018. Below, we have
summarised the most notable ones.
Amendments to the Tax Code
Due to unification of corporate income tax (CIT) and Infrastructure development tax
(IDT), as well as unification of mandatory contributions to the designated funds
(previously, separate contributions to Pension Fund, Road Fund and Educational/Medical
Institutions Fund), Tax Code was amended to exclude references to IDT and specific
funds.
Property and Land Tax
Article 266 defining taxable object for Property Tax was amended to replace ‘fixed
assets’ with ‘immovable property’. Hence, fixed assets, except for immovable property,
are excluded from the taxable base for Property Tax.
Similarly, in accordance with the amended Article 265, legal entities – non-residents of
Uzbekistan, are viewed as payers of Property Tax only if they own immovable property
in the Republic of Uzbekistan.
Furthermore, non-resident legal entities are now not required to file information
(report) on taxable property to tax authorities, while tax authorities shall calculate
Property Tax based on information received from a body carrying out registration of
immovable property.
Taxable base for Property Tax paid by individuals is amended from inventory value to
cadastral value, which should be closer to the market value.
As of 1 April 2018, the rates of Property Tax and Land Tax are tripled in relation to
overdue construction-in-progress and land plots allocated for construction. Increased rate
of Property Tax shall also apply in respect of entities failing to initiate production of goods
and provision of services within 12 month after completion of construction. Obligation to
pay Property tax and Land tax in cases listed above shall also be applicable to taxpayers
paying taxes under the simplified tax regime.
Deductibility of expenses
Article 145 providing the list of other deductible for CIT purposes is amended to include
certain expenses, previously treated as non-deductible, including, without limitation:
 expenses related to healthcare and measures and organisation of recreational
activities;
 contributions to non-state pension funds;
 levy for fully depreciated equipment in use.
Moreover, definitions of certain deductible expenses have been broadened. For instance,
all expenses for conducting audit of a taxpayer may now be deducted (previously,
expenses for audit performed more than once in a reporting period were treated as nondeductible).
Article 146 regulating expenses deductible in future periods now provides an option to
deduct the following expenses in the current reporting period.
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 expenses related to implementation of new production, workshops, aggregates as
well as production of new types of serial/mass products and technological processes;
 complex idle testing of all types of equipment and technical installations aimed at
checking quality of the installation;
 expenses related to recruitment of workforce and training of personnel at newly
established enterprise.
In accordance with the amended Article 154 the minimum taxable base for calculating
CIT of foreign legal entities carrying out activities in Uzbekistan through permanent
establishment (PE) was reduced from 10% of total expenses to 7%.
Furthermore, net profits of PE are no longer subject to additional tax (previously 10%),
while CIT is now payable at 14% (previously 7.5).
Taxation of dividends and grants
In accordance with the amended Article 156, effective 1 April 2018, dividends reinvested
are now subject to taxation (previously, exempt).
Based on the amended Article 179, only grants received by individuals directly from
international and foreign organisations are exempt from personal income tax (previously,
the exemption also included grants received indirectly through legal entities). This
amendment will also be effective as of 1 April 2018.
Value Added Tax
Article 208 regulating turnover exempt from Value Added Tax (VAT) was amended to
exclude certain works/services from the list of exempt items, e.g. hydro-meteorological
and aerologic works; geological and topography works; products and services provided
by National Television and Radio Company; services on environmental expertise. This
amendment will be effective as of 1 April 2018.
Article 228 was supplemented by option allowing taxpayers to apply for a VAT refund
online via personal cabinet of a taxpayer.
Reporting and payment deadlines
Effective 1 January 2018, the deadline for filing Land Tax report is established as 10
January of current reporting period while payments are made monthly (previously,
reported by 15 February and paid quarterly).
Deadlines for reporting and payment of fixed tax by legal entities and individual
entrepreneurs for carrying out certain types of activities was amended from 15 January
to 10 January of the reporting year, and from 25th day to 10th day of each month
respectively.
Articles 57 and 58 were amended to reduce the period for refund of overpaid taxes and
obligatory payments by tax authorities from 30 days to 15 days.
Similarly, the period for refund of income tax withheld from non-resident legal entities
at the source of payment was reduced from 30 days to 15 days.
Export of goods below cost
Article 130 was supplemented by a new provision regulating CIT implications of exports
below cost. Thus, the taxable income in such cases shall be determined based on the
actual export price upon the approval by a special authorised body.
Similar provisions were introduced to Article 204 and Article 355 in relation to taxable
base for VAT and UTP.
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Other changes
Article 348 regulating the simplified tax regime was amended to include a provision
whereby legal entities – owners of construction-in-progress and unused production
facilities may be forced to switch to the standard tax regime based on the resolution of
the authorised body monitoring implementation of investment projects.
Tax authorities may temporarily (up to 5 days) freeze bank accounts of entities that sell
goods (works, services) without registration of receipts.
Article 84 regulating bodies and organisations providing information to tax authorities
was supplemented to include the authority defining the domain names of the national
segment of Internet, which shall provide information to the tax authorities on domain
name administrators.
In addition to the above amendments to the Tax Code, few new concepts have been
introduced as outlined below.
Tax Monitoring
New form of tax control ‘Tax Monitoring’ was introduced in the Tax Code. Tax
Monitoring envisages enhanced exchange of information between bona fide taxpayers
and tax authorities.
Only taxpayer with annual sales turnover exceeding 70,000 MMW (currently, around
UZS 12.57 billion) may participate in Tax Monitoring.
During Tax Monitoring tax authorities have a right to request documents, information
and explanations related to accuracy of calculation, reporting and payment of taxes and
other obligatory payments.
If tax authorities believe that taxpayer participating in Tax Monitoring program
breaches tax legislation, it can issue substantiated opinion. At the same time, taxpayers
being monitored, may also apply to tax authorities for substantiated opinion on unclear
tax matters.
As for advantages of Tax Monitoring program, the periods covered by monitoring are not
subject to cameral control (desk audit) and scheduled tax audits.
Tax Monitoring may be suspended for the number of reasons, including without
limitations:
 non-compliance of taxpayer with the requirements of information exchange;
 breaching deadlines for filing tax and financial reports during Tax monitoring period;
 delayed or incomplete payments of taxes and other obligatory payments during Tax
monitoring period;
 filing amended tax reports, envisaging decrease of taxes or increase of losses for the
period of Tax monitoring;
 provision of inaccurate information during Tax monitoring period.
Monitoring of Headcount
Another new form of tax control introduced into the Tax Code is monitoring of
conformity between reported and actual headcount of legal entities.
Monitoring of Headcount is performed by tax authorities via visits to objects and
territories used by taxpayer and physical counting of employees. The following may
serve as basis for carrying out monitoring of headcount:
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 discrepancies and inconsistencies in tax reporting based on the results of desk audit
carried out by tax authorities, suggesting that employment income or number of
employees were understated;
 complaints from individuals or legal entities;
 deviation between number of employees indicated in the information of
ministries/authorities and reports submitted to state tax authorities.
Regulation on the procedure for Monitoring of Headcount is yet to be developed by the
Cabinet of Ministers.
Large Taxpayers
New category of taxpayers - legal entities, i.e. ‘Large taxpayer’ is introduced. Criteria to
qualify as a Large Taxpayer shall be defined by State Tax Committee (currently, not
available in public sources).
In accordance with the amended Article 45, Large Taxpayers shall submit tax reports to
the regional state tax departments, which is a higher instance than tax inspectorates
used previously.
Large Taxpayers may not opt out from this category and applicable tax administration.
Tax authorities shall inform a taxpayer in writing (including through personal cabinet of
taxpayer) within 5 days from the decision to include the company in Large Taxpayer
group.
Tax Holidays
The Tax Code was supplemented by a concept of ‘Tax Holidays’. Tax Holidays are
provided by changing deadlines for settlement of tax liabilities, allowing to defer tax
payments. Tax Holidays are provided to:
 for up to 24 months to bona fide taxpayers experiencing temporary financial
difficulties. Bona fide taxpayers are defined as taxpayers that fully and timely fulfilled
their tax liabilities for the last two years;
 up to one year from state registration for newly established entities, payers of Unified
tax payment (UTP), except for trading, catering entities as well as entities organising
lotteries.
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