Tax laws in
Portugal have
been amended
in line with the
European Union
{o improve
competition and
fairmess. Rogeria
Fernandes
reports

This article provides = brie! overview ol
{he Portugmese tax system, as far as cor
porate income tax and tax benefits are
concerned, and refers to $he latest devel-
opments iroplementad by the 2007 Staie
Budget Law and the local finance law,
whiich came into force in January,

Portugal has a modern and increas-
ingly sophistcated tax system. Over
the past few years, far-reaching relorms
have taken place which have resulted in
tairer and more competitive taxes. The
current income tawation system s a
resull of the 1988 reform, in fore since
1 January, 1585

Both Portuguese persunzl income
tax and corporate income tix conslitute
modere {axation forms —- the former
being desigred to tax income in a global
and personilised way and the lalter
being based mainly on the actual profit
of {he compnnies.

Municipal property Lax and municipa
property trunsfar tax are two taxes allo-
cated ta local suthorities. The former {s
Jevied anaually on the proparty value
of both urban and rural resl estate,
whereas the latter is charged necording
t the value of real estale transfers,

VAT is charged on the consumption
of goods and services, cusrently at one
of the three Tollowing rales: 5%, 12%

or 21%. Tn Madeira and the Azores, the
tatfes are 4%, 8% or 15%.

Furthermare, there are several ves
fevied on the consumplion of certzin
goods, Among these, the post impoar
tant oncg are the tax on ol poducis,
the excise duties on tobaceo, sloohol and
alcolitlic beverages -— all sornewhat har
menised across the European Union (EU}
-—zand the tax on motor vehicles. In addi-
tion, stamp duly has a significant impact
on financiat and insurance activides.

Recently, frand and tax evasion have
been severely fought According lo the
Treasury Bepartiment, tax revenue rose
T.2% in 2006, This increase represents
tax revenve fo the Amount of €2.18ba
(£1.46bn). Corporale income tax rev-
enug, for exampile, bas also risen by
36.1%, excreding Tocecasted provisions
by €490m {£328m),

TPeriugal has entered into double taxa-
tion conventions with virtually every
EU member state, except for Cyprus and
many non-EU countries, such as Brazil,
Cape Verde, Canada, Chile, Korea, the
1S, India, Indonesia, Mexico, Mozam.
bigue angd Venezuels, nmong others,

The corporate income {ax is based on
the aenaal profit of companies o other
legul entities, whose regisiered affice,
effective management 'or domicile is

jocuted in Portugal, including their
profit generated abroad {worldwide
income for residents),

Currently, {lie corporate income tax
peacval rate is 25%. Severul years ago,
the gentral corporaie income ax rale
was 36.5%, whereas slnce 2004 the tate
has been 25%, 1 figure much closer 1o
the average raie charged by EU coun-
tries. In addition ta the general tax rate
and as a means for their pwa financing,
municipalities charge companies a sur-
charge, calculated according to a certain
percentage, variable from municipality
to municipality, en the amonnt paid as
corporate income tux, which cannot
exveed 30% of the lalter. As corporale
income tax is gencrally charged at the
25% rate, the two taxes {ogether could
beas high a5 27.5%,

In the wake of the sntry intu force of
the 2007 State Budget Luw, the local
finance faw changed the rules for deter
mining the aforementioned surcharge.
It witl no longer be charged on the
corporpie income fax bui on the tax
able income. Thus, the effective rate of
taxation on annual rampany nrofits will
detrease from 275% to 265%.

Tax is due on an anous) basis and is

determined according to & selfassess-
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though, some of the tax dne & with.
lield al source and special payments
on sceovnt might also be due, Both the
arnounts withheld at source ang the fay-
ments on acoount are taken inlo consid-
eralion when determining the final tax
amount duc at the end of each year,

There ace alse severa! mechanisms
to aveid the economic double tuxation
of profits and International double taxa-
tion: treatraent as 2 non-dexable person
or the deduction from the taxable profit
of some amounts are some examples,

Corporate income tax benefils are
mainky rdated to lvestment snd were
reduced in the 2007 State Budgel Taw, in
line with the general corporate income
fax e,

The Stale Budget Law for 2007 made
some ajor changes conceming cor-
porate taxation and tax bensfits, As 3
result, the minirum direct holding of &
nosident company in the share capilad
of a Porfuguese campany, which is neces-
sary to trgger the withholding exemp.
tion, has been reduced fram 20% to 15%,
to cuses in which the company mests the
canditions &id down by the parent com-
panics and subsidiaries directive,

Morsovet, a8 far a3 the specia) taxs-

dion system for grovps of companies
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is concerned, the reference o the
validity of this special systew for five
accounting periods has been eliminated;
The new wording is Emited 1o erealing
an obligation 10 cotmmunicate the use
of thig special tuxation system, whick
wilt be bwplemented by the contreliing
company, to the Treasury Deparlment
directorgeneral, and makes no refersice
to its duration

In the wake of the agreement eotered ©
into by the EU and Switzeriand, the .

peofits that 3 company resident in For
fugal makes available to & compeny

resident in Switzerland sre exempt.

from corporate income fux, subject tq
the terms and conditions provided for
i1 the agreement entered info betwesn
the EC aind the Helvetie Condederation,
This is provided that the beneficiary of
the profits has had 2 direct minimun
lolding of 25% of the share capital of the
company which distriboled the profits
for at lenst two years previously, in
accordance with the conventions aimed
2t avoiding double taxation aintered nto
by Pertugal and Switzerland with third
states; and that neither entity has its tax
domizile n such a third state and both
entities are liable for corporate income
tax, do not benedif from any exemplion
ard both are limited Jliability compantes.
The new low also impiements # mech-
anism which alkows the elimination of
double economic taxation on profits
distributed to entities resident in Por
tugal by affilisted compaunies resident in
Adrican conntries of Portuguese official
language, provided ¢hat the following
cendiifons are el
% the beneficiary of the profiis is Habla
for, and not exempt {rom, corperaie
income ax and the affiliated eompany is
Lizkle for, and not exempt from, incame

THE CORPORATE
INCOME TAX
RATE HAS FALLEN
SIGNIFICANTLY,
SIMILAR TO WHAT
HAS HAPPENED
N OTHER EU
COUNTRIES

b shrmifar Yo corporate tncome tax;

@ lhe benefliciary has directly held a
sheare of ot feast 25% in the capital of the
affiliated company for over two yuadrs;
w the distributed profits dorive from
the profifs of the affiliated company
which have been taxed af a rate of uot
less then 10% and do not derive from
setivities which generate passive income

_sach s ropzlties, capital gains and other
“securities-related income, income from

property sifuated outside the compeny’s
country of residense, fncenw from the
insurance secior derived predominanty
{rom Insurznce ol asgets located outside
the residence courdry of the company,
ar insurance in respect of people who do

not reside in that ferrilary and income
from banking transactions which are
not dizecled mainly @t the market of
that territory.

Henefits relating to the interior of the
country (less developed regions) are now
Juid dowrn in the Tax Benefit Statute,
Companies which are engaged in activi-
Hee in the sgricultural, commercial or
industrial sectors in the interfor will be
granted certain tax benefils, namely:
seduction of the corporate income tax
rate 1o 20%, reduction of (he covporele
tncome tax rate to 15%, for new com.
panies during the first five years; an
additional 30% of the depreciation and
amortisation of investment expenses of
up to €500,000 {£336,080) cxcept for
lunds and passenger vehicles mnay be
talen into account in the assessment
of the taxable base; an additional 50%
of the compulsary soclal secudty costs
ins xospect of the net creation of jobs for
an indefinite periud of time {labour con-
tracts for au vndefined lerm) may be

& taken into account in the assessment of
© the taxable house,

The special tax regime for the reor
ganisation of companies with & conce-
tration or co-operation element is now
Taid down in the fax bencfit statute.
These tax benefith cover companies
whose registered office, effective man-
agement or domicile is loculed in Por
tugal or in another memsber state of the
EU, or In 2 country which has 4 double
tax conventioa in force with Portupal
regarding income zud capital, savé for
eatities domiciled iy tax havens. The
benefits are the following: exemption
from municipal property transfer ax on
the transfer of property necessary for the
concentration or co-operation; exemp-

tion {rom stamp duty eu the transfer of
property, incarporati ease nf

IBERIA

capilal or of assets of A capilul comprny
necessary for the conceslistion or co-
operation and examption from fees and
other charges due for exeniting the legal
acls required 1o execule the concentrp-
{on o7 co-opestion

Finally, & re-evaluation of the tax
benefits has been carried out and nust
be enhanced and the non-structural tax
benelits are granted for no longer than
five years, which means that periodi-
cally thereasons for granting them must
be reassessed,

Biue to international tax compezition,
the corpotate Tncome tax rate has f2lien
significantly, similar to what has hap-
pened in other EU countries. Therefore,
Uie Government has gradually sought
other sources of tax revenue, such a3
local taxes, which already in 2007 has
been the ohiect of & vew ki on local
tax and has been leavily reliznt on
increasing oil tax and VAT revenues.

This year will also be the year of the
moter vehicles [asxation reform. In line
with ihe position held by the European
Cormmission, motor vehicles taxation
shall increase according to vehicle circu-
Tation and carbon dindde emissions will
e taken ito account when establisling
the tax amount due, Biofuels and ather
renewable fuels will also be considered
at the ofl tax tevel,

The Governmert has also sdopted
several enti-abusive messures to Gght
Lt evasion, alony with modermising and
incrensing the efficiency of the Treasury

T Department, in order o reduce the For
iuguese budgetzry deficit.a
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