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ARGENTINE TAX REFORM CONTINUES
TO BATTLE EFFECTS OF 1994 MEXICAN
PESO CRISIS

BY CARLOS E. ALFARD AND FLAVIA GUIMHAREY

D uring 1996, Argentinag experi-

enced a period of sustained
ECOROMIC FECOVETY, I-l.rlll.m'ing the dev-
astating effects of the 1994 Mexicin
crisis.® While gross domestic product
fell I-“." #. 1% between the fourth quear-
ter of 1994 and the third quarter of
1995, it is estimated that the economy
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grew close to 4% in 1996 and a base of
5% ix expected for 1997,

The effects of the devaluation of the
Mexican peso that took place in
December 1994 and the recession that
followed led the Argentine government
fio reform its tax system with the objec-
tive of increasing public revenue® The
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reforms implemented during 1995 were
followed by additional reforms in 199
that hive contributed to an increase in
tax collection of 8% in December
1995-December 1996, Improved indus-
trial activity produced an increase of
7.65% in VAT revenues alope in Novem-
ber 1995-Novembser 1996, These results
enabled the country to meets its IMF
target of a fiscal deficit of 36 billion
for 1996 and show that Argentina has
come oul of the recession, Discussed
below are the main tax reforms that
took place in Argentina during 1996,

AT, Liw 24.631, p;u\q'd at the
beginning of 1996, enabled the Exec-
utive Power to eliminate several
exemptions to the pavment of VAT
Previously cxempt goods and ser-
vices that became taxable at the dis-
cretion of the Executive include
passenger transport; tickets to sport
and artistic events; gold in coins or
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Exhibit 1— Payments 1o Foreign Beneficiaries |
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bars: commercial passenger and car-
g airplanes and ships; and the rent
and freight of ships for internation -
JI ‘rl!’lhpl"r

Most importantly, the reform main-
tained the VAT rate at 21% without the
need 10 request an extension an April
1. 1996; as a consequence of the Mex-
wan crisis, on April 1, 1995, the previ-
ous rate was raised from 18% 0 20%
fisr cne vear only?

Iherefore, the general rate of 21%
applics 1o the following activities:
+ All goods sold in the country
lexports are exempi),
Seryice agreements.
Work performed directly or indi-
rectly on a third parey’s real progp-
ety including construction, repairs,
and maintenance.
M-mltr':hlurlng and processing of
maovable goods in Argentina for a
third party. with or without the sap-
Py of raw materials, except when
such works fall under services not
subject to tax and the mavable
goods are material to the service
rendered,
Extraction of natural resources on
behalf of third parties
|-l.‘.lniilg and services far a fee
(unless expressly exempt)
Supply and distribution of atilities
Fimal imprts of goods,

*

Water, gas, electricity, and telecom
miunications services are subject to a
27% VAT rate. [n addition to the reg
ular VAT of 21%, impors of goods
are subject 1o o pavment of an addi-
thonal 9%,

Inoeme tax. Law 24,631 alwn
enabled the Executive Power o broad-
en the income tax base by graming it
the ability to eliminate exemptions for
income from copyrights; secarities
issued by official entities; premiums
over the issuance of shares; the differ.
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ence between the premiums or install-
ments pakd and the capatal received at
maturity of capitalization instruments,
life insurance, and private pensions:
and interest from credit obtained
abroad to finance the import of certain
goods, More recently, Law 24,6594,
passed in September 1996, introduced
the following changes

Soviedad de responsabilidnd Nesitada.
This type of company (limited lability
partnership] was previously not subject
o income tax. Insteadd, the partaers were
individually responsible for reporting
an their tax returns the income of the
company distributed to them, Reform
has now put the limited liability
partnership on equal footing with
corporations and the same tux ireatment
applics 1o both types of companies.

Rates moddified. The applicable rates
have also been modified, with an
increase from 3% to 33% for the
following:
* Mon-documented distributions, Le.,
payments that cannot be deducted
as ¢xpenses related 1o the obten-
tica, maintenance, or conservation
of income.
Corpotations, limited lability com-
panics, and other types of compa-
nies such as lmived liability
partnenships, civil associations, and
foundations,
Yield of private securities and relat-
ed withholdings.
Fayments made abroad o foreign
beneficiaries. Exhibit | on page 85
shows the applicable 33% income
tax rate, the effective rates, and the
rates that apply when the payor
residing in Argentina absorbs the
withholding tay (grossing-up).

In addition, the rate increased from
15% 1o 40% for interest paid for cred-
its obtained abroad, and income
carned by national and foreign indi-
viduals residing in Argentina for more
than six months per calendar year will
be taxed between 6% and 33%,
depending on the circumstances {see
Exhibit 2 on page 83),

Other tanes. (ther chanpes intro-
duced by Law 24698 are:

* A 10% tax for gasoil cars and

engines as of Jasuary 1, 1997,

« An increase in taxes on fuels and
natural gas.
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Tha VAT rate romains at

21%, sxtending the

previooaly announcad
eflective date

of April 1, 1996

* The agricultural, fishing, and min-
ing sector will be able 1o deduct
100% of the payvment of fuel luxes
in purchases related to their respec-
tive activities,

Cenchaslan. Notwithstanding the
above-mentioned reforms, Argenti-
fa continues to be a “friendly” coun-
try when it comes 1o faxes on
profits. The income tax rate may
have been increased to 33% but
there is s1ill no withholding on dis-
tribution of dividends or prafits of
corporations and ether forms of
company organitations, regardless
of the residency of the beneficiary.
Met aperating losses can be offset
against income generated in the fol-
lowing five fiscal vears, and all
expenses incurred o preserve assets
that generate income may be deduct
ed for purposes of calcdlating et
taxable income, in addition 1o depre-
ciation, which is calculated based on
the original cost of the asset.

Furthermore, compared to the tax
burden of the major countries in the
region (.., Chile and Brazil), there
are no substantial differences, and in
some instinces Argenting comes out
ahead, even considering the recent
increases. Therefore, barring o new cri-
sis, no additional changes or amend-
ments 1o the tax regime are expected
in Argentina in 1997, ®
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