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ARGENTINE TAX REFORM
INCLUDES NEW MINIMUM TAX ON ASSETS
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VAT

The VAT, carrently bevied ar 21%, has
been entended 1o the Ihlhmrhg'

& [mygnrtn of Feovabie sull._h

* Telegomimunication séfvices ren

sherend by radio statmomie.

Insurance servioes, except (o pri

vate pension and relirement funda,
any Kind of life insurance, and
affiliation contraciy emencd with
labor Risk Insurance Companbes

{Aseyuradoras de Rivoge ded Tra-

bnapo or ART),

Passemger and cargo comimercial
mirplanes remain exeinpl, a5 well an
ships and their COMHRnENLE, bwei in
the latter situstion only when the
buyer s the federal government or
s centralieed or non-centralized
argamizalions

A 37% rate will b levied on the
sale ol gas, eleciric power, and wate
services that are measured by melers,
at locations nit exchbvely devated to
petmandil, recraational or summer
s, unal thie bayer or wer could be
categorized o g "rq.;iur:ud liable per-
T ilr:p:*lm.lNr ingcripio) o “Rnof-
reglatered lisble person™ (respaniable
i Bipscripra 1) oo has ofited fof the sim.-
[l repginse for smakler comdributors.

A reduced rate of 10.5% will apply
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Interest and fees of loans graned

by entities thai are financial eni-

tics onder Law 21,526 ( Financial

Entities Law)

I_akwiar sowings ansd Chirps, agoa-

chemical or feetilicer application,

and ather preparation of lend

Workis vr ropain d.lu-ctl:..- made in

real property for kadging purposes,

With regard to prepaid medicine
care, which was formerly exempi.
Congress ariginally passed the law
applying the half-rate of 10.5% men
noneed above, The Executive Power

vetoed it but without giving any fur-
ther explanation. Therclore, the situ

atbon remains confusing and coald be
nslerpreted as supporting two differ

ent poaitions, On one hand, the pre-
pad medicing care companics, having
abresdy sarted o -pFIt!r thls 1a5, con-
tessd that the BExecutive Power veta
tmended 1o spply the generul rate of
21%, Oh the other hand, the position
wapported by Congress i that medical

care shoudd remain exempt. The issue
still awaits the promuncistion of the
Supreme Court of Argentina. If the
cieri’s rofidabCeenl i againet ood-
lection of the tax, the amounts that
propaid medicie care companies have
lreaudy collected shoubd be credited or
refunded io their affillates

Income Tax

Highlights of 1he income tax reform
inchude an increase in the individusl
nnid Sorporaie tax e
Rate Imereans. The individual and
COFpHIale maximum mosme rade has
breen Increased From 13% to 35%. This
rate will apply fo:
Stock compandes and foini-siock
smsociations, the lavter ooly with
regard to pariners that have Hmi-
ed liabiliry.
Limdeed Hability companies, limited
jarincrships, foundations, and civ-
il assaciations nol tpﬁjl’lﬂllr sule
fect by g didferent ey trest ment
Truest funsds. except thow in which
the trustee is also the beneficlary,
and financial trusts with certificates
of participation placed through
public atlerings.
Blutoal feds angd nadividieals with
an annunl income of over 200,000
Argentine geans.¥
The same rate will apply to com
mercial, industrial; agricaltural, mining
and any other type of entities :rmng
business in Argenting regularly, b
undier the name of cof porations or
Inalividheals resicling abroad

Dariwativaa. Hights and oblige-
tions arising from derivative trans.
actions have become subsect o iax. In
this regard, vights and abligatinns
arising from derivanive insrumenis
af contracts are considersd Argen-
tine-source inceme when the risk
annikinied is bocaied in Argentina [i.e.,
if any of the parties are resjdents of
Argentina), However, when the par-
ties have not expressed their ecn-

momic intention, e souree will be
determined by principles applicable
tir thie snarde of proguction, v aconr-
dance with economc reality.

L] 4 an aredili eabiainad
akread. For interest paid on amy kind
of credit obtained abroad, regard-
leas o e soviaroe of kind, a net effec
tive withholding tax rate of 15.05%
(the law assumses in this instance vha
43% of the payment is nel income;
3% times 353% = 15.05%) will be
applied in anmy of the lollowing cir-
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Financral operations of impsoris iof
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The borrower i & capital corpo

ration (the equivalent of & L5

Subchapier C corporavion or fkm-

ited Hability company or lmited

leakiliny partiershipl, individual,

o endate, and (e lender is 4 bank

established in 8 country where

the Central Bank or ks equiva
tent has adopied the Indernatbonal

Srandards of Hanking Supervi.

sian raled by the Basel Banking

Committee? [an effective with-

holding rate of 35% will apply

when such adoption has not
ogcurred ]
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+ Interest paid on savings accounts,
special savings accounts, and time
deposts (these depoaits slould hive
been made in financial entities rubed
by Law 21,528).

Forsign bensficlary. Mol profits
of anv kind paid to beneficiaries
abroad, excepi dividends, are sib-
ject 1o a 35% rate. For this purpose,
the law presumes as net ph'.ll—ll. 4% of
the interest ariginated by the fol-
lowing deposits: saving accounts,
special savings accounts, time
deposits, and deposits by third par-
ties or other forma of obtaining pub-
lic funds, in accordance with
Argentine Central Bank MEuh[mﬂl.
As the applicable rate is 33% over
the presumed net profit of 43%, the
final result will be a net applicable
rate of 15.05% on the interest orig-
inated by such deposits,

Divwidands, farslgs prafits,
importyiasperts. I.irrp-um'l joes will be
subject v income tax om the distribu-
thon of dividends exceeding their tax-
able profit. Also, foreign profits of
individuals and Argentine corpora-
tions will be subject 1o tax. In this
regard, it can be interpreted that the
principle of worldwide income is
added 1o the principle of entailment
{territorial source]), but only for resi-
dents of the country.

Income derived from exports of
goods that were produced, manu-
factured. or bought into the coun-
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try will be deemed Argentine source.
The income carned by foreign
exporters from the introdisction of
goods 1n the Argentine Republic will
be deemed foreign source. Howey-
er, when the sale price of such
imported goods to the public in
Argc:n!ln.a 113 hlghr.'r than the whale-
salers’ price in the country of ori-
gin, iacluding the cost of
transportation and insurance, the
difference between both prices will
be considered Argentine-source
income. In both situations, the Fed-
eral Administration of Public Rev-
enues [ Administracion Federal de
Ingresas Publicos or AFIF) may estab-
lish the value of the products
involved,

“Mesidant™ defined, [n defining
“resident” for tax purposes, the law
provides several examples, When a gor-
poration’s owners or pariners are
Argentine residents, the entire corpo-
ratson will be considersd an Argentine
“resident.” Also considered Argentine
residents are foreign individuals who,
with or witlsoul an .ﬁrF.rl'I'inE pcﬁtl:i! af
residence, are allowed to do business
within the Argentine territory for mare
than 12 months,

Tax on Interest Paid
and Financial Costs of
Business Indebtedness
This tax has been establiihed for a
period of ten years as of the enaci-
ment of the law, to discourage cor-
porations from taking loans. Iy will
be applied on the inerest of credit
operations obiained from financial
entities, loans granted by individuals
or esfates, and :n.anI!ia.hlf bonds. The
new law considers the borrowers ol
the loans and the ssuers of the nego-
tiable bonds as taxpayers. The tax
applies ai the moment that the inter-
cat is paid, at the following rates:
= 15% for interest on loans obtained
[ravm financial institutions and on
r!l:s:rl.i.ah!r bonds, when the bear-
ers are individuals, estates, or for-
cign beneficiaries. Foreign
beneficiaries include physical per-
sons of corporations. that receive
paymenis {1} abroad; (2) through
4 power of attorney, agent, of rep-
resentative in Argentina; or (3)

within the country bt ase not per-
manent residents,

15% on loans granted 1o individu-
als or estates domiciled or residing
in Argentina.

Minimum Presumed Profit Tax
This new tax will be apphied duning the
ten fiscal periods following enactment.
It is levied on the assets of corpora-
Tions, civil associations, financial enti-
ties, individuals, mutual Funds
established in the country, trusts (oth.
er than financial trusis}, and commer-
cial, industrial, and any other entitics
established in Argentina, when the
aggregate value of asscts is at least
200,000 vt s, The law estab-
lighes methods for valuing the assets.
The tax is imposed at 1% on the total
valwe of the assets and amy payments
will be credited agunst income tax.

Example. Taxpayer has asscts with a
walise of 250,000 pesos. The minimum
prﬂumd Pcrnﬁl! tax wouald be 2,500
pesos (1% of 250,000), The taxpayer'’s
balance sheet shows positive net
income of VLM pesos. The income
tax would be 35,000 pesos (35% of
100,00d1). The taxpayer is permitied o
credit the 2,500 against the 35,000, for
a net income tax of 32,300 pesos.

The aim of the tax is to prevent cor-
jporations from preparing negative bal-
amce sheets for tax-avoidance purposes.
I this regard, as payment of this tax
will be deducted from income tax, if
the entity’s income balance is positive,
there will be compensation between
bath taxes. However, of the balance
sheet is negative, enly minimum pre-
sumed profit tax an 1% will be paid.
In this sense, there will be a 1ax cred-
it il a positive halance sheet i dischowed
i the following fiscal period.

The following assets will be cxempt
from the tax: asseis located in the
province of Tierra del Fuege and in
the islands of the South Atlantie:
assets of individuals within the scope
of the investiment regime for mining
activities; securities and other forms
of capital participation of entities
subject to this tax; the quota partic-
ipation of mutual funds; and the
asscts of government companics and
corporations in which the govern-
ment has a patl‘i:ip:!iun. L ]
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