Tax Legislation and Administration

Enactment of Tax Legislation.


According to the Argentine Constitution, the National Congress shares its tax legislative powers with the provincial legislatures and with the legislature of the City of Buenos Aires. The power to impose taxes on imports and exports is vested solely in the National Congress consisting of the Chamber of Deputies and the Senate.


The bill is debated in the Chamber. After passing by the Lower House it is passed, with or without amendments, to the Senate where it is submitted to the same process of study, report, and debate. The Senate has the prerogative either to amend and return the bill to the Chamber of Deputies for further consideration or to approve and transmit it to the Executive Power. The Central Government can veto it, in which case it must be returned to the Congress where it can be passed by a two-thirds majority of each body. A bill becomes law after its promulgation. Similar procedures are followed in the provincial legislature.


Argentina does not have a "revenue code"; the different categories of taxes are governed by separate laws, which are frequently amended.


The Federal Government collects the income tax, personal assets tax, VAT, and excise taxes throughout the country and distributes an specific share of each tax, agreed upon beforehand, to each of the provinces. Moreover, the Government of Buenos Aires city and most of the provinces have subscribed an agreement that attempts to protect organisations with activities in more than one jurisdiction, from the multiple taxation that may result from the substantial Gross Receipts Taxes.


The tax laws and ordinances are complemented by tax regulations issued by Executive Power.

Tax Administration.


The Federal Administration of Public Revenue is responsible for the national taxes collection and administration. It is one of the major departments of the national government, and is directly responsible to the Ministry of Economy.


It is managed by the Federal Administrator, who is at the same level of a State Secretary. At the level immediate below there are two General Directors, one in charge of the General Tax Direction, who is responsible for the application of tax laws and collection of social security contributions, and the other in charge of the General Customs Direction. The Federal Administrator, the General Directors and Vice-Directors, and other public officers by means of delegation, are entitled "administrative judges", with the power to make assessments, impose fines, and settle disputes arising from assessments and claims for refund of taxes.


The Federal Administrator has the function of bringing out the meaning of the laws and decrees regarding taxes under its jurisdiction. Its interpretations, which are published in the Official Gazette, are binding upon the parties if not appealed to the Treasury Department within 15 days. When appealed, they are binding only when the final verdict is published. In addition to these interpretation, the rules issued by the Tax Court and the Civil Courts are sources of information for bringing out the meaning of the tax laws.


Custom House. Customs duties are exclusively federal. The General Customs Director has the power to promulgate rules, which, in some cases, cannot be appealed. In other instances, they may be appealed to the National Tax Court or to the Federal Judicial Courts. The customs regulations have more than 3,000 sections, which are similar in nature and structure to those applied in other countries. Customs duties are computed on the CIF (cost, insurance and freight) value on the merchandise. Imported merchandise is also subject to VAT and applicable excise taxes. As from September 23, 1981, the principal rule has been incorporated into a Custom Code (Law No. 22,415).

INCOME TAX LAW

Introduction


According to the Argentine income tax, residents are subject to income tax for their world wide income. Non resident are subject to tax only on income from Argentine source.


The principal forms of doing business in Argentina are basically those which exist in other countries; namely, sole proprietorship, various forms of partnership, limited liability company, corporation, and branch of foreign company. 


Resident corporations are those companies, partnerships, foundations, trusts, investment funds, registered in Argentina. Other companies, enterprises and one owner enterprises situated in Argentina are also considered resident.


Argentine corporations must submit annual returns together with their annual financial statements. Each return must show the adjustments required to arrive at taxable income or loss and the computation of the tax. Returns must be submitted to the Federal Administration of Public Revenue within five months after the end of the fiscal year.

Corporations
Tax Year


The tax year is generally the calendar year, and corporations that maintain proper accounting records are allowed to compute their taxes on the net income of their financial year that ends during the normal calendar year.

Taxable base


Corporations are required to submit a single return containing a summary of the entity's accounting records. Net taxable income is computed on the basis of this summary, subject to the adjustment prescribed by law.


Net taxable income of permanent establishments abroad must be allocated to the Argentine parent company in the fiscal year in which the business year of the permanent establishment ends.

Deduction Items


The income tax Law allows deductions for those expenses necessarily incurred for the purpose of obtaining income or ensuring its permanence. In addition, the tax Law contains comprehensive rules for the treatment of particular expenses and specifically allows the deduction of certain items. Expenses incurred abroad are presumed to relate to foreign income and are not deductible unless the contrary can be proved. The expenses related to business income that is partially derived from a foreign source or is otherwise tax exempted, must be allocated between taxable and non-taxable income.


Expenditures are deductible only if they are properly supported by vouchers. In addition, an expense disbursement that is not properly documented becomes subject to withholding tax the maximum rate prescribed for individual income tax purposes. However, if evidence is available to substantiate the disbursement as a necessary business expense, the deduction will be allowed and no withholding will be required. Provisions for contingencies and general reserves are not deductible.

· Salaries, wages, gratuities, bonuses, profit participation, and other compensation paid to employees.

· Interest is deductible irrespective of the nature of the obligation or the term of financing. However, there is a limitation for deduction of interest from business loans, under which sixty per cent (60%) of the interests (except for the interests from loans granted by individuals and interests paid to financial institutions situated in countries not subject to supervision standards of Basle Committee on Banking Supervision) are not deductible if it exceeds one of the following limits: total liabilities must not exceed 250% of total equity, or total interests must not exceed 50% of taxable net income computed before the deduction of interests.

· Charitable contributions made to the following entities: National, provincial, and municipal treasuries; tax exempt entities; religious institutions; approved mutual-aid societies; charitable organizations; trade union associations; physical training institutions; educational, scientific, literary, and artistic institutions. As from 1992 the allowable deduction is limited to 5% of the net taxable profits. The excess cannot be carried forward to future fiscal years.

· Depreciation. No definite depreciation rates are set forth, except for the case of immovable property (2% for buildings), but rates generally accepted are: 10% for machinery, equipment and furniture, 20% for vans, automobiles and trucks. Deduction of automobiles’ depreciation is limited to the portion of the acquisition value not exceeding $ 20.000.-

Expenses incurred in the creation of all enterprises may be amortized by equal annual instalments over not more than 5 years or, at the taxpayer’s option, may be written off entirely in the first year. The same treatment is applied to certain direct exploration expenses of mining operations. Research and development expenses are deductible when incurred.

· Intangible assets with a definite economic life, such as patents and concessions may be amortised.

· Mineral Resources. Tax value taken into account is the cost value, expenses and costs in relation to the exploration of natural resources. In the case of the deductions, they are applicable in relation with the extracted goods. Estimates of mineral deposits are subject to the approval of the tax authorities. Revised estimates may be required in cases of evident miscalculation.

Forestry depletion allowances are also provided if it can be showed that the value of the property has been impaired or the investment return has been diminished.

· Bad debts. Deduction is allowed for business debts that become totally or partially uncollectable during the accounting year. Alternatively, the taxpayer may elect to provide a reserve for bad debts, which must be adjusted annually on the basis of the average yearly losses in the three preceding years. The amount by which specific bad debts exceed or fall short of the reserve in any one year is deductible, or subject to tax, as the case may be. Once either method has been elected, prior authorization is required to change it.

· Taxes. Income tax and taxes on untilled land are specifically disallowed as deductions. Taxes paid in the ordinary course of business, such as the Gross Receipts Tax, customs duties, and stamp and excise taxes, are deductible against gross income. Any penalties assessed in connection with deductible taxes are also deductible, with the exemption of penalties for fraud.

· Casualty Losses. Losses in case of fire, flood, and other casualties are deductible to the extent they are not covered by insurance or indemnities. 

· Insurance. Corporations, partnerships, and professional persons may deduct all insurance premiums covering risks on assets that provide taxable income.

· Directors’ fees. Under income tax Law there is a limit for deduction of director fees, based on a percentage of accounting income or a fixed limit established by law.

Non-deductible expenses


In addition to the exceptions mentioned above, the following items are not deductible for Argentine tax purposes even though they might be appropriate deductions for accounting purposes:

· Directors’ fees and payments for technical assistance remitted abroad which exceeds the limits established by the Decree.

· Losses from illicit operations

· Amortisation of intangible assets without a definite life, such as a goodwill and trademarks.

· General and Special Reserves: Companies must allocate to a legal reserve not less than 5% of annual net income until the reserve equals 20% of the company's capital. The legal reserve may be used to absorb accounting losses, but such absorption must be restored in future years. Appropriations to the legal reserve or other reserves are not deductible for tax purposes.

Inventories


Inventories must be valued as follows:

a) Goods for resale, raw materials: cost of the last purchase within the latest 2 months before the end of the fiscal year.

b) Manufactured products: price of the last sale made within the two latest months before the end of the fiscal year, less selling expenses and the percentage of profit included in the price.

c) Livestock: market value or estimated cost revalued annually

d) When the movable property are considered merchandise its valuation is connected with the sale price.


The cost of purchased merchandise includes all expenses incurred up to the time the goods are ready for sale. Interest on own capital is not included in the cost of production. The taxpayer may write down the value of merchandise that is obsolete, damaged, or diminished in value for any reason, but the Federal Administration of Public Revenue may question the values used in fixing the inventory amount. If the taxpayer is able to prove that the value of merchandise determined in accordance with the methods described above exceeds markets at the year-end, the latter value may be taken optionally.

Capital Gains and Losses


Individuals are not subject to income tax in the case of capital gains. However, certain profits and losses are not treated as capital gains and losses, but are subjected to income tax or are deductible for income tax purposes. Such profits and losses include those resulting from:


1.
Subdivision of land in plots for urbanization purposes.


2.
Sale of depreciable assets used in business or industry (in a merger or reorganization, or if the Federal Administration of Public Revenue holds that an economic unit exists between the seller and the purchaser, the profit of the seller is not taxed and the purchaser takes over the seller's basis).


3.
Sale of real property used in a commercial or industrial business other than farming or ranching.


4.
Transfer of goodwill, trademarks, and patents.


Sales of goodwill, trademarks, and patent rights are taxable. 

Ordinary Losses


Ordinary losses incurred by any taxpayer in excess of any other income may be offset against income arising in the subsequent years. Such losses, may be carried forward five years, excluding the year in which the loss arises, but no provision exists for a carry back. Argentine corporations are required to combine the operating profits and losses of all branches in the country. On the other hand, the Argentine branch of a principal non-resident is treated as a separate business, provided that the net income from Argentine source can be accurately determined.


Losses derived from transactions in corporate stock may be offset only against income arising from the same source, in the subsequent five years. Same treatment applies to foreign source losses.
Exempt income

The following items of income are exempted from income tax:

· Income derived by national, provincial or local Governments;

· Profits of “co-operative companies”;

· Religious institutions’ profits;

· Income derived by foundations, associations or civil entities of social assistance, charity, educational, scientific or artistic purposes, 

· Income derived by sports or physical culture institutions and international non-profit organizations of interest for Argentina;

· Interests from loans granted by foreign entities to national, provincial or local Government or loans granted in preferential terms by those institutions;

· Income derived from the activity of garbage collection.

Rate


The general rate was established at the level of 35%.


There is a list of presumptive net income derived by non residents, on which the withholding tax applies, according to the type of income.

Leasing


According to Argentine legislation, the tax treatment of income from leasing contracts is divided into three categories: finance leases, operating leases and leases considered sale on credit. The differences in the said treatments are based on the nature of the leasing company and the characteristics of the leased assets.

Finance leases: the leasing company is a financial institution, a “financial trust” or an entity whose main object is the conclusion of leasing contracts. The leased assets may be movable or immovable property (not intangible assets). The term of the contract must exceed 50%, 20% or 10% of the asset’s useful life respectively, in the case of movable property, non residential immovable property and dwelling. The contract must include the determination of the purchase option price. The taxable base is the difference between rent paid and the cost of the asset (the cost is the acquisition value, less the portion of the cost attributable to the purchase option, divided by the years of the contract term). 

Operating leases: the lessor may be any person with legal ability to conclude contracts (including the entities qualifying for finance leases) but the terms of the leasing contracts do not exceed the minimum periods required for finance leases. The leased assets may include intangible assets and the purchase option price is determined at the moment of the alienation. The taxable base is the rent paid and the lessor may deduct depreciation of the leased property. 

Leasing contracts regarded as sales on credit: in the case of operating leases, when the purchase option price is lower than the cost for tax purposes according to Income Tax Law, the transaction will be considered as a sale on credit from the beginning. The lessee may not deduct the rent paid, but he is allowed to deduct depreciation of the leased assets and the interest paid. 

Insurance activity


Income from insurance activity covering assets situated in Argentina or persons resident in Argentina are considered Argentine source income.


The amounts derived as indemnities from insurance policies, are generally treated as compensation for a loss of capital in the hands of the recipient and are not subject to taxation. However, the excess amounts of insurance policy proceeds over the cost of the lost assets (less the value of the recovered property) is considered taxable income.

Foreign Exchange Differences


Differences in foreign exchange rates must be accounted for, when they arise from taxable transactions or from loans financing taxable transactions. This differences are considered Argentine source income.

Accounting for Income and Expenses


The income tax law does not require that any specific books be maintained, but taxpayers engaged in business must enclose, together with tax returns, a copy of their annual audit report, balance sheet and results statement, certified by a public accountant. The Commercial Code stipulates several accounting books and set forth that these books must be bound, the pages numbered consecutively, the transactions entered clearly and in chronological order, and the required books must be notarised by the Public Commerce Registry.


Subsidiaries and branches of foreign entities operating in Argentina must keep their accounting records separate from those of their parent companies, and make the necessary adjustments to determine their actual net income from Argentine source. Should this not be done, the Federal Administration of Public Revenue may determine the existence of only one economic unit and make its own assessment of income subject to tax.

Long-Tern Contracts and Instalment Sales


Taxpayers engaged in a construction contract covering a period longer than one year may compute their income under two methods:

1. Report as income the percentage of the payments received during the year that corresponds to the percentage of gross income estimated to be earned on the completion of the building. This percentage must be approved by the Federal Administration of Public Revenue.

2. Report the gross amount of construction put in place during the year, less the costs allocable to that construction. If a construction project covers less than 12 months, but the construction period overlaps two taxable years, the taxpayer may also report on the completed-project basis.


Accrual basis taxpayers making instalment sales of real property may be allowed by the Federal Administration of Public Revenue to report income as each instalment is due, whether or not it is collected. On similar transactions, the Federal Administration of Public Revenue may grant special terms under which the tax may be paid without interest over a period not exceeding five years. On other types of instalment sales, interest is presumed to be included in the sales price, even if it is expressly and the gain on the sale is always subject to income tax.

Affiliated Corporations


There is no provision in Argentine tax law that allows the filing of consolidated tax returns by affiliated companies. Transactions between affiliated companies are considered for tax purposes as transactions between third parties, as long as the terms and conditions of the contracts are in accordance with arm’s length principle. A loan or royalty agreement that does not satisfy the provisions of the respective laws will not be allowed to influence the determination of taxable profits. The Central Bank must be informed of all loans, and its approval of the proposed transaction is required. Royalty agreements, and in general every technology transfer agreement, are subject to the following provisions:

· They must be registered at the National Institute for Industrial Property.

· Royalties for the use of brand names are not deductible against taxable income.

· Royalty payments must be estimated and informed to the National Institute for Industrial Property.

When the terms and conditions of the transactions are not in accordance with arm’s length principle, they must be adjusted according to the transfer pricing rules.

Transfer Pricing Rules


The arm’s length principle applies to transactions between related parties. Failure to apply the arm’s length principle results in readjustments of profits under one of the following methods: Comparable Uncontrolled Price, Resale Price, Cost Plus, Profit Split, Transactional Net Margin.


Transactions made by corporations, personal establishments or trusts with persons domiciled in tax heavens, will not be considered arm’s length transactions.


Tax authorities may request a resident taxpayer to provide information regarding transactions with affiliated companies, information concerning the transfer pricing method used and details of activities of the affiliated companies.

Liquidations and Other Corporate Change


The cessation of business activities due to sale or liquidation terminates the entity's fiscal period and the tax return of the period thus ended must be submitted within one month thereafter. The unused balances in reserves that represent previous deductions must be included in taxable income of the last period. Also, the final returns of employees withholding taxes must be submitted. Any potential carryforward of operating losses is eliminated at liquidation.


If, in a reorganization, the assets of one corporation are transferred to another corporation, and the stockholders of the transferring corporation own at least 80% of the shares of the basis of the transferred assets, they remain unchanged.

Individuals


Resident individuals are subject to tax only for their habitual income, which involves certain maintenance of the source of income. 


National individuals are considered residents, provided that they do not remain abroad for a period exceeding twelve months or do not acquire permanent residence in another country. 


Estates are considered residents if the dead person was resident in Argentina at the time of the death.

CATEGORIES OF INCOME


It is not a scheduler tax system even though classes of income are grouped by law into four distinct categories: income from land, income from capital, business income, and income from personal services. The purpose of this grouping is not to establish a scheduler form of taxation but to allow individuals and estates, that do not keep accounting records, to submit detailed tax returns with the different types of net income. 


The tax return reflects net income for each category and, after the deduction of the allowed items, the taxable income or loss is determined. The return must also show the individual taxpayer's assets and liabilities in Argentina, at the end of the tax year, information which is used by the Federal Administration of Public Revenue in its audits.

Income from land.

This category includes: rent of urban or rural immovable property, usufruct contracts, the value of constructions made by a lessee and not paid by the lessor, the rental value of immovable property used by the owner for recreation or vacation purposes.

Income from Capital

Interest Income: Interest arising from loans (whether or not guaranteed by a mortgage or lien) and interest on debentures, must be included in the annual return. However, interest from public bonds issued by the different levels of Government, interest from bank deposits and interests from loans to resident corporations are exempted from income tax.

Argentine source interest income derived by non-residents is subject to withholding tax when remitted abroad.

Dividends: Dividends distributed both to residents and non resident are not computed as taxable income and are not subject to income tax. However, a withholding tax rate of 35% applies on the distribution of dividends which exceed the taxable income, computed under the provisions of income tax law, of the fiscal year ending immediately before the payment or distribution. Dividends distributed by foreign companies are subject to tax as foreign source income. 

Royalties: Payments for the use of, or the right to use, goods or for the transfer of rights, when the amounts paid are computed according to the units produced, sold or exploited, are included in this category. The beneficiaries of the payments may deduct 25% of the amounts, up to the recovery of the invested capital, when the royalty arises as consequence of a definite transfer of goods; in the case of expenses incurred abroad, the deduction for any concept is 40% of the amounts of the royalties.

Registered copyrights are exempt from taxation up to the amount of $ 10.000, when the beneficiary is the author himself or his descendants. 

Business Income


For tax purposes, all income arising from business activities is included in this category. Together with the submission of the tax return to the Federal Administration of Public Revenue, transparent business entities must notify each shareholder of his share in the entity’s taxable and non-taxable income. 

Personal Services


This category includes salaries from public or private employment, professional fees, pension income and salaries paid to partner/manager of partnerships. In the case of dependent personal services, the tax is withheld by the employer, who must annually submit an informative tax return concerning employees’ taxable income, amounts withheld, tax-free income and income taxes withheld by other employers.

PERSONAL ALLOWANCES


Resident individuals may deduct from net income the following items:

$ 4.020 Untaxed income

$ 2.040 for wife or husband

$ 1.020 for each child younger than 24 years

$ 1.020 for each parent, brother or sister, grandparent, grandchild, parent in law.

$ 4.500 as special deduction from personal services income (in case of dependent personal services, pensions or Government employment, the special deduction amounts $ 13.500).


This allowances will be reduced according to the amount of taxable income of the current year, as showed in the following table:
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Besides, a deduction for burial expenditures incurred in the fiscal year is allowed up to the amount of $ 996,23.

Income Tax Rates
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Non resident individuals have to pay a withholding tax rate of 35% on the Argentine source income, according to the presumptions for net income set forth in the Law (see below).

Payment of Tax

The Federal Administrator establishes the dates for payment of income tax, which must be made by bank deposit. Taxpayers are required to make advanced payments each year aggregating 100% of that portion of the previous year's tax not covered by withholding, except for the cases where it is clear that the advanced payments will exceed 100% of the income tax in the current year. In such cases, the Federal Administration of Public Revenue may grant requests, submitted before the due date of these advanced payments, to waive the payments.

Industrial Tax incentives

Both the national government and the provinces themselves have issued a great deal of laws and regulations dealing with tax incentives for projects to be carried out in certain locations.

1.- Law 22021 and modifications introduced by Laws 22702 and 22973


Authority of application: Undersecretariat of Tax Policy and provinces of La Rioja, Catamarca, San Luis and San Juan.


Exemption from income tax is granted to non-industrial projects, during the taxable year 1997, for a period of fifteen (15) years in a decreasing scale; likewise, an investor in these projects is granted a deferment of income tax, value added tax and personal assets tax.

2.- Law 19640

Authority of application: Undersecretariat of Tax Policy


Any activity carried on in the ex Territorio Nacional de Tierra del Fuego is exempted from national taxes. At the present time, any merchandise manufactured in the Island and sold to the continent is subjected to V.A.T. at 8%. In the case of merchandise subjected to excise taxes (at a rate of 6,55% or higher), V.A.T. will not be applicable. If the Executive Power reduces the excise taxes rate, or repeal them, the V.A.T. rate together with excise tax rate shall not exceed 7%.

3.- Mining promotion regime


Law 24196 guarantees tax stability for a period of thirty (30) years to taxpayers who present surveys or feasible projects. This stability means that tax rates will not be increased, whether at national, provincial or municipal level. The taxpayer may deduct the whole survey or exploration expenses, mineralogical tests and pilot plant costs incurred for the purpose of determining the project’s technical possibilities.


Besides, equipment or parts of equipment related to this activities are exempted from custom duties.

PERSONAL ASSETS TAX


This tax applies on personal assets owned by any individual or estate at the end of each calendar year, including those affected to economic processes.


The tax law recognises two categories of subjects and establishes the tax liability in two different ways:

· individuals domiciled in, or estates settled in Argentina, are subject to tax on their assets situated within the country and abroad;

· individuals domiciled in, or estates settled abroad, are only subject to tax on their assets situated in Argentina.


Assets situated within the country include: immovable property, mortgages on immovable property situated in Argentina, ships, aircraft, automobiles, registered movable property, money or cash deposits, bonds, shares and other securities issued by public or private institutions, loans, rights to use any patent, trade mark, industrial property, copyright of literary, scientific or other artistic work, etc.


On the other hand, assets situated abroad include: immovable property, mortgages on immovable property situated abroad, ships or aircraft and automobiles registered abroad, shares and securities issued by foreign entities, cash deposits in foreign bank institutions, debentures issued by foreign entities, loans whose debtors are domiciled abroad, etc.


There are certain exemptions established for specific types of assets:

· assets owned by members of foreign diplomatic and consular missions, their administrative and technical personnel and related persons (in accordance with the limitations determined by the applicable international agreements);

· investment accounts related to social security system under Law 24241;

· intangible property (goodwill, trademarks, patents, etc.);

· franked assets and other property as defined in Law 19.640; etc.

· shares issued by local corporations with public quotation in local stock exchange market, up to the amount of $ 100.000, when the investment is in the shareholder’s hands during the whole tax period.


Every person domiciled in Argentina, whether individual, corporation or any other type of organisation, who has the possession, management, use, custody, etc., of any property subjected to tax owned by individuals domiciled abroad, will have the obligation to pay a final tax of 0,75% of the value of the assets.


The tax law determines a legal presumption in the case of immovable property situated in Argentina which is unexploited or destined to lease, recreation or summer vacation, owned by a corporation, enterprise or permanent establishment domiciled abroad. In this case, the assets are considered as belonging to an individual domiciled in Argentina and subjected to tax accordingly. The law does not accept proof to the contrary.


A similar presumption applies in the case of securities issued by the National, Provincial or local Government, shares and participation in common investment funds or co-operatives, owned by a corporation, enterprise or permanent establishment domiciled in a country which does not apply a regime of registration of such kind of assets. The law presumes, also without accepting proof to the contrary, that such property belongs to an individual domiciled in Argentina and subjects to tax these assets. This presumption, however, applies only when the main activity of the corporation, enterprise or permanent establishment is to invest funds outside their country of origin. Securities issued by the National, Provincial or local Government in accordance with foreign legal provisions are excluded from this presumption.


In order to determine the tax liability, the Personal Assets Tax Law establishes standards to compute the value of the different assets, according to their situation. For instance, the value of immovable property situated in Argentina is computed in accordance with a list published by the Federal Administration of Public Revenue (D.G.I.) and deducting the depreciation allowances available for buildings. Debts arising from the construction or acquisition of owner-occupied dwelling houses can be set off against the value of such assets. In the case of immovable property situated abroad, the value of the asset is the market value in that country at the end of the year. There are also special rules for other types of assets.


The tax rate is 0,50% on total assets up to $ 200.000 and 0,75% on total assets over $ 200.000. The tax law determines a minimum amount which is exempt from tax, thus the tax rates are applied only on total assets over $ 102.300. In the case of the legal presumptions mentioned above, the rate is increased in 100%.

TAX ON INTERESTS PAID AND FINANCIAL COST OF ENTERPRISES


This tax applies on interest and financial cost of enterprises, which are deductible for income tax purposes, arising from:

1. loans granted by financial institutions subject to the provisions of Law 21526

2. corporate bonds (Law 23576) whose holders are persons not obliged to apply inflation index according to Income Tax Law, or non-residents.

3. loans granted by individuals or estates domiciled in Argentina.

Taxable persons


Corporations and enterprises referred to in article 49 of Income Tax Law, which are debtors in the financial transactions mentioned above. Financial institutions subject to the provisions of Law 21526 are excluded from taxation.

Taxable base


The taxable base is the interest paid and the financial cost, regardless the period they refer to or the character of the payment.

Rate 


In the case of interests paid according to item 1 and 2, the tax rate will be the following:

TAX PERIOD
TAX RATE

Until 31/12/2000
15%

Since 01/01/2001 to 30/06/2001
10%

Since 01/07/2001 to 30/09/2001
8%

Since 01/10/2001 to 31/12/2001
6%

Since 01/01/2002 to 31/03/2002
4%

Since 01/04/2002 to 30/06/2002
2%

Since 01/07/2002
repealed

The tax due shall not exceed the following percentage of the indebtedness on which the interest is paid:

TAX PERIOD
% OF INDEBTEDNESS

Until 31/12/2000
2.25%

Since 01/01/2001 to 30/06/2001
1.5%

Since 01/07/2001 to 30/09/2001
1.2%

Since 01/10/2001 to 31/12/2001
0.9%

Since 01/01/2002 to 31/03/2002
0.6%

Since 01/04/2002 to 30/06/2002
0.3%

Since 01/07/2002
repealed


In the case of interests paid according to item 3, the tax rate will be 25% until 30/06/2001, 20% since 01/07/2001 to 30/09/2001, 15% since 01/10/2001 to 31/12/2001, 10% since 01/01/2002 to 31/03/2002 and 5% since 01/04/2002 to 30/06/2002. From that date on, the tax is eliminated.


The tax paid every fiscal year may be computed as credit against income tax and, if there exist an outstanding amount, it may be computed as credit against Presumptive Minimum Income Tax. This credit will be allowed when the amount of indebtedness mentioned in item 1 does not exceed $ 500.000. Besides, the tax credit may not exceed the amount resulting from the application of a tax rate of 5% on interests arising from a loan of $ 100.000 computed at the annual rate of 15%.

TAX ON PRESUMPTIVE MINIMUM INCOME

According to Law 25063, this tax applies on total assets of the following persons:

· Corporations domiciled in Argentina

· Civil entities and foundations domiciled in Argentina

· Enterprises, including one owner enterprises, pertaining to persons domiciled in Argentina

· Government corporations and enterprises referred to in Law 22016

· Individuals and estates for their rural immovable property 

· Trusts registered in Argentina, except for “financial trusts”

· Investment funds registered in Argentina, except for those referred to in paragraph 1 of article 1 of Law 24083

· Permanent establishments of foreign companies domiciled or situated in Argentina.

Taxable base

The tax is due on total assets situated in the country and abroad, which shall be computed as follows:

· Movable property: shall be computed for its acquisition, manufacture or construction cost indexed according to provisions of Tax Administration, less depreciation computed under Income Tax Law.

· Immovable property: for its acquisition or construction cost indexed according to provisions of Tax Administration, less depreciation of buildings computed under Income Tax Law (in the case of rural immovable property, the taxable base is reduced by the greatest of the following amounts: 25% of the fiscal value assigned to land by provincial tax provisions or $ 200.000)

· Inventories: They are computed according to Income Tax Law.

· Deposits and credits in foreign currency: for the last value at the end of fiscal year, published by Banco de La Nación Argentina. Bad debts are deductible.

· Deposits and credits in local currency: for their value at the end of fiscal year. Bad debts are deductible.

· Government and other securities (except shares): for their last stock exchange market value at the end of fiscal year. Securities without stock exchange market value are computed for their cost, plus interests and foreign exchange differences.

· Certificates of participation in financial trusts: for their last stock exchange market quotation or market value at the end of the fiscal year. If there is no market value, they shall be computed for their cost plus interests and undistributed profits.

· Participation in investment funds: for their last market value at the end of fiscal year. If there is no market value, they shall be computed for their cost value.

· Intangible property: for their acquisition cost indexed according to provisions of Tax Administration

· Other assets: for their acquisition or construction cost, indexed according to provisions of Tax Administration

· Participation in joint business: for the value of the proportion on the assets, assigned to the joint business, represented by the participation certificates.


Dividends and participation’s in the capital of taxable persons, as well as sums to be re-invested by shareholders, are not considered assets and are not subject to tax. 


In the case of assets situated abroad, the provisions regarding revaluation by index of inflation, foreign exchange differences and provincial land taxes shall not apply.

Special taxable base


Financial institutions and insurance companies will be taxed on 20% of the value of the assets computed according to the preceding provisions. Likewise, livestock and fruits consignees will be taxed on 40% of their assets.

Assets situated abroad

The following are considered assets situated abroad:

1. immovable property situated outside Argentina

2. mortgage and similar rights on assets situated abroad

3. ships and aircraft registered abroad.

4. automobiles registered abroad

5. movable property situated abroad for a period of at least 6 months before the end of fiscal year

6. securities and shares issued by foreign entities and participation in the capital of any enterprise situated abroad

7. bank deposits in foreign institutions

8. corporate bonds issued by companies domiciled abroad

9. loans where the debtor is domiciled abroad, except for those guaranteed by assets situated in Argentina

Exemptions

The following items are tax exempt

· assets situated in province of Tierra del Fuego, Antártida e Islas del Atlántico Sur (Law 19640)

· assets owned by persons subject to the mining promotion regime (Law 24196)

· assets owned by persons exempted from income tax according to arts. 20 d), e), f), g), m) and r) of Income Tax Law

· tax exempt assets according to internal legislation or international agreements

· shares and participation in the capital of other taxed companies, including sums on account for future re-investments by shareholders

· assets hold by trustees of taxed trusts

· participation in investment funds registered in Argentina, except for those referred to in paragraph 1 of article 1 of Law 24083, for the portion of the assets of the fund consisting of participation in other taxed entities.

· assets pertaining to civil entities and foundation incorporated in Argentina, whose main purpose is the social benefit, garbage collection and environmental conservation

· taxed assets situated in Argentina up to $ 200.000. This exemption shall also apply to assets situated abroad to the extent to the proportion of assets situated abroad over total assets.


Movable property qualifying for amortisation deduction (except automobile), as well as new buildings are not computed in the taxable base for the first two years.

Rate

The tax rate is 1% on the taxable base.


Income tax paid in the same fiscal year, may be credited against this tax. Where after the deduction of the income tax credit, the result is an outstanding amount of Presumptive Minimum Income Tax, the taxpayer must pay the tax but will be allowed to deduct the amount paid against Income Tax in the following ten fiscal years.

VALUE ADDED TAX
Scope:
The value added tax shall apply on:

A. sales of movable property within the territory of the country by a taxable person acting as such;

B. the independent supply of services within the country;

C. the importation of movable property.

D. the rendering of services abroad, when the effective use or exploitation of the services takes place in Argentina and the user is a registered VAT taxable person.

The term “sale” of goods shall mean the onerous transfer of the right to dispose of tangible property as owner, the transfer by a taxable person of goods forming part of his business assets for the private use of the owner of the enterprise, and the transfer of goods pursuant to a contract under which commission is payable on purchase or sale, in his own name but on behalf of third persons.

Taxable Persons:

“Taxable person” means any person who:

A. habitually sales movable property;

B. independently supplies taxable services;

C. import goods in his own name and in behalf of himself or others.

D. contracts services abroad, for its use or exploitation within the country, and is a registered VAT person.

Chargeable Event
The chargeable event shall occur and the tax shall become chargeable when the goods are delivered or the services are performed, or when the document or receipt concerned is issued. However, when the payment is made on account, before the goods are delivered and in order to fix the price, the tax shall be chargeable in the moment of the payment and on the amount received.

As regards imported goods, the chargeable event shall occur and the tax shall become chargeable at the time when the goods enter the territory of the country.

Exemptions:
Exemptions within the territory of the country:

Sales (and works which involve the transfer of exempted goods) of the following goods: books, leaflets and similar printings; ordinary natural water, common bread, milk, medicine, postage stamps valid for use in postal services, fiscal stamps and other similar stamps, betting, lottery tickets and other forms of gambling duly authorised, aircraft for use in commercial activities and in defence or internal safety, ships or boats acquired by the National Government.

Supply of services such us: services rendered by the Government (National, Provincial or Local) or by public institutions, school or university education given by private institutions subjected to public educational programs, cultural services supplied by religious institutions, hospital and medical care and closely related activities, the provision of medical care in the exercise of medical and paramedical profession, transport services for sick or injured persons in vehicles specially designed for the purpose, tickets for theatre, cinema, musical shows and sport events, the production and distribution of motion picture films, local transport of passengers (taxis, buses, etc.) up to 100 km., international transport, transactions concerning deposit and current account in bank institutions under Law 21.526, directors’ fees, the leasing or letting of immovable property.

Exemption on importation:

The following transactions shall be exempted from taxation:

· final importation of goods qualifying for exemption from customs duties under special regimes for tourists, scientists and technicians, diplomatic agents, etc.;

· final importation of goods qualifying for exemption from customs duties by religious institutions and other entities exempted from income tax, with the purpose of supplying non-profit medical care or carrying out scientific and technological research;

· final importation of samples and parcels exempted from customs duties;

· importation of goods bestowed to National, Provincial or Local Governments.

· importation of services rendered abroad, when the service is contracted by the National, Provincial or Local Government.

Exemption of exports:

The export of goods and services are exempted from VAT. Services rendered within the country shall be deemed to be export if they are effectively applied or economically utilised outside the country.

Rates:
The standard rate is 21%.

An increased rate of 27% applies in the case of supply of gas, electric current, water, sewerage, telecommunication, other than those supplied for residential use or to immovable property for recreation or vacation and only if the beneficiary is a taxable person (registered or not-registered).

A reduced rate of 10,5% apply in the following cases: works on immovable property for housing (excluded those constructions on existing property which do not constitute works in progress); sales and imports of living bovine animals, meat or eatable spoils from bovine animals, fruits, pulse and vegetables; interest and other costs on personal loans granted to final consumers by financial institutions under Law 21526, interest and other costs on loans to enterprises engaged in the transportation of passengers by land granted by financial institutions under Law 21526.

Taxable Amount:
Goods: net sales price including ancillary services and excluding all taxes and VAT chargeable;

Services: the total consideration payable to the person supplying the services.

Importation: the value of goods computed in the same manner as for customs duties, plus import duties and any other charges levied on the goods. VAT and excise duties are excluded from the taxable base.

Deductions:
VAT incurred in importation or acquisition of goods and services may, in principle, be recovered by the taxable person, provided that these supplies are used for his taxable activities or VAT-exempt activities with right to recover input VAT, and documentation reflects the tax incurred.

Input VAT cannot be reclaimed on: acquisition of automobiles which are not considered merchandise; supplies of certain services such us the supply of food and beverages in restaurants or cafes, services rendered by hotels, inns, camping sites, services supplied by gyms or swimming pools, acquisition of clothes which are not work clothing for employees, etc.

The taxable person is, in principle, entitled to recover the input VAT in the period in which the invoice is dated.

Vat Returns:

The fiscal period is the calendar month, so a monthly VAT return must be submitted between the 18th and 22nd day of the month following the month concerned. In the case of importation, the VAT is computed and paid together with custom duties.

Special Regime For Exportation:

Exports are exempted from value added tax. In addition, exporters may also compute a tax credit for value added tax paid on raw materials and other purchases related to exports. In case the deduction of the tax credit were not possible, or were only partially deducted, the excess part of the credit not used will be allowed as credit against other national taxes or otherwise reimbursed to the taxpayer.

EXCISE DUTIES

On goods

This tax is levied at the level of manufacturer or importer. 

Taxable products:

Tobacco, alcoholic drinks, champagne, beer, soft drinks, syrup and spirits, automobiles and diesel motors, luxury goods, recreation or sport ships and aircraft, certain electronic appliances.

Chargeable event:

The tax is charged on the outlay of goods mentioned above. The term “outlay” includes any transfer and importation of goods for consumption or resale. In the case of alcoholic drinks, the term “outlay” means the transfer carried out by the manufacturer or importer or by the person on behalf of whom the elaboration was carried out.

Place of taxable transaction:

Territoriality principle.

Taxable persons:

Manufacturer or importer of taxable products.

Taxable amount:

The taxable amount is the net sale price payable to the taxable person, except in the case of cigarettes where the taxable amount is the sale price payable by the final consumer. It is understood that the term “net sale price” means the price after deduction of discounts, interests and VAT.

In the case of importation, the taxable base will be 130% of the amount resulting from the addition of the taxable base for custom duties plus any tax applied on the transaction, except VAT.

When the imported taxable products are sold, the importer is allowed to credit against the tax charged on the outlay, the tax previously paid on the importation.

Rates:

Tobaccos

-Cigarettes                                60%

-Others                                 16% - 20%

Alcoholic drinks                    12% - 20%

Champagne                             12%

Beer                                          8%

Soft drinks, syrup and spirits     8%

Other goods and services         6.55%

Automobiles and diesel

motors                                      10%

Luxury goods                            20%

Ships and aircraft                    4% or 8% (according to its value)

Tax credit:

In order to keep the tax burden in one stage of the production chain, the tax paid on the inputs, which are part of the production process of a manufacturer, may be computed as a credit against the final tax payable by the manufacturer.

Assessment and collection:

In principle, a monthly return must be filled in, but the Federal Administration of Public Revenue has the power to establish shorter periods in which tax returns must be made.

Treatment of exports:

The exports are exempt from excise duties. In the case of exported goods containing national inputs which have been subjected to tax, the exporter can claim for a credit of the tax paid. The same credit is allowed to exporters who have previously paid the tax on the acquisition of exported goods.

On services

1. Insurance activity

Taxable event:  In this case the “outlay” is represented by the payment of the premiums, whether to local insurance companies or foreign companies without local agents.

Place of taxable transaction:

Territoriality principle. Insurance contracts on persons or property within the country, performed with non-resident insurance companies are deemed to be undertaken in Argentina.

Taxable persons:

· Insurance companies (national or foreign) legally registered in Argentina;

· persons contracting the insurance, for the premiums paid to foreign companies without authorised agents in Argentina.

Exemptions:

Agricultural insurance, life insurance, insurance in case of personal accident, insurance on surgical or birth risks.

Taxable amount:

Premiums paid, whether to national or foreign insurance companies legally registered or to foreign companies without authorised agents in Argentina.

Rates:
Personal risks                              2.5%

General risks                               8.5%

General risks in contracts with

foreign insurance companies     23%

Assessment and collection:

Insurance companies legally registered must fill a return and pay the tax monthly. Persons contracting insurance with foreign companies without authorised agents in the country, must pay tax at the dates when the premiums are payable.

2. Cellular and satellite telephone services

Taxable event:  The rendering of services to final users and the sale of prepaid or rechargeable cards used to render the services. 

Place of taxable transaction:

Territoriality principle. 

Taxable persons:

· Persons who render taxable services.

Taxable amount:

Consideration paid for the services and any other ancillary services, even when they are invoiced separately.

Rate:
4%.

TAX ON LIQUID FUEL

Characteristics of the tax:

This tax is only applied in one stage of the production chain. It applies on gasoline with or without lead, natural and virgin gasoline, solvent and oil of turpentine, gas-oil, diesel oil, kerosene and natural gas for use in automobiles.

Taxable event:

The transfer, whether on an onerous or free basis, of local or imported taxable goods by the taxable persons.

Place of taxable transaction:

Territoriality principle.

Returns. Assessments and Payment of Tax.

Returns and Assessments 

Argentine tax returns are not reports used by officials to assess the amount of tax. The taxpayers, determine their taxable income and the tax due. Any taxpayer who fails to submit his return within the established period is subject to a fine, plus interest for late payment. Once submitted, the taxpayer is required to obtain a written authorization from the Federal Administration of Public Revenue to submit changes that reduce the tax.


Individuals residing within Argentina and estates with annual incomes, arising from Argentine sources are required to submit annual returns, unless their income is derived entirely from personal work as employees and the tax has already been withheld, or unless taxable income is less than available allowances. The returns, which are based on the income for a calendar year, are due by April 20 or 24 of the following year, depending on the taxpayer's registration number. Persons that are not required to use a calendar year must file their returns by the 20th day of the fifth month following the fiscal year end.


The registered taxpayers subject to VAT must file accordingly the monthly returns.


Assessments occur only in special circumstances, for example, when the taxpayer refuses to submit a return, when an increase in assets has not been satisfactorily explained, or when a return is otherwise challenged by the Federal Administration of Public Revenue. In these cases, the income is arbitrarily estimated, but if the taxpayer does not agree with the estimation, he may appeal to the National Tax Court and then to the civil courts.


The Federal Administration of Public Revenue has the authority to determine the validity of the returns submitted by taxpayers and withholding agents and to require the submission of new returns as well as the payment of deficiencies. It is also empowered to require information from third parties as well as from the immediate parties. All accounting records must be supported by corresponding vouchers, and only satisfactory records are acceptable evidence. Books and vouchers must be kept for a period of ten years.


The late filing of a return, failure to give required details, failure to respond to a summons, and obstruction of any examination, are punishable by fines. When infringements of formal obligations relate to general systems of reporting on the taxable activities of third parties, the fines increase. Fines from 50% to 1,000% on the amount of the tax omitted may be imposed on a taxpayer, withholding agent, or third party who is considered guilty of any act, statement, omission, falsehood, concealment or stratagem tending to evade taxation. Fraud or persistent non-compliance may be punishable with imprisonment from one month to two years. The penalty established for imprisonment may also be imposed on any withholding agent who fails to deposit taxes withheld in compliance with the Federal Administration of Public Revenue's demand for payment. In addition to the fines, the failure to pay tax due, totally or partially, results in an added surcharge and interests.


The statute of limitations to bar both tax assessments and refunds runs for five years from January 1 of the year following the due date of the tax return, for most corporate and individual taxpayers. For unregistered taxpayers, the statutory period for assessments is ten years.

Judicial Review

The taxpayer can appeal the adjustments or penalties imposed by the Federal Administration of Public Revenue, before an Administrative Tribunal with judicial functions or before a Judicial Court. An unsuccessful appeal before one of these institutions cannot be followed by an appeal before the other. However, the decisions of either of these courts may be appealed to the National Court of Appeal and, eventually, to the Supreme Court of Justice.


The Administrative Tribunal with judicial functions is known as the National Tax Court. Although this court is not empowered to determine the constitutionality of tax laws and decrees, it can apply the case law of the Supreme Court of Justice.


The National Tax Court is situated in Buenos Aires, but it has jurisdictions throughout the country. It is presided by a president and 21 members. The same remuneration as judges of Federal Courts is paid to all judges, and they can only be dismissed for serious reasons by a special jury presided over by the Attorney of the Treasury. The Court's creation has eliminated the requirement of having to pay a national tax before being able to contest it. However, the tax must be paid before appealing a decision of the Tax Court. Taxpayers can appeal before the court without making any payment within 15 working days after being notified of an assessment. They may also have a recourse to the Court to claim a refund in cases where the taxes have already been paid or may appeal an adverse decision of the Federal Administration of Public Revenue, an arbitrary assessment (4.01), or a fine.


A taxpayer who loses in an administrative proceeding before the National Tax Court and decides to appeal to the Civil Courts must make prior payment, except for fines which are collected by the Federal Administration of Public Revenue throughout the country.


The taxpayer may appeal to the civil court of his legal domicile, the domicile of the involved authority, the place where the taxable transactions took place, or the place where the taxed goods are situated. 


If the taxpayer has his legal domicile in a province, jurisdiction depends upon which authority is entitled to collect the tax in dispute. If that authority is the Federal Administration of Public Revenue, the taxpayer must apply to the National Chamber of Appeal with jurisdiction in the place of his domicile and he may subsequently appeal to the Supreme Court of Justice. However, if the controversy involves a tax imposed by the government of a province or by a provincial municipality, the appeal must be made to the courts of the province even though the taxpayer may be domiciled in another jurisdiction. Subsequent appeal is made to the Supreme Court of the respective province.


A similar procedure is followed if the taxpayer resides in the city of Buenos Aires, except whether the Federal Courts have its own jurisdictions. 


Appeals from the decisions of the Provincial Supreme Court to the Supreme Court of Justice are limited to controversies where it is alleged that the provincial decision violates a guarantee accorded by the national constitution of the Republic of Argentina, a law of the National Congress, or an international agreement approved by the National Congress.

Taxes Imposed by Local Authorities

The Provinces. Each of the 23 provinces, and the Government of Buenos Aires City, have the right to promulgate their own tax laws directed at certain economic activities within its jurisdiction. The most important of these taxes are those relating to real property, local consumption, local improvements, estates, and internal commerce and production. They include Gross Receipts and Stamp taxes as well as vehicle licenses. In addition, some provinces impose entertainment, lottery, agricultural, public health and electricity taxes. The provincial governments impose and collect these taxes through their own provincial tax office. Taxpayers must apply to these offices to settle controversies arising from the provincial assessments or to provincial tax courts similar to the National Tax Court. Where this administrative procedure is unsatisfactory or non-existent, taxpayers must appeal to the civil courts after the payment of the tax.


Government of Buenos Aires City. The city of Buenos Aires is separate from the provinces and has its own Constitution. The city collects its own taxes, the most important of which is the Gross receipts Tax. Tax rates are fixed annually by the Legislature of the City, in the Tariff Ordinance which must be published in the Official Gazette. Controversies involving taxpayers and the City of Buenos Aires are handled through the General Administration of Revenue of the City. Because the National Tax Court does not take place in local affairs, appeals must be made directly to the judicial courts but will only be heard after the tax has been paid.


Municipalities. The municipalities are empowered under the provincial constitutions to develop their own affairs and are authorized to impose a wide variety of taxes by statutes enacted by the municipal councils. Municipal taxes include utility and license taxes. Many municipalities have also imposed taxes that are exactly the same as the provincial Gross Receipts Taxes. In cases of excessive payment, the taxpayer must apply to his respective municipality. Claims can only be brought before the civil courts after the payment of the tax has been made.

Federal Agreement For Employment, Production And Development


This Agreement between the National and Provincial Governments was gradually adopted by means of National Law 24.130 and Provincial Laws promulgated between 12/08/93 and 25/07/96.


The essential aim of this Agreement is to encourage economic development through either reduction or elimination of certain taxes which affect different economic sectors, as well as the establishment of deregulatory measures. For this purpose, the National Government undertook to repeal Assets Tax and to reduce payroll taxes. Provincial Governments, on the other hand, undertook to repeal Gross Revenue Tax (Turnover Tax), repeal Stamp Duties on financial activities related to industrial, mining and agricultural activities and construction, reduce or repeal taxes en Immovable Property and update the taxable base, establish a General Tax on Consumption and reorganize the prosecution and control of tax collection.


Up to 31/10/96, the national Government has fulfilled the obligations to repeal Assets tax and reduce Social Security contributions. Provincial Governments have fulfilled their obligations to different extents, situation described in the following table:







