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HANDLING YOUR LEGAL INTERESTS LIKE A MASTERPIECE

TAX REFORM, NEW against us. Additionally, we nucleus of the reforms to the
OBLIGATIONS WE SHOULD must consider that paying capacities of  the Tax
KNOW taxes is a citizen’s duty, and its Administration are to be found

The recent Tax Reform has
been a common ground for
speculations and discussions.
In theory the Tax Reform is an
attempt to fine tune the
capacities of the Tax Authority
to fight tax evasion and elusion,
and in that way to achieve an
increase of tax income for the
Government, without having to
increase taxes or its tariffs, but
simply by collecting more of
the same taxes. In its attempt
to effect such collection of
taxes, the Tax Authority has
been endowed with
capacities, powers, and in fact
we have to admit that also new

new

taxes were created.

Nevertheless, whenever the
Government  obtains
capacities, we can expect for
these capacities to result in

some effect to the taxpayers,

new

and it is crucial that we know
up to point  the
Government can flex its muscle

what

compliance in a civilized
society is vital for the working
of the social assemble. We
pretend in this brief review,
only to draw attention to some
of the aspects of the new tax
regulations, which
imply changes to which we
must adapt our practices in

in turn,

order to comply with our new
tax obligations, and to know
the legal limits in the
application of the Law.

TAX CODE

The Tax Reform has been
implemented through
modifications in a group of

related Laws; nevertheless, the

in Decree No. 233 of the
Legislative Assembly of the
Republic of El Salvador, which
was published in the Official
Gazette, on December 21st,
2009, with the objective of
regulating evasive and elusive
tax behavior, and responding
to the new needs of taxpayers,
which reflect on the need for
continuous modernization of
the  regulations, and a
reorientation of tax controls, in
order to harmonize the actions
of the Tax Authority, with the
objective of combating
effectively new manifestations
of conducts by Taxpayers, and
also to facilitate to them the
reporting of
operations.

financial

Some of the more relevant
aspects of the Tax Reform are
the following:

The Tax Reform regulation
introduces the obligation to

-
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register  the Union of shall bear the Correlative
Individuals, De Facto Number assigned by the Tax
Corporations and other entities Authority; and if the Tax
previously  without  legal Authority requests so, the
existence. This constitutes a authorization of cash registers
substantial change, since it or computerized systems for
abandons  the  traditional billing purposes, shall be

conception of legal entities as
being born from a formal and
determinate legal event; and
now certain joint actions by
individuals or entities, to which

within a term of 10 workin
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days from the date they are
implemented.

documents at cash registers

conditioned to the sending of
the information, either by
physical, electronic,
other technological means to
the Tax Authority. The new

or any

other branches of the Law c) Individual  taxpayers  shall regulations grant a term of 180
would not concede legal prepare and file an assets days for taxpayers to comply
existence, under the Tax report, which shall be attached with the new requirements of
Reform, give birth to joint to the Income Tax Return. If transferring information to the
formal and tax obligations the taxpayer obtains an income Tax Authority. The investments
before the Tax Authority. Is equal or below 362 minimum and expenses that compliance
then critical, when schemes of salaries ($75,151.00) during with this new regulation
business are planned, that the the tax year; possesses real implies shall be considered
structure of such schemes be state property with a value carefully.
reviewed by an attorney, in equal or less than 1466
order to determine the minimum salaries e) The new regulations
existence or not, of these new ($300,189.60); or does not implement the control of
joint tax obligations. possess any real state property transference pricing practices.
at all, then such individual is The idea  under these
b) Any modifications or excluded from the obligation to provisions is to record
terminations of these file an assets report. transactions between related
businesses schemes have to be entities at market prices, in
informed to the Tax Authority d) All tickets and electronic order to avoid an artificial

transference of costs, and
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consequently  of  earnings
margins which might diminish
the tax base as a whole. One

example of these regulations is

g)

payment of 10% on the value
of taxes due be paid.

Business schemes considered

minimum salaries

($571,522.80)

Services provided by

the new  obligation to as Union of Individuals, De accountants for tax purposes
taxpayers, which  conduct Facto Corporations and other shall be documented with a
transactions  with  related entities previously without written contract document or

entities or entities domiciled in
tax heavens,
taxation countries, to inform to
the Tax Authority of all such
transactions in excess of
$571,429.00, within the first 3

or with low

legal existence in the land, are
under legal obligation to
appoint at least one individual,
with enough legal capacity to
act on behalf of the business
scheme, and whom shall have

at least an offer letter. If the
accountant is an employee, the
work contract document shall
be enough to comply with this
requirement.

months of every Tax year. physical presence in the j) Any kind of payments for
country. interest, bonuses or prices
Even more critical, is the fact made to individual taxpayers,
that even when the taxpayers h) Auditors are under the which do not have a labor
have set prices to their obligation to produce a yearly relationship with payer, shall
transactions, the Tax Authority inventory report of  goods be subjected to withholdings.

can set different prices for such
transactions, if it considers that
prices set by taxpayers are not
according to market price. Such
a price set forth by the Tax
Authority shall be used as a
base to calculate due taxes.

In order to obtain an extended
term to pay income tax due, it
that a

is required down

which are for sale, and also of
goods which are not for sale, as
long as those goods are a part
of the normal or regular
inventory of the Company.
Companies and individuals are
under the obligation to file the
inventory report with the Tax
Authority during the first 2
months of every tax year,
unless the inventory is valued

in more or equal to 2,753

k) Withholdings to non-domiciled

entities or individuals shall be
as follows: Payments of any

kind of income considered as

-
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obtained in El Salvador, even
prepayments of income, shall
be withheld 20%. It has to be
noted, that even though, in
principle, the Law considers
this withholding percentage as
the definitive payment amount
of the tax; it still grants the
taxpayer the possibility to file a
tax return.

1) Among the requirements for

documents in order to accept
them for costs deductions,
expenses, expenditures with
social purposes and tax credits
in tax fillings,
according to the nature of the
tax being considered, when
amounts for the transactions
are higher than 58 minimum
salaries, it is required that
payments related to such
transactions be made by check,

returns

bank transfer or credit or debit
cards.

m)In case taxpayers are under the

obligation to withhold certain
amounts on payments effected,
they shall be joint and severall
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responsible for the amounts to
be withheld, in case they do not
effect the withholding.

n) The Tax Authority Office has

been strengthened by means of
specific obligations by other
government offices to provide
information; among them the

National Registrar  Center,
Municipalities, Judges and
hospitals.

0) The term that documents have

to be kept by taxpayers was
extended to 10 years.

p) Christmas bonuses are to be

q) Specific

withheld in the percentage for
income tax, only when the
amount of Christmas bonuses
does not exceed the values set
forth in the regulations.

withholding  rates
according to the transaction
conducted have been
implemented:

International Transport 5%
Foreign Financial Entities 10%

Payments to entities located at
Tax Heavens 25%
Payments to Insurers, re-
insurers and Bond issuers

5%
Payments for intangible goods

5%
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INCOME TAX LAW

Decree No. 236 enacted by the
Legislative Assembly of the
Republic of El Salvador
introduced the reform to the
Income Tax Law, among other
novelties, the following stand out:

Taxable Interest

Article 4, number 5 introduces a
new tax on interest paid on loans,
but it is only applicable to
individuals with an average
amount in their banking accounts
that exceeds $25,000.00

Central Bank qualification of no
domiciled financial entities

frant

Foreign non-domiciled Banks
which had been qualified for year
2009 by the Salvadoran Central
Reserve Bank, and which cannot
deduct in their homeland
countries the amounts that they
would pay for tax in El Salvador,
and which are not considered by
the Central Bank and the Ministry
of Treasury as tax heavens can
extend their full tax exemption for
year 2010 onwards.

If the non-domiciled foreign Bank
cannot deduct in its
homeland country taxes which
would be paid in El Salvador, or
are considered to reside in
countries that qualify as tax
heavens, a 10% withholding on
interest earned applies.

own

Capital Gain

The only exemption to capital gain
is for the sale of the first family
home of the taxpayer, and only if
the value of the sale does not
exceed 20 minimum salaries
($150,094.80), and the taxpayer
does not habitually dedicates to

real estate transactions. Previous
to the reform all capital gains in
the sale of real estate where not
taxable for capital gain if the
taxpayer effected the sale more
than 6 years after acquisition.

Tax on earnings from securities

With the
provisions of Article 4, number 14,
earnings obtained from securities
transactions in the stock market
are taxable. In addition a tax
percentage of 10% for income
derived
transactions was enacted, and
income from
transactions shall be filed in a
separate income tax return.

elimination of the

from securities

securities

Bank accounts overseas

Abandoning the general tendency

towards territorial taxing of
income, the recent Tax Reform
taxes Bank deposits of

Salvadorans overseas. The tax
percentage is of 10% in case
foreign account deposits are not
taxed overseas, and the difference
between the taxation percentages

¥
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overseas and 10% in case deposits
are taxed overseas. Even in the
case taxation on deposits overseas
is above 10%, income obtained
from such deposits has to be
reported, even if no tax is paid.

Disbursements to clients

The Tax Reform emphasizes that
disbursements to clients in things
such as airplane tickets, garments,
and others, shall not be included
as business expenses, unless such
disbursements are necessary for
the production of income or the
conservation of its source. Such
emphasis implies that taxpayer
shall obtain extra documentation
to assure that in case an audit is
conducted the auditor cannot
object expenses of this kind.
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TAX TO THE TRANSFERENCE OF
MOVEABLE GOODS AND
SERVICES (Value Added Tax.)

Payments in goods

Even though the legal provision is
more of a clarification tan a
reform itself, it was clearly
established that when payments
to a debt are made in goods
instead of cash, the tax is still due.

Tax Credit

Credit notes, and CCFs which are
received late, can be used to
increase taxpayer’s tax credit up
to 3 months after the date of the
transaction; after this term, in
order to take advantage of this
kind of tax credits, a modification
of the tax filing corresponding to
the time of issuance of the original
document must be filed.

Remodeling

From the Tax Reform onwards,
the tax credit for remodelations or
modifications  of assets s
considered as non-deductible.

Nevertheless, the provisions make
clear that such tax credits shall be
deductible only if the
modifications effected do not alter
the useful life of the good, and the
modifications are in fact used for
the normal commercial activities
of the Company.

Fixed Assets

If sale of fixed assets is made
before 4 years from acquisition
date, the transaction shall be
taxed.

FORMAL OBLIGATIONS

As a logical consequence of the
new capacities of the Tax
Authority, new formal obligations
for taxpayers emerge. Tax
Authority has published a chart
whereby such new
obligations  are
which we transcribe below

formal
summarized,

translated from Spanish, and
which we consider a very useful
chart:
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TAXPAYER OBLIGEE

Individuals, legal entities|
inheritances, trusts or any
other business schem
legal entity which reques
registration for the first
time.

FORMAL OBLIGATIONS OF TAXPAYERS

OBLIGATION TO COMPLY WITH

Shall pay a special tax for first tin
registration of moveable goods in |
{FfJdFR2NRA& G SNNA

The taxable event of this tax is
Registration for the first time of:

a) Automobiles at the publig
registry of motor vehicles.
Boats and naval ships at th
Registry of the Sea and Po
Authority.
Airplanes at the Aviatior
I dzii K 2 NJistra¥ Qffice.
Exemption for commercia|
airlines.

b)

c)

FORM DATE OF FILING
Tax shall be paid only ong
time in the amount
CMndm dad determined by the law.

The tax shall be due whe
the request for
registration for thefirst
time of the goods is filed
at the public registrar

the payment of
special tax to first
GAYS NB3

DEADLINE FOR FILING
Within five working days
following the filing of the
definitive import request.
Within 5 working days of
acquisition of the good in

the country.

Within five working days
from the date of
acquisition of the good in
the country, under any
kind of title which is
described in the public
deed document. Within
five working days from the
end of the term of
permanence, navigation
and operation for goods
with foreign registration
referred to in artcle 3 of
the Law for taxation for
first time registration.

Judges of the Republic.

Report information of attorneys
which are parties in Court
Proceedings as attorneys for the

defendants or plaintiffs.

15 days after the attorney
has filed for accreditation
in the proceeding.

IVA Taxpayers

Report the correlative numbers of
their printed extant documents at the
moment of entrance into force of the

Tax Reform Bill.

29 of January 2010.

Producer or importer of
alcoholic beverages.

World Trade Center I, Suite 305, Colonia Escalon, San Salvador, El Salvador.

Report on detailed physical inventor
of alcoholic beverages owned at thg
entrance into force of the legal
reforms to the Law which regulates

offices.
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the Commercialization and
Producton of Alcoholic Beverages
and Alcohol.

Producer or importer of

soft drinks, isotonic Report on the inventorpf goods to

Fhpn@m awSLER2NI 2y tK

beverages, juices, and | be taxed owned at the entrance intg . . . .
concentrated powder for force of the legal reforms grlnks,Jsgtonlp beve[age:c, +Juices, and_ 29 of January 2010.
) ) O2YyOSYUNY USR LIR26RS
soft drinks.
. t
Producer of alcoholic Fhny O  adgdstedisal@ picesitaizhe February ' 2010 for the

beverages, makers of

first time, and January of

public and end consumer of alcoholic
beverages, makers of tobacco products.
Fabricant of soft drinks, isotonic beverages
juices, and concentrated powder for soft
drinks.

eachyear afterwards. Alsg
filing shall be made within
a term of 10 working days
from the date a change in

prices is effected.

File a report indicating the suggeste
sale prices to the public and end
consumer of their products.

tobacco products.
Fabricant of soft drinks,
isotonic beverages, juiceg
and concentrated powder]
for soft drinks.

Even though it is impossible to fully deal to detail in an article such as this one, with all the implications of the Tax
Reform Bill, it is essential to communicate the message that many of the activities which up until before the Tax
Reform were considered habitual and normal, have been modified, and it is crucial, that our clients perform a
detailed evaluation on their conducts previous to the Tax Reform, in order to avoid non-compliance practices which
might result in further responsibilities.
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