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Welcome to Issue 2009 No. 2 of 

BDO World Wide Tax News. This 

newsletter summarises important 

recent tax developments of 

international interest across the 

world. If you would like more 

information on any of the items 

featured, or would like to discuss 

their implications for you or 

United States
Administration’s 
international tax reforms 
On 11 May 2009, the US Treasury Department released General Explanations 

of the Administration’s Fiscal Year 2010 Revenue Proposals (the ‘Green Book’), a 

document that provides a description of the Obama Administration’s budget 

proposals affecting revenues. In a 4 May 2009 news release, President 

Obama had announced, and the US Treasury Department had outlined, a 

sweeping tax-reform proposal that would, if enacted, affect almost all US 

taxpayers conducting international activities and/or having international 

investments. These provisions are explained in further detail in the Green 

reforms (estimated at more than USD 210 000 million between 2011 and 

2019) is proposed to provide an offset for any potential revenue losses from 

making the research credit permanent.

There follows a summary of the proposed changes affecting the 

international taxation arena (unless otherwise stated, these proposals would 

be effective for taxable years beginning after 31 December 2010):

• Continuation of Certain Expiring Provisions through Calendar 

Year 2010.  Certain expiring provisions, including the subpart-F ‘active 

year to 31 December 2010 (currently, these rules are set to expire on 

31 December 2009).

•  If 

a foreign eligible entity is owned by a single owner, it will be treated as 

disregarded only if that single owner and its foreign eligible entity are 

both organised in the same foreign country. If a single-member foreign 

eligible entity is created or organised outside its owner’s home country, 

the disregarded entity would instead be treated as a foreign corporation 

for federal tax purposes. This rule is not intended to affect elections by a 

unless it was formed for tax-avoidance purposes. This proposal would 

that have been available for most US taxpayers since 1997. The change 

subject to any existing tax provisions that otherwise apply to a corporate-

conversion transaction. The proposal makes no reference to foreign 

eligible entities with multiple owners.
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•	Prevention of foreign tax credit abuse. Rather 

than continue the application of the foreign tax credit 

limitation separately to foreign-source income in each 

of the separate categories under IRC section 904(d), 

the proposal would determine the deemed-paid 

foreign tax credit for a taxable year based on the 

amount of the consolidated earnings and profits 

of the foreign subsidiaries repatriated to the US 

taxpayer in that particular taxable year. Thus, the 

aggregate foreign taxes and earnings and profits of all 

the foreign subsidiaries on a consolidated basis would 

determine the deemed-paid foreign tax credit.

•	Matching rule. In addition to the change to the 

deemed-paid credit, a matching rule has been 

proposed to prevent the separation of creditable 

foreign taxes from the associated foreign-source 

income.

•	Modification of the tax rules for dual-capacity 

taxpayers. The proposal would change the foreign 

tax credit with respect to dual-capacity taxpayers 

(taxpayers that are subject to a foreign levy and also 

receive a specific economic benefit from the levying 

country) so that a foreign levy that otherwise qualifies 

as an income tax or in-lieu-of tax would only be 

creditable if the foreign country generally imposes an 

income tax. Because there is no separate foreign tax 

credit category under current law for foreign oil and 

gas income, the proposal would convert the special 

foreign tax credit limitation rules of IRC section 907 

into a separate category within IRC section 904 for 

foreign oil and gas income.

•	Restriction or deferment of certain 

deductions. These changes would apply to 

deductions (other than research and experimentation 

expenditures) such as interest expense and other 

expenses that are properly allocated and apportioned 

to foreign-source income to the extent that the 

foreign-source income associated with the expenses 

is not currently subject to US tax.

•	Limitation of shifting of income through 

intangible property. The definition of intangible 

property for purposes of IRC section 367(d) 

(transfers to a foreign corporation) and section 482 

(allocation of income and deductions among 

taxpayers) would be amended to include certain 

intangibles such as workforce in place, goodwill, and 

going-concern value to prevent the inappropriate 

shifting of income outside the United States.

•	Tightening of earnings-stripping limitation 

as related to expatriated entities. Current law 

limits the deductibility of certain interest paid by a 

corporation to related foreign persons. This limitation 

applies when a corporation’s debt-to-equity ratio is 

greater than 1.5 to 1 (the ‘safe harbour’ ratio) and 

the net interest expense is in excess of 50% of the 

adjusted taxable income. The proposed rule will 

eliminate the debt-to-equity safe-harbour provisions 

and reduce the net interest expense percentage 

to 25% of adjusted taxable income with respect to 

disqualified interest paid to expatriated entities other 

than interest paid to unrelated parties on debt that is 

subject to related-party guarantee.
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•	Prevention of repatriation of earnings in 

certain cross-border reorganisations. Current 

law allows foreign earnings not previously taxed in the 

United States to be repatriated to US shareholders 

with minimal US tax consequences in some instances 

because of the ‘boot-within-gain’ limitation under IRC 

section 356(a)(1). The repeal of the boot-within-gain 

limitation has been proposed for reorganisations 

in which the acquiring corporation is foreign and 

the shareholder’s exchange has the effect of the 

distribution of a dividend. This provision appears to 

affect certain ‘all-cash’ or ‘all-boot’ ‘D’ reorganisations 

where the acquirer is foreign.

•	Repeal of 80/20 company rules. Under current 

law, IRC section 861(c) provides that if at least 80% of 

a domestic corporation’s gross income during a three-

year testing period is foreign-source and attributable 

to the active conduct of a foreign trade or business 

(so that the company is a so-called ‘80/20’ company), 

a limited exception applies to prevent dividends and 

interest paid by such a company from being treated 

as US-source income and thus subject to gross-basis 

withholding tax if paid to a foreign person. The 80/20 

provision would be repealed under the proposal.

•	Treatment of income earned by foreign 

persons with respect to equity swaps as 

US-source to the extent that income is 

attributable to dividends paid by a domestic 

corporation (subject to certain exceptions). 

Current law provides that income from notional 

principal contracts is generally sourced to the 

residence of the investor, resulting in the treatment 

of substitute dividend payments made to a foreign 

investor with respect to an equity swap referencing 

US equities as foreign-source and thereby not 

subject to US withholding tax. The proposal would 

repeal Notice 99-66 and re-source such income to 

the United States, to the extent that the income 

is attributable to dividends paid by a domestic 

corporation. The proposal would be effective for 

taxable years beginning after 31 December 31 of the 

year of enactment.

•	Increase in penalties for failure to report 

overseas investments or financial accounts. 

This will be accomplished by extending the statute of 

limitations to six years after the taxpayer provides the 

required information.

•	Qualified Intermediary (‘QI’) Provisions. 

Reforms to be enacted will strengthen the 

enforcement of tax laws by expanding the 

requirements of the QI programme. Separately, 

the Administration plans to provide additional 

resources (including 800 new IRS personnel) for the 

enforcement of the international tax rules. Some key 

proposals relating to QIs and non-QIs are:

-- Prohibiting the qualification of a foreign financial 

institution as a QI unless it identifies all of its 

account holders that are US persons 

-- Requiring that all payments of fixed, determinable, 

annual, and periodic income to a non-qualified 

intermediary be treated as a payment to an 

unknown foreign person and thus subject to 

30% withholding tax. A refund mechanism for 

over-withholding would be permitted for foreign 

persons.

-- Requiring that tax at a rate of 20% be withheld on 

the gross proceeds from the sale of any security of 

a type that would be reported to a US non-exempt 

payee, when paid to a non-qualified intermediary 

located in a jurisdiction with which the United 

States does not have a comprehensive income tax 

treaty.

These proposals would be effective for payments 

made after 31 December 31 of the year of 

enactment.
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Other proposed changes include: 

•	Requiring US individuals to report any transfer of 

money or property (in excess of USD 10 000) made 

to, or received from, any foreign bank, brokerage, or 

other financial account by the individual, or by any 

entity in which the individual owns more than 50%

•	Requiring individual taxpayers who are required to file 

an annual reporting of a foreign bank account (Form 

TD F 90-22.1 or ‘FBAR’) also to disclose certain 

information on a schedule as part of the individual’s 

income tax return

•	Requiring third-party information reporting regarding 

the transfer of assets to foreign financial accounts and 

the establishment of foreign financial accounts

•	Requiring third-party information reporting regarding 

the establishment of offshore entities

•	Establishing rebuttable evidentiary presumption with 

respect to foreign accounts for which an FBAR has 

not been filed

•	Establishing rebuttable evidentiary presumption with 

respect to failure to file an FBAR for accounts with 

non-qualified intermediaries

•	Doubling the accuracy-related penalties on 

understatements involving undisclosed foreign 

accounts (the proposed penalty would be 40% 

when the understatement arises from a transaction 

involving a foreign account that the taxpayer failed to 

disclose properly under the proposed requirement 

that taxpayers disclose FBAR-related information on 

their income tax returns)

•	Improving and increasing the foreign-trust reporting 

penalty by increasing the initial penalty to the greater 

of USD 10 000 and 35% of the gross reportable 

amount.
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The position can be summarised as follows:

•	HMRC is entitled to enquire into the facts in relation 

to a potential CFC based in the European Economic 

Area to establish whether it represents a wholly 

artificial arrangement or conversely whether it is 

properly established in the other state and conducting 

genuine economic activity

•	The focus of the CFC litigation now returns to the 

Cadbury Schweppes case to examine the criteria for 

determining the boundary between a wholly artificial 

arrangement and genuine economic activity

•	The precise method of exempting the profits of a 

CFC carrying on genuine economic activities in the 

European Economic Area remains unclear, as there 

is no exemption for such cases written into the 

legislation

•	Taxpayers based in the United Kingdom should 

continue to resist any CFC apportionments relating 

to EEA subsidiaries, as in our view, the test for 

genuine economic activities is low. However, queries 

from HMRC in this area are legitimate

For more details on any of these items, contact  
Nick Udal of BDO Stoy Hayward on +44 207 893 2410 
or by e-mail at nick.udal@bdo.co.uk
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Asia Pacific
Australia
Budget in challenging times

Delivered to Parliament in May in what the Treasurer 

(Minister of Finance) himself described as “the most 

challenging global economic conditions since the Great 

Depression”, the Australian Federal Budget contains 

the following proposals of most interest from an 

international perspective:

•	Changes to the foreign-source income and anti-

deferral rules

•	Removal of the exemption for Australians working 

overseas

•	Amendments to employee share schemes

•	A new tax credit system for research and 

development and

Anti-deferral rules

The anti-deferral and foreign-source income rules are 

anti-avoidance legislation relating to investments by 

groups of companies in offshore subsidiaries.

Currently, Australia has four entity-deferment régimes 

— the controlled foreign company (CFC) rules, the 

foreign investment fund (FIF) rules, the transferor-trust 

régime and the deemed present entitlement rules. The 

complicated nature of these rules and their stringent 

application has historically imposed severe restrictions 

on Australian companies expanding overseas. The 

Government has announced that it will adopt most of 

the reforms proposed in a recent review of these rules. 

Following consultation, the Government intends to:

•	Modernise the CFC rules

•	Repeal the FIF rules and replace them with a specific 

narrowly defined anti-avoidance rule

•	Repeal the deemed present entitlement rules and

•	Amend the transferor-trust rules to enhance their 

effectiveness and improve their integrity

When these measures are ultimately enacted, there 

should be significant compliance-cost savings for 

Australian companies with foreign activities, as well as 

opportunities to expand overseas without unnecessary 

hindrance from the anti-deferral rules. Groups will 

need to monitor the new rules as draft legislation is 

released and consider the opportunities that arise.

Employee share schemes

Currently, an employee who acquires shares or rights 

at a discount under a qualifying employee share scheme 

can either:

•	Elect to be taxed immediately on the discount in the 

year in which he or she receives the shares or rights 

and benefit from an exemption of AUD 1000 or

•	Make no election, so that the tax point is deferred 

until a later trigger point, such as the removal of any 

restrictions applying to the shares or a disposal of the 

shares or rights

Under the Budget proposals, as subsequently modified, 

shares or rights acquired after 30 June 2009 will fall 

under new rules. These provide that the AUD 1000 

exemption will be available solely to employees with 

adjusted taxable incomes of less than AUD 180 000. 
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In all other cases, the full discount will be included in 

the employee’s assessable income in the year in which 

the shares or rights are acquired (i.e. there will be no 

deferment of the tax point) except in certain specified 

circumstances. There would, for example, be a limited 

deferment of the tax point for schemes where there 

is a genuine risk of forfeiture. There would be no 

deferment, however, for shares or rights that have 

vested, as there is at present.

This means that, with limited exceptions, all employees 

will be taxed on the discount at which the shares 

or rights are awarded in the year of the award, and 

may thus be required to pay tax before the shares or 

rights can be realised. Although the Government has 

modified its original proposals somewhat, the overall 

effect is still bound to make employee share schemes 

less attractive. Foreign companies with Australian 

employee share schemes should immediately review 

the proposals and their likely impact on any future 

awards to employees in or transferring to Australia. 

It is worth noting that the new rules would also have 

a beneficial effect for expatriates transferring to 

Australia in that options granted before arrival may not 

be in the Australian tax net upon exercise.

Australians working overseas

Currently, income earned by an Australian resident 

while working abroad for at least 91 continuous days 

is exempt from Australian tax if subject to tax in the 

jurisdiction in which the employment is exercised. 

Under the Budget proposals, the exemption will be 

limited to aid workers, charitable workers, certain 

government employees and employees working 

on certain projects defined as being in the national 

interest. In all other cases, the income will be taxable 

in Australia (unless a tax treaty provides otherwise).

The new rules may result in double taxation of the 

same income. Despite the possibility of a foreign tax 

credit for the tax paid abroad, the effect of the filing 

timetable for Australian tax returns and the fact that 

different countries have different tax years may result 

in substantial periods in which tax is paid in two 

countries on the same income.

Research and development (R&D)

The current R&D tax concession will be replaced by a 

tax credit system from 1 July 2010. The main features 

of the proposed new system are:

•	A 45% refundable tax credit for qualifying expenditure 

by Australian-owned businesses with a turnover of 

less than AUD 20 million (and no expenditure cap)

•	For businesses with a greater turnover, there will 

be a 40% non-refundable credit (equivalent to a tax 

deduction of 133%). This will also be available to 

foreign-owned businesses conducting research in 

Australia

•	The definition of what constitutes qualifying R&D may 

be more restrictive than the current eligibility criteria

•	As a transitional measure, the existing threshold 

for R&D expenditure qualifying for the R&D tax 

offset will be increased from AUD 1 million to 

AUD 2 million

•	The current 175% tax premium will be abolished

The proposed credit system will be more advantageous 

to small and medium-sized enterprises currently 

conducting R&D activities. Larger claimants may be 

disadvantaged by the removal of the tax premium. 

There could be significant opportunities for foreign 

companies to operate their Australian and global R&D 

programmes from Australia.

For further information, contact Vince Tropiano  
of BDO Kendalls on +61 29 286 5555 or by e-mail  
at vince.tropiano@bdo.com.au



People’s Republic of China
New rules for corporate reconstructions

The Chinese tax authorities (SAT) have issued a Notice 

(Cai Shui (2009) No 59) providing guidance on the tax 

treatment under the Enterprise Income Tax Law of 

corporate reconstructions.

According to Notice 59, a corporate reconstruction 

is an extraordinary transaction by which the legal or 

economic structure of an enterprise is significantly 

altered. The Notice lists the following forms of 

reconstruction:

•	Exchange of shares (equity acquisition)

•	Transfer of assets (asset acquisition)

•	Merger

•	Demerger (split-off)

•	Debt restructuring

•	Change in legal form

There are two types of treatment for reconstructions 

— ‘general’ tax treatment and ‘special’ tax treatment. 

One key difference between them is the timing of the 

recognition of gains and losses arising from the transfer 

of shares or assets.

Under the general tax treatment, gains or losses 

from the transfer of shares or assets at fair value are 

recognised immediately when the transfer occurs. 

Under the special tax treatment, all or most such gains 

and losses are generally not recognised until the shares 

forming all or most of the total consideration for the 

transaction are disposed of.

Tax deferral

Enterprises may elect for special tax treatment only if 

all of the following conditions are met:

•	The reconstruction has a reasonable business 

purpose and its primary purpose is not reduction, 

deferral or avoidance of tax

•	The assets or shares transferred must constitute 

at least 75% of the total assets or shares of the 

companies concerned

•	Consideration in the form of shares must constitute 

at least 85% of the total consideration

•	There is no change in the business activities of the 

transferor or transferee companies for at least 

12 months following the reconstruction and

•	The original principal shareholders who receive the 

equity consideration do not dispose of the equity 

(shares) so received for at least 12 months following 

the reconstruction

Gains and losses attributable to consideration other 

than shares is recognised immediately, however, and 

the following formula is used to compute the gain or 

loss:

Gain or loss =
(FV — BV) x NEC

FV

where  

FV = Fair value of shares or assets transferred;  

BV = base value of shares or assets transferred; and 

NEC = value of non-equity consideration.
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Cross-border reconstructions

Taxpayers may also elect for special treatment for 

cross-border reconstructions, but in that case, 

additional conditions may have to be met. Notice 59 

covers three scenarios.

In a foreign-to-foreign transfer, in which one foreign 

company transfers its shares in a Chinese enterprise 

to its wholly owned foreign subsidiary, the transfer 

must not cause a change on the Chinese capital-gains 

withholding tax on a subsequent transfer of the shares 

by the wholly owned subsidiary, and the transferor 

company must undertake not to dispose of its shares in 

the wholly owned transferee within three years of the 

reconstruction.

A foreign-to-China transfer is considered to take 

place where a foreign company transfers its shares 

in a Chinese enterprise to its wholly owned Chinese 

subsidiary. In such a case, no further conditions need 

to be met for the election for special treatment to be 

available.

A China-to-foreign transfer is considered to take 

place where a Chinese company uses its own assets or 

shares to invest in a wholly owned foreign subsidiary. In 

such a case also, no further conditions need to be met.

Conclusion

Notice 59 repeals some of the favourable tax 

treatments available under former circulars. It sets 

out new general guidance for the tax treatment of 

corporate reconstructions and provides opportunities 

for deferring tax on a reconstruction. Some uncertain 

issues still exist, and need further clarification. It is 

expected that further Circulars will be issued in due 

course. 

For more information, contact Alfred Choi of  
BDO Tax Ltd on +852 28 531477 or by e-mail  
at alfredchoi@bdo.com.hk

India
Withholding tax on employment income

A recent decision of the Indian Supreme Court will 

require that tax be withheld from employment income 

relating to Indian duties even where the remuneration 

is paid by a non-Indian entity. 

In a series of cases, the Court was faced with a fact 

situation where organisations working on a joint-

venture basis employed individuals with a single 

employment with duties undertaken in India but whose 

salaries were paid partly by an Indian entity and partly 

by a foreign entity.  

The Court held that Indian salary withholding tax 

applied equally to that part of the remuneration paid by 

the foreign entity.

Tax was already being paid in advance in the cases in 

question, but the Court ruled that withholding tax and 

the related withholding régime should apply instead.

For more information, contact Anish Mehta of  
BDO Haribhakti on +91 226 672 9999 or by  
e-mail at anish.mehta@bdoharibhakti.co.in
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Mauritius
Six-month budget

Among the measures announced in May by the 

Mauritius government in its budget for the six months 

to 31 December 2009 were the following:

•	The special levy on banks is increased to 1% on 

turnover and to 3.4% on profits, for the next two 

years

•	Companies will be required to spend 2% of their 

profits on approved corporate social responsibility 

programmes

•	Profitable telecommunications providers will have to 

pay a solidarity levy of 1.5% on turnover and 5% on 

profits, for the next two years

•	The Income Tax Act is to be amended to allow the 

tax authorities to exchange information on non-

residents with foreign tax authorities

•	There will be a single 5% rate of land transfer tax until 

31 December 2010

Publication of the Finance Bill incorporating these 

proposals and any possible modifications is expected 

on Friday 10 July, shortly after this issue of BDO World 

Wide Tax News goes to press.
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For more information, contact Gilbert Seeyave of  
BDO De Chazal Du Mée on +230 202 3000 9999 or  
by e-mail at gilbert.seeyave@bdodcdm.mu
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Singapore
Limited partnerships introduced

The Limited Partnerships Act 2008 took effect on 

4 May 2009. Under the Act, this particular form of 

business is introduced into Singapore for the first 

time. As elsewhere where limited partnerships exist, 

the partnership must have one or more limited 

partners and one or more general partners. The 

limited partners are liable for the debts incurred by 

the partnership only to the extent of their capital 

contribution, whereas the general partners are jointly 

and severally liable for all the partnership’s debts. The 

limited partners may not take part in the management 

of the partnership.

For tax purposes, a limited partnership will be treated 

as transparent, so income tax on the profits will 

be payable at the level of the partners. As with the 

partners in a limited-liability partnership (LLP — 

introduced in Singapore in 2005), the limited partners 

in a limited partnership face restrictions on the extent 

of losses and capital allowances (tax depreciation) they 

may deduct. There is no such limitation on the general 

partners. 

Currently, all foreign-source income remitted to 

Singapore by individuals (other than partners in a 

Singapore partnership) is exempt from Singapore tax. 

Under the FSIE (foreign-sourced income exemption) 

Scheme, certain foreign income of residents other 

than individuals and of resident individual partners in a 

Singapore partnership (‘specified resident taxpayers’) is 

also exempt if certain conditions are satisfied. 

The foreign income concerned consists of dividends, 

branch profits and income from professional, 

consultancy etc services supplied from a fixed place of 

operation outside Singapore. The conditions are that 

tax must have been paid in the foreign jurisdiction, 

that the headline rate of tax on that income when 

received is not less than 15%, and that the Singapore 

tax authorities are satisfied that the exemption would 

be beneficial to the taxpayer. 

To help businesses make the best use of all their 

sources of funds, including prior years’ foreign income 

kept outside Singapore, during the current financial 

crisis, the government has announced a temporary 

expansion of the FSIE. 

The FSIE is extended to include all foreign income 

accrued before 22 January 2009and received in 

Singapore by specified resident taxpayers in the 

period from 22 January 2009 to 21 January 2010. 

Furthermore, for that period, both the requirement 

that tax have been paid and that the headline rate of 

that tax have been no less than 15%, has been dropped. 

This means in particular that income such as interest, 

rent and royalties, which is normally outside the scope 

of the FSIE may be remitted to Singapore free of tax 

during the one-year exemption period. 

Temporary liberalisation of foreign-source 
income exemption

For more information, contact Rohan Solapurkar on 
+65 6 828 9118 or by e-mail at rohan@bdo.com.sg
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Thailand
Reduced property fees extended

Reduced registration fees of 0.01% for the transfer 

or mortgage of certain immovable property have 

been extended for a further year, to 28 March 2010. 

The property affected includes registered entire 

condominium buildings and certain land allocated for 

housing, shops or commercial buildings.

The rate of specific business tax (SBT) on the sale 

price of immovable property was reduced from 3.3% 

to 0.11% for sales registered between 29 March 2008 

and 28 March 2009. The Government had announced 

its decision to extend the reduced rates for a further 

year, but this is yet to be implemented in law. Tax will 

therefore be collected at 3.3%, but taxpayers will be 

entitled to claim a repayment once the legislation is in 

effect.

Delay in implementing SBT reduction 

For more information, contact Andrew Jackomos  
on +66 2 260 7290 or by e-mail at  
andrew.jackomos@bdo-thaitax.com
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Sub-Saharan Africa
Zimbabwe
Taxes payable in foreign currency
The Unity Government’s Budget for 2009 was 

enacted on 23 April 2009. The most significant change 

contained in the Finance Act 2009 is that all tax must 

be paid in foreign currency.

The Zimbabwe dollar (ZWD) it should be noted was 

revalued in August 2008 by the removal of the last ten 

zeros (equivalent to ten thousand million) and again on 

2 February 2009 by the removal of a further twelve 

zeros (equivalent to a million million). For all accounting 

and taxation purposes, final balances in Zimbabwe 

dollars (as revalued) are to be converted to USD at the 

rate of USD 1 = ZWD 20. The currency is no longer in 

use for most practical purposes.

Other features of the Budget and Finance Act are:

•	The corporate tax rate remains at 30.9%  

(30% + 3% Aids levy), as does the income of 

individuals or trusts from trade or investment

•	The top marginal rate of income tax on individuals 

has been reduced from 48.925% to 38.625%  

(including Aids levy)

•	With effect from 30 January 2009, the VAT 

registration threshold is set at USD 60 000 and a mid-

term VAT payment falls due on the 15th day of the 

tax period

•	With effect from 1 February 2009, the estate-duty 

threshold is USD 50 000

•	The customs-duty suspension on basic commodities 

was extended to 31 July 2009.

For further information, contact Maxwell Ngorima  
of BDO Kudenga on +263 4 703 8768 or by e-mail at  
mngorima@bdokudenga.co.zw 
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Middle East
Oman
New corporate tax law
The much-awaited new Income Tax Act has been 

promulgated by Royal Decree, and becomes effective 

on 1 January 2010. The new law provides clarity on 

several existing provisions, eliminates disparity in the 

rates of tax charged on local and foreign companies, 

confirms the practice being followed by the tax 

authorities and harmonises tax law and double tax 

treaties between Oman and many foreign countries.

In short, inter alia, the new law:

•	Establishes a single 12% tax rate for all business 

taxpayers

•	Establishes a global system of taxation

•	Establishes a 90-day threshold limit for determining 

the presence of a permanent establishment of a 

foreign entity providing services

•	Simplifies the tax-depreciation rules by adopting the 

concept of pooling of assets

•	Provides for the deduction of pre-incorporation 

expenses

•	Establishes restrictions, still to be defined by an 

Executive Regulation, on the allowance of head-office 

overheads, transfer pricing and related-party interest 

payments

•	Confirms the taxability of foreign dividends 

•	Provides for a foreign tax credit for tax paid abroad 

and

•	Provides for reciprocal treatment in the other related 

party’s assessment for (transfer pricing) adjustments 

made for related-party transactions

Some of these points are discussed further below.

Territorial basis of taxation replaced

The territorial system of taxation, under which only 

income derived in Oman was taxable, is abolished and 

replaced by a residence-based system. Under the new 

rules, Omani proprietorships and Omani companies 

are liable to tax on all their income wherever earned.

Permanent establishments

A foreign entity engaged in business activity in Oman 

via a dependent agent could be deemed in certain 

circumstances to have a permanent establishment in 

Oman. The dependent-agent rule is new to Omani 

law. A further innovation in this area is that a foreign 

person providing services will be deemed to have a 

permanent establishment in Oman if his stay in Oman 

exceeds 90 days in any 12-month period.

Taxable income and gains

Taxable income will specifically include income earned 

prior to incorporation. By the same token, non-capital 

expenses incurred before incorporation may be 

deductible.

Capital gains, wherever derived, will also be subject 

to tax. This includes gains made by a permanent 

establishment on disposal of its operations in Oman.

Single tax rate

Under existing law, companies and proprietorships 

registered in Oman or another GCC (Gulf 

Cooperation Council) state pay tax at 12% on all 

taxable income over OMR 30 000. Foreign non-GCC 

companies, however, pay at progressive rates of up to 

30%. Under the new law, all taxable entities pay 12%, 

with an initial exemption of the first OMR 30 000.

For more information, contact Abbas Al Radhi  
of BDO Jawad Habib on +968 24 567322 or by  
e-mail at aalradhi@bdojawadhabiboman.com 
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Below are illustrative exchange rates against the euro and the US Dollar for the currencies mentioned in this issue, as 

at 3 July 2009.

Currency unit Value in euros (EUR) Value in US dollars (USD)

Australian dollar	 (AUD) 0.5698 0.7969

Danish krone	 (DMK) 0.1343 0.1880

Euro	 (EUR) 1.0000 1.3988

Pound sterling	 (GBP) 1.1693 1.6356

Latvian lats	 (LVL) 1.4399 2.0139

Moroccan dirham	 (MAD) 0.0892 0.1247

Omani rial	 (OMR) 1.8627 2.6052

US dollar	 (USD) 0.7156 1.0000

Currency comparison table






