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Dear reader, 

Forthcoming Amendments to the Corporate Income Tax Law

On 25 October 2012 at the State Secretaries’ Meeting the draft law on amendments to the Corporate Income Tax Law were announced. The main

proposed amendments relate to the impact of losses and income from the transactions with securities on the taxable profit. The amendments

follow along the path of a tax neutral regime in respect of the shares introduced by the amendment of 15 December 2011 and effective as of 1

January 2013.

The draft law specifies that the taxable income must be increased not only by losses from the sale of shares, but also the losses due to the

liquidation of  the company in which the investment is made. Taxable income will  have to be increased also by the losses from the sale of

securities if the tax payer regularly trades the securities, as well as by the losses from the sale of publicly traded EU or EEA securities and costs

related to the acquisition, sale and holding of shares and publicly traded EU or EEA securities. It will be allowed to cover losses from the regularly

traded securities only by the income from the sale of other securities. It is also envisaged that taxable profit shall be reduced by the income from

the sale of publicly traded EU or EEA securities.

The proposed amendments also envisage that various currently effective provisions of the law restricting rights of the tax payers having tax debts

will be applied only in case if the tax debt exceeds LVL 100.
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Forthcoming Amendments to the Personal Income Tax Law

On 4 September 2012 the Cabinet of Ministers approved the proposed draft amendments to the Personal Income Tax Law. They are mainly

related to the share options granted to the employees and income from foreign companies located in no tax or low tax jurisdictions.

The proposed amendments provide that the payroll  tax will  have to be paid from the income from share options granted to the employees

(including board members) by the employer or company related to the employer, unless the criteria set in the law are met. Income will not be

subject to payroll tax if according to the share option plan the minimum vesting period is 36 months, during the vesting period employee remains

employed by the employer or company related to it and the employer submits to the State Revenue Service information specified in the law.

The employer will have to inform the State Revenue Service within 2 months after granting share options about the share option plan and its

terms and conditions, companies and employees involved in the share option plan.

In order to determine income on the date the share option is exercised, the value of the shares that are not publicly traded will  have to be

determined by an independent expert. Interestingly, only experts included in the list of evaluators of investments in kind maintained under the

provisions of the Latvian Commercial Law will be entitled to perform such evaluation. Such a requirement may cause difficulties in case the share

options are granted in respect of shares of foreign companies. Value of publicly traded shares will be assessed on the basis of weighted average

price of the shares on the day the share option is exercised or, if such price does not exist, market value determined according to the rules of

stock exchange.

Employee’s income from the sale of share options or shares acquired under the share option plans will be taxed as a capital gain under general

rules. However, if payroll tax is paid at the moment when the share option is exercised, upon the subsequent sale of these shares, the market



value of the shares on the date when the share option was exercised will be used as the acquisition value of such shares.

The amendments once introduced will affect also those tax payers that have a substantial participation (25% and more) in companies, trusts and

other legal formations located at no tax or low tax jurisdictions. It is planned to tax income of such formations attributable to the respective tax

payer even if no profit is distributed in dividends by the respective formation. Tax payers themselves will have to declare such income. Dividends

distributed subsequently will not be subject to tax to avoid double taxation of the same income.

Efficiency of  the proposed tax anti-avoidance provisions to large extent  will  depend on the ability of  the State Revenue Service to acquire

information on the participation of tax payers in such structures and their profit.
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Should you have any colleagues who would like to receive our newsletters in the future, please reply to this e-mail by adding the note "COLLEAGUE"

in the subject field after the title Tax flash news and give his/her contact details (name and e-mail address).

If you do not wish to receive our newsletters, please reply to this e-mail by adding the note "UNSUBSCRIBE" in the subject field after the title Tax

flash news.

ZAB RAIDLA LEJINS & NORCOUS

K. Valdemara iela 20, Riga, LV 1010

Tel: +371 67240 689

www.rln.lv

Our newsletters are periodic publications of RAIDLA LEJINS & NORCOUS and should not be construed as legal advice or legal opinion on any specific facts

or circumstances. We have used reasonable efforts in collecting, preparing and providing the information, but we do not warrant or guarantee the accuracy,

completeness, adequacy or currency of the information contained herein. The contents are for general informational purposes only, and you are urged to

consult a lawyer concerning your situation and any specific legal questions you might have.


