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...in Poland

Vaueadded Tax (VAT) wasintroduced in
Poland in 1993 and was broadly based on
European Union (EU) principles. The
important differencesbetween thePolish
VAT systemand VAT intheEU includea
wider range of exemﬁti ons: rightsand
licensesare outsidethe scopeof VAT,
lack of relief for VAT on bad debts,
absenceof provisionsfor VAT grouping.

Scope of VAT

VAT appliestosuppliesof goodsand
servicesintheterritory of Poland, aswell
astoimportsand exports of goodsand
services. Basic foodstuffs(e.g., mest,
eg?s milk)?, financial services, insurance,
cultural services, healthcare, training and
education, agricultural services, rental of
domestic accommodation are exempt from
VAT.

Taxable Persons

Persons, legal entities, individualsand
entitieswithout legal personality areall
taxableunder the VAT law, if they supply
taxablegoodsor servicesin Poland in
the course of business. Employeesare
outsidescope of VAT.

VAT Rates
The standard rate of 22% coversall
goods and servicesnot specified as
aving lower rates. Exports, certainfarm
equi pment and materials, somesurgical
appliancesand salesof new domestic
property are zero-rated. A reduced rate of
7% appliesto certain building materials,
processed foodstuffs, domestic passen-
ger transport, certain children’ sclothes,
ooks and toys.

VAT Registration

VAT registrationiscompulsory for all
legal and natural persons performing
taxable activities. Businesseswith annual
turnover of lessthan (PLN) 80,000 zl oty
(USD $22,600) areexempt fromthe
registration, but may voluntarily register.
In practice, foreign businessesthat have
no permanent establishment but supply
servicesin Poland are not currently
pursuedfor registration.
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Current Tax Developments

I ncreasing Awarenessof theTax Changes
Affecting International Business

gél Thelsragli government hascut the
hase Tax on over 600 consumer and

ital goods. Therateson someof the
ﬁroductswoul dbecutfromtheexisting

igh of 85%t05%. Thetax onsomeof the
itemsistobecompletely removed. For more
information, visittheweb siteof thelsradli
Ministry of Financeat
http:/Amww.moaf.gov.il/englishframehtm.

Romania Companiesoperatingwithin
industrial parksimporting equipment and
machinery, raw materia sand other goods
usedinmanufacturing processor for
investmentindevelopingindustria parks
will beexempt from VAT and customsduties
effective September 23, 2000. For more
information, visittheofficid web siteof
RomanianMinistry of Financeathttp://
www.mfinantera

South Korea The South Korean govern-
ment recently passed billsrevisingthe
enforcement decreeof theVAT Act. The
exemptionfor financia serviceswill now
apply toservicesprovided by mortgage-
backed security companies, resolution trust
companiesandtheK oreaDeposit Insur-
anceCorporation. For Koreantax regula-
tionsand up-to-datetaxation news, visitthe
Nationd Tax Service' sweb steathttp:/
nts.go.kr.

Thailand TheTha Chamber of Commerce
forwarded adpropoaﬂ tothegovernment to
cut valueadded tax (VAT) raefromthe
current 7%to 5% to rai seconsumer
purchasing power andhelpcurbrising
gasolineprices. Themoveby the Chamber
of Commerceishbased onthereport that
consumer confidenceiswaning. A survey
by the Thai Chamber of Commerceindi-
cated asteady declineinitsconsumer
confidenceindex, from 83%in January to
70%inAugust. Several privategroups,
includingtheThai Industry Federation,
haveal so suggested that the VAT ratebe
cut. For moreinformation, visitthe Thai
Ministry of Commerce swebsiteathttp:/
www.moc.goth/moc_enghtm

Cr@atia Croatiahasi mf)osed anew
customsfeeand vaueaddedtax (VAT) on
food and beverages. Themeasurewas
adopted to stop themoney flow out of
Croatiaas Croatiansbuy cheaper food and
beveragesacrosstheborders. Although
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thevalueof duty freeitemsthat canbe
brought in remainsat Croatian Kuna(HRK)
300, theregulaionisintheformof a
quantitativerestriction. Thequantitative
limitissetat 2.21bs. for coffee, detergent,
mest, sugar, ail, chocolate, fruit and
vegetablesand upto oneliter for non-
acohalicdrinks. For moreinformeation, visit
theweb siteof the Croatian Finance
Ministry at http:/Aww.mfin.hr/
index_eng.htm or the Croatian Customs
department at http:/Aww.carinahr .

ECuador After beingwarned by the

| nternational Monetary Fund (IMF),
Ecuador hasagreed not to abolishits
financia transactionstax until January 1,
2001, originally settoberemovedon
August 19, 2000. Thelnternal Revenue
Service gpped ed theeimination of thetax,
claimingthat it would endanger attemptsat
economicrecovery andwouldnot have
permitted Ecuador toreach thefiscal target
outlinedinitsIMF agreement. TheIMF
warned Ecuador that it would not approve
itseconomic programif thetax was
abolishedwithout raising revenuefrom
other sources. TheMF haslisted several
tax reformsnecessary tomeet thecountry’s
targeted budgetincluding abroader tax
base, and new incometax and valueadded
tax (VAT) rates. Ecuador isd ated to submit
atax reform packageto Congressthis
month. Early budget proposal ssuggest
that Ecuador isnot considering any tax
increases, instead itisproposing improve-
mentsinthecollection of existing taxes.
However, IMFgpproval of aneconomic
plan may necessitatetax rateincreases. The
officid web stefor Ecuador’ sinternal
revenue service can befound at http:/
VWWY.S'i.OV.EC.

Germany Inaninteresting exampleof the
effectiveuseof thesubsidiarity principle
(intheEuropean Union, theprinciple
indoctrinated by theMaastricht and
Amsterdam Treatiesintendedtoensure
that decisionsaremadeasclosely as
Bgssi bletothecitizen by alowingactionto
taken at theCommunity level only when
itisineffectivetodo so at thenational,
regiona andlocal levels), aFranco-German
initiativetoward off evasonof VAT inthe
border regionswasagreedtoinearly
September. The so-called * Schwetzingen
Declaration,” whichwasagreedtointhe
townof Schwetzigen, isadeclaration of
intent on behalf of the French govern-
ment and thethree GermanLander
bordering France (Baden-Wiirttemberg,
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Rheinland-Pfalz and Saarland). Since theintroduction of the
SingleMarket and thesigning of the Schengen Agreementiitis
believed that organized crime hashad abetter chanceto engage
incross-border VAT fraud. Thedeclarationleadstheway for the
tax authorities of France and the three GermanL&nder to share
moreinformation with each other about existing and futuretax
evasion, thuseffectively taking apreemptive stance against fraud
(rather than areactive one). The Schwetzingen Declarationisa
result of cooperation effortsthat were begun two yearsago by
the Land of Baden-W(irttemberg in Germany and ther égionof
Alsacein France. Inajoint pressrelease about the declaration,
thepartiesreinforced theneed for cross-border initiativesto
combat cross-border crime. It ishoped that the Declaration can
serveasan exampleto other tax authoritiesin the European
Unionto foster closer relationshipsat theregional andlocal
levels. For moreinformation on Schwetzingen, visit thefollowing
(German) dite athttp:/mmw.schwetzingen.de.

European Union TheEuropean Commission hasrecently
released aproposal (COM (2000) 348 fina) whichisaimed at
improving theoperation of the VAT SystemintheInternal Market
through simplification and modernization, standardization of rules
implementation and closer cooperation between Member States.
Theproposal ispresented asareview of the program proposed
by the Commissionin 1996 and isdivided into three phases. The
first two phasesto takeplaceintheyear 2000 would then
determinethethird phase, whichwould concentrate on priorities
next year. Thefirst phase proposed for thisyear would concen-
trateonissuesthat the Commission hasal ready presented for
consideration to the Member Statesand EU ingtitutions: simplify-
ing themechanismto obtaininput tax creditspaidin other
Member States (8th Directive Refunds) and improving mutual
assistanceon recovery issues, abolishing theneedfor the
obligation of appointing atax representativein certain cases, and
simplifying the decision-making processof the VAT Committee.
Thesecond phase proposed for thisyear would concentrateon
new proposalsmade or to be made by the Commission: ensuring
egual treatment of taxation inthepostal servicessector, protect-
ing the EU’ sinterest in taxation of digitized goods (for prior
coverage seeour articleinthe Summer 2000 - Volume 3, Issue 3 of
the Global Tax Monitor), proposing measuresfor theadoption
of electronicinvoicing rules, revising ruleson administrative
cooperation and mutual assistance, and settingaminimumVAT
ratefor at least fiveyears(theamendment tothe Sixth VAT
Directivetomaintaintheminimum VAT rateat 15% expiresat the
end of thisyear). Thethird phaseto beginin 2001 will bedeter-
mined by how the Commi ssion assessesthefirst two phasesand
after presenting aprogressreport to bereviewed by the Council.
A pressrelease on theissue can belocated athttp:/
europa.eu.int/comm/taxation_customs/publications/official_doc/
official_doc.htm#l P/00/615 andthe proposal isavailableat http:/
[eur opa.eu.int/comm/taxation_customs/publications/
official_doc/com/com.htm.

Dominica Dominicahasincreased its salestax to 5% from the
existing 3%. Theincreasein salestax wasmadeto offset the
impact of incometax breaksgiventolow-incomeearners. The
hikein the salestax isnot applicableto the purchase of approved
school books. For morenewson Dominica, visittheweb site of
the Caribbean News Agency at http:/mww.cananewscom.

VVenezuela Venezue apublished several mgjor changestoits
vaueaddedtax (VAT) system. The new rate of 14.5%, areduction
fromthe previoudly existing 15.5%, waspublished in Officia
GazetteNo. 37,002 andiseffectiveasof August 1, 2000. Venezuda
adsopublisheditsdecisontodiminate VAT fromthefreeport of the
Sateof NuevaEsparta, whichindudestheidandsof Margaritaand
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Representative Offices

Under the VAT law, representative officesaretheoretically
treated inthe sameway as Polish entities. However, the operat-
inglicensesgiventotheseofficesunder businesslaw normally
forbidthemfromtrading. Officesforbiddenfromtradingare
normally not requiredtoregister for VAT asthey arenot making
taxablesupplies.

VAT Recovery

Registered businesscanrecoverinput VAT incurredinthe
courseof itsbusinessasacredit to offset the output tax or for
repayment. Itisnecessary to hold avalid tax invoiceto evidence
for aninput tax claim. Under certain circumstancesforeign
touristsmay recover VAT on purchases.

Partial Exemption

Taxpayersmaking taxable suppliescan recover theinput VAT
whilethose making exempt suppliescannot. Companiesthat
make both taxable and exempt supplies(in Poland, withitswide
range of exemptions, therearemany of these), must calculatethe
proportion of theinput tax that can berecovered.

Methods for Calculating Recoverable Input Tax

Input tax isrecovered depending onthe use of therelated costs.
Input tax on costs, which have been used or areto beused
wholly inthe making of taxablesupplies, isfully recoverable.
Input tax on costs, which have been used or areto be used
wholly inthemaking of exempt supplies, cannot berecovered.
Theinput tax on costsincurred on both exempt and taxable
suppliesissplitinthe proportion of taxable suppliesto thetotal
turnover for the periodin question to determinetherecoverable
amount.

Place of Supply of Services

Servicesare deemed to be supplied where physically performed.
Thisruleworkswell for physical servicessuch asconstruction
or work ongoods. However, itisambiguousfor intellectual
services, wheretheplaceof performance can bedifferent from
the placewherethe benefit of the servicesisactually enjoyed.
Alsofor completely global servicessuch astelecommunications
and datasharing, the place of physical performance canbe
difficulttodefine.

Export of Services

Exportsof servicesarezero-rated. However, exportsof services
aredefined solely as services performed by aPolishtaxpayer
outside Poland. A serviceperformed inside Poland, evenwhen
chargedtoaforeign company, isnot considered to be an export.
Inadditiontotherelief for exports, sometypesof cross-border
servicesaresubject to zero-rating even when physically
performedin Poland. Theseincludelegal representation and
consulting services supplied toforeign customers, exported
goodsincludingwork on goodsfor export, some serviceswith
respect to exports, international transport of goodsand passen-
gers, building and rel ated techni cal design services, bookkeep-
ing and related servicesand dataprocessing and delivery.
Servicesperformed outside Poland areoutsidethescopeof VAT
evenwhen supplied to aPolish customer.

Time of Supply

Thetax point generally arisesat thetime of delivery of goodsor
provision of services. If atax invoiceisissued within 7 days, it
can overridethebasic supply date asthe actual tax point.
Advancepaymentsgenerateatax point only whenthey reach
50% or greater of thevalue of the supply. For leasing/rental
servicesVAT ischarged at the earliest payment date, payment
maturity, or 30 daysfrom the service having beenprovided. For
telecommuni cations servicesand suppliesof el ectricity, thetax
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Where to Watch — Ongoing Tax Changes

Anoutlook on futuretax changesaroundtheworld

Chile A strong anti-tax avoidancelaw was presented by the
Chilean government to Congresson August 24, 2000. Thelaw, part
of thegovernment’ scampai gn against tax evasion, containsseveral
modificationstotheexistingvaueaddedtax (VAT) system. First,
thenew law proposesto apply VAT tothesaleof fixed assetsof a
company regardlessof thetimethat hastranspired between the
acquisition of agood anditssubsequent sale. Second, thelaw
proposestoeliminaterecovery of creditfortheVAT chargedon
transactionswheretheinvoicewas"lost” or whentheinvoicewas
issued by taxpayerswho havebeeninvolvedinfraudrelated to
VAT. Third, thenew law proposesthat therecovered VAT credit
generated fromthepurchaseof fixed assetsmust bereturnedtothe
government if thetaxpayer hasnot generated an equal amount of
VAT debitwithin 36 months. Fourth, thelaw proposesthat VAT
refundsgiventoexportsmust berequestedthroughthetax
administration, rather thanthroughthe Department of the Treasury,
asisthecurrent law. Lastly, the 50% additiond tax that isapplied to
certainluxury items, such asthosemadeof gold, will bereducedto
30%. Theentiretext of theproposed law can befound at the
Chileangovernment’ sofficia internal revenueservicewebsitea
http:/Amww.Si.d/.

Chiha China scentral governmentisconsidering further wide-
ranging tax reformstoimprovethenew tax systemintroducedin
1999 andtotackleitsdeflation problem. Proposed changesinclude
shifting theva ueadded tax burden away from producersto
consumers, expanding therange of consumptiontax andimposing
of a50%inheritancetax by theend of theyear. For detailsvisit
ChinaTaxation News, theofficial newspaper of State Administration
of Taxation of Chinaat http:/Amww.ctaxnenscom.cr/ .

Dominica FinanceMinister George Ambrosedisclosedinuly
that avalueaddedtax (VAT) systemwill beintroduced next year.
VAT would thenreplacetheexisting consumption tax, salestax and
thehotel occupancy tax. Healso hinted at aregional approachin
implementingthe VAT systemasanumber of OECS(Organization
of Eastern Caribbean States) countrieshad expressedinterestin
implementingtheVAT system. For morenews, visittheweb siteof
theCaribbean NewsA gency athttp:/AMmw.cananevscom.

European Union TheEuropeanUnion’sDirectorate Generd for
Taxationand Customshasrecently published abrochurecovering
taxesinthe European Union. Thepublicationiscurrently only
availableon-linein French, but should betrand atedinto theofficial
languages soon. To view the publication, direct your browser to:
http://eur opa.eu.int/comm/taxation_cusoms/publicationsitaxation/
tax_brochurehtm

Grenada FinanceMinister Anthony Boatswainsaidthat they are
considering thereintroduction of thecontroversia VAT. Thiscomes
onthehed of therecommendationsof thelnternational Monetary
Fund (IMF) toincreasetherevenuestream. Thereintroduction of
VAT isnot seen asanimmediate moveasthey did not havethe
adequateknowledgeonitsoperation. For information on Grenada,
visittheofficia web siteof the Grenadalndustrial Development
Corporation at http:/Mmww.spiceidecom/user ggidd/.

India A Committeeof the State Finance Ministers, that wasformed
tomonitor theongoing salestax reform, hasaccepted toformally
endorseaproposal to exempt informationtechnol ogy products
fromsalestax. Atameeting of thelnformation Technology Minis-
ters', thestatesconsented not tolevy salestax and other dutieson
informationtechnol ogy productsfor thenext threetofiveyears.
Theduty incentiveswereaccepted to boost theinformation
technology sector. Thefollowingisalist of productsthat would
benefitfromtheexemptions: word processing machines, el ectronic

Highlighting Practical Tax Resources on the World Wide Web

Web Site Tax Resources outlines topical
sites on the Web which are of particular
interestto anyone wanting to stay current
with hotissues facing the global business

community. Topics may vary from Internet sites for tax
authorities, to new sites in the field of indirect taxes.

Inthis issue: Poland

The official web site of the Lower House of the Polish Parlia-
ment can be seen at http://www.sejm.gov.pl.

The General Customs Inspectorate can be found at http://
www.gic.gov.pl.

http://www.finest.com.pl is an informational web site publish-
ing original Polish tax legislation and updates.

http://www.mofnet.gov.pl is the official web site of the Polish
Ministry of Finance.

http://www.polandonline.com is an informational web site
providing legal documents and tax information for foreign
investors.

http://www.stat.gov.pl is the official web site of the Polish
Statistical Office.

typewriters, eectronic calculators, computer systems, peripherds,
electronicdiaries, eectrical equipment for telephoneand telegra
phy, microphones, multimediaspeakers, headphones, answering
machines, radio communication receivers, liquid crysta displays,
light emitting devicepands, printed circuitsand optical cablefiber.
For moreinformation, visit theofficial web siteof theFinance
Ministry of Indiaat http:/Amww.finmin.nicin/.

Uganda TheUgandan FinanceMinistry may beconsideringa
proposal toreducethe VAT rateontourism. VAT isleviedat 17%o0n
tourismand tour operatorshavewarned that theimposition of VAT
ontourism makesUgandaoneof themost expensivetourist spots
inAfrica TheMinister of Statefor Tourism Jovino Akaki toldthe
parliament that tourism was gtill thefastest growing sector of the
economy athoughit grew by only 10%last year asopposed to
14th%in 1998. For moreinformation ontradeand businessin
Uganda, visit theweb site of Orientation Ugandaat http:/
ug.orientation.com/en/homehtml.
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Coche inOfficid GazetteNo. 37,006 andiseffectiveasof August 3,
2000.V enezuelaa sopublishedtheNational MerchantMarine
Reactivation Law on June 26, 2000in Officid GazetteNo. 36,980.
Under thenew law, thetemporary or final importation of shipsand
navigational accessoriesareexempt from VAT, import taxesand
servicefees. Theexemptionincludesoil rigs, drilling platforms, as
well astheraw material's, accessories, replacement parts, and
equipment necessary for thenaval and shipyardindustry solong
asitisdirectly involvedintheconstruction, modification, or major
repair of shipsand navigation accessories. Publication of these
new lawscanbefoundat Venezueld sinternal tax administration
officia web ste: hitp:/Amwwv.seniat.gov.ve.

Vietham TheVietnameseFinanceMinistry hasannounced
recently that whol esal esal esof unprocessed domesticfarm
producewill be exempt from val ue added tax to rai sethe consump-
tion of farm produce. Thetax exemptionswill gpply to organizations
andindividua swholesaling rice, maize, cassava, potato, fresh
vegetablesand fruit, treesfor timber and ail, cattle, poultry and
geesand agua-culture products. For moreeconomicinformation,
visgtthewebsiteof Vietnam’ sEconomiclnformation Network at
http:/Amwwv.vneconomy.com.vn.
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pointisthepayment maturity date under the contract. For
construction servicesthetax point isthe earliest date of pay-
ment, thematurity date, or 30 daysfromtheprovision of the
service. For continuoussuppliesof servicestheauthorities
normally accept the tax point asthe periodic invoicedatesor
periodic payment dates, whichever occursfirst.

Gifts, Donations and Entertainment

All donationsof goodsand servicesaretaxableasasaleand
output tax isdueon their imputed market val ue. Thisalso covers
freesuppliesduring corporateentertainment or businesspromo-
tions.

Discounts

Discountsaretreated quitegeneroudy under Polishlaw. A supplier
may discount suppliestonon-connected customersand VAT will
be dueonly on the discounted figure.

Propert

ng ise{emptfrom VAT, but buildingsdeveloped onred estateare
potentialy taxable. Whereasd eof abuilding atractsVAT, the
vaueof theland it standsonisdeducted from thetax base. Saleor
rent of buildingsisgenerdly standard-rated. However, thefirst sale
of new domestic property iszero-rated. Rental of domestic property
isexempt from VAT. Congruction servicesare standard-rated, but
lower ratesexist for someconstruction materials.

Returns

Accordingtothe VAT Law, taxpayersshouldfilethereturnsand
submit paymentsonamonthly basisby the 25th day of themonth
following themonthinwhichthetax point arose.

1 The Polish Parliament adopted a controversial 3% VAT rate for farming

goods. It is expected that new VAT rate for farming products will become
effective starting January 1, 2001.
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