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Choice of entity

O Corporation
(Compaiia Ané6nima “C.A.” or
Sociedad Anénima “S.A.”)

O Limited Liability Company
(Sociedad de Responsabilidad
Limitada “S.R.L.”)

O Simple or Stock Limited Partnership
(Compaiiia en comandita Simple o por

Acciones)

O General Partnership
(Compaiiia en nombre colectivo)

O Branches
O Consortium or Joint Venture

O Joint Venture Oil Corporations /
(Empresas mixtas)

Espifieira, Sheldon y Asociados

B E R FE

O RHAERATF
(Compaiia Ané6nima “C.A.” or
Sociedad Anénima “S.A.”)

O AREER
(Sociedad de Responsabilidad
Limitada “S.R.L.”)

O MEHROBEREGMKEL
(Compaiia en comandita Simple o por
Acciones)

O @A Ik4Edb
(Compaiiia en nombre colectivo)

O X HLK)
O KE&GSAEDI

O arfAMmtL

(Empresas mixtas)



Registrations  REXLHEEID

i =

pwc Espifieira, Sheldon y Asociados



Registrations

Foreign Investment Registration

Direct foreign investments made in
Venezuela must be registered with the
Superintendence of Foreign
Investments (SIEX) in order to be
entitled to remit dividends or
repatriate capital

Tax Information Registry (RIF)

Taxpayers must apply for registration
with the RIF within the first month of
incorporation or commencement of
activities

Mandatory registrations for labour
purposes National Contractors
Registry (RNC) Mandatory for entities
contracting with State-owned
companies

Registration under Exchange Control
Regime (RUSAD)
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Restrictions on cross —
border cash flows
and pricing

Exchange Control Regime

O In February 2003, restrictions were established on
the free convertibility of the Venezuelan Currency
(Bs)

O Mechanisms available for the obtainment of foreign
currency comprise:

- Acquisition of foreign currency at the official exchange
rate from the Government’s office (CADIVI) as provided
for in some of the Exchange Agreements for:

(1) import of goods;

(2) foreign investments (repatriation of initial capital,
dividends, payments on royalties and use of
trademarks, patents, licenses and franchises, as well
as technology import and technical assistance
agreements

o However, in many cases these authorizations may be

affected by long delays

o Additionally, there is a long list of restricted items

which do not have the possibility to obtain foreign
currency at the official exchange rate

o The official exchange rate has been set at Bs 4.30/1

USD
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Restrictions on cross —
border cash flows
and pricing

Exchange Control Regime (Cont.)

- Purchase of securities denominated in foreign
currency through the System of Transactions with
Securities stated in Foreign Currency (SITME)

o An alternative to acquire foreign currency is
trough SITME which allows for the
acquisition in local currency of securities
issued by Venezuela denominated in foreign
currency. This alternative is controlled by the
Venezuelan Central Bank and is limited to
certain types of transactions and up to USD
350,000.00 per month.

o The average exchange rate for SITME is Bs
5.30 /1 USD
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Key tax issues

Corporate Income Tax

O

Venezuela’s corporate tax compares to that of other
Latin American countries

Worldwide taxation applies for resident taxpayers
Permanent establishment provisions

Inflation Adjustment for tax purposes:

- Added to or Subtracted from taxable income derived
from operations. Subject to same tax rate applicable to
the entity

Net operating losses may be deducted from taxable
income and carried forward against taxable income
of up to three years, except for losses arising from
inflation adjustment, which may only be carry
forward for one year

Losses incurred abroad can be only deductible from
taxes associated with foreign source income.
Carry back is not permitted

Corporations domiciled in Venezuela, and
corporations not domiciled in Venezuela with
permanent establishment or fixed base in the
country, are entitled to offset foreign tax credits

Espifieira, Sheldon y Asociados

FEHFER

Aol RSB

O FEWBHMSLBKSEAN T EMNE
Rl BIKGHE AT LR

O ERMBLAR S IRRIBUA GBS

O EEHMHME

O HTFBEEMMEKER -

AMBMNE AL Fr SR RBUWA R IR, EA
RSB R,

O WELTRTHTUABIBIR A P HIRR3 E TS
ERLENBS=ENRBEA , BREBKE
BEHNSH  HERERE 4.

O BASHREEREATAE, SHTTANLA
WE,

O ERBHNERMLAEENBERY HENY

HEEEHNEEREITEZRACHBIER.

11



FEHFER

A FREH ()
O T, RFEmmMIN, ERL, Bh, BE.

Key tax issues

Corporate Income Tax (Cont.)

O Special 10% investment tax credit is granted on the

value of new investments in fixed assets (excluding
lands) made by those legal entities obtaining income
from industrial and agro-industrial activities,
construction, electricity, telecommunications,
science, technology, and generally any industrial
activity that represents an investment in advanced
technology. This tax credit may be taken if such new
investments are dedicated to effectively improving
productive capacity or creating a new enterprise.

An additional tax reduction of 10% is available for
investments in assets, programmes, and activities
aimed at the conservation and protection of the
environment.

Thin capitalization rules were introduced in 2007.
Interest paid to related parties is deductible if loans
do not exceed the equity for tax purposes (1/1 Ratio)

Income derived from investments in Low Tax
Jurisdictions is considered taxable in the period in
which is caused, even if the income, dividends or
earnings resulting from such investments were not
distributed
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Key tax issues

Corporate Income Tax (Cont.)

O Transfer Pricing

The Venezuelan transfer pricing regime is based
on the arm’s length principle developed by the
Organization for Economic Co-operation and
Development (OECD)

Accordingly, income and expenses related to
cross-border transactions between related parties
must be at arm’s length

The transfer pricing rules define related parties
and set forth permitted methodologies. Taxpayers
are required to verify the existence of arm’s length
pricing by conducting a transfer pricing study.
Prices that do not reflect arm’s length amounts
may be adjusted by the tax authorities
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Key tax issues EpHEER

O Special taxes - contributions on oil activities

Master
Hydrocarbons Law

Royalty

Superficial tax

Own consumption tax
General consumption tax
Extraction tax
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Key tax issues

O

Network of Double Taxation Treaties with the
United States and European Countries.
Treaties have been entered into with
approximately 30 countries. Tax treaties are
the second most important source of tax law
in Venezuela, after the Constitution. Most
treaties follow the OECD model, and the
OECD Model Convention

Introduction of codified economic substance
rules in the Master Tax Code and the Income
Tax Regulations, which comprise:

Generic Anti avoidance provision which
empowers the Tax Administration to
disregard legal forms or procedures when
the fundamental intent of the taxpayer is to
achieve tax benefits

Requirement of tax residence certificate to
allow for the application of treaty
provisions
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Double Taxation
Convention with China

Concept China

Dividends 5% - Beneficiary = 10%
10% - Other cases

Interests 5% -10%

Royalties 10%

Technical Assistance  10%

Technical Services 10%

Capital Gain Exempt from Venezuelan income
tax liability except:

(i) real estate;

(i) assets attributable to a
permanent establishment;

(i) Ships or airplanes engaged in
international transportation

Business Profits Not taxable in the source country
unless attributable to a

permanent establishment
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Key tax issues

Value Added Tax

O The VAT is applicable to the transfer of goods,
the rendering of services and the importation
of goods, as specified in the law and is
applicable throughout the entire Venezuelan
territory. The current standard VAT rate is
12%. A different rate is provided for certain
types of products and services

O Entities designated as special taxpayers by the
Venezuelan tax authorities, as well as public
entities and State-owned companies must
withhold 75% of VAT paid on purchases. This
may create a cash flow issue for the taxpayer
since in practice the recover of this VAT tends
to have long delays
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Key tax issues

Value Added Tax

O Special regime for taxpayers engaged in the
execution of industrial projects, whose duration
exceeds six taxable periods. Taxpayers will be
able to suspend the use of input VAT generated
during their operating stage, until such time as
they begin generating fiscal output VAT

O Taxpayers engaged in the execution of
industrial projects aimed at exporting or
generating foreign currency may (with prior
consent of the tax authorities), choose to
recover the tax supported in construction
operations involving the project, provided that
they are carried out during the pre-operating
stage of such project

O Special regime stipulated is available to
taxpayers engaged in the export of national
goods or services where taxpayers are entitled
to recover tax supported in the purchase of
goods and reception of services related to
export activities. If in addition such exporters
carry out sales in the country, they will only be
entitled to recover tax credits imputable to
foreign sales
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Key tax issues

Local Taxes

O Municipalities levy a license tax on commercial
and industrial enterprises, at various rates,
normally ranging between 0.5 and 10 percent
of gross revenue

Other Taxes
O Stamp duty of 1% is imposed when the initial
capital of a company is registered or increased

Capital District Stamp Tax

O On December 2010 a new District Capital
Stamp Law was published, according to which
(and under their own interpretation of the
Law), Mercantile Registries of the Capital
District are charging 10% of the amount of
subscribed or increased capital of companies
and 20% for the sale of a going concern
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Key tax issues

Other Taxes (Cont,)

O There are two kinds of payroll taxes: the social
security contributions and special taxes on
payroll which are destined to specific social
ends (Housing Regime Contribution, Tax on
Prevention, Condition and labor Environment,
and Employee Training Contribution)

O The Science, Technology, and Innovation Law
establishes a mandatory contribution for large
companies, which have annual gross income of
over)one hundred thousand tax units (100,000
T.U.

O The Master Law against Illicit Dealing and
Consumption of Narcoticand  Psychotropic
Substances stipulates that companies who
employ fifty (50) or more employees must
assign one percent (1%) of their annual
operating net profits to drug traffic and
consumption prevention programs. Of this
percentage, zero point five percent (0.5%)
should be assigned to protection programs for
children and adolescents, which have absolute
priority
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| Taxation on China
National Expatriates

Tax Residency

O Individuals are considered to be residents in
Venezuela for tax purposes under either of the
following scenarios:

When they spend more than 183 days in
Venezuela in aggregate during a fiscal year
or if they have spent more than 183 days in
Venezuela in the preceding year

According to the Master Tax Code,
individuals will be considered residents in
Venezuela for tax purposes if they establish
a residence or home in Venezuela, unless
they have stayed in another country more
than 183 days and demonstrate, through
evidence issued by the corresponding tax
authorities, that they are tax residents in
that other country

Individuals are generally required to file
their tax returns on a calendar year basis
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National Expatriates

Taxability

O Tax residency will affect an individual’s
income tax position in Venezuela. The
following table provides a comparative
summary of the Venezuelan tax basis for
resident and non-resident individuals:

Residents Non - Resident
Individuals Individiuals
Income subjectto  Tax worldwide Venezuelan
tax income source income
Tax Rates Progressive tax Flat rate of : 34%

rates from : 6% -
34%

Tax Deductions May claim personal None
deductions and

allowances

Foreign tax credits May credit the None
income tax paid
abroad for income
of extraterritorial
source
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Tax Partner
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