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Colombia
New legislation to refine existing rules and counter tax evasion

Eliana Bernal
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Many significant changes to the 
Colombian tax system were introduced 
at the end of last year. But while 
modifications made in previous years 
were clearly reflected in the Paying 
Taxes results, these latest changes 
do not affect the case study company 
given its specific fact pattern. The 
changes largely relate to improving 
the legislation connected with 
corporate reorganisations, permanent 
establishments and thin capitalisation 
rules; legislation which in some cases 
was perceived to be operating in a way 
which had not been anticipated. These 
latest reforms are an important part 
of the reform process in Colombia to 
combat tax avoidance and tax evasion.

Rules concerning certain group 
reorganisations including mergers and 
spin-offs, have been tightened to close 
loopholes and to close down certain tax 
planning options. This has left only a 
few well defined instances where the 
reorganisation of companies can be 
carried out tax neutrally.

There were also changes to the capital 
gains tax regime. A 10% withholding 
rate will now apply if a seller owns 
an asset for more than two years. 
These changes have been made 
to favour direct sales rather than 
encouraging the complex tax planning 
arrangements and reorganisations 
which were sometimes used by 
companies seeking to avoid the 
previous 33% rate.

New thin capitalisation rules have also 
been introduced.  The new regime 
disallows a tax deduction for interest 
if the debt exceeds three times the net 
equity at the end of the preceding tax 
year. However, we see challenges in 
applying this new legislation as it is not 
completely clear how the calculation 
of the non-deductible portion of the 
interest cost should be performed.
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The Congress has implemented several 
measures to deal with tax evasion.  An 
important addition to legislation now 
requires that all transactions must 
have sufficient substance and reality 
to ensure that any expenses related to 
a set of transactions can be deducted.  
The legislation also enables the tax 
authorities to ignore tax planning 
structures if their only purpose is to 
save tax.

So the agenda around tax reform 
in Colombia is very active, but as 
mentioned these reforms are not 
affecting the Paying Taxes results 
which have remained broadly stable for 
the last three studies. The compliance 
indicators at 203 hours and 10 
payments compare favourably with the 
global averages and those of the South 
America region. The Total Tax Rate 
remains high, including significant 
elements related to municipal taxes 
and mandatory contributions which 
add to the corporate income tax.  We 
can expect some useful discussions 
when the South American Paying Taxes 
launch is held in Bogota this year.
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The Total Tax Rate included in the survey by 
the World Bank has been calculated using the 
broad principles of the PricewaterhouseCoopers 
methodology. The application of these principles 
by the World Bank Group has not been verified, 
validated or audited by PricewaterhouseCoopers, 
and therefore, PricewaterhouseCoopers cannot 
make any representations or warranties with 
regard to the accuracy of the information 
generated by the World Bank Group’s models. In 
addition, the World Bank Group has not verified, 
validated or audited any information collected 
by PricewaterhouseCoopers beyond the scope 
of Doing Business Paying Taxes data, and 
therefore, the World Bank Group cannot make 
any representations or warranties with regard 
to the accuracy of the information generated by 
PricewaterhouseCoopers’ own research.

The World Bank Group’s Doing Business tax 
ranking indicator includes two components in 
addition to the Total Tax Rate. These estimate 
compliance costs by looking at hours spent on 
tax work and the number of tax payments made 
in a tax year. These calculations do not follow 
any PricewaterhouseCoopers methodology 
but do attempt to provide data which is 
consistent with the tax compliance cost aspect 
of the PricewaterhouseCoopers Total Tax 
Contribution framework. 

The firms of the PricewaterhouseCoopers global 
network (www.pwc.com) provide industry-focused 
assurance, tax and advisory services to build 
public trust and enhance value for clients and their 
stakeholders. More than 180,000 people in 158 
countries across its network share their thinking, 
experience and solutions to develop fresh 
perspectives and practical advice. 

This publication has been prepared as general 
information on matters of interest only, and 
does not constitute professional advice. No 
one should act upon the information contained 
in this publication without obtaining specific 
professional advice. No representation or warranty 
(express or implied) is given as to the accuracy 
or completeness of the information contained 
in this publication, and, to the extent permitted 
by law, neither PricewaterhouseCoopers nor 
the World Bank Group accept or assume any 
liability, responsibility or duty of care for any 
consequences of anyone acting, or refraining to 
act, in reliance on the information contained in 
this publication or for any decision based on it. 
The World Bank Group does not guarantee the 
accuracy of the data included in this work. The 
boundaries, colours, denominations, and other 
information shown on any map in this work do 
not imply any judgment on the part of The World 
Bank Group concerning the legal status of any 
territory or the endorsement or acceptance of 
such boundaries. The findings, interpretations, 
and conclusions expressed herein are those of the 
author(s) and do not necessarily reflect the views 
of the World Bank, IFC and its Boards of Executive 
Directors or the governments they represent.

This publication may be copied and disseminated 
in its entirety, retaining all featured logos, names, 
copyright notice and disclaimers. Extracts from 
this publication may be copied and disseminated, 
including publication in other documentation, 
provided always that the said extracts are duly 
referenced, that the extract is clearly identified as 
such and that a source notice is used as follows: 
for extracts from any section of this publication 
except Chapter One, use the source notice: “© 
2013 PricewaterhouseCoopers. All rights reserved. 
Extract from “Paying Taxes 2014” publication, 
available on www.pwc.com/payingtaxes”. For 
extracts from Chapter One only, use the source 
notice: “© 2013 The World Bank and International 
Finance Corporation.  All rights reserved. Extract 
from “Paying Taxes 2014” publication, available on 
www.pwc.com/payingtaxes”.
 

All other queries on rights and licenses, including 
subsidiary rights, should be addressed to the 
Office of the Publisher, The World Bank, 1818 H 
Street NW, Washington, DC 20433, USA; fax: 202-
522-2625; e-mail: pubrights@worldbank.org.

© 2013 PricewaterhouseCoopers, the World 
Bank and International Finance Corporation. 
All rights reserved. “PricewaterhouseCoopers” 
refers to the network of member firms of 
PricewaterhouseCoopers International Limited, 
each of which is a separate and independent 
legal entity. The World Bank refers to the legally 
separate but affiliated international organizations: 
International Bank for Reconstruction 
and Development and International 
Development Association.
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