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In brief 

El Salvador’s Tax Administration has delivered to Congress a bill (known in the country as a ‘law project’) 

that proposes reforms to the Tax Code. If approved, this bill will generate significant changes for 

multinational companies operating in El Salvador. The bill is currently being studied by Congress and 

has not yet been discussed in a regular legislative session. 

 

In detail 

Tax Code reforms  

The aforementioned bill 
contains changes to various 
topics. Its most considerable 
changes are those regarding 
transfer pricing and related 
documentation. Some of the 
most substantial changes 
include:  

Definition of related parties  

The current conditions for an 
entity to be considered a related 
party will be modified (or 
expanded) to the following:  

 When one of the parties 

oversees or controls the 

other, or possesses, directly 

or indirectly, at least 20% of 

its capital stock or voting 

rights (previously 25%).  

 When five or less parties 

oversee or control both 

parties, or together hold, 

directly or indirectly, a 

participation of at least 20% 

of the capital stock or voting 

rights of both parties 

(previously 25%).  

 Two or more parties, when 

its members are the same, by 

majority, even if there is not 

direct or indirect 

participation between parties 

or its members.  

 An entity and its 

administrators, or an entity 

and the administrators of 

another entity, when both 

entities are part of a same 

decision making unit or 

business group.  

 In a union of persons, de 

facto business association or 

business cooperation 

agreement or joint venture 

contract, when one of the 

contractors or associates 

participates directly or 

indirectly in more than 20% 

of the result or profits of the 

contract or the activities 

derived from the 

aforementioned association 

(previously 25%).  

With this proposed reform, 
exclusive distributors or foreign 
suppliers providing over 50% of 
a local company’s purchases will 
no longer be considered related 
parties.  

Definition of tax havens  

Preferential tax regimes, low or 
no taxation territories, or tax 
havens will include, in addition 
to those defined as such in El 
Salvador’s current Tax Code, 
countries or territories that 
meet the following criteria: 
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 When the territory’s current laws 

or administrative practices do not 

allow the exchange of information 

for fiscal matters with other 

countries regarding taxpayers that 

are benefitting from a lower tax 

rate.  

 When the territory allows for a 

foreign (nonresident) taxpayer to 

benefit from a lower tax rate, even 

when their activities are effectively 

not undertaken in the country.  

Implementation of the Organisation 
for Economic Co-operation and 
Development’s (OECD) transfer 
pricing methods  

The proposed amendments would 
define the valid OECD-based 
methodology to address the following 
topics:  

 Comparability analysis.  

 Comparability adjustments.  

 Accepted methods.  

(Besides the methods outlined and 

accepted by the OECD’s transfer 

pricing guidelines, the bill includes 

an additional method named 

“Transactional Price of Exported 

Goods”, which can be applied for 

the export of goods with a known 

price or quotation from a 

transparent market).  

 Analysis of results.  

 Information that must be included 

in transfer pricing documentation 

(TPD).  

The TPD must contain, in addition to 
the requirements mentioned in the 
OECD’s transfer pricing guidelines, 
relevant budgets and forecasts 
regarding the entity’s business.  

Obligation to submit transfer pricing 
documentation 

If an entity engages in transactions 
with related parties and has a gross 
income equal to or higher than USD 
571,429, the taxpayer will be required 
to name a transfer pricing auditor and 
submit its TPD to the country’s tax 
administration within the first four 
months after the end of the fiscal year. 
An entity’s transfer pricing auditor 
cannot be the same auditor that issues 
the entity’s ‘Auditor’s Opinion’ on tax 
issues and corresponding report for 
the same fiscal year.  

Transfer pricing information return  

The transfer pricing information 
return (known as Form 982) must be 
submitted to the tax administration by 
all taxpayers that are obligated to 
name a transfer pricing auditor. The 
obligation to submit this return 
remains even if an entity does not 
undertake operations with related 
parties, as long as the taxpayer has a 
gross income equal to or higher than 
USD 571,429.  

Relevant fines and penalties  

 Failure to submit TPD (up to a year 

from the day following the 

submission deadline): 0.05% of the 

entity’s equity or shareholder’s 

equity, minus the unfulfilled 

revaluation surplus.  

 Submission of TPD outside the 

established legal timeframe: 0.01% 

of the entity’s equity or 

shareholder’s equity, minus the 

unfulfilled revaluation surplus.  

 Submission of TPD without 

compliance of the Tax Code’s 

requisites, either in a total or 

partial manner: 0.01% of the 

entity’s equity or shareholder’s 

equity, minus the unfulfilled 

revaluation of fixed assets’ surplus.  

 Failure to appoint an auditor to 

provide TPD or appointing the 

auditor outside the established 

legal timeframe: 0.05% of the 

entity’s equity or shareholder’s 

equity, minus the unfulfilled 

revaluation surplus.  

 Failure to notify the appointment 

or resignation of the transfer 

pricing auditor, or doing so outside 

the established legal timeframe: 

0.01% of the entity’s equity or 

shareholder’s equity, minus the 

unfulfilled revaluation of fixed 

assets’ surplus.  

The relevant fine or penalty in any of 
the cases mentioned above, cannot be 
less than four times the current 
monthly minimum wage, which as of 
October 2016 stands at USD 251.70. 

Enactment  

The bill is still to be studied and 
discussed by El Salvador’s Congress at 
a yet to be specified date.  

The takeaway 

If approved by Congress and ratified 
by the Executive branch, the 
aforementioned bill will bring 
considerable changes to El Salvador’s 
transfer pricing outlook. 

Taxpayers will need to take additional 
care in terms of transfer pricing 
compliance, since the 
documentation’s technical and 
practical requirements will be stricter. 
The Tax Authority will gain improved 
resources, not only in terms of their 
transfer pricing audits, but also with 
both new preemptive and corrective 
measures to guarantee transfer 
pricing rules are being followed. 
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Let’s talk   

For a deeper discussion of how this issue might affect your business, please contact: 

Transfer Pricing 

Edgar Mendoza, Guatemala City 
+1 502 2420 7800 
edgar.mendoza@gt.pwc.com 

Rodrigo Reyes, Santo Domingo 
+1 809 567 7741 
rodrigo.x.reyes@do.pwc.com 

Horacio Peña, New York 
+1 646 471 1957 
horacio.pena@pwc.com 

 Stay current and connected.  Our timely news insights, periodicals, thought leadership, and webcasts help you 
anticipate and adapt in today's evolving business environment. Subscribe or manage your subscriptions at:  

pwc.com/us/subscriptions 
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