
Corporate Income Tax
Law No. 05/L–029 dated 22 July 2015, “On Corporate Income Tax”, will enter
into force on 1 September 2015.

This new Law will abrogate Law No. 03/L-162 dated 29 December 2009, “On
Corporate Income Tax”, Law No. 04/L-103 dated 3 May 2012, “On Amending
and Supplementing the Law No.03/L-162 “On Corporate Income Tax”, as well
as any other provision that is in contradiction with this new Law.

Below we have listed some of the major changes and additions to the new Law
“On Corporate Income Tax” (CIT).

Disallowed expenses

As per the new Law “On CIT” the following expenses are also considered as
disallowed for CIT purposes:

 Expenses for presents, other than those with the name and logo of the
company, which are part of the representation expenses.

 Benefits in kind in the form of meals or transportation, unless they
are organized by the company.

 Rent expenses for apartment needed for the accommodation of
resident or non-resident employees.

 Losses from transactions between related parties, unless the
transaction is performed at arm’s length.

 Expenditure covered from grants, subsidies and donations, in
compliance with regulations and earnings criteria.

 Losses in specific weight or substance, damages, remains, surplus,
destructions or demolitions during production, transport and storage,
beyond the norms set forth in special legal and sub-legal acts.

Allowable expenses

With the implementation of the new Law “On CIT”, the following expenses
will be fully deductible for CIT purposes:
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 Training expenses paid by the employer for the employee as long as
such training is work-related.

 Advertising and promotion costs, which are incurred through
different forms of information, such as: TV, radio, newspaper,
magazines, direct commercials, internet, posters, flyers, billboards,
transit commercials and other similar ones.

Limited allowable deductions

As of 1 September 2015, the following expense limitation will become
effective:

 Representation costs should be limited to 1% of annual gross income
(currently it is 2%) in order to be considered as deductible for CIT
purposes.

 Donations or sponsorship for humanitarian, health, education,
religious, scientific, cultural, environmental protection and sports are
considered as contributions for public interest and are recognised as
deductible for CIT purposes up to a maximum of 10% (currently it is
5%) of taxable income computed before these contributions are
deducted. Furthermore, contribution for certain areas may have an
additional allowance up to 10%.

Bad debts

As per the new Law –“On CIT”, bad debts up to EUR 500 will not be required
to initiate procedures with judicial bodies.

Moreover, uncollected amounts are not considered as bad debt if:

 Transactions with the same debtor have been repeated after the
announcement of the bad debt, excluding public services.

 Bad debt is between the related parties; there is no sufficient
evidence that there were made substantial attempts to collect debt,
including any applicable action to maximize the debt collection.

 There have passed twenty four (24) months from the obligation for
payment.

In addition, banks, foreign bank branches and non-banking financial entities
licensed by Central Bank of Kosovo for exercising the lending activity, can
recognize as deductible expense for CIT purposes the write-off of bad debt
with respect to the lending process after:

 365 days after the submission of request for the commencement of
the proceeding of obligatory execution with the executor, in case the
loan has been secured with personal estate or real estate;

 365 days after the issuance of Court Order for execution, in case the
loan has not been secured with personal estate or real estate.

Amortization

In accordance with the new Law on CIT if the useful life of intangible assets is
not determined, the amortization expenses are allowed up to 20 years.

Special Allowance for New Assets

As of 1 September 2015, a special allowance at a rate of 10% of the acquisition
price of an asset is allowed in the year in which the assets is first placed into
service, only if such asset relates to any production lines for plants and



machinery, rolling stock and locomotives used for the railway transport,
airplanes, ships, heavy machines for transport, equipment for transport of
soil, bulldozers, digging machines and other heavy machines for the purposes
of taxpayers’ economic activities.

Such special allowance is allowed only if the asset is new or is placed in
Kosovo for the first time. Deduction is not allowed if the asset is transferred
from an existing business or a previous business in Kosovo.

Tax losses

With the implementation of the new Law, tax losses can be carried forward up
to 6 successive tax years, instead of 7 years as in the old Law “On CIT”.

Withholding Tax

New provisions on withholding tax have been introduced in the new CIT Law
as well, where among others:

 Each taxpayer making payments to non-business natural persons,
farmers, agriculturist, collectors of recycle materials, forest fruits,
healing plants and similar, should withhold tax at the rate of 3% of
gross payment, at the moment of payment.

 Withholding tax at the rate of 5% of the gross income is applicable to
non-resident individuals or entities who do not create Permanent
Establishment in Kosovo, but have carried out work in Kosovo.

[Source: Law No. 05/L -029, issued by the Ministry of Finance, Official
Gazette No. 24/2015, published on 18 August 2015.]

Personal Income Tax

As of 1 September 2015, Law No. 05/L-028 dated 22 July 2015, “On Personal
Income Tax”, will become effective.

The new Law will abrogate Law No. 03/L-161 dated 29 December 2009, “On
Personal Income Tax”, Law No. 04/L-104 dated 3 May 2012, “On Amending
and Supplementing the Law No. 03/L-161 on Personal Income Tax”, and any
other provision in contradiction to the new Law.

Among other changes, which are in line with the additions and changes of the
new Law “On CIT”, below are listed only the changes in relation to the ‘exempt
income’ for Personal Income Tax (PIT) purposes.

More specifically, as of 1 September 2015, the following income will also be
exempted for PIT purposes:

 Wages of individuals with disabilities as foreseen under relevant laws
for these categories.

 The entire expenses paid by an employer for the formal training of his
employees, so that the latter can acquire the relevant skills needed to
perform assigned tasks (it was up to a limit of EUR 1,000 per year).

 Mandatory contributions paid by the employer for health insurance
for the employee, as defined by relevant legislation on health
insurance.



[Source: Law No.05/L-028, issued by the Ministry of Finance, Official
Gazette No. 22/2015, published on 14 August 2015.]

Value Added Tax

As of 1 September 2015, Law No. 05/L-037 dated 22 July 2015, “On Value
Added Tax”, will come into force.

This new Law is in accordance with the EU VAT Directives, and abrogates Law
No.03/L-146 dated 29 December 2009, “On Value Added Tax”, Law No.
03/L-197 dated 15 April 2010 “On Amending and Supplementing Law
No.03/L-146 on Value Added Tax”, as well as other laws which have amended
and supplemented the aforementioned laws.

Below you may find some of the changes and additions which the new Law
“On Value Added Tax” (VAT) introduces. The following law provision should
not be seen as comprehensive.

Registration requirements

Entities in Kosovo will be required to register for VAT purposes if they receive
a turnover of EUR 30,000 within a calendar year (used to be EUR 50,000).

However, VAT registration for expatriates (foreign entities) should be done at
the start of their economic activity in Kosovo, regardless of the threshold.

Taxable entities

Starting from 1 September 2015, non-profit organisations which are financed
by membership fees, donations, grants for the purpose of their non-profit
activity shall not be considered as a taxable entities.

VAT rates

As of 1 September 2015, the following VAT rates will apply:

1. Standard VAT rate of 18%.
2. Reduced VAT rate of 8% for the following supplies:

 Supply of water, except bottled water.
 Supply of electricity, including transmission and distribution

services, with central heating, waste collection and other waste
treatment.

 Grains such as barley, corn, maize varieties, oats, rye, rice and
wheat.

 Products made from grain for human consumption, such as
flour, pasta, bread and similar products.

 Cooking oils made from grains or oilseeds for use in cooking for
human consumption.

 Dairy and dairy products intended for human consumption.
 Salt used for human consumption.
 Eggs for consumption.
 Textbooks and serial publications.
 Supply including lending of books from libraries including

brochures, leaflets and similar printed materials, children's
picture books, drawing and coloring books, music printed texts
or manuscripts, maps and hydro graphic charts and similar.

 Information technology equipment.



 Supply of medicines, pharmaceutical products, instruments,
medical and surgical devices.

 Medical equipment, ambulances, aids and other medical devices
to facilitate or treat inability for exclusive use by the disabled,
including the repair of such goods and supply with children’s
vehicle seats.

Supply of goods

The new Law “On VAT” introduces also the concept of mixed supplies as
follows:

 Supply of services included in the supply of goods will be considered
as supply of goods.

 Supply of services included in the import of goods will be considered
as the import of goods.

Place of supply of service

Upon entering into force of the new VAT law, the place of supply of services
for transport of passengers will be considered the place where the transport
begins.

Chargeable event and chargeability of VAT for supply
of goods and services

The following rules related to VAT chargeability have been added in the long-
term construction and installation activities:

 If the technical approval of the works completed is performed at a
later date, goods/services can be supplied up to one month after the
Statement of Works is issued.

 If during the year no Statement of Works is issued (or is issued less
than the amount of work actually performed), VAT will be charged at
the year-end as per the actual works performed.

Exemptions on importation

As per the new Law “On VAT” the following imports are VAT exempt:

 Production lines and machinery for use in production process;
 Raw materials used for the production process;
 Information technology equipment.

The Minister shall issue a sub-legal act that determines the criteria for the
products that might benefit from these provisions.

Bad debt for VAT purposes

Based on the new Law “On VAT”, if a payment for a taxable supply is not
received by a supplier and is considered as uncollectable by initiating court
procedures, the respective VAT deduction will be allowed.

As in the new Law on CIT, initiation of court proceeding for bad debts in the
amount up to EUR 500 is not required.



VAT refund claims

As of 1 September 2015, the following will enter into force regarding VAT
refund claim:

 A taxable person may claim a VAT refund if it is in a VAT credit
position for 3 consecutive months, and in the last month the VAT
credit exceed EUR 3,000, provided that all tax declarations are
submitted for the prior periods.

 Taxable persons engaged in exports, may claim VAT refund after each
tax period, provided that the following conditions are met:

o The amount of VAT credit exceeds EUR 3,000 at the end of
the tax period;

o The taxable person complies with all applicable customs and
VAT provisions, and

o All VAT returns and other tax returns for all past periods are
submitted.

[Source: Law No. 05/L-037, issued by the Ministry of Finance, Official
Gazette No. 23/2015, published on 17 August 2015.]

Public Debt Forgiveness

Law No. 05/L-043, “On Public Debt Forgiveness”, has been published in the
official gazette on 18 August 2015 and will enter into force 15 days from the
date of publication.

Outstanding tax liabilities for the period up to 31 December 2014 will benefit
from the Law “On Public Debt Forgiveness” if the debtor agrees to:

 Pay the full amount of outstanding tax liabilities (excluding penalties
and interests) for the period 1 January 2009 until 31 December 2014
at once, or

 Enter into an agreement for paying on instalments the outstanding
tax liabilities (excluding penalties and interests) for the period 1
January 2009 until 31 December 2014.

Debtors who follow the first alternative (i.e. paying the full amount of
outstanding tax principal for the period 2009-2014 at once) are entitled to
total forgiveness of debt (principal, fines, penalties and interest) for the period
until 31 December 2008. In addition, all fines, penalties and interest and any
other obligations arising from the failure of payment of principal for the
period 1 January 2009 to 31 December 2014, will be removed.

While, debtors who choose to pay the outstanding tax principal for the period
1 January 2009 until 31 December 2014 on instalments are entitled to total
forgiveness of debt (principal, fines, penalties and interest) for the period until
31 December 2008 and removal of penalties only (i.e. the taxpayer will still be
liable to pay interest due) for the period 1 January 2009 to 31 December 2014.

It is important to note that besides forgiveness of interest, penalties and fines,
the draft law does not provide forgiveness of outstanding debt (i.e. principal)
arisen after 31 December 2008.

[Source: Law No.05/L-043, issued by the Ministry of Finance, Official
Gazette No. 24/2015, published on 18 August 2015.]
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