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In brief

The Argentine Official Gazette, on June 10, included Law No. 27,506, which contains a new regime
promoting knowledge-based activities. The regime’s main tax benefits include application of a tax
stability agreement and a reduced corporate income tax rate of 15% on income from certain knowledge-
based activities. The new regime will replace the existing regime, which promoted the software industry,

and will be effective from January 1, 2020 through December 31, 2029.

In detalil

The new regime aims to
encourage the creation, design,
production, and implementation
or adaptation of products and
services (and the associated
technical documentation)
related to, among others, the
following ‘Promoted Activities':

e software, computing, and
digital services

¢ audiovisual production and
post-production activities

e certain scientific and
engineering activities

e geological and prospecting
services

e exportation of professional
services

e activities related to the
industrial sector using ‘4.0
technologies.’

Law 27,506 replaces Law
25,922, which previously
created a regime promoting the
software industry by offering tax
benefits solely to companies
that conducted specific software
activities. Law 27,506 also
includes transitory rules for
companies that received
benefits under Law 25,922.

New tax benefits

Argentine companies that apply
the regime to promote
knowledge-based activities will
benefit from the following tax
incentives:

e Corporate income tax rate of
15% versus the standard
25% rate applicable to fiscal
years beginning on or after
January 1, 2020).

Taxpayers will be entitled to
execute tax stability

agreements with federal tax
authorities providing that the
federal tax burden on income
from Promoted Activities
cannot increase until
December 31, 2029 (when
Law 27,506 expires). The
stability agreements will also
extend to provincial and
municipal taxes if the
provinces and municipalities
adhere to Law 27,506.

Taxpayers will be entitled to
claim a foreign tax credit for
income or withholding taxes
paid, regardless of whether
the income is characterized
as Argentine or foreign-
sourced (with certain
limitations).

Taxpayers benefiting from
the regime will not incur VAT
withholding under domestic
regimes.
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¢ Reductions on the effective rate of
social security contributions and an
additional tax credit related to that
saving to in order to offset
corporate income tax and/or VAT
liabilities. Taxpayers would realize
the tax credit through a certificate
that, if not, used they could transfer
(one time) to another taxpayer.

Main requirements

Taxpayers will be entitled to apply for
the regime if Promoted Activities
generate more than 70% of their
gross revenues. Furthermore,
taxpayers will need to register with the
National Registry of Beneficiaries of
the Knowledge-based Economy
Promotional Regime (Registro
Nacional de Beneficiarios del
Régimen de Promocion de la
Economia del Conocimiento), and
satisfy at least two of the following
conditions:

e demonstrate continuous
improvement to the quality of their
services, products, or processes

e prove a minimum R&D or training
expenditure

e export at least 13% of their
goods/services from the promoted
activities (70% in the case of
professional services).

Taxpayers will be required to pay,
annually, a percentage of the tax
savings obtained under the regime:

e 4% to cover costs incurred by
public authorities for controlling
and supervising the regime’s
administration

e 1.5% to fund the Trust Fund for the
Development of Entrepreneurial
Capital (Fondo Fiduciario para el
Desarrollo de Capital
Emprendedor, or FONDCE).

Observation: Expected regulations
may provide additional guidance on:

o type of activities that can qualify as
Promoted Activities

e registration process

¢ the mechanism to pay the
contributions to finance the regime
(3% and 1,5% on tax savings
obtained, as described above.

The takeaway

Multinational entities engaged in
Promoted Activities should revisit their
operations in Argentina in order to
benefit from the new regime. The
regime’s introduction promotes
Argentina as a jurisdiction for
establishing regional shared service
centers.
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