MA _ The Malta Tax
INSTITUTE Payment & Tax

OF TAXATION Refund System
MIRAINE VELLA

DISCLAIMER

This material is the intellectual property of Malta Institute of Taxation. It is for the sole use of the registered webinar participant to
whom it was made available, exclusively for their educational purposes. The publication, whether in whole or in part, reproduction,
distribution and/or editing of the content is prohibited. Likewise, the recording of a webinar in audio or video, including by means of
screenshots, is strictly prohibited.

Any views and opinions expressed during this presentation are those of the speaker and do not necessarily reflect or represent the
views and opinions of the Malta Institute of Taxation. The Malta Institute of Taxation does not endorse nor approve, and assumes
no responsibility for the accuracy of, the information provided herein.

Furthermore, as this material is intended for educational purposes only, it does not in any way constitute advice and should not be
relied upon as such. Any reference to practices, whether past or present, should not be construed as an endorsement thereof. The
Malta Institute of Taxation and the speaker assume no duty of care toward any person who may place reliance on the contents
hereof.

The content of this presentation is intended to reflect the speaker’s understanding of the legislation and/or practices applicable as
at the date of first delivery, that is, the date specified below.
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AGENDA

The Malta Tax Payment System
The Malta Tax Refund System
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THE MALTA TAX PAYMENT SYSTEM




Tax Payment Deadlines

Tax Payment Tax Return Deadline
Year End Tax Return Deadline
January — June 31 March of the following year
July — December 9 months after year end

The tax return deadlines are usually subject to extensions, in the case of
electronic filing, however the extensions do not apply on the tax [\ N
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Tax Payment Deadlines - extensions

Tax Payment Deadline is extended to 18 months after Year End if the company is in
Possession of a Duty Determination in terms of article 47(3)(e).
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47(3)(e) of the Duty on Documents and Transfers
Act

“trust or fiduciary arrangement the income of which qualifies for exemption in terms of
article 12(1)(d) of the Income Tax Act and whose beneficiaries consist solely of individuals
who are not resident in Malta, or a company or partnership, which satisfies the provisions
of sub-article (4)(a), where the trustee, fiduciary, company or partnership, as the case may
be, proves to the satisfaction of the Commissioner that the trust, fiduciary arrangement,
company or partnership carries on, or intends to carry on (within a reasonable time frame

as may be applicable), business, or has, or intends to have(within a reasonable time
frame as may be applicable), business interests to the extent of more than ninety percent
(90%) outside Malta, by demonstrating that it satisfies such conditions as to the
Commissioner may appear appropriate”
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Business Interests outside of Malta

. The company carries more than 90% of the business interests outside of Malta;

The company’s turnover is not derived from any activities carried on with
customers/clients who are resident in Malta;

The company’s turnover is not derived from activities carried on directly or indirectly
Wlm nlgn—re8|dent customers / clients who operate in Malta through a branch situated
in Malta;

The company's turnover is not derived from any retail, catering, on-land entertainment,
manufac unr_w%and other related productive acfivities, transport, agricultural or fishing
activities which are carried on in Malta; and

The company’s turnover is not derived from immovable property situated in Malta.
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THE MALTA TAX REFUND SYSTEM

« The shareholder/s of the company is to register for tax refund purposes with the
Commissioner .

This is a one-time registration which should be done before the Company’s first tax

payment deadline. The Commissioner should be notified in the event of any changes in the

shareholders.

« The company has to distribute a dividend (the dividend can remain as payable in the
distributing company’s books) and issue a dividend warrant showing the dividend
being distributed to its shareholders;

» The shareholder/s of the company has to file a tax refund claim, this has to include
details about the Company, its shareholder/s and their UBO/s as well as the dividend
being distributed during the year in question;

» The shareholder/s should provide the bank account details where the said refund
should be deposited. MALTA
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« Dividends shall first be paid out of Immovable Property Account profits before any profits
allocated to the Malta Taxed Account are distributed.

« No refunds may be claimed in connection with IPA profits. Refunds may be claimed with
respect to profits distributed from the FIA or MTA.
* Applicable Tax Refunds:
« FULL REFUND
+ 2/3rds REFUND
+ 6/7ths REFUND
+ 5/7ths REFUND
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A Full refund may be claimed by a shareholder on distributions of dividends out of
profits arising from a participating holding or from the disposal thereof which profits are
subject to tax and allocated to the Foreign Income Account.

What is a Participating holding?

First and foremost for a holding to be a Participating Holding, it
must qualify as an ‘equity holding’, i.e. a holding in the share
capital of a company which is not a property company, which
entitles the holder to any two of the following rights:

l. Right to vote;
[l. Right to profits available for distribution;
[ll. Right to assets available for distribution on a winding up of
that company.
MALTA
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What is a “property company”?
* The law defines property company as a company which owns immovable
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property situated in Malta or any real rights thereon or a company which holds,
directly or indirectly, shares or other interests in any entity or person, which
owns immovable property situated in Malta or any real rights thereon where 5%
percent or more of the total value of the said shares or other interests so held
is attributable to such immovable property or rights.

Provided that where a company, entity or person carrying on a trade or
business owns immovable property situated in Malta or any real rights thereon,
consisting only of a factory, showroom, warehouse or office used solely for the
purpose of carrying on such trade or business, such company, entity or person
shall, for the purpose of this definition, be treated as not owning immovable
property if not more then 50% percent of the value of its assets consist of
immovable property situated in Malta or any rights over such property and it
does not carry on any activity the income from which is derived directly or
indirectly from immovable property situated in Malta;
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Satisfy ONE out of SIX
1) A company holds directly at least 5% of the equity shares; OR

2 ) The shareholder company is entitled at its option to call for and acquire
the entire balance of the equity shares not held by that equity shareholder
company; OR

3) The shareholder company is entitled to first refusal in the event of the
proposed disposal, redemption or cancellation of all of the equity shares of
that company not held by it; OR
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What is a Participating holding?

4) The shareholder company is entitled to either sit on the Board or appoint a person to sit on
the Board of that company as a director; OR

5) The shareholder company holds an investment representing a total value, as on the date
or dates on which it was acquired, of a minimum of €1,164,000 (or the equivalent sumin a
foreign currency) in a company and that holding in the company is held for an
uninterrupted period of not less than 183 days; OR

6 ) The holding of such shares is for the furtherance of its own business and the holding is not
held as trading stock for the purpose of a trade.
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Anti — Abuse Provisions

Applicable only For Dividends

TEST1 +2 X X
TEST 3 X
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Anti - Abuse Provisions

The body of persons from which dividend income is received would have to satisfy a
number of conditions, being any of the following 3 conditions:

ONEOUTOF 3

. It should be resident or incorporated in a country or territory which forms part of
the European Union; or

[I. It should be subject to any foreign tax of at least 15%; or

[l It does not have more than 50% of its income derived from passive interest or
royalties;
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Anti — Abuse Provisions

Where none of the conditions set out above are satisfied then BOTH of the following two
conditions must be satisfied:

|. the equity holding by the company registered in Malta in the body of persons not resident in
Malta is not a portfolio investment. (Portfolio investments - the holding of shares by a
company registered in Malta in a body of persons not resident in Malta which derives
more than fifty per cent of its income from portfolio investments)

AND

Il. the body of persons not resident in Malta or its passive interest or royalties have been
subject to any foreign tax at a rate which is not less than 5%.
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Applicable to:

1. Companies incorporated on or after 1.1.2007 or who opted to convert to
new regime

2. Did not claim any sort of double tax relief on income allocated to FIA
3. The Income does NOT consists of passive interest or royalties

+ 6/7ths refund allows shareholders of a Maltese company to claim a partial tax
r,\ﬁfTuAnd OIE ltAfJe ACIT (Advanced Corporate Income Tax) on profits allocated to the
or FIA.

Note:

« "Passive Interest or royalties” shall mean interest or royalty income which is not
derived, directly or indirectly, from a trade or business, where such interest or
royalties have not suffered or suffered any foreign tax directly, by way of
withholding, or otherwise, at a rate of tax which is less than 5%

» ACIT: Malta Tax Payable plus relief from double taxation in terms of Double | MALTA

Taxation Relief or Unilateral Relief (does not include FRFTC) “| INsTITUTE
. OF TAXATION
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» Applicable to
1. Companies incorporated on or after 1.1.2007 or who opted to convert to new regime
2. Did not claim any sort of double tax relief on income allocated to FIA
3. The Income consists of passive interest or royalties OR else on dividends
from a participating holding which does not satisfy the anti-abuse provisions

« 5/7ths refund allows shareholders of a Maltese company to claim a partial tax refund of the ACIT

(Advanced Corporate Income Tax) on profits allocated to the MTA or FIA.
Note: "Passive Interest or royalties”

« shall mean interest or royalty income which is not derived, directly or indirectly, from a trade or
business, where such interest or royalties have not suffered or suffered any foreign tax directly, by
way of withholding, or otherwise, at a rate of tax which is less than 5%

« ACIT: Malta Tax Payable plus relief from double taxation in terms of Double Taxation Relief or
Unilateral Relief (does not include FRFTC)
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 The shareholder of a Maltese Company may claim a 2/3rds refund of the
Malta tax paid on profits allocated to the FIA.

+ This refund may be claimed by the shareholder of a Maltese company which
derives any income (even passive interest or royalties).

» May be claimed even when the Maltese company claims relief from double
taxation (of any form even FRFTC).

« Refund is 2/3 of ACIT: Malta Tax Payable plus relief from double taxation in
terms of Double Taxation Relief or Unilateral Relief (does not include FRFTC)

« Therefore, in the of DTR 2/3 is on the 35% (for egs. Malta Tax plus relief)
* In the Case of FRFTC — 2/3 is on 35% LESS FRFTC
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Foreign interest income of EUR 1000. NO withholding tax.
€

Interest income — FIA 1000

FRFTC Gross-up 250

Chargeable income 1250

Tax at 35% 437.50

FRFTC 250.00)

Malta Tax Payable 187.50

Gross Dividend to Non-Resident SH 1.250.00

Tax at source at 35% (437.50)

Net dividend 812.50

Tax at 35% 437.50

Credit for tax at source (437.50)

2/3rds Refund of Malta Tax Paid 125

Effective Tax suffered in Malta 62.50 MALTA

Effective Tax rate 6.25% ) INSTITUTE
OF TAXATION
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Foreign royalties of EUR 2000 (gross). Withholding tax of 5% with proof.

Scenario 1 — Applying DTR and 2/3rds refund

€
Gross Royalties - FIA 2000
Tax at 35% 700
Unilateral Relief (100)
Malta Tax Payable 600
Gross Dividend to Non-Resident SH 2000
Tax at source at 35% (700)
Net dividend 1.350
Tax at 35% 700
Credit for tax at source (700)
2/3rds Refund of Malta Tax Paid 466.66 (2/3rds x 700)
Tax suffered in Malta 134 (600 — 466.66)
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Every company shall upon payment of a dividend furnish the shareholder with a
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dividend certificate. A dividend certificate should include:

v' Gross Taxed amounts of distributed profits in respect of each taxed account,

before deduction of tax;

v' The Total Tax Chargeable on the company showing separately:

the Malta Tax payable after relief of double taxation;

2. the foreign tax in respect of which relief of double taxation has been given;
3. the amount which has been set off against Malta tax pursuant to a claim for

relief of double taxation under FRFTC

v" The amount of distributed profits from each taxed account

24
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Dividend warrant/certificate
v The Tax Payable pursuant to Article 62, 67 and 69

v"Net Amount of Dividend paid to the shareholder

v'Where the tax paid or payable b%{the company on the profits so being distributed is
effected by relief of double taxation, the rate = “the net rate” of tax after the relief

v"Where profits being distributed have been exempt from tax and the distribution of such
profits Is exempt in the hands of the shareholder, a note quoting the relevant law

v'Where profits being distributed include a dividend received from another company, in
respect of which the first company is entitled to a tax refund, a statement declaring that
the first company is entitled to a réfund

v'An analysis of the years from which the dividend is paid:
1. YoA 2007 and prior Years;
2. Each year shown separately from YoA 2008 onwards.
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Can a resident apply for a tax refund in terms of the
ITMA?

If a resident individual applies for refund, he will be taxed at 35% on:
1)  The amount of net dividend paid by a company registered in Malta;
2) The actual refund received.
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For egs. Dividend of Eur 100,000

Tax Leakage after Eur 5000 (Eur 35,000 Less Eur 30,000 Refund)
refund

Tax on net dividend Eur 22,750 (35% x Eur 65,000)

Tax on refund Eur 10,500 (35% x Eur 30,000)

TOTAL TAXSUFFERED Eur 38,250

Effective rate : 38.25% - Higher rate if resident
individual applies for refund
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Where the immediate shareholder of a company is not an individual and
is not resident in Malta, the ultimate beneficial owner can still claim a
refund if he is resident BUT NOT DOMICILED.
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Resident but not domiciled : for egs an
individual who is benefitting under MRP

COIN

NETHERLANDS

CLAIMA REFUND:
provided shareholder is
NOTRESandis NOT an

individual
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