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· Introductory Remarks

Montenegro launched reforms of the tax system and overall financial system in 2001. Main objectives of the tax reform are primarily focused on: encouraging domestic production and investments; making Montenegro more attractive to foreign investors; making locally produced goods more competitive at foreign markets; harmonization of the tax system with the EU Directives and international standards; making the tax system simpler, more efficient and easier for implementation; and generating income required for budget needs support. The tax reform is based on the principles of simplicity, fairness, impartiality, efficiency, stability and applicability.  

Key segments of the tax reform are: introduction of the value added tax (which has been applied since 1 April 2003), which replaced previous retail tax; and use of the self-assessment principle according to which a tax liability is calculated by a taxpayer himself, while the related procedure is controlled by a tax authority. In addition, the tax administration has also been transformed, and some competences related to collection of local revenues have accordingly been delegated to the local self-government. 

STRUCTURE OF THE TAX SYSTEM 

Montenegrin Tax System includes the following taxes:

1. Customs and other Duties,

2. Excises,

3. Value Added Tax,

4. Corporate Income Tax,

5. Personal Income Tax,

6. Property Tax,

7. Real Estate Transfer Tax,

8. Insurance Premium Tax,

9. Tax on Use of Passenger Motor Vehicles, Vessels and Aircraft
10. Contributions for Compulsory Social Insurance (pension, disability, health and unemployment insurance),

11. Sales Tax on Used Motor Vehicles, Vessels and Aircraft,

12. Republic Stamp Duties (administrative fees and duties, court fees, registration fees),

13. Charges for Use of Natural Resources of Common Interest (forests, waters, mineral resources, roads, coastal zone, organization of games of chance), and

14. Local Revenues (taxes, charges and fees).

The Table below shows a comparative review of structure of realized revenues by individual tax types and levels (Republic and Local level) for 2003 and 2004.                                      

                                                             (in %)

	Tax Type
	Realized for 2003
	Realized for 2004

	1
	2
	3

	I Republic Revenues
	94,3
	93,5

	   1. Value Added Tax
	24,9
	26,1

	   2. Excises
	11,3
	11,4

	   3. Customs
	5,1
	5,5

	   4. Profit Tax
	2,5
	2,9

	   5. Personal Income Tax
	16,0
	13,5

	6. Tax on Use of Passenger Motor Vehicles, Vessels and  Aircraft
	-
	0,2

	   7. Real Estate Transfer Tax
	1,1
	0,7

	   8. Contributions for Compulsory Social

       Insurance
	31,2
	31,0

	   8.1 Pension and Disability Insurance
	19,0
	18,3

	   8.2 Health Insurance
	11,5
	12,0

	   8.3 Unemployment Insurance
	0,7
	0,6

	   9. Stamp Duties
	1,0
	1,1

	  10. Charges for Use of Natural and

        other Resources
	1,1
	1,1

	II Local Revenues
	5,7
	6,5

	              TOTAL (I + II)
	100,0
	100,0


Source: Ministry of Finance

MAIN CHARACTERISTICS OF RESPECTIVE TAX TYPES 

1. CUSTOMS AND OTHER DUTIES


The customs system is regulated by the Customs Law ("Official Gazette of RM", No. 07/02, 38/02, 72/02, 21/03, 31/03 and 29/05), Law on Customs Tariff  ("Official Gazette of RM", No. 75/05) and Law on Customs Administration, including relevant by-laws adopted on the basis of the above laws. 

The Customs Law regulates the customs procedure; rights and liabilities of persons participating in the customs procedure; and rights, liabilities and powers of the competent authority for clearance of goods.

Law on Customs Tariff regulates nomenclature of goods and amount of tariff rates. The Law covers 10.229 of tariff items, the number of which has been increased by 1.675 or 19,58% comparing to previous solution.   Average nominal tariff protection rate is 6,17%.

Customs duty is charged and levied as a percentage of the value of goods (“ad valorem”), ranging from 0% to 30%, or as an amount of local currency per unit of measurement (specific duty) for import of certain agricultural products. No customs duty is levied on exported goods.  

Law on Customs Administration regulates scope of work of the tax authority (The Customs Administration) as well as rights, liabilities and responsibilities of the customs officers.  
2. EXCISES 

Excise tax payment liability is regulated by the Excise Tax Law ("Official Gazette of RM", No. 65/01 and 76/05), which was adopted at the end 2001, and has been in force since 1 April 2002, and by regulations adopted on the basis of the said Law.  The Law was amended at the end of 2005, mainly with respect to manner of calculation and payment of excise tax on cigarettes.  
Excise tax is levied on:  alcohol and alcoholic beverages, tobacco products, and mineral oils, mineral oil products and substitutes.

Excise tax on alcohol and alcoholic beverages is payable at the following rates:        

 -  EUR 1,90 per alcohol volume content per hectoliter of beer 
 - EUR 0 (zero) per hectoliter of table wine;

 - EUR 35 per hectoliter of sparkling wine;

 - EUR 40 per hectoliter of other fermented beverages

 - EUR 70 per hectoliter of light alcoholic beverages;

 - EUR 550 per hectoliter of pure alcohol

Excise tax on mineral oils, mineral oil products and substitutes is paid as follows:

 Gasoline and other light oils:

- Euro 0.120/kg for aviation gasoline (tariff code CN 2710.00 11 10); 

- Euro 0.364/liter for motor unleaded gasoline (tariff code CN 2710.00 11 20);
- Euro 0.120/kg for fuel for jet gasoline motors (tariff code CN 2710.00 11 30),

- Euro 0.364/liter for other types of motor fuel (tariff code CN 2710.00 11 90);
Kerosene:

- Euro 0.120/kg for petroleum (kerosene) for motors, (tariff code CN 2710.00 21 10);

- Euro 0.120/kg  for fuel for jet kerosene motors (tariff code CN 2710.00 21 20);
- Euro 0.120/kg for other types of kerosene (tariff code CN 2710.00 21 90);

- Euro 0.069/kg for fuel for jet kerosene motors (tariff code CN 2710.00 21 20), which 

  is used for heating;
 Gas oils:

· Euro 0.270/liter for Diesel fuel (tariff code CN 2710.00 31 00);

· Euro 0.120/liter for Diesel fuel (tariff code CN 2710.00 31 00) which is used as heating oil;

· Euro 0.270/liter for ship and other fuels (tariff code CN 2710.00 32 00);

-
 Euro 0.120/liter for other oils (tariff code CN 2710.00 39 00);
 Heating oils:

- Euro 0.023/kg for low-sulfur oil for metallurgy (tariff code CN   2710. 00 41 00);

- Euro 0.023/kg for other heating oils (tariff code CN 2710. 00 49 00);

Oil gas and other gas hydrocarbons:

- Euro 0.069/kg for mixtures of propane and butane gas (tariff code CN 2711.19 00 10)
- Euro 0.069/kg for other oil gas (tariff code CN 2711.19 00 90).
Excise tax on cigarettes includes specific and proportional excise tax. Specific excise tax for all cigarettes amounts 1,00 €/kg (0,02 €/per pack). Proportional excise tax is 26% of retail cigarette price including excise tax and VAT.  

Retail price of cigarettes is determined by manufacturer himself or by importer and the same is published in the “Official Gazette of RM”. 

Excise tax for other tobacco products is paid per kilogram and amounts: 

  -  Euro 10/kg for cigars and cigarettes,

   - Euro 20/kg for shredded tobacco (for rolling cigarettes),

   - Euro 15/kg for other smoking tobacco

Excise Taxpayer is a manufacturer or importer of excise goods or person to which excise tax liability may be transferred in conformity with the Law (excise licensee, tax exempt user).

Excise tax liability arises when the excise goods is produced on the territory of Montenegro or imported into Montenegro. 

Excise tax is paid on imported excise goods concurrently with payment of customs duties, except for cases when deferred excise tax payment is allowed (storage in a customs warehouse or plant of a tax exempt user). 

Excise tax liability on cigarettes arises on a day of taking over the control excise stamps issued by the Tax Administration. 

Local excise taxpayer calculates excise tax by himself. The excise tax is calculated on monthly basis, while the calculation is given in a tax return which is to be filed with the tax authority until 15th day of a month for the previous month, which is also a deadline for payment of such tax.   

In exceptional cases, excise tax on cigarettes is paid within 60 days from the day of taking over the control excise stamps. 

Marking of excise goods – Prior to their releasing into use or free sale, a producer or importer shall mark tobacco products and alcoholic beverages, except for beer, with excise tax stamp.
Tobacco products and alcoholic beverages to be exported for which foreign supplier failed to submit the excise tax stamps, shall be marked with a special export stamp.  

Tobacco products and bottled alcoholic beverages which are sold in duty free shops should be marked with a separate stamp.  Marking of tobacco products and alcoholic beverages with control excise stamps is regulated in detail under the Decree on Marking Tobacco Products and Alcoholic Drinks with Control Excise Stamps ("Official Gazette of RM", No. 82/05).

3. VALUE ADDED TAX (VAT)
Value added tax liability ("Official Gazette of RM", No. 65/01, 38/02, 72/02, 21/03 and 76/05),is regulated by the Value Added Tax Law, which was adopted at the end of 2001, and has been effective  from 1 April 2003, and by regulations stemming from the said Law. The Law is based on the EU Directive VI Guidelines. Taxation of products and services is done according to the place of consumption, using a principle of consignment point or destination.  Export of goods is exempt from VAT payment (zero rate is applied), while import of good is taxed, having the same treatment as domestic products at local market.

Tax liability is determined according to the invoice method, or method of deduction of “tax on tax”.  Taxpayer determines a tax liability alone, by reducing his tax liability on the account of turnover of goods and services by the amount of calculated or paid VAT on purchase of goods and services or import of goods.

Subject of taxation – Value added tax is calculated and paid on: delivery of goods and services rendered by a taxpayer for a consideration in the framework of his business activities; and on import of goods. 

Newly constructed real estate is also subject to taxation (land is not subject to taxation). 

Tax rates ( - The Law sets forth two positive tax rates: standard tax rate of 17% and lower tax rate of 7%. 
Zero rate is applied on export transactions and on delivery of medicines and medical devices which are funded by the Republic Health Insurance Fund. 

Lower tax rate of 7% is applied on:
1)  Staple-foods (milk, bread, fat, oil and sugar);

2) Medicines, including medicines for veterinary use, except for prescription drugs covered by the Republic Health Insurance Fund.  

3) Orthotic and prosthetic devices, and medical devices surgically implanted in human body, except for medical devices covered by the Republic Health Insurance Fund; 

 4) Textbooks and teaching aids;

 5) Books, monographies and serial publications;

 6) Accommodation services in hotels, motels, aparthotels, tourist settlements, pansions, camps and villas;

 7) Drinking water, except for bottled water;

 8) Daily newspapers and periodicals, except for press, which fully or mostly includes advertising contents;

 9)  Public transportation of passengers and their personal luggage;

 10) Public hygienic services;

 11) Funeral services and products related to such services;

 12) Copyrights and services in the field of education, literature and art;

 13) Copyrights in the field of science and artifacts, collections and antiquities;

 14) Services charged through tickets for cinema and theatre shows, concerts and similar cultural and sports manifestations, except for those legally exempt from VAT 
15) Use of sport facilities for non-profit purposes;

16) Fodder, fertilizers, pesticides, reproduction seeds, seedlings and breeding stock.

Tax Exemptions – Law provides for several types of exemptions: for services of public interest (public postal services, health services, social security services, pre-school education services, sport, religious and other public services); import of goods (products brought in Montenegro within transit customs procedure, services relating to import of goods etc.); temporary import of goods (products imported on temporary basis provided that they are exempt from customs duty according to the custom regulations), and special exemptions (import of goods to be inspected by the customs authority; products that enter free customs zone or free customs warehouse; and products under the customs storage procedure or under import procedure for export on the basis of delay) 

Tax period means a calendar month. Taxpayer is obliged to file monthly VAT return. Tax return is filed by the 15th day in a month following the month for which a tax liability is paid. VAT on import is paid concurrently with the customs duty payment. (VAT is a part of the customs liability). 
VAT Refunding – Taxpayer shall be refunded VAT for: local transactions within 60 days from the day of filing VAT to be calculated (until 1 January, the deadline was 90 days); major importer and taxpayer disclosing more than three times in row a surplus of input VAT shall be refunded such VAT within 30 days from the day of filing VAT to be calculated (previously, 60 days). 

Special taxation procedures – Special taxation procedures are provided for small entrepreneurs, farmers, travel agencies and sales agents of used products, artifacts, collections and antiquities. Small entrepreneurs, whose taxable income is less than 18.000,00 € for the last 12 months, are not obliged to register for VAT payment. If they register for VAT by themselves, they shall be obliged to stay within the system for three years. Farmers (who are not VAT payers) are entitled to lump sum remuneration to the amount of 5% of their products sale price (with respect to this amount, a taxpayer who purchased agricultural products shall be granted a tax credit)  

4. CORPORATE INCOME TAX
Corporate income tax liability is introduced by the Law on Corporate Income Tax (Official Gazette of RM, No. 65/01, 80/04), which was adopted at the end of 2001 and has been in force from 1 January 2002 and by regulations passed on the basis of the said Law. The Law was amended in 2004, regarding tax rates and tax relieves.  
Corporate Income Taxpayer – Corporate income taxpayer is a resident or non-resident legal person performing an activity for profit earning. A limited partnership is also subject to corporate income tax. Resident legal person is a person established in the Republic of Montenegro or has its place of management and control on the territory of Montenegro. Non-resident legal person is a person that is not established in the Republic of Montenegro and has its place of management and control outside of Montenegro.  

Subject of taxation – Profit made by a resident in or outside of Montenegro is subject to taxation.  Profit made by a non-resident in Montenegro is subject to taxation. Profit made by a permanent business unit of a non-resident is subject to taxation. Permanent business unit means permanent place of business through which a legal person fully or partially runs its business and which is organized in one of the following forms: head office, branch office, office, factory, workshop, mine, oil or gas fields, quarry or any other place where natural resources are being exploited. Construction site or assembled structure shall be deemed a business unit only if it lasts more than six months. 

Sources of income are profits made from: sale of goods produced in Montenegro; providing services in Montenegro; interest realized by a resident taxpayer or permanent business unit of non-resident; dividends paid by resident; use of property rights in Montenegro; exploitation of natural resources; immovable and movable property located on the territory of Montenegro; sale of immovable and movable property if the seller of which is in Montenegro; insurance and re-insurance against risk realized in Montenegro; other income from operations in Montenegro.  

Corporate income tax is not paid by: the Central Bank of Montenegro, public funds and public institutions which are established by Montenegro or local self-government, except for profit made by selling of goods and services on the market.   

Tax base and tax rate( - Corporate income tax base includes taxable income of a taxpayer. Corporate income tax rate is proportional and amounts 9% of the tax base.

Taxpayer is obligated to account for, withhold and pay tax after deduction for payments made on the basis of: dividends and share in the legal person’s profit, royalties, interests and revenues from the lease of real estate paid to a non-resident legal person. The tax rate amounts to 15%, except for interests for which the tax rate amounts to 5%.

Withholding tax is not paid on dividends and shares in profit used for increase of equity of a taxpayer.

Tax exemptions - A newly established legal entity that conducts a production activity in an economically underdeveloped municipality is exempt from paying profit tax for the first three years upon the start-up of the activity. 

Newly established business unit conducting a production activity in an underdeveloped municipality is also exempt from paying profit tax for a period of three years, in proportion with the share of such profit in the total profit of the taxpayer.

 The Law provides for three types of tax relieves, as follows: 

On the basis of hiring new employees – Tax base shall be reduced to a taxpayer who hires new employees for a permanent employment in a business year, but not less than two years, by gross salaries of such employees plus pertaining contributions for compulsory social insurance paid by employer. This tax relief shall be applied for a period of one year from the day of hiring a new employee.  

On the basis of investments in securities – If profit from capital investment is used for purchase of new securities, such profit is not taxable, if it is reinvested within 12 months from its arising.  Profit from sale of securities held by a taxpayer for more than two years in his portfolio is exempt from taxation. 

For program activities of the NGOs - Legal entities established as non-governmental

organizations are exempt from profit tax up to the amount of Euro 4,000, if they use this profit in order to attain the objectives for which they have been established.

The exemption is established by the decision of the competent tax authority.  

Avoiding double taxation – Resident taxpayer who makes profit outside of Montenegro and pays tax on such profit in another state is granted a tax credit amounting to the profit tax paid in that country. The tax credit is limited to the amount of tax that would be paid according to applicable tax rate in Montenegro
Calculation and payment of profit tax – Tax period for which the profit tax is calculated covers fiscal year (calendar year, except for in case of liquidation or start-up of activities in the course of a year). 
Profit tax is calculated following expiration of a fiscal year or another tax period, according to the tax base realized in that period.  

Taxpayer pays profit tax in the course of a year by paying monthly tax advances, the amount of which is determined on the basis of profit tax return for previous year.   

Tax advances is payable by the end of the current month for a previous month to the amount of 1/12 of a tax liability for preceding year.  

Tax return – Profit taxpayer is obliged to file tax return to the competent tax authority for the period for which the profit tax is calculated. The tax return is filed within three months at the latest from expiration of the period for which the tax is calculated. The tax calculated in the tax return shall be paid within the same period. 
5. PERSONAL INCOME TAX  

Personal income tax liability has been introduced by the Law on Personal Income Tax (“Official Gazette of RM”, No.65/01 and 37/04) effective from 1 July 2002, and by regulations stemming from the said Law. The Law was amended in 2004 with respect to tax rates and tax relieves. 

Taxpayer – Personal income taxpayer is a resident or non-resident natural person who earned income from sources determined under the Law. When two or more natural persons jointly earn income, a taxpayer is any of these persons in proportion with the share in such income. 
The following persons are exempt from paying income tax:

- Staff members of foreign diplomatic missions in Montenegro and members of their households, if they are not citizens of Montenegro;
- Staff members of foreign consular offices and members of their households, if they are not citizens of Montenegro;
- Officers and experts of the UN technical assistance programs and their specialized agencies; 

- Honorary consuls of foreign states, but only for the income received from the state that appointed them to that position

-  Officers, experts and staff of other international organizations, if they are not citizens of Montenegro or if they not reside in Montenegro;

Revenues are not considered to be personal income if received on the following basis: Assistance in the event of destruction or damage to property due to natural disasters and other extraordinary events; Compensation under health insurance, except for compensation of salaries; Inheritance and gifts; Games of chance and prize competitions; Objects, life and property insurance; Organized social and humanitarian aids; Scholarships and students credits; Pension severance payments. 

In addition to the above revenues, the Decree on Determination of amount of Revenues exempt from Personal Income Tax (Official Gazette of RM, No. 1/06),  defines several types of revenues which are exempt from personal income tax (meal allowances, per diems for business travels, jubilee awards etc.) 

Tax base – Personal income tax base includes a taxable income. The taxable income is a difference between income and recognized expenditures (costs) incurred by the taxpayer with respect to such income earning and maintaining.

Tax rates – Annual personal income tax is computed by using the following tax scale: 
	Taxable income amount in  €
	Tax amount in €

	Up to 785
	0%

	From  785 to 2615
	0 € + 15% on the amount over 785 €

	From 2615 to 4577
	274€ + 19% on the amount over 2615 €

	Over 4577


	647 € +23% on the amount over 4577 €


Sources of Income – Personal income tax is paid on revenues earned on the basis of: personal earnings; independent activities; property and property rights; capital and capital gain.  
Personal income taxation – Personal income means an income that a taxpayer earned on the basis of employment and earnings defined under the employment. Taxable income from personal income includes gross earnings. 

Personal income tax is calculated, withheld and paid by employer or payer of such earnings, every time such earnings are disbursed, using a monthly tax scale: 

	Taxable income amount in €
	Tax amount in €

	Up to 65
	0%

	From  65 to 218
	0 € + 15% on the amount over

65 €

	From 218 to 381
	22.9€ + 19% on the amount over 218 €

	Over 381
	54.0€ +23% on the amount over 381 €


Taxation of independent activities - Income from independent activities includes an income earned from: commercial activities, freelance professions, professional and intellectual services and other independent activities other than main activity of a taxpayer, which are performed from time to time for profit earning. Taxable income from independent activities is a taxable profit of the taxpayer. 
Tax advances on income from independent activities are paid monthly to the amount of 1/12 of the tax liability under the annual tax return for preceding year. 

Tax advance which is paid on this account shall be deemed a tax credit with respect to tax liability under the tax return. 

Taxpayers who earn income from intermittent independent activities shall be recognized standard expenses to the amount of 35% of earned income (if their real expenses are not documented), while the tax rate is 20%.   

 Lump sum taxation of income from independent activities – A taxpayer, whose total turnover in a year preceding the year for which the tax is determined (or whose expected turnover in the moment of start-up of activities) is less than Euro 18.000 can be allowed to pay the annual lump sum tax. 
The Rulebook on Lump Sum Taxation of Income from Independent Activities regulates in detail the lump sum taxation, and the taxpayers are classified in 4 groups depending on the type of their activity, while each group is classified into 4 subgroups depending on the amount of achieved turnover. 

Taxation of Property and Property Rights- Income from property and property rights includes revenues earned on the basis of: renting of movable and immovable property; time-bound cession of copyrights, industrial property rights and other rights.  
Tax base (taxable income) for payment of the tax on income from property and property rights  includes a difference between total income earned from renting of movable and immovable property, copyrights and industrial property rights and total expenses incurred with respect to earning such income in the same tax period. 

Expenses incurred on the basis of property and property rights include real expenses incurred with respect to earning such income (if they are documented) or standard expenses to the amount of 35% of the income earned from property and property rights, except for income from renting of rooms, apartments and houses for holiday to travelers and tourists, where standard expenses amount to 50% of the income earned. 

Tax advance on income from property and property rights is calculated, deducted and paid in the course of the year by a payer of related receipts (legal person or entrepreneur), or a taxpayer (in case of  direct income earning) concurrently with collection of such receipts by applying the tax rate of 20% on the taxable income. 

Taxation of income from capital –Income from capital includes revenues on the basis of: interests; shares in profit earned by members of management board or employees in cash or in shares; use of property or services by capital owners or co-owners for their private purposes.  

Payer of income from capital is obliged to calculate, withhold and pay a tax on income from capital concurrently with payment of revenues at the rate of 15%, except for income from interests made by non-residents (tax rate is 5%).  

Taxation of income from capital gains – Capital gain includes income from sale of a real estate or share in the legal persons’ property and securities (assets) if the sale is performed within 2 years from the day of acquisition of such assets. 
Taxable income from capital gain is a difference between sale and acquisition price of the assets, adjusted by increase of retail prices from the day of acquisition to the day of sale of such assets. 

A resident pays the tax concurrently with filing of the annual tax return, while the taxable income from capital gain is included in the tax base to the amount of 50%.  

Tax on capital gains earned by a non-resident is paid at the source at the rate of 15%.  

Filing of Annual Tax Return – Personal income taxpayer is obliged to file annual tax return to the competent tax authority upon expiration of a fiscal year by end April of the current year for a preceding year.  
The taxpayer calculates personal income tax by himself in the tax return, by applying progressive tax rates on the tax base, while the total tax so calculated is reduced by the tax advances paid at sources.  

If, by paying the tax advances, a taxpayer overpaid the tax under the tax return, the amount of overpaid tax is refunded to him at his personal request or is included in a tax advance for the next tax period.  

Persons exempt from filing of annual tax return -  Annual tax return is not filed by a taxpayer for income earned on the basis of: personal income stemming from employees’ wages, if such income is earned with one employer in the same accounting period; income from other independent activities other than main activity of the taxpayer; income from capital; income from independent activities taxed at the flat-rate, where the tax advances paid are deemed to be finally determined tax on that account.  
6. CONTRIBUTIONS FOR COMPULSORY SOCIAL INSURANCE 
Payment of contributions for compulsory social insurance is regulated by the following laws: Law on Pension and Disability Insurance  (Official Gazette of RM, No. 54/03, 39/04 and 79/04), effective from 1 January 2004, Law on Health Insurance (Official Gazette of RM, No. 39/04) effective from 10 June 2004, and  Law on Social Insurance Contributions (Official Gazette of RM, No. 23/93 and 45/98), the section relating to unemployment insurance contributions, while its underlying solutions have been in force since 1993.

The above Laws govern all issues relating to payment of contributions for respective types of compulsory social insurance (insured, payer, base, rate, manner of payment etc.). Main principle is that these contributions for compulsory social insurance are paid by the employee (the insured) and employer.  

Gross personal income is a base for calculation of the contributions, which implies net personal income (wage), tax and contributions paid by the employee out of such income. 

Contribution rates on Personal Income of Employees (wages etc.) are as follows: 

	 Type of Contribution
	Payer


	Total

	
	The Insured
	Employer
	

	Pension and Disability Insurance
	12 %
	9.6 %
	21.6 %

	Health Insurance
	7.5 %
	6 %
	13.5 %

	Unemployment Insurance


	0.5 %
	0.5 %


	1.0 %

	Total:


	20.0 %
	16.1 %
	36.1 %


Contributions paid by entrepreneurs – Entrepreneurs (insured persons in the framework of independent activities) pay contributions for compulsory social insurance at the following rates: for pension and disability insurance 21.6%; for health insurance 13.5%, and for unemployment insurance 1%.
Taxable income from independent activities (net income) is a base for payment of these contributions, which may not be less than average wage in the Republic for a month for which the contribution is paid.

Contribution limits –The Law on Pension and Disability Insurance sets maximum annual base for payment of contributions for pension and disability insurance, which is 18.070 € for 2006.
7. Real Estate Transfer Tax
Real estate transfer tax liability (only used, not a new real estate) has been introduced by the Law on Real Estate Transfer Tax ("Official Gazette of RM", No. 69/03), effective from the beginning of 2004. The real estate transfer tax rate amounts to 2% of the market value of a real estate (on a newly constructed real estate transfer, the VAT is paid at the rate of 17%).

Governmental agencies, local self-government units and international organizations are exempt from the tax. Real estate transfer tax is not paid by natural persons who solve their housing problems by acquiring such real estate, however not exceeding 20m2 per a member of the household. 

8. Sales Tax on Used Motor Vehicles, Vessels and Aircraft 
Sales tax on used motor vehicles, vessels and aircraft is regulated by the Law on Used Motor Vehicles, Vessels and Aircraft Sales Tax ("Official Gazette of RM", No. 55/03), effective from October 2003. 

The taxpayer is a purchaser or acquirer of the used motor vehicle, vessel or aircraft, provided that the VAT is not paid on sale of the same. Tax rate amounts to 5% of the market value of the above products. 

Tax exemptions are highly reduced and are related to inheritance and gifts in the first order of succession. 

9. Tax on Use of Passenger Motor Vehicles, Vessels and Aircraft
Tax on use of passenger motor vehicles, vessels and aircraft liability has been introduced by the Law on Tax on Use of Passenger Motor Vehicles, Vessels and Aircraft ("Official Gazette of RM", No. 28/04 and 37/04), effective from early May 2004. The tax rate on motor vehicles ranges from 15 to 150 € (tax liability is reduced by 5% for each year of service life of a vehicle, however not more than 70%), for motorcycles from 10 to 200 €, for boats and yachts from 5 to 400 € and for aircraft from 1.000 to 5.000 €. 

10. Insurance Premium Tax
This tax is paid by insurance companies irrespective of whether they are performing the insurance operations personally or through their agents. The tax rate is 6% on auto liability insurance premiums, and 3% on Casco insurance of motor vehicles. The tax liability is payable by the 10th day in a month for preceding month. Insurance premium tax liability has been introduced by the Law on Insurance Premium Tax ("Official Gazette of RM", No. 27/04 and 37/04), effective from early May 2004.   

12. REPUBLIC STAMP DUTIES (administrative fees and duties, court fees, registration fees),

Administrative fees and duties payment liability is stipulated under the Law on Administrative Fees and Duties ("Official Gazette of RM”, No. 55/03 and 81/05). Amount of the republic stamp duties is determined under the stamp duty tariff, depending on nature of action or document for which the stamp duty is payable. 

Court fees payment liability is stipulated under the Law on Court Fees ("Official Gazette of RM", No. 76/05). The court fee is payable for actions and documents, undertaken in the court procedure. 

The amount of a court fee is determined under the stamp duty tariff and depends on complexity of an action under the court proceedings. The amount of stamp duty liability depends on nature of the court proceedings. 

Registration fees - Registration fees payment liability is stipulated under the Law on Business Companies ("Official Gazette of RM", No. 6/02). These fees are paid at the moment of registration of business companies with the Commercial Court. The amount of the registration fee is from 1 – 50 € depending on nature of an activity or type of a company which is to be registered. 
13. CONCESSION CHARGES
The concession charges are paid for use of natural resources of common interest and exercising public authorizations, i.e. charges for use of: forests; mineral resources; public roads; coastal zone; environment related charges; organization of games of chance. Payment of the above charges is regulated by a special legislation (Law on Forests; Law on Waters; Law on Mining Industry; Law on Coastal Zone; Law on Games of Chance, etc). 

14. LOCAL TAXES
The municipalities, pursuant to powers vested in them under the Law on Financing of Local Self-Government ("Official Gazette of RM", No. 42/03 and 44/03) and according to relevant tax laws, may earn revenues on the basis of:

 - Local revenues (property tax, surtax on personal income tax, consumption tax,  firm or trade name tax, tax on undeveloped building land;
- Local fees (tourist tax, administrative fees and duties and municipal tax), and

- Charges (charges for development of building land, charges for use of building land).
Property tax - Property taxation is performed in accordance with the Property Tax Law ("Official Gazette of RM", No. 65/01), which was adopted at the end of 2001, and has been in force from January 2003, and by the Decree on Detailed Criteria and Methodology for Determination of Market Value of a Property ("Official Gazette of RM", No. 23/03, 26/04 and 31/05). The tax rate ranges from 0,08% to 0,80% of a property market value, while its amount is determined by a municipality, according to its own specific characteristics.
Surtax on Personal Income Tax -The tax is levied by a local self-government by its own regulation stemming from the Law on Financing of Local Self-Government. The surtax rate may be up to 13% for municipalities and up to 15% for the Capital and Old Royal Capital, of a tax base which includes personal income tax. 
Consumption tax – The tax is levied by a local self-government by its own regulation stemming form the Law on Financing of Local Self-Government. The consumption tax is charged on sale of alcoholic and non-alcoholic beverages in catering facilities. 

The tax rate ranges up to 3% for municipalities or 5% for the Capital and Old Royal Capital. The taxpayer is a legal or natural person rendering catering services. The consumption tax rate includes sales price of a beverage excluding VAT and sales tax. 

Firm or trade name tax – The taxpayers are legal or natural persons who are personal income taxpayers or corporate income taxpayers and who are registered for performing business activities. 

The tax is paid in annual amount which is determined by a local self-government, but not exceeding the amount of 300 € per a firm or trade name. 

Tax on gambling and entertainment games – The tax is levied by a local self-government by its own regulation based on the Law on Financing of Local Self-Government and a separate legislation(. The separate legislations govern basic elements (taxpayer, tax base etc.), while the amount and manner of calculation and payment of such tax is determined by a local self-government under its enactment.
Tourist tax – Tourist tax liability is regulated by the Law on Tourist Tax ("Official Gazette of RM", No.11/04 and 13/04).The amount of the tourist tax ranges from 0,10 € to  0,80 €, depending on a type of accommodation facility, favourable conditions and available services.   

The taxpayer is a person who uses accommodation services in a tourist or catering facility outside his place of residence.  

Administrative fees and duties – Administrative fees and duties liability is regulated under the Law on Administrative Fees and Duties ("Official Gazette of RM", 55/03 and 81/05), and by municipal regulations. The taxpayer is a person at whose request a procedure is instituted or an action is undertaken, for which the local administrative fees and duties are payable according to the stamp duty tariff. 
The amount of administrative fees and duties may not exceed the amount of a stamp duty payable for similar documents or actions instituted before the republic administration authorities. 

Municipal taxes( - The taxes are regulated by the Law on Municipal Taxes and Charges ("Official Gazette of RM", No.38/92, 30/93, 3/94, 27/94 and 45/98). The Law sets forth types of rights, objects and services on which municipal taxes may be levied by a local self-government. The municipal tax is paid by a user of right, object or services, the use of which is subject to municipal tax liability.  

Local charges – Local charges liability is regulated by the Law on Building Land ("Official Gazette of RM", No.55/00) and by Law on Roads ("Official Gazette of RM", No. 42/04). The Law requires payment of charges for development and use of urban building land. 

( Until 1 January 2006, single tax rate of 17% was applied. Since then, lower tax rate of  7% is effective.





( Until 2005 two tax rates were applied. Tax rate amounted to 15% for profit up to  100.000 €; tax rate amounted to 20% for profit over 100.000 €





(  Draft Law on Gambling and Entertainment Games is under the Parliamentary procedure. 


( New draft Law on Local Municipal Taxes is under the Parliamentary procedure.
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