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Portuguese Budget Law for 2019 -
Selection of Tax Measures

The Portuguese Budget Law for 2019 was published
on 31 December and enters into force on 1 January
2019. The Budget Law includes several tax measures
impacting on areas that range from corporate tax,
personal income tax, indirect taxes and property taxes.

Despite certain expectation that there could be
significant tax changes, the final document has not
included any major structural amendment but rather
simple adjustments/clarifications and, therefore, may
be framed as a consolidation Budget with focus on
stability and continuation of the tax/economic policy
of the last years.

Having said this, the Budget may be divided in two
main structural ideas: stability and reinforcement.

As for stability, all the suggestions for reduction of the
personal income tax rates and progression, as well
as possible changes to the so-called non-habitual

Corporate Income Tax (CIT)

« Impairment losses on receivables of doubtful of
recovery are no longer recognized for tax purposes
if the credit is linked to a company held, directly or
indirectly, in more than 10% of its share capital by
the same shareholder (company or individual). This
is not applicable if the debtor is under an insolvency
or revitalization type procedures (judicial or of-court)
or if the credits have been claimed judicially or
through arbitration courts.

Since 2014, amortization costs of intangible assets
(such as (e.g. goodwill acquired in a business
combination, trademark and licenses) (i) acquired
for consideration; and (ii) with no defined life span,
are tax deductible, during 20 years after their initial
recognition (in equal parts each year). The Budget
includes a provision that such costs will no longer
be deductible if the intangible assets are acquired
from a related party entity, as provided by the
transfer pricing rules.

» The Budget for 2019 aligns the Portuguese capital

regime for inward expatriates were not incorporated
in the final text. To the contrary, the key Budget
highlights indicate government tax policy directed
to reinforcement of anti-abusive and transfer pricing
orientated measures and the creation of a new tax
regime for “ex-residents” to curb the brain-drain.
This Budget still continues to push the level of tax
incentives connected with productive investment and
a special focus on preservation and enhancement of
forestry resources.

Absent from the Budget are measures for the
transposition of the EU Anti-avoidance Directive
(ATAD), which the Government is expected to cover in
a separate piece of legislation.

Garrigues tax team provides a first insight into the
25 most relevant tax measures, which will essentially
apply as from 1 January 2019.

gains rules applicable to non-residents on the
transfer of real estate rich companies with other
provisions, such as the recently implemented
taxation of foreign indirect shareholdings. It is now
approved a clarification to the domestic capital
gains exemption providing that indirect transfers
of real estate rich companies should not benefit
from the domestic capital gain exemption, when
realized by non-residents. An asymmetry between
the taxation of residents and non-residents remains
in place.

Under the current tax regime for investment support
(RFAI), companies may benefit from a tax credit
against tax due for certain qualifying investments.
The Budget approves an increase to the maximum
limit for eligible investments from €10 million to €15
million that benefit from the application of a 25%
tax credit. The 10% tax credit continues to apply for
investments above €15 million.

The current deduction for retained earnings and
reinvested earnings (DLRR) is essentially an incentive
that provides the ability for micro, small and
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medium-sized companies to apply a CIT deduction
of 10% of their retained and reinvested earnings used
for the acquisition of relevant expenditure. The Budget
increases the maximum amount of retained and
reinvested profits which may apply for tax deduction
from €7.5 million to €10 million.

» There are also a number of additional adjustments
and extensions of the tax incentives, with particular
mention the contractual tax incentives and to the
special regimes applicable to forestry activities (either
via investment funds or entities that undertake
forestry management activities). Following the recent
abolition during 2018 of the important job creation
tax incentive, the Portuguese Government anticipates
(subject to approval under EU State Aid rules) of the
intention to put forward an job creation incentive
targeted to Portuguese inland regions allowing
deduction of additional 20% of labor related costs
(with a limit of the CIT payable in each period).

«The autonomous tax (CIT charge over certain
expenses) is a special feature of the Portuguese tax
regime ultimately designed to disincentive certain
corporate expenses. The Budget widens the scope of
this autonomous tax by increasing the rates for costs
linked with light passenger vehicles and motorcycles
from 10% to 15% (vehicles with acquisition cost lower
than € 25.000) and from 35% to 37,5% (vehicles with
an acquisition cost equal or higher to € 35.000).

« Capital gains arising from the disposal of real estate
assets derived by entities that are resident in blacklisted
jurisdictions are taxed at an autonomous rate of 35%.

« The deadline for submission of CIT tax return in case of
cessation of activity changes from thirty days counting
from the cessation date to the end of the third month
following the date of the termination of the activity.
This new three month deadline applies equally to any
CIT tax return of the prior fiscal year to the termination
of the activity if and when the deadline has not yet
elapsed.

Personal Income Tax (PIT)

«A new tax regime planned to be applicable
until 2023 is approved for the so-called “ex-
residents” which return to Portugal, providing that
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employment income (Category A) and business and
professional income (Category B) will be taxed only
at progressive rates on 50% of the income derived,
when:

- Taxpayers become tax resident within 1January
2019 and 31 December 2020;

- Taxpayers have been tax residents in Portugal in
any given fiscal year prior to 31 December 2015
(and not been considered resident taxpayers in
the 3 years prior to the start of the regime); and

- Taxpayers have not requested for the application
of the non-habitual tax regime (ie. in other
words it is not cumulative with NHR status).

The PIT code foresees an exemption for capital gains
assessed with the disposal of immovable properties
destined solely as a main permanent dwelling of
the taxpayer, provided that the realization value is
reinvested in another property with similar destiny.
Among several minor amendments/ extensions of
the scope of the reinvestment, the Budget provides
that this exemption will not be applicable when
these properties have benefited from state or
public support for its acquisition, construction or
rehabilitation with a value exceeding 30 % of the
tax property value of the real estate and are resold
within 10 years of its acquisition/rehabilitation
conclusion .

The Budget provides that supplementary work
income and income relative to prior years should
be subject to advance withholding taxes, with
specific withholding taxes being applicable to such
income streams. In the same way as for holiday and
Christmas subsidies, those income streams should
not be added to the regular income for purposes of
determining the general withholding tax applicable
under the PAYE system.

The PIT tax return deadline for submission will be
change from 31 May to 30 June of each calendar year.

The Budget also includes an authorization for
the government to review the capital gains rules
applicable on the allocation of any personal assets
to the conduct of a business or profession by the
individual in order to deem the taxable event only
the effective disposal of the asset.
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« As from January, 1 onwards, no WHT should apply
to income received by non-resident individuals
working for the same entity, until the minimum
guaranteed wage amount.

« Portugal implemented confidential offshore
voluntary disclosure programs (the so-called
Special Regimes for Tax Regularizations - RERT |
in 2005, RERT Il in 2009 and RERT Il in 2012). In
the framework of those disclosure programs, the
Budget includes a new provision which provides:

«The declarations of tax regularization are to
be transmitted by the Bank of Portugal and
the intervening financial institutions to the
Portuguese tax authorities within a period of 30
days.

« The new rules do not affect the extinction of tax
obligations and the exclusion of liability for tax
offenses resulting from the application of the tax
regularization, but whenever in an inspection
procedure or in the context of tax settlement,
taxpayers invoke those tax regularization, the
Portuguese tax authorities may notify the
taxpayers to provide within 90 days the nature
and details of the infractions covered by the
rules of exclusion of liability.

Indirect Taxation

(VAT and other taxes)

« TheBudgettransposestodomesticlaw EU Directive
2016/1065 dealing with the VAT treatment of
vouchers. Following this transposition, the VAT
Code will include a definition for “voucher’, “single-
purpose voucher”, “multi-purpose voucher” and
establishes the chargeable event and the taxable
value for these types of vouchers.

« In Portugal the VAT rates are as follows: (i) Reduced
rate - 6% (4% for the Azores and 5% for Madeira)
for goods and services included in List | annexed to
the VAT Code; (ii) Intermediate rate - 13% (9% for the
Azores and 12% for Madeira) for goods and services
included in List Il annexed to the Code; and (iii)
Standard rate - 23% (18% for the Azores and 22% for
Madeira) applying to all other goods and services.
The Budget foresees several adjustments to the list

of services and goods subject to the reduced and
intermediate rates, with particular reference to
certain cultural activities that may access as from 1
July 2019 the reduced rate.

« The Budget reduces the scope of the exemption
of the Energy Sector Extraordinary Contribution
applicable to assets allocated to the generation
of electricity through renewable energy sources,
namely in the situations where the production of
energy is covered by guaranteed remuneration
schemes. Under these terms, renewable energy
companies which are covered by this kind of
remuneration regimes are impacted unless
qualifying as cogeneration or renewable energy
with electric power installed below 20 MW.

« The VAT exemption for services provisions/supply
of products related with donations is limited to
provisions / supply of products that do not exceed
10% of the donation value.

Stamp Tax and property taxes

«Since 2017 an additional to the Municipal
Property Tax is levied on real estate properties
with dwelling nature or land for construction
at a rate of 0,4% for companies and 0,7% or 1%
for individuals owning properties with a value
exceeding €1.000.000. The Budget includes
a progressive rate - for individuals owning
properties with a value exceeding €2.000.000
it will be applicable a rate of 1,5%. The same
rates for individuals are applicable for properties
owned by companies but allocated to personal
use of its shareholders, board or management
members.

Last year the Budget approved an increase of the
stamp tax levied on regulated consumer credit
based on the maturity of the loans. The new
rates applicable during 2019 will be as follows:
(i) consumer credit of less than one year (0.192%
from 0.12% per month/fraction); consumer
credit of one year or more (2.4% from 1.5%); (iii)
consumer credit of term of five years or more
(2.4% from 1.5%); (iv) consumer credit of period
not determined (0.192% from 0.12% per month
by the monthly average of the debt).
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« A special tax incentive currently allows
companies involved in a merger to qualify
vfor exemption from RETT with respect to the
transfer of real estate, as well as exemption from
registration fees and stamp tax that normally
would be due. This regime was revised in 2018
and the Budget Law will make this exemption
also automatic (no need for prior request) also
for the case of demergers. The Budget on the
other hand introduces a specific anti-abuse rule
(SAAR) designed to allow the tax authorities to
consider this exemption not applicable if “it is
concluded that the operations had as a principal
purpose or has one of the principal purposes the
obtainment of a tax advantage, which may be
considered verified, namely, when the operations
are not undertaken for valid economic reasons
and do not reflect economic substance, such
as the reinforcement on competitiveness and
productive structure”. In cases where the tax
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authorities apply this SAAR, they are authorized
to issue an assessment increased by 15 per cent.

«Several tax incentives are revoked including: (i)
RETT exemption for acquisition of buildings for the
installation of qualified enterprises of tourist use; (ii)
stamp tax exemption on operations covering units
issued investment funds; and (i) RETT exemption on
the acquisition of real estate by investment funds.

« Thereisan authorization for the Government to change
the classification of urban buildings or autonomous
units as vacant, as well as to set the definition of
‘urban pressured area’, as well as to proceed with
an aggravation of the tax rate of the annual property
tax (IMl) applicable, up until six times its current rate,
to urban buildings or autonomous units that are
vacant for more than two years and located in urban
pressured areas. The tax rate may be aggravated in
each subsequent year in 109 up until 12 times.

Garrigues remains available to discuss with you the potential impact of the new approved measures
on your business or activities.

For more information or if you wish discuss in detail any issues related to this alert, please contact your local Garrigues
professionals and follow our webpage.

For more information:

Fernando Castro Silva
fernando.castro.silva@garrigues.com
T +351 213 821200

Tiago Cassiano Neves
tiago.cassiano.neves@garrigues.com
T +351 213 821200

Pedro Miguel Braz
pedro.miguel.braz@garrigues.com
T +351213 821200

Miguel Primaz
miguel.primaz@garrigues.com
T+ 351226158 860


http://www.garrigues.com

LISBOA PORTO
Av. da Republica, 25 -1° Av. da Boavista, 3523 - Ed. Aviz, 2°
|050-186 Lisboa (Portugal) 4100-139 Porto (Portugal)
T +351 213 821 200 T +351 226 158 860
F+351 213821 290 F+351 226 158 888

Follow us

f ¥ in

This publication contains general information and does not constitute professional opinion or legal advice.
Garrigues Portugal, S.L.P, all rights reserved. exploitation, reproduction, distribution, public commmunication and transformation,
total and partial, of this work, without written permission from Garrigues Portugal, S.L.P. - Sucursal


https://es-es.facebook.com/garriguesabogados
https://twitter.com/garrigues_es
https://www.linkedin.com/company/garrigues

