Regional Developments 3

Regional Developments

ANGOLAN TAX
REFORM

<* Angola; Oil companies; Tax

Introduction

The main Angolan tax statutes are dated from the colonial period and
underwent only moderate change following the country’s independence in
1975.

At the turn of the millennium, oil taxes represented more than 80 per cent
of the State’s revenues, well above general income taxes, import and export
duties and taxes on production and commercial activities.

A modern tax system is better suited to existing institutions and fosters
investment, and so, over the last couple of years, the country undertook a
major tax reform aimed, among other things, at reducing the State's
dependence on oil tax revenues. This is to be achieved by broadening the
tax base of other taxes. Cutting the umbilical cord from oil revenues is key,
as they are declining and economic growth is still quite dependent on public
expenditure. However, the question of whether or not this goal will be
achieved still goes unanswered. Non-oil revenues have been slowly growing
since 2010, although not quite at the expected pace.”

The tax reform has been characterised by a stepwise introduction of new
legislation. 2011 was marked by the overhaul of several general tax codes,
including Consumption Tax, Stamp Duty, Investment Income Tax and taxes
on property.

Additional tax codes were published in October 2014, containing several
new rules with a direct impact on oil companies (in particular Consumption
Tax), while other rules impact primarily on oil service providers. Both have
the effect of significantly raising the cost of oil-related transactions in Angola.
Below we discuss the main features of the new laws and their effect on these
players.

Consumption Tax

There is no value added tax in Angola. Instead, there is a monophasic indirect
tax—Consumption Tax—which is levied on certain transactions. Before the
tax reform, Consumption Tax was only levied on a limited number of
operations, such as importations, local production of goods and a restricted
number of services (e.g. hotel and telecommunications services).

From 2012 onwards, following the approval of Presidential Legislative
Decree No.7/11 of December 30, 2011, the scope of the Consumption Tax
was significantly broadened and a number of taxable events were added,
including consultancy services (accounting, audit, financial, engineering and
IT consultancy services, among others), works on personal property or lease
of machinery or other equipment that do not give rise to the payment of
royalties subject to the Investment Income Tax.

' see: Angola Economy Back on Track, Non-Oil Sector Expands, Press Release, hilp://www.worldbank.org
/en/news/press-release/2014/07/07/angola-economy-back-on-lrack-non-oil-sector-expands [Accessed
January 13, 2015).

23ee: Press Release No.14/410, September 3, 2014, hlips://www.iml.org/external/np/sec/pi/2014/pr14410
.htm [Accessed January 13, 2015].
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As arule, oil companies are exempt from Consumption Tax in connection
with their petroleum exploration and production activities, an exemption
entrenched in several petroleum concession decrees, decree-laws and the
Petroleum Taxation Law (Law No.13/04 of December 24, 2004). However,
their suppliers being subject to Consumption Tax, oil companies are also
impacted by the changes introduced to this tax.

The enactment of the 2011 Consumption Tax rules was surrounded by
heated debate as to how the exemption enjoyed by oil companies would
come into play. Executive Decree No.333/13 of October 8, 2013, sought to
address the issue by introducing a new mechanism for payments made by
oil companies. The Decree established that resident companies supplying
taxable services to oil companies must assess Consumption Tax (if
applicable) on every invoice issued. On paying the service, oil companies
would pay the net value of the service and set aside the Consumption Tax
due for remittance to the State.

If anything, this only fuelled the debate regarding Consumption Tax further,
particularly in the oil sector, eventually culminating in the publication of the
revised Consumption Tax Regulations, by means of Presidential Legislative
Decree No.3-A/14 of October 21, 2014.

The 2014 Regulations consolidate the Consumption Tax rules relating to
the petroleum industry, and allow for a more clear understanding of: (i) who
is subject to Consumption Tax; (ii) the duties to assess and pay the tax; and
(iii) the possibilities of passing on Consumption Tax to third parties.

They also offer a wider range of exemptions specifically targeted at the
petroleum industry. For instance, there is an exemption expressly applicable
to the purchase of “new” taxable services (i.e. those that became subject
under the broadening of taxable events approved by the 2011 rules)
whenever they are acquired by an oil company during the exploration and
development phases, provided they have a direct connection with the
activities carried out in the corresponding concession areas. Such exemption
must be validated by a Certificate of Exemption issued by the National Tax
Directorate.

The exemption may also be extended to the production phase, on
application by oil companies, whenever the tax proves so burdensome as
to render the corresponding contracts economically unfeasible.

Certain services that had been introduced by the 2011 Consumption Tax
rules, including “works carried out on tangible movable property”, were
removed from the list of services subject to Consumption Tax.

Industrial Tax

Oil companies are not subject to Industrial Tax (the general corporate income
tax in Angola) but the amendments introduced to this tax will surely have
an impact on transactions between oil companies and oil contractors,
particularly the changes to the Withholding of Industrial Tax (WHT). The
existing 5.25 per cent and 3.5 per cent WHT rates are replaced with a single
rate of 6.5 per cent as of January 1, 2015.

The new Industrial Tax Code supersedes Law No.7/97 of October 10,
1997, and introduces two different WHT regimes for services, depending
on the residency of the service provider, as follows.

. Services provided by Angolan resident companies or
permanent establishments of non-resident companies
(provisional assessment and payment regime for service
supplies)

Corporate service providers that have head offices, effective
management or a permanent establishment in Angola will be
subject to 6.5 per cent WHT on amounts received for services
supplied to companies.
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