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     REPUBLIC OF ALBANIA                        

                                  MINISTRY OF FINANCE
GENERAL TAXATION DEPARTMENT        

  INSTRUCTION

                                               No.5, dated 18.01.2006
                                                      FOR INCOME TAX

Pursuant to Article 102, item 4 of the Constitution of the Republic of Albania, as well as regarding application of Article 40 of the Law No.8438, dated 28.12.1998 “ On Income Tax’’, amended , Minister of Finance 

INSTRUCTS :

1.  GENERAL PROVISIONS

1.1. Scope of the law

The scope of Income Tax Law is the personal income of individuals, the profits of the physical persons and legal entities subject to this Law, as well as income withheld at source are subject to income tax.  

1.2. Definitions

1.2.1. The terms : ‘’taxpayer’’, ‘’person’’, ‘’individual’’, ‘’physical person’’, ‘’juridical person” or “legal entity’’, ‘’partnership’’, ‘’related persons’’ and ‘’permanent establishment’’, etc., the meaning of which is given in the Law “On Income Tax”, will have the same meaning as in the other specific tax laws and in the terminology used in the bilateral agreements for the elemination of double taxation on income and on capital, that Albania has signed with different countries. For the interpretation of the provisions of this Law will also be accounted, as the case may be, other tax laws provisions, the bilateral agreements for the elemination of double taxation, as well as Instructions issued by Minister of Finance on their application.   

1.2.2. Paragraph “2” of Article “2” of the Law, clarifies the meaning of “permanent establishment” which implies a fixed place of business through which a foreign person (physical or juridical) exercices business in the Republic of Albania without being registered as juridical or physical person according to Albanian legislation. In cases where a business meets the conditions to be considered a permanent establishment (a fixed place of business) in the Republic of Albania then the income attributable to such permanent establishment are taxable in the Republic of Albania. The definition of “permanent establishment” is similar with the definition given to this concept in OECD Model of April 2000 edition “On the bilateral tax agreements for the elemination of double taxation“, as well bilateral tax agreements concluded by our country for such purpose.

As a consequence for the interpretation of the provisions related with permanent establishment will also be taken into consideration the clarifications made in the Instruction of the Minister of Finance on the application of the Agreements on the elemination of double taxation. 

In case when a business meets the requirements to be considered as permanent establishment (a fixed place of business) in the Republic of Albania) then the income attributable to such permanent establishment are taxable in the Republic of Albania according to law provisions on income tax.

1.3. Residence

1.3.1 Article 3 of the Law states the criteria that define the residence for individuals (paragraph 1 and 2), legal entities (paragraph 3) and physical persons (paragraph 4). 

The first paragraph of item 1 gives the criterion of permanent residence according to the definition in Article 12 of the Civil Code. For tax purposes, the individual is considered as an Albanian resident, when having a permanent residence, his family, i.e. he has economic and living interests with Albania (the country of vital interests), despite of the fact that he might work abroad at times or might have a foreign citizenship. 

  The second paragraph of item 1 deals with the diplomats and other Albanian employees appointed by the state to work in embassies, consulates or other international organizations abroad, who despite of the fact that they have been living abroad for years, are still considered Albanian tax residents.  

  Item 2 gives the criterion of the duration of the stay in Albania. Therefore, for tax purposes, the individual staying in Albania during a tax year, in continuance or with interruptions, totalling more than 183 days, indipendently from his citizenship or the country where his vital interests are, is considered an Albanian resident. In the assessment of duration of stay in Albania are accounted not only working days, but also departure and arrival days, holidays (days of physical presence).

Therefore, for any individual (despite their nationality or citizenship) is sufficient to meet one of the two above-mentioned conditions that for tax purposes to be considered an Albanian resident.  

1.3.2   Item 3 states criteria for defining “Tax residence” for legal persons. A 
legal entity will be considered as resident in the Republic of Albania if:

(i) it has the permanent establishment (central or head office) in the Republic of Albania; and/or (ii) if it has effective place of management of the activity in the Republic of Albania.

1.3.3 Item 4 gives the criteria for defining tax residence of physical persons (traders). A physical person is considered Albanian resident if he exercises business and is registered as physical person (trader) at the Albanian Court and at tax bodies.

1.3.4 Defining of tax residence is important because on the basis of paragraph 1 of Article 7 of this Law, Albanian residents are taxed in Albania on the basis of income realized worldwide (inside and outside Albanian territory). Whereas non-residents, on the basis of paragraph 2 of Article 7, are taxed solely for income gained from sources in the Republic of Albania.

1.3.5 It should be accounted that residents of the countries that Albania has signed agreements (Conventions) for the elemination of double taxation on income and on capital, and upon entry into force of such agreements, their provisions will be implemented.  

1.4. Sources of income

1.4.1. Defining the ‘’sources of income’’ is very important for understanding the method of computing the tax liability of residents and especially of non-residents, who are taxed in Albania on income sourced in the Republic of Albania. Article 4 of the Law no.8438, dated 28/12/1998 “On Income Tax, amended” provides a list of all types of income having their source in the Republic of Albania, but without being limited only to such list. For defining the income of non-residents, sourced in Albania, the easiest manner is payments identification made by Albanian residents or any entity, central or local governmental bodies, non-profit organisations, etc. Tax bodies may make use of ads, announcements on the newspapers or media, information from banks or other sources for the identification of income realized in the Republic of Albania. In case such income are realized by non-resident persons, or other individuals or persons in Albania, that, on the basis of current tax legislation, are not obliged to be registered  at tax bodies in Albania, such non-residents tax liability shall be held at source by payer of income.

In cases the payment is carried out by an individual (e.g. an individual rents a house to an another individual, thus both payer and payee (beneficiary) are not registered with tax bodies), or in cases when the payment is carried out by a person, company or a foundation abroad (and beneficiary is an Albanian person not registered with tax administration) then, in each case, beneficiary of income is liable to declare and pay tax liability at the concerned respective tax body.

1.4.2.    Income realized in the Republic of Albania are also considered income paid by a person (company, entity, individual, foundation, etc.) outside Albania     (non-resident) but realized by exercising an activity in the Republic of Albania      (e.g. a concert performed by an artist and paid by a foreign foundation, a non-governmental organisation, etc.). Therfore, it is important the place where the activity is carried on and the place where payment is made.        .  

1.5. TAXABLE PERIOD

The taxable period matches with the calendar year, i.e. initiating on January 1 and ending on December 31 of each year. 

2. PERSONAL INCOME TAX

2.1. SCOPE OF THE PERSONAL INCOME TAX

The Personal Income Tax is applied to any types form and sources of income of individuals defined by this Law. 

2.2. TAX RANGE

Article 7 “Tax range” provides the general principle according to which individual residents, during the tax period, are subject to personal income tax for all sources of income (inside and outside the territory of the Republic of Albania), while the non-resident individuals are subject to personal income tax for all souces of income generated in the territory of the Republic of Albania. 

2.3. TAXABLE INCOME

For the application of Article 8, taxable income, for purposes of personal income tax, include categories of income as follow: 

2.3.1. Wages and other compensations generated from current labor relations.

This income category includes wages as well as other compensations in value, generated from the current employment of the individual. The term income from wages includes the basic wage and all the permanent increments added to the basic wage as for example seniority bonus, strenuous job, distance from the workplace, special nature of the work or service, as well as other additions made by the legal and sub-legal acts . 

The term “other compensations” includes all income generated from work results (performance) at the actual workplace of the individual. This category includes the income of the individual stemming from compensations at the workplace by means of: a special fund, in the form of bonuses, from funds created by various legal acts, as 13th wage, or various payments of this nature. 

The category “other compensations” includes also income given for participation in commissions, committees, councils, boards of directors, supervisory councils etc. Manner of computing the personal income tax will be as follows: 

a) When the benefitted compensation for participation in commissions, committes, councils, board of directors, supervisory councils, teacher, counseller, from publishing an article in a newspaper, etc, is paid outside the workplace of the individual, such income are taxed at a rate of 10%;  

b) When the benefitted compensation for participation in commissions, committes, councils, board of directors, supervisory councils etc., is paid in the effective workplace center of the individual, this income is taxed by being added to the relevant monthly salary and being taxed according to the table no. 1 attached to the Law.

Example: Let us suppose that the individual “X”, who is employed in the company “Y”, during month December has benefitted such income: 
· Monthly salary 45.000 lek; 

· Compensation from the special fund 20.000 lek;

· Compensation of 15.000 lek, for being a member of the director’s board of the company “Y”. 

· Compensation for participating in a test commission of the company “Y”  5.000 lek, which meets twice a year;

· Compensation for participation in a test commission of the company “Z”, 10.000 lek.

· Such individual “X” is also paid a compensation of 8.000 lek for an article published in a foreign magazine 

The tax liability on personal income tax from salary and compensation in the month of December, for “X” individual will be: 

· The monthly wage shall be added to the compensation given from the special fund and the permanent compensation as board member: (45.000 + 20.000 +15.000+5000 = 85.000 lek) and will be taxed according to Table no. 1 attached to the Law.

· For compensation received for the participation in the test commission of company “Z”, individual “X” will pay tax at a rate of 10%, or 1000 Lek  (10000 x10 %).

· For publishing an article in a foreign magazine receives 8.000, the individual “X” receives 8.000, and declares such income with tax body and pays tax at a rate of 10%, or 800 lek 

2.3.2. Income generated from wages and compensations for labour relationships of consular, diplomatic or similar officials of third countries and international organizations which, during performance of their official functions in the Republic of Albania, according to international conventions or agreements signed or accepted by the Republic of Albania, or the Albanian Government, enjoy diplomatic status, are exempted from personal income tax. Individuals, Albanian or foreign, who may be employed in these organizations or institutions, but do not enjoy diplomatic status, are not subject to this exemption.   

2.3.3. Income deriving from profits of a partner or shareholder in a commercial company (letter “b” of paragraph 1). For purposes of this item, income earned by individuals from profit distribution of partnerships, or dividends from commercial companies and other entities defined by this Law, shall be taxable income. This group includes any withdrawls from company’s capital as well, from the owners or sole owner of the company.  

2.3.4. Income generated from bank interests or securities, excluding interest generated from Government treasury bills or other securities issued before coming into force of the Law no. 8438, dated 28.12.1998. 

Income from bank interests shall be qualified all interest gained from personal or joint accounts of individuals in banks or other financial institutions, as well as all interest from personal or joint accounts deposits, in the form of a time account, time deposit certificate, time deposit contract as well as any other other form applied.  

All paid interests after coming into force of the Law no. 8438, dated 28.12.1998, in lek and in foreign currency acounts and deposits are subject to personal income tax. Time deposits with term of maturity longer than one year shall also be subject to this rule. Income tax from interests in foreign currency are converted in lek, with the average exchange rate applied by the bank itself for purchasing respective foreign currencies, on the day of transaction.  

The moment of paying interest shall be considered payment of interest in cash, or their maturity day or recapitalization day. Banks or other other financial institutions are required to calculate and pay to the budget by date 15 of the month following month of payment, maturity recapitalization. The same method shall be used for tax on interest of closed accounts.

The Bank of Albaniais required to calculate and pay tax on interest from treasury bills or securities issued by the Government in the primary market, and benefitted by any person, by date 15 of the next month.

The tax at source is not withheld in cases when the beneficiary of interest is a juridical or physical person (trader) that is registered with tax bodies and is subject to VAT, profit tax, and, income from interests are included in the taxable income of such person. In such cases deposits, or treasury bills or securities on which interests are paid shall be included in the name of such juridical personal.

 Banks shall keep evidence on interests paid and is required to notify tax authorities by date 15 of each month on the interest paid and tax withheld on the previous month. 

2.3.5. Income generated from royalties (copyright and intelectual ownership payments). These are income generated from the use or the right to use copyrights in literature, artistic or scientific work, which include the use or the right to use movies, tapes, radio records, any patent, trade mark, sketch or model, design, secret formula, or technological process, industrial, commercial or scientific information.

2.3.6. Income from emphyteusis, loans and leasing (letter “d”). The term “income from emphyteusis” implies the contract through which a person is entitled to use and improve an immovable property, according to definition of article 784 and onwards of Civil Code. Income from emphyteusis will be regarded periodical    compensation (in cash or in kind) that an individual generates from leasing his real estate upon payment. In cases when the tenant, according to the contract agreed among parties, invests for improving and adapting that property to his needs, such expenses shall be considered as income for the individual, owner of the property, and shall be taxed as if they were income generated from emphyteusis   

Income from loan (leasing) shall be considered any income (in the form of interest) benefitted from receipt in form of leasing of monetary means or other similar means.
Income from renting shall be considered all income benefitted from leasing land, buildings and other facilities such as houses or other premises used for industrial and commercial activity or services, etc, but not limited to such.

Calculation of tax liability for such income category shall be made on the basis of the relevant contract. 

2.3.7. Income generated from the tranfer of the right of ownership on real estate (letter “dh”). Such incomes include income generated from immovable property sales or market value of such immovables gifted. Such income shall be taxed according to table no. 2 of the Law except the transfer right of property on agricultural land that is taxed at 0.5% of transactions value.

 2.3.8. Income realized from the difference between sales price and purchase price of participation quotas or capital shares. This category of income includes income generated from quota sales that a partner owns in a business or partnership, or income generated shares sales, or income from sales or liquidation of of a business of any form. Unlike in other groups, tax base, in such cases, is the difference between:
a) income realized from sales or liquidation of a business and that of capital accounting value;

b) income realized from capital participation quotas sales and nominal value or that of purchase;

c) income realized from shares sales and nominal value or that of purchase;

d) total of participation quotas or part of capital withdrawls by a partner or owner of initial capital in the capital stock.  

2.3.9. Other forms of income that are not identified in this Article (letter “g”). This category includes any type of income sourced in the Republic of Albania realized by any individual, resident or non-resident, but not identified in the forms above-mentioned.

This group includes income from sponsoring (example different individuals not registered with tax bodies receive sponsoring from different sources and use them for artistic or sports activities), income from professional activities, as for example teaching, training, publishing articles in newspapers, etc, when the beneficiary is not registered with tax bodies (and such activities are of temporary or secondary character), income realized by collecting and selling metals, etc..As it is understood, in all such cases the beneficiary is not registered with tax bodies, therefore he/she does not declare such taxable income in his/her activity.

Even in the cases the payer of income is a juridical or physical person registered with tax bodies, any entity, or non-governmental organisation, or cental or local government body in Albania, or any represantative of international organizations, or foreign embassy in Albania, the tax is withheld at source at 10% and is transferred to the respective tax body within the 15 date of the month following the month that the payment is carried out. In cases when the beneficiary is an Albanian resident, and the payment is made to a non-resident (not registered with Albanian tax bodies) the beneficiary of income shall declare and pay tax at the concerned tax office not later than 20-th of the forthcoming month in which the payment is made. Declarationof income and tax due amount is made according to the model form attached to such Instruction 
2.4. Exempted Income

For the purpose of application of Article 8/1 “Exempted income “exempt from PIT payment are:

1. Income received as a result of  being included in the scheme of compulsory social and health insurance and economic aid for individuals without income or low income as defined under concerned legislation;

a)  Pupils and students scholarships, notwithholding the source of financing, shall be exempted up to an amount defined by provision of the concerned legislation and sub-legal acts effective in the Republic of Albania that sanction pupils and students scholarships;

b) Remunerations received in cases of sickness or misfortunes in conformity with the provisions in power. Here are included remuneration given by employer of employee in case of sickness or misfortune, to an amount that does not exceed 20% of annual income from employment of such beneficiary;

c) Income received in monetary form or in kind, in respect of expropriation of property by state for public interest use. In any such case exemption shall be based on legal documentation which certifies the nature of such income;

d) Income received as compensation on casualties from insurance companies;

dh) Income in kind ( compensation in providing food(antidote) for business activities that that such a thing is described by legal or sub-legal acts( as in mines, etc)
e) Income exempted on the basis of international agreements ratified by the Parliament of Albania. In any such cases exemption is made after legal documentation under which such exemptions are given, as well as keeping to  procedures defined by GTD for such purpose.           

2.5. Tax rates

2.5.1 For the purpose of application of Aricle 9, wages and compensations relating to actual labour relationship shall be taxed according to table no. 1 “Tax Table on Income from Employment Relations” attached to this Instruction.

2.5.2. Dividends, income generated from profits of a partner even a single partner, interest from  loan, deposits or other similar contracts, (usufruct), emphyteusis), income generated from royalties (copyright and intellectual ownership), shall be taxed at a rate of 10% in accordance with commemtaries and clarifications provided by provisions of such Instruction(item 2,3 and 5).

2.6. Tax collection

2.6.1.  For the purpose of application of Article 10, any employer who pays a wage or compensation, as provided in letter “a“of Article 8 of the Law, is required to withhold  personal income tax from such an amount, according to the first paragraph of Article 9 of the Law. Such a tax withheld by the employer is required to be deposited in the income tax account not later than the 20th date of the month following the month such payment is made. Such tax declaration and payment “Form on Declaration and Payment on Income Related to Employement” that is attached to this Instruction. Such declaration is submitted to the Bank where payment is made and after payment is made it is sent to tax body. Employers that are registered as taxpayer on local tax for small business   are required to assess and withhold income tax related to employment on monthly basis, wheras the form on declaration and payment as well as transfer to tax body account is required to be made on quarterly basis, within 20-th date of the forthcoming month that follows closure of a quarter of the year.  

2.6.2.   Employers are required to withhold in payrolls personal income tax for wages and other compensations related to the current employment. These monthly wages for each emploee from employment, calculation and withholdings should be recorded in the respective forms that are attached to this and Instruction of the Minister of Finance for the implementation of the Law no 9136, dated 11/09/2003 on “Social and Health Insurance Contributions Collection, amended”. Such monthly data are recorded in the general book (register) including all emplyees and the respective withholdings according to the months. The number and date of the document which certifies that the appropriate tax liability has been deposited in the tax administration account should be recorded at the end of page of the respective month

2.6.3. For other incomes related to income listed in letters “b” to “g”, article 8, the payer of income withholds the taxes at source under the rates defined in item 2.5.2. above, and transfers such at the tax office accounts concerned, not later than 20-th date of the month following the month the payment is made. Income from public gaming shall be withheld at source and should be paid within 24 hours upon payment.

2.6.4. For income generated from sources outside Albania and/or paid by persons that can not withhold taxes on Albanian tax bodies accounts, then the beneficiary of income shall be obliged to declare and pay to respective tax body the tax due at the amount of 10% of the realized income not later than 20-th date of the month following the month the payment is made..

2.6.5 Employers are required to submit to tax body documentation referred to in items  above, even in cases when, due to low employment wage( being under threshold), and therefore, there can not be withholding tax. 
2.7. Transfer of the immovable property title 

2.7.1. Transferring immovable property title means selling or donating immovable property. In the case of donating, for purposes of tax calculation, the value of the donated immovable property shall be defined on the basis of the assessment made by the Office for Immovable Property Registration through assessing agents authorized by such Office.

2.7.2. Income tax from transfer of the immovable property title is taxed according to table no.2 on “Tax on transfer of the immovable property title“attached to this Instruction, except transfer of immovable title on agricultural land that is taxed at 0.5% of transactions value. 
2.7.3 Income tax from transfer of the immovable property title should be paid by the transferor of the title of immovable property. Payment should be made before registering the above property, according to legal acts in force. Registration Offices of Immovable Property are required to collect tax on sale of immovable property and deposit it in the tax administration account within 10 days from the transactioned date. Registration Offices of immovable property, within 10 days of the next month, are required to deliver to the relevant district tax authority the appropriate evidence which identifies the taxpayer’s name, the calcualted tax amount, as well as the number and date of the document which certifies that this tax liability has been paid in the tax body account.

2.8. Obligation of individuals to declare 

Each individual earning income during the taxable period, and that is subject to personal income tax, is required to declare such income every year according to the table, attached to this Instruction. Individuals who benefit income subject only to letter “a”, “b’ and “c” of Article 8 and Article 33 of this law (income from wages and compensations and income tax withheld at source) are not required to submit a declaration. This declaration should be submitted to the tax administration of the jurisdiction within 30 days from the closure of taxable period (within January 30-th of the forthcoming year). 

2.9. Administrative violations and penalties

For the purpose of application of Articles 14 and 15, failure to submit within time frame the form on declaration and payment on Social and Health Insurance Contributions and Income Tax from Employments is fined at 10%of the respective amount of tax liability on income from employment, but not less than 10.000 lek on each month or part of the month for delay in submission of such documentation.   

3.  PROFIT (CORPORATE) TAX 

3.1. Scope of the Profit Tax 

Persons subject to profit tax are the following: 

· Legal entities established according to the Law “On commercial companies” and are registered for VAT purposes. 
· Legal entities established according to Civil Code which conduct profitable business in the territory of the Republic of Albania. 

· Other legal entities established or recognized as such according to specific laws. 

· Partnerships according to the definition of letter “d” of Article 2 of the Law. 

· Legal entities, partnerships or other groups of persons established or organized under a foreign law and conducting business activities through a PE in the territory of the Republic of Albania. 

· Any other person, regardless of the legal form of registration, including physical persons, who are not subject to simplified profit tax, but are registered for VAT purposes 
3.2. Payment requirement 
For the application of Article 17, resident taxpayers, subject to profit tax, shall be taxed for profits generated from all sources, inside and outside the territory of the Republic of Albania.
Example:

A legal entity, Albanian resident, conducts his business in Tirana (where his head office and/or effective place of management is located) as well as in Durres and Milan of Italy where he has a permanent establishment (premises of business activity, a shop). 

Let us presume that profits gained are as follows: 

· In Tirana

10.000.000 lek

· In Durrës

  7.000.000 lek

· In Milan

  8.000.000  lek

· Total             
           25.000.000 lek 

In this case, the Albanian resident taxpayer in concern should pay a profit tax at the rate of 20% upon the total profit of 25.000.000 lek generated from all sources inside and outside the country. Such a profit should be shown in the final balance sheet of the resident headquarters and place of effective management. In this example it is not taken into account the possibility of the taxpayer for crediting the profit tax paid in Italy, issue  explained by item 7 of  this Instruction.

Whereas, non-resident taxpayers are subject to profit tax only for profits generated from sources within the Republic of Albania.  

Example:

A legal entity, Italian resident (established according to the Italian legislation and with his business location in Rome), in addition to its activity in Italy, conducts an activity in Albania as well, where he acts as a non-resident person in compliance with the Albanian legislation through a permanent establishment (that may be a construction site, an office for project implementation, etc).

Let us presume that the profits gained respectively are as follows: 

· In Italy

5.000.000 lek

· In Albania
2.000.000 lek

In this case the profit tax that this taxpayer should pay in Albania is equal to 2.000.000 x 20% = 400.000 lekë, since he is a non-resident taxpayer and he is required to pay profit tax only for profits generated in Albania.    

3.3 .    Exemptions

The following entities will be exempted from profit tax: 
a) Central and Local Government Authorities, since these institutions (central and local government) are not subject to this tax. 

 b) Bank of Albania.

 c) Legal entities which conduct only religious, humanitarian, charity, scinetific, or educational activity, provided that the property or profit is not used for the benefit of their organizers or members. 

(When such entities conduct other profitable businesses as well, such businesses shall be taxed pursuant to this law.) For profitable businesses, persons mentioned in this item are required to be registered with tax authorities. In this case, only expenses incurred for the profitable business shall be recognized as deductible expenses. Other expenses incurred for religious, humanitarian, charity, scientific, or educational activity shall not be recognized as deductible expenses.       

d) Labor organizations (Trade Unions, confederations, Chambers of Commerce, Industry or Agriculture, as well as similar organizations which have no profitable purpose   such as: Doctor’s Order, Bar Associations, Institute of Certified Public Accountants, etc., provided that their property or profit is not used for the benefit of an individual or their members. In case the entities mentioned in this paragraph conduct profitable businesses, such a business shall be taxed according to this Law.   

e) International organizations (such as representatives or organizations of United Nations, European Union, etc.) agencies of technical operation and their representatives, acknowledged as such by the Albanian Government through legal provision, are exempted from tax according to special agreements. 

f) Persons defined in international agreements which have been ratified by Parliament.

g) Foundations and financial (non) bank institutions established on the basis of a Decision of Council of Ministers, for non-profit purposes, but aim at developing policies of Government through granting incentives for development of defined branches of economy, as agriculture, small busnesses, etc. 

h) Film houses on cinematographic production, licenced and subsidized by National Cinematographic Centre    

For exemptions defined in letters “c“ and “e“ above, the Local Tax Offices require the approval of the GDT (HQ) on case  by case basis. 

3.4. Taxable profit    

Declaration and assessment of taxable profit for the taxable period is made under the basis of the “Form on Declaration and Payment of Profit Tax” according to the model attached to this Instruction.

 Assessment of taxable profit for the taxable period is made according to the balance-sheet and its annexes which are required to be in conformity with the Law no. 7661, dated 19.1.1993 “On Accounting” and Law no. 8438, dated 28/12/1998 “On Income Tax, amended”, as well as sub-legal acts issued by the Minister of Finance for purposes of taxable profit. In principle, profit or taxable net income, are formed by the surplus of the gross income (income from an ordinary business activity and extraordinary income), including the value of profits and advantages in kind over expenses incurred for purposes of generating profit and conserving income.   

3.5. Deductible expenses 

Deductible expenses include expenses incurred for profits making and ensuring encome.  Expenses incurred for gaining income are those made for generating income and its effective realization, except expenses incurred for capital increase. Expenses incurred for the purpose of income preservation, are expenses destined to preserve the existence of capital as a source of income and to secure in due time the reforming of capital if it is subject to dissolution. Deductible expenses are expenses recognized as deductible from income for calculating taxable profit. In order that expenses could be deductible, the following conditions should be met:   

a. Expenses have been incurred for conducting of business activity or they are related to the normal management of taxpayer’s business. 

      b. Expenses have effectively been incurred or covered and have been supported with justified documents defined by law provisions. 

      c. Expenses have reflected the accounting norms with a deduction of net assets. 

      d. In any case, the taxpayer is required to prove and document expenses with the appropriate legal documentation. Documentations used for proving expenses incurred, for tax purposes, are VAT invoices, ordinary tax coupon, invoices issued by non-resident persons that are not registered with Albnian tax bodies or any other document issued by entities or juridical bodies (e.g. Foreign mbassies, international organizations, Labour Offices, Local Police Offices” etc.)on tariffs payments on services that such such entities render to taxpayers, subject to Profit tax. Local Tax Offices may ask GTD (HQ) to provide in writing interpretation with regard to other documents that may not be metioned by this Instruction but certify business related expenses incurred on taxpayer.    
Publicity articles and materials as posters, publicity spots, film and fotographic   spots, products that are advertised in promotion campaigns and that are supported by justifying documents and carried out for business purposes, based on article 20 of the Law, are considered as deductible expenses for fiscal effects. Documentation required to be used in cases of promotion are:   
· Decision of partners assembly or administrator that describes organization place and period of promotion, quatity of products to be distributed, publicity materials to be used, etc.

· Draft idea project with regard to manner of promotion and ads. 

· Procesverbal on products distributed and persons granted free of charge of such products. 

·  Documents accompanying promoting goods are required to be signed by persons receiving such goods. Documents accompanying promoting goods are required to be daily and a procesverbal is kept for goods granted to any receiver of such goods. Documentation required for providing symbolic presents and gifts is the decision of partners assembly or administratoro n type and quantity of articles that are given as present and the person receiving such presents. 
3.6. Undeductible expenses

For determining taxable profit the following expenses shall not be considered as deductible expenses: 

a) The cost of land and site acquisition and reclaiming, as an expense which does not relate to the relevant financial result, but with investment in business assets. 

b) The cost of acquisition, improvement, renovation, and reconstruction of assets subject to depreciation. For fiscal effects the costs of improvement, renovation, and reconstruction of capital assets are included expenses incurred for improving future benefiting activities of capital assets. The value of such should exceed 15 % of the remained accounting value of assets for the four categories.  

c) Any capital increase of the company or contribution increase in a partnership, upon capital or initial contribution defined by the contract and status of the person. 

       d)  The value of compensation in kind, which include any compensation paid not in cash by the employer or a person related to him for the services performed by the employee for his employer. Compensations of such type are: food compensation, donation of vehicles, house appliances, tickets for tourist trips etc., providing of dwelling houses or premises for personal use, or other purposes that are not directly related with conducting of business activity. Therefore the value of services in kind (goods or services) is an undeductible expense because such a compnesation shall not be taxed as a personal income in compliance with Article 8 of the Law and paragraph 2.3 of this Instruction. When the pre-established compensations in kind are given in lek (for instance the food compensation is given money since the company has no restaurant to prepare food) these will be considered as personal income of the individual and will be taxed together with the wage according to the Table no. 1, attached to the Law, meanwhile they will be considered as deductible expenses of the business. When compensation in kind is rendered to third persons (not employees), in no case such expenses shall be deductible.   

e) Voluntary pension contributions (while mandatory contributions of the employer according to legislation are the deductible expenses of the business).  

f)  Dividends declared and profit distributed among partners or shareholders because they have been paid from profit after tax. 

g)   Unpaid interest from the taxpayers exceeding the loan interest as determined in the Official Gazette by the Bank of Albania (refinancing interest for second level banks) on Decembet 31 of the previous year. In the same maner shall be considered loan interests amounts ratio 1:4, i.e.(1 unit equity against 4 unit loan), according to definition of paragraph 2 of Article 21 of the Law. Excemption to such ratio (1:4) are Banks and Insurance Companies.

h)  Fines, late payment interests, and other penal sanctions paid for different legal and administrative violations by entities are undeductible expenses for fiscal effects. In case of removal of fines, late payment interest and other penal and other legal clauses with legal and sublegal acts (administrative acts), then the benefited income from removal of the above are not taxable and, therefore, for fiscal effects they will be reconsidered as undeductible expenses.  

i) Creation or increase of reserves and other special funds. This takes into account the fact that based on the law, reserves are created by profit after tax. Here are exempted the cases defined in the law or other sub-legal acts such as in the Law no.9267, dated 29.07.2004 “On the activity of insurance and re-insurance” as well as in the law and rules of the Bank of Albania. By other reserves and funds shall be understood provisions for risks (losses) and expenses (liabilities) created according to the definition of Article 38 of the Law on “Accounting”. For the purpose of profit tax assessment, provisions created for covering losses or accrued expenses, do not constitute deductible expenses.

      j. Personal income tax, excise duties, profit tax, and input tax (VAT-deductible).

· Personal income tax shall be withheld at a rate of 100% from the wage of employees, bearing the legal obligation to transfer it to the tax administration account according to the law. This includes personal income tax calculated and withheld by the employer on the gross salary of the employee, a salary that has been included once in the business expenses. In this manner the possibility of duplicating these expenses as deductible is avoided.  

· Profit tax shall be calculated after the financial result (gains or losses) has been defined. Under this point of view, the profit tax is not an expense but part of the financial result. 

· The Input tax (VAT deductible) shall not be accounted in the expenses account, thus it reduces the VAT calculated in sales by accounting it in VAT account. Exclusively in case when VAT in purchases is not creditable according to Law “On VAT” and Instruction on VAT, then in such cases, such VAT amount will be accounted in expenses account and, for fiscal effect purposes, will be allowable.
· The excise duties paid in puchases or imports is always a deductible expense. For example, if a transport company purchases fuel, in which price the excise duty is included, all the value of these expenses where excise duties are included, are considered deductible expenses. The opposite incurs with the excise duty calculated in sales. Such excise duty is not a deductible expense. For example, when a taxpayer, beer producer, sells beer, he calculates the relevant excise duty which he collects and deposits for the government. In this case, for the portion of calculated excise duty, income and expenses’ accounts are not affected, since in this case the excise duty is an addition over the sale’s price (cost plus profit) and therefore it must not be deducted from business expenses.

· Withholding tax at source as part of payment on technical service or other services does not charge seperately expenses accounts, because gross payment on a service (including withholdings) is a deductible expense. 

k. Representation expenses and reception are not recognized as deductible expenses for sums exceeding 0.3% of the annual turnover (‘annual turnover’ implies the meaning it is defined in the Instruction on VAT of the Minister of Finance). In the representation expenses are included  expenses of general character of a company in cases representing itself with dignity in relation with partner companies or other institutions, as in meetings such company organizes, in the presentation of new projects, inauguration of new production lines, in receiving and seeing off with regard to business relations.
l. Personal living expenses include all expenses of personal consumtion which have no direct relation with performance and results of the business, and which according to the Law shall not be deductible expenses for tax purposes. Such expenses include, for example, when a taxpayer uses a portion of the goods produced or traded by him for personal or familiar consumtion, fuel used for his personal or family car, telephone expenses for for himself and other persons that are not related to business activity, or such persons function can not justify such expenses. Expenses of personal consumption shall also be considered expenses for the rents, which serve to accomodate the local and international workers, notwithstanding conditions in the employement or service contract.
m. Expenses which exceed limits established in the laws or sub-legal acts, for instance:

· amounts of assets depreciation of the business which exceed the limit defined in the Article 22 of this Law;
· expenses that exceed limit specified by the Law “On sponsorship“, not more than 4% of profit before tax in general and not more than 10% for sponsoring cultural, sportive activities, etc as defined by the Law “On sponsorship“, but in no case more than 10% of profit before tax. For taxpayers resulting at a loss in the current year, the expensies carried out by him on sponsorships during such year, are deductible expenses, so in such case for fiscal purposes, this taxpayer undergoes an adjustment of the result.
· Deductible expenses are also those expenses included per diems allowances exceeding the limit of 3.000 lek daily for whole service days within the year and 1000 lek for half-day services within the country. Such are the expenses incurred for per diems allowances abroad which exceed the limit of 60 EURO for a whole day of service and 30 EURO for half-day service. The number of the service days inside or outside the country must be obligatorily justified by the relevant travelling documentation such as transport tickets, passports, (exit and entry stamps from the country), etc.

 n) Expenses for gifts are not allowed as business expenses except symbolic gifts within the expenses limits of representation costs defined in provisions of letter “k” of item 3.6.
o) Expenses stemming from the adjustment of inaccurate registrations kept of accountings during the previous years. Pursuant to the Law “On Accounting“, incorrect accounting registrations of previous years are adjusted in the year they were identified, but with effect to the years they were not correctly registered. In such cases tax liability and interests are applied; penalties are not applicable.  

p) Any exense, which amount is not confirmed through the documentation sumbitted by the taxpayer. This implies that no expense can be allowed if it is not confirmed by a VAT tax invoice, in the case of purchases made by a VAT registered taxpayer and by means of a simple invoice when a purchase is made by a small business taxpayer(as defined in item 3.5,”d”). The invoice issued by the small business taxpayer is a justifying document for expenses only if it contains all the elements established by the Law “On documenting and keeping of accounts for tax purposes“ (ordinal number, date and place of issue, number of the certificate of activity, name and address of the seller and buyer, the wholesale  price, etc.).  The tax coupons issued with the cash registers and other various tax notes are not known as justifying expense documents.  

q) On the basis of provision of letter “ll”, paragraph 1 of Article 21, there will be considered undeductible expenses the value of accepted invoices on services rendered to non-residents that are not registered with Albanian tax bodies, in cases when within a calendar year, withholdings are not paid in accordance with law provisions on such services. Such provision aims at avoiding abuses observed to Albanian taxpayers that have accepted invoices on technical and consultancy assistance from abroad (mainly from related persons), and that have accounted them by increasing the expenses (thus reducing taxable profit value) and have not carried out due payments by shifting them from a taxable period to the other, and thus resulting in a failure to pay withholdings. In such case, the accepted invoice must be considered as undeductible expense for fiscal effect at the end of taxable perid until such invoices are paid out or withholding taxes at the amount of 10% are made applicable. 
r. Losses, damages, scarcities, raw material technological losses along production, transiting and warehousing will be allowed as deductible expenses up to the limits defined by concerned legal and sublegal acts. In cases when such acts, normative acts are missing, ministries or other central concerned institutions should submit to the Council of Ministers draft-decisions for approval of maximum limits on the above-mentioned and, of course, such losses, damages or technological remains should be backed with respective technical and financial documentation.
s. In cases when raw material can not be used, losses have occurred, or goods are damaged to an extend that they are not tradable, or are tradable at a lower price, including seasonal price reduction, then the concerned expenses o reduced income will be alloed for fiscal effects only on condition that they are proven by the concerned procesverbal kept by a special assessment commission and provided that concerned tax body ha been notified.     Tax body may send a a representative to be present at the moment when such raw material, goods, etc. are destroyed or for some goods that price reduction has been decided, but not 5 days from the notification date. For supermarkets such time frame is 24 hours. Assessment process verbal should contain accurate data on quantity, quality (value), date of supply, reasons for prices reduction or destroying by providing tax bodies the possibility for verification and control.             
In cases when all the above-mentioned expenses are registered in taxpayers’ accounting and are deducted from income during the calculation of the taxpayer’s annual profit, those should be added to the annual profit of the taxpayer during the calculation of his taxable profit. 

3.7. Depreciation  

3.7.1. Persons calculating depreciation 

Pursuant to Article 22 of the Law, depreciation of the business assets is calculated by: 

-    The owner of assets
· The person who bears the risk, in cases of leasing and usufruct. These persons calculate depreciation for example in the cases of leasing (rent-financing contract), so the assets are recorded in the accounting evidence of the lessee.

Under normal circumstances of leasing, depreciation will be calculated by the owner of the assets and to the user the rent is deductible, whereas the owner, of course, shall report the rental income as taxable income.

Such assests as: land, building sites, works of art, antiques, jewelry, precious metals and stones are not depreciable. 

3.7.2. Depreciation rates according to groups (pooling system)
The following are depreciated individually and in a linear way:

a. Costs of purchase or construction, costs of improvement, restoration and recosntruction of buildings, costs of fixtures and fittings, machinery and equipment which have a term of usage of over 20 years, solidified with the building or the ground, for example, elevators, metallic structures as part of the building, cranes, transmission equipment and machinery, etc. In the same way are depreciated the various transport plants: waterworks, oil pipelines, railways, high voltage lines, telphers, etc., and alike assets. The depreciation rate of such assets is 5%. 

b. Intangible assets of business as: patents, trade marks, start-up expenses, brands, etc., are depreciated for fiscal effects at a rate of 15%.
The calculation basis on depreciation for above-mentioned assets’ categories ‘’a’’ and ‘’b’’ is the initial value of the asset (historical cost) to which are added the reclamation, renovation and reconstruction cost of the asset, deducting income from sale and the compensations received. For calculating depreciation is used the time (month) of the entry and exit of the asset, based on Accounting Plan.  

The followig depreciated on grouping:

c. Computers, information systems, software products, and database storage equipment. The depreciation rate for this category of assets is 25%. 
d. All other assets of the activity not included in the above-mentioned categories ‘’a’’, ‘’b’’ and ‘’c’’, such as machinery and equipment of production and service, all types of transport means, etc. The depreciation rate for this category of assets is 20%. 

The calculation basis for both above-mentioned categories ‘’c’’ and ‘’d’’ is the remaining book value of the group of assets (initial value minus depreciation), to which are added the reclamation, renovation and reconstruction costs of the assets’ group, deducting the income from the sale and the received compensations.  

Depreciation rates allowable for fiscal effects at 5%, 15%, 20% and 5% are applicable for depreciation assessment for assets on a financial lease, by the prson that bears the risk notwithholding financial leasing contract duration.  
For all assets entering during an exercising period, depreciation calculation commences upon date 1 of the month following the month of entry by following the same rule also for such assets exit, thus depreciation calculation terminates upon date 1 of the month following the month of exit.   

For the four above-mentioned categories of assets, for fiscal purposes we consider as reclamation, renovation and reconstruction costs, expenses that aim at the improvement of the future profiting capacity of the assets and which value is higher than 15% of the remaining book value of the assets. When these expenses are less than 15% of the remaining book value of the relevant asset, these are considered expenses for the maintenance of the asset and fully reflected as business expenditures for the current period.   

With regard to costs for maintenance, reclamation, renovation and reconstruction, in a financial leasing transaction, in case the the lessee bears the risk for loss or ruin of asset, then lessee bears such expenses by supporting them with necessary documentation according to definitions mentioned in the above paragraph. In the same manner will be allowed as  deductibles, depending on asset ownership on a financial lease  for all expenses on other taxes and fees paid to state bodies, as for example, the the annual registration fee on vehicles, insurance premiums, etc.. 
3.8. Inventory

At the end of the taxable period, a taxpayer may use one of the assessment methods defined by the Law on Accountability by requiring such taxpayer to consistently use one of the methods of inventory from the beginning to the end of a taxable period without any strong objective reason for changes. Any changes on the assessment methods may take place only after notification in writing of the concerned local tax office not later than 30 days prior commencement of taxable period in which new assessment method will be applied.
3.9. Bad debts   

A bad debt implies a liability to payment (tax arrears) which, because of a not sound financial condition of the debtor, his bankruptcy, or another cause not dependig on the creditor, becomes a liability that may not be totally or partially paid. 

In order that a bad debt be recognized as such it shall meet simultaneously the following conditions:

· The amount of such debt has been included earlier in the taxpayer’s income (with a receipt or other documentation which is recorded as an income in the accounting evidence),

· All possible legal efforts to collect the debt have been made and sanctions set in conformity with the sub-legal acts in force. Finally, after failure to collect the debt, it is documented with a court decision or decision of any other competent institution acknowledged by Law. 

· The bad debt is deleted from the accounting books, which means that the debt has been posted from the relevant accounts of the client where it was first recorded, into the outcome results (financial result). 

If at any case, an amount that was known before as a bad debt is paid during the current year, such an amount is included in income of such year.    

3.10. Participations exempted from profit tax 

Dividends earned by resident companies and profit distribution gained by Albanian resident company and partnership (beneficiaries), in order to eleminate double taxation, should be exempted from profit tax on condition that such dividends are paid by an Albanian resident company or the profit are distributed by an Albanian resident partnership( thus such dividends or profits are distributed after profits tax is paid in Albania and the beneficiary(receiver) of dividends and profit distribution owns not less than 25 % of shares or capital of company or partnership making such dividends or profits distribution. 

Therefore dividends or profit distribution benefited from a company or partnership                                     (beneficiary) are exempted from profits tax, provided that all three conditions are met, as follow:
· The beneficiary entity is an Albanian tax resident in the meaning of paragraph 3, article 3 of the Law;

· Payer (company or partnership making dividends or profits distribution is an Albanian tax resident in the meaning of paragraph 3, Article 3 of the Law (thus dividends or profit distribution is made after profits tax is paid)

· Beneficiary owns not less than 25% in value or number of stock capital or voting right( in case of company), or initial capital ( in case of a partnership), of the payer 
Thus, expressed in a different manner, dividends or profits distribution benefited from an Albanian juridical person, taxpayer of profit tax ( beneficiary) is exemted from profits tax on condition that payer that makes such dividends or profits distribution to be a taxpayer of profit tax in Albania and the beneficiary owns not less than 25 % of payer’s capital.    :

3.11. Loss carryover

The loss resulted and acknowledged by the tax authority, shall be subsequently deducted from the profit of next 3 years. Example, if an entity results for the year 2000 at a loss of 9 million lek, such entity is entitled to carry forward such loss for three subsequent years, i.e. up to 2003. Thus, if the entity in concern, in the year 2001, results at a profit of 4 million, for fiscal effect, it is allowed to use all the profits of such year to cover the losses. Therefore, the loss is reduced from 9 million to 5 million. If in year 2002, such entity results again at a loss, say 3 million lek, such entity can carry it over three years, thus up to year 2005. If in the year 2004, such entity results at a profit of 2 million, it is allowed to cover the remaining loss of 5 million from the loss of the year 2000, that is reduced to 5-2=3 million lek. If in the year 2004, the entity in concern results at aprofit, say 6 million lek, such company is entitled to compensate with such profit for the loss resulted in the year 2003, therefore 3 million, and the remaining profit of of 2 million is taxed normally. In this way, the right to carryover losses from year 2000 has concluded.( thus for fiscal effect, it is not allowed compensation of the loss for the profit of the year 2004). Thus, any losses can be carried over up to three subsequent years, by keeping evidence of every year’s loss, by applying the principle of carrying over loss incurred prior later loss occurrence. If a loss can not be carried over for three subsequent years (because the entity results at loss again), it can not be extended any further and effect results other years 

Paragraph 2 of Article 27 does not allow the loss transfer of the companies, because the allowance of the losses’ carryover should be related only to the taxpayer incurring the loss. Since, the implementation of this principle requires that the reference be made to the owner of the company, if during the taxable period the direct and/or indirect ownership of the stock capital or voting rights of a person changes with more than 25% in value or number, the right to carry over losses in that taxable period and previous taxable periods shall no longer be valid. 

3.12. Tax declaration and final assessment of liability

The taxpayer is required to submit to the tax authorities the Form on Declaration and Payment of Profit Tax, together with Analytical Declaration within 31 March of the forthcoming year, by submitting at the same time, to tax authority the balance-sheet as well as the profit and loss accounts and the annexes of other annual accounts and any other document supporting data of tax declaration, including table on cash-flow as well as any changes in taxpayer’capital. 

 Pursuant to provisions of Article 29 of this law and other provisions of the Law no.8560, dated 22/12/1999 “On Tax Procedures in the Republic of Albania”, amended, the above declaration data are considered as accepted when approved by tax authority jurisdiction, or 60 days have passed upon such documentation submission to tax authority and such authority has not officially, in written, responded to it

3.13. Prepayments 

Profit tax shall be paid in advance, by the 15th day of each month. Monthly instalments of the taxable period are calculated as defined in items 3.13.1 and 3.13. below. Tax body, based on the declaration data of taxpayer and data declared by taxpayer in the balance-sheet and other annexes submitted by taxpayer and adjusted according to audits made to taxpayer, prepares Tax Assessment Notification relating to instalments prepayments on profit tax. TAN for the period January to April is notified to taxpayer within the 15-th date of December of the previous year, wheras TAN for the period May to December is notified within 15-th of April. Tax Assessment Notification calculated on the basis of such paragraph may be appealed in the manner defined by the law” On Tax Procedures in the Republic of Albania”.      

3.13.1. Calculation of prepayment instalments
a. For the taxable period of exercising year, the monthly instalment paid in advance shall be set on the basis of taxable profit rate of the two previous years, as described in the following example: 
Example no.1.
Profit tax
Year 2000



1.200.000lek        

Year 2001



1.800.000lek

Prepayments for the year 2002.

January - April  2002
1200000 / 12 months = 100000 lek/month     





 100000 x 4 months =   400000 lek/month

May - December 2002    1800000 - 400000 / 8 months =175000 lek/month
                                       175000 x 8 months = 1400000 lek for 8 months

b. In case the taxpayer has started his activity for less than two years, the prepayment instalments of profit tax for the taxable period are calculated according to the following example:

Example no. 2.
Profit Tax
· Year 2000 (starts activity on April 1)

         900.000 

· Year 2001



                            1.800.000

Prepayments for the year 2002.

January - April 2002  
900.000 / 9 months = 100.000 lek/months

100.000 lek x 4 months = 400.000 lek.

May-December 2002    1.800.000-400.000/8months=175.000lek/month 
c. When the taxpayer starts the activity in the first previous year (so less than one year), the profit tax prepayments are made according to the following example: 
Example no. 3.

Profit Tax

· Year 2000   No activity

·  Year 2001   Starts activity on 1 April
               1.350.000lek

Prepayments for year 2002

January-April 2002                      Prepayments according to the assessment of 

         the taxpayer  

May-December 2002               1.350.000 lek/9 months =   150.000 lek/months

                                                      150.000 x 8 months     = 1.200.000 lek 

d. When a taxpayer starts his business in the forthcoming year, prepayments of profit tax shall be made on the basis of the return of the estimated amount of profit tax divided by the number of months of the following period. 

The same method for profit tax prepayments shall be used also in case when previous periods result with losses. 

Taxpayers starting activity in the following tax period and exercise a production activity (according to the definition of “production” by the INSTAT), on the basis of article 30(“Prepayments”) of the law shall not make any profit tax prepayment for the first six months of the activity after registration with the tax authority. So, if a taxpayer exercises a production activity, registers with the tax authority on January 1 of the forthcoming year, he does not have to make any tax prepayment for the period January-June of the following year, while for the next period July-December of the following year, he shall make profit tax prepayments based on the return of the assessed monthly amount of liability, according to first paragraph of this item. 

If the activity of this taxpayer (registration with the tax authority) is carried out in the month of September of the following year, he shall not make any profit tax prepayments for the period September-December of the following year.

3.13.2. Adjustment by decreasing prepayment instalments 
When the taxpayer proves before the tax authority, logically and with arguments, the decrease of the determined amount of profit tax, then, the tax authority, after the verification and audit of the taxpayer on the spot, accepts the decrease of such prepayments. 

Example 1.
Instalments assessed for the period June-April       400.000 lek

Instalments assessed for the period May-October 200.000 lek

Totoal                                                                     1.600.000 lek
Profit tax assessment based on data provided by taxpayer:1.500.000 lek

Preliminary assessment of instalments for the period November –December

                                                                                                   400.000lek

Installment total for the exercising tax year   2.000.000 leke.

Profit tax assessed is 23 % lower than preliminary instalment assessments (2.000.000/1.500.000), such a situation indicates that tax administration has to decrease to zero monthly instalments for the period November –December of the exercising tax year according to item 5 of article 30.
3.13.3. Adjustment by increasing prepayment instalments 

The tax authority might increase the monthly prepayment instalments for the last two months during the taxable period, only if one of the following conditions is met: 

a. The taxpayer is required to submit an assessment return of profit for the tax year not later than 31 October. Based on this assessed profit, that tax authority may adjust the instalments for November and December, in case the assessed profit and expected tax on profit results 10% higher than the instalments calculated in advance. 

Example 1 

Instalments assessed for months January – April                         400 000 lek

Instalments assessed for months May - October                       1 200 000 lek  

Total                                                                                           1 600 000 lek

Assessed profit tax (based on information provided 

by the taxpayer himself)                                                              2 500 000 lek

Instalments estimated in advance for months 

November - December (2x200.000)                                              400 000 lek

Total instalments for all the tax year 

(1 600 000 + 400 000)           

                                    2 000 000 lek 

Profit tax assessed is 25% higher than the instalments assessed in advance, resulting in an increase of the instalments for months November – December

    (250 000 + 250 000 lek)       

                           500 000 lek per month

Example 2

Instalments assessed for months January-April           400 000 lek

Instalments assessed for months May-October         1 200 000 lek
Total                                                                           1 600 000 lek

Tax on assessed profit (based on information

provided by the taxpayer himself)

                  2 100 000 lek

Instalments estimated for months in adance

November - December                                                 400 000 lek

Total instalmens for the tax year

                  2 000 000 lek 

Profit tax assessed is 5% higher than the amount of intalments assessed in advance (2 100 000/2 000 000), which means that the tax authority shall not implement item 6 of article 30.                                                            
b. The tax administration adjusts the amount of the monthly instalments when after an audit performed for the previous tax year, it turns out that the profit tax for the previous year has been inaccurate. 

c. The tax administration adjusts the amount of the monthly instalments, in any case when the taxpayer fails to comply with requirements described in letter “a”, above. In such circumstances, the tax authority may use all information available, for example turnover data, imports, exports, tenders won, information from banks, suppliers, clients, etc.                                   

In any case, tax body notifies taxpayer on prepayment instalments increase by means of Tax Assessment Notification, a document that is compiled according to provision of the Law no. 8560, dated 22/12/1999 “On Tax Procedures in the Republic of Albania”, amended.  
3.13.4. Payment deadline and final reassessment

During the subsequent taxable period, the taxpayer pays into the tax authority account, not later than date 15th of each month, the relevant monthly profit tax, for the following month, according to the assessment method described above. 

Not subject to this rule are cases when taxpayers’ prepayment does not exceed the amount of 10.000 lek per month. In such cases, prepayment should be made quaterly, by the date 15 of the month subsequent to the three-month period.   

The final assessment of the profit tax amount is made so that each taxpayer is liable to pay for the tax period based on tax return data and other supporting documentation, as for example the balance-sheet and annex tables, data from tax audit control results, as well as any other legal documentation used for defining tax liability. Tax body may require additional information from taxpayer, or may verify on the ground adjustment of tax liability.

In case the declared tax on the basis of the annual income declaration is larger than prepayments made during the year, the taxpayer is liable to pay the diffrence upon such annual income declaration. If prepayments result to be higher than the amount in the annual income declaration submitted to tax body, they (the tax body) are required to recognize these amounts in order to settle arrears or pay future tax liabilities, including payment of instalments for tax liabilities. Upon request of the taxpayer, such amounts may be paid back to him within 60 days from the day of receiving the tax return. 

4.
Simplified Profits Tax
4.1.
Scope of Simplified Profits Tax
The Simplified Profit Tax is applied on those taxpayers that are not registered or required to be registered for VAT purposes. 
4.2.       Rates on Simplified Profits Tax

The rate on Simplified Profits Tax is 1.5 % on gross income of taxpayer. Therefore, no deductible expenses are allowed for tax base effect on which such profit is assessed.

4.3.     Exemptions  

Pursuant to item 2 of Article 32/1, exemptions from Simplified Profits Tax are:

      a)  Ambulatory traders or service providers. Hera are included ambulatory traders, therefore, such traders that have no fixed business location and are engaged in the ambulant sale of goods or  products in simple moving transport means as carts, or stay at temporary market stalls selling hand-made goods or other products or goods as, newspapers, magazines, refreshment drinks, icecreams, popcorns, artistic goods, etc. Thus, such group includes small ambulatory traders who do not have a shop or a fixed place of business in wholesale or retail markets.                    
b) Persons engaged in individual transport. Here are included taxi drivers, minibus drivers, drivers of small cars, tricycle drivers transporting passangers or goods for population needs supply.

4.4. Registration 
Small business taxpayers are required to register in accordance with procedures s follow:
a. Small business taxpayers are required to register only once at the moment of commencing the economic activity. When registering, the taxpayer must provide the tax authorities with the following documents and information:

· The Form of “ Application for Registration according to format attached to this Instruction fully completed and providing details  as required and signed by such taxpayer 

· proof of identity with photograph, issued by Office on Civil Status;

· the court decision of registration as a physical or legal person;
· statute and foundation act in the case of registration of a company
· a certificate issued by the Social Insurance Office for the payment of the social insurance contribution;

· details of ownership or rental agreement of business premises;

· details of turnover, or estimated turnover for the the forthcoming year; according to form on” Declaration on Preliminary Small Business Turnover” E-TBV -014.  
· technical and professional licence required by law for carrying over an economic activity 

b. In case when taxpayer fails to register, tax body registers such taxpayer with the same effects as if registration was made by taxpayer himself. On the basis of provisions of 32/8 of the Law a fine of 35.000 leks is applicable in such cases. 

c. The Taxpayer shall register with the local tax office in the district where the principal place of business is located. If there is no fixed business location the principal place of business will be the address of his residence or the address declared by the taxpayer himself. 

d. The tax office will issue a registration certificate to each taxpayer on completion of the registration process.  A taxpayer who has been compulsorily registered will not be issued with a registration certificate until he has completed all of the registration requirements defined by the Law. However, for evidencing and payment purposes, such taxpayers are considered as registered taxpayers. 
e. When taxpayers have more than one business locations, he is required to be provided with cetificate for any such business location. Such certificates should contain the same TIN, but with different serial number, filled in with each business location data. Pursuant to Article 32/2 and any other provisions of this Law, no registration certificate photocopy shall be accepted. The registration certificate should be placed in a visible place of the business premise, aiming at the identification of registration of that location. The registration certificate shall be subject to inspection by the tax authority.

f. The taxpayer should inform the tax office of any changes in the details provided at registration time including changes of the address, type of activity, etc. by using the Form on Registration Apllication.  If the taxpayer has a change in location involving a change in the district of activity, he shall notify the tax authority within two weeks and the latest will re-issue the appropriate Common Payment Form showing the new address, and payment may be made at a bank branch or post office located in the district of the new business location. If the change is not notified the payment of the taxes must be made in accordance with the details on the Common Payment Form at the bank or post office in the district of registration. 

4.5. Declaration

The taxpayer must declare, on monthly basis, within March 31-st his total turnover from all businesses within the scope of Simplified Profits Tax, according to Form on Payment and Declaration of Simplified Profit Tax” attached to this Instruction.
Taxpayer must declare within March 31the preliminary (forcast) turnover for subsequent year, according to Form on” Declaration on Preliminary Small Business Turnover” E-TBV -014.  

 If a taxpayer ceases his business he must provide a declaration of his turnover in the current year up to the date of cessation on a fully completed Notification of Change in Registered Particulars Form, according to model attached this Instruction.  

In case of temporary interruption of activity taxpayer is required to submit to LTO request on temporary business activity ceassation on which are provided details on reasons of temporary business interruption. Upon such request submission is handed Registration Certificate, TIN, declaration on turnover realizes and payment of tax liabilitiy up ceassation deadline.
4.6. Documentation used and books-keeping
The taxpayer must keep a separate set of books (records) related to each business location at any such business location.

For the purposes of this tax, the taxpayer must maintain books and documents as follow:

· Purchases documents where VAT invoices are included, simplified receipts, tax coupons to prove purchases made.

· Sales documents, simplified receipts, a customer receipt for every sale, record of daily turnover (for sales with cash register);

· Sales book, and 
· Purchases book.
All such documents are required to be according to models attached to this Instruction. Small Business Taxpayers must issue the following documents on any goods sales and services provided:

· If the taxpayer has been provided with a cash register, he must issue a till roll (coupon) to each client on any sale. 

· If the taxpayer has not been provided with a cash register, or for objective reasons, say in cases hen electricity fails, he must issue a manual receipt(according to the model attached to this Instruction) to all customers for every sale of goods or services. The receipts must consist of two copies using self-copying paper, one handed to taxpayer.

· Simplified receipts (according to model attached to this Instruction) issued only by taxpayers selling goods or providing services for customers that are not final consumers of goods  or services but carry out such purchases for processing or resales purposes, thus registered for tax purposes. The taxpayer must issue a manual receipt to all customers for every sale of goods or services. The receipts must consist of two copies using self-copying paper, one handed to client and one copy kept by taxpayer himself.  The receipt issued must have a serial number and receipt number and should be recorded in sales and purchases book
At the end of the day the taxpayer is required to record in the purchases book total of purchases made that day, say, rental payment, electricity bill, wages, etc.

At the end of the day the taxpayer is required to record in the sales book total of sales of that day, by grouping sales with simplified receipts, sales with cash register (daily total) and sales by manual recipts.

No later than by 5-th date of each month, taxpayer is required to have made calculations and to have closed total of sales and total of purchases for the previous month.

Taxpayer is required not to tear or replace any page of purchases and sales book, or pages of notebook for simplified receipts or manual receipts.

Taxpayer is required to maintain all such registers (books) and documents for a period not less than five years, from the end of calendar year that such documents belong.

Local tax offices may, in any time, check keeping and issuing by taxpayers of documents that prove sales (till roll, manual receipt or simplified receipts) in the manner defined by this Instruction.

4.7.   Tax   Audit and verification

During a year, tax bodies verify compliance of law requirements on taxpayer registration. To this purpose they check till roll, manual receipt or simplified receipts as well as recording of any of the above documents in turnover register. They also check evidencing and registration by taxpayer on purchases made for busness purpose (resales, processing or other expenses). The tax office will inspect the sales and purchases books to confirm that it conforms with the requirements of this Instruction. 
The LTO may also exercise a full audit in the premises of taxpayer, by prior notifying the taxpayer. In cases of a full audit control tax body may check or verify that taxpayer is using the record books and documents under the provisions fefined by this Instruction.
Beside the check on the documentation, the auditors of the tax authority exert not less than 2 – 3 checks per year (surveys to estimate the turnover) for any taxpayer for the purposes of assessing the realised turnover by the taxpayer by cronometring. The data gathered by the cronometrings serve for the assessment of the tax liabilities of the next year as well as the previous year. For the proper tax assessment of the taxpayers, the tax authorities exploit other sources of   information with which the taxpayer has operated (operations with the Department of Treasury, data on the exchange of information, data from the breaking down of sales of larger import taxpayers or manufacturers, etc.).  Based on the proper recording kept during the year and assessments and audits carried over by the tax authority, the taxpayers calculate and pay the simplified profit tax according to the due dates defined by such Law.  Failure to accurately declare turnover, based on provisions of article 32/8, item 1/b of this law is fined at 25% of the amount tax liability hidden. 

4.8. Payment

4.8.1. Calculation of interim (pre)payment 
Taxpayer shall estimate his turnover for all business locations being registered. The tax administration shall calculate the interim payment of tax using the estimated turnover figures provided unless evidence is available to show that the taxpayer’s estimate is inaccurate, in which case the tax administration may use the evidence available and indirect methods, as well, to re-estimate the turnover figure given by the taxpayer and shall calculate the interim payment based on the re-estimated figure. 

In the year following the year of first registration the tax administration shall, for the purposes of calculating the interim payments for that year, adjust the estimated turnover used in the first year by increasing the declared turnover for the first year of business using the following formula:
12/n x declared turnover 

(“n” is the number of part or complete months for which turnover is declared).

Tax administration uses various sources data available to reassess turnover    submitted by taxpayer and calculate the instalments on the basis of reassessed amount. 
Regarding the calculation of the interim tax payments, an illustrative example is in the following:

Exercise 1

Let’s suppose that a taxpayer, no later than March 31-st of the year 2006 has declared, as defined under article 32/4 of the law, has declared the turnver for 2005 and estimates his turnover for 2006 to be 8,000,000 lek. On the basis of such estimation his, assessment of Simplified Profit Tax is calculated: 8.000.000 x 1.5=120.000 lek. 
Such amount is payable in four instalments, respectively 30.000 lek, not later than April 20-th, June 20-th, October 20-th and December 20-th.
Up to April 20-th of 2006,  along with first instalment payment of 30.000 lek, it is required to be paid the remaining payment from reassessment of Simplified Profit Tax for 2005.

4.8.2. Assessment and payment of tax on employment related income

Juridical and physical persons registered as taxpayers of local tax on small business assess and pay tax on employment related income for employees within 10-th of the forthcoming month following the quarter of a calendar year. In case when juridical persons employd are considered also owners of juridical person that exercise management functions or any other function to such juridical person. Assessment of tax on employment related income are reflected in payrolls “On Social and Health Insurance Contributions and Tax on Employment Related Income according to model attached Instruction of the Minister of Finance”On Compulsory Health and Social Insurance Contributions”. Such payroll is prepared on quarterly basis (within 10-th of the forthcoming month following the quarter of a calendar year). Payment of tax on employment related income is made together with that of social and health insurance contributions within 10-th of the forthcoming month following the quarter of a calendar year. For this purpose is used Form on Declaration and payment of tax on employment related income that is attached to such Instruction.   

4.8.3. Additional tax liabilities assessment
When making assessment of additional tax liabilities, tax bodies may use alternative methods, in the manner defined in the Law “On Tax Procedures in the Republic of Albania” and in the Instruction on its application.
Tax bodies are entitled to make use of alternative methods in cases of failure of taxpayer to comply with legal requirements on the purchases and sales documentation, which imply that: taxpayer fails to reflect in a correct manner the turnover, fails to issue, in a proper manner, the required document on each sales, fails to reflect in the purchases book all the supplies made. Alternative methods assessments are clarified in the Law “On Tax Procedures in the Republic of Albania” and in the concerned Instruction. Such methods may also be applied in cases when taxpayer fails to declare the income realized. Such methods shall be included, but not limited only to surveys or photographing made with regard to turnover, premises available to taxpayer (their surfaces) for production or services, his business location (in the center or periphery), liabilities assessments of correct taxpayers having the same or nearly the same business conditions with the taxpayer in concern and to whom an additional tax liability assessment is being made, electricity consumption, rental level, number of employees, etc.

4.8.4. Payment requirement

Payment is made by using the form “Order on Payment for Simplified Profits Tax” that is attached. Prior payment, in the form should be included TIN. Such payment is made through banks or post offices that serve as tax agents of GTD.

Payment is made in time limit defined or prior to time defined, at a bank or post office in the district where such taxpayer is registered. GTD issues as well a in the form of calendar reminder on declaration and payment date on tax liabilities. In cases where taxpayers can not be identified by referring to TIN, partial or preliminary payment shall not be accepted, or if accepted by banks or post offices- as tax agents of GTD, such prepayment shall not be considered payment of tax liability of taxpayer until tax body concerned identifies positively taxpayer that has made such payment. In case such identification follows the due payment date, such identification date is considered date of payment at the bank or post office, and, therefore taxpayer shall be fined.    

4.9. Transfer of revenues into local government unit budget.
The tax collected is paid to the State budged to be transferred eventually to the budget of each municipality or commune where the taxpayer has a business location in proportion to the turnover generated from each such location, according to the existing procedures.

The tax authority will provide the tax office of the municipality or commune with a list of the licences issued for business locations within their jurisdictions. This list will clearly identify the name and TIN of the taxpayer, the address of the business location and the amount of tax paid.

Officers of the tax office of the municipality or commune should use this information to provide information to the Local Tax Office of the tax authority of any known businesses for which registration licences have not been issued.

Where the Local Tax Office receives information from the municipality or commune on businesses for which licences have not been issued, that tax office shall take action to register those businesses within 30 days of receiving the information and shall inform the municipality or commune of the action taken within 45 days of the information being received. Liason procedures between  local tax offices and local government bodies are stipulated in the Common Instruction of the Minister of Finance and Ministry of Local Government (now, Ministry of Interior) no. 5, dated 27/01/2003 “On cooperation between central tax government and local government bodies with regard to administration of localtax on small business and simplified profit tax”.   
5. Withholding tax

5.1. Withholding income tax 
For the application of Article 33 of the Law, all persons, including juridical persons, partnerships, physical persons (traders), tax residents in Albania, central and local governmental bodies, non-for-profit organizations, and any other entities established as such in Albania, making a payment related to any income listed in Article 33 is required to withhold income tax and transfer such tax withheld within the 15 of date of the month following the month that such payment is made.

5.2. The withholdings will not be kept when the payment is made to:

a. Juridical persons referred to in letter “a”, item 1 of Article 16, that 
      are taxpayers subject to profit tax and VAT to Albanian tax bodies 

      (because such persons have included their income in their taxable
       income);

a. Physical persons (traders, included in letter “c), item 1 of Article 16 that are registered for VAT and profit purposes and include such income into their taxable income;

b.  Physical persons (traders), subject to simplifit profits tax when payment is made for services that make up their normal business activity. 

Hera are included all physical persons (traders) ingaged in collection of scraps (metals), collection of medical plants, olive fruit and grape. Thus withholding tax is not kept for an invoice paid to an accounting expert registered as taxpayer of simplified profit taxp for his professional services that he carries out (because such income are income borne from his his ordinary business activity and are taxed as such), but in cases of payments made to accounting experts for dividends, interests, rental incomes, etc., according to provisions of Article 33, taxes on such incomes will be withheld at source.         

           d. Any juridical person, domestic or foreign, for payments in relation to
           international transport of goods and passangers.
e. Any foreign physical or juridical persons for services rendred  outside the territory of Reublic of Albania, proven by concerned financial and technical documentation. Local tax offices ask GTD(HQ) for tax treatment of such services          

5.3. Withholding tax level at source
The withholding tax rate at source applied is 10% at gross amounts level for payments made under the list in Article 33 (except cases defined under item 5.2., above). In cases of income from shares sales or participation quotas sales, tax is required to be calculated on net income, according to clarification made in such Instruction..

5.4. Withholding tax at source for payments made by non-residents.
For the application of item 3 of Article 33 of the Law, non-resident persons, as well, are required to withhold tax on all payments made ( defined in item 1 of Article 33),  provided that such payment are carried out through a PE situated in Albania, or through a representative nominated by them.

5.5. Recording withholding tax at source.
The withholdings are required to be evidenced by resident persons in the Republic of Albania, local and central government bodies  as well as any other entities acknoeledged as such by legislation effective, through registration in the concerned evidencing books that contain complete identifying data on the benefiting entity(including a photocopy of registration certificate of the beneficiary with tax bodies- particularly in case it is required a withholding tax)payment amount and tax withheld at source.
5.6. Withholding tax at source for dividends
For the application of article 33/1 of the law, taxpayers subject to profit tax, within 31 July, any year, should submit to local tax office, the decision of competent authority (partners’ assembly) on financial results of the previous year and on the use of profits after tax, within July 31-st. Such decision is required to contain part of profit that is destined for capital stock increase, legal and statutuory reserves, part of profit for carryover and part of profit for dividend distribution. For failure to submit on time such decision, then it is applied a penalty of 25.000 leks per month or part of the month. 

Tax on dividends, on the account of tax bodies, is required to be paid by the company within 30-th of July of the year in which the approval of financial results is made, irrespective if such dividends are distributed to shareholders or not. For failure of payment of such liability within 30 July then provision of late interest payment is applied pursuant to law no.8560, dated 22/12/1999 “On Tax Procedures in the Republic of Albania 
5.7. Stock capital decrease.

Any decrease in capital, not for reduction purposes on losses, shall be considered as taxable dividend and taxed at 10% but only to the amount that capital decrese arises from capitalized profits of the company and not by contribution in money or in kind of owners. Surely that increase of capital contribution in money or in kind of owners and capital decrease should have been made according to rules and procedures of the law no 7638, dated 19/11/1992 “On commercial companies”.

5.7. Witholdings at source by IATA

For the application of paragraph 5 of article 33 ”Withoding tax on income”,  the International Agency of Air Transport (IAAT) is charged to assess and pay a 10% rate withholding for the income from air navigation services. Such tax is assessed by IAAT on gross payments made by EUROCONTROL and is remitted to tax body account no later than 15 days upon respective payments made by EUROCONTROL and a reconciliation act is prepared by LTO of Tirana and IATA within date 20-th of any successful month..
6. Transfer pricing

"Transfer pricing", which in a broader formulation might be expressed “Transfer of profit through change of prices”, deals mainly with related persons such as: companies, branches or affiliates which are part of a group of companies, of a multinational or partnership, or which are owned from the same person, or group of persons, etc., which conduct business activities in two or more countries where tax treatment differ.  

Since these persons have special relations between them (i.e. they control each other or they are controlled by the same persons or they belong to the same multinational company) they may set sale prices for raw material, semi-products or products which move from one to the other in such a way that the major part of profit is transferred to that country where profit tax is lower or there is no tax at all. The same thing may take place with services, as technical services, consultancy, etc.that related person may issue invoices one another.     

Each adjustment in transfer pricing can be made only through a commission attached to the GDT in the Ministry of Finance. If a tax authority requests the implementation of such provision, it should pass the case to the aforementioned commission. This commission implements article 36 by referring rigorously to OECD Guidelines on Tranfer Pricing Issues.

This commission enters into an obligatory agreement with the taxpayer, according to item 2 of Article 36, to define in advance the tranfer pricing. Such an agreement shall be signed by the General Director of GTD.  
7. Foreign tax crediting
7.1. Article 37 (paragraph 1 and 2) deals with crediting the profit that resident taxpayers in the Republic of Albania have paid in other countries (outside the territory of the Republic of Albania) for profits they realized in those countries. But such reduction shall not exceed the Albanian tax level that should be applied on that income it they were generated within the territory of the Republic of Albania.  

Example :
Case 1: A legal entity, resident in Albania, for the year 2006 conducts a business in Albania having an affiliate in Italy as well, where it generates a net profit as below: 

· from business conducted in Albania 1.000.000 lek;

· from business conducted in Italy 600.000 lek.

Pursuant to provisions of this Law (Article 17) this person, being resident in Albania, is subject to income tax in Albania on all profits from all sources, inside and outside the territory of the Republic of Albania.  

So, the tax liability in Albania will be:

· -profit in total 1.600.000 lek

· profit tax =  1.600.000 x 20% =120.000 lek

But for profit generated in Italy the taxpayer has been taxed there (as non- resident) at a rate of 36%. So, tax paid in Italy shall be:

   600.000 x 36% = 216.000 lek

The taxpayer submits the full documentation that certifies the payment of this tax in Italy. After than, the Albanian Tax Authority makes the reduction of tax as below:  
tax that had to be paid if income generated in Italy was generated in Albania:  600.000 x 20% = 120.000 lek. Deduction of tax shall be made just for this amount, therefore:

400.000 - 120.000 = 280.000 lek, which is the final profit tax liability due for this entity in Albania.  

Case 2: Let us suppose that the same Albanian legal entity has an affiliate of his business in Hungary, where the profit tax rate is 18 %. In this case we should have:

· profit generated in Albania 1.000.000 lek

· profit generated in Hungary  600.000 lek  

Tax liability pursuant to article 17 of the Law shall be:

     1.600.000 x 20% = 320.000 lek

But for the income generated in Hungary, the taxpayer has been taxed there at a rate of 18%. So, the porfit tax paid in Hungary shall be: 600.000 x 18 % = 108.000 lek. In this case, since the tax paid in Hungary (18%) does not exceed the tax payable for that income in Albania (20%), it is exactly this amount i.e. 108.000 lek which shall be deduced from the total tax liability due. In this case, once the taxpayer submits the complete documetation certifying the payment of tax on income generated in Hungary, tax crediting shall be made as below:

320.000 - 108.000 = 212.000 lek   that is the final profit tax amount due for this person in Albania. 

Thus one may see that, the crediting (reduction) of profit tax paid for income generated abroad, under no circumstances should exceed, so it might be less or equal than the tax to be paid in Albania if those profits were generated in Albania. 

The same principle is also valid for the taxation if individuals. An Albanian resident individual shall be credited for profit tax paid outside Albania for income generated outside (certified with relevant documentation), but not more than the tax amount that should be paid in Albania in case that this income should be generated in Albania. 

In any case, tax paid outside Albania for profits or income generated outside Albania should be credited (or deducted), and tax on income generated in Albania is not affected.

7.2. Loss credit  
Paragraph 3 of article 37 relates to credit (or reduction) of losses that a taxpayer, legal entity, Albanian resident, has incurred outside Albania, against profit that the concerned person has generated in Albania. Such case is treated as if Article 27 (loss carryover) functioned in any other state.  

Example: A legal entity, Albanian resident, in addition to business conducted in Albania, has established an affiliate in Italy, (for example there he might pack products and excecute sale contracts for the Italian market) and during the fist year the affiliate in Italy incurs losses while the second year it results with gains. Let us see now how the credit (deduction) of the loss incurred shall be made in compliance with the provisions of the the third paragraph of Article 37: 

For year 2001:

-profits in Albania  ...................………….. 1.000.000 lek

- losses of the affiliate in Italy.........……..   - 200.000 lek

- profits from all sources inside 
 or outside Albania  

  (total profit)………..................... ……  … 800.000 lek

- profit tax in Albania        800.000 x 25% =  200.000 lek

- profit tax in Italy  = 0.

For year 2002:

- profit in Albania   ...................…………… 1.000.000 lek

- profit in Italy ......................………………..   600.000 lek

- profit from all sources inside and                     
outside Albania (global profit)……….……. 1.600.000 lek

- profit tax in Albania as resident (Article 17) calculated for total profit

                                            1.600.000 x 25% = 400.000 lek

- profit tax in Italy                   600.000 x 36% = 216.000 lek

Crediting (deduction) fo tax paid in Italy is made as follows: 

· From the beginning of year 2002 in the affiliate in Italy the loss of the previous year is carried over (deducted) 600.000 - 200.000 = 400.000 lek (according to Article 27). For this amount profit tax is calculated as if this profit was generated in Albania (according to paragraph 1 and 2 of Article 37), i.e. 400.000 x 25% = 100.000. It is exactly this amount that shall be deducted from total tax liability. So, the final tax liability that the legal entity is required to pay in Albania for year 2002, is: 400.000 - 100.000 = 300.000 lek.

· Paragraph 4 of Article 37 provides the fact that (crediting) deduction of profit tax paid in other countries on income generated or losses incurred in those countries shall be calculated according to the methods described above, specifically for each country. 

· In cases where taxes are paid in other countries that Conventions on the elemination of double taxation of Albania with such countries are in force, then provisions of such conventions shall be applied. 

8. Transitional provisions 

For application purposes of this Article, taxpayers who benefit from tax relief, according to article 6 of the Law no. 7677, dated 03.03.1993  “On Profit Tax” shall continue to enjoy such benefits according to provision of that Law. Meanwhile, enitites founded after the effective date of the Law no. 8438, dated 28.12.1998, shall not enjoy tax relief.

Likewise, all taxpayers as defined in the Laws no. 7665, dated 21.1.1993 on “Development of areas with tourism priority“, no. 8098, dated 28.3.1996, on “the status of the blind people“ and with the Decree no. 782, dated 22.2.1994 on “Fiscal system on hydrocarbons“.      

9. Abrogation
Instruction No.5, dated 18.01.2005  of the Minister of Finances is abrogated. 

10.  Attached to  Instruction are:

1. Table no.1 on “ Income Tax relating from Employment“. 

2. Table no.2 on “Tax on Transfer of Immovable Property Right „

3. Form E-TAP 010/a on “ Declaration and Payment of Income Tax relating to Employment „

4. Form on Declaration of Income Tax from other sources(not relating to actual to employment  income E-TAP 013/a)

                    5.Form on Declaration and Payment of Profits Tax E-TAF

                        001/A
                     6.  Analytical Declaration of Income Tax

                     7.   Form 1.1 on “ Application for Registration „.  

                     8   Form 4.1 “Notification of Changes in Registration“.

                     9.  Form E-TVB 020/a “ Payment Order on Simplified Profits
                          Tax.„

                     10. Small B. Purchase Book Model E-TVB 041/a

                     11. Sales Book Model E-TVB 010
                     12. Sample of Simplified Invoice, E-TVB 055/a

                     13. Sample of tax receipt  E-TBV-055/a                                                   

                                14. Form on SB Turnover forecast E-TBV-014
                                15.Form on Declaration and payment of SPT .FDP-SPT

11.  ENTRY INTO POWER

This instruction comes into force upon its publication in Fletore Zyrtare. 
    M I N I S T E R
    Ridvan BODE
On any issues that you may need clarification on interpretation of provisions of this Instruction, please feel free to contact:

General Taxation Department

Taxpayer Service Unit

www.tatime.gov.al
