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Preface

This book was prepared by EY Thailand and EY Vietnam. It was written
to give the busy executive a quick overview of the investment in
Vietnam mainly covering taxation, investment incentives, forms of
business, accounting practice and recent tax and requlatory updates.

Making decisions about foreign operations is complex and requires
an intimate knowledge of a country’s commercial climate, with a
realization that the climate can change overnight. Companies doing
business in Vietnam, or planning to do so, are advised to obtain
current and detailed information from experienced professionals.
This book reflects information current at 30 April 2018.







A.Overview of foreign

investment

A.l Forms of business
Limited liability company

There are 2 forms of limited liability company (LLC): limited liability
company with one member and limited liability company with more
than one member.

The LLC is a legal entity established by its member(s) by way of
capital contribution to the LLC. The members are liable for the
financial obligations of the LLC to the extent of their capital
contributions. Maximum number of LLC's members is 50.

The foreign investors can establish the LLC in the form of either

a wholly foreign owned enterprise or a joint venture between the
foreign investors and Vietnamese investors.
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Each LLC may have one or more legal representatives. The number,
titles, rights and obligations of the legal representative(s) must be
specified in the company’s charter. At least one legal representative
must be resided in Vietnam at all times. If the LLC has only one legal
representative, that person must reside in Vietham and authorize
another person in writing to perform his/her rights and obligations
on his/her behalf when leaving Vietnam.

Joint stock company

Ajoint stock company (USC)is alegal entity established by its founding
shareholders on the basis of their subscription to shares of the
JSC. The JSC is required to have at least 3 shareholders (without
maximum number). The rules regarding legal representatives are
the same as that of the LLC.

Foreign investors are allowed to wholly own a JSC set up in Vietnam.
Alternatively, they can joint with other investors (either foreign or
Vietnamese investors) to set up a JSC in Vietnam.

Partnerships

A partnership is required to have at least 2 individual partners
with unlimited liabilities. The partnership may include contributing
partners who are only liable for the partnership’s debts up to the
value of capital contributed to the partnership.

Public-private partnership

Foreign investors can set up a partnership with Vietnamese
government agencies to implement infrastructure construction
projects in Vietnam. Generally, the public-private partnership is
commonly set up to undertake the infrastructure works for
transportation, electricity production and trade, healthcare,
education, training, agriculture, rural development, water supply or
drainage and wastewater or waste treatment.
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The contracts may be in the form of Build-Operate-Transfer contract,
Build-Transfer-Operate contract, Build-Transfer contract, Build-
Own-Operate contract, Build-Transfer-Lease contract, Build-Lease-
Transfer contract and/or Operation and Management contract.

Private enterprise

A private enterprise is owned by one individual who is liable for
all obligations of the enterprise to the extent of all his/her assets.
The private enterprise cannot issue any type of security and each
individual can establish only one private enterprise.

Business cooperation contract

Business cooperation contract (BCC) is an agreement between
foreign investor(s) and Vietnamese investor(s) with the objective to
cooperatively undertake specific business activities. This form of
business investment does not constitute a new legal entity. The
investors under the BCC will have unlimited liabilities.

Branch office

A branch office, which is a dependent unit of a foreign entity, can
conduct profit-making business activities. Technically, any foreign
trader can establish a branch office in Vietnam as long as they satisfy
the requirements of Vietnamese law but in practice, setting up a
branch office in Vietnam has been limited to specific sectors such as
banks, tobacco companies, airlines and law firms.

Representative office

Foreign companies are allowed to establish representative offices
in Vietnam to perform various activities, e.g., to conduct liaison
activities, to perform market research and promotion of its head
office's businesses.
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However, the representative office is not permitted to conduct direct
income-generating activities such as execution of contracts, direct
payment or receipt of money, sale or purchase of goods or provision
of services.

The representative office is allowed to hire local Vietnamese and
expatriate staff and conduct various administrative functions on
behalf of its head office.

® Forms of business commonly used by the foreign investors in
Vietnam.

A.2  Foreign ownership restrictions

Vietnam restricts foreigners to engage in the sensitive businesses
for reasons of national defense and security, social order and
safety, social ethics and public health which include, but not limited
to, constructing airports, seaports, casinos, exploring, producing
and processing oil, gas and tobacco. Investment in these sectors
are called conditional sectors. The business operator must satisfy
certain conditions and be granted with an approval from the relevant
government authorities before operating such business.

A.3  Land ownership restrictions

Foreign investors are restricted from owning the land in Vietnam.
The use of the land by foreign investors will generally be in the forms
of obtaining the rights to use land and the rights to lease land from
the government.

The ownership of housing is allowed with the limitation of 30% of the
total units in a condominium or 250 separate houses, including villas
and row houses, in an administrative ward or its equivalent.
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A.4 Investment incentives

Foreigninvestors arerequiredtoapply for the Investment Registration
Certificate (IRC) to register their projects in Vietham. Depending on
specific cases, the IRC may clearly state the investment incentives
for the business registered under the IRC or it may just generally
provide the applicable legal framework for the investment incentives
of the project.

There are no other formal investment promotion application and
formal approval procedures for the investment incentives. However,
in practice, companies having complicated tax scheme may request
for a written confirmation of corporate income tax incentives from
tax authority before the business commencement to avoid any
challenge on the application of incentives.

The foreign investors will also have to register for the incorporation
of their business entity in Vietnam, obtain a Business Registration
Certificate (BRC) to start the business operations and announce the
registration in the National Business Registration Portal (NBRP).

The following authorities are empowered to issue the IRC to the
investors: -

» Management boards of industrial parks, Export Processing Zones
(EPZs), hi-tech zones and Economic Zones (EZs) for investment
projects located therein

» Local Departments of Planning and Investment (DPI) for
investment projects located outside industrial parks, EPZs, hi-tech
zones and EZs
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Tax incentives

In Vietnam, tax incentives are granted to both foreign and Vietnamese
investors. These incentives include preferential tax rates, tax
exemptions and reductions.

Major tax incentives granted are described below: -
1. Corporate income tax incentives

The eligible foreign investment projects in industries or locations
that are encouraged by the government may be entitled to corporate
income tax exemptions and reductions or an application of
preferential tax rates of 10%, 15% or 17% as follows: -

» 10% corporate income tax for 15 years from earlier of the first
year generating taxable profit or the fourth year from the first
year of revenue generation plus 4 years of corporate income tax
exemption, followed by 9 years of 50% corporate income tax
reduction

» New investment project located in especially difficult
socio-economic condition areas, EZs or High-Tech Zones,
including centralized information technology parks

» New investment project investing in business sector that
is eligible for investment promotions such as technology,
environmental protection and agricultural sectors
(see Note 1)

» Investment project in manufacturing sector (except for the
project producing goods subject to special sales tax and
mineral exploitation projects) whose investment capital and
revenues meet stated requirements (see Note 2)

> Investment project that manufactures certain ancillary
products supporting high-technology sector
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» Investment project that manufactures certain ancillary
products supporting the textile, garment, footwear, IT,
automobile or mechanical engineering sectors that cannot
be manufactured in Vietnam or can be manufactured in
Vietnam if it is reached the European Union (EU)'s standards
or other equivalent applicable standards

10% corporate income tax for the entire period of operation plus
4 years corporate income tax exemption, followed by 5 years
50% corporate income tax reduction (or 9 years if the investment
location is in a difficult socio-economic areas)

» Investment in education, training, health care, culture,
sports and environmental sectors

10% corporate income tax for the entire period of operation

» Investment in social housing, forestry, agriculture, fishing,
salt production and processing

» Investment in farming, breeding, processing of
agricultural and aquaculture productsin locations having
difficult socio-economic conditions (see Note 3)

17% corporate income tax for 10 years from the first year of
revenue generation plus 2 years corporate income tax exemption,
followed by 4 years 50% corporate income tax reduction

» New investment project in the production of highly-qualified
steel or energy-saving products, machinery and equipment
servingagriculture, forestry, aquaculture and salt production,
irrigation and drainage equipment, the production of
foodstuff for cattle, poultry and aquatic animal feed and
the development of traditional trades in areas with difficult
socio-economic conditions
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>

17% corporate income tax for the entire period of operation

» People's credit funds and micro financial institutions
established under the laws on credit institutions

Notes:

@Y

@

3)

If the investment project has special investment attraction, i.e.,
having large scale investment or involving high technology, the
period eligible for preferential tax rate may be extended for up
to 15 years (i.e., 10% corporate income tax for a maximum of 30
years), subject to an approval

Subject to certain conditions on investment capital, revenue,
technology and/or number of employees, the period eligible for
preferential tax rate may be extended for up to 15 years (i.e.,
10% corporate income tax for a maximum of 30 years), subject
to an approval

If the investment in farming, breeding, processing of agricultural
and aquaculture products is not in locations having difficult/
especially difficult socio-economic conditions, it will be entitled
to 15% corporate income tax for the entire period of operation

2. Import duty incentives

Exemptions from import duty are granted for certain imported
goods, including the following:

>

Goods temporarily imported for display purposes within a certain
period of time and subsequently re-exported

Goods temporarily imported for warranty, repair, or replacement
within a certain period of time and subsequently re-exported

Non-commercial goods, e.g., samples, pictures, videos, models
and advertisement publications in small quantities (for the purpose
of showing only)

Movable property of Vietnamese or foreign entities/individuals
brought into Vietnam within prescribed limits
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» Goods imported to form the fixed assets of investment projects
entitled to investment incentives , including machinery and
equipment; certain materials, components, parts and spare parts
(subject to conditions); special-use means of transportation; and
construction materials which are not yet produced in Vietnam

» Materials and supplies that are not available in Vietnam and
imported for direct service of production of IT products, digital
contents and software

» Certain goods imported for oil and gas activities, or shipbuilding
entities

» Goods imported to fulfil export processing contracts with foreign
entities

» Goods imported for production of exported goods
» Certain goods imported/exported for environment protection

» Import duty exemption for 5 years from the date of production
commencement on imported materials and spare parts that
are not yet produced in Vietnam and imported to serve the
manufacturing of certain projects engaging in sectors eligible
for special investment promotion or located in areas with
especially difficult socio-economic conditions, high-tech
enterprises, or science and technology enterprises.

3. Incentives on land rental

The government supports basic infrastructure throughout the
country by granting land rental fee exemption incentives as follows: -

» Maximum 3 years during construction period from effective date
of the land lease contract (but not applicable to renovation or
expansion projects)

» Projects approved by the competent authorities (except the
mineral exploration)
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» 3 years after construction period

» Projectsengagedinsectorseligible for investment promotion
» 7 years after construction period
» Projects in areas with difficult socio-economic conditions
» 11 years after construction period
» Investment projects with one of the following qualifications: -
» Projects located in areas with especially difficult

socio-economic conditions

» Projects engaged in sectors eligible for special
investment promotion

» Projects engaged in sectors eligible for investment
promotion and located in areas with difficult socio-
economic conditions

»  Projects not engaged in sectors eligible for investment
promotion in EZs located in district-level geographical
areas outside investment incentive areas

» Investors having their lands leased by the government
for the development of infrastructure of industrial zones,
industrial complexes, EPZs, EZs, Hi-Tech Zones in the areas
outside investment incentive area

» 13 years after construction period
» Projects not engaged in sectors eligible for investment

promotion in EZs located in district-level geographical areas
with difficult socio-economic conditions
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» 15 years after construction period
» Investment projects with one of the following qualifications: -

» Projects engaged in sectors eligible for special
investment promotion located in areas with difficult
socio-economic conditions

» Projects engaged in sectors eligible for investment
promotion sectors located in areas with especially
difficult socio-economic conditions

»  Projects not engaged in sectors eligible for investment
promotion in EZs located in district-level geographical
areas with especially difficult socio-economic conditions

» Projects engaged in sectors eligible for investment
promotion in EZs located in district-level geographical
areas outside investment incentive areas

» Investors having their lands leased by the government for the
development of infrastructure of industrial zones, industrial
complexes, EPZs, EZs, Hi-Tech Zones located in the areas
with difficult socio-economic conditions

» 17 years after construction period

» Projects engagedin sectors eligible for investment promotion
inEZs located in district-level geographical areas with difficult
socio-economic conditions

» 19 years after construction period

» Projects engaged in sectors eligible for investment
promotion in EZs located in district-level geographical areas
with especially difficult socio-economic conditions
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Entire lease term

>

Investors having their lands leased by the government
for the development of infrastructure of industrial zones,
industrial complexes, EPZs, EZs, Hi-Tech Zones and
investments in the areas with extremely difficult socio-
economic conditions

Projects engaged in sectors eligible for special investment
promotion in areas with especially difficult socio-economic
conditions

Approved housing construction projects for workers in
industrial parks, EZs and EPZs approved by the competent
authority

Building, maintenance and repair stations, parking lots
(including the ticket counters, executive and public
service areas) or providing services in relation to the public
transportation

Building water supply constructions, including water
extraction and water treatment constructions, pipelines,
constructions in the water supply pipeline system and
constructions facilitating the management and operation of
the water supply system in administrative offices, executive
offices, factories and warehouse

Building infrastructure in the industrial zones, industrial
complexes, EPZs according to the planning which is approved
by the competent authorities
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Supports for Small and Medium-sized Enterprises

Effective from January 2018, the new law grants incentives to the
Small and Medium-sized Enterprises (SMEs). Under the law, SMEs
are the enterprises having no more than 200 average employees
contributing to the Social Insurance and satisfying one of the
following conditions: -

» Having total capital of no more than VND 100 billion
» Having total revenue in the preceding year of no more than VND

300 billion

The SMEs satisfying the above conditions will be entitled to various
incentives, e.qg., support access to credit, preferential corporate
income tax rate, simplified accounting procedures and systems for
micro enterprises, support for land acquisition, etc.
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Economic zones

Projects located in EZs are eligible for various tax incentives as

follows:

Types of
project
Tax holiday
All projects » Exemption from

corporate income
tax for 4 years since
from earlier of the
first year generating
taxable profit or the
fourth year from the
first year generating

High-tech revenue

projects » 50% reduction for
the following 9
years

Socialized

projects

Corporate income tax incentives

Tax rate

10% for 15 years
from commencement
of production

Standard corporate
income tax rate
afterwards (currently
20%)

10% for 15 years,
extendable for
another 15 years for
certain projects

10% for the duration of
the project

> 5-year exemption from import duty on raw materials and
components imported for the manufacture and assembly of

medical equipment

»  Exemption from import duty on assets imported to form the fixed
assets for all projects under certain conditions

» Exemption from import duty on goods imported and consumed

in EPZs

» Exemption from import duty and Value added tax (VAT) on goods
imported for processing/production of exported goods under

processing contracts
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> Generally, no VAT on goods/services sold among export-processing
enterprises or between export-processing enterprises in EPZs and
overseas suppliers/service providers

» No VAT on goods temporarily imported for re-export, temporarily
exported for re-import

» Exemption from excise tax for goods imported goods into EPZs,
goods sold from local market to EPZs and used within EPZs only,
goods traded between export-processing enterprises

» 50% reduction of personal income tax for experts and employees
in EZs

» Land rental fee exemption incentives
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B.1  Corporate income tax

At a glance
Description Rate (%)
Corporate income tax 20
Branch tax 20
Capital gains tax 20
Withholding tax on payments to non-residents: -
Dividend/branch profit remittance 0
Interest on loan 5@
Royalty 10 @

(a) The rate could be reduced or exempt under the tax treaties
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The standard corporate income tax rate is 20%, effective from
1 January 2016 onwards. However, oil and gas companies and
companies involved in exploitation of precious minerals are subject
to higher corporate income tax rates ranging from 32% to 50%
depending on specific project.

Profit remittance/dividend

Profit remittance and/or dividend distribution is allowed annually
at the end of each fiscal year or upon termination of the investee
company, provided that it does not have accumulated losses. However,
the remittance transaction must be notified to the tax authorities at
least 7 working days in advance.

The branch profit remittance and dividend distribution are not subject
to withholding tax in Vietnam.

Capital gains

Gains derived from direct or indirect sales of shares or disposal of
capital assets are subject to tax at the standard corporate income tax
rate of 20%. Taxable income is the transfer price less the acquisition
cost and transaction costs. Settlement of share sales/capital asset
sales valued at VND 20 million or more must be made by bank transfer.
In addition, if the transfer price is not the market price, the local tax
authority has the right to assess a deemed transfer price.

If a foreign corporate investor transfers securities in qualified
Vietnamese public companies, the transfer is taxable at 0.1% on
gross sale proceeds, regardless of whether the transfer is profitable.
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To qualify as a publiccompany in Vietnam, one of the below conditions
must be met: -

» The company has its shares held by at least 100 investors
(excluding professional securities institutions) and has paid-up
capital up of not less than VND 10 billion

» The company has already conducted the initial public offering (IPO)

» The company has its shares listed on the stock exchange
Assessable income

The taxable income of an enterprise is the net income shown in the
financial statements which is adjusted due to differences between
tax rules and accounting rules. Taxable income includes income
derived from business operation and other activities.

Deductible expenses

In general, expenses are deductible provided that they are related to
revenue generation and supported by proper invoices/documentation
and not specifically identified as being non-deductible items for
corporate income tax calculation purposes.

Costs of life insurance and voluntary pension insurance for employees
are deductible (but capped at certain amount) provided that an
enterprise has a written payment policy. Costs of working attire are
deductible up to a limit of VND 5 million per person per year.

Non-deductible expenses

»  Provisions which are not made in line with tax regulations

> Depreciation of fixed assets exceeding the level allowed under
the tax regulations

» Penalties and late payment interest

» Non-cash payment for any expenses of VND 20 million or more if
evidence is not available
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> Fees for overlapped services that do not create any additional
value

» Interest on loan, deductible up to 20% of the borrower’s earnings
before interest, tax, depreciation and amortization (EBITDA)

» Related-party expenses in the following sample circumstances: -

» The payment made to related parties for activities not
related to the payer's business

» Value of the payment is not in proportion to the company’s
asset scale, number of employees and/or business activities

» The related-party beneficiary does not have rights or
obligation to the goods/service provided by the company

» The related-party beneficiary is subject to corporate income
tax exemption in their territory

To support the tax deduction of the expenses paid to the related
parties, the conditions below must be met: -

» Service provided must be directly beneficial to the business
operation of the service recipient

» Service from related parties is only determined as already
rendered only where under the similar circumstance, independent
companies would be willing to pay for such service

» The fee is paid on arm'’s length basis and the allocation keys are
used consistently within the group

» Proper supporting documents must be available
Tax depreciation

Fixed assets are normally depreciated using a straight-line method,
based on the prescribed minimum and maximum useful lives.
Depreciation at rates exceeding those allowed by the Ministry of
Finance (MOF) is not deductible for tax purposes; however different
useful lives can be adopted upon approval from the competent
authority.
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The table below presents the minimum and maximum useful lives
over which certain categories of assets can be depreciated for tax
purposes: -

Types of asset Years
Buildings and factories 5to 50
Tools and machinery 3to 20
Transportation vehicles 61to 30
Other fixed assets 2to 40
Intangible assets Up to 20

The land leasehold right with a land utilization rights certificate
must be depreciated over the lease period, provided that the lease
payment is made in a single transfer and the term thereof is defined.

Except for those used by enterprises in passenger transportation,
hotels and/or tourism businesses, cars with 9 seats or less must be
depreciated at the capped out of VND 1,600 million.

Losses carried forward

Losses can be carried forward for up to 5 consecutive years. The
carry back of losses is not permitted.

Losses arising fromincentivised activities can be offset against profits
from non-incentivised activities and vice versa. Losses incurred
from the transfer of real estate and investment projects can be offset
against profits from other business activities. However, losses from
other business activities cannot be offset against profit from the
transfer of real estate and investment projects.

Tax consolidation concept

There is no tax consolidation concept. Tax losses of one company
cannot be used to offset against the taxable profits of another
affiliate.
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Transfer pricing

Under the current transfer pricing regulations, all transactions
between related parties in relation to business operations must
apply the arm’'s length principle. Failure to comply with these
requlations can lead to deemed adjustment of transfer prices, taxable
income, tax liability and penalty imposed by the local tax office with
referencetotransactions of independent parties. The scope of related
party transactions under the current transfer pricing regulations
is comprehensive.

Related-party transactions must be declared in a transfer pricing
disclosure form, which must be submitted together with the
company's corporate income tax return within 90 days from the end
of taxable year.

Taxpayers now are required to prepare the transfer pricing
documentationcomprisingathree-tier structure(i.e., master file, local
file and country-by-country report) provided that certain thresholds
are met. The submission of the transfer pricing documentation is
currently not mandatory in Vietnam and taxpayers are required to
submit the transfer pricing documentation upon request by the tax
authority.

The transfer pricing documentations must be prepared in
Vietnamese language. The local tax office reserves the right to make
retrospective transfer pricing adjustment and collect under-declared
tax for up to 10 years.

Tax compliance and administration

Enterprises must pay corporate income tax on a quarterly basis
within 30 days after the last day of each quarter. However, the
corporate income tax returns only need to be filed annually together
with the payment of remaining tax liabilities within 90 days after the
end of the tax year. If the provisional quarterly tax payments are less
than 20% of the final corporate income tax liability for the year, the
taxpayer will be subject to a daily penalty of 0.03%.
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Tax treaties

As of 30 April 2018, Vietnam has signed tax treaties with 79
countries, but only the following 71 countries have been effective.

Australia
Austria
Azerbaijan
Bangladesh
Belarus
Belgium
Brunei Darussalam
Bulgaria
Canada
China

Cuba
Czech Republic
Denmark
Finland
France
Germany
Hong Kong
Hungary
Iceland
India

Iran
Indonesia
Ireland
Israel

Italy

Japan
Kazakhstan
North Korea
Kuwait

Laos
Luxembourg
Malaysia
Manta
Mongolia
Morocco
Mozambique
Myanmar
Netherlands
New Zealand
Norway
Oman
Pakistan
Palestine
Panama
Philippines
Poland
Portugal
Qatar
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Romania

Russia

San Marino
Saudi Arabia
Serbia
Seychelles
Singapore
Slovak Republic
South Korea
Spain

Sri Lanka
Sweden
Switzerland
Taipei

Thailand
Tunisia

Turkey

Ukraine

United Arab Emirates
United Kingdom
Uzbekistan
Venezuela
Western Uruguay
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B.2  Foreign contractor tax

A foreign contractor (FC) is defined as a foreign individual or entity
that does businessin Vietnam or earnsincome in Vietnam on the basis
of a contract, agreement or engages by a Vietnamese organization
or individual.

Foreign contractor tax (FCT) regime is applicable on the payments
made by a Vietnamese contracting party to a foreign entity
carrying out projects in Vietnam or providing services to Viethamese
customers without setting up a legal entity in Vietnam.

The FCT is not applicable to a pure supply of goods at border gates,
services performed and consumed outside of Vietnam and other
certain services performed outside of Vietnam (e.g., repair of
vehicles, machinery and equipment, advertising and marketing
services, brokerage services and training).

The FCT consists of 2 components: corporate income tax and VAT,
whereby the rates vary depending on the nature of payment.

Depending on the status of the FCs, they can choose one of the
following 3 methods for FCT payment: -
» Deduction method
To adopt this method, the FC is required to satisfy all of the
following conditions: -
» FC has a permanent establishment (PE) in Vietnam or tax
residents of Vietnam

» The duration of the project in Vietnam lasts more than 182
days

» FC adopts the full Vietnamese Accounting System (VAS)
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The FC will pay 20%corporate income tax on its actual net profits
and will file VAT return under the deduction method (i.e., output
VAT less creditable input VAT), whereby the input VAT charged
by the local subcontractors can be recoverable.

» Direct method

FC who fails to satisfy one of the deduction method conditions
above shall adopt the direct method. Under this method, VAT
and corporate income tax will be withheld and filed by the
Viethamese contracting party upon the payment to the FC.
Therateofwhichvariesdependingonthenatureofserviceprovided
and the type of goods supplied (see Appendix ). The VAT element
withheld will be creditable against output tax of the Vietnamese
contracting party if it supplies goods/services subject to VAT
and has sufficient supporting documents, including tax payment
evidence.

» Hybrid method

Under this method, the FCT regime permits that where the FC
adopts simplified VAS (instead of full VAS), it may choose to
pay VAT under the deduction method and corporate income tax
under the direct method.

B.3 Personal income tax
Who is liable?

Vietnam imposes personal income tax based on a residency status.
Residents are taxed on their worldwide income, while non-residents
are subject to tax on their Vietnamese-sourced income only.
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Vietnamese resident taxpayers are referred to the following scenario:

» Personsresiding in Vietnam for an aggregate of 183 days or more
in a calendar year or in a continuous 12-month period, beginning
on the date of arrival. In calculating the number of days, the
arrival and departure dates are counted as 1 day.

» Persons having a permanent residence in Vietnam, including a
registered residence that is recorded in permanent or temporary
resident cards of foreigners.

» Persons having a house lease with total period of 183 days or
more. The lease period is determined by total number of lease
period for different lease locations in a tax year, including hotels,
motels, working places and offices.

If an individual has a permanent residence, as defined above, but
stays in Vietnam for less than 183 days in a tax year and can prove
that he or she is a tax resident of another country, the individual may
be treated as a non-tax resident in Vietnam in such tax year.

Assessable income

Taxable income includes employment, non-employment and business
income.

Employment income covers all incomes received by an employee from
their employer either in cash or in kind. Non-employment income,
covers income from capital investment, capital transfer, transfer
of immovable property, winnings or prizes, royalties, commercial
franchises, inheritances and gifts.

Taxable income earned by a tax resident includes income earned
within and outside Vietnam, regardless of where it is paid. However,
resident individuals who are citizens of countries that have signed a
tax treaty with Vietnam shall calculate personal income tax from the
month that the individual first arrives in Vietnam to the month the
relevant labour contract expires and the individual leaves Vietham.
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Tax-exempted income

Certain types of income are exempt from tax, including but not
limited to the following: -

>

Income from a transfer of immovable property in the form of an
inheritance or gifts from defined family members

Income from a transfer of a residential house or rights to use
residential land and assets attached to that land

Interest from deposits at banks or credit institutions, from life
insurance policies and from government bonds

Income in foreign currency received from Vietnamese residing
in overseas

Overtime in excess of normal wage or salary

Pensions paid by the Social Insurance Fund by voluntary pension
funds

Scholarships

Compensation payments under life and non-life insurance
contracts and/or for labour accidents

Income received from charitable funds or from foreign-aid sources
for charitable or humanitarian purposes

Income from wage and remuneration of Vietnamese crewmembers
from working for foreign shipping companies or for Vietnamese
shipping companies that provide international transport services

72



Doing Business in Vietnam 2018

Tax deduction and tax relief

Certain tax deductions and reliefs are deductible according to the
business income and employment income as follows: -
» A personal relief of VND 9 million per month

> A dependent relief of VND 3.6 million per month per dependent,
with conditions attached

» Mandatory contributions under the law

» Contributions to certain charitable, humanitarian and educational
promotion funds

» Contributions to voluntary retirement funds, capped at VND 1
million per month

Tax rates for employment income

The following table presents the progressive tax rates on employment
income of resident individuals. Tax due is calculated by multiplying
the assessable income (i.e., income after tax deductions and reliefs)
by the tax rate.

Monthly assessable income (VND) Tax rate (%)

5,000,000 or less 5
5,000,001 to 10,000,000 10
10,000,001 to 18,000,000 15
18,000,001 to 32,000,000 20
32,000,001 to 52,000,000 25
52,000,001 to 80,000,000 30
80,000,001 or more 35
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Tax rates for business income

The individuals doing business and earning revenue of not more than
VND 100 million per year are not required to pay personal income
tax. For those whose annual income exceeds VND 100 million will
be subject to tax at the flat rate, depending on types of business as
follows: -

Business activities Tax rate (%)

Asset leasing, lottery agent, insurance agent 5
and multi-layer sales agent

Distribution/supply of goods 0.5
Services and construction without materials 2
Production, transportation, services 1.5

associated with goods and construction
with materials

Other business activities 1

Tax rates for passive income

Resident individuals earning non-employment income, other than
employment and business income, will be subject to the following
fixed rates, depending on types of income.

Types of income Tax rate (%)
Income from capital investment 5
Income from royalties and franchising 5
(exceeding VND 10 million)
Income from winnings of prizes (exceeding 10
VND 10 million)
Income from inheritances (exceeding VND 10 10

million)
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Types of income Tax rate (%)
Income from capital transfer 20
Income from transfer of immovable property 2

Tax for non-tax resident individual

Non-tax resident individuals are taxed at 20% on their employment
income earned in Vietnam (regardless of the place of payment) and
at various rates on non-employment income. A lower rate may apply
under a tax treaty.

The following table presents tax rates applicable to non-resident
individuals: -

Types of income Rate (%)
Income from employment 20

Income from business

Trading of goods 1
Provision of services 5
Production, construction, transportation 2
and others
Income from capital investment 5
Income from royalties and franchising 5
(exceeding VND 10 million)
Income from winnings or prizes (exceeding 10
VND 10 million)
Income from capital transfer 0.1
Income from transfer of immovable property 2
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Tax rate reduction

Resident and non-resident individuals working in certain EZs are
entitled to a 50% tax rate reduction.

Tax filing and payment procedures

On a monthly basis, an employer is required to withhold tax from the
employee's income and declare and pay the tax withheld to the tax
authority within the 20th day of the following month in which the
income is paid. However, if monthly tax payable is less than VND 50
million, a tax return shall be filed quarterly, as opposed to monthly,
by 30th day of the following quarter.

An individual is required to quarterly file tax return under a
self-assessment basis with the tax authority if his or her employment
income is paid by an overseas organization or individual. A year-end
finalization of personal income tax is also required and any amount
due must be paid within 90 days after the end of the first tax year or
the end of the calendar year. Likewise, non-employment income is
required to be separately declared by the individual based on types
of taxable income and applicable tax rates.

Aforeignresidentindividual terminating their employment contractin
Vietnam is required to submit a final tax return before departing from
Vietnam or he/she can authorize an income payer/other individual
to submit the final tax return on his/her behalf within 45 days from
the departure date.
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B.4 VAT

VAT is levied on consumption of goods and services used for
production, trading and consumption in Vietnam, including goods
and services purchased from overseas for use in Vietnam.

The standard VAT rate is 10%. A 0% rate applies to exported goods
and services that meet conditions. A 5% VAT applies to goods and
services defined as essential such as clean water, fertilizer, teaching
aids, books, foodstuffs, medicines and medical equipment, various
agricultural products and services and technical/scientific services.
Some goods and services are exempt from the VAT, such as financial
derivative, insurance and medical.

VAT regulations provide 2 methods of VAT calculation as follows: -
» Deduction method

Under this method, VAT payable is calculated as the output
VAT charged to customers less the creditable input VAT paid on
purchases of goods and services. Proper bookkeeping and invoices
are requisite requirements for applying for this method.

» Direct method

In order to calculate VAT payable under this method, the added
value in the period must firstly be calculated. The applicable VAT
rate shall be applied to the added value to calculate the VAT payable.
Enterprises which fail to satisfy the requirements on book keeping/
invoices and certain deemed goods/services (i.e., trading gold/
foreign currency) shall be deemed to apply for this method.
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B.5 Customs duties

Import duty

Import duty is imposed upon importation of goods into Vietnam.
The applicable import duty rate varies depending on types of goods
imported and the goods origination country.

Import duty is generally assessed on an ad valorem basis with the
dutiable value of imported goods generally in accordance with the
WTO Valuation Agreement 1994 with certain modifications.

Export duty

Export duty is only imposed on certain exported items e.qg., natural
resources such as ore and minerals, plants and parts of plants used
primarily in producing perfumes or pharmaceuticals and scrap metal.
The rates range from 0% to 40%.

B.6  Other taxes
Special sales tax

Special sales tax (SST) is a type of excise tax applicable on certain
imported goods and some domestically produced goods and services
that are not encouraged for domestic consumption or considered
luxurious. The SST rates vary from 5% to 150%, depending on
the type of goods. Examples of products or services subject to
SST are cigars/cigarettes, spirits/wine, vehicles with less than
24 seats, motorcycles, aircraft and yachts and services such as
casinos and gambling, karaoke, massage and lottery.

78



Doing Business in Vietnam 2018

Business license tax

Business license tax (BLT) varies depending on the registered capital
or the investment capital and it is payable at the beginning of each
calendar year.

Levels Type of business/registered Rate
capital (VND/year)
Level 1 Entlt'le's having registered capital of 3 million
10 billion or more
Level 2 Entities having registered capital of > million

less than 10 billion

Branch office, representative
Level 3  office, business sites, public service 1 million
providers and other entities

Environment protection tax

Environment protection tax (EPT) is an indirect tax applied on the
production and importation of certain goods, including petroleum
products. The EPT will be determined based on guantity of goods.

Natural resources tax

Natural resources tax (NRT) is payable by industries exploiting
Vietnam's natural resources, such as petroleum, minerals, forest
products, seafood and natural water. The tax rates vary depending
on types of natural resource being exploited and are applied to the
production output at a specified taxable value per unit.
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Method of accounting

Companies generally adopt an accrual accounting method for
preparing the financial statements.

Accounting principles and practices

All foreign invested enterprises operating business in Vietnam are
required to apply the VAS as their statutory financial reporting
framework and comply with the relevant statutory requirements.
Any deviation from the VAS requires prior approval from MOF.

All accounting records must be in Vietnamese language or in both
Vietnamese and foreign languages.
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The required currency is the VND and the business entity is only
allowed to use a foreign currency for accounting purposes if certain
criteria are met (e.g., most major sales and purchase transactions
are denominated in the chosen accounting currency). Any financial
statements prepared in a foreign currency are required to be
convertedinto VND using the actual exchange rate and must be
certified by an independent auditor.

Disclosure requirements

The basic set of financial statements prepared under the VAS
comprises of the following:

» Balance sheet, including a separate schedule for off-balance sheet
items

» Income statement

» Cash flow statement

» Notes to the financial statements

Audit requirements

The annual financial statements of Foreign-invested enterprises

(FIEs), listed entities and parties to the BCCs, insurance companies,

financial institutions and state-owned enterprises are required to be
audited by a duly licensed independent audit company.
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Filing and reporting requirements

Financial statements must be prepared annually and filed with the
following authorities:

» The city or provincial tax office

» The Ministry of Planning and Investment (MPI) or the relevant
delegated investment license granting authority in the case of
the FIEs

> The General Statistics Office (GSO)
Enterprises located in an EPZ or industrial zone, if requested, are

also required to file the financial statements with the Management
Board of the EPZ or industrial zone.

All FIEs and parties to the BCC are required to file the annual audited
financial statements within 90 days after the end of their registered
financial period.

Books and records keeping

The following general guidelines apply to the retention of documents
and other accounting records: -

» Documents to be kept for at least 5 years include those used for
management or operation of the enterprise

» Documents to be kept for at least 10 years include accounting
data, accounting books, financial statements and reports of
independent auditing firms

» Documents to be kept permanently include those that are
significant in terms of economics, national security and defence
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D.1 Social security contributions
The following table presents current statutory contribution rates for

employers and employees with respect to the Social Insurance (SI),
Health Insurance (HI) and Unemployment Insurance (Ul).

Contribution (% of salary)

Employer Employee Total
Sl 17.5 8 25.5
HI 3 1.5 4.5
Ul 1 1 2

From January 2018, salary base for SI/HI/UI contributions includes
not only the gross salary , but also other benefits (as the aggregate
salary) that are stated in the employment contract and paid
reqularly in each payroll period.
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The Sl and HI contribution is capped at 20 times the minimum salary
which will be adjusted on a yearly basis based on the government’s
decision. From January 2018, Vietnamese employees working
under employment contract with a term from 1 to 3 months are
subject to the SI. Currently, the minimum salary is VND 1.3 million
and will be increased to VND 1.39 million from 1 July 2018 onwards.

The contributions of Sl and HI do not apply to foreign employees.
However, foreigners who sign employment contracts with Vietnamese
entities with a term of 3 months or more are required to pay the Hl
contributions.

The Ul contribution is capped at 20 times the region-based minimum
salaries as provided by the government. Current area minimum
salaries are divided into 4 groups with different amount of VND 3.98
million, VND 3.53 million, VND 3.09 million and VND 2.76 million,
respectively. All local entities are required to make a contribution to
the Ul.

Employees with seasonal or assignment-based working contracts
with a term of 3 months, but less than 12 months are also subject
to the SI, HI and Ul. The contribution rates and salary bases are the
same as those applicable to Vietnamese individuals.

D.2 Entry visas

All foreigners must have a passport that is valid for at least 6 months
and a visa granted by the competent Viethamese agencies, unless
exempt.

Business visas are required for foreigners working in Vietnam.
Business visa applications must be sponsored by a Vietnamese
entity and submitted to the local immigration authority of
the Ministry of Public Security for review and approval. The
current processing time is 5 business days from a submission date.
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Doing Business in Vietnam 2018

There are 2 types of business visa: working visa and short-term
business visa: -

» Working visa will be granted to foreigners who had a valid work
permit at the time of application submission. Working visas are
valid for a duration of 12 months and can be renewed depending
on the holder work permit's duration.

» Short-term business visas (1 month, 3 months, multiple-entry
or single-entry business visas) are granted to foreigners who
do not have a valid work permit at the time of application
submission. Short-term business visa must be sponsored by
Vietnamese employer and it can be renewed or converted into
working visa only if the foreigners have a valid work permit.

A visa extension application without a valid work permit will be
rejected, with certain exceptions.

D.3  Work permits and residence permits
Work permits

Foreigners working in Vietnam are required to obtain work permits,
except for some sample cases with conditions attached below: -

» Capital-contributing members or owners of LLC or members of
the Board of Directors of JSC

» Chiefs of representative offices and directors of projects of
international organizations or non-governmental organizations
in Vietnam

» Foreign lawyers possessing a professional practice license in
Vietnam

» Foreign students working in Vietnam

» Foreigners who work as an expert, manager, executive director
or technician with a working period of less than 30 days and for a
total cumulative period of not exceeding 90 days in a year
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From October 2017, the application for work permit can be submitted
and processed online.

Residence permits

A Temporary Residence Card (TRC) will be granted to a foreigner a
valid work permit and working visa or business visa sponsored by his/
her employer in Vietnam. TRC is also granted to his or her eligible
accompanying dependents. The maximum duration of the TRC is
limited to the duration of the work permit, i.e., 2 years and the TRC
can be renewed only if the work permit is extended. The current
processing time for the TRC is 5 business days.
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Appendix I: Foreign contractor tax rates for various types of

payment
Deemed
Tvpes of pavment corporate Deemed VAT
yp pay income tax rate rate (%)
%)

Dividend/Profit remittance 0
Interest on loan 5 Exempt
Royalties 10 Exempt/5 (1)
Services 5 5
Services together with supply of > 3

machinery and equipment (2)
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Types of payment

Restaurant, hotel and casino
management services

Construction and installation
services with supply of raw
material, machinery and
equipment

Construction and installation
services without supply of raw
material, machinery and
equipment

Supply of goods in Vietnam or
associated with services
rendered in Vietnam

Leasing of machinery and
equipment

Transportation
Insurance

Financial derivatives
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Deemed
corporate
income tax rate
(%)

10

Deemed VAT
rate (%)

Exempt

3@3)
Exempt (4)/5

Exempt



Doing Business in Vietnam 2018

Notes: -

(1) The 5% VAT is applicable on payments for trademark license.
Other types of royalties e.qg., software licenses, transfers of
technology and intellectual property rights are not subject to
VAT.

(2) Where the contract does not separate the value of goods and
services.

(3) International transportation is subject to 0% VAT.

(4) Certain types of insurance are exempt from VAT.
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Appendix Il: List of government agencies in Vietham and
contact details

Government agencies

Contact details

Immigration Department 40A, Hang Bai Street, Hanoi

Ministry of Finance

Ministry of Industry and
Trade

Tel: (+84 24) 3826 4026

161 Nguyen Du, Ben Thanh Ward,
District 1, Ho Chi Minh City

Tel: (+84 28) 3829 9398
Website: www.vnimm.gov.vn

28 Tran Hung Dao Street, Hoan Kiem
District, Hanoi

Tel: (+84 24) 2220 2828

Website: www.mof.gov.vn

142 Nguyen Thi Minh Khai Street,
District 3, Ho Chi Minh City

Tel: (+84 28) 3933 3223

Website: tcvg.hochiminhcity.gov.vn

54 Hai Ba Trung Street, Hanoi
Tel: (+84 24) 2220 2222
Website: www.moit.gov.vn

163 Hai Ba Trung, District 3,

Ho Chi Minh City

Tel: (+84 28) 3829 6322

Website: congthuong.hochiminhcity.
gov.vn
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Government agencies Contact details

Ministry of Planning and 6B Hoang Dieu Street, Ba Dinh
Investment District, Hanoi
Tel: (+84 24) 3845 5298

32 Le Thanh Ton Street, District 1,
Ho Chi Minh City

Tel: (+84 28) 8294 988

Website: www.mpi.gov.vn

Vietnam Chamber of 9 Dao Duy Anh Street, Dong Da
Commerce and Industry  District, Hanoi
Tel: (+84 24) 3574 2022
Website: www.vcci.com.vn

171 Vo Thi Sau Street, District 3,
Ho Chi Minh City

Tel: (+84 28) 3932 6598
Website: www.vcci-hcm.org.vn

General Department of Block E3, Duong Dinh Nghe Street,
Customs Cau Giay District Hanoi

Tel: (+84 24) 3944 0833

Website: www.customs.gov.vn

2 Ham Nghi Street, District 1,

Ho Chi Minh City

Tel: (+84 28) 3829 1422

Website: www.haiquan.hochiminhcity.
gov.vn

General Department of 10 Ton That Thuyet, Cau Giay District,
Land Administration Hanoi

Tel: (+84 24) 3629 0196

Website: www.gdla.gov.vn
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DPI
EBITDA

EPT
EPZs
EU
EZs
FC
FCT
FIEs
GSO
HI
IPO

Business Cooperation Contract

Business License Tax
Business Registration Certificate
Department of Planning and Investment

Earnings before interest, tax, depreciation and
amortization

Environment Protection Tax
Export Processing Zones
European Union

Economic Zones

Foreign contractor

Foreign Contractor Tax
Foreign-Invested Enterprise
General Statistics Office
Health Insurance

Initial Public Offering
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IRC Investment Registration Certificate
JSC Joint Stock Company

LLC Limited Liability Company

MOF Ministry of Finance

MPI Ministry of Planning and Investment
NBRP National Business Registration Portal
NRT Natural Resources Tax

PE Permanent Establishment

S| Social Insurance

SMEs Small and Medium-sized Enterprises
SST Special Sales Tax

TRC Temporary Resident Card

Ul Unemployment Insurance

VAS Vietnamese Accounting Standard
VAT Value Added Tax

VND Vietnamese Dong

WTO World Trade Organization
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January 2019

> Expected effective of the tax reform proposal (including corporate
income tax, VAT, personal income tax, Special sales tax and
Natural resource tax), including, but not limited to: -

» A transfer of shares in a Vietnamese company by non-
residents is proposed to be subject to a 1% corporate income
tax on the sale proceeds, replacing the current 20% tax on
net gain. This may also apply to an indirect share transfer.

» Corporate income tax rates for micro, small, and medium-
sized enterprises will be reduced to 15% or 17%.

» The standard VAT rate will be increased from 10% to 11% by
2019 and to 12% by 2020.

94



Doing Business in Vietnam 2018

» The 50% reduction will be granted to high-tech labor
force who work in specific fields only, e.g., IT, high-tech
agriculture and agricultural processing projects, projects
of production of high-tech products.

> Tax incentives will be available to only encouraged sectors,
e.g., high technology industries and high value-added
manufacturing.

July 2018

» Abolishment of 50% personal income tax reduction for individuals
working in economic zones.

February 2018

» Input VAT exceeding VND 300 million for the goods imported
for re-export can be refundable (this was previously disallowed).

May 2017

» In accordance with the Base Erosion and Profit Shifting (BEPS)
Action 13, the three-tier TP documentation (master file, local file
and country-by-country reporting) is required unless exempted.
Taxpayers must prepare their TP documentation before the
submission of their annual corporate income tax return and must
submit their TP documentation to the tax authorities within 15
working days upon request during a tax audit.

» Arestriction on the tax-deductible interest expenses was introduced
in accordance with BEPS Action 4 by stipulating a maximum total
deductible interest expenses paid to related parties,be capped at
20% of EBITDA.

» A substance over form for the deductibility of related-party
services expenses was introduced by stipulating criteria to qualify
the inter-group service expenses as tax deductible expenses.
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October
2019

January
2019

August
2018

May
2018

April
2018

March
2018

Myanmar

Cambodia

Vietnam

Cambodia

Myanmar

Myanmar

Indonesia

Myanmar

Indonesia

All taxpayers are required to follow
the new financial year from 1 October
to 30 September, as opposed to from
1 April to 31 March.

Expected effective of tax treaty
between Cambodia and China

Expected effective of the tax reform
proposal (including corporate income
tax, VAT, personal income tax, special
sales tax and natural resource tax)

Arm'’s length interest rate on related-
party loan required

Effective of new Myanmar Companies
Law

Issuance of notification clarifying
conditions and requirements for
foreigners to engage in wholesale and
retail businesses in Myanmar

Effective of the new requlations on
tax holidays for pioneer industries
covering 17 sectors with 100%
corporate tax exemption for 5 to
20 years, depending on new capital
investment amount

State-owned enterprises to follow the
new financial year from 1 October to
30 September while other taxpayers
continue to follow the old financial
year from 1 April to 31 March

Reporting obligation required for a
debt-to-equity ratio calculation and
any private overseas loan transaction,
which must be attached with the
annualcorporate income tax return,
starting fiscal year 2017
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February Cambodia Issuance of an updated related party
2018 disclosure form (Annex 1) as an
attachment to the 2017 annual Tax
On Income return, which is due on 31

March 2018

Vietnam  Input VAT exceeding VND 300 million
for the goods imported for re-export
can be refundable

January Cambodia Effective of tax treaty between
2018 Cambodia and Singapore

Effective of tax treaty between
Cambodia and Thailand

Indonesia Effective of tax treaty between
Indonesia and Lao PDR

Lao PDR  New excise tax rates for fuel, alcohol,
cigarette and entertainment services

October Cambodia Issuance of TP rules covering arm's
2017 length principles, TP documentations
and TP methodologies

August  Indonesia Effective of stricter anti-treaty abuse
2017 rules for non-Indonesian residents
with income from Indonesia

May Vietnam  New TP rule in accordance with the
2017 BEPS Action 13: Requiring the three-
tier TP documentation (Master file,
Local file and CbCR)
Vietham  Introduction of restriction on the
tax-deductible interest in accordance
with BEPS Action 4
Vietnam  Introduction of a substance over form
for the deductibility of related-party
services and interest expenses
December Indonesia New TP rule in accordance with
2016 the BEPS Action 13: Requiring the
three-tier TP documentation
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Our “Doing Business" booklet series

With a local market saturation and intense competition amongst
domestic players, a business expansion to overseas is increasingly
gaining attention from investors. An effective tax risk management
has posted crucial challenges to many corporations investing in
foreign countries. As a starting point, to be well prepared for your
outbound investment in CLMV+I, read our Doing Business booklet

series.
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