Taxation of Manufacturing Entities in Myanmar

Bernard Cobarrubias
26 May 2014

BANGLADESH | CAMBODIA | INDONESIA | LAOPDR | MYANMAR | SINGAPORE | THAILAND | VIETNAM



The manufacturing story

Key issues upon inception:

= |dentifying key tax exposures
= Availing of tax incentives
= Planning the offshore holding entity; cross-border transactions

Key tax issues upon execution:

= Sourcing: tax on importation; local sourcing of materials
=  Ensuring tax compliance

Key tax issues upon exit:

Capital gains
Indirect transfers
Issues on acquisitions
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Key tax exposures

Corporate Income Tax

Entity CIT Rate Taxable income
Resident Company 25% Worldwide income
Branch (FIL) 25% Income within Myanmar
Branch (Non-FIL) 35% Income within Myanmar
Foreign Contractor WHT Income within Myanmar

Other income taxes
* Personal income tax — 0-25% residents; 35% non-residents
e Capital gains tax — 10% residents; 40% non-residents

* Withholding tax — various rates; creditable or final



Key tax exposures

Withholding tax

Payment Residents Non-residents
Dividend 0% 0%
Interest 0% 15%
Royalty 15% 20%
Goods purchased within Myanmar 2% 3.5%
Other contracts performed 2% 3.5%

Capital Gains Tax 10% 40%




Key tax exposures

Commercial Tax

Goods or Services CT Rate

Goods produced and sold in Myanmar (Section 11[a]) 5%
Goods subject to a higher rate of CT (Section 11[b]) 8-100%
fs;tr:':\;rnyzg;is;:::rlai{():gc))ducts if produced or imported into the 0% or 5%
Certain products if produced or imported in the country 0%
(Section 11[d])

Services (now includes all types of services except 26 services) 5%
Export of crude oil, natural gas, teak, jade rubies and jewelry 5-50%
Imported goods Generally, 5%

Purchase from local entrepreneurs and local businesses 2%
P




Key tax exposures

Others

= Tax on importation

v' Import duties — generally, 0 — 40%
v" CT on importation — generally, 5%

v" Advance income tax on import and export — 2%

= Stamp duties



Tax incentives under FIL

= New projects allowed an extendible 5 years of income tax exemption

Exemption on reinvested profits

Depreciation rate; deduction for research expenses; extension of 2 years loss
carry forwards

50% exemption on income tax for exported goods.
Foreigner individuals taxed in the same rate as the citizen.

Duty and other internal tax relief on imported machinery, equipment, during
construction period.

Duty and other internal tax relief on the imported raw material for 3 years after
establishment.

Duty and other internal tax relief on imported machinery, equipment, tools
machinery part and accessories necessary for the expanded work

Exemption and relief of commercial tax on the products manufactured for
export.



Tax incentives under the SEZ Law

Incentives = 5-—7vyears CIT exemption
include: = 50% reduction of income tax for next 5 years
= 50% reduction on reinvested income

= Customs duty and “other taxes” exemption for
importation of raw materials (exempt zone);
reimbursement of customs duty and “other taxes”
(promotion zone) when exporting the goods
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For FIL

= Higher investment requirements than regular companies

= @Greater scrutiny on activities

For SEZ

= |ssues on viability of the zones such as access, availability of skilled labor,
logistics, security
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Planning the offshore holding entity

=  Myanmar has DTA with a few
important trade partners
including India, South Korea, Lao
PDR, Malaysia, Singapore,
Thailand, Vietham, UK

= DTAs allow the exemption from Holding Co.
or reduction of WHT for non-
resident income recipients l

= Caveat: It is not enough that a
HoldCo is legally interposed; the
key is the HoldCo must be an

entity with substance.
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Withholding taxes and DTA relief @

SGP-MMR
DTA

Payment MMR law

Singapore

Business profits

: 0 Exempt from
ooy whminare
Dividends No WHT 5-10%
Interest 15% 8-10%
Royalties 20% 10-15%

Myanmar
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DTA reduction of Withholding Tax @D FDL

LEGAL & TAX

Remittance to Dividends Interest Royalties
Non-treaty N/A 15% 20%
India 5% 10% 10%
Korea (South) 10% 10% 10-15%
Lao PDR 5% 10% 10%
Malaysia 10% 10% 10%
Singapore 10% 8-10% 10-15%
Thailand 10% 10% 5, 10, or 15%
United Kingdom 0% No provision Exempt

Vietnam 10% 10% 10%
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The manufacturing story

Key tax issues upon execution:

= Sourcing: tax on importation; local sourcing of materials
=  Ensuring tax compliance
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Taxation on local purchase and sale of goods

= Withholding tax — 2%
=  Commercial tax of 5% passed on by the seller

= Only 2% CT is levied on the proceeds from the sale of goods which are
produced and sold by registered citizen entrepreneurs or production
businesses owned by citizen entrepreneurs or state-owned enterprises.
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Tax on importation of goods

Customs Duties

= 0-40%

= Myanmar has signed Free Trade Agreements (FTAs) with its ASEAN
neighbors, Japan, Korea, China, India, and ANZ

= For FTAs, country of origin is decisive in allowing reduction of duties

Commercial Tax on Importation

=  Commercial Tax (CT) is due upon importation. The general rate for CT is
5% of the landed cost of the goods

Withholding Tax on Importation
= 2% advance income tax is imposed on the import and export of goods
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Withholding tax on importation

= Withholding Tax on Importation —a 2% withholding tax is imposed on the
import and export of goods based on Customs Assessed Value.

=  The WHT can be offset from the final assessment of CIT and the excess
WHT, shall be refunded to the taxpayer.

=  Some exceptions:

— Construction materials and raw materials imported during initial construction
period for those with MIC permit

— Raw materials imported for CMP-based activity
— Imported goods by draw back system

— Temporary importation goods
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Input CT [e]DFD

LEGAL & TAX

= The producer of goods may set-off the tax paid for the raw material or
semi-finished goods

= The person who carries out trading business for buying and selling of
goods may set-off the tax paid at the time of importing such goods or
buying such goods

= Contract manufacturers are not subject to CT
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Tax compliance grid

Fiscal Year: 1 April to 31 March

Type
Corporate Income Tax

Capital Gains Tax

Personal Income Tax
(Employment)

Commercial Tax

Withholding Tax

Returns

Quarterly
Annual Return

Per transaction basis

Employer withholds
No Annual Finalization

Monthly
Annual Return

Per transaction basis

Filing Deadline

30 days after each quarter
3 months after FY (June 30)

1 month from transaction

7 days after withholding
(also monthly or quarterly)

10th of each month
3 months after FY (June 30)

7 days after payment
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The manufacturing story

Key tax issues upon exit:
= (Capital gains

= |ndirect transfers
= |ssues on acquisitions
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Capital gains

Capital Gains from disposition of

capital assets including shares

Local law  10% for residents
40% for non-residents

SG-MM Taxable if:

DTA = Property consists directly or indirectly
principally of immovable property
situated in Myanmar may be taxed in
Myanmar.

Holding Co.

= Participation by SG resident is 35% or
more and total shares alienated during
the fiscal year amounts to at least 20%
of the aggregate of his holding in the
share capital of such company.

= CGT is capped at 10%

Operating Co.

22



Indirect transfer

Tax shall be payable by any person /

under capital gains in respect of the

gains realized from the sale, Holding Co.
exchange or other ways and means

of transfer of one or more capital l
assets within a year.

Operating Co.
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M&A in Myanmar: Share Sale v Asset Deal @

Purchase of Shares in
‘ Myanmar Co

- ‘

Purchase of
: Myanmar
— = = = s 4 Asset/Business

-

Share Sale Asset Deal

= Capital gains: 40% for non-resident; = Capital gains: 10% for residents

10% residents =  Stamp duty: 3%
=  Stamp duties: 0.3% = Commercial tax: 5%
= Carry over tax liabilities =  Section 25 of ITL - buyer becomes
= 3-year statute of limitations responsible for seller’s tax liabilities

of previous year
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Thank you

Bernard Cobarrubias
Tax Director

bernard.cobarrubias@dfdl.com
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What makes us unique?

“We are pioneers in emerging markets”

1994 1995 2005 2006 2010 2011

Cambodia Thailand Vietham Bangladesh

Myanmar

Our Strategy
Not “Go where our clients go”, BUT “Go BEFORE you go”.
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From Southeast Asia to the Middle East

BN COUNTRIES WITH DFDL OFFICES

BANGLADESH | CAMBODIA | INDONESIA* | LAO PDR | MYANMAR | SINGAPORE
* In exclusive association with Mataram Partners

| THAILAND | VIETNAM

250 staff
120+ advisers

8 countries
Bangladesh
Cambodia,
Indonesia*
Myanmar

Laos
Singapore
Thailand and
Vietnam

12 offices
Dhaka
Phnom Penh
Yangon
Naypyidaw
Vientiane
Jakarta
Bangkok

Koh Samui
Phuket
Hanoi

Ho Chi Minh City
Singapore
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An award winning practice

Aslz\\eaxno\t\ :Olé;\;SEL qT SE ASIA
e ek A &/b Iu\ S LAW AWARDS 2013
e 2014

_ i
Project Finance Myanmar Emerging Markets
Deal of the Year Law Firm of the Year Law Firm of the Year
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