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“We recommend that enterprises and foreign contractors ensure full compliance with
Vietnam’s laws. And they need to be aware of regulations on dutiable prices.”
Le Viet Tho, Partner of ECOVIS STT Vietnam, Hanoi/Ho Chi Minh City, Vietnam

VIETNAM

Checking up on foreign workers
Close compliance with new regulations is vital.
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n August 9, 2012, the Ministry of Labour, War Invalids and Social Affairs (MOLISA)
issued Official Letter No. 2761/
LDTBXH-VL to ask People’s Committees and authorities in Vietnam’s provinces and cities to
review all foreigners working in
their jurisdictions with reference
to Decree No. 34/2008ND-CP
(March 25, 2008) and Decree
No. 46/2011/ND-CP (June 17,
2011). These government decrees provide regulations on the
recruitment and management of
foreigners working in Vietnam.

those doing business in Vietnam
without a license, etc.) In Official
Letter No. 2761/LDTBXH-VL, the
MOLISA asks the authorities in
Vietnam’s provinces and cities
to carry out strict inspections of
foreigners who are engaged in
retail businesses, private medical and pharmacy businesses,
including heath checks and
treatments, the education and
training sectors, the cultivation
and purchase of aquaculture,
etc., and to apply strict measures
for any breaches identified.
We recommend that enterprises
and foreign contractors review
and implement all necessary
measures to ensure full compliance with Vietnam’s laws with
respect to the recruitment and
management of foreigners working in the country.

According to the MOLISA, many
foreigners working in Vietnam
for enterprises or on foreign
contractors’ projects have not
fully complied with laws and
regulations (such as those foreigners who work without work
permits and/or fail to declare
and pay Personal Income Tax,
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Update on dutiable prices of
imported goods in Vietnam
For some years, defining the dutiable price of imported goods
has been a complicated issue between customs authorities and
enterprises in Vietnam. Following a series of official letters between the General Department
of Customs (GDC) and the Ministry of Finance (MOF), a principle was established which helps
to define dutiable prices for the
calculation of customs taxes on
imported goods in accordance
with Circular No. 40/2008/TTBTC (May 21, 2008) and Circular
No. 205/2010/TT-BTC (December
15, 2010) of the MOF.

These Circulars request enterprises to include royalties and technology transfer fees in dutiable
prices when declaring and paying customs for their imported
goods. As such, fees are subject
to both customs taxes (i.e. import duty and VAT) at the import
stage and a foreign contractor
tax, and many enterprises have
not been in compliance.
Previously, in Notice No. 22/TTBTC (January 13, 2010) to the
GDC and related authorities, the
MOF confirmed that according
to Circular No. 40/2008/TT-BTC
enterprises were not required
to include royalties and technology transfer fees in the dutiable
price of their imported goods,
and that these fees were only
subject to the foreign contractor
tax in Vietnam. We note that the
MOF’s opinion has not been confirmed with reference to Circular
No. 205/2010/TT-BTC.
In a recent development, the
GDC issued several official letters
in the effective period of Circular
No. 40/2008/TT-BTC requesting
that enterprises make the supplementary declaration of relevant charges (such as Terminal
Handling Charges – THC) for the
transportation of goods at departure ports, destination ports
or intermediary ports as an additional amount to be included in
their dutiable prices, and declare
and pay customs taxes (import
duty and VAT) of the imported
goods accordingly.

“In most of the countries surveyed sales tax audits by the financial authorities have
been on the increase over the past three to five years.”
Prof. Dr. Peter Lüdemann, ECOVIS Lüdemann Wildfeuer & Partner Steuerberater Wirtschaftsprüfer Rechtsanwälte, Munich

FISCAL POLICY BAROMETER

Keeping a Close Watch on VAT
How important is VAT for national budgets? Which rates do apply? And what about VAT
red tape? Our recent international survey came up with some interesting answers.
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n every country in the world,
VAT is regarded as one of the
richest sources of national revenue. In 19 of the 20 countries
in which Ecovis’ partner firms
participated in a fiscal policy
survey on all aspects of VAT, it is
deemed one of the three most
important taxes. In over half of
these 20 countries, including
Switzerland and China, it even
ranks in first place. On an average – as, for example, in Germany – it represents one third of
all tax revenue. Only in Vietnam
does it play a secondary role, at
12.5% (ranking 6th).
“Here in Croatia you find one of
the states most dependent on its
VAT, where it represents about
60% of tax revenue,” says Bojan Marčetić, Ecovis’ partner in
Zagreb, the capital. In Eastern
European countries too, such
as Latvia, Poland and Bulgaria,
with their low rates of income
tax, VAT has by far the greatest
impact.
Given how important it is to national finances, it comes as no
surprise that a majority of Ecovis
partners who participated in the
survey report that in their respective countries sales tax audits by
the financial authorities have
been on the increase over the
past three to five years. This phenomenon has been encountered
in countries as diverse as Great
Britain and Vietnam. Those associates affected are almost unanimous in complaining about the
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increased administrative burden
which they and their clients now
have to contend with.
Most-favoured status
for micro-firms
Sales tax rates are a story in their
own right. Whilst standard rates
hover around the 20% mark,
with little variance, the reduced
rates demonstrate creative diversity, and this not only with
respect to the range of rates
encountered from country to
country (which spans from 1%
to 13.5%).
Moreover, nine of the 20 countries under review, which include
Switzerland, impose two different reduced tax rates, China and
Ireland have even four. Croatia
has the most drastic standard
tax rate, at 25%, whilst Japan
comes in at the other end of
the scale at a modest 5%, Switzerland at 8% and Vietnam at
10%, which make these countries quite unique.

A majority of countries, three
quarters in fact, has a tender
spot for micro-firms. In other
words, any business achieving
sales below a certain threshold is
exempt of sales tax. This means
that it is also not entitled to
claim input tax allowance.
With respect to the information
which has to be shown in invoices in order for the fiscal authorities to allow input tax on goods
and services to be deducted and
exports to be exempt of VAT, the
majority of the EU countries included in the survey have arrived
at a general level of agreement.
The least bureaucratic, at least as
far as the number of details the
tax authorities require, are Austria, and, surprisingly enough,
Germany. The least fussy treatment of invoicing formalities is
to be found in Switzerland and
China. In these countries the tax
authorities are satisfied with 11
resp. 13 of the 34 details listed
in the questionnaire.

“These seven countries have more than 10 different markets and 25 million potential consumers and employees, offering great opportunities for growth.”
Alexander Samonig, ECOVIS ConFidas d.o.o., Belgrade, Serbia

NEW MARKETS IN THE WESTERN BALKANS

A wealth of opportunities
This exciting region has great potential, and our services can help tap it.
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lmost everyone knows
about Yugoslavia and Tito.
However, not many people know
the countries that emerged 20
years ago from the former Yugoslavia. These countries are new
markets – with new needs and
offering new opportunities.
Currently, Ecovis has a presence
in Slovenia, Croatia, Serbia and
the Former Yugoslav Republic (FYR) of Macedonia. Bosnia,
Herzegovina and Albania are
marked for expansion, and business in Montenegro is managed
from a desk in Serbia.
Unfortunately, these countries
are often associated with civil
war and corruption, but the war
is long since over and the problem of corruption is decreasing.
Ecovis sees them as emerging
markets with great potential for
consulting and other professional services.
One region – ten markets:
plenty of opportunities
From a regional and ethnic perspective, the seven countries in
the region have more than 10
different markets and over 25
million potential consumers and
employees.

* Source: Foreign Office,
Federal Republic of
Germany; figures rounded
and partially estimated

In 2004 Slovenia became an EU
member, as will Croatia on July
1, 2013. In 2012 Serbia was
granted candidate status, while
FYR Macedonia has had that status since 2005. For the candidate
states, a clear perspective for EU

Inhabitants in former
Yugoslavia
Country

Population
in millions*

Serbia

7.1

Serbia with Kosovo

8.9

Croatia

4.4

Slovenia

2.1

FYR Macedonia

2.0

Bosnia and
Herzegovina

4.6

Albania

3.7

Montenegro

0.6

membership is of utmost importance – and the logical goal of
the other states as well.
Markets in the former Yugoslavia
were strongly interconnected,
and after conflicts were resolved
the market connections started
developing again. One of the
key factors supporting cooperation between the markets is language. Of course, the countries’
languages have developed and
changed, and now the Serbian
and Croatian languages have
less in common than 20 years
ago. However, when it comes
to business, people understand
each other: The economy is overcoming barriers and connecting
people.
All these countries are suffering
from the consequences of the
global financial crisis. The main
problem is the fast rise in government debt; currently the rate

is around 50%. The governments are aware of this problem and are initiating the necessary serious reforms.
The key obstacles for local
companies are the difficulty
with financing, the high level
of interest and the low availability of funds. With a rate
of about 10% on euro-based
loans, local companies have
trouble financing their working capital, much less investments. In addition, payments
between local companies are
overdue by up to six months.
Today many companies urgently
need partners with new markets
and financial resources – a perfect environment for M&A activities.
The old Yugoslavia was the predecessor of the new states, and
it still determined the legal and
fiscal framework after it ceased
to exist. Legal and tax systems
have changed over the past two
decades, but they are based on
common understandings and
roots. The current tax and legal
framework is sound, but there
are problems with legal security
and local differences that could
be overcome with good consulting.
Employment
One issue common to these
countries is the problem of unemployment. They all have a
solid basis for a qualified work-

force. One of the measures used
to attract investors is to make
work cheaper by cutting social
security tax rates, for example.
VAT
VAT is the main fiscal income
source of all countries, and there
is a tendency to increase VAT
rates, to cancel VAT exemptions
and to improve forced payments
systems.
Key industries –
key opportunities
One of the key industries here
is renewable energy, i.e. biomass and biogas – especially in
Croatia and Serbia due to their
strong agricultural sector. German retail giants like Deichmann
are also expanding rapidly in the
western Balkans.
The greatest advantage of
Croatia is the fact that it will soon
become an EU member state. As
of July 1, 2013, borders will no
longer be barriers to goods imported to Croatia, and real estate ownership will be possible
for EU citizens. Croatia’s leading
industry is tourism, which needs
additional capital investment to
upgrade accommodations.
The real estate sector was hit
hard by the financial crisis. Companies often launched real estate projects unconnected to
their core businesses. Since they
had to give guarantees for their
real estate projects, their whole
businesses came under pressure.
Combined with an increase in
payment terms, this has served
to decrease liquidity levels dramatically. In such an environment, there is potential for asset
picking.

In Serbia the automobile industry
was renewed by Fiat’s acquisition
of the Serbian company Zastava.
Some suppliers followed that
lead as well, and success now
seems assured. Our position is
that the labor-intensive assembly
and preproduction industries,
especially in the metal industry
in central Serbia, hold the key to
the future.
Certainly, productivity levels are
lower than in Western Europe,
but this will improve over time.
For now, the typically lower salary levels compensate for lower
productivity. In our experience,
the primary concern of many investors is to get into these markets before it is too late and they
lose the current cost advantage.
Preparation is the key, and research into the right locations is
vital. Well-educated and trained
employees are available, waiting
for jobs in their home countries
and trying to avoid having to
become “gastarbeiter” (guest
workers). Joseph Stiglitz has
pointed out that Serbia has the
world’s best ratio between productivity and price for highly
educated employees, and it
seems that the neighboring
countries should be included in
this generalization as well.

The current crisis also presents
opportunities. Foreign investments are in great need, and
the countries in the region are
attracting investors by offering
cheap land, cooperation and subsidies. This competition among
the western Balkan countries
and even within individual states
is also the best medicine against
corruption. Administrative obstacles are always present, but with
good planning, preparation and
advice, FDI projects have a high
potential. The most successful
projects are proving to be those
involving the export of produced
goods to the EU. With the right
strategic approach, especially in
financing, FDI projects have a
competitive advantage.

Summary
The region of the western Balkans and Slovenia is one of Europe’s hidden jewels. It is well
worth being visited and analyzed
and included in future planning.
Investors who decide to do business in the Balkans have to be
first movers, economic visionaries who are ready to take the initiative before others do.

Ecovis offers insight into this
region and vision regarding the
opportunities of the future, enabling you to act faster than the
competition. That is the Ecovis
way of doing business! Visit our
SEE Business embassy in Belgrade and our investment hub
(www.seeoffices.rs) to get the
right perspective on doing business in the western Balkans.

TIP:
A longer version of this
article can be found
at www.ecovis.com/
balkans
More about “Changes
to the Croatian General
Tax Act” under
www.ecovis.com/
taxcroatia2012 or:
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