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Current Belgian corporate income tax system
Key Principles (1)

A Belgian company is in principle taxed on its worldwide income, whereby foreign
source income may be exempt under the Belgian participation exemption regime
(dividends), or the treaty branch exemption

Standard CIT rate: 33.99% (i.e. 33% + 3% “crisis” surtax)

Effective tax rate may be substantially lower by using tax attributes and/or tax
deductions

Reduced progressive rates are applicable to small and medium-sized companies
(SME) in case the minimum salary requirement is met

Taxable income is based on Belgian GAAP, with adjustments for exempt income items,
disallowed expenses and deductions of tax attributes and incentives
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Current Belgian corporate income tax system
Key Principles (2)

Tax Losses can be carried forward without any time limitations

A change of control may lead to the forfeiture of the tax losses carried forward,
unless the change is justified by financial and economic reasons

Notional Interest Deduction (“NID") allowing a tax deduction based on qualifying
equity

Strong R&D deduction/credit (innovation deduction at 85% of the net qualifying IP
income)

Limited restrictions on deductions of arm’s length interest payments

Interest on qualifying intercompany loans and qualifying loans to tax haven
jurisdictions exceeding a debt to equity ratio (5:1) is non tax-deductible

No explicit CFC legislation
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Current Belgian corporate income tax system
Key Principles (3)

Broad Treaty Network (close to 100 treaties signed)
No tax consolidation or tax grouping regime

OECD-based arm’s length transfer pricing principles apply with anti-abuse transfer
pricing adjustment mechanism (increase taxable basis — disallow deduction of tax
attributes)

Domestic and cross-border business restructurings (merger, de-merger, contribution
branch of activity, partial demerger) can take place in a tax neutral manner if not
primarily tax-driven (aligned with the EU Merger Directive) and are within a EU context

Outbound migration is assimilated to a deemed taxable liquidation (i.e. realization of
assets and thus triggering exit taxation) unless emigration to an EU Member State and
provided Belgian taxable presence remains
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Current Belgian corporate income tax system
Key Principles (4) - withholding tax — Interest/royalties

Domestic withholding tax on interest and royalties is 30%. However, domestic, treaty and EU
based exemptions and reductions may apply

Some domestic exemptions
Very broad implementation of the EU Interest-Royalty directive:

The recipient of the payment is an ‘associated’ company of the Belgian paying
company and is resident in another Member State of the EU

‘Associated’ means that one of the companies must hold, directly or indirectly, at
least 25% of the capital of the other company, or a third EU resident company must
hold, directly of indirectly, at least 25% of the capital of both associated companies

A minimum holding period of at least 1 year is required

Interest withholding tax exemption for interest payments by qualifying Belgian holding
companies to non-residents (holdco exemption regime - subject to certain conditions)

Interest withholding tax exemption for interest payments by qualifying Belgian group
financing companies to non-residents (finco exemption regime - subject to certain
conditions)

Possible interest withholding tax exemption for payments to foreign entities on issued
registered bonds
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Current Belgian corporate income tax system
Key Principles (5) - withholding tax - Dividends

Domestic withholding tax on dividends is 30%. However, domestic, treaty and EU based
exemptions and reductions may apply

The implementation of the EU parent-subsidiary directive has been implemented in
Belgian law and broadened to qualifying parent companies resident in countries with
which Belgian has an effective tax treaty providing for exchange of information. A full
exemption of withholding tax on dividends applies if following conditions are met:

Payments to a parent company which holds shares in the Belgian company in full
ownership for at least 10% of the share capital

The 10% holding must have been maintained for a for a continuous period of at
least one year (not yet to be completed at time dividend is paid)

The parent company must have a limited liability legal form and not benefit from a
tax regime that deviates from the common regime in its country of residence

The exemption from withholding tax is not applicable for dividends linked to a legal act
(or series of legal acts) which is proven to be artificial and set up primarily to obtain the
withholding tax exemption (anti-abuse provision)
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Corporate tax reform draft
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Objectives of the corporate TAX reform

What are the Belgian Government’s objectives?
A competitive tax regime

A fair tax regime

Simplification

Increased tax compliance

Budgetary neutral

EU and OECD alignment

Stimulate entrepreneurship

Support SMEs and innovation

vV v VvV V. vV vV VY

Are the objectives realized?
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Key topics

Overview

vV vV v vV vV VvV vV VY

More competitive corporate tax rate of 25%

100% participation exemption

Measures relevant for SMEs and minimum salary requirement
Limitation of use of tax attributes (minimum tax base)

Reform of notional interest deduction

Pro rata allocation of capital reduction to taxed reserves

EU Anti-Tax Avoidance measures

Tax consolidation

Voluntary taxation of tax exempt reserves

Streamlining of disallowed expenses and new rules on income
recognition

Entry into force in two waves

>
>

Measures applicable as of 2018: FYs starting as of 1 January 2018
Measures applicable as of 2020: FYs starting as of 1 January 2020
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More competitive corporate tax rate

General
Year 2017 2018-19 2020

Base

33% 29% 25%
rate

Crisis

0 0 0
— 3% 2% 0%

Combined

33,99% 29,58% 25,00%
rate

SME - Tax rate
Year 2017 2018-19 2020

90K Profit  30,00% 20,40% 20,00%

Gradual reduction of corporate tax rate as of 2018

Gradual reduction of the corporate tax rate to 25% in 2020 and elimination
of the crisis surtax

Reduced rate for SMEs of 20% on the first 100 kEUR of taxable income

Exit tax upon conversion to special tax regime status (REIT) will be
reduced to 12,5% in 2020 (in 2018 and 2019 to 12,5% + 2%)

No changes to innovation deduction regime with effective tax rate to
3,75% in 2020

Impact

Reduced rate should attract new investments / companies
Rate reduction of almost 10% is considerable, but still above EU average

300K 33,8796 26,529 23,33% Overall impact of tax reform on effective tax rate to be assessed taking
into account other measures
Timing of income and expenses recognition in 2017-2020
Consider the impact on deferred taxes — tax accounting and reporting
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Limitation of use of tax deductions (2018)

New order of deductions
Minimum tax base as result of limited use of deductions

Tax exempt items

Dividend received
deduction

Patent income deduction
Innovation deduction
Investment deduction
Limitation
Incremental NID

CF Dividend received
deduction

CF Innovation deduction
CF Losses

CF NID (unlimited)

CF NID (7 years)

Use of carried-forward deductions limited to 1 mEUR + 70% of taxable
profit in excess of 1 mMEUR

Limitation applicable to carried-forward tax losses (CFTL), carried-forward
DRD, carried-forward innovation deduction, carried-forward NID and new
“incremental” NID

No limitation on current-year deductions and carried forward investment
deduction / tax credits

Exception for start-up companies during first four taxable periods

Impact

Major impact (cash tax increase) on groups with substantial tax attributes
Consider impact on deferred taxes

More favorable than some other jurisdictions

Impact on major restructuring using tax attributes (e.g. conversions, exit)
Low impact on SME with 1 mEUR threshold
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Limitation of use of tax deductions (2018) -
example

No limitation for deductions of the current
year (except “incremental’ NID)

Limitation of the carried forward deductions

Facts (in EUR)

currentyear BRO R0 Limited to 1.000.000 + 70% on the
Carried forward DRD 2.000.000 balance, i.e. 1.000.000 + (70% x
Carried forward tax losses 9.000.000 8.000.000) = 6.600.000

Taxable result 10.000.000 Minimum tax base of 30% x 8.000.000
Current-year DRD -1.000.000 = 2.400.000

Carried forward DRD -2.000.000

Carried forward tax losses -4.600.000

(limited to 4.600.000)
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Measures relevant for holding companies (2018)

Capital gains on shares Participation exemption for dividends goes to 100% (95% currently)

Special tax of 0,412% tax on long term capital gains on shares (held for
more than one year) abolished as of 2018

Capital gains on shares will again be fully exempt as of 2018, but subject
33,99%  29,58% 25% to the following conditions :

, _ Subject-to-tax test of participation exemption regime (as before)
Subject-to-tax test and min. share-

holding requirement met > 1Y Minimum shareholding requirement of at least 10% or 2.5 mEUR for
at least one year in line with participation exemption regime

2017 2018-19 2020

Subject-to-tax test not met

0,412% 0% 0% ] ) ) )
Short terms capital gain gains (held less than one year) will as from 2020
Subject-to-tax test and min. share- be taxed as ordinary income. In 2018-2019, they will be taxable at 25%
holding requirement met<1Y (plus 204 surtax).
25,75% 25,5% 25% Fairness tax to be abolished?

Impact
Subject-to-tax test met, min. share- . . ) .
holding requirement not met > 1 Y Long term (more than one year) capital gains on shares on minority

investments will become taxable at 29,58% resp. 25%.

0,412% 29,58% 25% . .. ; . . . .
Consider timing of realization of capital gain on shares in 2017
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NID on incremental equity (2018)

New calculation basis Notional interest deduction (NID) not abolished

Calculation of NID based on incremental adjusted equity in
excess of the average equity of the preceding five years,
instead of full adjusted equity

Other rules remain unchanged, such as the NID rate, the
increased NID rate for SMEs and the limitation on the use of
carried forward NID

ol Bt The investment reserve regime will be abolished
130|**° Example
1120[**° Old rules: NID on prior year equity: 140

Now NID on one fifth of positive difference between net equity at
year-end FY X (150) and at year-end FY X-5 (100) = 10

Impact
Because of the low NID rate and the new calculation basis,

the benefit of the NID for group financing activities is
gradually disappearing

The new definition of the NID basis is in line with the EU draft
directive on a common corporate tax basis

100

10
X5 X-4 X-3 X-2 X-1 X X
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Measures to improve tax compliance (2018)

Compensating measures
are intended to increase
tax compliance and

to finance the corporate
tax reform

Minimum tax base in case of tax adjustments: Tax adjustments
imposed further to a tax audit will constitute the minimum taxable
basis against which no tax deductions will be allowed (except for
the current-year DRD) € Important when deciding on tax filing
positions. Exception in case tax increase below 10% is applied

Incentive to make tax prepayments: Higher tax increase
calculated at base rate of at least 3% in case of insufficient tax
prepayments (minimum increase of 6,75% vs 2,25%)

Minimum lump-sum tax base in case of non-reporting: gradual
increase as of 2018 resulting in a corporate tax due of 10 kKEUR

Interest for late payment: Moratorium and late payment interests
will be linked to the OLO interest rate (with a minimum of 2% for
moratorium interests). Late payment interest due by taxpayer is
minimum 4% and will always be 2% higher than moratorium
interest due by Belgian treasury

Page 31

EY



AYHPR =0 TF53A4ATVRBLIRE (20185)

REEELXZ vD
RS54 7
R FRIELEZEA
FHCIEIZ S BFEUR

B EER

BERSICHREFRRA—R. BB HEZRTERRT HELE
BHE (10%LEDEIE) ITEVWTHFEEDESERLMND
MEREEOFERAFEO oNEL, SRERORBRD
I UNEE, BEMNI0%Z TEDIEZEFHIN,

BEDOHIAWNS VYT 4 7 BEDFLWLWAR+2 7115
B, XETI3BELVVHRETHEZIND (2,25%H 5
6,75%IZ1&50)

BRASODGEORE—RHRHRA—R: 2018FEN 6 HEARIZIE
L. RRBIZIOKEURDEAFANEIND

THOBIEF R ZHIEFTEAME & B EFI R, N)LX—
EFE10FEYDEFIIZY oo EnD (EF M) T7LOFEK
x1E2%) ., MFRBICKSIZILEZEDF AL, &IE4%T
NILXF—DHBEICETZIIEFHROFELY EIZ2%5
x5,

Page 32

EY



Measures for SMEs (2018)

Reduced rate for SMEs subject to conditions
Reduced tax rate of 20% on corporate tax base below 100

n addti:f:‘attz tthheergglugﬁzg KEUR as of 2018, subject to attribution of minimum salary of
government also 45 KEUR to individual manager
proposes measures to For salaries < 45 KEUR, the salary should at least be
SIS ITE] TS “;e equal to the taxable profit
of companies by o _ _
individual taxpayers No minimum salary requirement for start-up companies
incorporated less than 4 years prior to 1 January of the
assessment year

Temporary increase of the investment deduction from 8% to
20% as of 2018

Special tax assessment if salary is insufficient

SMEs and all other companies will be liable to a special tax

assessment to the extent that salary was insufficient at rate

of 5% in 2018-2019 and 10% as of 2020. Tax assessmentis
tax deductible.

Calculation by reference to minimum salary of 75.000 EUR
for groups managed by one individual
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Other compensating measures (2018)

Limitation of tax benefits for employment
activation companies

The corporate tax exemption for
employment activation companies

(inschakelingsbedrijven) will be limited to

7.440 EUR for each qualifying employee

Elimination of double exemption of regional

grants
Deduction of pre-paid expenses

Pre-paid costs will only be deductible in the

Provisions

Provisions for liabilities and charges will
only be tax exempt if they relate to
contractual, legal or regulatory obligations
existing at the end of the financial year. Not
retroactive: only for provisions and
additions as of 2018!

Upon reversal, provisions will be taxed at
the rate applicable at the moment they
were recorded (anti-abuse measure)

tax year to which they relate (introduction of Spread taxation of capital gains

matching principle into tax law)

Upon voluntary reversal of the spread
taxation regime or untimely reinvestment,
the capital gain will be taxed at the rate
applicable at the moment it was realized
(prevention of abuse of the reduced tax
rate)
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Transposition of Anti Tax Avoidance
Directives (2020)

Interest limitation rule
Tax deductibility of net interest payments limited to higher of:

Transposition of ATAD 3.000.000 EUR (to be allocated within groups); or
el Eeliely 20, L 30% of the taxable EBITDA of the company, i.e. taxable
apart from exit taxation, . . .
ATADL result plus tax deductible depreciation and net interest,
must be transposed less non taxable items (dividend received deduction, 85%
as of 2019 of innovation income, 80% of patent income and treaty

exempt income)

Interest includes economically equivalent expenses defined by
RD

Ad hoc consolidation for Belgian group entities with possibility
to transfer excess net interest payments between group
companies

Exceptions for loans concluded before 17/6/2016, stand alone
entities, financial sector and public infrastructure projects

Current 5:1 thin cap limitation remains applicable for interest
payments to tax havens and loans concluded before
17/6/2016

Companies will be able to carry forward disallowed interest
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Transposition of Anti Tax Avoidance
Directives (2020)

Controlled foreign company (CFC) Hybrid mismatches
Transposition of measures in ATAD1 Transposition of measures in ATAD2
Non distributed profit realized of CFCs is addressing various types of mismatches
added to tax base of Belgian parent Hybrid entity mismatches;
CFCs defined as: Hybrid financial instrument mismatches;
Foreign companies and PEs Hybrid transfers;
50% participation Hybrid permanent establishment
Avrtificial construction (not “passive mismatches;
income”) Imported mismatches;
Taxation < 12,5% threshold (1/2 of Dual resident mismatches;
25%) Reverse hybrid entity mismatch.
100% participation exemption upon Exit taxation

distribution of previously taxed CFC-income
Quid indirect CFCs?

Transposition of measures in ATAD1
Step-up upon transfer from outside the EU
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Tax consolidation (2020) - General

Tax consolidation based on Scandinavian model
_ Groups not treated as a single taxpayer (no fiscal unity)
Belgium opts for a group

contribution regime System of “group contributions” between companies which are
which is easy to part of a group:

implement by tax o . .
T e P Group company which is ina Faxpaylng position can make a
tax deductible group contribution to another group company
which is in a loss position

Group contribution is taxable in the hands of the receiving
group company and may be offset with available tax attribute

Receiving group company is remunerated for use of its tax
assets

Final losses incurred by foreign subsidiaries can also be offset by
group contributions

Page 41 EY



EFETR (20205F) - — 18

& ETILE LTI E&EHT
N)F¥—[E, FFE TEITIL—TIZE—OHTE E L THRHOALE L (
fg/% éﬂﬁ%ﬂ% BB S LA LY)
LEL\Q“/b_ = =] S — A I il | D § ”
M B TR ;ﬁﬁ;ﬁ@iﬁés JIL—T&ETIIL—TH
MR 3 nettiE. YIIL—TRDIEMF
RO arvOERIZHE (FSDIRE) NTE
%
WX, ZITRASHOERBAAFELZLSHF AR
B EN (FEFRIEEH) THIERTE S
Z(TEIEIE, HMEBEOFERICH L THM %
215
BNFERICEAIERRNGELXEL. JIL—THH
2k > THFEHAIEE

Page 42 EY



Tax consolidation (2020) — Key features and
example

Example

A()

Parent

|

BM) || A

) B (+)

(L

No consolidation

A B Total

Group contributions available for Belgian group companies and
Belgian establishments of EEA resident group companies:

Between parents and subsidiaries with direct 90% participation

Sister companies with direct joint 90% parent resident in
Belgium or in the EEA

Minimum participation maintained for at least 5 years
As of 6" year after company has become group member

Profit/ Loss -100 100 0
Tax 0 -25 -25
Profit after tax -100 75 -25
e Compulsory group contribution agreement
RIS Rt Amount of group contribution capped to “professional loss”, but
Remuneration 25 -25 0 .
Tax 00 0 tax attributes other than losses may be offset
Profit after tax ECEC R Remuneration for use of tax attributes is tax neutral (exempt for
Reserves -75 75 .. . . . .
Group contribution 100 -100 recipient and disallowed in hands of contributing company)
Remuneration 25 25 . . . . . . .
Tax base 0 o Not for historic losses: group contribution regime only available for
losses incurred as of assessment year 2021
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Voluntary taxation of tax exempt reserves
(2020)

The voluntary taxation Voluntary taxation of tax exempt reserves at favorable rate

of tax exempt reserves During a period of 2 years, taxpayers will be allowed to convert
is aimed at raising tax certain tax exempt reserves of FYs closed before 1 January 2017
revenue into taxed reserves at a reduced tax rate of 15% or 10%

The 10% tax rate will be applicable to the extent that the
converted reserves correspond to new investments during the
taxable period in certain depreciable assets

The converted reserves will constitute a minimum taxable basis

Not available for certain tax exempt reserves, including tax shelter
for audiovisual works and stage arts, spread taxation regime for
certain capital gains, exempt provisions and impairments

Immediate cash tax vs. timing aspect or possibility to use tax
attributes
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Streamlining of disallowed expenses (2020)

The Belgian
Government intends
to streamline the
disallowed expenses

Tax deductibility of car expenses will be amended:

Car expenses will be deductible based on CO, emission,
regardless of fuel type (based on a fixed formula). CO,
emission of petrol cars will be multiplied by 0,95

If CO, emission exceeds 200 g/km, tax deductibility will be
limited to 40%

Fuel expenses will be deductible based on CO, emission

Expenses related to chargeable hybrid cars purchased after 1
January 2018 will be deductible based on non-hybrid
counterpart

Expenses related to electric cars will be deductible at 100%
(currently at 120%)

All fines imposed by authorities will be fully disallowed

Secret commissions tax will be fully disallowed. Hidden profit can
no longer be reintegrated in the company’s books at the 50%
secret commissions tax rate.
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Other compensating measures (2020)

Limitation of losses incurred in foreign PEs Interest on “current account” positions

Only “final losses” incurred in a foreign Reference to market interest rate replaced
establishments will be deductible in by a reference rate based on a rate
Belgium published by the Belgian national bank
Final losses: losses which are no longer +2,5% as maximum interest on debt
deductible in the foreign jurisdiction upon positions without term. Exception for
final closure of PE (no carry-forward / carry- framework agreements for cash pooling
back or transfer to other person available)  Depreciation
New measure will in practice likely prevent Accelerated depreciation method abolished
the deduction of most losses incurred in Pro rata depreciation in year of acquisition
foreign PEs of asset will also apply to SMEs

Broad Belgian PE definition Discount debt
Broader definition of Belgian establishment Financial expenses on discount debt
taking into account BEPS Action 7 disallowed if debt relates to assets that
(definition of independent agent) cannot be depreciated (e.g. land or shares)
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Contact

Peter Moreau — Partner

Ernst & Young Tax Consultants
+32 27749187
peter.moreau@be.ey.com

Simon Demeyere — Manager
Ernst & Young Tax Consultants
+322 77497 95
simon.demeyere@be.ey.com

Kiyohiro Nakamura — Associate Director
Ernst & Young Special Business Services
+322 77460 79
kiyohiro.nakamura@be.ey.com
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Additional information

Contacts

For additional information with respect to this
webcast, please reach out to your regular tax contact
at EY Belgium or visit our website http://www.ey.com/
be/en/services/tax for an overview of services and
key contacts.

Notice

This presentation was prepared solely for information
purposes. It is based on the information available to
us. Certain measures announced by the Federal
Government as part of the corporate tax reform may
be subject to change.

EY will be closely following up on the tax reform. We
will be issuing tax alerts and organizing seminars
with the latest updates.
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