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1. Overview

1.1. Government and Tax System
The Islamic Republic of Afghanistan is a unitary state with separation of powers between the executive branch led
by the President, the National Assembly consisting of an upper and lower house, and an independent judiciary.

The tax regime is established by the Income Tax Law' (2009) (ITL) and the Tax Administration Law? (2015)
(TAL). Both laws are subject to periodic amendment.

The Legal and Policy Department of the Afghanistan Revenue Department (ARD) issues circulars and public
rulings from time to time explaining its interpretation of certain provisions of the law. A private ruling also may
be requested from the Legal and Policy Department.

1.2. Currency
The currency of Afghanistan is the afghani.

2. Corporate Tax

2.1. Residence

A company is considered to be resident in Afghanistan if it was formed under the laws of Afghanistan or if the
center of its administrative management is in Afghanistan.®

Important factors in determining the center of the company’s administrative management are whether the
managers of the company are physically present in Afghanistan when making decisions on behalf of the
company; the number of decisions made while the managers are physically in Afghanistan compared to the
number of decisions made outside the country; and whether the managers are residents of Afghanistan.

2.2. Tax Base — Resident Corporations
Resident companies are taxed on their worldwide income.*

2.3. Tax Base — Nonresident Corporations
A branch of a foreign parent is taxed only on income from Afghan sources.®

Nonresident companies and other organizations (legal persons) not engaged in trade or business are subject
to income tax on income from Afghan internal sources from interest, dividends, rent, royalties, and any other
income under the ITL.®

2.4. Permanent Establishments — Domestic Law Definition

As a general rule, a foreign corporation or limited liability company is considered to be doing business in
Afghanistan if it has a place of business or permanent establishment (PE) in Afghanistan. A foreign company
is considered not to be doing business in Afghanistan if its sales are to a broker, an independent dealer, an
agency of the state, etc., or if it has no PE in Afghanistan.

A PE may include: a place of management; a branch; a factory; an office; a workshop; a warehouse; a mine,
quarry or other place of extraction of natural resources; a construction, installation or assembly project; a
permanent sales exhibition; or a wholly or partly owned subsidiary under certain conditions.

" Income Tax Law, OG no. 976, 2009 (ITL).

2 Tax Administration Law, OG no. 1198, 2015 (TAL).
SITL, Art. 2(2).

4ITL, Art. 5(2).

SITL, Art. 8(5).

SITL, Art. 7(1).
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2.5. Permanent Establishments — Treaty Definition
Afghanistan is not a party to any tax treaties.

2.6. Permanent Establishments — Creation via Performance of Services
Afghanistan does not have a separate definition of PE with respect to the provision of services.

2.7. Tax Year — Default Taxable Year

The year of assessment (“tax year”) in Afghanistan starts on the first day of Jadi (December 21) and
ends on the last day of Qaws (December 20) the following year. It is possible for a company to make an
application to the Ministry of Finance (MoF) to use a different tax year.’

2.8. Tax Year — Reference Year for Computation of Tax

Taxpayers are subject to income tax on income earned within the tax year. An income tax return is required
to be filed with the MoF within three months after the tax year ends; so, for example, income tax returns
reporting income earned in the 2019 tax year must be filed on or before March 20 of the 2020 tax year.®

29. Tax Year - Filing Deadline
The annual income tax return must be filed within three months after the end of the tax year, i.e., on or
before Hoot 30 (March 20) of the following year?

210. Tax Year — Schedule for Tax Payments or Deposits
Income tax must be paid when the tax return is filed, which must be within three months after the tax
year ends, i.e., on or before Hoot 30 (March 20) of the following year.©

2.11. Statute of Limitations
The ARD may amend an assessment within five years of the due date for the tax return. However, where
there has been purposeful evasion the assessment may be amended at any time.

Persons committing tax offenses may only be prosecuted within five years of the commission of the offense."

2.12. Intercompany Dividends
A dividend is any distribution of money or assets made by a corporation or a limited liability company to
its shareholders or partners out of its earnings and is subject to income tax at the standard rate.

¢ Dividends paid in cash by a company established under the laws of Afghanistan are deductible from
the income of the company which makes the payment.

¢ Dividends paid in the form of securities for shares or loan or of similar nature are not deductible from
income of the company.

e Dividends paid in cash are taxable income of the recipient at the time of receipt, but dividends in the
form of securities for shares or loan or of a similar nature are not considered as taxable income of the
recipient at the time received.”?

Afghan tax law makes no distinction between dividends received by a resident company from related or
nonrelated companies, or between dividends received from resident or nonresident companies.

7 TAL, Art. 3(1) para 6.

8 ITL, Art. 88(1).

9 ITL, Art. 88(1).

10 TAL, Art. 88(1), (4).

1 TAL, Arts. 8(3), (4), 50.
12 ITL, Arts. 45, 46(2).
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2.13. Corporate Tax Rates — Standard Rates

Resident and nonresident companies are subject to 20 percent income tax on their net taxable income for
the tax year.”

2.14. Corporate Tax Rates — Special Reduced Rates or Regimes
There are no special reduced rates or regimes. However, Business Receipts TAX (BRT) is payable by:

* all companies providing goods and services in exchange for remuneration; and
e any individual providing the same whose quarterly revenue is 750,000 afghanis or more.

BRT, which may be deducted as an expense on taxpayers’ annual income tax return, is generally payable at
a rate of 4 percent of gross business receipts, but other rates (from O percent to 10 percent) apply to certain
types of business activity or income.

BRT payers must file a BRT return, and pay BRT, on quarterly basis. The due date for payment and reporting
is the 15th day of the next month after the quarter ends.”

2.15. Taxation of Corporate Capital Gains

Gains from the sale or exchange of capital assets or investment in trade or business are included in taxable
income for the year in which the asset was transferred and are generally subject to income tax at the
standard rate.”®

Losses from the sale or exchange of such assets are generally deductible from taxable income in the year in
which the transfer took place, provided that a gain from such a disposal would have been taxable. However,
losses from the sale or exchange of shares are deductible only against the capital gain from other shares in

the same year; in this case any excess loss over the capital gain is not deductible.’

Where gains are from the transfer of movable or immovable property acquired by inheritance, the gain is exempt.”

2.16. Treatment of Losses from Business Operations

Companies that incur a net operating loss in a tax year may carry forward the loss as a deduction from
taxable income in each subsequent year until the loss is fully set off.®

2.17. Taxation of Dividends Paid to Nonresident Corporations
Dividends are subject to 20 percent withholding by the person making the payment.”

2.18. Taxation of Interest Paid to Nonresident Corporations
Interest payments are subject to 20 percent withholding by the person making the payment.®

2.19. Taxation of Royalties Paid to Nonresident Corporations
Royalty payments are subject to 20 percent withholding by the person making the payment.?

13 ITL, Art. 4.

14 ITL, Arts. 64-67, 88(5).
15 ITL, Art. 21.

16 ITL, Arts. 27, 28.

17 ITL, Art. 23(2).

18 ITL, Art. 47(3).

19 ITL, Arts. 45, 46.

20 ITL, Art. 46.

211TL, Art. 46.
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2.20. Taxation of Payments for Services Provided by Nonresident Corporations

Payments under contracts for services are subject to withholding tax as follows:

e vendors that have an Afghan business license — 2 percent (not final); and

e vendors that do not have an Afghan business license — 7 percent (final).??

3. Personal Taxes

3.1. Domicile and Residency Requirements

A person is considered a resident of Afghanistan if the person has his or her principal home in Afghanistan
at any time during the tax year, or is present in Afghanistan for a period or periods aggregating to 183 days
in the tax year.?®

3.2. Tax Base for Residents
Residents of Afghanistan are taxed on their worldwide income.?

3.3. Tax Base for Nonresidents
Nonresidents not engaged in trade or business are subject to income tax on income from Afghan
internal sources based on interest, dividends, rent and royalties.?®

Nonresidents engaged in economic, business or service activities in Afghanistan are subject to income
tax on their income from sources within Afghanistan.?

3.4. Individual Tax Rates

Resident and nonresident individuals are subject to progressive rates of income tax on their monthly
income as follows:

e up to 5,000 afghanis — O percent;

e from 5,001 afghanis to 12,500 afghanis — 2 percent;

e from 12,501 afghanis to 100,000 afghanis — 10 percent + 150 afghanis (fixed amount); and

¢ 100,000 afghanis and above — 20 percent + 8,900 afghanis (fixed amount).

Individuals who are engaged in small business activities and are not subject to withholding tax, are
subject to fixed tax in lieu of income tax on total annual sales at the following rates:

e up to 150,000 afghanis — O percent;
e from 150,001 afghanis to 10,000,000 afghanis — 1.5 percent; and
¢ over 10,000,000 afghanis — 1.5 percent.

Individuals whose total annual sales fall under the highest fixed rate band may elect instead to pay
income tax at the progressive rates set out above.?®

22 ITL, Art. 72.
23 ITL, Art. 2.

24 1TL, Art. 5.

25 ITL, Art. 7.
26 ITL, Art. 8.

27 ITL, Art. 4.

28 ITL, Art. 74, 75.
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Individuals engaged in provision of goods or services whose quarterly revenue is 750,000 afghanis or
more are also subject to BRT.?

3.5. Individual Returns, Filing Dates, and Payment

Income tax on employment income is withheld from salaries/wages by employers who are responsible
for transferring the amount withheld to the government account.®® Employees are therefore not required
to file a tax return unless they have more than one employer or income from other sources.

Individuals with more than one employer and/or other income must file his or her return and pay any tax
due on or before March 20 each year.™

Individuals paying the fixed tax for small businesses must pay their tax quarterly on the 15th day following
the end of the quarter.

Individuals paying the fixed tax for small businesses must pay their tax quarterly on the 15th day following
the end of the quarter.

29 ITL, Art. 64(2).
30 ITL, Art. 58.
31ITL, Arts. 87(2), 88(1).
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