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I. Introduction

This Newsletter explains how the Double
Taxation Avoidance Agreement (“DTA”)
between the Federal Republic of Germany
and the Socialistic Republic of Vietnam (27
December 19906) influences the taxation of
income earned in Vietnam.

The German-Vietnamese Double Taxation
Avoidance Agreement 1996 came into ef-
fect on January 1997 and is one of 57 Dou-
ble Taxation Avoidance Agreements con-
cluded by the Vietnamese Government to
date. The avoiding of double taxation is just
one of the ways by which the Vietnamese
Government tries to create incentives for
German investment in Vietnam.

Whilst the DTA covers both corporate in-
come tax and personal income tax, our
newsletter is limited to the topic of personal
income tax (“PIT”).

I1. Applicability and Definitions

The DTA is applicable to persons residing in
Germany or Vietnam or both countries. The
term “residing” is defined in the DTA, Art.
4 as follows: a person is considered as resi-
dent in a contractual state when he/she is,
according to that state’s law, liable for taxa-
tion due to his/her domicile, his/her per-
manent place of abode or any other criteria
which defines him/her as a resident.

According to Vietnamese Law a person is a
resident for taxation purposes, if

e he/she stays 183 days or more in Viet-
nam within a western calendar year; or

e he/she stays 183 days or more in Viet-
nam within a consecutive 12 months pe-
riod from his/her arrival date; or

e he/she holds a temporary or permanent
Residency Card; or

e he/she has entered into a residential
lease for a period of 90 days or more.

Such residency is determined on a year to
year basis. The above time periods are
counted from the arrival date in Vietnam.
The first tax period is from the date of arri-
val to the end of the current tax year. The
subsequent tax periods mirror the calendar
year.

Under German tax law a person is a resident
for tax purposes if he/she holds an apart-
ment in Germany and the circumstances
show that he/she intend to keep and use the
apartment. For this purpose the term
“apartment” means a site with the principle
purpose of which is residential. The tax-
payet’s domicile does not need to be stipu-
lated in a Residency Card.

Under the above definitions a taxpayer can
have unlimited tax liability in Germany and
Vietnam at the same time. In this case art. 4
section 2 of the DTA regulates as follows:

e If a person holds a tax domicile in both
countries, he/she will be considered to
be a resident of that country which is
his/her permanent home. His/her
“permanent home” is that country
where he/she maintains the closest pet-
sonal or economic relations.

e If it is impossible to determine the per-
son’s in question permanent home, then
residence is defined under the DTA as
the place of general habitation.

e If the person resides generally in both or
neither countries then he/she will be as-

© Lorenz & Partners
Tel.: +84 (0) 8-823 5875

October 2011
E-Mail: vietnam@Iorenz-partners.com

Page 2 of 6




Newsletter No. 31 (EN)

T L&P

Legal, Tax and Business Consultants

signed to the country of his/her citizen-

Level | Average monthly taxable income| Tax rate (%)

ship. -

e If the person has both German and the Up to 5,000,000 geLr]Qtt)g rsélo?f_
Vietnamese nationality or is exclusively a 1 (approx,. 170 EUR) and 5 there-
citizen of a third country, then the com- after
petent authorities of the two countries ) Over 5,000,000 to 10,000,000 10
should settle the residency question by (Over 170 EUR to 340 EUR)
mutual agreement. 3 Over 10,000,000 to 18,000,000 15

(Over 340 EUR to 600 EUR)
3 3 S q Over 18,000,000 to 32,000,000
ITI. Taxation of income in Vietnam 4 ((;/ver 612 EUR to 1100 EUR) | 2°
5 Over 32,000,000 to 52,000,000 o5

Basically, individuals are obliged to pay PIT (Over 1,090 EUR to 1,800 EUR)

on income arising from Vietnam, regardless 6 Over 52,000,00 to 80,000,000 30

of whether they are a resident of Vietnam or (OoverB%)’Z)YO% I(E)t)JOR t0 2,700 EUR)

t. PIT applies to both sal d -sal- ver 69,buu,
no applies to both salary and non-sa 7 (Over 2.700EUR) 35

ary income.
1. PIT on regular income

The taxation of income by the Vietnamese
tax authorities depends on the residency sta-
tus of the taxable person, ie. whether
he/she is classed as residing in Vietnam or
not

(1) PIT for Vietnam residents

PIT on income of residents in Vietnam is
charged on the basis of progressive tax rates
irrespective of if the payment is made inside
or outside of Vietnam. All kinds of income
are taxable, i.e. business, employment, in-
vestment, capital gains, royalty, inheritance,
gifts etc. The PIT rates do NOT differ-
entiate between foreign and local residents.
Normally the lowest tax band is five million
Vietnamese Dong (VND) and under, which
is the equivalent of approximately 170 EUR.
However in August 2011 the Government
introduced a series of tax cuts which ex-
empted income under five million from PIT
until 31 December 2011.

The current tax rates for Vietnam residents
on income arising from employment (regular

income) can be seen in the following chart:

(2) PIT for non-residents in Vietnam

This is the amount of income which remains after various deductions
have been applied.

The income of a non-resident which arises
out of Vietnam is subject to PIT. The PIT
rates which apply to this income differ from
the rates for resident taxpayers (as listed
above). Instead of a progressive tax rate sys-
tem such non residents are taxed at a flat
rate. The current flat rate for EMPLOY-
MENT income is 20%, non-employment in-
come is taxed at various other rates depend-
ing on its exact nature (see chart below).

2. PIT on irregular income

According to Vietnamese tax law irregular
income includes the irregular earnings of
taxable persons e.g. dividends or royalties.

Such income is only taxable, if it exceeds 10
million VND in a given tax year (approxi-
mately EUR 340). The PIT rate for such in-
come varies from 0.1 to 10%, depending
upon the income’s origin. Please note, how-
ever, that under the Government’s recent
tax cuts PIT on the sale proceeds from stock
transfers has been reduced by 50% until the
end of 2012 and there is a PIT exemption
on stock dividends until further notice.
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The current PIT rates for regular and irregu-
lar income for Vietnam non-residents can be
seen in the following chart:

No. | Type of taxable income Tax rate (%)

1. Employment income 20

2. Business income 1-5

depending on type
of business income

3. - Interest 5
- Dividends 0 until further no-
tice. Thereafter 5

4 Sale of securities

0.05 (0.1 after 2011

No. | Type of taxable income Tax rate (%)

1. Interest 5
Dividends 0 until further no-
tice. Than 5
2. Sale of securities:
Net gain; or 10 (20 after 2011)
Sale proceeds 0.05 (0.1 after
2011)
3. Sale of real estate:
Net gain; or 25
Sale proceeds 2
4, Income from copyright 5
5. Income from franchis- 5
ing/royalties
6. Income from winning 10
prizes
7. Income from inheri- 10
tance/gifts

Some kinds of irregular income, e.g. divi-
dend payments, interests, licence fees or re-
munerations for technical services are liable
for tax in both Vietnam and Germany.
However, double taxation is prevented by
the provisions of the DTA as described in
Section IV below.

IV. Tax exemptions and reduc-
tions in Vietnam in accordance
with the DTA

The DTA details tax exemptions and reduc-
tions which are available for income which is
subject to tax in both Vietnam and Ger-
many. These provisions make a distinction
between resident and non-resident foreign-
ers of Vietnam.

1. Tax exemptions for foreign residents
in Vietnam

A PIT exemption on income earned in Viet-
nam is usually possible for foreigners who
lived in Germany before their arrival in Viet-
nam and whose activities are limited to
teaching, lecturing or research activities at
universities, schools, museums or other cul-
tural institutions.

In these cases a PIT exemption in Vietnam
for income which is already taxed in Ger-
many will be granted for a maximum of two
years from the date of arrival in Vietnam.
This is regulated by art. 20 of the DTA

A similar regulation applies to students,
trainees or apprentices, who work in Viet-
nam but who are paid an allowance or simi-
lar income from a non-Vietnamese source.
This exemption will apply as long as the in-
come in question does not exceed EUR
4,602 per year.

2. Tax exemptions for resident and non-
resident foreigners of Vietnam

Regardless of a person’s residency status
they will be exempt from PIT under art. 19
DTA, if his/her salaty or pension is paid as
a result of their prior employment in the
German public service sector. This exemp-
tion does not include remunerations or pen-
sions for services rendered in connection
with a commercial activity in either Vietnam
or Germany.

3. PIT reduction for non-resident for-
eigners in Vietnam

A person residing in Germany, who has a
salary arising out of Vietnam, can be taxed in
Vietnam for that said income. Equally tax on
income in the form of dividends, interests or
licence fees and remunerations for technical
services will also be taxed according to Viet-
namese tax law as long as the applicable PIT
rate does not exceed the rates for such in-
come which are set out in the DTA. For ex-
ample, the maximum PIT rate applied in
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Vietnam for technical services must not ex-
ceed 7.5% of the gross amount of the in-
come.

Tax paid in Vietham can normally be cred-
ited against the income tax which is payable
in Germany by presenting a proper with-
holding tax certificate.

V. Practical examples

We would like to clarify how the DTA
works in practice by presenting the follow-
ing two examples:

Example 1:
(1 EUR =29,000 VND)

Mr. A, a German residing in Vietnam is paid
a total salary of EUR 36,000 per year in Vi-
etnam and additionally receives a taxable sal-
ary in Germany of EUR 18,000. It is as-
sumed that the tax payable in Germany
amounts to EUR 3,600 per year or EUR 300
per month”.

According to the Law on PIT, the payable
income tax in Vietnam is calculated on the
basis of progressive tax rates and average
monthly income. Foreigners residing in Viet-
nam are taxed based on their worldwide in-
come. Accordingly, Mr. A’s total taxable in-
come amounts to EUR 54,000 (EUR 36,000
earned in Vietnam and EUR 18,000 earned
in Germany) per year or EUR 4,500 per
month. This equates to 132.2 million VND
taxable income per month.

Applying the progressive rates (see page 5),
the PIT payable on the total income
amounts to EUR 1,575 per month (46.3 mil-
lion VND). To avoid double taxation, the
income tax calculation under the DTA is as
follows:

2 This assumed taxable income amount is absolutely notional and sub-
ject to vatiations of the current tax laws in Germany. The above men-
tioned amount is for example purposes only.

Income which is taxable in Viet- | 1,575.00 EUR
nam per month before any cred- | (1)
iting of income tax payable in
Germany
Income tax payable in Germany 300.00 EUR
)
Tax credited against Vietnamese | 300.00 EUR
income tax (because already 3
paid in Germany)
Income tax to be paid in Viet- @D-0d =
nam after tax crediting 1,275.00 EUR
Result:
a) Income tax payable in | 300.00 EUR
Germany
b) Income tax payable in Vi- | 1,275.00 EUR
etnam
Example 2:

Our second example concerns the avoidance
of double taxation in case of taxation of re-
muneration for technical services i.e. irregu-
lar income.

Mr. B, a German residing in Vietnam re-
ceives EUR 10,000 as remuneration for
technical services performed in Germany.
According to the current German tax laws,
approximately 20% of the entire remunera-
tion amount is eligible for income tax.
However, due to the DTA this is reduced to
7.5%. Furthermore, under the current Viet-
namese tax laws Mr. B should also pay a fur-
ther 5% income tax on this remuneration to
the Vietnamese tax authorities. To avoid
double taxation, the following tax crediting
will occut:
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Income which is taxable in Viet- 10,000.00

nam before any tax crediting of | EUR X5 % =

the income tax payable in Ger- [ 500.00 EUR

many (1)

Tax payable in Germany 10,000.00
EURX7.5%
=750.00 EUR

@)

Tax credited against Vietnamese | 500.00 EUR

Tax because already payable in 3)

Germany (max. total income tax

payable in Vietnam)

Tax liability in Vietnam after tax @)-3d-=

crediting 0.00 EUR

Result:

C) Tax payable in Germany 750.00 EUR

d) Tax payable in Vietnam 0.00 EUR

VI. Summary

Germany and Vietnam both have a relatively
high tax burden. The existing DTA is there-
fore of great benefit to persons who might
be liable for income tax in both states.

It should be noted that when the taxpayer is
travelling between Vietnam and Germany,
they are able to a certain extent to choose
where his/her salary is taxed. In such cases it
is advisable to survey the advantages and
disadvantages of the respective tax legisla-
tion, and to analyse the determining factors
for taxation in each country under the DTA
before making a final choice. Furthermore,
even when the taxpayer officially resides in
one country, it is still advisable to analyse the
regulations of the DTA in order to minimise
the tax burden and to prevent any possible
double taxation.

We hope that the information provided in this brochure was helpful for you.
If you have any further questions please do not hesitate to contact us.
Floor 3 Viconship Building

6-8 Doan Van Bo Street, District 4
Ho Chi Minh City, Vietnam

Tel: +848 (0) 626 182 31

E-Mail: vietham@Ilorenz-partners.com
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