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Bel gi um Renpbves Obstacle to Risk Capital Deduction
Author: Quaghebeur, Marc

Bel gian Prinme M nister CGuy Verhofstadt on Novenber 17 announced that one of
the mpjor obstacles to the new risk capital deduction will be lifted. Conpanies no
| onger will be barred fromdistributing the portion of their profits that
corresponds to the deduction (al so known as the notional interest deduction).
Previously, to qualify for the deduction, a conmpany had to retain an anount equa
to the anpbunt of the deduction for a period of at |east three years. During that
ginpa tge amount equal to the deduction could not be distributed by way of a

i vi dend.

I ssuing a warning to Bel giunm s business sector, Verhofstadt said conpanies
should not try to conbine the risk capital deduction with a deduction of Interest
on |l oans taken out to capitalize their operations. Al though coordination centers
have been doing that on a large scale for years, Belgian tax authorities now wl |
be | ooki ng out for such constructions, and will consider themto be tax fraud, he
said. It is not clear what tax authorities will base that assertion on in a purely
Bel gi an situation, but they clearly will not be in a position to deny the tax
deduction if a foreign parent conpany borrowed the funds used to capitalize a
Bel gi an subsi di ary.

During a trip through South Korea, Japan, Hong Kong, and Si ngapore at the
begi nni ng of Novenber, Verhofstadt and Fi nance M nister Didier Reynders pronoted
Bel gium as a gateway to Europe, using the Hong Kong route (for prior coverage, see
Tax Notes Int’l , Apr. 18, 2005, p. 201, 2005WTD 67-3 , or Doc 2005-7169 ) and the
new ri sk capital deduction

As of January 1, 2006, Bel gian conpanies will be entitled to a tax deduction
cal cul ated as a percentage of their equity (share capital plus retained earnings)."
(For prior coverage, see Tax Notes Int!l , Aug. 15, 2005, p. 590, 2005WTD 150-5 ,

or Doc 2005-16564 .) The percentage of the deduction will be based on the average
interest rate paid on 10-year |inear government bonds, but it is expected to be
about 3.5 percent. Wile the corporate incone tax rate is currently 33.99 percent,
the effective tax burden is about 30 percent. The deduction could reduce the

ef fective tax burden to about 26 percent. The new tax reginme will replace
Bel gi umi s exi sting coordination center tax regine.

The risk capital deduction is attractive to many investors. The Dutch
contract staffing group Randstad Group, for exanple, recently announced that it
will nove its corporate treasury center to Belgium While one of the requirenents
under the old coordination center reginme was a staff of at |east 10, the corporate
treasury center will have a staff of two.

Mar c Quaghebeur, Vandendijk & Partners, Brussels

! Non-Bel gi an conpanies will be entitled to the same deduction, but
only for the risk capital used for their Bel gi an permanent
establishments and their Belgian real estate or real estate
entitlements.
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