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Preface

This Guide was prepared by the professional sfaff o

Deloitte & Touche, the Deloitte Touche Tohmatswcpica

in Ecuador. It is designed to provide potentiaéfgn
investors with fundamental information about the
Ecuadorian environment, including factors a foreign

investor should consider in deciding whether tauregan
existing Ecuadorian company or to start a new djogran

the country. These factors include tax planning,
employment and labor, financing, importing, expuagti
and accounting.

The information given is not exhaustive and, unless
otherwise indicated, is based on conditions exjsdin
January 2009. Readers are advised to consult with
professionals, such as independent accountants, leg
counsel, and investment bankers, before takindanyal
action. Deloitte Touche Tohmatsu professionalslevba
pleased to discuss specific problems.

Deloitte Touche Tohmatsu January 2009
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1.01
Geography

1.02
Political
Background

1.03
Language

1.04
Currency

Part1 The lnvestment
Climate

Chapter 1 Introduction to Ecuador

Straddling the equator on the northwest coast oftSo
America, the Republic of Ecuador is bordered byo@iia to
the north, Peru to the south and east, and th&d@cean to
the west. Ecuador covers 255,798 square kilomE&r929
square miles) including 8,010 square kilomete@8 square
miles) of the Galapagos Islands. The Andean Mansita
running from north to south, divide the countryittiree
regions: the coastal plaiogstd, the central highlands
(sierra), and the eastern junglerientd. Quito, the capital, is
located 2,800 meters (9,200 feet) above sea levbeisierra.
Guayaquil, the principal port, is located on theriGuayas.

Ecuador has tremendous natural resources, including
agricultural products, forests, fish, oil, and mopreserves.

The last military dictatorship ended in 1978, aimdes then
democratic governments have been elected. Ecgador’
constitution establishes legislative, executivel jadicial
branches of government. The legislative branclsistsof
a single-chamber congress with one hundred séis.
president, who is elected for a four-year term ead be
reelected after an interim period, heads the ekerut
branch. Even under military dictatorships, govegntrhas
usually tended to be moderately right of center.

Spanish is the official and business language.liEngp
spoken extensively, especially in business circles.

Ecuador has dollarized its economy and currenthg tise
United States of America Dollar as legal tendemfational
and international transactions. Prices, wages,ustim
records are expressed in US Dollars.

The dollarization process is an attempt to encaurag

Deloitte Touche Tohmatsu January 2009 1



1.05
Population

1.06
Modernization &
Privatization

Foreign
Investment
Incentives

1.08
Economy

THE INVESTMENT CLIMATE

saving, long-term lending, national and foreigneistyment,
trade, and competitiveness.

With an approximate annual growth rate of 1.45%tha
end of year 2008 the population was estimated .& 13
million. Population density is 49 inhabitants pguare
kilometer.

Over half of the people (59.8%) are between the afjle
fifteen and sixty-four. The largest cities are @aguil,
Quito, and Cuenca. The mestizo ethnic group reptes
55% of the total population.

Foreign investment requirements have been subetgnti
reduced. Furthermore, the government has elimiralte
barriers and limitations on the transfer of profitsl
capital. The same rates of income tax apply teifprand
local investors. Investment incentives are offéced
Ecuadorians and foreigners alike. Foreign investrize
especially being encouraged in areas such as ffprest
tourism, oil production, mining, and export of
nontraditional products.

On January 2000, the National Government “dollafize
the Ecuadorian economy, that is, adopted the UiSitates
of America Dollar as the official currency to hgélloping
inflation, which threatened to undermine economic
stability.

International reserves rose to US$ 4.472,81 miltiaring
the year 2008 due to oil price increases on intennal
markets. At January 2009 international reservesitesal
stable at US$4.271,62 million

At the end of 2008, inflation was at 8.83 % andtfa year
2009, inflation is projected to be between 5% a¥d 7

The Dollarization process has scored some notable

achievements such us decreasing interest andonflattes,
and giving rise to economic stability.

Deloitte Touche Tohmatsu January 2009 2



INTRODUCTION TO ECUADOR

Projections for year 2009 estimate a growth ratke 4.
Imports have registered a notable increase recelrtiky
Imports share in the year 2008 was as it follows: i
consumption goods (21,9%), raw materials (33,7%ital
assets (25.3%) and others (19,0%). The proponsm
similar as the one registered in the year 2007.

Inflation plus the dollarization of the economy lnasl a
negative effect on external competitivity, with the
commercial trade balance suffering most. For 2@,
Central Bank estimates a negative commercial trade
balance, with exports reachitt$17.610 million and
imports of $16.007 million. Exports (banana, shrityma
& fish, coffee, cocoa, excluding oil) decreasegéar
2008. A decreasing tendency of these exports hars be
evident during the first semester of 2009

Ecuador is now offsetting its balance of paymeefici
through alternative sources such as emigrants'ttanges
and the promotion of the country as a tourist dgstin
the financial area, the government has successfully
restructured the Banking Supervisory System, bagdtie
Basel Principles.

Prospectsfor year 2009

The rhythmof Economic growth is expected to reach 1.4%
in 2009, a decrease in comparison with the 5,328%hed
for 2008

Exports Plan to 2010

Ecuador requires foreign investment in order tontadn
the liquidity of the dollarized economy. Severkns have
been devised to develop the export sector as tihe ma
source of income, the principal ones being subnohittethe
Corporation for the Promotion of Exports (Corpeijiahe
Ministry of Foreign Trade with its National Expofan.
Increased tax revenues

Tax revenues for the year 2008 are promising anttico

Deloitte Touche Tohmatsu January 2009 3



THE INVESTMENT CLIMATE

improve further depending on the new tax reforms.

Foreign investment

Direct foreign direct investment in the third queerdf the
year 2008 was US$ 821,67 millions in comparisor whe
US$ 194,22 millions at the end of 2007.

Revenues

Although oil price is estimated at US$55 per bairelome
from oil sales estimates is based on a price of233skr
barrel.

Increased tax revenues are largely the resulteof th

successful performance of the Internal Revenuei@erv

General Economic Indicators

1.08
2000 2001 2002 2003 2004 2005 2006 2007 2008
GDP (millions) $15.499 | $15.933 |$17.496 | $18.122 | $19.572 | $20.747 | $21.553 | $22.090 | $23.264
GDP per capita $1.279 $1.296 | $1.342 | $1.368 | $1.385 | $2.814 | $3.115 | $3.366 | $3.808
Unemployment 15.1% 10.3% | 8.1% 11.54% | 857% | 7.89% | 7.81% | 6.06% | 7.30%
External Debt (millions) $13.372 | $10.987 | $11.337 | $11.336 |$11.484 | $11.059 | $10.850 |$10.215 | $10.605

Source: CBE

1.09
Sources of
Information

Information on trade and investment matters can be
obtained from accounting firms; banks; legal firmsd the

Ministry of Industries, Commerce, Integration, and

Fisheries Ministerio de Comercio Exterior,
Industrializacién y PescaMICIP). Production chambers
and embassies provide basic information on foreign

investment opportunities in Ecuador.

Deloitte Touche Tohmatsu
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2.01
General Incentives

2.02
Tax Incentives

Chapter 2 I ncentives and Financing

Legal entities incorporated in Ecuador (i.e., leitiability
companies, corporations, branches of foreign compan
have full access to all available sources of fiiagc

Incentives take the form of loans at favorablerggerates
granted by public and semipublic entities, sucthas
National Development BanB&nco Nacional de Fomento
and the National Finance Corporati@ofporacion
Financiera Naciondl to approved enterprises and
individuals operating in special development asesh as
agriculture and industry. Financial entities armge
restructured in order to guarantee stability offthencial
system.

Tax Stability The Investment Promotion Law guarantees
that income tax rates effective on investment tegfisn
date be maintained. New investments in established
companies not intending to expand or extend praaiuct
are granted 10 years’ stability, while new invesitae
destined to develop new investment projects or mpa
production are granted 20 years’ stability. Thesms
may be extended for a five-year additional termisTh
benefit is only available for investments exceediom
US$500,000. Investors availing themselves of such
stability may subsequently waiver this benefitaket
advantage of amended tax rates at a later dateldssuach
be in their interest.

Free Trade ZonesEcuador has seven free trade zones,
located in Esmeraldas, Manta, Riobamba, Machala,
Cuenca, Quito and Guayas. The production and
commercial use of goods for export and reexponeisas
some services such as those linked to international
commerce are allowed in these zones. Local manués
are not permitted to operate in the zones, buidgore
subsidiaries, branches of foreign companies, araigio
individuals can benefit from free trade zone retjofes. A
foreign investor can also act through a legal rsgmtative
without setting up a subsidiary or branch.

Merchandise entering into a free trade zone isestiltp a

Deloitte Touche Tohmatsu January 2009 5



THE INVESTMENT CLIMATE

special customs regime. Imports and exports of
merchandise, goods, and machinery to and fromréee f
trade zone are exempt from taxes and duties.
Administrative companies located in a zone are gxem
from all taxes, including municipal and provindiakes,
for a period of twenty years, which can be extended
Payments for patents, trademarks, and transfers of
technology, as well as repatriated earnings, aeetalk
exempt in the zone. Furthermore, the regime allows
personnel to be contracted on a temporary badispwithe
need of a minimum employment term.

Investors submit their applications to the complamiging
the concession to administer the free trade zdine.
administrative company prepares and submits a trépor
the National Council of Free Trade Zon€ofisejo
Nacionalde Zonas FrancasCONAZOFRA) for its
approval.

In-Bond Assembly Operation§oods entering the country
for assembly in Ecuador and reexport are proteuyeal
system of suspended duties and taxes, known as the
Maquila System.Enterprises authorized under the system to
undertake in-bond assembly operations may impart ra
materials and components on a temporary basis.
Temporary admission allows raw materials, moldss di
machinery, and equipment to be imported free oforas
duties under a guarantee for the period until regxpSuch
imports are subject to value added tax at the e

Under the Maquila System, goods may be imported éve
similar national substitutes exist. The MICIP majsprove
some imports, and a copy of the documentation st
given to the Central Bank of Ecuad@&afico Central del
Ecuado). Imports authorized by the MICIP do not require
permits from the Central Bank.

Employment contracts are for a period of less thragqual
to the duration of the assembly contract, and sagiés
(for example, stability) are not covered by lalaws.

Mining Imports of machinery, laboratory equipment, work
vehicles, and other supplies necessary for minitigites

Deloitte Touche Tohmatsu January 2009 6



2.03
Banking and
Financing

INCENTIVES AND FINANCING

are subject to import duties at lower than-norratds.
However, the reduced rates do not apply if goods wi
similar characteristics are produced in Ecuador.

Tourism Tourism companies are generally eligible for an
exemption from registration and real estate trartsfe In
addition, certain projects may qualify for totakexption
and other tax incentives. This exemption doesaffett

the 15% employee profit-sharing payment.

Forestry and AgricultureNew agricultural companies that
are established outside Quito and Guayaquil toga®c
agricultural products pay half of the normal incatiave due.

The import and commercial use of seeds, animats, an
plants to improve the quality of machinery, equipmend
technology are tax exempt.

Certain goods, such as food agricultural products,
livestock, and fish, are subject to value addedhtake
zero rate as long as they are transferred in tiagirral state.

ExportsExports are free of all taxes. Preferential custom
tariffs or total relief applies to exports transjearto

specific developed countries, as a consequendeof t
Generalized Preferential System (GPS). Custoniesiut
paid on foreign raw materials used in the productio
manufacture of merchandise destined for exponpartally

or totally refundable through a drawback mechar(sze
4.03).

Value Added Tax paid on acquiring input and raweriats
used in the production, manufacture, or treatmeekported
products, including agricultural or similar prodsids
reimbursable. Value added tax reimbursement ¢ als
available for products and goods sold within Ecuado
provided that they are ultimately destined for expo

The financial sector consists of banks, financepmames,
insurance companies, mutual savings and loan atiend
for housing, storage companies, exchange housascial
intermediary companies, issuers of credit cards and
travelers’ checks, and factoring companies.

Deloitte Touche Tohmatsu January 2009 7



THE INVESTMENT CLIMATE

Financing is provided to foreign-owned businessiésout
restrictions, although financial institutions hapeecific
requirements for the granting of credits. Shomtrte
financing is normally provided by commercial banks.
Medium-term financing is normally available through
financial institutions by leasing or factoring. ngpterm
credit may be obtained through commercial banks or
foreign financial institutions.

Deloitte Touche Tohmatsu January 2009



3.01
Foreign
Investment Rules

3.02
Required National
Participation

Part2 Investmentand
Business Factors

Chapter 3  Foreign I nvestment

Ecuador is a member of the Andean Community, alatiy
Bolivia, Colombia, and Peru. In 1992, the Andean
Community decided on a common regime for the treatm
of foreign capital and trademarks, patents, licenaed
royalties. These decisions were then incorporited
Ecuadorian legislation. Under this legislatiormreign
investment is split into three categories:

1. Direct foreign investment that is not considereb-su
regional or neutral.

2. Subregional foreign investment from other Andean
Pact countries.

3. Neutral foreign investment by international public
financial entities owned by member countries of the
Andean Community. Neutral investments are not
considered to be either foreign or local investraent

Foreign investors are entitled to the free remataof
profits.

In principle, Ecuadorian corporations wholly owrsd
foreigners are free to operate in all economicaect
without prior authorization, except those reserfegdhe
state (unless The State has delegated the adtitdtie
private sector). The Ecuadorian State may gratfteto
private sector the performance of the following\dites:

» The production, transportation, storage, and
commercial use of hydrocarbons and minerals

* The generation, distribution, and commercial use of
electric power

* Telecommunications
* Drinking water & sewer systems

Deloitte Touche Tohmatsu January 2009 9



3.03
Exchange
Controls

INVESTMENT AND BUSINESS FACTORS

The Monetary Regime allows international currercy t
circulate freely in Ecuador and to be transferiacad
without restrictions. Liabilities may be enteratbi and
paid in foreign currency. Ecuador has “dollarizé#d”
economy, that is, all transactions are executdzbitars of
the United States of America.

Ecuador maintains a free exchange market, whioked
for imports, exports, inward direct investment, atider
private-sector transactions, including transactiartse oil
and gas industry.

Inward Direct InvestmentAll foreign investments must be
registered with the Central Bank within thirty worgy days
following registration at the Commercial Registry
(Registro Mercanti) of the articles of association or of any
capital increase. A copy of the corporate docuraadtthe
document supporting the foreign currency exchangst tme
submitted to the Central Bank at the time of regti&in.

Foreign Investment Guaranteds sum, enforceable
legislation currently provides multiple guaranteeforeign
investors such as:

» Reinvestment of non-distributed profits in the same
firms in which such profits were generated.

* Remittance abroad (in legal tender) of all proveh n
profits derived from registered investments, upon
payment of local taxes.

* Repatriation of any amounts resulting from the
liquidation or sale of an entity in which an invasint
was made, upon payment of local taxes and deduction
of net losses. Transfers of shares to foreignstors
are not deemed capital repatriation.

* Unrestricted property ownership and transfers of
investments.

» Customs duties preferences granted by the USA and
member countries of the Andean Community and the
European Union

* Unrestricted access to both national and foreign
financial markets. Foreign loans must be registere
with Ecuador’s central bank in order for interest

Deloitte Touche Tohmatsu January 2009 10



FOREIGN INVESTMENT

payments to be tax exempt.

* Income tax stability (10 or 20 years for investnsenit
US$500,000 or more)

» Foreign investment contracts entered with the State
as to ensure that investment terms and conditians a
duly enforced.

» Unrestricted access to promotion and technical
assistance mechanism plus incentives in less daeselo
areas and national interest projects.

Repatriation of FundsNo control approval is required for
the remittance of dividends, interest, or profitscad.
Foreign credits must be registered with the Ceiideak of
Ecuador. Non-registration of foreign loan shalls&u
interest payments to be non-deductible. Such iste=@nd
financial costs are subject to a 25% income takivalding
when remitted abroad and are deductible for lovadme
tax purposes provided that the amount of the forkign
does not exceed the 300% of the company” s paithtap
The amount exceeding 300% of the paid capitallvélhot
tax deductible.

The lending reference interest rate serves as tmasis
determine the maximum reference interest ratesmémme
tax deduction applicable to foreign loans and fagdiy
foreign suppliers. Such rates are effective onatquy
basis and calculated in accordance with the lending
reference interest rate applicable during theiestk of
March, June, September and December of each year.

The Central Bank of Ecuador registers foreign loans
granted to individuals or legal entities organized
Ecuador by foreign financial institutions, heada#s,
suppliers or vendors and others resident abroad.
Overdrafts on current accounts are excluded.

For registration purposes, the debtor shall sulbmtitin a
45-day term —as of the date the disbursement iemeuk
corresponding application and enclose the following
documents: The document supporting the loan or
instrument issued by the foreign creditor that emizes the

Deloitte Touche Tohmatsu January 2009 11



INVESTMENT AND BUSINESS FACTORS

existence of the foreign liability and financiatites; the
document that evidences the entry of currency théo
debtor’s local current account; in respect of fungdior
importation purposes, a copy of the import deciarat
DUI- and the letter of credit or bill or exchandeal be
submitted; and, as regards the payment of sergicgs
other liabilities, the invoice or settlement of erges;
amortization schedule if the payment is to be niade
installments.

Foreign debt substitutions or term extensions stisdl be
registered with the Central Bank of Ecuador. Ts #ffect,
the debtor shall submit the corresponding appbecasind
the contract within 45 calendar days following tedbt-
substitution or term extension. In this case atiginal
foreign loans shall be registered with the CerBaatk of
Ecuador. Registration of foreign loans, substingior
term extensions may be executed even after the
aforementioned 45 days, provided the term of the lnas
not expired and a fine amounting to 0.25% oveldha’'s
principal is paid due to late registration. Thgmant of
interests, amortizations and other expenses otagirfaom
the foreign loans contracted by the private seetor
including the financial system— shall be executeftee
market currency.

The amount of funds remitted for royalties, lices)sa&
technical fees is not limited, once income tax lbeen
paid. As a general rule, all payments remittedidetof
Ecuador are subject to a 25% income tax withholding

Outward Direct InvestmentResident individuals and
corporations, whether owned by Ecuadorian residemts
foreign residents, may invest in other countrieheut
restriction. They may also borrow abroad for innesnt in
other countries.

Portfolio Investment~oreigners may freely invest in
Ecuadorian government bonds, other bonds, or shares
Portfolio investments are treated in the same \saytlzer
investments.

Deloitte Touche Tohmatsu January 2009 12



4.01
Registration
and Licensing

4.02
Price Controls

4.03
Imports
and Exports

Chapter 4  Businessand Trade Rules

For tax purposes, every new entity must be regidteiith
the local tax office of the Internal Revenue Sesvic
(Servicio de Rentas InternasSRI) and obtain a taxpayer
registration numbeRegistro Unico de Contribuyentes
RUC). For company law purposes, registration with
Commercial Registry is required in the circumstance
outlined in Chapter 6. Every new business must atply
to the municipal authorities to obtain a licensedmmence
business. Trading or manufacturing licenses als are
not required, but specific permits may be necesgary
some activities. Registration for social secypityposes
with the Ecuadorian Social Security Institulies(ituto
Ecuatoriano de Seguridad SoctalESS) is required.
Businesses in Ecuador are required to join a ptaduc
chamber as per their specific line of business @lember
of commerce, of industries, of mining, etc.)

Since the tax year 2005, Transfer Pricing legistais in
force in Ecuador. Such legislation sets forthqular set
of rules, such as those recommended by the OEQD, wi
certain unusual rules as further set forth in $ac#.08 of
this guide.

Ecuador is committed to liberalizing commerce. Man
commercial restrictions have been eliminated, amubrt
and export procedures have been greatly simplified.

Ecuador is a signatory of economic integration exgients
implemented to increase commerce under tariff ¢mmd,
as well as to promote the economic and social dpuatnt
of the member countries. Apart from the Andean
Community, Ecuador is a signatory of the Free Trade
American Integration AssociatioAgociacion de Libre
Comercio de las Amercia8lCA), whose other members
are the countries in the American Continent ineigdi
Canada and United States. Ecuador has been a membe
the World Trade Organization (WTO) since January 2,
1996. Itis also a member of the Pacific Basinrtecnic
Council (PBEC).

Deloitte Touche Tohmatsu January 2009 13



INVESTMENT AND BUSINESS FACTORS

Imports All companies importing goods into Ecuador must
be registered with the Foreign Trade Department
(Departamento de Comercio Exteripwhich is controlled
by the Central Bank. The import and export papekwo
can be undertaken by private banks. Special import
(agricultural and pharmaceutical products) areextthip
additional controls from the Agricultural Ministgnd

Health Ministry Ministerio de Agricultura Winisterio de
Salug.

Most imports requireustoms returns (including
certificates of inspection) prior to shipment, aahas
indicators that the goods conform to contractuahse(in
amount, quality, and value). The special reginoes f
imports are as follows:

» Temporary admission with reexportation in the same
state—suspended regime of customs duties and value
added tax if the imports are reexported withingtated
term.

» Temporary admission for active improvement
suspended regime of customs duties and value dadxled
if the foreign merchandise is reexported after a
transformation or amendment process.

» Customs transit-suspended regime of taxes for the
local transport of merchandise to another country

* Customs depositsuspended regime of taxes for the
storage of merchandise in a commercial or industria
storage house.

» Temporary export with reimport in the same state
suspended regime of taxes that allows the departure
of merchandise.

» Drawback—total or partial refund of taxes paid on the
import of merchandise to be subsequently exported.

» Special transformation regimeMerchandise is
subject to a special regime if it undergoes a
transformation process; is incorporated into other
merchandise or packaging; is used in the production
transformation process; or is replaced with idehtir
equivalent merchandise, which is allowed to be
imported tax free and is reexported after a
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BUSINESS AND TRADE RULES

transformation process.

* Free Trade Zone-Allows entrance of merchandise
free of customs duties to authorized areas.

* Magquila—Allows entrance of mercandise into Ecuador
for their transformation in order to reexport them.

Ecuador has adopted a classification and a merg®and
coding system for Andean Pact membéisnienclatura
Arancelario Comun de los Paises Miembros del Grupo
Andinc—NANDINA). The NANDINA is based on a
designation system and a merchandise coding steuatu
the Customs Cooperation Council.

Most imports are subject to import duties (levieda
valorem rates varying fro®% to 35%, depending on the
importance of the imported product to Ecuador'snecaic
development) antb value added tax (levied at 12%, but
some goods are subject to 0%). Additional custduties
must be paid for control service, storage senaoe, the
country’s modernization program.

ExportsThe Central Bank requires exporters to obtain
export licenses. Itemized listings must be presktiiat
clearly show the amount, quality, and unit valué¢hef
goods to be exported.

4.04 Relations between trade agents and their prinoifiaes
Trade Agents (which grant foreign trademarks) are subject to the
principles of free will and contractual liberty.

Trade agents can sign civil representation corgraede
commission contracts, or any other type of conjpaamit-
ted under the law. Such contracts must estahtistlitons,
causes for termination, indemnities, and so forth.

4.05 The Companies’ LawLey de Compafiaprohibits the
Monopolies formation or functioning of companies that monopeli
any industry.
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Protection of
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4.07

Safety and
Consumer
Regulations

INVESTMENT AND BUSINESS FACTORS

Patents and trademarks are registered with the RIICI
Patents are granted for twenty years from the afaepli-
cation. Trademarks are granted for five years fitoendate
of application.

Copyright protection can be obtained for literagigntific,
technical, musical, and artistic works. Copyrigipant the
holder exclusive right to use, exploit, and repthe
work during the lifetime of the author or creataddor fifty
years after his or her death.

Ecuador is a member of the Paris Convention for the
Protection of Industrial Properties, the Patent fg&ration
Treaty, and the Berne and universal copyright cotioes.

The Consumer Protection Lawey de Defensa del
Consumidaoy establishes procedures to protect consumers
and defines the rights and obligations of the vexiparties
that must be considered by the authorities.
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5.01
Conditions of
Employment

Chapter 5  Employment Law and Practice

Regulations relating to employment are envisagdten
Employment Code.

ContractsThere is a wide variety of employment contracts
depending on the nature of the activity performgthie
employee and requirements of the employer. An
employment subordinated relationship exists when an
employee renders his/her services within a spesifiedule,
at pre-established premises and in exchange ofja wa
agreed on between employer and employee. Any such
contract starts with a trial term lasting three then Within
said trial term, either employer or employee maglfze the
employment relationship in accordance with theeriests.
The minimum employment term is of one year. Adixe
term employment contract may not exceed from twarsie
Following these two years the employment contraltte
deemed to have an indefinite term and may onlyitexta in
accordance with the provisions stipulated in the
Employment Code, with the corresponding indemnities

The following employment contracts are allowed:cifje
work, temporary and occasional, domestic service,
apprenticeship, craftsmanship, piecework, amongrsth

Contracts may be signed with individuals or legdltees
authorized by the Ministry of Labor and Employmtmnt
provide complementary services whose exclusiveqeap
is the undertaking of activities that include sultaace,
security, catering, messenger and cleaning thatatre
related to the user’s own or habitual productivecpsses.

In the contracts referred to in the previous paaplyr the
labor relationship is between the provider of the
complementary activities and the personnel corgchby
such service providers, without prejudice to thatjo
responsibility of the entity or person benefittingm the
service

Working Hours, Holidays, and Vacationslormal working
hours are eight hours per day, forty hours per week
However, working time may be increased. Overtinesinbe
paid at a rate of between 150% and 200% of theaviark
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5.02
Labor Costs
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normal rate. In offices, a five-day, forty-hourekes the
norm. Regular office hours are from 88®.to 12:30 AM.
and from 2:3(P.M. to 6:30P.M.

Generally, nine paid public holidays are given egedr.
Employees are entitled to fifteen days of paid tiangper
year. An additional day per year is granted diteryears
of continuous employment with the same employer.

Health and Safety Legislatiofealth and safety in the
workplace are dealt with in a number of statutegulations,
and codes of practice. All employers have a gédeits to
ensure the health, safety, and welfare of theireyeps and
the health and safety of the general public. Heatd
safety inspectors from the Ministry of Labor andnén
ResourcesMlinisterio deTrabajo y Recursos Humanasan
require employers to improve standards and carilptoh
specific activities.

Rates of Pay, Bonuses, and Additional Remunerations
Parties may freely stipulate the employee’s renaticar.
However, salaries lower than the established legal
minimums are not allowed. The minimum monthly wage
varies depending on the type of work. A workedkasy
may not be reduced.

The bonuses are as follows:

» Christmas BonusA worker receives a thirteenth-
month salary equivalent to one-twelfth of his or togal
salary during the twelve months between 1 December
and 30 November. The remuneration must be paid by
24 December each year, and the amount payablé is no
limited. Salaries, remunerations, overtime, arot
normal payments are taken into account when the
remuneration amount is calculated. The thirteenth-
month salary is not taken into account when
contributions to social security and to reserve and
retirement funds, compensation, and vacation are
calculated.

* Educational Bonuslt is equivalent to one unified
minimum monthly wage (US$200) and payable in
September or April depending if employee works in
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the Sierra or Costa (the school period startsffierdint
seasons in the Sierra and the Costa). It is kehtato
account when contributions to social security and t
reserve and retirement funds, compensation, and
vacations are calculated.

Statutory Employees Profit-Sharingmployers must
annually distribute 15% of pretax profits to em@es as
profit-sharing participation. Payable before 15yiihe
percentage is distributed among all the employedsa
following manner:

* Ten percent is distributed on the basis of a catmri
that takes into account the time each employee edrk
during the year.

» Five percent is distributed on the basis of a datmn
that takes into account the number of family depeatsl
an employee supports and the time he or she worked
during the year.

Dependentsire understood to be the spouse, children under
age eighteen, and children of any age who havéitigss.

Social Security Contributiong he Ecuadorian Social
Security Institute (IESS) is the entity in charde o
organizing and applying Ecuador’s social securnystem.
The system covers the majority of employees. dvjoles
retirement pensions (up to a certain amount), nagdic
attention, and several other benefits. On Noveribéid a
new Social Security Law was passed.

Social security includes the benefits and loansaha
affiliated party (or his or her spouse and famiilgs a right
to receive in circumstances related to illnessemitly,
incapacity, retirement, or death.

The law also allows voluntary affiliation for indiluals
without work contracts.

For the purpose of calculating social security dbations,

remuneration includes wages or salaries, payments f
supplementary and extraordinary work hours, paysient
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sporadic work, commissions, bonuses, tips, fees,
participation in benefits, rights of use or haliitat and any
other remuneration that is considered normal. #aldhl
benefits required by law (wages components in E®oé
incorporation, transport allowance; employee profi
sharing; reserve fund contributions; travel expsnee
occasional subsidies and social benefits) are ordidered
part of the remuneration when social security ¢bations
are calculated.

Once a worker’s monthly income has been calculdbed,
percentages shown in Table 5.02 are applied. Aviasrer
must make special contributions to the Ecuadorian
Professional Training Servic8érvicio Ecuatoriano de
Capacitacion ProfesionatSECAP) and the Ecuadorian
Institute for Educationlgstituto Ecuatoriano de Crédito
Educative—IECE) of 0.5% each. Therefore, the overall
contribution by the employer is 12.15%. The employ
also withholds employee contributions.

Reserve Fund Contributionsin addition to contributing
to the social security system, employers must ey o
month’s wage each year to a reserve fund managed by

TABLE 5.02
Employee and Employer Contributions to the
Ecuadorian Social Security Institute

Employee Contribution  Employer Contribution
Sector (%) (%)
General 9.35 11.15
Bank employees 11.35 11.15
Construction employees 9.35 11.15
Agricultural employees 9 11.15
Part-time employees 5 19

the social security system for each person who has
completed a full year of employment by 30 JuneisTh
payment is due when the employee completes hisror h
second year of employmern@ne month’s wagmeans one-
twelfth of earnings between 1 July and 30 Juneluexag
bonuses and compulsory profit sharing. These fanels
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not part of the social security program, even thotingy
are paid to the IESS.

The employee may withdraw amounts from the fundciwh
is maintained by the IESS. If an employee diesphiher
beneficiaries may access the fund.

PensionsEmployers must provide employees with pensions
after twenty-five years of service. The amountesri
according to the employee’s age and length of cernd is
calculated as 5% of average annual remuneratiahdédast
five years multiplied by the number of years of/gmr and
divided by a coefficient corresponding to the ergplds age.
The amount may not be greater than the annual wage
received by the worker in the last year of service.

The pension may not be less than the if the retiader
has no other pension, nor may it be less tharthmelf
minimum monthly wage if the retired worker receives
another pension.

An employee who is dismissed after twenty yearsiise
is entitled to receive a proportion of the retireieenefits.

Companies may provide for pension liabilities oa basis
of actuarial calculations. There is no obligatiorfund
pension liabilities.

Work contracts may be terminated when the timeggeri
specified in the contract is completed, when a i§iggob
is finished, by mutual agreement, by decision cf oh
the parties, or for reasons beyond the controitbte
party. The party terminating the contract musegivirty
days’ notice.

In most cases, if an employer wants to dismissr&aevpand
if legal reasons support such a dismissal, the@mapimust
first obtain authorization from the Ministry of Laband
Human Resources. Should the employer fail to olitee
authorization or should the employer not have aggll
justification for the dismissal, indemnities, basedyears
of service, are payable to the employee. Threedhmsbn
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remuneration is payable for service lasting fotathree
years. For service of three or more years, onghison
remuneration for each year, up to twenty-five mehth
remuneration, is payable. A fraction of a yeardasidered
a complete year.

A bonus equivalent to 25% of the last month’s saisir
payable for each year of service.

The law stipulates a worker’s right to associatdefense of
his or her interests and to form various typesntities for
different purposes. A minimum of thirty workersiseded
to form an association. A company may not disrarss
worker while a labor organization is being forméus is,
until the organization’s bylaws are registered asdirst
board of directors is appointed).

A special type of associationcamité de empreséormed
by more than 50% of a company’s workers, has sugrgm
over other labor organizations within the same camyp
The bylaws of the comité de empresa must be apgroye
and registered with the Ministry of Labor and Human
Resources.

Collective contracts are signed between the emplaye
a legally constituted labor organization to essbgieneral
conditions and bases for successive individualrect.
Collective contracts may be totally or partiallyiseed upon
termination of the period indicated in the contrd€éino
period is indicated, collective contracts are redisvery
two years.

In the case of confrontations between employers and
workers, both parties must present their statenants
petition before the labor inspector or assistagpéctor. An
employer may choose to accept the workers’ petition
which case the dispute immediately ceases. kthgloyer
does not accept the petition, the dispute pasdés to
Department or Subdepartment of Labor Mediation
(Departamento o Subdepartamento de Mediacion LabBpral
which is part of the Ministry of Labor and Human
Resources. If mediation does not result in rediation, an
arbitration court will hear the case and pronoyodgment.
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This court consists of five members: the labopétsor,
two representatives nominated by the employerpaod
representatives nominated by the workers.

Labor may use a strike to pressure managemensaodvee
a conflict. The law acknowledges the right tokstri
provided that the strike is declared and carrigdrou
accordance with the law.

The formation of councils or similar bodies in ividiual
workplaces is not required. Employees have nd tigh
appoint officers or members of a company’s managéme
or supervisory boards, nor can they object to chatds for
such boards proposed by other interested parties.

A non-Ecuadorian citizen intending to work and desi
within Ecuador must apply for a visa from the Ecuréah
consulate in his or her country before arrivingcguador.
Issuance of the work visa is dependent upon auttn
from the Ministry of Labor and Human Resources.
Available types of work visas are shown in Tabl@sb.

Non-Ecuadorian citizens who arrive as visitors and
subsequently apply for visas to stay and work may
experience difficulties and, in any event, willfteguired to
return to their points of origin to obtain visas.

TABLE 5.05
Types of Work Visas
Visa Number Type of Holder
Immigrant visas:
9-1 Persons living on income from abroad
9-11 Investors in real estate
9-1l Investors in industry, agriculture, or exports
9-1Iv Persons holding general powers of attorney for foreign
investors
9-V Professionals with a university education
9-vid Economic dependents or relatives

Nonimmigrant work
visas:
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12-ViP Professionals or workers required by institutions established in
Ecuador
12-1X Temporary business visitors

a. Economicdependents and relatives holding 10-VI visas do not have the right to work in
Ecuador.

b. To obtain a12-Vlvisa, applicants must fulfill special requirements.

Businesses, other than Andean multinational conesaare
restricted in the number of foreigners they canleynpThe
number of foreign employees may not exceed 20%eof t
total number of employees, or the remuneration fzaid
foreign employees may not exceed 20% of the total
remuneration.
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6.01
Principal Forms

6.02
Corporations

Chapter 6  Choice of Business Entity

The principal forms of business organization in&ttor are
corporations, the limited liability companies amdrch of a
foreign company. Partnerships and other typesiities
may also be formed. Registration of corporatidinsted
liability companies, and branches with the Comnagrci
Registry is governed by the Companies’ Law. Each
business must have a legal representative domiciled
Ecuador.

Corporations are the most flexible form of entéifowing
a mixture of foreign and local capital. Limitedbility
companies are useful as closed companies, buhtney
disadvantages with respect to the sale and traakfer
capital and are usually not advantageous for fareig
investors. Most foreigners choose to use corpmator
branches to set up business in Ecuador.

The corporation offers the same major advantages to
investors as the corporate form does in other cmsntt
provides limited liability for its shareholders attn
possibility of unrestricted transfer of shares withaffecting
the corporation’s existence.

Incorporation Thelncorporation formalities are usually
entrusted to lawyers and public accounting firmEdouador.
For formation purposes, a corporation needs &t teas
Founder shareholders or incorporators, althougintingber
of share-holders can be reduced to one at anyfdithogving
incorporation. The founder shareholders may be @iz
nationals or foreigners, individuals, or legal tes.

The entity that supervises and controls corporatisrihe
Superintendency of Companiesuperintendencia de
Compainiial banks and financial entities, however, are
supervised and controlled by the Superintenden8aoks
(Superintendencia de BangosThe proposed name of the
corporation must be approved by the Superintendeficy
Companies. The Commercial Registry gives permissio
for the use of the proposed name so as to avoidision
with any other name already registered.

Deloitte Touche Tohmatsu January 2009 25



INVESTMENT AND BUSINESS FACTORS

The deed of incorporation, which includes the kgiof
association or bylaws must be submitted to ancesidpy
the founder—shareholders in the presence of ayniotar
Ecuador. However, the founder—shareholders may be
represented at this incorporation meeting by aigbdr
persons, so that foreign founders do not needtetito
Ecuador to form the corporation. The articles of
association contain, among other things, the catjmr's
name and objectives, the address of its legal seat
(registered office), a description of its shareitzhpand
details of the management body and its powers.

Once the deed of incorporation has been signdtkin t
presence of a notary, it becomes a public deedraust be
submitted to the Superintendency of CompanieserAlfte
Superintendency of Companies approves the deed of
incorporation, the corporation must be registetatdea
Commercial Registry.

Founder—shareholders and any others involved iarest
taken and contracts entered into in the corporatioame
before it comes into legal existence will be indially
liable for any resulting losses, except in the a#se
indispensable acts such as incurring the experises o
incorporation.

If the corporation is to be formed by public sulystion,
an abstract of the deed of incorporation must txighed
in a newspaper. The abstract must include the auard
date of the Superintendency of Companies’ resaiutiat
approved the public offer and the inscription wite Stock
Exchange RegistryRegistro del Mercado de Valodes

The cost of forming a corporation can vary, depegain
the size of the share capital stated in the de@ttofpora-
tion. Costs include professional fees for thetargfof the
documents, notary fees, and fees for registratidm tive
Commercial Registry. Other professional fees mesea
from necessary investigations and legal consuttatio

Capital. A corporation’s share capital may not be less than
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US$800. All shares must have a par or face vailderaust
be in nominative (registered) form. Bearer sharag be
freely transferred at any time.

The initial share capital with which the corporatfaroposes
to be incorporated (its authorized capital) musstaged in
the deed of incorporation and recorded at the Cawiaie
Registry. The deed of incorporation and the eatithe
registry must be amended when the share capital is
modified.

A corporation cannot be set up unless its shargatap
fully subscribed and at least 25% of the face valueach
share is paid in. The balance must be paid inimvitthio
years. The form of paying the balance will be deieed
by the articles of association or by the sharehsldéethe
general meeting.

Cash contributions must generally be made in US$hC
contributions must be evidenced by bank deposéipts
delivered to the notary when the deed of incorponat
executed.

Contributions other than cash contributions musitaeed
in the deed of incorporation, which must identkg goods
to be contributed and their value and state thestea of
ownership to the corporation. The goods must Ipezséged
by the founders or by expert appraisers. If timfers
make the appraisal, they are liable for the assigadue.

A corporation may acquire its own fully paid-in sésby
decision of the shareholders at the general meetinguch
cases, the corporation can use only profits acgrinom
amortization or resale to buy the shares.

Legal Reserve and Dividend¥ least 10% of a
corporation’s after-tax profits for each finangralr must be
transferred to a legal reserve until this reseeaehes 50%
of the authorized share capital. A legal reserag be used
to meet future losses and, when so used, musbhétreut
of subsequent profits. It may be capitalized baymot be
distributed to shareholders except on the disswiudf the
corporation.
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Dividends may be distributed from retained earnings
least 50% of annual profits must be distributedesslthe
shareholders unanimously decide otherwise. Nesiedh,
in the case of companies whose shares were sgidldit
offer, at least 30% of the profits must be distrdual) this
kind of company can also give quarterly or semiahnu
advances, with prior authorization of the sharebadt
the general meeting.

Companies controlled by the Superintendency of Bank
may distribute dividends every six months.

ManagementThe articles of association must define the
structure of the body entrusted with the corporegio
administration and with the powers and rights ef th
administrators who are to represent the sharetslddre
shareholders’ meeting is the top governing body of
corporation. Management is carried out by a legal
representative, either in the form of a presiderat general
manager. Of greater importance and hierarchytereuties
performed by the board of directors designatechby t
shareholders. Attributions of the board of direstare
stated in the bylaws but do not involve mattersme=d for
the shareholders, such as distribution of profit$ @ecisions
on the merger, transformation, dissolution, oriligtion of
the company.

The appointment or reappointment of the membetiseof
board of directors is done by the shareholders.
Nonresidents may form part of the board.

The appointment or discharge of legal represeratinay
be delegated to the board of directors througlattieles of
association. Legal representatives are resporfsible
seeing that the rights imposed by the law andlestiaf
association are complied with. Their obligationgliide
keeping and making available accurate accountiogyds
and ensuring the fair management of the company.

Meetings and Vote®uring the creation of the corporation,
once the capital has been subscribed, the promuotesscall

Deloitte Touche Tohmatsu January 2009 28



CHOICE OF BUSINESS ENTITY

a constitutional shareholders’ meeting. This nmggthust
be called no later than fifteen days after the mgett which
the subscribed capital became due, and noticeleastt
eight days must be given. Resolutions from thst fir
shareholders’ meeting for the constitution of a pany
must be approved by at least one-quarter of thecsiblers
that attend the meeting, representing at leastjoagter of
subscribed capital.

Shareholders’ meetings are classified as ordinaay a
extraordinary. The former must take place oncea y
within the first quarter of the year. The subjdotbe dealt
with must include the reading and approval of fah
statements; approval of the distribution of profisd
presentation of the reports of the legal represierta
directors, and corporate comptroller.

A shareholder’s right to vote depends on the nurober
shares the shareholder owns. Shareholders haltliegst
25% of common shares may file claims against iiiegite
resolutions.

For a general meeting to take place at the firsfication,
shareholders representing no less than 50% ofipaiapital
must attend the meeting. Otherwise, a secondcaitdn
must be made, and the general meeting can befheld i
shareholders representing at least one-third afipai
capital are present. If this quorum is not assemla third
announcement must be made, and the general meating
be legally constituted with those shareholdersamtes

In general, resolutions at general meetings musidopted
by a majority. Abstentions and rejected votesaaided to
the majority.

Publication of Information In addition to the deed of
incorporation, which is filed with the Commerciaggtstry

at the time of formation, a corporation must aisodther
information, including:

» Changes in name, activities, share capital, ofl lega
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domicile
« Amendments to its articles of association
* Changes in the composition of its governing body

Companies must file with the Superintendency of
Companies an annual return containing the financial
statements and other relevant information, as agteports
of the legal representative, the corporate comlptr,aind
the external auditors if applicable.

Companies controlled by the Superintendency of Bank
obliged to publish their June and December findncia
statements in a local newspaper within thirty dafythe
close of the period. Public companies also mubtigiu
their financial statements.

Establishing a branch of a foreign company in Eocuad
requires the following documentation: proof thee t
company has been legally established in its cowoftry
origin; proof that, according to the laws of itsiotry of
origin, the company can establish branches and is
authorized to negotiate abroad; and the name of a
permanent legal representative in Ecuador. Thechrenust
have assigned capital of no less than US$ 2,000.

The documentation must be presented to the
Superintendency of Companies, along with a ceatiéic
issued by the Ecuadorian consul nearest to thegfore
company'’s head office certifying the establishmam
legality of the company in its country of origindan
authorizing it to do business abroad. Also, thagany’s
legal representative must present a certified loplosit of
the capital paid. If the legal representative fisraign
citizen, he or she must obtain a resident visa.

The formation procedures applying to corporationstm
also be followed. A branch is easier than a caijan to
set up, but this factor should not be the overgdin
consideration in deciding which type of entity &eu
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A branch cannot be reorganized as a subsidiarg. Th
license granted to a branch to operate in Ecuadst tre
canceled before a new company can be formed.

Instead of forming a branch, a company that simply
requires representation in Ecuador may prefer emap
representative office.

Limited liability companies closely resemble lindte
partnerships in other countries and are suitalslsifoilar
types of operations. They must have at least three
members and not more than fifteen. Members haviéell
liability for corporate obligations up to the amow their
individual contributions. Capital cannot be ldsart US$
400. At least half of the capital must be paidihe time
of formation, and the remainder within one yearlegal
reserve must be set up by transfer of 5% of anafted-tax
profits until the reserve equals 20% of capitabrefgn
corporations are excluded from membership.

A partnership may be organized in two differentiier as
a company with a collective name in which all pargnare
jointly and severally liable for all actions takieyany
partner in the firm’s name or as a silent partnprshhich
has general partners and limited partners. Sileribers are
not part of the firm’s name and do not particigate
management.

The bylaws of a partnership must state the name,
nationality, and domicile of the partners; numbier o
payments made and future payments; form of payments
made and future payments; time period for which the
company will function; manner in which the admirasion
will be organized; and fiscal control establishédny. A
draft copy of the bylaws is presented before d ftidge,
who will order the extract to be published in a spaper.

Later, the judge will order the inscription of thglaws in

the Commercial Registry and, if there are propertgs, in
the Property RegistryRegistro de la Propiedad
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6.06 Joint ventures are customarily formed by two caapions.

Joint Ventures The rights of the partners are limited to obtairémg
accounting of funds that have been paid in and an
accounting of losses or earnings obtained by tkeoéthe

contract.
6.07 Other types of companies include the mixed economy
Other Types company. In such a company, both private and publi

capital is used. The public sector funds may ctyora the
state, municipal, or provincial governments or frjoicial
representatives of either the public or semiputictor.
The dispositions imposed on corporations geneagply to
mixed economy companies as well. When the public-
sector investment exceeds half of the capitaldarapany,
a director from this sector acts as president ®bikbard of
directors. Private shareholders may later acdbee
public-sector investment. When this happens, tmepany
may continue to function in the form of a corparati Any
modification of the bylaws or other action or tracison
necessary to achieve this transformation is fresngf
municipal or special tax.

Another type of company is the holding company. A
holding company buys shares from other companigls, w
the purpose of gaining control through shareholder
relationships, performance, administration, credit
responsibility, or results, and then forms a bussrgroup.
Companies formed with this objective are obligedhtike
and maintain individual financial statements fontol
purposes, for profit distribution among employeex] for
the corresponding tax payment. Also, the compamigst
fulfill their liabilities with the public treasurgnd the
pertaining comptroller bodies on the basis of thiaancial

statements.
6.08 Transformation A corporation can be transformed into
Corporate a limited liability company or another corporatenfoand

Reorganization vice-versa.
MergersMergers are regulated by the Companies’ Law and,

unlike acquisitions, require prior authorizatioarfr the
Superintendency of Companies. A merger can betefle
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by the absorption of one corporation by anothentgh an
exchange of shares. The absorbed corporatiomris th
dissolved. Alternatively, it is possible to effectnerger
through the amalgamation of existing corporations & new
one. In this latter case, the assets and liaslif the
merging corporations are transferred to the newirone
exchange for its shares, and the merged corposati@m
cease to exist.

Various formalities must be complied with when
corporations are merged. For example, cross-hysdn
shares by the merging corporations must be canceled
independent experts must examine the merger prispmsea
evaluate the net contribution by each corporaton, due
publicity must be given to the merger proposals.

Split upsThe shareholders, at a general meeting, can decide
on the split upégscision of a corporation into one or more
companies. A company deciding on the split up will
maintain its nature. Therefore, companies fornted a
result of a split up can be different from the orad. If a
company that is going to be divided does not haeaigh
share capital to form the new companies (that ikeishare
capital, when divided between the new companiesijdvo
be less than the required minimum), the companyt mus
increase its share capital to an adequate amotorelibe
split up takes place.

Liquidations A corporation may be liquidated and dissolved
by special resolution if its members so deciderothe
expiration of its life as stated in its articlesassociation.

A corporation must be liquidated if its accumulaliesses
amount to 50% or more of its share capital and 100%&
reserves, unless that capital is reduced or fudhpital is
subscribed, and if its capital is reduced belowl¢igal
minimum.
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7.01
Reporting
Requirements

Part3 Accounting
and Audit

Chapter 7  Financial Statement
Requirements

The Ecuadorian National Federation of Public Actants
(Federacion Nacional d€ontadores Publicos del
Ecuado) issues statements on accounting principles.
Representative partners of the principal accouriitings

and directors of the Institute of Accounting Reshanf
Ecuador [pstituto de Investigacioné&sontables del
Ecuado) make up the representatives on the Accounting
Standards Committe€omité de Standares de
Contabilidag.

Preeminence is given to US standards of accourasgro-
mulgated by the US Financial Accounting Standaroisré
(FASB), in the absence of such standards in Ecuasor
standard format for financial statements is présdiby
law, but companies generally follow a presentasiomlar
to that used in the United States. Also, the Sofegrdency
of Companies prescribes some format requirements.
Financial statements are expected to give a trddaan
view of the financial position.

The Superintendency of Companies is the body thatals
entities in Ecuador (with the exception of finaacel
banking organizations). The Superintendency also
participates in the issuinfthe accounting pringple
generally accepted in Ecuador.

The accounting policies used in the preparatidmancial
statements must be disclosed. This disclosursualiy
made in the first explanatory note forming parthef
financial statements. In addition, a change iroanting
principles must be disclosed in the financial stetets.
When a principle is changed, the disclosure mas¢ she
inconsistency, the cause of and justification figr thange,
and the past or present effect on the company&néial
position and on the results of its operations.
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7.02
Accounting
Principles and
Standards

7.03
Accounting
Practices

FINANCIAL STATEMENT REQUIREMENTS

Ecuadorian regulations require that accountingnisco
be maintained in Dollars of the United States ofefica
and in Spanish.

In year 2000, as a result of the implementatiothef
“dollarization” regime, the Economic Transformatioaw
determined that all legal entities and individuzittiged to
keep accounting records convert their records fsoicres to
Dollar of the United States of America, in accomRawith
NEC 17 (Ecuadorian Accounting Standard). The thians
date for the conversion of financial statements Masch
31, 2000. Thus, as of Ma?‘,]ZOOO accounting records are
kept in Dollars of the United States of America.

Because of differences in generally accepted adomun
principles (GAAP) between countries (see belows itot
unusual for Ecuadorian subsidiaries or branchésste
two sets of financial statements. One set is ora8orian
shareholders and for legal purposes; this seejggoed in
accordance with accounting principles generallyeptad
in Ecuador. The other set is prepared in accoedaritt
the accounting principles generally accepted irpdrent
company'’s country. Accounting principles issued 288,
which companies must adhere to in the preparafitmed
financial statements, are largely based on intienmeit
GAAP.

A separate set of financial statements for tax gsep does
not need to be prepared. Financial statement tackugs
used to arrive at tax-assessed profits are listedtax
computation schedule. Financial statements mudtdgn
up once a year. All companies are required tahise
calendar year for reporting purposes.

DepreciationAlthough maximum depreciation rates have
been set for tax purposes, depreciation rates astiin
accordance with the useful lives of assets shoailgplied
for accounting purposes. The favored method for
calculating accounting depreciation is the straliytat
method, on the basis of the average restated wélfired
assets.
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Goodwill Goodwill is the difference between the price paid
for an acquired enterprise and the equity valuiesof
underlying net assets. Any difference betweenioe

must be identified, and the value of assets acdirainly
fixed assets) must be restated at appraisal valtias.
difference still exists after this exercise, itisclosed as the
goodwill figure in the financial statements.

Goodwill is amortized by charges to income over a
reasonable period. Negative goodwill is preseatepart of
shareholders’ equity and is not amortized.

Treatment of DividendsApproved dividend distributions
are included in the statement of variations in shalders’
equity and in the notes to the financial statemeifiteey
are accounted for by decreasing retained earnimgjs a
including them in current liabilities or deductidinem cash.

Merger Accounting Assets and liabilities of the merged
company are incorporated at book value.

Leased AssetThere is no accounting standard for leased
assets, but the normal practice is to record tpemse
directly in the income statement as a rental paymen

Research and Development ExpendituResearch and
development costs are capitalized and amortized in
accordance with the straight-line method over jiears.
Depending on their relative importance, such casts
disclosed in the financial statements or relatadsio

Capitalization of InterestAccrued interest on assets used in
construction or installation must be capitalizeghas of
their cost.

Inventory ValuationManufacturing costs (that is, all costs
directly and indirectly incurred) are usually ind&d in the
cost of inventories. Alternatively, only directste may be
included, so that production costs not varyingglation to
the volume produced are treated as expenses fpetia.
Few companies use this alternative.

Historical costs methods are actual or identifiest;c
average cost; first-in, first-out; and last-instiout. No
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matter how inventories are valued, they may noeegdc
realizable net values of direct expenses necegsariirred
in making sales. The most common practice is &ohe
class of inventory to be considered separately) itst
costs determined either as defined above or by net
realizable value.

There are no accounting standards for ascertajiofit
from long-term construction contracts. In practieigher
the completed contract method or the percentage-of-
completion method is used.

Unusual ItemsPublished accounting principles do not
include any specific rules for the presentation and
disclosure of unusual items. In practice, any ificant
gains or losses that are not recurrent and thalt fesm
transactions other than the normal activities ef th
corporation are included in the income statement the
causes and effects are disclosed in a note. Ax@rgs for
prior years rarely occur; they are restricted ¢ that
may be clearly identified with events or transatsiarising
in prior years, the accounting effects of whichldawot
reasonably be determined at the proper time bea#Huse
uncertainty or lack of information. Such adjusttseto
not include corrections or adjustments of estimates
properly made at the time. Adjustments for prieans are
shown as a madification to the opening balancetzimed
earnings and are stated net of the effect of incaxe In
comparative financial statements, figures for pyears are
restated to take account of these adjustmentshand
reason for the restatement is disclosed.

Consolidation Practice.Consolidated financial statements
may be prepared whenever a corporation owns (el ds
through its subsidiaries) over 50% of the commoardimary
shares of one or more corporations or limited ligbi
companies.

Investments in associated companies, when theshale
represent from 25% to 50% of the associated company
capital, are accounted for by the equity method.
Investments of less than 20% are recorded at cestisted
on the basis of the consumer price index.
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Audit
Requirements and
Standards

ACCOUNTING AND AUDITING

Goodwill arising from consolidation is determinddfze
date on which the controlling shares of the subsjdiom-
pany are acquired. It is the difference betweemnptice
paid for the shares and the restated value ofrtterlying
assets at the purchase date.

Businesses with total assets in excess of certaouats
(table 7.04), which are adjusted annually, areireduo
submit audited financial statements to the Supamnofgncy
of Companies along with their annual tax returfer this
purpose, the total assets are those reported to the
Superintendency of Companies for the prior year.

The Ecuadorian National Federation of Public Accants
prescribes rules for professional auditors conogrsiich
matters as professional conduct, independence,
confidentiality of client data, soliciting and adirsing,
fees, and staff recruitment. As long as profesdion
independence is maintained, an audit firm may &asis
client in setting up an accounting system, provéeand
management consulting advice, and give generahgui
on business matters.

The Ecuadorian National Federation of Public Ac¢ants
is affiliated with the International Federation of
Accountants (IFAC). Ecuadorian standards prelatl,
these are generally congruent with the basic [piesi
contained in the IFAC’s auditing guidelines.
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TABLE
Audit Requirements

7-04

Type of Entity

Cut-off Amount

Corporations and limited liability
companies

Over US$1,000,000

Branches of foreign companies and
associations formed by said foreign
companies

Over US$100,000

Mixed economy  companies and
corporations comprising public and
private entities with public or private
non-profit-making purposes

Over US$100,000
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Part 4 Tax System

Chapter 8  An Overview

8.01 Taxes are levied in Ecuador both at the nationl by

Principal Taxes the central government and at the local level byimpal
authorities. The principal national taxes are ocaife
income tax, personal income tax, overseas payneents
value added tax - VAT, and excise tax (ICE). Othzes
include business fees, inheritance and gift taxqimpal tax
on total assets, and municipal property taxes.

8.02 The Tax Code@adigo Tributarig is the general law that

Basic Legislation ~ prevails over other laws with respect to taxatibime
Internal Tax Regime LawLgy Orgéanica de Régimen
Tributario Interng covers income tax, overseas payments
tax, value added tax, and excise tax. This laweciamno
effect on 1 January 1990, and since then sevegalatons
and reforms have been added. Special tax progisign
included in other laws such as the Tax Equity Lhey(de
Equidad Tributaria), Hydrocarbons Laief de
Hidrocarburog, Mining Law (Ley de Minerig Tourism
Law (Ley deFomento Turisticph Free Trade Zone Law
(Ley de Zonas FrancgasMaquila Law ey de Maquil3
Stock Market Lawl(ey de Mercado de ValorgsAgrarian
Development Lawl(ey de Desarrollo Agrarip and
Telecommunications Law.gy de Telecomunicaciones
Municipal taxes are generally governed by the Mipailc
Tax Law ey deRégimen Municipdl

8.03 This book covers reforms incorporated into Ecuadori

Tax Reform legislation until January 2009. Readers can coetiitte
& Touche professionals in Ecuador for information o
recent tax reforms.

8.04 Income tax, value added tax, excise tax, and itdrere
Administration and gift tax are administered by Central Government
through the Internal Revenue Servi€e(vicio de Rentas
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8.05
Double
Tax Relief

AN OVERVIEW

Internag. The municipalities administer the various
municipal taxes.

Written questions may be addressed to tax autbsriti
on tax implications of specific proposed transatgioTax
authorities must observe the criteria included in

the formal answer.

Relief under Double Tax Treatie€cuador has ratified
agreements with the countries of the Andean Comtyuni
Belgium, Brazil, Canada, Chile, France, Germaralyt
Mexico, Romania, Spain and Switzerland to prevenbte
taxation of income. These treaties cover moststyjhe
income. Withholding tax relief provided by theaties is
described in Appendix A.

The treaties are based on the Model Treaty of the
Organization for Economic Cooperation and Develapme
(OECD) and observe the principle of the sourceodiine.

In general terms, income from real estate may edtan

the country in which the property is located. Camips’
profits are taxed in the country in which operasiame
carried out, unless the company is operating inharo
country through a permanent establishment. Indhse,
such profits are taxed in the other country ughtoamount
attributable to such an establishment.

Ecuador is party to the multilateral treaty conelddy the
Community Andean countries. Ecuador has also digne
some bilateral tax treaties dealing with internadio
shipping and air transport.

Unilateral Relief Ecuadorian residents may obtain an
ordinary tax credit against their Ecuadorian incaaxe
liabilities for income taxes paid abroad on incdnoen
foreign sources. The credit, determined on a agtht-
country basis, is limited to the lesser of the ifprdax paid
on income from the country in question or the amadin
income tax attributable to such income in Ecuador.

In the case of foreign-source dividends, crediefés
granted for foreign corporate income tax leviedton
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profits out of which the dividends are paid ("iretit tax
credit”), as well as for foreign withholding tax,ovided
that the rate of the foreign corporate income sasitnilar
to that of Ecuador’s corporate income tax.
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9.01
Entities Liable for
Corporate Income
Tax

9.02
Residence and
Non-residence

9.03
Taxable Income

Partg Income Taxes

Chapter 9 Corporate Income Tax

Ecuadorian and foreign corporate entities arediédn
corporate income tax on their income and capitadsgyaln
some cases, these entities are also liable favusdther
taxes (see Appendix B). For tax purposexyrapanyis
defined as a legal entity, a de facto entity, atjeenture, or
any other form of association different from itsmimers.

Whether the taxpayer is a business entity incotpdria
Ecuador or a branch of a foreign entity, its Ecuizae
source income is subject to corporate income Revenues
received from abroad by resident companies aresalsject
to Ecuadorian income tax.

Resident companies are those incorporated undémise
of Ecuador. Nonresident companies are entitiesattea
incorporated under the laws of a foreign countiy tuat
have their principal seats of administration owdtttuador.
Such a company may have a branch in Ecuador.

In general, the taxable income of a business is the
aggregate of its ordinary and extraordinary revenue
subject to tax, less the cost of sales, expengaExunts,
and other deductions necessary for producing taxabl
revenue or pertaining to taxable revenue.

Companies must record revenues and costs on theahcc
basis, except for construction companies, which are
allowed to choose between the completed contract or
percentage-of-completion method of accounting. edme
of these methods is chosen, it cannot be changbdwti
permission from the Internal Revenue Service.

Taxable income is computed in accordance with speci

rules in the case of some industries. For petmleu
companies that have entered into exploration and
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exploitation service contracts, taxable incomeaisdal on
payments made by PETROECUADOR (the state oil
company) for services rendered when commercially
exploitable oil is found. Reimbursements by
PETROECUADOR for investments, costs, expenses, and
interest on non-amortized investments are not densil

part of the contractors’ gross income subject ¢toine tax

or to any other tax, and related costs are notatie.

For companies that have entered into participatimnracts
for the exploration and exploitation of hydrocarbogross
income is the participation percentage, calculatetie
sales price of the oil, which will not be less ttiha
reference pric€an average price based on the volume of
foreign sales made by PETROECUADOR during the last
month), less costs and related expenses.

In the case of international transport companeeslile
income is computed at 2% of annual revenue.

There are some special rules with punitive chardote
computing taxable income for companies that, ihation
of their legal obligations, do not maintain accauogpt
records:

In the case of construction companies without (prpp
accounting records, taxable income is compute@%t @n
fixed-price contracts or at 15% if the contractteims a
financing agreement clause.

In the case of companies deriving their income froban
development, real estate dealings and similaridetv
without (proper) accounting records, taxable incdgne
computed at 30% of the fiscal year's sales.

Exempt Income.The following items are exempt from
corporate income tax:

» All dividends distributed by resident companies to
other resident companies and to national or foreign
individuals residing or not in Ecuador, except #os
dividends distributed to tax heavens compa(2&8o
withholding tax applies)

Deloitte Touche Tohmatsu January 2009 44



CORPORATE INCOME TAX

» Certain capital gains (see “Capital Gains” below).

e Certain Interest income (see “Interest Income” Wlo

* Income exempt through international agreements.

* Income from non-monetary investments made by
companies that have entered into hydrocarbon
exploration and exploitation service contracts wiit&
Ecuadorian government. These contracts must be
arranged through related companies for services
rendered at cost and registered with the CentrakBa
as non-monetary investments subject to
reimbursements.

» Earnings from capital, profits, benefits, or yields
distributed by investment funds and investment trus
funds to their beneficiaries.

Foreign-Source Incomd-oreign-source income is
considered income tax exempt in Ecuador providat th
such income paid income tax in the foreign jurigsdrc

Capital GainsA company'’s gains from occasional sales of
urban and rural real estate are exempt from coipora
income tax unless the company is a real estaterleal
however, such gains from sales of urban propegy ar
subject to a municipal capital gains tax, as dbsdriat
14.05. Other exempt capital gains are describ@dat
under “Financial Investments.”

Inventory ValuationTax authorities accept any of
the generally accepted accounting methods of itovgnt
valuation (see 7.04).

9.04 In general, expenses are deductible if they aressacily
Allowable incurred for the purpose of generating taxablernmeo
Deductions Expenses not supported by adequate documentasneed

are not deductible. Deductions for certain types o
expenses between related parties, especially gttere
payments, are restricted.
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DepreciationAll tangible fixed assets subject to decrease
in value through wear and tear, natural causesoonal
obsolescence are depreciable for tax purposes. The
straight-line method on the cost of the assetsiglly

allowed for tax purposes. The annual rates shovlrable

9.04A are acceptable.

When assets are subject to rapid obsolescencenpacy
may file a request with the Internal Revenue Sertic
depreciate those assets over shorter useful lives.
Depreciation must be recorded in the income staieme

regardless of profitability. If depreciation istraharged in a

loss-making year, the depreciation forgone maybeot

carried over to subsequent profitable years.

TABLE
Straight-Line Depreciation Rates

9.04A

Type of Asset

Rate (%)

Real estate (except land)
Machinery and equipment
Furniture and fixtures
Vehicles

Computers

10
10
20

33

Companies dealing in the leasing business musedepe
assets held for lease under the straight-line ndetha@ver

the term of the related contract.

Investment AmortizatiornThe investment amortization

shown in Table 9.04B will be tax deductible.
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9.04B

Amortization Period

TABLE

Investment Amortization

Investment

Preoperation, organization and
incorporation, investigation, and

experimental expenses; start-up operations
and enlargements of industrial plants;
exploration and development of mines; and
planting and cultivation of seeds

5 years in equal annual percentages or in
less time without using more than 25% of
the earnings

Cash or in-kind investments in contracts
subscribed with the government in which
the contractor finances the work, which,
on completion, reverts to the state without
cost

Contractual period, in annual
percentages, from the financial year in
which earnings are generated from

operations.

equal

Interest foreign loans 2nterests and commissions on
business-related loans are subject to a 25% widirptax
and tax deductible to the extent that the loansusutsodo
not exceed the 300% of the company” s paid capitgy.
excess over said limit is not tax deductible. lasts on
foreign loans are tax deductible providing thatrdlated
loans are registered with the Central Bank. Howeaver
Temporary Provision was incorporated, establisktiad,
as from the effective date of the law and until €aber
31, 2009, payments made overseas as interesteaigror
loans and lines of credit to Ecuadorian entitie$ an
permanent establishments of foreign entities diwll
subject to a withholding at source of 5%. Similatlyring
the same period, no withholdings at source shadigmied
to payments made by Ecuadorian financial instihgio
registered with the Central Bank of Ecuador agé@sieon
overseas loans or lines of credit with legally blshed
overseas financial institutions. However, to bgible for
the referred reduced withholding rate and for the
exemption respectively, the lender must not be dibeci
in a tax haven or in a jurisdiction with lower tates than

those applicable in Ecuador

Bad and Doubtful DebtJncollectable accounts arising
from business transactions that have been recéoded
least five years are deductible. Alternativelyaanual
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provision for bad debts at the rate of 1% on crealigs to
clients outstanding at year-end is deductible. griogision
cannot exceed 10% of total debts.

LossesA business entity may carry forward a loss for
setoff against taxable income arising in the fieang
following the year in which the loss was sustained.
Normally, losses carried forward may not be setgtinst
more than 25% of the taxable income of any yeatthé
year in which the liquidation process is concludemyever,
a company in liquidation may deduct its unrelielestes
accumulated in the previous five years without26&o
restriction applying. No carryback of losses isniged.

Losses incurred from inventory write-offs must bstified
through a sworn statement before a notary or judge.
Documentation supporting this process must be lxgpt
taxpayer during a 6-year term.

Losses from major force for crime affecting theome-
generating activity financially are deductible be textent
that they are not covered by insurance and areenotded
in inventories.

When two or more companies merge, unrelieved loskes
the absorbed company can be carried over to thelahg
company for setoff against its own profits.

ProvisionsCertain provisions are deductible, including
provisions made by insurance companies for conticigs,
and provisions for labor pensions of retiremenedasn
actuarial studies, provided they correspond togoers|
employed for at least 10 years by the same employer

Moving CostsThe moving costs of an employee, his or her
family, and his or her household furniture are dxitie

when the worker has been employed to perform ssvica
place different from his or her usual place ofdesce. The
employee’s return expenses to the place of origihthe
household furniture transfer expenses are alsoctibiu
However, in the case of a worker employed abroad to
render services within Ecuador, the return moviogt of
the worker, his or her family, and his or her hdusde
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furniture are not deductible when the worker i sti
rendering services abroad to the same employer ar t
related company.

Employee Profit-Sharing PaymentSompanies are
required under the Employment Code to distribugs tb
pretax profits annually to their employees (se@p.These
profit-sharing payments are fully deductible forpmrate
income tax purposes.

Special Deductions

Tax deductions related to salaries and social srfef
the net increase of employees can be deductecawith
additional 100% during the fiscal year in which treav
employees are hired.

Payments for International Leasing made abroad@ire
deductible if the transaction is performed on gaibds
belonged to the lessee, to related parties, none
contract is for a lesser period than the usefeldifthe
good.

A number of special deductions to promote new
investments; exports; investments in specifiedmsscsuch
as mining, tourism, forestry, and agriculture; &indncial
investments, were eliminated since 1999.

Directors’ and Management Remuneratidirectors’
fees and management remuneration are deductible.

TaxesTaxes, except for income tax and value added tax,
are generally deductible. Interest and penaltresv@rdue
tax are not deductible.

Payments remitted abroad?ayments remitted abroad for
direct expenses incurred either abroad or in Eayadoer
than expenses such as fees and royalties, areti@eludn
order for these expenses to be tax deductibleakimg
company has to perform a 25% withholding tax orhsuc
payments.

However, in the absence of a tax treaty provistothé

Deloitte Touche Tohmatsu January 2009 49



INCOME TAXES

contrary, a branch can deduct an allocation of head
office general administrative expenses up to 5% of
company” s total expenses.

9.05 Corporate income tax is levied at a 25% rate on the
Corporate Income Ecuadorian-source taxable income of both resideat a
Tax Rates nonresident companies. However since the 6ad the

companies that reinvest their profits will pay &dEate on
profit reinvested in the same company by increagg
capital and acquiring new machinery and equip niEm.
rate is 44.4% in the case of petroleum companies or
branches that have entered into hydrocarbon exjuara
and exploitation risk contracts. Moreover, Petioile
companies that have entered into exploration and
exploitation contracts pay a 1% nondeductible amd n
reimbursable research and development tax. Cdbiest
payable by petroleum companies are outlined in Agpe

B.
9.06 Ecuador’s tax law contains provisions forbidding a
Groups of consolidated tax return to be filed for a group of
Companies companies. In addition, the law does not perraitgfers of

losses between companies in a group.

9.07 Companies in the process of liquidation must pagrime
Tax Aspects tax for all pending periods. Legal representativest
of Corporate notify the Internal Revenue Service of the decismbegin

Reorganization the liquidation process. Notification must be anpanied
by documents related to compliance with tax li&lesi for
the last three years. Otherwise, the represeatatay
become responsible for any unpaid taxes and bemedig
liable for any penalties.

In a merger, the surviving company or the newlyrfed
company becomes responsible for all prior tax @licns
of both merged companies. In a sale of total asset
liabilities, merger, or transformation, no valueled tax is
charged.

The Companies’ Law states that companies may psecha

their own shares and keep them as treasury stdabluti
having to change their capital structure. Compamay
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Rules

CORPORATE INCOME TAX

also withdraw shares up to 50% of their commonlkstoc
however, a formal process to reduce their capitedtrbe
followed.

Since the tax year 2005, Transfer Pricing legistais in
force in Ecuador. Such legislation sets forthqular set
of rules, as recommended by the OECD, but with the
following unusual rules:

- Transfer Pricing rules are applicable not only to
transactions with foreign related entities, bubalsth
local related entities.

- Transfer Pricing rules can be considered applichple
the tax authorities to transactions with non-relate
entities if such are domiciled in tax havens.

- Entities that have done transactions with related
entities must present Transfer Pricing attachment
to their tax returns, and present a full Transfer
Pricing report justifying income and expenses from
transactions with related entities.

In April 1999, Congress introduced article 91 te th
Ecuadorian Tax Code whereby the tax collector (ke
Revenue Service — SRI) may, as part of its attedut
establish the necessary standards to regulatddrans
pricing on goods and services for tax purposes.

Standards effective up to December 2004 limited the
application of transfer pricing in Ecuador since timus of
proof was the responsibility of the tax authoriiesl
transfer pricing regulation applied to sales perfed at
cost or below cost and for exports or imports pented at
amounts below or above international market prices.

On December 31, 2004, the SRI through the Presafent
the Republic, issued a reform to the Regulation for
Application of the Tax Law (RALRTI) whereby standar
were introduced to govern transfer pricing for paxposes.
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These standards are effective as of fiscal yeas.200

Current standards consider, basically, internationa
standards governing Transfer Pricing, and espgciall
guidelines issued by the OECD.

One aspect peculiar to Ecuador is that, for tap@ses,
related parties include individuals domiciled dnewise
in Ecuador. Although such has no material effecthe
regulation of transfer pricing between relatedipartsince
the income of one party constitutes an expensthéor
other, the tax administration is interested in tetijg
transfer pricing between Ecuadorian related pamies
second stage (after a further three or four yesrd)
basically in the case of amortization of losses.

The acceptable methodology for transfer pricingsoders
methods established by the OECD, that is: Comparabl
Uncontrolled Price, Resale Price, Cost Plus, P&yiit,
Residual Profits Split and Transactional OperaBnofit
Margins. No one method prevails over another &&. u
Rather, such must be applied either individually or
combined so that the end result reflects applioaticthe
Arm’s Length principle.

All taxpayers undertaking transactions with relgtadies
must file an appendix for the corresponding tratisa@nd
an integral transfer pricing report in April andtGloer of
the following tax year, respectively. We underdtémat
the SRI will shortly be issuing resolutions indiogtthe
form and content of these procedures.

Current standards do not deal with Future Price
Agreements.

On December 30, 2005, the Internal Revenue Se(8iR
Director issued two resolutions related to tranpfezing
standards. Such were subsequently published ini@ff
Gazette No. 188 of January 16, 2006 and have been
effective as December 30, 2005 without prejudice to
publication in the Official Gazette.
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Resolution No. NAC-DGER2005-0640 establishes, among
others, the following aspects:

» Scope- taxpayers subject to income tax and that have
undertaken operations with related parties dontcile
overseas, within the same fiscal period for an arhou
exceeding US$5°000,000 must file an appendix and an
integral transfer pricing report within the periods
determined by the Regulation for the Application of
the Tax Law which must be submitted to tax
authorities

» Content of Appendix

» Content of Integral Report

Resolution No. NAC-DGER2005-0641 establishes

parameters to determine the median and the rantpe of
Arm’s Length Principle.
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Chapter 10 Personal Income Tax

10.01 Ecuadorians and foreign individuals resident indemr
Residence and are liable for income tax at progressive ratesheir t
Non-residence worldwide income, excluding exempt income. Income

obtained abroad by the referred individuals is mered
tax exempt in Ecuador providing that such incomd pa
taxes in the foreign jurisdiction. Regardless bkether
foreigners are resident or non resident, such iddals are
only subject to tax with their Ecuadorian-souroeoime at
either a flat rate or progressive rates, depenointhe
circumstances. Ecuadorian-source income includesna
derived from economic activities performed in Ecuaahd,
if the income is paid by an individual or compaegident
in Ecuador, or income derived from activities peried
abroad.

Foreign individuals are generally considered redide
Ecuador if they hold permanent visas or if theydhol
temporary visas and have been present in Ecuadorde
than six months.

10.02 Each spouse is taxed separately on his or her own
Treatment employment income. Income from investments isddre
of Families the hands of the spouse who owns the asset propiingn

income. Investment income arising from assetsatet
jointly owned and income from a business that d&and
and wife undertake together may be split equaly.
child’s income is taxed separately and is not addate
taxable income of either parent.

10.03 Taxable income is an individual's earnings in therf of
Taxable Income cash, goods, or services derived from work, capotah
combination of both.

Employment Incomd axable employment income includes
wages, salaries, benefits in kind, and other renatioa

from employment. Indemnities paid according tol#er

law for termination of employment are not subjeciicome
tax.

Foreign-Source Incomeecuadorian residents domiciled in

Ecuador should not include their foreign-sourc@me in
their taxable income.
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10.04
Deductions
and Reliefs

10.05
Personal Income
Tax Rates

ASSESSMENTS, PAYMENTS, AND APPEALS

Capital GainGains from occasional disposals of urban real
estate are exempt from income tax and are suljstdad
to a municipal capital gains tax (see 14.05).

Exempt Income.Exempt income includes income from
pension funds, income from short-term savings dépos
dividends received, income from occasional salesalf
estate, and occasional earnings on the sale adshar

Individuals are allowed to deduct their childre@dsication
and health costs up to US$11,Xfdr 2009). Employees may
deduct their social security contributions in comimuyl

taxable income. An individual who carries on aibess

may deduct expenses entirely and exclusively ieclim the
production of business income. Taxpayers withresges
may carry forward their business losses for setgdinst
future business income in accordance with the rules
described for companies (see 9.04). Such lossgsatdbe
set off against employment income.

Progressive rates of personal income tax applidable
Ecuadorian individuals domiciled in Ecuador ancimners
resident in Ecuador are shown in Table 10.05-Aesgh
rates also apply to income, other than employnrerame,
from permanent services (services lasting more shan
months) rendered in Ecuador by nonresident indaliglu

Nonresidents are subject to a final withholdingdax
payments for occasional services (lasting no ntoaa six
months) rendered in Ecuador other than in the égpaic
an employee. The rates are 25% if the paymenadern
Ecuador and 25% of the payment if it is remittecbad.
Withholding taxes on other payments are described i
Chapter 12.
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INCOME TAXES

Individual tax rates for FY 2009:

Excessupto  Tax over Base Tax

Excess

0 8.570 0 0%
8.57C 10.910 0 5%
10.910 13.640 117 10%
13.640 16.270 39C 12%
16.30 32.740 71¢ 15%
32.740 49.110 3.17: 20%
49.110 65.4¢0 6.44 25%
65.4¢0 87.20C 10.54( 30%
87.20C - 17.08¢ 35%
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11.01
Tax Year

11.02
Returns and
Assessments

ASSESSMENTS, PAYMENTS, AND APPEALS

Chapter 11  Assessments, Payments,
and Appeals

The tax year is the calendar year ending 31 Deceniax
returns must therefore be filed on a calendar-pears.
This applies for individuals as well as for corgera
taxpayers.

All taxable entities must file a corporate incorae teturn
during the period from 1 February through 10 May
following the end of the tax year. An exceptiopligs for
non-resident companies not having a permanent
establishment in Ecuador, whose taxable Ecuadorian-
source income has already been subject to withingliix.
The precise deadline depends on the company’s tax
registration number. The company normally assetses
own corporate income tax on this annual returhpalgh the
tax authorities usually revise a company’s assasswighin
specified time limits on subsequent inspection.

All individuals must file annual tax returns; extém non-
resident individuals who do not have agents oxedfiplace
of business in Ecuador and whose entire Ecuadeoarce
income has been subject to withholding tax, residen
individuals whose income exclusively derived from
employment and resident individuals whose annwalrre
does not exceed the nil-rate band in Table 10.05.
Individuals required to file returns must do soidgithe
period from 1 February through 30 May of the year
following the end of the fiscal year concerned.e Pinecise
deadline varies depending on the individual’s idiattion
card number.

In addition, Ecuadorian individuals and foreigniinduals
resident in Ecuador must submit to Ecuadorian tax
authorities an “equity return” that itemizes thessets
holding in Ecuador and abroad as well as theiilitas.
This obligation has been established only for imfation
purposes

Both the taxpayer and the accountant are respensibl
the accuracy of income tax returns. Any amendmmeiitst
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11.03
Tax Audits

11.04
Payment
of Tax

INCOME TAXES

be filed prior to examination of the return.

The Internal Revenue Service (SRI) regularly penfotax
audits of companies and individual deemed special
taxpayers.

Procedures used by the SRI for audit purposean®mss
information (taxpayers’ returns, appendices froirdth
parties and information from third parties). le tavent of
identifying differences in the cross checks, infation is
requested directly from the audited taxpayerghéf
requested information discloses differences, the Ta
Authorities formally notify the taxpayer that andauwill
be undertaken (determination order).

The SRI has one year in which to issue the defmitesult
of the referred audit. During this period, thehauities
may require information and perform accounting
inspections of taxpayer’s financial statements ravitw
the respective supporting documents.

Prior to issuing the final audit result (Deed of
Determination), the Tax Authorities will providedeaft
version for discussing with the taxpayer and tqpsup
differences identified.

The final result of the tax audit may be challengsethg an
administrative recourse, administrative claim aedily
using the corresponding judicial channels (Tax mad).

CompaniesAll companies, legal entities, entities subject
to the control of the Superintendency of Banks, gannes
that have entered into contracts for the explonagiod
exploitation of hydrocarbons under any type of cactt
that are subject to the payment of income taxliabée to
the payment of income tax advance payments. Thé fin
balance is due when the return is submitted. Gtaé of
advance payments must equal the fifty percentef th
corporate income tax payable for the previous yleas,
any withholding tax borne by the company for eaghry

Companies undergoing a dissolution process andlithaot
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11.05
Disputes
and Appeals

11.06
Penalties

ASSESSMENTS, PAYMENTS, AND APPEALS

generate taxable income in the prior year are bligjed to
execute income tax advance payments during theryear
which the company starts the dissolution procesklikh
companies or entities which income is exempt atdiatae
to income tax advance payments.

Individuals Employers must withhold income tax monthly
from wages, salaries, and other taxable employment
income, as described at 12.05. The amounts wildrel
based on withholding scales issued for this purposke
usually represent a final tax. Individuals reqdite file
returns pay any balance due when the return . file

As stated at 11.03, the Internal Revenue Serviséha
right to review taxpayers’ returns. If tax diffapes are
detected from such reviews, taxpayers are giventijwe
working days to file a claim with the Internal Reve
Service. If customs duties differences are ascedathe
claim must be filed with the Ecuadorian Customs
Corporation (CAE).

Resolutions of the Internal Revenue Service or Gdne
Directorate of Customs related to the claims may be
submitted to the Tax Court. Taxes need not be white
in dispute. However, interest will be chargechié t
ultimate decision of the Tax Court confirms the iiddal
tax assessments. Decisions of the Tax Court aat dind
may not be revoked or amended.

Tax authorities may assess tax obligations upreetiiears
from the date of filing the tax return (six yedrthe return
was not filed or was only filed incomplete).

Tax authorities have a maximum period of 120 wagkin
days to resolve taxpayers’ petitions, claims, gogkals.
The absence of a reply from the authorities aftesrperiod
is to be considered a tacit acceptance of the et
position.

Interest on tax payments in arrears varies qugréerd
corresponds to 1.3 times the reference interessedtby
the Central Bank of Ecuador applicable for the las
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INCOME TAXES

complete week of March, June, September, and Dezemb
whichever most recent.

If taxpayers fail to pay the advance paymentsoe ti
additional fines and interest will be imposed oa th
outstanding advance payments. The penalty foffilatg
of returns is 3% per month on the tax due, butay mot
exceed the tax due.

If officials from the Internal Revenue Service detihat

the taxpayer has not filed tax returns, a pendlB086 per
month on the tax due is imposed for the periodeund

examination.
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12.01
Withholding
Tax Obligations

12.02
Dividends and
Branch Profits

Chapter 12 Withholding Taxes

Virtually all payments made by legal entities, adlvas
payments made by individuals obliged to maintain
accounting records, are subject to income withimgjdax.
The tax withheld is usually an advance payment of a
resident recipient’s income tax and may be useaifftet
the total annual tax due. However, the withholdiangis
final for non-residents. The payer is respondibie
withholding the appropriate amount, providing tax
withholding certificates to the recipient of theypaent,
filing returns, and paying over the amounts witkdheithin
the following month.

Withholding returns must be filed and the tax pgaetiveen
the tenth and twenty-eighth of the month followihg
withholding. If withholdings are not made (or ifwe
partially or if not paid over), the withholding ades charged
with a penalty of 100% of the amount that was nitilveld
(or paid over), plus monthly interest.

A penalty for late filing of withholding returns lsvied at
3% per month of the amount withheld. Late paynent
subject to monthly interest until payment is made.
Withholding agents that do not hand over a tax hattiing
certificate are subject to a penalty of 5% of theant
withheld.

Withholding agents more than three months in asraar
presenting and paying their withholdings may beafized
with the closure of their business, following prior
notification.

Ecuadorian-source dividends are exempt from inctame
and withholding tax in the recipient's hands. Thleporate
income tax on the profits out of which the dividewdere
paid is considered to be on account of the reciijsi¢ax
liability. No withholding tax is imposed on themétance
of branch profits or dividends unless they areritiisted to
tax heavens companies.

Foreign-source dividends paid to residents haveto
included in the taxpayer’s total income and argestitio
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12.03
Interests

12.04
Royalties

and Technical
Assistance
Fees

INCOME TAXES

progressive tax rates. An ordinary tax credit enged for
source-tax paid abroad.

A Temporary Provision was incorporated, establigltivat,

as from January 1, 2009 until December 31, 2009,
payments made overseas as interest on foreign kmahs
lines of credit to Ecuadorian entities and permanen
establishments of foreign entities shall be subjecta
withholding at source of 5%. Similarly during thanse
period, no withholdings at source shall be applted
payments made by Ecuadorian financial institutions
registered with the Central Bank of Ecuador asr@steon
overseas loans or lines of credit with legally blkshed
overseas financial institutions. However, to bgible for
the referred reduced withholding rate and for the
exemption respectively, the lender must not be dibei

in a tax haven or in a jurisdiction with lower teates than
those applicable in Ecuador and the agreed inteatss
must not exceed the referential rates establishedhé
Central Bank of Ecuador at the date of grantingldae or

its renewal. Interest rates exceeding referentiesr
established by the Central Bank of Ecuador shadiuigect

to a withholding of 25% on the excess interestroheo for
the referred interest to be tax deductible.

A final tax of 25% is withheld from 100% of royads paid
abroad. A lower rate may apply if remitted to coiast
with having concluded a double tax treaty with Eiara
providing that such payments are certified by iredefent
external auditors abroad.

Tax at the rate of 25% is withheld on Technicaligtssice
fees paid abroad to nonresidents. Lower ratesapply to
recipients from double tax treaty countries (sepe¥ulix
A). The tax is withheld on remittance or when liability
is recognized in the accounting records.
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12.05
Salaries
and Wages

12.06
Remittances Not
Subject to
Withholding Tax

WITHHOLDING TAXES

Employers must withhold income tax on wages,
salaries, and other personal income derived from
employment. To this effect, all income to be ob¢al
during the fiscal year must be included in the
calculation. Then progressive rates are applied
proportionally to monthly income. The according
amount must be withheld from the gross salary.

* Payments on imports

» Commissions on exports of up to 2% of the expdaera

* Commissions for the promotion of inbound tourism up
to 2% of the export value.

» Payments for expenses incurred abroad by airlinds a
maritime transport companies.

» Payments to hotels and tourism paid by travel agenc

» Eight five percent of payments to movie and televis
companies for film rental and payments to inteovsl
press agencies.

* Ninety-six percent of premiums paid to foreign
reinsurance companies.

» Payments for international leasing of capital goibds
the interest rate is not higher than the one pexliay
the Ecuadorian Central Bank.

* Ninety percent of payments for the charter of aingls
and vessels by international transportation congzani
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13.01
General Principles

13.02
Mechanics

Part6 Other Taxes

Chapter 13 Value Added Tax

A value added taxirfpuesto al valor agregadloreferred
to here as VAT, is levied on imports and on thepgupf
most goods and services by individuals and companie
Businesses are responsible for collecting thertam their
customers and paying it over to the governmensiri&sses
are placed in a neutral position since they arglehto an
input tax credit for any VAT costs incurred on geant
services acquired in the course of producing taxabl
supplies or services. VAT is therefore a tax on
consumption, since the ultimate consumer bearsdbe
Nonresidents cannot recover VAT incurred.

A record of all transfers of goods and provisiohs o
services must be kept. The law stipulates that a
corresponding sales invoice must be issued, regzsdif
the contracts into which a company enters.

In general, monthly returns must be filed betwesn t
fifteenth and nineteenth of the month following thege of
the transaction. The exact date depends on titg'ent
taxpayer registration number. A delay of more ttraae
months in filing and paying VAT can result in tHesure
of the taxpayer’s business until the payment isamad

Suppliers of goods and services may take tax créalit
VAT levied on fixed assets, as long as the acquasesbt is
subject to VAT, and on raw materials for the prdaucor
commercial use of taxable or exported goods olceEsy
Tax credits must be offset against VAT chargedalessin
the monthly VAT return. If it appears that the tardit
will not be recovered within the next six monthgJam
for a refund may be filed.
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13.03
Rates and
Exemptions

VALUE ADDED TAX

VAT is imposed at a rate of 12%. Many suppliessafgject
to a 0% rate. Such items include basic food prsguc
medicines, paper, books, agricultural products,epbrts.
A business that sells zero-rated goods and sergimes not
have to charge VAT to its customers, but it isemtitled to
recover VAT charged to it on its purchases.

The following transactions are outside the apglicat
scope of VAT: capital in-kind contributions to cpamies;
sales of businesses in which assets and liabitities
transferred; transfers of assets upon inheritantieeo
liquidation of a company; transfers as a resuthefgers,
split ups, or transformations; donations to norfipro
making organizations; and transfers of shares.

Special taxpayers, as defined by the Internal Reven
Service, must act as withholding agent on the masetof
goods (30% of VAT at 12%), services provided by
companies (70% of VAT at 12%) and professionalisess
provided by individuals (100% of VAT at 12%) ankkfi
the VAT returns in the following month in which tv&AT
withholdings were performed. The difference nothhild
by special taxpayer must be changed and decldhe tiax
authorities by the supplier. The supplier only ¢esrand
pays over the remaining part of the withholding téxthe
case of transactions between two special taxpatyarse
withholding rules do not apply.
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14.01
Excise Tax

14.02
Business Fees

14.03
Inheritance
and Gift Tax

14.04
Municipal Tax on
Total Assets

Chapter 14  Additional Taxes

Excise tax is imposed on tobacco; alcoholic bevesamnd
soft drinks; and land, sea, and air transport Vehic
Selected rates are shown in Table 14.01.

Companies governed by the Superintendency of Coiepan
must pay an annual fee of up to 0.1% of their tasakts as of
31 December, to the Superintendency of Companies.

Companies governed by the Superintendency of Bauoiss
pay each semester a fee based on their averagklynont
assets to the Superintendency of Banks.

In addition, a municipal license tax and certaimdstory
contributions are imposed for the financing of colling
agencies, chambers of commerce, chambers of ifekjstr
and so forth. Various taxes are also payable upon
incorporation of a company.

A progressive tax rate from 5% to 35% is applied to
inheritances, gifts, and bequests in excess of 0.888.

Tax on total asset&fpuesto sobre activos totalas

levied annually by municipalities on the total mess
assets less current liabilities and contingencidrisiness
enterprises. The rate is 0.15%. If an enterpasges on
activities in more than one municipality, the taxallocated
among the municipalities on the basis of the cbation to
gross income of the activities conducted in each.
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14.05
Municipal
Property
Taxes

14.06

Municipal

Taxes on Property
Transfers

ADDITIONAL TAXES

TABLE
Selected Excise Tax Rates

14.01

Product

Rates (%)

Tobacco (dark) 150%
Tobacco (light) 150%
Beer 30%
Alcoholic products 35%
Soft drinks 10%
Video Games 35%
Airplanes, helicopters, passenger ships, and yachts 35%
Other luxury products Up to 35%

Both urban and rural properties are subject to annu
municipal property taxes assessed at relativelyréies
(impuestos a los predios urbanos y rurdlelf a taxpayer
owns several urban or rural properties, the asdesdees of
these properties are grouped by municipality, aradeis
applied to each group total. Urban propertiesaxed at a
percentage that goes from 0.25 per 1,000 and anmaxi
of 5 per 1,000 less deductions for certain typdeanis
directly related to the property’s acquisition loe t
operations on the property. Rural properties goms 0,25
per 1,000 to 3 per 1,000 and is levied at minogpessive
rates on the appraised commercial value of the land
buildings, machinery, livestock, fruit, and othssats, less
a general deduction. Payments for any loans payair
more than three years whose proceeds were usedctuage
or improve the property are also deductible.

Profits on occasional sales of urban proparp(esto a
las utilidades en la compraventa de predios urbanos
plusvalia ddos mismaopare taxed by the municipality in
which the property is located. Profits are subject basic
tax at progressive rates. The amount on whiclstievied
is obtained by deducting from the selling pricehisorical
cost; improvements made to the property; the amount
corresponding to currency devaluation; and 10%ef t
profit subject to tax for each year of ownershtprting
from the year following the year of acquisition
(consequently, no tax is payable if the property been
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OTHER TAXES

owned for at least twenty years). The tax is dablecfor
income tax purposes by businesses other than tieadimg
in real estate. Companies dealing in real estatdake
this tax as a tax credit against income tax due.

Tax is assessed by municipalities on transfersaif r
property and vessels (ships, airplanes, and so)fatt
scaled rates on the greater of the contract pritieco
appraised value of the property.

In addition to the above-mentioned municipal taxtoan
profits on occasional sales of urban property, the
municipality in which the property is located impssa tax
on the contract price for the sale of such property
(impuesto de alcabalas As of January 2006, the amount
of such tax is 1% of the contract price of the sdile

property.

Over seas payments tax

All remittances abroad are subject to a 1% spéaxal
which is charged by the banks performing the money
transfer and then declared to tax authorities. Spefeial
tax is considered tax deductible for the company or
individual transferring the money abroad.
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Part7 Appendices

Appendix A Principal Withholding Tax
Rates Under Double Tax
Treaties

The following table shows the effects of Ecuadtads
treaties on payments to nonresidents in Ecuaddivofends,
interests, and royalties. Ecuador has also signed
agreement to avoid double taxation with other Amdea
Community countries, but that agreement does rhtoe
the tax levied on such payments.

Dividends

Major Minor Major

Rate Rate Holding Interest® Royalties
Country of Recipient (%) (%) (%) (%) (%)
Brazil 15 — — 15 15/25
Canada 15 5 25 15 10/15
Chile 15 5 25 15 10/15
France 15 — — 10/15 15
Germany 15 — — 10/15 15
Italy 15 — — 10 5
México 5 — — 10/15 10
Romania 15 — — 10 10
Spain 15 — — 5/10 5/10
Switzerland 15 - - 10 10

a. Some exemptions apply under Ecuador’s domestic law, such as for interest on foreign loans
authorized and registered by the Central Bank and not exceeding the referential rate set by the

Central Bank. The treaty rates apply for the excess of interest over such rate.
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Appendix B Summary of Corporate Taxes

The following table provides a summary of taxesqtgy
by companies in Ecuador.

Type of Tax

Companies Under
Superintendency
of Companies

Companies Under
Superintendency
of Banks

Income taxes:

Corporate income tax

Additional tax for banks
and financial institutions

25% (15% if profit
reinvested)

Not applicable

25% (15% if profit
reinvested)

2% on income before other
income taxes

Taxes on loan operations:

SOLCA2—loan opera-
tions in local

Not applicable

Up to 1 year—1%
annually (maximum)

Taxes on petroleum
activities:

Tax for the development
of the Amazon Region

Tax on export of
petroleum

Tax payable to Amazon
Region Eco-Development
Fund

2.5% on the total

invoices charged to
PETROECUADOR in the case
of resident companies; 4.5%
in the case of branches of
foreign companies

$0.0002 per barrel exported

USso0.30 during 2003.
Increasing annually by
USso.05 until reaching
USso.50.

Not applicable

Not applicable

Not applicable

Type of Tax

Business fees:

Superintendency of
Companies fee
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Companies Under
Superintendency
of Companies

0.1% on the basis of total
assets as
of 31 December

January 2009

Companies Under
Superintendency
of Banks

Not applicable
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SUMMARY OF CORPORATE TAXES

Superintendency of
Banks fee

Municipal tax on total
assets

Not applicable

0.15% of total assets
less current liabilities
as of 31 December

A % on monthly average
assets applicable each
semester

0.15% of total assets less
current liabilities
as of 31 December

Customs duties and
levies:

Basic levies

Type of Tax

Foreign Trade and
Investments Council
(CORPEI)

Customs duty of between o
to 35% of CIF value; 35% for
vehicles, 12% VAT; excise tax
rate of minimum 5% on
certain items (mainly
vehicles, liquor, tobacco and
luxury goods)

Companies Under
Superintendency

of Companies

0.15% of FOB value of private
entities’ exports; or

0.05% of FOB value of oil
exports and

derivatives.

0.025% of FOB value of any
type of imports value over
$5,000; $5 if FOB is less than
$5,000.

Not applicable

Companies Under
Superintendency
of Banks

Not applicable

a. SOLCA s a beneficiary of
taxes on bank loan
operations.
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