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2021 Tax Package - Highlights

Today, the government’s budget plans for the coming year were released in
public. The budget plans contain the details of the Tax Package 2021.

The Tax Package 2021 contains several important amendments and plans for
Dutch tax acts, partially driven by the desire to reduce the budget deficit caused
by the covid19 pandemic (measures). At the same time, the combat against tax
avoidance continues to be high on the agenda which is primarily driven by global
and/or European tax reforms.

Below you will find a summary of the most notable items in the Tax Package
2021 that are relevant for Dutch subsidiaries of Japanese MNC'’s. Please note that
the House of Representatives and the Senate have to approve these changes,
before implementation, and that the proposals may be changed in the legislative
process. If not explicitly mentioned otherwise, below measures will be applicable

for financial years starting on or after 1 January 2021.

Corporate tax

Step-up corporate tax rate decrease in 2021

The current Dutch corporate tax rate is 25%, with a step-up rate of 16,5% for
the first EUR 200,000 taxable profits. The 2021 Tax Package includes a decrease
of the step-up corporate income tax rate to 15%. In addition, the first bracket
will be extended to a taxable amount of EUR 245,000 (2021) and EUR 395,000
(2022).

Initially it was announced that the general corporate income tax rate of 25%
would be reduced to 21.7%. However, this intention has been reversed leaving
the standard corporate income tax rate at 25%.

Further, the effective rate for income from the innovation box in the corporate
income tax will be increased from 7% to 9% as of 1 January 2021.

Corona reserve

Under the Covid-19 Crisis (Emergency Measures) Decree, companies subject to
corporate income tax have the possibility to form a so-called Covid-19 reserve in
their 2019 tax return (or for book years ending 31 March 2020) for the losses
they are expected to incur in FY 2020 (/2021) as a result of the crisis. However,
the reserve to be taken into account should not exceed the profits realized in
2019 nor the expected net loss, stemming from the Covid-19 crisis, in 2020. The
reserve formed will be released in the tax return for FY 2020. By doing so, these
losses can be taken into account more quickly than it would be the case under
regular loss compensation rules.




Tightening of the (deduction of the) liquidation loss rules

The proposal limits the scope of the application of tax deductible liquidation
losses for participations. Based on the proposal, the liquidation loss incurred from
a participation is deductible only if the Dutch parent company has a decisive
influence in the decision making of the subsidiary (quantitative requirement)
which should be tax resident in an EU/EEA Member State (geographical
requirement). Dutch taxpayers do not face these quantitative and geographical
restrictions (50%/ EU/EEA) if the liquidation loss does not exceed EUR 5 million.
In addition, a maximum liquidation term of three years for the recognition of the
losses will be introduced (temporal restriction). Transitional rules are proposed
for the temporal restriction only.

A similar limitation rule is proposed for the cessation loss scheme for permanent
establishments (for which the quantitative requirement does not apply).

The proposal will be effective for financial years starting on or after 1 January
2021.

Tightening of interest deduction limitation rule

Under the Dutch anti-base erosion rules, interest costs (including expenses and
foreign exchange results) on loans due to an affiliated company/person and
relating to certain tainted transactions, are non-deductible. Likewise, negative
interest expenses and foreign exchange profits are exempt. It is proposed to add
a provision which denies the exemption on negative interest expenses and
foreign exchange profits insofar such income exceeds the (non-deductible)
interest costs (including expenses/foreign exchange losses). The foregoing should
be determined on a loan-by-loan basis. The amendment will result that the tax
basis under the anti-base erosion rules will increase.

Future corporate tax measures announced

In addition to the above, The Dutch Ministry of Finance announced its intention to
implement and/or further investigate the following measures:

- Adjustment of the arm’s length principle where the Netherlands will disallow
a downward transfer pricing correction (resulting in a lower taxable profit) if
no corresponding upwards correction is made in the other jurisdiction
involved. This proposal effectively combats the so-called “informal capital
structures”. The legislative proposal is expected in the spring of 2021;

- Limitation of the utilization of carry forward tax losses up to 50% of a Dutch
taxpayer’s taxable profit insofar this profit exceeds EUR 1 million. The carry
forward period will however be extended to an indefinite period. Planned to
be effective 1 January 2022;

- Limitation of the possibility to offset Dutch dividend withholding tax with
Dutch corporate income tax per 1 January 2022 (i.e. maximized to the
amount of the corporate income tax liability). The legislative proposal is
expected in the spring of 2021;

- Introduction of capital deduction rules in the Dutch corporate income tax Act
1969; however a concrete date has not been announced yet;

- A tightening of the Dutch earnings stripping rules based on which taxpayers
can deduct their net interest expenses up to 30% of their EBITDA, however a
concrete date has not been announced yet.




Other taxes

Increase of the tax-free allowance on savings and
investments (Box 3)

- For individuals, income from savings and investments is subject to tax as
income from Box 3 in the personal income tax return. The tax-free allowance
will be increased from EUR 30,846 (2020) to EUR 50,000. For partners, the
tax-free allowance will be increased to EUR 100,000.

Temporary increase of the Work-Related Expense
Scheme (WKR) for tax free-allowances and benefits for
employees

Employers may grant their employees tax-free benefits up to 1.7% of the
wage bill for tax purposes to EUR 400,000 and 1.2% over the excess. As part
of the Covid-19 measures, the discretionary margin will temporarily be
increased from 1.7% to 3% for 2020 with retroactive effect.

As of 2021, the 1.2% discretionary margin for the excess of EUR 400,000 will
be slightly decreased from 1.2% to 1.18%. This will not be a temporary
measure.

Extension of specific exemption for study costs

With reference to the WKR, employers may grant their employees tax-free
benefits up to a certain amount (see above). A specific exemption applies for
specific costs incurred for employees in relation to studies, trainings etc. The
exemption will be broadened, based on which it will also apply in relation to
former employees.

Increase of the real estate transfer tax for investors

- As of 2021, the real estate transfer tax rate will be increased from 6% to 8%
for (private) investors in relation to the acquisition of residential and non-
residential properties, such as business premises.

Increase of minimum capital rule for banks and insurers

The minimum capital rule for banks and insurers limits interest deductions
for banks and insurers in case of an equity gap, i.e. a limitation of the
interest payable insofar the capital is lower than 8% of the balance sheet
total. The minimum capital rule will be increased from 8% to 9%.
Furthermore, for the purpose of (the calculation of) the minimum capital
rule, tier-1 capital will no longer qualify as capital.
Banks are subject to a specific Bank Tax on their taxable amount related to
debt. During the year 2021 only, the tax rates will be (temporarily)
increased:

» From 0.044% to 0.066% in relation to short-term debt;

» From 0.022% to 0.033% in relation to long-term debt.
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