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Republic of Latvia

Cabinet

Regulation No 587

Adopted 27 December 2002.

Procedures for Determining Taxable Income and Paying of Tax of Permanent Representative Offices of Non-residents 

Issued pursuant to

Section 4, Paragraph two of the Law

On Enterprise Income Tax

1. These Regulations prescribe the procedures by which permanent representative offices of non-residents determine taxable income and pay enterprise income tax.

2. For the calculation of enterprise income tax, the permanent representative office of a non-resident (hereinafter – permanent representative office) shall perform accounting, draw up a balance sheet and the profit or loss account in accordance with the procedures prescribed by regulatory enactments . A permanent representative office shall independently draw up a tax declaration for the tax period and submit such to a territorial office of the State Revenue Service according to the place of registration. A permanent representative office shall concurrently submit a tax declaration with a balance sheet and profit or loss account within a period of four months after the end of the tax period. If the permanent representative office terminates operations prior to the end of the tax period, it shall submit a tax declaration, balance sheet and profit or loss account within a period of 30 days after termination of operations.

3. The taxable income of a permanent representative office of a non-resident is the amount of profit or loss presented in a profit or loss account drawn up in accordance with the procedures prescribed by regulatory enactments before the calculation of enterprise income tax, which is increased or decreased correspondingly by such an amount of expenditures or part of expenditures, which are not directly related to the commercial activity of the permanent representative office or by that amount of losses which have been caused by the maintenance of the social infrastructure facilities owned by the disburser. Taxable income shall be adjusted in accordance with the Law on Enterprise Income Tax and these Regulations.

4. The taxable income of a permanent representative office of a non-resident shall be determined by assuming that the permanent representative office is a capital company – a resident of Latvia that carries out the same or similar activity in the same or similar conditions as the permanent representative office and operates independently of the non-resident, the permanent representative office of which it is, and of any other persons (residents or non-residents).

5. In determining the taxable income of a permanent representative office, its profit shall be increased for all payments paid by the representative office to a non-resident, the permanent representative office of which it is, including :

5.1. payments for the utilisation of intellectual property or the right to utilise it;

5.2. payments for the provision of any services (including management, consultancy and technical assistance services);

5.3. lease instalments; and 

5.4. interest payments (except for the cases referred to in Paragraph 6 of these Regulations).

6. In determining the taxable income of the permanent representative office of a non-resident bank, if the non-resident bank lends monies to its permanent representative office, then, in calculating taxable income, it shall be permitted to reduce the profit of the permanent representative office by an amount that would be equal to the interest payments for these monies, applying the rate which is equal to the London Inter-bank Offer Rate (LIBOR) on the day of payment of the interest and to which three per cent is added. This rate shall be applied irrespective of what rate the non-resident bank and the permanent representative office has agreed upon.

7. In determining the taxable income of a permanent representative office, its profit shall be reduced by the amount of the expenditures or part of expenditures actually disbursed by a non-resident whose permanent representative office it is in transactions with other persons, residents or non-residents that are directly related to the commercial activity of the permanent representative office However, the profit may only be reduced if the referred to expenditures are confirmed by corroborative documents and only in the amount by which they are related to the commercial activity of the permanent representative office.

8. In including the amount of reduction referred to in Paragraph 7 of these Regulations in the tax declaration of the tax period, a written explanation regarding the expenditures that make up the amount of reduction, shall be appended to the tax declaration, indicating the structure of the expenditures and the amounts by expenditure type.

9. When implementing Paragraphs 3, 4, and 7 of these Regulations, permanent representative offices shall increase profits by an amount, which consists of:

9.1. the difference (part of the difference) in the values of goods (production, services) that arises if the permanent representative office or non-resident sells goods (production, services) to other persons at prices that are lower than market prices, or the goods (production, services) are considered to be sold to a non-resident, the permanent representative office of which it is;

9.2. the difference (part of the difference) of the values of goods (production, services) that arises if the permanent representative office or non-resident purchases from other persons goods (production, services) at prices that are higher than market prices, or the goods (production, services) are considered to be purchased from a non-resident, the permanent representative office of which it is; and

9.3. the difference between the transaction value and market value, if the permanent representative office or non-resident performs other transactions with other persons or such transactions are considered to be performed between the permanent representative office and non-resident, the permanent representative office of which it is.

10. Permanent representative offices, the duration of operation in Latvia of which does not exceed 12 months, may determine taxable income on the basis of the simplified method for determining taxable income instead of the procedures for the calculation of the taxable income prescribed in Paragraphs 2 to 9 of these Regulations. In the applying the simplified method for determining taxable income, it shall be considered that the taxable income of the permanent representative office is equal to 20% of the income of the permanent representative office. The permanent representative office shall inform a territorial office of the State Revenue Service in writing according to the place of registration regarding the application of the simplified method not later than within a period of 10 days after the registration of the permanent representative office in Latvia.

11. Permanent representative offices that apply the simplified method for determining taxable income may agree in writing with the disbursers of income – the residents of Latvia or other permanent representative offices of non-residents in Latvia, or Latvian branches of these non-residents, that the tax from the income, which is obtained by a permanent representative office from these disbursers shall be calculated, withheld and paid into the State budget by the disburser in accordance with the procedures prescribed by Paragraph 10 of these Regulations. The disburser shall withhold the tax at the moment of disbursement and pay into the State budget not later than by the fifteenth date of the following month, as well as perform accounting of the disbursement and withheld tax, and submit reports to the State Revenue Service and the permanent representative office. The permanent representative office shall inform the territorial office of the State Revenue Service according to the place of registration in writing of every such agreement referred to not later than within a period of 10 days after the entry into each agreement, appending the relevant written agreement with the disburser of income. In such a case, the permanent representative office shall reduce the total amount of tax to be paid by the amount that corresponds to the amounts of the tax withheld by the disburser and paid into the State budget.

12. If the permanent representative office referred to in Paragraph 11 of these Regulations applies the simplified method for determining taxable income and obtains income solely from the disbursers that are residents of Latvia or permanent representative offices of other non-residents in Latvia, or the Latvian branches of such non-residents, and the total amount of such disbursers is not more than three, and the permanent representative office has in accordance with the procedures prescribed by Paragraph 11 of these Regulations agreed with all disbursers that the tax shall be withheld and paid into the State budget by the disburser, as well as informed the State Revenue Service in accordance with the procedures for the application of the simplified method and withholding tax prescribed by Paragraphs 10 and 11 of these Regulations, the permanent representative office shall submit a written affirmation regarding the actual payment of the tax instead of the documents referred to in Paragraph 2 of these Regulations and append documents certifying the payment of the tax.

13. The affirmation referred to in Paragraph 12 of these Regulations shall contain the following information:

13.1. the registration number of the permanent representative office, the address thereof, the name of the non-resident, the permanent representative office of which it is, the total amount of income received, the total amount of the tax paid, the period of acquisition of income, the date of the tax payment; and

13.2. the registration number, address, name of each disburser, the amount of income received from each disburser, the amount of the tax withheld by each disburser and paid into the State budget.

14. If the disburser of income has agreed to withhold and pay income into the State budget in accordance with the procedures prescribed by Paragraph 11 of these Regulations, but has not withheld it and not paid it into the State budget within the time period determined, the tax shall be considered to be missed, and the disburser shall be held liable as prescribed by the Law on Taxes and Fees.

15. The method for determining taxable income prescribed by Paragraph 10 of these Regulations shall not be applied to the permanent representative offices of non-residents who are residents of the countries and territories referred to in the list of tax-free and low-tax countries determined by the Cabinet. 

16. Cabinet Regulation No. 106 of 18 April 1995, Regulations on Determining Taxable Income of Permanent Representative Offices of Non Residents (Latvijas Vēstnesis, 1995, No. 63) is repealed.

17. These Regulations come into force on 1 January 2003.

Prime Minister 







E. Repše
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