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FALKLAND ISLANDS GOVERNMENT TAXATION OFFICE

A GENERAL GUIDE TO FALKLAND ISLANDS TAXATION
FROM THE 1°" OF JANUARY 2005

1. INTRODUCTION

General

This brief guide to the Falkland Islands tax system is aimed mainly at
businesses/companies rather than private individuals. In order to be of the greatest
practical use it is written in general terms and cannot, therefore, have any legal force
or bind the FI Taxation Office in any way. It should be read in conjunction with the
Taxes Ordinance 1997 and associated legislation and Regulations (see appendix A).

Readers familiar to the UK corporate tax system may notice similarities in the FI
legislation. However, there are major differences, both of substance and in drafting
and it is best therefore to treat the FI system as a totally different regime.

Separate guides are available on the taxation of non-resident offshore contractors,
Independent Taxation and on the POAT system.

All references are to the Taxes Ordinance 1997, unless otherwise indicated.

2. WHAT TAXES ARE THERE?

The two main taxes are income tax and corporation tax. The Falklands do not have
any wealth taxes, death duties, import or export taxes, sales tax, VAT or stamp
duties. There is no general tax on capital gains.

Employers are required to withhold POAT (Payments on Account of Tax) from
employee remuneration (Part IV, see 6 below).

There are no withholding taxes except for a 10% tax on royalties paid to non-
residents (s61).

Credit will normally be given for foreign taxes either unilaterally or through the one
Double Taxation Agreement, with the UK.
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3. CORPORATION TAX (*CT")

INTRODUCTION

3.1 CT is charged on the world-wide profits of FI resident companies and on certain
Fl activities of non-resident companies, broadly those conducted through a branch or
agency in the FI. A company will be treated as FI resident if it is incorporated in the
FI or if the place of central management and control is there (s201).

The rates of corporation tax are as follows:-

Small Companies Rate (profits up to 20%
and including £1 million)
Normal Rate profits over £1 million) 25%

The small companies rate applies to those companies with profits of less than £1m.
If the company has any associated companies world-wide, these limits are split
between them. The normal rate applies to profits in excess of £1m.

ACCOUNTING PERIODS, PAYMENT AND FILING DATES

3.2 The company will be charged to corporation tax by reference to accounting
periods. Assuming a company makes up accounts for a 12 month period, this will
normally be its accounting period for corporation tax purposes. Special rules exist
where an accounting period is shorter or longer than 13 months or where the trade
ceased. Please ask the Taxation Office for further details if this may be relevant to
your company (s26).

Corporation tax will normally be payable without demand 8 months and 1 day after
the end of the accounting period. Interest will automatically run from then on any
unpaid tax whether or not an assessment has been issued. Interest will be paid from
this time on any tax overpaid. Penalties will be charged if accounts are not filed
within 9 months of the accounting period (s26, 27, 30).

Example 1

Belinda Ltd makes up its accounts for the year to 31st December 2002. The
company must pay its tax liability on or before 1 September 2003 otherwise interest
will run - there is no need for the Taxation Office to make an assessment as liability
arises automatically. It should file its accounts on or before 30" September 2003 to
avoid automatic penalties.
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ADVANCE CORPORATION TAX
ACT is abolished from the 1% of January 2004.

3.3 Up to the 31°%' of December 2003 a company resident in the Falkland Islands
pays a dividend to shareholders, it will need to pay ACT to the Treasury within 30
days of the end of the month in which the dividend is paid. The ACT is set at a rate
such that it will discharge an individual shareholder’s liability to lower rate tax on the
dividend. If the individual is not a taxpayer, he can reclaim the ACT. If he pays tax at
the higher rate, further tax will be payable. The company treats the ACT as an
advance payment of its corporation tax on profits. The current rate of ACT is
20/80ths.

Example 2
Harriet Limited pays a dividend of £2,000 in November 2000 to its shareholder Alison
who is a lower rate taxpayer.

Alison received a tax credit on her dividend of £500 (corresponds with the amount of
ACT) and this discharges her liability to income tax on the dividend.

£

i.e. Dividend - net 2,000
- tax credit (£2,000 x 25%) 500
2,500

Tax at 20% 500
Tax credit (500)
Tax payable NIL

Harriet Ltd pays ACT of £500 (corresponds with the amount of tax credit) to the
Treasury by 31 December 2000 and can offset this against its corporation tax liability
on profits of the current year. If the ACT cannot be utilised in the current period,
there are rules to allow for it to be carried forward or carried back against corporation
tax liabilities (Part 11, Chapter Il1).

LOSS RELIEF

3.4 Losses can generally be carried forward as long as the company continues to
carry on the same business (s128). Surrender of current trading losses by way of
group relief can be made between 51% resident subsidiaries and where there are 2
resident companies each owning 50% of a third company (Part V, Chapter V).
Losses can be carried back for a period of 12 months from the 1% of January 2004.
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CALCULATION OF TAXABLE PROFITS

3.5 Accounts should normally incorporate all business income relating to and earned
in the year, whether or not received. Capital gains are not chargeable to tax in
normal circumstances.

There are specific transfer pricing provisions (s156-159) to ensure that transactions,
particularly with non-resident affiliates, are “entered into” on an arms length basis.

Most items of business expenditure are deductible provided they are incurred wholly
and exclusively for business purposes. Capital costs (e.g. a new Land Rover,
improvements to buildings) are not allowable as business expenses, but should be
eligible for depreciation allowance (see 4 below). Special rules apply for certain
types of expenditure:

a) Bad Debt - a deduction can be claimed for irrecoverable debts provided the
Taxation Office is satisfied that these become “bad” in the relevant accounting
period and that all reasonable steps have been taken to recover them (s97(2)).

b) Business Entertaining - this is not allowed as a deduction unless the
Taxation Office is satisfied that it was reasonably incurred for business
purposes (s99). Concession of an allowance of £100.00 per employee per 12
month accounting period including partner/spouse.

c) Vocational Training - a 150% deduction may be available for this (s102).

d) Pre-trading Expenditure - costs incurred before you actually start business
are normally treated as deductible when you commence (s103).

e) Director and Employee remuneration - this should normally be paid within
nine months of the end of the period of account in order to be deductible in that
period (s98).

4. ALLOWANCES FOR CAPITAL EXPENDITURE

Depreciation allowance can be claimed at the following rates on capital expenditure for
business purposes.

Asset Allowance per annum Method of See Note
Depreciation

Plant, Machinery & up to 40% Reducing Balance 1

Vehicles

Ships up to 20% Straight Line

Buildings up to 10% Straight Line 2

Other Buildings None 3

Note 1 The ‘Plant and Machinery’ category includes aircraft, fencing, office

equipment, tools and equipment, etc. Pooling of assets can be used for
plant, machinery and vehicles.

Note2 “Buildings” includes industrial, commercial, agricultural, mining, fishing
and hotel buildings.
Note 3 “Other buildings” includes residential accommodation. Please note that

there are special rules for depreciation allowances relating to residential
accommodation — please consult the Taxation Office if you need further
advice.
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No depreciation allowances are available on the cost of land although the expense of
preparation etc. of land for construction of a building is specifically allowed.

The percentage allowances above are claimed on a “reducing balance or straight
line” basis on written down value. When the asset is sold, there may be a clawback
of allowances (Ss.116 —119 Taxes Ordinance 1997).

5. UNINCORPORATED BUSINESSES

These are generally taxed in a similar way to limited companies. However,
assessable profits for a year of assessment will be based on the previous year’s
income and will be charged at the following rates of income tax;

First £12,000 NIL
Next £12,000 @ 20%
Remainder @ 25%

6. EMPLOYEE TAXATION

Individuals are taxed at the rates noted above. Husband and wife are taxed
separately. The current personal allowance is £12,000.

There is limited taxation of benefits-in-kind and a system of withholding sums (POAT
- Payments of Account of Tax -please ask Taxation office for copy of guide to POAT)
from employee remuneration by employers. These are set out in detail in the Taxes
(Benefits in Kind) Rules 2003, Taxes (Benefits in Kind) (Amendment) Rules 2004 and
the Payments on Account of Tax (Employees Deductions) Regulations 1997 (as
amended by the Payment on Account of tax (Amendment) Regulations 1999)
respectively. Employees working in the designated area in connection with
exploration or exploitation activities are treated as performing those duties in the FI.

Individuals may claim a deduction for certain pension schemes, subscriptions and
charitable donations.

7. TAX EXEMPTIONS

s57 sets out various items of income and categories of taxpayers who are exempt
from FI taxation. One particular exemption relates to bank interest arising in the
Falkland Islands.

8. EXTRA STATUTORY CONCESSIONS

At present 9 Extra Statutory Concessions (ESCs) have been published. These cover
those areas where the law which for some reason (or maybe in some instances) we
do not intend to apply strictly.

A copy of that guide can be obtained from the Tax Office
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9. CONTACT POINTS

you can contact us by writing to

Taxation Office

St. Mary’'s Walk
Stanley

Falkland Islands
General Office E Mall
Telephone

Fax

Technical, Policy or Legislative enquiries

Ken Eccles Tel:
Taxation Officer Fax:
Email:

Limited Company Tax

Karen Drysdale Tel:
Senior Assistant Taxation Officer Fax:
Email:

Large Unincorporated Business Tax

Tanya Lee Tel:
Senior Assistant Taxation Officer Fax:
Email:

Genera Guide

general@taxation.gov.fk
(+500) 27288
(+500) 27287

(+500) 27288
(+500) 27287
keccles@taxation.gov.fk

(+500) 27288
(+500) 27287
kdrysdale@taxation.gov.fk

(+500) 27288
(+500) 27287
tlee@taxation.gov.fk

Individual, Small Unincorporated Businesses, Employer, General Issues

Tracy Freeman Tel:
Assistant Taxation Officer Fax:
Email:
Angeline Clarke Tel:
Assistant Taxation Officer Fax:
Email:
Tina Hirtle Tel:
Assistant Taxation Officer Fax:
Email:

(+500) 27288
(+500) 27287
tfreeman@taxation.gov.fk

(+500) 27288
(+500) 27287
aclarke@taxation.gov.fk

(+500) 27288
(+500) 27287
thirtle@taxation.gov.fk

General Enquiries on POAT returns, Payments of Tax

Tara Caswell Tel:
Data Clerk Fax:

Email:
Appendix

(+500) 27288
(+500) 27287
tcaswell@taxation.gov.fk

Summary of current Fl tax legislation, amending legislation and regulations
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1.

2.

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

The Taxes Ordinance 1997

Income Tax (Annual Values) Rules 1997
[Rules as to taxation of benefits-in-kind provided by employers]

Income Tax (Apportionment of Deductions) Rules 1997
[Rules for determining proportion of deductions available to certain individuals]

The Payment on Account of Tax (Employees Deductions) Rules 1997
- As amended by the Payment on Account of Tax (Amendment) Regulations 1999
[Regulations providing for operation of POAT scheme]

Taxes (Falkland Islands Pension Scheme) Ordinance 1997

[Providing for tax relief for payments into the new FI Pension Scheme]

Taxes (Amendment) Ordinance 1998

Taxes (Amendment) Ordinance 1999

Taxes (Amendment) (No. 2) Ordinance 1999

Taxes (Recognised Stock Exchanges) Order 1999

Taxes (Amendment) Ordinance 2000

Taxes (Amendment) (No. 2) Ordinance 2000

Taxes (Amendment) Ordinance 2002

Taxes (Amendment) Bill 2003

The Taxes (Excess Benefits) Rules 1994

Taxes (Benefits in Kind) Rules 2003

Taxes (Benefits in Kind)(Amendment) Regulations 2004

Taxes Extra Statutory Concessions

In addition, the Falkland Islands has a Double Taxation Agreement with the UK. There

are no other Double Taxation Agreements in existence or being negotiated
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(No. 14 of 1997)

(No. 21 of 1997)
[Gazette N0.28/1997]

(No. 22 of 1997)
[Gazette N0.30/1997]

(No. 23 of 1997)
[Gazette N0.29/1997]

(No. 35 of 1999)
[Gazette N0.23/1999]

(No. 21 of 1997)
[Gazette N0.31/1997]

(No. 26 of 1998)
[Gazette N0.31/1998]

(No. 13 of 1999)
[Gazette N0.18/1999]

(No. 16 of 1999)
[Gazette N0.23/1999]

(No. 18 of 1999)
[Gazette N0.13/1999]

(No. 13 of 2000)
[Gazette N0.14/2000]

(No. 14 of 2000)
[Gazette N0.14/2000]

(No. 23 of 2002)

(No. 23 of 2003)
[Gazette No.

(No. 30 of 1994)
[Gazette No. 30/1994]

(No. 27 of 2003)

(No. 2 of 2004)
[Gazette No. 3, Vol. 15]

[Gazette No. 3, Vol. 15]

(No. 37 of 1996)
[Gazette No. 29/1996]

Copies of the above can be purchased from the Secretariat, Stanley or the Taxation Office,

Stanley.

20.

21.

22.

23.

The Retirement Pensions Ordinance 1996
The Retirement Pensions (Amendment) Ordinance 1998
The Retirement Pensions (General Provisions) Regulations 1996

The Retirement Pensions (Prescribed Rates) Regulations 1996

Copies of the Retirement Pensions legislation and regulations may be purchased by contacting the Pension Office in Stanley.




