


Foreign contractor tax (FCT)

Foreign contractors' tax is the adjusted tax for foreign organizations and individuals that do not operate under Viethamese law and earn income from the
providing services or services associated with goods in Vietnam.

Foreign contractors that are identified as foreign organizations with or without permanent establishments in Vietham or individuals residing or not residing in
Vietnam and conducting business activities in Vietnam.

The definition of “permanent establishment of the foreign enterprise” see at point 1 (Pocket Tax Book 2018 — Corporate Income Tax)

Note: In cases where the Agreements on Avoidance of Double Taxation signed by the Socialist Republic of Vietham contain different terms on permanent
establishment or resident, the provisions of that Agreements shall be complied.

Legal Documents

Circular 103/2014/TT-BTC on guidance for fulfillment of tax liability Circular No. 156/2013/TT-BTC guidance on implementation of Law
of foreign entities, individuals doing business in Vietnam or earning on tax administration, Law on the amendments to the Law on tax
income in Vietham. administration, and Decree No. 83/2013/ND-CP.

1. Taxpayers

Organizations established and operated under Vietham’s law or Foreign contractors and foreign sub-contractors do business in
registers its operation under Vietnam law, other organizations and Vietham or earn income in Vietham, and satisfy the following
business individuals: conditions:
o Purchasing services, services attached to goods, or paying o Having permanent establishment @) in Vietham or being resident
income incurring in  Vietham under main contracts or @in Vietnam.
subcontracts; o The period of business operation in Vietnam under the main
o Purchasing goods in the form of on-spot ex-import or under contract or subcontract is at least 183 days from the effective
Incoterms; date of the contract or subcontract.
o Distributing goods or providing services on behalf of foreign o Applying Vietnam’s accounting practice and tax registration,
entities in Vietnam. having tax code

) See details in the definition of "permanent establishment" in Part 1 (Pocket Tax Book 2018 — Corporate Income Tax).

) See details in the definition of "resident individual" in Part 1 (Pocket Tax Book 2018 — Personal Income Tax).
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2. Basis for FCT determination
2.1. Applicable taxes
Foreign contractors, foreign sub-contractors are required to perform the following tax obligations:

Value added tax (VAT) and personal income tax (for foreign
individuals doing business).

Value added tax (VAT) and corporate income tax (for business
organizations);

Objects subject to VAT:

Services or services attached to goods subject to VAT that are provided by foreign contractors and foreign sub-contractors under main contracts and
subcontracts and used for manufacture, sale, and consumption in Vietnam.

CIT taxable income:

Incomes from provision of goods, services, and services attached to goods in Vietham under main contracts and subcontracts (except for the case in Article
2 Circular 103/2014/TT-BTC).

If goods is delivered to a location in Vietnam (except for the case in Clause 5 Article 2 Circular 103/2014/TT-BTC), or goods provision is attached to some
services provided in Vietham such as marketing, sale promotion, installation, test run, warranty, maintenance, replacement, and other services (including
complimentary services), whether or not such services are part of the goods supply contract, then income subject to corporate income tax of foreign
contractors and foreign sub-contractors is the total value of goods/services.

Incomes incurring in Vietham in any form under main contracts or sub-contracts, regardless of the location where the contractor of subcontractor operate their
business. Detail as following:

Income from transfer of asset use right, ownership, transfer of the
right to participate in business contracts/ projects in Vietnam, transfer
of property right in Vietnam.

Income from copyright means any income paid for the right to use,
transfer of intellectual property rights and technology transfer,
software copyright.

Income from transfer and liquidation of assets.
Income from securities transfer.

Fines and compensations paid by parties breaching contracts.
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Income from loan interest means income from loans; income from
deposit interest (except for deposit interest of foreigners and interest
derived from deposit accounts meant to sustain operation in Vietnam
of diplomatic missions, representative offices of international
organizations and non-governmental organizations in Vietnam);
income from interest on late payment under contracts; income from
bond interest and bond discounts (except for tax-free bonds),
treasury bills; income from deposit certificates.

Other incomes defined by law.

The personal income tax obligation shall be implemented in accordance with the law on personal income tax (see Section I. Personal Income Tax)

www.crowe.vn



3. FCT declaration and calculation method

3.1. Declaration method

By this method, foreign contractors pay VAT by the deduction method and pay the foreign contractor tax on the basis of declaration of revenue, which is similar
to that of an enterprise established in Vietnam (see sections Il and Il1).

Applicants:

Having permanent establishment ©) in Vietnam, or being resident ® in Vietnam.

The period of business operation in Vietnam under the main contract or subcontract is at least 183 days from the effective date of the contract or
subcontract.
Applying Vietnam’s accounting practice, tax registration and issued with a tax code by tax authority.

©) See details in the definition of "permanent establishment" in Part 1 (Pocket Tax Book 2018 — Corporate Income Tax).

) See details in the definition of "resident individual" in Part 1 (Pocket Tax Book 2018 — Personal Income Tax).

3.2. Direct method

If the foreign contractors fail to meet one of the conditions for applying the tax payment by the declaration method, they shall pay tax according to this method.
Accordingly, pay VAT and CIT according to the method of calculation on revenue.

Value-added tax:
VAT payable = VAT taxable revenue X VAT rate on taxable revenue

Foreign contractors must not deduct VAT on goods/services purchased to execute contracts.

Revenue subject to VAT is total revenue from provision of services and services attached to goods subject to VAT received by the foreign contractor
or foreign sub-contractor inclusive of tax payables and any costs (if any) paid by the Vietnamese party on behalf of the foreign contractor or foreign
sub-contractor. (See more detail in Clause 1, Article 12 of Circular 103/2014/TT-BTC)

VAT rate on taxable revenue are detailed at Section 1V, point 3.4.
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Where foreign contractors supply goods or services for conducting oil and gas field prospecting, exploration, development and exploitation activities by direct
method, the Vietnamese party shall have to withhold and pay VAT before payment.

The amount of tax _ The total payment exclusive VAT rate applied to the goods/services
paid on behalf . of VAT provided by the foreign contractor

Corporate income tax:

CIT payable CIT taxable revenue X CIT rate on taxable revenue

CIT taxable revenue is the total revenue exclusive of VAT received by the foreign contractor or foreign sub-contractor, inclusive of tax payables.
Revenue subject to CIT includes the expenses paid by the Vietnamese party on behalf of the foreign contractor or foreign sub-contractor (if any). (See
also detail in Clause 1, Article 13 of Circular 103/2014/TT-BTC).

CIT rate on taxable revenue are detailed at Section IV, point 3.4.

3.3. Hybrid method
In this method, foreign contractors pay VAT by the deduction method, and pay CIT according to percentage of revenue.
Applicants:
Foreign contractors satisfy all of three following conditions:
Having a permanent establishment in Vietnam or being resident in Vietnam.
The period of business operation on Vietnam under the main contract or subcontract is at least 183 days from the effective date of the contract.

Implementation of accounting in accordance with the law on accounting and guidance of the Ministry of Finance.
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3.4. Tax rate on revenue in some cases:

4. FCT declaration and finalization

Dossier for FCT declaration and finalization

CIT who cannot
Subjects VAT rate rate be produced
in Vietham
Tradmg: d|str|but|on., supply of goods, mater!als, Construction, installation, whether or not
machinery and equipment attached to services . . : : : 5% 2%
in Vietham (including those provided in the form ITEVENE M, e el Ce s
of on-spot ex-imports, except for goods | Exemption 1% . . o
P P : P oot P ° Other business and production activities, 3%
rocessed under processing contracts with P
Ifoorei n or anizations and indisiduals)' supply of transport (including sea transport and air | (international
gn org » SUPPY transport) transport is
goods under Incoterms ) 2%
imposed a
Services, lease of machinery and equipment, tax rate of
. L 5% 5% 0%)
insurance, lease of oilrig.
. . Transfer of securities, deposit certificates, .
Restaurant, hotel, casino management services 5% 10% . . o Exemption 0.1%
reinsurance abroad, reinsurance commission
Derivative financial servi Exemption 2% . .
erivative financial services emptio 0 Loan interest Exemption 5%
Lease of aircraft, aircraft engines, spare parts of Tax_ 20 Income from copyright Exemption 10%
aircrafts and ships exemption
for those

For the case where the contractor chooses the "declaration method", the manner of declaration and settlement shall be the same as that of Viethamese
enterprises, as specified in Sections | and lll.

For the case of contractor selection of "direct method" and "mixed method", follow the instructions below.
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In case of paying VAT
directly calculated on

added value, CIT shall be

calculated according to
percentage of revenue
(direct method)

In case of paying VAT by

the deduction method,
CIT shall be paid
according to the

percentage of revenue
(mixed method)

Tax declaration form No.
O01/NTNN (for Viethamese
parties withheld and paid on
behalf of foreign

Tax declaration form No.
03/NTNN (for foreign
contractors directly paying
CIT according to percentage

On each occasion: within 10
days from the date of
payment for foreign
contractors.

In cases where the
Viethamese party pays the
foreign contractor several
times a month, the tax

Declaration of VAT by
deduction method: the same
as for Viethamese
enterprises.

Declaration of CIT in
percentage of revenue:
declaration made on each
occasion within 10 days from

. contractors). of taxable revenue).
Dossier for
FCT A copy of the contract
declaration certified by the taxpayer. A copy of the contract
A copy of business license certified by the taxpayer.
with certification of A copy of business license
taxpayers. with certification of
taxpayers.
Declaration of contractors Declaration of contractors'
tax finalization in accordance tax finalization in accordance
with Form No 02 / NTNN (for with Form No 04/NTNN (for
Viethamese parties foreign contractors directly
withholding and paying taxes paying CIT according to
on behalf of foreign percentage of revenue for
contractors). tax calculation).
) A list of foreign contractors A list of Viethamese
Dossier for and subcontractors subcontractors participating
i F_CT_ participating in the in the performance of the
finalization

performance of contractor
contracts in accordance with
Form No 02-1 / NTNN, 02-2 /
NTNN.

A list of tax payment
documents.

The contractor's liquidation
(if any).

contractor contract in
accordance with Form No
02-2 / NTNN.

A list of tax payment
documents.

The contractor's liquidation
(if any).

Tax ] declaration may be made on day as foreign contractors
declaration a monthly basis instead of received the settlement.
period the declaration made on In cases where foreign
each occasion of payment to contractors receive monthly
the foreign contractor: no payments, they may register
later than 20th of the their tax returns on a
following month. monthly basis instead of
making declarations on each
occasion: no later than 20th
of the following month.
Flnallgatlon Within 45 days of the end of the contract.
period
Place to
submit
Dossier for
declaration Tax authorities directly managing the company.
and
finalization
of FCT
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Crowe About Crowe Vietnam

Hanoi office Crowe Vietnam Co., Ltd ( “Crowe Vietnam”), founded in 2008 with offices in both Hanoi and Ho Chi
Minh city, is one of the leading mid-tier auditing, accounting and advisory service firms in Vietnam.

Room 1205, 12 Floor, IPH Crowe Vietnam currently offers Audit, Accounting, Tax, Outsourcing, Business Advisory and Training.

Office Tower, 241 Xuan Thuy
Street, Crowe Vietnam is a full member of Crowe Global, which is ranked among the top 10 largest global

network of independent audit, accounting and advisory services firms in the world and ranked No. 6th

Cau Giay District, in Asia Pacific region.

Hanoi Our firm is well-established as a leader in its national business community and is staffed by nationals,
Tel: +84 24 7300 6386 and we are committed to international standard service, efficient service delivery processes and a

common set of core values that guide our decisions daily.
Fax: +84 24 2220 8335

Ho Chi Minh office

14™ Floor, TNR Tower, 180-192
Nguyen Cong Tru Street,

District 1,

Ho Chi Minh City

Tel: +84 28 7300 6386
Fax: +84 28 3827 8517

www.crowe.vn
customercare@crowe.vn

Crowe Vietnam is a member of Crowe Global, a Swiss verein. Each member firm of Crowe Global is a separate and independent legal entity. Crowe Vietham
and its affiliates are not responsible or liable for any acts or omissions of Crowe Global or any other member of Crowe Global.
© 2018 Crowe Vietnam

Note: General news in this publication is provided without liability. The content of the publication only includes general information on issues of concern and, therefore, does
not constitute professional advice. Documents in the form of official letters are for reference only and cannot apply to all cases. Please contact us for more information.
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Our services

We understand the client's business and create customized solutions to bring valued services together with commitment to delivering highest international
standards and technical excellence.

Audit Tax Accounting/Bookkeeping Payroll Outsourcing
Financial statement audit Tax Compliance Assistance Initial setup of accounting r Monthly Payroll calculation
under VAS & IFRS Tax Review system ¢ (including PIT, Compulsory
Special review engagements Tax Advisory Chief Accountant services Gl insurances)

Financial Due Diligence for Visit for more Preparation of financial Preparation of Payslips
M&A engagements - reports under VAS/IFRS Annual PIT Finalization
Visit for more Visit for more Visit for more

Advisory Risk Japan Desk Transfer Pricing
Business start-up support Internal Audit ﬁ As a Japanese enterprise, do Preparation of transfer-
Business planning and Corporate Governance EY you need assistance to set up pricing documentation
strategy support Technology Risk < » and maintain operations in Transfer Pricing audit

{ Vietham? defense

Business restructuring Risk Management

Visit for more Visit for more Visit for more Due Diligence

Visit for more

Newsletter

1 At Crowe Vietnam, we wish to make valuable contribution towards the socio-economic
development by passing along our professional knowledge to community and making
legislative news widespread. We continuously invest our resources, both human and
physical, in newsletter service to provide fruitful updates to everyone who wants to engage
with our content at no charge.

Visit for more
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Note: General news in this publication is provided without liability. The content of the publication only includes general information on issues of concern and, therefore, does
not constitute professional advice. Documents in the form of official letters are for reference only and cannot apply to all cases. Please contact us for more information.
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