
TAX NEWSFLASH

KEY TAX SPECIALISTS AT SORAINEN:

Dear cooperation partner,

On 16 June 2008 an income and capital tax treaty and its protocol (as well as 2004 amendments to 
the treaty and its protocol) between Latvia and Italy, signed on 21 May 1997, finally entered into force, 
and is expected to be effective from 1 January 2009. 

The treaty generally follows the OECD Model Convention, though with some deviations:

1) A building site or construction or installation project will constitute a permanent establishment 
only if it lasts more than nine months instead of twelve months as provided in the OECD 
Model Convention.

2) The general rules related to immovable property are supplemented with an additional 
provision. Namely, if the ownership of shares entitles the owner of such shares to the 
enjoyment of immovable property held by the company, the income from direct use, letting, 
or use in any other form of such right to enjoyment are taxed in the contracting state in which 
the immovable property is situated.

3) Gains from the disposal of ships or aircraft operated in international traffic, or movable 
property pertaining to the operation of such ships or aircraft, will be taxable only in the 
contracting state in which the enterprise is situated (and not the place where effective 
management of the enterprise is situated, as provided by the OECD Model Convention).

4) The general rule that the income of sportsmen or artists derived from their personal activities 
can be taxed in the state where such activities are exercised, will not apply if the travelling 
expenses are financed by the state in which the artist or sportsman is resident. In such cases, 
the income derived will be taxable only in the state in which the artist or the sportsman is 
resident. 

5) The treaty also provides special rules for professors and researchers carrying out their 
activity in universities or public schools in another contracting state. In such cases the 
income of the professors and researches derived from their research in the public interest 
may be exempted from taxation in the state in which the activities are carried out. The period 
of exemption, however, will not exceed two years from the date of their first visit to another 
contracting state for the purpose of such research.

The maximum withholding tax rates provided by the treaty are as follows:

1) 15% on dividends (and 5% if the beneficial owner is a company that owns at least 10% of the capital of the company paying the 
dividends);

2) 10% on interest (with some exceptions); and

3) 10% on royalties (and 5% for royalties paid for the use of industrial, commercial, and scientific equipment).

However, taking into consideration that the Latvian national corporate tax law provides more favourable treatment with regard to dividends 
and interest paid by Latvian residents to Italian residents, the following withholding rates can normally be applied on:

1) dividends – 0%; and

2) interest – 0 % (withholding tax of 10% must be applied only if the interest is paid to a related company).

To obtain these concessions the Italian resident must qualify as a specific corporation and also pay specific taxes as detailed in Latvia’s 
corporate tax law.

Regarding additional questions please contact our tax specialists.
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