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SUPPLEMENTARY INSTRUCTIONS
1. You should assume that the tax rates and allowances shown below will continue to apply for the foreseeable future
2. Calculations and workings need only be made to the nearest €
3. All apportionments should be made to the nearest month unless stated otherwise
4. All workings should be shown

TAX RATES AND ALLOWANCES

The following tax rates and allowances for 2016 (year of assessment 2017) are to be used in answering the questions.

Individual income tax 

Resident individual tax rates
Married couples – joint computation Other individuals

€ € Rate Subtract – € € € Rate Subtract – €

0 to 12,700 0% 0 0 to 9,100 0% 0
12,701 to 21,200 15% 1,905 9,101 to 14,500 15% 1,365
21,201 to 28,700 25% 4,025 14,501 to 19,500 25% 2,815
28,701 to 60,000 25% 3,905 19,501 to 60,000 25% 2,725
60,001 and over 35% 9,905 60,001 and over 35% 8,725

Parents maintaining a child/paying maintenance
€ € Rate Subtract – €

0 to 10,500 0% 0
10,501 to 15,800 15% 1,575
15,801 to 21,200 25% 3,155
21,201 to 60,000 25% 3,050
60,001 and over 35% 9,050

Non-resident individuals
€ € Rate

0 700 0%
701 3,100 20%

3,101 7,800 30%
7,801 and over 35%

Returned migrants

Married couples Others
€ €

0 to 5,900 0% 0 to 4,200 0%
Remainder 15% Remainder 15%

Capital allowances – Income Tax Act 

Industrial buildings and structures
Initial allowance 10%
Wear and tear allowance 2%

Plant and machinery
Wear and tear allowance as indicated in the question where applicable
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Corporate income tax

Standard rate 35%

Value added tax (VAT)

Standard rate 18%
Reduced rate 5%
Reduced rate – accommodation 7%

Car fringe benefit

Annual value of benefit = (vehicle use + fuel value + maintenance value) x private use percentage

Vehicle use % of vehicle value
Vehicle not more than six years old 17%
Vehicle more than six years old 10%

Fuel value % of vehicle value
Vehicle value not exceeding €28,000 3%
Vehicle value exceeding €28,000 5%

Maintenance value % of vehicle value
Vehicle value not exceeding €28,000 3%
Vehicle value exceeding €28,000 5%

Car value Private use
percentage

Not exceeding €16,310 30%
Exceeding €16,310 but not €21,000 40%
Exceeding €21,000 but not €32,620 50%
Exceeding €32,620 but not €46,600 55%
Exceeding €46,600 60%
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Capital gains

Index of inflation

1988 439·62
1989 443·39
1990 456·61
1991 468·21
1992 475·89
1993 495·60
1994 516·06
1995 536·61
1996 549·95
1997 567·95
1998 580·61
1999 593·00
2000 607·07
2001 624·85
2002 638·54
2003 646·84
2004 664·88
2005 684·88
2006 703·88
2007 712·68
2008 743·05
2009 758·58
2010 770·07
2011 791·02
2012 810·16
2013 821·34
2014 823·89
2015 832·95
2016 838·29

Applicability of increase for inflation

Cost of acquisition/improvements
x

index(yd) – index(ya)
–––––––––––––––––––––––––––– ––––––––––––––––––

1 index(ya)

Where:
index(yd) is the index for the year immediately preceding that in which the transfer is made;
index(ya) is the index for the year immediately preceding that in which the property in question had been acquired
or completed, whichever is the later, or, when it relates to improvements, for the year immediately preceding that in
which the cost of carrying out the improvements was incurred.

Transfer of value

Y = (A – B) + C – D

Where:
‘Y’ represents the value transferred or acquired by a person
‘A’ is the market value of the shares held in the company immediately before the change
‘B’ is the market value of the shares held in the company immediately after the change
‘C’ is the consideration paid by the person for the acquisition of shares or additional shares issued by the company,

where the change consists of an issue of share capital for consideration
‘D’ is the amount paid by the company in respect of a cancellation of shares held by the person, where the change

consists of a reduction of share capital
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Cost of acquisition of shares in the transfer of value

Z = ((A – B)/A) x E

Where: 
‘Z’ represents the amount to be determined
‘A’ is the market value of the shares held by the transferor immediately before the change
‘B’ is the market value of the shares held by the transferor immediately after the change 
‘E’ is the cost of acquisition of the shares held by the transferor immediately before the change

Unutilised provisional tax

Unutilised provisional tax = (0·625 x A) – B

Where:
‘A’ is the total provisional tax paid, during or in respect of the year preceding any year of assessment; and
‘B’ is the tax charged on the chargeable income, and in respect of the same year of assessment

Investment aid regulations

Definition of a medium sized enterprise

An enterprise which is not a small enterprise and:

– has fewer than 250 employees; and
– has an annual turnover not exceeding €50 million and/or annual balance sheet total not exceeding €43 million;

and
– is to be treated as being independent.

Definition of a small enterprise

An enterprise which:

– has fewer than 50 employees; and
– has an annual turnover and/or annual balance sheet total not exceeding €10 million; and
– is to be treated as being independent.

Stamp duty

Standard rate €2 for every €100 in value or part thereof
Property companies (as defined) €5 for every €100 in value or part thereof

Annual market rent (tax accounting)

The annual market rent of immovable property situated in Malta owned and used by a company for the purpose of
its activities (excluding property which is rented by the said company to other parties) is calculated by multiplying the
aggregate surface area in square metres of all floors of such premises so owned and used by €250 per annum.

Tax refund calculation when a company benefits from a reduced rate in terms of a tax treaty

Y = (R – 5%)/R

Where: 
‘Y’ represents the rate to be determined; and
‘R’ represents the reduced rate.
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Section A – BOTH questions are compulsory and MUST be attempted

1 You should assume that today’s date is 1 September 2016

Background

Health Limited

Health Limited, a company incorporated and tax resident in Malta, was registered in March 2009 with an initial share
capital of €1,000,000 divided into 1,000,000 shares of €1 each and carrying equal voting rights. The shares have
always been held in the following proportions:

– George Stivala: 50%
– Miriam Camilleri: 25%
– Karm Tanti: 25%

None of the shareholders are related to each other.

In July 2009, Health Limited acquired a factory of 1,000 square metres for €1,200,000, which amount also
represents the book value of the property. The purchase of the factory was partially financed by a bank loan of
€500,000. The current market value of the factory, as determined by a recent architect’s valuation is €3,000,000.

Fitness Limited

Fitness Limited, a company incorporated and tax resident in Malta, was registered in January 2012 with an initial
share capital of €500,000 divided into 500,000 shares of €1 each and carrying equal voting rights. The shares have
always been held in the following proportions:

– George Stivala: 45%
– Miriam Camilleri: 20%
– Karm Tanti: 20%
– Josette Grech: 15%

None of the shareholders are related to each other.

As at 31 December 2015, Fitness Limited’s financial statements showed a net asset value of €1,000,000.

Fitness Limited’s (loss)/profits before tax since its incorporation have been as follows:

2012: €400,000 loss
2013: €250,000 profit
2014: €350,000 profit
2015: €200,000 profit

Given that the company is not performing well enough, the shareholders are considering liquidating Fitness Limited.

Lifestyle Limited

Lifestyle Limited, a company incorporated and tax resident in Malta, was registered in February 2015 with an initial
share capital of €1,500,000 divided into 1,500,000 shares of €1 each and carrying equal voting rights. The shares
have always been held in the following proportions:

– Josette Grech: 30%
– Noel Delia: 70%

The two shareholders are not related.
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Health Limited Fitness Limited Lifestyle Limited

50% 45% 25% 20% 25%
20% 15% 30% 70%



Transaction

Health Limited is looking to sell the factory in 2016. In view of Josette Grech’s involvement in both Fitness Limited
and Lifestyle Limited, and through her mediation, Lifestyle Limited is considering making an offer of €3,000,000 for
the factory.

In order to transfer the factory to Lifestyle Limited, the following alternatives are being considered:

1. Health Limited transfers the factory to Lifestyle Limited for €3,000,000, and commits to pay Josette Grech
brokerage fees of €90,000 for her involvement in the transaction.

2. Health Limited sells the factory to Fitness Limited for €3,000,000, following which Fitness Limited sells the
factory to Lifestyle Limited thereby not realising any gain on the transfer.

3. Health Limited sells the factory to Fitness Limited for €2,000,000, which amount will also represent the book
value of the factory in Fitness Limited’s financial statements. The purchase amount will remain outstanding to
be paid within a period of five years. Following the transfer of the factory, the shareholders of Fitness Limited will
sell their shares in Fitness Limited to Lifestyle Limited for €1,000,000.

Required:

(a) Draft a letter to the directors of Health Limited explaining the Maltese income tax and stamp duty
implications of each of the three proposed alternatives.

Note: You should assume that the transfers and sales considered in each alternative are to take place in the
period October to December 2016. 

Note: The following mark allocation is provided as guidance for this requirement:

Alternative 1, direct transfer of the factory to Lifestyle Limited 6 marks
Alternative 2, indirect transfer of the factory via Fitness Limited 10 marks
Alternative 3, indirect transfer via a sale of the shares in Fitness Limited 10 marks

(26 marks)

(b) In the case of Alternative 3, support the explanations given in the letter (part (a)) with a calculation of the
tax to be paid by George Stivala, assuming that his marginal rate of tax is 35%. (5 marks)

Professional marks will be awarded for the format and presentation of the letter and the effective communication
of the information. (4 marks)

(35 marks)
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2

Property Management Lux Ltd (PML), a company owned and controlled by an individual who is not resident and not
domiciled in Malta, is incorporated and tax resident in Luxembourg. PML is the 100% shareholder of Property
Management Malta Ltd (PMM), a company incorporated and tax resident in Malta.

PMM holds investments in three companies. Further information about these investments follows.

– A 23% shareholding in Valletta Property BVI Ltd (VPB), a company incorporated and tax resident in the British
Virgin Islands (BVI). VPB’s principal asset is a large palazzo it owns in Valletta, which is divided into three offices
of 200 square metres each. VPB rents out all three offices on a long-term basis for €100,000 per year each.
Two of the offices are rented to law firms, and the third to Global Marketing Malta Ltd (GMM). The rentals are
not treated as active trading income.

– A 9% shareholding in Tuscan Property Italy Ltd (TPI), a company incorporated and tax resident in Italy. TPI owns
ten holiday villas in Tuscany, Italy, from which it makes an annual profit of €1,400,000, which is fully distributed
to its shareholders. PMM’s 9% holding entitles it to a call option to acquire the entire balance of the TPI shares
not held by it.

– A 100% shareholding in GMM, a company incorporated and tax resident in Malta. GMM provides marketing
services to TPI and to other unrelated property management companies, from which it derives a profit of
€250,000 per annum, which is fully distributed to its shareholder.

Required:

(a) Advise on the Malta tax treatment of the income derived by the Property Management Malta Ltd group,
indicating the manner in which the allocation of their profits to the tax accounts should be made, and the
implications of these allocations for any refunds which may be available if the profits are fully distributed as
dividends.

Notes:
1. Other than with respect to Valletta Property BVI Ltd, you are not required to provide supporting

calculations of the actual tax payable/refundable.

2. The following mark allocation is provided as guidance for this requirement:

Valletta Property BVI Ltd 7 marks
Global Marketing Malta Ltd 2 marks
Property Management Malta Ltd 13 marks

(22 marks)

(b) Advise on the income tax treatment of Property Management Lux Ltd, should it sell the shares it holds in
Property Management Malta Ltd. (3 marks)

(25 marks)
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Section B – TWO questions ONLY to be attempted

3 (a) (i) Wind Insurance Ltd (WIL) is a specialised insurance company, incorporated in Malta and licensed under the
Insurance Business Act. WIL provides health and equipment insurance services to individuals who practice
the sport of wind surfing. Its customer base is spread across the world, split as to 40% European Union
(EU) customers and 60% non-EU customers.

Required:

Explain the value added tax (VAT) implications for Wind Insurance Ltd (WIL), with specific reference to:

– the VAT implications of the services offered by WIL;
– the place of supply of the services provided by WIL;
– the registration requirements, if any, applicable to WIL. (7 marks)

(ii) WIL is looking to employ a new chief accountant, who will report directly to the chief financial officer. The
person appointed will be expected to work exclusively in Malta and will be offered a salary package of a
maximum of €45,000. Gloria Kind, an individual resident in Jersey, unmarried, having three years’
experience in the insurance industry is the preferred candidate, but she is having second thoughts as a
salary of €45,000 is not competitive with salaries offered in Jersey. Should she move to Malta, she has
already identified an apartment she could rent for €1,000 a month.

Required:

State the conditions to be satisfied for the application of the preferential tax treatment available to
insurance expatriates, explain how the benefits an insurance expatriate may enjoy can be used to
provide a more tax efficient and competitive salary structure for Gloria Kind, and calculate her tax
liability. (7 marks)

(b) Clive Borg, an individual resident in Malta, is in the business of carving wood and the restoration of woodwork,
and is registered for value added tax (VAT) purposes under Article 10. Clive specialises in the carving of animal
figures, and was recently commissioned by an individual tax resident in Russia to carve a 50 cm high elephant,
and to ship the elephant (following inspection) to the individual’s house in St Petersburg, Russia.

The same Russian individual has also acquired an antique chest from Assisi, Italy, and has asked Clive to restore
the chest in Malta and to ship it, together with the elephant, to his house in St Petersburg.

Required:

Explain the value added tax (VAT) treatment of the supplies to be provided by Clive Borg to his Russian
customer. (6 marks)

(20 marks)
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4 Giggle Limited (GL), a software development company newly incorporated in Malta, is looking to define its salary
structure as well as to determine the various benefits it intends offering its employees. While understanding that Malta
has a robust tax system including the taxation of various fringe benefits, GL wishes to ensure the maximum tax
efficiency in designing its salary structure.

GL is considering offering its employees the following benefits:

– For all staff in a managerial role, stock options in GL which may be exercised on the employee’s sixth anniversary
of working with the company.

– For all staff, other than the directors of the company, the provision (upon request) of an interest free loan of up
to €20,000, payable within five years.

– Heavily subsidised healthy meals at the office canteen for all staff.

– A mini-van service to transport staff to the office and take them back home.

– A car allowance of €4,000 a year for each employee who uses their own car for work.

– The use of a fitness centre at the office free of charge to all staff.

– A long-term service award of €15,000, payable on an employee’s tenth anniversary of working with the
company.

– Assistance to all staff looking to further their studies abroad, which will include financial assistance with respect
to course fees, payment (upon provision of a boarding pass and receipts) of two flights home per year, and a
grant of €200 per month for accommodation.

Required:

Explain the application of the Fringe Benefits Rules with respect to the various benefits Giggle Limited intends
offering its employees.

(20 marks)
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5 (a) Lara Becker, an individual resident and domiciled in Germany, is the 100% shareholder of Squirrel Limited (SL),
a company resident and incorporated in Malta, which is in the business of hotel and property management. SL
currently only manages a hotel in Ireland, but is in the process of acquiring shareholdings in the following
companies from Goncalo Pichel, an individual tax resident in Spain:

(i) A 15% shareholding in Gusta Limited, a company incorporated in Spain, for a consideration of
€1,000,000. Gusta Limited owns a villa in Ibiza which it rents out to tourists visiting the island. The
acquisition contract will be in terms of Spanish law.

(ii) A 10% shareholding in Birgu Hotels Limited (BHL), a company incorporated in Jersey, for a consideration
of €750,000. BHL’s only asset is a hotel in Birgu, Malta. The acquisition contract will be in terms of Jersey
law.

(iii) A 10% shareholding in Birgu Management Limited (BML), a company also incorporated in Jersey, for a
consideration of €300,000. The sole business of BML is the management of the hotel in Birgu, Malta,
owned by BHL. The acquisition contract will be in terms of Jersey law.

All three contracts will be executed in Ibiza, Spain, and the consideration in each case is equal to the real value
as determined for duty purposes.

Required:

Explain the duty on documents and transfers implications, if any, of each of the three share acquisitions
proposed by Squirrel Limited.

Note: Supporting calculations of any duty payable are not required. (9 marks)

(b) Med Transport Limited (MTL), a company registered and managed and controlled in Malta, operates a passenger
ferry service between Cyprus and Lebanon. The ferry boat is flagged under the Maltese flag but when not in
operation is moored in Cyprus.

The captain of the ferry boat is Thomas Zerafa, an individual resident and domiciled in Malta who is employed
under a contract of employment requiring him to work mainly outside Malta. Thomas works on a three-week –
one-week shift basis, whereby he spends three weeks in Cyprus living in a hotel room rented by MTL, and returns
to Malta for one week’s leave when he lives at home with his wife and children. He is also deemed to be tax
resident in Cyprus in terms of Cypriot domestic law.

MTL is in the process of selling the ferry boat to Zeppos Limited, a company registered and managed and
controlled in Cyprus. Zeppos Limited has asked Thomas to remain on as the captain of the ferry boat following
its sale, as an employee of Zeppos Limited, under the same employment conditions.

Malta has double tax treaties with both Cyprus and Lebanon, which can be assumed to be similar in all respects
to the OECD Model Tax Convention.

Required:

(i) Explain in terms of the double tax treaties between Malta and Cyprus and Malta and Lebanon, the rights
(if any) of Cyprus and Lebanon to tax (1) the current operations of Med Transport Limited, and (2) the
profits derived from the transfer of the ferry boat to Zeppos Limited. (3 marks)

(ii) Explain by reference to Malta domestic law and the application of the double tax treaty between Malta
and Cyprus, the tax position of Thomas Zerafa in terms of his current contract of employment with Med
Transport Limited, and whether, and if so how, the position would change should he become an
employee of Zeppos Limited. (8 marks)

(20 marks)

End of Question Paper
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