INDOCHINE
(@l COUNSEL

Business Law Practitioners

SpecialAlert

June 2024 www.indochinecounsel.com

Proposed Change in Corporate Income Tax Rules and
Impacts on Cross-border M&A Transactions

On 11 June 2024, the Ministry of Finance published a Draft Law on Corporate Income Tax (the “Draft
CIT Law”) introducing revolutionary reforms. One of the significant changes includes a transformation
in how CIT is calculated for foreign entities engaged in capital transfer transactions in Vietham.

Proposed Change

Under the Draft CIT Law, foreign entities, regardless of whether they have a permanent
establishment in Vietnam, will be subject to a proposed tax rate of 2% on gross sale proceeds from
capital transfers. This means that even in the absence of capital gains, foreign corporate investors
transferring capital in Vietnam will still be liable for this tax, which is significantly more onerous than
the current regulation.

Aspect Current Regulation Proposed Change
Tax rate 20% on actual gains 2% on gross sale proceeds
Applicability If there are actual gains Regardless of actual gains

The proposed change mirrors the flat tax rate mode applied to capital transfers by individuals under
the existing Circular No. 111/2013/TT-BTC of the Ministry of Finance since 2013. Accordingly,
individuals, both residents and non-residents, are levied a tax rate of 0.1% on the gross sale
proceeds.

On a separate note, the tax rate applicable to the transfer of securities (e.g., shares of public
companies) by foreign investors remains unchanged at 0.1% on the gross sale proceeds under the
Draft CIT Law. Additionally, the tax rate applicable to capital transfers by Viethamese entities remains
unchanged at 20% on the actual gains.
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Implications for M&A Transactions

The proposed revisions could exert a significant influence on M&A Transactions involving foreign
entities:

Increased tax A flat 2% tax on capital transfers, even with no gains, may deter potential
burden foreign investors

Transaction More intricate structuring may be required for M&A deals, increasing
structuring complexity and costs

Valuation Cross-border transaction valuation models may need recalibrating to account
adjustments for these new tax obligations

Strategic Considerations

While still in draft form, this change signals a potential shift towards a more assertive tax regime for
foreign entities. Immediate action is advised to assess current structures and seek expert consultation
to navigate this impending change effectively. Our team stands ready to provide guidance and
support in preparing for and adapting to these potential regulatory shifts.
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About Indochine Counsel

Established in October 2006, Indochine Counsel is a leading commercial law firm in Vietham. Our
firm is ideally positioned to assist international investors and foreign firms to navigate the legal
landscape in one of Asia's most dynamic and challenging countries. We also take pride in our
services offered to domestic clients in searching for opportunities abroad. With over 45 lawyers many
of whom have been trained abroad and staffs in two offices, Ho Chi Minh City and Hanoi, Indochine
Counsel offers expertise in a dozen practice areas and provides assistance throughout the entire life
cycle of your business.

Indochine Counsel represents and advises clients on all legal aspects in the following major areas of
expertise:

Anti-trust & Competition Labour & Employment

Banking & Finance Litigation & Dispute Resolution

Corporate & Commercial Mergers & Acquisitions

Energy, Natural Resources & Infrastructure Real Estate & Construction

Intellectual Property Securities & Capital Markets

Inward Investment Technology, Media & Telecommunications

A full list of partners, associates and other professionals is available on our website.
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Contact Us

For further information or assistance, please contact the following Indochine professionals:
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Dang The Duc
Managing Partner
duc.dang@indochinecounsel.com

Ngo Dang Loc

Associate | Deputy Head of Banking &

Finance, Capital Markets
loc.ngo@indochinecounsel.com

Ho Chi Minh City
Unit 305, 3rd Floor, Centec Tower
72-74 Nguyen Thi Minh Khai, District 3
Ho Chi Minh City, Vietnam
+84 28 3823 9640
+84 28 3823 9641
info@indochinecounsel.com

www.indochinecounsel.com

Pham Hoang Vu

Associate | Deputy Head of Projects &

Infrastructure
vu.pham@indochinecounsel.com

Hanoi
Unit 705, 7th Floor, CMC Tower
Duy Tan Street, Cau Giay District
Hanoi, Vietham
+84 24 3795 5261
+84 24 3795 5262
hanoi@indochinecounsel.com

This Special Alert is designed to provide our clients and contacts with general information of the relevant topic for

reference only, without the assumption of a duty of care by Indochine Counsel. The information provided is not
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