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Colombian Tax Reform
Last Wednesday October 19, 2016 the Colombian Government 
introduced with the Congress a tax bill proposing important 
changes to the Colombian tax system. Should the tax bill be 
enacted as a law before December 31st, 2016, the respective 
changes would be applicable as of FY17. 

Key ProPosals of the tax bill 

1. income tax for individuals: the income tax would be 
determined based on a schedular system that would 
comprise 5 different types or earnings: (i) labour related 
earnings, (ii) pensions, (iii) capital earnings, (iv) non-labour 
earnings, and (v) dividends and participations. 
 
The rate would be progressive between 0% and 35%. 

2. income tax

a)  income tax rate for entities

  -  In FY 17 and FY18 the rate would be 34% and 33% 
       respectively;

  -  In FY17 and in FY18 a tax surcharge of 5% and 3% 
  respectively would be applicable;

  -  As of FY19 the income tax rate would be 32%;

  -  As of FY17 Free Trade Zone users would be subject to the       
  general tax rate less 10% percentage points;

  -  As of FY17 profits of (i) hotel sector (new projects), (ii) 
housing construction industry (iii) industrial and 
commercial entities of the State and mixed economy 
entities, and (iv) entities benefited from dispositions of 
Law 1429, would be subject to a 9% income tax rate;

  -  The current CREE tax and its surcharge would be 
eliminated.

b)  Dividends

A new tax on dividends is proposed, the applicable rate 
would be 10%.

In the event that de dividends are paid out of profits 
that were not subject to corporate income tax in the 
hands of the distributing entity then a 35% rate would 
be applicable and upon the remaining balance the 
mentioned 10% would be applicable.

This would be represent an effective rate of 38,8% in the 
first case and of 41,5% in the second case when adding 
the tax paid in the hands of the distributing entity and the 
one paid by the shareholder. 

The new tax on dividends would be applicable upon 
distribution of profits originated as of FY17.

c)  taxable base: as of FY17 the calculation base for the 
income tax would be determined on the currently 
enforceable accounting principles i.e. IFRS (adopted in 
recent years). 

As of FY17 the presumptive income (minimum alternative 
tax base) would be increased to 4%;

d)  tax losses: tax losses generated as of FY17 would be 
available for utilization only in the following subsequent 
8 years.

The utilization of income tax and CREE tax accumulated 
losses to FY16 would also be available for an 8 years 
term. The amount to be offset would be subject to a 
proportionality calculation; 

e)  Payments to non-cooperative jurisdictions: payments to 
entities located in non-cooperative jurisdictions would 
not be deductible, except if subject to withholding tax at 
a 35% rate.

3. transfer pricing

a)  introduction of the country by country report: as of FY16 
multinationals with tax residency in Colombia and whose 
income exceed 81.000 UVT (approx. COP 2,4 Billion) 
would be required to file information regarding the 
allocation of taxes and income and consolidated financial 
statements; 

b)  Master and local file: taxpayers would be required to file 
a master report of the multinational group and a local 
report with relevant information;

c)  Comparable uncontrolled price method: the comparable 
uncontrolled price method would be established as the 
most appropriate method to compare operations of basic 
products or raw material;

d)  Penalties: the calculation base of penalties would 
correspond to the amount of the respective operation.

4. Wealth tax: the wealth tax would not be extended. 
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5. Withholding taxes: the withholding tax rate applicable to 
payments to foreign entities would be increased to 15% 
for most of the concepts. Payments to non-cooperative 
jurisdictions would be equivalent to 35%. Differential rates 
would be applicable to specific type of payments, such 
as reinsurance premiums ceded by Colombian entities 
to foreign reinsurers which would be subject to a 1% 
withholding rate.

6. Mandatory disclosure rules: following the guidelines of 
Action 12 of the OECD´s BEPS plan, as of FY19 a disclosure 
regime of aggressive tax planning strategies would be 
applicable (taxpayers and its advisors). 

7. Controlled foreign entities: CFC rules would be introduced 
into the Colombian tax system for resident entities owning 
directly or indirectly a participation equivalent to or higher 
than 10% of the capital of entities located abroad. The 
consolidation would be upon passive income such as 
dividends, interests, exploitation of intangibles etc. 

8. Vat 

a)  rate: the VAT rate would be increased from 16% to 19%. 
The current 5% differential rate would be maintained with 
a re-definition of the goods subject to the same. Likewise 
the list of excluded goods would be re-defined; 

b)  taxable event: the provision of services abroad would 
trigger VAT (via reverse charge), among them digital 
services. The transference of rights would be subject to 
the tax.

9. National consumption tax: mobile internet and data 
services would be subject to the tax at a 4% rate.

10. sugar-sweetened beverages tax: a new tax on 
consumption of sugar-sweetened beverages would be 
introduced. The taxable event would be the production, 
sale and/or importation of sugar-sweetened beverages. The 
taxable persons would be the producer or the importer. The 
rate would be COP $300 per liter.  

11. financial transactions tax: the financial transactions 
tax would be maintained at a 0.4% rate. The progressive 
reduction of the tax rate foreseen in the current law would 
be eliminated.

12. industry and commerce tax(municipal tax): introduction of 
rules for determining the municipal jurisdiction entitled to tax 
the respective operation.  

13. fuel tax: fossil fuel (including all petroleum derivatives) 
used with energetic purposes would be taxed. The taxable 
event would be the sale, importation or retirement for own 
consumption of fossil fuel. The tax would be trigger in a one 
single stage (monophasic). 

14. tax procedure:

a)  statute of limitations of the tax returns: the tax returns 
would be open to be audited for a 3 year term. In the case 
of returns where tax losses are reported or utilized the 
statute of limitations would be of 8 years. The transfer 
pricing returns’ statute of limitations would be of 6 years;

 
b)  tax abusive operations: the general anti-abuse clause 

would be modified; faculties to the tax authority would be 
granted to re-characterize operations and to disregard its 
effects; 

c)  tax sanctions regime: introduction of criteria to apply the 
harmfulness, proportionality, gradualness, and 
favourability principles. Introduction of specific 
circumstances subject to penalty and specific penalties 
for each tax; 

d)  tax evasion crime: the omission of assets and/or inclusion 
of false liabilities in the tax returns, equivalent or higher 
than 7.250 UVT (approx. COP $4.998 million) would be 
subject to prison between 48 and 108 months and to 
a fine of 20% of the asset / liability´s  value. The prison 
penalty would cease if the taxpayer amends its return and 
pays the respective amounts.
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