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On December 19, 2013, the 
Parliament of Latvia adopted 
changes to the Latvian Civil Pro-
cedure Law (Civilprocesa likums, 
CPL). The amendments took ef-
fect on January 4, 2014. While 
the number of amended articles 

is not large, the amendments 
significantly change the 

rules of civil litigation in 
Latvia.

A move toward a 
clear three-step 
litigation system
Since adoption of CPL 

in 1998 and even ear-
lier, in the preceding Civil 

Procedure Code (Civilproc-
esa kodekss), the functions of 

courts of first instance were split 
between city (district) courts 
(pilsētas [rajona] tiesas), which 
functioned as courts of first in-
stance only, and regional courts 
(apgabaltiesas), which func-
tioned mainly as courts of appeal 
but in certain cases as courts of 
first instance as well. Regional 
courts had jurisdiction as first in-
stance courts over cases where 
the amount of a claim exceeded 
150,000 Latvian Lats1 (around 
215,000 euros).
This distinction was justified 
by the argument that regional 
courts, as highly qualified and 
more experienced, should deal 
in the first instance with cases 
of particular importance or com-
plexity. Such an argument seems 
valid in light of other areas which 

remain under the jurisdiction of 
regional courts, such as cases 
where the title to real estate is 
disputed, cases regarding insol-
vency and liquidation of banks 
and other credit institutions, or 
cases regarding the infringement 
of trademarks, patents or indi-
cations of geographical origin2. 
However, that argument appears 
insufficient to justify the jurisdic-
tion of regional courts as first 
instance courts over the cases 
where the amount of a claim ex-
ceeds a particular sum. In recent 
years this argument was criticized 
by several legal scholars and prac-
titioners – including the author of 
the present paper.
Finally, the critics were success-
ful, and now all cases – unless 
they fall under the competence 
of regional courts on other spe-
cific grounds – are subject to the 
jurisdiction of city (district) courts 
irrespective of the amount of a 
claim. However, the cases with 
a claim of a certain amount and 
initiated before January 4, 2014, 
will be examined and judgments 
given by regional courts. 

Making the Latvian 
court system clearer
It should be emphasized that the 
implemented amendments do 
not seem final in this respect. The 
government has made clear its 
intention to completely remove 
the competence of regional 
courts over litigation in the first 
instance, thus making the Latvi-

an court system clearer both for 
foreign investors and for citizens 
and legal entities of Latvia.

Increased role for 
attorneys-at-law
Due to the recent amendments 
natural persons are allowed to be 
represented for the cassation pro-
cedure at the Supreme Court on-
ly by themselves or by profession-
al attorneys-at-law (zvērināts 
advokāts), not by someone with 
a power of attorney.
Similarly, legal entities may be rep-
resented for the cassation proce-
dure only by the members of their 
management boards or other 
officials or by professional attor-
neys-at-law. Moreover, on Febru-
ary 7, 2014, the Latvian Consti-
tutional Court (Satversmes tiesa) 
adopted an important judgment 
in case 2013-04-01. This judg-
ment attaches particular impor-
tance to the role of professional 
attorneys-at-law in representing 
natural persons and legal entities. 
Among other things, the Consti-
tutional Court has emphasized 
the role of professional attorneys-
at-law in providing trustworthy, 
accessible and presumably quali-
fied legal aid to any individual 
and entity that needs such aid. 
At present there are ongoing dis-
cussions in Latvia regarding the 
increased role of professional at-
torneys-at-law in representing the 
parties at the courts of all instanc-
es. Thus, further amendments to 
CPL in this respect are possible.

LatVIa

Important changes to the Latvian  
court system
Simplification of jurisdictional provisions and increased role for attorneys-at-law
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“the recent amendments to the Latvian Civil Procedure Law 
will significantly change the rules of civil litigation in Latvia”
Dr. iur. Lauris Rasnacs, ECOVIS Convents, Riga, Latvia

1 As this provision was valid until 
the beginning of January 2014, 
the amount of a claim was 
expressed by law only in Latvian 
Lats, at that time the official 
currency.

2 Cases regarding infringement 
of patents, trademarks and indi-
cations of geographical origin, 
as well of annulment of the 
registered rights thereof fall un-
der the exclusive jurisdiction of 
the Riga regional court; the four 
other regional courts (Kurzeme, 
Zemgale, Vidzeme and Latgale) 
do not deal with such cases.
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Those who plan to register a 
company in the new Year of the 
Horse have good fortune on their 
side – for example in the amend-
ment to PRC Company Law is-
sued on December 28, 2013, and 
in effect since March 1, 2014.
The revised paragraphs are all re-
lated to registration requirements 
and procedures, lowering the 
threshold for newly set-up com-
panies and ultimately making it 
easier to register new businesses, 
as shown in Figure 1.
Though it is beneficial to new 
companies, it should also be clear 
that this is just a general amend-
ment to Company Law, suggest-
ing that possible further inter-
pretation and implementation of 
rules may follow in the near fu-
ture.
Foreign-invested enterprises may 
not fully enjoy the benefits of the 
amendment, as they are also sub-
ject to the laws and regulations 
governing incorporation and op-
eration of foreign-invested enter-
prises. Further details on how to 
apply these amendments to for-
eign-invested enterprises are yet 
to be published.
In addition, exceptions to Com-
pany Law will also occur when 
other PRC laws, administrative 
regulations and State Council de-
cisions require them regarding 
registration requirements. There-
fore, companies need thorough 
knowledge of other regulations 
affecting their specific business. 
Moreover, when industry-specif-
ic laws and regulations stipulate 
otherwise, the more specific law 

will prevail. There-
fore we recommend 
that companies first 
fully understand 
their industry be-
fore looking at the 
amended Com-
pany Law. As a re-
sponse to the ini-
tial Company Law, 
the Amendment 
by the State Council of the PRC 
was issued on February 7, 2014, 
drastically changing the nature 
of industry and commerce regis-
tration.
These reforms are expected to 
change the Chinese market, 
making it more advantageous 
for creditworthy investments and 
potentially threatening the surviv-
al of the others, with the hope of 
making the Chinese market more 
dependable and trustworthy. So 
what do all these changes mean 
to us?

1. Streamlining the market 
access requirement

 All aspects of registered capi-
tal, including investment 
amounts, means and time-
frame for contributing in-
vestment, can be negotiated 
among shareholders.

 No minimum amount of reg-
istered capital required, unless 
otherwise stipulated.

 There will be no capital verifi-
cation or registration regard-
ing injected capital.

 Corporation Annual Inspec-
tion will be cancelled.

 Valid documents certifying the 

right to use an office/domicile, 
such as a leasing contract, will 
only be required for address 
registration.

 Digital Business Licenses may 
be applied for online, making 
it more convenient.

2. Reinforcing credit  
supervision

 The investment amount, 
means and time frame for the 
contributing investment and 
the capital injected shall be 
disclosed to the public through 
the Credit Publicity System.

 The submission of annual re-
ports for disclosure will be re-
quired. Both companies and 
individuals can find the credit 
records concerning their busi-
ness partner in an online sys-
tem.

 Companies who conceal facts 
or commit fraud will be re-
corded in a governmental 
blacklist, which can be seen by 
everyone.

However, certain industries are 
still under restriction for the sake 
of market security, especially 
bank roll management compa-
nies and investment companies. 

ChIna

new companies in China:  
amended Company Law lowers the bar

“amended Company Law eases company setup in China, but the details are key! 
Companies need to know all the regulations affecting their specific business.”
Richard hoffmann, ECOVIS Beijing, China
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TIP
For more information, visit 
our blog at  
www.ecovis.com/focus- 
china
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non-UK residents with residential 
property in the UK
the way non-UK residents hold property there is changing. 
here’s some initial guidance on what can be done in response to that change.
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The preferred option for non-
resident property purchasers 
used to be to hold the property 
through an offshore company in 
which they owned all the shares. 
This offered both Stamp Duty 
and Stamp Duty Land Tax (’SDLT’) 
savings based on the fact that 
the purchase and sale of such 
properties can be achieved via 
the sale of shares in the non-res-
ident company. Shares in the off-
shore company are also treated 
as foreign assets and are there-
fore outside the scope of UK In-
heritance Tax (‘IHT’). Personally 
owned UK property is subject to 
IHT on the death of its owner, 
even if that owner is non-resi-
dent and non-domiciled. The rate 
is 40%, above a nil-rate band of 
£325,000. Legislation has been 
introduced to discourage buyers 
from buying and holding residen-
tial property using ‘non-natural 
persons’ to reduce taxes. The use 

of a corporate structure may still 
make sense, but that will depend 
on the value of the property be-
ing purchased, how the purchase 
is funded, and the domicile of 
the purchaser. The main changes 
are to SDLT, an extension of the 
scope of Capital Gains Tax (‘CGT’) 
and an Annual Tax on Enveloped 
Dwellings (‘ATED’). 

SDLT: The 2012 Finance Act in-
troduced a new 7% SDLT rate on 
the purchase of UK residential 
properties with a value in excess 
of £2 million. Such properties 
purchased through companies 
are subject to a 15% SDLT rate. 
From 20 March 2014, the 15% 
rate was extended to properties 
in excess of £500,000.

CGT: From 6 April 2013, CGT is 
chargeable on the disposal of 
UK residential property in excess 
of £2 million and held through a 

company. The charge applies to 
companies registered in the UK 
and abroad, replacing corpora-
tion tax on such gains. CGT will 
be charged at 28% on the dif-
ference between the sale price 
on disposal and the value of the 
property at 6 April 2013. Taper-
ing relief will apply to gains on 
property which is worth just over 
the £2 million threshold.
From April 2015, non-resident 
individuals disposing of UK resi-
dential property will be subject 
to UK CGT on the gains. This ex-
tends the scope of UK CGT to all 
non-residents – not just the own-
ers of high-value property held in 
a company. A disposal of shares 
in a company owning high-value 
property is not subject to the CGT 
charge. However, such transac-
tions can have serious drawbacks 
from a purchaser’s perspective, 
as the latent CGT liability can be 
deferred but not avoided. A sen-

“the preferred option used to be to hold property through 
an offshore company. new legislation is changing that in some cases.” 
giles Bates, ECOVIS Wingrave Yeats, London, UK
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It pays to look at all the options – both for new purchases and for existing 
corporate holdings. the devil’s in the detail.

sible purchaser would expect a 
discount to account for the risk 
of a future change in legisla-
tion, which could trigger a CGT 
charge, even without a disposal 
of the property.

ATED: This is a tax payable by 
companies on dwellings worth 
more than £2 million at 1 April 
2012, or at the purchase date, 
if later. It came into effect on 1 
April 2013, and is payable each 
year. The amount of the charge 
is worked out using a banding 
system based on the value of the 
property. Properties held by com-
panies are required to be valued 
every 5 years. The next valua-
tion date is April 2017. ATED only 
needs to be paid when the prop-
erty is owned by:

 A company or other corporate 
body (a company that owns 
property in its capacity as a 
trustee of a settlement is not 
included in ATED. If a compa-
ny owns property as a trustee 
of a bare trust, it is the benefi-
cial owner who may be within 
ATED)

 A collective investment vehicle 
(unit trust or Open Ended In-
vestment Company)

 A partnership which includes 
one, or more, of the above.

Relief is available for properties 
let to third parties on a commer-
cial basis and property develop-
ment businesses.

The rates are as follows:

Property Value 
Annual Charge  
1 April 2014 to 
31 March 2015

£2 – £5 million £15,400 

£5 – £10 million £35,900 

£10 – £20 million £71,850

More than £20 million £143,750

Options for future purchasers

Purchase personally, using 
cash, take out life insurance
This is the simplest option. The 
insurance policy is designed to 
pay out an amount to cover the 
UK IHT liability in the event of 
death. Married couples and civil 
partners can use a joint life sec-
ond death policy, to cover the UK 
IHT liability on the non-exempt 
second spouse’s death. Life insur-
ance cover can be very cheap for 
the young to middle-aged.
Purchase personally, using 
bank debt secured on the 
property
This is another simple option. The 
capital value of a mortgage used 
to fund the initial purchase will be 
deductible for IHT, but note that 
if you borrow post-acquisition 
against a UK property, the loan 
will not be deductible for IHT. 
IHT exposure on the mortgaged 
property would be limited to the 
growth in value over the amount 
of the debt.
Purchase by an offshore 
company
For lower value properties, this 
can still be a viable option, al-
though the running costs need to 
be taken into consideration. AT-
ED and CGT are not yet charged 
on properties worth less than £2 
million, but the regime will be ex-
tended to properties valued at £1 
million from 1 April 2015, and to 
properties valued at £500,000 
from 1 April 2016. The charg-
es will be £7,000 per year and 
£3,500 respectively. The exten-
sion of 15% SDLT to properties 
worth over £500,000 may
also be prohibitive. 

Options for current corporate 
owners

Leave things as they are
Offshore company ownership 
currently allows protection from 
UK IHT charges, and enables a 
future sale of the shares free of 
SDLT and CGT. 
Remove the property from 
the company into personal 
ownership
Alternatively, the property could 
be removed from the company 
into personal ownership. No an-
nual ATED charges would then 
be payable, but CGT would still 
be payable on a disposal of the 
property by a non-resident owner 
after 6 April 2015. The property 
would then fall within the scope 
of IHT. Depending on the age 
and health of the owner, a 40% 
IHT charge on death (subject to 
the spouse exemption and IHT 
nil-rate band) is unlikely to com-
pare favourably with an annual 
ATED charge at less than 1%, but 
it could be covered by life insur-
ance as explained above. Finally, 
it is vital that property owners 
have suitable wills in place. This 
should ensure that the property 
passes as he wishes, and can also 
offer tax savings.
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“Beginning in 2014 all external economic operations between
related parties are subject to transfer pricing control.”
Liubov Stavrova, ECOVIS audit-advance, Saint Petersburg, Russia

C ertain provisions of the new 
law were deferred until 2013 

and 2014. For some companies 
transfer pricing was not an is-
sue in 2012 and 2013 due to the 
threshold of 100 million rubles 
for 2012 and 80 million rubles for 
2013, but beginning in 2014 all 
external economic operations be-
tween related parties are subject 
to transfer pricing control.

Scope of transfer pricing 
control
The provisions of the new TC sec-
tion largely correspond to the 
principles of the OECD Trans-
fer Pricing Guidelines but have 
a number of national specifics. 
Prior to the amendments of the 
TC, not just transactions between 
related parties were subject to 
tax regulations, but almost any 
transactions if their prices differ 
by more than 20 % from prices 
applied by independent parties 
(“market prices”).
The new rules apply mainly to 
transactions between related 
parties as well as to those defined 
as equivalent. The latter include 

foreign trade transactions with 
goods traded on world commod-
ity markets, transactions with 
offshore residents and not-direct 
transactions between related 
parties through the mediation of 
independent third parties. 
Transactions between related 
parties in the domestic market 
are subject to tax control only if 
they reach a specified monetary 
level, while the new transfer pric-
ing rules always apply to external 
economic transactions between 
related parties. Tax transfer pric-
ing control is carried out to verify 
the correctness of the calculation 
and payment of profit tax, tax on 
personal income, tax on the ex-
traction of minerals and VAT.

Related parties
Compared to rules used before 
January 1, 2012, the new TC sec-
tion expanded and specified the 
definition of what related par-
ties are. Courts have the power 
to recognize parties as related for 
other reasons.

Market prices
In general, the new rules for de-
termining market prices require 
that prices in controlled transac-
tions correspond to the level of 
prices in comparable transactions 
between independent parties. 
The new TC introduced the pro-
cedure for calculating the price 
range within which the prices of 
goods and services must be set. 
This requires the application of 
certain transfer pricing methods.
The primary method is that of 

comparable market prices. Other 
methods can be applied only if 
this one cannot be used or if its 
application doesn’t allow an in-
formed conclusion about com-
pliance of the prices used in the 
transactions with market prices. 
For what are termed the largest 
taxpayers, the tax authorities may 
conclude agreements on pricing 
for tax purposes.

Documentation and 
reporting on transfer pricing
Taxpayers are required to main-
tain documentation on transfer 
pricing that contains information 
on the price applied in the trans-
action. No form has been estab-
lished for such documentation. 
Tax authorities may require tax-
payers to provide transfer-pricing 
documentation. Such documen-
tation must be provided within 
30 days of receipt of the request. 
However, the tax authorities have 
no right to demand such docu-
mentation before June 1 of the 
following year.
Taxpayers are required to pro-
vide to the tax authorities notice 
of controlled transactions in the 
prescribed form not later than 
May 20 of the following year.

Penalties
Starting in 2014, transfer pricing 
penalties amounting to 20 % of 
the unpaid tax (as of 2017: 40 %) 
will be applied if the price (profit-
ability) deviates from the market 
range and entails underpayment 
of tax.

RUSSIa

transfer pricing 
On January 1, 2012, section V.1 of the tax Code (tC) came into force, 
regulating the prices of transactions between related parties.
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“given recent changes, taxpayers conducting business in Poland should review 
the correctness of the principles they apply in defining the Vat tax point.”
arkadiusz malec, Ecovis System Rewident sp.zo.o., tax advisory Department, Warsaw, Poland

On January 1, 2014, the rules 
concerning the moment the 

VAT tax obligation arises changed 
significantly in Poland. According 
to previous regulations, the tax 
obligation typically arose at the 
moment the invoice was issued. 
If the invoice was not issued 
within the statutory period of 
seven days from the date of de-
livery of goods or performance of 
services, the tax obligation arose 
seven days after the occurrence 
of these events.
For sales made at the end of the 
VAT settlement period, taxpay-
ers had the opportunity – by 
issuing an invoice at any con-
venient time – to affect the set-
tlement of the VAT tax, making 
the VAT come due in the settle-
ment period in which the sale 
was actually made or in the next 
period (if the taxpayer issued the 
invoice in the next settlement 

period, not later than seven days 
from the date of sale). 

The VAT tax point arises
Directive 112 on VAT estab-
lishes the general rule that the 
VAT tax point arises upon deliv-
ery of goods or performance of 
services (Art.63). This Directive 
includes exceptions regarding 
certain transactions and certain 
categories of taxable persons to 
allow Member States to deter-
mine the tax point at another 
time (e.g. at the time of invoice 
issue or, in the absence of in-
voice issue in accordance with 
the rules, in a specific period 
from the date of sale).
In light of Directive 112, the 
Polish regulatory bodies had 
concerns about the compliance 
of existing Polish regulations on 
the VAT tax point with EU regu-
lations and have changed them 

accordingly. Since 2014, the tax 
point rules specified in the Polish 
VAT legislation correspond to 
the general principles laid down 
in Directive 112 – i.e. the tax li-
ability arises upon completion 
of delivery of goods or perform-
ance of services (Article 19a.1 
of the VAT Act). 
If payment is received prior to the 
sale, the Polish regulations remain 
unchanged; the tax point in this 
case is the payment receipt date. 
Compared with the regulations 
in force before 2014, the scope 
of taxable transactions for which 
a specific way to determine the 
tax point existed has been signifi-
cantly reduced. 
In connection with the amend-
ment of VAT regulations, the 
taxpayers conducting business in 
Poland should review the correct-
ness of the principles they apply 
in defining the VAT tax point. 

POLanD

Changes regarding Polish Vat tax point 
the rules defining the specifics of the Vat tax obligation in Poland have been 
changed in compliance with the EC Vat Directive 112.
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