
To develop a commercial activity in Portugal it is important to know the basics of corporation tax in Portugal,
which we present below.

Incidence

Portuguese corporate income tax applies in general to companies but may also be applied to non-legal
entities whose effective headquarters or place of direction is in Portugal, as well to other entities that simply
obtain income in Portuguese territory.

By default, all income arising in any given country can be taxed there, and if they are not taxed in personal
income tax (in an individual’s sphere), then they may be taxed in corporate income tax.

Therefore, not only legal entities incorporated in Portugal are subjected to corporate income tax, as well as
permanent establishments (e.g., an office of a foreign company in Portugal), a legal entity who is being
effectively managed from Portugal (e.g., whose management is made from here), etc.

On the other hand, some foreign legal entities are not taxed in Portugal in corporate income tax, rather in
personal income tax, as happens with entities that solely provide some specific services, e.g., like juridical,
engineering, health, accounting services, etc.

Taxable profit

Regarding taxation, the entity taxed in corporate income tax is usually taxed on its “taxable profit”, which isn’t
simply set by subtracting all its cost to all its revenues, but rather using a “business purpose” rule.

In general terms and according to steady jurisprudence, a company can only deduct the costs in which it
incurred in the conduction of its own interests, not on its shareholders, workers, or managers interests,
neither with third parties.
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For example, if some costs are deemed to be personal expenses of its shareholders, workers, managers,
etc. (e.g., with personal groceries), or incurred with another company and even if one is related to the other
(e.g., interests paid for a loan whose money was spend in another legal entity), those costs won’t be
deducted.

Another specific of the Portuguese regime, is the so-called “tributação autónoma”, through which the state
taxes some expenses regardless of the company having profit or not.

Costs without support documentation aren’t deductible and taxed at 50%, travel expenses not imputed to a
client at 5%, meal expenses at 10%, bonus above certain limits at 35%, etc.

Tax rates

The tax rates themselves are straight-forward:

·       21% for all entities subjected to corporate income tax.
·       17,5% on the first €25.000 of taxable profit in the case of PME’s (small or medium companies which
must be accredited as such by the state).
·       or under some other requisites 12,5% on the first €25.000, if the company is a PME headquartered at
the countryside.

Dividends

A completely different topic is the distribution of its profits to individual or company’s shareholders, being
the former dividends usually taxed in personal income tax, but the latter may be fully exempt from taxation
under certain provisions.

We highly recommend seeking properly tax advice previously to any investing decision, in a case-by-case
and specialized legal approach.
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