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§ 101. Short Title 

PART I 
Preliminary 

These Regulations may be cited as the Business Profits Tax Regulations. 

§ 102. Authority 

These Regulations are promulgated pursuant to Section 1472 of the Act. 

§ 103. Definitions 

(a) Unless the context requires otherwise, for the purpose of these Regulations: 

(1) "Act" means the Business Profits Act, Chapter 14 of Title 40. 

(2) "Bank" means a "bank" as defined in Section 1002 of Title 26 that is licensed 
to operate in the Republic. 

(3) "Commencement date" means 151 January 2023. 

(4) "Cross-border transaction" means a transaction between: 

(A) a resident and a non-resident except where the transaction takes place 
wholly in the Republic; 

(B) two residents where the transaction relates to a business carried on 
through a permanent establishment outside the Republic by one or both residents; 
or 

(C) two non-residents where the transaction relates to a business carried 
on through a permanent establishment in the Republic by one of the non
residents. 

(5) "General insurance business" means the business of undertaking liability, by 
way of insurance (including reinsurance), in respect of any loss or damage, including 
liability to pay damages or compensation, contingent upon the happening of a specified 
event, other than a life insurance business. 
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(6) "Installment period", in relation to a taxpayer for a tax year, means the period 
of three (3) months ending on the last day of the third, sixth, ninth, and twelfth months of 
the year. 

(7) "Intangible asset" means: 

(A) a copyright, patent, design or model, plan, secret formula or process, 
trademark, or other like property or right that has a limited useful life and is used 
wholly or partly to derive gross revenue; 

(B) contractual rights (including arising as a result of a prepayment of 
expenses) with a limited term, but which exceeds one (1) year, used wholly or 
partly to derive gross revenue; or 

(C) preliminary expenditure. 

(8) "Life insurance business" means the business of issuing a contract of 
insurance that provides for the payment of money on the death of a person or on the 
happening of a contingency dependent on the termination or continuance of human life. 

(9) "Membership interest", in relation to an entity, means a share in a company, 
an interest in a partnership or trust, or any other ownership interest in an entity. 

(1 0) "Option" means an agreement under which a person has a right to purchase 
an asset from, or a right to sell an asset to, another person within an agreed period of time 
for a specified or determinable price. 

(11) "Preliminary expenditure" means expenditure incurred by a person in 
establishing a business but before the commencement of business operations, but only 
where the business is to be carried on wholly and exclusively to derive gross revenue, 
other than expenditure incurred to acquire tangible personal, or real property, or an 
intangible asset within paragraphs (A) or (B) of the definition of"intangible asset". 

(12) "Property income" means: 

(A) a dividend, interest; royalty; rent; or annuity; or 

(B) a gain on disposal of an asset giving rise to income referred to in Sub
paragraph (A). 
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(13) "Straight-line depreciation" means the calculation ofthe amount of the 
depreciation deduction allowed under Section 1 002(y )( 1 0) of Title 40 for a depreciable 
asset by applying the straight-line rate specified in Regulation 202 against the cost of the 
asset in accordance with these Regulations. 

(14) "Transfer pricing arrangement" means a transaction, or series of transactions, 
that satisfies all the following conditions: 

(A) the transaction is for the supply or acquisition of goods, services, 
money, intangibles, or an asset; 

(B) the transaction is between persons who are associates; and 

(C) the transaction is a cross-border transaction. 

(b) A term used in these Regulations that is defined in Title 40 has the meaning in Title 
40 unless the context requires otherwise. 

§ 104. Exempt income 

For the avoidance of doubt, the treatment of an amount as exempt income under the Act 
or these Regulations is limited to the taxpayer who has derived the amount (referred to as the 
"recipient") and does not extend to any person receiving a payment from the recipient that has 
been made wholly or partly made out of exempt income. 

PART2 
Depreciation 

§ 201. Depreciation of depreciable assets 

(a) A taxpayer may determine the depreciation deduction referred to in Section 
1 002(y)(l 0) of Title 40 according to the straight-line method. 

(b) The depreciation deduction for a depreciable asset for a tax year is calculated by 
reference to the rate of depreciation specified for the asset in Regulation 202. 

(c) If a taxpayer uses a depreciable asset in a tax year partly to derive gross revenue and 
partly for another use, the amount allowed as a deduction under Section 1 002(y)(l 0) of Title 40 
is based on the proportion of the use of the asset that relates to the derivation of gross revenue. 
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(d) If a depreciable asset is not used by a taxpayer for the whole of a tax year to derive 
gross revenue, the amount allowed as a deduction under Section 1002(y)(l0) of Title 40, after 
taking account of Sub-regulation (c), is based on the proportion of the year that the taxpayer used 
the asset to derive gross revenue. 

(e) The total deductions allowed, or that would be allowed but for Sub-regulation (c), to a 
taxpayer in respect of a depreciable asset for the current tax year and all previous tax years must 
not exceed the cost of the asset. 

(f) If the net book value of a depreciable asset of a taxpayer at the end of a tax year is less 
than $300: 

(1) the undepreciated amount of the net book value of the asset is added to the 
taxpayer's depreciation deduction for that year but only to the extent that the asset is used 
to derive gross revenue; and 

(2) the asset is treated as fully depreciated. 

§ 202. Depreciation Rates 

(a) Subject to Sub-regulation (b), the depreciation rates for depreciable assets are set out 
in the table below: 

Class Depreciable Asset Strah~ht-line Rate 
1 Motor vehicles; buses and minibuses with a 25% 

seating capacity of less than 30 passengers; 
goods vehicles with a load capacity of less than 
7 tons; 
computers, computer equipment, data handling 
equipment and software; construction and 
earthmoving equipment 

2 Buses with a seating capacity of30 or more 20% 
passengers; goods vehicles designed to carry or 
pull loads of 7 or more tons; specialized trucks; 
tractors; trailers and trailer-mounted containers; 
and plant and machinery used in manufacturing, 
mining, forestry, or farming operations 

6 



3 Vessels, barges, tugs, and similar water 12.5% 
transportation equipment; aircraft; office 
furniture, fixtures, and equipment; and any 
depreciable asset not included in another class 

4 Buildings and other structural improvements to 5% 
land 

5 Intangible assets Rate determined under 
Sub-regulation (c) 

(b) The depreciation rate applicable to a depreciable asset that has a cost of less than $300 
is 100%. 

(c) The straight-line depreciation rates applicable to intangible assets are: 

(1) for preliminary expenditure, 25%; 
(2) for an intangible asset that is a lease of land, 100% divided by the number of 

years in the useful life of the asset; 
(3) for an intangible asset with a useful life of more than 1 0 years, other than an 

intangible asset referred to in Paragraph (1) or (2), 10%; and 
(4) for any other intangible asset, 100% divided by the number of years in the useful 

life of the asset. 

(d) A person may, subject to Sub-regulations (e) and (f), make an irrevocable election 
to use a lower depreciation rate that the rate specified in respect of a tangible asset described in 
class 1 to 4 of the table in Sub-regulation (a). 

(e) An election under Sub-regulation (d) applies to the net book value of the asset for 
the remainder of its effective life from the latest of: 

a. first day of the person's tax year in which the election is made; or 
b. the date that the asset was installed and ready for use. 

(f) The depreciation rate elected to be used in accordance with Sub-regulation (d) must not 
be less than the depreciation rate that would be allowed in accordance with GAAP. 
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Part3 
Banks and Insurance Companies 

§ 301. Provision for unexpired risks 

(a) A resident company carrying on a general insurance business is allowed a deduction 
for a tax year for the balance of the company's provision for unexpired risks as at the end of the 
year. The deduction is limited to insured risks in the Republic. 

(b) A non-resident company carrying on a general insurance business through a 
permanent establishment in the Republic is allowed a deduction for a tax year for the balance of 
the company's provision for unexpired risks as at the end of the tax year. The deduction is 
limited to insured risks in the Republic accepted by the permanent establishment. 

(c) The amount of the deduction must not exceed the amount required for the provision 
underGAAP. 

(d) A resident or non-resident company carrying on a general insurance business for a tax 
year must include in the gross revenue of the company for the year the amount allowed as a 
deduction to the company under Sub-regulation (a) or (b) in the prior tax year. 

§ 302. Taxation of life insurance companies 

(a) A resident company carrying on a life insurance business (referred to as a "life 
company") is allowed a deduction for a tax year for the following amounts: 

(1) the amount of the initial reserves established in the financial accounts of the 
company for new life policies issued during the year for individuals in the Republic, but 
the amount of the deduction allowed must not exceed the amount required for the initial 
reserve under GAAP~ and 

(2) the amount of the annual additions made in the financial accounts ofthe 
company during the year to life policy reserves relating to individuals in the Republic, 
but the amount of the deduction allowed must not exceed the amount required for the 
annual addition to the reserve under GAAP. 

(b) Where, during a tax year, a life company cancels a life policy issued by the company 
in respect of which a deduction has been allowed under Sub-regulation (a), the amount of the 
deducted reserves in relation to the cancelled policy is included in the gross revenue of the 
company for the year. 
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(c) Where a life company makes claim pay-outs under life policies relating to individuals 
in the Republic during a tax year: 

(1) if the total amount of deducted reserves in relation to those claim pay-outs 
exceeds the total amount of claim pay-outs made during the year, the excess is included 
in the gross revenue of the company for the year; or 

(2) if the total amount of claim pay-outs made during the year exceeds the total 
amount of deducted reserves in relation to those claim pay-outs, the company is allowed 
a deduction for the year for the amount of the excess. 

§ 303. Loan loss provision of banks 

(a) A bank is allowed a deduction for a tax year for an amount equal to the addition to the 
loan loss provision of the bank for the year, provided it is calculated in accordance with GAAP. 

(b) The deduction under Sub-regulation (a) is limited to the addition to the loan loss 
provision relating to banking operations carried on in the Republic. 

Part4 
Tax Accounting 

§ 401. Application of Part IV 

This Part applies for the purposes of Section 14 3 8 of the Act. 

§ 402. Tax accounting for inventory 

(a) The amount that a taxpayer is allowed as a deduction for a tax year for the cost of 
inventory is calculated according to the following formula 

(A+ B)-C 

where: 

A is the taxpayer' s opening value of inventory for the year; 

B is the cost of inventory acquired by the taxpayer during the year; and 
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C is the taxpayer's closing value of inventory for the year. 

(b) The opening value of a taxpayer' s inventory for a tax year is: 

(1) the closing value ofthe taxpayer's inventory for the previous tax year; or 

(2) if the taxpayer commenced business during the year, the cost of inventory 
acquired by the taxpayer prior to the commencement of the business that is ventured in 
the business. 

(c) The closing value of a taxpayer's inventory for a tax year is the lower of cost or net 
realizable value of the taxpayer's inventory on hand at the end of the year. 

(d) A taxpayer accounting for income tax on a cash basis in accordance with Section 
1438(b) of the Act can calculate the cost of inventory that the taxpayer has manufactured or 
produced under either the direct-cost method or absorption-cost method. 

(e) A taxpayer accounting for income tax on an accrual basis calculates the cost of 
inventory that the taxpayer has manufactured or produced under the absorption-cost method. 

(f) If particular items of a taxpayer's inventory are not readily identifiable, the taxpayer 
may account for that inventory under the first-in-first out or weighted average method. 

(g) For the purposes ofthis Regulation, "absorption-cost method", "direct-cost method", 
"first-in-first-out method", "net realizable value", and "weighted average method" have their 
meanings under GAAP. 

§ 403. Tax accounting for long-term contracts 

(a) A taxpayer undertaking a long-term contract must include in gross revenue for each 
tax year of the contract the percentage of the estimated total net income of the taxpayer under the 
contract determined in accordance with the percentage of completion method under GAAP. A 
long-term contract is a construction or engineering contract that will take more than 12 months to 
complete. 

(b) Sub-regulation (c) applies where the following conditions are satisfied: 

(1) at the end of the final tax year of a long-term contract of a taxpayer, the 
taxpayer has a final year loss for the contract that the taxpayer is permitted to carry 
forward under Section 1437 of the Act; and 
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(2) the taxpayer is unable to do so because the taxpayer ceases to carry on 
business in Palau at the end of the contract. 

(c) Where the conditions in Sub-regulation (b) are satisfied, the taxpayer may carry the 
final year loss back to the preceding tax year and the loss is allowed as a deduction in that year. 
A taxpayer can carry back a final year loss for a long-term contract for only one tax year. 

(d) A taxpayer has a final year loss for a long-term contract where both the following 
conditions are satisfied: 

(1) the total net income estimated to be made by the taxpayer under the contract 
for the purposes of the percentage of completion method exceeds the actual total net 
income under the contract; and 

(2) the amount of the excess under Paragraph (1) exceeds the amount to be 
included in gross revenue under Sub-regulation (a) for the tax year in which the contract 
was completed. 

(e) The amount of a final year loss is the amount of the excess under Sub-regulation 
(d)(2). 

§ 404. Tax accounting for finance leases 

(a) Where a person (referred to as the "lessor") has leased a business asset to another 
person (referred to as the " lessee") under a lease that is finance lease under GAAP, the Act 
applies to the lessor and lessee on the following basis: 

(1) the lessee, and not the lessor, is treated as the owner of the business asset; 

(2) the lessee is treated as having acquired the business asset at the 
commencement of the lease; and 

(3) the lessor is treated as having made a loan to the lessee at the commencement 
of the lease and each lease payment is in part repayment of the principal under the loan 
and in part payment of interest. 

(b) The cost to a lessee of a leased asset treated as owned by the lessee under Sub
regulation (a)(l) is: 

11 



(1) where the lessor and lessee are not associates and an amount is stated as the 
cost or value of the asset in the lease agreement, that amount; or 

(2) in any other case, the fair market value of the asset at the commencement of 
the lease. 

(c) The amount of the loan referred to in Sub-regulation (a)(3) is the amount determined 
under Sub-regulation (b) as the cost of the leased asset. 

(d) The interest part of each payment made under the loan is calculated by reference to 
the interest rate implicit in the lease agreement and is treated as interest for the purposes of the 
Act. 

§ 405. Tax accounting and PGST 

(a) The gross revenue of a POST-registered person does not include: 

(1) any output tax receivable by the person on a taxable supply made by the 
person; or 

(2) any POST refunded by the Director to the person. 

(b) A POST -registered person is not allowed a deduction for input tax payable by the 
person on a creditable acquisition made by the person to the extent that the person is allowed a 
credit for the input tax under Chapter 12. 

(c) The cost of an asset acquired by a POST -registered person does not include any input 
tax payable in respect of an amount included in the cost of the asset under the Act or these 
Regulations to the extent that the person is allowed a credit for the input tax under Chapter 12. 

Part 5 
Rules Relating to Assets 

§ 501. Jointly owned assets 

(a) For the purposes of the Act, where an asset is jointly owned by two or more persons 
(other than in pattnership or under a trust), any income, gains, expenditures, and losses relating 
to the asset are apportioned among the owners in accordance with their respective interests in the 
asset. 
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(b) Where the interests of the owners of a jointly owned asset cannot be ascertained, the 
owners of the asset are treated as having an equal interest in the asset. 

§ 502. Acquisition of an asset 

(a) Subject to the Act and this Part, a taxpayer acquires an asset at the time that legal title 
to the asset is transferred to the taxpayer. 

(b) A taxpayer acquires a right at the time that the right is granted to the taxpayer. 

(c) Where a taxpayer constructs or creates, or arranges for the construction or creation of, 
an asset that the taxpayer owns when the asset is constructed or created, the taxpayer acquires the 
asset when the construction or the work that resulted in the creation of the asset commences. 

§ 503. Disposal of an asset 

(a) This Regulation provides for the disposal of an asset in addition to the rules in the 
Act. 

(b) An asset transmitted by succession or under a will is treated as disposed of by the 
deceased at the time the asset is transmitted. 

(c) A disposal includes the disposal of a part of an asset. 

(d) The vesting of an asset of a taxpayer (referred to as the "owner") in an appointed 
person refen·ed to in Section 1612 of Title 40 is not a disposal of the asset for the purposes of the 
Act, and any acts done in relation to the asset by the appointed person are treated as done by the 
owner. 

(e) The legal ownership of the assets of a trust is held by the person or persons who, from 
time to time, hold the position of trustee of the trust and a change in the person or persons who 
hold the position of trustee does not, of itself, constitute a disposal of the assets of the trust. 

§ 504. Cost of an asset 

(a) The cost of an intangible asset of a taxpayer is not reduced by any impairment write 
down in relation to the asset made in the taxpayer's financial accounts because the fair market 
value of the asset is less than the cost of the asset. 

(b) Where the acquisition of an asset by a taxpayer constitutes: 
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( 1) the derivation of an amount included in the gross revenue of the taxpayer, the 
cost of the asset is the amount so included plus any amount paid by the taxpayer for the 
asset; or 

(2) the derivation of exempt income of the taxpayer, the cost of the asset is the 
exempt amount plus any amount paid by the taxpayer for the asset. 

§ 505. Cost when an asset has been damaged 

(a) Where an asset is damaged, the cost of the asset is reduced by any amount received 
for the damage under: 

(1) an insurance policy, indemnity, or other agreement; 

(2) a settlement; or 

(3) a judicial decision. 

(b) Where Sub-regulation (a) applies, and the amount received exceeds the cost of the 
damaged asset: 

(1) the owner of the damaged asset is treated as having made a gain equal to the 
amount ofthe excess at the time that the amount is received; 

(2) the gain has the same tax treatment under the Act as a gain on disposal of the 
damaged asset; and 

(3) the cost of the damaged asset is set at zero. 

§ 506. Cost of split assets 

(a) Where a taxpayer disposes of a part of an asset, the cost of the asset allocated to the 
part of the asset disposed of is calculated in accordance with the following formula: 

Ax 8/(n +q 

where: 

A is the cost of the asset; 
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B is the consideration for the part of the asset disposed of; and 

C is the fair market value of the retained part of the asset at the time of the disposal. 

(b) Where Sub-regulation (a) applies: 

(1) the retained part of the asset is treated as a separate asset; and 

(2) the cost of the retained part of the asset is the balance of component A of the 
formula in Sub-regulation (a) remaining after taking account of the amount allocated 
under Sub-regulation (a) to the disposed of part of the asset. 

(c) Where the asset to which Sub-regulation (a) applies is a depreciable asset, the 
reference to the cost of the asset in component A of the formula in Sub-regulation (a) is a 
reference to the net book value of the asset at the time of disposal of part of the asset. 

§ 507. Cost of merged assets 

(a) The following applies where a taxpayer merges two or more assets (referred to as the 
"original assets") into a single asset (referred to as the "merged asset"): 

( 1) the original assets are treated as having been disposed of at the time of the 
merger of the assets; 

(2) no gain or loss is recognized in respect of the disposal of the original assets 
referred to in Paragraph (1); 

(3) the taxpayer is treated as having acquired the merged asset at the time of the 
merger of the assets; and 

(4) the cost of the merged asset is the total of the following amounts: 

(A) the cost ofthe original assets at the time of the merger of the assets; 
and 

(B) the costs incurred by the taxpayer in merging the original assets into 
the merged asset. 

(b) Where an original asset under Sub-regulation (a) is a depreciable asset, the reference 
to "cost" in Sub-regulation (a)(4) is a reference to the net book value of the asset at the time of 
the merger of the assets. 
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§ 508. Cost of land and an improvement to land 

(a) Where a building or other improvement to land is a depreciable asset, the building or 
other improvement and the land on which the building or improvement is located are treated as 
separate assets. 

(b) Where the building or other improvement and the land are acquired for a single 
consideration, the consideration is apportioned as between the cost of the asset that is the 
building or other improvement and the cost of the asset that is the land. 

(c) Apportionment under Sub-regulation (b) is to be undertaken at the time of acquisition 
of the real property and according to generally accepted valuation principles for land. 

§ 509. Consideration 

(a) Where two or more assets are disposed of by a taxpayer in a single transaction and the 
consideration for each asset is not separately specified, the total consideration is apportioned 
among the assets disposed of in proportion to their respective fair market values determined at 
the time of the disposal. 

(b) Where a deposit paid to the owner of an asset is wholly or partly forfeited to the 
owner of the asset because a prospective sale or other disposal of the asset does not proceed: 

(1) the owner of the asset is treated as having made a gain equal to the amount of 
the forfeited deposit at the time that the deposit is forfeited; and 

(2) the gain has the same tax treatment under the Act as a gain on disposal of the 
asset to which the deposit relates. 

(c) Where a taxpayer is unable to provide documentary evidence of the consideration for 
the disposal of an asset by the taxpayer, the consideration is the fair market value of the asset at 
the time of the disposal. 

§ 510. Grant and exercise of an option 

(a) This Regulation applies where a taxpayer (referred to as the "grantor") grants an 
option to another person (referred to as the "grantee") in relation to an asset. 

(b) Where this Regulation applies, the following applies to the grantor on the grant of the 
option: 
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(1) the grantor is treated as having made a disposal of the option to the grantee at 
the time that the option is granted; 

(2) the cost for the grantor for the option is limited to any non-deductible 
incidental costs incurred by the grantor in granting the option; and 

(3) the consideration for the option is the amount received by the grantor for the 
option. 

(c) Where this Regulation applies, the following applies to the grantee on the grant of an 
option: 

(1) the grantee is treated has having acquired the option at the time that the option 
is granted; and 

(2) the cost for the grantee for the option is the consideration given for the option 
and any non-deductible incidental costs incurred by the grantee in relation to the grant of 
the option. 

(d) Where the grantee exercises an option: 

(1) the grantor's consideration for the asset transferred by the grantor on exercise 
of the option does not include the consideration given for the option but only where the 
grantor has been subject to business profits tax on any income or gain made in respect of 
the grant of the option; and 

(2) the cost for the grantee for the asset transferred on exercise of the option 
includes the amount specified in Sub-regulation ( c )(2). 

(e) Where the option expires without being exercised by the grantee, the grantee makes a 
loss equal to the amount specified in Sub-regulation (c)(2) . 

§ 511. Disposal of asset to an associate 

Subject to Subpart A of Part V, where a taxpayer (referred to as the "transferor") disposes 
of an asset to an associate (referred to as the "transferee"): 

(1) the transferor is treated as having disposed of the asset for consideration equal 
to the fair market value of the asset at the time of the disposal; and 
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(2) the transferee is treated as having acquired the asset for consideration equal to 
the amount determined under Paragraph (1). 

PART6 
International Tax Avoidance 

Subpart A 
Transfer Pricing 

§ 601. Application of arm's length principle 

(a) A taxpayer who has entered into a transfer pricing arrangement must determine the 
income, expenditures, gains, or losses arising under the arrangement in accordance with the 
arm' s length principle. This requires that the income, expenditures, gains, or losses must be 
consistent with those reasonably expected to arise under conditions (arm's length conditions) that 
apply in a comparable transaction between persons who are not associates dealing wholly 
independently with each other. 

(b) In identifying arm's length conditions for the purposes of Sub-regulation (a), regard 
must be had to: 

( 1) the functions performed, assets used, and risks assumed by the parties to the 
transfer pricing arrangement; 

(2) the characteristics of the property, services, money, intangible, or asset 
supplied or acquired under the transfer pricing arrangement; 

(3) the contractual terms under the transfer pricing arrangement; 

(4) the nature of the market in which the transaction has occurred and any other 
economic factors relating to the transfer pricing arrangement; and 

(5) the business strategies of the parties to the transfer pricing arrangement. 

(c) Circumstances are comparable to the actual conditions under a transfer pricing 
arrangement if the circumstances are the same as the actual conditions or, if there are differences, 
either of the following applies: 

(1) the differences are not material; or 
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(2) reasonably accurate adjustments can be made to eliminate any material 
differences. 

(d) If a taxpayer does not determine the income, expenditures, gains, and losses arising 
under a transfer pricing arrangement in accordance with the arm's length principle, the Director 
may make such adjustments as necessary to ensure that the income, expenditures, gains, and 
losses arising under the arrangement are in accordance with the arm's length principle. 

(e) The arm's length principle, including the transfer pricing methods referred to in 
Regulation 602, is to be applied consistent with international transfer pricing standards 
applicable to multinational enterprises and tax authorities. Where there is any inconsistency 
between the Act, these Regulations, and international transfer pricing standards, the Act and 
these Regulations prevail. 

(f) The Director may publish guidelines for the application of the arm's length principle 
to particular types of transactions. 

§ 602. Transfer pricing methods 

(a) A taxpayer who has entered into a transfer pricing arrangement must determine the 
income, expenditures, gains, and losses arising under the arrangement in accordance with the 
arm's length principle determined by using the most accurate and reliable transfer pricing 
method, or combination of transfer pricing methods, having regard to: 

(1) the respective strengths and weaknesses of each transfer pricing method in the 
circumstances of the transfer pricing arrangement; 

(2) the accuracy of each transfer pricing method taking account of the nature of 
the transfer pricing arrangement determined through an analysis of the functions 
undertaken, assets used, and risks assumed by each party to the arrangement; 

(3) the availability of reliable information needed to apply each transfer pricing 
method; and 

( 4) the degree of comparability between the conditions under the transfer pricing 
arrangement and arm's length conditions, and the reliability of adjustments, if any, that 
may be required to eliminate differences. 

(b) If, having regard to the factors listed in Sub-regulation (a), a taxpayer has used the 
most accurate and reliable transfer pricing method, the Director's determination of whether the 
income, expenditures, gains, and losses arising under a transfer pricing arrangement are 
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consistent with the arm's length principle must be based on the transfer pricing method used by 
the taxpayer. 

(c) The transfer pricing methods are: 

(1) the comparable uncontrolled price method, which involves comparing the 
price charged for property transferred or services provided in a controlled transaction 
with the price charged for property transferred or services provided in a comparable 
uncontrolled transaction; 

(2) the resale price method, which involves comparing the resale margin that a 
purchaser of property in a controlled transaction earns from reselling that property in an 
uncontrolled transaction with the resale margin that is earned in comparable uncontrolled 
purchase and resale transactions; 

(3) the cost-plus method, which involves comparing the mark up on those costs 
directly and indirectly incurred in the transfer of property or provision of services in a 
controlled transaction with the mark up on those costs directly and indirectly incurred in 
the transfer of property or provision of services in a comparable uncontrolled transaction; 

( 4) the transaction net margin method, which involves comparing the net profit 
margin relative to an appropriate base, such as costs, sales, or assets, that a person 
achieves in a controlled transaction with the net profit margin relative to the same base 
achieved in comparable uncontrolled transactions; and 

(5) the transaction profit split method, which involves allocating to each associate 
participating in a controlled transaction the portion of common operating profit (or loss) 
derived from such transaction that an independent person would expect to earn from 
engaging in a comparable uncontrolled transaction. 

(d) A taxpayer may apply a transfer pricing method that is not listed in Sub-regulation (c) 
if the taxpayer can establish both of the following: 

(1) none of the methods in Sub-regulation (a) can reasonably be applied to 
determine whether the income, expenditures, gains, and losses arising under a transfer 
pricing arrangement is in accordance with the arm' s length principle; and 

(2) the method used by the taxpayer gives rise to an outcome that is consistent 
with the outcome between independent persons dealing under arm's length conditions. 
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(e) A controlled transaction is a transaction between associates. A comparable 
uncontrolled transaction, in relation to a controlled transaction, is a transaction between 
independent persons that is comparable to the controlled transaction taking account of 
Regulation 601(c). 

§ 603. Transfer pricing documentation 

(a) A taxpayer must have prepared contemporaneous documentation that verifies that the 
conditions in transactions with associates for a tax year are consistent with the arm's length 
principle. The documentation must indicate the basis for using the transfer pricing method or 
methods. The guidelines referred to in Regulation 601(f) may specify the transfer pricing 
documents required to be kept by a taxpayer. 

(b) Documentation of a taxpayer for a tax year is considered to be contemporaneous 
where it is prepared by the due date for filing the taxpayer's business profits tax return for the 
year. 

(c) The Director may provide for simplified transfer pricing documentation for the 
following : 

(1) distributors; 

(2) persons with low levels of cross-border transactions; 

(3) small and medium enterprises; 

(4) low value intra-group services; 

(5) loans; and 

(6) technical services. 

(d) Simplified transfer pricing documentation requirements under Sub-regulation (c) must 
not apply to royalties, license fees, research and development arrangements, and other 
intangibles. 

(e) A taxpayer who fails to keep documentation as required under this Regulation is liable 
for a penalty equal to [$50,000]. 

§ 604. Application of Subpart A to permanent establishments 
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(a) This Subpart applies to a permanent establishment on the following basis: 

(1) a permanent establishment is treated as a separate and distinct person (referred 
to as the "PE person") from the person in respect of whom it is a permanent 
establishment (referred to as the "headquarters person"); 

(2) the PE person and the headquarters person are treated as associates; and 

(3) the PE person and the headquarters person are located where their activities 
are located. 

(b) The Director may choose not to apply Sub-regulation (a) where the foreign country in 
which the headquarters person or PE person, as the case may be, is located does not apply the 
same rule as expressed in Sub-regulation (a). 

Subpart B 
Other International Tax Avoidance Rules 

§ 605. Thin capitalization 

(a) This Regulation applies to a foreign-controlled resident company, other than a 
financial institution. A foreign-controlled resident company is a resident company in which more 
than 50% of the membership interests in the company are held by a non-resident either alone or 
together with an associate or associates. 

(b) Where a foreign-controlled resident company has an average debt to average equity 
ratio in excess of2 to 1 for a tax year, a deduction is disallowed for the interest paid by the 
company during that year calculated in accordance with the following formula: 

Ax 8 /c 

where: 

A is the company's total amount of deductible interest expenditure for the year ignoring this 
Regulation; 

B is the company's excess debt for the year. The excess debt of a foreign-controlled resident 
company for a tax year is the amount by which the company's average debt for the year exceeds 
two times the company's average equity for the year. 

Cis the company's average debt for the year. 
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(c) This Regulation applies to a non-resident company with a permanent establishment in 
the Republic on the following basis: 

(1) the permanent establishment is treated as a foreign-controlled resident 
company; and 

(2) the average debt to average equity ratio of the permanent establishment is 
calculated by reference to: 

(A) the debt obligations of the non-resident company attributable to the 
permanent establishment; and 

(B) the equity of the non-resident company attributable to the operations 
of the company carried on through the permanent establishment. 

(d) The average debt of a foreign-controlled resident company for a tax year is the 
amount calculated in accordance with the following formula: 

AJn 

where: 

A is the sum of the amount of debt of the company at the end of each calendar month in the tax 
year. The debt of a foreign-controlled resident company is the debt obligations of the company as 
determined in accordance with GAAP. The reference to debt obligation does not include 
accounts payable that have been outstanding for less than 120 days. 

B is the number of calendar months in the year that the company carried on business in the 
Republic. 

(e) The average equity of a foreign-controlled resident company for a tax year is the 
amount calculated in accordance with the following formula: 

AJB 

where: 

A is the sum of the amount of equity of the company at the end of each calendar month in the tax 
year. The equity of a foreign-controlled resident company is the equity of the company as 
determined in accordance with GAAP. 
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B is the number of calendar months in the year that the company carried on business in the 
Republic~ 

§ 606. Recharged technical fees and royalties 

(a) This Regulation applies where the following conditions are satisfied: 

(1) a non-resident (referred to as the "supplier") supplies technical services or 
leases out equipment, other than through a permanent establishment in the Republic~ 

(2) the services are supplied, or equipment leased, to a person (referred to as the 
"recipient") who is: 

(A) a resident, other than in relation to a business carried on by the 
resident through a permanent establishment outside the Republic~ or 

(B) a non-resident carrying on a business in the Republic through a 
permanent establishment~ 

(3) the technical fee for the technical services or royalty for the leased equipment 
is paid to the supplier by a non-resident associate of the recipient~ and 

( 4) the technical fee or royalty is recharged by the associate to the recipient. 

(b) Where this Regulation applies, the Act applies as if the non-resident associate is 
supplying the technical services or leased equipment to the recipient and the recharged amount is 
the technical fee for the services or royalty for the leased equipment, as the case may be. 

Part 7 
Administration of Business Profits Tax 

§ 701. Installments of business profits tax 

(a) For the purposes of Section 1464 of the Act, a taxpayer is liable to pay installments of 
business profits tax for a tax year by the 15th day of the month following the end of the 3rd, 6th, 
9th, and 12111 months of the year. 

(b) Subject to Sub-regulations (c) and (d), the amount of each instalment is calculated 
according to the following formula: 
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25%xA 

where: 

A is the taxpayer's assessed business profits tax liability for the preceding tax year after taking 
account of any foreign tax credit allowed to the person for that year. 

(c) If a taxpayer did not have a business profits tax liability for the previous tax year, the 
amount of each instalment under Sub-regulation (b) is 2% of that taxpayer's total gross revenue 
for the instalment period. 

(d) A taxpayer may apply to the Director, in the approved form, for a variation in the 
amount of each instalment payable by the taxpayer for the current tax year if the taxpayer has 
reasonable grounds for believing that: 

(1) the business profits tax payable by the taxpayer for the current tax year will be 
less than that payable for the previous tax year; or 

(2) the taxpayer will have a nil business profits tax liability or a net loss for the 
current tax year. 

(e) If Sub-regulation (d)( I) applies, the application must include an estimate of the 
taxpayer 's business profits tax liability for the current year. 

(f) If the Director grants an application under Sub-regulation (d), the amount of each 
instalment (including a nil amount) is to be based on the taxpayer' s estimated business profits tax 
liability for the current year. 

(g) Each instalment of business profits tax paid by a taxpayer for a tax year is allowed as 
a tax credit against the business profits tax liability of the taxpayer for the year and any excess 
credit is to be refunded to the taxpayer within thirty (30) days after the taxpayer filed their 
business profits tax return for the year. 

§ 702. Penalty for under-estimating installments of business profits tax 

(a) This Regulation applies when the following conditions are satisfied: 

(1) a taxpayer has applied to the Director under Regulation 701(d) for a variation 
in the installments of business profits tax payable by the taxpayer for a tax year; 
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(2) the Director has agreed to the vary the installments of business profits tax 
payable by the taxpayer for the year based on the taxpayer's estimate of their business 
profits tax liability for the year; and 

(3) the actual business profits tax payable by the taxpayer for the year exceeds the 
total instalments paid by the taxpayer for the year by more than 20% (the difference is 
referred to as the "tax shortfall"). 

(b) Where this Regulation applies, the taxpayer is liable for a penalty equal to 10% of the 
tax shortfall. 

§ 801. Transitional Rules 

Part 8 
Transitional Rules 

(a) Subject to Sub-regulation (c), if a taxpayer acquires a depreciable asset before the 
commencement date and uses the asset to derive gross revenue on or after that date, the taxpayer 
must depreciate the asset on the assumption that the Act applied from the acquisition date of the 
asset 

(b) If a person makes an election made under Sub-regulation 202( d) in the first tax year 
ending after the commencement date: 

1. the election applies from the date the asset was first used or the date it was used 
or the date it was installed and ready for use; and 

n. the election is irrevocable. 

(c) If a depreciable asset referred to in Sub-regulation (a) is disposed of after the 
commencement date, the Act applies to the proportional part of any gain or loss on disposal that 
relates to the use of the asset to derive gross revenue after the application date. 

(d) A depreciable asset of a financial institution subject to tax under repealed Section 
1203 of Title 40 that was acquired before the commencement date continues to be depreciated 
under the depreciation rules applicable for the purposes of the repealed Section 1203 of Title 40. 
If a depreciable asset to which this Sub-regulation applies is disposed of after the commencement 
date, the Act applies on the basis that depreciation deductions allowed for the purposes of 
repealed 1203 of Title 40 are depreciation deductions under the Act. 
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(e) The cost of a business asset, other than a depreciable asset, acquired by a taxpayer 
before the commencement date is: 

(1) at the election of the taxpayer, the cost of the asset; or 

(2) where Paragraph (1) does not apply, the fair market value of the asset at the 
commencement date. 

(f) For a financial institution subject to tax on net income under the repealed Section 
1203 of Title 40, a reference in Section 1432(b) of the Act to a previously deducted expenditure, 
loss, or bad debt includes a reference to expenditure, loss, or bad debt deducted in calculating net 
income for the purposes of the repealed Section 1432(b) of the Act. 

(g) For the purposes of the Act, if the tax year of a company commences on a date other 
than the commencement date, the period from the commencement date to the start of the first full 
tax year under the Act is treated as a separate tax year, unless that year would be 3 months or 
less, in which case the Director may approve in writing that the period from the commencement 
date to the end of the first full tax year under the tax Act is treated as a separate tax year. 

(h) If the first tax year of a company under the Act is a separate tax year under Sub
regulation (g), the amount of an installment of business profits tax payable by the company under 
Regulation 701 for an installment period in that separate tax year is 2% of the company' s total 
gross revenue for the installment period. 

(i) An amount of interest, a royalty, technical fee, or insurance premium derived by a 
non-resident from sources in the Republic is exempt from non-resident tax to the extent that: 

(1) the amount is paid in respect of a project that is wholly or partly funded under 
an international development agreement entered into before July 1, 2022; and 

(2) the Minister has agreed, in writing, that the non-resident is exempt from non
resident tax. 

G) For the purposes of Sub-regulation (i), an agreement is an international development 
agreement if the agreement is between the payer of the interest, royalty, technical fee or 
insurance premium and a foreign government or international organization that is wholly or 
partly for the provision of financial, technical, humanitarian, or environmental assistance to the 
Republic. 
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Certified to have been adopted on this \'J. day of December 2022. 

~ 
7 /-s.~ / 

~ay ketfa 
Director 
Bureau of Revenue & Taxation 

Approved on this day __ day of ____ .. 2022. 

Surangel Whipps, Jr. 
President, Rep ubi ic of Palau 
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