CIFA
Re: Agreement between the Netherlands and the Netherlands Antilles of 27 August 2004
As announced in a number of official governmental publications, the governments of the Netherlands and of the Netherlands Antilles entered into an agreement about taxation on 27 August of this year.
The agreement was signed with the intention of re-introducing a 0% dividend withholding tax on participation distributions from the Netherlands to the Netherlands Antilles. To bring this about, the Netherlands Antilles has agreed to amend some sections of the Netherlands Antilles profit tax regulations.
Please find below a memorandum from the Director of Fiscal Affairs presenting a summary of these amendments and their effects. These amendments have already been discussed with the EU and the Netherlands and agreement has already been reached on them. They mainly relate to clarifications and to ridding the regime of certain aspects that might qualify as harmful tax competition. These amendments will be implemented in Netherlands Antilles legislation.
The introduction of 0% tax on dividends between the Netherlands and the Netherlands Antilles, intended to become effective on 1 January 2006, is an important step towards removing the disadvantage that the Netherlands Antilles has incurred in comparison with other European jurisdictions. The end result will be the creation of a sound basis for the further positive development of the Netherlands Antilles as a centre of international financial services.
CIFA will continue to actively collaborate with the Government in what is for us a very important area.
Should you have any further questions, please contact the secretariat or one of the board members.
Yours faithfully,
The CIFA Board

The amendments agreed in the context of discussions with the European Code of Conduct Group can be summarized as follows:
Participation exemption:
a.	Introducing a 'subject to tax' requirement for foreign participations.
b. 	Further introducing a 'non-portfolio investment' requirement for foreign participations, in the sense that the participation exemption does not apply if more than 50% of the gross income of the body in which an interest is held consists of dividends, interest or royalties received outside the scope of a company run, obtained or sold by such body.
c. 	The participation exemption will no longer apply to dividends pursuant to a participation in an Exempt Company.
d. 	However, following a new (narrower) definition of 'dividends', an NFF parent company will be enabled to relatively easily obtain the profits from an Exempt Company subsidiary free of taxation in another form.
e. 	There will only be a 100% participation exemption in future.
Exempt Company:
a. 	Dividends from foreign subsidiaries of the Exempt Company have to be subject to a tax regime that is comparable to the profit tax. A profit tax regime with a tax rate that is equal to 50% of the Netherlands Antilles profit tax rate – excluding island surcharges – will in all events be considered comparable to the profit tax. An independent expert will have to draw up a statement to this effect.
b. 	If the independent expert finds that the amount of the dividends received by the company, for which the statement referred to above cannot be given, is more than 5% of the company's gross profit (i.e. the total sum of the benefits obtained by the company with respect to the activities referred to in point 4 f of the first paragraph of article 1A of the National Ordinance on Profit Tax 1940), the expert will note this in the statement referred to above for the benefit of the Inspector. 
c. 	After receiving a statement drawn up by an independent expert with the note referred to above, the Inspector will immediately inform the company in writing, in the form of a decision which is open to objection, that the company no longer fulfills the conditions for consideration as an Exempt Company. 
d. 	This anti-misuse clause is also intended for dividends received from countries belonging to the EU and associated areas.
e. 	It has been agreed that there will be a grandfathering provision for companies that already have the status of Exempt Company from the moment when the amended act takes effect up to and including 31 December 2010.

