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INTRODUCTION
This publication has been prepared by the International Bureau of Fiscal Documentation (IBFD) for BDO, its clients and prospective clients. Its aim is to provide the
essential background information on the taxation aspects of setting up and running a
business in this country. It is of use to anyone who is thinking of establishing a business in this country as a separate entity, as a branch of a foreign company or as a
subsidiary of an existing foreign company. It also covers the essential background tax
information for individuals considering coming to work or live permanently in this
country.
This publication covers the most common forms of business entity and the taxation
aspects of running or working for such a business. For individual taxpayers, the
important taxes to which individuals are likely to be subject are dealt with in some
detail. We have endeavoured to include the most important issues, but it is not feasible to discuss every subject in comprehensive detail within this format. If you
would like to know more, please contact the BDO firm(s) with which you normally
deal. Your adviser will be able to provide you with information on any further issues
and on the impact of any legislation and developments subsequent to the date mentioned at the heading of each chapter.
About BDO
BDO is a global organisation of independent public accounting, tax and advisory
firms which perform professional services under the name of BDO. The global fee
income of BDO firms, including the members of their exclusive alliances, was
US$9.6 billion in 2019. These firms have representation in 167 countries and territories, with over 88,000 people working out of 1,617 offices worldwide.
BDO’s brand promise is to be the leader for exceptional client service and when
you choose to work with BDO you quickly discover what makes our service offering stand out. BDO offers a comprehensive collection of high quality tax services
and assets designed to support exceptional performance, and all our tax engagements benefit from the hands-on involvement of experienced professionals,
backed by world-class resources. BDO people embrace technology and combine
their expertise in this area with the unique relationship-driven and responsive
skills we have as human beings to create truly memorable and valuable experiences for our clients. Your advisers are both fit for the future and are agile
enough to handle the biggest and the smallest names in the industries we serve.
We work hard to understand our clients’ businesses and ensure that we match
both our service offering and our people to their complex individual needs. We
believe that providing our clients with access to experienced professionals who
are actively engaged in addressing their tax and business issues is the most reliable way to provide exceptional service, always with a strong focus on trust and
transparency.
Regardless of your location, size or international ambitions we can provide effective support as you expand into new areas of the world. In an ever-evolving economic environment, businesses need a global organisation that provides
exceptional, bespoke service combined with local knowledge and expertise. BDO
is uniquely positioned to serve this demand, providing effective support and a
truly global integrated global footprint.
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FRANCE
This chapter is based on information available up to 1 January 2020.

Abbreviations
Abbreviation

English definition

French definition

ATAD
CE
CGI
CCH

Anti-Tax Avoidance Directive
Supreme Administrative Court
General Tax Code
Housing and Construction Law
Code
Social Security Code
Book of Fiscal Procedure
Non-cooperative state or territory

–
Conseil d’Etat
Code général des impôts
Code de la construction et de
l’habitation
Code de la sécurité sociale
Livre des procédures fiscales
État ou territoire non coopératif

CSS
LPF
NCST

Introduction
Corporate income taxpayers are subject to corporate income tax (impôt sur les
sociétés, IS) on their business income realized through, and investment income
received by, enterprises (i.e. a permanent establishment, dependent representative
or “full commercial cycle”) located in France. Income realized through, or received
by, the foreign enterprise of a French company is not subject to French taxation. The
corporate income tax due is increased by a social surcharge for large companies. In
addition, a number of other taxes are levied on companies, including a local business
tax and several payroll taxes. A VAT system applies. France has also introduced a
digital services tax from (DST) with effect from 1 January 2019 (see section 9.6.1.).
The French Republic consists of Metropolitan Departments (European territories) and
Overseas Departments (DOMs). French tax law is normally applicable in the DOMs of
French Guiana, Guadeloupe, Martinique, Réunion and Mayotte, but is adapted to the
particular economic and social situation of these Departments. Only the Metropolitan
Departments are covered in this chapter.
The applicable currency is the euro (EUR).

1. Corporate Income Tax
1.1. Type of tax system
Corporate income is first taxed in the hands of the company and dividends are subsequently taxed in the hands of the shareholders at the appropriate rates. However, this
classical system is modified in that dividends derived by a resident company from
another company may qualify for a participation exemption (see section 2.2.).
1.2. Taxable persons
Liability to corporate income tax may be either mandatory or optional. The most
important entities subject to mandatory corporate income tax liability are corporations (SAs), simplified stock companies (SASs), limited liability companies (SARLs) and
partnerships limited by shares (SCAs). Moreover, corporate income tax liability applies
mandatorily on the profits of limited partners in limited partnerships (article 206 of
the CGI).
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General partnerships, limited partnerships (for the general partners), single-member
SARLS, civil companies and joint ventures may opt for the corporate income tax liability. Otherwise, they are treated as transparent entities (article 206-3 of the CGI).
With effect from 1 January 2019, the election for corporate income tax may be
revoked (i.e. the entity is again treated as transparent) within a 5-year period.
A number of French entities are exempt from corporate income tax, including nonprofit organizations (except on passive income), certain agricultural cooperatives,
banks and unions, low-cost housing construction, and credit companies and certain
public enterprises (articles 207-208 septies of the CGI).
Permanent establishments of non-resident companies are also taxable ( see section
1.6.2.).
This survey only deals with the taxation of SAs, SASs and SARLs. These entities are
referred to as companies.
1.2.1. Residence
There is no legal definition of residence for corporate income tax purposes. According
to the tax authorities’ guidelines, resident companies are those companies which have
their legal seat in France or which have their place of effective management in France
(Guideline BOI-IS-CHAMP-60-10-20-20120912, #1).
1.3. Taxable income
1.3.1. General
In contrast to rules prevailing in most OECD countries, the French corporate income
tax is based on a territoriality principle, whereby tax is only due on business income
generated by enterprises (a permanent establishment, a dependent representative or
a “full commercial cycle”) operating in France (article 209-I of the CGI). Accordingly,
business income derived through enterprises operating outside France is not taken into
account for French tax purposes nor are losses pertaining to such enterprises. Both
domestic and foreign-source (active and passive) income is thus subject to French taxation in so far as it is not derived by an enterprise located outside of France.
All types of business income fall under one category. Corporate income tax is levied on
the aggregate net income of various sources of business income, including capital gains
realized on the transfer of business assets. Tax computation is based on profit and loss
account, to which several adjustments are made in order to calculate the taxable
result. As a principle, commercial accounts must be followed unless a tax law provision
provides otherwise (article 38 quater of Annex 3 to the CGI).
With effect from 1 January 2019, a digital services tax applies to revenues deriving
from online advertising, from the sale of personal data for advertising purposes and
from the provision of peer-to-peer online platforms. For more details, see section
9.6.1.
1.3.2. Exempt income
Apart from the participation exemption on dividends and capital gains (see sections
2.2. and 1.4., respectively), no significant exemptions exist for corporate income tax
purposes.
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1.3.3. Deductions
1.3.3.1. Deductible expenses
Duly substantiated expenses incurred for the purpose of acquiring and preserving
taxable income are deductible (article 39 of the CGI). These include remuneration
paid to employees and related employer’s social security contributions as well as group
insurance payments. Interest expenses are generally deductible, subject to the limitation on the deduction of net interest expense and the thin capitalization rules (see
section 1.3.3.2. for an overview and section 7.3. for details).
Commercial debt waivers may also be deducted if the company’s interest is clearly
demonstrated. Financial debt waivers are generally not deductible.
Gifts to non-profit organizations may qualify for a tax credit; for details, see section
1.7.7.
The corporate income tax itself and the surcharges thereon (see section 1.6.1.) are not
deductible. Other taxes and contributions related to the activities of the company (see
sections 3. and 4.) are deductible. Indirect taxes, other than VAT, related to the goods
and services supplied to the company within the framework of its business activities
are deductible as part of the acquisition cost. Input VAT related to business transactions which is not creditable against output VAT is deductible.
1.3.3.2. Non-deductible expenses
In general, expenses related to exempt income, most notably by the participation
exemption (see section 2.2.), are not deductible. In addition, luxury expenses, including entertainment expenses (e.g. hunting and fishing), and acquisition and maintenance costs of luxury residences and boats, penalties for breach of a legal obligation,
are not deductible (article 39 of the CGI). The corporate income tax as well as the
social surcharge (see section 1.6.1.) are not deductible (article 213 of the CGI). See
also section 1.3.4. for limitations on the depreciation of automobiles.
Interest expenses are subject to three limits:
–

the deduction of interest paid to shareholders or to related companies is limited to
interest paid at a rate not exceeding the annual average rate of interest charged by
financial institutions on variable interest rate loans to enterprises with a duration
exceeding 2 years (articles 39(1)(a) and 212(I)(a) of the CGI);

–

with effect from 1 January 2019, following the implementation of article 4 of the
EU Anti-Tax Avoidance Directive 2016/1164 (ATAD), the deduction of net interest
expenses is generally limited to the higher of the following amounts: (i) EUR 3 million; or (ii) 30% of adjusted taxable profits (i.e. taxable profits before deduction of
net interest expenses, depreciation and amortization). Non-deductible interest
may be carried forward with no time limit. Unused deduction capacity may also be
carried forward for 5 years (for details on this anti-abuse rule, see section 7.3.);
and

–

hybrid mismatch rules implementing the anti-tax avoidance directives (ATAD 1 and
2), introduced with effect from 1 January 2020 (article 205 B et seq. of the CGI)
(see section 7.5.1.). Previously, interest paid to a non-resident related company
was not deductible if the tax paid by the lender on the received interest was lower
than a quarter (25%) of the tax that would have been paid under French tax law
(article 212-I-b of the CGI). This rule was abolished with effect from 1 January
2020.
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For fiscal years ending on or after 31 December 2017, taxes paid by a resident company
in another jurisdiction in accordance with a tax treaty are not deductible expenses
(article 39-1-4 of the CGI), including when the company is in a loss position and does
not benefit from any tax credit under the tax treaty. However, taxes paid in breach of
a tax treaty or in the absence of any treaty are deductible (BOI-BIC-CHG-40-3020181003, No. 30).
The deduction of royalties paid to related companies is limited if such companies meet
the three following conditions: they are not resident of a state member of the European Economic Area (EEA); they benefit from a tax regime considered as harmful by
the OECD; and they are not subject to an effective tax rate of at least 25% with respect
to the royalties (article 39 (12 ter) of the CGI).
1.3.4. Depreciation and amortization
Depreciation is generally allowed in respect of tangible assets (except for land) which
are subject to normal wear and tear and do not qualify as inventory items (article 39 A–
39 B of the CGI). Intangible assets which do not irreversibly diminish in value, e.g.
goodwill and trademarks, are not depreciable (but a provision may be set up for them,
see section 1.3.5.2.). However, the depreciation of certain specific intangible assets
such as patents, software and shares in certain companies is allowed. Start-up costs
may be either deducted as operating expenses or depreciated over a 5-year period.
The acquisition cost of company cars may generally be depreciated up to EUR 18,300
but this amount may be increased (to EUR 30,000) or reduced (to EUR 9,900) depending on the level of pollution emitted by the car.
For investments in qualifying industrial, manufacturing and scientific research equipment made between 15 April 2015 and 14 April 2017, the taxpayer could increase the
usual amortization base by 40% (i.e. the investment was amortized on 140% of its cost).
A similar regime is introduced with effect from 1 January 2019 for investments in
robotics and digital tools made by SMEs to improve their industrial manufacturing processes, as well as for investments in environment-friendly trucks and ships.
Deduction for depreciation is mandatory up to the straight-line amount even in a loss
year (article 39 B of the CGI).
The straight-line method may be applied without any restriction. The rates are computed by dividing the expenditure by the estimated useful life of the asset as determined in accordance with customary business practice. Taxpayers may opt for another
rate based on a different useful life estimation if the difference is within 20% of customary business practice, or if it is justified by specific circumstances. Examples of
generally accepted rates for the straight-line method are:
Item
Commercial buildings
Industrial buildings
Office buildings
Office equipment
Tools and machinery
Automobiles and lorries
Aeroplanes
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The declining-balance depreciation is also allowed, but on a more limited scale. It may
not be applied to assets whose useful life is less than 3 years nor to used assets (unless
renovated), automobiles, telephones, manual or simple electronic typewriters and
buildings other than hotels and certain industrial buildings whose useful life does not
exceed 15 years. The rate is computed by multiplying the rate of straight-line depreciation by:
–

1.25 if the useful life of the asset is 3 or 4 years;

–

1.75 if the useful life of the asset is 5 or 6 years; and

–

2.25 if the useful life of the asset exceeds 6 years.

Companies that are subject to the International Financial Reporting Standards (IFRS)
must apply the amortization method “per components”. Under this method, companies must account and depreciate separately the principal components of tangible
assets when these components (i) must be renewed frequently, (ii) are used for different purposes, or (iii) provide for economic benefits that vary in time. The amortization
period of an asset is determined on the basis of the expected time of use.
Depreciation is generally based on the historic cost, excluding creditable VAT. However, an investment allowance method, over and above the historic cost, is available
with respect to assets whose acquisition was financed by certain grants and subsidies.
In such a case, depreciation is computed by reference to the acquisition price as
increased by 50% of the relevant grant.
1.3.5. Reserves and provisions
1.3.5.1. General requirements on provisions
Provisions may be created in order to cover future losses, liabilities or the depreciation
of certain assets, provided that (article 39-1-5 of the CGI):
–

the contingency to be covered is itself tax deductible; and

–

the expense or liability is precisely identified, highly probable and related to
events which are in progress at the time the provision is booked.

Provisions are classified under three main categories:
–

provisions for depreciation (see section 1.3.5.2.);

–

provisions for risks and expenses (see section 1.3.5.3.); and

–

provisions regulated by specific articles of the law (see section 1.3.5.4.).

Provisions for self-insurance are not deductible.
1.3.5.2. Provisions for depreciation
Provisions may be created to cover the decrease in value of assets which may not be
depreciated (e.g. going concerns, portfolio shares and land) on the condition that such
decrease in value is reversible (article 39-1-5 of the CGI).
The deductibility of provisions formed for the depreciation of share participations and
certain immovable property is disallowed for the portion that does not exceed latent
capital gains on similar assets. Correspondingly, the recapture of non-deductible provisions is not taxed.
Provisions may also be created to cover the decrease in value of debt claims. The
amount of the provision for doubtful debts must be based on a debt assessment taking
into account the probability of payment and estimated with sufficient approximation.
In principle, the provision is formed on a debt-by-debt basis. However, the courts
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admit the deductibility of doubtful debt provisions determined on a global estimation
to cover all those doubtful debts whose risk of loss is based on the same considerations.
1.3.5.3. Provisions for risks and expenses
Provisions for risks and expenses must generally fulfil the general conditions set out in
section 1.3.5.1. Such provisions may be created for taxes, staff expenses, investment
or repair costs, litigation costs and certain losses (article 39-1-5 of the CGI).
1.3.5.4. Specific provisions governed by certain articles of law
Although they do not meet the general requirements (see section 1.3.5.1.), certain
provisions are deductible under specific rules provided by law.
In particular, a provision for inventory price increases may be set up in any year in
which, on an itemized basis, the unit price has increased by more than 10% since the
previous year. The provision, equal to the portion of the increase over 10%, may not
exceed EUR 15 million, increased by 10% of the provision theoretically deductible. The
provision must be added back to taxable income over a maximum of 6 years (article 391-5°, 11th and 12th paragraph, of the CGI).
The former provisions for credit risks, or provisions for oil, gas, and mineral depletion,
no longer apply.
1.4. Capital gains
General
Capital gains are generally deemed to be ordinary income and are, therefore, taxed at
the standard corporate income tax rate (and the surcharge) (see section 1.6.1.) (article 38 of the CGI). Also subject to the standard corporate income tax rate are the
capital gains derived from the sale of shares in non-listed real estate companies,
i.e. companies the assets of which consist for more than 50% of immovable property
(located in France or abroad).
Subject to certain conditions, capital gains resulting from mergers, divisions and
similar transactions benefit from rollover relief.
Exempt capital gains
The participation exemption discussed in section 2.2. also applies to capital gains on
qualifying “participation shares” (see below). However, this is not a full exemption as
a lump sum of 12% of the gross gains (deemed to represent non-deductible expenses
related to the participation) is added back to taxable income and taxed at the standard rate of corporate income tax (see section 1.6.1.). Capital gains from the disposal
of shares that do not qualify as participation shares are fully taxable in the normal
manner.
The following shares qualify as participation shares (article 219-I-a quinquies of the
CGI):
–

shares, the dividends of which qualify for the participation exemption, i.e. shares
representing at least 5% of the share capital of the subsidiary (see section 2.2.),
provided that the parent company also owns at least 5% of the voting rights;

–

shares acquired in the framework of a public takeover bid; and

–

shares qualifying as participation shares for accounting purposes, i.e. shares that
are acquired on a middle or long-term basis for strategic (rather than financial)
reasons. Shares representing more than 10% of the share capital of the subsidiary
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are deemed to be participation shares for accounting purposes (article R. 123-184
of the Commercial Code).
In order to qualify for the participation exemption, the shares must, inter alia, have
been held for at least 2 years.
However, shares in real estate companies (i.e. companies the assets of which consist
for more than 50% of immovable property) may not qualify as participation shares.
Capital gains on such shares are subject to the standard corporate income tax rate
(non-listed real estate companies) or to a reduced 19% rate (listed real estate companies).
Capital gains derived from the disposal of shares in companies resident in NCSTs (see
section 7.1.) are not entitled to the participation exemption, unless the parent
company proves that its participation is motivated by sound commercial reasons and
that it neither aims at, nor achieves, an abusive shifting of profits to an NCST.
Small and medium-sized enterprises (SMEs) held directly or indirectly for more than
75% by individuals or by other SMEs, are exempt from tax on capital gains derived from
the sale of a complete branch or business activity (excluding gains on immovable property) the value of which does not exceed EUR 300,000. A partial exemption applies
where the value of the complete branch or activity exceeds EUR 300,000 but is less
than EUR 500,000.
Reduced tax rates on capital gains
A reduced tax rate of 15% applies to capital gains on units and shares held for at least
5 years in qualifying venture capital funds or companies (article 219-I-a ter of the CGI).
The same rate also applied to proceeds from the licensing (or sublicensing) of patents
or patentable inventions; however, this regime was significantly amended from 2019 in
order to comply with the OECD modified nexus approach (see section 1.7.2.3.).
Capital gains derived from the sale of shares in listed real estate companies are
subject to a reduced tax rate of 19%.
1.5. Losses
1.5.1. Ordinary losses
Carry forward
Losses may be carried forward indefinitely. However, the set-off of losses is limited to
EUR 1 million + 50% of the current year’s profit exceeding EUR 1 million, i.e. only EUR
1 million and half of the profits above EUR 1 million may be set off against any available losses (article 209-I of the CGI). Correspondingly, there is a minimum taxable
profit for each financial year in so far as the profit realized during that year (i.e.
before any deduction of losses carried forward) exceeds EUR 1 million. Any unused
losses may be carried forward indefinitely.
The right to carry forward losses is forfeited if the taxpayer terminates its business
activities, sells its operations, takes part in a company reorganization (e.g. merger,
division), or is under a court order to liquidate its business. However, the losses accumulated by a company may be transferred to the company acquiring or absorbing it
upon a ruling from the tax administration, provided that the acquiring or absorbing
company maintains the clientele, workforce and means of operation for a period of at
least 3 years (article 209-II of the CGI).
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The carry-forward of losses is also disallowed if:
–

a company’s means of operation cease to exist over a 12-month period; or

–

a company changes its activities, for example if a company carries out a new activity (or transfers or abandons an activity), leading to an increase (or decrease) of
50% or more, within the current financial year or the next financial year, of either
the company’s turnover or the company’s average workforce and fixed assets (article 221(5) II of the CGI).

Carry back
Corporate taxpayers also have the option, with certain restrictions, to carry back
losses for 1 year to set them off against the previous year’s profits up to EUR 1 million,
in which case they are entitled to a tax credit. The tax credit may be used during the
following 5 years. If it is not used within the 5 years, the tax credit may be refunded in
the sixth year (article 220 quinquies of the CGI).
1.5.2. Capital losses
Capital losses are treated as ordinary losses. For losses on items the gains from which
would qualify for a reduced tax rate, see section 1.4.
Capital losses resulting from the devaluation of a non-resident subsidiary’s value may
not be deducted up to the amount of the tax-exempt profits received (under the (EU)
Parent-Subsidiary Directive (2011/96)) from that subsidiary in the current and preceding 5 financial years.
1.6. Rates
1.6.1. Income and capital gains
Standard rate
The standard rate of corporate income tax in 2020 is 28% (article 219-I of the CGI).
However, companies with a turnover exceeding EUR 250 million are subject to a 31%
rate on the fraction of their profits exceeding EUR 500,000 (and 28% up to EUR
500,000).
The standard rate was 33.33% since 1993 and until 2017. A reduction of the standard
rate was initiated with effect from 1 January 2018, with a reduced 28% applicable to
profits up to EUR 500,000 (profits exceeding this threshold were still taxed at a rate of
33.33%). The standard rate will be progressively reduced to 25% by 2022 following the
pace indicated in the following chart.
Turnover
(EUR)
Up to 7.63 million

7.63 – 250 million
250 million and over
(large companies)
1.
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Fraction of taxable
profits (EUR)
Up to 38,1201
38,121 – 500,000
Over 500,000
Up to 500,000
Over 500,000
Up to 500,000
Over 500,000

2018
(%)
15
28
33.33
28
33.33
28
33.33

2019
(%)
15
28
31
28
31
28
33.33

2020
(%)
15

2021
(%)
15

2022
(%)
15

28

26.5

25

28
28
31

26.5

25

27.5

25

The 15 % rate applies to small enterprises on their profits up to EUR 38,120 (see below).
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The rates applicable in 2020 and 2021 to large companies (i.e. companies with an
annual French turnover exceeding EUR 250 million) were introduced by article 39 of
the Finance Act 2020 of 28 December 2019. They were previously supposed to be 28%
on all profits in 2020 and 26.5% in 2021.
For the digital services tax, see section 9.6.1.
Exceptional CIT surtaxes (2017-2018)
Following the retroactive repeal of the 3% contribution on distributed profits on 6
October 2017 (see under Contribution on distributed profits below), two exceptional
corporate income tax surtaxes were introduced. These surtaxes applied only for the
fiscal year ending between 31 December 2017 and 30 December 2018, and only to companies with a French turnover exceeding EUR 1 billion. This threshold applied at the
level of the company, or, for a tax-consolidated group, at the level of the group. Turnover realized outside France was not taken into account. The surtaxes were as follows:
–

15% of the corporate income tax due for the fiscal year (before offsetting of any tax
credits) for companies with a turnover exceeding EUR 1 billion (a smoothing mechanism applies if the turnover was between EUR 1 billion and EUR 1.1 billion); and

–

an additional 15% of the corporate income tax due for companies with a turnover of
at least EUR 3 billion (a smoothing mechanism applies if the turnover is between
EUR 3 billion and EUR 3.1 billion). The global rate of surtaxes applicable to companies with turnover exceeding EUR 3.1 billion was thus 30% of the corporate
income tax due, leading to a global corporate income tax rate of [33.33% × 1.3] =
43.33% (excluding the social surcharge on corporate income tax).

The exceptional surtaxes were not deductible for corporate income tax purposes.
Reduced rate
Small enterprises (i.e. enterprises owned for at least 75% by individuals or by other
small enterprises and with a turnover of EUR 7,630,000 or less) are taxed at a reduced
rate of 15% on the first EUR 38,120 of profits and at the standard corporate income tax
rate (28%) on any excess (article 219-I-b of the CGI).
Social surcharge
Companies with an annual turnover of at least EUR 7,630,000 and whose corporate
income tax liability (standard rate and the reduced rate) exceeds EUR 763,000 are
subject to a social surcharge of 3.3% levied on the part of the corporate tax which
exceeds EUR 763,000 (article 235 ter ZC of the CGI). Thus, the resulting effective rate
on that part is 28.92% in 2020 (32.02% in 2019).
Contribution on distributed profits
Resident companies (except collective investment funds and small and medium-sized
enterprises) were subject to an additional contribution of 3% on the amount of distributed dividends (article 235 ter ZCA of the CGI). Stock dividends and dividends paid
within a tax group were not subject to the additional contribution of 3% (see section
2.1.). In addition, dividends paid on or after 1 January 2017 to French companies that
fulfilled the conditions to belong to a tax group and dividends paid to non-resident
companies that would fulfil the conditions to belong to a tax group had they been
French (the non-resident company must be resident in an EEA country or in a state
which concluded a tax treaty with France containing an administrative assistance
clause) were not subject to the additional contribution of 3%.
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In a ruling given on 17 May 2017 (Case C-365/16), the ECJ found the contribution to be
contrary to the Parent-Subsidiary Directive in so far as it also applies to redistributions
of EU-source dividends. As a consequence, the Administrative Supreme Court asked
the Constitutional Court whether the difference of treatment between EU-source dividends and others dividends was in line with the constitution.
In a decision given on 6 October 2017, the Constitutional Court ruled that the 3% contribution is contrary to the constitution (Decision 2017-660 QPC). Therefore, the contribution no longer applies from 8 October 2017 (date of publication of the decision in
the Official Journal). Taxpayers may claim a refund of the contribution paid in any nonstatute-barred years.
1.6.2. Withholding taxes on domestic payments
There are generally no withholding taxes on dividends, interest and royalties paid to
resident companies.
For withholding taxes on payments to non-resident companies, see section 6.3.
1.7. Incentives
1.7.1. Accelerated depreciation
See section 1.3.4.
1.7.2. Research and development
1.7.2.1. R&D credit
A tax credit for research and development (R&D) expenditure is available (article 244
quater B of the CGI). The R&D credit, which takes into account the annual volume of
expenditure, amounts to 30% of the expenses related to operations of research and
development up to EUR 100 million, and 5% for the excess. Higher rates apply to companies that never benefited from the credit and those that did not benefit from the
credit for a 5-year period.
The credit applies to R&D expenses carried out directly by the resident company under
the following conditions:
–

they are taken into account in determining the tax base of the company;

–

they relate to R&D activities carried out within the European Economic Area (EEA).
This condition does not apply to patent expenses; and

–

they are not attributable to the French company’s permanent establishment
outside the EEA.

An R&D credit is available for innovation expenditures (e.g. prototype design) of small
and medium-sized enterprises (SMEs). This credit amounts to 20% of the expenditures,
up to EUR 400,000 (i.e. the maximum credit is EUR 80,000).
The R&D credit is generally offset against corporate income tax for the year during
which the qualifying expenditures were incurred. Any excess credit may be carried
forward for 3 years and is refunded after that period of time if not used.
However, SMEs, innovative new enterprises (see section 1.7.2.2.), newly created companies in certain redevelopment areas (see section 1.7.3.) and companies in hardship
are granted an immediate refund of the credit related to expenditures incurred.

18

CORPORATE TAXATION

DOING BUSINESS IN FRANCE 2020

1.7.2.2. Innovative new enterprises
A special regime for innovative new companies applies to SMEs the capital of which is
owned for at least 50% by individuals (article 44 sexies-0 A of the CGI). To qualify for
the regime, a company must have existed for less than 8 years and must carry out
research and development activities with a value of at least 15% of its total deductible
expenditure. This regime grants a full exemption from corporate income tax for the
first profitable 12-month period, and a 50% exemption for the next profitable 12
months. This regime also grants exemptions from various other taxes, e.g. local business tax (see section 3.1.) and social security contributions (see section 4.2.).
1.7.2.3. Income from industrial property (“patent box”)
With effect from 1 January 2019, a new tax regime in line with the OECD’s modified
nexus approach is introduced with respect to income from industrial property (article
238 of the CGI). The income benefiting from this regime is taxed upon election at a
favourable 10% rate. This optional regime replaces the former specific rate of 15%
applicable to such income regardless of any nexus condition (former article 39 terdecies of the CGI).
The new regime applies to the income derived from the licensing, sublicensing or sale
of patents, plant variety rights, industrial manufacturing processes, copyrighted software or (for SMEs only) patentable but not patented inventions (“qualifying income”).
Expenses relating to these assets (“qualifying expenses”) must be deducted from the
qualifying income to determine a net result, to which a nexus ratio must be applied to
determine the effective result that may benefit from the 10% rate.
Companies that wish to benefit from the specific regime must elect for this regime
each year and prepare the corresponding documentation. Failure to provide such documentation upon request from the tax authorities will give rise to a fine amounting to
5% of the income subject to the reduced 10% rate. The tax authorities commented on
the new regime in guidelines published on 17 July 2019 (BOI-BIC-BASE-110-20190717).
1.7.3. Regional development incentives
Redevelopment areas
A 5-year tax exemption is granted to companies created in certain redevelopment
areas by 31 December 2020, i.e. in areas with a declining population and a high unemployment rate (article 44 quindecies of the CGI). The overall reduction of taxes (not of
the tax base) pertaining to this regime cannot, however, exceed EUR 200,000 over a 3year period.
Corsica
A tax credit is available for certain business investments made in Corsica by small and
medium-sized enterprises (SMEs) if such investments are made before 1 January 2021
(article 244 quater E of the CGI). Various conditions apply to qualifying SMEs and
investments. The credit is equal to 20% (30% for small enterprises, under conditions) of
the cost or the acquisition price of qualifying investments. The credit may be set off
against the corporate (or individual) income tax due by investors in the assessment
year in which the investment is made.
Any excess credit may be carried forward for 9 years, or, after that period has passed,
a refund of up to 50% of the unused credit (with a maximum of EUR 300,000) may be
obtained. A partial refund (35% of the tax credit, with a maximum of EUR 300,000) is

19

DOING BUSINESS IN FRANCE 2020

CORPORATE TAXATION

available after 5 years. An immediate refund is available for certain enterprises, e.g.
newly created companies in certain redevelopment areas (see above) and innovative
new enterprises (see section 1.7.2.2.).
Overseas Departments
Investment deductions and tax stabilization agreements are amongst the incentives
available in the Overseas Departments of French Guiana, Guadeloupe, Martinique,
Mayotte and Réunion.
Urban tax-free zones
Enterprises newly created (before 1 January 2021) in one of the specified economically
disadvantaged urban and suburban zones are eligible for various tax incentives, including a 5-year corporate income tax exemption (article 44 octies A of the CGI). The total
amount of income so exempted, however, cannot exceed EUR 100,000 in any 12-month
period.
1.7.4. Headquarters and distribution centres
Headquarters of foreign or French multinationals exercising management, control or
coordination functions in a defined geographical area for a group of companies may, on
request, be subject to corporate income tax on a reduced base (Guideline BOI-SJ-RES30-10-20120912). The base is fixed by a ruling. The same applies to distribution centres.
1.7.5. Tonnage tax
Companies that derive at least 75% of their turnover from the commercial operation of
ships may opt for a tax regime based on their total net tonnage instead of the standard
corporate income tax regime (article 209-0 B of the CGI). The election is irrevocable
for a period of 10 years. If a shipping company withdraws from the tonnage tax regime
before the end of the 10-year period, it is liable for the difference between the tax
due under the standard corporate income tax regime and that payable under the
tonnage tax regime.
1.7.6. Tax credit for competitiveness and employment
Until 2018, a tax credit was available for companies in respect of their employment
costs in order to support investment, research, innovation, training, recruitment, etc.
(article 244 quater C of the CGI). The credit amounted to 6% of the gross remunerations paid to employees earning less than 2.5 times the minimum wage (EUR 1,498
gross per month in 2018). With effect from 1 January 2019, the tax credit no longer
applies and is replaced by a reduction of social security contributions due by employers.
1.7.7. Other
Qualifying companies created for the purpose of taking over distressed companies in
certain defined regional zones are partially exempt from corporate income tax, under
certain conditions (article 44 septies of the CGI). The amount of exempt profit varies,
depending on the amount of eligible expenses multiplied by a coefficient. The exemption applies until 31 December 2020.
Gifts to non-profit organizations resident in the EEA are eligible for a tax credit equal
to 60% of their amount, up to a maximum of 0.05% of the taxpayer’s domestic turnover
or EUR 20,000 (whichever the higher). Any excess credit may be carried forward to be

20

CORPORATE TAXATION

DOING BUSINESS IN FRANCE 2020

set off during the next 5 financial years. For fiscal years ending on or after 31 December 2020, the 60% rate is reduced to 40% for the fraction of gifts exceeding EUR 2 million, except for gifts made to certain organizations.
1.8. Administration
1.8.1. Taxable period
The tax year is the calendar year or, if the taxpayer’s financial year is other than the
calendar year, the financial year closed during the relevant calendar year (article 223
of the CGI). The company’s financial year used for tax purposes is referred to in this
survey as the “fiscal year”. It generally lasts 12 months but can be shorter or longer in
certain cases. Corporate income tax is assessed on the income derived during the most
recently closed fiscal year.
1.8.2. Tax returns and assessment
Companies must file a tax return within 3 months of the closing of their fiscal year
(article 223 of the CGI). The self assessment method is generally used, i.e. the taxpayer calculates the tax due after deducting any advance payments of corporate
income tax and other creditable taxes.
1.8.3. Payment of tax
Companies are required to make quarterly advance payments of corporate income tax
(article 1668 of the CGI). These payments are determined by reference to the taxable
income of the most recently closed fiscal year. Each payment is equal to 7.75% of ordinary income (including capital gains taxed at the standard rate of corporate income
tax) and, if relevant, 3.75% on the first EUR 38,120 of profits (see section 1.6.1.). For
companies whose fiscal year ends on 31 December, the balance of the tax due must be
paid by 15 May. Any negative balance is payable when the return is filed. Excess payments are first set off against the taxpayer’s other direct tax liabilities; any remaining
balance is refunded by the tax authorities within 30 days (article 1668-2 of the CGI).
1.8.4. Rulings
The rulings practice in France is rather underdeveloped compared to many other jurisdictions. Nevertheless, certain practices, although not referred to as “rulings”, are
comparable to the concept of rulings.
These include a “private ruling” (rescrit) procedure, which enables the taxpayer to
obtain the tax administration’s interpretation of tax law regarding a specific set of
facts. The tax administration is not obliged to reply; if it does, it is bound by its interpretation. This procedure also enables the taxpayer to request a position with respect
to the application of specific provisions (e.g. exceptional depreciation and certain tax
exemptions and credits). The private ruling procedure is also available for non-resident companies, which may, upon request, receive from the tax administration an
answer within 3 months as to whether or not such a company effectively exercises its
activities through a permanent establishment in France.
In addition, prior approval (agrément) procedures are available. In specific cases,
these procedures are mandatory. The refusal of the tax administration to grant a prior
approval may be appealed.
Furthermore, taxpayers may rely on the formal interpretations of the tax administration concerning the assessment of taxes (e.g. guidelines, administrative documentation and individual responses). The tax administration is bound by its guidelines
(article L. 80 A of the LPF).
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2. Transactions between Resident Companies
2.1. Group treatment
The income of a group of companies may be consolidated. Under the tax group regime
(intégration fiscale, or “tax consolidation”), the income and losses of resident companies within a 95% group may be aggregated and taxed in the hands of the parent
company of the group (article 223 A–223 U of the CGI).
The parent company must be a resident company that is not itself 95% or more directly
owned by another resident company which is subject to corporate income tax in
France. The parent company may, however, be fully owned by a non-resident company.
A French sub-subsidiary held through a foreign subsidiary of the French parent
company is also eligible for consolidation. For tax years ending on or after 31 December 2014, two or more resident “sister” companies owned by an EEA-resident company
may also form a (“horizontal”) tax group. In such a case, the head of the group is not
the non-resident parent company, but one of the eligible resident companies upon
election.
Subsidiaries eligible for the tax group regime may or may not join the group.
The tax is levied on the aggregate income of the tax group after certain adjustments
for intra-group provisions, intra-group sales, etc., have been made.
For fiscal years that commenced before 1 January 2016, dividends eligible for the participation exemption were, in principle, exempt, except for a 5% “proportion of costs
and expenses” that was added back to the taxable result. This add-back could later be
neutralized, but only in cases where the subsidiary was established in France. For
fiscal years commencing on or after 1 January 2016, neutralization of this 5% is no
longer possible.
For the restrictions on the deductibility of net interest expenses in relation to tax
groups, see section 1.3.3.1.
2.2. Intercompany dividends
Standard regime
Unless the participation exemption applies, dividends derived by corporate shareholders are included in the taxable income subject to the standard rate of corporate
income tax (see section 1.6.1.).
Participation exemption
The participation exemption is available to resident parent companies and permanent
establishments of non-resident parent companies in respect of dividends received
from their resident and non-resident subsidiaries (articles 145 and 216 of the CGI). The
participation exemption regime meets the requirements of the (EU) Parent-Subsidiary
Directive (2011/96) in respect of inbound dividends.
To qualify for the regime, the parent company must:
–

have a direct participation in the subsidiary equal to at least 5% of the subsidiary’s
capital (in full or bare ownership); and

–

hold this 5% participation for at least 2 years.
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For financial years ending on or after 31 December 2015, an exception applies to companies held by one or several non-profit organizations: such companies may benefit
from the participation exemption on dividends derived from shares representing at
least 2.5% of the capital and 5% of the voting rights of the distributing company, provided that these shares are held for at least 5 years.
The participation exemption does not lead to a full exemption, but only to a 95%
exemption: 5% of the dividends, deemed to represent the non-deductible expenses
incurred for the participation, are added back to taxable income and taxed at the
standard rate of corporate income tax.
The base for the 5% add-back includes foreign tax credits available under tax treaties,
even though in practice the parent company cannot effectively use these foreign tax
credits (unless the dividends are redistributed to non-resident shareholders, in which
case the foreign withholding tax is creditable against the French withholding tax levied
on distributions made to foreign shareholders).
For financial years commencing on or after 1 January 2016, the add-back is 1% for
intra-group dividend distributions within a tax-consolidated group (see section 1.2.1.)
and for intra-group dividend distributions received from an EEA subsidiary that meets
the conditions required for a resident company to be included in the tax-consolidated
group. As a result, intra-group dividend distributions benefit from a 99% participation
exemption.
The participation exemption does not apply (article 145-6 of the CGI):
–

to dividends that are deductible from the tax base of the distributing company;

–

if the distributing company is resident in an NCST (see section 7.1.), unless the
parent company proves that its participation in an NCST-resident subsidiary is motivated by sound commercial reasons and neither aims at, nor achieves, the abusive
shifting of profits to an NCST;

–

to dividends derived from profits that were not subject to corporate income tax
(dividends distributed by investment companies, venture companies, French or
foreign REITs, etc.);

–

to dividends related to an arrangement (or a series of arrangements) the main or
only purpose of which is to obtain a tax advantage that defeats the object or
purpose of the participation exemption regime, i.e. an arrangement that does not
have a valid commercial reason that reflects economic reality (pursuant to the
general anti-abuse rule transposed from the Anti-Tax Avoidance Directive, see
section 7.1. below).

Withholding tax
For domestic withholding tax on dividends distributed to non-resident shareholders,
see section 6.3.1.

3. Other Taxes on Income
With effect from 1 January 2019, a digital services tax applies to revenues deriving
from online advertising, from the sale of personal data for advertising purposes and
from the provision of peer-to-peer online platforms. For more details, see section
9.6.1.
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3.1. Local business tax
All companies engaged in a business in France are subject to a local tax known as the
territorial economic contribution (contribution économique territoriale, CET). The
tax consists of two distinct contributions: the immovable property contribution (CFE)
and the added value contribution (CVAE). Both contributions are levied by local councils on a calendar year.
The tax base of the CFE is the notional rental value of the company’s immovable property. The rates vary from municipality to municipality. The CVAE is an additional tax on
companies whose turnover exceeds EUR 152,500. A single rate of 1.5% applies to the
added value produced by the company. A degressive allowance is granted to the
company depending on its turnover. The added value is defined as sales minus purchases and the value of inventory at the opening of the financial year.
The total CET (i.e. the aggregate amount of CFE and CVAE) may not exceed 3% of the
added value. The CET is deductible for corporate income tax purposes.
3.2. Social solidarity tax
A social solidarity tax is levied on a company’s turnover (articles L 137-30 et seq. of the
CSS). The rate is 0.16% of the previous year’s annual turnover, excluding VAT. The tax is
deductible for corporate income tax purposes. From 2016, an annual allowance of EUR
19 million applies to the tax base.

4. Taxes on Payroll
4.1. Payroll tax
The payroll tax (taxe sur les salaires) is only imposed on employers (resident companies and French permanent establishments of non-resident companies) that are not
subject to VAT during the year when salaries are paid, or employers that were not
subject to VAT on at least 90% of their turnover during the preceding year (article 231
of the CGI). The tax is progressive and is based on individual salaries paid during the
preceding year.
For remunerations paid in 2019, the tax brackets are as follows:
Annual salary (EUR)
Up to
7,924
7,924
–
15,822
Over
15,822

Rate (%)
4.25
8.5
13.6

For remunerations paid in 2020, the tax brackets are as follows:
Annual salary (EUR)
Up to
8,004
8,004
–
15,981
Over
15,981

Rate (%)
4.25
8.5
13.6

Remunerations paid from 1 January 2017 to employees who started to work in France
on or after 6 July 2016, which are exempt from individual income tax at the level of
the employee under the “impatriation” regime (article 155 B of the CGI), are exempt
from payroll tax at the level of the employer.
The payroll tax is deductible for corporate income tax purposes.
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4.2. Social security contributions
Social security contributions (cotisations sociales) are due by employers, employees or
both. They are computed on total wages and salaries (including fringe benefits and
employment-related allowances), in some cases up to certain limits known as social
security ceilings (C). For 2020, the ceilings are:
–

C1 (monthly): EUR 3,428;

–

C2 (3 × C1): EUR 10,284;

–

C3 (4 × C1): EUR 13,712; and

–

C4 (8 × C1): EUR 27,424.

For 2020, employers must pay the following contributions for their employees:
Contribution for
Health benefits
Family allowance
Housing aid: companies with
– fewer than 20 employees; or
– 20 employees or more
Old-age solidarity
Trade unions
Old-age pension (uncapped)
Old-age pension (capped)
Unemployment benefits
Salaries of bankrupt companies
Mandatory supplementary pension schemes
Mandatory supplementary pension schemes
Life insurance (executives only)
Job search contribution (APEC”) (executives
only)
1.

Employer (%)
13
5.25

Base
Full salary
Full salary

0.1
0.5
0.3
0.016
1.9
8.55
4.05
0.15
6.221
14.78
1.5

Salary up to C1
Full salary
Full salary
Full salary
Full salary
Salary up to C1
Salary up to C3
Salary up to C3
Salary up to C1
Salary between C1 and C4
Salary up to C1

0.036

Salary up to C3

The rate is 6.01% if the salary does not exceed C1.

In certain types of business, additional contributions are due, in particular for accident
insurance. Special levies are imposed on employers in the Paris area to finance transportation (50% of season tickets). Special contributions are also imposed on benefits
granted to employees in the form of stock options. Certain exemptions are available
under a number of employment promotion plans.
Social security contributions are deductible for corporate income tax purposes.
For social security contributions payable by employees, see Individual Taxation section
3.
4.3. Other taxes
Apprenticeship tax
Apprenticeship tax is generally levied on the total payroll at a rate of 0.68% (article
1599 ter A of the CGI). Companies that employ more than 250 employees may be
subject to an additional apprenticeship contribution.
Reduced rates are applicable under certain circumstances. The tax is deductible for
corporate income tax purposes.
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Vocational training tax
Employers with 11 employees or more must invest 1% of their payroll in vocational
training programmes (article 235 ter C–235 ter KM of the CGI). The rate is 0.55% for
employers with less than 11 employees. The tax is deductible for corporate income tax
purposes.
Construction tax
Construction tax applies to employers who employ 20 employees or more (article L
313-1 of the CCH). Such employers must invest a portion of their payroll in the construction of residential housing. The tax is levied at a rate of 0.45% on the payroll of
the preceding year. Employers that become liable to this tax are exempt for the first 3
years and benefit from a reduced rate for the following 3 years. The tax is deductible
for corporate income tax purposes.

5. Taxes on Capital
5.1. Net worth tax
There is no net worth tax.
5.2. Real estate tax
Real estate tax (taxe foncière) is a local tax due annually on all properties owned on 1
January of the relevant year (article 1380–1391 E of the CGI). The tax is due by the
owner and applies to both developed and undeveloped immovable property located in
France.
The tax on developed property applies to buildings located in France. The tax is computed by applying certain coefficients determined annually by the local authorities to
half the notional rental value of the property as determined by the local land registry.
The tax on undeveloped property (mainly privately owned land and forestry) is calculated by multiplying 80% of the notional rental value of the property by coefficients
determined by local authorities.
5.3. Other taxes
5.3.1. Bank levy
An annual bank levy (taxe bancaire de risque systémique) was due until 2018 by banks
and financial institutions that are resident companies or French permanent establishments of companies resident outside the EEA and that are subject to prudential rules
(article 235 ter ZE of the CGI). Branches of foreign companies resident in the EEA were
outside the scope of the tax.
The base of the levy was the “minimum equity” required under the prudential rules, as
computed based on the risk underlying the activities carried out by the taxpayer. Consequently, the higher the risk taken, the higher the tax liability. In the case of companies forming a tax group (see section 2.1.), the “minimum equity” was determined on
a consolidated basis, which means that the parent company was liable for the levy due
by its subsidiaries.
The rate was:
–

0.141% for the levy due in 2018;

–

0.222% for the levy due in 2017;

26

CORPORATE TAXATION

–

0.275% for the levy due in 2016; and

–

0.329% for the levy due in 2015.
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For fiscal years ending on or after 31 December 2015, the levy was no longer deductible for corporate income tax purposes.
Any double taxation that could arise from the imposition of a similar tax in another
state was unilaterally relieved by way of a tax credit.

6. International Aspects
6.1. Resident companies
For the concept of residence, see section 1.2.1.
6.1.1. Foreign income and capital gains
Pursuant to the territoriality principle (see section 1.3.1.), active business income
derived through an enterprise (a permanent establishment, a dependent representative or a “full commercial cycle”) operating outside France is not taken into account
for French tax purposes.
Worldwide tax liability applies to investment income, such as dividends (unless
exempt, see section 2.2.), interest and royalties derived directly from abroad (i.e. not
attributable to a foreign permanent establishment).
As an exception to the territoriality principle, resident companies may be taxed in
France on income from non-resident entities or permanent establishments under CFC
rules (see section 7.4.).
Capital gains realized from the sale of business assets are subject to tax in France
under the general rules (see section 1.4.) unless such assets pertain to a permanent
establishment abroad, in which case they are exempt in France. Capital gains derived
directly from the disposal of shares in foreign companies are included in the taxable
income subject to the standard rate of corporate income tax (see section 1.6.1.). However, such gains derived by parent companies resident in another EEA country may also
qualify for the participation exemption (see section 1.4.).
A company may transfer its registered office with the express authorization of the
bodies empowered to modify the articles of association. The transfer abroad of a registered office requires the unanimous approval of the shareholders when it results in a
change of the registered seat of the company. Under French tax law, such transfer is
treated as a cessation of enterprise. As a consequence, accrued capital gains and
profits of the current financial year are immediately taxable. With effect from 14
November 2012, any capital gains derived from the emigration of fixed assets representing an establishment and/or of a company (i.e. transfer of the head office associated with the move of significant fixed assets leading to an interruption of business)
may not be taxed immediately but, subject to an option exercised by the taxpayer,
may benefit from a 5-year tax payment plan.
6.1.2. Foreign losses
Under the principle of territoriality, business income derived by a French company
through foreign enterprises (i.e. a permanent establishment, a dependent representative or a “full commercial cycle”) is generally not assessable for French tax purposes. Accordingly, losses incurred by foreign enterprises of resident companies, even
on liquidation, are not recognized for tax purposes in France.
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6.1.3. Foreign capital
There is no net worth tax. Immovable property located abroad is not subject to French
real estate tax.
6.1.4. Double taxation relief
In the case of foreign-source business income, the territoriality principle applies (see
section 6.1.1.). In respect of foreign-source passive investment income, such as dividends (unless exempt, see section 2.2.), interest and royalties, there is no credit for
foreign taxes under domestic law, but foreign taxes levied by non-treaty countries are
deductible as expenses (article 39-1-4 of the CGI).
Under tax treaties, the exemption method is usually applied to active (business)
income, whereas the credit method is applied to passive investment income. The
credit is computed on a per-country basis. In addition, the credit is limited to the
amount of French tax attributable to the foreign-source income to which the credit is
attached. Excess foreign tax credit may not be carried over. For dividends, no credit is
granted for the underlying corporate income tax.
6.2. Non-resident companies
Generally speaking, companies which do not have their legal seat or place of effective
management in France are considered to be non-resident companies.
According to domestic case law (CE, 9 November 2015, LHV, 370054), a person that is
not effectively subject to taxation because of its status or activity may not be considered as a resident within the meaning of article 4 of the OECD Model. Such person is
therefore not entitled to treaty benefits (such as reduced withholding tax rates).
6.2.1. Taxes on income and capital gains
Income realized by a permanent establishment
Pursuant to the territoriality principle (see section 6.1.1.), where a non-resident
company is deemed to be engaged in a business in France (through a permanent establishment, dependent representative or “full commercial cycle”), it is treated as a
taxable entity subject to the same corporate income tax rules as a resident company.
The rate of the tax and the surcharges thereon are also the same as for resident companies.
In addition to corporate income tax, non-resident companies engaged in qualifying
activities in France are subject to other taxes on income normally levied on resident
companies (see section 3.), payroll taxes (see section 4.1.), social security contributions and other taxes (see sections 4.2. and 4.3.), and real estate tax (see section
5.2.).
After-tax profits of branches, permanent establishments and other unincorporated
enterprises of non-resident companies are subject to a branch profits tax (article 115
quinquies of the CGI). However, the branch remittance tax:
–

is not due from companies that have their place of effective management in an EEA
country and that are subject therein to corporate income tax with no possibility of
opting for taxation or of being exempt;

–

may be reduced or waived under tax treaties; and

–

may be refunded to non-resident companies located in the European Economic
Area if they prove that profits realized in France were not divested out of France
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(e.g. no distributions were made by the non-resident company, or distributions
were made only to French-resident shareholders).
The rate of the branch tax is identical to the withholding tax rate applicable to dividends, i.e. 28% in 2020. For branches of companies resident in an NCST (see section
7.1.), the rate is increased to 75%.
French-source or foreign-source dividends, interest and royalties related to a permanent establishment in France are included in the tax base of that permanent establishment for corporate income tax purposes. Permanent establishments may qualify
for the participation exemption (see section 2.2.).
Outbound income
Dividends, interest (only when paid to a company resident in an NCST (see section 7.1.)
and royalties derived by non-resident companies directly are subject to withholding
tax (see section 6.3.).
Non-resident companies are subject to tax on rental income derived from French-situs
immovable property, whether or not such income is attributable to a permanent establishment (article 209-I and 244 bis of the CGI). Pursuant to French domestic law and
case law, the same applies under tax treaties.
Capital gains on French assets
Capital gains realized from the disposal of immovable property located in France or of
an interest in a real estate company (i.e. any company whose assets consist for more
than 50% of immovable property) are subject to tax in France (see section 6.3.4.).
Capital gains realized on participations in resident companies are subject to tax under
the general rules (see section 1.4.), if derived through a permanent establishment.
Otherwise, such gains are subject to tax only if the participation exceeds (or has
exceeded at any time within the 5 preceding years) 25% of the rights in the profits of
the resident company. Starting with 1 January 2020, capital gains derived by non-resident companies are subject to the standard corporate income tax of 28%.
Capital gains on substantial participations derived by parent companies resident in
another EEA country may qualify for the participation exemption under the conditions
described in sections 1.4. and 2.2. In addition to those conditions, the non-resident
company must be subject to corporate income tax in its state of residence.
Any capital gains derived from the emigration of fixed assets representing an establishment and/or of a company (i.e. transfer of the head office associated with the
move of significant fixed assets leading to an interruption of business) may not be
taxed immediately but, subject to an option exercised by the taxpayer, may benefit
from a deferred 5-year tax payment plan. The taxpayer also has the option to pay the
tax due immediately.
For the taxation of headquarters and distribution centres of multinationals, see
section 1.7.4.
With effect from 1 January 2019, a digital services tax applies to revenues deriving
from online advertising, from the sale of personal data for advertising purposes and
from the provision of peer-to-peer online platforms. For more details, see section
9.6.1.

29

DOING BUSINESS IN FRANCE 2020

CORPORATE TAXATION

6.2.2. Taxes on capital
There is no net worth tax. Non-resident companies are subject to real estate tax (see
section 5.2.) in respect of their immovable property located in France.
In addition, a 3% tax is due on the market value of French-situs immovable property
owned by some non-resident entities (article 990 D–990 G of the CGI). However, the tax
is not due from companies resident in another EEA country or in a country with which
France has a tax treaty containing a clause (i) on administrative assistance or (ii) precluding discrimination based on nationality.
6.2.3. Administration
Income derived by non-resident companies through permanent establishments in
France is assessed in the same manner as income of resident companies (see section
1.8.). Taxes withheld on dividends (see section 6.3.1.) and interest (payments to NCSTs
only; see section 6.3.2.) derived directly by non-resident companies are final. The
withholding tax on royalties in general (see section 6.3.3.) is credited against the corporate income tax assessed under the general rules.
6.3. Withholding taxes on payments to non-resident companies
Under article 235 quater of the CGI (introduced by the Finance Act 2020), loss-making
companies which are resident in EEA countries (except Liechtenstein) have the possibility to claim a temporary refund of French withholding taxes paid on dividends, royalties, capital gains, etc. As regards dividends and profits deemed distributed, this
measure also applies to loss-making companies that are resident in a non-EEA state
that has concluded with France an administrative assistance treaty as well as a mutual
assistance treaty regarding the recovery of taxes (except NCSTs), provided that the
foreign company does not control the French company. It is not necessary that foreign
companies are subject to corporate income tax (the refund procedure may thus apply
to foreign partnerships).
The loss situation is determined according to the rules applicable in the state of residence of the foreign company. Refund claims must be made within 3 months following
the end of the fiscal year during which the payment occurred. Non-resident companies
must prove each year that they are still in a loss situation.
The tax refunded must be paid back to the French tax administration if/when the nonresident company stops making losses and realizes profits again. This refund mechanism results from the ruling given by the Court of Justice of the European Union in
Sofina (C-575/17). It applies to fiscal years commencing on or after 1 January 2020.
6.3.1. Dividends
6.3.1.1. General
Unless a tax treaty provides for a lower rate, gross dividends distributed to non-resident corporate shareholders are subject to a final withholding tax of 28% (articles 119
bis and 187 of the CGI) (see section 6.3.5.). For the rates of withholding tax applicable
on dividend payments to EU Member States, see section 6.3.1.2.
The 28% rate is reduced to 15% for dividends distributed by French companies to nonprofit organizations (e.g. pension funds) resident in another EEA country (articles 187
and 219 bis of the CGI). The non-profit character of a foreign entity is assessed in
accordance with French domestic law. Such dividends may also be exempt from withholding tax if the recipient is a resident of a state with which France has concluded a
tax treaty granting the exchange of information.
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By virtue of the EU-Switzerland Savings Agreement, France exempts dividend payments to Swiss companies under essentially the same conditions as those of the EU
Parent-Subsidiary Directive (2011/96) before the amendments effective from 1
January 2005; thus, a minimum holding of 25% for at least 2 years is required. It should
be noted that dividend payments are exempt under more lenient conditions under the
tax treaty between France and Switzerland.
Dividends paid to Undertakings for Collective Investment in Transferable Securities
(UCITS) resident in the EEA are exempt from withholding tax if certain conditions are
met.
Dividends paid on or after 1 January 2016 to a company of which the place of effective
management is located in an EU Member State (or in an EEA country with which France
has concluded a tax treaty containing an administrative assistance clause), are exempt
from withholding tax if that company is (i) in a loss-making position, and (ii) going
through winding-up procedures or is insolvent (under conditions) (article 119 quinquies
of the CGI). For fiscal years commencing on or after 1 January 2020, similar rules apply
to other types of income such as capital gains, royalties, etc.
Dividends distributed by a resident company to a company resident in an NCST (see
section 7.1.) are subject to a final withholding tax at a rate of 75%, unless the distributing company proves that the distribution made to a resident of an NCST neither seeks
nor allows the abusive shifting of profits to the NCST (article 187, 2 of the CGI) (see
section 6.3.5.).
6.3.1.2. EU Member States
Under article 119 ter of the CGI implementing the provisions of the (EU) Parent-Subsidiary Directive (2011/96), no withholding tax is levied on dividends paid by a French
company to a qualifying parent company resident in the European Economic Area
(EEA). The exemption also applies to dividends paid to a permanent establishment
located in France with a qualifying EEA parent company.
The exemption applies if:
–

the parent company is the beneficial owner of the dividends;

–

the parent company has its place of effective management in an EEA country with
which France concluded a tax treaty containing an administrative assistance
clause, and is not deemed to be domiciled outside the EEA pursuant to a tax treaty
concluded with a non-EEA country;

–

the parent company has one of the legal forms listed in the Directive, or a comparable form if its place of effective management is located in an EEA country;

–

the parent company holds directly at least 10% of the full or bare ownership of the
share capital of the French subsidiary for an uninterrupted period of at least 2
years (or commits to hold the shares for at least 2 years). The 10% participation
threshold is reduced to 5% if the parent company holds shares that fulfil the conditions provided for in the French participation exemption rules, and is unable to
make use of a tax credit for French withholding tax in its country of residence; and

–

the parent company is subject to corporate income tax in the EEA country where its
place of effective management is located, with no possibility to opt for such tax
and without being exempt from it.
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A general anti-abuse clause provides that the withholding tax exemption shall not
apply to dividends related to an arrangement (or a series of arrangements) the main or
only purpose of which is to obtain a tax advantage that defeats the object or purpose
of the exemption rules, i.e. an arrangement that does not have a valid commercial
reason that reflects economic reality.
6.3.2. Interest
In general, no withholding tax is levied on interest paid to non-resident companies.
Only interest paid to a company located in an NCST (see section 7.1.) is subject to a
final withholding tax at a rate of 75%, unless the taxpayer proves that the payments
are not motivated by tax avoidance.
6.3.3. Royalties
6.3.3.1. General
Gross royalties are subject to withholding tax at a rate of 28% unless a tax treaty provides for a lower rate (article 182 B of the CGI) (see section 6.3.5.). This withholding
tax is not final as it is credited against the corporate income tax assessed under the
general rules.
By virtue of the EU-Switzerland Savings Agreement, France is obliged to exempt
royalty payments to Swiss companies under essentially the same conditions as those of
the Interest and Royalties Directive. For the rates of withholding tax applicable on
royalty payments to EU Member States, see section 6.3.3.2.
Royalties paid to a company resident in an NCST (see section 7.1.) are subject to a final
withholding tax at a rate of 75%, unless the taxpayer proves that the payments are not
motivated by tax avoidance.
6.3.3.2. EU Member States
Under article 182 B bis of the CGI implementing the provisions of the (EU) Interest and
Royalties Directive (2003/49), outbound royalty payments are exempt from withholding tax, provided that the beneficial owner is an associated company of the paying
company and is resident in another Member State or such a company’s permanent
establishment is situated in another Member State.
Two companies are considered “associated companies” if:
–

one of them has a direct minimum holding of 25% in the capital of the other; or

–

a third EU company has a direct minimum holding of 25% in the capital of the two
companies.

The holding must be maintained for at least 2 years (or the associated company must
undertake to keep the shares for at least 2 years). The relevant companies must have
a legal form listed in the Annex of the Directive and be subject to corporate income
tax.
In accordance with the arm’s length principle, where, by reason of a special relationship between the payer and the beneficial owner of the royalties, or between one of
them and some other person, the amount of royalties exceeds the amount which would
have been agreed by the payer and the beneficial owner in the absence of such a relationship, the exemption shall apply only to the latter, if any.
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A general anti-abuse clause provides that the withholding tax exemption shall not
apply if the royalties are paid to a company or permanent establishment of a company
that is directly or indirectly controlled by non-EU residents and if the only or principal
aim of the chain of participation is to benefit from the withholding tax exemption.
6.3.4. Other
Service fees
A non-resident company without a permanent establishment in France may be liable to
tax in France for payments in consideration of the supply of any kind of services, such
as technical or managerial services, or artistic performances. The tax is withheld at a
rate of 28%. The tax withheld is not final, but creditable against corporate income tax
assessed under the general rules. If the recipient is resident in an NCST (see section
7.1.), the rate of the withholding tax is raised to 75%, unless the taxpayer is able to
prove that the transaction is not motivated by tax avoidance (article 182 B of the CGI).
Capital gains
Capital gains on the disposal of immovable property (or rights on immovable property)
situated in France are subject to withholding tax at a rate of 28%, for both occasional
and recurrent gains. If the seller is a resident of an NCST (see section 7.1.), a 75% rate
applies. The tax paid is credited against the corporate income tax liability, but any
excess is not refunded (article 244 bis A of the CGI).
Capital gains on shares held in a resident company whereby the non-resident company
holds (or has held at any time in the 5 preceding years) more than 25% of the rights in
the profits of the resident company are subject to a non-final withholding tax. Starting
with 1 January 2020, capital gains derived by non-resident companies are subject to
the standard corporate income tax of 28%.
Such gains are exempt if derived by a parent company resident in another EEA country
which is subject to corporate income tax. However, if the gain is derived by a resident
of an NCST (see section 7.1.), the liability to tax arises regardless of the level of participation in the resident company and a final withholding tax is levied at the rate of
75%.
Branch tax
After-tax profits of branches, permanent establishments and other unincorporated
enterprises of non-resident companies are subject to a 28% branch remittance tax
(article 115 quinquies of the CGI). However, the branch remittance tax:
–

is not due from companies that have their place of effective management in an EEA
country and that are subject therein to corporate income tax with no possibility of
opting for taxation or of being exempt; and

–

may be reduced or waived under tax treaties; and

–

may be refunded to non-resident companies located in the European Economic
Area if they prove that profits realized in France were not divested out of France
(e.g. no distributions were made by the non-resident company, or distributions
were made only to French-resident shareholders).

Rental income
For details on rental income, see section 6.2.1.
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6.3.5. Withholding tax rates chart
The following chart contains the withholding tax rates that are applicable to dividend,
interest and royalty payments by French companies to non-residents under the tax
treaties in force as at the date of review. Where, in a particular case, a treaty rate is
higher than the domestic rate, the latter is applicable. There is no withholding tax
under domestic law on interest paid to non-resident companies and no tax is withheld
on such payments, even where a treaty allows such tax.
A reduced treaty rate may be applied at source if the appropriate residence certificate
has been presented to the withholding agent.
Dividends
Individuals,
Qualifying
companies
companies3,4
(%)
(%)
Domestic Rates
Companies:
Individuals:
Treaty Rates
Treaty With:
Albania
Algeria
Andorra
Argentina
Armenia
Australia
Austria
Azerbaijan
Bahrain
Bangladesh
Belarus15
Belgium
Benin
Bolivia
Bosnia and
Herzegovina22
Botswana
Brazil
Bulgaria
Burkina Faso
Cameroon
Canada
(see also Quebec)
Central African
Republic
Chile
China (People’s Rep.)
Congo (Rep.)
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Interest1,2

Royalties2

(%)

(%)

0/15/28/75
12.8/75

0/15/28/75
n/a

0/75
0/75

0/28/75
28/75

15
15
–/158
15
15
15
15
10
0
15
15
15
–17
15

5
55
–/55,8
15
55
0/513
05
10
0
105
15
105
–17
10/1519

10
0/106
0/59
20
0/1011
0/1014
0
10
0
10
0/1016
15
–17
0/1520

5
5/107
0/510
18
5/1012
5
0
5/1012
0
10
0
0
0/–18
0/1521

15
12
15
15
–17
15

5
5
15
525
–17
15

0
10
10/1523
0
–17
15

0
10
10/15/2524
5
0/–18
0/7.5/1526

15

55

10

0/1027

–17
15
10
20

–17
15
5
155

–17
4/5/10/1528
10
0

018
2/5/1029
1030
15

CORPORATE TAXATION

Croatia
Cyprus
Czech Republic
Ecuador
Egypt
Estonia
Ethiopia
Finland
French Polynesia
Gabon
Georgia
Germany
Ghana
Greece
Guinea
Hong Kong
Hungary
Iceland
India
Indonesia
Iran
Ireland
Israel
Italy
Ivory Coast
Jamaica
Japan
Jordan
Kazakhstan
Kenya
Korea (Rep.)
Kosovo22
Kuwait
Latvia
Lebanon
Libya
Lithuania
Luxembourg
Madagascar
Malawi64
Malaysia
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Dividends
Individuals,
Qualifying
companies
companies3,4
(%)
(%)
15
05
15
105
10
0
15
15
0
0
15
55
37
5/10
5/1037
0
0
17
–
–17
15
15
10
0/542
15
05
15
55
–17
–17
15
15
10
10
15
5
15
55
10/1544
5/10/1544
15
10
20
15
15
1048
15
55
15
55
15
15
15
105
10
0/549
15
55
10/1552
55,53
1054
1054
15
105
15
5
0
0
15
55
0
0
1057
55,57
15
55
15
061
25
15
17
–
1065
15
55

Interest1,2

Royalties2

(%)
0
0/106
0
10/1533
15
0/1034
538
0/106
–/040
0/1041
0
0
10
0/1243
0/106
10
0
0
10/1545
10/1547
15
0
5/1041
10
15
10
0/1050
0/156
1053
1254
10
0
0
5/1055
0
0
0/1059
062
15
– 17
15

(%)
0
0/531
0/5/1032
15
15
0/5/1035,36
5/7.539
0
–17
0/1012
0
0
10
5
0/1012
10
0
0
10/2046
10
0/1012
0
0/107
0/57
10/–18
10
0
5/15/2551
1053
1054
10
0
0
0/5/1056
– 17
0/1058
0/5/1060
5
10/1563
0/–66
10/–67
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Mali
Malta
Mauritania
Mauritius
Mexico
Moldova15
Monaco
Mongolia
Montenegro22
Morocco
Namibia
Netherlands
New Caledonia
New Zealand
Niger
Nigeria
North Macedonia
Norway
Oman
Pakistan
Panama
Philippines
Poland
Portugal
Qatar
Quebec (Canada)
Romania
Russia
St. Martin
St. Pierre and
Miquelon
Saudi Arabia
Senegal
Serbia22
Singapore
Slovak Republic
Slovenia
South Africa
Spain
Sri Lanka
Sweden
Switzerland
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Dividends
Individuals,
Qualifying
companies
companies3,4
(%)
(%)
17
–
–17
15
05
–17
–17
15
55
15
05/568
15
15
–17
–17
15
55
15
5
0/1572
0/1572
15
55
15
5
74
5/15
574
15
15
–17
–17
15
12.55
15
05
15
05
0
0
15
105
15
55
15
10
15
55
15
15
0
0
15
55
10
10
15
5/1076
15
05
5/1574
0
15
15
15
10
15
15
15
–17
15
15

574
0
15
5
55
10
077
55
05
–17
05
05,80

Interest1,2

Royalties2

(%)
–17
5
–17
–17
5/10/1569
10
–17
10
0
10/1573
10
10
0
10
–17
12.5
0
0
0
10
5
15
0
10/1275
0
10
10
0
0/1016

(%)
–/018
0/1012
–/018
0/1512
0/10/1570,71
0
–17
0/512
0
–/18/5/107
0/1012
0
0/1012
10
–/018
12.5
0
0
7
10
5
15
0/1012
5
0
0/1027
10
0
0

0
0
15
0
10
0
0/578
0
0/1079
10
0
0

0/1012
0
18
–/ /0/1512
0
0
0/512
0/512,78
0
0/57
0/1012
0
5
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Syria
Taiwan
Thailand
Togo
Trinidad and Tobago
Tunisia
Turkey
Turkmenistan15
Ukraine
United Arab Emirates
United Kingdom
United States
Uzbekistan
Venezuela
Vietnam
Zambia64
Zimbabwe
1.

2.

3.

4.
5.
6.
7.
8.
9.
10.
11.
12.
13.

14.
15.
16.
17.
18.
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Dividends
Individuals,
Qualifying
companies
companies3,4
(%)
(%)
15
05
81
10
1081
–17
15/2085
17
–
–17
15
10
17
–
–17
20
155
15
15
15
0/589
0
0
15
05
15
0/592
8/1093
55,94
5
05
95
15
55,95
–17
1065
15
10

Interest1,2

Royalties2

(%)
0/106
0/1082
3/1086
–17
10
12
15
10
2/1090
0
0
0
0/541,94
5
096
–17
10

(%)
15
1083,84
0/5/1587
–/018
0/107
–/0/5/15/2018,88
10
0
0/1091
0
0
0
094
5
5/1097
0
10

Many treaties provide for an exemption for certain types of interest, e.g. interest paid to or by the
state, local authorities, the central bank, export credit institutions, financial institutions or in relation to sales on credit. Such exemptions are not considered in this column.
In the case of relations between EU Member States, interest and royalties payments between related
companies may be exempt if the conditions of the EU Interest and Royalties Directive 2003/49/EC are
met.
Unless indicated otherwise, the rate in this column applies if the recipient company holds directly or
indirectly at least 25% of the capital or the voting power of the paying company, as the case may be.
Special conditions may apply.
In the case of relations between EU Member States, dividend payments from subsidiaries to parent
companies may be exempt if the conditions of the Parent Subsidiary Directive 2011/96/EU are met.
A 10% holding is required.
The zero rate applies, inter alia, to interest paid to a financial institution or local authority (as
defined).
The lower rate applies to copyright royalties, excluding films, etc.
Domestic rate applies to dividends paid by investment vehicles under certain conditions.
The zero rate applies to the interest paid between financial institutions.
The zero rate applies to copyright royalties (excluding computer software, films etc.).
The 0% rate applies to interest on bank loans and to interest paid in connection with the sale on credit
of goods or merchandise or the supply of services by an enterprise to another enterprise.
The lower rate applies to copyright royalties, including films, etc.
The zero rate applies if the Australian company holds at least 10% of the voting power in the French
company; the rate is 5% if the profits out of which the dividends have been paid (in respect of a 10%
holding) have not been subject to the normal corporate tax rate.
The zero rate applies, inter alia, to interest paid to a financial institution or local authority (as defined
but excluding back-to-back loans).
The treaty concluded between France and the former USSR.
The zero rate applies to interest from credits and bank loans and to interest from commercial credits.
The domestic rate applies; there is no reduction under the treaty.
The domestic rate applies where the income is paid in compensation of the use of immovable property
or for the working of mines, quarries or other natural resources.
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19. The general rate under the treaty is 15%. However, by virtue of a most favoured nation clause, the rate
is reduced to 10% if the recipient company owns at least 25% of the paying company’s capital. Under
the Bolivia and Spain treaty, the rate is for such dividends is 10%. For further details, see the notification published by the French tax administration on 4 November 2016.
20. The general rate under the treaty is 15%. However, by virtue of a most favoured nation clause the rate
is reduced to 0% if the interest is related to the sale of industrial, commercial or scientific equipment.
Under the Bolivia and Spain treaty, the rate for such interest is 0%. For further details, see the notification published by the French tax administration on 4 November 2016.
21. The general rate under the treaty is 15%. However by virtue of a most favoured nation clause the rate
is reduced to 0% for royalties for the use of, or the right to use, any copyright of literary, dramatic,
musical or artistic work (excluding royalties relating to cinematograph films, videotapes for use in
connection with television, or magnetic gramophone records or tapes). Under the Bolivia and Spain
treaty, the rate for such royalties is 0%. For further details, see the notification published by the
French tax administration on 4 November 2016.
22. The treaty concluded between France and the former Yugoslavia.
23. The 10% rate applies to interest from loans granted for at least 7 years by banks with public participation and related to the sale of equipment, the study, installation or supplying of industrial or scientific equipment or public works.
24. The 10% rate applies to copyright royalties, including films. The 25% rate applies to trademarks.
25. A 15% holding of the capital of the company paying the dividends is required.
26. The zero rate applies to copyright royalties, excluding film, etc. The 7.5% rate applies to technical
assistance fees.
27. The zero rate applies to copyright royalties, excluding films, to computer software, to patents and
know-how, and to royalties paid to the government or to an approved organization of Canada.
28. The interest rates under the treaty are 5% and 15%. The 5% rate applies to interest from loans granted
by banks and insurance companies, bonds or securities that are regularly and substantially traded on
a recognized securities market and to interest in relation to sales on credit. However, by virtue of a
most favoured nation clause clause, under the Chile-Japan treaty the rates are reduced as follows:
– from 1 January 2017, the rate for certain types of interest is reduced to 4% (restrictions may apply
to back-to-back loans); and
– from 1 January 2019, the general rate is reduced to 10%.
For further details, including the updated text of article 11, see Circular No. 27/2019 issued by the
Chilean tax administration on 28 June 2019 and the notification published by the French tax administration on 27 February 2019.
29. The rates under the treaty are 5% and 10%. The 5% rate applies to equipment leasing. However, by
virtue of a most favoured nation clause, the rate for equipment leasing is reduced to 2%. Under the
Chile-Japan treaty the rate for such royalties is 2%.
For further details, including the updated text of article 12, see Circular No. 27/2019 issued by the
Chilean tax administration on 28 June 2019 and the notification published by the French tax administration on 27 February 2019.
30. Royalties paid for the use of or the right to use industrial, commercial or scientific equipment are
subject to tax on 60% of the gross income of such royalties.
31. The 5% rate applies to applies to payments in respect of copyright royalties on films and television.
32. The zero rate applies to copyright royalties, excluding computer software, but including films, etc.
The 5% rate applies to equipment leasing. The 10% rate applies to patents, trademarks and know-how.
33. The 10% rate applies to loans for the financing of industrial, commercial or scientific equipment, bank
loans or loans for the financing of public works.
34. The rate under the treaty is 10%. However, by virtue of a most favoured nation clause, the rate is
reduced to 0% on interest paid to a bank (as defined). Under the 2005 amending protocol of the
Estonia-Netherlands treaty, the rate on such interest is 0%.
35. A 5% rate applies to royalties paid for the use of industrial, commercial or scientific equipment.
36. The rates under the treaty are 5% and 10%. However, by virtue of a most favoured nation clause, the
rates are reduced to 0% for royalties (as defined). Under the 2014 amending protocol of the EstoniaSwitzerland treaty and the Estonia-Luxembourg treaty, the rate is 0%.
37. The general rate for dividends under the treaty is 10%. However, by virtue of a most favoured nation
clause, the rate is reduced to 5%. Under the Ethiopia and Ireland treaty, the rate is 5%.
38. A most favoured nation clause may be applicable with respect to interest.
39. The rate for royalties under the treaty is 7.5%. However, by virtue of a most favoured nation clause,
the rate is reduced to 5%. Under the Ethiopia and Ireland treaty, the rate is 5%.
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40. There is no withholding tax on interest in respect of loans, deposits, bank accounts and any other form
of debt-claim not represented by negotiable instruments. However, there is no reduction for interest
on bonds (article 8).
41. The lower rate applies, inter alia, to interest on bank loans.
42. The zero rate applies if the participation is at least 50% with a minimum investment of EUR 3 million;
the 5% rate applies if the participation is at least 10% with an investment of more than EUR 100,000.
43. The 12% rate applies to interest from negotiable bonds and debentures.
44. The rate under the treaty is 15%. However, by virtue of a most favoured nation clause, the rate is
reduced to 5% (for holdings of 10%) and 10% in all other cases. For further details see the notification
published by the French tax administration on 4 November 2016 and Amending Notification No. SO
650(E) published by the Indian Tax Authorities on 10 July 2000. See also the activation treaties India
and Germany and India and Slovenia.
45. The rate under the treaty is 10% for interest paid to banking or financial institutions or to an enterprise
which holds directly or indirectly at least 10% of the capital of the company paying the interest and
15% in all other cases. However, by virtue of a most favoured nation clause, the general rate is
reduced to 10%. For further details see the notification published by the French tax administration on
4 November 2016 and Amending Notification No. SO 650(E) published by the Indian Tax Authorities on
10 July 2000. See also the activation treaties India and Germany and India and United States.
46. The rate under the treaty is 20%. However, by virtue of a most favoured nation clause, the rate is
reduced to 10%. In addition, the definition of royalties has also been affected by the MFN. For further
details see the notification published by the French tax administration on 4 November 2016 and
Amending Notification No. SO 650(E) published by the Indian Tax Authorities on 10 July 2000. See also
the activation treaties India and Germany, India and Sweden and India and United States.
Note: the scope technical services has also have been affected by the MFN.
47. The 10% rate applies if the interest is paid by a financial institution or by an enterprise engaged in
specified activities, or to a bank or another enterprise.
48. A 50% holding is required.
49. The 5% rate applies if the Japanese company has held at least 10% of the capital in the French
company for at least 6 months before the end of the accounting period for which the distribution takes
place; the zero rate applies if the Japanese company is a “qualified resident” as defined in the treaty
and has held at least 15% of the capital in the French company for at least 6 months.
50. The zero rate applies to interest paid to banks and insurance companies.
51. The 5% rate applies to copyright royalties, including films, etc. The 25% rate applies to trademarks.
52. The general rate under the treaty is 15%. However, by virtue of a most favoured nation clause, the rate
is reduced to 10%. Under the Czech Republic and Kazakhstan treaty, the rate is 10%.
53. A most favoured nation clause may be applicable with respect to dividends, interest and royalties.
54. A most favoured nation clause may be applicable with respect to dividends, interest and royalties.
55. The general rate under the treaty is 10%. However, by virtue of a most favoured nation clause, the rate
is reduced to 5% for interest paid to and by banks. Under the Latvia and Mexico treaty, the rate for
such interest is 5%.
56. The rates for royalties under the treaty are 5% for equipment leasing and 10% in all other cases. However, by virtue of a most favoured nation clause the rate is reduced to 0%. Under the Japan-Latvia
treaty the rate is 0%.
57. A most favoured nation clause may be applicable with respect to dividends.
58. The rates under the treaty are 0% and 10%. The 0% rate applies to copyright royalties, including films,
etc. However, by virtue of amost favoured nation clause, the general rate is reduced to 0%. Under the
Libya and United Kingdom treaty, the rate is 0%.
For further details see the notification published by the French tax administration on 4 November
2016.
59. The rate for interest under the treaty is 10%. However, by virtue of a most favoured nation clause,
from 1 January 2019, the rate for certain contingent interest is reduced to 0%. For further details on
the type of interest that falls within this reduction, see the Japan-Lithuania activation treaty.
60. The rates for royalties under the treaty are 5% for equipment leasing and 10% in all other cases. However, by virtue of a most favoured nation clause, from 1 January 2019, the rates for certain types of
royalties are reduced to 0% (the definition of royalties should also be considered when determining
the applicable rates). Under the Japan-Lithuania treaty the rate is 0% for certain types of royalties.
61. The rate only applies if the recipient company owns at least 5% of the distributing company’s capital
throughout a 365 day period that includes the day of the payment of the dividend, or if two or more
recipient companies together do so, provided that one of these owns more than 50% of the other(s).
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62. The rate applies also to dividends paid out of income or gains derived from immovable property by a
tax exempt investment vehicle established in a Contracting State to a resident of the other Contracting State, provided that the recipient holds directly or indirectly an interest representing less than
10% of the capital of the vehicle. Otherwise the domestic rates apply.
63. The 10% rate applies to copyright royalties, including films. The 15% rate applies to patents, trademarks and know-how.
64. Extension of the 1950 treaty with the United Kingdom.
65. A 50% holding is required for a period of at least one year.
66. The domestic rate applies to royalties paid in respect of the operation of a mine or quarry or of any
other extraction of natural resources.
67. The domestic rate applies to film royalties.
68. The 5% rate applies if the recipient is a Mexican company whose capital is controlled for more than
50% by one or more residents of third states.
69. The general rate under the treaty is 15%. However, by virtue of amost favoured nation clause, the rate
is reduced to:
(i) 5%, with respect to interest paid to banks and insurance companies and for interest from quoted
bonds. Under the Mexico and United Kingdom treaty, the rate for such interest is 5%; and
(ii) 10%, in other cases. Under the Mexico and Ireland treaty, the rate is 10%.
70. The zero rate applies to copyright royalties, excluding films, etc.
71. The general rate under the treaty is 15%. However, by virtue of amost favoured nation clause, the rate
is reduced to 10%. Under the Mexico and Sweden treaty, the rate is 10%.
72. The exemption applies if the recipient is subject to tax in Morocco in respect of the dividends.
73. The 15% rate applies to interest on term deposits and cash vouchers.
74. The 5% rate applies if the beneficial owner is a company; no degree of ownership is required.
75. The 10% rate applies to interest on bonds issued in France after 1 January 1965.
76. The 5% rate applies if the recipient company (1) is subject to tax in Russia but is exempt from tax on
the dividends received and (2) has invested in the French company an aggregate value of at least EUR
76,225 (FRF 500,000). The 10% rate applies if only one of these conditions is met.
77. A 20% holding is required.
78. The zero rate applies if (a) the recipient is a company that holds directly at least 20% of the capital of
the paying company, or vice versa, or (b) a third French or Slovenian company holds directly at least
20% of the capital of both the payer and the recipient company.
79. The zero rate applies, inter alia, to interest paid (i) by the government or one of its local authorities,
(ii) to a financial institution and (iii) between companies engaged in commercial or industrial activities.
80. The zero rate applies only if the Swiss recipient company is not directly or indirectly controlled by a
non-Swiss resident. The 15% rate applies in all other cases.
81. A most favoured nation clause may be applicable with respect to dividends.
82. The 0% rate applies, inter alia, to interest paid between banks or a local authority (as defined).
83. Payments received as a consideration for the right to distribute software do not represent a royalty as
long as they do not include the right to reproduce this software.
84. A most favoured nation clause may be applicable with respect to royalties.
85. The 15% rate applies if the Thai company is engaged in an industrial undertaking.
86. The 3% rate applies to interest on loans or credits which are granted for a period of 4 years or more
with the participation of a public finance organization, to a public authority or an enterprise and
which are tied to the sale of plant and machinery or studies relating to industrial, commercial or scientific installations. The 10% rate applies to interest paid to any financial establishment. The domestic rate applies in other cases.
87. The zero rate applies to films, etc. The 5% rate applies to other copyright royalties.
88. The 5% rate applies to copyright royalties, excluding films, etc. The 15% rate applies to royalties paid
for patents and know-how. The 20% rate applies to payments for the use of trademarks, films (0% if
paid to a Tunisian public body) and equipment.
89. The 5% rate applies if the Ukrainian company holds at least 10% of the capital of the French company.
Dividends are exempt if the Ukrainian company holds at least 50% and the total amount of investment
in the French company is at least EUR 762,245 (FRF 5 million), or if the investment is guaranteed or
insured by the Ukrainian state.
90. The 2% rate applies to interest related to the sale on credit of equipment, interest on the sale or rendering on credit of any merchandise or service by one enterprise to another and to interest paid on
loans granted by a financial institution.
91. The lower rate applies to computer software, patents, trademarks and know-how.
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92. The 5% rate applies if the US company owns directly or indirectly at least 10% of the capital of the
French company. The zero rate applies if the US company has owned directly or indirectly at least 80%
of the capital of the French company for at least 12 months.
93. The general rate under the treaty is 10%. However, by virtue of amost favoured nation clause, the rate
is reduced to 8%. Under the Slovenia and Uzbekistan treaty, the rate is 8%.
For further details see the notification published by the French tax administration on 4 November
2016.
94. A most favoured nation clause may be applicable with respect to dividends, interest and royalties.
95. A most favoured nation clause may be applicable with respect to dividends.
96. As the France-Vietnam treaty does not have a specific article for interest, any interest income that
does not fall within the scope of any other articles in the treaty will generally fall under the scope of
article 20. However, this is subject to the exceptions stipulated in paragraph 2 of article 20.
97. The general rate under the treaty is 10%. However, by virtue of a most favoured nation clause, the rate
is reduced to 5% for royalties paid with respect to any patent, design or model, secret formula or process, or for information concerning industrial or scientific experience or for the use of or the right to
use industrial, commercial or scientific equipment involving a transfer of know-how. Under the
Sweden and Vietnam treaty, the rate for such royalties is 5%.

7. Anti-Avoidance
7.1. General
General anti-avoidance rules (GAAR)
Before 2019 there used to be two general anti-avoidance theories:
–

the abnormal acts of management (acte anormal de gestion) doctrine: under this
doctrine developed by the courts, tax authorities may reassess companies with
respect to management decisions that are contrary to the interest of the company.
Where an abnormal act of management is considered to be a deliberate inaccuracy,
a penalty amounting to 40% of the eluded tax may apply; and

–

the abuse of law (abus de droit) doctrine (article L 64 of the LPF): under this doctrine, the tax authorities may, under conditions, recharacterize (and reassess)
legal acts that are either artificial, or use a literal reading of the tax laws that is
contrary to the intention of the lawmaker with the sole purpose of reducing taxation. A penalty amounting to 80% of the eluded tax may apply.

For fiscal years commencing on or after 1 January 2019, the general anti-abuse rule
(GAAR) provided for by article 6 of the ATAD may apply with respect to corporate
income tax. Article 6 of the Directive has been transposed in the same terms into
domestic law under article 205 A of the CGI. This GAAR applies without prejudice to
the specific anti-abuse rule applicable to mergers, divisions and transfers of assets
pursuant to article 210-0 A of the CGI (which is the transposition of article 15(1)(a) of
the Merger Directive).
With effect from 1 January 2020, the abuse of law doctrine is extended to legal acts
made principally for tax purposes (new article L 64 A of the LPF), while the previous
rules only allow the tax administration to deny legal acts made exclusively for tax purposes (article L 64 of the LPF). Taxpayers have the possibility to ask for a ruling from
the tax administration ensuring that their legal acts may not be considered as made
principally for tax purposes.
Non-cooperative states or territories (NCSTs)
Specific measures have been enacted in order to enhance the application of the
domestic anti-abuse provisions and to increase the tax burden on payments to noncooperative states or territories (NCSTs). For example, dividend withholding tax is
levied at a rate of 75% on payments to an NCST, while the normal rate is 28% for nonresident companies.
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A state or territory is deemed to be an NCST if it meets the following criteria (article
238-0 A of the CGI):
–

it is not a member of the European Union;

–

it is reviewed and monitored by the OECD Global Forum on Transparency and
Exchange of Information;

–

it had not concluded at least 12 tax information and exchange agreements (TIEAs)
before 1 January 2010; and

–

it has not signed a TIEA with France.

As from 1 December 2018, following the adoption of Law 2018-898 of 23 October 2018
regarding the fight against tax fraud, the list of NCSTs may include the jurisdictions
referred to in the Common EU list of non-cooperative tax jurisdictions. However, the
modification of the list is conditioned upon the publication of a specific decree
(arrêté) to that effect by the tax authorities.
Law 2018-898 of 23 October 2018 also introduced new safeguard clauses in order to
allow taxpayers to prove that the transactions have a principal purpose other than the
mere exploitation of the favourable tax regime provided by NCSTs.
The list of NCSTs was last updated on 7 January 2020 and currently includes the following states and territories: American Samoa, American Virgin Islands, Anguilla,
Bahamas, British Virgin Islands, Fiji, Guam, Oman, Panama, Samoa, Seychelles, Trinidad and Tobago, and Vanuatu.
Dissuasion measures targeting payments to NCSTs will apply to those jurisdictions with
effect from 1 April 2020 (i.e. the first day of the third month following the publication
of the updated list), except for Panama, which was already on the list before the
aforementioned update. They ceased to apply to states and territories withdrawn from
the list with effect from 7 January 2020, i.e. Botswana, Brunei, Guatemala, Marshall
Islands, Nauru and Niue.
7.1.1. The Anti-Tax Avoidance Directive
On 21 July 2016, the Anti-Tax Avoidance Directive ((EU) 2016/1164) of 12 July 2016
(ATAD) was adopted. This Directive applies to all taxpayers subject to corporate
income tax (including permanent establishments of companies based in third countries) and contains several rules to prevent tax avoidance. The ATAD was later
amended by Directive (EU) 2017/952 of 29 May 2017 (ATAD 2 – see also section 7.5.1.)
to address hybrid mismatches involving third countries.
Below is an overview of the implementation status of the ATAD in France.
Provision
Interest limitation rule
Exit taxation
General anti-abuse rule (GAAR)
Controlled foreign company rule (CFC)
Hybrid mismatches
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7.2. Transfer pricing
The arm’s length principle
The arm’s length principle applies to transactions between associated companies.
Failure to apply the arm’s length principle results in readjustment of profits under specific transfer pricing legislation, unless the company making the transfer is able to
prove that it did so for sound commercial reasons, such as protecting its market position. The concept of associated companies is broad and encompasses legal (majority)
control as well as de facto control (article 57 of the CGI).
Adjustments are made by reintegrating the transferred amounts to the tax base by reference to the data provided by the reassessed company; where no data is available,
the tax authorities may reassess the company by reference to comparable market
transactions. The transferred amounts are generally treated as hidden profit distributions, which are not deductible for the transferor and are taxable in the hands of the
recipient.
In order to avoid transfer pricing adjustments, companies may apply for an advance
pricing agreement with the tax authorities in relation to the compatibility of the
applied transfer pricing methods with the relevant legislation.
Transfer pricing documentation
Tax authorities are allowed to request a resident company to provide information
regarding transactions with associated non-resident companies, information on the
transfer pricing method used by the company and details of the activities of the associated non-resident companies and the tax regime applicable to them (article L.13 AA
of the LPF). Recommendations made in the OECD Transfer Pricing Guidelines for Multinational Enterprises and Tax Administrations apply to the French transfer pricing documentation (BOI-BIC-BASE-80-10-40-20180718, No. 50).
If the company fails to provide such information, it may be subject to a fine of at least
EUR 10,000.
Annual transfer pricing declaration
With effect from 1 January 2014, large companies must submit to the tax authorities,
within 6 months after filing their tax return, an “abridged” version of their transfer
pricing documentation. Large companies were initially defined as companies with
gross assets or turnover exceeding EUR 400 million (or whose 50% shareholder or subsidiary meets this criterion). For financial years ending on or after 31 December 2016,
all companies with a turnover or gross assets of EUR 50 million or more must submit an
annual transfer pricing declaration (article 223 quinquies B of the CGI).
Country-by-country reporting
With effect from 1 January 2016, multinational companies must produce a country-bycountry report of their profits and activities within 12 months after the end of the
financial year (article 223 quinquies C of the CGI). This obligation applies to companies
that, inter alia, have a consolidated turnover of EUR 750 million. Taxpayers must use
Form No. 2258-SD, which follows the OECD template. It must be filed online, i n
English, within 12 months following the end of a financial year.
Country-by-country reporting obligations do not apply to French resident companies
held or controlled by a foreign company that is subject to similar obligations in a cooperating country (a list of cooperating countries was published by the government).
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7.3. Limitations on interest deductibility
With effect from 1 January 2019, following the implementation of article 4 of the
ATAD, the deduction of net interest expenses is generally limited to the higher of the
following amounts: (i) EUR 3 million; or (ii) 30% of adjusted taxable profits (i.e.
taxable profits before deduction of net interest expenses, depreciation and amortization) (article 212 bis of the CGI). Non-deductible interest may be carried forward with
no time limit. Unused deduction capacity may also be carried forward for 5 years.
Where the equity-to-assets ratio of the company is equal or superior to the equity-toassets ratio of the consolidated group to which the company belongs, 75% of the net
interest exceeding the EUR 3 million or 30% thresholds may still be deducted. The company’s ratio is deemed to be equal to the group’s ratio if the difference between them
does not exceed 2 percentage points. The non-deductible portion of interest (i.e. 25%
of the net interest exceeding the EUR 3 million or 30% thresholds) may be carried
forward with no time limit.
Similarly, standalone entities may also deduct an additional 75% of the fraction of net
interest exceeding the EUR 3 million or 30% thresholds. However, contrary to companies that are members of a consolidated group, standalone entities may not carry
forward the remaining non-deducted fraction of net interest, nor the unused deduction capacity (article 212 bis (VI bis) of the CGI).
Specific rules apply if the company is thin capitalized, i.e. if its debt-to-equity ratio
exceeds 1.5:1, unless this ratio is not higher than the debt-to-equity ratio of the consolidated group to which the company belongs. In particular, the deduction thresholds
are reduced to EUR 1 million or 10% of the adjusted taxable profits with respect to the
interest expenses relating to excessive indebtedness. The portion of interest that is
not deductible pursuant to these specific thresholds may be carried forward only for
1/3 of its amount. Thin-capitalized companies may not carry forward their unused
deduction capacity.
Specific rules apply also to interest relating to debts which finance long-term public
infrastructures.
Within tax-consolidated groups (see section 2.1.), all thresholds and ratios are calculated at the group level and not at the level of each company belonging to the tax-consolidated group.
Before 2019, the deductibility of interest paid to related companies (or to third parties
in respect of loans secured by a related company) was limited by the application of a
cumulative three-step test (article 212-II-1 of the CGI):
–

the overall indebtedness (related-party debt-to-equity ratio) of 1.5:1. This ratio
was determined by comparing the loans from associated companies with the equity
capital of the borrower;

–

the total amount of interest paid to associated companies exceeded 25% of its
income (before taxation); and

–

the amount of interest paid to associated companies exceeded the amount of interest received from such associated companies.

Furthermore, a general limitation of deductibility applied to interest expenses under
which only 75% of the net interest expenses were deductible. The limitation applied to
interest on loans to both related and unrelated parties. A safe harbour rule applied
under which the first EUR 3 million of net interest expenses were always deductible. If,
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however, these expenses exceeded EUR 3 million, the restriction applied to the entire
amount of the net interest expenses. In tax-consolidated groups (see section 2.1.), this
limitation applied at the group level.
For other limitations on the deduction of interest, see section 1.3.3.
7.4. Controlled foreign company
The CFC rules apply to resident companies that directly or indirectly hold a participation of more than 50% in a non-resident entity or permanent establishment that is
established or constituted in a low-tax jurisdiction, i.e. a jurisdiction where the effective taxation is at least 60% lower than that of France (article 209 B of the CGI). The
rules also apply to French permanent establishments of non-resident companies to
which the shares in the CFC are attributed. Companies subject to the rules are
assessed to tax in France on a pro rata amount of the income deemed received from
such company or permanent establishment. An anti-abuse provision reduces the participation threshold to 5% in situations where more than 50% of the shares in the nonresident company are owned by French companies or by non-resident companies
directly or indirectly controlled by a French company.
A distinction is made for tax treaty purposes between income derived from permanent
establishments, taxed as business profits, and income derived from companies, taxed
as passive income. According to the French tax administration, income from permanent establishments may be taxed at the level of the French company if the tax treaty
concluded with the country of the permanent establishment contains an express
clause allowing France to apply its CFC rules. In other cases, two situations must be
distinguished: (i) the tax treaty provides for relief from double taxation by means of an
exemption of business profits in the residence state, in which case the CFC rules do not
apply, and (ii) the treaty provides for relief from double taxation by means of a tax
credit, in which case the CFC rules are applicable. In respect of income from companies, the tax administration considers that income deemed distributed falls under the
“other income” article (article 21 of the OECD Model), so that it is generally only
taxable in the state of residence of the recipient (Guideline BOI-IS-BASE-60-10-1020120912).
The foreign tax due on the profits falling under the CFC rules is credited against the
corresponding French tax, provided that the foreign tax is comparable to the French
corporate income tax. In addition, withholding taxes on passive income received by
the foreign company and levied by third countries that have concluded a tax treaty
with France containing an administrative assistance clause may be credited against
the French tax due on such income up to the amount provided for under the tax treaty.
On the contrary, foreign withholding taxes borne by companies resident in NCSTs (see
section 7.1.) are not creditable.
As a safe harbour clause, the CFC rules do not apply if the non-resident company is
engaged in real industrial or commercial activities in the low-tax jurisdiction (i.e. the
location of the non-resident company or permanent establishment is not solely motivated by tax avoidance). However, when the foreign company is resident in an NCST,
the burden of proof for the application of the safe harbour clause is reversed to the
French company. Within the European Union, only artificial structures are affected by
the CFC rules.
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7.5. Other anti-avoidance rules
7.5.1. Hybrid mismatches
Generally, the goal of the legislation on hybrid mismatches is to neutralize the effects
of arrangements that exploit differences in the tax treatment of an entity or instrument under the laws of two or more countries.
Within the European Union, Member States are obliged to implement, through the
ATAD (amended by ATAD 2) (see also section 7.1.1.), into their domestic law the antihybrid rules that address such mismatches between Member States, as well as between
Member States and third countries. For more information on the rules regarding hybrid
mismatches as contained in the ATAD, see European Union – Corporate Taxation –
Country Surveys section 7.3.5.
With effect from 1 January 2020, following the implementation of the ATAD 1 and 2
(through article 45 of the Finance Act 2020 of 28 December 2019), specific rules targeting hybrid mismatches have been introduced under article 205 B (hybrid mismatches), article 205 C (reverse hybrid mismatches) and article 205 D (tax residency
mismatches) of the CGI. In line with OECD recommendations, both the primary rule
(non-deduction of a payment) and the defensive rule (inclusion of a payment deducted
in another state) are applicable in case of a hybrid mismatch. Rules on reverse hybrid
mismatches will apply with effect from 1 January 2022.

8. Value Added Tax
8.1. General
The French value added system is in line with the VAT systems applied in the other EU
Member States.
8.2. Taxable persons
All entrepreneurs, i.e. persons making taxable supplies of goods and services in the
course of a business, are taxable persons for VAT purposes (article 256 of the CGI).
Importation of goods from outside the European Union is also subject to VAT regardless
of the type of the importer. However, small and medium-sized enterprises with an
annual turnover of less than EUR 82,800 for suppliers of goods, or EUR 33,200 for suppliers of services, are exempt, but may elect to become taxable persons.
There is no possibility to assess VAT liability at the group level. However, the payment
of VAT may be consolidated, upon election, in groups of French companies that are
connected by at least 50% ownership links (article 1693 ter of the CGI).
8.3. Taxable events
Unless expressly exempt, all supplies of goods and services, including intra-Community
acquisitions and self-supplies, made in the course of a business are subject to VAT
(article 256–257 bis of the CGI).
The transfer of a going concern is subject to VAT unless it includes goodwill, in which
case the going concern is subject to registration duties instead of VAT. The transfer of
industrial rights, such as patents, is subject to VAT.
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8.4. Taxable amount
The taxable amount consists of the price charged, including insurance, commission,
interest and similar charges as well as indirect taxes, but excluding discounts for early
payment and reimbursement of expenses. The taxable base for imported goods is the
adjusted customs value, including customs duties (article 266–268 ter of the CGI).
Input VAT on all taxable transactions is deducted from output VAT, save few exceptions.
Input VAT related to exempt transactions may not be deducted, except for exports.
8.5. Rates
The standard VAT rate is 20% (article 278 of the CGI).
A reduced rate of 10% applies to certain supplies, e.g. transport, games and entertainment, and services related to water supplies, as well as to books and the transfer of
copyrights by authors and artists. The reduced rate also applies to domestic care services provided to individuals, to works on dwellings, and to restaurant services (articles 278 bis, 278 quater, 278 sexies A, 278 septies, 279, 279-0 bis and 279-0 bis A of the
CGI).
A reduced rate of 5.5% applies only to certain supplies related to basic necessities (e.g.
water, food and services to disabled persons), zoo tickets, social housing construction
and renovation (articles 278-0 bis, 278-0 bis A and 278 sexies of the CGI).
A reduced rate of 2.1% applies to e.g. the sale of certain press publications, books, live
performances and medicines (article 281 quater–281 nonies of the CGI).
The zero rate (exemption with the right to deduct input VAT) applies to exports, intraCommunity supplies of goods, and to aircraft and seagoing vessels.
8.6. Exemptions
The main exemptions include intra-Community supplies, financing and bank services,
insurance services, sales of building land, health care, education and, subject to
certain conditions, services supplied by non-profit organizations. In addition, intraCommunity supplies are exempt. The first transfer of a building after 5 years of completion is also exempt (articles 261–263 of the CGI).However, for certain exempt activities (e.g. certain financial, banking and insurance services) it is also possible to opt to
be subject to VAT taxation (e.g. certain financial, banking and insurance services)
(articles 260-260 CA of the CGI).
8.7. Non-residents
Non-resident entrepreneurs who make taxable supplies in France are subject to French
VAT under the same rules as resident entrepreneurs, irrespective of whether or not
they are established in France. Non-EU entrepreneurs without a permanent establishment in France must appoint a tax representative in France who is liable for the declaration and the payment of tax. If no tax representative is appointed, VAT is due by
the customer (reverse charge).
Non-resident entrepreneurs are entitled to a refund of VAT related to the purchase of
goods and services from France for the purpose of their business carried on abroad.
The refund is subject to the conditions that the entrepreneur does not have a permanent establishment in France and does not make any taxable supplies in France. The
refund is also available for non-resident entrepreneurs who have a permanent establishment in France whose activity consists exclusively of the supply of services to the
foreign head office.
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9. Miscellaneous Taxes
9.1. Capital duty
In general, there is no capital duty or similar duty on the formation and expansion of
capital of companies. However, the contribution in exchange for shares of immovable
property or rights in immovable property and going concerns or items deemed to be
part of a going concern to entities subject to corporate income tax by individuals or
entities that are not subject to corporate income tax is subject to a 5% registration
duty. With effect from 1 January 2019, capital increases, capital reductions, mergers
and similar operations, and winding-up are no longer subject to any capital duty (formerly fixed at EUR 375 or EUR 500).
9.2. Transfer tax
9.2.1. Immovable property
In general, the acquisition of land and buildings located in France is subject to registration duty at a rate of 5.09% on the transfer price, including expenses (articles 1584,
1594 D, 1595 bis and 1647-V-a of the CGI). The tax is due by the purchaser.
9.2.2. Shares, bonds and other securities
The duty for the transfer of shares in a non-quoted SA, SCA or SAS is subject to a single
rate of 0.1% (article 726-I-1 of the CGI).
The transfer of shares in a company, the capital of which is not divided into shares of
stock (SARL, SC, SNC), is subject to a 3% registration duty whether or not the sale is
evidenced by a contract. In this case, an allowance equal to the ratio between the sum
of EUR 23,000 and the total number of shares of the company is applied to the value of
each share.
The acquisition of shares in a non-quoted company is generally subject to a registration duty of 3%.
Transfers of shares in SARLs and SAs whose assets consist principally of immovable
property are subject to a registration duty of 5%, due by the purchaser.
9.3. Stamp duty
A stamp duty is due when certain official documents are applied for or are issued, such
as car registration certificates, passports, etc.
9.4. Customs duty
In the European Union, customs law is harmonized and applies only to movements of
goods between the European Union and third countries. Customs duties, as possibly
other taxes (for example VAT (see section 8.3.)), are imposed on the import of goods
into the EU Customs Union.
The EU Customs Union consists of the EU Member States, as well as Monaco, the
Channel Islands, the Isle of Man and the areas of Akrotiri and Dhekelia (Cyprus). Turkey,
San Marino and Andorra have separate customs agreements with the EU.
The basis for calculating the customs duty is the customs value, which is generally the
sum of the price paid for the goods and any related insurance and shipping costs. A percentage (tariff), which depends on the type and origin of the good being imported, is
then applied to the customs value to determine the customs duty payable. The applicable tariff can be found in the Common Customs Tariff (Council Regulation (EEC) No.
2658/87 of 23 July 1987).
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EU customs legislation comprises the Union Customs Code (Regulation (EU) No.
952/2013), the Common Customs Tariff, the Customs Duty Relief Regulation and
various international agreements. The Union Customs Code, supplemented by the Delegated Act and Implementing Act, replaced the Community Customs Code (Regulation
(EEC) No. 2913/92) with effect from 1 May 2016.
One of the main differences between the Union Customs Code and the Community
Customs Code relates to the mandatory use of the “last sale” amount for valuation
purposes (i.e. the sale price immediately before the goods are brought into the territory of the European Union). Previously, a “first sale for export” valuation basis was
possible, under which duties were imposed on the manufacturer-to-middleman transaction price (which is generally lower than any subsequent sales).
9.5. Excise duty
France levies excise duty on, inter alia, beverages (wine, mineral water, alcoholic
drinks, energy drinks, etc.), gasoline and tobacco.
9.6. Other taxes
9.6.1. Digital services tax
A bill introducing a digital services tax (DST) was adopted on 11 July 2019. The DST
applies to resident and non-resident companies with a worldwide turnover deriving
from taxable services exceeding EUR 750 million and a French turnover deriving from
taxable services exceeding EUR 25 million. The rate of the tax is 3%.
The tax base is the French-source turnover derived from online advertising, from the
sale of personal data for advertising purposes and from the provision of peer-to-peer
online platforms. Among other services, the following are excluded from the tax base:
online sales of goods or services (including digital services such as video-on-demand or
music-on-demand), payment or email services, regulated financial services and sales
of personal data not obtained through the Internet. The French-source turnover is calculated using a digital presence coefficient based on the proportion of French users.
The tax applies retroactively with effect from 1 January 2019 and until an agreement
on the taxation of the digital economy is concluded at OECD level. The tax authorities
commented on the new tax in guidelines published on 16 October 2019 (BOI-TCA-TSN).
9.6.2. Financial transactions tax
A financial transactions tax is levied on the following transactions:
–

acquisitions of shares issued by French listed companies with a market capitalization exceeding EUR 1 billion (on 1 December of the previous year), which are
taxable at a rate of 0.3% (0.2% before 1 January 2017) on the acquisition price (article 235 ter ZD of the CGI); and

–

high frequency and automated trading operations, which are taxable at a rate of
0.01% on the amount of cancelled or modified orders above a certain ceiling (article 235 ter ZD bis of the CGI).

Before 2019, purchases by resident companies of certain credit default swaps (CDS) on
bonds issued by an EU Member State were taxable at a rate of 0.01% on the amount of
the contract covered by the CDS (article 235 ter ZD ter of the CGI). In so far as such
instruments no longer exist, article 235 ter ZD ter of the CGI was abrogated with effect
from 1 January 2019.
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FRANCE
This chapter is based on information available up to 1 January 2020.

Abbreviations
Abbreviation

English definition

French definition

CGI
CRDS

General Tax Code
Social Security Debt Contribution

CSG
CSS
NCST

Generalized Social Contribution
Social Security Code
Non-cooperative state or territory

Code général des impôts
Contribution au remboursement de
la dette sociale
Contribution sociale généralisée
Code de la sécurité sociale
État ou territoire non coopératif

Introduction
Resident individuals are subject to income tax on their worldwide income. The tax is
generally imposed on the aggregate amount of all items of income at progressive rates.
However, certain types of income are taxed separately at flat rates. Residents pay
three types of social taxes, which are partly deductible for income tax purposes if
levied on income taxed at progressive rates. A real estate wealth tax and an inheritance and gift tax also apply. For VAT and miscellaneous taxes, see Corporate Taxation
sections 8. and 9., respectively.
The French Republic consists of Metropolitan Departments (European territories) and
Overseas Departments (DOMs). French tax law is normally applicable in the DOMs of
French Guiana, Guadeloupe, Martinique, Mayotte and Réunion, but is adapted to the
particular economic and social situation of these departments. Only the Metropolitan
Departments are covered in this chapter.
The applicable currency is the euro (EUR).

1. Individual Income Tax
1.1. Taxable persons
Resident individuals are persons who (regardless of their nationality) (article 4 B of the
CGI):
–

have a home or, in the absence of any home, principal abode in France;

–

perform employment or independent services in France (unless such activity is only
ancillary);

–

have the centre of their economic interests in France; or

–

are chief executives and directors of large French companies (i.e. companies with
an annual domestic turnover exceeding EUR 250 million, including the turnover of
related companies), unless they prove that they do not carry out their main activity
in France. This presumption applies with effect from 2019 for income tax purposes
and from 2020 for wealth tax and gift or inheritance tax purposes.

French nationals living in Monaco are deemed resident in France unless they are born
and have always lived in Monaco or had been resident in Monaco for longer than 5 years
by 13 October 1962.
The income tax (impôt sur le revenu) is imposed on the household rather than on each
of the spouses separately. Separate assessments are made in exceptional cases only.
The income of the household comprises that of the spouses and of their unmarried chil51
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dren under 18 years of age (25 years if they are students). Civil partners, i.e. individuals who have concluded a civil contract of solidarity (known as a “PACS”), are
generally treated in the same manner as spouses for income tax purposes.
Unless they elect for corporate taxation, partnerships are not subject to tax but the
partners are directly assessed on a proportional share of the income, whether or not
distributed (article 8 of the CGI).
1.2. Taxable income
1.2.1. General
In principle, residents are subject to tax on their worldwide income, unless otherwise
provided by a tax treaty (article 4 A of the CGI). Non-residents are subject to tax only
on their French-source income (see section 6.3.).
Under the domestic tax law, the assessment for tax purposes is made on income
derived in the previous year (the taxable period is the calendar year – see section
1.10.1.). Accordingly, in 2020 the assessment is made for 2019 income. The payment of
the tax, however, is made through a pay-as-you-earn system as of 1 January 2019 (for
details, see section 1.10.3.). If instalments paid through the pay-as-you-earn system
do not amount to the income tax assessed in the following year, the additional tax must
be paid in September of the following year (e.g. in September 2020 for the income
earned in 2019, filed in the spring of 2020 and assessed in the summer of 2020). Generally, the finance laws adopted at the end of the year provide for new figures applicable to income earned during that year, as assessed in the following year.
There is no comprehensive definition of taxable income. Generally speaking, taxable
income is the total of the net results of each of the taxpayer’s income categories (article 13 of the CGI). The most important income categories are:
–

employment income (including income from prior employment);

–

business income;

–

agricultural income;

–

professional income (income from “non-commercial” activities, e.g. from the legal
and medical professions and income from activities not classified into any other
category);

–

income from activities performed by certain managers controlling family companies or limited partnerships;

–

income from immovable property;

–

investment income (income from movable property); and

–

capital gains.

The net result of each category is the gross income less the expenses incurred in
acquiring or preserving the taxable income.
Income is first computed and adjusted according to each category’s own rules (see sections 1.3. to 1.6.). Net results of all categories are then added up to form the gross
aggregate income. Personal deductions (see section 1.7.1.) and allowances (see
section 1.7.2.) are then applied to arrive at the net aggregate income. The income tax
computed thereon (see section 1.9.1.) is reduced by certain credits discussed in
section 1.7.3.
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An exit tax applies to individuals transferring their tax residence out of France (see
section 6.2.2.).
To mitigate the progression of the income tax, a spreading option is allowed with
respect to exceptional non-recurring income (e.g. liquidation distribution from a company) which exceeds the taxpayer’s average taxable income of the preceding 3 years.
The spreading applies as follows: one fourth of the exceptional income is added to the
taxpayer’s ordinary taxable income of the relevant year; the surplus income tax corresponding to this one fourth of exceptional income is multiplied by four to arrive at
the total income tax on the exceptional income. The spreading option applies also to
deferred income, i.e. income which is normally paid periodically but for reasons
beyond the taxpayer’s control is paid in 1 year (e.g. income blocked abroad), irrespective of its amount.
1.2.2. Exempt income
Subject to various conditions, significant exemptions include (article 81 of the CGI):
–

certain redundancy payments and retirement compensations;

–

employment income of students below 25 years, subject to a ceiling (three times
the monthly legal minimum wage);

–

life annuities acquired for consideration, depending on the age of the beneficiary
(see section 1.3.3.); and

–

certain types of capital gains (see section 1.6.).

1.3. Employment income
1.3.1. Salary
Employment income is subject to income tax at progressive rates (see section 1.9.1.),
as well as to two of the three social taxes (CSG and CRDS, see sections 2.2.1. and
2.2.2., respectively). Social taxes and social security contributions (see section 3.) are
generally withheld by the employer.
Employment income includes salaries, commissions and any employment-related
allowances, as well as benefits in kind (articles 79 and 82 of the CGI). Taxable income
is computed by first reducing the total gross employment income by the deductible
social security contributions (see section 3.). From the balance, the taxpayer may
deduct a basic deduction, which is the higher of two amounts: (i) actual substantiated
expenses, or (ii) a lump sum of 10% of the balance, with a minimum of EUR 441 and a
maximum of EUR 12,627 (for income earned in 2019). Majority shareholders of limited
liability companies (SARLs) cannot benefit from the 10% deduction.
Finally, the remaining income is further reduced by the deductible part of the CSG (see
section 2.2.1.).
If the taxpayer chooses to deduct actual substantiated expenses (rather than the 10%
lump sum), he may inter alia deduct the following costs:
–

costs of moving, but only if the moving is necessary for his work or career, or to
start a new job;

–

commuting costs, which are generally deductible up to 40 kilometres. However,
commuting costs are fully deductible if the taxpayer proves that the distance
between his home and working place is due to specific circumstances. Commuting
costs may be calculated on the basis of a specific costs scale published by the tax
administration (article 83-3° of the CGI);
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payments made to pension plans. Premiums paid to non-resident pension funds
may be deducted in certain cases (see the list published in the
tax administration guidelines: BOI-ANNX-000435-20150410).

1.3.2. Benefits in kind
Benefits in kind, i.e. any remuneration in kind received by an employee from his
employer, are generally taxable as employment income (article 82 of the CGI). Taxable
benefits include a company car, free housing (including energy bills paid by the
employer) and free meals. Benefits other than housing and meals are valued at their
fair market value. Free housing and meals are generally valued by reference to the
notional rental value of the occupied house taken as a taxable base for the assessment
of the dwelling tax (see section 4.2.2.) and to the amount of the minimum salary per
hour.
Any gains derived from stock options are treated as employment income in the year of
disposal and taxed under the progressive rate system (see section 1.9.1.). In addition,
social contributions are due.
Disbursed expenses incurred by the employee on behalf of his employer are not taxable.
1.3.3. Pension income
Pension income subject to income tax includes income paid by public and private
employers for prior employment, certain pensions for old age and disability paid under
a social security scheme, proceeds from retirement savings schemes concluded before
30 June 1999, alimony paid to a former spouse, maintenance paid for children under a
legal obligation or a court order (see section 1.7.2. for corresponding deductions), and
life annuities for no consideration (e.g. a life annuity granted to a child as a wedding
gift) (article 82 of the CGI).
In addition to income tax, pension income is subject to two of the three types of social
taxes (CSG and CRDS, see sections 2.2.1. and 2.2.2., respectively).
For income tax purposes, the taxable base consists of income net of deductible social
security contributions (see section 3.), less a 10% notional deduction, with a minimum
of EUR 393 per pensioner and a maximum of EUR 3,850 per household (for income
earned in 2019 and assessed in 2020).
Life annuities acquired for consideration are only partially subject to income tax. The
taxable portion varies according to the age of the recipient when the first payment is
made, as follows:
Age
Under 50
50 to 59
60 to 69
70 or older

Taxable portion (%)
70
50
40
30

The taxable portion does not count towards the basic deduction discussed in section
1.3.1. Generally, pension income is subject to income tax at the progressive rates (see
section 1.9.1.3.). However, life annuities paid to an individual resident in one of the
non-cooperative states or territories (NCSTs) (see Corporate Taxation section 7.1.) are
subject to a final withholding tax at a rate of 75%.
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For the deductibility of social security contributions, see section 3.
1.3.4. Directors’ remuneration
The remuneration received by the president of the board of directors and the members
of the directorate of a corporation (SA) is deemed to be salary income (see section
1.3.1.). The remuneration received by the members of the board of directors or the
supervisory board falls under the category of investment income.
Remuneration paid to the managers of limited liability companies (SARLs) is normally
taxed as salary income. However, the remuneration received by managers who individually or jointly own more than 50% of the share capital is subject to tax under a different heading (article 62 of the CGI), but is computed according to the rules
applicable to the employment income category (see section 1.3.1.).
With effect from 2019, new residence rules have been introduced for chief executives
and directors of French companies with an annual domestic turnover exceeding EUR
250 million (see section 1.1.).
1.4. Business and professional income
1.4.1. Business income
The category “business income” mainly includes profits from (articles 34 and 35 of the
CGI):
–

industrial, commercial and handicraft activities;

–

real estate transactions by dealers in immovable property and in businesses; and

–

the letting of furnished residential property and business premises.

Expenses incurred in acquiring and securing taxable business income are generally
deductible. A number of other allowances and tax reductions (credits) is available,
e.g. for investment in certain areas or sectors and for the establishment of new enterprises.
Taxable business income is subject to the ordinary progressive income tax rates (see
section 1.9.1.) and two of the three social taxes (CSG and CRDS, see sections 2.2.1.
and 2.2.2., respectively). If the taxpayer is not a member of one of the official
accounting centres which handles or controls his accounts, the taxable income is
increased by 25%.
Profits realized by partnerships that do not opt to be taxed as companies are taxed in
the hands of the partners as business income.
1.4.2. Professional income
The category “professional income” includes mainly income from liberal professions
(e.g. physicians, architects and attorneys), income from non-commercial offices (e.g.
notaries) and income from any activity that is not classified into another category
(article 92 of the CGI).
Generally, taxable professional income is determined by reference to the difference
between receipts and expenses incurred during the taxable period, on a cash accounting basis, unless the taxpayer opts for the regime under which taxable income is computed on an accrual basis.
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Taxable professional income is subject to the ordinary progressive income tax rates
(see section 1.9.1.) and two of the three social taxes (CSG and CRDS, see sections
2.2.1. and 2.2.2., respectively). If the taxpayer is not a member of one of the official
accounting centres which handles or controls his accounts, the taxable income is
increased by 25%.
1.5. Investment income
1.5.1. Dividends
From 1 January 2018, dividends are in principle subject to a flat tax (prélèvement forfaitaire unique, PFU) at the rate of 12.8% applicable on the gross amount. However,
taxpayers may opt for dividends to be subject to the income tax at ordinary progressive rates. In such case, dividends may still benefit from the 40% allowance, i.e. only
60% of the dividends are taxed. The election for taxation at the ordinary progressive
rates is made in the income tax return filed in the year following the one when the dividends were received. It is irrevocable and applies to all investment income received
by the taxpayer.
The gross amount of the dividends is subject to a mandatory (non-final) withholding
tax of 12.8%. The withholding tax is creditable against the final income tax liability. If
the tax withheld exceeds the total income tax payable, the excess is refunded. Taxpayers with an annual taxable income of less than EUR 50,000 (if single, divorced or
widowed) or EUR 75,000 (for couples) may request exemption from this withholding
tax.
In addition to income tax, all dividends are subject to social taxes (see section 2.2.) at
a total rate of 17.2%. Thus, the overall taxation of dividends is 30%.
For foreign-source dividends, see section 6.1.1. For dividends paid to non-resident
individuals, see section 6.3.1.3.
Before 2018, dividends distributed by resident companies to resident individuals were
subject to income tax at the progressive income tax rates (see section 1.9.1.) for 60%
of their amount (i.e. after the deduction of an allowance equal to 40% of the dividends) (article 158-3 of the CGI).
1.5.2. Interest
Interest received from 1 January 2018 is in principle subject to a flat tax at the rate of
12.8% (before 2018, interest income was subject to income tax at progressive rates
(see section 1.9.1.3.)). However, taxpayers may still opt for interest to be subject to
the income tax at progressive rates. The election for taxation at the ordinary progressive rates is made in the income tax return filed in the year following the one when the
interest was received. It is irrevocable and applies to all investment income received
by the taxpayer.
The gross amount of domestic-source interest received by resident individuals is
subject to a non-final withholding tax of 12.8% (24% before 1 January 2018). The withholding tax is creditable against the final income tax liability. If the tax withheld
exceeds the total amount of income tax payable, the excess is refunded.
Taxpayers with an annual taxable income of less than EUR 25,000 (if single, divorced or
widowed) or EUR 50,000 (for couples) may request exemption from this withholding
tax.
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By way of exception, a final withholding tax is levied with respect to certain categories
of income, such as life insurance and capitalization contracts (optional), or fixedreturn investment income paid to an NCST (see section 6.3.1.3.) or to unknown beneficiaries, at varying rates.
In addition to income tax, all interest income is also subject to social taxes (see section
2.2.) at a total rate of 17.2%, generally withheld by the paying agent along with the
12.8% levy. Thus, the overall taxation of interest is 30%.
For foreign-source interest, see section 6.1.1. For interest paid to non-resident individuals, see section 6.3.1.3.
1.5.3. Royalties
Royalties related to patents, patentable inventions and qualifying production processes accessory thereto are treated as long-term capital gains when received by individuals engaged in a business. The same applies to royalties on original software
received by independent professionals. The tax is levied at a flat rate of 10%,
increased to 27.2% by the 17.2% social taxes (see section 2.2.) on the income less
incurred expenses (article 93 quater of the CGI). However, the taxpayer may opt for
taxation at the ordinary progressive rates (see section 1.9.1.), plus the social taxes.
The flat rate described above does not apply if the licensee deducts the royalties for
income tax purposes and the licensor or licensee directly or indirectly controls the
licensee or licensor, respectively.
Other types of royalties (e.g. trademark and copyright royalties) are subject to tax at
the ordinary progressive rates (see section 1.9.1.), plus the social taxes, after deducting actual expenses.
1.5.4. Income from immovable property
Income from immovable property consists of rents received directly or through fiscally
transparent real estate companies. It covers income derived from buildings, and
developed and undeveloped land. Income from the letting or subletting of property
which qualifies as a business asset and of equipped business premises are taxed under
the relevant income category (business income, professional income or agricultural
income).
The tax is levied on income after deduction of all expenses relating to the maintenance, repair and improvement of the property. Interest on loans taken for the acquisition and the repairs is deductible (article 31 of the CGI).
The taxpayer may opt for a notional deduction at a variable rate with respect to the
management of the property, insurance and depreciation, depending on the type of
the property and the date of its acquisition.
1.6. Capital gains
1.6.1. Immovable property
Capital gains on immovable property or rights thereon, e.g. participations in real
estate partnerships, whose assets consist for more than 50% of immovable property,
are subject to tax at a flat rate of 19%, increased to 36.2% by the 17.2% social taxes
(article 150 U–150 VH of the CGI) (see section 2.2.).
Capital gains on the transfer of the taxpayer’s principal residence are exempt from the
above tax and additional social taxes. Gains on any immovable property are also
exempt if the sales price does not exceed EUR 15,000 (article 150 U, II, 6° of the CGI).
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Also, annual reductions apply to the taxable basis of capital gains from the alienation
of real estate.
The reduction of the capital gain subject to the flat-rate tax amounts to:
–

6% for each year of ownership beyond the 5th year until the 21st year; and

–

4% for the 22nd year of ownership.

The capital gain is thus totally exempt from the flat-rate tax after 22 years.
The reduction of the capital gain subject to the social taxes amounts to:
–

1.65% for each year of ownership beyond the 5th year until the 21st year;

–

1.6% for the 22nd year of ownership; and

–

9% for each year after the 22nd year.

The capital gain is thus totally exempt from social taxes after 30 years of ownership.
1.6.2. Shares
From 1 January 2018, capital gains are in principle subject to income tax at the flat
rate of 12.8% (prélèvement forfaitaire unique, PFU). However, taxpayers may opt to
be subject to income tax at progressive rates. In this case, capital gains from the sale
of shares acquired before 1 January 2018 may benefit from the lump-sum base reductions previously applicable (see below), with some exceptions. The election for taxation at progressive rates is made in the income tax return filed in the year following
the one when the capital gains were derived. It is irrevocable and applies to all investment income received by the taxpayer.
Capital gains made between 1 January 2018 and 31 December 2022 from the sale of
shares in small and medium-sized enterprises (SMEs) by their director/owners at the
moment of their retirement may benefit from a lump-sum base reduction of EUR
500,000, if the shares were held for at least one year. It is immaterial whether the
capital gains are taxed at the flat rate of 12.8% or at progressive rates. However, if the
capital gains are taxed at progressive rates, the EUR 500,000 base reduction may not
be combined with other reductions applicable to shares acquired before 1 January
2018.
In all cases, capital gains from the sale of shares, bonds and similar securities are also
subject to social taxes at a total rate of 17.2% (see section 2.2.). In case capital gains
are subject to the flat tax at the rate of 12.8%, the overall taxation rate is 30%.
Before 2018
From 1 January 2013 to 31 December 2017, capital gains derived by resident individuals from the sale of shares, bonds and similar securities in resident or foreign companies were subject to income tax at progressive rates (article 150-0 A–150-0 E of the
CGI) (see section 1.9.1.3.).
A general reduction regime and two specific reduction regimes applied to capital gains
derived from the sale of shares for income tax purposes. The whole amount of the
gain, however, was subject to social taxes.
Under the general regime, the reduction of the taxable capital gain amounted to:
–

0% if the taxpayer holds the securities for less than 2 years;

–

50% if the taxpayer holds the securities between 2 and 8 years; and

–

65% if the taxpayer holds the securities more than 8 years.
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The first specific regime applied to individuals who realize capital gains on:
–

the sale of shares in SMEs acquired less than 10 years after their incorporation;

–

the sale to a family member of shares of a company where more than 25% of the
rights to profit of this company are (or were within the last 5 years) held by family
members, provided that the buyer does not sell the shares to a third party within 5
years; and

–

the sale (before 1 January 2018) of shares in SMEs by their director/owners at the
moment of their retirement.

Under this specific regime, the reduction of the taxable capital gain amounted to:
–

0% if the taxpayer holds the securities for less than 1 year;

–

50% if the taxpayer holds the securities between 1 and 4 years;

–

65% if the taxpayer holds the securities between 4 and 8 years; and

–

85% if the taxpayer holds the securities more than 8 years.

The second specific regime provided for a lump-sum base reduction of EUR 500,000
(under certain conditions) on capital gains derived from shares of SMEs by the director/owners of these SMEs at the moment of their retirement. The remaining taxable
amount could benefit from the reduction provided for by the first specific regime.
Specific regimes
Subject to a number of conditions, rollover relief is available for gains realized upon a
merger, division or exchange of shares.
As an exception, capital gains from habitual sales of shares are taxed in the professional income category (see section 1.4.2.).
Capital gains from participations in real estate partnerships, whose assets consist of
immovable property for more than 50%, are subject to the regime applicable to real
estate capital gains (see section 1.6.1.).
1.6.3. Other
1.6.3.1. Business assets
Capital gains from the disposal of business assets by an individual may be taxed in one
of two ways, depending on whether they are short-term or long-term gains.
Short-term gains, i.e. gains from the disposal of assets held for less than 2 years, are
taxed as business income (article 39 duodecies of the CGI) (see section 1.4.1.). An
option to spread the gains over 3 years is available.
Long-term gains, i.e. gains from the disposal of assets held for at least 2 years, are
subject to tax at a flat rate of 12.8%, increased to 30% by the 17.2% social taxes (article
39 quindecies of the CGI) (see section 2.2.). The tax is levied on the sales price less the
acquisition cost. Any recaptured depreciation is taxed as ordinary business income.
Generally, long-term gains are exempt if the taxpayer’s turnover does not exceed a
certain ceiling and the activity is exercised for 5 years or more (article 151 septies of
the CGI). SMEs are exempt from tax on capital gains derived from the disposal of business assets if their annual turnover (excluding VAT) does not exceed EUR 90,000 (for
suppliers of services) or EUR 250,000 (for suppliers of goods). A partial exemption
applies if the annual turnover (excluding VAT) does not exceed EUR 126,000 (for suppliers of services) or EUR 350,000 (for suppliers of goods).

59

DOING BUSINESS IN FRANCE 2020

INDIVIDUAL TAXATION

Capital gains derived from the transfer by way of a donation or a gift mortis causa of
an individual enterprise or of shares in a partnership in which the partner carries on his
professional activity are generally rolled over until the sale or the end of the activity;
in any case, such gains become exempt after the transferee has carried on the activity
for 5 years.
Partial exemptions are also available for sales of shares in SMEs (see section 1.6.2.).
1.7. Personal deductions, allowances and credits
There are generally no allowances, deductions or credits for medical costs or life insurance premiums.
1.7.1. Deductions
Deductions which apply to specific types of income are discussed in sections 1.3.1. to
1.6.
The most important deductions that apply to the aggregate income include (articles
199 quater B-200 quindecies of the CGI):
–

subject to certain conditions and ceilings, the taxpayer may deduct alimony paid to
a former spouse and maintenance paid for children under a legal obligation or a
court order (see section 1.3.3. for the taxation of the recipients);

–

maintenance payments to children who have reached legal age and who are no
longer part of the taxpayer’s tax household are deductible from the taxpayer’s
income up to EUR 5,888 per child; and

–

union membership fees are deductible up to a certain maximum.

Subscribers to the popular pension savings plans (plans d’épargne retraite populaire,
PERPs) are entitled to a deduction for the premiums paid. The deduction is generally
limited to (i) 10% of the earned income of the previous year, up to 8 times of the
average annual social security ceiling for that year, or (ii) 10% of the annual social
security ceiling, whichever is higher.
For the deductible CSG, see section 2.2.1.
1.7.2. Allowances
Taxpayers who are invalids or over 65 and whose net taxable income earned in 2019
does not exceed EUR 15,300 may deduct EUR 2,440 from that income. The deduction is
limited to EUR 1,221 if the total net income is between EUR 15,300 and EUR 24,640.
The deduction is doubled if both spouses qualify as invalids or persons over 65 (article
157 bis of the CGI).
The parents of a person aged under 21 years (25 years if student) who is married or
handicapped may declare their child (along with the child’s partner, if any) as a
member of their household for income tax purposes. In such a case, the parents do not
benefit from a higher coefficient, but are entitled to an allowance of EUR 5,947 (for
income earned in 2019) for each person taken into account (article 196 B of the CGI).
1.7.3. Credits
Income tax computed on the aggregate income is reduced by certain tax credits. The
most important credits are described below. The total amount of tax credits from
which a taxpayer may benefit in a given year may not exceed EUR 10,000, subject to
exceptions (article 200-0 A of the CGI).
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1.7.3.1. Share subscription
The subscription to shares in qualifying SMEs located in an EEA country in their start-up
period (5 years) entitles the taxpayer to a tax credit equal to 18% of the amount of the
investment, with an annual limit of EUR 12,000 (double for couples) (article 199 terdecies-0 A of the CGI). The credit is granted only if the shares are held for a certain
period of time and that 50% or more of the shares of the company are directly or indirectly held by individual shareholders. If the amount of the tax credit exceeds the cap
for the overall tax credits (see section 1.7.), the excess may be carried forward for 4
years. As an exception, the tax credit amounts to 25% for subscriptions made until 31
December 2020 (this measure will only apply after an approval from the European
Commission).
1.7.3.2. Principal residence expenses
The costs of the acquisition of energy-saving equipment for the taxpayer’s principal
residence (which is more than 2 years old) incurred before 31 December 2020 entitles
the taxpayer to a credit equal to a lump-sum amount which depends on the equipment. The credit is limited to EUR 2,400 (EUR 4,800 for couples), plus EUR 120 per
child and each other dependent person, for the whole period between 1 January 2016
and 31 December 2020. With effect from 1 January 2020, the tax credit is conditioned
upon the level of taxable income and may no longer benefit to low-income taxpayers
(who may benefit from other equivalent subsidies) and high-income taxpayers, with
some exceptions (e.g. charging system of electric vehicles).
1.7.3.3. Donations
Gifts to approved public or private non-profit organizations located in the European
Union, including political parties, for approved purposes give rise to a tax credit equal
to 66% of the gifts, subject to a limit of 20% of taxable income (article 200 of the CGI).
The rate of the tax credit is increased to 75% for gifts made between 16 April 2019 and
31 December 2019 by individuals to the state or to foundations engaged in activities
relating to the rebuilding of the cathedral Notre-Dame of Paris (for the fraction of the
gift not exceeding EUR 1,000).
Gifts to organizations providing care for persons in hardship (e.g. food banks) may give
rise to a credit equal to 75% of the gift with a maximum of EUR 542.
The credit also applies to gifts to qualifying charitable organizations whose main activity is to arrange public events (e.g. theatrical, musical and cinematic performances).
Where the total donations exceed 20% of the taxpayer’s income in a given year, the
excess is carried forward for 5 years to give rise to the tax credit under the same conditions. Full justification of the gifts must be provided.
1.7.3.4. Investments in residential premises intended for letting
For qualifying investments made between 1 January 2013 and 31 December 2021 in
new residential premises, the taxpayer is entitled to a tax reduction of 12% or, respectively, 18% of the amount of the investment (subject to a cap), spread over the 6 or 9year period, if the intention is to rent out these premises for at least a 6 or 9-year
period (article 199 novovicies of the CGI).
The initial 6-year letting period may be extended by two additional 3-year periods: in
this case, the additional credit is 6% for the first additional 3-year period and 3% for
the second additional 3-year period, spread over the additional 3 or 6-year period.
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The initial 9-year letting period may be extended by one additional 3-year period: in
this case, the credit is 3% for the additional 3-year period, spread over the 3 years.
The maximum tax credit therefore amounts to 21% of the investment over 12 years,
subject to a cap (32% for investments in French overseas departments).
1.7.3.5. Other
Parents whose children receive secondary or graduate education are entitled to a tax
credit of EUR 61, EUR 153 or EUR 183 per child, depending on the level of the educational institution (article 199 quater F of the CGI). Day-care expenses incurred for children under 7 years old give rise to a tax credit of 50% of the expenses, limited to EUR
2,300 per child, i.e. the maximum effective credit is EUR 1,150. Taxpayers who hire
domestic help are entitled to a tax credit equal to 50% of the salaries paid (including
social security contributions); the credit may not exceed EUR 6,000 (EUR 10,000 for
invalids).
There are no allowances, deductions or credits for medical costs or life insurance premiums.
1.8. Losses
A loss in one category may normally be set off against income of another category.
Excess loss which cannot be set off against the aggregate income of a given year may
be carried forward for 6 years (article 156 of the CGI).
Losses pertaining to property investments, agricultural activities (under conditions),
non-commercial non-professional activities and professional business activities in
which the taxpayer plays no active part may be set off against income from the same
category only, and not against other types of income.
Losses attributable to income from immovable property may be set off against the
aggregate income of the taxpayer, albeit only up to EUR 10,700 annually and subject to
a number of conditions. In certain cases, the set-off is unrestricted.
As regards short-term capital losses, if the net balance is negative (i.e. net short-term
capital loss), it is deducted from the enterprise’s profits. If the profits are not sufficient to cover the short-term capital loss, the excess loss may be set off against other
categories of profits or carried forward for up to 5 years and be set off against future
profits or income.
As regards long-term capital gains and losses, items which are taxable at the same rate
are offset against each other. However, the net long-term capital gain may also be set
off against the trading loss of the current year and the unused losses of previous years.
It may also be set off against the unused long-term capital losses incurred during the
preceding 10-year period.
1.9. Rates
1.9.1. Income and capital gains
1.9.1.1. General
The gross aggregate income is determined by adding up the net results of all categories
of income after applying the specific relief measures discussed in sections 1.3. to 1.6.
The net aggregate income is determined by applying the personal deductions (see
section 1.7.1.) and allowances (see section 1.7.2.). The net aggregate income is then
divided by a family coefficient (see section 1.9.1.2.) to obtain the net taxable income
per part (i.e. portion). The tax table rate (see section 1.9.1.3.) is then applied to the
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result; the tax so computed is then multiplied by the same coefficient to obtain the
gross tax burden. This lengthy procedure can be usefully replaced by the use of a computation formula (see section 1.9.1.4.).
Example
For a net taxable income of EUR 60,000 and a family coefficient of 3 (e.g. two parents and two
children), the income is divided by three to obtain a taxable income per part of EUR 20,000.
The tax table rate is applied to determine the tax on EUR 20,000 (EUR 1,405.04 in 2019) and the
result is multiplied by three to obtain the aggregate gross tax (EUR 4,215.12 in 2019). The same
result is reached much faster by using the computation formula (see section 1.9.1.4.).

Once the gross tax liability is determined, a number of corrections must be made to
determine the net tax liability. These corrections should be made in the following way
and order:
–

check if the coefficient benefit limit is respected (see section 1.9.1.5.);

–

deduct the additional tax relief (see section 1.9.1.6.);

–

apply the relevant reductions and credits discussed in section 1.7.3.;

–

add tax due on specific types of income taxed at a flat rate;

–

add disallowed tax credits (i.e. those deducted in the previous years but disallowed
because some conditions – e.g. commitment to rent out a house (see section
1.7.3.5.) – were not or are no longer met);

–

add specific taxes (e.g. exceptional contribution on high incomes, see section
1.9.1.7.; and

–

deduct any foreign tax credits (see section 6.1.3.) and non-final levies (prélèvements) (see section 1.5.2.).

1.9.1.2. Family coefficient
The family coefficient takes into account the family situation of the taxpayer in order
to determine its ability to pay the income tax. It results in a limitation of the progression of the income tax.
The following table of coefficients is applicable to the most common family situations
(article 194 of the CGI):
Status
Single, divorced or widowed persons without dependants
Single, divorced or widowed persons with 1 child over 18, invalids and
war veterans
Married persons without children, single or divorced persons with 1 child
Married or widowed persons with 1 child, single or divorced persons with
2 children
Married or widowed persons with 2 children
Single or divorced persons with 3 children
Married or widowed persons with 3 children
Single or divorced persons with 4 children
Married or widowed persons with 4 children
Single or divorced persons with 5 children
Married or widowed persons with 5 children
Single or divorced persons with 6 children

Coefficient
(number of parts)
1
1.5
2
2.5
3
3.5
4
4.5
5
5.5
6
6.5
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1.9.1.3. Tax rates
For the 2020 assessment of income earned in 2019, the progressive income tax rates
are as follows (article 197 of the CGI):
Taxable income per part (EUR)
Up to
10,064
10,064
–
27,794
27,794
–
74,517
74,517
–
157,806
Over
157,806

Rate (%)
0
14
30
41
45

For the 2021 assessment of income earned in 2020, the 14% rate will be reduced to 11%
and tax brackets will be amended in order to reduce the income tax for most taxpayers
(article 2 of the Finance Act 2020 of 28 December 2019). The progressive rates will be
as follows:
Taxable income per part (EUR)
Up to
10,064
10,064
–
25,659
25,659
–
73,369
73,369
–
157,806
Over
157,806

Rate (%)
0
11
30
41
45

The new rates already impact taxpayers’ liability as the withholding rates applicable
to income earned in 2020 (prélèvement à la source) have been adjusted accordingly.
1.9.1.4. Computation formula
The following formula allows a simple computation of the gross income tax due in 2020
for income earned in 2019 (before the corrections listed under section 1.9.1.1. are
made). “I” stands for the net taxable income and “C” for the number of parts resulting
from the coefficient system (see section 1.9.1.2.). The computation table is as follows:
Value of I/C (EUR)
Up to
9,964
–
27,519
–
73,779
–
Over

9,964
27,519
73,779
156,244
156,244

Gross tax
0
(I × 0.14) – (1,394.96 × C)
(I × 0.30) – (5,798.00 × C)
(I × 0.41) – (13,913.69 × C)
(I × 0.45) – (20,163.45 × C)

For example, if a married taxpayer with an income of EUR 60,000 and a family coefficient of 3 has an I/C value of EUR 20,000; the formula indicated in the second row of
the above table must be applied. The tax is thus computed in the following manner:
(60,000 × 0.14) – (1,394.96 × 3) = EUR 4,215.12.
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1.9.1.5. Limitation of the coefficient benefit
The family coefficient system results in an effective limitation of the progression of
the income tax. However, the incremental tax benefit resulting from having children is
limited to certain amounts. The reduction of income tax resulting from the application
of the family coefficient may not exceed the following thresholds:
–

for every half part exceeding the initial part (single, divorced or widowed) or the
initial two parts (married) corresponding to the parent(s), the tax benefit may not
exceed EUR 1,567;

–

for every quarter part in excess, the tax benefit may not exceed EUR 783.3; and

–

for single, divorced or separated persons with a dependent child, the benefit is
limited to EUR 3,697 for the first additional two half parts corresponding to the
child.

The following table lists the annual net taxable income thresholds (in EUR) beyond
which the limitation applies. Only the most common situations are listed:
Number of
parts
1.5
2
2.5
3
3.5
4
4.5
5

Married
Single, divorced or
couples separated with dependent
children
–
–
–
42,095
60,982
47,489
66,372
–
–
58,269
77,152
–
–
69,052
87,935
–

Single, divorced or separated
living with a partner, with
dependent children
33,185
38,579
–
49,359
–
60,142
–
70,922

Where the limitation applies, a theoretical income tax is computed using the initial
number of parts. The amount so obtained is reduced by (i) EUR 1,567 for each additional half part, (ii) where applicable, by EUR 3,697 for the first additional two half
parts and (iii) EUR 1,567 for each half part thereafter. For certain taxpayers (e.g. war
veterans and invalids), the ceiling for the tax benefit resulting from the coefficient
system is higher. The theoretical income tax less the maximum coefficient benefit
results in the income tax after the coefficient benefit limitation. The income tax liability of the taxpayer cannot be less than the income tax after the coefficient benefit
limitation.
1.9.1.6. Additional tax reliefs
Taxpayers whose tax in 2020, as computed in conformity with the above rules, is less
than EUR 1,611 for single persons (EUR 2,653 for married couples) may credit against
the computed tax the difference between EUR 1,208 (EUR 1,990, respectively) and 75%
of the computed tax (article 197-I-4-a of the CGI). This mechanism is known as the
“décote”.
Taxpayers with an annual income in 2019 of an amount lower than EUR 19,176 (EUR
38,352 for married couples) benefit from a supplementary reduction amounting to 20%
of the income tax. The rate of the tax reduction decreases where the income exceeds
EUR 19,176 (EUR 38,352 for couples) but is less than EUR 21,249 (EUR 42,498 for couples). These limits are increased by EUR 3,836 for each additional half part for depen-
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dent children in the household. Above this amount, no supplementary reduction
applies (article 197-I-4-b of the CGI). This mechanism is known as the “réfaction
d’impôt”. It will be abolished for income earned in 2020.
1.9.1.7. Exceptional contribution on high income
Taxpayers whose income exceeds certain amounts are subject to an exceptional contribution (article 223 sexies of the CGI). The rate is 3% on the portion of annual income
over EUR 250,000 (double for couples) up to EUR 500,000 (double for couples) and 4%
on the portion of annual income over EUR 500,000 (double for couples).
1.9.2. Withholding taxes
With effect from 1 January 2019, the income tax is paid at source (prélèvement à la
source) on any kind of income (see section 1.10.3.).
Furthermore, employees receive their salaries net of social taxes (CSG and CRDS, see
sections 2.2.1. and 2.2.2., respectively) and social security contributions (see section
3.), which are withheld by employers.
For withholding tax on dividends and interest, see sections 1.5.1. and 1.5.2., respectively. There is no withholding tax on royalties paid to residents (see section 1.5.3.).
For withholding taxes on payments to non-residents, see section 6.3.
1.10. Administration
1.10.1. Taxable period
The taxable period consists of a 12-month period and is generally the calendar year (1
January to 31 December) (article 12 of the CGI). However, individuals who earn business income may be assessed on the basis of an accounting period, which may be fixed
freely by the taxpayer (articles 36 and 37 of the CGI).
1.10.2. Tax returns and assessment
Income tax is imposed on the income of the preceding year. In general, resident individuals subject to income tax must file a tax return before the end of May (the exact
date depends on the region) (article 175 of the CGI). Business income must be declared
by the second working day following 1 May. Taxpayers must file the tax return online.
With effect from 2020, pre-filled tax returns sent to taxpayers by the tax administration are deemed to be implicitly approved if taxpayers do not send them back to the
tax administration. However, the reporting obligation continues to apply to taxpayers
who are unknown to the administration as well as to certain taxpayers whose data are
likely to be inaccurate and/or incomplete (article 171 of the CGI).
Tax is computed on the basis of the tax return and an assessment is sent to the taxpayer. The income tax withheld by debtors or by the taxpayers themselves (see section
1.10.3.) is credited against the final tax.
Small businesses may be presumptively assessed if the taxpayer opts not to be assessed
on actual income. Under certain circumstances, taxpayers may be subject to a
notional assessment if their declared income is not commensurate with their living
standards. The tax is imposed on presumed income computed according to certain
spending factors such as servants, private planes, yachts, automobiles, horses and
certain golf membership and hunting rights.

66

INDIVIDUAL TAXATION

DOING BUSINESS IN FRANCE 2020

1.10.3. Payment of tax
System applicable until 2018
Before 1 January 2019, taxpayers were required to make advance payments for their
estimated income tax liability for the current year. The payments were made in two
instalments by 15 February and 15 May, each equal to one third of the final tax collected the previous year on the income earned two years before (e.g. advance payments in 2018 were each equal to one third of the final tax assessed in 2017 on income
earned in 2016). The balance was paid in September or October after the income
earned in the previous year had been filed (in May or June) and a payment order issued
by the tax authorities (in August or September) (articles 1664, 1665 and 1730 of the
CGI). Alternatively, the taxpayer could opt to pay tax by monthly instalments, the
balance being paid in November and December.
System applicable from 2019
With effect from 1 January 2019, the individual income tax is withheld at the time of
the payment of the income (prélèvement à la source). The tax is withheld by:
–

the debtor (employer, pension fund, etc.) with respect to income, such as salaries,
pensions, unemployment or sickness benefits; or

–

the taxpayer itself with respect to business income, income from immovable properties, alimonies, foreign-source income, etc.

The applicable rate is the average tax rate applied to the income earned by taxpayer(s) belonging to a same household during the previous year (or the year before if
the most recent average rate is not yet known). This rate may be amended if the situation of the taxpayer(s) changes (birth of a child, divorce, etc.).
Where no previous average rate is available (e.g. in the case of young taxpayers), a
neutral rate is applied. Taxpayers who do not want their employer to be aware of their
average tax rate may also ask for the application of the neutral rate. In such case, if
the tax withheld by the employer is less than what should have been paid based on the
taxpayer’s average rate, the taxpayer must pay the difference before the end of the
month following the month in which the income was received.
The neutral rate depends on the amount of the income (see table). Different income
thresholds apply in overseas departments. The rates applicable in 2020, which incorporate the reduction of progressive rates from 2020 (see section 1.9.1.3.), are as follows.
Monthly income (EUR)
Up to
1,419
–
1,473
–
1,568
–
1,674
–
1,788
–
1,884
–
2,009
–
2,377
–
2,721
–
3,099
–
3,488
–

1,418
1,472
1,567
1,673
1,787
1,883
2,008
2,376
2,720
3,098
3,487
4,069

Applicable neutral rate (%)
0
0.5
1.3
2.1
2.9
3.5
4.1
5.3
7.5
9.9
11.9
13.8
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Monthly income (EUR)
4,070
–
4,879
–
6,105
–
7,626
–
10,584
–
14,334
–
22,501
–
Over

4,878
6,104
7,625
10,583
14,333
22,500
48,196
48,196

INDIVIDUAL TAXATION
Applicable neutral rate (%)
15.8
17.9
20
24
28
33
38
43

The payment at source is neither applicable to capital gains on immovable property
(subject to specific rules) or to other assets (taxed in the year following their realization) nor to income paid to non-residents which is already subject to specific withholding taxes (see section 6.3.1.).
Transitional measures
In order to avoid that taxpayers paid the individual income tax twice in 2019 (on
income earned in 2018 and on income earned in 2019), a specific tax credit was
granted with respect to the income earned in 2018 (crédit d’impôt pour la modernisation du recouvrement, CIMR). This credit was equal to the income tax due on nonexceptional income earned in 2018. The distinction between exceptional and nonexceptional income is detailed in the following tax authorities’ guidelines: BOI-IR-PAS50-10-20-20180704.
1.10.4. Rulings
The ruling practice is not common. A number of prior approval or ruling regimes for
specific issues exist. For details, see Corporate Taxation section 1.8.4.

2. Other Taxes on Income
2.1. Local taxes
There are no general local taxes on income. However, there is a local tax on business
and professional activities.
The business tax (contribution économique territoriale) is a local tax which applies to
all business enterprises and is payable by all individuals and legal entities who habitually engage in a non-salaried professional activity. There are, however, exemptions in
favour of handicraftsmen working alone, farmers, approved educational institutions,
artists, authors and composers, press agencies and publishers of periodicals.
The business tax consists of two contributions: one on the rental value of the business
premises (contribution foncière des entreprises) and the other on the enterprise’s
operating margin (contribution sur la valeur ajoutée des entreprises). The latter only
applies to enterprises for which annual turnover exceeds EUR 152,500. However, there
is a full relief where the turnover does not exceed EUR 500,000. The rate of contribution varies between 0.5% and 1.5%, depending on the level of turnover. The maximum
rate applies where the turnover exceeds EUR 50 million.
2.2. Social taxes
There are currently three social taxes: the generalized social contribution (CSG), the
social security debt contribution (CRDS) and the solidarity levy. Before 1 January 2019,
there were five social taxes, representing a total rate of 17.2%: CSG, CRDS, social levy,
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additional contribution to the social levy and solidarity levy. The last three taxes have
been merged into the solidarity levy. The total rate of 17.2% remained unchanged in
the process.
These taxes have a broad base and therefore have a substantial impact on the effective rate of taxation of individuals’ income. For social security contributions, see
section 3.
2.2.1. Generalized social contribution (CSG)
The generalized social contribution (contribution sociale généralisée, CSG) is payable
by all residents on virtually all types of income, unless expressly exempt. However,
individuals who are not affiliated to a mandatory social security scheme in France but
are affiliated to such scheme in another EU or EEA Member State (or in Switzerland),
pursuant to Regulation (EC) No. 883/2004 on the coordination of social security systems, are exempt from CSG and CRDS.
For employment income (including pensions), the CSG is computed on 98.25% of the
gross income up to EUR 162,096 per year (on 100% of the gross income above this
threshold) and is withheld by the employer. The rate of the CSG is:
–

9.2% on employment income, income from immovable property and investment
income; and

–

8.3% on pensions and similar income (article L.136-1–136-7 of the CSS). However,
this rate is reduced to 6.6% or 3.8% for low pensions.

Out of these rates, 2.4 percentage points are not deductible from the taxpayer’s
taxable income. The other portion of CSG is deductible if the relevant income is taxed
at the progressive rates. Hence, the CSG on income taxed at a flat rate (including royalties, see section 1.6.) is not deductible at all.
2.2.2. Social security debt contribution (CRDS)
The social security debt contribution (contribution au remboursement de la dette
sociale, CRDS) of 0.5% is levied, in general, on the same taxable base as the CSG (see
above). It also applies to certain types of income that are exempt from the CSG (e.g.
gains on precious metals). It is not deductible for income tax purposes (Ordinance No.
96-50 of 24 January 1996).
2.2.3. Solidarity levy on passive income
Before 2019, three social levies totalling 6.8% (i.e. the 4.5% social levy, the 0.3% additional contribution to the social levy and the 2% solidarity levy) applied to income from
immovable property and investment income (article 1600-0 F bis of the CGI).
These levies have been merged into a single 7.5% solidarity levy (prélèvement de solidarité) with effect from 1 January 2018 (income from immovable property) or 1
January 2019 (investment income). The rate increase (0.7 percentage point) was compensated by a reduction of the CSG rate on such income (from 9.9% to 9.2%, see section
2.2.1.). Thus, the total rate of 17.2% remained unchanged.
Unlike the CSG and the CRDS, the social levies do not apply to employment income
(including pensions) or professional income. The levies are not deductible for income
tax purposes.
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3. Social Security Contributions
Social security contributions (cotisations sociales) are due by employers, employees,
or both and are computed on the total remuneration, in certain cases up to limits
known as social security ceilings (“C” in tables below).
For 2020, the ceilings are:
C1
C2
C3
C4

(monthly)
(3 × C1)
(4 × C1)
(8 × C1)

EUR 3,428
EUR 10,284
EUR 13,712
EUR 27,424

For 2020, employees must pay the following social security contributions (generally
withheld by the employer):
Contribution for
Old age pension (capped)
Old age pension (uncapped)
Mandatory supplementary pension
schemes
Mandatory supplementary pension
schemes
Job search contribution (APEC) (executives only)
1.

Rate employee (%)
6.9
0.4

Base
Salary up to C1
Full salary

4.151

Salary up to C1

9.86
0.024

Salary between C1 and C4
Salary up to C3

The rate is 4.01% if the salary does not exceed C1.

Specific and additional social security contributions apply to, inter alia, gains derived
from the exercise of employee stock options and pension income derived from executive top-up pension schemes (“hat retirement”).
In addition to the social security contributions, employees are also subject to CSG (at
a rate of 9.2%) and CRDS (at a rate of 0.5%), generally withheld by the employer along
with social security contributions. See sections 2.2.1. and 2.2.2., respectively.
For social security contributions payable by employers, see Corporate Taxation section
4.2.
Paid contributions are deductible from the taxpayer’s employment income. However,
contributions paid to supplementary and statutory pension and health plans are
deductible only to the extent they do not exceed, in the aggregate (employee and
employer shares), 8% of eight times the annual social security ceiling. Moreover, payments to supplementary health plans (included in the overall 8%) may not exceed 3% of
the same figure.
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4. Taxes on Capital
4.1. Net wealth tax
4.1.1. General
From 2018: The real estate wealth tax (IFI)
With effect from 1 January 2018, a real estate wealth tax (impôt sur la fortune immobilière, IFI) applies for resident individuals, as well as non-resident individuals owning
immovable property in France (articles 964-983 of the CGI). The assessment of the
taxable wealth is made by the taxpayer in the annual income tax return.
The main features of the real estate wealth tax are identical to those of the former net
wealth tax (impôt de solidarité sur la fortune, ISF) applicable until 2017:
–

resident individuals are taxable on their worldwide assets, while non-resident individuals are taxable on their French assets only;

–

new residents (i.e. individuals who transfer their residence in France after having
been a non-resident for at least 5 preceding years) are taxable on their Frenchlocated assets only, for a 5-year period. Certain tax treaties provide for a similar
rule;

–

the value of the assets is determined at the level of the fiscal household, i.e. by
adding together the assets of every member of the fiscal household;

–

the tax applies if the net value of taxable assets exceeds EUR 1,300,000 on 1
January of the tax year;

–

the tax rates are progressive, from 0.5% to 1.5%, and apply on the portion of wealth
exceeding EUR 800,000 (see section 4.1.3.);

–

assets owned for business purposes are exempt;

–

the taxpayer’s home is taxed on 70% of its market value (a 30% allowance applies to
the market value of the home);

–

debts other than those relating to non-taxable assets may be deducted from the
taxable base. The real estate wealth tax is deductible from its taxable base; and

–

the total burden of income tax and real estate wealth tax may not exceed 75% of
the taxpayer’s overall income from the previous year.

The main difference with the net wealth tax is the taxable base. The net wealth tax
applied to all assets in comparison with the real estate wealth tax which applies only
to immovable properties owned directly or indirectly by individuals.
Before 2018: The net wealth tax (ISF)
Before 2018, resident individuals were subject to an annual net wealth tax (impôt de
solidarité sur la fortune, ISF) on the fair market value of their worldwide assets owned
on 1 January of the tax year, minus liabilities, if the net value of these assets exceeded
EUR 1,300,000 (article 885 A of the CGI). The value of the assets was determined at the
level of the fiscal household, i.e. by adding together the assets of every member of the
fiscal household. The net wealth tax applied in principle to all assets, including
immovable and movable property, securities and cash. However, certain items were
specifically exempt, such as business assets, antiques, works of art, collectors’ items,
certain life insurance policies, and financial investments held by non-residents.
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4.1.2. Taxable base
Assets
As a general rule, all immovable properties owned directly or indirectly by the taxpayer are subject to tax (article 965 of the CGI). The value of shares in a company (or
rights in an entity) is included in the taxable base up to the portion of the value corresponding to the immovable properties owned directly or indirectly by the company.
However, several exceptions apply:
–

immovable properties owned by a company which uses them for its own business
activity (i.e. industrial, commercial, craft, farming or professional activity) are not
taken into account. The mere holding of real estate is not considered as a business
activity but rather as an investment;

–

where a taxpayer (alone or with members of the same fiscal household) holds less
than 10% of the capital or voting rights in a company carrying out an industrial,
commercial, craft, farming or professional activity, the shares held by the taxpayer
are not included in the taxable base;

–

where a taxpayer (alone or with members of the same fiscal household) holds less
than 5% of the capital or voting rights in a real estate investment trust (REIT), the
shares held by the taxpayer are not included in the taxable base (article 972 ter of
the CGI);

–

where a taxpayer (alone or with members of the same fiscal household) holds less
than 10% of the rights in an investment fund which invests less than 20% of its assets
in taxable immovable properties, the rights held by the taxpayer are not included
in the taxable base (article 972 bis of the CGI); and

–

where a taxpayer in good faith demonstrates that information on the immovable
properties indirectly owned by a company (or entity) is not available, no reassessment will be made by the tax authorities, unless the taxpayer or a member of the
same fiscal household actually uses or may use the indirectly-owned immovable
properties. This safe harbour clause does not apply if the taxpayer (alone or with
members of the same fiscal household) holds directly or indirectly more than 10% of
the capital or voting rights of the company or entity owning directly the immovable
property (article 965, 3° of the CGI).

Immovable properties used by taxpayers for their own main business activity are
exempt, as well as certain items (forests, farming land under a long-term lease agreement, etc.).
Liabilities
As a general rule, debts relating to taxable assets are deductible from the taxable
base. This includes debts relating to the acquisition, repairing, maintenance or
improvement of the taxable assets, as well as property taxes.
The deduction of certain kind of debts is limited. Debts contracted directly or indirectly with members of the same household, with family members or with a controlled
company are in principle not deductible. However, debts contracted with family
members or with a controlled company may be deductible if the taxpayer proves that
market conditions are respected.
A general limitation applies if the market value of the taxable assets (before deduction
of liabilities) of a taxpayer exceeds EUR 5 million and the amount of debts exceeds 60%
of this market value: in such case, the deduction of the portion of debts above 60% is
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limited to 50% of the exceeding portion. However, this limitation does not apply if the
taxpayer proves that the debts were not contracted mainly for tax purposes (article
974, IV of the CGI).
4.1.3. Rates
The real estate wealth tax is due on the portion of the taxable base exceeding EUR
800,000 (if the total value of the taxable base exceeds EUR 1.3 million, see section
4.1.1.). The following rates (identical to those of the former net wealth tax) are applicable in 2020 (article 977 of the CGI):
Taxable amount (EUR)
Up to
800,000
800,001
–
1,300,000
1,300,001
–
2,570,000
2,570,001
–
5,000,000
5,000,001
–
10,000,000
Over
10,000,000

Rate (%)
0
0.5
0.7
1.0
1.25
1.5

Where the net taxable value (P) is equal to or greater than EUR 1.3 million, but less
than EUR 1.4 million, the real estate wealth tax is reduced by an amount equal to EUR
17,500 – (1.25% × P).
The total burden of income tax and real estate wealth tax may not exceed 75% of the
taxpayer’s overall income from the previous year. Any excess is deducted from the real
estate wealth tax to be paid, but may neither be offset against the income tax liability
nor refunded. This 75% limit applies to residents and to non-residents who derived
most of their income from France (“Schumacker non-residents”).
4.1.4. Tax credits
Taxpayers may reduce their real estate wealth tax liability by making donations to
qualifying not-for-profit entities. The tax reduction amounts to 75% of donations made
to approved public or private not-for-profit organizations located in the European
Union or European Economic Area. The tax credit is limited to EUR 50,000 (article 978
of the CGI).
The former tax credits for subscriptions of shares in SMEs or in certain investment
funds are no longer applicable (except for subscriptions made until 31 December
2017).
Under domestic law, foreign taxes similar to the real estate wealth tax that are paid on
assets located in other countries may be credited against the French real estate
wealth tax due on those assets, up to a maximum of the French tax due (article 980 of
the CGI).
4.2. Real estate tax
The property tax and the owner-occupied dwelling tax are distinct taxes and may be
levied cumulatively (e.g. owners living in their property are subject to both taxes).
4.2.1. Property tax
The property tax (taxe foncière) is a local tax due annually on all immovable property
located in France. The tax is due by the owner and applies to both developed and
undeveloped property owned on 1 January of the relevant year.
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The tax on developed property applies to buildings. The tax is computed by applying
certain coefficients determined annually by the local authorities to half the notional
rental value of the property as determined by the local land registry.
The property tax payable on the principal residence (developed property) of the taxpayer may not result in a total tax burden exceeding 50% of his total income. Consequently, if the total tax burden exceeds 50% of the income, the property tax is payable
only partially.
The tax on undeveloped property (mainly privately owned land and forestry) is calculated by multiplying 80% of the notional rental value of the property by coefficients
determined by local authorities.
4.2.2. Dwelling tax
The owner-occupied dwelling tax (taxe d’habitation) is a local tax due annually by any
person who occupies a dwelling on 1 January of the relevant tax year. The tax is
assessed by multiplying the notional rental value of the dwelling as determined by the
local land registry by coefficients determined by the local authorities. Various allowances are granted depending on the family situation of the taxpayer.
The dwelling tax has been progressively phased out through the application of increasing tax rebates:
–

in 2018, the tax rebate was 30% (i.e. only 70% of the tax was due);

–

in 2019, the tax rebate is 65%; and

–

from 2020, the tax rebate is 100%.

The tax rebate will fully apply for taxpayers with a total income not exceeding EUR
27,000 (single) or EUR 43,000 (married couple).

5. Inheritance and Gift Taxes
Inheritance tax (droits de succession) and gift tax (droits de donation) are imposed by
the state on property acquired by inheritance or gift. The rules differ slightly according to whether the acquisition of the property was by inheritance or by gift, but are
basically the same. In addition to gift tax, registration duties are levied on the value of
assets transferred by gift.
5.1. Taxable persons
The inheritance or gift tax is not imposed on the estate of the deceased or the donor
but on each beneficiary in respect of his share in the estate or on each donee in respect
of his gift (article 777 of the CGI).
Inheritances between spouses or between civil partners (see section 1.1.) are exempt
from inheritance tax. The gift tax regime applicable to married spouses is extended to
civil partners.
Inheritances between siblings are also exempt, provided that the beneficiary (i) has
lived together with the deceased for at least 5 years prior to death and (ii) is single, a
widow(er), divorced or separated and (iii) is above 50 years of age or handicapped.
5.2. Taxable base
Inheritance and gift taxes are levied on worldwide property transferred if the
deceased/donor was/is a resident of France at the date of the transfer (article 750 ter
of the CGI). The tax is also due in France on worldwide property if the benefi-
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ciary/donee is a resident of France a nd was a resident of France for at least 6 years of
the previous 10 years. In all cases, upon death of the donor, all gifts made to heirs and
legatees during the 15-year period preceding the date of death, including hand gifts,
must be clawed back for the assessment of inheritance tax.
In most cases, tax is imposed on the fair market value of the assets. Jewellery, works
of art and collection items transferred mortis causa must be declared for their estimated value, but not below their insurance value. Furniture may be valued notionally
at 5% of the estate. Where rights attached to the property transferred are split
between the bare and economic ownership, the tax is imposed on a certain percentage
of the value of the right transferred.
Inheritance tax is levied on the value of the transferred assets less related liabilities.
In the case of gifts, liabilities are not deductible, except in some limited cases.
Certain assets are wholly or partly exempt from inheritance tax. These exemptions are
either related to the nature of the assets transferred (e.g. immovable property classified as a historical monument and woodland) or to the quality of the deceased (e.g.
estates of victims of wars and terrorist acts) and/or to the quality of the beneficiary
(e.g. non-profit organizations).
Certain allowances or tax credits are available for the transfer of the ownership of a
principal residence depending on the duration of ownership. In all cases, inheritance
tax due on the transfer of a principal residence occupied by the beneficiary is levied on
80% of the value of the residence.
Under certain holding commitment conditions, 75% of the value of shares in companies
and assets in businesses is exempt from inheritance and gift tax, provided that at least
one of the beneficiaries undertakes to run the company or the business.
Life insurance premiums paid by the deceased after his 70th birthday are subject to
inheritance tax at the ordinary progressive rates for the amounts exceeding EUR
30,500. Proceeds from life insurance policies contracted after 13 October 1998 are
subject to a special levy at a flat rate of 20% above EUR 152,500 and 25% above EUR
902,838; the first EUR 152,500 is exempt. Proceeds from life insurance policies contracted before that date are generally exempt.
5.3. Personal allowances
The taxable base is reduced by the following allowances (article 779–797 of the CGI):
–

inheritances and gifts in direct line: EUR 100,000 per beneficiary;

–

inheritances (if taxable, see section 5.1.) and gifts between siblings: EUR 15,932
per beneficiary;

–

gifts between spouses or between civil partners: EUR 80,724. (Inheritances
between spouses or civil partners are exempt, see section 5.1.);

–

gifts made to grandchildren: EUR 31,865 per beneficiary (EUR 5,310 for greatgrandchildren);

–

gifts in cash made to children, grandchildren, great-grandchildren: up to EUR
31,865 per beneficiary in a 15-year period. The beneficiary must be at least 18
years old, whereas the donor must be younger than 80;

–

inheritances and gifts to nephews and nieces: EUR 7,967 per beneficiary;
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–

inheritances and gifts made to a person unable to work because of a mental or
physical handicap: EUR 159,325 per beneficiary; and

–

other inheritances: EUR 1,594 per beneficiary.

With regard to donations, other deductions and credits are available, under certain
conditions, depending on the nature of the asset donated (e.g. unquoted shares,
industrial businesses and dwellings) or on the age of the donor.
5.4. Rates
The rates of the inheritance and gift taxes are determined on the basis of the proximity of the relationship between the deceased/donor and the beneficiary/donee. The
rates applicable in 2020 are the following:
Inheritances and gifts to direct descendants (article 777-Table I of the CGI):
Taxable amount (EUR)
Up to
8,072
8,073
–
12,109
12,110
–
15,932
15,933
–
552,324
552,325
–
902,838
902,839
–
1,805,677
Over
1,805,677

Rate (%)
5
10
15
20
30
40
45

Gifts between spouses (article 777-Table II of the CGI):
Taxable amount (EUR)
Up to
8,072
8,073
–
15,932
15,933
–
31,865
31,866
–
552,324
552,325
–
902,838
902,839
–
1,805,677
Over
1,805,677

Rate (%)
5
10
15
20
30
40
45

Other inheritances and gifts are taxed as follows (article 777-Table III of the CGI):
–

inheritances and gifts between siblings are taxed at a rate of 35% up to EUR 24,430
and 45% on any excess;

–

inheritances and gifts between blood relatives up to the fourth degree are taxed at
a flat rate of 55%; and

–

other inheritances and gifts are taxed at a flat rate of 60%.

Inheritance and gift taxes must be paid in full prior to the filing of the inheritance or
gift tax return. However, a spreading option is available where a business is transferred
to residents with regard to the payment of inheritance and gift tax.
The donor may pay the gift tax on behalf of the donee. In such a case, the tax paid by
the donor is not considered as an additional gift. In specific cases, the inheritance or
gift tax may be paid in kind (certain immovable properties, art works, etc.).
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5.5. Double taxation relief
Under domestic law, foreign inheritance and gift taxes paid on movable or immovable
property situated abroad may be credited against the tax due in France on that same
property (article 784 A of the CGI).
France has concluded agreements to avoid double taxation of inheritances with Algeria, Austria, Bahrain, Belgium, Benin, Burkina Faso, Cameroon, Canada (part of the
1995 protocol to the income tax treaty), the Central African Republic, Congo (Rep.),
Finland, Gabon, Germany, Guinea, Italy, Ivory Coast, Kuwait, Lebanon, Mali, Mauritania, Mayotte (treaty originally concluded with the Comoros), Monaco, New Caledonia,
Niger, Oman, Qatar, St. Pierre and Miquelon, Saudi Arabia, Senegal, Spain, Sweden,
Togo, Tunisia, the United Arab Emirates, the United Kingdom and the United States.
The treaties with Austria, Guinea, Germany, Italy, New Caledonia, St. Pierre and
Miquelon, Sweden and the United States also cover the taxation of gifts.
The inheritance tax agreement concluded between France and Switzerland on 31
December 1953 was denounced by France on 17 June 2014. The termination took
effect on 1 January 2015.

6. International Aspects
6.1. Resident individuals
For the concept of residence, see section 1.1.
6.1.1. Foreign income and capital gains
Subject to tax treaty provisions, a resident individual is subject to tax on his worldwide
income and capital gains (article 4 A of the CGI). In general, foreign income is subject
to the same income taxes as domestic income.
Foreign income
Employment income earned by a resident is generally taxable in France wherever the
work is performed. See, however, section 6.2.2. for the treatment of remuneration
related to work performed abroad.
Income derived by a resident from immovable property located abroad is taxed under
the normal domestic rules. However, many tax treaties provide that such income is
exclusively taxed in the country where the property is situated. Nevertheless, even if
the income is exempt, it is taken into account in determining the effective income tax
rate on the taxpayer’s other income (exemption with progression method). Most
recent treaties provide for the credit method.
Foreign-source dividends, interest and royalties received by a resident are taxable in
France on their net amounts (article 13 and 122 of the CGI). However, where a tax
treaty provides for a tax credit, the recipient is taxed on the income as grossed up by
any foreign withholding tax, and a credit is available for that tax.
Foreign-source dividends and interest are generally fully included in taxable income
subject to individual income tax at the flat rate of 12.8% (and the social taxes, see
section 2.2.). However, where the taxpayer opts to subject dividends to income tax at
progressive rates, only 60% of the net amount of dividends received from EEA countries
or treaty countries are taxable (see sections 1.5.1. and 1.5.2.).
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Capital gains
Capital gains derived by a resident from immovable property located abroad are taxed
under the normal domestic rules. However, tax treaties may provide that such capital
gains are exclusively taxable in the country where the property is situated. In this
case, foreign capital gains are not taxed in France but they must generally be taken
into account to determine the effective tax rate applicable to other types of income
(exemption with progression method).
Subject to tax treaty provisions, capital gains on foreign securities are subject to tax at
the same rates and under the same rules as capital gains on French securities
(see section 1.6.2.). However, capital gains from the sale of shares held in companies
located in NCSTs (see Corporate Taxation section 7.1.) do not benefit from the longterm gains regime (see section 1.6.2.), unless the taxpayer proves that the participation neither aims at, nor results in, the abusive shifting of profits in this NCST.
Controlled foreign companies (CFCs)
Resident individuals who directly or indirectly own 10% or more of the income rights (or
voting rights) in a foreign entity established in a low-tax jurisdiction and conducting
principally passive investment activities are taxed in France on a pro rata share of the
income realized by the foreign entity whether or not distributed (article 123 bis of the
CGI).
If the entity is located in an NCST (see Corporate Taxation section 7.1.), the 10% participation requirement is always deemed to be met. On the contrary, income derived
from an entity located within the European Union or in a jurisdiction which concluded
a tax treaty with France containing an administrative assistance clause benefits from
a safe harbour clause. Accordingly, a foreign-source passive income is not subject to
tax in France, unless the structure concerned is regarded as a wholly artificial arrangement.
As a general rule, an entity is located in a low-tax jurisdiction if the effective tax
burden of the foreign entity is lower than 60% (50% before 1 January 2020) of the tax
which would have been payable in France (article 238 A of the CGI). If the entity is
located in a tax jurisdiction with which France has concluded a mutual assistance
clause, the resident shareholder is taxed on actual income distributed or deemed distributed to him in the category of investment income. In the absence of such clause,
the resident shareholder is taxed on a nominal basis determined by reference to his
pro rata share in the foreign entity’s total income, subject to a minimum limitation.
Corporate income tax (or comparable taxes) paid by the foreign entity is deductible
from income taxable in France.
6.1.2. Foreign capital
Residents are subject to real estate wealth tax on their worldwide property. Foreign
real estate wealth tax on property situated abroad (and taxable in France) is creditable against French tax, up to the amount of tax that would have been payable in
France on such property (article 980 of the CGI).
6.1.3. Double taxation relief
For the purpose of individual income tax, French tax law does not contain any unilateral provisions for the prevention of double taxation in the absence of a tax treaty.
However, taxes levied abroad in respect of certain categories of income (e.g. business
income) are deducted from the relevant income as ordinary expenses, so that French
tax is levied on net amounts (articles 13 and 39-1-4 of the CGI).
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France’s treaties generally provide for two methods of double taxation relief, i.e. the
credit method and the exemption method, depending on the nature of the income.
Foreign source dividends, interest, royalties, directors’ fees, professional income, and
remuneration received by artists and sportsmen are generally taxed in France on their
gross amount (including foreign withholding taxes) with a credit for the foreign tax.
Tax credits are calculated on an item basis (i.e. per income) and may not exceed that
amount of French tax corresponding to the income (i.e. ordinary tax credit system).
Excess credits may not be carried forward.
Where the exemption method applies (e.g. usually for employment income), France
generally applies the exemption with progression method.
Regarding the elimination of double taxation, social taxes (CSG, CRDS) are in principle
covered by treaty provisions, unless a tax treaty provides otherwise.
For a list of tax treaties concluded by France, see Corporate Taxation section 6.3.5.
6.2. Expatriate individuals
6.2.1. Inward expatriates
Headquarters and logistics centres
Guidelines issued by the tax authorities provide that expatriate allowances paid to
foreign employees temporarily assigned to the French headquarters or logistics
centres of multinational groups may benefit from a “simplified” tax regime at the
request of the headquarters or logistics centres. The special treatment is granted on a
case-by-case basis (BOI-SJ-RES-30-40-20120912). The tax regime is applicable to
special expatriate allowances paid to the expatriate which are classified and treated
as follows:
(1) Reimbursed expenses which are exempt in the hands of the recipient: these
include expenses of initial “acquaintance trips” for the expatriate and his spouse;
real estate agent’s fees for finding rented accommodation; travel and moving
expenses on arrival and departure; extra rent in case of temporary double residence; customs duties; car rental expenses on arrival and departure; hotel
expenses on arrival and departure; language course fees; tax consulting fees;
expenses of emergency trips to the home country; expenses for obtaining a French
driving licence; cost of converting the car to French technical standards and car
registration certificate; expenses related to safeguarding the dwelling maintained abroad and educational expenses for the children or, if they reside abroad,
costs of an annual trip for a family visit. The reimbursed amounts are neither
subject to the generalized social contribution (see section 2.2.1.) nor to the social
security deficit contribution (see section 2.2.2.).
(2) Reimbursed expenses which are taxable in the hands of the recipient unless the
headquarters or logistics centres have elected to be taxed thereon at the corporate income tax rate: these include additional expenses related to the dwelling of
the employee in France; and additional taxes and social taxes (see section 2.2.)
related to the stay in France.
(3) Other reimbursed expenses are taxable in the hands of the recipient.
The application of the regime is subject to the condition that the assignment is temporary and does not exceed 6 years. Expatriates seconded to employers other than
headquarters and logistics centres may also benefit from the exemptions listed in (1),
provided that their assignment is temporary and does not exceed 6 years.
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Additional remuneration regime
Under the “additional” remuneration regime, taxpayers who become resident in
France for work purposes (impatriates) are exempt from income tax on the inward
expatriation bonus (the “additional” remuneration) (article 155 B of the CGI). The
inward expatriation bonus may notionally be valued at 30% of the total remuneration.
The remuneration received in respect of the activity performed abroad is fully
exempt. However, the total exemption in respect of the inward expatriation bonus and
remuneration in respect of the activity abroad may not exceed 50% of the total remuneration.
In addition to the above exemption on remuneration, the taxpayer benefits from an
exemption of half of his foreign-source investment income, i.e. interest and dividends
paid by a non-resident person, income from copyright and industrial property rights
paid by a non-resident person, and capital gains on the disposal of securities held
abroad.
The regime is available for the following qualifying taxpayers:
–

employees working in an international group of companies, who were not resident
in France at any time within the preceding 5-year period; and

–

non-residents directly recruited by a company established in France, who were not
resident in France at any time within the preceding 5-year period.

The exemption period lasts until:
–

31 December of the fifth year following that in which the taxpayer started his
activity in France, if this occurred before 6 July 2016; or

–

31 December of the eighth year following that in which the taxpayer started his
activity in France, if this occurred on or after 6 July 2016.

Individuals who qualify for both the headquarters and logistics centres regime and the
additional remuneration regime must choose between them. This election cannot be
revoked.
6.2.2. Outward expatriates
Secondment
A number of relief provisions apply to residents who are seconded abroad by their
French employers but who keep their tax residence in France (article 81 A of the CGI).
These measures apply to French residents, whether or not they are French nationals,
and provided that the remuneration is borne by a French employer or by one of its
foreign subsidiaries or permanent establishments, or by an employer established in an
EEA country. Note that frontier workers are excluded from the regime.
The relief may take one of two forms (tax treaties may provide otherwise):
–

the remuneration related to services performed abroad is exempt in France, provided that it is subject to a tax at least equal to two thirds of the tax which would
have been payable in France; or

–

the remuneration related to services performed abroad is exempt in France, even
if it also exempt in the other state, provided that the assignment abroad exceeds
183 days (120 days for commercial prospects) during a consecutive 12-month
period and is related to construction work, installation and start-up of industrial
units (including prospects and engineering) or exploration and extraction of natural
resources. The tax authorities may extend the relief, on a case-by-case basis, to
certain activities, such as market prospecting.
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If the taxpayer may not benefit from either of the above exemptions, he may still
benefit from an exemption of supplementary expatriation allowances, provided that
these are justified for work purposes, are proportional to the length of the stay and are
fixed before the departure. Employees who are not seconded abroad by their employers but undertake frequent assignments for short periods may also benefit from this
latter regime.
Nevertheless, the foreign-source income exempt under any of the above provisions is
taken into account in determining the effective income tax rate on the taxpayer’s
other income (exemption with progression).
Exit tax
Taxpayers who become resident in another country after having been resident in
France for at least 6 of the previous 10 years and who hold substantial shareholdings
(i.e. a shareholding entitling the shareholder to receive at least 50% of the company’s
profits, or a shareholding whose value exceeds EUR 800,000) are, upon departure,
liable for the income tax and social taxes (see section 2.2.) on the unrealized capital
gains (“exit tax”) (article 167 bis of the CGI).
If the taxpayer becomes a resident of an EU Member State, Iceland, Liechtenstein or
Norway, the exit tax is not levied at the time of the transfer of residence but at the
time of the sale of the shares. For transfers that occur from 1 January 2019, the same
applies if the taxpayer becomes a resident in another (non-EU) state, provided that
this state has concluded with France an administrative assistance treaty aimed at combating tax fraud and evasion and a mutual assistance treaty for the collection of taxes.
If the other state has not signed such treaties or if it is an NCST, the taxpayer must
fulfil certain conditions (e.g. appoint a tax representative and provide a guarantee
equal to the tax due on the unrealized capital gains).
The exit tax is abandoned (or refunded if it was paid at the time of the transfer) in the
following situations:
–

when taxpayers transfer their residence back to France and still hold the shares;

–

if the shares are given through a donation. Where the residence has been transferred out of the EEA or Liechtenstein, the taxpayers must prove that the donation
is not motivated mainly by tax avoidance purposes;

–

in case of death of the taxpayer; and

–

if the shares have not been sold after 2 years (if their value does not exceed EUR
2,570,000) or 5 years (if their value exceeds EUR 2,570,000) from the date of transfer of residence where the transfer occurs on or after 1 January 2019 (the time
period is 8 years if the transfer of residence occurred before 2014 or 15 years if it
occurred between 1 January 2014 and 31 December 2018).

The tax paid is credited against the capital gains tax effectively payable at the time
the shares are actually sold.
6.3. Non-resident individuals
6.3.1. Taxes on income and capital gains
Non-residents are subject to French income tax with respect to French-source income,
i.e. income derived from rights, assets or activities located in France, or income paid
by a French resident. The different types of French-source income are listed by the
law.
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The general rule is that a non-resident is taxed exclusively on his French-source
income according to the same income tax rates as residents. However, the level of taxation imposed on such income may not be less than the following rates (article 197 A of
the CGI):
Portion of taxable income
(earned in 2019)
Not exceeding EUR 27,794
Over EUR 27,794

Rate
Mainland (France
métropolitaine)
20%
30%

Overseas
departments
14.4%
20%

Nevertheless, if non-resident taxpayers prove that the level of taxation on their worldwide income would be lower, were they resident in France, their tax liability is
reduced accordingly. In principle, non-residents who are taxed on their actual Frenchsource income are assessed according to the same rules as residents. The taxpayer is,
therefore, entitled to the family coefficient (see section 1.9.1.2.) and the incomespecific tax benefits (see sections 1.3. to 1.6.). In addition, expenses incurred in
acquiring and maintaining French-source income are generally deductible.
6.3.1.1. Employment income
Employment income, including pensions and life annuities, paid to a non-resident is
subject to withholding tax at progressive rates (article 182 A of the CGI). The withholding tax base is the annual salary after deduction of social security contributions
and the 10% income tax allowance (see section 1.3.1.).
For income paid in 2020, the rates are as follows:
Annual income (EUR) Monthly income (EUR)
Up to
14,988
1,249
14,989
–
43,477
1,250 – 3,623
Over
43,477
3,623

Daily income (EUR)
48
49 – 139
139

Rate (%)
0
12
20

Daily income (EUR)
48
49 – 138
138

Rate (%)
0
12
20

For income paid in 2019, the rates were:
Annual income (EUR) Monthly income (EUR)
Up to
14,839
1,237
14,840
–
43,047
1,238 – 3,587
Over
43,047
3,587

The withholding tax computed on that part of the income which does not exceed EUR
43,477 is a final tax if the employment income is received by a non-resident national or
by a resident of a country with which France has concluded a tax treaty with a non-discrimination clause. The 20% withholding tax on the portion of income exceeding EUR
43,477 is not final; it may be credited against the final tax liability. Any excess is taken
into account when assessing the taxpayer’s liability to income tax the following year.
For income earned from 1 January 2021 until 31 December 2022, the withholding tax
will be fully non-final, i.e. all non-resident taxpayers will have to file their Frenchsource employment income and let their income tax be assessed at progressive rates
(the withholding tax paid in 2021 will be credited against the final income tax liability
due in 2022 and may be refunded if it exceeded the income tax).
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For income earned from 1 January 2023, employment income earned by non-residents
will be subject to the domestic pay-as-you-earn system and the corresponding withholding tax rates (see section 1.10.3.).
Income derived from stock options and similar incentives by non-residents are subject
to a specific withholding tax (article 182 A ter of the CGI).
Frontier workers may not enjoy the benefit of the special provisions for expatriates
outlined in section 6.2.1. However, residents of Belgium, Germany, Italy, Spain and
Switzerland (except the Canton of Geneva) working in France are exempt from French
withholding tax on their salary pursuant to the applicable tax treaties.
6.3.1.2. Business and professional income
Business and professional income earned by non-residents is subject to income tax at
the ordinary progressive rates (see section 1.9.1.). However, such income is taxable in
France only if the non-resident “carries out an enterprise in France”, i.e. if the nonresident person has in France:
–

an autonomous establishment;

–

a dependent representative; or

–

a “full business cycle” (see Corporate Taxation section 6.2.1.).

The domestic definition of the “enterprise” is close to the treaty concept of “permanent establishment”. However, there are some differences between the two notions.
In treaty situations, business and professional income is only taxable if the non-resident has a permanent establishment or a fixed base in France to which the income is
attributable.
Subject to treaty provisions, professional income paid to a non-resident by a resident
debtor is subject to a withholding tax of 28% on gross income (article 182 B of the CGI).
If, however, the non-resident is located in an NCST (see Corporate Taxation section
7.1.), the rate is increased to 75%. The tax is creditable against the taxpayer’s final
income tax liability.
6.3.1.3. Investment income
Dividends
Dividends and other corporate distributions to non-resident individuals are generally
subject to a final withholding tax of 12.8% (article 119 bis and 187 of the CGI). Before
1 January 2018, the withholding tax rate was 30% (or 21% if the dividend was paid to a
resident of an EEA country).
As an exception, dividends paid to a resident of an NCST (see Corporate Taxation
section 7.1.) are subject to a final withholding tax at a rate of 75%.
Interest
In general, no withholding tax is levied on interest paid to non-resident individuals.
However, interest paid to an individual resident in an NCST (see Corporate Taxation
section 7.1.) remains subject to a final withholding tax at a rate of 75%, unless the taxpayer proves that the payment is not motivated by tax avoidance (article 125 A of the
CGI).
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Royalties
A withholding tax applies on the gross amount of royalties if the non-resident recipient
does not have a fixed base in France. The general rate is the standard corporate
income tax rate (i.e. 28% in 2020, with exceptions), unless a tax treaty provides for a
lower rate (see Corporate Taxation section 6.3.5.). The rate is increased to 75% if the
royalties are paid to a resident of an NCST. These withholding taxes are not final and
may be credited against the individual income tax due on the royalties (article 182 B of
the CGI).
Income from immovable property
Subject to double tax treaty provisions, immovable and movable property income paid
to a non-resident is taxable in France in the same manner as for residents (see section
1.5.4.). The social taxes (see section 2.2.) also apply at a global rate of 17.2%. However, with effect from 1 January 2019, taxpayers who are affiliated with a mandatory
social security scheme in another EU Member State are exempt from CSG and CRDS
(but not from the 7.5% solidarity levy).
6.3.1.4. Capital gains
Capital gains realized by non-resident individuals from the sale of immovable property
(or shares in unquoted entities whose assets consist of immovable property for 50% or
more) located in France are subject to income tax at a flat rate of 19%, irrespective of
the country of residence of the seller. In addition, such capital gains are subject to the
17.2% social taxes (see section 2.2.), reduced to 7.5% for taxpayers affiliated with a
mandatory social security schemes in another EU Member State. Non-residents may
benefit from the allowances and exemptions applicable to residents, with some exceptions (article 244 bis A of the CGI).
Capital gains realized by non-residents from the sale of shares in French companies are
generally exempt (article 244 bis C of the CGI).
However, capital gains derived by a non-resident individual from the sale of shares in
a substantially owned resident company (i.e. where the shareholder directly or indirectly – through relatives – holds or has held at any time during the preceding 5-year
period 25% or more of the rights in the company’s profits) are subject to a final withholding tax at a rate of 12.8% (before 1 January 2018, the rate was 45%). The rate is
increased to 75% if the capital gain is realized by a resident of an NCST, regardless of
the level of participation (article 244 bis B of the CGI).
Tax treaties may provide for exemptions.
6.3.2. Taxes on capital
Non-residents may be subject to real estate wealth tax on French-located property
owned by them (directly or indirectly) on 1 January of every tax year (see section
4.1.). However, tax treaties may prevent such taxation.
6.3.3. Inheritance and gift taxes
If the deceased (or donor) was (is) a resident of France, inheritance (gift) tax is levied
on the worldwide movable and immovable property transferred to the beneficiary (or
donee), whether the beneficiary (or donee) is a resident of France or not.
If the deceased (or donor) was (is) not a resident of France:
–
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(gift) tax is due on the worldwide movable and immovable property transferred to
the beneficiary (or donee); and
–

where the beneficiary (or donee) is not a resident of France, or is a resident of
France at the date of the transfer but was not a resident of France for at least 6 of
the previous 10 years, the inheritance (gift) tax is due on the property located in
France (i.e. movable and immovable property located in France, securities issued
by French residents and French assets of a trust) transferred to the beneficiary (or
donee). Where immovable property located in France and/or rights related thereto
represent more than 50% of the assets of a foreign company, the inheritance or
donation of shares in such a foreign company is taxable in France (to the extent of
the proportion of the immovable property located in France in the total assets of
the company).

For more details, see section 5.
6.3.4. Administration
The taxation of non-residents takes place by assessment, unless a final withholding tax
applies. Where taxation by assessment applies, non-residents must file a tax return by
variable dates depending on the country of residence. They may also be requested to
appoint a tax representative. A specific tax office is dedicated to non-resident individuals (Service des impôts des particuliers non résidents). The postal address is as follows: 10, rue du Centre, TSA 10010, 93465 Noisy-Le-Grand Cedex. The telephone
number is +33 (0) 1 72 95 20 42.
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Last reviewed:3 February 2020

A. General information
Sources of tax law

General Tax Code (Code général des impôts,CGI
https://www.legifrance.gouv.fr/affichCode.do?cidTexte
=LEGITEXT000006069577)
Code of Tax Procedure (Livre des procédures fiscales,LPF
http://www.legifrance.gouv.fr/affichCode.do?cidTexte
=LEGITEXT000006069583)
Modifying acts: Finance Law or Amending Finance Law
regulations

Main types of business entities

Public company (société anonyme,SA)
Simplified stock company (société par actions
simplifiée, SAS)
Limited liability company (société à responsabilité
limitée,SARL)
Partnership (société en nom collectif, SNC)

Accounting principles

Listed companies (consolidated accounts): IAS/IFRS
Non-listed companies (consolidated accounts): French
GAAP or option for IAS/IFRS
Listed/non-listed companies (individual accounts):
French GAAP

Currency

Euro (EUR)

Foreign exchange control

No (but individuals must declare any transfer of cash or
securities the value of which is equal to or exceeds EUR
10,000)

Official websites

(Assemblée nationale) Lower house of parliament
(Sénat)Upper house of parliament
http://www.senat.fr/lng/en/
(Légifrance)French statutory and case law
http://www.legifrance.gouv.fr/
(Journal Officiel)Official Gazette
http://www.journal-officiel.gouv.fr/frameset.html
(Conseil constitutionnel)Constitutional Court
https://www.conseil-constitutionnel.fr/
(Conseil d'Etat)Administrative Supreme Court
http://english.conseil-etat.fr/
(Cour de cassation)Civil Supreme Court
https://www.courdecassation.fr/documents_traduits_2
850/english_2851/
(Ministère de l'économie et des finances)Ministry of
Economy and Public Finances
https://www.economie.gouv.fr/
(Direction générale des Finances publiques) Tax
Authorities
https://www.impots.gouv.fr/portail/
(Direction générale des douanes et droits indirects) Tax
Authorities – Indirect taxes
http://www.douane.gouv.fr/
(Bulletin Officiel des Finances Publiques-Impôts)Tax
Authorities' guidelines
http://bofip.impots.gouv.fr/bofip/1-PGP.html
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B. Direct taxation: Companies
1. Resident companies
Residence

There is no explicit definition of company residence in
French tax law
Under French company law, a company is resident if its
registered seat is located in France; third parties may
disregard the registered seat and refer to the place of
effective management

Tax base

Territorial

Corporate tax rates

28% standard rate in 2020 (the standard rate should be
progressively reduced to 25% by 2022)
31% (for profits exceeding EUR 500,000) for companies
with a turnover of EUR 250 million or more
15% reduced rate for SMEs (i.e. enterprises owned for at
least 75% by individuals or by other small enterprises and
with a turnover of EUR 7,630,000 or less) on the first EUR
38,120 of taxable profits
3.3% social surcharge on corporate tax liability
exceeding EUR 763,000 for companies with turnover of
at least EUR 7,630,000

Alternative minimum tax

No

Capital gains

In principle, taxed at standard rate (28% in 2020) as part
of business income
19% on sale of shares in listed real estate companies
15% on long-term gains per specific regimes
Participation exemption available

Loss carry-forward

Yes, indefinitely (but may be offset on profits of a year N
only up to [EUR 1 million + (50% of the portion of profits
of year N exceeding EUR 1 million)]

Loss carry-back

Yes, on profits of the previous year up to EUR 1 million

Unilateral double taxation relief Income realized or received by an establishment located
in France: no unilateral tax credit (but foreign tax is
deductible)
Income realized or received by an establishment located
abroad: exempt

2. Non-resident companies
Corporate tax rates
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28% standard rate (the standard rate should be
progressively reduced to 25% by 2022)
31% (for profits exceeding EUR 500,000) for companies
with a turnover of EUR 250 million or more
15% reduced rate for SMEs (i.e. enterprises owned for at
least 75% by individuals or by other small enterprises and
with a turnover of EUR 7,630,000 or less) on the first EUR
38,120 of taxable profits
3.3% social surcharge on corporate tax liability
exceeding EUR 763,000 for companies with turnover of
at least EUR 7,630,000
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Capital gains on sale of shares in 28% if substantial participation (above 25% voting rights)
resident companies
Shares in real estate company: 28%
(75% withholding tax is applied to gains of companies
resident in a non-cooperative jurisdiction)
Capital gains on sale of
immovable property

28%

Withholding tax rates
Branch profits

28%
75% for branches of companies resident in a noncooperative jurisdiction
0% for branches of EU companies

Dividends

28%
15% distributed to EEA non-profit organizations;
0% for qualifying EEA/Swiss companies
(75% withholding tax is applied to dividends distributed
to companies located in a non-cooperative jurisdiction)

Interest

0%
(75% withholding tax is applied to interest paid to
companies located in a non-cooperative jurisdiction)

Royalties

28%;
0% for qualifying EU/Swiss companies
(75% withholding tax is applied to royalties paid to
companies located in a non-cooperative jurisdiction)

Fees (technical)

28%
(75% withholding tax is applied to fees paid to companies
located in a non-cooperative jurisdiction)

Fees (management)

28%
(75% withholding tax is applied to fees paid to companies
located in a non-cooperative jurisdiction)

3. Specific issues
Participation relief

Inbound dividends: yes
Outbound dividends: yes

Group treatment

Yes

Incentives

R&D
Patent box
Innovative new enterprises
Investment in certain regions (e.g. overseas
departments)
Regional development
Tonnage tax
Venture capital

Anti-avoidance
Transfer pricing legislation

Yes

Thin capitalization legislation Yes
Controlled foreign company
legislation

Yes

General anti-avoidance rule
(GAAR)

Yes

Other anti-avoidance
legislation

Yes
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C. Direct taxation: Individuals
1. Resident individuals
Residence

Individuals are resident if they have in France their:
– family home or principal abode; or
– principal working activity; or
– centre of economic interests.
Additionally, chief executives and directors of large
French companies (i.e. companies with annual domestic
turnover exceeding EUR 250 million, including the
turnover of related companies), unless they prove that
they do not carry out their main activity in France.

Taxable income

Worldwide

Income tax rates

Progressive
Top rate 45% (over EUR 157,806)
Additional contribution over EUR 250,000

Alternative minimum tax

No

Capital gains

Yes, exemptions for general/specific regimes apply

Unilateral double taxation relief No unilateral tax credit (but foreign tax is deductible)
Social security contributions

Health (13% or 7% employer, 0% employee), old age
pension (employer 8.55%, employee 6.9.%),
unemployment (employer 4.05%, employee 0%)
Supplementary pension schemes
Social taxes (17.2%)

2. Non-resident individuals
Income tax rates

French-source income taxed at the same rates as
residents
Special rules if one or more dwellings in France and no
French-source income

Capital gains on sale of shares in 12,8% if substantial participation (above 25% voting
resident companies
rights), progressive exemptions apply
Shares in real estate company: 19% + 17.2%
(75% withholding tax is applied to gains realized by a
resident of a non-cooperative jurisdiction)
Capital gains on sale of
immovable property

19% (income tax) + 17.2% (social taxes)

Withholding tax rates
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Employment income

Progressive rates up to 20%

Dividends

12.8%
(75% withholding tax is applied to dividends distributed
to residents of a non-cooperative jurisdiction)

Interest

0%
(75% withholding tax is applied to interest paid to
residents of a non-cooperative jurisdiction)

Royalties

28%
15% for artistes and sportsmen
(75% withholding tax is applied to royalties paid to
residents of a non-cooperative jurisdiction)
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Fees (technical)

28%
(75% withholding tax is applied to fees paid to residents
of a non-cooperative jurisdiction)

Fees (directors)

28%
(75% withholding tax is applied to fees paid to residents
of a non-cooperative jurisdiction)

D. Indirect taxation: Value added tax (VAT)/Goods and services tax (GST)
Taxable events

Supply of goods, supply of services, importation, intraCommunity acquisition

VAT/GST (standard)

20%
(different rates apply in the overseas departments)

VAT/GST (reduced)

0%, 2.1%, 5.5%, 10%
0.9%, 2.1%, 10%, 13% on certain goods/services (Corsica)
(different rates apply in the overseas departments)

VAT/GST (increased)

No

Registration/deregistration
threshold

Supply of goods: EUR 82,800
Supply of services: EUR 33,200
Some exceptions apply

VAT group

No (but payment may be group-consolidated)

E. Other taxes
Inheritance and gift taxes

Yes

Net wealth tax (individual)

Yes (if net wealth exceeds EUR 1.3 million)

Net wealth tax (corporate)

No

Real estate taxes

Yes, property tax, dwelling tax (individuals)

Capital duty

Yes, in specific cases

Transfer tax

Yes, e.g. on immovable property (5.09%), shares in real
estate company (5%) or shares in non-listed company
(0.1% or 3%)

Stamp duty

Yes

Excise duties

Yes

Other main taxes

Digital services tax, financial transactions tax, tax on
company cars, insurance tax
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