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Pursuant to Article 9 of the basic Law No. 03/L-22
by Law No, 04lL-102 and Law No. 04lL-223, the

PUBLTC EXPLANATORY DEC|SION NO.0212019 ON
TAX TREATMENT OF LONG-TERM CONSTRUCI-ION CONTRACTS

PURPOSE
The purpose of this Public Explanatory Decision is to clarify tax treatment for aspects of Valu! A
Tax (hereinafter: "VAT"), Personal Income Tax (hereinafter: "PlT,') and Corporate Incqme
(hereinafter: "ClT') in respect of long-term construction contracts.

SCOPE
This Public Explanatory Decision shall apply to persons engaged in construction activities, i.e.

involved in long-term construction projects and contracts.

DEFINITIONS
For purposes of this Public Explanatory Decision, the definitions herein shall have the
meaning:

o Long-term construction projects and contracts - construction projects and contracts
over two or more tax periods;

"Contractor" - the person implementing the construction work, whether directly or
subcontractors, who is paid by the investor progressively for such construction work
a combination of advance payments, progressive payments and final payments;

"lnvesto/'- entity financing the works of th
for the implemented work.
"l nvestor-contractorr' - e ntity both fina nci n g

Barter transaction - a transaction involving
pafty with goods, services or means other th
other than cash.
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LEGAL BASIS

La nd Procedures and Administrative Instruction No.
rt;/201,0
Article 1-3 of the Law provides for the creation and retaining of records;, as quoted below:
"1. Taxpoyers are obliged to keep books ond registers compotible with the tax legislation..,...."

Article 47, paragraphs 1 and 2, of the Law addresses the barter transar:tions, as quoted below:
"1-. Borter tronsoctions sholl be considered os a sole of goods or the result of work or services at morket
vo lues.

2. Tox invoices must Lte issued for borter tronsoctions in the same monner os they are issued J'or cash
tronsoctions. lf the value of o barter transoction indicoted in a tax invoice is a reduced value, the Director
Getnerol moy odjust the volue of the tronsoction to reflect morket value's.

Article 17, paragraph 13, of the Administrative Instruction provides for the creation and retaining of
records, as quoted below:
"13. Additional speciol requirements for octivities related to long-term controcts, in addition to the ctther
reqistrotion requirements set out in this Article, componies engoged in long-term contracts,.suc:h cs
construction or instollotion projects losting for 12 consecutive months or more, shall keep seporote
occounting for eoch project, lf there orc multiple contracts in the project, there should be sepctrote
occounting for each ct'tntroct within the project. For eoch controct, there should be seporote occoutititig
for oll expenditures and inflows (odvance poyments, quoto payments, etc.)"

La ,e_in$ruqlp! N_Q,_Q_312015

Article 10, paragraph 4, of the Law foresees that the handing over of certain construction Works as a

supply with goods is regulated in a sublegalact, as quoted below:
"4, Honding over of certoin construction works as a supply with goods sholl be regulated in o sublegal
oct issued by the Mini.ster of Finance."

A+i^l^ 1c ^^-^^-^^r 2. Of the law resulat^- +l^^ ,,^^ ^t -^tr ^,,^nlied serrrices for hrrcinecc nF,trdc 2q^r lrLrs ru, pordSt dv| _/ _. ,. ,*o_._-u5 t.t tc u>c ut 5tril->upr
quoted below:
"2, Construction repoir work with respect of imntovoble property used or to be used t'or existing or future
economic octivity ond rendered forfree by a toxoble person or his stofJ'to himself, shall be treol'ed os a
supply of services for considerotion,"

Article 20, paragraph 2, su b-pa ragra ph 2.1, and paragraph 4, su b-parag;raplr 4.1-, of the Law def rne:; the
venue of supply with s;ervice related to immovable property, as quotecl below:
"2. Regordless of porogroph 1 of this Article;

2.L. service supply venue, reloted to the immovoble property including services of expe'rts ond
real estote agents, providing occommodation in hotels sector or in sectors of similar functior,ts,
such os resting comps or ploces created to be used as campintT sites, gronting the righ,r. tct use
immovable property and services for preporotion ond coordinotion of construction work, such
as architects services and firms (enterprises) providing supervision of the place, shall be the
venue where the immovoble property i:; ploced

4. Regardless of parogroph 3 of this Article:
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4.1-. the venue of supply with services when it comes to immovoble property, incluclinlT the
services of experts ond reol estote ogents, providing accomm<tdotion in the hotels sector or in
sectors of o similor function, such os resting comps or ploces creoted to be used as compi,ng
sites, granting the rights to use immovoble property oncl services t'or preporation 'ana

coordinotion of construction work, such os services of orchitects ond businesses provitlinq c,n-

site supervision, sholl be the place where the immovoble prope'rty is locoted;..."

Article 22, paragraph 2, sub-paragraph 2.3, items 2.3.1.,2.3.2, and 2.3.3, of the Law, detr:rnrines
Chargeable event and chargeability of VAT for supply of goods and s;ervices in relation to long-term
contracts, as quoted below:
"2, Regordless of porogroph 1of this Article, specific rules in the cose of successive statentents oJ

occounts or successive poyments ore the following:
2.3. long-term controcts including long-term construction controcts and long-term instollotion
controcts sholl be regorded os completed

2.3.1. in the month of issuonce of lnterim Poyment Ceftificote, but not longer thon one
(1) month ofter the issuonce of tnterim Poyment Certificote in coses when the technicot
receipt of works is done later;
2.3.2. in coses when duilng the yeor there hove been issued one or more lnterlm
Poyment Certificotes, ot the end of the yeor there is required thot there should b,= issu,ed

on lnterim Poyment Certificote' which will be bosed on reol meosurement of the utorks
done; or
2.3.3. if during the year there is issued no lnterim Poyrnent Certificote, then ot the end
of the yeor there sholl orise the obligation to charge VAT bosed on the re,ol

meosurement of the works done."

Article 39, paragraphs 1to 7, of the Law, define Calculation of the part of input VAT aliowed as
deductible, as quoted below:
"1. ln the case of gootls and services used by o toxoble person both for reolizing tronsoctions in re:;pe,ct
of which VAT is deductible for the used goods ond services, ond for reolizing tronsoctions in re:;pe'ct oJ
which VAT is not deductible forthe used goods ond services, only such proportion of the VAT is deductiLtle
os is ottributoble to those tronslctions in respect of which VAT is deductible. The toxoble person moy be
outhorised by TAK to make the deduction on basis of the reol use mode if he provides in his occDutltitlg
records, dota on the input VAT for which he is entitled and is not entitlecl to deduct input VAT for oll used
goods ond services.

2. The deductible proportion sholl be mode up ctf o fraction comprising the following omounts:
2.L. os o numerotor: the totol omoL)nt, exclusive of VAT, of onnual turnover ottribul'able to
tronsoctions on which the toxoble person hos the right to deduct input VAT;
2.2. os o denominotor: the omount included in the numerotor ond the omount of totol annuol
turnover on which the taxoble person does not hove the right tct deduct VAT, including subsidies
other thon those directly linked to the price of supplies of goods and services os referr,zd to in
porogroph 1 of Article 24 of this Low.

3. The colculotion of the deductible proportion sholl not include::
3.1. the omount of turnover ottributoble to supplies of capital goods used by the toxoble person

for the purposes of his business;
3.2. the omount of supply of finonciol services os referred to in parogroph 1 of Article 213 of this
Law, if they ore performed incidentolly.

4. The deductible proportion of VAT sholl be determined on on onnuol bosis os o percentoge, ond shall
be rounded up to the next whole number.
5, Provisionol deductible proportion ond octuol deductible proportion:

5.L. the deductible proportion for the current yeor sholl be determined provisionolly on the bq:;is
of the dota on tronsoctions of the preceding yeor os provisionol deductible proportion.
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ln the obsence of doto on tronsoctions in the preceding yeor, or where they were insignificant
in amount, the provisionol deductible proportion sholl be determined by the toxoble persori on
the bosis of his own forecosts, regording which the toxoble per.son should notify TAK;
5.2. the deductible proportion sholl be finally fixed when the ctctual volume of tronsoctions in
the yeorfor which the deductible proportion is being determinetl as actuol deductible proportion
is known;
5.3, if it is estoblished that the deduction of input VAT on the bosis of the provisionol decluctible
proportion wos higher or lower thon it should hove been with respect to the actuol clata on
volume of tronsoctions, the input VAT deduction sholl be adjusted accordingly in the tost return
of the tox period of Jonuory of the following yeor, being the yenr in which the octuol decluctible
p roportio n is esta b lished.

6. Notwithstonding porogroph 2 of this Article, o toxoble person moy determine the detluc'tible
proportion for eoch individual oreo of his activity seporotely, provided thot he mointoins separote
occounts for eoch individuol areo of his octivity ond provided thot he notifies TAK on the methctd of
defining the deductible proportion. lf TAK receives the notificotion ot leost fifteen (L5) doys beJ'ore the
stctrt of the new tox period, the toxable person moy stort to colculate the deductible proportion pursua.nt
to this porogroph in the first tox period following the tox period in which he informed the TAK altout Lris

decision, otherwise with the beginning of the next tox period. The taxcrble person should colculote the
deductible proportion, selected occording to this poragraph for ot least twelve (12) months. tf o toxoble
person wishes to chonge the method of colculoting the deductible proportion agoin, he must notiJy o0oin
this chonge to TAK fifteen (15) doys before the :;tort of the tax period in which the new method iis going
to be used.

7. TAK moy:
7.1. following the notificotion made in occordance in paragroph 6 of this Article, prohibit the
toxoble person from using the chosen method for determining a deductible proportion if the
chosen method does not ollow TAK to control odequotely the deduction of input VAT;

7.2. outhorise or require from the toxoble person to make de,ductions bosed on the reol 'rJ:;e

mode for oll or port of goods ond services,"

Arficle 52, paragraph 1, sub-paragraph 1.4, iterns 1,.4.1, and 1,.4.2, of the Law, determines the persons
liable for payment of VAT on supply of services related to immovable property, as quoted below:
"1-. Persons lioble to poy VAT ore:

1.4. the Minister of Finonce moy issue a sublegol oct to provide the person lioble for
poyment of VAT is the toxoble person tcs whom ony of the following supplies ore mode:
L.4.L. the supply of construction work, including repoir, cleoning, mointenonce,

olterotion ond demolition services in relation to immovoble propefty;
L.4.2. the supply if stoff engaged in octivities covered by sub-porogroph 1,4.1 of
this porograph;"

Article 17 of the Adnrinistrative Instruction addresses construction and maintenance works for Vl\T
purposes, as quoted below:
"1. Works on immovoble property

Construction octivities, the performonce of the construction process, os well os mointenonce,, are
supply service within the meoning of the Low on VAT. The supply of construction services, the
performonce of the construction process, construction works ond mointenonce are taxoble supplies

for VAT.
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Construction is defined os on operotion thctt is o result of totol or portiol completion of o new or
substontiolly chonged building. Mointenonce is defined os on operotion performed on lond ctr in t,he
building, to prevent degradotion or domoge,: and keep the lond and buildings with good views ond in
o rder, i ncludi ng cleo ning.
1.1. Works related to the construction proce'ss, but not limited to, ore::

1.1,1.The works of constructing buildings ond other constructictn works;
1.1.2.The works on equipping buildin(ts thot hove the effect of including eventuolly settitlg
instolled devit:es or moteriols;
1.L.3. works of restorotion and repoir of buildings ond instollotions with immovoble character.

2. The toxoble amount for construction Works
The taxoble volue of construction works should include everything that constitutes the value
corresponding to the service provider of construction works taking or to be takinq from the Ltuyer in
exchonge for supply. The corresponding volue i:; the morket volue ond it is the totol omount in orde:r J'or
the buyerto get his benefits of the construction service, otthe same stoge of troding in which the supply
is corried out, must poy with equol conditions of competition of service suppliers, which operotes os (rn
independent. This toxoble volue of construction works is determined onolyticolly by the respectivtz volues
of the items of elements within the works moking up the stoges of work performed or related :;ervices
ond odding eoch element included in the taxoLtle volue of o supply under Article 24 of the Low,. These
values are reflected in the stoges of the works corried out, the totol volue of which is reflecteat in VAT
tox invoice, which is ottoched to the existing stoge to justify every item of work performed
3. Modalities ond method of implementotion oJ'VAT in construction

3,1. VAT in construction is opplied:
3.1.L. When o toxoble person corries out construction work of any kind of public or privote
works, works in which the volue of work except including the volue of the moterials u:;ed, the
reconstruction works, the restoration of o building or constructing new focility (builclinq) or
performs works reloted to public works (roods, regulotion of terroin, etc.) is obliged pursuant to
Article 22, porograph 2.3 of the Low, Construction works on long-term controcts should be
considered as concluded :

i. ln the month of finolizing o stoge, but no loterthon one month ofterfinolizing o stogtz where
technical occeptonce of works is done loter;
ii. Where during o yeor, one or more stoges are finolized, in the end of theyeor it is required to
look into stoge work which will be bosed on octuol meosurements of the work done, or
iii. lf no stoge work is done during the y,eor, then ot the end of the yeor VAl- will arise bose,d on
reol meosurement of the work.
3.2. However, if the obovementioned works ore not considered long-term controcts, it sl'tould
be considered os concluded ot the time when stoges ore finalized.
3.3. Every stoge of work performed mu,st be ottoched to the ta.r invoice.
3.4. At the time when the toxes orise, the following do not offect: the term of poyn'tent,
possibility of deferred poyment or credit,"

Alcicle 25, paragraph Ii, sub-paragraph 5.2, of the Administrative Instruction defines the venue oro supprly
with services related to immovable property, ar; quoted below:
"5. Other services not reloted to the ploce where the supplier or recipient of the service is locoted, but
the ploce where the service is corried out effectively.

5.2. The ploce of supply of services reloted to immovoble property, including the services of experts
ond reol estote ogents, provision of occommodotion in the hotel :;ector or in sectors with similar
functions, such os holidoy comps or ploces creoted to t be used os comping, gronting the right to use
immovable property ond services for preporotion ond coordinotictn of construction work, o:; il\e
services of orchitects ond componies providing on-site supervision, it is the ploce where imntovoble
nrnnprf\t i< lnrnfcr'l "
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Article 26, paragraph 1, of the Adm
to immoveable property, as quoted
"1. Bosed on Article 20 of the Law, the of services reloted to immoveoble property,
estote expert ond ogent services, supply occommodotion in the hotelier sector or in
function, such os comping sites, provi, of rights of use of immoveable property, and
preparotion and coordinotion of works, such as orchitecture services ond rto
supervising construction works, sholl be
Kosovo."

xable in Kosovo, if such immoveable property is

Article 70 of the Administrative Instructi foresees the obligation to pay VAT for the servicds
in the area of construction, namely the
construction.

pplication of adverse charge on VAT for services

LAW. ministra
Article 1-0, paragraph 6, of the Law lays
reporting on taxable income from long
"6. Toxpoyers engoged in contracts ond -term construction projects shall report the
from those contracts ond long-term os described in o sublegal oct issued by the Min

Article 16, paragraphs 1 to 9, of the
construction projects and contracts, as q

1.1.4. similar contracts in
rewi ri n g refu rbish ment of,

inistrative lnstruction define income from
below:

..o

2. Constructor is required to use the ", tage of work completion" method to determinQ
income for the period.

2.1. "Percentage of work completioh," method" is bosed on the ratio between the

3.1-. When advance pdyments are recpived during tox period, income is recognised
advonces received;

"L. Toxoble income specified in Article 1-0, ragraph 6 of the law shall be handled under the
of this Article of the lnstruction..

1. 1. Long-term co nstruction projects include:
L.L.L. construction of buildings,
projects,

doms, pipelines, tunnels and other civil

1.1-.2. reloted activities such as ion, dredging, heovy earth moving projects;
; including ships and tronsport vessels, ond;1..1-.3. construction of mojor plant

fields e.g. heoting and air conditioning contracts!
C LL.

3.2. During the tox period when therp is an entitlement to receive advonce poyments b,a

controct but no funds were collected, ificome is recognized bo;ed on that entitlement;

Instrucuon No. ul/zulb
r the income from business activities, namely nrioliO
contracts and projects, as quoted below:

during the tox period compared with total plonned projecf cosfs
2.2. The ratio obtained under parogrgph 2, sub-parograph 2.1, of this article is used to
the taxoble income of the tox period from the totol volue of the project.

3. The investor and investors/constructor shall comply with the following provisions to det
gross income of the period:
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3.3' During the tox period when there is o sales contract in ploce, however, no income is rec
under sub-poragrophs 3,1 ond 3.2. of this pctrogroph, income is recctgnised on the accruol bosis;B 4.
During the tox period when the criterio for recognizing income under sub-porographs 3.1, 3.21.

3.3 of this poragroph ore not met, then no income sholl be reported ond such investments
as o n-goi ng i nvestme nts.

4. To determine the taxoble income under porograph 3, sub-porographs 3.1 ond 3.2 of this Artit:le, cct
oJ the period is recognised bosed on the estimoted total cost of the project, os follows:

4.L. Estimoted totol project cost breakdown per units;
4.2. The cost of goods sold is o result of the volume of units sold ond cost price per u,nit. T
proportion between cosh received ond the value of sales under controct, serves as a bosis
determine the proportion for recognising the cost of goods sold r thot tox period.

5' Reconciliotion of estimoted costs with reol costs is mode in the last period of project conclusion
including eventuol derioilon reflected in thot period.
6' Upon completion of o construction controct, lnvestor ond investor-constructor sholl record thet ut
p0rts as inventory stock.
7. Percentoges of completion ore correctly reflected ot or near the end of eoch stoge. lf no stage is
till the tax period is not, then ot leost the works should be bitled ot the tznd of the tax period.
B. When long-term construction controct contoins o provision for retention poyments, os o percennqe
of the controct price, until period specified in the controct hos elopsed), such poyments:

B'1' Will not form part of toxoble income until the contractor either re:ceives them or becomes entitled
to receive them.

8'2. When poid to the controctor before they' ore octually due, are hondled as toxable ot the ntoment
they ore received.

8.3. Where they are poid in o seporote'occoLtnt ond not ovoiloble fot disbursement or general u:;e by
the controctor until the construction works are completed, it wilt not be treoted os toxoble inc'c)nte
until the contractor is entitled to withdiow or use them.

9. Where there ore borter tronsoctions os port of o long-term construction controct, such transactions
sholl be recognized as income or expense of morket values ot the tinte borter tronsactron occurs, in
occordonce with the Low on Tox Administrotion ond procedures.."

Arficle 33, paragraphs 2, 3 and 4, of the AdmirTistrative Instruction defines the cost of capital assels,
and the reporting of capital gains or losses, as quoted below:
"2' For the purposes of parogroph 5 of Articte -t1- of The Low, the cost r:f copitol osset for the toxpoyer
sholl be:

2.1. lf proven by documentotion, the purchase or construction price
2.2. lf not proven by documentotion, it will be 80% of the sales.

3. ln coses when sole of copitolossefs involves instalment ogreements which spon more thon one tgx
period, capitol goins sholl be reported on o stroight-line basis over the durotion of the instolm'e,,tt
orrongement.
4. 4. Copitol loss reported in the tax period in which the tronsoction took ploce."

LaW NpJsll 129_qr CIT and Administrative Instruction No. 0212016
Article 5, paragraphs 2 and 3, of the Law define income from long-term construction contract, who:;e
reporting is regulated by a sublegal act issued bythe Minister, as quoted below:
"2. An exemption from parogroph 1 of this Article:

2.2. toxoble income from long-term construction projects ond controcts;
3' The reporting mode of toxoble income occording to sub-parogrophs 2.2 ond 2.3 of this Article sholl
be reguloted by o sublegol oct issued by the Minister.
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Article 8, paragraph:;1to 9, of the Administrative Instruction defines income form lorrs-term
construction projects and contracts, as quoted below:
"1. The toxoble incorne set forth in Article 5, 2, sub-parogroph 2.2 of the Law shall be handled in
oc'cordance with this orticle of the ldministrotive lnstruction,

1.1, Long-term construction projects ond contracts sholl include:
1.1,1" Construction of buildings, bridqes, doms, loying of pipes, tunnels and other project:; of cuit
engineering;
L.L.2, Reloted crctivities such os demolition, erosion, soil removol projects;
1.L.3. Construction of buildings, factorie:;, including ships and steomship carriers,-
1'1'4. Similor controcts in the reloted fields such os cooling ond heating contracts, controcts J'or
the setting ond resetting of power netwc,rk, buildings renovotiorts, etc.

2' ln order to deternine the gross income for the period, the controct sholl be obliqed to ust t,\e
p e rce nto g e-of-co m p I e'ti o n m et h od.

2.1' The percentoge-of-completion method is based on the rotio of the expenditures i,ncurred
during the tax period compored to the totol of project's planned expenditures;
2.2' The ratio qoined according to poragraph 2, sub-poragrophs 2,1, of this Article, is used to

determine the toxoble income of the tox period from the project'.s totol volue.
3. 3. ln order to determine the gross income fctr the period, the investor ond investor-controctor sholl
comply with the following provisions:

3.1. During the tox period when advonce poyments ore received, incomes sholl be recoqnised
bosed on the received odvonce poyments;
3.2' During the tox period when there is o right to receive odvonce povments based on the
controct butthere ore no collected fund:;, incomes shollbe recoqnized on the basis of thi.s right;
3.3. During the tox period when there ,is o sole controct in ploce but the incomes uno'er sub-
poragrophs 3.'1 and 3.2, of this parogroph are not received, the incomes sholl be recoqnized
bosed on the accruol principle;

3'4. During the tox period when the criterio for recognizing incomes under sub-poragrophs 3,1, .3.2 and
3.3 of this porogroph ore not met, there ore no incomes to report thus strch investments shoil be hondled
os o n-goi ng i nvestme nts.
4. ln order to determine the toxable incomes under poragroph 3, sub-parographs 3.1 ond 3.2 of tt,,is
Article, the period cost sholl be recognized bosed on the totolplonned cost of the project, asfollows:

4,1, The totol planned cost of the projet:t broken down to units is plonned;
4.2. The cost <tf goods sold is o result o.f the volume of units sold and unit cost price. The rotio

between the received cosh ond the sales volue under the contract sholl serve as o Ltasisro
determine the rotio for the recognition of the cost of goods sold for thot tax period.

5. ln the lost period oJ controct terminotion, the planned cosf ls hormonised with the reol cost oncl the
eventual deviation reflected in that period
6.Once the construction controct terminotes, thet investor ond the investor-controctor records the unsold
ports os inventory - stock.
7'1-he percentoge-of-completion forthe constru':tion works shollbe refl,=cted for eoch stage. tf no staqe
hos been invoiced during the tox period, then the invoicing for the executed works should be macle gt
leost by the end of the tox period.
8. When the long-terrn construction controcts includes the provision J'or the payments withheld as o
percentoge of the controct value until the period foreseen in the controct in the contract is due, :;ut:h
poyments:

8.1. Sholl not be port of the taxoble incomes untilthe controctor receives them or has tLre riqltt
to receive them:
8.2. When poid to the controct prior to licecome o liobility, shall be hondled os taxoble incomt:s
upon recetpt;

P;toe I af )O
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8.3. When paid to the controctor
by the contrqctor until the cons
incomes until the controctor has

9. When there is a barter as o port of lQng-term construction contract, this
recognized os income or spending, in
accordance with the Low on Tax

TAX TREATMENT OF LONG-TER PROJECI-S AND CONTACTS FOR VAT

Calcul AT from i investo

In cases of transactions involving bot V{T deductible and non-deductible supplies,

to'(he speciol occount ond are not ovailoble for g

:ilqn works are completed, shall not be hondted
t ripht to withdrow or use them.

proportion of VAT is deductible as is

deductible.
ribtftable to those transactions in respect of

The supply of houses, apartments or
and cellars, shall exempt from VAT, wit

Thus, the deductible proportion of VAT
contractors provide mixed supplies (VAT

The Law on VAT sets out three m
presented below.

1. Provisional deductible

oufd be calculated in cases where investors ano
ed{ctible and non-deductible supplies).

s fQr calculating the provisional deductible

qf VAT based on current use
The deductible proportion according to is rtethod is calculated on the basis of volu
i.e. it is determined how many project u

deductible supplies:
its panicipate in taxable supplies and in e

The deductible proportion of VAT shall
rounded up to the next whole number.

ned on an annual basis as a percentage, a

Example: If a project has 13,OOO m2, of 3,000 m2 under taxable supplies and 10,
VAT exempt supplies, the provisional proportion will be:

Prov s ona deductible proportiol (pon) = (3,oOO m2 / 3,OOO m2 + 1O,OOO m2) x 1OO

(3,000/ 
13,0p0)x 

100 = 23.08=24%

Drooq^frn

ch
tq

rly

tVr

gar

per

\Tr
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The percentage obtained on the basis of the above formula (24%) relates to purchases that will be
for mixed supplies, i.e. both VAT deductible and non-deductible supplies.

Note:

ln coses where there ore severol projects in o business, the coefficient/proportion should be colculated fo,r eac
proiect' For declarotion purposes, o summory of all tronsoctions pertoining to each project should be made usinq
deductible proportion/crediting coefficient as obtoined for each project. Howeyer, o simple overoge connot be
in such coses

The method for colculoting provisionol deductible proportion of VAT sholl not change except where o prqect
onnexes or undergoes o chonge of usage (from bu::iness to residential premises and vice versa).

The method for calculating the provisional deductible proportron of Vl\T is based on:
a) for existing businesses - data on transactions of the preceding year; or
b) for new businessps - tho t:v:hlo ^orsolt's projections - currenI year.

Provisional deductible proportion (Rlf; =
(Taxable supplies (in value)/ Taxable sup,plies (in value) + Exemprt supplies (in value) x 1OO

Note:
When colculoting the provisionol deductible proportion of VAT,

ossets ond the omount of the provision of finonciol services
irregulor bosis,

the turnover ottributoble to the sole of copital
should not be included if cqrried out on on

The deduction of deductible VAT should be adjusted according to the tax declaration of the tax perigd
of January of the following year. No adjudtmerrt to the deduction of deductible VAT is reouireC il'the
difference to the actual deductible ratio, i.e. the tax credit coefficient, is less than three percent (396)

of the deductible VAT varue.

3. Provisional deductible proportion of vAT by individual activity area

A taxable person may determine the depuctible proportion for each individual area of his activity
separately, provided that he maintains separate accounts for each inrlividual area of his activity arrd
provided that he notifies TAK on the method of defining the deductible proportion.

The taxable person should calculate the deductible proportion, selected according to this criterion for
at least twelve (12) rnonths. lf a taxable per:ion wishes to change the method of calculating tl-re
deductible proportion again, he must notify agerin this change to TAK fifteen (15) days before tfre:;tart
of the tax period in which the new method is soins ro he rrsed

tle
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VAT purposes, whereas the part of business building to be used for business needs shal
determined upon completion of the after the real costs of the entire building are cajculat
the building includes many common a serving the entire building. Upon completion of the bu
construction, the space to be used for
record keeping, i.e, implied at a real cos
will be established with space and real
applicable legislation.

and such asset shall be subject to depreciation unde he

kee GROSS ET m2

Record keeping in GROSS m2 or NET m depends on how supplies (sales) are kept and wheth
common area in the supply contract/in is included, as follows:

With regards to the construction of busi
which par-tly will be used for business

o lf common space is included in t
o lf common space is not included

siness purposes shall be introduced as stock, dependi
Stock will be closed and the building for businesg pur

buildings (with both apartments and business ofem
the deductible proportion of VAT will be cal{ulate

sales contract/invoice, records shall be kept in GROSS

sale contract/invoice, records shall be kept in NEjT m2.

for
UC

d:

ino"'E

on

J

Calculation of common area if records

Example: A building of three floors and a

kept in GROSS m 2

attic has the sur-face areas shown below:

Surface area in m2
1st floor, ground floor

2nd floor
3td floor

Attic

Common areas such as entrance, corridorl stairs, and elevator have a total of 40 m2.

Access:

The total area in NET m2 without specific surface areas (common space) is calculated as folloWb:

Description Surface area in

m2

Percentage

1't floor, ground floor
2nd floor
3rd floor

Attic

The surface area of 40 m2 used as common area is added to the surface area of each unit. otherwi
referred to as soecific areas.

7't floor, ground floor
2nd floor

Common area

Page 11 of 20
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3'd floor
Attic

The percentage of the common area is added to the normal surfaces according to their reallufe (b

ffil;:ifl:T:iT:1.il'#::;] 
rhi5 tvpe or division is appried to common areas as wQrr (e.g

lf there is no difference between the flogrs irir the project, but the common area is shown
net area, the percentage of such area car'f be found as a total considering only the division:
premises, business premises, garage, and parking area.

Surface m2
1't floor, ground t'loor

2nd floor
3d floor

Attic

Based on the table above, the following cFses may arise:

VAT purposes (deductible proporfion) or for cost determination shall be kept in NEtl

which is LL.43 m2 x 500€ (!/m'),the records whether for VAT purposes (deductible
or for cost determination shall be keot in GROSS m2.

the

Page 12 of 20
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TAX TREATMENT OF LONG-TERM PROJECI-S AND CONTRACTS CONCERNING

AND CIT MATTERS

For PIT and CIT purposes, income and cosfs for long-term projects and contracts shall be recogni
follows:

o "Contractor" is obliged to use the "percentage of work cornpletion" method to
the gross income of the period.

The "percentage of work completion" method is based on the proportion between'the costs incu
during the tax period and the total planned project costs.

The calculated proportion between costs incurred during the tax period and the total planned p
costs shall be used to determine the taxable income of the tax period from the totalvalue of the oroi

. "lnvestors" and "lnvestors-contractors" are required
method where income is reoofted on the basis of
proportionately allowed on a similar basis.

to use the "income taxed as

payments accrued, while costs

In orderto determine the gross income forthe period, the "investor" and "investor-contractor"
comply with the following criteria:

a) When advance payments are received, incomes shall be recognized based on
advance payments;

b) When there is a right to receive advance payments based on the contract but
collected funds, incomes shall be recognized on the basis of this right;

c) When there is a sale contract in place but the incomes under criterion a) and b) are not
the incomes shall be recognized based on the accrual principle;

d) When the criteria for recognizing incomes are not met, there are no
e) Incomes to report thus such investments shall be handled as on-going investments.

Regarding the subdivision in point c), income is recognized based on the accrual principle in three
o Upon project completion;
o When the project is partly completed. When the part is separated from the whole an

evidence as defined by Law (e.g. if a part of the residential building has been sold and util
or may be utilized by owners), the accrual principle can be applied for income recogniti
respect of such part, despite the fact that investment in the business prem
garages/basements can still be expected;

o lf the taxpayer opts to sign a sale contract on an accrual principle for income recogr
purposes, such practice shall be considered eligible fortax purpose.

ln cases where no income is received, there is no project cost. Upon project completion, the stock
be created and records must be kept regarding the remaining stock, as in every other industry.

the rece

there ar

in
nr
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Proiect cost

b.c

Project cost includes but is not limited toj

a) costs directly related to the concerned project;
b) costs attributed to the activity in general and which may be included underthe building's

and

c) other costs.

a. de:

These costs may be reduced by an unexpected income not included in contract income, e,g, in
from the sale of surplus materials, equipnlent and machinery at the end of the contract.

racti activi ral and al
contracts, include:

Such costs shall be allocated by using systematic rational methods applied in continuity to all oth
kind costs. The allocation is based on a normal level of contracting activity. The general constrr
expenses include costs such as preparation and processing of the payroll of construction
Costs that may be incurred from the contracting activity in general and allocated to specific contr
including credit interest and loans costs.

Other costs specifically to be charged under the terms of the contract, mav include n
general administrative expenses and cost of extension, reimbursement of which is soecifi llv
set out in the contract.

Costs that cannot be attributed to the project are sale costs and depreciation of inactive equip
and machinery not used in a specific contracr.

Page 14 of 20
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The project land cost in long-term contracts may be derived from the following transactions:

1,. As purchased property on behalf of the business;
2. As purchased property on behalf of the owner;
3. As inherited property;
4, As an asset from an barter transaction.

t.
For Iand purchase on behalf of the business to be recognized as cost, it must be fully documentect
such documentation must be available for inspection when required by the Tax Adm
Requirements for documentation are foreseen in the Law on Tax Administration and procequres.

2.

Based on Law on Business Organizations, a person who is the owner of an Individual business, rqgi
or unregistered, shall have unlimited personal liability for all debts and other obligations inourre
imposed by Law or a contract, on the Individual business. This liability is unlimited and extends t
property and assets of any type directly of indirectly owned by this person, regardless of whether
property/assets are used for business purposes orfor personal or household purposes.

For land purchase on behalf of the owner to be recognized as cost, the taxpayer must possess:
- possession sheet;
- document proving land purchase;
- document proving that the property is transferred on behalf of the business;
- any other document proving land ownership,

In such cases the purchase value on purchase date shall be recognized as the land cost,

3. idual business
The inherited land cost, which is transferred from the owner (individual) to an individual business
be the open market value of the land on the day of transfer to an individual business.

Page 15 of 20
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The project land
follows:

cost under long-term contracts can derive from transactions with the legal perso

t. As an asset purchased on behalf of a legal person;
2' As an asset purchased on behalf of the shareholder, which is tlren transferred to the3. As an asset from an barter transaction.

Landpurchasedonbehalf of thelegal personistreatedthesam asinrespectof individuat busin
Different treatment is foreseen if the property is registered in the shareholder,s name and
transferred to the company. In such case$, the shareholder is obliged to transfer this land to the n
of the company, which increases the shareholder's share of equity percentage. The increase of
shareholder's participation percentage in equity is made through amendment of the Statute and
Company Agreement.

Besides the possibility of increasing tlite shareholder,s equit,,
shareholder has the possibility to create olher transactions, such as:
or a regular purchase between the shareholder and a legal person.

participation in a compqny,
in the form of a bar-ter rransa

In caseswhentheshareholderhasa land andtransfersittothecompany,thevalueof land is recogn
as a cost for the companv.

Page 16 of 20
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TREATMENT OF BARTER NS FOR VAT PURPOSES

The manner of determining the cha and chargeability of VAT for the supply
services also applies to barter transa
building/goods.

such as when land is exchanged with a

ln case of bartertransactions, the value and transferred from its owner as a non-bu
person to a natural business person or a person (lnvestor) is equal (the same) with
units (m2) obtained as defined by the

For tax purposes, the price in the con
vatue.

In cases of bafter transactions, tax in
for cash transactions.

be issued in the same manner as if thev

such transactions should be based on the

,1.ill-



I
I

In cases of barter transactions, tax invoicbs be issued in the same manner as if thev
for cash transactions.

In cases of barter transactions under construction contracts, such transaction is

time when the barter transaction occurs.as an income or expense at market value

CO-INVESTOR

Forthe purposes of this Public Explanatory D{cision, persons who enter into an agreement
transactions are not considered co-inve$tori. Co-investment means a joint investment,

i

TREATMENT OF BARTER TRANSAFT]
PURPOSES

I

oods

For tax purposes, the price in the contragt fof such transactions should be based on the o
vatue.

part of the object, without dividing the buildir{e into parrs.

The provider of services/goods as an cQntr
exchange income and income according to
percentage of the performed works, wherb su
the investor should make the entire invoi(ing

s ha ring.
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CREATING AND RETAINING

CONTRACTS
FOR LONG-TERM CON

Taxpayers engaged in long-term const contracts activities must keep separate
each project. lf there are multiple contr the project, there should be a separate ac
each contract within the project. For there should be a seoarate accou
expenses and income (per measurement ch as sales, payments, advance payments,

A person liable to establish records acco
for a period of at least six (6) years after

to the Tax Legislation is required to keep
etion of the tax period when such a tax

incurred, Excluded from this, records rela
six (6) years should be kept during the

assets that are depreciable over a period of
depreciable life expectancy, plus an add

Property-related records that require the basis for treating the capital profits or
profit by selling them must be held until
(6) years.

have been sold or exhibited with an

Books and records should be kept in an manner to enable their compilation in
and to facilitate review and examination

I

l

i

I

I

I

I

I
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RETAINED PAYMENTS

Date: 2019
Prishtina,

nE tf\il\tru rAY tvlEl\ l)
lf any long-term construction contract inclu$es the provision for retained payments (retaining
contract prlce percentage until the due period envisaged in the contract), such payments Will
for PIT and CIT purposes, a part of taxable ingome until the contractor accepts them or is entit
receive them from the client.

When such retained money is paid to the contractor before they are due, provided that the contra
improves any defect before the construc{ion 1,vork is handed overto the client, they will be
a taxable income for the period when the mofley is received for PIT and CIT purposes.

ENTRY INTO FORCE
This Public Explanatory Decision shall entQr into force on the date of signature by the Directgr Ge
of TAK.

the
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