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Romania - slgnificant thanges Proposed
[0 ax and soclal Securty Legislation

A recent Ordinance (hereinafter “the Ordinance” or “GEO 79/2017")", published by Romania’s Finance Ministry,
proposes the transfer of responsibility for social security contributions from the employer to the employee, while also
planning a decrease in income tax and social security rates. It is expected that the new provisions will apply to income
earned from January 2018.

WHY THIS MATTERS

The shift of employer social security contributions to be borne instead by the employee will significantly increase the tax
burden for employees who, therefore, may experience a decrease in their net income, despite the planned reduction in
the tax and social security rates, which we explain below.

Numerous discussions have taken place on whether employers can be forced to increase employees’ gross salary so as
to provide the same net salary for their employees. In this respect, on Friday, 16 November, the Government
Emergency Ordinance no. 82/2017 (hereafter “GEQO 82/2017")? was published, which established the obligation for
employers to initiate collective bargaining for the implementation of the changes occurring to the Fiscal Code.

Highlights of What Has Been Changed by Ordinance 79/2017

Income Tax

According to the current version of this Ordinance, the personal income flat tax rate will be decreased from 16 percent
to 10 percent, except for gambling income, income from the transfer of real estate, and dividend income.

© 2017 KPMG Romania S.R.L., a Romanian limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG
International”), a Swiss entity. All rights reserved. Printed in the U.S.A. NDPPS 530159

2017-173 | November 22, 2017



Social Security Contributions

Currently, the social security system includes six social security contributions amounting to a total of 39.25 percent
(employer and employee social security contributions).®

According to the Ordinance, the number of social security contributions will be reduced to two, i.e., the pension
contribution (25 percent, payable exclusively by the employee) and the health contribution (10 percent, payable
exclusively by the employee).

However, according to the draft Ordinance, employers will have to pay the work insurance contribution by applying 2.25
percent to employment income and “assimilated” employment income. The contribution is intended to finance the
social security benefits as follows: unemployment indemnities (20 percent), medical leave indemnities (40 percent),
indemnities granted to employees as a result of a work accident or professional disease (5 percent), and to supply the
Guarantee fund for employment debts (15 percent). The 20-percent difference represents income of the state budget
which is directed into a separate account.

For a better understanding of the impact the proposed change may have on employers and employees, the table below
summarizes the net income and the total cost for a company in terms of a gross monthly salary of RON 4,000
(approximately EUR 889) under three scenarios:

1. The current tax provisions.
2. The proposed tax provisions, with no compensation to the employee for the reduction in net salary.
3. The proposed tax provisions, but with an increase in the employee’s gross salary so as not to affect the current

net salary.
Gross monthly salary Net income Total cost to the
(RON/EUR) (RON/EUR) company (RON/EUR)
Current tax provisions 4,000/889 2,806/624 4,938/1,097
2. Proposed tax provisions 4,000/889 2,340/520 4,090/909

3. Proposed tax provisions — current

o 4,797/1,066 2,806/624 4,905/1,090
net salary remaining unchanged

Net income (RON/EUR) | Total cost to the company (RON/EUR)

Scenario 2 vs. Scenario 1 17% 17 %

Scenario 3 vs. Scenario 1 No change ‘ 0.67%

Any change in the gross salary will have to be documented through an addendum to the employment contract and
notified to the relevant authorities within the relevant deadlines.

* The calculations and comments above apply for a “normal” employment situation. For the purpose of this exercise, a normal
situation is defined by the following:
» the employee is not part of any of the categories of individuals specifically exempt from tax under the law;
»  the employee has a gross salary higher than RON 3,000 per month currently (RON 3,600 per month from 2018) and
thus is not entitled to personal deductions;
e  work is carried out under normal conditions (not special work conditions or other conditions, as defined by specific
legislation) with no collective bargaining agreements or other binding regulations apply.
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KPMG NOTE

The Ordinance is currently being debated in Parliament and will subsequently be approved by law, but changes may take
place prior to it being approved.

FOOTNOTES:
1 Ordonanta de urgentd nr. 79/2017 pentru modificarea si completarea Legii nr. 227/2015 privind Codul fiscal.

2 Ordonanta de urgentd nr. 82/2017 pentru modificarea si completarea unor acte normative.

3 To learn more about Romania’s social security system, see the KPMG publication Taxation of International Executives:
Romania (section “Other Taxes and Levies”).
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https://home.kpmg.com/xx/en/home/insights/2011/12/romania-other-taxes-levies.html

Contact us

For additional information or assistance, please contact your local GMS or People Services professional or one of the following
professionals with KPMG in Romania:

/

Madalina Racovitan Daniela Oprescu Medeea Popescu

Partner, Head of People Services Director, Global Mobility Services Manager, Global Mobility Services
Tel. +4 037 237 7782 Tel. +4 037 237 7781 Tel. +4 037 237 7800
mracovitan@kpmg.com doprescu@kpmg.com mpopescu@kpmg.com

The information contained in this newsletter was submitted by the KPMG International member firm in Romania.
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