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HONDURAS

The Republic of Honduras is located in Central America, bordered by Guatemala and El Salvador
-to the west- and Nicaragua -to the south-, bounded by the Pacific Ocean and the Caribbean Sea.
[t has an area of 112,492 km2 and 9.2 million inhabitants, from which 1.5 million are located in its
capital, Tegucigalpa. The country is administratively divided into 18 departments.

Over the past few years, Honduras has maintained a constant economic growth, fortified by the
inflow of foreign investment and family remittances. In 2018, according to the Central Bank of
Honduras, the national GDP increased by 3.7%, among other factors, due to the good performance
of the financial market, the transformation goods industry, and agricultural and commercial
activities as well as communications. In the same year, the flow of FDI reached 1,225.8 million
dollars.

Social indicators place the Honduran population among the lowest development ranks in Latin
America, with a per capita income that, despite an upward trend, stood at $2,330 per year in 2018.
The rural area, which depends on agriculture, concentrates the highest levels of poverty (6 out of
10 households are in extreme poverty).

The Honduran services sector represents 61% of GDP, with a great boom in trade, hospitality,
repair services, and real estate. In recent years there has also been a notable increase in Call
Center services. The industry contributes 26%, especially the manufacturing and the maquila
sector.

The Government has recently promoted several measures to generate jobs and attract
investment. These include the 20/20 Plan, which seeks to boost the competitive advantages
of the textile, manufacturing, housing, tourism, agribusiness and Business Process Outsourcing
(BPO) services sectors. Another attractive feature of Honduras is the low cost of production due
to the low price of energy. By 2019 the IMF raises growth expectations to 3.7%-4%.
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Honduras: country overview
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Honduras. Country file
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Anonymous Society
(SA)

A minimum of two
shareholders is required.

The Honduran Code of Commerce considers six types of societies:
Collective Society, Society in Simple Commandita, Society in Comandita
by Shares, Cooperative Society, Society of Limited Responsibility and
Anonymous Society. These last two are the most common when

Society of Limited
Responsibility (SRL)

Formed by one or several
people, with a limit of 25
members.

Shareholders are only
responsible for the amount of
their shares.

They are only required to pay
their contributions.

May be administered by a
Management Board or Sole
Manager. The manager and

the directors may be external
to the company.

The management can be
assigned to one or more
individuals, partners or not,
for a fixed or indeterminate
period of time.

The minimum capital is
1.018,90 USD /L25.000,00

The share capital cannot
be less than 203,78USD/
1.5.0000.

Shareholders should
subscribe the entire share
capital and pay at least 25%
of the subscribed shares.

100% of the capital must be
subscribed at the time of
incorporation

Branches and Subsidiaries

Foreignentrepreneurs who wantto establishin Honduras can choose between
setting up a subsidiary or a branch. In the latter case, the authorization of
the Secretariat of Industry and Commerce is required. It is also mandatory
to accredit a permanent legal representative in the country and a minimum
capital of 1,018.90 USD /L.25,000.

New companies must register with the Mercantile Register and the National
Tax Registry and obtain operating licenses to complete the incorporation
process.

In Honduras, there is freedom of organization and development of activities,
and foreign investors have the same treatment as nationals. The Constitution
of the Republic and the Law for the Promotion of Investment Protection
(Decree 51/2011 of 15 July) provide the rights and guarantees of foreign
investors. Among others are guaranteed:
* The non-application of limitations in access to markets, to natural or
juridical individuals who establish their investments in Honduras.
The right to make transfers abroad in currency or securities, at your
choice, the proceeds of your profits, capital gains, dividends, royalties
and consideration for the use and transfer of technology owned by you,
or the total of your investments.
The right to access to the credit in the national financial system under
the same conditions as national natural or juridical individuals.
The free participation of foreign investment in the shareholding structure
of companies, except for the requirements established in the law for the
promotion of public-private alliances.
The right to establish, without limits, subsidiaries, branches,
representative offices or joint investments.

Aiming to strengthen economic growth and attract investment, the
Government launched Plan 20/20in 2016. It is a national program that seeks
to generate employment and boost economic growth through an association
with the private sector. The plan focuses on four major sectors: tourism,
textiles, manufacturing, business support services, investing MUSD 13,000
in 5 years.
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Labor Aspects

The Labor Code governs labor relations, for both nationals and foreigners. All
companies established in Honduras are required to have at least a 90% of national
workers on their payroll, and they have to pay them, at least, an 85% of the entire
wages earned in the company.

Type of contract and work day

Oral contracts continue in Honduras, but the hiring of an employee is usually recorded
in an official document. There are five types of contracts, according to their duration:

A contract for an indefinite period: those professional relationships in which the
start date is known, without an end date.

Limited time contract: start and end dates are established for specific projects or
tasks. In some cases, such contracts may be renewed from time to time.

A contract for specific works or services: it does not establish a specific period
of time, but it is subscribed to fulfill a certain task or role. Once the assigned work
has been completed, the contract is finished.

Hourly contract: contemplates the possibility of signing hourly work contracts,
under the modealities of limited time or for specific work or services.

Collective Agreement: this is an agreement that includes, on the one hand, the
working and employment conditions agreed between an employer, a group of
employers or one or several employers' organizations, and, on the other hand,
of one or several workers' organizations, the workers' representatives of one or
more companies or groups of workers temporarily associated (unionized).

Working days are regulated in Title IV, Chapter | of the Labor Code. The sides shall
agree on the ordinary working day or the legal maximum in case of no agreement.
There are differences between day shift, night shifts and mixed working hours.
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Day shift (between 5 a.m. and 7 p.m.). It may not exceed eight hours a day and
forty-eight hours a week.

Night shift (between 7 p.m. and 5 a.m. the following day). It may not exceed six
hours a day or thirty-six hours a week.

Mixed shift (includes periods for day and night). If it covers 3, or more night hours,
all hours shall be considered as night hours. The mixed working day may not
exceed seven hours per day or forty-two hours per week.

Social Benefits

All workers will be able to enjoy one day off for every 6 days of work, usually on Sunday.
They are also entitled to paid annual leave. The number of leave days will depend on
the time of continuous service in the company from each year worked. Therefore, 10
consecutive working days will be enjoyed, after one year of continuous service; 12
consecutive days for two years of continuous service; 15 consecutive days after three
years and 20 consecutive days after four years.

The Government of the Republic updates the minimum wage yearly. The amount for
2019 is 472.4 USD, although it also depends on the activity group of the company
and the amount of employees. Furthermore, workers are entitled to the 13th month
(equivalent to one month's salary and paid in December), the 14th month (one month's
salary to be received in June) and the labor reserve (equivalent to 4% of the ordinary
monthly salary).

The following are also considered social benefits:

+  Prior Notice. If any of the sides communicates the other one's desire to conclude
an employment contract for an indefinite period of time, the worker has the right
to one paid day off a week, in order to find another job. The length of this benefit
ranges from 24 hours to two months, depending on the employee's seniority in
the company.

. Severance Assistance. In case of unfair dismissal or external causes, the worker
has the right to receive:

+ 10 days' salary, for a period of work of between 3 and 6 months
+ 20 days' salary, between 6 months and a year's work
+ 1 month's salary, from one year's work with a maximum of 25 months.
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The number of leave days will
depend on the time of continuous
service in the company from
each year worked.
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The Honduran Social Security Institute (IHH) covers sickness and maternity services,
disability, old age and death, as well as professional risks. In order to benefit from
these coverages, both the employer and the worker must contribute a monthly fee
according to the table on the next page.

Companies with five or more workers must contribute with the 1% of the total amount
of wages and salaries accrued to the National Vocational Training Institute (INFOP).

Maternity leave extends from 42 days before childbirth to 42 days after it. During that
time the employee will receive an allowance equivalent to 66% of the basic daily wage.
The allowance paid in case of sickness, covers the fourth day for the entire duration
of the incapacity, with a maximum of 26 weeks, and maybe extended for two periods
of 13 weeks based on an optional decision. The daily allowance for these last periods
shall be equal to 66% of the basic daily wage or 50% in the case of hospitalization.




SALARY CONTRIBUTION CEILING
SYSTEM AND/OR PILLAR EMPLOYEES TAXPAYER COTRIBUTION RATE
2018 2019 2020
Employee 2.5%
HEALTH CSAYRSFI_:E":VISURANCE Health Care Insurance System - —_— / o 8,508.54 8,933 .97 9,380.67
mployer %
; ; Employee 2,5%
C‘thac’r:a]tbogéwlghe”;sre ey e 8,882.30 9,326.42 9,792.74
Social Security Insurance System / ployees | Employer 5%
Collective Capitalization Pillar (IVM) ‘ : Employee 13%
Cgﬁgolftg’e”ssov;"ltehsl 0 / 8,870.63 931416 9,779.86
SOCIAL SECURITY pojeesores | Employer . 2.3%
INSURANCE SYSTEM Corporations with more Employee 1,5% 8882 30 032642 979274
Social Security Insurance System / than 10 employees Employer 15% B e o
Complementary Pillar of Individual Accounts E ~~~~~~ A 030
(RAP) Corporations with 10 mployee 3%
8,870.63 9,314.16 9,779.86
employees or less Employer 0,3%
TAXPAYER 2016 2017 2018 2019 2020
LABOR COVERAGE
Employer 0,66% 1,32% 1,98% 2,64% 3,30%
INSURANCE SYSTEM Py

Job Termination

Articles 1171 and 112 of the Labor Code cover several cases of termination of the

employment relationship. In Honduras, the most commons are:

+  Renunciation of the employee, who must obey with the period of notice established
in the Labor Code, with the right to receive the payment of his acquired labor
rights and the payment of the labor reserve in compliance with the requirements
of the Social Protection Framework Law.

Termination by the company. It will pay the employee all social benefits and
acquired employment rights.
Mutual agreement between both parties.

) el E

®

Foreign Employees

Companies may only have 10% of foreign employees on the payroll, except in the
cases specified in Article 11 of the Labor Code. It is necessary to fulfill a series of
requirements established by the Government through the National Institute of
Migration to work in Honduras.

Therefore, the application must be accompanied by the employment contract issued
by the institution in which the foreigner will provide professional services to obtain
the special permit to stay in the category of foreigners hired by state institutions, both
centralized and decentralized. Besides, the institution must certify that it is responsible
for the subsistence of the foreign worker during his/her stay in the country, guarantees
his/her departure after the expiration of the contract and undertakes to notify the
general management of the end of the employment relationship at the end of the
contractual agreement.
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Honduras has promoted a favorable investment atmosphere for both
nationals and foreigners with more attractive conditions and regimes.
Besides creating tax-free areas, such as Temporary Import Regimes (RIT)
and Free Zones (ZOLI), the country has implemented some tax reductions.

Since 2017, the Honduran tax system is governed by the principle of territorial
income, whereby only income generated within the national territory is taxed.
Among the main tax obligations, there are state obligations - both direct and
indirect - and municipal ones.
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DESCRIPTION SUBMIT DEADLINE DECLARATION MODE
Itis an annual tax imposed on income from capital and/or work. The rate
- INCOME TAX applicable to legal entities is 25%. For natural individuals there is a scale
according to income.
§ The return must be filed between Through the DET LIVE application,
= SOLIDARY It is an ISR surcharge of 5%, which is applied on the excess of taxable net January 1¢tand April 30" (or later using Form SAR-357 Determinative
p CONTRIBUTION income over 40,645 USD/L 1,000,000 business if disqualified). Declaration (ISR-ATN-AS. V3).
<t
'5 NET ASSETS Itis an Income Tax on the total net assets of companies. A 1% tax is
'5 imposed on the net value exceeding 121,936 USD/L 3,000,000
e}
e« Through the DET LIVE application, using
Q CAPITAL INCOME - - the Form SAR-297 Statement of Capital
STATEMENT Income.
Itimposes 15% on consumer goods or services that are not included in Through the DET LIVE application,
SALES TAX the list of tax exemptions and 18% on the import and sale of alcohol and using Form SAR-227 Determinative
tobacco. Declaration (ISV)
& WITHHOLDING This tax is imposed at 12.5% on income obtained from peressionaI fees_, per
§ diems, commissions, gratuities, bonuses and remunerations for technical
= STATEMENT services.
=
= WITHHOLDING The 1% withholding applies to all taxpayers with incomes greater than US$ Occurs within the first 10 days of each
2 ADVANCE ISR 609,682/L.15,000,000. month or the following month if unfit. Through the application DET LIVE, using
. the Form SAR-237 Selective Affidavit
P ‘ . ‘ . .
s REMUNERATION AND A rate between 15% and 25% is applied to income over 6,446 USD/ Specific and to the Consumption
= WAGE WITHHOLDING L158,995.06
DIVIDEND OR PROFIT A rate of 10% is applied to the income of individuals obtained through
RETENTION dividends or any other form of reserve profit sharing.
’ o o ) ) The declaration and payment are made )
WPUESTO PERSONAL It IE a tax between 1.5% and 5.25% |mpo§eq on the annual income received during the first three months of the year Ex.cel dgcument prowded‘ by the
y natural individuals within each municipality, whether they are or not on the basis of income from the previous municipality of the Declaration of the
residents. P Neighborhood Tax.
§ year.
= IMPUESTO SOBRE This tax is imposed on individuals for their commercial, industrial, mining,
= agricultural, public and private service provision, electronic communication, e Through the Declaration Form of the Tax
(%] INDUSTRIA, COMERCIO urban development construction, casinos, savings and loan banks, Within the first 10 days of each manth. on Industry, Commerce and Services.
9 Y SERVICIO insurance companies and any other lucrative activity.
A rate of L3.50 per thousand is applied
IBI:\SZEISESIIL-?ALSJEBBEES Taxes the value of real estate assets for urban QOOngoigg,LZSO for rural Online payment



Some taxes may constitute a credit against others, specifically:

«  Payments on Account create a credit against Income Tax (ISR), Solidarity
Contribution and Net Assets (AN).

«  ThelSV paid (tax credit) may create a credit against Income Tax.

The request for refund of a credit must be made to the SAR office. It will be
indispensable to present a document at the department of Notifications, and to pay
the Official Receipt of Payment (ROP) for the amount of 8USD/L200. After that, the
SAR will analyze each case and may request additional documentation.

Transfer Pricing

Since 2014, the Transfer Pricing Regulation Law has governed commercial and
financial transactions between related sides, according to the principle of free or full
competition.

In Honduras, income taxpayers related parties that carry out commercial or financial
operations among themselves must establish their income, costs, and deductions
based on the prices and profit margins that would have been applied if such operations
had been carried out between independent sides.
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Special Regimes

There are several tax-benefit regimes in Honduras. The Free Zones and the
Temporary Import Regime, as well as the Call Center and Biofuel production sectors
are the most important ones.

Free Zones (ZOLI)

The Law on Free Zones aims to favor commercial and industrial companies,
national or foreign, involved in export or complementary activities that are located
in free zone status territories. These ZOLI are found within the national territory,
under fiscal surveillance and, without the resident population. They are managed by
a designated institution.

The Ministry of Economic Development is responsible for granting permission to
operate in any of the country's free zones. It is also mandatory to pay an annual fee
for the freedom to operate.

There are many tax benefits for companies established in free zones. They are
absolved from the payment of tariff rates, charges, surcharges, internal taxes,
consumption taxes and, other taxes and levies on goods introduced into the Zone,
directly or indirectly related to import and export customs operations. They are also
exempt from income tax and municipal taxes.

Temporary Import Regime (RIT)
The objective of the Temporary Import Regime is to increase exports through
incentives to companies not enjoying other benefits considered in Honduran laws.
The main advantages of this regime are:
Exemption from payment of customs duties, general sales tax and other
taxes on the import of raw materials and products, machinery and production
equipment and the models and instructions necessary to adjust the production
of goods and services.
Exoneration of the payment of the Income Tax for the profits coming from
the export to non-Central American countries during the first 10 years. To be
eligible for this scheme it is necessary to apply to the Directorate General of
Productive Services of the Secretariat of Industry and Commerce.
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Law for the Promotion of Call Centers and Outsourcing of Business
Services

The Call Centers or establishments that provide technical assistance, logistics,
information and sales, easing relations between merchants and customers or users
located anywhere in the national or international territory, and business services
outsourcing centers (BPO) enjoy the following tax advantages:

- Exemption from payment of customs duties, charges, surcharges, consular
fees, internal and consumption taxes and other taxes levied on the imports of
equipment, tools, spare parts, accessories, office furniture and equipment, and
other goods that have a direct or indirect relationship with the operations and the
execution of the incentivized activity.

Exemption from Income Tax of the income obtained from the incentivized activity.

Law for the Production and Consumption of Biofuels

Through the Biofuel Production and Consumption Law, companies in this sector
enjoy exemptions in the payment of Income Tax, Net Asset Tax, and other state
taxes and fees for 12 years. Also exemptions on customs duties on goods meant for
construction and maintenance and operation of the production plant.
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Honduran accounting standards are ruled by International Financial Reporting
Standards (IFRS) and International Standards on Auditing (ISAs). The National
Commission of Banks and Insurance (CNBS) is the institution in charge of regulating the
financial and accounting statements of companies in Honduras under the Law of the
National Commission of Banks and Insurance. The individual responsible for signing
the financial statements must be registered with the Official College of Surveyors and
Public Accountants or with the Honduran Association of University Professionals in
Public Accounting as well as being up to date in the payment of monthly fees.

The accounting books required by companies are:
+  General ledger

+  Diary

+  Sales Ledger

+ Purchase Ledger

+  Trial balance

+  Financial Statements

These books must be submitted in January of the following fiscal year. They must be
bound, foliated and authorized by the competent territorial authority.

There are entities in Honduras that are required to present audited financial statements.
For example, companies operating in the private financial sector, listed companies,
government entities and subsidiaries.

Those companies that have combined investments, associated companies or
subsidiaries must prepare consolidated financial statements.
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Accounting, tax and
payroll services in more
than 50 countries

International Corporations

We help our domestic and foreign clients with their
internationalization process, by becoming an extension of their
Financial-Administrative departments abroad.

We serve more than 600 clients from different sectors,
including - Finance, Energy, Pharmaceuticals, Technology and
Communications, Industry, Consumer Goods, Professional
Services.

Real Estate

Responsible for the Corporate Management of investment
structures totaling nearly 7 billion USD of assets under
management from the creation of a holding structure in
Luxembourg to the construction phase of an SPV in Europe and
Latin America, by offering solutions in Accounting, Reporting,
Tax Compliance and Board Membership.
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Madrid Chicago
INTL DESKS
SUBSIDIARIES IN SPAIN
Spain  France
France . ltaly
Ireland + Hungary
ltaly + Poland
Luxembourg + Argentina
International Coverage Portugal * Bolivia
with local expertise Netherlands  Brazi
Morocco + CA & Caribbean
Through our 15 subsidiaries Brazil + Chile
and our partner network Chile . Colombia
Colombia + Ecuador
Ecuador + Mexico
Jl[U]J] Mexico + Peru
Panama + Venezuela
Peru - USA
Consistency in the execution USA

Same processes and same quality with our IT Platform,
Multicountry management and Internationall Desks

; : ~ 1 6
ﬁ —I Full ti
AUXADI ully operating
& [1 subsidiaries

RR
Single Point of Contact J + 5 0

Thanks to our Multicountry Managers in EO‘UHUIGS cgrrently
the KAM Hubs of Madrid and Chicago 4 €ing serve
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Services

We assure same processes with the same
quality, in all countries where we operate, based
on our Multicountry IT solution, with localizations
in 50 jurisdictions, our homogeneous
methodology and our International Desks.

o ACCOUNTING
©)

o REPORTING

O

O O CASH MANAGEMENT

O O CONSOLIDATION

O

O TAX COMPLIANCE

©)

o CUSTOMS AND
INDIRECT TAXES

© pAYROLL

O STAFFING

Industries

We offer our services to clients from different
industries but mainly focused in Real Estate.

REAL ESTATE
FINANCIAL INDUSTRY
ENERGY
PHARMACEUTICAL
TECNOLOGY & TELECOMUNICATIONS
INDUSTRIAL
PROFESSIONAL SERVICES
RETAIL & WHOLESALE

REAL ESTATE
50%

REVENUE BY

Industry

CORPORATE
BPO

50%

15

Service Model

-
ECHeaL EXPERS

25M USD

Turnover in 2019

8
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Mismos procesos, misma
metodologia en todas las
Jjurisdicciones bajo una
misma plataforma en la nube

Imagina tener todas las aplicaciones que manejas en tu dia a dia en una
sola plataforma que te permita gestionar tu empresa a nivel internacional,
estandarizar procesos y consolidar todos los datos que manejas, integrando
procedimientos, personas y resultados.

Nuestra plataforma es una solucion desarrollada por Auxadi, basada en
tecnologia Microsoft que cumple con la RGPD y que incluye Dynamics NAY,
Power BI, Outlook, Excel, Word, un potente gestor documental y mucho mas.

Entra en nuestro ecosistema de plugins y funcionalidades y empieza a
optimizar tu funcion financiera.

Gold
Microsoft
Partner

a5 Microsoft
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Certificaciones
/ Sequridad

Integrador
bancario

Microsoft Office 365y Azure tienen nivel ALTO de
seguridad, conforme al Esquema Nacional de Seguridad.

] i

OCR'y Gestor Firma Cuadros
documental digital de mando

Office 365y Azure contienen medidas de seguridad
que ofrecen alos clientes un nivel ALTO de seguridad
conforme al Reglamento LOPD

¢

Portal de Conector Emision de

nominas Sli facturas Microsoft recibe las certificaciones ISO 27001/27018
o la Resolucion T1/32/2014 de la AEPD

Una plataforma online, personalizada, INSTALACION EN SOLO 10 DIAS
sIn costosas imp|an’[aciones NI demoras Disponible para gestionar tus filiales internacionales

17 AUXADI



www.auxadi.com
/\ U X A D I info@auxadi.com

Auxadi can become the ideal partner for your investment in Honduras. We offer value-
added outsourcing solutions in the areas of accounting, reporting, tax compliance, payroll
management and representation services, among others. Count on our professionals and
our extensive experience in the Honduran market for your investments in Honduras and
other countries in Latin America and Europe.

All information contained in this publication is up to date on 2019. This content has been prepared for
general guidance on matters of interest only, and does not constitute professional advice. You should
not act upon the information contained in this chart without obtaining specific professional advice.
No representation or warranty (express or implied) is given as to the accuracy or completeness of the
information contained in this content, and, to the extent permitted by law, AUXADI does not accept or
assume any liability, responsibility or duty of care for any consequences of you or anyone else acting,
or refraining to act, in reliance on the information contained in this chart or for any decision based on it.

Gold
Microsoft Madrid

Partner exce=— Qca

Acteditado®
2% Microsoft

Marca de Alto

Potencial Internacional
Acreditada por el Foro de Marcas
Renombradas Espafiolas
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