A Detailed Explanation of Tax Rules for Individuals in Portugal

Portugal offers a relatively simple but comprehensive tax system for individuals, with
specific rules depending on the type of income they receive. Understanding the tax
obligations in Portugal is essential to ensure compliance and avoid penalties. This article
provides a breakdown of the tax rules for employment income, freelance income, rental
income, investment income, pension income, capital gains, and donations, inheritance,
and gifts.

1. Taxation of Employment Income

Employment income is subject to Personal Income Tax (Imposto sobre o Rendimento
das Pessoas Singulares, IRS) in Portugal. The tax rate is progressive, with rates that increase
as the income level rises.

e Progressive Tax Rates: The IRS rates for 2024 range from 14.5% to 48%,
depending on the amount of annual income:

Up to €7,479: 14.5%

€7,480 - €11,284: 23%

€11,285 - €15,992: 28.5%

€15,993 - €20,700: 35%

€20,701 - €26,355: 37%

€26,356 - €38,632: 43%

o Over€38,632: 48%

e Social Security: In addition to income tax, employees are required to contribute to
Social Security. The general contribution rate for employees is 11% of gross salary,
with the employer contributing 23.75%.

e Deductions and Credits: Employees can benefit from certain deductions such as
personal allowances, deductions for children, and other family-related expenses. Tax
credits for education, health expenses, and pensions are also available.

o O O 0O O O

2. Taxation of Freelance Income (Self-Employed/Independent Contractors)

Freelancers and self-employed individuals in Portugal are also subject to IRS. However, they
have to account for their income in a slightly different way, and their tax treatment depends
on the tax regime they are registered under.

Simplified Tax Regime (Regime Simplificado):

o Eligible for Simplified Regime: This regime is available to self-employed
individuals whose annual income is below €200,000.

o Taxation: Under the simplified regime, income is taxed based on a percentage of the
gross income, depending on the type of activity (e.g., 75% for business activity, 35%
for professional services).

o Tax Rates: Once the taxable income is determined, it is subject to the same
progressive IRS rates as employment income.



Organized Regime (Regime Organizado):

o Eligible for Organized Regime: Self-employed individuals whose annual income
exceeds €200,000 or who opt for more complex bookkeeping.

o Taxation: Under this regime, the self-employed must maintain proper accounting and
can deduct business expenses from their gross income (e.g., operational costs, travel,
supplies).

o Tax Rates: Similar to employment income, income is taxed at progressive IRS
rates, but with more potential deductions for business-related expenses.

e Social Security: Freelancers are also required to pay Social Security contributions,
typically at a rate of 21.4% of taxable income (with possible deductions).

3. Taxation of Rental Income

Rental income is considered passive income and is subject to Personal Income Tax (IRS)
in Portugal. It is treated as part of the individual’s total taxable income.

o Taxation: Rental income is subject to IRS at progressive rates, similar to
employment and freelance income. However, individuals can deduct certain expenses
related to the rental property, including:

o Property management fees

o Repairs and maintenance

o Property tax (IMI)

o Insurance

o Loan interest (if the property was financed)

e Social Security: Rental income is not subject to Social Security contributions unless
the rental activity is considered a business activity (i.e., large-scale commercial
rental).

4. Taxation of Investment Income

Investment income includes dividends, interest, and other income derived from financial
assets such as stocks, bonds, and savings accounts.

o Interest Income: Interest on bank deposits or bonds is taxed at a flat rate of 28%.
However, taxpayers can opt to include this income on their annual tax return, which
may result in a lower tax rate depending on their total taxable income.

o Dividends: Dividends received from companies are taxed at a flat rate of 28%. Non-
residents may benefit from tax treaty exemptions or reductions depending on the
terms of the tax treaty between Portugal and their country of residence.

o Capital Gains on Investments: Investment income from the sale of stocks, bonds, or
other securities is subject to capital gains tax at a rate of 28%. Taxpayers can opt to
include capital gains in their annual tax return, which may result in a lower tax rate
depending on other income.

o Tax Deduction for Losses: Capital losses on the sale of securities can be offset
against future capital gains to reduce the tax liability.

5. Taxation of Pension Income



Pension income is subject to Personal Income Tax in Portugal, and the tax treatment
depends on the nature of the pension.

o State Pensions: Portuguese state pensions are taxed at progressive rates depending
on the income level.

o Foreign Pensions: Pensions received from foreign sources are generally subject to
taxation in Portugal as well, but there may be exemptions or reductions available
based on double tax treaties between Portugal and the pension provider's country.

e« NHR (Non-Habitual Resident) Regime: Under the Non-Habitual Resident (NHR)
tax regime, qualifying foreign pensions may benefit from tax exemptions or a flat
tax rate of 10% on certain foreign income, including pensions.

6. Capital Gains Tax

Capital gains tax in Portugal applies to the sale of assets, including real estate, stocks, and
other investments.

o Real Estate: Capital gains on the sale of real estate are subject to IRS at a rate of
28% for non-residents. For residents, 50% of the gain is included in taxable income
and taxed at the progressive IRS rates.

e Other Assets: Capital gains from the sale of stocks, bonds, or other financial assets
are taxed at a flat rate of 28%.

o Reinvestment Relief: If proceeds from the sale of real estate are reinvested in a new
property within 24 months, capital gains tax may be deferred or even exempted,
provided certain conditions are met.

7. Taxation of Donations and Gifts

In Portugal, donations and gifts are subject to Stamp Duty (Imposto de Selo), rather than
personal income tax.

o Stamp Duty: The general rate of Stamp Duty for gifts and donations is 10%, but it
varies depending on the relationship between the donor and recipient.

o Exemptions: Gifts between close family members (parents, children, spouses,
etc.) are generally exempt from Stamp Duty.

o Inheritance and Estate Tax: There is no inheritance tax in Portugal, but
inheritances may be subject to Stamp Duty on the value of the estate. The rate of
Stamp Duty depends on the relationship of the heir to the deceased and ranges from
1% to 10%.

8. Taxation of Inheritance

As mentioned above, inheritances in Portugal are subject to Stamp Duty, rather than the
inheritance tax. Inheritance tax applies to assets inherited by non-direct relatives or third
parties.

o Exemptions: Close family members (spouses, children, and parents) are exempt from
Stamp Duty on inheritances.
o Stamp Duty Rates: The rate is generally 10% for non-exempt beneficiaries.



Conclusion

Portugal's tax system is straightforward but has many nuances based on the type of income
you receive. Each category of income — from employment income to capital gains,
freelance earnings, rental income, and pension income — has its own set of rules and
potential deductions. For foreign nationals, tax treaties and exemptions such as the Non-
Habitual Resident (NHR) regime can significantly reduce tax burdens. Understanding these
rules and ensuring compliance is essential for managing your tax obligations effectively in
Portugal.



