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Materials On 
Existing System of Value Added Tax Payment in Ukraine and Areas of its Improvement

 
The Law of Ukraine ‘On Value Added Tax’ of 3 April 1997 N 168/97-VR, which came into effect on 01.10.1997, has introduced the value added tax and specified the VAT payers, facilities, basis and rates of taxation, list of non-taxable and tax-exempted operations, peculiarities of taxation of export and import operations, tax bill notion, accounting procedure, reporting and paying the tax into the budget.  

The value added tax taxation procedure could be changed only by incorporation of changes to this Law. At the same time the value added tax is an internal tax and cannot be governed by the provisions of international agreements except for the provisions ratified by the Verkhovna Rada until the Law comes into effect.  

The following individuals or corporates are the VAT payers: 

1. Individual, the volume of taxed operations of whom for supply of goods (work, services) within any period of the last twelve calendar months has exceeded 3 600 non-taxable minimal incomes of citizens. 
2. Individual who imports (sends) goods into the customs territory of Ukraine or receives from non-resident the work (services) to be used or consumed within the customs territory of Ukraine, except for individuals not registered as taxpayers in case such individuals import (send) goods (articles) within the volumes, which are not subject to taxation under the current legislation. 
  3. Individual, who conducts on the customs territory of Ukraine an entrepreneurial activity related to trade for cash irrespective of volumes of supply, except for individuals, who conduct such trade on the terms of market fee payment under the procedure established by the legislation.   
4. Individual, who on the customs territory of Ukraine renders services related to transit of passengers or cargoes through the customs territory of Ukraine. 
5. Individual, who is in charge of payment of tax to the budget on taxation facilities on the railroad transport and specified under the procedure established by the Cabinet of Ministers of Ukraine. 
6. Individual, who renders the communication services and conducts consolidated accounting of income and expenses related to supply of such services and received (incurred) such services by other individuals, who are accountable for the above individual. 

                  The taxation facility is the taxpayer operations related to:

· Supply of goods (work, services) on the customs territory of Ukraine, including the operations related to payment of value of services on lease agreements and operations for transfer of ownership rights for pledge objects to borrower (creditor) to repay the accounts payable of pledger; 

· Import of goods into the customs territory of Ukraine and receipt of work (services) rendered by non-residents to be used or consumed within the customs territory of Ukraine, including the property import (sending) operations under the lease, pledge and mortgage agreements; 

· Export (sending) of goods beyond the customs territory of Ukraine and supply of services (execution of goods) for their consumption beyond the customs territory of Ukraine. 

                Financial, banking operations and the operations related to insurance are not the object of taxation.
The value added tax has two rates: 0 and 20 percent and is added to the price of goods (work, services). 

The VAT rate in amount of 0% is applied to goods, which are exported beyond the customs territory of Ukraine, as well as to work and services intended to be used and consumed beyond the customs territory of Ukraine.

Goods (work, services) imported for use and consumption within the territory of Ukraine are VAT taxable at the rate of 20%. It means that the current legislation of Ukraine in respect of VAT taxation on the operations conducted in foreign economic activity has the country of consumption principle.

       The basis of taxation of the operations for supply of goods (work, services) is determined taking into account their contractual value specified at free or regulated prices (tariffs) considering the excise duty, import tax, other national taxes and fees (compulsory) payments, except for the value added tax that is included in price of goods (work, services) under the tax legislation of Ukraine.   The contractual value could include any amounts, value of tangibles and intangibles transferred to taxpayer directly by a buyer or through any third person due to reimbursement of value of goods (work, services) sold (executed, rendered) by such taxpayer. 

                In case of supply of goods (work, services) without payment or partial payment of their value at the expense of funds within barter operations, conduct of goods (work, services) free of charge transfer operations, in kind payment against payment of labor of individuals, who are in labor relations with a taxpayer, transfer of goods (work, services) within the balance of tax payer for non-production use, the costs for which are not attributed to gross costs of production (circulation) and are not subject to depreciation as well as related to the buyer to the individual or the business entity, which is not registered as taxpayer, the taxation base is determined taking into account the actual  price of the operation but not lower than the normal price.  

           For goods, which are imported (sent) into the customs territory of Ukraine by taxpayers the taxation basis is the contractual value of such goods but not lower than the customs value specified in the import customs declaration taking into account the costs for transportation, loading, unloading, handling and insurance to the entry point of the customs border of Ukraine, payment of brokerage, agent, commission and other fees related to import (sending) of such goods, payment for use of intellectual property objects, which are part of such goods, excise duties, import duty as well as other taxes, fees (compulsory payments) except for the value added tax included in the price of goods (work, services) under the tax legislation of Ukraine. The specified value is converted into UAH at the exchange rate of the National Bank of Ukraine. 

         If fixed production assets or non-production assets are liquidated at discretion of taxpayer or are transferred, free of charge, to the individual, who is not registered by such taxpayer as well as in case of handing over of fixed assets to the non-production assets, such liquidation, free of charge transfer or handing over are considered for taxation purposes as supply of such fixed production assets non-production assets at normal prices effective at the day of such supply and for fixed assets of group 1 – at normal prices but not lower than their book value. 

                Social-oriented goods (work, services) supply operations exempted from the value added tax.

         The date of occurrence of tax liabilities in respect of supply of goods (work, services) is the date, which falls on the tax period, within which any of the events occurred earlier, takes place: 

 Or the date of transfer of funds from buyer (client) into the bank account of taxpayer as payment of goods (work, services) subject to supply and in case the goods (work, services) are supplied for cash funds – the date of their receipt in the cash office of tax payer, however, if such cash-office is not available – the date of collection of cash funds in the banking institution, which serves such taxpayer; 

        Or the date of shipment of goods and for work (services) – the date of drawing up the document, which certifies the fact of execution of work (rendering the services) by taxpayer. 

The date of occurrence of tax liabilities when importing goods is the date of drawing up the customs declaration specifying in such declaration the due tax amount. The date of occurrence of tax liabilities when importing work (services) is the date of debiting funds from the bank account of taxpayer against payment of work (services) or the date of drawing up the document, which certifies the fact of execution of work (services) by non-resident depending on which of the events occurred the first.  

Tax loan of the reporting period consists of the tax amounts paid (calculated) by taxpayer in the reporting period due to purchase of goods (work, services), the value of which is attributed to gross expenses of production (circulation) and fixed assets or intangibles, which are subject to depreciation. 

The tax amounts due to the budget or subject to be reimbursed from the budget are determined as difference between the total amount of tax liabilities occurred due to any supply of goods (work, services) within the reporting period and the tax loan amount of the reporting period.   

 For taxpayers, whose volume of taxable operations related to supply of goods (work, services) for the previous calendar year exceeds 7 200 non-taxable minimal incomes of citizens, the tax (reporting) period equals to the calendar month. 

Taxpayers, who have the volume of supply operations lower than 7 200 non-taxable minimal incomes of citizens, can use, at their own discretion, the tax period, which equals to the calendar month or quarter. An application on his decision for such issue taxpayer submits to the State Tax Service body one month before the calendar year starts.  

 Taxpayer, who conducts the operations related to export of goods (work, services) beyond the customs territory of Ukraine and submits the calculation of export reimbursement on the results of the tax month, has the right to receive such reimbursement within 30 calendar days from the day of submission of such calculation. 

  The above-mentioned calculation is submitted together with the following documents: 

  а) customs declaration, which confirms the fact of export of goods beyond the customs territory of Ukraine in accordance with the customs legislation or the act (other document), which confirms transfer of the right of ownership for work  (services) intended to be used or consumed beyond the customs territory of Ukraine; 

          б) copies of payment orders, certified by the bank, on transfer by taxpayer of funds in favor of the other taxpayer, in payment of purchased goods (work, services) taking into account taxes accrued on price of such purchase, and in case of exporting goods, which have been earlier imported by such taxpayer, - by import tax declaration, which confirms the fact of customs clearance of goods for their free use within the customs territory of Ukraine.  

 Export reimbursement is provided within 30 calendar days following the day of submission of the export reimbursement calculation.  

Individuals, who fall on definition of taxpayers, should be registered as taxpayers with the State Tax Service body at the place of their residence. The form of the registration of application is set by the central body of the State Tax Service of Ukraine.   

The central body of the State Tax Service of Ukraine keeps register of taxpayers. Any individual, whose activity is subject to taxation, receives an individual tax number used for payment of taxes.   

Taxpayers are responsible for authenticity and timeliness of calculation and making taxes to the budget in accordance with the legislation of Ukraine. 

Control of calculation and making taxes to the budget is carried out by the State Tax Service bodies; at the same time the customs authorities of Ukraine control making taxes to the budget when importing goods into the customs territory of Ukraine under the procedure agreed with the central body of the State Tax Service of Ukraine. 

Currently, in Ukraine the new model of automated VAT administration is under implementation. Such model will enable to transparently making and reimbursing such VAT as well as to minimizing interference of monitoring authorities into the economic activity of taxpayers. 

The basis of VAT administration is the principle of allocation and evaluation of each tax return using the factors of determination of possible level of risk related to the VAT administration elements.   

The value added tax taxation procedure could be changed only by incorporation of changes to this Law. 

With a purpose to improve the current VAT legislation the new edition of the Law of Ukraine ‘On Value Added Tax’ is drafted. 

The Law specifies the norms related to improvement of VAT administration mechanism, increase of its transparency, prevention of facts of tax avoidance, groundless formation of tax loan and receipt of budget reimbursement. 

With a purpose to decrease tax burden upon business entities it is provided for to decrease the value added tax rate down to 15% since January 1, 2006 that will decrease revenues to the state budget. For the transition period of January 1- December 31, 2005 the tax rate is determined as 17%.  

        The amount of taxable operations is increased up to UAH 300 000; when such level is reached the business entities become subject to compulsory registration by VAT tax payers. 

        The right for voluntary registration by VAT taxpayers is reserved.

   For agricultural producers it is envisaged to use the special taxation regime (fixed fee regime) under which the agricultural producers are given the right for 9% VAT and for forestry and fishery companies – 6% (until January 1, 2007 for such companies the single rate of 10% has been in effect). 

In order to introduce an automated reimbursement of VAT and to expand the capacities for office-based audit it is envisaged to submit the electronic copies of tax bills and sale and purchase accounting books together with the tax reporting.

With a purpose to destroy the tax avoidance schemes it is envisaged to exclude the individuals-payers of single tax from the category of VAT payers.     

For newly established business entities the temporary registration for the period of 12 calendar months is proposed. When carrying out the activity on the continuous basis within this period the entities will acquire the status of the permanently registered payers. 

        The Law also specifies introduction of single procedure of reimbursement of VAT on the operations related to exporting goods beyond the customs territory of Ukraine and sale within the territory of Ukraine provided the tax amounts are paid to suppliers; as for goods export operations – provided the hard currency funds are received. In the event the prices are artificially decreased (increased) the right for tax loan will be given taking into account normal prices.

       In order to prevent using the newly established companies in the schemes of avoidance from taxation and concealment of profits the separate tax reporting procedure is proposed (granting the right for tax loan only within the tax liabilities).

   It is proposed to restrict using the tax bills when importing (sending) goods (work, services). Taxpayers, who will import goods for own production needs under the direct contracts and who have the right for reimbursement of tax amounts, will have the right for issue of tax bill. Issuance of all bills and their repayment will be made exclusively by cash funds.  
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