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e The region’s governments are giving an increasing role to consumption-type taxes:
boosting collection efficiency is a major objective in most of the countries

e Total labour cost remains high

¢ In two-thirds of the region taxpayers are allowed to prepare IFRS-based separate
financial statements and to use these for taxation purposes

e Levels of corporate income tax and the methods for calculating the tax base vary
widely across the region

e With the growth of documentation obligations, transfer pricing regulations are also
becoming more stringent

31 May 2018 - It is with great pleasure that we announce the sixth edition of the MAZARS
Central and Eastern European Tax Guide. Our report on the current taxation regimes of the CEE
is now expanded from 19 to 22 countries: beyond the countries of the region, Russia, Ukraine
and the Baltic states, this year’s issue also includes Bulgaria, Kosovo and Germany. The purpose
of this publication is to help investors compare the fundamental factors of competitiveness.

Value Added Tax

Thanks to the positive economic climate of recent years, government budget deficits have
improved and consumption has started to increase in most CEE states. Governments are trying
to build upon this momentum by giving an increasingly prominent role to consumption-type
taxes when planning fiscal revenues.

Accordingly, one of the most important sources of income is value added tax. Owing to EU
regulations the rules are mostly harmonized, but the tax rates applied vary widely across the
region. The average normal VAT-rate is around 20%;

Also signaling the budgetary importance of value-added taxes is the widespread introduction of
modern digital technologies aimed at boosting the efficiency of VAT collection and reducing tax
evasion. Such measures include the sectoral introduction of online cash registers and the
increased monitoring of transport related transactions (e.g. the Hungarian Electronic Public
Road Trade Control System).



Taxes On Employment

The proportion of taxes and contributions on labour continues to decrease in the region;
however, the total labour cost for employers is still close to 160% of net wages.

Traditionally underperforming in comparisons regarding burdens on labour, Hungary has
somewhat improved its position although the recent significant reductions benefit families
exclusively.

Corporate Income Tax

The difference between the lowest and the highest tax rates is as high as 20 percentage points,
but methods for calculating the tax base vary widely, hence corporate income taxes of the
studied countries cannot be compared on tax rates alone.

This notion is confirmed by the fact that certain countries have introduced tax schemes
altogether different from traditional profit-based taxation.

Across other CEE countries, the differences in the emphasis placed on corporate income tax are
increasingly apparent. Overall, the average corporate income tax rate in the CEE region is a little
over 17% (calculating with the highest rate in case of countries with a progressive tax system).

All CEE countries with traditional income tax schemes allow losses generated in previous years
to be carried forward and used against the positive tax base of subsequent years. Generally,
this amount can be used for a limited time, usually 5-7 years, but in some countries only for 3-4
years. Only six countries continue to allow losses to be carried forward indefinitely.

The majority of the countries examined used some kind of interest limitation rule, which
determines what part of the interest paid on corporate loans can be deducted from the income
tax base. Thanks to the EU’s Anti Tax Avoidance Directive (ATAD), the earlier thin capitalisation
regulations are being replaced by EBITDA-based calculation methods. The same directive is also
driving the standardization of Controlled Foreign Company (CFC) regulations.

States in the region have a penchant for imposing withholding taxes on payments of interest,
dividends and royalties (at rates of 15%, or even 19-20%). Naturally, these may be applied with
attention to the provisions of the relevant tax treaties.

In two-thirds of the CEE region, taxpayers are allowed to prepare IFRS-based separate financial
statements and to use these also for taxation purposes. This has been a marked trend of recent
years. Finally, it should be noted that in more than half of the countries the tax system supports
research and development (R&D) activities in some form or another.
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Transfer Pricing, CBC-R

OECD’s BEPS (“base erosion and profit shifting”) initiative has drawn attention to the fact that
tax authorities should concentrate more on intra-group and, possibly, cross-border
transactions. Transfer pricing regulations have already been introduced to the tax systems of
almost all the countries concerned, and now there is a growing emphasis on the accompanying
documentation obligations. The fundamental objective of OECD prescribed country-by-country
reporting (CBC-R) is to promote transparency by way of providing local tax authorities with the
information necessary for assessing tax risks. In the past year, taxpayers in the CEE region also
had to actively participate in launching the CBC reporting system.

MAZARS in the world

Mazars is an international, integrated and independent organization working with 20,000 experts in 86
countries in the fields of auditing, accounting consultancy, tax, legal and transaction services, and
financial outsourcing.

About Mazars Ukraine

Mazars in Ukraine specializes in audit, financial advisory, accounting and tax services, combining the
benefits of an integrated international partnership with a deep knowledge of Ukrainian market
specialties. Our professional team, which consists of 65 specialists, including 2 partners, is strongly
committed to quality and the highest technical and ethical standards of work. This helps us to provides
our foreign and local clients with personally tailored assistance in order to archive them a sustainable
growth.

In Ukraine we have offices in Kyiv and Lviv.

www.mazars.ua | https://www.facebook.com/MazarsUkraine/ |

https://www.linkedin.com/company/mazars-ukraine/
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