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INTRODUCTION

. The PABSEC Standing Committee at its eleventh meetiByicharest on 23 June

1998, decided upon the proposal of the seven national delegydidimania,

Armenia, Bulgaria, Georgia, Romania, Russian FederatmohUKkraine) to place
on the Agenda of the following meeting of the Committee issue on Legal
Framework for the Avoidance of the Double Taxation.

. The present Report aims to identify particular problententered in regard to

double taxation in the BSEC Participating States antiitninate the importance
of bilateral inter-governmental agreements providingther avoidance of double
taxation on international income, such as businedigrdividends, and interests,
removing the “tax barrier” to international trade amgestment.

Among the National Delegations only Armenia, Georg@i@gece and Romania
forwarded their contributions for the Report and Recondfagon. At the same
time, the Azerbaijani delegation presented informaéibthe Committee Meeting
in Athens. The BSEC Permanent International Secattprovided materials on
the Meeting of the Working Group on Avoidance of Doubleal@an held in
Chisinau on 8-9 February 1995. In addition the PABSEC Intiemma Secretariat
obtained information from various Internet sourcesdmplement the Report.

. BACKGROUND

Tax issues and especially the problem of double taxdBoomes more important
in view of the globalisation of the world economy aseven more significant in
the Black Sea region with its varying levels of ecoitotevelopment of the BSEC
member countries. The growing economic integration E®cwithin the
framework of the Black Sea Economic Cooperation paved why towards
involvement of business communities, workers and privad&iduals in cross-
border activities resulting in the situation when ineowhich arises in one country
and is received by a resident of another may therdfereaxed in both countries.
Many persons are being subject to taxation on the s@oee, profits and gains
and, on the other hand, many countries charge taxcmmes arising within the
country wherever the recipient resides and also tek tksidents on income
arising abroad. This results legal uncertainty and malaficult for taxpayers to
determine and evaluate the tax consequences of inveskigg business or
working outside their country of residence.

Within this situation when in most of the countrié®ere is a danger that the
income or returns are taxed twice, both where theem@ngained or invested and
by businessmen or investors in their own countries, dross-border business
activities and investment are seriously impeded. Contplekxihaving to deal with
various tax jurisdictions and the risk of double taxatisma disincentive for
corporate and individual taxpayers to take advantage dfabdoms to engage in
activities or to invest outside their country of resck2 To this end by providing
clear basic rules for taxing income and capital, a3 aglcrystallising the legal
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position regarding the tax treatment, business and meestactivities in the Black
Sea region is to be encouraged.

When dealing with the issue of double taxation, it ipantant to know the tax
system of the countries where the cross-border tradeusiness activities are
taking place. The general overview of the tax legigtatiegulating taxation in
cross-border trade world-wide roughly differentiates twiagples - taxation in a
country where the person is resident and in a counteyemine income is obtained.
The issue is much more complicated within the BSEC cmsnwhere there are
incompatibilities between tax systems, lack of exgeanf information and lack of
bilateral double taxation treaties.

[1I. NATIONAL TAXATION REGIMES IN THE BSEC COUNTRIES

7.

8.

Tax systems in general are one of the most dynagnichiinged branches in the
legislative systems of any country. Due to the faat thxes have substantial role
in formation of a state budget it is extremely impartaat rational tax policies are
applied so that budget supplementing goes in harmony with picomaf proper
climate for business and investment. It is even nmop®rtant for the countries in
transition who by means of high tax collection wyréduce budget deficit.

A brief overview of the tax systems show that there differences in tax policies
and taxation regimes in the BSEC Participating States.

— Albania - Albania is in the process of developing a new legal draark
reflecting Albania’s programme to integrate the domestionomy in the
international one. The new legal framework havedbgective of reforming
the old system in every sphere in which Albania naémetd complex set of
standards used to apply in Albania only into a completely system adapted
to the international standards.

— Armenia- The new Law on Taxesgas adopted on 12 May 1997 establishing
six different types of taxes: profit or corporate tacome tax, value-added
tax, excise tax, property tax and land télke Law on Profit Taxvas adopted
on 30 September 1997 by which corporate tax is levied oprtifies of legal
persons, resident or non-resident operating in Arméwuding foreign legal
entities. The law provides detailed definition for iteamsl transactions to be
considered income or expense. The Law encourages laejgnfanvestment.
The Law on Income Tawas adopted on 27 December 1997 and applies to
individuals with permanent residence in Armenia or witlsiness interests
centred in Armenia and those without permanent residghoeearn income in
Armenia. Income of foreign citizens which are nasidents of Armenia not
involved in entrepreneurial activities in Armeniaashie taxed at the source of
income.The Law on Value Added Tawas adopted on 14 May 1997 implying
taxation on the supply of goods, labour, and other sartagdegal persons and
individual entrepreneur3.he Law on Excise Taxas adopted on 30 May 1997
and is assessed on the production or importation of guepifoducts and is
payable on the proceeds of sale of products manufacturdaniania and on
the declared value of products imported to Armefiee Law on Property Tax



was adopted on 27 December 1997 enrelLaw on Land Tawas adopted on
27 April 1997.

Azerbaijan- In the Republic of Azerbaijan there are followiagés: profit tax,
income tax, property tax, land tax, value-added tax, exeis, tax on trade
(natural resources), tax to the highway fund, €tee Law on Taxes on Profit
of Enterprises and Establishments” entered intocéoon 1 January 1997
determines the following profit taxes of 32%; on profibrh retail trade,
catering and public service - 3%; on profit from dividendg mterests - 15%;
on profit from freight - 6%; on profit from author’s righand licences, as well
as from rent and other sources of profit within theittay of the Republic of
Azerbaijan not connected to the activities conductedzerbaijan through the
permanent establishments - 20%. Thdividual Income taxn Azerbaijan is
collected from the resident and non-resident naturalopsyshaving or not
having permanent residence in Azerbaijan. The permanesitents of
Azerbaijan are considered individuals who lives in tlepublic of Azerbaijan
not less than 183 days in a calendar year. Accordingethdtv the individual
income taxes in Azerbaijan is calculated from tatebme for a calendar year,
monthly income or income from the work fulfilled byviticontracts. The
individual income taxes in Azerbaijan are collectecdading to the progressive
scheme between 12-40%he tax on propertys collected from both legal
entities and individuals. The property tax is calculatednfthe total price of
object except the wear out expenses. For the individhalproperty tax is
calculated from the prise of a building, as well as theard water transport.
Tax on tradeare collected from the individuals or legal entitigplering the
natural resources and is calculated from the wholesae pf the resource.
The taxation legislation envisagewoidance of double taxatioboth for
individuals and legal entities and is done according torgttiod - taxes on the
amount of profit of enterprises or individual income ree@ abroad and paid
under the laws of foreign countries is taken into actadnen determining the
taxes in the Republic of Azerbaijan. At the same tihee tax amount cannot
exceed the tax amount in the Republic of Azerbaijan.

Georgia - Georgian and foreign enterprises are payefsofon profit It is
determined as a difference between gross income (résidgoss income
consists of incomes obtained by him in and out of GiaorNon-resident's
gross income consists of incomes obtained from th&rces existing in
Georgia. Gross income includes all incomes obtained &oonomic activities)
of tax payer and the sums deducted accordinthéoTax CodeA foreign
enterprise conducting its activities in Georgia through permanent
establishment, is a tax payer according to the grassnes obtained from the
sources existing in Georgia connected with the permasgablishment; these
incomes are reduced with the sums deducted accordirigetolax Code
Enterprise's taxable profit is taxed at 20%. Profit edfaring (ship owner)
companies established by non-residents is exempt frafit pax, if these
companies do not conduct entrepreneurial activities eneitory of Georgia
and ships (ship) of which navigate under Georgian flag.grbes income of a
foreign enterprise, which is not connected with thema@ent establishment, is
taxable according to the source of issuance determinethéoylax Code



without deduction, if a source of income is in Georgmthis case the rate of
taxes is different according to the activity and is 486l 40%. Taxing of
Dividends at the Source of Paymermividends paid by a Georgian enterprise
are taxable at the source of payment at 10% rate. Do®lebtained by a
natural entity which was taxed at the source of payemat not subject to
further taxation. If a Georgian enterprise receivedddivds early taxed at the
source of payment in Georgia, then while calculatingtéxeon profit of this
enterprise, the income received from dividends is deduobea gross income.
Taxing of Interests at the Source of Paymenterests paid by a resident's or
non-resident's permanent establishment or on thialfoere taxable at the rate
of 10% of the sum to be paid at the source of paymethie $ource of income
is in Georgia. The interest paid on the credit (loan)résident banks are not
taxable at the source of payment. The interest cdataby a natural entity
which were taxed at the source of payment, are noédutg further taxation.
If profit of a resident legal entity is subject to thaa and if he/she has
received earlier taxed interests at the source of patymnile calculating the
tax on profit of this entity, the income received thg interests is excluded
from gross incomdncome Tax Resident and non-resident natural entities are
payers of income taxes (profit received from sellingn@terial assets by a
natural entity is exempt from income tax excluding pnaditeived from selling
of the assets used for entrepreneurial activities). he rate fluctuates
between 12% and 20% and is to be paid according to the volumsme.

Moldova- The Law on Foundation of the Fiscal Systerthe basis for most
taxes and provides that all taxpayers are treated the gge of property or
form in which they conduct their busine€3orporate taxis imposed on the
profits of all non-agricultural enterprises as legal pessqagricultural
enterprises paland tay. A unified tax rate of 32% is applied. Enterprises as
legal entities are also subject to an annual compangft@,1%. For trading
companies a reduced rate of 0,06% appliedue-added taxate is 20% and a
range of products and services exempt from VAT are listédticle 5 of the
Law on Value-Added Tain trade with CIS countries the principle of country
of origin is applied. i.e. exports are subject to MoldoV&AT while no VAT is
imposed on Imports from the CIS states. In trade obthler countries the
principle of country of destination is applied, i.e. MoldowWAT is imposed on
imports at the border. All individuals who receive ineoim Moldova are
subject topersonal income taxNo distinction is made between the local and
foreign citizens. Personal income is taxable from 18Ddnd taxes rates are
from 10% to 50%. These rates apply to all kinds of persaoaie whether
from employment, other economic activities or dividends

Romania- Romania has at present 59 conventions enforcedhdoavoidance
of double taxation. The negotiations of such convestiare carried on at a
time of change of Romanian fiscal legislation, aimeddapting its provisions
to the demands of the market economy and its harmomseaith the EU

legislation. The provisions of the Convention on thevidance of double
taxation are prevalent over the provisions of the &uam legislation on the
taxation of incomes derived from Romania by non-residegal and physical
entities in Romania. This is the reason why, gelyertdxation quotations



lower than those of the local legislation are negedan the fiscal agreements,
in order to encourage the flow of capital, labour formed advanced
technology. The adopted fiscal solutions vary from ooentry to another,
according to the each country’'s own legislation prowsiand the objectives
set for the economic and scientific cooperation, mameconstruction site, a
development, assembling or installation project, or gi@ng supervision
activities become a permanent activity and are subjetdxation for the profit
achieved, provided its time of activity is no less tlgato 24 months. In the
meantime, the supply of services, including consultingices\by an enterprise
using its own employees or other persons the respeetierprise has
employed for the said purpose becomes a permanent aptivifided its time
of activity is no less than 6 to 12 months. All incootgained as dividends,
interest and dues is provided for as subject to taxalsonirathe country they
are paid from, at the origin, namely, quotations varfiiog 5 to 15% applied
to the gross amount of such income. For all interesivetk from a loan
granted and guaranteed, either direct or indirectly, byGbeernment of a
contracting state, by its political subdivisions, locauthorities, its
administrative-territorial units, by the national @entral banks of the
contracting states, a tax exemption was generally gedvior. Profits obtained
by transportation enterprises from operating ships ofcrafts in the
international traffic are subject to taxation omithe state of the transportation
enterprise’s actual headquarters or residence. The Qamme&enon the
Avoidance of the Double Taxation also settle the isgumxation of incomes
achieved as salaries derived by a Contracting Stasident from any activity
carried on independently as a doctor, a lawyer, an eagia dentist and an
accountant on the territory of another Contractingte&Stof those achieved as
scholarships granted to students who are residents oht&aCting State and
who are currently studying on the territory of the ot@entracting State, as
well as certain exemptions granted to them provided #neycarrying on a
remunerated activity in the country they are studyingoih,the incomes
obtained by teachers and researchers residents ofiteaCting State for their
activity in the other Contracting State, of the imas from artistic or sports
activities, as well as the way of taxation of trapital and of the earnings
derived from the use thereof.

Russia - lte taxation system of the Russian Federation (takegs, levies,
and other payments) is governed by legislative acts,aphyrthe Law of the
Russian Federation No 2118-1 of 27 December 19%hefrinciples of the
Taxation System of the Russian Federationthe Russian Federation there
are the following kinds of taxes: federal taxes, reditamees and local taxes.
Federal taxes are collected over the entire territmryRussia.Individual
Income taxis regulated by thd.aw on Income Tax of Natural Persons
adopted on 7 December 1991. Income tax is collected frometigent and
non-resident natural persons. Individual incomes of thesin federation
residents received outside Russia are subject to tax&tmount of individual
income taxes paid by the Russian Federation residents tinelelaws of
foreign countries is taken into account if an individuabvyides a receipt
certified by appropriate tax authorities of a respedtveign country. Pursuant
to theDecree of the President of the Russian FederatioriBD40f 25 May



1994 on Some Issues of the Taxation Paliagft laws have been submitted to
the State Duma to improve the taxation system. Ungeset draft laws tax
benefits enjoyed by small enterprises, which are pketnfrom the profits tax
for the first two years of their operations, wilsalbe granted to enterprises
with foreign investments engaged in production activity.

IV. LEGAL FRAMEWORK FOR THE AVOIDANCE OF DOUBLE TAATION

9. The brief overview of national taxation regimeshie BSEC countries constitutes
certain differences in tax laws, non-compliance of iedplpractices, putting
taxpayers in more burdensome condition and implies thatesiic policies
towards taxation and potential risk of multiple taxats@niously distorts, hampers
and even precludes expansion of business and investménésregion.

10.Transparency and harmonisation of tax systems, ak asetheir adequacy to
international standards are among the measures thatonéybute to encourage
and increase business activities in the BSEC regibithws one of the main goals
of the process of the Black Sea Economic Cooperation.

11.0ne of the essential component of tax legislaturedagithe double taxation is
intergovernmental bilateral agreements or conventi@ggilating the issues of
taxation.

Bilateral Agreements

12.Most bilateral intergovernmental tax agreements byo&mllow principles and
provisions of the OECD Model Treaties providing foraefrom double taxation
by means of setting on a uniform basis the most campmnoblems which arise in
the field of multiple taxation, generally defined as isijon of comparable taxes
in two or more states on the same taxpayer in respettie same income for
identical periods.

13.The following is the list of the bilateral ConventglAgreements on avoidance of
double taxation on income and capital between the BB&dicipating States as
communicated by the national delegations:

Armenia and Bulgaria (in force since 1.12.1995)

Armenia and Ukraine (in force since 25.11.1996)
Armenia and Romania  (in force since 25.08.1997)
Armenia and Russia (in force since 17.03.1998)

Azerbaijan and Turkey
Azerbaijan and Russia
Azerbaijan and Ukraine

Georgia and Azerbaijan (in force since 11.11.1997)
Georgia and Romania (in force since 12.06.1998)
Georgia and Ukraine (in force since 15.10.1997)

Greece and Romania (in force since 1.01.1996)



Greece and Bulgaria (ratified by Greece but not edtifly Bulgaria)
Greece and Albania (under the process of ratification)

Romania and Albania (in force since 20.10.1995)
Romania and Bulgaria  (in force since 12.09.1995)
Romania and Turkey (in force since 15.09.1988)

The agreement between Georgia and Armenia is signedtandh&rastate
procedures are finished will come into effect.

Treaties between the countries below are still unggotiations:

Greece and Armenia
Greece and Georgia
Greece and Moldova
Greece and Russia

Greece and Ukraine

14.Double taxation treaties contain detailed provisiongyded to eliminate or relieve

V.

double taxation in respect of income of different typHEse aim is either to tax
income in one country only or, if both countries th& income, to ensure that the
aggregate amount of tax imposed by the two countries tegsiiould not exceed
the amount of tax payable in the country with the higtlearge to tax. Under
double taxation agreements, business profits are taxgddhe country in which
the enterprise is situated. Where the enterprise saote business through a
permanent establishment situated in the other comgacbuntry, tax is levied in
the other country on so much of the profits as ishati@ble to or derived by the
permanent establishment in the country where the pembaestablishment is
situated. And finally, under most double taxation agreesngmofits from shipping
and air transport operations in international tradfie taxed only in the country
where the management and control of the enterpresesigised.

ROLE OF INTERNATIONAL ORGANISATIONS AND MULTILATERAL
INSTRUMENTS

15.Organisation of the Black Sea Economic Coopera(@8EC) -The meeting of

the BSEC ad hoc Working Group of Experts on theidanze of Double
Taxationwas held in Chisinau, 8-9 February 1995. The meeting disconsgative
effects of double taxation on economic activity mainlindustrial sector and the
importance of stable tax legislation for decisions mate investments. The experts
recommended the participating states to increase tffieitsein modifying their
domestic legislation in order to avoid double taxatiogfeRing to the matter that
not all the participating states have concluded bilatagieements on the
avoidance of double taxation, enforcing this processvamdh will encourage
economic activities in the region. At the same twinde the bilateral approach will
continue to play a major role in the future, the comsiden of possibility of
multilateral framework of the BSEC is pertinent in tigh the development of the
Black Sea Economic Cooperation.

16.0Organisation for Economic Cooperation and Developm@OECD) - the

international organisation which deals with globa¢inational trade problems and
observes international taxation matters with spefdals on double taxation



17.

18.

VI.

issues. It has elaboratédodel Double Taxation Convention on Income and
Capital (1992) which serves as a basis for almost all theebdlhtreaties and
conventions explaining all the components of the agee&mincluding general
definitions, income from properties, business profitsipgng and transport,
associated enterprises, dividends, interest, royadtsgstal gains, independent and
dependent personal services, persons and annuities aéitimiof double taxation,
non-discrimination, mutual agreement procedures, exchangéonation, entry
into force, termination, etc. At the same time, asolution, the Convention
provides for both the credit method and the exemptiomaadetin the course of
bilateral negotiations, the contracting states mayfapeither of the two methods.
The Convention is widely used in double taxation treagotiations.

Council of Europe together with the Organisation for Economic Coopenasind
Development Council of Europe has elaborated and signeitateudl Convention
on Mutual Administrative Assistance in Tax Mattensered into force on 1 April
1995 This treaty allows the Parties - the member Statéke Council of Europe
and the member countries of OECD, to develop, on comimondations and
respecting the basic rights of taxpayers, extensive regtrative cooperation
covering all compulsory taxes, with the exception oft@us duty. The types of
assistance are varied, covering the exchange of iafeym between Parties,
simultaneous tax examinations and participation in xaxm@ations carried out in
other countries, the recovery of taxes due in othetidBaand notification of
documents issued in other Parties. Moreover, any 8tiateng to accede to the
Convention may tailor the extend of its obligatiolng,virtue of a detailed system
of reservations expressly provided for in the textaly restrict its participation to
certain types of mutual assistance or to assistanoenimection with certain taxes.
This enhanced mutual assistance is intended to help tdmbavasion, and is
accompanied by safeguards to protect tax-payers, wheatheidual or corporate,
and national economies. Thus a Party may refuse to simfgiynation when this
would mean divulging trade, industrial or professional secret to provide
assistance in connection with a tax which it regaadsincompatible with the
generally accepted principles of taxation. Moreover, egiidin of the Convention
may not restrict the rights and guarantees accordediitoduals by the law of the
assisting state. There are strict rules covering ¢beesy of information obtained
in application of the text.lt((is noteworthy to say that none of the BSEC membe
countries who are at the same time the membetseo€ouncil of Europe or the
OECD have signed this Convention).

The United Nations - The UN Model Double Taxatioon@ntion between
Developed and Developing Countrigd979) and theManual for the
Negotiations of Bilateral Tax Treaties between Deped and Developing
Countries The Convention contains articles and provisionsewfit from the
OECD Model Convention regarding problems and conditionsdefeloping
countries.

CONCLUSIONS

19.The desirability of promoting greater inflows of foreignvestment in the Black

Sea countries, as well as promotion of activitiesbo$iness communities and
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private sector for consolidation of the Black Sea Booin Cooperation process
under conditions that are politically acceptable as agettconomically and socially
beneficial has been adequately emphasised in the BSE@ndats at different
levels?!

20.The Parliamentary Assembly of the Black Sea EconoBuoperation in its
Declaration on the Fifth Anniversary stressed “tdl Bupport to the actions
undertaken by the BSEC in order to forge closer econaomperation in the
area” by participating “in major multilateral projectsch as the harmonisation of
legislation of the Member Countries by putting into piceclaws and regulations in
the fields of foreign trade regimes, banking and finams@stment protection .....
to expand multilateral economic cooperation and graduatigbésh the BSEC
Free Trade Area .... duly observing the obligationsawvigs the European Union,
World Trade Organisation and other international insémish

21.The prevention or elimination of double taxation throbgateral double taxation
agreements is a significant component for the exparsidree flow of foreign
private capital and investment which plays an importanmplementary role in the
economic development process in the region.

22.Bearing in mind the imperatives of the BSEC Summit &mtions to facilitate
economic growth, and to further promote process of bssiaad investment, the
deep necessity for urgency to conclude (if not yet dopbeisteral double taxation
agreements between the BSEC member countries getisyprior

23.Along with the bilateral agreements on the double tamatultilateral mechanism
may be considered. This recommendation was initiajethé® BSEC WG in 1995
and now is repeated by the national delegation of R@marnheir contribution to
this Report proposing that it would be necessary to adach convention on
mutual assistance on taxation and the exchange ofmatam, as well as on the
assistance in recovering the sums due to the public butigetuld be presumed
that bilateral measures could become no longer suffigenthe Black Sea
Cooperation develops in order to meet the needs of the@iiry and to protect
taxpayers effectively removing tax barriers whichnmany ways may prevent
development of business and investment in the BSEC mesint

24.The idea to create a multilateral tax treaty is r@t i international practice. In
some regions, a multilateral tax treaty has acquiredfisgrce, for instance in the
Nordic region, in the former COMECON region in East&urope and among
Caribbean states. Drafts for a multilateral taxtyreeere prepared in the past by
the League of Nations, EFTA and in 1968 also by the EEC.

25.1t appears that certain tax barriers should be addresstedynbilateral but by
multilateral agreements. For example, bilateral tesatio not cover triangular

! The Istanbul Declaration of 25 June 1992; StatementeoBtitharest High Level
Meeting of 30 June 1995; Moscow Declaration of the Headtaté or Government of
25 October 1996; Yalta Summit Declaration of 5 June 1998; iDesisand
Resolutions of the BSEC Meetings of the Ministersafeign Affairs.



11

situations, i.e. when a taxpayer becomes potentiaflest to tax in more than two
countries. For example, there is a risk of double on exiple taxation where a
taxpayer resident in one country participates in a pasttieein a second country,
and this partnership receives dividends or interest fileenthird country. This
situation shall be inevitable as a BSEC process develad the BSEC Free Trade
Area gradually establishes.

26.A multilateral treaty could be an effective step to Hartthe harmonisation of
international taxation within the BSEC region der&-term objective on the long
way to the integration of the BSEC region into the dpgan and the world
economy.



