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Corporate income tax:
evolution, problems and possible solutions

Abstract. Corporate income tax is one of the most important taxes in acquiring government revenue and fiscal regulation of
economic activity. Corporate income tax in Ukraine has low fiscal and regulatory efficiency. The methods of corporate taxation used
in Ukraine are constantly changing. Many of those changes have not had a positive influence on taxation and economic growth
because the equilibrium between interests of the government and taxpayers is not maintained. The aim of this paper is to identify
existing problems and propose ways for improving the taxation of corporate income in the context of balancing the interests of
taxpayers and the government. Historical and trend analyses were used as methods in this paper.

The process of evolution of corporate income taxation in Ukraine can be divided into several stages, each of them having an
influence on income taxation.

At the first stage, the object of income taxation changed several times during the year in order to increase the fiscal efficiency of
the corporate income tax. It caused a negative reaction from businesses, and as a result many businesses moved into the shadow
economy of Ukraine.

At the second stage, a large number of tax exemptions and exceptions were applied. Most of the exemptions and exceptions
were given for special interests without proper controls, and were not meant to stimulate investment. These benefits were granted
for an unjustifiably long period, and the excess profits derived from this preferential taxation were not directed at reinvestment in
industries, but were distributed among the new owners. As a result, outdated technological structures were not improved. This is
one of the reasons why they are not competitive today, both internationally and in the domestic market.

At the third stage, various types of tax incentives were regularly introduced. Their introduction was for a period of short duration. In
particular, preferential mechanisms of income taxation for special economic zones, priority development areas, and technoparks
were designed. On the whole, the idea of preferential taxation of these entities was aimed at stimulating economic development in
depressed regions and boosting economic innovation. Despite the fact that this idea had had success in many developed countries,
it did not work in Ukraine, mainly due to the fact that those who had income tax exemptions used them for the construction of tax
evasion schemes.

Between 2010 and 2014, the tax base moved closer to being calculated on financial results according to accounting data, and
revenues and expenses began to be recognised on the accrual principle. Despite significant progress in changing the object of
income taxation, the system of income taxation which was in force at that time retained significant differences relevant to the
taxation of income from securities transactions, taxation of banking institutions, insurance companies and collective investment
institutions. At the beginning of 2015, the mechanism of accrual and payment of income tax changed radically again. Today, taxes
are determined according to data of financial accounting in accordance with the National Provisions (Standards) of Accounting
(P(S)A) or International Financial Reporting Standards (IFRS). However, a number of differences were identified between the two
methods of accounting to which the object of income taxation has to be adjusted (tax adjustments that may increase or decrease
the object of corporate income taxation).

The changes in corporate income taxation did not take into account the necessity of a balance of interests between the government
and taxpayers. In general, those changes were made to increase fiscal efficiency. It is necessary to improve the mechanism of
corporate income taxation to find the equilibrium between the interests of the government and taxpayers. It could be possible if the
government develop a long term economic strategy based on the welfare economic theory.
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OOKTOP EKOHOMIYHUX HayK, AOLEHT, npodhecop kadeapu iHaHciB,

KuiBCbKUIA HaLiOHaNbHWI EKOHOMIYHWIA YHiBepcuTeT iMeHi Baamma leTbmaHa, Kuis, YkpaiHa

Mpockypa K. .

[OKTOP EKOHOMIYHMX HayK, AOLEHT, npodecop Kadeapun ayauTy,

KuiBcbKUiA HauioHanNbHUIA EKOHOMIYHWI YHiBepcuTeT imeHi Baavnma letbmana, Kuis, Ykpaina

MopaTok Ha NpubyTOK NiANPUEMCTB: eBOosIoLif, NPo6yiemMu, MOXXJIUBI WIAXU BUPILLEHHA

AHoTauifA

CTtaTtTAa npucBAYeHa npobnemam po3BUTKY nogaTKy Ha npubyTok B YKpaiHi. Y cTaTTi BUKNageHo OCHOBHI eTanu esontouii
nogatky Ha NpuMbyTok B YKpaiHi Ta OKpecneHO OCHOBHI Npobnemu KOXHOro etany esontouii. BusHavyeHo Te, AK npobnemu
pO3BUTKY NojaTKy Ha MpMbYTOK Ha KOXXHOMY eTani BMAMHYNM Ha Cy4YacHUi cTaH dyHKUiOHYBaHHA NoAaTKy Ha npubyToK.
BuABneHo npuymMHM HM3bKOI hicKanbHOi Ta perynATopHOi ePeKTMBHOCTI NogaTKy Ha npubyTok, iX BNAUB Ha AMHaMiKy
36UTKOBOCTI yKpaiHCbKux nignpmemcTs. OBrpyHTOBaHO MOXIIMBI HANPAMM BMPILLEHHA NPo6nieM y cdepi crpaBnAHHA NOAaTKY
Ha NpubyTOK NiANPMEMCTB.

KntoyoBi cnoBa: npubyTok; nogaTtok Ha NpubyTok; noaaTtkosa 6a3a; nogaTkoBa cTaBKa.
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Hanor Ha npu6binb NpeanpuATUA: 9BONIOLMA, NPO6ieMbl, BO3MOXXHbIE MYTU peLIeHnA

AHHOTaumA. CTaTbA noceALleHa npobnemam passuTUA Hanora Ha Npubbiib B YKpanHe. B ctaTbe NpeacTaBneHbl OCHOBHbIE 3Tanbl
3BOSIOLMM Hanora Ha Npubbinb B YKpavHe 1 o4epyeHbl OCHOBHbIE NPO6neMbl Ha KaxkaoM dTane asonoumun. OnpeaeneHo To, Kak
npo6nemMbl pa3BUTUA Hanora Ha NPUBbINb Ha KaXX,A0M 3Tane NoBANANN Ha COBPEMEHHOE COCTOAHME Hasnora Ha Npubbisib. BbiABNEHbI
NPUYMHBI HU3KOWN PUCKANBbHOW U perynAaTopHon adheKTMBHOCTU Hanora Ha npubbinb, UX BAUAHWE HA AVNHAMUKY YObITOYHOCTU
YKpanHcKmx npeanpuATuii. O60cHOBaHbI BO3MOXHbIE MyTW peLlueHnA npobnem B cdrepe B3VMaHWA Hanora Ha npubbinb.
KnioueBble cnoBa: npubblinb; Hanor Ha Npubbinbk; Hanorosaa 6as3a; HanorosanA cTaBKa.

1. Introduction

Corporate income tax is naturally a key tax in the formation
of tax systems in most countries. It is an indicator of profitabi-
lity and economic activity of the corporate sector of an economy
and reflects the state of a country’s economy as a whole. In re-
cent years, Ukraine has faced a noticeable drop in the share of
corporate income tax in total tax revenues due to objective rea-
sons, such as economic and political crises, military operations
in the east, and the annexation of the Crimean peninsula, and
subjective reasons, such as imperfect tax legislation and tax ac-
crual mechanisms, a tendency of the corporate sector to engage
in tax evasion, and attempts to reduce the tax base both by le-
gal and illegal means. Given the significant role of income tax in
the formation of revenues and the need to improve the fiscal and
regulatory efficiency of the tax, the analysis of problems related
to taxation in Ukraine and the search for ways to increase its ef-
ficiency has become an extremely important field of research.

The methods of taxing corporate income in Ukraine are
constantly changing. The changes are aimed at improving and
simplifying calculation methods, procedures of reporting, and
payment of taxes, as well as at reducing the workload on ac-
countants. However, these changes have adversely affected
the quality of the calculations of tax liabilities, and have led to
mistakes in its calculation because tax legislation is open to
ambiguous interpretations, which have increased the number
of lawsuits brought by taxpayers against tax authorities based
on the results of tax audits, illegal additional tax accrual by the
tax authorities, leading to a negative attitude of taxpayers to the
regulator. In addition, this instability in income taxation to some
extent suppresses business activity in Ukraine (both domes-
tic and foreign), thereby preventing effective planning of finan-
cial flows, profitability, return on investment projects and busi-
ness decision-making. Finally, constant changes in methods of
income taxation negatively affect income tax revenue, and the
presence of unequal conditions of taxation creates conditions
for an increase in tax evasion. In this context, it is important to
study foreign experience related to income taxation and to as-
sess the capability of its implementation in Ukraine.

2. Brief Literature Review

Various aspects of income taxation are reflected in resear-
ches conducted by domestic and foreign economists. Features
of the formation and development of income tax in Ukraine are
represented in the work by A. Sokolovska (2004) [1]. Effects of
income tax on the decisions of investors and entrepreneurs are
reflected in the works by A. Sokolovska and |. Maiburov (2011)
[2], and A. Krysovatyi (2005) [3]. Effects of income tax on mac-
roeconomic indicators are examined in the works of R. Dennis
(2004) [4], J. Diamond and A. Viard (2008) [5], C. Favero and
F. Giavazzi (2009) [6], J. Gravelle (2014) [7], Ch. Huang and
N. Frentz (2014) [8], and A. Laffer (2004) [9]. The need of cor-
porate tax reforms was justified in articles written by M. Sulli-
van (2011) [10], W. Davis (2014) [11], and D. Shaviro (2014) [12].
Possible ways to improve tools of corporate taxation were rep-
resented by Jane G. Gravelle (2011 and 2012) [13; 14], Mer-
tens, K. and M. O. Ravn (2013) [15].

Most studies have a unilateral nature. They reflect the im-
pact of income tax on both the payer and the macroeconomic
situation. In modern conditions, there is a need for a thorough
study of how to optimise the impact of income tax on revenues
considering the behavior of taxpayers.

3. The purpose of this paper is to identify existing prob-
lems and propose ways to improve the taxation on corporate
income in the context of balancing the interests of taxpayers
and the government.

4. Results

Choosing the best mechanism relevant to the taxation on
corporate income can be seen as a process of balancing the in-
terests of the taxpayer and the state. States, behaving like ra-
tional economic agents, try to maximise income in the form of
income tax. Taxpayers, wishing to maximise their income, will
seek to reduce costs, including tax cuts. Hence, the basic in-
terests of the taxpayer and the state are diametrically opposed,
and in order to balance them it is necessary to find a compro-
mise. When defining an income taxation mechanism, the state
should take into account that such a mechanism should be ac-
ceptable to the taxpayers in terms of the possibility and feasibi-
lity of further development of their businesses. Business deve-
lopment is beneficial for the state because in the long run it will
mean an increase in tax revenues by expanding the tax base.
For taxpayers, income taxes should not be burdensome. An in-
come tax is not onerous if the taxpayer does not consider it to be
a threat to his livelihood. This can be achieved both by moderate
taxation of income and by the compensatory mechanisms of the
state. The taxpayer must be sure that the state uses funds paid
through taxes in order to increase the social welfare of all citi-
zens, not just the wellbeing of government employees. This as-
pect is essential for Ukraine in searching for directions to im-
prove income taxation mechanisms. Given the peculiarities of
Ukrainian development, sometimes even the implementation of
reforms using the best of international experience may not work
if the recipient’s macroeconomic environment differs significant-
ly from the donor’s macro environment.

The process of the evolution of income taxation in Ukraine
can be divided into the following stages.

The period of 1992-1994. It was a period of chaos. Income
taxation changed several times within one year: gross revenue
in the first quarter, then profit, and then the gross revenue again.
Those changes were conditioned by the need to fill the bud-
get at any cost. Hyperinflation, barter, and breaks in the econo-
mic ties between former Soviet republics virtually destroyed the
Ukrainian industrial sector at that time, whereas the small busi-
ness sector had not been formed yet. At the time when enter-
prises tried to survive in those difficult conditions and did not
have much profit, the government decided to tax their income.
This is a typical example of irrational behavior by the state when
the need to maximise income does not take into account long
term consequences. The result was the growth of the shadow
economy. It should be noted that the shadow economy was not
a new phenomenon brought about by the capitalist readjust-
ment at that time. The shadow economy existed in the Soviet
era, but in slightly different forms [16]. After the collapse of the
Soviet Union, only this sector of economy started to grow, but
the unofficial (shadow) sector increased faster than the official
one. This was due not only to poor quality of controls instituted
by the state, but also by the inability of small businesses to pay
the amount of tax based on profit, which had been established
by the state, as tax rules for small businesses were identical to
those of major taxpayers with greater access to capital. In fact,
it was the state itself in the period of 1992-1994 that set the pre-
conditions for the growth of the shadow economy.
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The next stage of transformation of income tax was in the
years 1994-1998. During that period, a large number of tax
exemptions and exceptions were applied. It should be noted
that most of the exemptions and exceptions were misused,
and they were not meant to stimulate investment. There was a
widespread practice of granting privileges to certain industries
or even individual taxpayers. Such measures from the govern-
ment were aimed at saving individual companies or industries
(mainly the mining, metallurgical and machine building indus-
tries). Of course, this decision was not purely economic; it had
a political character. Groups of deputies in Parliament, sup-
ported by owners of businesses, were recipients of the bene-
fits of their legislative actions. Overall, some specific privileges
should not be characterised as solely negative. If these bene-
fits are short-term, they may be an alternative to direct budget
subsidies. However, as practice showed, these benefits were
granted for an unjustifiably long term, and the excess profits
derived from this preferential taxation were not directed at up-
grading industries, but were distributed among the new ow-
ners. As a result, there was a preservation of outdated techno-
logical structures in these areas. That is why in modern con-
ditions they are not competitive both internationally and in the
domestic market. High energy needs in production make their
products uncompetitive.

The next stage of income taxation development took place
between 1998 and 2010. During that period, there was a radi-
cal change in the methodology of income taxation. The tax base
was calculated as a difference between gross revenue and
gross expense. Gross expenses were restricted. They were re-
defined each year. The size of income before taxes done for tax
accounting was never equal to the true value of the financial re-
sults. In fact, taxpayers conducted two types of accounting: fi-
nancial accounting and tax accounting. The difference between
the two forms was so great that accounting lost meaning in de-
termining the real income. Moreover, legislation at that time re-
quired proper accounting, but did not define the mechanism of
applying penalties when accounting was improper. During that
period, various types of short-term tax incentives were regular-
ly introduced. In particular, preferential mechanisms of income
taxation for special economic zones and priority development
areas and technoparks were designed. On the whole, the idea
of preferential taxation of these entities was aimed at stimula-
ting economic development in depressed regions and boosting
technological innovation. Despite the fact that this idea had had
success in many developed countries, it did not work in Ukraine,
mainly due to the fact that it was used for the construction of tax
evasion schemes.

Despite the desire to create the illusion of support for busi-
ness development by reducing the tax burden, the state resor-
ted to outright fiscal measures that were not conducive to such
development (in particular, the mechanism of depreciation). It
should be noted that in the mid 1990’s the depreciation of fixed
assets in the Ukrainian industrial sector reached 50%, and it
was 68% at the end of 2013, and even 80% in some other sec-
tors of the economy [17]. In such a situation, the mechanism
of depreciation accrual was aimed at a renewal of fixed assets.
However, the mechanism of depreciation which was in force at
that time did not contribute to it. In particular, P(S)A No. 7 «Fixed
Assets» envisaged the possibility of using five methods of de-
preciation, the practice of which allowed the determination of
the true cost of production. However, in practice most taxpayers
calculated depreciation by the tax method, which only made it
possible to legally reduce the value of taxable income and did
not ensure the proper use of depreciation. Although theoretical-
ly the possibility of using accelerated depreciation was provi-
ded, financial resources from its use were directed primarily to
working capital replenishment. Furthermore, although the law
prohibited the government from seizing depreciation charges of
companies, in 1999 in Ukraine the so-called depreciation tax
was used, by which 10% of depreciation charges of enterprises
had to be transferred to the government. This measure did not
stimulate improvement in fixed assets, since it was necessary to
transfer the depreciation tax to the state. Later the depreciation
tax rate was lowered to 6%. Finally, the tax was abolished, but
the negative impact it had implemented was complete. There
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was a decrease in the residual value of fixed assets and the rate
of depreciation became critical.

During the same period, there was a catastrophic growth of
losses among domestic enterprises. In 1995, 20% of Ukrainian
enterprises were unprofitable, then 33% in 1996, 50% in 1997,
and more than 50% in 1998; the administration of income tax
could not claim a high fiscal efficiency. In practice illegal me-
thods of dealing with the unprofitability of enterprises were used.
For example, tax officers simply did not accept timely declara-
tions in which losses were declared. Acceptance of declarations
was carried out after the balance sheet date with the tacit con-
sent of the taxpayer. As a result, taxpayers declared losses (but
hypothetically late) and the Tax Administration reported the re-
duction of unprofitability (because the report did not reveal dec-
larations accepted after the reporting date) and reported fines
(since a late filing led to payment of a fine). However, such mea-
sures could not serve as a basis for solving the problem; there-
fore in 1999 a Presidential Decree introduced a simplified sys-
tem of taxation, accounting, and reporting. Such a measure pro-
vided two positive effects. Firstly, conditions for self-employment
were created, since the simplified tax system was indeed sim-
plified for individual entrepreneurs. Entrepreneurs were to pay a
single fixed tax and maintain a minimal form of accounting that
was possible without a professional accountant. That helped to
reduce unemployment and had a positive impact on the main
macroeconomic indicators in terms of employment and the de-
velopment of small enterprises. The second positive result was
a reduction in the number of unprofitable enterprises. During the
introduction of this simplified tax system, tax officers strongly
recommended unprofitable enterprises that fell under the crite-
ria of a small business to go from the general to the simplified ta-
xation system. A single tax for legal entities that were on the sim-
plified system of taxation represented a version of the turnover
tax, for it was set as a percentage of revenue. During the years
1999-2011 there were small changes in the mechanism of le-
vying the single tax; they mainly concerned groups and rates for
legal entities, and also features of payment of fees for compul-
sory pension and social insurance (later, the unified social tax).

In general, the implementation of the simplified system of
taxation, accounting and reporting cannot be considered to be
solely negative. It had its positive effects. However, the long-
term existence of this alternative tax regime made it not on-
ly a tool to minimise income tax but also had a positive im-
pact on other taxes. This reduction in fiscal tax efficiency and
its low regulatory effects caused further stages of reform in in-
come taxation.

In the years 2010-2015, taxation reached its financial result
according to the accounting data, revenues and expenses be-
gan to be recognised on the accrual principle. After 2011, a new
tax code was implemented in Ukraine which defined new ap-
proaches to corporate income tax from gross revenue and gross
expenses that were formed on the basis of the first events, elimi-
nating the need for a business to report pre-paid revenue as in-
come. It should be noted that such changes of the methods did
not substantially influence the amount of tax revenue, which at
that period of time fell constantly due to the deepening economic
crisis and corruption processes taking place within the country.

The list of dual-use costs (which were included in the object
of taxation under certain conditions) was revised. For exam-
ple, voluntary contributions to insurance (including private pen-
sion provision) of employees could not exceed 25% of the wage
fund; warranty costs, clothing and footwear, insurance and so
on were taxed in a limited way. Restrictions on different types of
costs significantly increased the fiscal effectiveness of income
tax, but limited the implementation of its regulatory capacity.

Despite significant progress in changing the order of deter-
mining income taxation, the system of income taxation which
was in force at that time retained significant differences in the
taxation of income from securities transactions, taxation of ban-
king institutions, insurance companies and mutual funds. The
procedure of taxation of insurance companies provided that they
did not pay tax on income, but they did pay tax revenue at the
rate of 0% on transactions with long-term life insurance and at
the rate of 3% at the implementation of other types of insurance.
Thus, a difference between the taxation of insurance companies



and taxation of other taxpayers was formed, which led to the
emergence of a large number of bogus insurance companies
that were used in schemes of tax evasion. A similar situation
exists in the development of joint investment institutions. Income
accumulated in mutual funds was not taxed, and it was possible
to withdraw the funds by paying dividends to individuals, which
incurred a tax rate of only 5%, without paying advance contribu-
tions on income taxes. In fact, mutual funds were a type of tax
haven in the country, which allowed the majority of construction
companies and banks to legally declare losses for years promp-
ting an increase in the number of mutual funds.
Starting on January 1%, 2015, the mechanism of accrual
and payment of income tax changed radically again. The base
of income tax is now determined according to data of financial
accounting in accordance with the National Provisions (Stan-
dards) of Accounting (P(S)A) or International Financial Repor-
ting Standards (IFRS). However, a number of tax differences
have been identified, to which the object of income taxation has
to be adjusted (tax adjustment that may increase or decrease
the object of corporate income taxation). These tax differences
are divided into 3 groups: differences arising from the deprecia-
tion of fixed assets, differences arising during the formation of
reserves (provisions), differences arising from the implementa-
tion of financial transactions [18]. As in previous years, most of
the differences are related to financial transactions.
The amount of time allowed for the reporting of income tax
was increased, which is definitely a positive change. However,
monthly payments of advance contributions are still required,
and with the new rules, the presence of losses in one of the
quarters does not exempt a business from the obligation to pay
advanced contributions. This mechanism of income tax payment
by advance contributions is very difficult for domestic enterpri-
ses. Therefore, enterprises with an annual income exceeding
20 million UAH (approximately 800,000 Euros), are required to
pay a monthly tax by advance payments in the amount of 1/12
of the income tax paid in the previous year. If there is a decline in
income, the tax overpayments are not returned to the business,
but considered as taxes paid forward into the next. This mecha-
nism of income tax payment leads to the drain of working capi-
tal within from Ukrainian enterprises and a deepening crisis of fi-
nancing their activities. This problem was solved in 2016, but all
the companies with an annual income exceeding 20 million UAH
have to pay corporate income tax every quarter.
How the new system of income taxation in Ukraine will work
and what risks may lower its fiscal efficiency can be predicted
based on the systematisation of the main drawbacks and ana-
lysis of the causes of their emergence. In general, the practice
of payment of income taxes by enterprises indicates the pre-
sence of the following major problems:
¢ there is a large share of unprofitable enterprises (including
those with artificial losses);

e there exist unequal conditions of taxation for different tax payers,
resulting in lower fiscal efficiency of income tax (Figure 1);

e there is a need to pay advance payments of income tax even
if a certain entity has no income.

The share of unprofitable enterprises consistently is in the
range of 40%. Such unprofitability is often artificial, since enter-
prises cannot work at a loss year after year without end. Arti-
ficial losses were made possible by the regulations between
1998 and 2010, when income and expenses included advan-
ces. Another reason is the parallel existence of the simplified
system of taxation. Businesses actively use single taxpayers to
minimize their own taxes. The third reason, as stated above, are
other modes of income taxation for insurance companies and
mutual funds. This allowed them to minimise their tax liability.
After the reform of 2010 (the introduction of the Tax Code, which
changed the approaches to income taxation by abolishing the
methodology of «gross income — gross expenses» and the ear-
lier regulations) the share of unprofitable enterprises began to
decline. The situation worsened in 2014-2015, but that was not
due to the technical features of calculation and payment of in-
come tax, but due to the worsening of the economic and politi-
cal situation in Ukraine.

As noted above, the parallel existence of the simplified and
general tax systems and the presence of unequal conditions
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Fig. 1: Ratio of income tax productivity in Ukraine 2002-2015
(amounts of overpayments on income tax are not excluded)

Source: Compiled by the authors according to data
from the State Fiscal Service of Ukraine

for different payers of income tax negatively affect the fiscal ef-
ficiency and productivity of income tax (Figure 1).

As seen from the graph, the coefficient of tax productivity
has a mixed trend. The general trend also shows that tax chan-
ges in 2010 positively affected the fiscal effectiveness of income
tax, which began to decline in 2014-2015 because of military
operations in the east of the country. However, the schedule
has other features, including a sharp increase in the coefficient
of tax productivity of income tax in 2005-2006, and a trend ac-
cording to which in the number of years the coefficient of tax
productivity was greater than one, although with the presence
of tax exemptions and exceptions it should always be less than
one. This situation was caused by the practice of the advance
payment of income tax. Such payments were required from
companies for a long time informally (the law did not envisage
the obligation to pay advance payments), but with the necessi-
ty to fulfill indicators of budget revenues, tax officers persistent-
ly asked taxpayers to pay income tax in advance. Since 2012,
the practice of advance payments for income tax has been le-
galised, but its informal component continues to operate today,
which leads to an increase in overpayments on income tax and
distortion of the real indicators of budget performance. If to ad-
just revenues from income tax to the budget to the level of over-
payments, the dynamic of the ratio of income tax productivity
would look as follows (Figure 2).

As can be seen in the graph shown in Figure 2, the coeffi-
cient of tax productivity of income tax did not reach the value
equal to 1 during any of the studied years. This means that the
fiscal effectiveness of income tax was raised only by administra-
tive methods without taking into account the interests of taxpay-
ers. In fact, over the years the state actually stimulated taxpay-
ers to evade income tax, forming a vicious circle: the state made
taxpayers pay advance contributions, since it lacked regular re-
venues from income tax, whereas taxpayers had to pay income
tax in advance in an amount which was determined by officers
of fiscal services based on the performance of the enterprise, so
taxpayers looked for ways to partially conceal their businesses,
adding to the shadow economy. Generally, a hybrid phenome-
non of shadow economy and gray economy has been formed in
Ukraine: one and the same entity carries out one part of its ac-
tivity officially, while the other part remains in the shadows [13].
Sometimes these two processes are so deeply entwined that
it is almost impossible to separate them. Owing to this, rami-
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Fig. 2: Ratio of income tax productivity in Ukraine 2002-2015
(amounts of overpayments on income tax are excluded)
Source: designed by authors according to the data
from the State Fiscal Service of Ukraine
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fied schemes of tax evasion, including income taxes, have been

formed. The reason a large share of Ukrainian enterprises ap-

pear unprofitable is not so much a result of inefficient manage-
ment, but the result of income tax evasion.

5. Conclusions

The results of this study reveal the key issues of corporate
income taxation in Ukraine:

¢ the imperfection and ambiguity in tax legislation provisions,
which leads to errors by accounting personnel in enterprises,
tax authorities exceeding power during tax audits, improper
calculation of monetary obligations and financial sanctions,
the emergence of a significant number of lawsuits on taxa-
tion issues, general decline of trust regarding regulators;

¢ the mechanism of income tax payment by advance contri-
butions, which leads to the drain of working capital in enter-
prises with a background of an overall shortage of available
financial sources for Ukrainian enterprises;

* a system of tax benefits on income tax which is ineffective,
causing a further shadowing, and illegal business lobbies
from some areas among legislative bodies and resulting in a
failure of the regulatory function of income tax in the imple-
mentation of state fiscal policies;

e a bad formulation of tax adjustments on income, the ab-
sence of transitional provisions for certain types of revenues
or expenses; inefficient and overly complicated approaches
to tax operations with non-current assets, securities, royal-
ties, certain activities (insurance, investment, charity).
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