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Introduction. Ukrainians are not only actively employed abroad nowadays, but also
participate in international movement of capital, goods and services. Personal income received abroad
by individuals — Ukrainian tax residents must be declared and taxed in Ukraine. At the same time, the
Ukrainian legislation stipulates that taxes paid abroad in the source country can be credited against
Ukrainian tax liabilities to avoid the double taxation of the personal income of taxpayers, in case the
Tax Convention on Income and on Capital is valid between Ukraine and the respective income source
country. However, in practice, usually it is impossible to apply the Tax Convention on Income and on
Capital as the official document confirming the individual’s taxable income and the amount of tax
paid abroad cannot be issued by the respective foreign tax authorities, or can be obtained in the
unacceptable format, or the document is obtained with a delay. As a result, individuals - the Ukrainian
tax residents may suffer because of double taxation of their foreign income in Ukraine. In the research
the specific changes in the Tax Code of Ukraine were proposed. In addition, the unification of tax
good standing confirmation was recommended based on significant changes in tax co-operation,
which includes also the automatic exchange of financial information in tax matters.

Analysis, study, research. Taxation of personal foreign income in Ukraine depends on the tax
status of the individual: tax resident or tax non-resident. Residents are liable for the personal income
tax and military tax on their entire worldwide income. Non-residents are liable for taxes only on their
Ukrainian sourced income.

A Ukrainian tax resident’s taxable income includes any income received or accrued in Ukraine
and/or abroad (e.g. employment income, dividends, interest, royalty, rental, investment income,
inheritance, etc.).
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Foreign income has to be included into the total annual taxable income of Ukrainian tax
residents and reported in the annual personal tax declaration. Income in foreign currency is
recalculated into UAH at the official exchange rate of the National Bank of Ukraine on the date of its
receipt. The declaration has to be filed with the Ukrainian tax office where the individual is registered
in Ukraine by 30 April of the year following the reporting year. Tax is due by 31 July of the year
following the reporting one. Payment must be made in UAH. The individual’s foreign income is
subject to an 18% personal income tax and 1.5% military tax.

How can taxes paid abroad be credited against Ukrainian tax liabilities? If the foreign income
has been taxed abroad by the source country, the Ukrainian tax due may be decreased by the amount
of tax credit allowed by an effective Tax Convention on Income and on Capital (Article 13.3 of Tax
Code of Ukraine) [1]. The Ukrainian resident taxpayer can officially apply for an extension of the
declaration filing deadline until 31 December of the year following the reporting year, if the
documents for claiming a foreign tax credit from a foreign jurisdiction are not available by the
standard Ukrainian filing deadline.

According to our research of real tax cases of Ukrainian tax residents, we determined that
despite the significant number of effective Tax Conventions on Income and on Capital signed by
Ukraine with other countries [2], sometimes it is impossible for individuals to obtain an official
confirmation of the amounts of taxable base and the tax paid abroad, issued by the foreign tax
authorities, in the format prescribed by the Tax Code of Ukraine. Unfortunately, the tax authorities of
some states will not issue this document, or will issue it only as a digital certificate (e.g. in Spain,
Italy, Switzerland, Germany, the UK, the USA and others). Also, obtaining of such certificate is
problematic for individuals in the Russian Federation. To date, such official confirmation of tax base
and tax paid abroad can be obtained in Czech Republic, Hungary, Belgium, Poland and some other
states, which is beneficial, particularly, for many Ukrainians working there. According to our research,
individuals — Ukrainian tax residents succeeded to obtain the official certificate with the required data
of income received and personal income taxes paid in Romania and some other European countries.
However, these documents were obtained with a significant delay, which caused the late filing of the
Ukrainian tax declarations and late tax payments in Ukraine.

How foreign tax systems eliminate the double taxation of personal income in the same
situation as described above?

We determined that in practice the tax authorities of many countries accept digital certificates,
copies of tax returns, salary certificates as a sufficient confirmation of the income taxed abroad. In this
respect, we recommend to follow the same approach in Ukraine and amend the Article 13 of the Tax
Code of Ukraine accordingly. To confirm the individual’s right for the credit of foreign tax in Ukraine
to avoid the double taxation in Ukraine, the Ukrainian tax authorities should also be allowed to accept
not only the official paper confirmation of the tax base and tax paid, issued by a foreign tax office, but
other kinds of documents (e.g., a copy of the filed foreign tax declaration, bank confirmation of tax
payment, foreign employer’s certificates, digital certificates of tax good standing, etc.).

Going further, we would propose to unify documents confirming the taxable base and the tax
payments of individuals in sight of better practical implementation of the Multilateral Convention on
Mutual Administrative Assistance in Tax Matters, which is building a new co-operative environment
worldwide, including, in particular, the EU and non-EU countries [3]. The unified official document,
confirming taxable income and personal income taxes paid abroad, would also be beneficial for
individuals in many states with respect to the implementation of Automatic Exchange of Financial
Account Information in Tax Matters [4,5].

We determined another problem where the foreign income of a Ukrainian tax resident has
been taxed by the source state with no effective Tax Convention on Income and on Capital with
Ukraine, and the credit of this tax against Ukrainian tax due is not allowed at all [1]. As a result, the
double taxation of that foreign income takes place in Ukraine. As this provision of Ukrainian law
causes double taxation of individual's foreign income in Ukraine, it is recommended to remove this
discriminating clause from the Tax Code of Ukraine. It is worth to mention that tax law of many
countries allows the elimination of double taxation in case of the absence of the respective valid Tax
Convention on Income and on Capital (e.g., in Poland).

Conclusions. Based on the analysis of the practice of crediting taxes paid abroad by
individuals against their personal income tax obligations in Ukraine, we have found the significant
problem with obtaining proper foreign tax documents confirming tax base and tax payments of
individuals in the foreign source states. In many European countries the obtaining of official
documents, issued by tax authorities, is impossible, or is only available with an unacceptable format.
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In addition, in some cases the required documents were obtained with a delay, and at high additional
costs. As a result, in practice the Ukrainian tax payers cannot use the effective Tax Conventions on
Income and on Capital and their foreign income is a subject for a double taxation in Ukraine.

Considering the determined practical problem of the foreign tax base and tax payment
confirmation, in our opinion, the mechanism of official tax base and tax payment confirmation should
be unified worldwide. The problem becomes vaguer for the implementation of the automatic exchange
of information in tax matters between jurisdictions.
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