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2.9.4. The personal income tax

Taxation procedure and conditions for personal incomes in Ukraine (including those of non-residents) are regulated by the Personal income tax Law of Ukraine No889- IV dated 22/05/2003 with supplements and amendments.

Taxpayers are natural persons, who are citizens of Ukraine, stateless persons or citizens of foreign states.

There are two categories of taxpayers distinguished in Ukraine:

· residents, who earn incomes originating from Ukraine and foreign incomes; and,

· non-residents, who earn incomes originating from Ukraine.

An income originating from Ukraine is any income earned by a taxpayer or added for his benefit from any kinds of activity on the territory of Ukraine, including, but not exclusively, in the form of:

· interest on debt liabilities issued by a resident;

· dividends added on by a resident, an issuer of corporate rights;

· incomes in the form of investment profit earned in transactions with securities and corporate rights issued in forms other than securities;

· incomes in the form of royalties, other fees for use of intellectual (including industrial) property received from a resident;

· incomes in the form of wages added (paid, granted) as a result of taxpayer’s labour activity on the territory of Ukraine;

· revenues from rent (leasing) of real estate in Ukraine; movables, when renter is a resident of Ukraine or when this property is used in Ukraine regardless if the renter is a resident of Ukraine or no;

· incomes from selling of real estate located in Ukraine;

· incomes from selling of movables if the fact of the owner replacement (selling of movables) is subject to state registration or/and notary’s attestation under the laws of Ukraine if the transfer spot of such property to the buyer is located in Ukraine;

· incomes from business undertakings as well as independent professional activity in Ukraine;

· incomes paid (granted) by residents in the form of winnings and prizes including lotteries (except for the state one); compationates, donations;

· incomes in the form of assets hereditary if the source of such assets payment is located on the territory of Ukraine; and,

· other incomes as fees and remunerations under civil contracts received by residents or non-residents if the payment source of such incomes is located on the territory of Ukraine regardless of the residence status of person, who pays them.

The legislation provides for three types of personal income tax rates:

· basic rate – 15% (till 1.01.2007 – 13%) of the taxation object; 

· reduced rate – 5%; and,

· double rate – 30% (till 1.01.2007 – 26%).

The basic rate is applied to all types of taxpayers’ incomes except for those types of incomes that imply reduced or double tax rates.

The tax rate is equal to 5% of the taxation object added by a tax agent, for:

· interests on current and deposit bank account (including a card account);

· interest yields or discount incomes from registered saving (deposit) certificates;

· interest on deposit (contribution) into credit unions in line with the law;

· investment income paid by a company managing joint investment assets in line with the law; and,
· income from mortgage certificate, those with fixed revenues in line with the law;

The double tax rate is applied to such incomes of taxpayers as winning or prize (besides state lottery in money terms) for the benefit of residents and non-residents as well as to any other incomes for the benefit of non-resident natural persons. 

There is also a 0% tax rate that is applied when one spouse inherits after another:

· real estate;

· movables, i.e. antiques, works of art, natural precious stones or metals, precious jewellery, vehicles or accessories;

· insurance compensations under insurance contacts concluded by the testator as well as sums deposited on the accounts of the testator under contracts of private retirement insurance; and,

· funds in cash and deposited on the accounts of the testator in banks and non-bank financial institutions including deposit certificates.

Charge and payment of tax

Charge, deduction and transfer into budget of personal income tax is realized by companies, institutions, organizations of all ownership forms and natural persons, who are entities of business undertaking that pay out incomes are so called tax agents.

Preferential taxation of natural persons

The specific of legislative regulation of preferences by the Personal income tax law of Ukraine is that they are widely spread throughout different articles of the law. It is worth to mention that one of the key changes within the mechanism of personal income taxation was cancellation of the non-taxable minimum income of citizens and introduction of tax social benefit since the 1st of January 2004. There is a group of persons, who are not subject to income tax, i.e. non-residents, who have diplomatic status and privileges and receive income directly from diplomatic or equate activity source of origin from Ukraine. 

Incomes that are not included into gross monthly or annual taxed income are specified in the same way. The law provides for certain preferences as to tax rates. A taxpayer is entitled to reduce an amount of monthly taxed income in the following cases:

· income originating from Ukraine;

· income comes from one employer;

· income received in the form of a wage.

The legislation sets certain social benefits different in sizes for different categories of population. Social benefit in the amount of one minimum wage is provided for all taxpayers.

Furthermore, the legislation provides for a list of incomes that are not subject to taxation as well as introduces a notion of tax credit, i.e. a natural person may receive pecuniary compensation from the state budget in the amount of certain costs incurred during the fiscal year.
Taxation of incomes of non-resident natural persons
Paragraph 9.11 of Article 9 of the Law No 889-IV is a special section that regulates taxation of incomes earned by non-residents. Under this paragraph incomes originating from Ukraine paid for the benefit of non-residents are subject to taxation under the same rules as established for the residents taking into account peculiarities set by individual norms of this Law. One should pay special attention to this norm as the abovementioned peculiarities of definite norms of this law concerning non-residents also include tax rates specially provided for taxation of non-residents’ incomes.

The table bellow describes types of foreigners’ incomes (non-residents) and relevant tax rates.

	Income 
	Tax rate since 
01.01.2007 
	Legal norm 

	Wages
	15 % 
	p. 7.1 article 7 Law No889-IV 

	Incomes of non-residents originating from Ukraine equate to wages for taxation purposes, i.e. those non-residents, who: 
	15 % 
	The same 

	work for entities located in Ukraine, including representative offices of non-resident legal entities regardless of payment sources of such incomes
	15 % 
	--//-- 

	Are governing bodies members of the resident legal entities or natural person as individual entrepreneurs or their representative office abroad and get wages, other fees and remuneration at the expense of such resident
	15 % 
	--//-- 

	Are individual entrepreneurs or undertake independent professional activity in Ukraine regardless of the sources of such incomes
	15 %
or set rate of fixed or single tax 
	--//--
Section IV Decree of the Cabinet of Ministers of Ukraine No 13-92, 
Ordinance No 727/98 

	Incomes in the form of: 
	  
	Sub-point 9.11.3 paragraph 9.11 article 9 Law No 889-IV 

	interests
	5% (till 2010 not taxed) 
	Paragraph 7.2 article 7 Law № 889-IV 

	Dividends and royalties 
	15% 
	Paragraph 7.1 article 7 
Law№ 889-IV 

	Other incomes including those got from selling of real estate and movables, receiving heritage or donation, civil contracts, rent, winnings, investment incomes and etc.
	30 % 
	Paragraph 7.3 article 7 Law No889-IV 


In accordance with the Law On the State Register of Natural Persons as Payers of Taxes and Other Compulsory Dues No320/94-ВР dated 22.12.94 (with amendments and supplements) identification number in the State register of natural persons – payers of taxes and dues is an obligatory for use by companies, institutions, organizations of all ownership forms including institutions of the National Bank of Ukraine, commercial banks and other financial loan institutions for the following cases: 

· payment of incomes subject to taxes and other compulsory dues in line with the laws of Ukraine;

· conclusion of civil agreements with subjects that fall under taxation; and,

· opening of bank accounts.

Thus, a foreigner intending to earn income and to open bank accounts in Ukraine has to obtain an identification number from the State register. 

At the same time, when income is paid to a non-resident by a resident of Ukraine (natural person or legal entity of Ukraine), than such resident is considered to be a tax agent of the non-resident as to these incomes. This means, that the duty to deduct and pay taxes lies with the company paying income to the non-resident. This does not mean that the tax is paid at the expense of the employer (resident of Ukraine that pays income for the benefit of the foreigner) as the tax is paid from the income got by the non-resident. In other words, when civil agreements are concluded with non-residents they cannot provide for any special clause for entities paying out incomes to commit to pay taxes instead of non-residents (p. 21.2 article 21 Law No889-IV). 

Under article 21 of the abovementioned Law when international agreements ratified by the Verkhovna Rada of Ukraine sets other rules than those envisaged by this law the norms of such an international agreement are applied to entities falling under its action. Such agreement was concluded between Slovakia and Ukraine on the 23rd of January 1996 that came into effect on the 22nd of November 1996.

At that a compulsory condition for applying the norms of the international agreements for avoidance of double taxation is observance of requirements set by the Ordinance No470 dated 06/05/2001 of the Cabinet of Ministers of Ukraine approving procedures for tax exemption (reducing) of incomes originating from Ukraine in line with the international agreements of Ukraine for avoidance of double taxation. In particular, a compulsory condition for applying of norms of the international agreements is submission by the non-resident a statement on his/her status of residence in the foreign state to the entity paying incomes for his/her benefit.
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