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TRANSFORMATION OF DIRECTIONS OF INTERACTION
OF TAX BODIES AND ENTERPRISES IN THE PROCESS
OF THE REALIZATION OF TAX CONTROL

Abstract. The focus of tax reforms in Ukraine, the development of partnerships between
payers and supervisors requires new approaches to tax control. The current state of the functioning
of the tax control system in Ukraine shows the necessity and at the same time its unpreparedness to
transition to more advanced forms, including horizontal monitoring.

The purpose of the article is to substantiate the need for effective interaction between
taxpayers and controlling bodies in the context of improving the quality of tax control.

The methodological basis of the study, in particular the theoretical positions, is the methods
of scientific abstraction, induction, deduction, logical method, etc. For analytical research
mathematical methods were used, in particular correlation-regression analysis, methods of
comparison and grouping, synthesis, tabular and graphical methods.

As a result of the research, it was found that the main factors hindering the implementation
of horizontal monitoring in Ukraine are the lack of compliance with the legislative framework, the
insecurity of the confidentiality of information on the activities of taxpayers, corruption in the DFS,
large amounts of shadow economy in the country, etc. At the same time, the high level of
inconsistency of the assessed tax liabilities and a considerable number of disputes as a result of this
also confirm the low level of trust and cooperation between the DFS authorities and the payers.

The analysis of the state of tax audits and the dynamics of tax debt — the calculation of
correlation relationships between these indicators (R?> = -0,92) and the forecast of tax debt —
showed that preventive tax control measures do not discipline payers to pay them tax arrears, the
conducted tax inspections have a positive effect on the repayment of the tax debt by the payers.
Such research results indicate that there are problems in establishing trusting relationships between
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payers and supervisors and the need to find ways to adjust them in the context of the development
of progressive forms of tax control.

Keywords: fiscal authorities, tax control, horizontal monitoring, tax audit, monitoring of
economic operations, tax risk, tax debt, large tax payers.
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TPAHC®OPMAIIISA HAIIPSIMIB B3AEMO/III IOJATKOBUX OPI'AHIB
TA HIAOPUEMCTB Y IMIPOLECI PEAJIIBAIIL MOJATKOBOI'O KOHTPOJIIO

Anotanig. CrpsMOBaHICTh MOJATKOBUX pedopM B VYKpaiHi, PO3BUTOK MAPTHEPCHKHUX
B3a€MOBIJIHOCHH MDK IUIATHHKaMH Ta OpraHaMd KOHTPOJIO BHMAara€ HOBUX IIIXOIIB JI0
MPOBEAECHHS MOJAaTKOBOro KOHTpoJito. CydacHuMM cTaH (DyHKIIOHYBaHHS CHCTEMH MOJATKOBOTO
KOHTPOJIIO B YKpaiHi CBIJUUTh MPO HEOOXIJAHICTh Ta OJHOYACHO HETOTOBHICTH i JI0 Mepexoay Ha
HOBI1 ITPOTPECUBHILIT (OPMH, 30KpeMa TOPU30HTATILHUIA MOHITOPHHT.

Mertoro craTTi € OOIpyHTYBaHHS HEOOXIJHOCTI HalaroJUKeHHs e(QEeKTHBHOI B3aeMOJIl
IUTATHUKIB Ta OPraHiB KOHTPOJIIO B KOHTEKCTI MIIBUIIEHHS SIKOCTI TOJATKOBOTO KOHTPOJIIO.

MeTtoao0ri4HOI0 033010 JOCTIDKEHHS, 30KpeMa TEOPETUYHUX I[OJIOKEHb, € METOAU
HayKoBO1 abcTpakiii, IHAYKIi, AeAYKIii, TOTTYHUN MeTOJ TOImIOo. [[s aHaTITUHYHOTO OCIiIKEeHHS
BUKOPDHUCTAaHO MAaTeMaTHYHI METOJH, 30KpeMa KOpelsLiifHO-perpeciiHuil aHami3, METOIH
MOPIBHSHHS Ta TPYMYBaHHS, CUHTE3Y, TAONUYHMI 1 TpadiuHIi METOIH.

VY pe3ynbTaTi TOCHKEHHS 3’5ICOBAaHO, 110 OCHOBHMMH YMHHHMKAMH, SKi MEpEIIKOKAIOTh
3aMpOBaPKEHHIO TOPU30HTAIBHOTO MOHITOPUHTY B YKpaiHi, € HEBIAMOBIHICTh 3aKOHO1aBYO1 06a3H,
HE3aXUIICHICTh KOH(DiIeHIIHHOCTI iH(popMaIllii PO ALUIBHICTD IJIATHUKIB MOJATKIB, KOPYILis B
opranax JI®C, Benuki o0cArd TIHBOBOI EKOHOMIKM B KpaiHi Tomro. [Topsa 3 uuM BHCOKUH piBEHb
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HEY3TOJUKEHOCTI JIOHApaXOBaHMUX IMOJATKOBUX 3000B’A3aHb 1 3HAYHA KUIBKICTH CHOPIB YHACTIIOK
[BOTO TAKOXX MIITBEP/UKYIOTh HM3BKHH piBeHb NOBipH Ta cmiBmpami Mix opraHamu JDC i
TUTATHUKAMH.

[IpoBenenuii anamiz craHy MOJAaTKOBHUX MEPEBIPOK Ta AMHAMIKH MOJATKOBOro Oopry —
PO3paxyHOK KOPENSIIHHAX B3a€MO3B’S3KIB MDK IIMMH ITOKa3HHKaMHU (R2 = -0,92) i mporuo3
MOJIATKOBOTO 0Opry — T1I0Ka3aB, IIO TIPEBEHTHBHI 3aXOJM IOJATKOBOTO KOHTPOJIO HE
IMCUUILTIHYIOTh TUIATHHUKIB IOJI0 TOTAIIeHHS HUMH MOJATKOBOI 3a00proBaHOCTI, HATOMICTh
KUIBKICTh (DAKTMYHO MPOBEACHUX MOJATKOBHX IEPEBIPOK MO3UTUBHO BIUIMBAIOTH HA TOTAIICHHS
MOJIATKOBOTO OOPry ruraTHUKamMu. Taki pe3yibTaTh JOCTIIPKEHHS CBIAYaTh PO HASBHICTH MPoOIeM
y HQJIaro/DKEHHI JOBIPIMBUX B3a€MHUH MDK IUTATHUKAMH Ta OpPraHaMy KOHTPOJIIO 1 HEOOXigHICTH
MOIIYKY HUIAXIB iX Halaro/pKeHHS B KOHTEKCTI PO3BHUTKY IPOTPECUBHHUX (HOPM TOJATKOBOTO
KOHTPOJTIO.

Knrouogi cnosa: dickanbHl opraiu, NoJaTKOBUM KOHTPOJIb, TOPU3OHTAIBHUN MOHITOPHUHT,
MOJIATKOBA TEPEBipKa, MOHITOPUHT TOCMOJAPCHKUX ONepallid, MOJATKOBHHA PH3HK, IT0JATKOBHNA
00pr, BeIMKI TUTATHUKHU MOJATKIB.
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TPAHC®OPMAIINS HATIPABJIEHUHN B3AUMOJENCTBUS
HAJIOT'OBBIX OPITAHOB U IPEAITPUSTUI
B IPOIIECCE PEAJIM3AIIMU HAJIOTOBOM KOHTPOJISA

AHHOTaHHﬂ. COBpeMeHHOC COCTOAHHUC (I)YHKLII/IOHI/IpOBaHI/IH CUCTCMBbI HAJIOTOBOT'O
KOHTPOJISI B praI/IHe CBHUIACTCIILCTBYCT O HGOGXOI{I/IMOCTI/I U OOHOBPECMCHHO HCTOTOBHOCTH €€ K
nepexoay Ha HOBBIC ITPOI'PECCUBHLIC (I)OpMBI, B 4aCTHOCTHU FOpI/ISOHTaHBHLIﬁ MOHUTOPHUHT.

yCTaHOBJ'IeHO, YTO OCHOBHBIMHU (I)aKTOpaMI/I, KOTOPBIC MPCIATCTBYHOT BHCAPCHUIO
FOpI/IBOHTaJILHOFO MOHI/ITOpI/IHFa B YKpaI/IHe, ABIIACTCA HECOOTBCTCTBUC SaKOHOI[aTGHBHOﬁ 63.3]31,
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HE3aIIMIICHHOCTh KOH(PHUICHINATHHOCTH HH(POPMAIMK O JESITEIHHOCTH HAJIOTOIIATEIIBIIUKOB,
Koppynius B opranax ['®@C, Gompinue 00beMbl TECHEBOI S5KOHOMUKHU B CTPaHE U TOMY MOJO0HOE.

Pe3ynbTaThl MCCIeI0BaHUIA MOKA3alH, YTO MPEBEHTHUBHBIE MEPbI HAJOTOBOTO KOHTPOJS HE
JUCUUIUIMHUPYIOT TUIATENBIIMKOB OTHOCHUTENIFHO TOTALICHUS HaJOTOBOH 33aJ0JDKEHHOCTH. Takum
oOpa3aM CymecTByeT HeOoOXOAMMOCTh HaJlaA)KMBaHUE JOBEPHUTENBHBIX OTHOIICHUH MEXIy
TUTATENBIIMKAMH U KOHTPOJMPYIOIIMMHA OpPraHaMH B KOHTEKCTE Pa3BUTHS IPOTPECCUBHBIX (Popm
HAJIOTOBOTO KOHTPOJISL.

Knwoueevie cnoea: ¢uckanbHble OpraHbl, HAJIOTOBBIH KOHTPOJIb, TOPU3OHTAIBHBIN
MOHHUTOPHUHT, HAJOTOBas MpPOBEPKAa, MOHUTOPHHI XO3SWCTBEHHBIX OIEpalWi, HAJOTOBBIH PHCK,
HAJIOTOBBIN JIOJIT, KPYITHBIE HAJIOTOTIIATEIBIUKY.

®opmyi: 0; puc.: 4; Tabn.: 6; 6ubm.: 15.

Introduction. The peculiarities of the taxation of business entities require taxpayers to
have adequate accounting and a proper control, since any departure from the legally enforceable
enactments results in significant losses due to the applying of financial sanctions by tax authorities
to both managers and accounting employees.

At the same time, it is necessary to use effective forms and methods of the tax inspection
in the activity of the controlling bodies, which are based on the elaborate comprehensive procedure
of monitoring arrangements and regulatory and legal acts in the sphere of taxation, which stipulate
clearly defined powers of the tax authorities to exercise tax control. Such control should facilitate
the proper functioning of economic entities in a socially oriented market economy. In this context, it
is important to carry out a fundamental analysis of the information coming to the tax authorities,
both from internal and external sources.

Analysis of research. Many domestic academic economists, in particular V.
Andrushchenko, E. Grachev, R. Zharko, Y. Ilvanov, G. Komarova, A. Krysovaty, N.
Kucheryavenko, N. Marynov, Y. Poternak, A. Sokolovskaya, O. Shevchuk. raise the issue of the
effectiveness of the tax control functioning in Ukraine It should be noted that the majority of
scientific research is devoted to the problems of organization of tax inspections by the fiscal service,
diagnostic of the impact of tax control on the activity of economic entities, that is, attention is
focused on macroeconomic aspects of its conducting.

A complex concept of the tax control is considered by Shevchuk O. [1] and he proposes to
interpret it as the activity of the state bodies authorized to control taxpayers’ compliance with tax
laws, as well as an internal corporate control activity to form the basis of taxation and fulfillment of
fiscal obligations in order to balance the interests of the participants of tax relations.

However, the issues of interaction between taxpayers and the SFS bodies in the course of
tax control, exercising an internal tax control by economic entities, and some other methods of its
implementation, which would act as preventative measures and contribute to the reduction of tax
inspections, and, as a consequence, would limit the unreasonable interference of the controlling
bodies with the activity of taxpayers, remain underinvestigated.

Setting objectives. The purpose of the study is to substantiate the need for setting up the
interaction between economic entities — taxpayers and the SFS in the course of implementing tax
control and the prospects of introducing horizontal monitoring practices as one of the effective
methods of tax control.

Research methods. Achieving the goal, set up in the article, was accompanied by the use
of logical analysis methods (to identify problems and areas of improvement of internal tax control
of economic entities and the system of tax inspections in Ukraine); scientific abstraction, induction,
deduction (in the process of investigating the essence of the tax control and horizontal monitoring,
as well as determining its advantages and disadvantages); scientific knowledge of economic
phenomena (while specifying the classification of internal tax control); mathematical methods, in
particular, correlation-regression analysis (to evaluate the interconnection of tax debt volumes and
performance indicators of SFS’s bodies, as well as the forecast of the tax debt dynamics for 2019—
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2021); grouping and comparison (to summarize tax authorities’ reporting information); synthesis,
graphical and tabular methods (for visual presentation of the research results), etc.

Research results. In today’s economic environment, an important element of effective
cooperation between tax authorities and taxpayers is the establishment of a quality tax control
system, both external and internal.

It should be noted that internal tax control is divided into primary and secondary. The
primary tax control is exercised at the level of the accounting and other financial services of an
entity. It includes the control of the reliability of accounting of the taxable items, determining the
tax base, calculating the amounts of tax payments, and meeting payment deadlines. The secondary
tax control involves managing the deviation of the indexes that characterize the level of the tax
burden on an enterprise from regulatory and planned, and finding ways to eliminate them.

The application of the primary internal tax control procedures helps to prevent errors in
the calculation of the amounts of tax payments and making up tax statements, which reduces the
amount of work to correct them and ensures penalties for underpayment of taxes are avoided.

The need for the primary tax control is caused by a large number of tax errors in the
practical activity of economic entities, the most common reasons for which are [2]: errors in
registration ( incompliance with tax legislation), lack or loss of primary documents;
misinterpretation of tax legislation; untimely response to changes in tax legislation; errors in
arithmetic calculations; submission of tax reports out of time; late payment of taxes.

Another task of the internal tax control is the monitoring of the implementation of the tax
plan at an enterprise. Here, the secondary internal tax control happens. Within this control, a
particular attention should be paid to such an index as the tax burden. The level of the tax burden
control involves the detecting of the deviations of the actual indexes of absolute and relative values
of this coefficient from the planned ones, as well as determining their causes and taking measures to
eliminate them. It is also important to diagnose the deviations of the absolute values of the charged
tax payments and the relative values of the tax burden, as a whole in the aggregate of all taxes and
fees, and in the context of individual tax payments.

Within the internal tax control, it is advisable for taxpayers to monitor business operations,
which involves tax examination of long-term agreements and investment projects,the analysis of the
sources of current expenses coverage of economic entities, etc. Such measures make it possible to
anticipate the tax consequences of financial and business operations payers and to optimize their
proportion.

As part of the modernization of the State Fiscal Service, the tax authorities of Ukraine
introduced horizontal monitoring as an experiment in which taxpayers play an active role. In this
way, the taxpayers were able to integrate their internal tax control into the system of state tax
control (Fig. 1). This type of control related to large taxpayers.

P S ittt ittt

Internal tax control : Horizontal monitoring |
i | : :
| L2 | |
[ Primary tax control 1 A : [ Advice ] :
1 1 o o ! !
| | - O : :
| ! [@ Je) \ 1
: : (@] 9 | 1
: @ : £ 3 : System of taxpayer !
! ! S ° : service |
| | c : :
i Secondary tax control i S ! !
E [ Tax control ] !
: P

Fig. 1. Interconnection between Internal Tax Control and Horizontal Monitoring
Source: developed by the authors.
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However, at the present stage, the low efficiency of communications in Ukraine is
manifested not only in the relationship between the state and society, but also in the absence of
mutual understanding and interaction between the main state bodies that shape the state’s tax
policy: the Ministry of Finance, the State Tax Service and the Verkhovna Rada’s Tax and Customs
Committee.

Opportunities and advantages: Opportunities and advantages:

(macro level) (microlevel)

1. Reduction of the volumes of the post- audit 1. Minimization of the interference of the
work by the SFS employees of the State Fiscal Service with
2.Administration of taxes through a risk- the current financial work of taxpayers
oriented system 2. Responding to the technical problems of
3. The payer-SFsS relationship is based on taxpayers by the employees of the State
trust Fiscal Service in the shortest possible time
4. Joint processing of legislative changes by 3. Conducting an accompanying complex tax
the representatives of an enterprise and tax audit of taxpayers

authorities, formulation of necessary 4. Prevention of the risky operations of an
legislative changes, taking into account the entity

practical needs of taxpayers 5. Submission of tax returns electronically
5. Minimization of the number of scheduled 6. Prevention of risky and doubtful operations
and unscheduled inspections 7. Automatic VAT refund

6.Comparison of tax levels according to 8. Reducing the time of tax advice
industries, minimization of the volume of

shadow financial transactions

7. Perspective analysis of a taxpayer’s

operations (planned, not carried out yet)

8. Transparency, accessibility, understability

SWOT-analysis of horizontal monitoring

Threats (obstacles) of implementation: Threats (obstacles) of implementation:
(macro level) (micro level)

1. Need for highly qualified the SFS’s 1. Reluctance to disclose information about
employees, significant costs for retraining the current and future transactions by taxpayers
SFS’s employees 2. Low level of openness of business for

2. Lack of legislative support for the cooperation with tax authorities
implementation of horizontal monitoring 3. Non-compliance with the terms of

(lack of the rights to conclude relevant cooperation on part of taxpayers

Memoranda on Payer-the SFS cooperation 4. Opportunity to disclose confidential

and envisaged duties of the SFS’s employees) information about the operations of taxpayers
3. Lack of clear criteria for the selection of by the employees of the SFS

payers to monitor 5. Risks of coming information about the
4. Absence of penalty of payers for the planned financial transactions of the taxpayer
violation of conditions of cooperation with to their ompetitors through the employees of
the SFS’s authorities (only return to vertical the SFS

monitoring is possible)

Fig. 2. Analysis of opportunities and threats of using horizontal monitoring of taxpayers in tax control
Source: developed by the authors.
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The «horizontal monitoring» method is «first and foremost a new level of communication
with taxpayers, the main purpose of which is not the total control over the activity of economic
entities and the comprehensive audit of all their operations, but the prevention of carrying out by the
taxpayer risky transactions and identification of factors (reasons) that cause them» [3]. That is, the
SFS’s bodies, on signing a contract with the taxpayer, are obliged to process information about his
financial transactions free of charge and to indicate the possible tax risks as for calculations and
transactions, as well as for the doubtful counterparties of the payer. The role of taxpayers is to
notify their tax inspector in the real time mode of the possible tax risks associated with their
business and financial transactions, and as a result, they receive qualified tax advice. The analysis of
the possibilities and threats of using horizontal monitoring towards taxpayers in the practice of tax
authorities is presented in Fig. 2.

Such tax monitoring practices enable tax authorities to obtain prompt information on the
activities of business entities and reduce the number of tax inspections. It is also important to note
that a payer is not obliged to agree with a tax inspector, and in case contradictions arise he\she can
go to court.

In addition, the application of this method of tax control contributes to the legalization of
the hidden incomes of business entities and the establishment of partnership relations with a tax
authotity, because a certain large taxpayer, while agreeing to horizontal monitoring, must
demonstrate full transparency of their activities and readiness to cooperate closely with the SFS’s
bodies and to provide comprehensive information on their business activities. The SFS, in its turn,
accommodates to such entities by improving their service and minimizing its interference with their
ongoing operations.

In this way, business entities are able to carry out tax monitoring of their business
operatios together with the fiscal service.

In Ukraine, the practice of using tax monitoring started as a pilot project on April 28,
2011, and the participation of taxpayers in it was exclusively voluntary. The attention of the
supervisory bodies was focused on the monitoring and analysis of tax risks when conducting
financial and business transactions of taxpayers in order to detect the violations of tax legislation.
Among the first companies that agreed to participate in the project were the JV Nibulon JSC, the
JSC Arcelor Mittal Kryviy Rih, the FDI Lukoil-Ukraine and the PJSC Lukoil-Odessa Refinery, the
Metro Cash and Carry Ukraine LLC, the STPTU Ukrzaliznytsia [3].

In the context of the study of the problem, it should be noted that horizontal monitoring, as
a new level of communication between tax services and taxpayers, was introduced for the first time
in the Netherlands in 2005 and it was a success. Twenty business entities took part in that pilot
project and, after its completion, continued their agreements with the tax authorities, since they had
experienced a significant reduction of an administrative burden while operating in this mode. In
addition, the introduction of such a method of tax control increased the efficiency of tax authorities.
The effect of such innovations was observed even in the investment sphere — the reduction of an
administrative burden contributed to the inflow of foreign investment into the country. Following
the Netherlands, horizontal monitoring was implemented by other countries and it has been
functioning successfully (Table 1)

Table 1
Foreign experience of using horizontal monitoring

Country Application of horizontal taxpayer monitoring
The Netherlands | There is a system of formal arrangements for cooperation between state
tax authorities and large businesses.
Great Britain There is a large business advisory center, corporate executives sign an
agreement on the control of their own tax risks, and work with tax
authorities on specific terms.
France For large businesses a general check of the correctness of keeping of tax
records is used, and for small businesses, the assistance in keeping of tax
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records is provided.

Japan

The control function is entrusted to the National Tax Office, which is a
subdivision of the Ministry of Finance of Japan.

Sweden

There is a high level of tax freedom and is one of the highest levels of
freedom from corruption in the world. The tax authorities provide
ongoing and appropriate business education of taxpayers.

Italy

A special role in tax control belongs to the tax police (financial guards),
who provide control over a wide range of tax transactions. Tax legislation
is not sufficiently codified.

The USA

For large and medium-sized business a specialized tax control department
for large and medium-sized businesses operates. This is necessary in the
context of the peculiarities of tax control of this category of taxpayers and
is caused by the specifics of the US tax law and the active international
activities of large companies in the corporate sector.

Canada

The availability of an electronic form of tax reporting makes it possible to
minimize the taxpayers’ costs for paperwork and to reduce the cost and
complexity of the tax authorities’ work on carring out control.

Germany

There is a special unit for servicing large taxpayers under the the
Supreme Financial Directorate. Tax authorities are able to minimize the
number of documentary checks through the preliminary control of
electronic tax reporting. The relationship between taxpayers and tax
authorities is clearly regulated, and the availability of tax police with the
law enforcement authorities significantly increases the effectiveness of tax
control.

Poland

Tax control is regulated by the Tax law. At the state level, there are the
Departments of Taxes and Charges, the Chief Inspectorate of Financial
Control and the Administrative and Budget Office, which are the
structural elements of the Ministry of Finance.

Unfortunately, the practice of domestic horizontal monitoring has not become widespread
to affect the results and effectiveness of tax control in Ukraine. However, some positive trends are
still observed in this area, in particular, in recent years the number of scheduled and unscheduled
tax inspections has been steadily declining, and the information on their results is presented in Table

2in 2012—2018.

Table 2
Information on tax audits at Ukrainian enterprises

Index numbers 2012 | 2013 |2014 |2015 |2016 2017 | 2018
Number _ of inspections carried out 1745 | 1095 | 105 76 431 32 183
(hund.), incl.
planned 8,1 51 6,2 4.4 4,2 5,8 4,5
unplanned 36,3 |33 331 212 |16 16,6 |13,8
counter-reconciliations 130,1 | 71,4 |657 |504 |228 9,6
Tax  liability  extra  charged
(bIn/UAH), incl. 28,95 (40,2 |232 |365 |284 26,6 | 37,7
agreed, % 28,84 (20,89 |34,48 | 12,60 |22,18 61,65 | 35,01
uncoordinated, % 67,70 |80,09 |6551 |87,39 |77,81 38,34 | 64,98
Received by the acts of documentary
checks (bln/ UAH) 6,3 6,5 3,3 2,9 3,2 506 |71
% of the agreed tax liability 75,44 | 77,38 | 41,25 | 63,04 |50,79 30,85 | 53,78

Source: compiled and calculated by the authors on the basis of the data of the SFS and the
Ministry of Revenue and Duties [11—13].
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At the same time, the SFS also actively worked on the bringing the economy out of the
shadows. For this purpose, a set of measures was taken to provide for the development of an
automatic system of the selection of the enterprises with the highest risk of non-payment of taxes
and other payments according to certain criteria in online mode. With this, a preliminary analysis of
such entities with the aim of identifying the risk of their participation in tax evasion schemes is
carried out [14]. According to the results of such an analysis, decisions are made about conducting
monitoring and checkout activities. This approach helps to minimize the involvement of regulatory
authorities in the legal business and the influence of the human factor, as well as to prevent
potential shadow operations of business entities by identifying minimization schemes at the
preparatory stage. During 2014—2018, the SFS actively carried out an analysis and rapid
diagnostics with the aim of the preventive detecting of possible infringements in the activity of
economic entities in Ukraine.

In recent years, the work of the SFS has been aimed at reducing the administrative
pressure on honest payers and improving the effectiveness of control measures against risky
enterprises. In addition, the attention of the controlling bodies is focused on small and medium-
sized businesses, in particular in 2017, over 60% of all entities where tax inspections were carried
out were large enterprises, about 14% were medium-sized enterprises, and the rest were small ones.

With regard to the amount of additional tax liabilities, it is necessary to emphasize rather
an insignificant percentage of the agreed tax liabilities — an average of 30.7% for the period
analised. Acording to the certificates of documentary inspections, 30.8% to 77.3% of these sums
enter the budget as the result of the last year. These indicators imply a poor tax inspections in fiscal
terms.

It also should be noted that the low level of coordination with the taxpayers of the
additional tax liabilities is largely due to the more widespread use of their right to appeal
administratively the decisions made as a result of the inspection by the SFS’bodies. Table 3
provides data on the number of lawsuits between taxpayers and the SFS bodies over the additional
tax charges.

Table 3

Information on the appeal by the taxpayers of the decisions of the SFS’s bodies
Index numbers 2013 2014 2015 2016 2017 2018
Number of lawsuits (hundred) | 74,9 123,6 113,8 72,1 71,1 18,8
Decisions made in favor
of the taxpayer (hundred) 154 4l 36,7 251 18,5 7,04
% 20,56 33,17 32,24 | 34,81 26,01 37,44
Decisions made in favor
of the SFS (hundred) 59,5 82,6 77,1 47 52,6 11,76
% 79,43 66,82 67,75 65,18 73,98 62,55

Source: compiled and calculated by the authors on the basis of the SFS’s data [12].

The above represented data show that the effectiveness of appealing against decisions of
the SFS’s bodies by the taxpayers is only 20—37%, because it is the percentage of court decisions
that was made in favor of the taxpayers. The largest number of lawsuits was observed in 2014—
2015, which was largely due to the reorganization of the tax service at that time, including the tax
inspection units. The ungrounded and frequent changes that took place at that time in the structure
and functioning of the tax control bodies led to an uncoordinated work of employees and, as a
consequence, hindered an effective tax inspections and led to unwarranted interference of control
bodies in the work of entities. In the following years (2016—2018), the number of lawsuits
decreased significantly as a result of the stabilization of the work of the SFS’s bodies.

In general, tax inspections have a significant impact on the amount of taxes and fees
charged (by both the taxpayers and the fiscal authorities), the amount of tax debt, and observing tax
discipline by the taxpayers as a whole. This is evidenced by the calculated correlation coefficient
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between the number of tax inspections performed and the dynamics of a tax debt. The correlation
coefficient (R? = -0,92) shows a close inverse relationship between these index numbers (Fig. 3).
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Fig. 3. Correlation of the dynamics of the amount of a tax debt and the number of tax inspections carried out
Source: calculated and built by the authors.

This indicates that with the increase in the number of tax inspections, the taxpayers are
more disciplined in paying off their tax debt. Thus, the strengthening of control measures by the
SFS’s bodies contributes to the increase of law-abidance of the taxpayers in the fulfillment of their

tax obligations.

Taking into account the close relationship between these indicators, we made a forecast of
the amount of a tax debt for the period from 2019—2021 (Table 4, Fig. 4)

Tax debt forecast

Table 4

Index numbers

2012

2013

2014

2015

2016

2017

2018

2019

2020 | 2021

Number of
inspections
carried out
(hund.)

174,5

109,5

105

76

43,1

32

18,3

Tax debt in
Ukraine
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Fig. 4. Forecast of the dynamics of the tax debt in Ukraine
Source: calculated and built by the authors.
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Table 5 shows the regression analysis protocol. The regression statistics are presented in

Table 6.
Table 5
Regression analysis protocol
. The values Standard T—
Coefficients of the coefficients error statistics P— Value
b -24248,87 3864,58 -6,27 0,000414
a 12,06 1,92 6,29 0,000410
Source: calculated by the authors.
Table 6
Regression statistics
Index numbers Value
Multiple correlation coefficient R 0,9217
Determination factor R? 0,8495
Standardised R? 0,8280

Source: calculated by the authors.

The coefficient of determination R®> = -0,849: and other index numbers of regression
statistics (the multiple correlation coefficient and standardised R?) indicate the adequacy of the
constructed model and the possibility of its use for the predicting of the indexes studied.

Thus, if certain tendencies in the number of tax inspections are maintened, the amount of
the tax debt will increase over the next three years and reach UAH 127.8 mird. in 2021.

Taking into account the above calculations and index numbers of the activity of the SFS, it
is possible to conclude that the interaction between the tax authorities and enterprises in the process
of tax control is not effective enough, as evidenced by the size of the uncoordinated amounts of
additional tax liabilities and the number of legal lawsuits between these parties; the tax discipline of
taxpayers depends directly on the control measures actually taken, not on the level of their own tax
culture or preventative control measures; the number of tax inspections should be well-grounded
and balanced in accordance with the need to repay the tax debt and to prevent unjustified
interference by fiscal authorities with the activity of the taxpayers.

In our view, the lack of relevant legislation is in the way of a successful implementation of
horizontal monitoring in Ukraine. The domestic legislation, unlike foreign practice, does not make a
provision for the right of the tax authorities to conclude contracts with taxpayers as for horizontal
monitoring. Accordingly, the law does not enshrine the duty of the tax authorities to abide by the
commitments set out in this agreement, in particular, to provide accelerated consultations and to
narrow the scope of inspections.

According to the Art. 19 of the Constitution of Ukraine [15] the tax authorities as the
bodies of the State power are only obliged to act statutarily, within their powers and in the manner
provided by the Constitution and the laws of Ukraine. Under such circumstances, there is a high risk
of holding the horizontal monitoring agreement invalide and, accordingly, failing to fulfill their
obligations by the tax authorities. Therefore, given the realities of the Ukrainian legislation, such an
agreement cannot be considered as an appropriate legal instrument at the moment, since in the event
of breaching by the tax authority its obligations ,stipulated by the agreement, the taxpayer is
unlikely to be able to defend their rights in court.

Besides, there is an additional risk of the disclosure of a confidential information about the
taxpayer’s activities, and the influence of a tax authority on the choice of its counterparties on the
basis of its own interests. And in the conditions of high level corruption in Ukraine such a situation
cannot be ruled out. Following such disclosure a taxpayer can lose far more than following tax
inspections. In fact, during an inspection a tax officer receives information about the past business
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operations of a taxpayer, and in the case of horizontal monitoring — about their newly performed
and future business operations, which is very valuable to their competitors.

Conclusions. Therefore, cooperation with the SFS’s bodies within horizontal monitoring
can become another element of an internal tax control that minimizes tax risks in the activities of
the taxpayer. And an internal tax control, along with business transactions monitoring, is an integral
part of the corporate tax management, enabling businesses to avoid tax risks and choose, in terms of
taxation, the best option for their activity.

The application of horizontal tax monitoring as a new effective tax control method
remains in the plans for the future, and it is now necessary for business entities to monitor their
business operations on their own in order to optimize taxation and ensure loss-free functioning.

In our opinion, in order to improve the interaction between the taxpayers and fiscal
authorities in the process of exercising tax control, it is essential to increase the level of the tax
culture and legal awareness of the taxpayers and to develop a preventative tax control that will
contribute to the formation of a high tax culture of our society. It is also important to introduce e-
cabinets for throughout all taxpayers and to expand the functions of the service and to improve the
level of quality and organization of control on part of the tax authorities, which, in turn, would
allow to use a differentiated approach to control measures, taking into account the peculiarities of a
taxpayer. The improvement of the quality of the internal tax control should become one of the main
elements of corporate tax management. In addition, at the macroeconomic level it is necessary to
bring the economy out of the shedows and fight corruption in public authorities in order to improve
the quality of tax control and the level of trust between the taxpayers and controlling authorities.

Provision of an effective interaction between tax control authorities and other public
controlling institutions, establishing common databases and information exchange procedures,
guarantee of the stability of the forms and mechanisms of tax reporting and the real transparency of
the procedures of tax charging and tax paying and their administration, improvement of the
flexibility of the tax control system as well as its adaptability to changing conditions will help
reduce the amount of the tax debt and the increase of tax receipts to the budgets of all levels and
decrease the level of shadow economy in Ukraine. The problem of improving the efficiency of
interaction between business entities and tax authorities, increasing the effectiveness of tax control
and minimizing the amount of taxpayers’ debt will be the subject of our further research.
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