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INTRODUCTION

ince its establishment in April 2015,
the Investment Council (IC) has
tackled a range of business climate
concerns by providing concrete rec-
ommendations to the government. Part of these
concerns has been identified through direct con-
sultations with stakeholders and online surveys
conducted by the Secretariat of Albania Invest-
ment Council. IC Members proposed monitoring
the tackled issues to identify pertinent changes
and their course in the perception and experienc-
es of the business. In this context, the objective of
the survey “On Some Aspects of the Investment
Climate” was to identify the progress on main
business concerns on three main pillars: i) Tax
Inspection and Relations with Tax Administra-
tion; ii) VAT Refund, and iii) Informality. These
issues were already tackled during 2015 - 2016
in dedicated IC Meetings, where concrete rec-
ommendations were delivered to relevant insti-
tutions.
A separate section of open questions was made
available at the survey for the businesses to ex-
press some investment climate concerns faced
by them in their business activity or even in the
sector where they operate. In addition, the Sec-
retariat intended to compare some of the main
findings of this survey with the results of the pre-

vious 2015-2016 IC Surveys on the issues men-
tioned above.
This survey does not attempt to be all-inclusive
and generalised in its findings but to bring in a
structured way the perceptions and experiences
of 146 companies that have responded to the sur-
vey randomly and anonymously.
Throughout the development and implementa-
tion process of the survey, the Secretariat con-
sulted experts from the General Tax Directorate
(GTD), Ministry of Finance and Economic, and
independent academics from Epoka University.
The quantitative results of the survey have been
tested for their reliability with statistical meth-
ods from the professors of Epoka University.
The survey findings described in Section 4 will
serve to focus the discussion and provide con-
crete suggestions in the following for the Invest-
ment Council on concerns that remain sensitive
to the business. Some of the main messages of
the survey are summarised as follows:

» An increase in the number of inspections,
mainly for businesses with an annual turn-
over of over 8 million ALL, identified more in
the form of fzscal visifs and onsite visits rather
than full inspections, especially in the sec-
tors of trade and services.

» Improvements in the fax inspector’s profes-



»

»

»
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stonalism, especially in regards to the com-
munication, behaviour, and ethics toward
the business. However, the business still
perceives a need for investing in the capaci-
ty building of the tax inspectors to better re-
spond to its needs.

A significant increase in the overall assess-
ment of the tax inspection report, although
problems are reported, especially regarding
the content of the report and its findings/
conclusions.

Significant improvements in respecting the
VAT refund deadlines, especially for compa-
nies exporting over 70% of sales, where the
number of refunds is reported to have been
increased considerably within 60 days as
well as automatic refund, while there are still
reported cases of refund beyond 90 days.
Animprovement s identified in the transpar-
ency and communication with the business
through e-fax service and information provid-
ed by the tax administration and awareness
on the application of the risk system in the
selection for tax inspection. It is essential to

continue with the digitalisation of services
for the taxpayers.

»  [tvemains a challenge the continuous education
of taxpayers on the dynamics of fiscal legis-
lation and raise the professionalism of tax
administration in providing better clarifica-
tions to the taxpayers.

» There is a decline in the perception of the
business regarding /e extent of the informali-
fy compared to 2015; meanwhile, the income
tax/VAT threshold, the relationship with the
administration and enforcement of law re-
mains main factors that encourage informal-
ity.

» Reducing administrative bureaucracies, in-
creasing the professionalism of the admin-
istration but also incentives for honest and
investing businesses are some of the main
business requirements to promote the rapid
formalisation of the economy.

The last section of this working document lists

some IC recommendations on the issues tack-

led by the survey, which remain to be considered
and implemented by the Albanian government.

CONTEXT

The private sector contributes substantially to
the Albanian economy, such as in the GDP and
employment (about 85% of employees) accord-
ing to INSTAT. In its major part (95%'"), Albanian
entrepreneurship is in the form of small and
medium-sized companies with 1- 9 employees.
During the transition period, the Albanian busi-
ness has experienced a standstill in the rela-
tionship and communication with the adminis-
tration in general, and in particular with the tax
and customs administration, for reasons related
to public administration capacities, legislation
clarity and stability, lack of information as well
as related to the maturity of local business to
comply with legal obligations.

Meanwhile, since April 2015, the Secretariat has
reviewed particular concerns related to 7ax /n-
spection, Informality, Administrative Appeal, VAT
Refund, Customs Procedures, etc., which have also
been addressed in dedicated Investment Council
Meetings. During 2015-2016, for analysis pur-
poses, besides direct consultations with the busi-
ness and business associations, the Secretariat,
among others, conducted online surveys on:

1. Tax Inuspection — 'The Survey was conducted

1 Structural Survey of Economic Enterprises, INSTAT, 2016
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during August — September 2015, complet-
ed randomly and online by 110 companies,
where 78% of surveyed companies with
annual turnover over 8 million ALL, while
representing sectors were Services (56%),
Industry (19%) and Trade (17%).

2. Informalitv — The Survey was conducted
during October — November 2015, completed
online by 89 companies, where 57% of sur-
veyed companies with an annual turnover of
over 8 million ALL, mainly from the sectors
of trade (35%), industry (24%) and services
(23%).

3. VAT Refund - Survey conducted during Sep-
tember - October 2016, competed randomly
by 77 companies, 85% of surveyed compa-
nies with an annual turnover over 8 million
ALL, mainly from manufacturing industry
(31%), trade (25%), energy and gas (10%), and
services (24%).

Some of the main findings of these three surveys

(2015-2016) were:

» The high number of inspections for the big
business and long duration of the inspec-
tions between 1 — 4 weeks create costs in
time and human resources for this business
category.



www.investment.com.al

» Low evaluation regarding tax inspector’s ca-
pacities, clarity of the inspection report and
information provided by the tax administra-
tion to the business.

» Most of the respondents confirmed unfair
competition due to informality, mainly in the
form of tax evasion, corruption and smug-
gling, non-registration of the business or la-
bour in black.

» Businesses affirmed being aware of the costs
involved in being informal and demanded
more incentivising politics for formalisation
rather than a punitive one. According to the
business, the leading causes that encourage
informality in the economy are related to
corruption or political affiliation of the busi-
nesses, the capacities of tax and customs ad-
ministration, or the fragmentation of the tax
systerm.

» The VAT refund deadline within 30 days,
especially for the companies exporting 70%
of sales, was respected in a very low number
and the refund in the most absolute majority
of cases occurred after the 7ax lnuspection.

»  Exporting companies considered the VAT re-
fund as important in their decision to invest.

Related to the three above mentioned areas, the

Investment Council has given in total 38 rec-

ommendations. In the last two years, there has

been a proactive approach by the Ministry of Fi-
narice to transpose in concrete measures sorme
of the business recommendations raised by the

Investment Council for the facilitation of tax pro-

cedures.

Atthe end of 2016, these concrete measures were

included in the amendment to Law no. 9920 dat-

ed 19.05.2008 “On Tax Procedures in the Republic
of Alhania” (amended). Out of the 37 facilitating
measures included in the law, 12 measures were

directly related to the approved IC recommenda-
tions.

In addition, in October 2017 became effective
with Instruction No. 101/1 dated 02.20.2017 a new
package of facilitating measures regarding the
documents requests for services provided to the
business and citizens by the Ministry of Finance
and Economy and its subordinate institutions,
as a follow up also of the continuous requests
from the business community (including IC) for
the reduction of bureaucracy and administrative
burden and the informatisation of processes and
information.

Annex 4 gives a detailed overview of the IC rec-
ommendations related to the above issues and
their current status.

Significant improvements have also been made
regarding the procedures and deadlines for the
VAT refund in general, particularly to exporting
companies. DCM no. 460 dated 22.06.2016, has
sanctioned clear deadlines within which the
administration should fulfil its obligation to the
business regarding the VAT refund. Within 30
days from the application date for exporting tax-
payers and within 60 days for all the other tax-
payers. Inaddition, in this act it was also foreseen
the automatic VAT refund (without inspection/
risk analysis) for exporters which export more
than 70% of their general sales during the tax
period/s for which the refund is being required.
According to the Ministry of Finance? and GTD,
these amendments have influenced the increase
of the amount of refunded VAT. According to
the GTD, during January — October 2017, have
been refunded/compensated 554 VAT refund

2  Semi-annual report on the execution of 2017 budget —
assessment of macroeconomic, fiscal and budgetary situation
for 5-month time period 2017, and expectations for 12-month
period 2017, Ministry of Finance, June 2017

requests out of 703 requests with a value of 14.7
billion ALL and 161 requests refunded without
inspection. In the 2016 Annual GTD Report, it is
reported that 579 requests have been refunded/
compensated with a value of 104 billion ALL
and refunded without inspection 97 requests or
15% of those approved. In the total of the refund-
ed/compensated amount during 2016, 68.2%
belong to the category of exporters and apparel
(cut-trim-make producers), 10.43% category of
refunds due to investments.

Making reference to GTD published information,
the selection of inspections is made upon the
risk system. There has been special cooperation
with the General Customs Directorate regarding
the analysis of risk indicators such as the func-
tioning of the green channel and the selection of
inspections in the cases of active processing re-
gime.

In addition, GTD has analysed the fiscal perfor-
mance of different economic sectors, and it has
identified the riskiest sectors for evasion, where-
of priority are retail trade, wholesale trade, ho-
tels and restaurants, freelancers, agriculture and
public constructions. The taxpayers’ service has
broadened, and it has been interacting also with
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other institutions such as NBC in providing infor-
mation on taxes to start-up companies. Accord-
ing to the 2016 GTD Annual Report, apart from
the standard services, which have increased in
number, the communication with the taxpay-
ers during this year has improved due to the
real-time electronic and telephone communica-
tions, or even face-to-face meetings.

Thanks to their legal and institutional reorgan-
isation due to the legal amendments made at
the end of 2016, the Tax Appeal Directorate and
the Taxpayer’s Advocate are considered to give
more guarantee in the protection of entrepre-
neurship’s rights in the area of tax procedures.
By reforming the public institutions, the new
government programme attempts to make also
a massive reduction of state procedures and
documentation for businesses and citizens.
This reform will further reduce the adminis-
trative burden of the companies and increase
the effectiveness of the electronic exchange of
information among public institutions. It still
remains a challenge the lack of administrative
capacities to actually respond to the proposed
procedural facilities for the business communi-
ty and further.



10

www.investment.com.al

SURVEY

METHODOLOGY

he Secretariat conducted this survey

through the IC website. The survey

was filled in randomly and anony-

mously by businesses. By tracking
the IP of all the responses, it was made possible
to remove all the duplicate responses. The pur-
pose of this survey is to generate more qualita-
tive results rather than quantitative ones. The
Secretariat does not take the responsibility to
assume that the survey’s findings generalise
the business population in Albania. The sur-
vey was completed online by 146 companies, a
considerate growth compared to the number of
responses received in the previous online IC Sur-
veys (2015, 2016). This growth implies a raised
awareness among the business to react regard-
ing its problems and wider use of electronic com-
munication. Based on the previously conducted

surveys, it was aimed to follow the same steps as
described below:

Q

. Preparatory phase

» Review of the questionnaires used in the pre-
vious surveys focusing on the questions that
respond to issues that would be reassessed
in this survey.

»  Semi-structured questionnaire with closed
and open questions to obtain as much as
possible qualitative data.

» The questionnaire was consulted with the
General Tax Directorate and tested with
sorme comparies.

. Launching of the survey

» The questionnaire was launched on the IC

website on 15 July 2017, and was made avail-

able online until 15 September 2017.

O

»

»

»

»

»

The survey was announced as news on the
IC website, which was automatically deliv-
ered to the website subscribers. In addition,
the news was published on Facebook and
Twitter.

A database of businesses, set up by the
Secretariat during its collaboration with
NBC, GTD, GCD and business associa-
tions, was updated with other business
contacts from Epoka University. Through
the partnership with the latter one, a group
of students was engaged in contacting
more than 1,000 companies by phone to
increase the completion of the question-
naire. During this time, the Secretariat’s
list was updated with the latest contact de-
tails of the companies.

A notification e-mail was sent to around
8,000 business e-mail addresses, including
companies used in the previous surveys.
Remind e-mails were sent to the companies
that had been previously contacted on the
completion of the survey.

. Data processing

In collaboration with Epoka University, it
was enabled the generation and processing
of quantitative and qualitative data. In addi-
tion, through statistical models, it was also
tested the reliability of the qualitative data of
findings and, in particular, in comparing the
previous surveys’ results.

Survey results were processed in mainly

»

»

»

»

»

»

n
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quantitative data, and on some particular
issues was also aimed the comparison with
the previous surveys conducted by the Secre-
tariat as per pertinent purpose.

. Consultation of findings

Preliminary survey’s findings were present-
ed in a consultation meeting with fiscal ex-
perts and business associations’ represen-
tatives. Raised comments and suggestions
were considered in the re-processing of the
survey’s findings.

Around 5 meetings have been held with com-
panies in Tirana and districts to consolidate
the survey’s findings.

Profile of responding companies

146 companies have completed online the
Secretariat’s survey. The responses are
anonymous and random.

The service sector occupies the largest share
of representing companies in the survey with
47% of responses, followed by trade, industry
and construction.

The business with an annual turnover of
over 8 million ALL is in majority, represented
in the survey with 78% of the responses, and
business with Albanian ownership occupies
4% of responses.

32% of the respondents declare of being ex-
porting companies, whereas 54% of them
exporting over 70% of sales.
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SURVEY
FINDINGS

he survey’s answers were assessed

in two aspects. First, in the iden-

tification of results for 2017 to see

which are the current business con-
cerns, and secondly, in the comparison of pre-
vious surveys’ findings in some of the quanti-
tative survey data. A considerable part of the
survey consists of open questions to receive as
much as possible descriptive information for a
qualitative analysis of the findings. This infor-
mation has been processed at a certain level in
the quantitative data as per some main issues/
pillars to give a more structured presentation
of the business concerns and suggestions.
However, cases of concrete articulation of
business concerns are stored by the Secretar-
iat to be considered in further analysis of the
Investment Council. The findings as per the
main pillars of the survey’s purpose are as fol-
lows:

1. ON TAX INSPECTION

Dynamics in the changing of the inspections
nature, from full inspections to onsite inspec-
tions and fiscal visits. More specifically, from
the received responses, it is noted a slight in-
crease in the number of inspections for 2016
and disaggregated as per inspection type; it
seems that the growth is due to onsite inspec-
tions and fiscal visits. Meanwhile, firms oper-
ating in trade and services are more affected
by onsite inspections and fiscal visits in the di-
vision of data per sector. This is expected if we
also refer to the government’s efforts against
informality and increase of onsite inspections
mainly according to the assessment of risk
system, where trade and services are indicated
with the highest risk.

Improvement of the professionalism of Tax
Inspector, especially in terms of commu-
nication, behaviour and ethics toward the

9

business. In the survey, the professionalism of
tax inspector is seen in some elements such as
behaviour/ethics, communication, profession-
al competencies and logistical support. There is
a prevailing rating for “professional” in the ag-
gregate of all the elements in the responses. The
criterion with a low rating and clearly as “un-
professional” remains “logistic support”. The
behaviour/ethics and communication are some
elements of professionalism rated more posi-
tively. Comparing the 2017 Survey’s responses
with the 2015 Survey’s responses for the same
questions, it is noted an improvement in the
business assessment in the professionalism of
tax inspectors, especially regarding ethics and
communication. The business still perceives a

13
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tory level of significance of 5%. Figure 1 below
shows a comparative overview of the mean of
the responses regarding the business percep-
tion on tax inspector, tax inspection report, clar-
ity of fiscal explanations of tax administration,
and satisfaction in e-tax services. Overall, there
is a more positive perception of the improve-
ment of all these assessed elements on tax ad-
ministration (Rating 1 for very professional/
very clear/very satisfied, while rating 5 is zery
unprofessional/very unclear/very unsatisfied).

Quality of tax inspection report is another as-
pect included in the survey. In general, it is not-
ed a trend of high rating related to the “clarity”
of the inspection reportin all the considered ele-
ments. The 2017 Survey shows an improvement

need to invest and increase the inspectors’ ca-
pacity in the tax administration to meet its de-
mands better.

We point out that the comparative results with
2015 were tested on their reliability with statisti-
cal methods where the t-test showed a satisfac-

[ETEEA Mean of business perception, 2015 - 2017
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[Z*TEFA Behaviour/Ethics of Tax Inspector, 2015-2017
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2. ON THE VAT REFUND

Although there are still problems in meeting
the deadlines, there is an increasing trend of
refunds within the deadline, especially within
30 days for companies exporting over 70% of
sales.

Among the randomly responding businesses
in the survey, it comes out that 22% (30 com-
panies) have applied during September 2015
- June 2017 for the VAT refund. The VAT credit
for refund is mainly from export activity, but
there are reported cases (30% of them) also
from investing activities. During 2016, there
have been significant developments in tax
procedures regarding the facilitation of refund
process for companies exporting over 70% of
sales. The purpose of these amendments has
been to promote exporting and facilitate li-

[GIMEEA Clarity of Tax Inspection Report, 2017
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quidity for this business category. In the sur-
vey, 27 companies (15 of which exporting over
70% of sales) responded that they received
VAT refund at least during September 2015 -
June 2017.

There is an increased number of automatic
refunds in the survey, where 10 companies
declare that they have been refunded auto-
matically (5 companies exporting over 70% of
sales) compared to the 2016 Survey (report-
ed only 2 cases). We may say that there is a
consolidation in the respecting of the refund
deadlines, where 9 companies declare refund
within 30 days and 14 companies within 90
days. GTD confirms a consolidating trend in
the automatic refund; however, there is still
a need for more information, especially from

exporters, to confirm that deadlines are be-
ing met. On the other hand, among those that
have received VAT refund there are still some
companies that claim to be refunded beyond
90 days, although less in number compared
to the 2016 Survey. However, it is worth men-
tioning that in the 2017 Survey and in the face-
to-face interviews with companies, there have
been claims of tax inspections carried out af-
ter the automatic refund.

VAT refund and the potential impact on in-
vestment has been measured in the survey
with the question - “Does the VAT vefund influ-
ence your decision in investing?” - selecting only
the responses from exporiers. It came out that
agood part of exporters (40% in the survey) af-

MY Respecting of the refund deadlines
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firm that the VAT refund process might affect
their decision for further investments. Howev-
er, there is a downward trend compared to the
2016 Survey, where 60% replied that it affects
their decision, while a more in-depth analysis
is suggested in the future.

Suggestions on further facilitation of VAT
refund were received in the survey, such as i)
automatic refund for exporters and exchange
of information from customs after the export-
ing; ii) automatic crediting of the VAT credit;
iii) the opportunity to pay other liabilities with
the recoverable VAT, such as income tax, tax
on rent, dividends or penalties, from the sys-
tem and afterwards the risk to determine if an
inspection is needed or not.

[ETEEA Does the VAT refund process affect the
exporters in the decision to invest?
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3. ON THE RELATIONS WITH TAX
ADMINISTRATION

Business - tax administration
relations in 2017 seem to have
improved in the transparency and
communication level such as in
regards to the report, access in
time and quality of information
compared to 2015.

Establishing sustainable and reliable com-
munication channels and interaction with the
tax administration remains a crucial factor for
the business. In years there has been a tense
relationship of mistrust between the parties
reflected either in the international reports,
comments from the business associations or
in the face-to-face meetings of the Secretariat
with the business.

Clarity of the information provided by the
tax administration - we highlight that two-
thirds of the responses are between “clear”
and “somewhat clear”. It is assumed that
there is an improvement in the business re-

Awareness regarding the selection for tax
inspection based on a risk system is con-
firmed in very satisfactory levels, where 67%
responded of being informed. There is a sig-
nificant increase compared to the 2015 Sur-
vey, where the awareness or the level of infor-
mation on the risk system was very low (39%
of respondents). This improvement is under-
standable, as the risk system was put into
practice at the end of 2015 from the GTD and
has continued to be consolidated during the
last years with updating of information and
risk indicators. Firms seem to be now aware
that they are selected based on risk indicators
analysed by the GTD.

Training of the business by the administra-
tion seems still at low levels. About 20% of
surveyed companies reported having received
training by the tax administration, mainly on
the use of the e-tax platform. Training of the
taxpayers, with all the tax administration ef-
forts, according to the business, is notin the fo-
cus of the daily work of the GTD. More efforts
are needed, especially for small taxpayers and

sponse and perception compared to received

those to become part of the VAT system.

responses in the 2015 Survey regarding the
clarity of information provided by the tax ad-
ministration. The reforming of the taxpayers’
service, improvement of the website, and the
information sessions undertaken during the
last year from the GTD are considered factors
that could have contributed to the business’s
positive responses. However, businesses
again complain that in many cases, when they
require specific clarifications for certain in-

Satisfaction on the electronic services pro-
vided through e-tax is at very high levels.
On average, 56% of the surveyed companies
say they are “satisfied” in all the assessed
indicators, such as access to the system and
the accuracy of data processing by the tax
administration. There is a visible level of sat-
isfaction compared to the 2015 Survey. Com-
parative results were tested for their reliabil-

terpretations, tax administration continues to

ity with statistical methods where the t-test

only cite legal acts without informing clearly

showed a satisfactory level of significance at

the taxpayer.

5%.

4. ON THE INFORMALITY

There is a “slight” decline in the
perception of the business related
to the size of “informality” com-
pared to 2015; meanwhile, the tax
income/VAT threshold, relation-
ship with the administration and
enforceability of law remain key
factars that influence informality.

Competition due to informal activity con-
tinues to remain a significant business con-
cern also in the 2017 Survey. A good part of
the respondents (69%) say that they face some
form of informality in their sector. The nature
of informality displayed in the sector where
they operate varies, but the most mentioned
in the survey are fiscal evasion due to corrup-
tion and smuggling, labour in black, tax cou-
pons not issued by the companies, etc. As a
novelty in the 2017 Survey, we point out that
there is another dynamic in the exhibit of in-
formality compared to the 2015 Survey, where
the non-registration of the business has fallen
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some responses in the survey consider being
informal as a benefit in the short term but car-
rying costs for the business in the long term if
it needs to expand in the future.

Asked if they have a strategy for formalisa-
tion, most of the companies responded that
they have no informality in their activity. It is
noted a discrepancy from the business’s re-
sponses where their perception for informal-
ity in their sector is high (69% of responses),
while in terms of their own experience if they
have a strategy for formalisation, 74% state
that they have no informality. The same in-
verse relationship between perception and ex-
perience regarding informality has also been
identified in the responses of the 2015 Survey
for the same questions.

“Which is the most important fiscal fac-
tor that could encourage informality?”
was asked in the survey in the form of a mul-
tiple-choice question. The factors that may
leave room for informality and assessed as
the most important ones for the business are:
i) implementation of tax procedures:; ii) capac-

compared to 2015, in the perception of the in-
formality. Meanwhile, labour in black contin-
ues to remain a concern and comparable with
the responses in 2015. A survey finding arrived
as anew concern, directly from the business is
informality in tourism, especially for the tour
guides and agencies.

A consolidation of the business awareness
on the understanding of the costs and bene-
fits of informality is noted, a finding also in
the 2015 Survey. Because again a good part of
them says that there are more costs than ben-
efits from being informal (graph 6). However,

ities of tax administration, iii) VAT threshold,
iv) income tax threshold. If we sum up the two
latter ones in one single factor, fragmenta-
tion of the tax system comes out as the main
cause brought by the business. It should be
mentioned that prevailing in this opinion are
businesses with an annual turnover of over 8
million ALL, mainly in services and trade.

In the survey, there were some open questions
on issues related to informality to receive as
much feedback, comments and suggestions
from the business on this phenomenon in
Albania. More specifically, businesses were
asked about the causes that encourage infor-
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mality in general, incentives for the formali-
sation of the economy and other concerns in
doing business in the country.

On the causes that encourage informality in
the operating sector, various answers were re-
ceived in the survey. The Secretariat grouped
these answers on pillars which generalise to
some extent the received comments: i) corrup-
tion and political influence of the business; ii)
capacities of tax and customs administration;

[ZMEXA Do you face informal activity in your sector?

90%
80% 78%
70%
60%
50%
40%
30%
20%

10%

0%

Yes

B 2015 = 2017

Source: Survey data processing hy the authors

Concrete suggestions on incentives which
could facilitate formalisation of economy- it is
noted a change in the attitude of the business in
terms of proposed incentives for formalisation in
the 2015 Survey, where an emphasis is put to the
partnership with the business, facilitation of pro-

iii) quality and sustainability of the fiscal legisla-
tion; iv) unfair competition; v) fragmentation of
the tax system; vi) high taxes; vii) low economic
level. The highest number of responses is about
corruption and political influence, followed by
the capacities of tax administration and fiscal
legislation. In this survey, “the low fiscal culture
of the business” comes out as a new factor, not
articulated in the previous Secretariat’s surveys.
In Annex 3 are shown some of the most promi-
nent answers to the open questions.

Cost or benefit in being informal?

140%
120%
100%
80%
60%

40%

20% 34%

0%

Cost Benefit

W 2015 ®2017

cedures and enhancement of the administration
quality.

In the 2017 Survey, a section was made available
to the business to provide suggestions. A variety
of responses arrived, such as the reduction of
taxes, the review of the fiscal policies, adequate

application of the tax procedures, capacity build-
ing of the administration, etc. It needs to be high-
lighted the frequent requests from the business
for co-dialogue and partnership with the tax

administration and the government, possibly

sectorial platforms, incentives for the investing

companies, market control and awareness of the

final consumer.

5. OTHER ISSUES ON THE INVESTMENT
CLIMATE

Of continuous interest to the Secretariat is also
collecting business opinions for other concerns
regarding the climate of doing business in gen-
eral. These concerns are considered later by
the Secretariat to initiate discussions on other
issues at the Investment Council. Again, the
responses are elaborated in several directions.
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In the 2017 Survey came out as more problem-
atic: i) administrative bureaucracys; ii) relations
with the administration; iii) clarity of fiscal
legislation; and iv) application of customs pro-
cedures. Meanwhile, in the 2016 Survey, the
business responses to these questions varied
more in terms of: i) incentives for investment; ii)
relations with administration; iii) clarity of fis-
cal legislation; iv) administrative bureaucracy,
iv) customs procedures. Some of these issues,
such as incentives for investment and customs
procedures, have also been tackled in other
dedicated IC meetings.

It needs to be emphasised that there is a consol-
idation in the last two surveys of the business
concerns in addressing administrative bureau-
cracy and the professionalism of administration
in the relations with the business.
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IC RECOMMENDATIONS

2015-2016

n light of current developments, the Sec-

retariat suggests that in terms of tackled

subjects in the survey, there are several IC

recommendations, given during 2015-2016,
which remain unimplemented or are partially
implemented while the concerns persist. More
specifically:

ON TAX INSPECTION

1. Legal definitions on the risk system and pub-
lication of indicators. Selection for inspec-
tion up to 90% based on risk system (2015).

Some of the key risk criteria have been published
by the GTD but it still remains unclear how much
the ratio of tax inspections selected based on this
system is. Meanwhile, it remains a challenge and
necessity to update risk indicators and sectorial
analysis of the tax administration based on the
findings of the tax inspections.

2. Increase the support to tax administration
with human, budgetary and logistic resourc-
es. The appointment of inspectors is to be
made on sectorial specifics—incentivising
packages for tax inspectors (2015).

Although there is an increase of the allocated
financial resources (2015-2017) at the GTD, it re-
mains a challenge for the Government and the
Ministry of Finance and Economy in the frame-
work of needs and requirements for the contin-
uous modernisation of fiscal services toward
taxpayers. A sustainable growth of financial re-
sources is needed to support motivation and pro-
fessionalism of the tax administration staff and
the credibility of taxpayers.

3. To plan and publish annual training pro-
grammes for the inspectors in collaboration
with business associations, consulting and
auditing firms, preferably as per specific sec-
tors and subsectors.

It is noted a new mindset of the tax administra-

tion in the communication with the business re-

flected as well in the survey findings and the GTD

Strategy and the latest information published by

the GTD on the communication with the busi-

ness. To enhance the quality and efficiency of the

communication, it would be suggested to have a

more structured communication, preferably in

small technical groups, to address concrete busi-
ness concerns as per sectors.

ON VAT REFUND
1. Therespecting of refund deadlines, especial-
ly for companies exporting over 70% of sales.
Make transparent a VAT refund regulation.
The legal framework is consolidated and com-
pleted along with the implementation of the
green channel at customs as a measure to pro-
mote exports. A VAT refund regulation has not
been published yet. Meeting the deadlines re-
mains still to be improved. The decision-making
for VAT refund should not be conditioned by the
budget income plan of the tax administration.

ON THE RELATIONS WITH THE TAX

ADMINISTRATION

1. TAD decisions to be published systematical-
ly.

2. Information for taxpayers from the registra-
tion moment at NBC. Publication of risk indi-
cators.

3. To prepare simple guides on tax administra-
tion and information sessions, especially on
thetaxsystemandinformationsessionsmain-
ly with the small and medium businesses.

Based on the latest amendments to the Law “On

Tax Procedures”, the Tax Appeal Directorate has

started functioning within the Ministry of Fi-

nance and Economy. However, it is demanded to
increase the transparency on TAD’s activity and
decisions.

It has been improved the taxpayers’ services in

the GTD and NBC; meanwhile, there is support

also by the EBRD for the establishment of infor-
mation helpdesks for the taxpayers at the prem-
ises of ADISA. It should be further strengthened
the role of Taxpayer’s Advocate, now allocated
at the Ministry of Finance and Economy and fur-
ther increase the interaction with the business.

To be strengthened the role of the associations

and dialogue platforms.
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ON INFORMALITY
1. Development and approval of a specific

strategy against informal economy.

2. Reassessment and analysis of the cur-
rent fiscal system. The debate on the
VAT threshold, tax income, incentives
for formalisation.

3. Simple regulatory system/alleviation
of administrative burden. Increase of
the access in the banking services and
transactions. Grants for agriculture.

4. Consultation, transparency and educa-
tion. Public acknowledgement for com-
panies that comply with the rules.

Informality persists as the main business con-

cern in the form of unfair competition. There

is an awareness of the need to reduce the phe-
nomenon in several plans, where the main ones
raised by the business remain:

- Reduce the administrative bureaucracies
and faster exchange of information among
public institutions;

- Clarity in the tax and customs procedures;

- Capacity building of tax and customs admin-
istration;

- Dialogue, more active cooperation and
transparency between the business and
public administration.

Based on the above, we think that the undertak-
enmeasures from the government on informality
and the debate on the reduction or removal of the
VAT threshold for the business will have a real
impact on the informality in the country, despite
the public debates for and against. Meanwhile,
some concrete initiatives have been initiated in
the framework of the deregulation reform to re-
duce some of the unnecessary practices and the
administrative burden of the business for docu-
mentation which is easily generated within the
public administration through further digitalisa-
tion of public service institutions.
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CONCLUSIONS

he 2017 Survey of the Secretariat “On
Some Aspects of the Investment Cli-
mate” highlights that despite all the
observed improvements in respect to
tax inspections, tax inspector’s behaviours and
ethics, service to the taxpayers, etc., there is still
a need for a more systematic approach in terms
of a sustainable partnership with the business
community and in particular with companies
complying to rules.
It remains essential the engagement for further
digitalisation of the public services for the busi-
ness and the reduction of institutional bureau-
cracy. The 2017-2021 GTD Strategic Plan has
clearly defined in the GTD objectives, among
others, the reduction of administrative burden
in the payment of taxes and raising the public
awareness for voluntary tax compliance. Im-
plementation of this plan will help enhance the

trust between the tax administration and soci-
ety and further clarification of tax administra-
tion’s role.

There is a consolidation in terms of timely VAT
refund, especially to exporting companies;
however, it should be considered the progress
of refunds in general and how much detached
this process will be in terms of fulfilling the GTD
income plan.

Informal competition remains a permanent
business concern, and the recent government’s
efforts in reducing informality are widely ap-
preciated. The business considers the relation-
ship with the administration and enforcement
of the law as the main influential factors in in-
formality. Long-term systematic interventions
against informality are necessary, which need
to be studied and consulted with the business
community.

Annex 1
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Comments from the Business

1. ON VAT REFUND

»  Automatic refund for export and exchange of
information by customs during export.

»  Automatic crediting of the recoverable VAT.

»  Possibility to pay other liabilities with the re-
coverable VAT, such as income tax, tax on the
rent, dividends or penalties from the system
and afterwards the risk to define whether it
is needed an inspection or not.

2. FACTORS LEADING TO INFORMALITY

»  Lack of invoicing chain, we buy services that
are not the object of VAT and not being able
to charge VAT in purchases, as we receive
tax invoices of Model 4.

» Informality in Tourism, at tourist guides and
tourism agencies.

» The ability to earn more by paying fewer tax-

»

»

»

es. General business spirit and the lack of
business culture in general.

Encourage the final consumer to withdraw
the tax coupon.

There are no controls, or they are either insuf-
ficient or sporadic, issuing licenses for man-
ufacturing activities with ease. No institution
demands and controls the standardisation of
manufacturing and respecting technical and
environmental norms, etc.

Removal of the right for retail sales (coupon)
for big businesses is creating fictitious retail
and wholesale firms, as the big businesses are
obligated to create these firms to enable them
to charge the goods that are not accepted by
the retail market. This phenomenon is becom-
ing a trend, and a technical solution should be
found to eliminate fictitious retail societies.
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»

»

»

»

»

»

»

. INCENTIVES FOR FORMALISATION

Increase the bonuses for customs officers if
they increase regular customs clearances,
therefore what they take now as a bribe to be
taken officially as a bonus from the state.
Request the origin of products at the compa-
nies which make the final sales of products.
Abusiness that fulfils all the criteria to be cer-
tified with a stamp, so inspectors do not pay
avisit and put pressure on them every week.
The best way to fight informality is to control
and fine citizens and companies that accept
a VAT invoice.

The possibility to pay tax liabilities without
immediate effect on penalties by tax inspec-
tions.

Public awareness. Increase of incentives —
for every tax coupon to get a refund of 5-6-
10%.

All the entities that sell, produce or have
an activity in the area of agribusiness to be
equipped with relevant licenses and be mon-
itored as per applicable legislation in order

»

»

»

»
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for all to be equal. This is especially evident
in districts.

Tax administration to organise special meet-
ings by sectors to head companies toward
formalisation.

A qualified tax administration. It leaves
much to the desire the level of militancy in
the tax administration, young or old it doesn'’t
matter, simply the selection is made on po-
litical affiliation rather than on profession-
al specialisation. Young graduates or with
max. 1-2 years of work experience can never
be part of the tax inspection department and
inspect professionals which have been in the
field for years.

The taxpayers service to be more open and in
direct contact with the professionals, to help
comparnies to be compliant in the reporting
of their tax liabilities.

More easily accessible information. Laws
to be made public along with the respective
instructions before being implemented and
not many legal amendments

Annex 2
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The Questionnaire

his questionnaire is based on surveys
conducted by the Secretariat of the
Investment Council during August
2015 - October 2016 on some areas of
investment climate considered by businesses as
the most problematic. The issues that the pres-
ent questionnaire will cover in separate sections
are:
» Tax Audits
» Value Added Tax (VAT) Refund
»  Informality
This survey comes as a proposal of Investment
Council members with the aim of enabling a
wider debate on the consistency of the main
business concerns during 2015 - 2016. The
purpose of the survey is to make a comparison

with the findings of previous surveys on the
above issues by highlighting the problems that
continue to be a concern of the private sector.
Moreover, it is offered the opportunity through
the survey to recommend practical solutions
to these issues.

Findings and suggestions resulting from this
questionnaire will be discussed at the next meet-
ing of the Investment Council. The recommenda-
tions adopted by the Investment Council will be
submitted to the Albanian government for fur-
ther consideration. 7/is can hring potential legal
and regulalory changes or revisions.

The deadline for completing the questionnaire is
30 September 2017.
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. GENERAL 2. ON TAX AUDIT
Select one of the areas below which better defines the main economic activity of your business: 5. Select the nature of tax audits and define the number of audits for your company in the following
Mining and quarrying years:
Manufacturing Industry
Electricity, gas, steam and air conditioning supply
Water supply; sewerage, waste management and remediation activities
Came e e Nature of audits 2014 2015 2016
Services o Full Tax Audit
Wholesale and retail trade; Fiscal visit
Transportation and storage b Fiscalvisi
Hotels o Onsite inspection
Information and communication :
. . . L o Re-audit
Architectural and engineering activities;
Travel agency, tour operator
Other (please specify ) 6. Define the time duration of the last tax audit/inspection:
The main shareholders (owning more than 50%) of your business are: o 1week
o 1-4weeks
N Albanian o 1- 3 months
)| Foreign o Other (specify)

Select the size of your organisation according to your last year turnover: 7. Evaluate in the following the professionalism of the tax inspector in regards to:

Professionalism of tax Very Professional = Somewhat Unprofessional = Very
{  Upto5 Million ALL inspector professional professional unprofessional
M 5-8Million ALL Behaviour/ Ethics
M  Over 8 million ALL .
Communication
Professional competences
Are you an exporting comparny? YES NO___ Logistic support

1.1 IfYES, please detail as following
M  Exporting over 70% of sales
M Exporting 50% - 70% of sales
M  Exporting less than 50%

8. Evaluate in the following the clarity of the Tax Audit Report issued by the Inspector at the end of
the Tax Audit concerning:

Clarity of Tax Audit Report = Very clear  Clear Somewhat clear = Unclear Very unclear

Content

Format

References

Findings/conclusions




28

3. ON VAT REFUND (FOR COMPANIES THAT ARE SUBJECT TO VAT REFUND)
9. Have you applied for VAT Reimbursement from September 2015 — June 2017?

O YES,

i NO

A. IFYES, please respond to the following. If NO, please skip to section B, question 15.

10. The Object for VAT refund is related to:
o Export
o Investment
o Other

11. Have you obtained a VAT refund?
o YES
o NO

o In process (please specify how long has it been since the application date, are you in the pro-

cess of auditing, the process of refund, etc.)

12. If YES, have you obtained a VAT refund:
o Automatically from the system;
o After relevant tax inspection;
o After your appeal (at the Appeal Directorate or in Court)
o Other

13. IfYES, the refund time duration was:

o Within 30 days

o 30 days to 60 days

o 60 days to 90 days

o More than 90 days, please specify
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14. If you have not obtained a refund, please provide up to three reasons why:

1.
2.
3.
B. If,NO,

15. Why you have not applied:
o Complicated procedure in the system
o Too much paperwork
o No capacities to meet the requirements of the tax administration
o Not to become subject of a tax inspection
o Lack of trust in obtaining refund
o Other

16. Any comments, concrete suggestions for the improvement of the VAT refund procedure, please
detail

17. Does the VAT refund process affect your decision to invest, and why?

o YES

o NO

4. ON INFORMATION AND COMMUNICATION WITH TAX ADMINISTRATION

18. Evaluate in the following the clarity of the explanations related to the legislation on tax procedures
provided by the Tax Administration.

Very clear Somewhat clear Unclear Very unclear

19. Are you aware that the selection of taxpayers to be inspected will be made through the new risk-
based system?
o YES
o NO



30

20. Have you attended the training session provided in the last years by the Tax Administration on the
implementation of tax legislation?
o YES
o NO
Ifves, please provide more delails

21. Evaluate in the following the satisfaction with the e-TAX services as relates to:

Very Satisfied Somewhat Unsatisfied Very

satisfied satisfied unsatisfied

Access to electronic filling

Reliability of the data

Accuracy of the data
processing

22. Rank three of the most important factors related to the tax system that may lead to go through an
informal activity (I-most important and 3-important):
o Application in general of tax legislation
o VAT threshold
o Tax on Profit/Income Threshold
o Tax Audits
o Relations with tax administration
o Other

5. ON INFORMALITY
23. Do you still face competition deriving from informal activities in your operating sector?
o Yes
o No
Ifyes, please comment on what kind of informality exists in your sector (tax evasion, un-regis-
tration, corruption, smuggling, undeclared workers, etc.)

24,

25.

26.

27.

28.
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Please comment on what do you think encourages informality in your sector:

From your point of view is it more beneficial or more of a cost being informal in your sector and if
you could provide more details:

If you have some informality in your business, do you have any strategy to formalise in the long
term?

o YES

o NO

o I have no informality

From your point of view, what could be some effective incentives to reduce informality in your sec-
tor?

Please any other comments or suggestions on the issues on investment climate to be considered
in the course of the work of the Investment Council:




Annex 3
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o TATUS OF RECOMMENDATIONS

In the following, we present

12 concrete measures/
recommendations of legal nature,
included in the facilitation of tax
procedures [37 in total] with the
pertinent amendments in Law

No. 9920 dated 19.05.2008 "“On
Tax Procedures in the Republic of
Albania” [amended) and pertinent
secondary legislation.

1. 1C RECOMMENDATION:

Increase transparency for the main indicators
of risk used by the electronic system to iden-
tify the business of risk which are subject of
inspection.

Undertaken measure:

Annual Plan of Risk Management and Compliance
2016-pg. 12-14.

2. 1C RECOMMENDATION:
Prior notification of taxpayers for the execution

of tax inspection. The legislation should provide
a minimum of 10 calendar days to notify in ad-
vance the taxpayer for thorough tax inspections
(except for cases of inspections onsite, which
may be carried out without prior notification or
notice).

Undertaken measure:

Fully addressed, even with a higher standard than
the one recommended, from 10 days to 30 days the
deadlinefor the notification hefore thefull tax inspec-
tion—Article 81 of Law no. 9920 dated 19.05.2008
and lustruction no. 24 of MF.

3. 1C RECOMMENDATION:

The tax inspection notice sent to taxpayers
should be more detailed.

Undertaken measure

Partially addressed by law — in the notification jor
the inspection, it will also be foveseen the deadline for
the completion of the inspection, the date and lime—
Law no. 9920 dated 19.05.2008 and Instruction no.
24 of MF.

4. 1C RECOMMENDATION:

The right of taxpayers to appeal effectively —
guarantee the independence of the Tax Appeal
Directorate (TAD) - structural changes in the tax
appeal.

Undertaken measure:

Amendments to Law No. 9920 dated 19.05.2008;
DCM no. 11 dated 1101.2017 and lnstvuction No. 24
of ME.

5. 1C RECOMMENDATION:

Establishment of a collegial body instead of TAD
via a special law, in the form of a “quasi court,”
also in the framework of the plans for the unifi-
cation of the tax administration with customs
administration to review administrative appeals
(starting with a certain amount).

Undertaken measure:

Amendments to Law No.9920 dated 19.05.2008;
DCM No. 11 dated 11.01.2017 and Instruction No. 24
of MF.

6. IC RECOMMENDATION:

Repeal of point 3, Article 109, of Law No. 9920.
Decisions of the Tax Appeal Directorate (TAD), in
the quality of higher administrative unit to take
decisions about cases of appeal, should be auto-
matic binding to the Regional Tax Directorates
(RTDs).

Undertaken measure:

Amendments to Law No. 9920 dated 19.05.2008,
Instvuction No. 24 of MF and DCM No. 11 dated
11.01.2017.

7.1C RECOMMENDATION:

Tax Appeal Decisions should not be subject to
further appeal to the Administrative Court by the
RTDs.
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Undertaken measure:

Amendments to Law no. 9920 dated 19.05.2008,
Instvuction No. 24 of MF and DCM No. 11 dated
11.01.2017.

8. 1C RECOMMENDATION:

Strengthening of the role of Taxpayers’ Advo-
cate.

Undertaken measure:

Changes to the positioning of TA in the velation-
Ship with Tax Administvation - DCM, no.10, dated
11.01.2017.

9. IC RECOMMENDATION:

GTD and TAD should consider increasing the ca-
pacities for legal analysis and unification of their
practices and reflect the courts’ final decisions
for similar cases. Unification of interpretations
by the tax administration - tax precedent.
Undertaken measure:

Amendments to law no. 9920 dated 19.05.2008 -
article 10 and avticle 28 paragraph 3.

10. 1C RECOMMENDATION:

GTD should prepare and publish the Annual
Commentary of treated cases on its official web-
site.

Undertaken measure:

Amendments to law no. 9920 dated 19.05.2008 -
article 10 paragraph 3 and article 28 pavagraph 1.

11. 1C RECOMMENDATION:

Amendment to the legal provisions related to the
time deadlines for tax on profit and simplified
tax on profit.

Undertaken measure:

Amendments to Law No. 9920 dated 19.05.2008 -
Awticle 114/1.



12. 1C RECOMMENDATION:

Approval of the draft law on Insolvency - Ini-
tiate the insolvency process at court by the tax
administration only in compliance with the law
for insolvency and not by the law no. 9920 dated
19.05.2008 “On Tax Procedures” (amended).
Undertaken measure:

Amendments to law 1n0.9920 dated 19.05.2008 -
article 104.

In the following are listed some
of the fulfilled recommendations
during 2017 by the tax
administration and MF.

13. 1C RECOMMENDATION:

Increase of the tax administration transparency.

Undertaken measure:

> Publication of a detailed veport hy GTD jor 20106,

»  Publication of manuals on the declaration of the
social and health insurance and their electvonic
declavation;

»  Periodic notifications for taxpayvers at E-Tax
and Media.

14. 1C RECOMMENDATION:

Informatisation of systems (e-filing, online state-
ments, exchange of information etc.) among ad-
ministration institutions and online exchange of
information, for example, Tax Administration,
Customs Administration, local Immovable Prop-
erty Registration Offices, Transport Directories
etc.

Undertaken measure:

Ordinance of MF no.101/1 dated 02.10.2017 “On
the Facilitation of Required Documents for the Ser-
vices provided o the Business and Citizens by the
Ministry of Finance and Economy and its subovdi-
nale institutions.”
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15. 1C RECOMMENDATION:

Used risk analysis indicators should be adopted
and adjusted as per industry (tourism, services,
banking sector, textile sectors, etc.) and business
size. While it is clear that the formula used by the
system for their selection should be kept in strict
confidentiality.

Undertaken measure:

Partial publication of some of them.

16. IC RECOMMENDATION:

Tax inspectors should be appointed based on
taxpayers’ profiles (small, medium and big tax-
payers) and sectorial specifics.

Undertaken measure:

Restructuring of GTD organogram.

17.1C RECOMMENDATION:

Provision of tangible incentives for investors and
businesses (Approved with DCM no.579 dated
03.08.2016 “Guide for Investment Politics” — with
the objective, until February 2018, of the drafting
of the unified law for investors, which will also
include the list of incentives for local and/or for-
eign businesses.)

Undertaken measure:

New draft-law “On Foreign Investments” under
discussion. Fiscal package 2018 under discus-
sion in the commissions of the Albanian Assem-
bly.

In the following are listed some of
the discussed recommendations
of IC discussed broadly, but no
concrete step has been tfaken so
far.

1. The government should guarantee an en-
tirely transparent system of tax inspection

by publishing main indicators of risk used
by the electronic system of risk to identify
businesses of risk which undergo a tax in-
spection.

Planning and approval should be at the
highest level of around 90% of the electron-
ic system of risk, for all kinds of inspections,
and not only for the VAT refund. For the au-
tomatic selection, the electronic risk system
should not focus only on VAT but also on oth-
ertypes of taxes (e.g., tax on the revenues and
tax on profit).

. 'The threshold for cash transactions for the

VAT refund scheme for farmers remains
an object of discussion and debate among
stakeholders, institutions, and the private
sector.

Unification of investigating structures and
inspection of Tax and Customs Administra-
tion.
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5. Organisation of mutual training programmes
between the business and administration in
preventing disputes. In the meantime, con-
tinuous and common training between the
Administrative Courts, Tax and Customs
Administration is suggested via the school of
Magistrate with the support of business asso-
ciations such as the Albanian Association of
Banks. This would also help in the unification
of practices for the administration and the
Judicial. To be foreseen in the annual work
programmies of the School of Magistrate and
GTD and GCD (Mutual discussions in continui-
ty Business - Central luspectorate-GTD).

6. State Advocate Office, through its active role
with interpretations for legal matters of gen-
eral character for the entire public adminis-
tration. For this purpose are necessary also
legal amendments to the law no. 10018 dated
13.11.2008 “For the State Advocate Office”.
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