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[. INTRODUCTION:

Thank you for your timén completing this assessmehiYe recognise that completing this
assessment will take some work. We emphasize however that the tinrevgstimn this study
will help the OECDto providewell-tailored policy assistance to your country

Thelnvestment Reform Index 2009 (IRI 208Bns to:

A Independently and rigorously assess investmeated policy settings and reform
against internationddest practice

Give guidance for policy reform and development

Create aprocessthat enhances the quality of policy development relating to
investment

A Facilitate prioritisation of donor activities supporting investment and growth
This document is the assanent framework faaccess to finance.

If you require any additional information on the IRl methodology or have any queries
regarding this assessment framework pmeasontact Nicolas Hiliponnet at email:
Nicolas.Philiponnet@oecd.org.
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Name:

Organisation/Ministry/Agency:

Title/Positiorn
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Mailing Address:
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[ll. GENERAL OBSERVATIONS:







V. ASSESMENT FRAMEWORK

Introduction

In many countries private sector investment does not reach its potential bedanse

planning investment do not find suitabforms of financeFirms can facexternal financing
constraintsfor a number of reasons, including a limited range of available financial
instruments, the high cost of financial services (reflecting-aompetitive markets and poor
quality regulation), aerous documentation requirementsfc. Good investment projects

can be denied external finance when firms or individuals possess too little collateral.
Information barriers can hinder the matching of investment projects with sources of finance.
And, fromthe demand sideinherently viable projects can falterdfitical information ishot

properly presented to potential investors. Responding to these issues is a considerable policy
challenge.

Thispaper describes thassessment framework for the accedssfinance componenof the
InvestmentReform Indg 2009(IRI 2009)which covers ten economies South East Europe
(SEE). This assessmirameworkhas been ioludedin the IRl 2009 palgt as a response to
the ongoing global financial and economic crisis

Objective and scope

The objective of this assessment framewogte two-fold:

1. Toprovide comprehensive coverage of selected issues bearing on access to finance
for the business sectar and mostparticularly smalland mediumsized enterprises
(isstes of access for the unbanked, or forrek population groups, while extremely
important, are not the object of this assessmgnt

2. Toprovide anexplicitapproach tomeasurement andnalysis.

Thescope of theaccesdo-financeassessmenframework isliustrated in figure 1The
frameworkis divided intosevensub-dimensions These seven sultimensions are described
below.






Figure 1 Assessment Frameworor Access to Finance
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estimates of the size and scope of the constraints encountegediginghe

magnitude and nature of financing constraints is compkex.instancebetter

organised firm®ften have greateraccesgo the policy community, and the needs of
less visiblegroups of firmsan be given inadequate attention. Surveys can be biased
in the selection of samples usgadith small firms tending to be underrepresented.
Andsurvey evidence can atain various forms of response bias. For instance,
entrepreneurs may wish to attribute instances of poor enterprise performance to

factors external to the firnfandthereby external taheir own managerial

competenceg such as suppigide conditions in cidit markets.

Generalstatus of debt and equity finance
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This subdimensionreviews the various types of financial instruments available and
the accesdarriers that companies fac&heevolution of the provision of credit to
non-financialcompaniesjn particular since the beginning of the financial crigigi
alsobe assessed.

The banking sector

Bank lending ithe most common form of external finance for compani€sis is
especially so in South East Europkerefore,anassessmentf access to finance
mustevaluatethe banking sector. The main issu@&@minedin this subdimension
are thescaleof banklending the level of competitionin bankingthe regulatory
framework,banksectorstability and the obstacles that companidace when
applying for a loan.

Legaland related institutionalframework

This subdimension cover§ive indicators of the legalinstitutional realm critical to a
mature financial environmenftlhe first relates tansolvencylaw, which defines

creditor protectian and thereby facilitagsloan provisionThe second covergedit
information systemsTheseallow creditors to allocateapital more efficiently by

taking credit histories into account. Thi@drd looks at the existence and quality of a
cadastre. As a regjry of land titles, a cadastre facilitates transactions by providing
necessary transparency and proof of ownersHipe fourthcovers collateraand
provisioningrequirements. Thdifth and last indicatoconsiders theexistence and
development of aegistration system for moveable assets, which helps companies to
use a wider range of assets for collateral.

Availability of financial instruments

This sukdimension covesthe measures that a government can take to foster
development of alternative® bank loans, in particuldor small and innovative
companies. ive themes are covered in this submension leasing factoring early
stageventure capitaland the framework conditions supporting; networks of
informal private equity investorg known as business angelthe volume of whose
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investments significantly exceeds the volume of formal venture capital investment in
most countries andmicro-credit.

Loanguarantee schemes

Loan guarantee schemgcan facilitatecommercialoan provisbn where loans would
be unavailabldor otherwise creditworthy projectsThis sukdimension coverswo
forms of loanguarantee schemecredit guarantee schem#ésinds, andmutual
guarantee schemedVutual guarantee schemes involirelustry-specificnetworksof
companies that guarantee loans for their peeighird theme concerns public
guaranteesspecifically targeted adlleviatingcounterparty risk for exporting
businesses.

Selected demansside skills

The impact ofawider availability of finaoe is limited if companies lack the skills to
prepare highquality funding proposals aniegotiate such fundingrhis sub-

dimension therefore aims to assess the tools and measures that policymakers have
put in place to ensure that compamganagers vghingto access finance kathe
financial skills to do so.
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V. MEASUREMENT
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1 Policy development and monitoring

t2f A08 FAYSR |G FLIOAEAGIGAY3 O2YLIyYyASaQ | 0O0Saa

size and scope of the constraints encounteréduginghe magnitudeand natureof financing
constraintsis complex This indicator refers to the progressively complex and sophisticated

information and data gathering practices that governments can engage in to build the evidence base

for policy.
Indicator 11:  Policydevelopmentbuilding an evidence base
Policy development : building an evidence base
1 2 3 4 5
No systematic Surveys collect | Level 2+ Level 3+ Level 4+

data collection on
access to finance
for either
households or
firms.

data on
representative
samples of

the populationon
type of financial
services used,
their prices and
guantities.

National census
data include
information on
the number and
characteristics of
households with a
bank account.

Specific acced®-
finance
assessments are
undertaken for
the business
sector and
systematically
explore:

- Reasongor lack
of access and lac
of use®

- Thetypes of
finance lacking.

Data are collected
from financial
institutions and
regulators®

Firms are
surveyedat least
annuallyon the
degree to which
finance constrains
their operations.

Survey evidence i
systematically
employed in
policy
development.

Notes:

1. For exampleavailability, physical access, cost plus the main drivers of cost, documentation
requirements, bank couption, macro-instability, lack of needdr instance, stemming from a
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shortage of good projects

2. Data collection from financial institutions enablesassess thoroughly provision and accessibilit
of credit. They can for examm@compasslata onbranch and ATM density, on average interest re
etc.

RESPONSE BOX

Country score, and Key sources Additional comments
justification for country score
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2. General status of debt and equityfinancing
21 Forms of financing
This subsection aimdgo develop a general overview of the forms of financing and instruments most

commonly used by private companies. Differentiatiors baen made between large and small
companies as firms of different sizes will most likely face differesues in accessing finance.

Indicator 2.1.1 On a Mo-5 scale, wichforms ofexternalfinancing are mosand leastwidely
used by companie@d =least used form; 5 mostused form)?

. Private Informal Other
Family Banks | . :
investors lenders (pleasespecify)
For small companié&s
For large companies
Any additional
comments and statistic
Key sources
Indicator 2.1.2 On a Ho-5 scale, with financiainstruments are most and least widely used

by companies? fleast usedp =most used?}

Overdraft Credit | Short term|Long tern Leasing Eauit Other
card | loang? loans 9 FAUY | please specify
For small companié&?
For large companies
Any additional
comments statistics
Key sources
Indicator 2.1.3 Does the Central Bank collect data on the average cost of financing that

companes face? If yes, please provigleshort description of the data
categories availabf

Notes:

1. Small companies are defined as companies with less than 50 emplageaalturnover below
Mmnae FyR oFflyOS &akKS Sfidefinitdrsdifférdrom2te orfe S8esdiibeuer |
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pleasenote the differences

2.AShot-term loan is considereghe with a maturity periodf less than 3 years

2.2

Identified karriersto financing

This suksection aimsa quantify the extentand typeof difficulties that companiefacein getting

access to finance.

Indicator 2.2.1

What percentage of commercial loan applicationgjgprovedby banks®

(if dataare not available for aategory, please write N/A)

% of applicatios satisfied

For all companies

For small companies

For largecompanies

Any additionalcomments
and statistics

Key sources

Indicator 2.2.2

rejected?

(1 =least used; 3=most used)?

On a Mo-5 scale, whaare the main reasoswhy loan applicatios are

Lack of
information
on project

Inadequats
profitability
of project

Lack of
information
on borrower

Lack of credif
history of
borrower

Lack of
collateral

Other
(please

specify)

For all conpanies

For small companies

For large companies

16




Any additional
comments and statistics

Key sources

Indicator 2.2.3:

financing since the start of therisis?

(1= least important; 5=most important)

On a Ho-5 scalewhat has been the principal ahge in availability of

Increased|_.. . Increase i Other
Increased Tightening o Reduced rat
: costs of I ) procedure (please
interest rate >~ | condition$” |of acceptanc : .
application time specify)
For all companies
For small compargs
For large companies
Any additional
comments and statistics
Key sources
Notes:

1. Conditions on loans include collateral requirensetitreshold and ceiling onthe amount

borrowed expectedate of return, credit historyetc.
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2.3

Equity finance development

Equity financing is at a very preliminary stage of development in most countries in the region.
However, regulatory structuresndthe basisfor development oequity finance may already be in
place and so shoulddreviewed

Indicator 2.3.1

If there is a stock exchange operating in the country what is its structure?

- : Publicly tr Publicly tr
Association of listeq Stateowned/ state ublicly traded ublicly gded Other (please
compan controlled compant company controlle¢ company wih low Sneciy)
pany pan by its members | share of memberg P
Indicator 2.3.2: What are the disclosure requiremesfor companie§’?
Annual Semiannual uarterl .
Q y Operation
Financial [Operation| Financial | Operationg Financial |Operation @
Statemen?| Report? |Statemerit| Repat® |Statemerit'| Report?

Listed companies

Non-listed companies

Small companies

Large companies

Any additional
comments and
statistics

Key sources

Indicator 2.3.3

Are companies in theountry using accounting and audit standard
requirements [FRS and IAB)

Yes

No

Comments

IFRS

IAS

Indicator 2.3.4

On a Mo-5 scale, what are the main alternats®r a private investor

Public Offering

wishid (i 2 bys8lihga foéal compar(1=leastused; 5= most used)
Sale to anothe Repurchase of Other
. shares by Trade Sal® .
investor (please specify)
company

18




Indicator 2.3.5: What is the anual average number of Initial Public Offerings (IPOs)

Source Additional comment (if any)
Number (kindly
indicate the years for
which the average is
calculated)

Indicator 2.36: Are there any restrictiogon crossborder capital movemenfe.g.restrictions
on foreign venture capital fundwishing to invest imlomestic venture
fundg)?

Please tick the appropriate ce Comments

Yes

(please specify the typ|

of restrictions)

No

Notes:

1. Disdosurerequiremens are generally different for traded companies and for private comganie

Requiremens can differ according tthe size of the company. If other criteria apply please
comment.

2. Financial Statement: includes balance sheet, profit & loss account and cash flow statement 1
consolidated and social entity

3. Operational report: includes main operations of tampany by line of activity and recent
developments over the period

4. Companies may be required to isaigpecific communiqué when operations, in particular ofirth

19



capital, have a potential impact on the valuation of stock and compeeditworthiness

5. A tradesaleis a saleto anothercompany operating in the same sector

20



3. The banking sector

3.1 Loan volume

Banks arethe main source of financing for firms @developingand transitioreconomiesThe volume

of credit in theeconomyand the sharallocatedto companiesan be used gzoxy for overall access
to finance.

Indicator 31.1 What are the total assets held by the banking sector?

2005 2006 2007 2008

Total assets (in local
currency)

Any additional
comments ad
statistics

Key sources

Indicator 3.1.2 Whatis the grossolume of credit distributed bjpank$"?

2005 2006 2007 2008

Total loans to non
financial institutions
(in local currency)

Total loans to
companiegin local
currency)

Any addtional
comments and
statistics

Key sources

Notes:

1. Gross volume of credit distributedlinks should nbinclude provisions
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3.2 Sector structure

The structure of the banking sectbasimportant consequencefor the provisionand priceof loans
to companiesIn particular, the level of competiticemong banks ikey. Otherfeaturesthat have an
influence on the provision of loans attee ownership of banks anthe behaviourof foreignowned

banks

Indicator 3.2.1

What is the averagmterest spread between deposits andropany loan8

2005

2006

2007

2008

Average interest rate
spread (in %)

Any additional
comments and
statistics

Key sources

Indicator 3.2.2

How many banking institutisoperate on the market?

2005

2006

2007

2008

Number of banks

Any additional
comments and
statistics

Key sources

Indicator 3.2.3

Indicator 3.2.4

Does the Central Bank keapneasure of concentration among banks

providing credit to(non-financial)companies?

(We are interestedn data an the percentageof all loans to norfinancial
companies aawnted forby the 5 largest banks.tliese data aravailable

please providehem, without naming the banks concerngd

How many banking institutions are controlled tye Sate (either directly or

through statecontrolled companies)?

2005

2006

2007

2008

23




Number of banks
controlled by theState

Any additional
comments and
statistics

Key sources

Indicator 3.2.5 The role of foreigrowned banks.

Thisindicatorrequires data on bw many banking institutions are owned or controlled by foreign
financial institutionsand theirtotal commercialoans.

2005 2006 2007 2008

Number of banks
controlled by foreign
companies

Total loars distributed
to conpanies (in local
currency)

Any additional
comments and
statistics

Key sources
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3.3 Banking regulation

Becausdinance deals mostly with contracts, the possibitifydefining and enforing contractsis a
prerequisite for the develoment ofthe bankingsector. Becausebankingis a complex activity with
potential influence on all the sectors of the economy, it has to be regulated.

Indicator 3.3.1 Isthere a provision in contract law that lingtthe development of financial
contracts?
Please tick the Comments
appropriate cell
Yes
(please specify the typ
of restrictions)
No
Indicator 3.3.2 Please indicate in the box below the extefiimplementation of the Basel Il

agreement by banking institutions.

Please tick appropriatcell

No banks have
implemented Basel Il
rules

Some banks have
implemented Basel Il
rules

(please specify numbe
of banksif available

All banks have
implemented Basel Il
rules

Any additional
comments and
statistics

Key sources

Indicator 3.33: Are there regulations imposing credit volume limits on individual companies
or sectors?

Yes
(Pleasalescribe the
regulation)

25




No

Indicator 3.3.4 Does regulation impose a limit on the sharegefmissiblecreditin foreign
currency for a companon the domestic market?

Yes
(Pleasalescribe the
regulation)

No

26




3.4 Stability of the banking system

The sability of the financial system has a direct impact on the provision of loans to companies.
Indeed, if capitalisation is low or if theedit quality of their loan portfolio is deteriorating, banking
institutionswill reduce the volume of loans they provid&s individuasmall companiekave a
significant risk of failure, thegre mostlikely tosuffer from any subsequent credit contraain.

Indicator 3.4.1 What is the average capital adequacy ratio of the banking system?

Capital adequacy
ratio™ ( %)

Any additional
comments and
statistics

Key sources

Indicator 3.4.2 Loan performance

This indicator will use information dhe grossvolume ofnon-performingloans from banking
institutions, and theaggregate level of provisionirj non-performing loang??

(in local currency) Gross volume Provisions

Total noni performing
loans

Non-performing loans
to companies

Any addtional
comments and
statistics

Key sources

Indicator 3.4.3 What is thetotal amount of loans tanon-financialcompaniesdenominatedin
foreign currency?

27




Total amount letto nonfinancialcompanies Currency

Loans denominated in Euro
Euros(h ()

Loans denominated in
other currencies
significant

Notes:

1. The apital adequacy ratio is defined as the ratio between capital and risk weighted assets held b
bank.

2. The general practice is tdefine non performing loanssdoans for whiclpayments of principal and
interest are past due b§0 days or more, or interest payments equab@days interest or more have bee
capitalized, refinanced, or rolled over (that is, payment has been delayed by agreement).
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3.5 Accesdo loan facilities

Irrespective of their risk profile and return on investmetdmpanies seeking access to finance may
have difficulties going through the application process for a |d&iemain reasongor this can be
linked to the limited size of banbranch networks, particularly in rural areas, or to theationand
costsof loan application proceduse

Indicator 3.5.1 Is there an institution in charge of collecting data on the ability of SMEs to
effectivelyapply for loans?

Yes

(Please specifthe
name of the
institution)

No

Key sources

Indicator 3.5.2 If the institution mentioned irthe previousquestion collects thge datg
please provide the following statistics on accessdmmercialoans.

Number of bank
branches operating in
the country

Average fees for a
loanexcluding interest
rate(in % of principal)

Number of days to
obtain a loartontract

If data exist at a mordisaggregatedevel (e.g. branch repartition by region, loan size by size of
company, fees by size ofdis etc) please providéhe statistics m this responsebox belowor,
alternatively, in a separate document.

Comments and additional statistics

29




Key sources

Indicator 3.5.3

Has the government put in place a specific credit line for SMEso, please
detail the project and its results.

Comments and additional statistics

Key sources
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4. Legal framework

41 Insolvencyaw

Insolvency legislation governs the formal procedutes operatewhen borrowers are idlefault. As

adzOK AG A& | 1Se awsSold 2F GKS FAYILIyOAlLf aeadasSy
legidation exhibits wide variatioacross countries. Poorly developed insolvency legislation can lead

to arbitrary outcomes, systemic disredlRk 2 F ONBRAG2NAQ NRARIKGA | yR adzo
borrower in default.

Best practice insolvency legislation includes a wide randggaf aspects. However, three main
dimensions have to be considereddecideif legislationisin linewith best practices in OECD
countries (1) Well-developedegislation looks beyond liguadion and the repayment of creditors by
giving insolvent companieschance to reorganize instea@)Good legislation defines tight
deadlines for dealing with insolven cases so d@e avoid delays and uncertaintgnd (3) Mature
insolvency laws allow for agreements/workouts to be made outside of court if agreement can be
found among all affected parties.

Indicator 4.1.1 Insolvencyaws

Insolvencylaws

Level 1 Level2 ‘ Level 3 ‘ Level 4 Level 5
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No specific Basic insolvency | Insolvency Level 3 + Level 4 +

insolvency laws| legislation and legislation and
and/or procedures in procedures Law provides Access to insolvency
procedures in | place or in drafting established and| clear criteria ad | is timely®;
place. stage; fully tests for
implemented. eligibility / Law providesa
Law provides for applicability of | framework for multi
liquidation only Law provides insolvency law | party workouts
(no distinction for both (i.e., outside of courf’.
between liquidation and | commencement
liquidation and reorganization; | criteria)
reorganization).
Access to Law includes
insolvency moratorium

procedures is | against creditors
carried out with | for defined
some delay”; | period;

Backlogs exist.
Insolvency
procedures are
carried out in
good time™:

Insolvency
administrators
are clearly
regdated under

insolvencylaw
@

Notes:

1. The adequate speed iokolvencyprocedures is measured by the number of days betditeg for
insolvencyand the first court hearing. Best practice is48thours (within 24 hours in OECD
countries)lt is acceptable ithere is adelay of several working days isinadequateif delayslast
longer than 1 week.

2. Goodnsolvencyegislation requires insolvency administrators to be specially qualified to
administer bankruptcy cases. This includes specialist qualifications.

3. The legal framework provides a mechanism by which #patty workouts can take plaagutside
the formal (cout-driven) system (i.e. creditors can reach an agreement on reorganization outsid
court system)
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RESPONSE BOX

Country score, and
justification for country score

Key sources

Additional comments
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4.2 Credit information services

These indicators aim to determine the quantity of information and the extent of the population
covered by private credit bureaus or public credit registries.

Indicator 4.2.1 Ranking the gantity of informationmaintainedby credit information
institutions

Criteria for ranking the quantity of information maintained by credit information institutions

Level 1 Level 2 Level 3 Level 4 Level 5

No credit Level 3+
registry There is no credit| A credit registry system or Level 4 +A
system or | registry system or| private credit bureauisin | A credit private credit
private private credt place, andhree or moreof | registry bureau is in
credit bureau in place | the following criteria are system or place.
bureau in but the fulfilled: private credit
place. government has bureau is in

made clear place and all

indications that it | ; pgoh positive and negative criteria from

is planning to data are distributed; Level 3 are

implement or ’ fulfilled.

encourage the 2. Data are distributed on
implementation | both individuals and firms;

of one.
3. Data are collected from

financial institutions, retailerg
and utilities;

4. More than two years of
historical data are
distributed;

5. Dataare distributedon all
loansequivalent to an
amountbelow 1% of income
per capia;

6. Borrowers have the right
to access their data.

RESPONSE BOX

Country score, and Key sources Additional comments
justification for country score
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InLevel5 of the O6Criteria for
requirement t hat a pri

i nstitutions?©o,

t he

Notes:

ranking the qui

distributing data on borrowers or as a complement to a pubkclit registry, is based on eviden
that private credit bureausften make better use of the data available to them than public c

registries(World Bank, 2008)

Indicator 4.2.2 Ranking the coverage of credit information institutions

Criteria fa ranking the coverage of credit information institutions

Level 1 Level 2 Level 3 Level 4 Level 5
0% of the 60% of the
population  aged 5% of the 20% of the population aged 1§ 100%  of  the

15 or over is| population aged
covered. 15 or over is
covered.

population aged 15 | or over is covered. | Population aged 15 o

or over is covered.

over is covered.

RESPONSE BOX

Country score, and
justification for country score

Key sources

Additional comments
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4.3 Development of th€adastre

A cadastre is a comprehensive register of real estate property, including detailgreership,

tenure, locationand other characteristicdt is an essential aspect of ensuring secure property rights
and thus is viewed as critical in facilitating theg@tsation of loans. In the absence of a cadastre,
individuals and firms can Heft out of the credit market simply because their ownership rights are
not formally documented.

Indicator 4.3.1 Development of theCadastre

Development of th€adastre

Level 1 Level 2 Level 3 Level 4 Level 5
No functioning | Legislation to| A adastrein Level 3 + 4+
cadastre system| establisha | place
in place. functioning
cadastr.e _ Property titles on the| Property titles on the
systemis in | property real estate assets | real estate assets
the drafting | registration is | have been mostly | have been fully
stage. compulsory. documented (75%) | documented(100%).
and include data on
valuation and
Property rights | PrOPerty Information
are characteristics. contained within the
systemaically cadastre system is
registered. freely accessible
Banks and other online.
credit institutions
can easily access
property
information.
Notes:

In Level 3, when determining whether property rights are systematically registered it megood
to consider whether there is a process in place to ensure that all land parcels and strata are
registered, and registration is not determined by a sporadic event, such as sale of a property.

Levels 4 and 5 can ldkistratedusingthe percentag of land parcels and registered strata register:
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i.e. the percentage of legally registered and surveyed units is 75% of the total units.

In Level 5, please provide a websitlress fothe cadastre system.

RESPONSE BOX

Country score, and
justification for country score

Key sources

Additional comments
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44 Collateral and provisions

High collateral requirements campedelendingto good projects proposed by collaterdéficient
entrepreneurs In order to assess collateral and provisigniequirements the followinghnformation
sourcescan be examined: CentrBhnk<Yegulations on collateral and provisioning requirements, the
application of Basel |l rules, andS y" (i NI feviewdof/ptaéti€¥s of the main commercial banks.

Indicator 44.1:

Collateral and provisions

Collateral and provisions
Level 1 Level 2 Level 3 Level 4 Level 5
Very high Collateral Flexible Level 3+ Level 4+
collateral requirement collateral
requirements | ranging 156200% | definition
(more than of loan amount. | and/or flexible | gntral collateral | Thecentral collateral
200%). provi.sioning registry in registryis publicly
requirements | p5ce® available andtovers
for loans under most bank loans.
Restrictive EUR 20@00.
collateral
definition
and/or rigid
provisioning
requirements
for
uncollateralised
loans.
Notes:

1. Collateral registry enables financial institutions providing loans agaoiktteralto register this
pledge officially. The registry is used by other financial institutions to Wretherthe collateral
they accept is being used for other loans and to determine their order of priority to it. It is also L
by trading partners willing to by an asset or by any agent willing to assess thewugthiness of
the borrower. Provided it is sufigntly comprehensive and is easily accessible, it is a very efficier
way to reduce information asymmetry in loan provision.
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RESPONSE BOX

Country score, and
justification for country score

Key sources

Additional comments
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4.5

This indicator is closely related to the indicator on collateral, as movable assets can also serve as

Regstration system for moveable assets

collateral on bank loans. Insofar as this is the case, a registration system for movablesassets i
indispensible tancrease transparency around the collateral that may be available for Jaads$o
reduce the costsf obtaining this sort of information.

Indicator 4.5.1

Registration system for moveable assets

Registration system for moveable assets

Level 1

Level 2

Level 3

Level 4

Level 5

No functioning
registration
systems for
movable assets|

Legislation to
establish a
functioning
registration
system at the
drafting
stage.

Registration
system of
movable assets
in place, but not
yet fully
operational.

Information not
easily accessible
or fully reliable.

The ownership of
pledges on the
registered assets hag
been fully
documented.

Access to the registry
is public andhe
registration process
is simple

The egistration
systemisin line with
international
standards®

Leveld +

Fully functioning
system for
registration of
movable assets,
allowing firms to use
movable assets as
collateral in their
efforts to access bank
finance.

Information available
on-line.

Notes:

1. The nain effort to define a uriied international approach to registry of moveable assets has be
T2NYFEAT SR o8
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RESPONSE BOX

Country score, and Key sources Additional comments
justification for country score

5. Availability of financial instruments

51 Leasing/ renting

Leasing is one of the most common forms of financing a business, yet in many emerging markets

leasing services are not offered, or onBsit versions of leasing are available. Leasing refers to the
separation of legal ownership of an asset from its economic use and thus almost any object can be
leased. Leasing can play an important role in broadening access to finance: collateral isasstne

because ownership remains with the lessor and leasing contracts can be agreed without the
consideration of credit histories. There are advantages on the supply side as well: asset ownership
remains with lessors, and therefore problems with creditd@2 NA IKG& R2 y20G L}2asS i
Ay GKS t2FYy YFEN]JSGP ¢KA& fSFaAaAYy3d AYRAOFG2NI YSI &
markets, which relies on the implementation of a legal framework. Beyond laws, governments can

play an activeale in promoting leasing markets, including capacity building and education.

Indicator 5.11: Leasing
Leasing
Level 1 Level 2 Level 3 Level 4 Level 5
No leasing | A leasing lawsin | Leasing law approved | Level 3+ Level 4 +
activity, no | preparation, and institutional
plans for including legal responsibilities Implementation of | Initiativesexist
leasing law. | coding of contract | assigned. leasing law. to move beyond
elements and financial leasing
property rights. Leasing restrictions Regulaion and andpromote
(typesof institutions) monitoringof the | operational
Government and conditionare marketoccurs leasing services
initiative to clearly defined J). where necessary
involve (2).
stakeholders The public sector
(financial promotes information ol Thepublic sector
institutions, leasing opportunities to| facilitates capacity
equipment businesses building and
manufacturers, training of
SMEs, etc.) financial
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institutions in
offering leasing
services

Notes:

1. Clear rules are nessary as to what type of institutions can offer leasing services (banks, crec
unions, NGOs, etc). Many countries also set explicit operational conditions, in particular a usur
ceiling.

2. Active regulation and supervision are necessary where leasingeiBare dominated by deposit
taking institutions (in particular minimum capital requirements). Nank institutions, however,
engage in general entrepreneurial activity and pose risks only to their shareholders, hence spe
regulationislesscritical.

RESPONSE BOX

Country score, and Key sources Additional comments
justification for country score
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5.2 Factoring

Factoring is a financial transaction in which a business (the creditor) sells accounts receivable from
custoners (the debtor) to a third party (the factor). The creditor sells receivables at a discount in

exchange for immediate payment and thereby achieves improved cash flow. Factoring can be an
important tool to broaden access to finance because the transadtidn o0 8 SR 2y | 06dzaAAYy
receivable, not on its overall creditworthiness. This allows young business with short credit histories

and highrisk businesses to obtain some form of credit. There are several impediments to the

development of a factoringharket These tend to beooted in credit information systems, the legal
environment and tax treatment. In developed economies, the volume of factoring can be as high as

7% of GDP, whereas in developing countries it is typically 1% or less of GDP.

Indicator 5.21: Factoring
Factoring
Level 1 Level 2 Level 3 Level 4 Level 5
Factoring is not| Basic factoring | Factoring is a well| Level 3 + Level 4 +
established as ¢ services establishedorm
form of available. of financing, The legal The tax system is
financing. representing a treatment of fine-tuned for
Important substantial part of | factoring services | factoring services.
impediments to| the GDP (>3%) is clearly defined | Thereare no stamp
further as a saland duties and
development purchase financing is not
exist (L) transactionl). subjected to VATZ)
Factoring is a
regulated financial
service.
Notes:

1. Legal framework matters because factoring can be defined as @asdlpurchase transaction or
asaformofloaning. FIF OG2NAy 3 Aa fS3Irffte RSTFAYSR & |
dzy RSNXYAYS (GKS RS@St2LISyd 2F FFOU2NARAY3I YIN
the bankruptcy estate, not the property of the factor).

2. The tax environment matters for full development of a factoring industry, in particular the
SEAAGSYOS 2F &0l YL RdziASa F2N FIL OlG2NAy3I (N
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should be subject to VAT, the financing provided should not.

RESPONSE BOX

Country score, and Key sources Additional comments
justification for country score
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5.3 Venture capital

5.31 Early-stage Venture Capital

In many countries particular difficulties exist in the provision of small amounts ofyegsipecially

for startup companies. This is largely a consequence of the fact that for venture capitalists the costs of
managing investments are more or less invariant with respect to the size of the deal; making small
scale investments relatively unaittive. Furthermore small venture capital fuitdshich supply the

bulk of venture capital for staup firmsi are limited in the degree to which they can diversify their
investment portfolios. They thus incur relatively greater risk than larger funds.

Indicator5.3.1.1:

EarlyStage Venture CapitglScale of the Industry

EarlyStage Venture CapitglScale of the Industry

Level 1 Level 2 Level 3 Level 4 Level 5
No early Evidence of One or more Level 3+ Level 4 +
stage investor venture capital
venture interest in funds investing, but
capital creation of a the only exit One of more A range of exit options
investment | venture capital | possibility is venture capital exist, including a
activity. fund. through mergers | fndshave been | functioning (second

and acquisitions

investing in early
stage deals for
more than 4years

tier) stock exchange
with clear
opportunities for initial

M public offerings (IPO)
of venture-capital
backed aterprises.

A national venture
capital association
has been created.

Notes:

1. The existence of a venture capital fund investing in estdge deals for more than 4 years is use
here as indirect evidence of deal flow. If available, the respondent should refer to any direct ev
of a significant dedlow in earlystage ventures in the country.

48



49



RESPONSE BOX

Country score, and
justification for country score

Key sources

Additional comments

Indicator 5.3.1.2

Annual average total investment fundsisedby venture capital funds

Amount (most recent year)

Source

Additional comments (if any)

Amount (each of the previous
years)

Indicator 5.3.1.3;

Annual average total investmeniadeby venture capital funds

Amount (most recent year)

Source

Additional comments (if ay)

Amount (each of the previous
years)
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Indicator 53.1.4:

EarlyStage Venture CapitglFramework Conditions

EarlyStage Venture CapitglFramework Conditions

Level 1 Level 2 Level 3 Level 4 Level 5

No specific | Verture The regulatory Level 3+ Level 4 +

legal capital/private | framework clearly

framework. | equity/ defines what
Investment | constitutesa In additionto a | Any specific tax
funds legislationy venture capital conducivegeneral | incentives adoptedor
and regulatory | investment. taxation the venture capital
framework environment (at | sector include
under

development.

Regulation does nof
prohibit pension
funds, insurance
companes and
other financial
institutions from
investing in venture
capital funds.

Government has
reviewed the tax
treatment of formal
equity investment
for investors and
target companies,
and adopted a
facilitatingregime

).

the investors and
target company
levels)the
government has at
least analysed the
costs and benefits
of specifidax
incentivesfor the
venture capital
sector.

incentives for early
stage deals.

The private sector
assesses the
regulatory context as
highly certain.

Notes.

1 - A facilitating tax regime will entail, in particular, a low level of taxation on capital ghinsght
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also include tax credits on income derived from equity investments.

RESPONSE BOX

Country score, and Key sources Additional comments
justification for country score

Indicator 53.15: EarlyStage Venture CapitglGovernment Suppaor

EarlyStage Venture CapitglGovernment Support

Level 1 Level 2 Level 3 Level 4 Level 5
No early Government is| A government equity Level 3+ Level 4 +
stage currently enhancementguarantee
venture designing a schemeis operational.
capital programme of Government Evaluation of
Investment | support to support gives | government support
activity. earlystage The scheménvolves primacy to for equity
venture capital| government co commercial enhancement is
INVestments. | jnyestment(rather than | criteria rather | systematic and
subsidizing operating | than social placed in the public
costs or providing equity criteria domain.
insurance against D).

losses).

Notes.

1 - A market orientation has the potential for greater sustainability and therefmger overall
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impact. For instance a subsidy element can create a level of demand that is too high to permit
screening and monitoring. Above all, if programmes do not generate sufficient income from
customers they are unlikely to be in a positiomptovide specialist management and technical

support.

RESPONSE BOX

Country score, and Key sources Additional comments
justification for country score
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5.4 Business angel networkBANS)

Business angel networks aim to match infdrimaestors with ventures seeking small amounts of
equity finance. Even in countries where the formal venture capital sector is well developed, research
suggests that the volume of informal equity investment far exceeds that of the formal sector.

Businessangels generally invest in the early stages of enterpriseugtadften in firms not yet ready

for formal venture capital. Such investors frequently bring significant knowledge and experience to the
investee firm and are not averse to investing in teldgyebased firms. Unlike the formal venture
capital industryi which concentrates near places where financial services are already well developed
business angels are geographically dispersed. From a policy standpoint, an information barrier may
exist inthe market for informal venture capital. For instance, business angels are usually reluctant to
publicise their willingness to invest and entrepreneurs are disinclined to reveal innovative ideas.
Information and searebost barriers on both the supply addmand sides of this market can be
lowered through support for business angel networks.

Indicator 5.4.1 Business Angel Networks (BANS)

Business Angel Networks (Bg\N

Level 1 Level 2 Level 3 Level 4 Level 5

No private | Pilot schemes | Level 2+ Level 3+ Level 4 +
or publicly | underway
supported | aimed at

BANs .in demonstrating | one or more | Measures have been| Local and regional BAN

operation. | the concept and gaNs in taken by national are linked to each other,
dete.rnj!nlng operation. authorities to ensure | and to national
feasibility. that local, regional | initiatives.

Little or no and enterprise

angel Government | development

investment has reviewed | @gencies throughout Firancially sek

activity. the tax the country are fully | gstaining private BANS

familiar with the BAN

treatment of exist alongside publicly

informal equity | €oNcept. supported BAN
investment ad

adopted a

facilitating Local, regional and Existing BABIspan a
regime. enterprise

diverse range of
operational types;

from informal groupings
to BANS involving
formal participation
criteria @), to entirely
electronic information
and mach-making
services.

development
agenciegpossess or
have access toseed
funding for feasibility
work, the
development of
networks, web
portals, or match
making services.

54



Legislation permits co
investment between
BANs and formal
venture capital funds.

Notes:

1. Formal participation criteria in BANs might include minimum investment requirements and thi
payment of a membership fee.

RESPONSE BOX
Country score, and Key sources Additional comments

justification for country score
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Microcredit

In many countries, and particularly so in developing economiésprareditis an increasingly
important and growing sector, targjag small business owners unable to access more

institutionalized sources of finance.istofparticular importarcein rural areas where banking
facilities are not widespread. MicreFinance Institutions (MFI) can take a variety of forms and affer
range of servicesHowever, MM canbe broadly segmented accordingwdetherthey collect
savings or not, i.e. between banks and Hzanks.

Development of an activeicro-finance sector benefitfrom the presence of both banks and non
bank players as thallows for greater innovation and coverage. Regulation should therefore not
favour the development of one sort of institution over the other. Moreover, assidid often small,
the cost ofgtringent regulatory standards can dramatically hamper their dgmelent. Therefore,

policies should aim at ensuring that MFIs have sufficient capabilities and limit systemic risk while
keeping burdens on nehanks MFIs low and avoiding regulatory market distortions.

Indicator 5.5.1

Microfinance

Microfinance

Level 1 Level 2 Level 3 Level 4 Level 5

Regulatory Regulations | Some measures| Level 3+ Level 4+
barriers exist | on lending | have been taken
for the activities to ease access g A regulatory Regulation for the secto
development | acknowledge| MFIsto capital | framework and both promogsactivity
of MFI (low | specificities | (subsidized supervision for MR | and suppodsound
interest rate | of MFIs® interest rates, thatcollect savings | practices (e.qg. flexible
cap, specific are in place. interest cap, adjusted
restriction on | Microcredit | guarantee capital requirement).
lending. facilities schemes) Non-bank MFls are

exist at the registered and the | MFI regulation is set in
No level of pilot | Providers of scope of their collaboration with
microcredit projects. micro-credit activities is stakeholders and thest
facilities operae controlled® of regulation for smadir
operate in the throughout the MFlsis systematially
country. country. Links have been considered.

developed between
MFIls, chambers of
commerce,
commercial banks

A wide range of micro
finance products and
institutions are available
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Notes:

1. Some restrictions in the regulatory framework governing lending activities (e.g. provisioning
banks, type of collateral) can effectively limit depahent of MFIs, even when they are funded sols
by donors and would not pose systemic risks in case of failure

2. Types and forms of MFIs vary between countries and market circumstances. Therefore, no ¢
regulatory framework can be applied. Howe\aurthorities must be able to ensure that MFIs
engaging in an activity have the requisite internal knowledge and management capabilities. Th
particularly true in a context of MFIs expanding their services (lending, leasing, insurance, advi
can ke achieved through a registration scheme.

RESPONSE BOX

Country score, and Key sources Additional comments
justification for country score
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6. Loan giarantee schemes

6.1 Credit Guarantee Schemes

Credit guarantee schemes aimfaxilitate the access of firms with viable projects to bank lending from
which they would otherwise be excluded. Schemes are designed to do this by guaranteeing repayment
of a part of loan losses incurred by banks (and/or-bank institutions). Aimost aturopean countries

have a national credit guarantee fund.

Indicator 6.1.1 Credit Guarantee Schemes

Credit Guarantee Schemes

Level 1 Level 2 Level 3 Level 4 Level 5
Credit Level 2 +
No national guarantee Lending criteria | Level 3+ Level 4 Hat least two of the
credit ?Chl‘?tmes_ / ?r?tdga{ and following criteria:
guarantee pe;;ges n imited (1)
scheme. In the design of | Banks and

the scheme(s), th{ porrowers use | A wide range of guarantees

lending bank . . )
retains at least 20 the scheme(s) ir] is available for different

30% of the risk | Significant client types (e.g. industry
numbersc as services, rural/urban) and/of

Loan appraisal is | demonstrated | loan sizes.
performed by the in evaluation

lending bank.
reports.

Scheme(s) havesen
evaluated against financial
additionality criteria 2), as
well as loan recovery and
repayment of guarantees.

Based on objective
evaluation data, loss rates
for main publicly supported
scheme(s) deemed
compatible with objectives
by scheme sponsors.
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Notes:

1. When lending criterid such as those defining eligible borrowers, and loan citéngs- are many
and complicated, schemes run an increased risk of political interference. Achieving addition
also made more difficult when the poobotential users of the scheme is too broad.

2. An assessment of financial additionality would evaluate the extent to which lending is encc
that would not otherwise have occurred.

RESPONSE BOX
Country score, and Key sources Additional comments
justification for country score
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6.2 Mutual Guarantee Schemes

Mutual credit guarantee associations aim to facilitate the access of firms with viable projects to bank
lending from which they would otherwise be precluded. This they aim toydguaranteeing

repayment of a part of any losses incurred by banks on such loans. They have a similar purpose to
credit guarantee funds, but a different method of operation. In the case of the mutual schemes, a
common guarantee for a loan to a single mwer is provided by members of the association. Risk is
thus spread over the association members.

Indicator 6.2.1 Mutual Guarantee Schemes

Mutual Guarantee Schemes

Level 1 Level 2 Level 3 Level 4 Level 5
Sectorbased
No mutual credit | Activities to mutual guarantee | Level 3+ Level 4 +
guarantee encourage mutual association(sjre
scheme. guarantee in operation.
associqtions, e.g. Mutual Public reinsurace
by funding associations programmes

feasibility work,
are under way.

National negotiate with exist.
enterpriseagency | banks for

or authority favourableloan
disseminates rates and re
Mutual guarantee| information on insure loans.

schemes have a | mutual guarantee
legal form (e.g. as arrangements and

a credit funds feasibility
institution) work and pilot
activities.

RESPONSE BOX

Country score, and Key sources Additional comments
justification for country score
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6.3

Exportcredit guaranteeschemes

An export credit guarantee scheme is comparable to an insuranceybht protects an exporter
against nompayment (default) by an importer. In general, the scheme is operated through the
country's export promotion agency or other types of agencies such as expoott banks. It
provides the insurance cover on an adoram fee that takeshe creditworthiness of the importera
well ascountry risk into consideration.

Indicator 6.3.1

ExportCreditGuarantee Schemes

ExportCreditGuarantee Schemes

Level 1

Level 2

Level 3

Level 4

Level 5

No public export

creditguarantee

scheme/facilities
in place.

A limited state

financed export
creditguarantee
scheme in place

(2).

Level 2 +

Private export
lending and
guarantee
schemes cover
wide range of

Level 3+

Well developed
private export
lending and
guarantee scheme

Level 4 +

A broad range of
export credit
guaranteesxists
covering all
nonmarketable risks

marketable State intervention | and key destinations

risks. serves to cover
services not Export credits and
typically provided | guarantee institution
by the private arefully integrated
sector, such as into an export
political risk promaotion strategy
insurance. 3.
State intervention
is in line with
WTO obligations
(2).

Notes:
1iThe term #Alimitedod encompeaikesagegardng the achouotuth

risks covered, including marketable and roarketablerisks, and the destination coverage of 1
offered guarantee schemes

2 - Conformitywith WTO regulations implies that public subsidies could only be provided for €
credit guarantees, and not the exports themselves.

31 For instance, ltie country/sector/ market programmes covered by the strategy are well stru
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and conducted in close @peration with exporters.

RESPONSE BOX

Country score, and
justification for country score

Key sources

Additional comments
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7. Selected demansside skills

7.1 Investment readiness

In policy debates on access to finance in the corporate sector it is common that too little attention is
given to demandgide factorsEvidence suggests, for instance, that a lack of good projects is a prime
constraint on the expansion of venture capital activity. Venture capitalists reject a large fraction of all
investment proposals because the proposals are poorly documented antegrd3emandide

factors can also constrain firms in adopting optimal financial structures. For instance, a greater
willingness on the part of entrepreneurs to accept external equity would facilitate growth and survival
for many small firms.Consequently,in some countries, an emphasis in government support
programmes is increasingly being given to issues of "investment readifieasis, support seeks to
upgrade the average quality of the proposals that entrepreneurs put to financiers, and to increase
knowledgeamong entrepreneursgarding the forms of finance best suited to their ventures.

Indicator 7.1.1 Investment Readiness

Investment Readiness

Level 1 Level 2 Level 3 Level 4 Level 5

No government Government | National Level 3 + Level 4 at least two

programme is developing| enterprise of the following

exists to a policy and conditions:

augmentthe | programme | programmes | National authorities

supply of of support to | contain a have taken measures

servees to investment | component of | 1, ensyre that the National authorities

.enhance readiness. support for main publicly have taken steps to

Investment Investment supported ensure that all local

readines(1) rea.ld.ines.s (€-9- | introductory and and regional
training in information services | development and
business plan | penyeen investors and enterprise support
development | ohirepreneurs are agencies systematical
and systematically linked | provide information on
presentation). | {5 professional how to access

investment advice.

investmentrelated
advisory sevices.

At government
agencies, chambers of
commerce, banks and
other locations,
information is widely
available on how to
access investment
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readiness serviceg)

Business advisory
services are widely to
entrepreneurs prior to
start-up, andhighlight
importance of
investment readiness.

Notes:

1. Investmentreadiness services can include: business plan presentation and development, ass
business strategy, understanding financing instruments and the potential sources of etheiy

merits and demerits, negotiating with financiers, etc.

2. Service promers might include government agencies, accountants, business schools and
universities, independent training bodies and consultancies, business angel networks, venture

associations, etc.

RESPONSE BOX

Country score, and Key sources
justification for country score

Additional comments
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DIMENSION 1 PARLIAMENT INDICATOR S

INVESTMENT REFORM
INDEX 2009

Deadline for completion: May 992009

[. INTRODUCTION:
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Thank you for your timén completing this assessmehiYe recognise that completing this
assessment will take some wove emphasize however that the time you invest in this study
will help the OECDto providewell-tailored policy assistance to your country

Thelnvestment Reform Index 2009 (IRI 208Bis to:

A Independently and rigorously assess investmelated policy sttings and reform
against international best practice

A Give guidance for policy reform and development

A Create aprocessthat enhances the quality of policy development relating to
investment

A Facilitate prioritisation of donor activities supporting investinand growth

This document is the assessment frameworkdoliament indicators

If you require any additional information on the IRl methodology or have any queries
regarding this assessment framework please coditactakob Fexe(Jakob.Fexer@oecd.grg
or Ms.Adelina Vestemean (Adelina.Vestemean@oecd.org)
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II. ASSESSOR INFORMATION:

Name:

Organisation/Ministry/Agency:

Title/Positiorn

Email:

Phone:

Fax:

Mailing Addres:

Date of Assessment:

69




. GENERAL OBSERVATIONS:
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IV. ASSESSMENT FRAMEWORK

Background and Scope

Investors requirdnigh quality legislation which provides legal certainty and stability and is favourable to thpiment of a
market economy and a sound business climate. In many South East European (SEE) countries there isssiiil ta mapeove
the legislative process from the early stages of drafting to the final enactment of the text. For this purpgdeatiate and
analysis okxisting legislatie processes in SEE countries as well as identificatisolofions for imprgementare critical

Parliaments have a key role to play in the process of economic reform. Their task is to enact or amend legislationvidésch prc
the legal framework for economic activities. Their challenge is to establish rules which are cdfferetite and stableThe
study of the role of parliaments in the economic reform process in South East Europe is still in its infancy. The FatsirRegul
Reform Working Group of the South East Europe Investment Committee recognized the value fgetkidoissue further and
across the region.

The general purpose of this paper is to explhe evaluation framework for theole of parliaments in the economic reform
processdimensionto be used for th2009Investment Reform IndeffR1) in the SEE egion. The assessment framework aims at
analysing a rangef particularly central issues for parliaments and parliamentarians in the economic reform process in South
Europe that were identified at two regional conferences (Regional Working Grouggoiaf®ry Reform: Vienna, 2 3 April

2008 andRegional Conference on Improving the Process of Economic Reform Legislation in South East European:Count
Milocer 89 October 2008) with parliamentarians, government officials, and regulatory reformseixpertSouth East Europe
during 2008. The paper also draws on five country stuatidegislative processes in SEE, published by the OECD Investmen
Compact the Serbia Economic Institute, and GTZ

Il. Scope
The IRI Chapter on the Role of parliamentsha economic reform process will be divided into the followingdiufensions:

U The decisiormaking process
U Transparency and dialogue

Each suldimension contains a fixed number of policy indicatarsich are described in section three

The below diagam graphically displays the assessment framework, listing theliswmsions and indicators for the IRI
dimension on the Role of parliaments in the economic reform process.

! Slavica Penev (ed.) (2006) How to Improve the Legislative Process in Serbia and Bosnia and Herzegovina: the Path frograPropo
Law toEnacting it in Parliament, Belgrade: OECD, GTZ, Economics Institute

Slavica Penev, Sanja Filipovic, (2006) Improving the Process of Economic Reform Legislation in Montenegro, Belgrade: GECD, G
Economics Institute

Slavica Penev and Marjan Madzovski, §Z) Improving the Process of Economic Reform Legislation in FYR Macedonia, Belgrade
OECD, GTZ, Economics Institute
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Figure 1 Assessment Framework for Role of Parliaments in the Enomic Reform Process

The Decisiolg Making Process Transparency and Dialogug

Lobby Law Website of parliament for
external users

Simplification process for
economic paty Use of transparency law by
economic commission
Regulatory Impact Analysis
Centralized system to

Harmonization with EU record amendments to
requirements normative acts
Forward planning mechanisms Consultations with civil

society on normative acts
Parliamentary library

Additional Indicators
|

Normative acts with economic
impact drafted by the
parliament per year as a
percentage of overall drafted
normative acts with economic
impact per year.

Workload of Commission in
charge of economic issues
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1. Measurement

Subdimension 1

The decisiommaking process

The aim of this sukdimension is to identify the extent to which general standards of regulatory practice ared|yl
members of the respective SEE national parliaments. Thelisabnsion essentially gauges the compatibility between
LI NI AFYSyidaQ FyR 3I328SNYYSyidaQ OGAGAGe Ay SIFEOK 27F (K

1.1 The Lobby aw

A lobby law ensures that, before being adopted in parliament, key stakeholders have the opportunity to lobby on their
behalf visa-vis the regulators and that regulators in turn are provided with detailed opinions of key stakeholders and ar
compella to taking these opinions into account.

The adoption of such a law allows for improved communication between the stakeholders and the initiators of the
normative acts and ultimately improves the quality of the legislative proposals.
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1.1 ThelLobby Lav

Level 1 Level 2 Level 3 Level 4 Level 5
No lobby law A lobby law The lobby law has | The lobby law has been The implementation of
exists and there | has been been adopted adopted and the lobby law has
are no plans to | drafted and however little implemented with produced strong effects

draft one.

consultations
with
stakeholders
are under way
to finalise it.

evidence ofts use

leffects can be
provided.

limited impact on the
decisiormaking
process.

on the decisiormaking
process. There is ample
evidence thategislative
proposals have been
modified due to the lobby
law.

RESPONSE BOX

Level

Justification for country
position

Key sources
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1.2 Simplification Procedsr Economic Policy

Lower legislative and regulatory burdens éitizens, businesses, and governments promote sustainable economic
development. More precisely, reform that reduces business burdens and increases the transparency of regulatory
regimes supports entrepreneurship and market entry and is therefore intégedonomic growth within a country.

Legislation and regulations are cumbersome in South East Europe and the stock of existing legislation and regulations
affecting investors and businesses is still exce&shreeffective tool to simplify the regulatognvironment is a

systematic identification and elimination of redundant and obsolete legislation and regulations, often referred to as the
regulatory guillotine.

The effects of such a process can support the development of a clearer working framewtbek farliaments: if
unnecessary normative acts are abolished as obsolete, the work burden of the economic commissions within parliame
is reduced, as no activity on amending/updating such normative acts is required.

2 OECD (2004)Regulatory Governance in South East European Coun@&ED (2006)nvestment Reform Index
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1.2 Simplificdion Process for Eonomic Policy

Level 1

Level 2

Level 3 Level 4

Level 5

There are no
plans to carry
out systematic

There has been ad
hoc activity to
simplify current

A concrete plan to Elimination of
review and simplify redundant
economic legislation | economic

Elimination of
redundant economic
legislation and

elimination of economic legislation| and regulations legislation and regulations process
redundant and regulations and | related to economic | regulations well-advancedand
economic the government has| policy has been process has extended to
legislation and | plans for a approved and started. Evidence | secondary legislation
regulations. systematic review of| institutions in charge | that some
current legislation have ben identified. | redundant
related to economic legislation and
policy. regulations have
been cut.
RESPONSE BOX
Level Justification for country Key sources Additional comments

position
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1.3Regulatory Impact Analysis (RIA)

Regulatory Impact Analysis (RIA) is a tool that can be applied to draft noenaatsvto systematically evaluate their costs
and benefits. RIA should be applied during the drafting process of normative acts in order to increase their efficiency a
effectiveness and ensure that they achieve the intended objectives at minimum castheifewest unintended negative
consequences. Whilst several studies have illustrated the increasing use of RIA at the level of the execufivinen SEE
impact of this regulatory tool on the parliamentary activity has never been assessed.

The aim of his indicators is to see firstly if a RIA law for Parliaments exists and is enforced and secondly if RIA is appli
to all drafts of normative acts, and if not, whether this includes normative acts that have an economic impact.

% For example OECD (2006hvestnent Reform Indesr OECD (2007 SME Policy Index 2007
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1.3Regulatory Impact Aalysis (RIA)

Level 1 Level 2 Level 3 Level 4 Level 5

No A RIA pilotis | Approval of law on | RIA is only applied to RIA is systematically
requirement implemented | RIA of draft certain types of applied to all draft
exists in the for the normative acts. normative acts, which | normative acts (including
national legal | drafting exclude normative acts | those related to economic
framework process of related to economic policy). There is ample
regarding the | normative acts policy. evidence that the results
use of RIA and/or there is from the RIA are used to
when a proposal for change draft normative
normative acts| a law on RIA of acts.
are drafted in | draft
Parliament. normative

acts.

RESPONSE BOX
Level Justification for country Key sources Additional comments

position
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1.4 Harmonization with the European Union (EU) legislatiihis indicator is not to be filled in by Romania, Bulgaria
and the Republic of Moldova)

With the exception of Romania and Bulgaria (that are already members of the European ahddhg Republic of
Moldova (part of the European Neighbourhood Policy), the Western Balkan countries have launched their accession
process to the European Union.

ly SaaSyidialt StSYSyid 2F GKS | 00SaaAi2ysldwblandSgulations &ith i K S
those of the EU, the Acquis Communautaire. Normative acts drafted in parliament should therefore be verified for
compatibility with the Acquis Communautaire. This indicator measures to what extent the country has taken the
harmonization process to the national level by adopting a law stipulating the necessity of harmonizing new normative
acts when drafted in the parliament, or if this process is done on an ad hoc basis by the parliament when considered
necessary.
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1.4Harmonization with EU Requirements (not to be filled in by Romania, Bulgaria, and Moldova)

Level 1

Level 2 Level 3

Level 4

Level 5

None of the current
economic draft
normative acts are
checked for
harmonisation with
EU legislation.

There are concrete| The lawon

Level 34there is

plans to daft a law | harmonisation with | some evidence

on the the EU Acquis

of implementa

harmonisation of | Communautaire has | tion of the law.

legslative been adopted. There
proposals with the | is ad hoc contact

EU Aquis with EU

Communautaire structures/bodies.

when they enter
parliament.

Level 4 + there is
ample evidence that
the law is being
implemented.

RESPONSE BOX

Level

Justification for country
position

Key sources

Additional comments
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1.5Forward Planning Mechanisms

It is known that parliaments have an extensive worklqadlated to drafting normative acts, adopting amendments on
enforced normative acts, assess and adopt normative acts enforced by the government. Forward planning is currently
used by countries as@mplementary measure to the degulation. If the role of deegulation is to streamline the legal
framework, the benefit of forward planning is to try to plan adoption of normative acts and/or amendments as required
by the markets needs. Forward plannisgmands an organized institutional system within the parliament and the
government and also an important level of communication between the two bodies, as both are involved in drafting
normative acts.

The aim of this indicator is to assess on the onedhihie existence of such a system in the parliamentary activity, and if
yes, the level of communication and cooperation between the parliament and the government, as a need to meet the
economic development needs in terms of drafting/updating normative.acts
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1.5Forward Planning Mechanism

Level 1

Level 2 Level 3

Level 4

Level 5

The parliament has
no requirement to
use forward planning
measures during its
mandate.

The parliament The parliament

The parliament

works with a works with a works with a
specified structure | specified structure | specified
within the within the structure within

government to
forward plan- but
the work is
conducted on an
ad hoc basis and ig
initiated by the
government.

government to

in a formalized
manner.

forward plan- on its
initiative and on a
regular basisbut not

the government
to forward plan-
on its initiative; a
clear dialogue
structure has
been putin
place.

Level 4+ there is amplg¢
evidence that the
forward planning
mechanisms are
effective and have
improved the
interaction between
the parliament and the
government since their
introduction.

RESPONSE BOX

Level

Justification for country
position

Key sources

Additional comments
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1.6 Parliamentary Library

This indicator assesses whether the parliament is equppi¢h a functioning library and if so, its quality. A well
functioning library with a comprehensive collection of books and journals provides an importigpendentsource of
information for parliamentarians particularly when issues at hand are nagt fuitlerstood and require further research.
The first two levels of this indicator enquire whether a library exists at all and if not (level 1) whether concrete pkans ha
been made to establish one (level 2). Levels three, four, and five presupposelitivaina exists and examine its quality.
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1.6 Parliamentary Library

Level 1 Level 2 Level 3 Level 4 Level 5
The parliament does| There are concrete| A parliamentary Level 3+ the Levé 4+ the library
not have a plans to establish g library has been set | library is well contains a solid
functioning library. parliamentary up. It is understaffed | staffed and collection of journals
library or to and/or does not functions and books related to
restructure the function efficiently effectively. economic policy,

current
malfunctioning
one.

and only contains a
limited collection of
literature on
economic policy.

including a range of
international sources.

RESPONSE BOX

Level

Justification for country

position

Key sources

Additional comments
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Sub-dimension2
Transparency and dialogue

The aim of suglimension 2 is to gauge to what extent the parliament operates transparentBvisits key

stakeholders. Such transparency is a key prerequisite to ensure regulatory quality. Tdiensalkion has four indicators:

the parliamentary website, the transparency law, the system to record amendments to normative acts, and consultatiol
with civil society and the private sector.

2.1 Website of parliament for external users

The role of this indicator is to determine wheththe parliament has put in place a functional website for external users
and to assess its quality.

A transparent website can be an effective tool to provide information to the public on the development of legislative
procedures related to specific nmative acts, allowing for their intervention as concerns potential amendments to
normative acts. It is therefore important to establish a website and to update it on regular basis, as it directly camtribute
to the trust relationship between the parliamentind its electors.

85



2.1 Website of Parliament for External Users.

Level 1 Level 2 Level 3 Level 4 Level 5
No online Anpilot projectis in | Initial stage of Parliament Level 4 + portal
information place to create a development of a | dedicated portal allows interaction

available on key
matters of interest
for external
stakeholders (e.g.
clear timetables of
voting schedules,
list of parlianents
per constituency,
background
information on each
parliamentarian)

parliament portal
for external users.

parliament portal
for external users

estalished: a
significant amount
of information is
available online and
it is regularly
updated. Interaction
limited to request of
information.

between external
users and
parliamentary staff /
parliamentarians

RESPONSE BOX

Level

Justification for country

position

Key sources

Additional comments
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2.2 Use of transparency law yre economic commission

Prior consultation on draft normative acts/on draft amendments with the beneficiaries of the legal provistmeeist
practice in South East Europe. The consultations of the economic commission members with the stakeholders have
several positive outcomes on the legislative process:

1 They allow for alignment between the needs of the normative act beneficiarigge gmdvisions of the legal act.

1 They allow for update on economic issues for the members of the economic commission, especially for the ¢
where the composition of the economic commission is less solid in the economic field.

1 They allow for the develapent of a transparent and clear dialogue between the parliament and the titineins
contribute directly to the increase of confidence between the two parties.

With the above in mind, it is necessary to see not only if there is an enforced law onaranep, but also if it has
general application on both institutions (government and parliament). It is also important to see to what extent the
economic commission uses it and also what the benefits of using this law are for the overall legislative process
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2.2Use of Transparency Law by Economic Commission

Level 1

Level 2

Level 3

Level 4

Level 5

No transparency
law
adopted/enforced-
no transparency
procedures are
used

The economic
commission uses
transparency
principles in an
ad hoc way

The econonic
commission is using
the transparency
principle- however
not for all normative
acts

The principle is
regularly used and
consultations with
civil society take placg
on draft normative
acts

Solidevidence of
prior consultations
can be provided by
the economic
commission

RESPONSE BOX

Level

Justification for country
position

Key sources

Additional comments
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2.3 Centralized system to record amendments to normative acts

Types and content of amendments need to be kept in an organized wainwhith parliament. It is well known that
SO2y2YAO0 O2YYAaaAizyaQ O2yYLRaAldAzy OKFy3aSas & LI NIAL
part of the members integrating the same commission for a new legislature. It is therefore anptotkeep track of all
amendments in a systematic and organized way, as normative acts can suffer several modifications during several ye:
and these modifications do not automatically cover one legislature. In order to keep continuity and consigtartbg
activity of economic commissions, it is important to have such a background structure providing all necessary structure
information to new members/new commissions on current legislative work.
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2.3Centralized System to Record Amendments to Native Acts

Level 1

Level 2

Level 3

Level 4

Level 5

The economic
commission is not
centralizing in any way
the amendments to
draft normative acts

Some
amendments are
kept - without
any clear
recording system

Amendments are
kept only for one
year in thearchive
system.

Amendments are
kept in the
records for the
mandate of the
commission

Aliaison person has
been nominated to
record all
amendments and an
archive system has
been created

RESPONSE BOX

Level

Justification for country

position

Key sources

Additional comments
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2.4 Consultations with civil societg and private sector on normative acts

In order to assure a fully transparent way of working, the economic commissions need to keep regular contact with the
representatives of theicil society and private sector. It is sometimes important to attend the meetings of the economic
commissions and not only follewp on discussions related to specific normative acts, but also defend the amendments ¢
propositions presented.

The OECD Inggnent Compact is interested in assessing two aspects:
U The level of interest of the beneficiariegjuantified in the percentage of their attendance to such meetings (whe

invited)
U The way of organizing such common meetings by the economic commission.

Patiaments cannot build a clear and regular communication relationship unless they make the effort to listen to the
private sector and to respond in an objective and prompt way to its suggestions/comments.

91



2.4 Consultations with Civil Society on Normativicts

Level 1

Level 2

Level 3

Level 4

Level 5

No system of

Random consultations

Random

Qvil society

Qvil society is regularly,

regular and with civil society, in no| consultatbns with attends meetings | attending the meetings
clear organized manner civil society are of the economic of the ecanomic
consultations | upon request from organized on the commissiort commissionwith clear
with civil civil society request of the however no clear | impact on the
society is in organisations economic impact of the normative act.
place commission attendance can be
shown
RESPONSE BOX
Justification for countr .
Level y Key sources Additional comments

position
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Additional indicators

CKAAd aSOGAz2y O2ydlAya GKNBS | RIBN Dud tf thdir approximate datuie andld Q >
political sensitivity, the results provided will not be openly displayed in the final analytical report. Rather these three
indicators are aimed at giving a rough idea of the developments in three areas:

1) How active is the parliament idrafting normative acts with economic impact versusendingnormative acts?
2) Within the parliament, how active is the economic commission in drafting normative acts with economic impact?

3) How often does the economic consrion amend already existing normative acts with an economic impact?
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Normative Acts with Economic Impact Drafted by the Parliament per Year as a Percentage of Overall Dra

Normative Acts with Economic Impact per Year.

Level 1

Level 2

Level 3

Level 4

Level 5

Less than 5%

Between 5 and 10%

Between 10 and 159

Between 15 and
20%.

More than 20%.

RESPONSE BOX

Level

Justification for country
position

Key sources
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Additional comments




Workload of Commission in Charge of Economic IssuBercentaje of Normative Acts Drafted by Commissiof
vis-a-vis Overall Normative Acts Drafted by Parliament on Economic Issues (period of 1 year).

Level 1

Level 2

Level 3

Level 4

Level 5

Less than 10%

Between 10 and 209

Between 20 and 509

Between 50 and
20%.

More than 20%.

RESPONSE BOX

Level

Justification for country
position
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Key sources

Additional comments




Workload of Economic Commission in Charge of Economic IssAasending Already Existing Normative Acts

(period 1 year).

Level 1

Level 2

Level 3

Level 4

Level 5

The Economic
Commission has
amended between 1
and 20 existing
normative acts over
the past 12 months

The Economic
Commission has
amended between
20 and 40 existing
normative acts over
the past 12 months

The Economic
Commission has
amendal between
40 and 60 existing
normative acts over
the past 12 months

The Economic
Commission has
amended
between 60 and
80 existing
normative acts
over the past 12
months

The Economic
Commission has
amended between
80 and 100 existing
normative acts over
the past 12 months

RESPONSE BOX

Level

Justification for country
position

Key sources

Additional comments
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DIMENSION 1 TAX

INVESTMENT REFORM
INDEX 2009
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Deadline for completion: May 22nd

[. INTRODUCTION:

Thank you for your timen completing this assessmeWe recognise that completing this
assessment will take some work. We emphasize howevdghéhtame you invest in this study
will help the OECDto providewell-tailored policy assistance to your country

Thelnvestment Reform Index 2009 (IRI 208Bns to:

A Independently and rigorously assess investmeated policy settings and reform
agains international best practice

A Give guidance for policy reform and development

A Create aprocessthat enhances the quality of policy development relating to
investment

A Facilitate prioritisation of donor activities supporting investment and growth

This doammentis the tax component of the assessment framework

If you require any additional information on the IRI methodology or have any queries
regarding this assessment framework please contact Ms. Erin Henigdigngel@oecd.org
+33 (0)1 45 24 97 02).
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II. ASSESSOR INFORMATION:

Name:

Organisation/Ministry/Agency:

Title/Positiorn

Email:

Phone:

Fax:

Mailing Address:

Date of Assessment:
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[ll. GENERAL OBSERVATIONS.:
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TAX COMPONBNT OF THEOECD

INVESTM ENT REFORM INDEX (IRl) FRAMBNORK
Version 12 February2009

A. Introduction

This paper presentselements ofthe tax component of thenvestment Reform Index (IRI)
framework involving a se 2 FinditatorsQassessing country performance in applying various
analytical frameworksincluding basic/standard’ (i I E  Yi@ éx&riing Garious tax policy issues
and guidepolicy developmentwith regard to revenue effects, distributional effects, behavioural
effects and efficiency implications of taystems A centralLJdzZN1J2 8 S 2F (G KS WAYRAO!
help determinethe targeting and contet of OECBed technical workshop#or South East Europe
(SEE) countries participating in the South East Europe Investhoemmittee (SEEIGlaborating the
construction and policy applications of analytical frameworks/models and girayiguidance (if
requested and feasible) in their implementation.

A second related purposef the exercises to work towards the developmertf policy
relevant andcomparabletax data (e.g. tax revenue mix, tax burden measuseishin the Ministries
of Finance ofSEEEountriesc derived using similar models arlus comparable across countri€go
be used as a basis for tax policy dialo§uén particular,comparabledata is required to enable
assessments and cressuntry comparisons of tax policy dsmpacts investment, employment and
fiscal stability, at future meetings dhe Working Group on Taxatiorof the South East Europe
Investment Committee (SEEFC)

The indicator exercise relies on safsessment by participatinEEcountries combined
with peer review, in whicla senior tax policy officiah each country igssigned responsibility for
providing an accurate assessmenttig/her O2 dzy i NE Qa LR AAGA2Y dzyiRSNJ St
section C Country assessmentsubmitted to theOECD Seetariat, would then be circulated to all
SEEcountriesinvolved in the exercise, enabling exchanges bygad on the findings, leading to a
discussion of the assessments sabsequentWorking Group of Taxation (WGHeetings. In
particular, SEEcountrieswith a relatively high score o2 Y S 2 NihdicatolRRill Hé asked to
present at WGT meetings an overview of their analytical frameworks and taxasuees
corresponding to the IRhdicators, and policgpplications.

SectionB of this paper provides aaverview of three standard frameworks/models forming
the core of taxpolicy assessment under the EXercise. SectioBLINS a Sy Ga (GKS WAYRAO
determine the extent to which these frameworks/models are being applied in the assessment of tax
policy.

“ Tax burden measures typically of interest include:

and marginal tax rates on wageome; average and marginal tax rates on investment income; measures of

tax burden variation across taxpayers, sectors, regions.

The first Working Group on Taxation of the South East Europe Investment Committee (SEEIC) was held on

29- 30 Octobe2008in Vienna

®  The confidentiality of taxpayer data is recognized and at all times will be respected. Where a given model
(e.g. micresimulation model) requires confidential taxpayer information, as data to input to the model,
assistance will be offed toSEEcountries in understanding and developing the model for application in their
country, with SEE country tax officials alone tasked with the final stage of inputting to the model actual
taxpayer data.

5
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SEEcountry team leaders are requested to assign a Ministry of Finanar official to
oversee completion ofection C(assignment of a number ¢b) for each indicatoy, and ensue that
the completed SectiorCis forwarded by Friday, May 22to:

W. Seven Clarlsteven.clark@oecd.orgel: 33.(0)1.45.24.96.66ax: 33.(0)1.44.30.63.51

Ana CebreirdtGomez ana.cebreiro@oecd.ordel: 33.(0)1.45.24.18.42; fax: 33.1034.30.63.51.

Erin Hengelerin.hengel@oecd.orgdel: 33.(0)1.45.247.02 fax: 33.(0)1.45.24.93.35.

B. Overview of Sandard Models and Policy Applications

Tax policy development requires certain key informataond data as a basis for analysis
and assessmentGiven complexities involved the area of taxationan important elementincludes
analytical frameworks beginning withstandard tax models commonly usedin developed and
developing county contextsto assess tax systemsinformed tax policy making requirgat a basic
level, information oni KS O2y i NAG6dziA2y 2F RAFTFSNBy(d ahd ESa
estimates ofhow tax revenues ardikely to changewhen tax rates or other tax parametechange
Anticipatinglevels oftaxpayer spport for a giventax reformrequires assessments of thgossible
Wg A Y Y SNHE Q unde/ fax chbihgesi beiNgBcensideréal terms of the amount of tax pajénd
consideration ofwhether a package of measuresight be possible and desirable in offering a
balanced outcome.

It is also important that policy officials have in place analytical framework®dasure
effective tax rates oremployment income and capitahcome including returns in the form of
interest, dividends and capital gains. To the extent possible, disaggregate estimates should be
assessed, given that tax rates can vhyya significant margiacrosstaxpayes groups including
householdswith varying composition andlifferent income levels, and firms of differing size,
structure andbusiness activity. Disaggregation enaltesizontal and vertical equitassessments,
assessments of tax distortions (efficiency effectgnd precision in revenue estimation.
Measurement ofmarginal and average tapates allows policy makerdo separately address tax
distortions to decisions over work effortabour market participationjnvestment financing and
location and scale decisions

Assessments afnalyticalcapacity recognize the advantages of using transpamodelling
approaches, and relying not only macro data but also micro (taxgdayef) data. Policymakers are
also encouraged to produce tax burden measures (of tax revenues and effective tax rates) that are
derived using similar approaches andhder similar assumptionss employed elsewhereand are
thus comparable with resultseported by othes, in order to facilitate international comparisons of
tax systems. Meaningful comparisons require that similar definitions and measurement approaches
be appied if only for international comparison purposes.

Key policy assessmeiridicators detailed in sectioil® address capacity in the following
areas:

i.  Micro-simulationanalysis of tax revenuesestimation of effects of tax reform on total
tax revenues and othe distribution of tax burderacross taxpayers and sectors of the
economy.

ii. Effective tax rate analysief investment METRframework) ¢ assessment of tax
distortions and impediments to investment.
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iii. Effective tax rate analysif employment Taxing Wagedramework)¢ assessment of
tax distortions and impediments temployment.

i. Micro-simulation analysis ofax revenues (total and distributional effects of tax reform)

Central to the development of successftdx reform of personal orcorporateincome tax ¢r
both) are estimates of howeform affects totaincome tacrevenues (aggregate effecta)édhamounts
of tax paidby different taxpayer groups (distributional effectsyhe standard modelling framework
used to estimatehe effects of broadbased or targeed tax reforms on total tax revenues and on the
RAAGNAROdzGAZ2Y 27F -&A EdzZodaNIRSHQ AYa2 RISt WY A NS suchil Ay R
models is that they rely o Y A Qaxagerleve) datafinformation collected fromcorporate and
personalincome tax returns, rather than aggregate econewige ¥ Y | @NMiBo@al Statistis) data.
Key advantages omicro-simulation models based otaxpayerlevel data is that they enable
consideration ofthe revenue effects ok broad array of possible tgolicy adjustments,they can
assesshe distributional impacts of tax reforrgndthey can also be used ascheck on the accuracy
of aggregate revenue forecasts produced by aggregate models based on aggregate (National
Accounts) data

The followingelaborates somewhat furtherwhy such models areritically important. A
discussion oforocedures andsteps requiredto compile representative samples of taxpayer data
(sampling techniques and approaches3 input to micresimulation modelsis well beyond the sq®e
of this paper. Micro-simulation dta construction is however wered in detail in OECDOax
Modélling workshops’

All countries that rely on tax systemstaise revenues to finance government expenditure are
SyO02dzNy 3SR (2 KI @S AST aldol OBK FFINI LYINRS@ NG S L2 YRR
current and future tax revenues under current tax rules, and under revised tax rules introduced with
tax reform® To properly inform policy decisions, such models should be abéstimate both the
aggreate revenue effects as well as the distributional effects of bioasked tax reforms, as well as
targeted tax reforms.

Revenue estimation models based on aggregate (National Accounts) data, gehieally
capableof providing estimates oftax revenueimpacts of certain broadbased tax changes, are
generallynot capable of estimating tax revenues under reforms targetedetain taxpayers (e.g.
single parents, or small business owners), or at certain expenditures (e.g. investmmeatlimery
and equipmen, R&D) or along some other targeting dimension. Moregueacromodels based on
aggregate dataannot be used tassess the distributional impact of (any) tax refogrthat is, to
assesshow a given tax reform affects different household groups, comgmmf varying size in
different sectors, and regions. In other words, in order to assess the revenue impact of targeted tax
changes, and to assess distributional effects of tax reform, rsicnollation modelsnust be used

Assessments of thdistributiond effectsof broadbasedtax reform¢ that is, how agenerally
applied taxreform impactsvarioustaxpayergroupsdifferently ¢ are centrally importantgiveni) that
broadbased (i.e. generally applicable) tax provisiooéen affect different taxpayer gmups

" Currently, through its Global Relations gramme, the OECD Centre for Tax Policy and Administration

(CTPA) organizes each yearaenee e k 6 Tax Modell ing6 whatke OECDP (e. g.
Multilateral Tax Training Centre in Ankara).

Estimates of current year tax revenues (rather tharalatax revenue data) are required given that data actual

tax revenues are generally available with a time lag (1 or more years).
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differently, andii) equity considerationsurrounding tax reformjncluding the degree of income
inequality across households prand postreform, but also given the politicaimportance of
addressingoublic support for reform decisions.

For example adjustments tobasicpersonal income tayprovisionstypically affect different
individual taxpayers or households differently, depending on the level of taxpayer income and the
household structure (married versus single, with or without childirevith tax rules typically taking
into accountnot only income but also family characteristicSimilarly,corporate income taxreform
¢ for example, a change in thetatutory corporateincometax (CIT)ate, replacement of a single CIT
rate with a tiered ClTate structure, orless generous treatment of business expensesay affect
differently firms in different industries, firms of varying size, and possibly firms located in different
provinces or regions of a countty.Policy makers may also be interestedhiow a given reform
affects domestiowned versus foreiglowned resi@nt firms.

By assessing which taxpayer groups are negatively or positively impacted by reform of a
particular tax provision, policy makers may consider how to addig@sssibly unintended
distributional effectsfor example byintroducing or adjustng other tax parameterghat may provide
a more balanced outcome across taxpayers. Distributional considerationsalsoe generally
important to not onlyequity but also efficiency assessmenfsa tax system.

The ability toestimate the distributional effects of targeted tax reform &so obviously
important, with many if not most tax systems incorporatisgme element of targeting. For example,
tax incentives for investment may be targetatisome business activities (e.g. manufacturing) to the
exclusion of others. Changes to personal income tax rates often involve changes to rates applicable
G2 2yteé OSNIIAY GFEF6tS AyO02YS NI yildablednidma y 02 Y S
thresholds).

In addition to enabling assessments of the distributional effects of blmestd or targeted
reform, micresimulation models provide estimates of effects on current and forecasted total tax
revenues where, as noted above, such estimates maymore accurate than those derived from
aggregate macro models. Thus misimulation models aréelpful in managing thdiscal position
of the governmentwith forecasts of total tax revenuensidered alongside projected expenditures.
Accurate forecas are of course important in guidinmplicy makingand avoidnglarge unanticipated
adjustments in tax or expenditure polidhat are likely to arise when such informatida not
monitored and accurately assessedErratic tax and expenditure policy is &voided, to help
contribute to certainty of host country conditionsroutinely placed high (if not at the top) of
conditions identified by investors as keytteir investment decisions.

The relevant indicators in secti@of this paper are as follows:

1 2.1 Firmlevelanalysis otorporate tax burden by sector.
1 3.1 Taxpayetlevel aralysis ofpersonal taxation oémployment income.
1 4.1 Firmlevel aalysis of tax burden on SMBEg sector
1 5.1 Firmlevel analyis of tax burden on inbound HB sector
°® Even where a single 6flatoéo tax rate applies (as in

percentagehange in the rate cannot be expected to change aggregate corporate tax revenues by the same
percent, on account of business loss carryover provisions, investment tax credits, and other considerations
that imply a noHinear relationship between tax rate®d tax revenues.
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ii. Effectivetaxrate (METRanalysis ofinvestment(tax distortions, impediments)

In virtually all markebased countries, the integration of national economies forces policy
makers to critically rexamine their tax systems and assess likely impactsvasiment'® Arguably
the frameworkmost widely used by tax policy economists to assess the net effect of tax system
investment behaviouis the forward-looking marginal effective tax rateMETR)model'* A METR
modelO f Odzf I &5 a0 KibysemiEle between preax rates and aftetax rates of return
on investment¥| i § K ¢ thetlisN&hAthg Mast currency unif capital invested where the
marginal benefit just coverthe marginal cost. METR statistics may be generated for varioutakcapi
asset typegmachinery, equipment, buildings and inventoriegjvestor types, sources of finance,
and at various levels of disaggregation.

The METRframework is highly attractive in that iprovidesa summary indicator of the net
effect of taxation ona giveninvestmenttype, factoring in(often numeroug key tax parameterg
some tending to discouragavestment, soméendingto encourage investment including statutory
corporatetax rate(s), keyarameters influencing theax basejncluding deprecition allowancesas
well asinvestment tax creditscapital tax (if applicablegnd sales tax (including naacoverable VAT)
on capital inputs. METR models may disotor in personal taxesvhere relevant (investment in
micro-enterprises, relying on lad financing), where sireholder dividendax ratesand capital gains
tax rates (if applicable) majnfluenceY A Y A Y dzY NXB|j dzA NBfRetutd KndaNESIM8r®2 NI G S
Indeed, a main tractive feature of the METRmodelling framework is its ability to prode
WA dzYYFNE AYRAOFG2NERQ GKIFIG AYyO2NLIRNIGS (GKS ySi
their interactions. Moreover, METRanalysismay be extended to consider crebsrder (not only
domestic) investment? When used together with elasticitgstimates of the sensitivity of
investment to taxation, the framework can be used to estimate the percentage chardgariastic
investmentand FDIn response to oneramore tax policy adjustments.

To those not familiar with the nedassicaimodel of fim behaviourfom which METR
statistics are desloped the interpretatiorand useof such statistics may not be readily
apparent. Indeed, too often studies using this form of tax rate analysis tend to obscure rather
than clarify the underlying assumptioasd model structure. However materials have been
developed by the OECD to explain METR analysisin a-btept ep duser frienc
in order to shed |l ight on the basic concep
measures. The techniaabalysis is supplemented by a review of key underlying assumptions
and data limitations, to be kept in mind when interpreting METR results.

The relevant indicators presented in sectiGare as follows:

1 2.2 METR aalysis of taxdistortionsto domestic imestment.
1 4.2 METR aalysis of taxdistortionsto SME investment.

1 5.2 METR aalysis of taxdistortionsto crossborder investment.

% This section addresses tax effects on investment, whilsextipn 3 addresses tax effects on employment.

" Unlike backwardooking average tax rate (ATR) measures which depend on actual corporate tax paid
(influenced by not only taxpolicy but also profitability and other factors), METR measures (and
corresponding parametbased average effective tax rates (AETRS)) are based on specifi¢alxrfactors
(e.g. interest rates, profit rates), isolating the influence of tax parameexslaining METR differences.

12" Recent work at the OECD has extended the dposser model to incorporate various types oféanning
techniques now commonly employed by multinationals to lower both host and home country taxation on
foreign direct invesnent.
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iii. Effectivetaxrate (Taxing Wageyanalysis ofemployment (tax distortions, impediments)

Also critical for policy anadis and development areffective tax rate models to assess the
likely net impact of tax systeson employment(labour markets}® TheTaxing Wagesnethodology
allows policy makerdo assess the impact of alternative tax reforms average and marginal tax
rates on wage incomefor different householdtypes, differing by income level and household
composition(married or single, withor without children), and thereby infer employment (labour
demand and supply) effectsTypically these assessments focus enspnal income taxation of wage
income, as well employer and employee social security contributions on labour income. Standard tax
allowances are also normally factored'in.

Comparative analysis of international trends in personal income tax rafoam ke useful for
policymakers. However, modelling of effective tax rates on laboncome and analysis of labour
market effectds important because policy recommendations on personal income tax reform must be
tailored to the specific situation of thcountry Labour market issu® such as the importance of
youth, and parttime employmentjongterm and seasonal unemploymemhaydiffer markedly Tax
levels and structurealsovary. Furthermore, eformstend to build on current systems, targeting
problem ares without necessarily disrupting reasonable expectations of links between social
security contributions and benefitsThey also must be compatible with other policies designed to
reduce unemployment.

TheTaxing Wagesnethodology considers thdetailed stucture of a0 2 dzy (i NB Q& asii | E & ¢
it impacts labour incomeand allowsassessments ofhe impact of alternative tax reformsmno
different types of householdsln particular, theTaxing Wagesethodology calculates the personal
income tax and social seGty contributions paid by employees and their employersd examines
how these levies and cash family benefits impact on net household incomekis framework is
used toderiveaverage and marginal tax rates labour income Average tax ratesvhichshow the
percentage ofgross wage earnings or total labour costs which is taken in tax (before and after cash
benefits) and social security contributignare used to analyse the impact of taxes on job market
participation decisions.Marginal tax rateswhich show the part of an increase of gross earnings or
total labour costs that is paid in these ledies F NB dza SR (2 | aasSaa GKS AYLN
0KS YIENBAYQ 6S03d gKSGKSNI 2 62N)] AYyONBIFaSR K2 d:

The following lists a number okamplesof different policy options thamaybe assessed using
the Taxing Wageframework

1 Assessment dbx effects on worleffort of reduéng marginal tax rates

13 The personal tax system and income related social security contributions by employees and employers are

expected to have a direct impact on the labour market. Taxes increase the cost of employing workers,
particularly for lowwage workers; benefisystems are alleged to leave little incentive to work, especially

for low-wage families.
14 A variant of theTaxing Wagesramework introduces consumptions taxes including VAT (recognizing that
consumption taxes, but reducing the amount of earned incoailalae for consumption, may reduce labour
supply).
Soci al security contributions (employeed and empl o
total tax burden on wage income of individuals and, therefore, may significantly affect lalppily and
labour demand. Th&axing Wagedramework allows assessments of the importance of these contributions
(relative to personal income tax) on the total tax burden and labour costs, at various income levels and across
household groups.

15

107



Reductions of marginal tax rated the top bottom of the income scale may have a
positive effect onwork effort (e.g. number of hours worked)f highwagelow-wage
individualsand parttime workers. Micro-simulations models (sesub-section 1) allow
policy makers to identify revenue neutrphickages of reforms involvingcome tax
adjustments to finane reductions in marginal rates (e.g. reducing personal allowances
or child tax credits, increasing social security contribution ceilinfk)s analysis may be
complementedby aTaxing Wagespproach to asesig the net effects oftax reform
adjustmentson the incentives to increase work effort by type of individuals, differing by
income and household composition.

1 Assessment ofax effects on labour market participation of loincome workersof
alternative policy options

A decrease in the average effesoti tax rate at the bottom of the income scale may
increase the incentivesf low-skilled individuals and patime workersto participate
(enter) in the labour market This decrease may alsencourage companies to employ
low-income workers. Using the Taxng Wages framework which takes into
consideration the particularities of givenO 2 dzy (i NB Q &, pality Enakargnayii S Y
assess which alternative tax reforms agpropriate (e.g.restructuring social security
contributions either by introducing threshas or reduced contributin rates for low
income earners), taking into account efficiency and equity considerations

1 Assessment ahcentivesreatedfor spousal (secondarner) and pardtime work

One way oflowering the cost to an individual of enterinipe labour market and
encouraging the development of paitne work, may beo change the taxpayer unit
used for tax purposes in particular to movdrom a household/coupleto anindividual
asthe taxpayer unitfor income tax while possibly alstaking measures to djust tax
allowances when a secondary workenters the labour market.This issue is important
for example where policy makers aim tog®urage women participation in the labour
market.

T Assessment of the progressivity of the tax systefirsimple measure of progressivity
can be obtained by afculating differences inaverage effective tax burdens of
individuals at different income levels.

1 Assessment of possible tax distortionshte decisiorof whetherto remainin dependent
employmentor esteblish2 y SRribusiness This involves comparing the effective tax
rate on labour and capital income when employed, versus when working for and
LX F OAy3 2y SQa al Jhayirg &vagesamdworloisizisdd yoSstablish ¢ KS
the tax burden on labouincome (in employment), and the tax burden on business
income of the selemployed.

1 Assessment giossibletax distortions to the decision of whether to operate a business
in unincorporated or incorporated business foriie Taxing Wageframework is usd
in this assessment as well. Such work is important to ensure that the tax system is not
discouraging(or encouraging)o incorporation, given efficiency considerations that
arise where different business forms offer certain Har advantage/slisadvantges to
certain taxpayers.

The basidaxing Wageframework may be expanded to includertainnon-standard benefits
(e.g. unemployment insurance), allowing policy makerset@mmine interactions between tax
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systems and benefit systemacluding their net mpact on takehome income,where a central
objective is to ensure that desired policy effects are obseraed unintended effects avoided. For
example, vith the introduction of benefit systems in more advanced developing countries, t
interaction betweg/ Gl E YR o06SySTAG &eéadsyike. invdve inafidah f (2
disncentivesto work) if tax and benefit systems are not properly integratddading to various

labour market disincentivege.g. apoverty trapsituation, where incremental ircreases in earnings

lead to withdrawal of benefits and higher tax payments, so people on low incomes receiving benefits
are discouraged from additional effgrf

As in other areas, policy changes that countries may wish to consider can be expeetay to
from one country tothe next,with the precise tax and benefit structurd=or example, reductions in
average and marginal tax rates at low le@fl earnings will reduce the tax bias against the transition
from unemployment (or welfare or black economg)work. In some countries increasing thresholds
would be an effective way to reduce average tax rates, while in others taxing employment benefits
may be a preferable option.

The relevant indicator presented in sectiGis as follows:

 32WEE ¢ SR ¥sH of tak ishpetliments to employment.

[Note ¢ additional indicators will be added to this section in a future revision of the tax component of
the IRIframework]

16 Another is @ unemployment traprising wherebenefits paid tahe unemployed are high relative to potential
earningsn work, so they have little incentive to find a j¢bhe trap would tend to be specific to higitome
countries).
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C Indicators of Tax PolicyAssessment

Thiscore section of the paper presenthe YhdicabrsQcomprising the tax component of
the IRIframeworkfor selfreview and levelassignmentoy individual countries with a focus orthe
useon standard analytical frameworlautlined above as well as addressing other policy assessment
dimensions.

The indicators are structured around the followingfive tax policy topicsimpacting
economic development (in particulanvestment and employmeit
1. Ascal position and planning
1.1. Indicator for forecasting aggregate tax revenues.

1.2 Indicator for assessmeiof fiscal balance and policy feedback.

2. Taxationand investment
2.1 Indicator for firmlevel analysis of corporate tax burdbg sector
2.2 Indicator forMETRanalysis of tax impediments to domestic investment
2.3 Indicator for comparative analysi$ depreciation systems
2.4 Indicator for transparency in provision of corporate tax incentives for investment

2.5 Indicator for costbenefit assessment of tax incentives for investment

3. Taxation ofemployment
3.1 Indicator fortaxpayerlevel analysisf personal taxation of employment income.
3.2 Indicator forWii I E @n&hRid & @x impediments employment.
4. Taxation ofSMEs
4.1 Indicator forfirm-level analysis of tax burden on SMiyssector
4.2 Indicator for METR analysis of tax impedinsettt SME investment.
4.3 Indicator for analysis of tax impedimentsequity financing oEME.
4.4 Indicator for analysis of tax arbitrage by SME owners.
4.5 Indicator for analysis of tax impediments to risky investment in SMEs.
4.6 Indicator for assessmme of tax compliance costs for SMEs
4.7 Indicator for assessment of policy measures to lessen tax compliance costs for SMEs.
4.8 Indicator for assessment of SME taxpayer assistance to reduce tax compliance
burden
5. Taxation ofMNESs (cros$order investrrent)
5.1 Indicator for firmlevel analysis dfax burden on inbound FDly sector
5.2 Indicator forMETRanalysis of tax impediments twossborderinvestment
5.3 Indicator foranalysis of nomesident withholding tayayments

5.4 Indicator for analysi of thin capitalization of the tax base.
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Gountries are asked tassign a numbergnging froml to 5) for each indicatonyith a level
1 signalling a lack of interest in pursuing policy assessment under the particular indicator topic, a
level 5 signalling high level of commitment, and levelsiZalling within this range.

Unless otherwise indicated, the assessments consider activities of the main central
government department normally responsible for the development and legislation of national tax
policy’” In many if not most countries, the relevant department is the Ministry of Finance.
However, in some countries, and in particular lRlelements addressing tax administration issues,
activities of the central government Tax Administration may alsmbleded in the review.

7 While in general 4RI exerciseis conducted with central government, sigmtral taxation must be taken into
account (e.g. factored into effective tax rate measures).
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IRl TAX INDICATORS

Please assign a level (1-5) to each of the indicators under the five headings (policy topics).

1. Ascal positi;n and plannind®

1. Aggregate GDPRbased forecastingof aggregate tax revenues for each main tax.

Indicator for Forecasting Aggregat&axRevenues

1. The Ministry of Finance does nmiaintain aggregatée.g. GDMased)tax revenugorecastingmodels to
provideforecass of tax revenues to inform tax and expenditure policy makitNp current plans for
implementation.

2. The Ministry of Finance does not maintain aggregate tax revenue forecasting models, but is taking steps
towards implementation.

3. The Ministry of Finance does nofaintain aggregateax revenueorecastingmodels, but iscurrently
taking stepgowardsimplementationwithin one year

4. TheMinistry of Financéasimplementedan aggregatdax revenueorecastingmodel for one or more
taxes but not for all main taxes (conbuting 5 per cent or more to total tax revenues)

5. Aggregatetax revenueorecastingmodek aremaintained by the Ministry of Finance for each main tax.

RESPONSE BOX
The inclusiveness of strategy formulation
Level Justification for country Key sources Additional comments
position

8 Revenue and expenditure data should be analyzed for both central azehsab levels of government, as
fiscal imbdances at the subentral level may impact fiscal balance of the central government. Issues and
guestions related to fiscal federalism are not addressed in this version of the tax componéRi of the
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2. Consideration of fiscal balancéogal tax revenues, norax revenues, public expenditurgs

Indicator for Assessment dfiscal Balancand Policy Feedback

1. Neither tax revenue collection nor public expenditures are monitored on a regalsis(e.g. monthly)
to enable assessment of the fiscal balant® currentplans to implemensystematicdata collection
systems for tax revenues and public expenditures.

2. Tax revenue collectiorand public expenditures are not monitoresh a regular basjbutthe
governmentis currently taking steps teardsimplemertation of systematicdata collection systems
within one year

3. Tax evenue collection and public expenditures are rtored on a regular (e.g. monthly) basis.

4. Level 3Pplusthe requirement that estimates of planned public expenditure are routinely considered and
decided alongside estimates of total tax revenues, aggregatetaonevenues, and overall fiscal
balance (curment year, forecast years).

5. Leveld plus the requiremerdthat: a)expenditure items classified by type are rankmibritized on the
basis of policy objectivesvith budget allocations addressing priority expendituraadb) formal or
informalrulesarein place requiring adjustments to government expenditure and/or tax design where
the fiscal balance is negative and exceeds some fixed percentage ¢f.&Diandatory feeeback of
fiscal balance/debt projections into budget decisions including tax policy

RESPONSE BOX
The inclusiveness of strategy formulation
Level Justification for country Key sources Additional comments
position
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Background mtes:

LYRAOFG2NE ™M FyR Fny Rdzyt K& NI yWGATD H R R NBSaalaging22ydzy § N
short- and mediumterm fiscal policy planswhichtypically involveongoingiterations, as tax bases
and corresponding revenue estimates and expenditure plans are reconsidackdeconciled. The
secad indicator considers whether efficient information systems are in place to accurately monitor
tax revenue collection an public expenditures on arngoing (e.g. monthly) basis; whether
expenditure items, classified by type, are prioritized/ranked on tesis of policy objectives;
whether estimates of planned public expenditure are considered alongside estimates of total tax
revenues, aggregate neax revenues, and overall fiscal balance (current year, forecast years); and
whether feedback rules are iplace requiring adjustments to public expenditure and/or taxes where
the fiscal balance is negative and exceeds some fixed percentage of GDP (i.e. mandatbagkesfd
fiscal balance/debt projections into policy decisions).

Relevant models and data inde the following*’

{ GDPbased tax revenue estimation models (for each main tax.)
Historical tax revenue data.
National Accounts income, expenditure and balance of payments data (historicaftata).

1
1
1 Nontax revenue data (current year, forecast years).
1

Publicexpenditure data, grouped by function (current year, forecast years).

Fiscal policy management involvédee maintenanceof current and planned public expenditure
accountswith expenditure itemsclassified by functioninfrastructure development,education
health) and ranked in termsf importanceand efficiencyin meeting policy objectives (e.g. economic
developmenj. Sufficiently @tailed current and forecasted revenue accountsst alsobe prepared
with tax revenue accounts disaggregated by type of(&ag. personal income tax, corporate income
tax, VAT, singlstage sales tax, excise taxes, customs duties, capital tax, property taxesidant
withholding tax). Drawing on these accounts, fiscal balance indicators should be prepared,
measuring overafiscal balance, primary balance, and public debt as percentage of GDP

Fiscal sustainability shouldilso be assesse®. Where the fiscal balance is negative,
consideration should beiggn to adjusting the mix and level of taxes, and restricting-lamked

1 Micro-simulation models may be applied to estimatrrent year and forecast future year aggregate tax
revenues, by type of tax (e.g. personal income tax, corporate income taxaddéde tax), and provide a
useful checkonGDBased tax revenue model esti mat esfiscahs par
position. The use of micrsimulation is addressed separately in-sabtions 2.2.
A 6main taxo6 may be defined as one that contribute
income tax (corporate and personal), payroll tax, vatlded tax, excise taxes, property tax, customs duties
(trade taxes).
GDP/National Accountbased tax forecasting frameworks estimate for each major tax thesdims
relationship between adjusted tax revenue (net of estimated changes resulting foofityachanges), and a
proxy for the relevant tax base from National Accounts (e.g. consumption expenditures for VAT; tobacco
sales for excise tax on tobacco; wages, salaries, interest, dividends rents, unincorporated business profits for
personal incomeak). Forecasts for the proxy (National Accounts) tax base are then applied to forecast tax
revenues, by type of tax.

21
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public expenditure$® This includes assessments of actual and tatgeels of tax on business
income and corresponding effective ratemcluding tax on corporate profits and personal tax on
business income of the satmployed. These assessments @idobe alongside assessments of the
actual and target reliance on other tax&sEstimates of actual and target tax revenues on business
income and corresponding effective tax rassouldbe based ora combination ofaggregate data
andmicro (firmlevel)data(addressedn subsection 2 Taxation andrvestmeny).

Tax officials should regularly assess corporate ravenues andcorresponding tax rates,
alongside analyses of tax revenues and rates on other baseastasf pn ongoingassessment of the
ability of the tax system to megpolicy goals and objectivesPolicy cosiderationmay begiven to
adjusting the tax rate on business income, by adjusting parameters/provisions determining the
statutory tax burden, if the existing tax burden on businesenme is judged to be inappropriate (e.g.
too low in relation to revenue needs, or in relation to the current reliance on other tax bases).

Target tax burden assessments should be made taking into account fiscal policy objectives, the
fiscal position of gov@ment, estimates of actual and potential tax burden on business income, and
anticipated revenues from other taxes (under possibly a revised tax mix). Possible adjustments to tax
on business income may be considered alongside some combination of adjustitnexxpenditures
and/or other taxes, taking into account the desired trajectory of the fiscal balance. Consideration
may be given to reducingeliance on taxes believed to be impeding to economic development (e.g.
trade taxes, capital taxes), with revas reductions possibly replaced by increasing the effective tax
rate on business income where the actual ratguidged to be too low, in the sense that increasing
the rate is expected to raise additional tax revenues (implying limited negative impadteotax
base).

22 The overall fiscal balancédentifying net financing requirements) measures total revenues (including grants)
less total expenditureplus borrowing minus repayments. The primary balance, measuring total revenues

(excluding grants) less primary (nénnt er est ) expendi tures, provides an

payments predetermined by the size of the debt (previoustdgfi
Where the fiscal balance is positive, actual and target tax revenues and effective tax rates on business income
should be regularly assessed, as part of an overall assessment of the tax mix in balancing policy objectives.
Consideration should bgiven to reducing reliance on taxes believed to be impeding to economic
development (e.g. trade taxes, capital taxes), possibly replaced by increasing the effective tax rate on
business income where the actual rate is well below potential. At the saemetiblic expenditures should

be subject to ongoing scrutiny to ensure allocations consistent with a ranking of expenditures in meeting
policy objectives.

Forecasts of future revenues by type of tax should incorporate anticipated developments yingnier|

bases, including those arising from commitments in other policy areas. For example, pursuit of trade
liberalization may require/imply reduced future reliance on trade taxes (custom duties).
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2. Taxationand investment®

1. Firmlevel analysis ofcorporate incometax burden by sector

Indicator for Firm-level Analysis ofCorporate Tax Burdehy Sector

1. TheMinistry of Financeloes notmaintain acorporate income tax (CIT) miesomulation modelenabling
firm-level/sectoralanalysis ofCITrevenues revenue effects of adjustments to CIT ratesin CIT base
provisions andax incentivesand effective tax rats on corporate profits No current plans for
implementation.

2. TheMinistry of Financaeloes not maintain a Ckhicro-simulation model enabling firrevel/sectoral
analysis of CIT revenues, revenue effects of adjustments to CIT rates, main CIT base provisions and tax
incentives, and effective tax rates on corporate profiiat is taking steps towards implementation.

3. TheMinistry of Financ@&oes notmaintain aClTmicro-simulation model enabling firdevel/sectoral
analysis of CIT revenues, revenue effects of adjustments to CIT rates and main CIT base provisions and
tax incentivesand effective tax rates on corporate profits, but is taking steps towards implementation
within 1 year.

4. TheMinistry of Financenaintainsa CIT micresimulation model The model is routinely used &nalyze
firm-level sectoralClTrevenuesyevenue efécts of adjustments to CIT rates, main CIT base provisions
and tax incentives, and effective tax rates on corporate profits

5. Leveld plus the requiremerdthat a) underlying corporatéax returndata are checketb identify entry
and/or transcription erros; b) the CIT model is updated each ydavolving transcription ofiew tax
return data eactyear); and c) forecastofcorporate tax revenue from the micrsimulation model are
crosschecked with forecasts from an aggregate (e.g. ®&ded) corporate tarevenue model

RESPONSE BOX
The inclusiveness of strategy formulation
Level Justification for country Key sources Additional comments
position

% Special issues concerning the taxation of SMEs arsigered in sutsection 4. Special issues arising in the
context of crosdorder investment (inbound/outbound) are considered irssation 5. Micresimulation
based corporate income tax estimates cover domestic tax levied on outbound investmentenf resid
corporations, and on inbound investment of-nesident corporations (domestic branch income).
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Background otes:

This indicator considers whber a corporate income tax (CIT) migimulation model is
maintained with input datafrom a stratified sample ofCIT returns withcorporations classified by
industry and locatioff® and usedregularly toanalyzeactual (and posjreform): total ClTreventesin
the current year and forecast year§€IT revenuesby sector, CIT revenues foregone by tax
incentives®’ andaverage tax rates (ATRs) on corporate profits by industry and loc&tion.

Relevant models and dataclude the following?®

9 Corporate income taCIT) micresimulation model.
9 Corporate tax return data (stratified sample of tax returns), survey data.
1 Depreciation calculator model.

9 Corporate and sharalider-level tax parameter data.

2. Analysis of taxdistortions to domestic investment measurementof marginal effective tax rates
(METRsdn domestiacorporate profits

Indicator for METRANalysis of Taistortions to mesticlnvestment

% |ndustry, location, asset size and possibly other criteria may be used to stratify a corporate dataset.
Stratification by asset size would involve saitiasset size ranges (note that a corporate sample would
normally includeall cor por ati ons with assets in excess of a
corporations assigned to different cells depending on their characteristics and stratifidtra). cOther
stratification criteria of policy interest (e.g., high/low R&D expenditure/total assets) may be used. Location
would generally be an important stratification criterion in a federal country (and possibly in a unitary country
comprised of vAous departments/regions). Using fitavel data that distinguishes domestic versus and
foreign-owned/controlled corporations, separate CIT revenue estimates may be made for both groups. For
domestieowned corporations, it is generally not possiblestidate CIT revenues on domestic versus foreign
source income.

In a pre versus posteform assessment, actual current CIT revenues (total and disaggregate) would normally
be takenasapreef or m &6 b as e -refoarsrevénues simulated umdersetised tax structure.

Total CIT payment (tax revenue) estimates may be obtained as the weighted sum of CIT payment estimates
for each firm in the stratified corporate sample. Mishmulation assessments of total CIT revenue may feed

into assessments figcal position (see subection 1).

ATR measurement of weighted adjusted corporate tax, as a percentage of weighted adjusted pre
corporate profit, requires inclusion of pgx (book) profits as a data field (not a stratification variable) in the
daaset. Adjustments to tax and profit are required to ensure consistency between numerator and
denominator amounts (e.g. excluding loss céoryard claims in the measurement of tax). %ksing
Micro-data to Assess Average Tax Rat@ECD Tax Policy Studs Series No.8. In general, total assets (or
possibly turnover) would be used as a stratification variable relevant to firm size (not profit, given than large
companies may be in a loss position).

A GDP-based corporate income tax (CIT) revenue fort@mgsnodel (as considered under section 1, based

on historical aggregate CIT revenue data and National Accounts profit data) is not included in this section, as
such a model generally does not provide a basis for yearly estimates of effective tax natestament, or

for analyzing the impact of corporate tax reform on CIT revenues (and on the tax burden on investment).
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1. The Ministry of Finance does not maintain a margefédctive tax ratg METR) modab enable
summaryanalysis ofax effects on (distortions to) the level afvestment No current plans for
implementation.

2. TheMinistry of Financ&loes not maintain a METR model to enaslenmaryanalysis of taeffects on
investment, but is taking steps towards implementation.

3. TheMinistry of Finance&loes not maintain a METR modelenablesummaryanalysis of taeffects on
investment but is currently taking stegewardsimplementationwithin one year

4. TheMinistry of Financenaintains a METR modeThe model is routinely used tmalyze taxeffects on
(distortions tg domestic investment and the implications of tax reform proposals

5. Leveld plus the requiremerd that a)the METR model is disaggregated across machinery and
equipment, buildings, inventory and landnd b)METR redits are explained in summary reports for
consideration by Ministers to help inform poliayaking

RESPONSE BOX
The inclusiveness of strategy formulation
Level Justification for country Key sources Additional comments
position

Background otes:

This indicator considers whethar METR model is in place and regularly used to assess non
neutralities introduced by the corporate tax system on domestic investment scale and location
decisions. (Fanmore on the METR model and its applications, see se&jion

3. Qosscountry comparative analysi®f tax depreciation systems

Indicator for ComparativeAnalysis of Depeciation Systems
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1. The Ministry of Finance does not undertake comparisons of capitakdigtion systems in countries
regarded as main competitors farvestment. No current plasfor makingsuch comparisons.

2. TheMinistry of Financeloes not undertake comparisons of capital depreciation systems in countries
regarded as main competitors forvestment, butis taking steps towardsndertaking such
comparisons.

3. TheMinistry of Financ&loesnot undertake comparisons of capital depreciation systems in countries
regarded as main competitofer investment,but iscurrently taking steps (e.gatheaing systems
information) to enablecomparisons withirone year

4. TheMinistry of Financeegularly (e.g. annually) undertakes crassintry comparisons of capital
depreciation systemdaking into accounthe number of depreciable capital asset classegréeiation
methods and rates

5. Leveld plus the requirementhat a depreciation calculator modésin place and used to measyr@nd
compare across countrieje presentdiscounted value (PDV) of maximum tax depreciation allowances
per unit of investmentby depreciable capital asset type and industry

RESPONSE BOX
The inclusiveness of strategy formulation
Level Justification for country Key sources Additional comments
position

Background otes:

This indicator considers whetherosscountry comparisons of tax depreciation systems are
undertaken, to assess the relative complexity and generosity of the tax depreciation system, taking
into account the number of depreciable capital asset classiepreciation methods and rates,
mandatory versus discretionary depreciation claims and interaction with loss-icawwgrd rules,
and recapture provisionst tonsiders whethea depreciation calculator modéd used to measure
the presentdiscounted vale (PDV) of maximum tax depreciation allowances by depreciable capital
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asset type and industpand whethePDV calculationare made for other countries, to enable cress
country comparisons

4. Transparencytax expenditure reporting) otorporate tax in@ntives for investment

Indicator for Transparency in Provision of Corporate Tax Incentives for Investment

1. The Ministry of Finance does nptoducetax expenditureestimates of tax revenudsregone by main
corporate tax incentives for investmertb be ugd toinform tax incentive policynaking ando provide
transparency in the provision of tax incentivelo current plans fopreparing such estimates

2. The Ministry of Finance does not produce tax expenditure estimates of tax revenues foregone by main
corporate tax incentives for investment, but is taking steps towards the production of such estimates.

3. The Ministry of Finance does not produce tax expenditure estimates of tax revenues foregone by main
corporate tax incentives for investment, but is currigriaking steps towards the production of such
estimates within one year.

4. TheMinistry of Financeeriodicallyprepares tax expenditurestimates of tax revenues foregone by
main corporate tax incentives for investmenthe estimates are considered alame direct
expendituresvhendevelopinggovernmentexpenditure and tax policies.

5. The Ministry of Financesgularly (e.g. annually)uyblishesandreleasedo the publictax expenditure
reportsthat includeestimates of tax revenues foregone imain corpoate tax incentives for

investment
RESPONSE BOX
The inclusiveness of strategy formulation
Level Justification for country Key sources Additional comments

position

Background otes:
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This indcator considers whethetiax expenditure accounts are prepared periodically, including
estimates of tax revenues foregone by main corporate tax incentives for investntamt.proper
fiscal management,aix expenditure (TE) accounts should be prepared forim fiscal planning,
improve investor as well as taxpayer confidence in the system, support good governance, and
promote economic development. Preparation of TE accounts, identifying and estimating public
expenditures through the tax system resultingrfraspecial (targeted) tax relieving provisions (e.g.
tax incentives), requires the development of TE frameworks, differentiated according to the type of
tax (e.g. personal income tax, corporate income tax, valdged tax).

Development of personal and com@ie income tax TE frameworks requires the construction
of micro-databases, based on representative samples of individual and corporate taxpayers.
Development of a value added tax TE framework generally requires-aytptit information from
National Accants data.

5. Cost-benefit assessment of tax incentives for investment.

Indicator for CostBenefit Assessment of Tax Incentivies Investment

1. The Ministry of Financlkas notrecentlyreviewedthe theoretical, empirical and survey literature
examining thémpactin other countriesof corporate taxation and tax incentives on investment. No
current planning for such review

2. The Ministry of Finance has nicently reviewedhe theoretical, empirical and survey literature
examining the impadhn other courries of corporate taxation and tax incentives on investmduit
plans oncarrying out an irdepth reviewwithin the next year.

3. The Ministry of Finance hascently undertaken an hdepth review of thetheoretical, empirical and
survey literature examinigthe impact of corporate taxation and tax incentives on investment,

4. Level 3, plus the requirement that thdinistry of Financdiasalso recently completedor plans on
undertaking within the next year, a study addressingithelications of the main findigs in the
literature for domestic tax policfincluding the use of targeted tax incentives).

5. Leveld plus the requirement thathe main findings of stués analyzing the possible impact of corporate
taxation and tax incentives on investmemdve beenrecently used, together with tax expenditure
(foregone revenue) estimates, tmdertakea thoroughcostbenefit assessment of at least one main
corporate tax incentive for investment.

RESPONSE BOX
The inclusiveness oftsategy formulation
Level Justification for country Key sources Additional comments
position
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Background otes:

This indicator considers whether cdstnefit evaluations are undertaken for main tax
incentives, and whether such orination is used to inform policy making and budget decisions.
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3. Taxationand employment

1. Taxpayerlevel analysisof personal taxation of employment income

Indicator for Taxpayerlevel Analysis ofPersonalTaxation of Employment Income

1. TheMinistry of Financedoes notmaintaina personal income tax (PIT) mieimulation modethat
enablestaxpayerlevel analysis dPIT revenues, revenue effects of adjustments to PIT rates/base
provisions, effective PIT rates employmentincome,and income inequalityNo current plans for
implementation.

2. TheMinistry of Financeloes not maintain a personal income tax (PIT) mgnoulation model that
enables taxpayelevel analysis of PIT revenues, revenue effects of adjustments to PIT rates/base
provisions, effectig PIT rates on employment income, and income inequaity is taking steps
towards implementation

3. TheMinistry of Financeloes not maintain a personal income tax (PIT) m&tnoulation model that
enables taxpayelevel analysis of PIT revenues, reventfects of adjustments to PIT rates/base
provisions, effective PIT rates on employment income, and income inequalitys currently taking
stepstowards implementation within one year.

4. TheMinistry of Financenaintainsa PIT micresimulation model Themodel is routinely used to analyze
PIT revenues, revenue effectsaafjustments to PIT rates/base provisions, effective PIT rates on
employment income, and income inequality.

5. Leveld plus the requirement that) the micredataset distinguishes taxpayers type (e.g.
married/single, with/without children); bYaxpayer data are checked to identéyntry and/or
transcription errors andc) the PIT model is updated each year (involving transcription ofgersonal
taxreturn data each year

RESPONSE BOX
The inclusiveness of strategy formulation
Level Justification for country Key sources Additional comments
position
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Background otes:

This indicator considers whether a personal income tax (Rli€jo-simulation model §
maintained, with input datafrom a stratified sample of PIT returns with taxpayers classified by
family-type and locatior?’ and used regularly t@analyzeactual (and posfreform): PITrevenuesin
the current year and forecagears, average and margin&|Trates onwageincomé™ by family type
and income level? GINI coefficient&® PITrevenues foregone bgnain exemptions anéhcentives

Note that total PIT payment (tax revenue) estimates may be obtained as the weighted sum of
PITpayment estimates for each individual/household in the stratified sample of taxpayers. -Micro
simulation assessments of total PIT revenue may feed into assessments of fiscal position (section 1).

Relevant models and data include the followifig:
1 Personalncome tax (PIT) micrsimulation model.
1 Personal tax return data (stratified sample of individual/household tax returns); survey data.
1 Marginalandaverage tax ratéMTR/ATR) model.

T Individual/household tax parameter data.

% pretax income, number of children, married status and location are common criteria used to stratify an

individual taxpayer datasetWhere wage income is taxed together with other taxable incomed(rain

system) so that, for a given taxpayer, the average tax rate on total income determines the tax rate on wage
income, it remains necessary to include wage/salary income as a datadiied stratification variable) in

order to measure an average tax rate on wage income that reflects the distribution of wage/salary income
across taxpayers.

Where a scheduler tax system applies that taxes employment income separately from other idicome, P
revenues on wage/salary income should be estimated separately to measure effective tax rates on
employment income at the taxpayer level. As footnoted above, where labour income is taxed together with
other types of taxable income, the average/mardgénatate on employment income, for a given taxpayer, is
the taxpayerds average/ marginal tax rate on all t a»
Measurement of a weighteaverage ATR/MTR on wage/salary income, for a given range/band of
employment income, requires inclusion ofgeésalary income as a data field (not a stratification variable) in

the dataset, in order to weight taxpail@rel ATRS/MTRs.

A GINI coefficient assessment of the impact of taxation on income inequality would compare a GINI
coefficient measure based orefpax income, and a GINI coefficient measure based ontpgshcome. An
assessment of the impact of tax reform would additionally compare thefpren GINI coefficients based

on posttax income, with a pogeform GINI coefficient based on petstx income.

A GDP-based personal income tax (PIT) revenue forecasting model (based on historical aggregate PIT
revenue data and National Accounts income data) is not included in this section, as such a model (while used
to estimate aggregate tax revenueslieursection 1), being based on aggregate data, does not provide a basis
for accurate estimation of effective tax rates on employment.
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2.We I E  4rialsi 6f @xintpediments toemployment®®

Indicator for Wax2 S R 3A8alysis of Tax Impediments mployment

1. The Ministry ofFinance does not maintain®ii | E @& rHedsring marginal and average tax
rates on labour income to assesx distortions toemployment No current plans for implementation

2. TheMinistry of Finance does not maintairtV (i | E  ihd@l& Meéasuring marginal and average tax
rates on labour income to assesx distortions toemployment but is currently taking stepmwards
implementationwithin one year

3. TheMinistry of Finance maintains®ii | E ¢ $iétrHe8sQrinyrdarginal and average tax rates on
labour income The model is used to analypessibletax distortions toentering the labour marketo
work-effort, YR LJ2 &4 & A-ordelSQ VoD DY ISiiy @ Ay 3 Ay FElF A2y o

4. Level 3 plus the requiremeniat the model/framework covers a number of possible household
structures (e.g. single individual, married couple, witlthout children), alternative wage earnings
levels, paritime work and spousalork.

5. Level 4 plus the requiremetthat the results from the model/framework are compared with results for
other countries (e.g. as available in OEK@Ring Wagesgublication)and are used systematically to
inform policy makers of the labour market impliimans of alternative policy adjustments to the taxation
of wage income.

RESPONSE BOX
The inclusiveness of strategy formulation
Level Justification for country Key sources Additional comments
position

% Unlike backwardlooking ATR measures which depend on actual personal taxes paid (influenced by the mix
of personal taxdale income, the tax treatment of all forms of taxable income, standard arstamolard
reliefs, ot her factors), mar gi nal and average tax
Taxing Wagesmethodology isolate the effects of taxation (egahg nonstandard reliefs).
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Background otes:

This indicator considers whether a (parametet 8 SR0O Y2 RSt YSI adzNAy3
corresponding marginal and average tax rates on labour income are calcylatedross wage
income level, household typ@&cluding personaincome tax and employee/employer social security
contributions, as per OECDaxing Wagesnethodology)and used regularlyto assess distortions
introduced by the income tax and social security contribution sy$tememployment decision¥

% In general, models explaining tax distortions to the labour market should factor in levies on employment
income by governmerddministered social security contribution systems (virtually all such systems have an
element of rdistribution, in that benefit entittements are not strictly based on contributions (i.e. unrequited
payments)).

A future component of th&éRl could address measurement of marginal and averegax rates on labour
income (rates of tax net of social s$ance benefits, as per OE@E#nefits and Wagewsethodology), net
replacement rates, unemployment and inactivity traps.
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4. Taxation ofSMEs

1. Firmlevel analysis of the tax burden on firms by asset sizmdby sector.

Indicator for Firmlevel Analysis of Tax Burden on SMiby Sector

. TheMinistry of Financeloes not maintain corporatencome tax(CIT)and personal income tax (PIT)

micro-simulation moded that distinguishtaxpayers by turnover (gross business reverargjtotal
business assetdNo current plans tamplement such models

. TheMinistry of Financeloes not maintain CIT and PIT misimulation models distinguishing taxpayers

by turnover and total business assets, but is taking steps towards implementition.

. The Ministry of Finance does not maintain CIT and PIT saioralation models distinguishing taxpayers

by turnover and total business assghait is currently taking stegs implementsuch models and
datasets within one year.

. The Ministry of Finance maintains CIT and PIT rsicnallation models distinguishing taxpayers by

turnover and total business assets. The models are routinely used to analyze the contribution of SMEs
to total corporate income tax revenue, and total personal income tax revenue on business income, and
to analyze the tax revenue implications of tax reform propasals

. Level 4 plus the requirement that analyses of SME income tax liability are carriedtbatiatiustry

(rather than economywide) level (requiring datasets stratified by industry.

Background otes:

This indicator considers whether: a CIT misimulation model is maintained with input data

that classifies firms bgize (based on capitabses), a PIT micresimulation model is maintained with

input data thatseparately reportpersonal business income from other taxable incoar& whether
average and marginal tax rates (ATRs/MTRSs) are calculated for i) profits of incorporated SMEs, and ii)
unincorporated business income, by business asset'3ize.

2. Analysis of tax distortions tSMEinvestment

Indicator for Analysis of Tadistortions to $1E Investment

. The Ministry of Finance does not maintain a margefédctive tax rate (METR) model theiables

analysis opossible tax digirtionsto SME investment (versus investment by large firms). No plans for
implementation.

. The Ministry of Finance does not maintain a METR model that enables analysssitifle tax distortions

to SME investmentbut istaking steps towards implementation.

. TheMinistry of Finance does not maintain a METR model émables analysis @ossible tax distortions

to SME investmenbut is currently taking step@mwardsimplementationwithin one year

. TheMinistry of Financenaintains a METR model thabhables analysisf possible tax distortions to SME

investment The model is routinely used &ssessmplicationsto distortions to SME investment under
tax reform proposals

38
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Development of a micrdataset based on tax return information requires that taxpayers provide, in their tax
return, balance sheeath showing business assets and financial statements showing gross business revenue,
and that this information is transcribed from tax returns into an electronic database.

Measurement of a weightearerage ATR/MTR on unincorporated business income afqgayers with total

business assets within a given range/band, would use total business assets (a stratification variable) to weight
individual taxpayer ATRs/MTRSs on business income.
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5. Leveld plus the requirement that) the METR mode$ disaggregated across machinery and equipment,

buildings, inventory and lanénd b) METR results are explained in summary reports for consideration
by Ministers to help inform poliegnaking

RESPONSE BOX
The inclusiveness of strategy formulation
Level Justification for country Key sources
position

Additional comments

Background otes:

This indicator considers whethar METR model is in place and regularly used to assess non

neutralities h the taxation of SMEs versus other corporations. (For more on the METR model and its
applications, see section B).
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3. Analysis of tax impediments to equity financing of SMEs

Indicator for Analysis of Taxmpediments toEquity Financing cSME

1. Studiesexamining implications for enterprise financing and investment of double taxation of distributed
and retained profit have not been undertaken by tax officials

2. Studies examining implications for enterprise financing and investment of double taxatidstrdfuted
and retained profit have been undertaken by tax officials, with study findings documented and reported
to senior Ministry of Finance officials for discussion and consideration

3. Level 2 plus the requirement that the analysis of double taxaticludtes an assessment of pros and
O2ya oO0lFR@GIyidl3Saz RAalIR@GIyGr3aSa0d yR GFE NB@SydzS
relieve double taxation of distributed and retained profits

4. Level 3 plus the requirement that findings of studies of lbleuaxation and alternative integration
systems are addressed in current tax policy or in planned tax reform over the next two years

5. Level 4 plus the requirement that studies of special tax incentives in the current system, or planned for
introduction o\er the next two years, or being proposed by business (main provisions) to increase
financing of small enterprises, have been undertaken, documented, and reported to senior Ministry of
Finance officials. Tax revenue and efficiency implications of adjgtiisgibly eliminating) these
incentives have been considered alongside implications of adjusting the degree of double taxation relief
in respect of distributed and retained prafit

RESPONSE BOX
The inclusiveness oftrategy formulation
Level Justification for country Key sources Additional comments
position

Background otes:



This indicator considers whether (parametsased) effective tax rates are measured for
distributed profits and retaied profits of incorporated SM#sin order to analyze possible tax
impediments to SME equity finance, and to consider neutrality implications of alternative integration
approaches/measures to avoid double taxation of equity incéme.

4. Analysis of tax arltrage by SME owners

Indicator for Analysis of Tax Arbitrage by SME Owners

1. Studieshave not been undertaken by tax offici@saminingeffective tax rates on business incomme
closelyheld corporationgaid out as wagesr dividends, or realized as céligains, to assess possible
tax distortions to earnings payout policizssuch casesSimilarly, studies have not been undertaken
examiningpossibilities for conversion of taxable capital gains (e.g. on real property) ir{uréderred
(possibly taxexempt) capital gains (e.g. on shares).

2. Studieshave been undertaken by tax offici@gaminingeffective tax rates on business incormi
closelyheld corporationgpaid out as wagesr dividends, or realized as capital gains, to assess possible
tax distotions to earnings payout policies.

3. Level 2 plus the requiremeiihat sudieshave also been undertaken by tax officiel@mining
possibilitiesfor conversion ofaxable capital gainsito tax-preferred (possibly taxexempt) capital gains

4. Level 3 plus theequirement thatreports have been prepared considering possible means to address tax
arbitrage by owners of closeleld companies. The findings have betumented and reported to
senior Ministry of Finance officials for discussion and considerdtisnmeasures have not been
adopted to address the most common forms of tax arbitrage.

5. Level 4 plus the requirement thateasures have been adopted to address the most common forms of
tax arbitrage.

RESPONSE BOX
The inclusiveness of strategy formulation
Level Justification for country Key sources Additional comments
position

40" Effective tax rates on dividends and retained profits should factoteigration relief (if provided) in respect
of dividend income and capital gains.

“1 Double taxation arises where business profits are taxed first at the corporate level (without integration relief)
and then aftecorporate tax profits are taxed in full@grsonal tax rates (on dividends or capital gains).
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Background otes:

This indicator considers whether (tax paramebased) effective tax rates are calculated for
different typesof incomeof an owner/worker of a closeliield SME, to determineases where tax
rate differences arise that could be expected to encourageer/workersto mischaracterize certain
income types taeducetheir overall tax burden. For examplen owner/worker of an incorporated
SME may be encouraged to report some portion of his/her wage income as dividend income (i.e.

payout as wages Saa GKIFy Fy IN¥Qa fSy3aGdkK LINAOS F2NJ I

income tax ancemployee plus emplger social security contribution on wage income exceeds the
combined corporate and personal tax rate on dividend incomealgernatively receive such income
astax-preferredcapital gains on SME sharés).

5. Treatment of risky investment in SME

Indicator for Analysis of Tax Impediments tRiskylnvestment inSMEs

1. Possible impediments to investment in eastage, higkrisk companies of alternative loséfset rules
governing limits to tax deductibility of business losses, and capital losses on shaeegohdeen
analyzed, documented and discussed amongst senior tax officials of the Ministry of Finance

2. Possible impediments to investment in easiiage, highrisk companies of alternative losdfset rules
governing limits to tax deductibility dfusines losses, and capital losses on shares, have been analyzed
with findings documented and reported to senior Ministry of Finance officials for discussion and
consideration

3. Level 2, plus the requirement that tgotanning opportunities under alternative logéfset provisions
have been examined (taking into account limits to tax audit surveillance that can be carried out by the
tax administration), with study findings reported to senior Ministry of Finance officials for discussion and
consideration

4. Level 3 fus the requirement that main findings of studies of possible impediments tetaldkg
(including investment in equity shares), and possiblepgi@aning opportunities, under alternative loss
offset provisions, are addressed in current tax policy, andiglanned tax reform over the next two
years

5. Level 4 plus the requirement that following the adoption of tax reform that expands or limits loss offset
provisions, and/or broadens or contains scope fordéanning around losses, an-pwrst evaluation is
carried out that examines implications for rikking and taxplanning

RESPONSE BOX

2 Distortions to remuneration decisions may be most likely to arise (for clbetdy corporations and

unincorporated businesses) under dual income tax systems that separately apply a low persomadbtax rat
actual or imputed capital income. Such distortions may also arise idusdrniax systems where CIT/PIT
treatment of profits is fully or partly integrated, and the base of social security contributions is gross wage
earnings.
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The inclusiveness of strategy formulation
Level Justification for country Key sources Additional comments
position

Background otes:

This indicator considers whetharosscountry comparisons are regularly carried out for
business loss offsetiles (that is, rules determining what types of taxable income that business losses
can be deducted or saiff aganst), and capital loss offsetulesfor SME sharedo address the tax
treatment of risktaking, and possible behavioural effects (including incentives fottalskg, and

tax-planning).
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6. Assessmentf tax compliance costef SMEsand alternative tax administration approaches

Indicator for Assessment of Tax Complian@ests for SMEs

1. The Ministry of Financedr Tax Administratiophas not assessed the average costMEs otomplying
with any of the main taxe&urrent design)mposed bycentral govenment.

2. The Ministry of Finance (or Tax Administratidmgs assessed the average cost to SME®wIiplying with
certain main taxege.g. income taxgeneral consumption tax (VAT sales tax)in their current design)
imposed by central government.

3. The Ministry of Finance (or Tax Administratidrgs assessed the average cost to SME®iplying with
all main taxegcurrent design)mposed bycentral government.

4. Level 3, plus the requirement that studies have been prepared to determine the pros/cons afysimgpl
certainelementsof central governmentax administration (e.dess frequent taxnstalments electronic
filing). There has been some initial implementation of refortinat address the main findings of these
studies.

5. Level 4plusevidence that ajeforms have been implemented thatldress the main findings of studies
of possible simplification afentral government taadministration and b)meetings havéeen held
with senior provincial/statdeveltax officials to discuss SME compliance costslation to subcentral
governmenttaxes (e.g. property taxdre excessively high.

RESPONSE BOX
The inclusiveness of strategy formulation
Level Justification for country Key sources Additional comments
position

Background otes:

This indicator considers whether assessments are made of tax compliance costs of SMEs,
linked to tax policy and tax administration, and whether consideration has been given to adjusting
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tax administration where comjance costs are found to be too high, in order to encourage SME
compliance and businesstivities:

7. Assessment oélternative tax policy measurego reducetax compliance costfor SMEs

Indicator for Assessment of Policy MeasuresltesseriTax Compliane Costs for SMEs

1. The Ministry of Finance has not assessedithglications of alternativesimplifiedtax policy regimes
(e.g. presumptive regime$) apply to SMEs to address tax compliance costs under applicatimasif
income taxandbasicVATsystems No plans for assessment.

2. The Ministry of Finance has not assessed the implications of alternative simplified tax policy regimes to
apply to SMEs to address tax compliance costs under application of basic income tax and basic VAT
systems, but plans an sesssment within one year.

3. The Ministry of Finance has assessed the implications of alternative tax policy régimgzesumptive
regimes and/or VAT exclusions for firms under turnover thresholdpply to SMESs to address tax
compliance costsf basicincome tax and basic VAT systems.

4. Level3 plus the requirement thatinalysesiave been preparedhat consider criterieand optionsfor
establishing threshold level(determining theapplication ofalternative regimes (e.g. VAT exemption,
versus presumptie tax regime, versus basic VAT regime), and possible distortions (e.g. to firm size)
introduced by different threshold levels.

5. Leveld plus the requirement that there has been some initial implementation of reforms that apply
different tax regimes to SMEdepending on their size (e.g. turnover), where analyses indicate that such
reforms would bedesirable andappropriate

RESPONSE BOX
The inclusiveness of strategy formulation
Level Justification for country Key sources Additional comments
position

43 |ssues to address iax compliancecosts surveys: ajomplexity and transparency of tax rules and obligations
(taxpayer access to information, documentation, tax fotaxpayer assistance and education seryid®s
consistency of policy design/complexity and capacity of wdministration c) efficiency of tax
administration (functional vs. structural organisation (LTU/SNIE) contribution of tax administration
procedures to SME tax compliandesporting requirements (data, frequency), payment requirements,
treatment of VATrefunds audit procedures, appeal proceduse®pe for tax avoidance
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Background otes:

This indicator considers whether consideration been given to the pros/cons of alternative tax
policy measures to reduce the tax compliance burden on SMEs, to encourage SMEpdiance
and business activities

8. Assessment of taayer assistance and education services to red&Etax compliance
burden.

Indicator for Assessment of SMEXpayer Assistance to Redud@axCompliance Burden

1. Limited taxpayer access (at regionaldbtax offices) to information, supporting documentation and
assistance towards understanding and complying with the main taxes imposed on business by central
government. No immediate plans by central government to significantly improve taxpayer service

2. Information and documentation to assist taxpayers in complying with the main taxes imposed on
business by the central government is disseminated to registered taxpayers along with tax returns.
Plans are being developed by central government to improviaxjsayer service

3. Level 2 plus the requirement that tax returns and information and supporting documentation are widely
available to taxpayers (e.g. available at fgmvernment sites, downloaded from government websites).
A tolHree telephone service, Wi adequately trained tax specialists, is provided to respond to taxpayer
questions

4. Level 3 plus the requirement that additional services to educate business on its tax obligations, reporting
FYR FAfAYy3 NBIdANBYSydGa I NB YIVSEIANKS R R/ NE dARS a1 i |
organized at the local level (e.g. with local chambers of commerce), special advertising, and possibly
other strategies to actively disseminate tax information to business

5. Level 4 plus regular discussions with nationalraiiiers of Commerce and other bodies to consider how
taxpayer assistance and education could be improved

RESPONSE BOX
The inclusiveness of strategy formulation
Level Justification for country Key sources Additional comments
position
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Background otes:

This indicator considers whethetxpayer assistance and education service programasn place to
reduce the tax compliance burden on SMEs
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