188 Faculty of Business Economics and Entrepreneurship International Review (2021 No.3-4)

SCIENTIFIC REVIEW
ASPECTS OF APPLICATION OF TAX CONTROL BY

COUNTRIES FOR CROSS-BORDER OPERATIONS

BORMOTOVA Alexandra!, GLUBOKOVA Nadezda?, AGAPOVA Anna®, ALYSHEV
Ivan* , LARKOVA Elizaveta® , LOMAKINA Daria®

!Department of History and Socio-Cultural Service, Southwestern State University, Kursk (RUSSIAN FEDERATION)
2Department of Accounting and Taxation, Plekhanov Russian University of Economics, Moscow (RUSSIAN FEDERATION)
3Department of Accounting and Taxation, Plekhanov Russian University of Economics, Moscow(RUSSIAN FEDERATION)
“International School of Business and World Economy, Plekhanov Russian University of Economics, Moscow (RUSSIAN
FEDERATION)

SInternational School of Business and World Economy, Plekhanov Russian University of Economics, Moscow (RUSSIAN
FEDERATION)

SInternational School of Business and World Economy, Plekhanov Russian University of Economics, Moscow (RUSSIAN
FEDERATION)

E-mail: glubokova@mail.ru

ABSTRACT

International taxation, as follows from the theory, is a study of the tax burden on individuals or legal
entities in accordance with the tax laws of different countries or international law. Russia, the United States
and the EU are global jurisdictions with the most complete tax legislation concerning transfer pricing. In
this regard, it is very useful to consider the experience of countries with different principles of taxation of
international transactions, which will undoubtedly contribute to improving tax control over international
transactions. As a rule, when performing cross-border transactions, the state implements additional control
measures, in particular, tax control over transfer pricing. Foreign trade transactions, if the subject of such
transactions are goods that are part of one or more of the following commodity groups (oil and goods
produced from oil; black metals; non-ferrous metals; mineral fertilizers; precious metals and precious
stones) in Russia belong to the category of controlled ones, which necessitates the use of transfer pricing
methods. The audit is carried out in relation to the main taxes, namely, VAT, income tax, mineral extraction
tax and personal income tax (in relation to individual entrepreneurs), as well as tax on additional income
from the extraction of hydrocarbons. The article examines various tools and methods of control over
international transactions carried out by both residents and non-residents. The authors consider the
experience of countries with different principles of taxation of international transactions, which will
contribute to improving and increasing the efficiency of tax control over international transactions, the
correctness of calculation and completeness of payment of taxes when applying transfer pricing.
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INTRODUCTION

This paper examines Russia, USA and EU for their law basis for transfer pricing methodologies and
overall international tax practice regarding international trade. Constantly increasing international trade
and mobility of goods and services as well as capital and people is contributing to the increasing importance
of cross-border payments. International trade has significantly increased over the last 10-20 years.
Internationalization of global production makes supply chains as global as never before. For instance, the
global value of trade exports has increased by more than 20% and of exports of commercial services by
46% between 2008 and 2018 (based on World trade statistical review 2018). Cross-border activity
contributes to the growth of P2B cross-border payments (P2B — Person-to-Business) and is assessed to
grow evenly and higher in the next years. International travel and people migration continue to increase as
well [1][2]. This creates the growing need for cross-border payments.

International tourist turnover worldwide grew more than 50% during the past 10-year period which
leads to most migrants sending earned money back home in order to support their families [3]. Thus, annual
money in- and outflows grew over 50% during the past 10 years [4][5][6]. Such trends in the real economy
prove the importance of cross-border payments. However, comprehensive and comparable data on cross-
border payments cannot be available ad-hoc due to lack of commonly introduced search definitions and
coordination of big data collection efforts and methodology. Mostly cross-border payments are transferred
through the specified banking network being either single or a bunch of transactions.

Thus, due to absence of comprehensive data on cross-border payments, it is crucial for governments
to implement security measures. Therefore, states ensure stability through tax codes and other law
amendments to the international liabilities operations and trade [7]. Every country has its own taxation
principles for international transactions besides international law as the main regulator for such
processes. This research considers Russia, EU and the USA as subjects (Russia is considered to be a
developing country whereas EU and the USA are developed ones with laws being slightly ahead in
practical usage) with object of analysis being their policies and laws on international transactions.

MATERIALS AND METHODS.

METHODS USED IN RUSSIA

Biggest part of currency restrictions in Russian Federation were removed in 2007 by the amendments
to Federal Law No. 173-FZ "On Currency Regulation and Currency Control" dated 10 December 2003.
Since then, the majority of currency transactions may be made without any limitations. Still, Law on
Currency Regulation and Currency Control has some restrictions to be considered in currency transactions:

+ transactions between residents and non-residents (import/export);
« import and export of cash foreign currency.

TRANSACTIONS OF FOREIGN CURRENCY AMONG RESIDENTS

Residents of the Russian Federation are (but not limited to):

» Russian Federation citizens;

» foreign citizens and stateless people lastingly living in the Russian Federation based on a
residence permit;

» legal entities listed under the Russian authority as well as offices and representative offices of
Russian legal entities established out of the Federation of Russia.

Although contracts in Russian Federation can be inferred regarding foreign currencies, original
payments need to be made in rubles. In light of alterations made to the law of Currency Control in 2013,
particular foreign currency transfers and rubles can be considered to be currency operations. Particular
Russian Federation residents are banned from opening accounts overseas or commencing transactions with
exotic financial instruments. This is applicable to those of the federal, state or municipal positions.
Generally, these people are called «politically exposed persons» or «PEPs».
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THE TRANSACTIONS OF FOREIGN CURRENCY AMONG NON-RESIDENTS

Non-residents of the Russian Federation are:

» foreign nationals that are not qualified as residents [8];

» legal entities listed under the foreign jurisdiction legislation and settled out of the Federation of
Russia as well as representative offices of corporations under the foreign jurisdiction legislation
placed in Russia[9];

+ official representatives of foreign countries and legal entities provided they have international
company status [10].

Payments in cash shouldn't be more than RUB 100,000 (or permissible in the equivalent in a foreign
currency). Settlements in RUB for securities sale between non-residents are permitted as well, although it
can be subject to Russian regulations.

THE TRANSACTIONS OF FOREIGN CURRENCY AMONG RESIDENTS AND NON-
RESIDENTS

Instruction No. 181-1 of the Central Bank of the Russian Federation dated March 1, 2018 considers
abolishing the obligation to transaction passport opening that will document foreign currency transactions
among a citizen and a non-citizen. To substitute this rule, Russian authorized banks are nowadays needed
to extract and store information upon foreign trade transactions of both residents and non-residents (for the
first ones in any currency, for the second ones in rubles). This is implemented by the tool of register
contracts on such transactions. In other words, contracts need to be registered if their value surpasses:

« 3 min. RUB for import contracts or facility agreements;
» 6 min RUB for export contracts [11].

To file an export contract, the exporter has to submit the following documents to the authorized bank:

information about the export agreement which should be adequate for its registration: currency; type;
number; the contract date; the contract value; date of contractual obligations performance; details of the
non-resident counterparty [12][13];

« export contract on its own.
» To register, a citizen (an importer) needs to give the corresponding import contract to the
Russian authorized bank [14].

PROCEEDS REPATRIATION

There is a law that citizens have to repatriate domestic and foreign currency earned from global
activities to their bank accounts maintained within authorized banks of the Russian Federation.

Besides that, the amendments to the Law on Currency Regulation and Currency Control introduced and
utilized over August 2019 terminated the repatriation necessity for the contracts among citizens and non-citizens
about these contracts being denominated in rubles. Thus, now the ruble proceeds due to the citizen under those
agreements credited to the resident's account at a foreign bank (not in the country of residence). The repatriation
requirement abolition became effective starting from January 1, 2020. The exceptions regard supply contracts
concerning specific categories of goods listed in these amendments. This means that to these categories, the
repatriation requirement abolition would be implemented gradually.

In May 2014, the Government of the Russian Federation decided to introduce a legal requirement that
Russian companies in rubles must receive a portion of export proceeds. In this relation, the Law on
Currency Regulation and Currency Control was amended in order to provide the Government with the
right to determine:

» the proportion of these export proceeds which need to be obtained by the citizens in local
currency (rubles);

» Goods and services list to which these requirements apply;

» Countries and residents list. A Russian resident (out of these lists) determines whether he or she
is required to commence an export operation with such compulsory ruble part payment.
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FOREIGN CURRENCY'S IMPORT AND EXPORT IN CASH

Citizens and non-citizenscan can export and import foreign currency in cash. However, these
operations are subject to the following rules (Table 1).

Table 1. Import and export of cash restrictions, USD

Criterion Restrictions
Up to USD 10,000.00 inclusive without limitation
Over USD 10,000.00 Subject to a written customs declaration

Drafied by authors basing on the Federal No. 173-FZ Law “On Currency Regulation and Currency Control”

AMENDMENTS TO THE TAX CODE OF THE RUSSIAN FEDERATION: RELAXING
OF TRANSFER PRICING CONTROLS

On January 1, 2019 the Tax Code of the Russian Federation amendments upon direct and indirect alterations
to the rules of transfer pricing in the Russian Federation became effective. These amendments concern:

» The cross-border transactions pricing- it is directed to control procedures as long as the income's
total amount for the specified period (generally, 1 year) exceeds RUB 60 min;

» control of the domestic transactions pricing between the related parties of the contract - it is
applied alone if both subsequent requirements are fulfilled:

» parties use varied corporate income tax rates or various tax regimes and also:

» determine the mineral extraction tax as a percentage of their tax base;

» are excluded from the income tax payment;

» are excluded from VAT or practice a tax deduction investment.

The total income amount among the associated parties for the analyzed year surpasses RUB 1 bin.

In case tax authorities make transfer pricing adjustments concerning one party of the contract, the
other party is entitled to the same level of adjustments. The rules for such adjustments are written down in
Acrticle 105.18 of the Tax Code of the Russian Federation. If any additional taxes are estimated for one
party from the audit findings and elaborations, the other party can adjust the prices to those that tax
authorities used for adjusting the other party's tax base and tax liabilities. This means that the other party
to the contract is entitled to a symmetrical reduction of its tax base and tax liabilities. Generally, this is
equal to the increase in the first party's tax base and tax liabilities [15][10]. The party is entitled to a
symmetrical adjustment starting from the date they receive a notification from the tax authorities saying
about the availability of a symmetrical adjustment. This is legal, provided that the other party complies
with the tax authorities' assessment.

POTENTIAL CONSEQUENCES

These amendments to the Tax Code of the Russian Federation have a great impact on transactions
dated after January 1, 2019. Although the prices between the affiliated individuals (parties: entities or
individuals) within domestic as well as cross-border transactions are deleted from transfer pricing control,
still, official tax authorities have the right control it within a general tax audit using the usual transfer
pricing methods.

In the case of a general tax audit, in the transfer pricing techniques application, it is rarely likely to
utilize so-called defense mechanisms that may be implemented if the audit is on the basis of Section V.1
of the Tax Code of the Russian Federation.

When it comes to real cases, tax authorities apply transfer pricing methods as body of evidence at the
general tax audit and obtain a sheer number of incidents because taxpayers don't produce a proper transfer
pricing analysis during their activities.

Still, although transfer pricing documentation is not obligatory at the practice of the general tax audit
applying the transfer pricing methods, the appearance of transfer pricing documentation enhances the
possibility of a confident result.
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regarding that, the corporations are recommended:

» to elaborate the defensive position, in other words, the justification of the most applicable
transfer pricing methods which include benchmark analysis and other calculations of the
corresponding indicators [16]

+ to estimate the need for transfer pricing analysis and transfer pricing documentation with
affiliated companies which allows to assess potential tax risks as well as to strengthen
company’s position in terms of complicated challenges from the authorities presenting this tax
audit [17].

THE TRANSFER PRICING ADJUSTMENT FOUNDATION

The Russian tax authorities are entitled to adjust transfer pricing concerning:

» corporate profit tax;

e individual income tax;

» mineral extraction tax (if goods are subject to the above tax at a percentage rate);

» VAT (if the counterparty is exempt from Russian VAT or is not a VAT taxpayer in Russia.

This new law introduced the concept of a market price range meaning the effectiveness concept of
prices range or profit level indicators. Tax authorities are now able to adjust prices for tax purposes if the
price is not within the determined market range of prices (the price applied in a controlled transaction or
their profitability). This new law introduced an adjustment mechanism for Russian companies in order to
avoid double taxation with respect to domestic transactions. Given the fact that tax authorities adjust the
tax base for the ordinary Russian taxpayers the other party of the controlled transaction is entitled to claim
a corresponding adjustment to its tax base (a Russian resident). The new law refers to correlative
adjustments related to Russian domestic transactions only [18][19][20].

METHODS USED IN THE USA

General scheme of taxation. The general global transactions pattern in the USA is divided into 2
classes: taxation of US residents and non-US residents. As for corporate taxation, the same principle can
be applied (domestic companies and foreign ones). National organizations are subjected to U.S. tax on
their income received all around the world - income from all sources, whether received from operations in
the USA or abroad. Foreign corporations are considered subject to taxation of the USA on two main sources
of interest: investing income from different U.S. sources and income that is actually associated with either
trade or business activity on the U.S. market. Investment income includes following sources: interest,
dividends, rents and royalties. The mentioned income involves profits on the assets' sale, which generate
investment returns. Before we consider the taxation of the international transaction details in the U.S.A, it
is important to introduce important key concepts of the American tax law:

» corporate residency: national and international organizations;

» Income Source: Income from a US source and from a foreign source;
» Income type: investing as well as business income; and

* Dbilateral agreements on income tax [21].

INCOME SOURCE

According to U.S. Tax Code, the entire income earned by the corporations can be broken down into
two groups — U.S. source and foreign source income. As a rule, a gain of the foreign company received
from the U.S. source is subjected to U.S. tax. In contrast, the income of foreign sources is excluded. The
most conventional types of income are listed below:

1. Interest and dividend income — they are levied depending on the obligator residence.

2. Royalty income from using immaterial property (patents, trademark and ither intellectual
property) — it goes to the nation where the intangible asset is either registered or applied for
production.
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3. Rental income — it is levied by the country where the property is located and registered.

4. services provision income- it is levied by the place the services are presented.

5. Wholesale goods' sale income — it is levied by the place where the legal succession between buyer
and seller arises

6. Manufactured goods' sale income — this kind of income is levied fifty percent by the place where
the goods are produced and the other half to where the legal succession between buyer and seller
arises.

7. Earnings from the corporate stocks and bonds' sale — the profit received from investment activity
is levied by the place where the issuer is registered.

8. Earnings from the real property sale — this profit is levied by the property

's location.

Income types. A taxable income of a foreign company in the USA can be split into two categories:
either investment income or income that is associated with company operating activity on the U.S. market
(further - "effectively connected income"). As it has already been mentioned in the paper, investment
income includes interest, dividends, rents from real estate, royalties from the use of any intangible asset is
called FDAP (FDAP stands for "fixed or determinable annual or periodical gains, profits, and income." It
considers gains from the sale of any asset that leads to increase of FDAP.

Under the tax code of the USA, the statutory tax rate is 30%, but as a rule, it can be reduced under the
application of the most appropriate tax treaties. Effectively connected income considers business income
that arises from U.S. activities. First of all, for having effectively connected income, a foreign company
needs to own a U.S. business or trade. Such kind of income is taxed in the same way as U.S. corporations.

TAX TREATIES OF BILATERAL INCOME

The role of bilateral income tax treaties in the taxation of international transactions is hard to
underestimate. They are designed for risk elimination that is connected with double taxation issues and
designate the power to tax international commerce in the USA. Therefore, it is worth paying attention to
U.S. law, as well as to its income tax treaties contents.

* Residency Tie-breaker Rules — The U.S. government regards any corporation established
following its regulations as a U.S. resident. As a lot of conflicts may arise in residency
determination, income tax treaties help to resolve all these issues.

» Reduction of Withholding Tax on Fixed, Determinable, Annual, or Periodical (FDAP) income —
FDAP income is subject to a withholding tax at the statuary tax rate (30%).

« Limitation of Benefits — practically every U.S. income tax treaty contains obligatory limitations
of benefits provisions used to restrict third-country entities/people from obtaining advantageous
treaty benefits

» The exchange of information — one of the most important functions of income tax treaties is to
strengthen income tax laws on international transactions. Thus, many income tax treaties
maintain certain data giving provisions that allow other parties’ tax information exchange and
coordinate enforcement activities.

Foreign companies' taxation. Income from investment activity. There are many ways for
investment activity implementation: buying U.S. companies and federal governmental units' securities as
well as investments in non-commercial assets. Investing in shares of American corporations entails
dividend income and profits from the sale of shares; and dividends paid by a US corporation are levied at
30 percent withholding tax (or lower according to income tax treaties).

Profits from the corporate stock sale implemented by a foreign company are not levied according to
U.S. tax legislation. Still, if more than 50 percent of the corporate is a part of U.S. real property interests,
the gain from the sale of this stock is levied according to U.S. tax legislation [22][23].

Investments in shares of unincorporated US companies are treated differently from investments in
corporate shares. Unincorporated organizations (partnerships and limited liability companies are taxed as
partnerships) are levied on a straight-through basis. This means that the owners of the capital of these
organizations are subject to US tax on their distributable share of the company's income. The nature and
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nature of the income is transferred to the owner. Consequently, if the entity has an actually tied income,
the owner will have an actually tied income. The owner must file US income tax returns [24].

Income from business activity. A business operation is considered to be conducted in the United
States if the business is generating effectively connected income effectively. Technically, it is possible that
there is a trade or business in the United States that is not generating effective tied income. However, from
a practical point of view, such activities are not subject to US tax code. Therefore, as a trade or business
in the United States can be considered as any commercial activity that occurs with sufficient regularity in
order to reach the level of a trade or business and that effectively generates associated revenue. Effectively
tied income consists of three types of income:

1. Defined FDAP Income and Associated Income - Income from FDAP in the USA and income
from any source in the US received from the sale of assets that result in income from FDAP are
actual fixed income when either asset use - Pass test or business activity test [25]. The asset use
test is considered passed if the assets that generate income or income are intended for use in a trade
or business in the United States. A business test is passed if doing business in the United States is a
significant contributor to income or profit.

2. A source in the United States that is not an FDAP or FDAP-related income. Any non-FDAP US
withholding income or capital gains that result in FDAP income are considered de-facto tied
income[26].

3. Certain income from a foreign source. The definition of effectively tied income includes three
classes of foreign-source income: (1) income from the use or privilege of using intangible personal
property in the United States; (2) dividends, interest, and gains on the sale of securities in
connection with active banking or financial activities in the United States; and (3) income from
sales of inventories abroad attributable to the taxpayer's U.S. office.

Subsidiaries and affiliates of foreign companies.

US subsidiary corporations. A US subsidiary often has additional US subsidiaries overseas. This is
done to separate business operations and limit any risk exposure. Under US tax law, certain US parent
companies can file consolidated tax returns. This consolidated tax return contains only approved US
companies. Foreign companies are usually excluded. The main benefit of filing a consolidated rate of return
is that losses from a subsidiary can be used to offset income from profitable subsidiaries and taxation of
profits from transactions between members of the consolidated group is deferred [38].

Transfer pricing. In transactions among associated parties, the taxpayer should weigh the issues of
transfer pricing. The rules of US transfer pricing have a significant effect on several transaction sorts.
Those comprise the goods' sale, the services' provision, utilizing intangible or tangible property, loans
'interest rates, as well as cost-sharing adjustments. The pricing method is heavily dependant on the
transaction type (such as the goods sale, the services provision, and the intangible assets use). There are
several methods available for most transactions and it is up to the taxpayer to determine which method is
considered "best" based on specific facts and circumstances. Taxpayers can face significant penalties if
their tax liabilities are adjusted in accordance with the transfer pricing rules [27][28]. A taxpayer can avoid
these penalties if they can determine that they have met the following three requirements.

1. The taxpayer must determine his transfer price according to a method specified in the rules.

2. The taxpayer shall prepare documents showing the determination of this transfer price according
to the specified method and the appropriateness of using this method. This documentation must be
available at the time you file your tax return and must contain all elements required by US tax law.

3. The taxpayer makes these documents available to the tax service within 30 days of requesting the
documents.

Methods used in the EU. General approach. Differing from both Russia and US, each EU member
state has its own fiscal system. The EU doesn’t have a direct part on setting tax rates or collecting taxes.
The amount of taxes paid and how collected taxes are spent is also decided by member state’s national
government. What is thought to be tax efficient in one point of origin, could not necessarily be true for
another country within EU region. Therefore, from a company’s perspective it is important to determine
its operation “best fit”. As of 2020, the European Union houses 27 countries. Each member state has a
different statutory tax rate, however the average Corporate Income Tax rate in EU sits at 22.5% [40]. These
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values range from France having the highest rate of CIT (34.4%), followed by Portugal (31.5%) and by
Germany (29.8%), while Hungary (9%), Ireland (12,5%) are among the lowest CIT rates [41].

The EU however does use direct taxation to oversee some consumer and business policies to ensure
companies from one country don’t have an unfair advantage over a company in the other, while
maintaining a free flow of capital, services and goods in its single market. As of indirect taxation, EU plays
a large part in the trade movement between non-EU states. As for the Bilateral tax treaties for residents
and non-residents are far different between member states of EU, both between EU states and other
countries. Each country within the EU works to expand its trade between non-EU states, in most cases
separately from the European block. As such, each member state poses a different potential difficulty and
benefit to entering companies within the EU. It must be stated however, that as an OECD study from 2008
shown, Corporate Income Tax (CIT) is said to be one of the most harmful ways to stifle economic growth.
Countries which keep a lower CIT rate are said to grow quicker than those keeping a high CIT. However,
the corporate tax base upon which the CIT is applied should also be considered. Despite this, it must be
mentioned that average EU CIT rate is considered to be below the global average.

The Financial Transaction Tax. After the consequences faced with during the 2008 economic crisis,
EU has made a proposal to impose a tax on financial transactions (FTT) within the financial sector.
Although not widely used by countries around the world by having just 40 countries having FTT in
operation in 2011, several EU states already had FTT as part of its tax range[39]. This concept was
proposed to have a minimum rate to be applied across all EU states for the transactions made within
financial sector such as the exchange of bonds and shares in addition to the remaining derivative contracts.
Given the nature of EU states having independent fiscal systems, the proposition is not being enforced
upon each state.

It is said by the proponents of FTT that it’s done in order to mitigate the systemic risks of potential
future economic crises, while also create a safety cushion for the potential bailouts in the future economic
crises [29][30]. Although is said to not affect the day-to-day customer activities between companies and
citizens, out of 27 EU states, only 10 are participating in the proposal to include FTT. This shows that even
between the EU member states, there is a slight disinterest to impose such a tax.

Double tax agreements. As more corporations do business abroad, different jurisdictions have to
decide and impose rules on how income gained in foreign jurisdictions is taxes. Otherwise, the company
will result in facing double taxation. For these cases, EU member states have an extensive array of double
tax agreements (DTASs). These agreements eliminate double taxation for corporations or individuals who
have their primary income in one country, but temporary work in the other. In addition, it can also include
holding back taxes on royalties, dividends and interests held by foreign companies or individuals. It does
mean however that by doing so, the country gives up part of its tax revenue from cross-border transactions.

Tools used to limit foreign transactions. Despite having different fiscal jurisdictions, one of the
powers which EU has on its member states is to impose limitations to the trade and subsequently
transactions which come into and outside of the trading block. Although these limits do exist, the EU works
to maintain a balance which is said to keep it competitive in the world. This balance is also complicated to
maintain since numerous EU states have until recently fought the consequences of the 2008 economic
crisis and have criticized the implementation of such limitations.

The main limiting tool that is used is of trade barriers, which together with tariffs are used to maintain
and benefit the member states within the EU single market. These limitations on out-of-block trade are
helping to keep the EU members safeguarded by keeping their national production more competitive
among the worldwide competitors [31]. The reason however is not simply economic. By EU being an
important partner on the economic political arena, it is using the trading barriers for its diplomatic action
to ensure that its trading partners respect the rules of international trade. In addition, EU often joins with
other like-minded partners to improve its action efficiency.

The trading barriers are also used to aid in dispute resolution. Through the regular work of WTO and
its committees, EU ensures the correct ruling application of WTO. Examples of such actions include the
Ukraine proceedings (export ban on timber), settlement of WTO dispute proceedings with Indonesia
(export restrictions on raw materials), Southern African Customs Union (restriction on poultry) shows how
the EU commission resorts to the resolution of bilateral dispute settlement, while keeping in mind their
arrangements of free trade, neither to the multilateral controversy resolution. In addition, EU has recently
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given a formal proposal to fortify the regulation implementation, which will allow to take additional
countermeasures to keep international multilateral and bilateral dispute settlement functioning though EU
commission proposal COM (2019) 623, 12.12.2019 21. As such, the EU commission can also request the
exporters to use the procedure of Trade Barrier Regulation (TBR).

Another tool used by the EU are the Free Trade Agreements (FTAS). This form of creating deals on
behalf of its member states helps EU negotiate with other countries and trading blocks. The member states
of have granted the EU exclusive competence to produce trade agreements. The members can however
interfere at every step of the agreement implementation. FTA mechanisms work to ensure that market
priorities are well managed. The EU has ensured that the businesses, especially SMEs take advantage of
these commitments. EU commission uses tools to remove barriers, enforce intellectual property rights
(IPR), improve protection and impose measures of defence if necessary. As such, EU poses a large range
of indirect tax measures to control the movement of trade and transactions from foreign jurisdictions.

ANALYSIS OF IMPORT AND EXPORT TRADE BARRIERS.

Focusing on the most recent number of trading barriers imposed, in 2019 the largest EU trade partners
affected by the measures imposed have included: China, Russia, South Korea, Australia and the countries
within Middle East and Mediterranean region (Saudi Arabia, UAE, Turkey, Lebanon, Egypt and Tunisia).
These countries correspond to 98% of trading affected by the measures imposed in 2019. China, by being
the country with the most trade barriers with the EU (38 different barriers) has a long history of imposing
barriers of its own. Since 2000, China has imposed an import bn on EU cattle, which has been in effect
ever since and in the past year has slowly been lifted by allowing certain imports from a number of
countries.

The main contention of new trade restrictions has been of high-tech industries, the impact of which
goes down across numerous sectors. It is estimated that a 15bn Eur worth of trade is affected given this
barrier imposed by China. A Draft proposed by the EU has given measures for China to work in line within
the Cybersecurity Law (CSL). In addition, a growing concern has arisen as 5G networks are being provided
by China. From the information gathered by European Commission, the tendering results outcomes favour
overwhelmingly Chinese providers despite the competitive position of EU providers. Given the fact that
China maintains a state-led model without a fair level in economic relations, it is a systemic competitor to
EU. As such, it is unlikely that the trade barriers will be lifted.

The Middle Eastern and Mediterranean region has always been seen as important for EU given its
historic and geographical ties. A harmonious trade, in many cases with SMEs is important. Unfortunately,
the states in this region have given an important rise in protectionism, which as a result caused trade barriers
to be risen with the EU. Algeria by imposing bans, custom surcharges and quota on manufacturing goods
arriving from EU has caused tensions between states. Lebanon, had seen new trade barriers imposed of
3% temporary duty tax on all imports, given the measure imposed by Lebanon on imported oil/petroleum
products from the EU.

Turkey by being the 5 largest trading partner, has seen a steady growth in trade since 1996 Turkey-
EU Customs Union agreement. The agreement introduced free movement of some agricultural and all
industrial goods. However, problems have started in the past years. Turkey has stopped complying with
the Customs union by imposing additional duties and export restriction on industrial raw materials from
the EU among others. Therefore, EU has imposed a WTO case on Turkey this past year.

Australia has trading barriers for its fuel, which is one of the worst in OECD by ranking 70"
worldwide. By having 15 times sulphur content from the EU standard it is incompatible with the Euro 6
regulations. As such Australia has to address the fuel quality for the trade barriers to be lifted. South Korean
products imported into EU have seen a lack of tests performed, which has resulted in certain products being
import restricted, such as water management systems for ships and child garments until this resolution will
be pursued. UAE has seen an important relief of trade barriers as after EU’s outreach Emirate’s authorities
have removed repeated testing and audition of certain consumer product groups, greatly reducing the
administrative and cost burden.
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DISCUSSION

Since 1997 the economic and political relationship of Russia and EU was framed though the bilateral
Partnership Cooperation Agreement (PCA). Since then, the bilateral trade between members has grown
and reached its peak in 2012. Since the events in 2014, the political relations and trade with Russia have
been limited and the dialogue focused just through the WTO. By being the second most restrictive trade
partner (34 barriers) after China, the market access for EU has been generally negative. Due to the sanctions
imposed by the EU in the mid-2010 and Russia’s countersanctions, the trade between these two bodies has
been limited. Through additional embargos and import duties expanded in 2017, EU has continued to
pursue its import substitution policy within different industries [32][33]. In recent developments, Russia
has placed higher import duties on foreign wines and quotas on the export of birch logs. As such, these
recent trade barriers although imposed, are expecting to see a quick removal.

Despite Russia’s recent ascension to the WTO voicing the benefit of sustained liberalisation, Russia
has continued to put measures to favour its domestic products and has placed an aim to increase Russian
good share for both state-owned enterprises and governmental bodies [34][35]. Time will show Russia’s
measures and whether they are in-line with the commitments it set in the WTO [36].

At the same time the EU Commission continues to pursue EU interests to address numerous trading
aggravations through technical bilateral contracts through the past years, which are of high concern.
Overall, Russia-EU trade relations are seen as problematic, both for trade with companies and Russian
individuals in the EU. The majority of the trade barriers imposed are considered political actions from the
part of global policy and until the tensions concerning Russia-Ukraine subside, the trade barriers are
unlikely to change with the EU [37].

European Union as both fiscal and trading body is seeing a lot of competition across the world. Through
the ascension of EEC, ASEAN and NAFTA it should keep looking into ways of maintaining a competitive
edge, all while keeping to its free trade vision and diplomatic action. So far it has succeeded in doing so, however
a strategy in both direct and indirect fiscal policies may have to be researched in order to have a more direct
decision-making opportunities to keep EU moving forwards as a single unit state.

CONCLUSION

In conclusion, it can be said that the methods used by different jurisdictions vary a lot, still there are
certain trends for their unification to some extend in the foreseeable future. Thus, every country has its
own taxation principles for international transactions besides international law as the main regulator for
such processes. This report considered Russia, the EU and the USA as subjects (Russia is considered to be
a developing country whereas EU and the USA are developed ones with laws being slightly ahead in
practical usage), with the object of analysis being their policies and laws on international transactions. A
very gradual shift can be noted in the tax legislation of the Russian Federation concerning the control of
international transactions performed both by the residents and non-residents. Not only are Russian
companies strictly controlled but foreign affiliates are under close supervision of the authority as well.

As for the USA, it is worth mentioning that Foreign corporations with the unites states' business
transactions encounter multiple taxation layers. Those constitute sales, income, and excise taxes levied by
every state, government, federal, and local level. European Union poses a lot of trade barriers to both
individuals and companies trying to trade with European Union. On taxation level it is unlikely that
European Union will ease down on both number of tax-tariffs and barriers administered on each of the
regions, given that the average working wage is seeing an increase, while other less developed countries
have a benefit of lower wages, making their products more competitive at large.
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