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Since 2007 Macedonian authorities have been strongly committed to the
idea to become foreign direct investors’ choice number one. Additionally, Re-
public of North Macedonia has strived to response to tax competition among
Western Balkan countries. In such environment, every Macedonian Government
has recognized the “open door tax policy” as a key ingredient for attracting
foreign capital. Tax competition has pushed them even further in the “race to
the bottom”. The Macedonian relaxed tax policy regarding the profit and in-
come taxation, has been perceived as a perquisite for economic development as
an important condition for EU membership. For many years Macedonian tax
system has been promoted “as friendly and comfortable as possible” for doing
business. The authorities have overlooked and neglected the problems and po-
tential tax revenue losses. However, the EU agenda has put additional pressure
on Republic of North Macedonia. These circumstances drove the country at a
crossroad. The dilemma has always been. to continue with one of the most com-
petitive tax policies, through the application of a proportional 10% income tax
rate and multiple tax benefits for legal entities, or to join the international fight
against tax evasion, tax avoidance and aggressive tax planning. In light of the
tax harmonization with EU tax legislation (and OECD tax rules), the fiscal and
political arguments prevailed, aiming to prevent the future loss of potential tax
revenues. Thus, Republic of North Macedonia signed the Multilateral Conven-
tion on Mutual Administrative Assistance for Tax Purposes on June 27, 2018. In
addition, as a candidate state for membership in the European Union, the Pub-
lic Revenue Office is responsible for exchange of tax information with foreign
tax authorities, which contributes to further development of the system of mu-
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tual exchange of information in accordance with EU Regulation 32003R1798.
However, this process is ongoing and is to confirm the commitment and image
of the country as an equal partner in the EU efforts to combat harmful business
practices that are undertaken mainly for tax purposes.

Key words: Tax evasion; Tax avoidance; Tax cooperation; Exchange of tax
information.

1. GENERAL CONSIDERATIONS

The relaxed tax policy regarding the profit and income taxation, started
over a decade ago in Republic of North Macedonia. The main benefit that
was expected from this business-friendly environment was to attract foreign
direct investment inflows, which is a perquisite for economic development
as an important condition for EU membership. Consequently, the Govern-
ment introduced flat income taxation as the main goal was a determination
to reduce the tax evasion by improving voluntary tax collection and increas-
ing tax morality and tax culture. In the very first years after the 2008 tax
reform, Macedonian tax system realized the desired tax goals. Some major
foreign direct investors have established their permanent establishments in
the free technological industrial zones. There was evident progress in the
taxpayers’ behavior by notably increased number of voluntary submitted tax
declarations. As a result, the amount of collected tax revenues was greater
than ever before. There is no doubt that these optimistic developments had
positive impact on Macedonian economic growth and prosperity.

Few years later the perception and the hopes that this competitive tax
system could assist to reach long-term economic aspirations have drastically
changed. Despite the fact that the country has had one of the most favorable
tax regimes in the Europe, Macedonian authorities detected several cases of
money transfers to tax heavens, illicit enrichment, profit shifting to more fa-
vorable tax jurisdictions, change of residence, and aggressive tax planning ac-
tivities in order to maximize the income/capital/profit and minimize the taxes
paid. This was truly surprising for the Macedonian institutions, tax experts,
academia and general public given the circumstances that in that period Re-
public of North Macedonia had one of the lowest income tax rates of 10%.

These events were a trigger for Macedonian Government to start re-
thinking the idea behind the tax system. Facing serious fiscal challenges
and political pressure, tax authorities have become more aware that the key
toward more effective fight against tax evasion and tax avoidance is the
collaboration and cooperation among different tax jurisdictions. In terms
of globalization, economic openness and overcoming of national borders in
performing economic activity, Republic of North Macedonia has realized
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that unilateral measures are not enough to protect the tax system and to pre-
vent future potential tax revenue losses.

In order to further harmonize the Macedonian legislation with the EU
law and to confirm country’s commitment to be a part of the international
efforts to combat tax evasion and tax avoidance, in the following period,
Macedonian tax authorities have undertaken many activities toward devel-
opment and improvement of exchange of tax information system. Although
some standards have already existed in relevant tax laws, still, a number of
amendments were introduced in line with the obligations from the OECD
BEPS Initiative. The main purpose of this paper is to provide an overall re-
view of the mechanisms for exchange of tax information that are available
to Macedonian tax authorities. Moreover, the paper will explain the system
of exchange of tax information in Republic of North Macedonia, its histori-
cal background and the current one. It will also present some aspects of im-
plementation of these standards in practice. The last section will summarize
the author’s findings and will give some policy recommendations.

2. INSTRUMENTS FOR EXCHANGE OF TAX INFORMATION IN
REPUBLIC OF NORTH MACEDONIA

Republic of North Macedonia is a member of the Council of Europe
and the Global Forum on Transparency. Therefore, the country has agreed
to accept all OECD standards for exchange of tax information.

2.1. The very first instruments for exchange of tax information in Re-
public of North Macedonia have been implemented in the bilateral tax trea-
ties for elimination of double taxation on income and capital and prevention
of fiscal evasion that are formulated according the OECD Model Tax Con-
vention on Income and on Capital. At the moment, there is a network of 49
double tax treaties. On the other hand, the applicable double tax treaties
do not include provision for exchange of information for tax payers’ finan-
cial accounts despite of the OECD Model Tax Convention Updates from
2005. According the Macedonian authorities this fact does not imply that the
country would not exchange information for financial accounts since there
are not any other legal obstacles for this type of exchange of information.
However, it is a necessary the other contracting party to agree on this type
of exchange of information even there is no domestic interest. If the other
contracting country does not agree on reciprocity or does not have any legal
interest, the requested information cannot be exchanged.'

'V. Pendovska, A. Maksimovska Stojkova, J. Zafiroski, Jovan, E. Neshovska Kjoseva,
Evaluation of Tax Procedural Solutions with Special Accent on Protection of Taxpayers’
Rights in Republic of North Macedonia: Conditions, Problems and Solutions, Skopje 2020.
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In addition, the country has signed 51 bilateral treaties on exchange of
tax information, mainly with jurisdictions from Europe and Asia, as well as
with the countries from the region such as Bulgaria, Croatia, Italy, Montene-
gro, Serbia and Slovenia. Most of these treaties provide exchange of tax in-
formation in accordance with the international standard, with the exception
of the double tax treaties with Austria and Switzerland. In order to further
enhance the tax cooperation between the tax administrations, according the
Agreement for Regional Administrative Cooperation from 2006, Republic
of North Macedonia has exchanged tax information with Bosnia and Herze-
govina, Bulgaria, Serbia and Montenegro.

2.2. The system of exchange of tax information in the Republic of North
Macedonia is also established in the Law on Tax Procedure. This modern-
ized Law that entered into force in December 2019 contains a provision
for international legal assistance (article 178 on Law on Tax Procedure).
According this provision, the international legal assistance implies the right
of the Public Revenue Office (hereinafter PRO) on the basis of internation-
al agreements, during the tax procedure to request legal assistance from a
foreign tax authority, as well as the obligation of the Public Revenue Office
to provide such assistance, if requested. If the international legal assistance
is not regulated by an international agreement, it may be provided only in
certain circumstances, such as: there is a reciprocity; the receiving State is
obligated to use the information and documentation received only for the
purposes of tax, misdemeanor or criminal procedure, as well as that they
will be available only to persons, administrative bodies, i.e. judicial bodies
competent for a certain tax case; the State that request the legal assistance
is prepared to undertake actions to eliminate double taxation; the request
for legal assistance does not endanger the public order or other important
interests of the Republic of North Macedonia, and there is no threat that the
provided legal assistance may expose an official or professional secret or
may harmed the resident taxpayer on a large scale.

On 23 August 2018, the PRO adopted a new procedure for the interna-
tional exchange of tax information which regulates the procedure for ex-
change of information. The new procedure incorporates the organizational
changes in the PRO. The newly established Department for International
Exchange of Tax Information from the General Tax Inspectorate has be-
come part of the Sector for International Cooperation of the PRO as well as
the recommendations of the OECD experts.

2.3. Almost immediately after the accession of the Republic of North
Macedonia to the BEPS Inclusive Framework in August 2018, the authori-
ties began with significant tax reforms. The main aim of the reforms was to
create a terrain for incorporation of the four minimum standards and other
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obligations essential to successfully combat the tax evasion, profit shifting,
erosion of the tax base, and other harmful business practices.

The first step in this direction was the amendments to the Law on the
Public Revenue Office (January 2019). According the law’s changes, pay-
ment operations’ carriers have an obligation to report every inflow on the
accounts of natural persons to the public revenue office on a regular month-
ly base. This new legal rule has replaced the previous one that stipulated
a reporting obligation to the PRO only upon its request and for a specific
taxpayer. This rule was designed and implemented as a proper response of
tax authorities in the fight against money laundering and tax evasion. Ac-
cording to this new legal rule, the PRO collects personal and other necessary
data from taxpayers, carriers of payment operations, money transfer service
providers, competent state authorities, public institutions, international or-
ganizations, foreign tax authorities, and domestic and foreign legal entities
— payers of income.?

2.4. In recent years, Macedonian tax authorities have undertaken some
serious steps toward preventing its tax system from tax evasion, tax avoid-
ance, and harmful business practices carried out only for tax purposes. Thus,
as a candidate state for membership in the European Union, the PRO is re-
sponsible for exchange of tax information with foreign tax authorities which
contributes to further development of the system of mutual exchange of in-
formation in accordance with EU Regulation 32003R1798. In addition, the
Republic of North Macedonia signed the Multilateral Convention on Mutual
Administrative Assistance for Tax Purposes on 27 June 2018 that entered
into force in January 2020.

The Convention provides a comprehensive multilateral framework for the
exchange of information and assistance in tax collection. Signing the Mul-
tilateral Convention on Mutual Administrative Assistance in Taxation and
joining the OECD BEPS Initiative, Republic of North Macedonia has once
again shown a strong dedication to implement the international standards for
exchange of tax information in order to achieve better results in the global
combat against tax evasion and evasion and to promote tax transparency.’

In august 2018 Republic of North Macedonia became the 117 BEPS
member state. As a member state, until today, Republic of North Macedonia
has made progress by introducing the transfer pricing documentation require-
ments in the Law on Profit Tax, as a minimum standard. However, concern-
ing the Country-by-county report (BEPS Action 13), the country is few steps

2 Rulebook on the form, content and method of data submission for money inflows to nat-
ural persons, Official Gazette of Republic of North Macedonia, No. 26/19.

3 A. Maksimovska Stojkova, E. Neshovska Kjoseva, Mandatory Disclosure Rules: Na-
tional Report on Republic of North Macedonia, Wien Institute and IBFD, Amsterdam 2021.
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behind compared to the countries from region.* Under the Action 13, all large
multinational enterprises have an obligation to prepare country-by-country
report with aggregate data on global distribution of income, profit, taxes paid
and economic activity among tax jurisdictions where they operate.

As a result, for almost two years Macedonian tax authorities have been
working on creating a best legal solution in order to introduce the require-
ments for filling of CbC report in the domestic tax legislation. This should
not be a simple transplantation of this minimum standard into the Macedo-
nian tax regulation. Having in mind the latest OECD recommendations, it
should be one broaden legal provisions that would prescribe strict form and
content of the CbC reports; would allow report submission via electron-
ic means; would permit third party agents notification and would establish
controls to ensure appropriate use of the CbC reports.® All these notification
requirements would guarantee more effective implementation of this mini-
mum standard. In addition, Republic of North Macedonia should engage in
signing bilateral tax conventions and tax information exchange agreements
that would enable proper exchange of CbC reports.

There is no doubt that these legal amendments would strengthen the
country’s position and would have significant impact on the international
fight against harmful tax practices, base erosion and profit shifting toward
more preferable tax systems, exploiting tax gaps and mismatches to avoid
paying taxes in the country where the economic activity is performed and
the profit is generated.

3. IMPLEMENTATION OF EXCHANGE OF TAX INFORMATION
STANDARDS IN PRACTICE

According the Peer Review Country Reports from the Global Forum on
Transparency and Exchange of Information in Tax Purposes, Republic of
North Macedonia has respected and acted in accordance with the interna-
tional standards for exchange of tax information. The 2014 and 2019 Peer
Review Reports noted that “the country has established a network of mech-
anisms for exchange of tax information that is compliant with the interna-
tional standard for exchange of information in tax purposes”.

The following Table 1 gives an overview of the process of exchange of

tax information in practice in Republic of North Macedonia over the period
that was last under review by the OECD (July 1 2014 to June 31 2017).

4 E. Neshovska Kjoseva, “The OECD Multilateral Instrument: New Momentum in the
International Tax Law and Its Impact on the Macedonian Tax Law”, lustinianus Primus Law
Review 1/2020.

5 Ibid.
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Table 1 — Exchange of Tax Information on Request in Republic of North Macedonia (July
1512014 to June 31 2017)

Exch f
lnf’(()f‘n?:t%(fnoin Number
of Re- Type of Requests
Tax Purposes
quests
on Request
. . f
2 — ownership information o reque§ts or
. . companies, 24
7 — accounting information
. . . requests for
Received re- 7 — banking information and Lo
31 . . individuals and
quests 19 — other type of information (re-
. . . S 2 requests for
garding identification, confidentiality .
and group request) foundations and
groupreq other entities
The requesting jurisdiction did not provide accurate and
adequate information to enable the identification of the
Rejected re- 1 subject of the request and was not able to provide further
quest detail after North Macedonia asked for clarification (i.e.
no person corresponded to the name, address and data of
birth provided).
Sent requests
(Bulgaria,
Kosovo, Serbia
and Slovenia 27 mostly about business relationship
were main
recipient coun-
tries)

Source: Global Forum on Transparency and Exchange of Information for Tax Purposes:
Republic of North Macedonia 2019 (Second Round) Peer Review Report on the Exchange

of Information on Request, page: 13, 45, 46, 74, 88, 89, and 92.

As reported, the received requests for exchange of information for tax
purposes are fully dealt with within 90 days. The time necessary to deal
with an exchange of tax information request has never exceeded 180 days.
These requests are typically related to information already at the disposal
of the competent authority or another government agency. Macedonian tax
authorities note that most of the requests received are related to individuals
and less about business transactions.

According the number of exchanged information, key partners of Republic
of North Macedonia in the process of exchange of tax information are Belgium,
Norway, Poland, Sweden, Germany and Slovenia. The communication with the
partners, as well as with administrations, is done using a general email account
for non-confidential information and by post for confidential information.

The Macedonian PRO exchanges tax information with foreign adminis-
trations under the signed bilateral tax treaties and the Multilateral Conven-
tion for Mutual Administrative Assistance in Tax Matters.
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In the table 2 there is data on exchange of tax information among the
Macedonian PRO and foreign tax administrations.

Table 2 — Data on exchange of tax information among the Macedonian PRO and foreign tax

administrations
Exchange Received Sent
of tax in-
. Upon . Upon Sponta- .
formation request Spontaneous | Automatic request Heous Automatic
2016 11 3 4 9 / /
2017 15 1 4 6 / /
2018 17 / 1 9 1 /
2019 16 3 1 16 / /

(Source: ujp.gov.mk, visited in April 2022)

4. FINAL REMARKS

For almost 15 years Macedonian authorities were committed to the idea
to create one of the most competitive tax systems in the region of Western
Balkan that would enable attracting foreign capital as a precondition for
boost of the economic growth and development. While creating and pro-
moting the tax system as friendly and comfortable as possible for doing
business, it seems that authorities have overlooked and neglected the prob-
lems and the potential revenue losses caused by the phenomenon of the tax
avoidance. Surprisingly, despite the 10% income tax rate, the institutions
have detected cases of change of residence, reallocation of profits, payments
toward more preferable tax system. This is evidence that the relaxed tax
policy has many side effects.

However, the EU agenda has put additional pressure on the Republic
of North Macedonia. These circumstances drove the country at a crossroad.
The dilemma has always been: to continue with one of the most competitive
tax policies or to join the international fight against tax evasion, tax avoid-
ance and aggressive tax planning. In light of the tax harmonization with the
EU tax legislation, the fiscal and political arguments prevailed, aiming to
prevent future loss of potential tax revenues.

What was done in the last 5 years? As the Country’s Report on the Global
Forum for Transparency indicated Macedonian legislation is in line with the
international standards for exchange of tax information. First steps toward
implementing these standards in the Macedonian tax rules were by amending
relevant national laws, such as the Law on Public Revenue Office and the Law
on Banks, which made space for establishing the mandatory disclosure rules.
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Although Macedonian domestic laws allow exchange of tax informa-
tion, thanks to network of 49 bilateral tax treaties and the procedure in-
troduced by the Law on Tax Procedure, Macedonian tax authorities have
proved their determination to be partner in the global fight against tax eva-
sion and tax avoidance. Thus, in 2018 Republic of North Macedonia has
become member state on the BEPS Inclusive Framework. Later that year,
the Multilateral Convention on mutual administrative assistance for tax pur-
poses was signed. In addition, as a country that continuously works hard to
become part of the European Union, the Public Revenue Office is respon-
sible for exchange of tax information with foreign tax authorities, which
contributes to further development of the system of mutual exchange of tax
information in accordance with the EU regulations. Finally, in January 2020
the Multilateral Instrument was signed.

The standards for exchange of tax information that are by now imple-
mented really function in practice. As reported by the Public Revenue Of-
fice, Macedonian tax authorities exchange tax information upon request.
There is still no standard for automatic exchange of information. Most of the
received requests for exchange of tax information from foreign tax author-
ities are for natural persons. The requested information is provided within
the period of 90 days that only confirms the improvement of efficiency due
to the newly established Department in the tax administration responsible
for international cooperation. Bulgaria, Kosovo, Serbia and Slovenia are
the countries that are commonly involved in the mutual assistance and ex-
change of tax information procedures with Republic of North Macedonia.

Republic of North Macedonia has a lot to do in the upcoming period in
order to achieve more effective combat against tax evasion and tax avoidance
on the path toward the EU integration. According the Strategy for reform of
the tax system and Government’s declaration, there will be tax law changes in
order to implement the BEPS minimum standards in the Macedonian legisla-
tion (specifically, BEPS Actions 5, 6, 14 and especially Country-by-country
report). At the end, there is a clear need for further development of the Mace-
donian exchange of tax information system and for more dynamic interven-
tions towards accession in the EU. It is a necessary to take additional measures
and activities to improve the expert knowledge and to build up the human and
technical capacities for achieving better results in line with the endeavor to
cope with all tax harmful practices and cross-border transactions that serious-
ly erode Macedonian tax system and public finances.
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loy. op Enena Hewoscra Kjocesa

[IpaBuu ¢axynrer Jycrunujan Ilpeu, Yauepsurer hupuno u Mertonmje,
Crombe, CjeBepHa MakenoHuja

CHHPEYABAIBE IIOPECKE EBASUJE U U3BJET'ABAIBA
HJIARABA TOPE3A KPO3 PABMJEHY HOPECKHUX
NHO®OPMAIMJA - MAKEJIOHCKO UCKYCTBO HA IIYTY KA
EY UHTEI'PALINJU

Caorcemax

On 2007. ronuHe, MakeOHCKE BJIAcTH MMocBeheHe cy WIeju J1a 3a CTpaHe
JUPEKTHE MHBECTUTOpE IMocTaHy npsu u30op. Ilopen Tora, PemyGnmka
CjeBepHa MakenoHuja TpyaM c€ Jja OATOBOPH HA MOPECKY KOHKYPEHLH]Y
y3mely 3emaspa 3amaaHor banmkana. Y TakBMM OKOJHOCTHMA, CBakKa
MaKeJOHCKa BJIa/la IPENo3Haia je Kby 3a MPHUBJIAYChe CTPAHOT KanuTasia
y ,JIONUTULM OTBOpeHHX BpaTa™. Ilopecka KOHKypeHLMja yBejla HX je
jomr ny6spe y ,,TpKy 10 aHA“. MakemoHCKa JinOepaiHa IopecKa MOJINTHKA
y BE3M ca ONOpe3rBambeM JOOUTH M JIOXOTKA cxBahieHa je Kao MpeayclioB
€KOHOMCKOT Pa3Boja Kao BayKHOT yciioBa 3a wiaHcTBo y EY. Tokom MHOrHX
rOJIMHA, MAKEIOHCKHU [TOPECKH CUCTEM IPOMOBHCAH j€ Kao ,,ILITO NPUjaTHHjH
1 MpHjaTesbCKUjU 3a TOCIoBame. Bractu cy npesBupjene M 3aHeMapuie
mpobneme U Moryh ryourak mopeckux mpuxoma. Mehytum, EY arenma
CTBOpWIJIa je nomaTHU mputucak 3a PemyOmuky CjeBepHy MakenoHwjy.
OBe OKOITHOCTH JIOBEJiE Cy Ap»KaBy Ha packpcHuily. M300p je yBHujex O6wo
n3Mely: 3aapkaBama jeqHe Off HajKOHKYPEHTHHjUX MOPECKHUX IMOJIMTHKA,
Kpo3 IIPHUMjeHy cpa3MjepHe cTole mopes3a Ha noxomak on 10 % y3 OpojHe
IIOpEeCKe OJAKIIMIE 3a MpaBHA JIMLA, WM NPUAPYKHBamba MelyHapomHO]
00pOuM IpOTHB MOpecke eBas3uje, n30jerapama rmrahama mopesa u arpeCUBHOT
IIOPECKOT IUIaHUpama. Y CBjeTIy ycKiIalBamka onope3nBama ca Mponucuma
EY (m OECD mnopeckum mpaBuiInMa), MpeBary Cy OIHHUjeNHd (PUCKATHU
Y TIOMUTHYKW DPA3NIo3u, YHjU IHJb je JAa ce cupujeun Oyayhwm ryOurax
Moryhux rmopeckux npuxosa. 30or Tora, Penmyonuka CjeBepHa Makenonuja
roTnvcana je BumecTpaHy KOHBEHIM]Y O y3ajaMHO] aJIMHHHCTPATHBHO]
romohn y mopecke cBpxe 27. jyna 2018. roqune. [lopex tora, y Be3u ca
CTaTyCcoOM KaHJHWJaTa 3a WIaHCTBO y EBpomckoj yHuju, YmpaBa jaBHHX
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MIPHUXO/Ia ONTOBOPHA j€ 3a Pa3MjeHy MOpecKux WH(pOpManmja ca CTPaHUM
MOPECKUM OpTaHWMa, IIITO JOTPUHOCH OyayheM pa3Bojy cuctema y3ajaMHe
pasmjeHe mH(pOpManuja y ckiamy ca Ypeabom EY 32003R1798. Unak,
OBaj TIpoIIeC Tpaje U Tpeda Ia MOTBPAU MOCBEhEHOCT UM YT 3eMJbE Kao
jenHakor naprtHepa y HanopuMa EY 1a ce u300pu ca mTeTHUM MOCIOBHUM
npakcama NpeIy3eTHM YIIIaBHOM K3 MOPECKUX Pasiora.

Kibyune pwujeun: Ilopecka esasuja;, H30jecasarve nnahara nopesa;

Lopecka capaowa; Pasvmjena unghopmayuja.
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