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EXECUTIVE SUMMARY

USAID’s Bosnia and Herzegovina Fiscal Reform Activity (FRA) was tasked to conduct a country-level
Private Sector Analysis, based on a representative sample, endeavoring to understand the ramifications
of the current BiH tax environment for doing business, experiences, and the private sector’s
satisfaction when interacting and using tax administrations’ services, digitalization levels and utilization
of e-services and websites. The FRA research team also probed businesses’ perceptions of tax evasion
and tax avoidance, experiences, and tax administrations’ support with international taxation matters,
and fiscalization. The Activity also incorporated research questions tackling the status of women and
persons with disabilities (PVVDs), which will inform the decision-making process within the Activity’s
disability and gender action plans.

The representativeness of the sample was ensured using a stratified sampling procedure with strata
defined by business activity and company size, but also making sure to include appropriate geographic
coverage per main administrative units, resulting in 364 companies surveyed. In addition to the survey
and utilizing a mixed method approach and data triangulation, the research team conducted Focus
Group Discussions (FGDs) with companies and accounting agencies across the entities and BD.
Moreover, Key Informant Interviews (Klls) were conducted with selected companies, led by women,
employing PWDs, and various civil society representatives.

The findings of the analysis, alongside the conclusions, and recommendations are summarized as
follows:

High taxes, social security contributions (SSC), fees and charges, intertwined with political instability
and corruption are the main hindering factors for doing business in Bosnia and Herzegovina. Legislation
regarding SSC, Corporate Income Tax (CIT), and Personal Income Tax (PIT) is perceived as the most
complex among the respondents. Eight out of ten companies believe that SSC rates are too high and
unjustified, while more than half of the companies share the same view for CIT and PIT. Companies
have also displayed their discontent with frequent legislation changes, especially in Republika Srpska
(RS). The current tax environment could be ameliorated by simplifying the calculation of wages for
registered workers, students, and persons engaged under service contracts, and enabling simplification
of the payment procedure for direct taxes, contributions, fees and charges. Moreover, avoiding
frequent legislative changes or at least timely informing the taxpayers, and providing concise guidelines
and interpretation of all legislation would reduce ambiguity and misinterpretation among taxpayers.

Depending on their jurisdictional location, it must be recognized that a significant proportion of BiH
companies expressed a reasonable degree of satisfaction with tax administrations’ services, positively
rating the availability and competence of employees and quality and timeliness of services. Companies
in the Federation of Bosnia and Herzegovina (FBiH) demonstrate significantly lower satisfaction rates
compared to their Republika Srpska (RS) and Brcko District (BD) counterparts. Half of the companies
reported the absence of clarity of instructions and guidelines for requesting tax opinions, as well as
the absence of support and overall usefulness of issued tax opinions — which are frequently inconsistent
and contrasting. Surveyed companies are overall satisfied with the tax audit process, which conflicts
with the findings from FGDs where the tax audit process and the demeanor of tax auditors are
negatively rated, depicted by the respondents as unprofessionalism and against the law. To improve
the situation, tax authorities should offer more clear and frequent guidelines, training, workshops, or
educational programs to help businesses, especially newly established, to understand their tax
obligations. Additionally, harmonization of tax opinions is needed to prevent issuing conflicting and
inconsistent opinions.

Interestingly, our research suggests that foreign-investor-founded companies operating in BiH tend to
be more familiar with BiH’s tax system, due to their tendency to timelier and accurate tax reporting.
However, despite the stronger inclination to fulfill their obligations, they face even more challenges
when interacting with respective TAs.
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The lack of digitalization is one of the factors working in favor of tax regulations’ ambiguity and the
expressed discontent by a non-negligible portion of BiH companies. Despite the overall sentiment
regarding current tax administrations’ digital services being positive, many companies reported
technical difficulties and the fact that they still heavily rely on physically visiting tax administration
premises to solve their issues, indicating a need for a more profound digitalization, especially in FBiH
and BD.

One in ten BiH companies reported never using their relevant tax administration’s website. Those
companies that did utilize the website, only did it seldom, since less than ten percent of the companies
visit the websites on a daily, weekly, or monthly level. All BiH tax administrations failed to comply with
the international accessibility standards, creating a huge gap in the functionality of the website contents
for users with disabilities. There is a dire need for a shift in the design and approach in the accessibility
realm of BiH tax and financial authorities, and to do so, PWDs should be consulted throughout each
step of the process.

Despite perceiving tax evasion as a criminal offense and understanding the detrimental consequences
for the overall economy, many companies are aware that tax evasion can be a financially rewarding
practice. The three main ‘push’ factors driving tax evasion are corruption, lack of awareness of the
importance of complying with regulations, and high tax rates. Tax administrations should provide easily
accessible information on tax compliance, and its importance for society — by depicting what are the
benefits the population enjoys from taxpayers’ money, from free education to access to healthcare,
pensions, etc.

Less than 20 percent of BiH companies reported experience with international taxation. Companies
expanding their business overseas face difficulties with double taxation matters, the complexity of
domestic rules, tax return formats, and transfer pricing, as well as the taxation of the digital economy
and inconsistent tax treaties. More than half of the companies did not receive or did not request
support from their respective tax administrations. Tax administrations should provide clear and
consistent guidelines on the reported issues to mitigate adverse consequences for BiH companies.

The FBiH and BD tax administrations are still reliant on outdated, hardware-based fiscal cash registers
that bear significant maintenance costs and dependency on external experts during the initialization
phase. Moreover, the absence of digitalization and unharmonized solutions is a fertile ground for
misconduct and tax evasion, which can be mitigated in the future by turning towards software-based
fiscalization, following Croatia’s footsteps.

Two out of ten BiH companies employ PWDs, and those that do employ from this group, quite often
fail to utilize any incentives or tax reliefs to which they are entitled. Almost half of the companies
believe that the special contribution rates for employers who do not have a sufficient number of
employees with disabilities are too high. Several companies went ahead and rated this measure as
discriminatory and displayed lack of sensitivity and empathy for this populations, as they believe the
rate’s sole purpose is imposing additional levies, demonstrating the need for education of businesses
on the importance of such measures.

Less than 20 percent of the companies are owned by women, which are mainly small companies.
Women are less likely than men to be employed in managerial roles and face more difficulties to access
the financial means to start or expand their businesses. This could be changed through tax
deductions/credits programs when first starting their business.
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INTRODUCTION

The Fiscal Reform Activity (FRA), hereafter referred to as “Activity,” is a five-year USAID-funded
Activity working with the Ministries of Finance (MoFs) and Tax Administrations (TAs) of Bosnia and
Herzegovina (BiH) to improve fiscal and tax policy and administration across the two government
entities — the Federation of Bosnia and Herzegovina (FBiH) and Republika Srpska (RS) — and the Brcko
District (BD). The purpose of the Activity is to build on and expand fiscal sector reform to increase
efficiency, reduce tax compliance costs, and align the country’s regulatory framework with
international and European changes in the international tax environment. Key efforts in the first year
of the FRA project include producing comprehensive analyses and recommendations for BiH's diverse
tax administrations and ministries of finance, which encompass entities such as the Tax Administrations
in Federation of Bosnia and Herzegovina and Brcko District, the Directorate of Finance in Brcko
District, and state and entity-level finance ministries. The initiative focuses on improving the
operational capacity of these institutions, refining the legislative framework for direct taxation, and
reducing parafiscal fees. The comprehensive analysis also includes the identification of the key
challenges faced by private economic sector regarding the tax environment and cooperation with the
tax administration authorities in both entities, Federation BiH and Republika Srpska, as well as in Brcko
District, with the aim of defining areas and recommendations for the improvement. Furthermore, the
FRA supports the implementation of digital solutions to improve performance of tax authorities, as
well as promotes the adoption of international tax planning strategies to bolster tax collection and
improve the overall business environment.

The achievement of overall purpose will be measured by the number of internal processes improved
and optimized, the number of business-facing services improved and digitized as well as the number of
legislative acts adopted to align the country with the international tax best practices.

SUBJECT AND OBJECTIVES

Establishing a solid evidence basis is a crucial step in informing the Activity’s decision-making. The
approach applied in this research aims to provide a comprehensive analysis of the private sector,
identifying key challenges and proposing actionable interventions to be implemented, supported by the
FRA Activity.

The main aim of the research is to provide evidence on the status and possible avenues of
improvements by analyzing data collected from private sector entities about the impact of direct taxes,
social security contributions (SSC) and fees/charges on the business environment, as well as the extent
to which private sector entities are burdened with costs related to compliance with tax regulations.
An emphasis is also put on cooperation with the entities and Brcko District tax administrations, use
of their services, as well as the degree of digitization of the tax administrations. Finally, analysis covered
the impact of bilateral agreements on the cross-border operations of private sector entities.

The main research topics to be covered are formulated as follows:

e The complexity of tax regulations in the field of direct tax, SSC and fees/charges and their
perceived impact on business operations,

e Cooperation with tax administration, including communication, support, efficiency and overall
satisfaction with the services provided,

e Digitalization of tax administration and use of e-services,
e Tax administration website, navigation, transparency and access to information,
e Comprehension and fulfillment of tax obligations,

e International taxation — understanding and application of double taxation agreements.
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The evidence produced by this research is expected to inform design of recommendations for
improving tax policies and improving the work of the tax administrations that should have a positive
influence on improving business climate and promoting economic activities in the country.

METHODOLOGY

The research team utilized a mixed-methods approach, incorporating quantitative and qualitative data,
ensuring data reliability, to address main challenges faced by the private sector in the following areas
when interacting with the tax administrations in FBiH, RS, and BD: (I) tax environment, (2)
cooperation with tax administration, (3) tax administration website, (4) digitization and e-services, (5)
fiscalization, (6) tax evasion and tax avoidance, (7) international taxation and (8) Gender Equality and
Social Inclusion (GESI). The methodology involved several key steps as it is presented in the Figure 1.

A research company was used for data collection and to some extent data analysis.

Figure I: Research Methodology

Validation
of the
Questionn
-aire
through
Klls

Questionn
-aire
Design

Sampling testing of Quality Processing Reporting

and the and
Targeting [ Questionn Conto A:ar:(y’sis Feedback

-aire

Source: FRA.

QUESTIONNAIRE DESIGN

The FRA team designed the questionnaire based on an extensive literature review and similar research
conducted by the European Commission' and the International Finance Corporation?, and by assessing
the Activity’s intended results, which are, among others, improving the business enabling environment
and enhancing the private sector competitiveness. The Activity hypothesizes that these results will be
caused by enhancing the current direct tax legislation, increasing the tax administration efficiency, and
rationalizing the parafiscal fees.

VALIDATION OF THE QUESTIONNAIRE THROUGH KEY INFORMANT INTERVIEWS (KIIs)

Upon designing the questionnaire, the FRA team conducted Key Informant Interviews (Klls) with the
identified key stakeholders, including entity Chambers of Commerce in the FBiH and the RS, AmCham,
local accounting agencies, representatives of international accounting firms, and private companies
from different geographical regions, sectors, and ownerships.

The FRA discussed the research objectives and the intended results and asked for KIlIs’ opinions on
the themes and the questions included in the questionnaire, aiming to validate the relevance of themes
and questions and to ensure that the research team does not omit anything important.

I https://taxation-customs.ec.europa.eu/system/files/2022-
12/221208%20DG%20GROW%20report%20-%202022%20Tax%20Compliance%20Costs%20SMEs.pdf
2 https://www.ifc.org/content/dam/ifc/doc/mgrt/ifc-kg-tax-compliance-report-eng.pdf
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Furthermore, the research team conducted methodological validation of the questionnaire reducing
responses ambiguity. Questionnaire validity is further supported by the fact that questionnaires
developed by IFC and EC were used as baseline.

SAMPLING AND TARGETING

The sample size for this study was determined based on population data available from the BHASS3.
According to data from 2022, that were available when the sample was determined, there are 110,589
companies in BiH. Given that the scope of the research includes the private sector, the business
activities in which public institutions or companies primarily operate, such as sectors A, O, P, Q and
T4, are not included in the sampling. After removing the mentioned sectors, the total number of
companies that make up the population equals 49,637 in 2022. Based on this, the number of companies
that should be included in the sample to be representative with a margin of error of 5% is calculated
to be 364. The sampling frame used to extract the sample from was obtained from Dun & Bradstreet>
and included a list of around 35,873 companies. A representative sample of companies was selected
from the sampling frame using stratified sampling procedure with strata defined by business activity
and company sizeé, but also assuring appropriate geographic coverage per main
administrative units (Federation of BiH, Republika Srpska, and Brcko District).

PILOT TESTING OF THE QUESTIONNAIRE

The questionnaire targeted companies of different size, activity, age and ownership structure, ensuring
coverage of businesses with female ownership, employment of persons with disabilities, and the foreign
ownership. Data collection process was conducted in the period June 25 — August |5, 2024, using
Kobo toolbox data collection software, a secure and user-friendly online survey platform with an
accessibility option for persons with disabilities (e.g., screen reader compatibility, keyboard navigation).
The first week of the online survey dissemination was used as an official pilot testing phase, adding to
the previously conducted face-to-face questionnaire validation. The questionnaire included various
question types such as open-ended and closed-ended, rating scales, and single/multiple choice
questions across distinct sections: general demographic information, perceptions of tax environment,
interaction with respective tax administration, website of tax administration, digitalization of tax
administration, tax evasion and avoidance, fiscalization and international taxation.

DATA COLLECTION

Quantitative information was collected through a structured questionnaire that was deployed using a
mixed-method approach to ensure wide reach and inclusivity, with options for 70% in-person with
Computer Assisted Personal Interviewing method (CAPI) and 30% online through Computer Assisted
Web Interviewing (CAWI) data collection. Qualitative data was collected through focus groups that
were organized in Sarajevo, Banja Luka and Brcko, what was essential for understanding the nuanced
perspectives and experiences of businesses in Bosnia-Herzegovina. Besides three focus groups that
were organized with companies in three different administrative units in BiH (FBiH, RS, BD), the fourth
focus group was organized with the representatives of accounting agencies from FBiH. However,
majority of accounting agencies representatives were also experienced in working with TA RS and TA
BD. Moreover, the focus group with private sector in RS also included, among others, the
representatives of accounting agencies. Each focus group was moderated by an experienced facilitator
skilled in leading discussions and encouraging participation. The moderator followed a structured guide
to ensure that all relevant topics are covered while allowing for open and respectful discussion.

3 https://bhas.gov.ba/Calendar/Category?id= | 8&page=2&statGroup=| 8&tabld=0

4 A - Agriculture, forestry and fishery; O - Public administration and defense; compulsory social insurance; P — Education; Q
- Health care and social care activities; T - Activities of households as employers.

5 Dun & Bradstreet is an international supplier of business information and research, providing business databases across
the world, including Bosnia and Herzegovina. https://www.dnb.com/

6 Company size is determined by the number of employees (small 0 — 49, medium 50 — 249, and large - more than 249
employees)
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Participants invited were selected from the sample and represented a diverse group of businesses with
an aim to ensure inclusion of different perspectives and experiences. Participants were encouraged to
share their experiences, opinions, and suggestions regarding the tax environment and cooperation
with tax administrations in BiH.

Data collection adhered to privacy and ethical guidelines to ensure security and confidentiality.
Rigorous quality control measures were implemented to validate the authenticity and completeness
of responses, with prompt resolution of any issues related to respondent misunderstanding or data
entry errors.

QUALITY CONTROL

Rigorous quality control measures were implemented to validate the authenticity and completeness
of responses, with prompt resolution of the issues related to respondent misunderstanding and data
entry errors. Around 0% of all responses were controlled to ensure that data was correctly collected.

DATA PROCESSING AND ANALYSIS

The collected data were organized, coded, cleaned in preparation for analysis, and analyzed using the
statistical software STATA, drawing meaningful insights, and identifying key trends and patterns. Data
from focus group discussions were also coded and analyzed to provide additional insights into results
obtained with quantitative data collection, triangulating all research findings.

LIMITATIONS

Analysis of large companies together with SMEs - A potential limitation of including companies
of all sizes in the sample is that large companies, (at least 250 employees’), which represent 0.8% of
total number of companies in BiH, may require specific observation and analysis due to their more
complex tax structures, financial operations, and greater resources for legal and tax advisory services.
This could result in differing experiences with tax compliance and interpretation of regulations, which
may not be adequately captured when analyzing data alongside smaller companies (up to 50
employees), especially having in mind that 58% of sampled small companies are micro companies (less
than 10 employees). As a result, insights gained from the sample may not fully reflect the unique
challenges and nuances faced by large companies, potentially skewing the findings.

Subjectivity in Responses - Businesses' perceptions of tax administration and legislation complexity
may vary widely depending on individual experiences, leading to subjective responses. This can make
it difficult to draw objective conclusions about the overall business environment.

Influence of External Factors - External economic, political, and regulatory factors can influence
businesses’ experiences with tax administration, complicating the ability to isolate the impact of tax
complexity alone.

GENERAL INFORMATION

A total of 364 questionnaire responses were collected, combining those conducted face-to-face and
on-line data collection, as mentioned in Methodology. The applied methodological approach ensures
that the sample of 364 companies/questionnaire responses is representative of the broader
population of businesses in Bosnia and Herzegovina, allowing for generalizable and reliable
insights into the challenges faced by the private sector in dealing with tax authorities and navigating
tax legislation.

7 Based on the European Commission’ recommendations from the 6 May 2003; EUR-Lex - 32003H0361 - EN (europa.eu)
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Considering the specific territorial administrative arrangement of Bosnia and Herzegovina, and the
separate tax administrations, where appropriate, results will be presented not only at the level of BiH,
but also at the level of entities and BD.

The main characteristics of the sample are presented in Table | and Table 2.

Table |: Sample Characteristics - Size and Age

Administrative
Unit/

Size & Age
Size

Small

Medium 28 76% 7 19% 2 5%

Large

0-5 years

6-10 years 29 51% 24 42% 4 7%
I'1-15 years 25 47% 22 42% 6 1%
16-20 years 7 27% 17 65% 2 8%

More than 20 years

Source: FRA.

Small and medium-sized enterprises (SMEs) have a significant role in every economy. According to the
BiH Agency for Statistics, based on the number of employees, small (including micro) and
medium-sized enterprises make up 95% of the total number of enterprises. From the other
side, large companies make only 0.8% of total number of enterprises in BiH. Therefore, the sample
consists mostly of small enterprises (316 out of 364, 87%8, see Table I). Interesting fact is that 58%
of the sample (210 out of 364, see Table |) are enterprises that are in the business for more than
20 years, mainly located in Federation BiH (135 out of 210, 64%, see Table 1). The percentage of
recently established businesses (in the last 5 years) is 5%, mainly located in Republika Srpska (16 out
of 18).

8 Out of this percentage 58% are micro companies.
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Table 2: Sample Characteristics — Business Activity

Accommodation and

o 10 56% 8 44% 0%
hospitality
Adm.inistra.tiye.a and auxiliary 4 67% 2 33% 0%
service activities
Arts, entertainment and 7 70% 3 30% 0%
recreation
Construction 23 66% I 31% 1 3%
Finance and insurance 9 90% | 10% 0%
Informat{on land 13 72% 5 28% 0%
communications
Manufacturing industry 18 35% 30 58% 4 8%
Mining of ores and stones 2 100% 0% 0%
Other service activities 40 60% 25 37% 2 3%

Production and supply of
electricity, gas, steam and 3 27% 8 73% 0%
air conditioning

Professuon.al, SCIe.I'I(.:If:IC 18 64% 9 329% | 4%
and technical activities

Real estate business 50% | 50% 0%
Transportation and storage 7 39% 8 44% 3 17%
Water supply, waste

management and o o o
environmental 3 43% 4 >7% 0%
rehabilitation activities

Wholesale and retail

trade; repair of motor 39 49% 22 28% 19 24%

vehicles and
motorcycles

Source: FRA.

According to the BiH Agency for Statistics, the largest number of enterprises (71%) are distributed
across the following six activities: Wholesale and retail trade; repair of motor vehicles and motorcycles
(20%), Manufacturing (11%), Professional, scientific and technical activities (8%), Arts, Entertainment
and Recreation (8%) and Construction (5%)°.

? Business Statistics: Units of the Statistical Business Register Data as of December 31, 2022. SBR_01_2022_Y1_1_BS.pdf
(bhas.gov.ba)
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The selected sample of enterprises clearly resembles the population as the mostly represented
business activities within the FRA’s sample are wholesale and retail trade; repair of motor
vehicles and motorcycles (22%), manufacturing (14%), construction (10%) and
professional, scientific and technical activities (8%), as can be seen in Table 2.

Table 3: Sample Characteristics — Legal Form and Ownership

Administrative
Unit/
Legal Form &

Ownership

Legal Form
Joint stock
company
Limited liability
company
Other

TOTAL

183 54% 124 36% 30 9%

Ownership

Domestic

Foreign* 12 67% 6 33% - -

Combined*

Source: FRA.
*Foreign — share of foreign capital is 100%.
*Combined — share of foreign capital is at least 20%.

As Table 3 shows, most companies in the sample are organized as limited liability companies
(LLCs), which account for 93% (337 out of 364) of the total sample, indicating that LLCs are the
dominant legal form among companies in BiH. Besides the domestically owned enterprises that are
dominantly represented, the 10% (36 out of 364) of the sample refers to the enterprises with
foreign (18 companies) and combined ownership (domestic and foreign, 18 companies), where
most of the foreign and combined owned enterprises come from the Federation BiH.

Table 4: Sample Characteristics — Provision of Accounting Services

Administrative
Unit /

Accounting
Services

Accounting
Agency
Finance &
Accounting
Department in
Company

32 70% 10 22% 4 9%

Combination

Source: FRA.

When it comes to the provision of accounting services, Table 4 shows that the majority of
companies in the sample rely on accounting agencies (229 out of 364; 63%). Given the fact
that most enterprises in the sample are small enterprises, this is not a surprising finding.
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This indicates that for small-sized companies, especially for micro companies, hiring an accounting
agency is more profitable than forming an accounting department or hiring a certified accountant who
would manage accounting operations. There is also a notable portion of companies (46 out of
364; 13%) that have finance and accounting department within company responsible for
managing accounting-related operations. Additionally, 24% of companies (89 out of 364) utilize a
combination of both internal and external resources for their accounting needs.

The findings from the focus group held with accounting agencies suggest that in the case of micro
companies, the accounting agency usually takes over the entire system of administration, calculation,
payment and book-keeping of all tax-related obligations, and consequently the managers or owners
do not necessarily have to be familiar with the tax system or experienced in cooperation with the tax
administration office. Unlike small companies, in larger companies there are employees who perform
the role of office manager, who prepare inputs for calculation, collect documentation and are familiar
to some extent with tax procedures and cooperation with the tax administration. Focus group
participants also pointed out that there are differences in the scope of work, complexity as well as the
interaction with the tax administration depending on the business activity. They also noticed that
companies whose founders are foreign investors, due to their tendency to timely and
accurately report and fulfil tax-related obligations, are more familiar with the tax system
in BiH and the challenges of cooperation with the tax administration.

This report also includes GESI (Gender Equality and Social Inclusion) considerations, most notably for
People Persons with Disabilities (PVYWD) and Gender:

People Persons with Disabilities (PWDs): Concurrently with this report, the Activity developed
a Disability Inclusion Plan (DIP) that assessed how accessible BiH entities and the BD ministries and
tax administrations, internally and externally, are for PWDs. The findings of the Private Sector Analysis
will serve as the validation of the DIP findings and incorporate the private sector perspective in the
design of interventions targeting marginalized populations. A separate questionnaire was tailored to
inquire PWD aspects of interacting with tax administration, with a particular focus on the accessibility
levels.

Gender: Correspondingly to the DIP, the Activity also conducted a Gender Activity Level Analysis
that assessed the level of women's inclusion within the beneficiary institutions, their involvement in
the decision-making processes, organizational culture, education, and professional advancement
opportunities. FRA also evaluated the tax administrations' capacities when it comes to conducting
analyses and assessments related to gender. As for the DIP, the results of the private sector analysis
will inform the Gender Inclusion Plan (GIP) and how the FRA will apply a gender-sensitive lens
throughout the remainder of the Activity. As for the PWDs, a separate questionnaire was custom-
made to understand the gender-related perspective when interacting with the tax administration, and
their overall experiences within the BiH’s private sector-.

FINDINGS

This section will present the key findings of the research and its details per the following topics:

(1) Tax environment

(2) Cooperation with tax administration

(3) Digitalization of tax administration
(4) Tax administration websites

(5) Tax evasion and tax avoidance

(6) International taxation

(7) Eiscalization

(8) Gender Equality and Social Inclusion (GESI)
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I. TAX ENVIRONMENT

The tax environment plays a critical role in shaping the operations and growth of the private sector,
influencing business decisions on investment, expansion, and compliance. For private companies, the
complexity, predictability, and transparency of tax regulations significantly impact their ability to
operate efficiently and plan long-term strategies. In many regions, particularly in developing countries,
businesses often face challenges due to the intricate tax systems, frequent regulatory changes, and
inconsistent enforcement of tax laws'0. These complexities can increase compliance costs, create
uncertainty, and strain relationships with tax authorities. Conversely, a well-structured and
collaborative tax environment can foster economic growth, encourage entrepreneurship, and
promote the rule of law within the private sector. Addressing the tax environment, therefore, is
essential for creating a stable and predictable business climate that supports private sector
development.

Analysis of tax environment aims to explore the perceptions and experiences of private companies
regarding the complexity of tax regulations in the field of direct taxes, SSC and fees/charges, tax
compliance costs, and their perceived impact on businesses in Bosnia-Herzegovina.

KEY FINDINGS:

. The biggest impediments for doing business in Bosnia-Herzegovina are high taxes,
SSC, fees and charges, political instability, and corruption. (1.7. OBSTACLES FOR
DOING BUSINESS IN BOSNIA AND HERZEGOVINA)

Private sector identified complexity of legal regulations and frequent changes in
legal regulations as the primary legislation hurdles. (7.2. LEGISLATION RELATED
OBSTACLES)

BiH companies view legislation regarding SSC, Corporate Income Tax, and
Personal Income Tax as the most complex (SSC leading) comparing to other
types, but still moderately complex. Administrative fees are seen as the least
complicated. (1.3. TAX COMPLEXITY IN BOSNIA AND HERZEGOVINA)

Private sector companies recognized that tax complexity leads to three main
ramifications: higher business costs, hinders the proper comprehension of
legislation, and increases the risk of errors in tax returns and records. (7.3. TAX
COMPLEXITY IN BOSNIA AND HERZEGOVINA)

Eight out of ten companies believe that SSC rates are too high - with very few
companies rating them as justified, followed by more than half of the respondents
perceiving PIT and CIT taxes as burdensome. (1.3. TAX COMPLEXITY IN BOSNIA
AND HERZEGOVINA)

. Annual tax compliance costs (labor cost plus bank fees) in BiH are 1370 BAM,
2974 BAM, and 4227 BAM per a small, medium, and large company, respectively.
(1.4. TAX COMPLIANCE COSTS FOR BUSINESSES IN BiH)

Annual tax compliance costs per administrative unit are 1963 BAM in Federation
BiH, 1346 BAM in Republika Srpska, and 606 BAM in Brcko District. (1.4. TAX
COMPLIANCE COSTS FOR BUSINESSES IN BiH)

Private sector companies in BiH presented three key recommendations for
reducing tax complexity: higher degree of digitization of the Tax Administration,
simplified calculation of wages for registered workers, students and persons
engaged under service contracts, and simplification of the payment procedure for

p_rspectlve developlnz-countmes -emerging-markets- and the-role- of international- development
institutions/4E8F29CCCDB80B078FDC007953D3C7C7
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direct taxes, SSC, fees and <charges. (1.5. PRIVATE SECTOR

RECOMMENDATIONS FOR TAX COMPLEXITY MITIGATION)

[.1. OBSTACLES FOR DOING BUSINESS IN BOSNIA AND HERZEGOVINA

Almost half of the BiH companies identify high taxes, contributions, fees and charges and
political instability as the main obstacles for doing business in BiH. Slightly over one-third of the
companies perceive corruption as the primary barrier to doing business, as shown in Figure 2. Besides
these obstacles, access to financing was widely recognized as an obstacle in the RS. In BD,
political instability and complex tax administration were detected as the main two obstacles
recognized by private sector companies.

Figure 2: Obstacles for Doing Business in Bosnia-Herzegovina

Number of companies selecting their biggest obstacles to doing business

High taxes, contributions, fees and charges 39 6l
0

e | 55
Political instability 'SG—_——————1 53
- 2
I | 30
Corruption 2— 69
I
IEEEEEEE——— § 9
Financing I 35 -

86
Complex tax administration 'ESG_————=d3

Lack of competent workforce 'EG—T_—_=—_I_Iu=uniu 66

e —
Issuance of permits L

0 50 100 150 200
mBiH level mFBIH = RS mBD

Source: FRA.

Since the research team observed significant differences with respect to the company size and age,
this implies that with business expansion and longer tenure in the market come different burning
obstacles, as finding competent workers, while the smaller and younger companies have
more difficulties finding financial resources.

[.2. LEGISLATION RELATED OBSTACLES

When it comes to legislation-related obstacles concerning direct taxes, SSC, fees, and charges in BiH,
complexity and frequent changes of legal regulations are identified as the biggest obstacles,
regardless of the company’s size, age, and activity (see Figure 3). Experience of accounting agencies
voiced during a FGD reflect this issue:
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One in ten companies perceive the lack of taxpayers’ understanding of the regulation’s
implementation as an issue. This presence of a deficiency in taxpayers’ comprehension of the
proper tax legislation application implies that there may be a need for educational initiatives or more
explicit guidance, especially for newly established businesses and younger, less experienced companies.
The same number of companies (one in ten) expressed concern regarding a significant portion
of tax evasion. Prevalent tax evasion practices within a country can weaken the efficiency of tax
systems and establish an unfair competitive environment for law-abiding enterprises. The lack of
harmonized regulations between entities and the Brcko District was identified as an issue by 7% of the
respondents. The absence of standardization among entities and Brcko District can lead to
disparities and complexities for enterprises operating across these territories.

Figure 3: Obstacles Related to Direct Taxes, SSC, Fees and Charges Legislation

Number of companies selecting legislation related obstacles

I 26 |

: : I | 42
Complexity of legal regulations 104

I 204

i i I 5
Frequent changes in legal regulations ri

N 2

Insufficient knowledge of tax payers about the =° a
9

application of regulations "

A large share of tax evasion N 29

Inconsistency of regulations within the entity and -_2030
u 37
. . " m— 27
Unharmonized regulations between entities and pm 5
BD 5
I
0 50 100 150 200 250 300

m BiH level mFBiH = RS mBD

Source: FRA.

The frequent revisions to tax legislation generate ambiguity and cause a burden for businesses as
consistent effort needs to be made to adjust to the newly imposed rules. This issue was even more
recognized by companies from RS, and it was further confirmed by participants at the focus group in
Banja Luka. Focus group participants who have experience working with both RS and FBiH tax
administration stated that legislation changes are more frequent in RS than in FBiH. Furthermore, the
information collected through focus groups suggests that the complexity and changes in
legislation refer to a deeper societal problem, which is legal insecurity, exhibited through
the lack of clarity in legislation, contrasting interpretations provided by different
authorities (e.g., tax authority and ministry of finance) and non-harmonized practices by tax
auditors.
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The legal insecurity environment is detrimental for companies since in practice, the law does not apply
the same for all companies, and leads to the overall state of uncertainty, tightly connected to
corruption.

“The basic problem of our Tax System is the legal insecurity — unstable politics, and inefficient judicial system.
TA is the first instance administrative body, but to illustrate: when TA thinks that | have to pay the taxes for
something, and | think | should not, the TA makes a first-instance decision, and then | have to file an appeal.
The second instance procedure is carried out by the Ministry of Finance - the Ministry of Finance has the task
of denying appeals, because the decision then becomes final and then the collection begins. ... Now you tell
me - has the TA ever returned money to anybody, ever? Did the Ministry of Finance ever accept the appeal to
the detriment of the tax administration?”

- Business owner and legal practitioner from the FBiH

“Every new question has different answers, and you are left alone to solve it. The Law is understood and
interpreted differently from everyone.”

- Accounting agency from the RS

“Law cannot be interpreted in 100 different ways, but they (TA representatives) are all interpreting it
individually as they prefer!”

- Business owner from Brcko District
“There is a lack of information! Then, different tax auditors come and give you dissenting opinion!”

- Accountant from the RS

1.3. TAX COMPLEXITY IN BOSNIA AND HERZEGOVINA

Since complexity of legal regulations was selected as the most significant obstacle for
doing business in BiH, Table 5 describes the level of complexity of the selected legislation in the
area of direct taxes, SSC, fees and charges, as perceived by the businesses across the country. Level |
indicates the lowest level of complexity, while level 5 indicates the highest level of complexity.

Table 5: ''Level of complexity of direct taxes, SSC, fees and charges legislation in BiH

Level | Level Level | Level | Level
| 2 k} | N (total

responses)
% % %

Legislation in the area of:

Average

Social security contributions 6 3.6
Corporate income tax 9 6 36 38 I 354 3.4
Personal income tax 6 6 38 38 13 347 3.4
Property related taxes 9 16 39 13 23 17 33
Concessio.rf fee for the use of 9 27 18 18 27 ¥ 33
power facilities

Fire protection fee I5 12 37 13 22 67 32
Tax on the use and carrying of 17 8 4 25 8 12 3.0
goods

I Throughout the report, the research team used USAID blue for the highest reported values, and USAID red for the
lowest reported values.
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Gaming fee/tax 20 0 40 40 0 5 3.0
Concession fee 19 10 38 19 14 21 3.0
A special contribution for

empl9yers who do not have a 19 17 27 17 20 86 3.0
sufficient number of employees

with disabilities

Forest fee 22 18 31 10 19 156 2.9
Sign fee'? 22 16 29 15 19 150 2.9
Tourist community membership X 19 2% 19 6 58 29
fee

General water fee 24 17 30 12 18 182 2.8
Fee for hail protection 18 27 27 9 18 Il

Special compensation for

protection against natural and 24 19 33 13 12 128

other disasters

Chamber 9f Commerce 30 |7 20 17 5 59

membership fee

Tourism fee 18 27 36 9 9 Il
Administrative fee 41 25 15 7 12 297

Source: FRA.

BiH companies rate SSC, Corporate Income Tax (CIT), and Personal Income Tax (PIT) as
the three most complex direct tax-related legislation, followed by property-related taxes,
Concession fees for the use of power facilities, and Fire Protection. The similarity in answers
regarding the SSC, CIT, and PIT complexity indicates a generally consistent experience among
businesses, where navigating these taxes is neither too simple nor overly complicated. Fees and
charges, such as the Administrative Fee, Tourism Fee, Chamber of Commerce Membership Fee, and
Special compensation for protection against natural and other disasters generally have lower average
complexity ratings, ranging from 2.2 to 2.7. The legislation concerning the Administrative Fee seems
the least complex for businesses to cope with (2.2).

These findings are further accompanied with the companies’ opinions about the direct taxes, SSC, and

fees/charges payment rates or amounts, as shown in Table 6.

Table é: Payment rates or amounts of direct taxes, SSC, fees and charges

Social security
contributions

Personal income tax

Sign fee

Corporate income tax

54

15 4 0 337
20 15 | 347
20 23 | 150
21 22 3 354

12 Sign fee refers to a payment related to a business displaying a prominent sign or advertisement (“opéinska komunalna

taksa za istaknutu firmu”).
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Fire Protection Fees 51 22 25 2 0 67

Concession fee for

the use of power 46 18 36 0 0 Il
facilities

Forest fee 45 29 21 4 | 156
Tourist co.mmunlty 45 24 29 ) 0 58
membership fee

Concession fee 43 19 33 5 0 21
Chamber of

Commerce 42 42 14 2 0 59
membership fee

Property related taxes 39 26 35 | 0 17

A special contribution
for employers who do
not have a sufficient 38 16 42 4 0 86
number of employees
with disabilities

General water fee 38 27 31 3 | 182
Fee for hail protection 36 46 18 0 0 I
Dot | w | w | v | o | o |o
Special compensation

for protection against 29 35 33 2 | 128

natural and other

disasters

Administrative fee Il 62 3 0 297
Gaming Fee/Tax 0 80 0 0 5
Residence tax 36 46 0 0 Il

Source: FRA.

Table 6 shows that social security contributions stand out as the most burdensome area,
with a striking around 80% of respondents feeling that the rates are "too high." Very few companies
(4%) believe the rates are justified, reflecting a widespread perception that SSC are
burdensome and not providing enough value in return.

CIT and PIT are perceived burdensome by more than half of the businesses, rating them
as "too high." Despite this, two out of ten companies consider these rates "high but acceptable."
Interestingly, CIT is viewed slightly more favorably than PIT, with one-fifth of companies finding it
justified compared to 15% of the companies justifying PIT rates. These findings suggest that many
businesses are still struggling with the financial burden that these taxes impose, directly or indirectly
as personal income tax is a tax on individuals, not companies.

Although companies do not face significant challenges when navigating the legislation surrounding the
Sign Fee, the majority of respondents perceive this fee as “too high” (56%).

Lastly, Administrative Fees are notably more accepted by businesses, with only a quarter of
respondents deeming them "too high." Six out of ten companies find these fees justified, indicating
broad acceptance and suggesting that businesses find the administrative burden of these fees to be
reasonable. With 297 respondents, these fees are widely encountered, making them a standout
example of a fee that, while prevalent, does not elicit significant dissatisfaction.
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Tax complexity demonstrated through legislation complexity, tax rates or amounts has its
consequences on the business environment which are presented in Table 7.

Eight out of ten companies believe that tax complexity leads to higher business costs,
difficulties in understanding regulations, and increases the risk of errors in tax returns and
records. Other salient consequences of tax complexity are the hindrances in long-term business
planning and properly performing tax obligations.

Seven out of ten respondents expressed that this complexity reduces their ability to
adapt to regulation changes in direct taxes, SSC, fees, and charges and that they face
difficulties operating within the international market. Sections 6.1 and 6.2 elaborate in more detail the
challenges that companies face while doing business in international environment. Less than a third of
companies stated the complications when hiring new employees and reliance on consulting experts as
the consequences of the current tax system intricacies.

These ramifications suggest that tax complexity is not just an administrative burden but a financial one
that can lead to inefficiencies and potential non-compliance. The difficulty in making long-term business
plans and adapting to regulatory changes indicates that tax complexity introduces a level of uncertainty
that can stifle growth and innovation. Companies may find it harder to invest in new projects or expand
their operations if they are unsure about future tax obligations. The impact on both local and
international competitiveness highlights that tax complexity can place companies at a disadvantage,
both within their domestic markets and when trying to enter or compete in international markets.
This could lead to a less dynamic business environment and reduced opportunities for growth and
expansion.

Table 7: Tax Complexity and Business Environment

Leads to higher business costs. 298

Makes it difficult to properly understand the regulations. 290

Increases the risk of errors in tax returns and records. 289

Makes long-term business plans difficult. 274 76.3
Makes it difficult to properly perform tax obligations. 265 74.0
Reduces the competitiveness of companies on the local market. 264 73.1
Reduces the company's ability to adapt to changes in regulations in

the area of taxes, contributions, fees and charges. 258 731

Makes it difficult for companies to operate on the international

243
market.
Complicates the process of hiring new workers. 223
Leads to an increased need to hire tax consulting experts. 218
Source: FRA.

[.4. TAX COMPLIANCE COSTS FOR BUSINESSES IN BIH

Paying taxes entails financial and accounting planning, recording transactions, collecting and storing
documents, filing declarations and possibly managing audits and litigations. All such activities fall within
the definition of tax compliance. In our case, the costs include the time and money spent to comply
with legal rules, excluding audits and litigations.

When it comes to BiH and time spent on tax compliance, findings (see Figure 4) indicate that more
than half of the companies’ state that the total time spent on filling tax returns and fulfilling tax
related obligations is under 10 working days annually. Less than a third of companies report
spending between 10 and 30 working days annually. A smaller segment of the companies spends
between 30 and 60 working days, or even more than 60 working days annually. Considering that most
of the sample consists of the small companies (including micro), then this is not a surprising finding, as
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small companies generally have less employees and a smaller scope of work. Furthermore, the
statistical analysis indicates that there is a strong association between company size and the time
needed to file tax returns and fulfill all tax related obligations, as it is shown in Figure 4. The findings
reveal that administrative burdens related to tax processes increase with company size, with small
companies generally facing the least burden, medium-sized companies experiencing moderate burdens,
and large companies encountering the greatest challenges.

Smaller companies usually rely on accounting agencies, so if they need to hire external assistance, it
may suggest that the tax process is burdensome enough for them, so they rely on outsourcing.

From the other side, for large companies, the perceived tax burden is significantly higher due to several
factors. Not only do they have dedicated teams or entire departments focused on tax compliance, but
they also face complex tax regulations, frequent audits, and a wider range of tax obligations.
Additionally, the larger volume of transactions and reporting requirements amplifies the administrative
workload, making tax management a more resource-intensive and time-consuming process.

Figure 4: Annual time needed for tax related activities, by entities and BD, and company size

Number of companies reporting their annual time Number of companies reporting their annual time
needed for tax related activities needed for tax related activities per company size
o 207
120 98 200
87
'gg 79 150
60 100 85
40 30 M 24 &
20 l ° Wl 89 76 I 2 %106 832
0 = 0 | — —
Less than 10-30 30-60 More than Less than 10 10 -30 30-60 More than
10 working working  working 60 working working  working working 60 working
days days days days days days days days
m Federation BiH = Republika Srpska B Small company Medium size company
m Brcko District m Large company
Source: FRA.

The findings also indicate a statistically significant difference in the time required based on the
territorial-administrative unit. The majority of companies in RS complete their tax-related tasks in less
than 10 working days. Similarly to companies in RS, FBiH respondents are more likely to complete
their tax-related tasks within less than 10 working days, although a notable portion experience a
higher incidence of spending between 10 and 30 working days annually. All companies in BD
manage to complete their tax-related tasks within less than |0 working days. This suggests that
differences in tax administration efficiency between entities and BD exist, which may reflect variations
in local administrative practices or resources.

Figure 5 demonstrates the differences between industries when it comes to the total time spent on
filling tax returns and fulfilling tax related obligations. Findings indicate that there are statistically
significant differences between industries, with administrative and auxiliary service activities,
information and communications, and construction industries reporting that mostly they need
between 10 and 30 working days. From the other side, arts, entertainment, and recreation,
professional, scientific and technical activities, hospitality and accommodation, and wholesale and retail
trade industry mostly report spending less than 10 working days on fulfilling tax related obligations.
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Figure 5: Annual Time Needed for Tax Related Activities, by Industries

Aurts, entertainment and recreation
Administrative and auxiliary service activities
Professional, scientific and technical activities | 1% |

Real estate business
Financial activities and insurance activities
Information and communications 33% 6%
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Wholesale and retail trade B4
Construction

Water supply and waste management
Production and supply of electricity, gas, steam and air conditioning 9%
Manufacturing industry
Mining of ores and stones
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M Less than |0 working days 10 - 30 working days 30 - 60 working days B More than 60 working days

Source: FRA.

This issue was further discussed at focus groups, where participants stated that the number of payment
forms for taxes and SSC are considerably larger in FBiH due to more complex organization of the
FBiH. They proposed implementation of a solution as in RS, where payments for different taxes and
contributions are paid to a single treasury account and then distributed to the respective institutions.
A single transfer of a total amount of taxes and SSC is more effective than passing such a burden to
the companies.

As for the number of different types of tax returns to be filed by companies, findings show that almost
a half of companies are required to submit between 10 and 20 types of tax returns
annually, while about a quarter of businesses deal with more than 20 annually. Conversely, a
third of companies handle fewer than 10 different types of tax return each year. This
variation may be influenced by the size of the company, the complexity of its financial transactions, or
the specific regulatory requirements it faces. Understanding these differences can help in addressing
the administrative challenges and potentially streamlining the process of filling tax returns for those
burdened by a high volume of paperwork.

As shown in Figure 6, companies in FBiH face the highest burden, with a significant number of
companies handling over 20 declarations annually, suggesting a more complex or intensive
regulatory environment. Conversely, companies in Brcko District experience the least burden, with
only one company reporting of handling more than 20 declarations.

Figure 6 also shows significant variations in the number of tax returns for direct taxes, SSC, fees, and
charges across different company sizes. Small companies predominantly handle fewer
declarations, with a third of respondents managing fewer than 10 entries. In contrast,
medium and large companies handle a broader range of declarations when compared
with small companies.
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The statistical analysis (Pearson chi-square and design-based F-test) confirms significant differences in
the number of declarations handled by companies of different sizes, suggesting that the complexity and
volume of tax-related paperwork increases with company size.

Figure 6: Tax return types in BiH

Number of companies reporting the number of entries needed for tax return Number of companies reporting the number of entries needed for tax return
(annually) (annually), per company size
200 200
164
150 150
97
100 87 100
70 62
50 50
26 s
. 1 1 2 8
0 . 0 i =
FBIH RS BD BiH level Less than 10 entries 10 to 20 entries More than 20 entries
Less than |0 entries  m 10 to 20 entries  ® More than 20 entries Small company Medium size company @ Large company
Source: FRA.

Furthermore, the Pearson chi-squared test statistics indicate a statistically significant association
(relation) between the age of the company and the number of different declarations required annually.
Older companies tend to face a higher administrative burden, as evidenced by their handling of a
greater number of declarations annually. This trend highlights the growing complexity and regulatory
demands that companies may encounter as they mature.

Tax compliance costs also include the bank processing charges that come along with the fulfillment of
tax obligations. Figure 7 shows how many payment orders/slips need to be made annually to comply

with the legislation in the area of direct taxes, SSC, fees and charges.

Figure 7: Number of payment orders/slips

Number of compani pleting pay slips ( lly) Number of compani pleting pay slips ( lly), per
company size
150 150
100 100
T 61
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50 32I 50
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FBiH RS BD BiH level Less than 100 101 -200slips 201 - 400 slips ~ More than 400
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Source: FRA.

Seven out of ten BiH companies complete 200 or fewer payment orders or slips annually,
while two out of ten companies handle more than 400 payment orders or slips per year
(see Figure 7). On average, FBiH companies are more likely to manage more payment
orders or slips per year than their RS and BD counterparts, as only 52 companies reported completing
less than 100 annually. In comparison, 51 FBiH companies manage more than 400 slips per year.

The findings indicate significantly higher administrative complexity in FBiH compared to RS and BD
and speak for the administrative burden companies face within this entity. From the perspective of
company size, around half of the small companies handle fewer than 100 payment orders
or slips annually. This indicates that many small companies face a relatively straightforward
administrative burden concerning payment processing.
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Medium-sized companies are more evenly distributed across different transaction volumes, with
a notable number handling more than 400 payment orders or slips. On the other hand, large
companies are more likely to handle more than 400 payment orders or slips annually,
aligning with the expectations that larger companies would deal with a higher volume of transactions
due to a larger scale of operations.

Younger companies typically face simpler administrative demands, with most handling fewer
than 200 payment orders. Mid-age companies (6-10 years) also deal with moderate
volumes, mainly under 200 orders. In contrast, established companies (1 1-15 years) report a
wider range of transactions, with some handling over 400. A notable number of companies older
than 20 years process more than 400 orders annually, coinciding with the company size, since
most of the companies older than 20 years are large companies. This highlights the need for
administrative solutions tailored to a company's age and size to ease the growing burden over time
and potentially encourage expanding their operations.

By combining the labor costs (expressed in the annual number of working days on tax-related activities
and proportionally multiplied with gross wage in BiH for the first six months of 2024) and the bank
fees (expressed as the annual number of payments orders and multiplied with average bank processing
fee in BiH), businesses can obtain a clearer understanding of the financial burden they face in meeting
tax obligations.

Tax compliance costs calculated using this simplified approach, expressed in relation to company size
are presented in Table 8. According to the BHAS data for the first six months of 2024, the average
gross salary in BiH was BAM 2,102.00'3. The average bank processing fee per payment order used for
calculation was 1.20 BAM. For each interval presented in Figure 4 (less than 10 working days; 10-30
working days, 30-60 working days, and more than 60 working days) the mid-value in the interval was
used (except for the last interval where the first value in the interval was used) and multiplied with
gross salary, to get annual labor costs with regard to the time spent on tax compliance. Then the
weighted average was used to calculate labor costs in relation to company size and territorial
administrative units, taking into consideration the number of companies in each interval (gross salary
costs for each interval multiplied with corresponding weights). When it comes to the bank fees, the
same procedure is applied. For each interval presented in Figure 7 (Less than 100 slips; 101-200 slips;
201-400 slips; more than 400 slips), the mid-value in the interval was used (except for the last interval
where the first value in the interval was used) and multiplied with the average bank fee, to get annual
bank fee costs with regard to the number of payment orders/slips. Then the weighted average was
used to calculate bank fee costs in relation to company size and territorial administrative units, taking
into consideration the number of companies in each interval.

Table 8: Annual Tax Compliance Costs, by Company Size

Small 1,192 178 1,370

Medium 2,603 371 2,974

Large 3,796 431 4,227
Source: FRA.

Findings presented in Table 8 clearly indicate that labor costs and bank fees increase with the
company size, where tax compliance cost is the lowest for small companies (1,370 BAM),
and the highest for large companies (4,227 BAM).

13 LAB_05_2023_HI_1_BS.pdf (bhas.gov.ba)
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Table 9: Annual Tax Compliance Costs, by Administrative Unit

Federation BiH 1,708 255 1,963

Republika Srpska 1,197 149 1,346

Brcko District 478 128 606
Source: FRA.

When observing tax compliance costs per territorial-administrative unit (see Table 9), companies in
Federation BiH are the most burdened by the tax compliance costs, with the average cost of 1,963
BAM per company, while the tax compliance burden in Republika Srpska and Brcko District is
considerably smaller, with the average cost of 1,346 BAM and 606 BAM per company, respectively.

[.5. PRIVATE SECTOR RECOMMENDATIONS FOR TAX COMPLEXITY MITIGATION

Table 10 indicates several potential changes to the tax system that could reduce tax complexity, as
perceived by companies in Bosnia-Herzegovina. Nine out of ten companies would commend increasing
the digitization of tax administrations. This suggests that businesses see digital solutions as key to
reducing complexity, potentially through faster processing, easier access to information, and more
user-friendly interfaces. Digitization could also support other simplification efforts by automating and
streamlining various aspects of tax compliance.

Another nine out of ten respondents believe that simplifying the calculation of wages (separate
calculation and bookkeeping of SSC borne by employee, SSC borne by employer, PIT, fees/charges on
the net wage, contributions for disabled persons) for registered workers, and to some extent for
students, and those on service contracts is crucial. This reflects the specific challenges businesses face
in managing payroll-related taxes, suggesting that current systems are too complicated and could be
simplified to reduce administrative strain. Same number of companies advocate for the simplification
of forms for reporting and the payment procedures for taxes, SSC, fees, and charges, and the
simplification of the legislative framework. Furthermore, focus group participants gave an example of
the “e-account” in Croatia, through which all payments related to direct taxes and fees are made to
one account, as one of the ways to simplify the process of settling tax obligations.

Eight out of ten companies see the reduction of exceptions to rules and special arrangements as a way
to decrease tax complexity. This indicates that the existence of numerous exceptions creates
confusion and inconsistency, making it harder for businesses to follow tax regulations uniformly. A
more standardized approach could lead to greater clarity and easier compliance.

Table 10: Private Sector Recommendations for Tax Complexity Mitigation

Higher degree of digitization of the Tax Administration. 325

Simplified calculation of wages for registered workers, | 323
students and persons engaged under service contracts.

Simplification of the payment procedure for direct taxes, | 321
contributions, fees and charges

Simplification of forms for reporting direct taxes, | 316
contributions, fees and charges

Simplification of the legislative framework. 314 88

Simplification of tax/tax obligations for small businesses. 302 84
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Reduction of exceptions to rules and special | 274 79
arrangements.

Source: FRA.

When asked about the trainings on the proper application of regulations in the field of direct taxes,
contributions, fees and charges organized by respective tax administration office, companies provided
varying responses, from not being aware of these types of training to stating that trainings are regularly
organized by TA.

Around half of the respondents are aware of some form of training/seminar organized by the Tax
Administration (see Figure 8). However, around a third of the companies believe that training is not
available, and an additional quarter do not know about any training organized. The data suggests that
while training programs do exist to some extent, there might be issues with visibility or accessibility,
or there could be differences in how training is perceived or communicated within the business
community. Based on the companies’ experiences, there is a difference in TA’s practices between FBiH
and RS. TA FBiH used to organize free trainings/seminars, while today these are paid. On the other
side, on the website of the TA RS companies may access free webinars regarding tax related issues.

“The core function of the TA should be to teach us how to pay the taxes — if we are not educated on this, the
mistakes are not our fault! We all have consultants who advise us, when we have perplexity, we contact them,
not the TA, that should not be the case.”

- Business representative from the RS

“You are getting more information during seminars that you have to pay, not from the TAs, and | am telling

this from the accounting perspective.”

- Accounting agency from the RS

The RS TA organizes training and publishes various instructions on its website, while the FBiH TA rarely or only
for some areas.

- Business representative from the FBiH
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Figure 8: Trainings Organized by Tax Administration in Bosnia-Herzegovina

Number of companies aware of the trainings organized by tax administrations

200
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Source: FRA.

Seven out of ten companies in the RS are aware of the trainings organized by the RSTA,
indicating either better awareness or more effective training programs in this region compared to the
others. Contrarily, more than a third of FBiH businesses believe that the FBiHTA does not
organize any kind of training for the public, while almost half of the BD companies share
the same opinion about the BDTA, or do not know about it. This suggests either a lack of training
or poor awareness in these two administrative units. The statistically significant differences between
administrative units indicate that the variations in responses are not due to random chance.

Focus groups participants in FBiH also made an observation that training sessions about changes in the
law or work practices, which were advertised by the tax administration, are usually charged, while
previously these educations were free. In addition, the quality of education offered is not at a
satisfactory level, and they believe that special attention should be paid to this when planning changes
in the regulations (laws or by-laws), tax administration or accounting practices. In terms of
improvement, the general conclusion is that simplifying regulations would contribute to reducing
intentional and unintentional tax evasion, especially when it comes to the FBiH and the various
regulations that are applied within the cantons.

Most accounting agencies participating at the focus group reported that, due to the previously
explained situation with (lack of) trainings provided by the tax administration they use individual study
of regulations, exchange of opinions with other colleagues, attendance at professional trainings and
seminars, and reading newspapers and magazines on tax issues.

CONCLUSION:

Present BiH’s tax environment is hindering the progress of the private sector with high
taxes, social security contribution rates, fees and charges, and legal ambiguity regarding
tax legislation. Mixed with political instability and corruption, depicted through unequal
rules for everybody, many BiH companies perceive tax compliance as a stumbling block
for their businesses. The amount of direct tax costs is not only burdening in financial, but
also in administrative terms, given the lack of digitalization, the complexity of calculating
wages, and payment procedures. FRA hypothesizes that by improving these aspects, the
tax compliance costs would be reduced, which will enhance the BiH’s private sector’s
competitiveness.
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2. COOPERATION WITH TAX ADMINISTRATION

Overall satisfaction with the Tax Administration is at a satisfactory level, with findings
indicating that companies in RS and BD are more satisfied with their respective tax
administration offices. Satisfaction scores decrease with the increase in company
size. Also, it varies across different industries, with Business activities like Arts, Entertainment,
and Recreation, Mining, and Wholesale and Retail Trade reporting higher scores, and, on the
other hand, Information and Communications and Administrative and Auxiliary Services
business activities reporting the lowest satisfaction levels. (2. 7. SATISFACTION WITH TAX
ADMINISTRATION)

Availability of employees and dealing with customers are two TA cooperation areas
with highest ratings from the perspective of private sectors, while the remaining areas are not
lagging: competence of employees, the quality of the service provided, timeliness of responses
to inquiries, accuracy and clarity of information and responses to inquiries. However, it is
worth mentioning that across all areas, the satisfaction scores are lower in FBiH,
compared to RS and BD. Medium and large companies more frequently report
dissatisfaction with tax administration, especially in the quality of the service provided and the
clarity of information and responses to inquiries. In addition to the above-stated, qualitative
research findings obtained through interviews and focus groups revealed that the insufficient
number of employees and lack of staff competence as obvious problems in the Tax
Administration. (2.1. SATISFACTION WITH TAX ADMINISTRATION)

Companies across Bosnia-Herzegovina share very similar experience in dealing with TA
when it comes to the tax opinions, with more than half companies reporting absence
in the clarity of instructions and guidelines for requesting tax opinion, support
during the process, and the overall usefulness of issued tax opinions. (2.2. TAX
OPINIONS)

Companies are quite often faced with inconsistent interpretation of taxes and fees
regulations such as property tax, sign fee, and tourism fee, for which TA officials
offered contrasting interpretations. Further analysis by administrative units indicate that
significant differences were noted for corporate income tax, personal income tax, SSC,
concession fees, and administrative fees, where companies from FBiH reported more
frequently incidence of differing interpretations compared to companies from RS and BD.
(2.2. TAX OPINIONS)

Most companies in BiH report positive experiences with tax audits. However,
companies in FBiH more frequently reported negative experiences with tax audit compared
to the RS and BD. Qualitative research findings obtained through interviews and
focus groups point out that the tax auditors’ approach and communication should
be improved, as the instructions and guidelines given during the audit were not clear and
precise, nor the provided recommendations were useful. Numerous FGD participants
also stressed their negative experiences with the tax auditors’ behavior, rating
them as unprofessional, unfair, and against the law. (2.3 TAX AUDIT

Cooperation with the Tax Administration is essential for ensuring an effective and fair tax system. It
involves the collaboration between taxpayers, businesses, and governmental tax authorities to ensure
compliance with tax laws and regulations. Through transparent communication, exchange of
information, and mutual assistance, this cooperation helps reduce tax evasion, improve tax collection
efficiency, and foster trust between the public and tax authorities.

The section provides insight into the experience and satisfaction of companies while cooperating with
tax administration. The aim is to explore various aspects of companies’ interactions with the Tax
Administration, including communication, support, efficiency, and overall satisfaction with the services
provided.

USAID.GOV 30



2.1. SATISFACTION WITH TAX ADMINISTRATION

Overall satisfaction with the Tax Administration is at a satisfactory level as is presented in Figure 8.
Two thirds of BiH companies are satisfied with the cooperation they have with the Tax Administration.
However, the small percentage of "very satisfied" (2%) suggests that there is still serious room for
improvement. On the other hand, around 20% of respondents express varying degrees of
dissatisfaction. This represents an indication that there are concerns which the Tax Administration
needs to recognize and address to further improve its services.

Figure 9 indicates that FBiH has the highest number of very dissatisfied and mostly
dissatisfied responses, indicating that companies within this entity may face more challenges or
issues in dealing with the Tax Administration authorities. RS shows a relatively high level of satisfaction,
suggesting that companies in this region are generally content with the Tax Administration with a
space for improvement. Despite having the highest overall satisfaction score, BD companies did not
report any very satisfied responses.

Figure 9: Satisfaction with Tax Administration in Bosnia-Herzegovina

Satisfaction with the tax administrations per entity and BD Satisfaction with the tax administrations per company size

Very satsed Very satisied
Satisfied Satisfied
| have no opinion 68% 30% | have no opinion (23 23%
Mostly dissatisfied Mostly dissatisfied
Very dissatisfied Very dissatisfied
0% 20% 40% 60% 80% 100% 0% 20% 40% 60% 80% 100%

wFBH mWRS #BD mSmall company  ® Medium size company = Large company

Source: FRA.

The statistical analysis indicates that satisfaction with the Tax Administration decreases as
company size increases. Small companies report the highest satisfaction levels (score 3.5 out of 5,
where | is very dissatisfied and 5 is very satisfied), followed by medium-sized companies, and finally,
large companies with the lowest satisfaction score of 2.9. This trend suggests that larger companies
might face more complex interactions with the Tax Administration, possibly leading to greater
dissatisfaction. Medium-sized companies show more mixed feelings, with a noticeable portion having
no strong opinion (13 out of 37). This could reflect uncertainty or variability in their experiences with
the Tax Administration, possibly due to the transition from simpler to more complex tax obligations
as companies grow.

The interesting finding is that satisfaction with the Tax Administration varies significantly
across different industries. Business activities like Arts, Entertainment, and Recreation, Mining, and
Wholesale and Retail Trade report higher satisfaction, pointing out that these industries either find
the tax administration's processes more aligned with their needs or face fewer challenges in tax
compliance. The Information and Communications and Administrative and Auxiliary Services business
activities report the lowest satisfaction levels. This could be due to more complex or less clear tax
regulations that affect these industries (e.g., freelancing), leading to greater dissatisfaction with the Tax
Administration's services.

In addition to the overall satisfaction with the Tax Administration in BiH, several aspects of the
cooperation with TA have been separately observed: availability of employees, competence of
employees, dealing with customers, the quality of provided services, timeliness of responses to
inquiries, accuracy and clarity of information and inquiries’ responses.
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Table I1: Areas of Satisfaction in Cooperation with TA in BiH

Availability of employees 5 12 9 71 3
Dealing with customers 6 9 10 70 5
Competence of employees 7 10 15 65 3
The .quallty of the service 5 13 ¥ 68 3
provided

.Tlme.:ll.ness of responses to 6 T 12 67 4
inquiries

Accuracy of |nf.orm‘at.|on 3 14 10 69 3
and responses to inquiries

Clarity of |nf<.3rme.1t.|on and 6 12 14 65 4
responses to inquiries

Source: FRA.

With the average ratings of 3.5 and 3.6 across six areas of cooperation with TA there is no specific
area that lags. The two areas that have the highest ratings of 3.6 are the availability of employees and
dealing with customers. While these are generally seen as satisfactory, the presence of negative
responses suggests that room for improvement still exists. Since there are statistically significant
differences between entities and BD, it should be mentioned that dissatisfaction responses across
seven specific areas of cooperation are more frequent in FBiH compared to the RS and BD.
Furthermore, there are statistically significant differences with respect to the company size, where
medium and large companies more frequently report dissatisfaction with tax administration, especially
in the quality of the service provided and the clarity of information and responses to inquiries. The
findings for business activity also indicate that satisfaction with TA depends also on the industry
in which the company operates. The age of companies does not have a significant impact on the
cooperation satisfaction levels with TA.

Focus groups participants stressed the insufficient number of employees and lack of staff competence
as obvious problems in the Tax Administration. They also stated that the expertise of current
employees or their attitude towards customers is arguable. While the younger employees are polite
and kind, they lack expertise, and often do not provide satisfactory responses to queries that would
help companies to clarify doubts. On the contrary, older, and more experienced employees are more
knowledgeable, but usually less approachable for cooperation.

2.2. TAX OPINIONS

Tax opinions issued by tax administrations serve as an essential tool for both individuals and businesses
in navigating the complexities of tax regulations. These official interpretations or clarifications provide
guidance on how specific tax laws and regulations apply to particular situations, reducing uncertainty
and minimizing the risk of non-compliance. By seeking and relying on tax opinions, taxpayers can make
informed financial decisions while ensuring they meet their legal obligations. Such opinions not only
foster transparency but also help maintain trust in the tax system, as they offer clear insights into the
often intricate and evolving nature of tax law. In Bosnia-Herzegovina, out of 364 sampled companies
68 requested an official opinion from the Tax Administration. Speaking from the entities and
the BD perspective, a quarter of FBiH companies have requested an official tax opinion, compared to
I2 percent in the RS. Companies in BD have not asked for any tax opinion in the last five years.
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The possible reason for this is that out of 30 companies from BD, 28 of them are relying on accounting
agency in resolving tax related matters. That might indicate, given the experience and expertise of
accounting agencies, the need for tax opinions was lessened.

Table |2: Statements on Tax Opinions

The time needed to issue tax opinion is at an

acceptable level. 33

Communication with the Tax Administration
during the process of issuing a tax opinion was | 33
professional and supportive.

Tax opinions issued by the Tax Administration

. 32
have helped to resolve tax questions and concerns.
The instructions and guidelines for submitting a 30
request for a tax opinion are clear.
Tax opinions issued by the Tax Administration are 27

clear and understandable.
Source: FRA

Around half of the BiH companies that requested tax opinions on various issues were
satisfied (see Table 12) with the overall process of submitting a request for tax opinion, positively
rating the timeliness, communication, and guidelines. Moreover, the same number of companies are
satisfied with the request’s utility, since it helped in resolving tax questions and concerns. Companies
were the least approving of the statement that the TA’s opinions are clear and understandable (40%),
which might signal the need for improving this aspect since it slightly deviates from the rest of the
statements. There were no statistically significant differences in responses when disaggregated by
company size, business activity or administrative unit. In other words, companies across Bosnia-
Herzegovina share very similar experience in dealing with TA when it comes to the tax opinions. The
fact that there is a considerable percentage of companies that do not agree with the above-stated
statements on tax opinions implies a strong need for undertaking concrete steps to improve the tax
environment in which businesses operate. Findings related to the tax opinions are accompanied with
information on how frequently companies are faced with contrasting interpretations of legislation by
tax authorities. These findings are presented in Table 3.

Table 13: Incidence of Contrasting Interpretations of Legislation by Tax Authorities

Tourist community membership fee Il

Property related tax 117
Sign fee 150
Fire protection fee 67
Corporate income tax 19 354
A special contribution for employers who do not have

a sufficient number of employees with disabilities 19 86
Forest fee 18 156
Social security contributions 18 337
Personal income tax 18 347
Special compensation for protection against natural and 128
other disasters

General water fee 182
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Administrative fees 12 ‘ 297
Source: FRA.

Taxes and fees such as property related tax (32%), sign fee (31%), and membership fee to the
tourist community (36%) are notable for their high levels of inconsistent interpretation, all
with more than 30% of cases where TA officials offered different interpretations for the same issue.
CIT, PIT, and SSC show moderate variability in interpretation, all around 20 percent of contrasting
interpretations cases.

When analyzed by company size, statistically significant differences were observed for CIT, PIT, SSC,
and administrative fees, with smaller companies more frequently reporting instances of
differing interpretations. Companies from different business activities showed statistically
significant differences in responses regarding PIT, tax on the use and carrying of goods, membership
fees to the tourist community, and administrative fees. No statistically significant differences were
found among companies based on their age. However, when responses were analyzed by
administrative unit, significant differences were noted for CIT, PIT, SSC, concession fees, and
administrative fees, with companies from FBiH more often indicating that differing interpretations
occur compared to companies from the other two administrative units, RS and BD.

All focus group participants encountered situations of contrasting legislation
interpretations by different tax officials, as well as situations where tax officials did not receive
the final version of the regulations or were not aware that a certain regulation had entered into force.

Contrasting interpretations of legislation can have significant consequences for businesses, depending
on the nature and scope of the legal uncertainty. These differing interpretations can arise when laws
or regulations are vague, conflicting, or open to multiple understandings. Some of the potential
consequences for businesses are legal compliance risks, operational and financial costs, business
strategy and planning uncertainty, or more frequent audits.

23 TAX AUDIT

Tax audit is a formal process conducted by tax authorities to review a company's financial records and
tax filings to ensure compliance with tax laws and regulations. The primary goal of a tax audit is to
verify the accuracy of reported income, deductions, and tax payments, and to detect any discrepancies,
underreporting, or fraudulent activities. These audits can be routine or triggered by specific red flags
in a company's filings, and they play a crucial role in maintaining the integrity of the tax system, ensuring
that businesses meet their tax obligations.

290 companies confirmed that they have been subjected to the tax audit in the last five
years. Their tax audit experiences are presented in Table 14.

Table 14: Companies’ Experiences with Tax Audit

Tax auditors have thoroughly reviewed all relevant 274
documentation.

Communication with tax auditors during the audit was positive 258
and professional.

Tax auditors conducted the audit in accordance with the 253
relevant regulations.

The instructions and guidelines given by the tax auditors during 738
the audit were clear and precise.

The time duration of the audit is at an acceptable level. 232
The tax auditors gave useful recommendations for improving 232
the company's operations.

Source: FRA.
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A thorough review of relevant documentation is essential during a tax audit to ensure accuracy and
compliance with tax regulations.

Almost all BiH companies (95%) feel that tax auditors conduct thorough reviews of all
relevant documentation. Also, nine out of ten respondents report positive and professional
communication with tax auditors and believe that they conduct audits in accordance with the
relevant regulations. Open dialogue, timely responses, and a cooperative attitude can help foster a
constructive relationship, potentially reducing the duration and complexity of the audit. This kind of
support and communication is especially important for young companies that have just started their
business.

For the above-statements, statistical tests conducted show statistically significant differences between
entities, where companies in FBiH more frequently reported negative experiences with tax
audit compared to the RS and BD. From the perspective of company size, there were statistically
significant differences among companies of different sizes only for the statement related to time
duration of the audit. This finding is expected, as more time will be needed for conducting tax audits
in companies of larger sizes. When assessed by business activity, there were statistically significant
differences in statements related to the clarity and precision of the instructions and guidelines,
usefulness of recommendations, and conduction of the audit in accordance with the relevant
regulations. Companies from information and communications, administrative and auxiliary service
activities, and financial and insurance sectors reported the worst experience with the clarity and
precision of the instructions and guidelines provided by tax auditors and usefulness of
recommendations. The administrative and auxiliary service activities also reported poor experience
regarding conduction of audit in accordance with relevant regulations. Other business activities
reported similar levels of satisfaction regarding tax audit. There were no statistically significant
differences among companies of different ages.

The focus group participants reported profoundly different experiences with tax audits compared to
the survey respondents. They have stated that the tax auditors’ approach and communication
should be improved, as the instructions and guidelines given during the audit were not clear and
precise. Furthermore, they stated that tax auditors did not give useful recommendations for
improvements and that they exercise ‘“above the /aw’”’ behavior, which indicates not acting
according to the relevant regulations. Many FGD participants shared their disappointment with their
experience, since they, as taxpayers, expect more professional conduct, respect, and fair process, since
they are the ones “paying their salaries”. Some of the direct experiences across entities and BD are
listed below:

“If you know the tax auditors on a personal level, that is the only instance when they would advise you
something! One tax auditor said to me (I opened my business |5 days ago) “I will come soon to see you”.

- Business owner from Brcko District

Tax Auditor saying to one taxpayer: “I (tax auditor) have to find you something (report some kind of tax
irregularity) because my supervisors have told me so (indicating that some sort of forced collection norm needs
to be fulfilled) — better say something that you have done (taxpayer to admit some kind of tax irregularity) so
| (tax auditor) do not have to search.” Taxpayer continues reporting: “In 4 years, I've had 200 tax audits —
and they say, | have to write you something (find some sort of tax irregularity)”.

- Business owner from FBiH
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CONCLUSION:

BiH companies generally express satisfaction with their respective tax administrations,
particularly regarding employee availability, taxpayer interaction, competence, service
quality, and timeliness. However, satisfaction levels are notably lower in the FBiH
compared to the RS and BD. Medium and large companies are more likely to be
dissatisfied with the tax administrations. A key area of dissatisfaction is the issuance of
tax opinions, with over half of companies citing inadequate support, clarity, and utility of
the issued tax opinions. Additionally, inconsistent tax interpretations, particularly
concerning property tax, sign fees, and tourism fees, contribute to the burning issue of
uncertainty outlined by many BiH companies. While survey data highlights positive
experiences with tax audits, qualitative feedback reveals widespread dissatisfaction with
tax auditors' unprofessionalism, lack of understanding of companies' context, and that
the tax auditors are unrestrained by their institutions’ and legal boundaries, exhibiting
‘above the law' behavior. Overall, the findings indicate that while tax administrations
perform well in certain areas, there are clear opportunities for improvement.

3. DIGITALIZATION OF TAX ADMINISTRATION

Only two-thirds of BiH companies are using digital services. (3.7. SATISFACTION
WITH THE TA DIGITAL SERVICES)

Even though overall findings indicate that companies are in general satisfied with
TA digital services, there are differences between different administrative units,
where RS and BD report higher satisfaction levels compared to FBiH.
Furthermore, no non-satisfied response was recorded from companies in RS and
BD. However, it was noted that satisfaction scores decline with the increase in
company size, and that it varies across different industries, where companies from
the real estate and information and communications showed the lowest
satisfaction /evel. (3.1. SATISFACTION WITH THE TA DIGITAL SERVICES)

The most common challenge that companies face in daily use of TA e-services are
technical difficulties, where companies from RS reported technical difficulties
more frequently, compared to FBiH and BD, possibly explained by the observed
difference in the quantity of e-services, where RS TA provides the most options
for digital interaction. Findings obtained through interviews and focus groups
further confirm that technical difficulties and lack of technical support are most
frequently encountered problems in using e-services. Some e-services can only be
used with outdated versions of the operating system. (3.2. CHALLENGES OF
USING TAX ADMINISTRATIONS’ DIGITAL SERVICES
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3.1. SATISFACTION WITH THE TA DIGITAL SERVICES

Tax administration digitalization refers to the transformation of traditional tax processes through the
adoption of digital technologies to improve efficiency, transparency, and compliance. By automating
tasks such as tax filing, payment processing, and audits, digital tax systems aim to reduce administrative
burdens for both tax authorities and taxpayers. This shift also enhances real-time data accuracy,
reduces the potential for human error, and provides more streamlined interactions between
businesses and tax regulators. As tax administration evolves through digitalization, it offers the
potential for better enforcement of tax laws, increased revenue collection, and a more taxpayer-
friendly environment, though it also poses challenges related to data security and accessibility.

In BiH, only a few public institutions offer end-to-end e-services to citizens and businesses.
The accessibility and lack of e-signature utilization are identified as key limitations to
advancing the development and provision of e-services'“.

Despite interoperability frameworks are in place at the state and entity levels, there is no obligation
to exchange data over the government service bus (GSB). In practice, this means that citizens and
businesses continue picking and submitting documents in person, and from/to many different
institutions and offices — a time-consuming and tedious process for both citizens and companies.

Although tax administrations in BiH are among a few public institutions that provide end-to-end e-
services, they are offered based on their internal regulations and using internally issued e-signatures.
Moreover, the below findings of the Private Sector Analysis display that there is a discrepancy across
entities and the BD in terms of digitalization level and the overall quality of provided services.

Figure 10: Satisfaction with Digital Tax Services

Satisfaction with Digital Tax services per entity and BD Satisfaction with Digital Tax services per company size
Very satisfied Very satisfied 14% 3
Satisfied satisfied
| have no opinion 65% 35% | have no opinion 16% 6%
Mostly dissatisfied Mostly dissatisfied 33%
Very dissatisfied Very dissatisfied 50%
0% 20% 40% 60% 80% 100% 0% 20% 40% 60% 80% 100%
mFBiH mRS =BD Small company ~ W Medium size company M Large company
Source: FRA.

Only two-thirds of BiH companies reported using digital services. Eight out of ten BiH
companies utilizing digital services are satisfied, see Figure 10. This suggests that the digital
platforms provided by the TAs are generally perceived as effective and meet taxpayers’
expectations. Still, one in ten respondents have no opinion on the digital tax services. This may
reflect a limited interaction with the digital tax services. As sample mostly consists of small sized
companies that are utilizing services of accounting agencies for their accounting and tax-related
operations, then this finding is not unusual.

Findings indicate that there are statistically significant differences between levels of satisfaction
between entities and BD. Both RS and the BD report higher satisfaction levels, with average
scores of 3.9 and 4.0, respectively.

14 USAID MEASURE II (2023). Bosnia and Herzegovina Digital Ecosystem Country Assessment (DECA).
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The absence of dissatisfaction in these administrative units suggests that the digital services provided
may be more effective in meeting the businesses’ needs compared to the Federation BiH. Although
the majority of respondents in FBiH are satisfied, the presence of some dissatisfaction and a lower
average score of 3.6 signals that improvements should be made.

This dissatisfaction among the FBiH companies was confirmed during the FGD
discussions and was more expressed than in the FGDs conducted in the RS and BD. FBiH companies
do not understand the rationale behind the current digital services, since its unreliability and the fact
that they still must physically visit the TA premises and interact with its representatives to get things
done.

One company from the IT sector stressed that the design of the FBiH TA digital services was
poorly done and that the only reason for maintaining the same system is not to hold anybody
accountable for this failure. Small companies report the highest average satisfaction score (3.8)
compared to medium-sized (3.5) and large companies (3.6).

Despite the variations in satisfaction across different company sizes, the general trend is positive, with
a high percentage of companies of different sizes expressing satisfaction with the digital service.
However, there are statistically significant differences among companies from different industries,
where companies from the real estate and information and communications showed the lowest
satisfaction level. Findings indicate that the company’s age does not have statistically significant impact
on the satisfaction with digital tax services.

Since Tax Administrations in FBiH, RS, and BD (to some extent) provide e-services, Table |5 provides
the satisfaction overview with the specific e-services.

Table 15: Satisfaction with E-Services in BiH

e-Check (e-Provjera, RS) 2 2 6 89 2 135
e-Services Registration of taxpayers (e-usluga

Registracija poreskih obveznika, RS) 0 0 9 /! 0 2|
e-.S.erVIces of Tax Returns (e-Usluga Poreske ’ 7 12 71 9 58

prijave, RS)

e-Service in nPIS (e-Usluga nPIS, FBiH) 0 19 69 7 74

e-Service MIP-1023 (e-Usluga MIP-1023, FBiH) 6 0 17 69 8 83

e-Service GIP-1022 (e-Usluga GIP-1022, FBiH) 0 18 70 9 80

e-Service for checking the reporting of fiscal

devices (e-Servis za provjeru javljanja fiskalnih 0 0 35 47 18 17

uredjaja, FBiH)

e-Inbox (e-Sanduce, RS) 0 0 31 56 13 16
e-Services Registration of contributors (PD

forms) (e-Usluga Registracija obveznika 4 0 22 67 7 27
doprinosa, RS)

e-Contributions (e-Doprinosi, FBiH) | 7 17 69 7 77

e-Service AUG-1031/ASD-1032 (e-Usluga

AUG-103 1/ASD-1032, FBiH) é A e 37
JSND e-Service (review of registered workers)

e-Usluga J|SND (pregled prijavljenih radnika, 0 0 41 46 14 22 3.7
RS)

e-Service in JS (e-Usluga u JS-u, FBiH) 2 10 22 59 6 49 3.6
e-Consent (e-Saglasnost, RS) 4 9 17 65 4 23 3.6
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e-Service Overview of fiscal cash registers (e-

Usluga Pregled fisklanih kasa, RS) 6 0 38 >0 6 16 36
e-Service Income Tax and Withholding Tax (e-
Usluga Porez na dobit i Porez po odbitku, 15 0 26 53 7 62

FBiH)

Real Estate e-Service - review of tax invoices

for real estate tax (e-Usluga Nepokretnosti —

pregled poreskih racuna za porez na

nepokretnosti, RS)

e-Service Forms Games of chance (e-Usluga

Obrasci Igre na srecu FBiH)

e-Service for checking tickets from the betting

shop (e-Servis za provijeru listica iz kladionice, 0 0.0 100 0.0 0.0 2

FBiH)
Source: FRA.
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Mostly, e-services provided by the Tax Administration are met with moderate to high satisfaction,
with average scores typically around 3.6 to 3.9, with the highest ratings for e-services, such as e-Check
and e-Service Registration of Taxpayers, both provided by TA in RS.

3.2. CHALLENGES OF USING TAX ADMINISTRATIONS’ DIGITAL SERVICES

The use of e-services in tax administration, while offering convenience and efficiency, presents several
challenges for both businesses and individuals. The most cited issue is the technical difficulties, as
eight out of ten companies face some technical setbacks when using digital services. Other common
problems include allowing access, difficulties navigating digital platforms, and inadequate user support,
see Figure Il. The extent of challenges faced while navigating TA digital services are shaped by
company size. The analysis showed statistically significant differences, where small companies more
frequently experienced technical difficulties, slow access, and lack of technical support.
Also, statistically significant differences in responses are present between administrative units, where
companies from RS reported technical difficulties more frequently, compared to FBiH. There were no
significant differences when it comes to business activity and the company’s age. The FGD discussion
in the RS displayed the potential cause behind the poorer results in the RS since companies and
accounting agencies shared that January is the most challenging month for them, because of the annual
system maintenance that occurs from January | to January |0. This incapacitates companies to register
their workers in these ten days, which might lead to compliance risks. The most common problems
faced by accounting agencies participating in focus groups are technical difficulties and lack of technical
support, especially in situations of installing certificates for the use of certain services, the impossibility
of separating the roles of employees on the system and working from home.
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Figure | I: Challenges in Using Tax Administration E-Services
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Source: FRA.

When it comes to the frequency of problems in using e-services, seven out of ten BiH companies
encounter problems with e-services occasionally. This suggests that while the e-services
provided by the TAs are functional, they are not without issues, and improvements could reduce these
occasional difficulties. While one in ten FBiH companies stated that they often have problems with
using e-services, this is not the case with companies from RS and BD. Although the patterns are
broadly similar across the three administrative units, the slight variations in the frequency of reported
problems could point to differences in the quality or reliability of e-services in each administrative unit.
The issue of digitalization of the tax administration was also stressed by focus groups participants.

They expressed the view that, as far as the TA FBiH is concerned, it is a question of quasi-digitalization,
given that some services can only be used with outdated versions of the operating system.

“The digital services in the FBiH must be revolutionized, we have to escape this vicious circle, there is no room
for evolution anymore, something that they kept doing over and over again. The system was designed without

knowledge, and this system is forcefully maintained and invested in.”

- Business owner from the FBiH

Participants at the focus group in Banja Luka shared their impression that entity level market size is
not sufficiently attractive for large IT companies to offer an advanced solution, so small companies that
currently are providing such solutions are not always capable of sophisticated solutions. Also, all focus
group participants think that IT experts should involve end users in the development of their IT
solutions for tax administration, followed with a testing period of the new system. As mentioned
earlier, participants at the focus group in Banja Luka raised the issue of regular maintenance of the IT
system at the TA during the period |-10 January, when they still need to use it for settling tax-related
obligations. As neighboring countries have a longer monthly deadline for submissions of tax
calculations and payments (15th or 20th), they propose the same to be considered in BiH, at least
during the specific months (January and summer holidays months).

“IT companies make a huge error, they make applications, software for the TA, without interacting with us,
the taxpayers, the users! They work with the TA representatives, their IT teams, but nobody consult us.”

- Business representative from the RS
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CONCLUSION:

Digitalization is one of the identified enabling factors for improving the tax environment
in Bosnia and Herzegovina, as the digitalization’s benefits are twofold: firstly, it can lead
to an increase in tax administrations’ efficiency by automatizing internal time-consuming
processes and reliance on specific people’s presence within the tax administrations.
Secondly, more digitalized services would release the current burden on companies in
terms of their obligation to physically visit tax administration offices in their attempts to
seek information and advice. Digitalized processes can also increase the visibility and
usage of tax-related regulations, which would likely lead to increased tax compliance
across BiH. Out of the two-thirds of companies using digital services, the majority are
satisfied — especially in the RS. Companies commended the recent transformation of the
RSTA’s digital services and expressed the benefits they have been enjoying compared to
the previous state. Conversely, the FBiH companies are less satisfied with the FBiH TA’s
digital services, criticizing the poor design and futile attempts to upgrade the current
systems. Perpetual upgrades proved not to be the solution for improving e-services, and
a more transformative approach is needed, especially in the FBIH TA’s case.

4. TAX ADMINISTRATION WEBSITES

One in ten BiH companies reported never using the TA websites. Out of those
companies that reported using the website, seven out of ten are satisfied with the
website features, with notably higher satisfaction rates in the RS than in the FBiH.
(4.1. TAX ADMINISTRATIONS’ WEBSITE UTILIZATION AND SATISFACTION)

BiH companies’ frequency of visiting tax administration websites is at a low level.
(4.1. TAX ADMINISTRATIONS’ WEBSITE UTILIZATION AND SATISFACTION)
Factors determining companies’ level of satisfaction are their age, administrative
units, company sector, and size. For example, older companies exhibit lower
satisfaction levels with the websites compared to their younger counterparts,
while medium-sized and large companies have more difficulties navigating
website information. (4.7. TAX ADMINISTRATIONS’ WEBSITE UTILIZATION AND
SATISFACTION)

. There is a gap in functionality of tax administration website content for users with
disabilities, lacking accessibility features. (4.2. NAVIGATING THE WEBSITES — LEVEL OF
INFORMATION, INSTRUCTIONS, UPDATES AND ACCESSIBILITY
Overall, BiH companies are satisfied with the level of information and guidance
they find on TA websites. (4.2. NAVIGATING THE WEBSITES — LEVEL OF INFORMATION,
INSTRUCTIONS, UPDATES AND ACCESSIBILITY

4.1. TAX ADMINISTRATIONS’ WEBSITE UTILIZATION AND SATISFACTION

The state of different tax administration websites greatly varies, with the greatest difference observed
in the BD, where a single domain is shared by the BD Government (including Directorate of Finance
(DF) and Tax Administration), which speaks of the urgency to improve the situation for taxpayers in
the BD.

The FBiH and the RS tax administrations have established websites and provide various features, from
institution and tax-related information to tax forms, links to e-services, taxpaying guidelines, and
contact sections. However, the timeliness, level of information, quality of instructions, user-
friendliness, and accessibility of these features were subjected to our research.
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One in ten companies in BiH reported never using the TA websites. Although the majority
of the companies in BiH do utilize different TA website features, they only do it seldom — less than
ten percent of the companies visit the websites on a daily, weekly or monthly level.

Looking at the BiH level, seven out of ten respondents are satisfied with the tax administration
websites and meet their expectations. Respondents from the RS show the highest level of satisfaction
with the website, with eight out of ten respondents indicating that they are either satisfied or very
satisfied. The overall satisfaction is the least in the FBiH, and from the total number of negative
responses from all respondents (24), as much as 23 come from this entity (see Figure 12).

However, our research suggests that the satisfaction levels are shaped by company age,
administrative units, and sector and size to some extent.

Figure 12: Satisfaction with Tax Administration Website

Satisfaction with TA website service, per entity and BD Satisfaction with TA website service, per company age
Very scsied Very scsfied s
Satisfied Satisfied 15% | 16% 56%
| have no opinion 61% 34% | have no opinion 17% 13% 1323
Mostly dissatisfied 100% Mostly dissatisfied 12% 24% 65%
Very disaisfed Very dussified
0% 20% 40% 60% 80% 100% 0% 20% 40% 60% 80% 100%
®mFBiH mRS wBD 0-5 years 6-10years mll-15years m16-20 years = More than 20 years
Source: FRA.

Albeit the survey data display a high level of satisfaction with the website from companies in BD it is
important to stress once again that the BD Government (including TA and DF) website share the
same domain and cannot be distinguished by any means. The research team probed the
survey results with the insights from the FGD with companies in the BD, where all five participants
unanimously stated that the website is not in a satisfactory condition, as portrayed by one of the
participants:

Younger companies (0-10 years) tend to be slightly more satisfied than older ones, possibly because
they are more accustomed to digital interfaces or have simpler needs. In contrast, older companies
(more than 20 years) show slightly lower satisfaction, potentially due to higher expectations
or more complex interactions with the tax system. From |5 surveyed companies aged 0-5 years and
24 companies aged 6-10 years, none indicated any level of dissatisfaction with the overall
TASs’ website services. On the contrary, from the total number of negative responses (24),
around 90 percent come from companies older than 16 years.

4.2. NAVIGATING THE WEBSITES — LEVEL OF INFORMATION, INSTRUCTIONS, UPDATES
AND ACCESSIBILITY

From the BiH-level perspective, the data presented in Table 14 indicates that the Tax Administrations’
websites are generally effective in providing information and guidance, as evidenced by the
large number of respondents who find it easy to navigate and useful for their tax-related needs (seven
out of ten).
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The clarity of instructions and the utilization of content updates are particularly strong aspects
positively perceived by eight out of ten companies, contributing to the website's overall positive
reception.

Table |6: Statements about Tax Administration Website

Number of
l‘YeSY’
responses
Instructions for submitting applications for direct taxes, contributions, fees and
. o . 245 78
charges are clearly presented on the website of the Tax Administration.
Content updating of the website of the Tax Administration, such as news, 245 78
notices and changes in legislation is very useful.
| find the necessary information very easily on the website of the Tax
. . 231 73
Administration.
The content of the website of the Tax Administration is adapted for persons 53 17
with disabilities.

Source: FRA.

The stark contrast between the high satisfaction with information accessibility and the low
satisfaction with accessibility for persons with disabilities points to a significant gap in the
website's design. While the website is functional and useful for the majority, it appears to be
less accommodating for users with disabilities. These findings coincide with the FRA’s Disability
Inclusion Plan, in which the level of accessibility features of websites was evaluated and found at meager
standards. Addressing this issue could enhance the website's inclusivity and ensure that all users have
equal access to its resources. The findings suggest that while the TAs’ website performs well in terms
of content and usability for most users, there is a critical need to improve its accessibility features.
Enhancing these aspects could lead to a more comprehensive user experience that meets the needs
of all business operators, including those with disabilities.

For the first three statements (Table 16 above), there were statistically significant differences among
companies of different sizes. Medium-sized and large companies have more difficulties
navigating information on websites. Moreover, almost half of the medium-sized companies do
not believe that the instructions for submitting applications for direct taxes, contributions, fees,
and charges are clearly presented, or that the tax-related content updating is useful.

For the last two statements, differences among companies from different sectors were found, whilst
for the last statement, we have statistically significant differences among respondents from companies
of different ages. In all the above statements, there is a statistically significant difference by
entity, with more companies from RS selecting a more positive outlook than respondents
from the other two administrative units. Both the survey data and the data from FGDs indicate
that the current state of the RSTA website is in much better shape compared to the one in FBiH
or the joint website for the BDTA and DoF. Some of the highlighted positive experiences in the RS
gathered from the FGDs include:

“The website is in a much better shape than it was before! The recorded webinars on specific tax legislation
that are updated on the website are super-useful.”

“I am working both with the FBiH and RS tax administrations, and | can say that it is much easier to navigate
the RS website.”

- Accounting agencies from the RS
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CONCLUSION

Tax Administration websites can serve as valuable tools for taxpayers' interaction with
their respective tax administrations and for familiarizing and keeping themselves
updated with tax regulations, procedures, relevant documentation, and forms. However,
a significant number of BiH companies are still not using the TA websites, and those that
do utilize them do so infrequently. Younger companies tend to be more satisfied with
the functionalities of the tax administration websites, which aligns with older companies'
reported difficulties in navigating the websites. Tax administrations at all levels in BiH
fail to address the needs of people with disabilities and do not adapt their content to
improve accessibility. Given the importance and the role of these institutions within
society, and their public nature, there is an urgent need for a shift in the design and
approach to accessibility within BiH tax and financial authorities.

5. TAX EVASION AND TAX AVOIDANCE

Almost all BiH companies agree that tax evasion is a criminal offense and that it
directly threatens the state’s economy. (5.1. PERCEPTION OF TAX EVASION)

More than half of the BiH companies believe that the current penalties prescribed
by the law are not effective in deterring tax evasion. Moreover, slightly more than
one-third of the companies would report tax evasion instances if they had enough
evidence. (5.1. PERCEPTION OF TAX EVASION)

Tax evasion is deemed as a lucrative business in BiH according to a considerable
number of respondents. (5.1. PERCEPTION OF TAX EVASION)

The three main ‘push’ factors driving tax evasion across BiH are corruption (58%),
lack of awareness of the importance of complying with regulations (50%) and high
tax rates (31%). (5.2. FACTORS DRIVING TAX EVASION)

Corruption related to tax evasion is most evident in political pressures, favoritism
toward certain businesses, differing legal interpretations, and bribery. (5.2.
FACTORS DRIVING TAX EVASION)

A substantial number of tax evasion instances occur unintentionally according to
the respondents, given the lack of adequate information, poor digitization,
absence of education initiatives, and the overall lack of literacy among businesses
in BiH. (5.2. FACTORS DRIVING TAX EVASIO

5.1. PERCEPTION OF TAX EVASION

Tax evasion is a phenomenon particularly acute in transition economies, in which the tax systems are
characterized by unclear legislation that is usually not aligned with international standards!'5, limited
digitalization that could foster transparency, lack of timely and quality information available, and
increased tax compliance costs.'® The current structure of the direct taxation system in BiH
demonstrates all these characteristics, overburdening the private sector which generates an
environment of widespread tax evasion. The perception that tax evasion is a criminal
offense and directly threatens the state’'s economy is almost unanimous among BiH companies.
However, more than half of the respondents believe that the current penalties prescribed by
the respective legal acts are not effective in deterring tax evasion.

|5 Martinez-Vazquez, ., & McNab, R. M. (2000). "The Tax Reform Experiment in Transition Countries." National Tax
Journal, 53(3), 273-298.

16 Goel, R. K., & Saunoris, J. W. (2016). "Government Decentralization and Prevalence of the Shadow Economy." Public
Finance Review, 44(2), 263-288.
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This perception of legal inefficiency is congruent with the finding that only a third of companies would
report instances of tax evasion if they had enough evidence. Some of the arguments for this
are that “the state should be doing its work, not the taxpayers”.

This was also confirmed through responses in the FGD, where one legal practitioner emphasized that
the legal insecurity in BiH is the core of all problems:

“Legal insecurity is the core of all problems, and it is the core of each problem in BiH! If you do not have to
rely on anything, you are not willing to fight for your or anyone’s rights!”

- Business owner and legal practitioner from the FBiH

Several companies highlighted that tax evasion is a very lucrative business in BiH, and that many
companies are aware of it:

“It pays off not to pay taxes. For example, if you do not want to file taxes for your workers, 500 BAM is the
penalty regardless of if you have |5 workers, or one, you are fined the same, a total nonsense.”

- Business owner from the FBiH

5.2. FACTORS DRIVING TAX EVASION

By asking companies to select the top three factors leading to tax evasion, the research team identified
that the ‘push’ factors for tax evasion are corruption (58% of the companies selected this option),
lack of awareness of the importance of complying with regulations (50%) and high tax rates
(31%).

Table 15: Factors that contribute to tax evasion

Number of those

What factors contribute to tax evasion? : )
selecting the option

% (N=356)

Corruption 58

Lack of awareness of the importance of complying with regulations 179 50

High tax rates 109 31

Inadequate penalties 56 16

Complex tax regulations 53 I5
Lack of audits 34 10
Source: FRA.

FGDs and interviews with companies confirmed the detrimental consequences of systemic corruption,
regardless of their administrative unit, company size, age, or sector — it is a problem that surpasses all
other factors. When speaking about corruption, companies identify political pressures, the
privileged position of companies close to incumbent political party leaders, and the
inapplicability of law to all in the same manner as the main channels of corruption affecting
businesses in BiH. Bribery, unethical practices, or corrupt officials all undermine the
effectiveness of tax collection and enforcement.

“The main problem is selective punishment! They (businesses close to politics) have people who are untouchable
by the law as their support! Treatment is not the same for alll”

- Business owner from the FBiH
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Half of the surveyed companies believe that the lack of awareness of the importance of complying with
regulations drives tax evasion. This points to a need for better education and communication about
the importance of adhering to tax regulations. Moreover, this can be closely connected to the role of
TA representatives, most notably tax auditors, whose role should be advisory over punitive, as our
research findings suggest. Several respondents outlined that many instances of non-compliance with
the tax regulations in BiH are not intentional — it is the lack of available information, poor
digitalization, and the lack of education initiatives that lead to the failure to comply with the
law. Respondents believe that understanding the tax system in BiH also requires a lot of financial
literacy, which the general population considerably lacks.

“There is a lot of unconscious tax evasion. Not every entrepreneur in BiH is highly educated, to understand
which taxes one is obliged to pay. It requires a lot of literacy.”

- Business from the RS

“The fact that most of our business owners and representatives are financially illiterate is one of the biggest
issues that we have to tackle.”

- Member of the Economy Chamber

“People in BiH are not aware of the tax evasion — people are usually not conscious about evading tax, people
are not educated and able to read their payroll list.”

- Accounting agency from the FBiH

High tax rates are perceived as the third most important factor driving tax evasion (around a third
of respondents, see Figure 13). When taxes are perceived as too burdensome, individuals and
businesses may seek ways to evade paying them. Statistically significant differences among companies
of different sizes were found in high tax rates and complex tax regulations, with small companies
selecting them more often than larger companies. When analyzed by sector, only for high tax rates
and corruption there were statistically significant differences among respondents, while there were no
statistically significant differences among companies of different ages. There are statistically significant
differences between administrative units, where high tax rates (especially concerning the SSC, as

voiced by our FGD participants) and complex tax regulations were more frequently selected in
FBiH.
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Figure 13: Perception of high tax rates among administrative units
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Companies also provided their vision of the factors that could possibly lead to reducing tax evasion
across BiH. The majority of companies agree that raising awareness of the importance of
complying with regulations would reduce widespread tax evasion (57%). Additionally,
respondents selected simplification for tax regulations (26%), more severe penalties for non-
compliance, and increasing the tax auditors’ transparency (25%) as the potential solutions.
Decreasing taxes, fees and charges was frequently stressed as an important way forward during
interviews and FGDs, as noted by the interviewed companies:

“l am so agitated by the fraudulent perception that the contributions are 40%, they are in the end 70% - it is
all a huge hoax!”

- Business owner from the FBiH

“Please tell me why would I, and my company, which works in the metal sector, pay the tourism fee?!”

- Business owner from the FBiH

5.3. PERCEPTION OF TAX AVOIDANCE

Unlike tax evasion, tax avoidance is the utilization of legal methods to minimize the amount
of income tax owed.

Companies also reported their agreement with specific statements related to tax avoidance (Table
16). A quarter of respondents acknowledge that tax avoidance is common in the business
environment and that regulations may be inadequately defined. There is also a concern that
companies can easily avoid taxes (one in ten companies), indicating potential gaps in enforcement
or compliance. Adding on that, one in ten respondents see exploiting legal loopholes or high tax
rates as justifications for avoidance. Very few respondents consider tax avoidance ethical (3%),
suggesting that most view it as a problematic practice despite recognizing its prevalence. These insights
suggest clearer regulations, better enforcement, and potentially revisiting tax rates to address the
perceived justifications for and ease of tax evasion.
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However, we collected several responses where companies justify tax avoidance with its legality, as
one company representative noted:

Table | 6: Statements on tax avoidance

Payment avoidance is significantly represented in the business environment. 87
The regulations are not well defined enough to prevent payment avoidance. 79
Companies can easily avoid paying them (tax avoidance). 42
Avoiding payment is justified if the “loopholes” are used in a legal way. 39
High rates justify trying to avoid paying. 35
Avoiding payment is ethical. 10
Source: FRA.

CONCLUSION

While tax evasion is almost unanimously negatively perceived by the BiH companies,
understanding its diminishing effects on the state’s economy, companies are also aware
that it can be a financially rewarding practice, prompted by corruption, lack of awareness
of tax compliance regulations, and high tax rates. The findings on corruption correlate
with the previous chapters’ findings on legal insecurity and unequal rules for all taxpayers,
since many survey respondents and focus group participants raised their concerns about
the frequent political pressures, bribery, and different law interpretations and
applicability. The demonstrated findings exemplify how the absence of the rule of law
within the country can adversely influence economic activities and hinder the
competitiveness of the private sector. There are also reported instances of tax evasion
due to the lack of awareness and information on the tax regulation, which is perceived as
the tax administration’s responsibility to provide adequate information, support, and
educate taxpayers on complying with tax regulations.

6. INTERNATIONAL TAXATION

Less than 20 percent of BiH companies have experience with international
taxation. (6.7. INTERNATIONAL TAXATION CHALLENGES)

The most prevalent challenges that companies experience while doing business
oversea, irrespective of their size, age, industry, or administrative unit are double
taxation, complexity of domestic rules and tax return formats and transfer
pricing. Emerging issues are also taxation of the digital economy and inconsistent
tax treaties. (6.7. INTERNATIONAL TAXATION CHALLENGES)

More than half companies operating internationally either did not receive
adequate support or did not request support from TA, which indicates a potential
gap in the effectiveness or awareness of the support services provided by the Tax
Administration. Both FBiH and RS had a similar number of respondents who
received adequate support. However, the number of respondents who claim that
adequate support was not provided is much higher in FBiH. (6.2. TAX

USAID.GOV 48



ADMINISTRATIONS’ SUPPORT IN SOLVING INTERNATIONAL TAXATION
MATTERS)

Private sector companies recommend several measures to improve international

taxation, and these are: improving international cooperation and increasing

support for taxpayers, clearer and more precise transfer pricing guidelines,

improving the capacity of the tax administration and adaptation of legislation for
6.3. IMPROVING INTERNATIONAL COOPERATION

6.1. INTERNATIONAL TAXATION CHALLENGES

International taxation refers to the set of rules and principles governing the taxation of individuals,
businesses, and other entities across national borders. It addresses how income, profits, and other
taxable items are treated when they involve more than one country. The main challenge in
international taxation lies in avoiding double taxation, where the same income is taxed by both the
country where it is earned and the taxpayer’s home country. To mitigate this, countries establish
treaties and agreements that determine which country has the primary right to tax specific types of
income and offer mechanisms for resolving disputes or overlapping claims. International taxation is
crucial for maintaining global economic cooperation while ensuring fair tax practices.

The aim of this section is to explore various aspects of international taxation, including tax policies,
cross-border trade and the impact of globalization on tax revenues. In total, less than 20 percent of
BiH companies have experience in international taxation.

Figure 14 describes the most frequent problems that companies experience while doing business
oversea. The most significant issues identified by companies in BiH are double taxation (44%),
complexity of domestic rules and tax return formats (36%) and transfer pricing (33%). These
reflect common fundamental challenges in international taxation that affect businesses operating in
international markets, irrespective of their size, age, industry or entity. Emerging issues are also
taxation of the digital economy (24%) and inconsistent tax treaties (20%). Tax competition
and language barriers are considered minor issues compared to other challenges.

Other responses submitted by companies refer to the unclear regulations regarding withholding tax,
where one respondent stated the following: “Withholding tax is very unclear, the regulations from
Yugoslavia are in force and cannot be found in their original form, the regulations are completely unclear, the
reports are unclear, the possibility of error is high.”

Furthermore, focus group participants in Banja Luka highlighted the issue of transfer prices as an

example of unclear and ambiguous legislation, accompanied by insufficient support by tax authorities
in dealing with it.
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Figure 14: International Taxation Challenges
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6.2. TAX ADMINISTRATIONS’ SUPPORT IN SOLVING INTERNATIONAL TAXATION MATTERS

Companies were also asked about the TA’s support in solving international taxation challenges. Based
on findings presented in Figure |5, six out of ten companies either did not receive adequate
support or did not request support, which indicates a potential gap in the effectiveness or
awareness of the support services provided by the Tax Administration. Nearly a third of respondents
did not receive adequate support, reflecting dissatisfaction or challenges in resolving international
taxation issues through the Tax Administration. Same number of companies received partial support,
indicating that while the Tax Administration provided some assistance, it may not suffice to fully
address their issues. There is a statistically significant difference in how support is perceived between
the FBiH and the RS. Both administrative units had a similar number of respondents who received
adequate support. However, the number of respondents who claim that adequate support was
not provided is much higher in FBiH. There were no statistically significant differences in
responses of companies of different sizes, ages or coming from different industries.
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Figure 15: Tax Administration Support in International Taxation Problems

Number of companies receiving support from the TA when dealing with
international taxation issues

20
17
16
15
I5 14
10
7
4
5 3 3
[ H .
0 i
FBiH RS BiH level

mYes W Yes, partialy ®WNo = Supportfrom the TA was not requested

Source: FRA.

6.3. IMPROVING INTERNATIONAL COOPERATION

Companies were also asked about measures that would contribute to better quality of cross-border
business operations and taxation. Findings are presented in Figure 6.

Figure 16: Improvement Measures in International Taxation

BiH companies’ suggestions for improving cross-border business operations and taxation
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Source: FRA
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Improving international cooperation is considered the most significant by more than half of the
respondents. Enhanced international cooperation can streamline processes, reduce conflicts between
jurisdictions, and facilitate a more cohesive approach to cross-border taxation. Increasing support for
taxpayers was also selected by nearly half of the companies, indicating a strong need for better
taxpayer support, which can help businesses navigate complex international tax environments more
effectively. Clearer and more precise transfer pricing guidelines (selected by more than a third of
respondents) can mitigate disputes and ensure fair taxation across borders. More than a third
companies also included improving the capacity of the tax administration and adaptation of legislation
for the digital economy. In summary, the measures with the highest consensus focus on improving
international cooperation and increasing support for taxpayers, indicating a need for
collaborative and practical approaches to enhance cross-border business and taxation. There were no
statistically significant differences in the responses of companies of different sizes, ages or coming from
different industries or administrative units.

According to an accounting agency participating at focus group that had experience in international
taxation, that process was partially clear, but doable. They see the problem of taxation of the digital
economy as the most significant problem, and they pay particular attention to the taxation of
freelancers' work. They also point out problems with the application and refund of taxes on realized
income in other jurisdictions as a problem. In such situations, there was no support from the tax
administration, but there was partial support from the Ministry of Finance. The problem of
interpretation of the laws on avoiding double taxation, some of which date back to the time of
Yugoslavia, and are not adapted to new forms of business, is particularly highlighted. One of the
problems is the recognition of costs incurred during advertising on the Internet, where the signature
of the company from abroad that provided the service is required, which is not possible in most
situations. Participants at focus groups suggested provision of more user-friendly information (e.g.,
searchable by country) about specific details of the country’s bilateral agreements on avoiding double
taxation.

“In a situation where you need legal interpretation on international taxation, you do not have information from
TAs, and it is a problem. Then you ask them about information, and the only thing you get is a pdf file about
the list of countries with which we have bilateral agreements.”

- Accounting agency from the RS
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7. FISCALIZATION

Fiscalization caused a significant increase in company’s costs, due to need to hire
outside experts to provide help during the initial phase of fiscalization process, as
well as due to high maintenance costs, especially in comparison to the neighboring

countries, such as Croatia.

Companies in the RS and the BD more frequently reported that fiscalization
process is simple and clear, that it has caused significant increase in company’s
costs, and that adequate professional assistance was provided by TA, compared
to their FBiH counterparts.

Fiscalization is a process that involves the mandatory use of electronic systems to record and monitor
business transactions, ensuring transparency in tax reporting and compliance. It is typically
implemented to reduce tax evasion by requiring businesses to use certified fiscal devices, such as cash
registers or software, that directly transmit sales data to the tax authorities. This system enhances the
efficiency of tax collection, provides real-time oversight of transactions in case of online fiscalization,
and fosters a fairer competitive environment by ensuring that all businesses adhere to tax laws.
Fiscalization is increasingly adopted worldwide as part of broader tax administration reforms aimed at
improving fiscal governance and boosting public revenue.!”

Table |17 provides information on companies’ experiences with respect to the fiscalization. Findings
show that the process of fiscalization caused a significant increase in the company’s costs
for seven out of ten BiH companies. Even though the same number of companies claim that
fiscalization process is simple and clear, half of the respondents stated that TA did not provide
adequate professional assistance during the process.

Table |7: Statements on Fiscalization in Bosnia-Herzegovina

We are familiar with the fiscalization process

and the requirements it implies for our 3 2
business.
The fiscalization process is simple and clear. 21 6
Fiscalization has caused a significant increase in 2 8
company costs.
The Tax Administration provided adequate
professional assistance in the process of 51 13
fiscalization.

Source: FRA.

When observed separately, by administrative units, there are differences in the perceptions regarding
the simplicity of fiscalization process, costs, and professional assistance. Companies in RS and BD
compared to FBiH, more frequently reported that fiscalization process is simple and clear.
However, companies in RS and BD more frequently reported that fiscalization has caused significant
increase in company’s costs, and that adequate professional assistance was provided by TA.

7 How to Implement Electronic Fiscal Reporting (Fiscalization) (imf.org)
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Companies usually reported that they have experienced problems in the initial phase of setting up the
fiscal cash register during which they hired outside experts that provided help. It creates additional
cost for companies, in addition to the high maintenance costs, on monthly and annual level.

Some recommendations provided by private sector companies that could lead to the improvements
in the process of fiscalization are better technical support, decrease in maintenance costs, introduction
of digital fiscalizaton (e-fiscalization, as it is the example in neighboring country - Croatia), greater
scrutiny over taxpayers that are avoiding the use of fiscal cash register, etc.

CONCLUSION

Fiscalization in BiH is rated as both a financially and administratively burdening process,
given the high maintenance costs of fiscal cash registers, and their dependence on
external experts to provide support, especially in the initialization phase. Moreover,
FBIiHTA and BDTA are still reliant on outdated, hardware-based solutions with fiscal
cash registers. The absence of digitalization and unharmonized solutions is a fertile
ground for misconduct and tax evasion. Many respondents outlined Croatia as a great
example of the benefits when shifting towards software-based fiscalization, something
that BiH can potentially learn from and implement in the future.

8. GENDER EQUALITY AND SOCIAL INCLUSION (GESI)

Less than 20 percent of BiH companies believe that the TA websites are adapted
for persons with disabilities.

Two out of ten survey respondents employ persons with disabilities, most
commonly relying on the exemption from payment of special contributions for
employment of persons with disabilities. However, more than 20 percent of
companies do not utilize any incentives or tax reliefs to which they are entitled.
Four out of ten BiH companies consider the special contribution rates for
employers who do not have a sufficient number of employees with disabilities as
too high.

A non-negligible number of respondents demonstrated insensitivity towards the
special contribution rates for employers who do not have a sufficient number of
employees with disabilities, and believe that the rate’s sole purpose is imposing
additional levies.

Persons with disabilities demonstrate significant results within their employment
in the agriculture sector.

Less than 20 percent of the companies are owned by women, who mostly own
small companies (almost 90%).

Six out of ten surveyed companies employ women in managerial roles, and just
two out of ten companies have a majority of female employees within their
management.

The FRA Gender and Disability Inclusion Plans concluded the absence of political and institutional will
across all BiH-level governments and public institutions, including FRA beneficiaries to systematically
address the most urgent needs of marginalized populations, such as women and persons with
disabilities. In practice and from the private sector’s perspective, this implies insufficient social
protection and the lack of employment incentives that would motivate business owners to hire more
members of the marginalized populations.
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As mentioned in the section 4.2. Navigating the websites, less than 20 percent of BiH companies
believe that the TA websites are adapted for persons with disabilities. This finding coincides
with the DIP’s finding that the websites and online services of FBiH, RS, and BD TAs are not accessible
to individuals with different types of disabilities and do not adhere to international accessibility
webpage standards. Since we are talking about the public institutions’ websites, this carries additional
weight and emphasizes the pressing need for improvements in this regard.

Two out of ten survey respondents reported employing PWDs. When asked about the stimulus
or tax reliefs their companies apply, half of the companies apply the exemption from payment
of special contributions for employment of persons with disabilities. One in ten companies
reported using the incentives from the Fund for Professional Rehabilitation and
Employment of Persons with Disabilities and the tax benefits established by tax
regulations. However, the research data reveal that a notable number of companies employing
PWDs are not using any incentives or reliefs (two out of ten). Their rationale for not using the
incentives varies, from simply not asking for any relief to the sentiment that they care for this
population without expecting any support. One company went further, and criticized BiH companies:

“Employing persons with disabilities is becoming a business model in BiH for paying less taxes and applying for
different projects! They do not care for this population.”

- Business owner from the FBiH

Four out of ten surveyed companies believe that the special contribution rates for
employers who do not have a sufficient number of employees with disabilities are too
high. Although a notable number of interviewed companies demonstrated sensitivity and do not
object to paying the special contribution for employers who do not have a sufficient number of
employees with disabilities, there are examples where the companies disapprove of paying such rates,
and some are even agitated by them. This is particularly expressed within the manufacturing
industry, especially where companies rely on workers’ physical labor:

“Do you see this industrial facility below us? Please tell me how | can employ a person with disability, when |
need perfectly healthy and strong men to operate on these machines?” This is a forced and fake measure just

to put a new levy on the companies.”

- Business owner from the FBiH

Not only that such stances are insensitive and discriminatory towards the PWD population, but they
also display a lack of understanding of the variety of roles that individuals with disabilities
can perform —in the particular case of the quoted company, they have different management, finance,
and assistant positions within the company, not only machine operating roles.

Another company went a step further and labeled the special contribution for employers who do not
have a sufficient number of employees with disabilities as discriminatory towards companies not
employing PWDs. Interviewed companies and Civil Society Organizations (CSOs) stressed that
persons with intellectual disabilities are only employed for relatively ‘“simple” tasks, most
commonly within bartender and assistant chef roles. There is no reported instance where persons
with intellectual disabilities have started their business, and even those who are employed are
having difficulties keeping their jobs.

Speaking with companies that employ PWDs, they have noted that PWDs are performing
outstandingly well in the agricultural sector and benefit a lot from being surrounded by nature
and performing these roles. However, the current system is hindering companies’ efforts and the
motivation of PWDs to enter into official employment since that would mean that they lose their
social rights — support from the government.
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This poses significant risks if the individuals cannot retain their roles and could lead toward a situation
where they are left both without a job and their social rights as PWDs. One business owner proposes
a grace period of 12 months where PWDs should not lose their social rights despite being employed,
because of the possibility that these individuals cannot keep up with their employment.

Less than 20 percent of the surveyed companies are owned by women, who mostly own small
companies (almost 90 percent). Reflecting on the GIP findings, female entrepreneurs feel they
face more significant obstacles than men when starting and developing their businesses.
The absence of tax incentives additionally thwarts women’s advancements within the private sector
and decreases their opportunities for expanding their businesses and transforming them into
large businesses.

Not only women are far less likely to own a business in BiH compared to men, but their
presence within the companies’ management is also less frequent. Four out of ten surveyed
companies do not employ women in managerial roles. In companies that do so, men are still
dominantly present within the management — just two out of ten companies have the majority
of management positions filled with women.

CIVIL SOCIETY

FRA decided to include the civil society perspective in the research, and interviewed 12
representatives of this sector, probing about their organizations’ experience with the TAs and the
state of the marginalized groups in BiH. The reason behind including CSOs in this research is two-fold.
The first is understanding BiH’s legal framework and its ramifications for the civil society, which does
not distinguish between private companies and CSOs, without any consideration for the social
significance of CSO work in BiH. In practice, this means that the authorities look at these organizations,
which are not-for-profit entities as for-profit entities (private companies). The most salient
consequences that affect the CSO's everyday work and financial stability from the tax perspective is
the taxation of travel costs for participants of their events, overburdening their capacities with
the creation of Temporary Service Contracts for each individual.

Moreover, all CSO representatives noted that the tax auditors are not aware of the concept of
altruism, social capital, and the work CSOs do for the local communities:

“Tax auditors should be our partners, but they are used as instruments for criminals, auditors should protect
me and punish the criminals! How can our CSO be at the same legal footing as a company such as ALUMINI|?”’

- Civil Society Organization representative

“Grants and donations are not service compensations! The authorities banalize the idea of altruism with this
stance.”

- Civil Society Organization representative

Several CSOs noted instances in which the tax auditors prescribed a penalty for a CSO, leading to
their shutdown, given that CSOs rely on predetermined donor funds for a limited time period and
do not have extra funds “on the side”.

“Tax auditors should read the statues of CSOs, to have more sensibility towards us. They shut down
organizations such as ours, and hence work in favor of the unjust system and violence.”

- Civil Society Organization representative
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One CSO representative expressed discontent with the TA’s lack of efficiency when it comes to
providing certificates, which potentially cost them significant funds for expanding their
scope of work and financial stimulus for the organization’s stability:

“We waited for the TA to issue us the certificate for settled obligations towards the TA, meaning that we do
not have any unpaid taxes. We waited around 3 months for this — and we were unable to apply to important
projects since this was part of the application, which led to losing a significant amount of funds — immense

consequences for us and we are still recovering from it.”

- Civil Society Organization representative

The second reason for including CSOs in the analysis is the inherent connection of CSOs with GESI —
as they deal with the issues that the state fails to address. Service provision for PWDs in BiH is heavily
reliant on CSOs!'8 being able to operate because of the international donors’ funds. The state, not only
is unable to meet its responsibilities to citizens with disabilities but arguably works against their favor
with the demonstrated legal ambiguity and the lack of flexibility and understanding when conducting
audits, as perceived by several CSO representatives. Many CSOs also provide support to
women, empowering them in their employment endeavors and starting their businesses through free
advice, seminars, and workshops.

All the above findings speak for the necessity of tax reliefs for marginalized populations and
organizations addressing their needs and advocating for their rights, or at least, to cite several CSO
representatives, “not to be punished by the tax auditors as if they are criminals”.

18 DPO — Civil Society organizations run by and for persons with disabilities and caregivers. DPOs exist at local, national,
regional, and global levels.
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RECOMMENDATIONS

To improve tax legislation, reduce its complexity and enhance collaboration with tax authorities from
the perspective of private sector companies, several key recommendations can be made:

I. TAX ENVIRONMENT:

[.I. OBSTACLES FOR DOING BUSINESS IN BOSNIA AND HERZEGOVINA; 1.3. TAX
COMPLEXITY IN BOSNIA AND HERZEGOVINA; [4. TAX COMPLIANCE COSTS FOR
BUSINESSES IN BiH

e Simplify calculation of wages for registered workers, students and persons engaged under
service contracts and enable simplification of the payment procedure for direct taxes,
contributions, fees and charges. Simplifying calculation of wages is related to the change of
fiscal policy (SSC, fees/charges). Payment simplification is related not only to technical IT
solution, but also to political factors, particularly at the cantonal level (most of the revenues
from the health social security contributions belong to cantonal health funds).

[.2. LEGISLATION RELATED OBSTACLES

e Tax laws should be streamlined to reduce complexity. This may be achieved through making
legislation provisions clearer and ensuring consistency across the legal framework.

e  When new legislative amendments are adopted, companies should be informed while
accessing the digital platform (e-service) and should be adequately cautioned before submitting
their tax returns and their other tax obligations until ensuring they are fully aware of the newly
imposed legislative changes. Those that are not using digital platforms should be informed
through alternate channels.

e Frequent legislative changes should be avoided. Enhanced training of fiscal policy makers
including understanding of issues that impact business and taxpayers may assist with this.

e The MoFs should provide clear, concise guidelines and interpretations of legislation to reduce
ambiguity and misinterpretation.

[.5. PRIVATE SECTOR RECOMMENDATIONS FOR TAX COMPLEXITY MITIGATION

e Regular consultations between tax authorities/ministries of finance and private sector
companies can help identify issues with current tax regulations and provide feedback on
proposed legislative changes. This can also ensure that new legislation is practical and business
friendly what will potentially result in a higher satisfaction with TA and improved tax
compliance.

2. COOPERATION WITH TAX ADMINISTRATION:

2.1. SATISFACTION WITH TAX ADMINISTRATION

e Organize regular training sessions and workshops for companies in different industries to
provide guidance on tax regulations, filing procedures, and recent changes. This will help
businesses understand and comply with tax obligations more easily.

e Tax authorities should develop and offer educational programs to help businesses (especially
newly established businesses), small and medium enterprises (SMEs) to understand their tax
obligations. Furthermore, differentiated support should be provided based on the company
size within industries, as smaller businesses may need more basic guidance, while larger
companies may request more advanced tax compliance advisory.

e Equip tax officers with the knowledge and soft skills necessary to handle taxpayer concerns in
a professional and informed manner.
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Hire competent workforce that will improve capacities of Tax Administration in dealing with
businesses and citizens.

Ensure that Tax Administration staff receive training on specific issues relevant to different
industries.

2.2. TAX OPINIONS

Assign dedicated tax officers for key industries. These officers can provide industry-specific
advice, assist with complex issues, and act as a direct contact point for resolving disputes or
misunderstandings.

Assign dedicated tax officer for large taxpayers through modification of the TAs organizational
structures.

Enable an online portal where companies can submit requests for tax opinions and track the
status of their request in real-time.

Improve collaboration between different departments within Tax Administration (legal,
technical, and administrative) to ensure a smooth and efficient process for issuing tax opinions.
Create a database of previously issued tax opinions to make it publicly available.

Ensure that tax opinions are written in clear language and provide explanations of complex
terms where necessary.

Ensure that opinions are agreed and confirmed within the institution in order to avoid issuing
different opinions on the same topic.

2.3. TAX AUDIT

Implement a full risk-based approach for selecting cases for audit, focusing on industries or
taxpayers with higher chances of non-compliance through establishment of the Risk
Management Unit.

Provide clear and comprehensive pre-audit notices to taxpayers, outlining the scope, purpose,
and required documentation for the audit.

Create a secure online platform where taxpayers can upload documents and interact with
auditors.

Regularly train auditors on the latest tax regulations, industry-specific issues, and audit
techniques to improve the quality and efficiency of audits.

Implement fast-track audits or shorter audit cycles for businesses with a history of compliance.
Develop audit guidelines/protocols tailored to different industries.

3. DIGITALIZATION OF TAX ADMINISTRATION

3.1. SATISFACTION WITH THE TAX ADMINISTRATION DIGITAL SERVICES; 3.2. CHALLENGES

OF USING TAX ADMINISTRATION DIGITAL SERVICES

IT systems should adapt and evolve with technological advancements by performing regular
upgrades to the platform and incorporating feedback from users.

Facilitate and further support data exchange between tax administrations in BiH.

Offer online tutorials, webinars, and support to help users navigate the digital system and
encourage higher adoption rates.

Introduce mandatory e-filing, given full implementation of e-signature, for different categories
of taxpayers (businesses, then individuals), reducing the reliance on paper forms.

Design user-friendly online portals where taxpayers can easily file their returns, with clear
step-by-step instructions and error-checking features.

Allow taxpayers to upload required supporting documents (e.g., proof of deductions, bank
statements) directly into the tax administration platform.
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Enable submitting of digital copies of documents for verification, eliminating the need for
physical paperwork.

4. TAX ADMINISTRATION WEBSITES

4.1. TAX ADMINISTRATION WVEBSITES UTILIZATION AND SATISFACTION

FBiH and the BD TAs may use the RSTA website as an example of good practice, given the
significantly higher satisfaction rates with the website by the wider business community in this
entity, which was confirmed during FGDs. Lessons learned from the transformation of the
RSTA webpage can be utilized by the FBiH and BD TAs and incorporated in the process of
improving the website (FBiH), and the creation of the whole new domain (BD).

4.2. NAVIGATING THE WEBSITES — LEVEL OF INFORMATION, INSTRUCTIONS, UPDATES AND

ACCESSIBILITY

The RSTA should continue with an innovative approach and increase web content such as
webinars, given positive feedback from the private sector. Webinars are potent tools when
new regulations are implemented, and not only are they an adequate way of informing the
wider public, but they also have a strong educational character and provide guidelines that can
improve tax compliance.

All TAs should work on improving the accessibility features for the PWD community. Design
(relevant for BD), and improvements (FBiH and BD), should be done in consultations with the
PWD representatives since they should be the only instance relevant for concluding if a certain
content or process is accessible or not.

5. TAX EVASION AND TAX AVOIDANCE

5.1. PERCEPTION OF TAX EVASION; 5.2. FACTORS DRIVING TAX EVASION

TAs, assisted by the FRA should work on awareness raising among the businesses across BiH
about the detrimental consequences for a society when tax evasion is widespread. In BiH,
there is an ingrained perception that one does not get anything in return for the paid taxes
(utility of paying taxes) — tax administrations should work towards shifting this perception
through organizing events, education free of charge, open door days, and improving the
accessibility of tax-relevant information for the taxpayers.

Tax compliance implies taxpayers’ familiarity with the tax regulations — TAs should provide
easily accessible information about the regulations, procedures, and deadlines, especially in
situations when some amendments occur.

6. INTERNATIONAL TAXATION

6.2. TAX ADMINISTRATION’S SUPPORT IN SOLVING INTERNATIONAL TAXATION

MATTERS

Companies engaged in cross-border trade of goods and services need clear, consistent
guidelines on transfer pricing to avoid disputes.

INTERNATIONAL TAXATION CHALLENGES; 6.3. IMPROVING INTERNATIONAL
COOPERATION

6.1.

BiH should aim to harmonize their tax regulations with international standards, such as those
set by the OECD or the European Union, to reduce discrepancies between jurisdictions.
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e BiH to implement the "Pillar Two" of the OECD’s base erosion and profit shifting (BEPS)
initiative, which establishes a global minimum tax on multinational corporations.

e Ensure that BiH fully implement the OECD’s BEPS Action Plan, focusing on areas such as
limiting interest deductions, curbing harmful tax practices, and addressing the tax challenges
posed by digitalization.

e Bilateral or multilateral tax treaties, such as Double Taxation Avoidance Agreements, should
be expanded and updated to prevent double taxation and ensure fair treatment of businesses
operating across borders.

7. FISCALIZATION

e Considering that fiscalization is one of the fundamental aspects of tax compliance, FRA
suggests that the entity and BD level tax and financial authorities, namely the Ministry of
Finance FBiH, and the Directorate of Finance BD consider shifting away from the current
hardware-based solutions and reliance on fiscal cash registers, to more digital, software-based
solutions. This could potentially lead to reducing the burden of TA administration employees
with the automatization of processes and reduce the timeframe of conducting audits.
Additionally, this can potentially lead to increased tax compliance and ameliorate current
maintenance fees of fiscal cash registers which are rated as excessive by the BiH companies.
Several participants outlined Croatia as a positive example of shifting from hardware to
software-based solutions.

8. GENDER EQUALITY AND SOCIAL INCLUSION

e FRA encourages state, entity, and BD-level Ministries/Directorate of Finance to consider
supporting female entrepreneurship through tax deductions/credits programs when first
starting their business. Our research data display that they are in a more unfavorable position
compared to men, both in terms of owning, expanding, and being in managerial roles within
the private sector.

e FRA plans to include the soft-skills training for tax administrations in Year 3 of the Activity,
endeavoring to tackle the discrimination that PWDs encounter in their interaction with TA
representatives or systems. TAs should ensure that all employees interacting directly with
clients (taxpayers) attend these training.
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