HWC – Your Own IT R&D Center in Ukraine
Tax & Accounting Aspects
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Ukraine - General Information

Area: 603 700 km2
▪ 5,70% of Europe, largest country within Europe
▪ 0,44% of the world area , 7,00% of area – water.
Borders:
▪ Poland, Romania, Slovakia, Hungary and Moldova in the west
▪ Belarus and Russia to the north and east
▪ Via Black Sea Bulgaria, Georgia and Turkey to the south.
Population: 44,09 Mio. (July 2018)
Location: Central-Eastern Europe
▪ 44''20' and 52''20' N
▪ 22''05' and 41''15’ E.

Capital: Kyiv (Kiev)
Mega cities:
▪ Kyiv
▪ Kharkiv
▪ L'viv
▪ Dnipro
▪ Odessa.

Time zone:
▪ GMT+2 (UTC+2)
▪ Summer (DST) - EEST
(UTC+3).
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Kyiv

Why Set Up Your Own IT R&D Center in Ukraine

Highly Educated Labor Force
Ranked 4th most educated country in the world, over 99.7% are literate and over 70%
have a higher or secondary education with:
▪ >400 universities & higher education institutions
▪ >550K graduates annually
▪ >35K+ Tech graduates annually.
World-Class IT Professionals
▪ №1 software engineering force in CEE
▪ №1 in CEE by outsourced volume
▪ 242 000 IT professionals expected by 2025
▪ 80% of Ukrainian IT Professionals Speak English.
Highly Developed IT Cluster
▪ 3,6K ICT providers
▪ 1K+ IT companies
▪ 100+ Multinational R&D center
▪ 2K+ start ups.
Strategic Location
▪ Only 2-3 hours flight from most places in Europe (300 euro)
▪ 1 hour/ 7 hours ahead of EU/ US (EST) – shared working hours as a plus
▪ Visa free for EU, US and a few other citizen (90 days within 180 days)
▪ Top 5 tech hubs: Kyiv, Kharkiv, Dnipro, L’viv, Odessa
▪ IT as a share of national export: 4%.

Reasons to Outsource

Focus on
Core
Reduce
Costs

Improve
Quality
Tap into “Just
in Time”
resources

Increase
Speed to
Usage

Conserve
Capital
Faster
Innovation
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IT Development indicators

▪ About 100.000 Ukrainian programmers serve thousands of companies in the
constantly growing global market
▪ Ukrainian outsourcing companies offer a wide range of engineering capabilities for
the front-end development, UI/UX design, QA and other tasks
▪ The software development industry ranks the 3rd place in the Ukrainian export
(around $2.5 billion in 2015)
▪ More than 100 global telecoms, software, e-gambling and e-commerce companies
operates R&D centers in Ukraine. Significant part of the global companies entered
the Ukrainian market indirectly, i.e. through M&As, joint R&D or outstaffing
▪ The United States remains Ukraine’s largest partner on the R&D (around 45% of the
Ukrainian R&D companies involved). The EU and Israel are the following two main
consumers of the products of the Ukrainian R&D companies
▪ Kyiv is the most popular location in Ukraine for opening R&D centers (> 50%).
Among other key locations areas: L’viv, Dnipro, Odessa, Kharkiv and Vinnytsia.
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Advantages and disadvantages of doing business in Ukraine

According to the World Bank Group, Ukraine ranks 83rd out of 189 economies in the
world by ease of doing business in 2016.
The main advantages of doing business in Ukraine are:

▪
▪
▪
▪

Experienced and educated labor forces
Lowest operating cost in Europe
Comparatively liberal labor law
No-visa required for the citizens of the USA, Canada, the EU and many other
countries
▪ Geographic location
▪ European mentality of the population
▪ Developed international law (it prevails over the domestic one), etc.

Disadvantages of doing business in Ukraine means as well:
▪
▪
▪
▪
▪

Facing political and economic instabilities
High corruption
Fiscal pressure on business
Comparatively complex procedures of a business’s registration and deregistration
Rather uncertain legislation (incl. Re the intellectual property rights), etc.
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Main Taxes in Ukraine
▪ Corporate Profit Tax (CPT)
Basic Rate - 18%;
Cap – n/a;
Reporting periods – calendar quarter, half year, three quarters, year
▪ Value Added Tax (VAT)
Cap - n/a;
Basic Rates - 0%; 7% and 20%;
Reporting period - calendar month
▪ Personal Income Tax (PIT)
Cap - n/a;
Basic Rates - 18%;
Reporting period - calendar quarter
▪ Unified Social Security Contribution (USSC)
Cap – up to 15 minimum salary (min. is UAH 3,723 per month, approx.
EUR 124; cap in 2018 = UAH 55 845)
Basic Rates:
▪ Employee – n/a
▪ Employer – 22%.
Reporting period: calendar month
▪ Military Tax
Cap – Gross salary (including any benefits)
Basic Rates: employee - 1,5%
Reporting period: calendar quarter
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VAT Specifics for IT Companies

▪ Any local company shall be registered as VAT payer if the aggregate amount of its
VAT-able operations (supply of goods/ services) exceeds UAH 1M (excl. VAT) for
preceding 12 calendar months. The local tax authorities’ approach is that the UAH
1M threshold is to be calculated also by taking into account the operations applied
decreased or even at zero VAT rates
▪ In general, supply of products/ services by IT companies is temporarily exempted
from VAT in Ukraine (from January 1, 2013 until January 1, 2023). Nevertheless, the
local tax authorities’ approach is that the privilege can be applied if relevant IT
company is the owner of the supplied IT products/ services
▪ The supply of goods/ services is VAT-able at the “place of supply”. The “place of
supply of services” is generally deemed to be the place where a Ukrainian service
provider registered as VAT payer (i.e. on the territory of Ukraine)
▪ At the same time the VAT exemption is granted by the Ukrainian law to number of
the transactions on the cross border supply of services, regardless who is the owner
of the final product of the supplied services, by treating the “place of supply” as
locating outside of Ukraine. Such services are separately described in the Tax Code
and include, inter alia: “provision of services on the software development,
software supply and testing; on the data processing and consulting regarding IT
development, supplying of the information and other services in the IT sphere,
including those with the use of computer systems”.
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Simplified Taxation System

▪ The Ukrainian tax legislation provides legal entities and private entrepreneurs with
the right to apply so-called “simplified taxation system”; however, provided they
meet certain specific conditions (e.g. annual earnings, number of employees, nature
of business, etc.). Applying the “simplified taxation system” relevant tax payers
register as the “unified tax payers” (UTP). Being registered as the UTP, a taxpayerprivate entrepreneur is liable to pay the comparatively low “unified tax” at the rates
- 3% or 5%, instead of other taxes (e.g. CIT, PIT, VAT, etc.)
▪ Under certain conditions, and upon own decision, the UTP may be registered as VAT
payers and pay Social Taxes. Nevertheless, any tax liabilities of the UTP are the sole
responsibilities of the relevant UTP
▪ Working via “private entrepreneur scheme” any company accepts the risk of
“fictitious employment”. If the tax authorities confirm the “fictitious employment”,
then all unpaid PIT, Social Tax and Military tax liabilities may be required (with
relevant fines and penalties)
▪ The factors to review regarding the substance of the entrepreneurial activities are:
▪ Right to delegate performance to a substitute
▪ Right to decide how and when to perform the work
▪ Who bears the risk for the result.
If the criteria above are met, this tends to suggest the substance of a civil law rather
than an employment relationships. Alternatively, i.e. if no autonomy above, the risk
of the “fictitious employment” increased
▪ Existing practice shows that IT companies prefer to work rather with the private
entrepreneurs registered as applying UTP, than to employ professionals based on
the labor agreements
▪ Structuration of the business via private entrepreneurs has advantages (mostly
from tax perspectives) and disadvantages (mostly from administration and legal
(e.g. confidentiality) perspectives), which is better to consider prior to
implementation.
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6. Payments in Foreign Currency

Settlements between residents and nonresidents of Ukraine in trade and service
transactions may be performed in both hard, and under certain conditions, in local
(Hryvnia) currencies.
Since 2013 the National Bank of Ukraine (the NBU) has temporary measured
operations in foreign currency for the periods from 3 to 6 months, with subsequent
prolongations. On Dec. 2016, the NBU extended most of the temporary anti-crisis
currency control rules till the financial stabilization of bank system of Ukraine. The main
of them are:
▪ Prohibition of early repayment of loans in a foreign currency over 2M. USD/month
▪ Prohibition to pay dividends to non-resident. However exemption have been
introduced under specific conditions:
▪ The transfer of foreign currency is provided by the issuer of corporate shares
for which dividends are paid
▪ The transfer must not exceed the total amount of USD 7M. (equivalent in
foreign currency with the exchange rate established by NBU) per month
▪ All the transfers must be done through one authorized bank. The change is
possible but is subject to further conditions.
▪ It’s allowed the payment of the purchase price to a non-resident following the sale
by the non-resident of shares/ participatory interest in a Ukrainian company or
following a decrease in the company’s charter or a withdrawal by a non resident if
the subsequent conditions are satisfied:
▪ The transfer of foreign currency for those purposes is done by a resident
▪ The transfer must not exceed the total amount of USD 5M. (equivalent in
foreign currency with the exchange rate established by NBU) per month
▪ All transfers must be done through one authorized bank. The change is
possible but is subject to further conditions.
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6. Payments in Foreign Currency

▪ Prohibition of payments abroad under the individual licenses previously issued by
the NBU with certain exemptions, which include but not limited to:
▪ Placement of funds by legal entities on a bank account abroad
▪ Payment by a Ukrainian guarantor (surety) to a lender which is an international
finance institution or foreign export credit agency
▪ Payment by Ukrainian legal entities of membership fees for a non-resident
legal entity.
▪ Requirement for Ukrainian banks to continue exercising control over export
operations in case of set-off by the parties (with certain exemptions).
The expiring period is 180 days for import/export transaction settlement and
mandatory conversion of foreign currency. It is possible a prolongation in a limited
number of cases. The failure in respecting the prescribed terms can turn into an
imposition equal to 0.3%, of the amount due, for each day of delay in both sides,
Import & Export.
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Permanent Establishment

▪ Economic Co-operation and Development (OECD) Model Tax Convention, but with
stronger agency tests
▪ In particular, a non-resident’s PE is defined as a fixed place of business through
which the business activity of a non-resident entity is wholly or partly carried out in
Ukraine. A PE includes, among other things, a place of management, affiliate, office,
server, etc.
▪ The Tax Code contains the concept of a service PE whereby the provision of services
(apart from the provision of personnel), including consultancy services, by a nonresident through its employees or other personnel in Ukraine, shall constitute a
Ukrainian PE of this non-resident, provided such activities (within the framework of
one project) last more than six months in any 12-month period
▪ Given above, the presence in Ukraine of foreign specialists, who are employed by a
foreign legal entity may trigger the permanent establishment of the legal entity in
Ukraine. This risk is rather remote, since as a precondition of tax assessments the
tax authorities must prove that a portion of the non-resident entity's income
originated from such a Ukrainian PE. This would not be an easy task, since the nonresident entity should have received no payment from Ukraine for the services
▪ The Tax Code also provides for the concept of a non-dependent agent, which
means, specifically, a Ukrainian agent acting on behalf of more than one nonresident in the ordinary course of its business should not constitute a PE in Ukraine
▪ There is a list of exclusions from the PE definition. In particular, according to the Tax
Code, auxiliary and preparatory services of a non-resident should not result in the
creation of a PE; however, in practice, the Ukrainian tax authorities usually interpret
the term ‘business activity’ in a very broad sense, and, without DTT protection, may
consider any type of activity as giving rise to a taxable presence (i.e. a PE) of a
foreign entity in Ukraine.
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International Assignment

▪ Those foreigners who intend to work in Ukraine (either in a Ukrainian
company or a RO of a foreign company) are required to apply for a longterm visa. This type of visa provides formal grounds for obtaining a
temporary residence permit for Ukraine, i.e. a document that allows
entering and staying in Ukraine without any restrictions during the period
of the permit validity (usually 1 year)
▪ Foreign individuals who do not need a visa to enter Ukraine (i.e. who
originate from visa-exempt countries), or those who enter Ukraine on a
short-term visa, may stay in the country for up to 90 calendar days (in the
aggregate) within a 180-day period starting from the day of the first entry
to Ukraine. Otherwise, they should register with the local immigration
authorities
▪ A foreign national can be hired in Ukraine following receipt of a work
permit. The full application package for a work permit shall be filed with
the State Employment Centre of Ukraine and shall include a convincing
statement of reasons for a foreigner (as opposed to a Ukrainian national)
to be employed with a Ukrainian company. It usually takes up to a
calendar month to receive a work permit. Work permits are usually
granted for a period of one year, but can be prolonged for another year
on an annual basis
▪ A work permit is issued on the condition that there are no qualified
employees in Ukraine (in the particular region where required) capable of
performing such type of work or there is sufficient substantiation for the
use of the foreigner’s work

▪ A work permit be obtained for engagement of foreigners seconded by a
foreign employer to Ukraine to perform certain works (services) under an
agreement between a Ukrainian entity and a foreign entity. However,
such a permit shall be issued on the condition that “the percentage of
qualified foreigners engaged under the agreement does not exceed ½ of
the total number of individuals employed under the agreement”
▪ Severe measures are envisaged for those who work without proper
permits. A foreigner who is employed without a proper work permit can
be immediately deported at the expense of his/her employer. The penalty
for noncompliance varies from 100 times of minimum wages to 200 times
(i.e. from about USD 11,000 to 20,000), borne by the employer. In
addition, an administrative penalty in the amount of approx. USD 40 – 250
can be imposed on the foreign national as well
▪ The exemption from work permit is currently granted to foreign nationals
who are working for representative offices of foreign companies or banks
in Ukraine, who have to obtain accreditation (service) cards instead of the
work permit, as well as to foreign nationals registered as private
entrepreneurs under Ukrainian legislation.

HWC – Your Own IT R&D Center in Ukraine| 12

Specific Quotas

▪ If a company employs more than 20 employees the Law sets forth a quota which
must be observed of 5% of an average number of employees in the preceding
calendar year in respect of employing certain categories of employees, in particular:
▪ One of the parents supports children under 6 years old or without a spouse,
raises a child under 14 years old or a disabled child, or without a spouse,
supports a child born disabled (regardless of the age) and/or a category 1
disabled person (regardless of the reason for disability)
▪ Individuals with 10 or less years left before they obtain the right to an aged
pension under article 26 of the law of Ukraine “on mandatory state pension
insurance”
▪ Orphans and children deprived of parental support
▪ Individuals released from imprisonment or forced medical treatment; young
people who have graduated from or terminated their studies in general
educational institutions, vocational schools and higher education institutions,
mandatory military service or alternative (non-military) service (within six
months after completion or termination of such education or service) and who
are being employed for the first time.
▪ If a company fails within 1 year to meet the quota above, such company shall be
imposed with a penalty for each unsubstantiated refusal within the quota criteria.
The penalty amounts to 2 times the minimum wage applicable at the moment when
the violation was revealed
▪ A company is also subject to a quota for employment of disabled individuals in the
amount of 4% of an average annual number of employees and if a company
employs between 8 and 25 employees the quota is one working place. Company
hiring less than 8 employees is exempted from the quota. The penalty amounts to
average annual salary paid by the company to one employee imposed for each not
created working place for the disabled individuals. For the company which employs
between 8 and 25 employees the penalties amounts ½ of the average annual salary
paid by the company to one employee.
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Protection of Intellectual Properties

▪ Under the Civil Code of Ukraine, Article 430, a programmer may claim 50 % of
property rights on a created computer program if not differently agreed in the
engagement contract
▪ To protect the IP rights, it seems reasonable for an investor to presume in the
relevant service agreement the following:
▪ Specify who will be the owner of the IP rights under the agreement
▪ Describe the IP rights in details (in opposite case it is not clear, which of the
rights are to be transferred)
▪ To specify that service fee include authorship fee.
▪ In case of work through an outsourcing company it seems reasonable to check
whether the protections above included in the agreement concluded between this
company and producer of the IP products
▪ It seems advisable also to include the provision that any IP rights regarding the IP,
which is not subject to the agreement but was created within the agreement
▪ In case of dispute regarding the IP rights the Certificate of Copyright Registration is
required. Therefore, we would recommend to have the Certificate regardless
whether the direct requirement is in the legislation of the country where the IP
created
▪ To make the position of the IP ownership stronger the approaches to work via
private entrepreneurs (not via IT outsourcing company - mediator) or establish own
subsidiary in Ukraine should be considered.
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IT Cluster Kyiv

▪
▪
▪
▪
▪
▪
▪
▪

Main brainpower/ innovation hub in Ukraine
~ 50 international R&D offices
1K+ start ups and product companies
38+ universities and colleges with technical
Education
15.000+ technical graduates per year
~ 40.000 IT professionals in Kyiv
Average salary $ 2.400

Kyiv
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IT Cluster L’viv

▪ L’viv IT industry 14,4% of city GDP
▪ ~ 247 IT companies/ 400 legal entities in L’viv
▪ 88% Outsourcing
▪
8% Production
▪
4% Outstaffing
▪ ~ 15 International R&D offices
▪ ~ 20.000 IT professionals in L’viv
▪ Average salary $ 1.740

L’viv
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IT Cluster Kharkiv

▪
▪
▪
▪
▪
▪
▪

2nd Largest city of Ukraine
Has been the scientific capital of Ukraine
~ 250 IT companies in Kharkiv
~ 11 international R&D offices
~ 22.000 IT professionals in Kharkiv region
~ 2.000 IT professionals graduate P.A.
Average salary $ 1.800

Kharkiv
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IT Cluster Odessa

▪
▪
▪
▪
▪
▪
▪

~ 150 IT companies in Odessa
~ 13 international R&D offices
10+ universities and colleges with technical
Education
10.000+ technical graduates per year
~ 9.000 IT professionals in Odessa
Average salary $ 1.800

Odessa
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IT Cluster Dnipro

▪
▪
▪
▪
▪

Historical technical traditions of innovation in rocket science
~ 14 International R&D offices
5+ Universities and colleges with technical education
~ 9.000 IT professionals in Dnipro
Average salary $ 1.600

Dnipro
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Individual Case

The information above is general in nature and does not highlights the situation of
any particular company or individual. Although no one should act and rely upon such
information without appropriate professional advice provided after detailed
investigation of the concrete situation.
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Reasons to work with HWC

Memberships/ Service Provider Listings

▪ Strong and committed Team
▪ Team Member with experience in Big 4 or international/ global player
▪ We communicate with our clients and partners in English, German, Russian and
Ukrainian

▪ Both HWC-Partner combine more than 30 years working experience in different
leading positions in Ukraine
▪ German business attitudes
▪ Experience with Global Players and with SME/ Hidden Champions
▪ Modern and state of the art IT Infrastructure and Office
▪ Office next to Metro Minska (50 meter) and only 12 minutes to the very Center of

Kyiv (Maidan)
▪ Well experienced in different business sectors e.g. IT, Agriculture, Oil & Gas,
Energy, Heavy industry, Logistics, Machinery and Equipment, Engineering, Retail,
Metal Industry, Services and others
▪ Allianz-insured.
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Our Services at a glance

Business Set Up Advice

Market Analysis & Research

Tax Compliance & Tax
Advisory

Recruiting/ Executive Search

Feasibility
Studies

Business Planning

Accounting Outsourcing &
Reporting

HR & Payroll Solutions

Outstaffing

Strategy
Consulting

Legal Address, Business
Address
& Virtual Office

Office Sublease

Due Diligence
& Transaction Services

Restructuring

Interim Management
(General Director/ CFO/
Chief Accountant)

(Finance/ Tax/ Technical)
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HWC LLC
04205 Kyiv, Ukraine
O-R Business Center
Obolonskyi Ave 26
+38 044 451 5154 Kyiv
+43 660 717 2456 Vienna
office@hwc.com.ua
www.hwc.com.ua

Making your business work –
is what we do!
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