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7 sins (what not to do): 
1. Not to iNtroduce progressive taxatioN 

since 2009, Lithuania has had an attractive rate of personal income 
tax (PIt), although part of the tax has been renamed into mandato-
ry health insurance contributions (HIC).  the PIt rate has recently 
been a subject of intense discussions in the background of recur-
ring attempts to introduce progressive tax rates allegedly seeking 
to enhance social justice. 
What would happen if it happened?  What would happen if pro-
gressive taxes were introduced?  Certainly, in the short period 
more taxes would be collected – in other words until the business 
has adjusted itself.  Later on, we would return to our initial stage.  
While France promised to increase the income tax starting with 
2013, its richest citizen has already applied for Belgian citizen-
ship.  since other forms of economic activity are retained, it is 
only natural that upon introduction of progressive taxes, part of 
the remuneration will be received through services or copyright 
agreements and similar other forms, and eventually businesses 
will have no incentive to shift from the “shadow” into an offi-
cial taxation  regime.  Although implicitly, progressive income 
taxation in Lithuania has been in place for some time already due 
to the application of the tax-free income amount – therefore the 
introduction of progressive taxes in fact would only marginally 
decrease the tax burden upon those receiving lowest income.  

Since 2009, Lithuania has had an attractive rate 
of personal income tax (PIT), although part of 

the tax has been renamed into mandatory health 
insurance contributions (HIC). 

the introduction of progressive tax rates would not contribute 
to the enhancement of social justice in Lithuania, it rather would 
slow down the recovery of the Lithuanian economy: From the 
point of view of domestic as well as foreign investors Lithuanian 
tax policy would seem unstable which would prevent the growth 
of domestic consumption, encourage the payment of salaries in 
other countries, the concealing of income and withdrawal to the 

“shadow” economy, which would eventually decrease the vAt 
and other tax collections into the budget. 

2. Not to iNcrease corporate iNcome tax 
many of us still remember the so named “night reform” of the 
tax system that shook the Lithuanian business at the end of 2008. 
Part of the changes did contribute to the improvement of the Lith-
uanian tax legislation; however, the increase of corporate income 
tax rate was certainly not one of them. experience has shown 
that such budget supplementing method is not only inefficient; on 
the contrary – it entailed some negative consequences. Lithuania 
was immediately included into the list of unreliable countries by 
investors, since not a single investor will be willing to enter or 
stay in the country that behaves unpredictably and may change its 
tax system every year. It needs to be admitted that one of the most 
important criteria in passing decisions concerning long-term in-
vestment is the stability of the country’s tax policy.  

Now it should be absolutely obvious to everyone 
that an increase of corporate income tax would only 
reduce the competitiveness of Lithuania in attracting 
investment, and, highly likely, would encourage the 
withdrawal of capital from Lithuania, the growth of 

“shadow” economy and tax evasion.

now it should be absolutely obvious to everyone that an increase 
of corporate income tax would only reduce the competitiveness 
of Lithuania in attracting investment, and, highly likely, would 
encourage the withdrawal of capital from Lithuania, the growth 
of “shadow” economy and tax evasion. nevertheless, strange as 
it is, proposals to increase the corporate income tax are still heard 
from time to time.  Lithuania is a small country, therefore, it is 
utmost important to maintain our attractiveness in respect of our 
neighbouring countries. In view of the current situation when in-
come tax in Estonia is paid only in case of profit appropriation, 
and in the neighbouring Latvia corporate income tax rate of 15% 
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is applied, we should be thinking not about an increase of corpo-
rate income tax rate, but rather about the ways how to maintain 
the attractiveness of Lithuania to foreign investment and retain 
the Lithuanian capital in the country. until now Lithuania was 
quite attractive state for holding companies; however, a much 
more favourable taxation regime in respect of holding compa-
nies will shortly be enacted in the neighbouring Latvia, which 
will definitely not contribute to the attractiveness of Lithuania.  
therefore, aiming at least to retain the capital in Lithuania, au-
thorities should not only forget about an increase of corporate 
income tax, but also seek ways to turn the corporate income tax 
system into the most attractive in the Baltic states. 

3. refraiN from drastic ameNdmeNts iN tax 
legislatioN  

The “night tax reform” of December 2008 introduced a signifi-
cant confusion not only in the Lithuanian Law on Corporate In-
come tax, but also the entire Lithuanian taxation system.   the 
correction of the mistakes made by the reform took nearly two 
years.  Both for national and foreign investors an extremely im-
portant factor is the predictability and stability of the tax burden.  
many businessmen, and all the more so, residents got simply lost 
in tax regulation seeking to discover an answer on what basis and 
how much taxes were due to be paid.  It is still in question whe 
ther the disruption of the balanced taxation system that had been 
in place since 2003-2004 actually benefited the State Budget.  
Having regard to the subsequent corrections and comparing on 
the one hand, then allegedly collected additional revenues, and, 
on the other hand, the lost investors, business confidence and loss 
in reputation, it is obvious that the answer is negative. For this 
reason, while not denying the possibilities to improve the current 
taxation system, it should be  noted that any amendments to the 
taxation system should be implemented with extreme caution, 
only having systemically and thoroughly analysed the shortcom-
ings of the existing taxation system and assessed any possible 
effects of the changes upon the business environment in Lithu-
ania and the scope of the tax burden.  Having opted for such a 
method of the improvement of the taxation system, some unclear 
provisions could be avoided (that nowadays are being tackled by 
ever changing official commentaries to tax legislation, or simply 
left to the jurisprudence, when often the principle of the inter-
pretation of all contradictions and ambiguities of the tax legisla-
tion in the favour of the taxpayer is often ignored); furthermore, 
this would facilitate the creation of a competitive and attractive 
(and most importantly – stable) business environment both for 
the businessmen already operational in Lithuania, or those only 
intending to invest in the country. 

4. Not to reduce aNy taxes without 
coNsideriNg the compeNsatioN for the loss 
iN the budget reveNues 

on the occasion of the election to the seimas an increasing 
number of different proposals concerning tax reduction are 
being submitted, without taking into account the effect of such 
proposals upon the budget and without substantiating the benefit 
by facts.  no proposals are, however, being submitted concerning 
the possible balancing of the tax reduction effect upon the budget.  
selected examples of such proposals include a recommendation 
to decrease the excise duty on fuel, apply a reduced vAt rate for 
food products and transportation tickets and increase the amount 

of tax-free income. 
surveys have shown that a reduction of the vAt does not have 
any material impact upon the final price of goods or services, 
therefore the benefit to the ultimate consumer will be only mar-
ginal.  The largest benefit of the tax reduction is then split be-
tween producers and sellers. A similar situation is evident from 
the practice of reduction of excise duty upon diesel fuel in 2009: 
having reduced the rate, the diesel fuel price in gas stations re-
turned to its initial level just several months later. 
Any decisions concerning a tax reduction passed without taking 
into account the need to balance the budget may help to achieve 
some short-term objectives; however, in the long-term perspec-
tive they produce adverse effect not only upon the budget col-
lections, but is also detrimental to the outlook of national and 
foreign investors. seeing a poorly balanced and ever changing 
taxation policy, investors are much more cautious in assessing 
Lithuania as the state attractive to investors. 

Seeing a poorly balanced and ever changing 
taxation policy, investors are much more cautious 

in assessing Lithuania as the state attractive to 
investors.

For instance, a corporate income tax reduction project imple-
mented this spring in one of the scandinavian countries not only 
provided for ways to compensate the loss in tax collection, but 
also considered that in relation to adopting the amendments it is 
necessary to take into account the economic situation at the end 
of the year, when the state budget is being prepared. Hence, any 
tax reduction projects should be based on a detailed analysis of 
the expected benefit and submitted together with the proposals 
how to compensate the shortage in funds resulting from the re-
duction of the tax rate. 

5. Not to establish differeNt tax regimes 
for differeNt legal forms  

establishment of different tax regimes for different legal forms 
does not stimulate the economy. neither it stimulates entrepre-
neurship, or increases employment rate or helps to achieve other 
desirable objectives.  A possibility to apply a more favourable tax 
regime by choosing a different form of economic activity only 
increases abuse of such tax breaks.  And it is not the Lithuanian 
nature or character to blame here. this is the ABC of the funda-
mental tax principles that was learned by many states – where a 
taxpayer is given a choice he will surely choose a way leading to 
the smallest tax “bill”.   And he will do so sometimes even in not 
entirely fair (or legitimate) ways.  
therefore, instead of tax reliefs and the differentiation of the re-
gimes to various legal forms, a much more transparent and effi-
cient way is to differentiate according to the nature of activity, its 
scope and other objective criteria.  Lithuania seems to be follow-
ing down this path by distinguishing farmers, and micro-compa-
nies.  And yet it does the same mistakes again – it is creating a 
concept most probably unheard of in the history: “free” and “not 
free” professions.  What is this distinction needed for – nobody 
can explain.  neither any explanation was suggested as to the 
criteria to refer to for the purpose of attributing oneself to a “free” 
or a “not free” profession.  Another example refers to the situa-
tion concerning the social security insurance contributions. even 
though the tax base for social security insurance contributions 
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is capped, the cap does not apply to all payer groups.  those are 
surely not the examples that should be followed.  these exam-
ples make our tax system only even more complicated, and at the 
same time more convenient to those seeking ways to contribute 
from their own pocket to the state Budget as little as possible. 

Establishment of different tax regimes for 
different legal forms does not stimulate the 

economy.

6. Not to address social problems by meaNs 
of tax reliefs 

It is not by chance that people say that good wishes lead to hell.  
social groups that need support exist in every society. many poli-
ticians believe that it is fair, very simple and prudent to introduce 
a tax relief that will automatically eliminate the problem: no ad-
ditional administration will be required and the support will fast 
and efficiently reach those who need it most.  Unfortunately, two 
things are forgotten in this respect.  First, the goods and services 
concerned are consumed, or the income or assets are received or 
owned not only by socially needy groups, but rather many oth-
ers.  secondly, a fairly large part of the society tends to abuse any 
reliefs offered.  therefore it is almost in any case that a “leak” of 
support may be programmed – to those who do not need it or do 
not even ask for.  take, for instance, the “eternal” vAt relief for 
heating.  the goal looks noble, however, the bulk of the support 
benefit is thus granted to those who are sufficiently rich as it is, 
since the larger immovable property one has, the more heating is 
used, the more relief is granted to the applicant.  such outcome, 
contrary to the declared objectives is characteristic of most vAt 
and other consumer tax reliefs.  the situation is no better when 
certain social groups (i.e., disabled, pensioners, single parents, 
etc.) are thought to be entitled to income or property tax reliefs.  
this most often causes make-believe transactions or actions fol-
lowing which the income is declared or the property is taken over 
by persons not entitled to the tax relief.  And finally, the cases 
related to the disabled or single parents are even worse, since it is 
so easy to become a “disabled” or a “single”. 
Quite frequently attempts to address the problems referred to ear-
lier lead to making another error: an administrative mechanism 
and an apparatus for the application of the relief to manage are 
put in place.  As a result often is forgotten and denied one of the 
primary objectives – to grant support to certain social groups in a 
simple way, without any complex administration. 
unfortunately, a right decision there is only one.  socially needy 
groups have to be supported directly.  Whether these are targeted 
benefits, coupons or compensations – is rather a matter of tech-
nique.  true, the system requires an administrative apparatus.  
However, it is still better, less costly and more efficient to have 
an integrated system of social benefits, rather than try to close 
numerous gaps through which the support simply “leaks”.  And 
each tax reliefs created on social basis entails such a gap.  

However, it is still better, less costly and more 
efficient to have an integrated system of social 

benefits, rather than try to close numerous gaps 
through which the support simply “leaks”.  And 

each tax reliefs created on social basis entails such 
a gap.

7. Not to coNfuse those who eNriched 
illegally with well-earNiNg aNd educated 
specialists 

In Lithuania it is still customary to consider a person receiving 
substantial income to be dishonest or having enriched by illegal 
means.  many politicians in proposing any changes in the tax 
system are also “stuck” to this quite distorted belief.  
It would be appropriate to look a little deeper and distinguish seve-
ral things.  First of all, if a person honestly declares and taxes all his 
employment income or other income from active economic activi-
ties, and the income are higher than average, this does not mean 
that the person has enriched by illegal means.  this only means 
that the person is hard-working, smart and enterprising, and most 
probably a good specialist in his area.  In the opposite case nobody 
would pay him for his skills and abilities the amount he is paid.  
surely, it is necessary to understand that people who have enriched 
illegally have not declared their income or paid the taxes on the 
income illegally gained.  should the income tax rate be increased 
or the progressive income tax rate introduced, the income gained 
illegally will not be taxed more, in fact the measure will in no way 
affect those who have enriched illegally.  this phenomenon needs 
to be combated employing all the currently available tax adminis-
tration measures: to compare the assets of the specific person and 
his family members and other closely related persons and their 
expenses with the income declared, and to consistently tax the 
amounts that do not balance.  Furthermore, there are also penal 
measures in place designed specifically for the purpose. 
speaking of passive income (such as dividends, interest, rentals, 
etc.) – many politicians assume that such income is gained by 
very rich only.  this is not true; income of the type is received by 
people from different circles of the society.   the passive income 
should be taxed in a fair way.  However, it is also necessary to take 
into account the fact that those able to invest any more significant 
amounts normally have knowledge and abilities to channel their 
income flows to other states, or even to leave to other states them-
selves. And that is disadvantageous in all respects, since it will 
lead not only to the loss of tax revenue on the channelled income: 
it is those who are well-off that also consume more and directly, 
or indirectly create more jobs.  For instance, currently interest of 
certain kinds is exempt from tax, and that is neither logical, nor 
fair.  However, dividends today are taxed at a rate higher than other 
types of income.  Quite possibly, the 20% tax rate seems tolerable 
to most receiving dividends. However, there is still not clear how 
they would view a 40% rate as proposed by some politicians advo-
cating progressive taxes. 

Hence, it is not appropriate to regard somebody 
hard working and earning well as someone 
who has enriched illegally, and the taxation 
of passive income should not be excessive. 
Otherwise, the flip side may hit and hurt 

everyone, and for a long time.
Hence, it is not appropriate to regard somebody hard working and 
earning well as someone who has enriched illegally, and the taxa-
tion of passive income should not be excessive. Otherwise, the flip 
side may hit and hurt everyone, and for a long time.
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10 commandments (what to do): 

1. to iNtroduce the “ceiliNgs” of the 
health aNd social iNsuraNce coNtributioNs 
for all payers 

the previously mentioned attractive PIt rate does not mean that 
Lithuania is a country in which it pays to receive and pay the sal-
ary.  It is known that apart from the PIt other taxes such as manda-
tory Health Insurance (mHI) and the state social Insurance (ssI) 
contributions are deducted from salaries and paid additionally by 
the employer.  the overall tax burden on the employer is very high 
especially as there are no “ceilings” to the mHI or ssI. 
social insurance contributions in Lithuania are rather high, how-
ever, even though subjected to such high taxes residents cannot 
be assured they will receive sufficient pensions in the future. Fur-
thermore, health insurance services in Lithuania fail by far to meet 
the expectations of residents as the payers of mHI contributions. 
those earning more money surely do not get sick more often.   Fur-
thermore, quite a number of employers, in addition to paying the 
mandatory MHI contributions acquire for the benefit of their em-
ployees additional (voluntary) health insurance – so that the health 
care for them is more convenient and easier accessible.  In other 
words, we pay for two and receive one.  

The overall tax burden on the employer 
is very high especially as there are no 

“ceilings” to the MHI or SSI. 

since the employer costs remain the largest obstacle for the en-
hancement of Lithuania’s competitiveness in order to attract foreign 
investment, employer costs should be reduced. For this purpose 
it is absolutely necessary to introduce “ceilings” for all taxpayer 
groups, especially where those engaged in individual activities and 
authors not working according to employment contracts currently 
enjoy certain limits from which they are exempt from the contri-
butions. And in general, if one person manages to earn income of 
several different kinds, why such income cannot be subjected to 
one single “ceiling” (needless to mention that for instance, work-
ing under an employment contract and at the same time having a 
business certificate the MHI contributions are doubled – i.e., paid 
separately from each type of the income received)?  In any case 
in the future the person will receive only one pension, and in the 
hospital he will still be supplied with one bed rather than two.  

2. combiNe laNd aNd immovable property 
tax seekiNg the efficieNcy of the system, 
aNd the uNiversality of the tax to be 
achieved by broadeNiNg the base aNd 
reduciNg the rate   

Having expanded the immovable property tax base for residents 
the tax was called the luxury tax.  However, after the new land tax 
computation comes into effect as of 2013 (the tax rate will increase 
up to 4% and the tax will be calculated from the average market 
price), and the increased upper limit of the immovable property tax 
(3%), the payment of the two taxes to many of the residents and 
companies may actually become an unbearable burden.  Despite 
the fact that the Centre of registers claims that the methods of 

statistical analysis and valuation used for the purpose of property 
valuation eliminate from the established value of the building its 
part that is determined by the plot of the land under it and its char-
acteristics, the reality may be entirely different and the possibility 
that the location of the property will affect the tax values of the 
two objects (i.e., the building and the land on which the building is 
located), is still very tangible.  thus, to avoid a shock, there is only 
one remedy – to combine the land and the immovable property 
tax into one single tax.  such merging of the taxes would produce 
one more benefit – would reduce the tax administration costs, the 
system would become clearer, based on a single tariff, base and 
calculation rules. 

For the immovable property tax to become efficient 
and be able to perform its function, it is necessary 

to expand its basis (i.e., to lower the currently 
effective tax-free minimum of MLTL 1), and reduce 

the rate.  

For the immovable property tax to become efficient and be able 
to perform its function, it is necessary to expand its basis (i.e., to 
lower the currently effective tax-free minimum of mLtL 1), and 
reduce the rate. 

3. iNcrease the Number of double taxatioN 
treaties aNd seek to reNegotiate more 
beNeficial terms aNd coNditioNs  

In terms of the number of the double taxation treaties Lithuania 
does not stand out even among the neighbouring Baltic states. An 
overview of the list of the states with which Lithuania has conclud-
ed double taxation treaties, as well as the agreements concluded 
in the most recent time gives rise to a number of questions.  How 
come Lithuania that declares its objectives to become the regional 
leader of foreign investments does not need the “trump card” of 
double taxation treaties?  Indeed, some regulations in the Lithu-
anian national legislation are sufficiently favourable for foreign 
investors.  But a broad network of double taxation treaties would 
not only attract foreign investment into Lithuania, it would also 
help Lithuania to become an attractive regional holding jurisdic-
tion.  therefore, why Lithuania should not try to conclude double 
taxation treaties with such countries as Japan, Australia, Brazil and 
the middle east states that are always looking for ways to invest 
their capital earned from the oil business. By including these states 
into the “club” of double taxation treaty partners Lithuania would 
avoid another (rather undesirable) alternative – unilaterally mak-
ing all national tax reliefs available to all third countries (and at the 
same time losing tax revenue), as Latvia did quite recently.  
But a broad network of double taxation avoidance agreements 
would not only facilitate attraction of foreign investment into Lith-
uania, it would also help Lithuania become a state of investment 
transit.
Furthermore, there is also another side of the coin – interests of 
Lithuanian investors.  Lithuanian businesses have been for some 
time already quite actively investing in the ukraine, Belarus, 
Georgia, russia and other states of the region. And Lithuania has 
concluded the double taxation treaties with all those states.  nev-
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ertheless, it begs a question whether any steps have been made to 
enhance the attractiveness of those double taxation treaties in the 
course of the past 13 years, when the last treaty was signed with 
one of the above-mentioned states. this could encourage Lithu-
anian businesses to look for opportunities in the netherlands or 
in Cyprus, through which Lithuanian capital often is transferred 
abroad – mainly due to more favourable terms provided for in the 
double taxation treaties.

4. abolish  vat reliefs

routinely, in the period preceding the elections, politicians start 
suggesting new proposals on measures to promote the economic 
development and tackle different social problems.  one of such 
measures that have been actively discussed in the recent years 
was the introduction of vAt reliefs for different types of goods 
ranging from essential food products to bicyclist helmets.  How-
ever, introduction of reduced vAt rates neither stimulates the 
economy, nor it helps in addressing financial problems of lower-
income residents; an even more concerning outcome is all the 
administrative problems arising where the law provides for sev-
eral (or even tens) products and service groups subject to reduced 
vAt rate.  

However, introduction of reduced VAT rates 
neither stimulates the economy, nor it helps in 

addressing financial problems of  lower-income 
residents; an even more concerning outcome is all 
the administrative problems arising where the law 
provides for several (or even tens) products and 

service groups subject to reduced VAT rate. 

 

unfortunately, introduction of vAt reliefs in most cases only in-
creases the profit margin of the sellers while the price of the 
goods normally does not become lower; thus, the consumer es-
sentially does not enjoy any benefit.  The most outstanding ex-
ample is the vAt relief for hotel services that has been rejected 
and nonetheless was at the end of the day introduced.  However, 
the truth is that the vAt relief did not actually reduce the prices 
for hotel services, thus it did not help to attract more tourists.  
Besides, as it has been mentioned, the cost for the state related to 
the administration of countless tax reliefs is really outstanding. 
since any vAt reliefs do not actually produce any social or eco-
nomic benefits, there is no logical explanation as to why the state 
should be wasting funds for the administration of such reliefs.  
An application of a single (and probably lower) vAt rate could 
lower the administrative burden both for the tax administrator, 
and the business; consumers would equally benefit from that, as 
the overall vAt burden would be lower irrespective of the goods 
they purchase – essential food products, bicyclist helmets, or any 
other. 

5. iNtroduce cash registers, reduce the 
usage of cash aNd otherwise combat the 
“shadow” ecoNomy 

In october 2012, members of the tax group of the IF visited the 
Gariūnai market place.  It was at the very entrance that they saw 

a snack kiosk with a note “Pay at the cash register”. We checked 
– true, the cash register was in place, printing receipts.  then 
we split up and performed 12 control purchases of different 
goods.  When we asked for a purchase receipt, in 8 cases it was 
immediately issued.  three vendors explained that they had left 
the receipt book in some other place, or at home, and that they 
would gladly issue a receipt if we came back the next day.  there 
was only one vendor who explained that he has no receipt book 
whatsoever.  A vendor of tobacco products printed a receipt im-
mediately after requested; however, the lighter was entered in 
the same row as the cigarettes, which shows that the lighter was 
most probably not accounted for. the visitors were pleasantly 
surprised in the parking lot where the employee was holding a 
ready cash receipt at the very entrance to the lot.  thus it is pos-
sible to conclude that in Gariūnai market place some order is be-
ing put in place.  
However, certain other things also came as a surprise.  We per-
formed all test purchases in a trading lot that is at least 1 sq. km in 
area, completely covered. Actually traders in the open air could 
be seen only in the outskirts of the market place. the entire cov-
ered area is supplied with electricity. However, trading without 
using cash registers is authorised in the entire area, since this 
is considered trading in the open air.  Officially, it does comply 
with the provisions of the Description of the Procedure for the 
use of Cash registers; however, may be the Description is way 
too liberal. 
In the meantime, the entire newly built trade pavilion was empty 
though the market place is open until 2.00 p.m. People at the 
market place explained that the pavilion was used for whole-
sale trading (for selling to Latvians, also smaller traders from 
Gariūnai  and other market places), and that the trading is organ-
ised at night time – on tuesdays from 2:30 a.m., and thursdays 
from 3:00 a.m., on other days – from 4:30 or 5:30 a.m.  there-
fore, according to the people at the market place, by 8:00 a.m. the 
place is empty.  on the one hand, interesting how the income is 
accounted for in that “commodity exchange”, on the other hand 
– isn’t it strange that while hundreds of traders hardly manage in 
the old trading pavilion, a huge new pavilion is standing nearby 
completely empty?  The answer is sufficiently clear: in the pavil-
ion they would need to use cash registers... 
thus, despite some positive developments, it is way too early to 
stop monitoring the Gariūnai market place and the cash register 
introduction project. 
Another problem that has been impossible to overcome for any 
government is the taxi business.  Last year the tax Inspector-
ate and the Vilnius City Municipality finally made an attempt to 
take some measures in this respect.  one year passed, however, 
and still nothing like a civilised taxi services exists in vilnius 
(and actually in the entire country).  It is really strange that in 
the XXI century it seems not possible (or maybe unwilling) to 
introduce some order in this quite elementary area.  the area at 
the same time being very important, since, even if we do not have 
our national airline, taxi is the face of the city, similarly as is the 
airport.  If the service became a little more expensive due to ad-
ditional metrological or administrative requirements, this would 
not cause any damage to any socially supported groups of the 
society or any adverse effect upon other business areas.  on the 
contrary, such measures would reduce the entire “shadow” chain, 
since the illegal taxi business is a hiding screen for the illegal 
supply of fuels, illegal repair and service stations, a chain of trad-
ing in spare parts of stolen cars, etc. 
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the “shadow” economy cannot exist without cash. In the course 
of the past several years the Government did implement several 
proposals by the IF, that hopefully will help improve the ad-
ministration of cash settlements. However, much more can be 
done with a view to reducing the scope of settlements in cash. In 
connection with other measures this would contribute greatly to 
combating the “shadow” economy.

The “shadow” economy cannot exist without 
cash.  In the course of the past several years the 

Government did implement several proposals 
by the IF, that hopefully will help improve the 
administration of cash settlements.  However, 

much more can be done with a view to reducing the 
scope of settlements in cash.  In connection with 
other measures this would contribute greatly to 

combating the “shadow” economy. 

6. to improve tax admiNistratioN 
experience has shown that one of the factors determining a selec-
tion of tax jurisdictions is the “friendly” environment created by 
the state.  many must have had a chance to ascertain that even 
the most perfect system established by legislation may be non-
operational if its administration is faulty.  therefore, in order to 
make Lithuania a more attractive tax jurisdiction not only due to 
its favourable taxation system, it is of utmost importance to con-
sider the functioning of the tax administration system. 
First, it should be recalled that the proposal submitted by Inves-
tors’ Forum on more than one occasion to simplify the adminis-
tration of the mandatory Health Insurance (mHI) and the state 
social Insurance (ssI) contributions by delegating the admin-
istration to a single institution remains outstanding (although 
different other proposals in the form of projects were submitted 
too).  We believe that the institution authorised to administer the 
mHI and sss contributions should be the state tax Inspectorate 
(stI), while sodra should be assigned responsible for adminis-
tering benefits only – this would help saving the administration 
costs and simplifying the administration process itself. Also, as 
we have noted more than once, a unified base for the PIT, MHI 
and SSS contributions and clear-cut rates would significantly fa-
cilitate not only their administration, but would also make the 
system much more understandable to ordinary taxpayers.  

Experience has shown that one of the factors 
determining a selection of tax jurisdictions is the 

“friendly” environment created by the State.

second, while appreciating the possibility granted to taxpayers 
as of 1 January 2012, to apply to the stI with requests to take 
binding rulings that the stI itself would be obliged to comply, as 
opposed to commentaries of tax legislation or its own interpreta-
tions, we would still like to note that the number of such rulings 
is very little, and part of the applications to pass a binding ruling 
is reclassified into inquiries with a request to pass a decision on 
uncomplicated issues. Investors‘ Forum has been consistent in 
its position that such requests to pass binding rulings should be 
levied with a stamp duty of a reasonable amount; this would help 
balancing the requests’ flows and avoiding requests to pass bind-
ing rulings on uncomplicated issues.  moreover, experience has 

shown that the procedure for drawing up responses to applica-
tions or inquiries of taxpayers is not sufficiently effective.  Hav-
ing implemented the structural reform of the stI (which left the 
examination of inquiries filed by taxpayers decentralised though 
formally sought its centralisation), the examination of an inquiry 
now takes longer (about 2 months, which is equivalent to the 
time limit allowed according to the law to examine a request to 
pass a binding ruling on complex issues), while special issues 
(answers to which are not provided in the official commentary 
of the particular tax law) are still being examined in a centralised 
procedure, i.e., at the Law Department of the stI.  
third, businessmen carrying activities in Lithuania often encoun-
ter another neither sufficiently flexible nor friendly tax authority 
– the Customs.  Although the legal regulation of customs duties 
is assigned to the competence of the european union, the Lithu-
anian Customs have passed a number of regulations governing 
procedural issues and implementing the eu Law. the whole 
set of these regulations is a challenge to professionals, and even 
more so to ordinary importers.  No efficient personal consulta-
tion system has been put in place, therefore an inquirer seeking 
to clarify even a simple question is often referred not only to 
customs offices of different levels, but also to even minor units 
within such offices.  Furthermore, even that provides no guar-
antee that the person will eventually receive the answer to his 
inquiry.  It is perhaps even inappropriate to mention the attitude 
towards a potential importer.  
And finally, mention should be made of the increasingly popular 
“negotiations” with the tax authority in order to make an agree-
ment on tax amount, to which infrequently taxpayers refer only 
for the reason that litigation with the stI is neither an attrac-
tive nor a predictable undertaking.   such a progressive and from 
the regulatory point of view positive phenomenon as the agree-
ment concerning the amount of the tax in practice often turns 
into something similar to bargaining in the market without suf-
ficiently considering the content of the arguments which neither 
of the parties has sufficiently.  The existing, or not existing, un-
written or simply not published internal “guidelines” of the stI 
on negotiations and all the possibilities not always correspond to 
the actual situation, therefore in this respect a more flexible ap-
proach or a clearer disclosure of the possibilities available to the 
taxpayer is required.  

7. assessmeNt of tax relief for iNvestmeNt 
projects should be coNducted aNd timely 
decisioNs should be takeN prior to 2014 

since 2009, corporate income tax relief has been applied in Lith-
uania, allowing to reduce taxable income up to 50 % for the com-
panies investing in essential technology upgrade, new production 
and capacity enhancement. Currently, the period of corporate in-
come tax relief is 2009-2013. At the time when the tax relief was 
introduced, the Government claimed that upon the expiry of tax 
relief period its impact assessment would have to be carried out, 
changes in corporate productivity indicators identified, etc. Fur-
thermore, if the positive changes would be determined as related 
with corporate income tax relief, the proposals would be made to 
extend the tax relief period. It was decided to assess the impact 
three years later, which means that the impact assessment should 
have been started already. However, even though the year 2012 
is coming to an end, it is not yet clear whether the tax relief will 
be extended and, in case it will be extended, to what extent and 
which period it will cover.   
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Investments require significant funds; therefore, 
business is interested to plan them well in advance. 

If the Government considers the renewal of 
Lithuanian businesses, attraction of new investment 
as well as an increase of productivity and efficiency 
a priority, the decision regarding the extension of 
investment relief should be taken not in 2013 but 

already now, in 2012. 

Investments require significant funds, therefore, business is in-
terested to plan them in advance. If the Government considers 
the renewal of Lithuanian businesses, attraction of new invest-
ment as well as an increase of productivity and efficiency to be a 
priority, decision regarding extension of investment relief should 
be taken not in 2013 but already now, in 2012. Furthermore, the 
years when corporate income tax relief has been applied show 
that the relief is not equally available to companies representing 
different sectors. It is important to extend the possibility of tax 
relief for those business sectors to which it has not yet been ap-
plicable (for example, companies in the transport sector).  

8. iN the attempt to eNhaNce lithuaNia‘s 
competitiveNess iN the area of taxatioN, 
a coNtiNuous moNitoriNg of other 
jurisdictioNs should be carried out, 
eNsuriNg a timely respoNse to aNy chaNges 
withiN them

the countries, having similar structures of economy, compete for 
investment and introduce more favourable tax environment than 
elsewhere. As a rule, the most desirable investments are the ones 
in the area of R&D, innovation development, in-service qualifi-
cation of employees, more advanced production technologies as 
well as job creation. such investment fosters a country‘s com-
petitiveness in production, industry and services, boosts export 
volumes and in such a way results in an increase in state tax rev-
enues in the long-term perspective.  
With the aim of fostering the Lithuania‘s competitiveness in the 
area of taxation, a continuous monitoring of other jurisdictions, 
particularly neighbouring jurisdictions, should be conducted, and 
a timely response ensured.  
Considering the fact that in Estonia reinvested profit is tax ex-
empt, and that in Latvia a much more favourable  holding compa-
ny tax regime compared to that in Lithuania will be introduced in 
the near future, the assessment of Lithuania‘s possibilities to ap-
ply the taxation environment favourable to holding companies is 
of paramount importance, within the nearest time frame possible.
On the other hand, reserves should be identified to offset potential 
budget losses due to the application of a more favourable taxation 
treatment for investment. to facilitate the process, a thorough and 
in-depth analysis of a reduced vAt rate should be carried out. For 
example, in Lithuania a reduced vAt rate is 5 or 9 %, whereas in 
Latvia and estonia reduced vAt rates of 9 or 12%, respectively, 
are applied for similar goods and services; since July 1, 2012 
the basic vAt rate has been 21 % (like in Lithuania), whereas in 
estonia it is one percentage point lower  - 20 %. 
Furthermore, there are a number of other tax measures which 
could help Lithuania distinguish itself from other countries or 
follow the best-case examples.

A wide network of favourable agreements aimed at avoiding dou-
ble taxation makes netherlands a particularly attractive country 
for investment. As has already been mentioned, Lithuania should 
set specific long-term goals and place a much greater focus on 
developing the network of agreements to avoid double taxation. 
After an analysis of the investment agreement network in Lithu-
ania’s main competitor countries has been conducted, strategic 
plans could be developed as to which regions of the world should 
be targeted to attract investment to Lithuania. this can be achieved 
by concluding agreements with the countries of these regions and 
thus differentiating itself from the neighbouring countries. For 
example, if we seek to attract investors from the Asian region, we 
should invest into the networking of agreements to avoid double 
taxation within this region. the agreements concluded should in-
clude favourable conditions for investments. Paralelly, Lithuania 
should network cross-border agreements on social security and 
pension provision with non-eu countries.    
We should also prioritize our participation in international orga-
nizations and integrate modern tax instruments developed by the 
said organizations into our taxation system. Among the best case 
examples to follow is estonia’s participation in the organization 
for economic Cooperation and Development (the oeCD). the 
documents published by the oeCD could be directly used as 
guidelines, such as, for example, transfer Pricing Guidelines, or 
otherwise transposed into Lithuania‘s national law. such docu-
ments are usually elaborated over the years, with the contribu-
tion of tax administrators representing the largest countries, and 
therefore should be regarded as mature and finalised. Further-
more, they are based on a greater experience gained in other 
countries. such an approach would facilitate the development of 
a more stable and clear taxation system both for foreign investors 
and Lithuanian business. 
We propose to focus more on the plans to reduce employment-re-
lated income tax in Latvia and estonia rather than constantly es-
calate the topic on the introduction of progressive taxes in Lithu-
ania, which has recently become a subject of intense discussions.  
to sum it up, our ambition to enhance Lithuania‘s competitive-
ness in the area of taxation should be based on a continuous 
monitoring of other jurisdictions, and a timely response to any 
changes within them. Furthermore, initiative should be under-
taken with an attempt to be updated for modern times.  

In order to enhance Lithuania‘s competitiveness 
in the area of taxation, a continuous monitoring 

of other jurisdictions should be carried out, and a 
timely response to any changes within them should 

be ensured. Furthermore, initiative should be 
undertaken with an attempt to be updated for modern 

times. 

9. share based reward schemes should 
become a more attractive form of reward 
thaN others 

employees are one of the best “assets” at any employer’s dis-
posal, therefore all attempts to retain and properly motivate them 
should be of utmost priority. one of the long-term employee mo-
tivational tools to have gained popularity all over the world re-
cently is the so-called option scheme (employee share scheme), 



which basically means that upon attaining their goals the em-
ployees are entitled to the company’s shares. such an entitlement 
makes it possible for an employee to assume a shareholder’s 
role and therefore is particularly attractive to most employees. It 
makes them feel they have acquired the right to partially manage 
the company where he/she is employed, participate in decision-
making and obtain a tangible benefit if the company ensures good 
performance. Furthermore, such a motivational tool would en-
courage a more active involvement in the derivatives market of 
the persons who would never participate in this market other-
wise, but for the employee stock option granted by the employer. 
thus, employee stock scheme would contribute to the develop-
ment of alternative capital market. 
the income of stock scheme participants should be more favour-
ably taxed than the income related to employment relations – 
specific tax relief should be applied to “deferred” payment of re-
muneration to make this scheme more attractive. We propose not 
to impose personal income tax and soDrA (social security con-
tributions) on the part of the income which is obtained no sooner 
than three years after the day of signing the contract regarding 
the employee share scheme proposed by the company. such a tax 
incentive has been applied in estonia for several years already. 

The income of stock scheme participants should be 
more favourably taxed than the income related to 

employment relations – specific tax relief should be 
applied to “deferred” payment of remuneration to 

make this scheme more attractive.

If a more favourable tax treatment on motivational share scheme 
were introduced, the above mentioned long-term employee mo-
tivational tool could become much more attractive than simply a 
pay rise or bonuses. It could serve as an incentive for employees 
to boost their loyalty, encouraging them to perform better, and 
achieve the set goals. At the same time they would be willing to 
work at the company. As a result, employee turnover would be  
reduced.    

10. maNdatory property aNd iNcome 
declaratioN for iNdividuals should be 
iNtroduced

According to different evaluation methods, “shadow” economy 
in Lithuania accounts for about 1/3 of all real economy. “shad-
ow” economy means first and foremost “shadow” income, which 
is, however, sooner or later spent, and not merely within the 
“shadow” sector. Eventually, a significant part of “shadow” in-
come is converted into real property, which could be registered 
or turned into otherwise objectively measurable assets. We live in 
an information age, and it gets more and more difficult to come 
up with a logical explanation as to why mandatory property and 
income declaration for individuals has not yet been introduced. 
one of the reasons could be that the absence of such an obligation 
would not make it easier for a tax administrator to more easily 
identify “a typical” taxpayers compared to analogous groups, his/
her relatives, etc. or maybe it threatens some of us as a preven-
tive measure, which could deter a certain individual, potentially 
interested in obtaining ‘shadow’ income, from concluding “shad-
ow” transactions in the future. or should we agree with certain 
statements made by some politicians that the costs of introduc-
ing mandatory property and income declarations for individuals 
would be greater than the benefit it might eventually bring?  
unfortunately, under the present circumstances, when annual 
property declarations are filed only by a small portion of the pop-
ulation and the list of individuals required to file their property 
declarations keeps changing, there is still a high potential for in-
dividuals to conceal their tax evasion and to remain inconspicu-
ous. therefore, mandatory declarations of property and income 
for individuals should be one of the essential measures taken to 
combat “shadow” economy and tax evasion.

Mandatory property and income declaration for 
individuals should become  one of the essential 

measures taken to combat “shadow” economy and 
tax evasion. 
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