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Corporate inCome tax 
Corporate income tax should be assessed as a stable tax that 
is becoming increasingly attractive and business-friendly. 
Corporate income tax in Lithuania essentially meets the golden 
“broad base – low rate “rule. 

Corporate income tax in Lithuania 
essentially meets the golden “broad base 

– low rate“ rule.

Key advantages: 
• one of the lowest rates in the EU, classical system, the tax 
base has changed little since 200�;
 • attractive depreciation calculation rules; 
• dividend taxation – one of the most attractive regimes in the 
EU; 
• attractive participation exemption for holding companies, 
exemption from taxation of capital gains of non-residents’ 
resulting from disposals of companies operating in Lithuania; 
• attractive rules for corporate re-organisations; 
• income of foreign branches is exempt from taxation in 
Lithuania which eliminates the need to recalculate income and 
costs of foreign branches according to Lithuanian rules; 
• taxes withheld at source have become nearly extinct; 
• attractive tax reliefs for R&D and investment; 
• attractive arrangements for the carrying-forward of losses 
including group loss relief; 
• prevalence of substance over form and consistent replacement 
of dogmatic commentaries by contemporary considerations. 
The current taxation system does not actually require any essential 
amendments or changes; on the contrary, no essential changes 
should be initiated. Subsequently, consistent improvement and 
elaboration of the system is highly recommended having regard 
to the factual changes and needs, and also to the Investrment 
Promotion Programme approved by the Government. Since 
the Investment Promotion Programme mostly focuses on high-
added value services consideration should accordingly be given 
to further possibilities for improvement of the corporate income 
tax system. 
Therefore the following changes of the law on corporate income 

tax and other issues related to corporate income tax should be 
considered: 
• reduced rate (deemed allowable deductions) on income from 
financing activities; 
• reduced rate (deemed allowable deductions) on income from 
disposals or franchises of intellectual property. 
Another issue that needs to be further improved is the taxation 
of controlled foreign entities (“CFC income”). Under the 
current legislation a Lithuanian company having established 
a subsidiary, e.g., in a free economic zone in Belarus that 
exports most of its output into other CIS States would be, in 
Lithuania, subjected to corporate income tax on the income of 
the subsidiary. This is clearly not a tax evasion case. Therefore 
the current taxation regime should be reviewed. 
Finally, an issue of specific importance in the context of 
corporate income taxation is still the small number of double 
taxation avoidance agreements (still below 50), and the no-
longer attractive terms of some of these agreements. In the 
pursuit to attract international corporate holding, finance, 
intellectual property and other structures to Lithuania it is most 
important to continue increasing the number of double taxation 
avoidance agreements. Such agreements need to be concluded 
with Southeast Asian, Middle East and Latin American States 
– these are the regions to which the future belongs, they will 
definitely be having interests in Europe and Lithuania needs to 
start making appropriate preparations in this respect. Second, 
there is an urgent need to renegotiate certain provisions of 
the agreements with Belarus, Ukraine and other CIS States. 
Lithuania does have the chance to take over part of the 
international tax structures currently attracted by such countries 
as the Netherlands and Cyprus, and this is what the country 
should be seeking. 
A less favourable introduction was the shortening of the deadline 
for the submission of income tax returns from 9 to 6 months 
following the end of a tax period. The deadline was shortened 
because without having the data on income tax returns until 
October, the Ministry of Finance could not draw up a reliable 
draft budget to be submitted for the autumn session of the 
Seimas. However, (�) income tax is only the fourth by size in 
the budget, (2) the data of the tax returns for – say 20�0 – that 
the Ministry of Finance receives by 30 June 20�� affects the 
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advance corporate income tax payable for 20�0; it, however, 
does not affect the actual income tax payable in 20�0; (3) 
during the recent economic crisis a number of corporate income 
taxpayers shifted from advance income tax payment according 
to previous periods to payment according to expected results. 
Therefore the value of the accelerated declaration of corporate 
income tax is doubtful and returning to the previous 9 months 
deadline is recommended. 

immovable property tax 
An immovable property tax has been traditionally levied on 
legal persons. In the course of the past several years natural 
persons transferring on the basis of lease or otherwise their 
immovable property to legal persons to be used in economic 
activities were included in the taxable population. The rate of 
the tax is moderate, however the procedure for its calculation is 
not in all cases very clear or fair: 
• in certain cases the delineation between movable property 
(equipment and machinery) and immovable property (buildings 
and structures) is not very clear; 
• the Law on Immovable Property Tax does not regulate the 
procedure for taxation of property that for objective reasons has 
not yet been registered in the Register of Immovable Property; in 
practice the tax is levied on the carrying amount of the property 
which does not comply with the provisions of the Law; 
• after the property is registered and its taxable value is 
finally established, no procedure has been put in place for the 
recalculation of the tax after a five year period as is the case with 
all other taxes; 
• in practice on a number of occasions the substance over 
form rule is not operational and the possibility to correct any 
evaluation errors after a five year period is thus not realised.
 A universal immovable property tax exists 

in most developed economies, and in a 
majority of cases the immovable property 
tax is payable by the owner irrespective 
of whether or not the property is used 
in business activities, or for private 

purposes.

We believe a number of amendments are required to the Law on 
Immovable Property Tax designed to address and eliminate the 
deficiencies identified. 
A universal immovable property tax exists in most developed 
economies, and in a majority of cases the immovable property 
tax is payable by the owner irrespective of whether or not the 
property is used in business activities, or for private purposes. 
Our view in this respect is consistent and unequivocal: this 
kind of tax needs to be introduced. The tax should be universal, 
without any exceptions by type of immovable property, status 
of the owner (pensioner, disabled, etc.), and without exemption 
for the first housing property. Instead a non-taxable minimum 
of a reasonable amount should be introduced (possibly subject 
to indexation). 

land tax 
The Law on Land Tax is perhaps the oldest in the Lithuanian tax 
legislation and undoubtedly, the shortest in terms of text. When 
assessed in the overall context of the taxation system neither 
the purpose, nor motivation for reliefs, nor the purpose of such 
reliefs are sufficiently clear. 
Complete exemption of forest land, to say the least, provides 
no incentive to use the land effectively. There could be some 
minimum taxation that would naturally encourage owners 
to take care of the quality of the forest, its maintenance and 
reforestation needs, etc. and to generate enough income to at least 
cover the tax costs. This would promote enterprise initiative, 
transparency, enhance efficiency and eventually create more 
jobs in the forestry sector. 
The tax reliefs in respect of the land tax, which is essentially one 
of the property taxes, granted to individual social groups rather 
than to certain objects up to a certain minimum taxable value is 
an example of socially attractive but defective administration. 
It is no secret that in Lithuania disability certificates can be 
obtained for one single purpose  – to obtain as many possible 
different social benefits and tax reliefs. A fair and reasonable 
solution in this case would be to relate any tax reliefs, to the 
property value and/or the income earned rather than to the 
health condition, pensionable age or working capacity of the 
landowner. 

In general terms this Law appears 
morally obsolete and should be 

essentially rewritten following prior 
identification of the objectives assigned 

to the tax as a fiscal and regulatory 
measure. A convenient occasion to do this 
would be in relation to the introduction of 

an immovable property tax.

The charge for land lots up to LTL 5.00 per year is exempt from 
land tax, and the land tax return is prepared and submitted to 
taxpayers by the tax administrator – this is a clear indication 
that the tax collection costs in certain cases significantly exceed 
the proceeds from the tax. Is LTL 6.00 a sum really worth  
administering? 
In general terms this Law appears morally obsolete and should 
be essentially rewritten following prior identification of the 
objectives assigned to the tax as a fiscal and regulatory measure. 
A convenient occasion to do this would be in relation to the 
introduction of an immovable property tax. On the other hand, 
however, this could be done independently without waiting for 
the introduction of a universal immovable property tax. 

personal inCome tax 
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. The PIT rate has 
recently been a subject of intense discussions in the background 
of recurring attempts to introduce progressive tax rates alleged-
ly seeking to enhance social justice. 
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In the opinion of the “Investors’ Forum” 
the introduction of progressive rates 
would not contribute to social justice 

(progressive taxation is already in place 
through the application of the tax-

free income amount); Instead it delays 
recovery of the Lithuanian economy: 

from the point of view of 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 budge.
In the opinion of the “Investors’ Forum” the introduction 
of progressive rates would not contribute to social justice 
(progressive taxation is already in place through the application of 
the tax-free income amount); Instead it would delay the recovery 
of the Lithuanian economy: from the point of view of 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. 
Having in mind that apart from the PIT other taxes such 
as mandatory 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. 
In principle, when assessing the recent changes in the PIT 
system the following advantages of the system seem to be worth 
mentioning: 
• one of the lowest tax rates in the EU; 
• reliefs, encouraging long-term accumulation of funds 
(investment life insurance, pension funds, etc.); 
• the PIT rate on income from individual business activities 
has been reduced to 5% except for income from professional 
activities and income from securities; 
• simplified recognition of expenses in the case of income 
from individual business activities allowing deduction of 30 
% of the income even without any documents supporting the 
expenses, except in cases where the income is received from an 
employer; 
• advantageous approach towards double taxation elimination 
– in relation to the taxation of income, except dividends, 
interest and royalties international double taxation in Lithuania 
is eliminated by applying the exemption (rather than credit) 
method. 
Beyond any doubt, there are still a number of areas in relation to 
the PIT that need further improvement. As has been mentioned 

earlier, one recommendation would be to refrain from the 
introduction of progressive PIT rates and consider possibilities 
for improvements in the following areas: 
• in the pursuit of social justice, increase the amounts of tax-
free income for lower-income groups, and introduce larger 
reliefs for parents with children and large families; 
• additionally, it would be socially fair to review the list of 
tax-free income and assess which of them (e.g., interest income, 
gains from disposals of securities, etc.) should remain tax-free 
up to a certain amount (e.g., up to LTL �0,000 per year) and/or 
subject to taxation, however, at a moderate rate (e.g., 5 %); 
• do away with the fixed income tax amount in relation to 
individual business activities according to a business certificate, 
the amount of income tax should, in essence, depend on the 
amount of income generated – and the current system allows 
individuals with significant earnings to pay unjustifiably low 
income tax that does not depend on the amount of income, 
placing incorporated businesses at a significant competitive 
disadvantage; 
• the Law does not appear to be consistent with respect to 
taxation of income from rent of immovable property. First of all, 
a resident is not allowed to deduct expenses related to earning of 
such income and is taxed starting from the first Litas of income, 
while at the same time, one can obtain a business certificate 
for rent of immovable property (albeit not in all cases). Section 
2 of Article �0 of the Law on PIT stipulates that a business 
certificate could be issued only to someone who engages into 
individual business activities. And while this allows doing away 
with business certificates for rental income, even in case of such 
outcome, the issue of deduction of expenses related to earning 
of rental income would still need to be resolved.
• equalise the income tax rate in respect of income from 
individual business activities without excluding professional 
activities, as the existing arrangement causes significant 
uncertainties in assigning individual business activities to 
profession activities or other individual business activities, and 
thus correctly applying the PIT rate; 
• introduce a more favourable taxation regime in respect of 
stock option and similar motivation plans, as the income of 
participants of motivation plans should be taxed at rates lower 
than those applicable to employment income to ensure that this 
long-term motivational measure is more attractive to employees 
than an ordinary raise in their employment income and would 
thus serve as, an encouragement to work more loyally and 
efficiently and seek the established objectives; 
• allow the carrying forward of losses from trade in securities 
to the next tax period; 
• consider the possibility of filing a family income return 
which would facilitate more efficient assessment of family 
income and the application of reliefs and tax-free income. 
The overall assessment of the changes during the last few years 
in the PIT system allows us to conclude that there are on-going 
attempts to mitigate the tax burden on residents; however the 
retrospective application of the law encumbers the declaration 
procedure both for entities and residents, and creates additional 
issues in respect of forecasting personal or corporate income 
and expenses. 
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soCial and health 
insuranCe 
The system of social insurance in Lithuania remains an area 
most in want of reforms and specific actions. As a very welcome 
step towards increasing the competitiveness of Lithuania the 
elimination of taxation of passive income (dividends, rent 
income and proceeds from property sale) by MHI contributions 
that had been introduced by the “night reform” at the end of 
2008 should be considered. 

The system of social insurance in 
Lithuania remains an area most in want 

of reforms and specific actions.

Furthermore, the taxation of income received under copyright 
agreements or from individual business activities by MHI and 
SSI contributions, although met by significant objections and 
resentment on the part of residents, did provide certain social 
guarantees for taxpayers. 
Undoubtedly, there are a number of areas in the social insurance 
system that need to be improved. Social insurance contributions 
in Lithuania are rather high, however, even though subjected to 
such high taxes residents cannot be assured they will receive 
sufficient pensions in the future. Furthermore, health insurance 
services in Lithuania fail by far to meet the expectations of 
residents as the payers of MIH contributions. The area of social 
insurance still lacks some specific solutions. 
• First and foremost, employer costs remain the largest 
obstacle for the enhancement 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 contributions. 
• Another very important issue is the need for reform in 
the pension system to increase the transparency between the 
contributions paid and the benefits received. The amounts of 
benefits received should depend directly on the contributions 
paid and the period of the payment thereof. By seeing this clear-
cut connection residents would be encouraged to participate in 
the social insurance system. 
• Residents should be encouraged to make payments into 
2nd pillar pension funds by increasing the rates of contribution 
transfers.
• We propose that the administration of the MHI and SSI 
contributions be simplified and merged by assigning the 
function to a single institution. Furthermore, we propose a 
move towards the equalisation of the bases for PIT and social 
insurance contributions eventually providing for the possibility 
to file a single return (PIT, SSI and MHI payments). Such actions 
would help in saving additional administration costs. The very 
establishment of the rates is significantly lacking in clarity and 
they are excessively complex – the rates should be established 
with reference to easy and easily memorable figures; the current 
diversity of MHI and SSI rates for income from different 
activities makes it very difficult for residents, who are not tax 
experts, to understand the rates applicable to their income. 
• We believe that the transfer of the administration of the 

MHI and SSI contributions to the State Tax Inspectorate could 
accelerate the implementation of the latter proposal. Under 
the arrangement where the PIT, MHI and SSI contributions 
are administrated by a single institution, such institution 
would be very interested in aligning the bases and periodicity 
of returns. Furthermore, it is quite obvious that the transfer 
of the administration of contributions to the STI would save 
considerable amounts of the Sodra costs that are currently spent 
to maintain essentially duplicate jobs and information systems. 
Therefore, we propose transferring the administration of all the 
contributions currently managed by Sodra to the STI, leaving 
Sodra responsible only for the administration of benefits. 
In general, it can be concluded that the current social insurance 
system should be considered the one in which reforms are 
vitally and most needed of all the elements of the tax system in 
Lithuania.  

value added tax 
the right of deduCtion of the input vat 
on vehiCles 
Since 2002, deduction of input vAT is not allowed even with 
respect to vehicles that are used exclusively for the business 
purposes of the vAT payer (for other than vehicle lease or 
provision of transport services). However, the purpose of the 
restriction on vAT deduction on the basis of the Directive and 
the principles of the vAT system should be to deduct vAT from 
an asset that is (or may be) actually used also for other than 
business purposes. 

It had been promised that after the 
introduction of taxation on income in 
kind in respect of vehicles, the input 

VAT would be renounced; the promise 
however, has never been fulfilled.

It had been promised that after the introduction of taxation on 
income in kind in respect of vehicles, the restriction to deduct 
input vAT would be renounced; the promise however, has never 
been fulfilled. Enterprises are now being placed under a double 
taxation burden. 
Businesses using vehicles in their business activities can, 
by providing objective evidence, prove that the vehicles are 
used only for vAT taxable activities and their employees are 
not permitted to use the vehicles for personal reasons. Where 
the vehicles were used for personal needs, such use under the 
current rules would be vAT taxable. 
Therefore, companies using vehicles for business purposes and 
able to provide the relevant evidence in this respect should be 
allowed to deduct acquisition or rent input vAT. 

A VAT relief for “bAd debTs”
The relief for “bad debts” is provided in the Law on Corporate 
Income Tax, however the vAT Law does not implement the 
provisions allowed by Directive 2006/��2/EC according to 
which a seller could be refunded the output vAT paid to the 
State budget in case the client does not pay vAT to the seller. 
This arrangement would ensure the principle of neutrality and 
the vAT payer would be able to avoid the vAT costs that the 
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payer, not being the final consumer, should not incur. This tax 
relief has been implemented and is operational in practice in 
most Member States of the EU. 

The relief for “bad debts” is provided 
in the Law on Corporate Income Tax, 

however the VAT Law does not implement 
the provisions allowed by Directive 

2006/112/EC according to which a seller 
could be refunded the output VAT paid to 
the State budget in case the client does 

not pay VAT to the seller.

It should be noted that on 30 March 20��, the Seimas of the 
Republic of Lithuania was repeatedly submitted the draft Law 
No. XIP-�380 (3) on supplementing the Law value Added Tax 
by Article 9�(2) according to which Lithuanian vAT Law would 
also provide for the relief of “bad loans”. Last year the Seimas 
refused to approve such draft Law. 

the vat grouping 
The vAT directive allows EU Member States to provide for 
vAT grouping rules under which companies belonging to a 
single vAT group could use one common vAT code, off set the 
vAT payable/refundable and thus reduce their administrative 
expenses by filing a common VAT return and other related 
reports. 

The VAT grouping issue has been widely 
discussed. The Ministry of Finance has 

stated its position that in view of the 
numerous administrative challenges 

and the possibility of a number of new 
tax avoidance schemes emerging the 
VAT grouping provisions shall not be 

transposed into Lithuanian legislation.

The vAT grouping issue has been widely discussed. The Ministry 
of Finance has stated its position that in view of the numerous 
administrative challenges and the possibility of a number of new 
tax avoidance schemes emerging the vAT grouping provisions 
shall not be transposed into Lithuanian legislation.
This however prevents the possibility of taking advantage of 
VAT reliefs by the most VAT-sensitive sector – the finance and 
insurance sectors. When engaged in the vAT-exempt activities 
and not being able to deduct the input vAT from acquired goods 
or services, national banks and insurance companies seek ways 
to save the vAT costs incurred. The issue has been widely 
discussed at the EU level, and the European Commission is in 
the process of analysing the possibilities of reducing the vAT 
burden for the sector concerned. Different reliefs are being put 
in place in a number of EU Member States while Lithuania in 
this respect is clearly lagging behind. 

administration of the import vat 
The possibility to declare the vAT in the vAT return as a tax 
payable and refundable, i.e., apply the mechanism identical to 
that applicable in respect of goods acquired from the EU when 
the purchaser does not actually transfer the output vAT to the 
State budget, when he is eligible to deduct the tax within the 
same vAT return, is still not available in Lithuania. 
The entire process of import vAT management could be 
transferred to the tax administrator and vAT payers qualifying 
for the vAT deduction could, without actually transferring 
the import vAT due to the State, only declare it as an import 
vAT payable and refundable within a single vAT return. This 
would allow companies to use their cash flows more efficiently. 
Furthermore, this would reduce the administrative burden on 
the tax administrator. 

The possibility to declare the VAT in 
the VAT return as a tax payable and 

refundable, i.e., apply the mechanism 
identical to that applicable in respect of 
goods acquired from the EU when the 

purchaser does not actually transfer the 
output VAT to the State budget, when he 
is eligible to deduct the tax within the 

same VAT return, is still not available in 
Lithuania. 

In the event the import vAT administration in its entirety 
is transferred to the tax administrator it would be highly 
recommended to develop and draft new rules identical to those 
applicable in relation to the declaration of the vAT deductible 
from the goods purchased from the EU, rather than using the 
current inefficient and complex import VAT regime whose 
administration is being transferred to the STI. 

inClusion of publiC legal entities 
into the vat system 
According to the provisions of the vAT Law public legal entities 
are those entities performing functions assigned to them by the 
State and therefore they are not considered taxable persons, 
unless their activities are not insignificant and come into 
competition with economic activities of other taxable persons. 
The very determination of whether the activities of the State-
owned or municipal enterprises become an object of vAT is a 
challenging task. 

The inclusion of public legal entities in 
the VAT system and taxation of services/
goods would create a more competitive 

environment for business and larger 
VAT amounts would be collected to the 

budget. 

For this reason public legal entities often avoid their vAT 
obligations thus distorting competition conditions in the 
market. Also, in certain cases public legal entities are afforded 
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“reliefs” that contradict the case law of the Court of Justice of 
the European Union (for instance, according to the commentary 
to the vAT Law the lease of state-owned or municipal land is 
not subject to vAT). The inclusion of public legal entities in the 
vAT system and taxation of services/goods would create a more 
competitive environment for business and larger vAT amounts 
would be collected to the budget. 

“dAmAge To The budgeT” And A “reliAble 
economic enTiTy” concepTs And Their Ap-
pliCation 
In the cases where a seller is obliged to levy vAT on its supplies, 
and the purchaser has the right to deduct the vAT, but, as a 
result of the interpretation of the vAT different from that of 
the STI, the seller may be forced to pay additional vAT, late 
interest and fines, although no damage has been incurred by 
the State budget. Such infringements of the vAT Law could be 
treated following the principle of reasonableness, i.e., where no 
damage to the budget has been incurred, the vAT payer could 
be exempted from any additional sanctions. For this purpose it 
would be reasonable to provide for a definition of the “damage 
to the budget” concept in the Law on Tax Administration and 
the compulsory application of the principle (analogous to the 
“substance over form” principle). 

For the purpose of VAT application it 
would be useful to define the concept of a 
“reliable economic entity”, and provide 
that entities complying with the concept 
could be offered advantageous terms in 

the area of VAT administration.

Besides, for the purpose of vAT application it would be useful 
to define the concept of a “reliable economic entity”, and 
provide that entities complying with the concept could be 
offered advantageous terms in the area of vAT administration. 
Currently, the entities, vAT payers that are considered reliable are 
entitled to be refunded the vAT from the budget within shorter 
terms without being subjected to a tax investigation. However, 
laws do not define the concept of a “reliable economic entity” 
or the criteria that the entity needs to meet. The definition of 
the concept would ease the work of the tax administrator and 
encourage vAT payers to seek to qualify for a “reliable economic 
entity” status, and therefore benefit not only from an efficient 
vAT refund procedure, but also be able to take advantage of 
some other reliefs such as a reduced vAT declaration burden, 
and to receive vAT explanations faster, etc. 

tax administration 
In the course of the past several years tax administration has 
made certain progress, however, there are still a number of areas 
that badly need to be improved. Principal advantages in the area 
of tax administration could be identified as follows: 
• tax administration has been transposed into the electronic 
environment to a very large extent, which serves to save the 
time and resources of taxpayers, as well as the costs of tax 
administration; 
• provision of efficient consultations on less complicated 
issues on the phone (Tax information centre). 

In the course of the past several years 
tax administration has made certain 
progress, however, there are still a 

number of areas that badly need to be 
improved.

It is however, vital to mention that there are still quite a few 
areas of tax administration that should be improved: 
• the planned introduction of an institute of binding rulings is 
highly welcome. We would propose to adopt, within the soonest 
possible timeframe, the rules implementing such an institute, 
both in respect of advance agreements on transaction pricing 
and advance agreements concerning the application of legal 
regulations. However, in order to manage the flow of requests, to 
prevnt requests related to immaterial issues as well as to finance 
the costs of this new service to tax payers, a reasonable stamp 
duty is recommended. It is a common practice to charge stamp 
duties for binding rulings and advance pricing agreements in 
many countries of the world. 
• Drawing up of commentaries to tax legislation is an 
overly time-consuming process. This on occasions triggers 
interpretations of legal provisions that might not in all cases 
coincide with the intentions of legislators. A specifically time-
consuming process is the drawing up of explanations after 
the adoption of new provisions which should be specifically 
provided to taxpayers as soon as reasonably possible to eliminate 
any doubts concerning their application. We would propose that 
a term be established within which, following the adoption of 
new legal provisions the tax administrator would be obligated 
to draw up commentaries to legal provisions. This would ensure 
meeting the legitimate expectations of taxpayers and facilitate 
more efficient tax administration.
• Unfortunately it is still common to see that official 
commentaries are changed without changes in the law, only in 
an attempt to use tax administration measures to prevent certain 
broader macroeconomic phenomena. An obvious example 
– treatment of interest on loans used to acquire shares in other 
companies or to finance reduction or share capital or payment of 
dividends. The state privatized a large and well known company 
for a silly price, and the entrepreneurs who bought it, did it 
using the classical acquisition method, commonly used all over 
the world  (i.e., they set up a special purpose vehicle, financed 
it partly by equity, partly by bank debt, and merged it with the 
target after the privatisation) and, reduced the share capital of the 
merged company to pay out excessive funds (because the state 
failed to realise, how much excessive cash the company being 
privatised had). A scandal followed. And very soon after, an 
amendment to the official commentary on the Law on Profit Tax 
appeard, stipulating that after such a merger or, if debt is used 
to finance reduction of capital or payment of dividends, interest 
shall be treated as non deductable. Now, already for several 
years this is used as a tool to limit deductability of intereset, 
regardless of the fact that the banks pay profit tax on the same 
interest income. Due to the damage caused to the investment 
climate of Lithuania our tax committee has initiated discussions 
with the tax authorities and the Ministry of Finance more than 
a year ago. However, finding a reasonable solution proved to be 
difficult so far.
• Individually provided explanations to taxpayers are not 
accessible to other taxpayers although the tax administrator 
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sometimes provides explanations on universally important 
provisions. We propose impersonal individual explanations be 
made public, or  alternatively, they could be more efficiently 
integrated, and presented as examples in a generalised 
commentary of tax legislation. 
• Lack of cooperation on the part of the tax administrator 
and failure to apply the principle of legitimate expectations. 
Although it is publicly declared that the tax administrator 
seeks to assist taxpayers to pay taxes correctly rather than 
sanction them, in practice a taxpayer, having acted honestly and 
unintentionally infringed legal acts has close to nil chances to 
avoid being sanctioned. For instance, an individual explanation 
or a generalised commentary of a tax law providing for a clear 
position of the tax administrator does not release the taxpayer 
from the payment of tax in case the tax administrator’s position 
changes. We propose to provide for an enhanced responsibility 
of the tax administrator for the commentaries or individual 
explanations to ensure that the legitimate expectations of the 
taxpayer are duly met (e.g., in case the commentary, or the 
opinion of the tax administrator changes not to compute the tax 
for the period during which the tax administrator’s opinion has 
not changed). 
• The “one-stop-shop” customer service principle is still not 
operational. Not infrequently are taxpayers required to submit 
data/documents that had already been already filed to the tax 
administrator or other institutions. This leads to compromised 
efficiency of tax administration and unnecessary interference 
with the taxpayer. We would propose that the possibilities 
for cooperation with other institutions be reviewed and to 
benefit from access to their databases in order to facilitate 
the enforcement of one of the most important administration 
principle – the one-window principle. We also propose that 
the building up of an integrated tax administration system 
be accelerated by merging the social insurance base with the 
database of the tax administrator.
 • Lack of competence of individual specialists in tax 
administration and their failure to obtain proper understanding 
of the activities and operations carried out by the taxpayer. 
This deficiency specifically frequently manifests itself in 
relation to tax inspections where taxpayers are required to 

furnish information or documents that are not relevant to the 
establishment of the tax obligations of the taxpayer. We would 
propose that tax specialists be differentiated according to certain 
types of activities of taxpayers. This, in our belief, would 
enhance the efficiency of the tax administrator’s performance 
and save the time of taxpayers. 
 • Inefficient administration of personal income tax in the sense 
that all tax returns are subjected to inspection. Often the amounts 
in respect of which the tax administrator requests taxpayers to 
provide additional documents or substantiate income/expenses 
are insignificant, but the tax administrator spends a considerable 
amount of time accumulating the additional data, which 
eventually is very inefficient. We propose that only a certain 
percentage sample of personal income tax returns be examined 
or verified. The sampling of the returns to be inspected could be 
performed according to certain risk factors, and selected criteria 
affecting the same. 
• The procedure for tax overpayment refund is overly 
complicated. Often a legitimate request to refund the tax 
overpayment initiates an investigation by the tax administrator. 
We propose that the tax administrator reverses its approach 
where at the request of a taxpayer to refund a tax overpayment 
from the budget the tax administrator needs to first conduct 
an investigation whether the taxpayer has been properly 
discharging its tax obligations. The tax administrator should be 
guided by the principle that the taxpayer acts honestly and must 
be allowed to use its funds without unnecessary delay. 
• There is a lack of distinction between the procedure of tax 
audit and that of tax investigation. Currently the tax administra-
tor is free to choose, which procedure to apply. We believe that 
in the absence of regulation by law, when the tax administra-
tor is left to its own devices to design the procedures, the tax 
investigation procedure tends to be implemented in a distorted 
manner. It allows the tax administrator to conduct control proce-
dures unlimited in time and unrestricted from repetition (unlike 
in the case of a tax audit), therefore we propose either to regu-
late the procedure of tax investigation by law so that it is used to 
addresses its original purposes (that is, provide for a possibility 
for the tax payer to make corrections himself) or to abandon this 
procedure altogether.
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