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The article reveals the essence of offshore centers and defines their role in
shaping the international tax system in the context of globalization; highlights the
features of offshore jurisdictions in the world economy; the positive and negative
aspects of the functioning of tax havens in the national economy are characterized.

The authors analyze the use of offshore zones to avoid taxation by domestic
taxpayers and money laundering. It has been proved that with the help of offshore
centers, the world's leading countries are actively fighting for investment resources,
money laundering, and increasing the level of tax competitiveness, taking into
account national interests.

It is noted that the high degree of concealment of information about the
activities of economic entities in offshore areas contributes to the development of
corruption in the country and complicates the government's ability to identify sources
of financial resources, which significantly reduces the financial security of the state.
The expediency of using offshore jurisdictions by Ukrainian companies to avoid their
illegal seizure and illegal change of business owners is argued.

It is argued that today offshore zones create many problems for the national
economy, which are associated with the withdrawal of capital in the form of
payments for investment capital, and greatly facilitate money laundering and
withdrawal of resources from the budget system.

It is argued that to eliminate the negative phenomena associated with the
cooperation of domestic businesses with offshore, it is advisable to create favorable
business conditions, improve the investment climate, introduce a tax on withdrawal of
financial resources from the country, and start administering mandatory payments.
The key task in the process of optimizing the use of tax havens is the availability and
predictability of regulatory support, which will allow companies to compare the
conditions of registration in foreign and Ukrainian jurisdictions.

To overcome the negative impact of tax havens on the domestic economy, it is
advisable to pursue a policy of deoffshorization, the main purpose of which is to
create fair competitive conditions for the circulation of financial resources between
different countries and prevent monopolies over others in compulsory payments. The

strategic goals of the state in strengthening financial security are to prevent tax



evasion using offshore by implementing the following measures: reducing unpaid
taxes and fees using tax havens, preventing the withdrawal of resources from the
country, reducing the size of the shadow sector, preventing antisocial behavior,
creating a favorable climate for economic activity and the introduction of modern

innovative management technologies.

YV ecmammi poskpumo cymuicms 0uiopHux yeHmpie ma 6U3HA4EHO iXHI0 PO.b
Vv opmyeanHi MINCHAPOOHOI cucmemu ONOOAMKYBAHHS 8 YMO8AX 2n00anizayiiy
BUCBIMNEHO 0COOIUBOCHI OISANLHOCIT OPUIOPHUX HOPUCOUKYTLL Y CEIMOBIL eKOHOMIYIL,
0Xapakmepu3o8aHo  NO3UMUGHI  mMaA  He2AMmueHi  CMOPOHU  (PYHKYIOH)BAHHSL
NnOO0AmMKOBUX 2a8aHnell Y HAYIOHAIbHIL eKOHOMIYL.

Aemopamu npoananizoeano HanpsaAMu UKOPUCMAHHA OQUIOPHUX 30H 3 MEMOIO
VXUNIeHHS 810 ONOOAMKYBAHHS BIMYUZHAHUMU NIAMHUKAMU NOOAMKI8 Ma 8i0MUBAHHSL
2POULOBUX KOWIMIB, OMPUMAHUX 3TOYUHHUM WIAXOM. J[08edeHOo, uwo 3a 00NoMO2010
oguiopHUx Yyenmpie npogioHi Kpainu ce8imy 6edymov aKmuHy O0pomuv0y 3a 3a1y4eHHs
IHGeCmMUYIHUX — pecypcCi8, BGIOMUBAHHAM  KAnimaiy ma HAPOWYrOms  piGeHb
nOOAMKOB0I KOHKYPEHMOCNPOMONCHOCMI 3 YPAXYBAHHAM HAYIOHANbHUX IHMePecis.

3aznaueno, w0 BUCOKUL CMYNiHb NPUXOBAHOCMI IHGoOpMayii npo OifnibHiCMb
cy0 '€kmig 20Ccno0apro8anHs 8 OQUIOPHUX 30HAX CHNPUSE PO3BUMK) KOPYRYIi 8 KPAiHi
ma YCKIAOHIOE MOMCIUBOCMI YpPAOY WO000 BUSHAYEHHS O0HCepell NOXOOIHCEHHS
Qinancosux pecypcis, wo Cymmeso 3HUINCYE pPiGeHb (DIHAHCOB0I Oe3nexku 0epicasi.
Apeymenmosano 0oyinbHicmb GUKOPUCMAHHS OQUIOPHUX I0PUCOUKYIU YKPATHCOKUMU
KOMRAHIAMU 3 MEeMmOI0 YHUKHEHHA IX NPOMUnpasHo20 3A4XONJAeHHs mMa He3aKOHHOL
3MIHU B]IACHUKIB Oi3HEC).

Ob01pynmosano, wo cb0200HI OQUIOPHI 30HU CMEOPIIMb bazamo npobiem
HAYiOHANbHIU eKOHOMIYI, SKI NOo8’sa3aHi 3 BUBCOCHHAM Kanimauiy nio 6u2isioom
naamedicié 3a IH8eCMUYiuHull Kanimaiy, ma 3HA4HO NoJlecutye 8IOMUBAHHS KOULMIS,
OMPUMAHUX 3NOYUHHUM ULTAXOM U 8UBEOEHHS Pecypcia 3 6100#cemHOi cucmemu.

Apeymenmosano, wjo 3 Memoro YCYHEHHs He2amueHux A6Ul, No8 sA3aHUX 3i
cnisnpayero 6imuu3HAH020 OI3HeCy 3 0huopamu OOYiNbHO CIMEOPIOBAMU CNPUSMAUBI

YMOBU 20CNOOAPIOBAHHS, NOJINULYSAMU  [HEECMUYIUHUL KALMam, 3anposaoumu



nOO0amoK Ha 8UBE0eHHsI (DIHAHCOBUX pecypcCieé 3 KpaiHu, noyamu aOMIHICMpysamu
0008°43K08I naamedci 3a Micyem 6e0eHHs 20CN00apCcbKoi OIIbHOCMI MOUO.
Knrouosum 3ae0annsam y npoyeci onmumizayii 3acmocy8anus no0amKo8ux 2aeaneul
BU3HAYEHO OOCHMYNHICMb I NPOCHO308AHICIb HOPMAMUBHO-NPABOBO20 3A0e3NnedeHHs,
WO YMONCIUBUMb NOPIBHAHHA KOMHAHIAMU VMO8 peccmpayii y 3aKOPOOHHUX mda
VKPAIHCHKUX IOPUCOUKYISX.

3 Mmemolo NOOONAHHA He2amuHO20 6NAUY NOOAMKOBUX 2déaneu Ha
BIMYUSHAHY E€KOHOMIKY OOYLIbHO Npo8ooumu NOIImuky oeoguiopuszayii, 20108HON0
Memo AKOI 8U3HAYEHO (OPMYBAHHA CHPABEONUBUX KOHKYPEHMHUX YMO8 00i2y
Qinancosux pecypcie Midc pPIZHUMU 0epHCaABAMU MA HEOONYUeHHs MOHONOIL
OKpemux Kpain Hao iHwuMu y cepi cnpasianHs 0008 SI3KO8UX NIAMEeHCIs.
Cmpamezciunumu  yinamu Oepoicagu y cepi 3miyHeHnHs inancosoi bOe3nexu
BU3HAYEHO YHEMOMNCIUGNICHHS YXUIEHHs 810 CHIamu NOOAMKI8 3 GUKOPUCMAHHAM
oguiopie 3a 00NOMO02010 peanizayii MaKux 3ax00i8: 3HUNCEHHS 00CA2Y HeCnAa4eHUx
nooamkie i 300pi6 3 BUKOPUCMAHHAM NOOAMKOBUX 2a8aHel, 3an00ieanHs 8UBCOEHH s
pecypcie 3 KpaiHu, 3MEeHUWEHHs pO3MIPI& MIHbOBO2O CEKMOpY, HeOONYUjeHHs
BUHUKHEHHSI AHMUCYCRIILHOI NOBEOIHKU, CMBOPEHHS CAPUSIMIUBO20 KIIMaAmy O/
B€0EHHSI 20CNO0APCHKOI OISILHOCMI MA BNPOBAONCEHHS CYYACHUX [HHOBAYIUHUX

MEeXHOI02IU YNPAGIIHHL.

Keywords: offshore center, offshore zone, tax haven, tax planning, tax evasion,
tax base erosion, capital laundering, tax competitiveness, deoffshorization, financial
security, national economy.
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Statement of the problem in general and its connection with important
scientific or practical tasks. In modern business conditions, the main goal of

companies is to increase financial results and the market value of capital. The



growing impact of globalization, the redistribution of productive forces, services, and
labor, the development of financial markets, and the significant increase in capital
mobility have significantly increased corporate profits, but it is becoming
increasingly difficult to ensure their continued growth. In such circumstances,
corporations are looking for reserves to increase profitability. Since the key ones
(location of production in countries with cheap labor, access to low-cost production
resources and capital, robotization of operational processes) are already involved,
optimization of taxation in legal and illegal ways remains the only important reserve.

On the other hand, the effects of global financial crises have become more
painful for national economies and negatively reflected in all their areas,
accompanied by a lack of financial resources and increased competition for direct
investment in global capital markets. Most countries have begun to look for ways to
increase domestic tax competitiveness to create more favorable economic conditions
for the arrival of foreign investors. The result of this struggle was the creation of
offshore zones, the main features of which are loyal tax conditions and the
opportunity to partially invest financial resources obtained in a not very fair way.
Offshore outsourcing comes with the great promise of cost savings and is gaining
popularity around the world.

However, several journalistic studies in recent years have shown widespread
abuses of loyal tax conditions and frequent use of offshore jurisdictions to violate tax
laws in various countries. This provoked a barrage of criticism towards offshore and
a new round of criminal financial investigations. Ukraine also suffers from offshore
business, as it does not receive the expected new investment resources from it, but
only mass abuses and splitting of tax bases. It is becoming increasingly clear that
existing domestic businesses — large taxpayers — use offshore only to avoid paying
mandatory payments in Ukraine. The consequence of such actions is significant fiscal
losses of the consolidated budget and violation of financial security of our country,
which requires thorough research in this area and finding ways to prevent violations
of tax laws using offshore jurisdictions.

Analysis of recent research and publications, which initiated the solution

of this problem and on which the author relies, the selection of previously



unsolved parts of the general problem, which is the subject of this article. The
following Ukrainian scientists have devoted their works to the study of the problems
of cooperation of domestic business with offshore jurisdictions and the search for
ways to prevent tax evasion with the use of tax havens: O. Artiukh [1], N.
Vasylechko [4], M. Vasylieva [2], T. Vasyltsiv [3, 4], Ya. Vereshchaka [13], M.
Vinrichuk [7], V. Hordiienko [11], V. Iliushenkova [1], D. Kobylnik [6], D. Kozak
[5], N. Kopytko [7], V. Krasovskyi [8], M. Kunytska-Iliash [9], R. Lupak [9], Z.
Lutsyshyn [10], V. Martynenko [11], E. Mekhtiiev [10], O. Mulska [3], N.
Nakonechna [9], D. Odnoroh [6], L. Prostebi [14], A. Steblianko [13], S. Yurii [14]
and others.

Due to thorough research on the functioning of offshore business in Ukraine
and the world, there are many unresolved issues related to the impact of offshore
operations on the national economy. In particular, it concerns the use of positive
effects from cooperation with tax havens, strengthening the fight against capital
flight, finding effective ways to prevent violations of the tax legislation of Ukraine,
and creating a favorable tax environment for doing business in the domestic economy
and more.

Formulation of the goals of the article (task statement). The article aims to
find ways to improve Ukraine's cooperation with offshore jurisdictions and effective
ways to combat tax evasion and capital flight from the national economy in the
context of increasing globalization.

Presentation of the main material of the study with a full justification of
the obtained scientific results. Today, national economic systems are progressing
under the influence of globalization processes, which have led to the formation of
favorable economic conditions for individual countries to mobilize capital in the
world market and find other adequate ways to increase investment attractiveness
based on strengthening tax competitiveness. The reason for such competition in the
global capital market is differences in tax systems in different countries (the presence
of tax asymmetries), which encourage the organization of special tax conditions to
interest companies in a particular country or region. The payment of taxes and fees

significantly affects the final size of the financial results of enterprises, so the



emergence of areas with special tax regimes is of great interest to potential investors
who want to minimize the number of mandatory payments to their budgets.

Offshore centers (zones, jurisdictions, tax havens) play a key role in creating
favorable tax regimes, covering the whole country or their regions with favorable
business conditions for foreign investors. In general, offshore banking, brokerage,
and insurance services are provided, to which preferential tax regimes are applied.
Also popular with companies are project and structural financing, which already
covers the diversification of financial assets. Under such conditions, offshore centers
began to mobilize significant financial resources and concentrate the lion's share of
global financial flows. Offshore outsourcing comes with the great promise of cost
savings. An important feature of offshore zones, which creates additional interest
among foreign entrepreneurs, is the high degree of confidentiality of data on the
volume of banking operations.

The concept of the offshore zone is usually applied to individual entities and
their separate structures. Such business structures are characterized by simplified
registration procedures, a low corporate income tax rate, or its zero level, and a
simplified mechanism for submitting financial and statistical reports.

Offshore centers determine the states or territories within their borders, in
which at the governmental level for a certain type of business entities owned by
foreign citizens, significant tax benefits have been introduced, simplified financial
accounting procedures, and reduced or no customs bar 'era. Entrepreneurial entities
operating in the offshore zone are controlled by the jurisdiction that conducted their
registration. An important condition for such companies is to operate offshore, which
helps to minimize costs and increase the inflow of foreign capital into the economic
system in which the offshore zone is organized. The increase in an offshore
jurisdiction is the payment of various fees by business entities registered in it, the
growth of demand for the services of law firms and financial centers, and the rent of
offices, apartments, and other assets in the country.

Offshore company registration procedures are characterized by the
confidentiality of real shareholders, as their owners are lawyers or trust funds.

Effective organization of offshore centers helps corporate owners to avoid a



significant tax burden, and the government creates a favorable investment climate
and attracts the necessary financial resources to the country. The benefit for countries
hosting offshore companies is to increase production capacity, create new jobs,
provide products produced by start-ups, and more. The exception is the situation in
Ukraine, where existing business entities are re-registered in offshore jurisdictions to
evade taxation, so such procedures do not lead to new investments, and no enterprises
are created in this case.

The OECD uses the term «tax haven» for offshore areas and is quite negative
about such tax policies. It systematizes offshore jurisdictions on certain grounds, in
particular: tax payments are not made or they are insignificant in volume; there is a
high level of confidentiality of business information, there are significant restrictions
on the exchange of data with authorities and international organizations, as defined
by national law; non-transparent national legislation has been established that does
not allow identifying offshore jurisdictions; There is no clear regulation in national
regulations that would allow for transparency in the process of attracting foreign
investment and further taxation of offshore companies.

A common feature of all offshore jurisdictions is the low or zero level of
taxation in the process of registering companies, which allows real owners to
mobilize capital at an affordable price and avoid paying mandatory payments without
violating tax laws. In addition, they make it possible to launder financially obtained
financial resources and minimize the risk of being exposed to various kinds of abuse.

It is worth noting that offshore centers have the following features: they are
focused on providing services to foreign clients; state regulation of their activities is
minimized; significant tax benefits or no taxation at all; low transparency in the
process of collecting taxes and fees; a high degree of confidentiality of data related to
the activities of economic entities.

Today, there are about five dozen tax havens in the world, which have
concentrated one-tenth of all financial resources. each offshore zone can have its
specifics of operation and be characterized by positive and negative sides. It should
be emphasized that today offshore jurisdictions are increasingly associated with

money laundering and strengthening the fight against this phenomenon. That is why



today we can often hear calls in the scientific literature for the deoffshorization of the
national economy.

The set of global offshore centers can be systematized into three major groups.
The first covers the European tax havens, which were formed in 1914-1918 in the
context of increasing tax burdens in the countries participating in World War II to
cover the rapidly growing military expenditures. In these circumstances, a significant
number of businesses have intensified the identification of ways to reduce the tax
burden in legal and illegal ways.

The next group is quite large and covers the lion's share of the world's offshore,
which are united by a solid web with a heart in London, which positions itself as the
international center of tax havens.

The latter group of jurisdictions is located in the United States, which was also
established in the 20th century as opposed to strict tax regimes. The U.S. government
has consistently fought against any tax havens and businesses that have been
registered with them. This was enshrined in law and aimed at combating tax evasion.

Today, the situation has changed little and the set of jurisdictions covers
several levels. At the highest level, to mobilize the financial resources of foreigners in
the tax haven, the federal government guarantees benefits in the payment of
mandatory payments. At the state level, jurisdictions have also been established that
offer simplified tax conditions to foreign companies. The lower level is formed by
small overseas jurisdictions, the most popular of which are the Virgin and Marshall
Islands.

It should be emphasized that, in essence, offshore zones should not be equated
with negative phenomena, as they provide tax benefits by the law. The positive
features of tax havens include the formation of an attractive investment climate that
will increase the inflow of financial resources into the national economy; reducing
the level of fiscal burden on businesses, thereby increasing business activity in such
international countries; reducing the risk of investing in the economy and ensuring
compliance with property rights, which stimulates stable progress of the country;
receipt of registration payments from business structures as budget revenues;

registered companies in tax havens use local infrastructure and create additional jobs;



increasing the competitiveness of economic entities and forming adequate long-term
development plans; establishing relations with foreign countries; creating a
precondition for creating an environment for attracting foreign innovative
information technologies in business, insurance, banking, etc.

The negative features of the functioning of offshore jurisdictions include: the
creation of preconditions for violation of tax laws and unfair competition, as a result
of which the budgets of different states do not receive huge amounts of mandatory
payments; violation of the stability of the economic system as a result of mobilization
by tax havens of significant speculative and shadow financial resources from third
countries; offshore is a key factor that encourages the withdrawal of funds from the
domestic economy abroad; increasing the share of the shadow sector of the economy
and creating the conditions for money laundering; have a detrimental effect on the
stability of the social sphere in donor countries, as entities are massively abusing tax
legislation; investing significant amounts of capital in companies registered in tax
havens compared to foreign investments, as such entities typically use them as
intermediaries; use by domestic structures of the domestic offshore market in order to
establish dumping prices for its own products that do not meet the parameters of
world standards; significant inaccuracy of the formed macroeconomic forecasts;
falling employment in donor countries.

Given the above shortcomings in the operation of offshore centers,
international organizations need to step up the fight to use them as a mechanism for
tax evasion and money laundering.

Offshore centers emerged in the last century and with the intensification of
globalization in the world economy gradually gained popularity and conquered
capital markets. The use of tax havens to minimize fiscal payments has become
widespread not only among large multinational corporations, but also among small
businesses, banking and insurance companies, and entrepreneurs around the world.
Over time, in the process of studying the impact of offshore centers on the
international economy and economic systems of individual countries, the opinions of
scientists and practitioners were divided into two camps. Some believe that offshore

business contributes to the rationalization of financial flows in the world economy



and stimulates investment activity, ie sided with entrepreneurs. Others justify the
detrimental impact of offshore on the economies of some countries, arguing that their
budgets are short of significant revenues and increasing the level of the shadow
sector, ie side with the government. It is the latter views that are quite popular today,
and some states have enshrined in national legislation various kinds of prohibitions
on cooperation with offshore centers to prevent corruption and tax evasion.
Accumulation of significant capital in need of legalization, lack of political and
economic stability in the country, the unreliability of banking and monetary and
financial systems, unreasonably high tax rates, the danger of declaring high incomes,
insecurity of property rights, raiding and tax pressure, high levels of corruption, as
well as the unfavorable investment climate and business conditions in Ukraine
annually only increase the outflow of capital to offshore. Business registration in

offshore jurisdictions has several advantages for owners, which are shown in (Fig. 1).

Low tax rates, the
minimum amount of taxes,
or their absence.
Possibility of tax
optimization in Ukraine

Quick access to cross-border
investment, to international
capital and investment markets,
to target assets in which the
offshore owner is interested

Simplified financial
reporting system; no fines,
penalties, or charges for
the offense

Secure asset ownership
worldwide and
international legal
protection against
corruption and raiding

T

ADVANTAGES OF
REGISTERING A
BUSINESS IN AN

OFFSHORE
JURISDICTION

Confidentiality; inability
to identify final
beneficiaries or a complex
system for obtaining data
on final beneficiaries

Low cost of servicing a
company registered in an
offshore jurisdiction

Judicial protection, as cases are
decided not at the level of
national law, but according to
international norms in
international courts

Prompt resolution of a
wide range of legal issues
(purchase/sale of offshore

assets, their pledge,
transfer of ownership and
possession)

Fig. 1. Positive aspects of registration of companies in offshore zones

formed by the authors using [5, p. 142]

They are registered in offshore centers to reduce financial pressure on business
structures. To do this, they have several tools and schemes in place, including

shredding property between different offshore companies to erode the tax base by



transferring funds to partners operating in other harbors in the preferential tax system;
use a loan scheme in which the interest rate is inflated and the body of the loan is
regulated and used to take financial resources out of the jurisdiction; sale of products
at extremely low prices by participants of the offshore center with the use of internal
pricing to generate financial results that will be covered in the jurisdiction; receiving
remuneration for the use of intellectual property rights, which were once transferred
to an offshore company to reduce mandatory payments; use of joint ventures that can
be registered and operate in different offshore zones and thus minimize the level of
taxation.

It should be emphasized that, given the specifics of the operation of offshore
centers, developed countries are fighting against money laundering in their interests
and national interests. For example, in the event of an outflow of funds from the
United States or the European Union, governments will impose appropriate sanctions
and use methods to combat financial crime. However, if third countries are involved
in offshore jurisdictions, they will not take any action, as these are the countries that
will accept the final investment and increase their financial capacity. That is,
developed countries will not be very interested in the sources of capital in tax havens,
the main thing is that it will continue to work for their national economy. The
National Council on Foreign Trade of the United States of America highlighted the
grounds for approving cooperation with companies with offshore centers, in
particular: investing in countries with a high degree of legal protection and low levels
of corruption to prevent non-return of financial resources; protection against foreign
regulations and strict state regulation or significant fluctuations in the exchange rate
of foreign currencies; creating preconditions for effective investment in the company
through the use of international asset diversification.

The high level of secrecy of business information guaranteed by offshore
centers is used to prevent raids on businesses, which is quite common in third-world
countries, where government corruption is rampant. The opposite feature of this
specificity of offshore is the increased risks of violating the financial security of the
state due to the inability to trace the actual sources of capital formation and its real

owners. The presence of such phenomena requires the development of a mechanism



for interstate regulation of the functioning of tax havens with the involvement of
international organizations and national banks.

In the context of globalization of the global financial system and increasing
competition for international financial resources, Ukraine should not stand aside, but
set its own strategic goals in the international capital market. Today, offshore zones
create a lot of trouble for the national economy, as they contribute to the withdrawal
of capital of domestic enterprises abroad under the guise of payments for foreign
investment. This situation is exacerbated by the high level of corruption in our
country, which helps officials and politicians to launder money obtained by criminal
means and «spray» the resources of the budget system without consequences.
Therefore, today is the time to form an effective regulatory framework for regulating
the process of cooperation with offshore jurisdictions, which would create the
preconditions for intensifying real investment activity in Ukraine and prevent the
outflow of capital in an unknown direction. Interaction with the government's tax
havens must be restored to a mutually beneficial path, such as the highly developed
countries of the world, which set an exemplary example of defending national
interests and demonstrating a high level of financial security.

Today, a large number of Ukrainian businesses keep their assets behind the
guise of foreign corporations to prevent all sorts of abuses and raids. There is a flurry
of criticism of offshore business today in the scientific literature and positive reviews
that see positive aspects for small businesses, as jurisdictions provide some protection
from the massive negative phenomena that are observed today in the domestic
corrupt economic system.

This requires focusing on the positive aspects of cooperation with offshore
centers, which are manifested in the creation of preconditions for: increasing
international capital flows and increasing business activity of domestic enterprises;
accelerating the circulation of financial market instruments; growth of operations on
the domestic stock market; ensuring access to cheap borrowed resources and more
efficient investment of money; comprehensive reduction of fiscal pressure at the
international level and due to this increase in business activity and strengthening the

impact of globalization on national economies; a significant reduction in the level of



risk for individual companies to be acquired by large corporations, which guarantees
property rights and is a factor in the socio-economic development of the region,
which exports financial resources to offshore centers in large quantities; tax havens
create the preconditions for the economic progress of the countries to which they
belong by increasing the quality of human resources in all sectors, which intensifies
the growth of the international economic system as a whole; the degree of
competitiveness of economic entities in the domestic and international economy
increases, as they have access to the implementation of flexible progressive
strategies.

However, most Ukrainian businesses register their businesses in tax havens,
usually to achieve a rational amount of mandatory payments. Of great interest is also
the convenient use of jurisdictions in the process of concluding contracts for the sale
of real estate, sale of businesses, or other financial assets, as such transactions in
prestigious offshore centers do not require any taxes or their amount is insignificant.
In addition, as a result of starting a business in the tax haven, all economic disputes
are transferred to this jurisdiction, which will be a powerful argument for protection
against raider seizures and unfair decisions by corrupt courts.

The key factor influencing a business entity’s choice of place of business
registration is the tax burden. The overall level of the tax burden on the economy of
Ukraine from 2000 to 2021 varied from 17.78% to 26.63% of GDP, ie a significant
part of the funds of economic entities and the population was alienated in favor of the
state [12].

The practice of leading European countries proves that an effective way to
solve the economic problems that can be found in the national economy today is
possible through the use of offshore mechanisms. In addition, some downsides and
abuses that may arise in the process of cooperation with offshore can also be returned
to the sphere of national interests, if you correctly define the goals to be achieved.

The main disadvantages of offshore zones are a violation of competitive
conditions in the field of taxation and transfer of financial results to the jurisdiction;
promoting the emergence of financial crises in the world economy as a result of

offshore significant amounts of international financial resources; creating



preconditions for withdrawing money from the country; providing unfair tax benefits
to certain businesses and others.

Assessing the positive and negative aspects of the functioning of offshore
zones, we can conclude that the same factors can be analyzed from different
perspectives. Today, it is important to study the factors that motivate Ukrainian
companies to hide financial resources in tax havens and find ways to prevent such
phenomena. In addition, it is necessary to build a concept of combating evasion of
mandatory payments through offshore centers. To do this, it is necessary to
understand the motives for the registration of domestic companies in tax havens: tax
evasion and money laundering; optimization of economic activity to increase the
efficiency of tax management of the enterprise, and gaining competitive advantage in
the market. Coverage of offshore centers in the national economy only from a
negative point of view will contribute to significant losses due to the non-use of their
positive aspects for the development of domestic business and intensification of
investment activities.

To eliminate the negative phenomena associated with the cooperation of
domestic businesses with offshore, it is advisable to create favorable business
conditions, improve the investment climate, introduce a tax on the withdrawal of
financial resources from the country, and begin to administer mandatory payments at
the place of business. Today, most developed countries pursue a policy of double
standards about offshore centers, ie give legislative consent to conduct only those
operations or activities that will benefit the national economy. Ukraine needs to take
the same side, as strengthening control in the field of entrepreneurship will not yield
the expected results.

A key task in the process of streamlining the use of tax havens is the
availability and predictability of regulatory support, which will help businesses to
compare the conditions of registration in foreign and Ukrainian jurisdictions. That is,
it is necessary to legislate the benefits of starting a business in the economic system
of Ukraine and in such conditions, interaction with foreign jurisdictions will be
minimized. Today, the national government needs to implement long-awaited

reforms that would allow businesses to generate planned financial results or simply



stay afloat in difficult economic conditions. The essence of the reforms should be to
simplify reporting to fiscal authorities, create fair and effective tax mechanisms,
optimize the tax burden on business investment, complete the reform of financial
decentralization, and strengthen cooperation between business and local authorities.

To successfully implement offshore policy in the national economic system, it
is also necessary to overcome the significant level of corruption in public authorities,
as the existence of free economic zones in the past has proved negative. However,
due to the significant outflow of financial resources from the country, the existence of
a high level of shadowing of the economy, and criminal activity in the field of
finance, the development of such a policy is extremely important today. The
formation of national tax havens will help increase the competitiveness of domestic
businesses, reduce the negative impact of offshore, and reduce the outflow of capital
from the country. Such conditions will create favorable conditions for the growth of
business activity of Ukrainian business structures, help increase the resources of the
budget system, optimize the movement of financial resources in the country for
different groups of taxpayers and provide targeted support to those who need it. It
should be noted that the creation of national jurisdictions is necessary on mutually
beneficial terms for the state and business, which will meet current trends in the
world economy.

It should be emphasized that for many countries, revenues from offshore
companies are a key source of capital and, consequently, the resources of the budget
system as a result of various payments. In addition, such states increase employment
and real estate rent payments, and so on. Cooperation with tax havens has always
been interesting for business structures due to loyal financial and currency legislation,
low or zero tax rates, high secrecy of commercial and banking information, favorable
financial incentive policies, and more.

For domestic businesses, offshore jurisdictions are attractive in terms of the
wide range of opportunities for tax evasion, the low risk of raider attacks, the
availability of different methods of withdrawal, and the embezzlement of funds
obtained through various corruption schemes. Today, the tax authorities of Ukraine

proved in the process of cooperation with foreign partners that the lion's share of



enterprises engaged in a foreign economic activity conducted separate transactions
with the participation of trust offices from offshore jurisdictions in Cyprus,
Switzerland, and others.

It is worth noting that today the system of monitoring domestic pricing
contains many omissions and shortcomings and needs to be improved to strengthen
the fight against money laundering through tax havens. In addition, our state is not
making much effort to increase information transparency in the fiscal sphere and
improve the data exchange system to violate tax laws using offshore businesses. The
presence of loopholes in domestic legislation and the lack of regulations on
cooperation with international institutions and organizations significantly facilitates
the process of avoiding responsibility for crimes in the tax sphere and facilitates their
concealment. This requires a thorough study of the tools and methods used to evade
mandatory payments to the budget through offshore centers.

Today in Ukraine the shadow segment of the economic system is gaining
significant momentum (about 50% according to various expert estimates). The main
reason is the untimely identification of tax evasion transactions in the following main

areas (Fig. 2).

[ MAIN WAYS TO COMBAT TAX AVOIDANCE ]
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Fig. 2. The main directions of counteraction to evasion of obligatory tax
payments in the national economy

formed by the authors
Domestic business structures use a wide range of ways to violate tax laws,
which usually result in false tax returns and concealment of the real scale of
operations and objects of taxation, respectively. This necessitates the construction of
effective mechanisms to prevent the implementation of such crimes in the fiscal

sphere, which are systematized in Fig. 3. Such a mechanism will make it possible to



reduce losses in the revenues of the budget system and perform the functions and
tasks assigned to it by the state to ensure the socio-economic development of the

country.

MAIN SCHEMES AND METHODS OF LEGALIZATION OF FUNDS OBTAINED AS A
RESULT OF AVOIDANCE FROM TAXATION USING OFFSHORE ZONES

Separation of assets between different offshore jurisdictions, allows assets
to gain personal legal, and financial content and allows for the erosion of the
tax base due to payments to counterparties located in the jurisdiction that
provides tax benefits

— «Step» method |—»

. Providing interest-bearing loans, which helps to withdraw funds offshore.
| Credit scheme |, The scheme under which the amount of credit funds is overstated with the
minimum amount of share capital is considered a «thin capitalization»

Sale of goods to residents of offshore financial centers at a reduced

| Transfer pricing price for resale, the income from which will be declared in the offshore

Registration of copyrights with their subsequent transfer to a resident of a

— Payment of royalties—» . = ; . .
Y Y jurisdiction with high taxes in exchange for the relevant payments

Application of Use of companies that may be registered in a tax jurisdiction but
] tax hybrids be a tax resident in an offshore zone

Fig. 3. Key schemes and methods of money laundering received as a result of a

violation of tax legislation with the help of offshore
formed by the authors using [7, p. 85]

Accumulation of funds obtained as a result of certain activities in the shadow
sector of the economic system is carried out by underestimating the actual amount of
income to significantly reduce the tax base and non-payment of mandatory payments.
Offshore centers play a key role in this process, as they greatly facilitate the process
of bleaching the proceeds of crime. This is facilitated by: a low or zero tax burden;
distribution of the lion's share of tax preferences only to non-resident enterprises
operating outside the territory of the tax haven; high level of secrecy of information
on banking transactions; only citizens of other countries can register a company
offshore; the existence of contracts to eliminate double tax administration;
commercial transactions are conducted exclusively with the use of foreign currency

funds of external origin; mandatory payment of customs duties.



It should be noted that offshore jurisdictions allow for various types of
transactions that are accompanied by significant flows of financial resources. This
allows foreign jurisdictions to pay significant or no taxes at all and are more likely to
ensure the safety of such abuses.

The main directions in the field of combating evasion of mandatory payments
to the budget by Ukrainian enterprises are to improve the domestic regulatory
framework for their activities, taking into account the possibility of cooperation with
offshore jurisdictions. It is also necessary to strengthen consultations and the practical
component with international organizations involved in the fight against money
laundering and terrorist financing, as well as to take into account the experience of
developed countries in this area. It is advisable to take into account all possible
methods and tools available to offshore centers used for tax evasion and to develop
appropriate measures to prevent their use, which will avoid large losses in the budget
system of Ukraine.

Today, global companies often use mechanisms to erode or disperse the tax
base and transfer property and financial results from the field of taxation to offshore
zones with the help of their structural units. Under these conditions, large
corporations have gained significant competitive advantages in the world by avoiding
paying taxes and putting small and medium-sized businesses on the brink of
extinction, which is limited in their potential to cooperate with offshore jurisdictions.
To reduce the number of such phenomena in the international economy, the OECD in
cooperation with several leading countries has developed a comprehensive plan to
facilitate the fight against the use of mechanisms to disperse tax bases and transfer
financial resources to avoid mandatory payments to national budgets. systems.

The Organization for Economic Cooperation collects and analyzes a significant
amount of information to develop recommendations to prevent the erosion of the tax
base by companies for member states and is the basis for organizing consultations on
financial issues. With the help of this organization, effective mechanisms have been
established, the aim of which is to completely stop the use of offshore centers by

some countries to attract a significant amount of financial resources into the national



economic system, regardless of their origin. As a result of the use of methods of
erosion of the tax base, the state budget of Ukraine also incurs significant losses.

Today, the global strategy to combat tax evasion and money laundering is
being modernized with the involvement of many nations, as globalization alone will
be difficult to overcome. It has become clear that the use of existing methods to
prevent such abuse is not effective enough. In addition, several countries have
benefited significantly from investing in the national economy of unknown origin, so
today it is important to join forces to overcome the growing trends in this area. This is
evidenced by the annual aggregate losses of states from corporate income tax evasion
of close to $ 240 billion, the main reason for which is the use of international
companies' aggressive planning of the number of mandatory payments to budgets.

The OECD, in cooperation with leading countries, developed 2013 a
comprehensive program of measures to prevent tax evasion, which includes stricter
international standards and outlines special forms of assistance to governments in
preventing BEPS (tax erosion and extortion). This plan covered fifteen stages, which
are presented in Fig. 4.

In modern conditions, the OECD creates the preconditions for the introduction
of all actions envisaged in the concept at the international level by each state and
works to improve existing and develop new standards in the fight against
concealment of performance. To this end, an innovative mechanism has been
developed for the participation of states that have agreed to cooperate in the fight
against BEPS, the essence of which is to conduct thorough consultations and
negotiations to attract new countries to develop effective measures to prevent
violations of national tax laws. The purpose of such cooperation is to increase the
level of transparency of the global tax system, and the program itself contains the
following proposals: setting standards for other outstanding issues; introducing the
general minimum level of standards with the formation of an effective control
mechanism; monitoring of current problems in the field of erosion of the tax base,
taking into account modern information technologies; creating preconditions for the

economic development of OECD member states.



MAIN ACTIONS (ACTIONS) OF THE BEPS PLAN

—® 1. Solving tax problems and features of taxation in the era of the «digital economy»

—» 2. Neutralization of so-called «hybrid schemes» |

» 3. Improving the effectiveness of the rules on controlled foreign companies (CIC rules)

4. Combating the erosion of the tax base through the payment of interest and other financial
" | transactions

5. General counteraction to unfair tax practices, taking into account the issues of transparency and
real economic content of companies

> 6. Prevention of abuse of the provisions of double taxation treaties

7. Prevent the use of schemes to artificially avoid the status of a permanent establishment ‘

.
—»| 8. Development of transfer pricing rules in terms of risks and capital |
.

9. Development of transfer pricing rules for intangible assets |

» 10. Development of transfer pricing rules for other high-risk transactions

11. development of methods for collecting and analyzing information on the erosion of the tax
base and the withdrawal of income from taxation

» 12. Implementation of rules that require disclosure of aggressive tax planning

>  13. Optimization of requirements for documentation of transfer pricing and national reporting

14. Develop and increase the effectiveness of mechanisms for resolving disputes between
countries on tax issues

15. Development of a comprehensive multilateral convention on international taxation to modify
existing tax treaties between countries

Fig. 4. The main stages of the OECD plan to prevent the development of the tax

base and the relocation of capital outside the country
formed by the authors

To implement the BEPS plan, the following key areas need to be identified. It

is first necessary to adjust the agreements on the prevention of double collection of



taxes by concluding the MLI Agreement, which provides for the granting of tax
preferences to the business entity, provided that the reality of the business is
confirmed. In case of detection of signs of tax optimization or aggressive planning, it
is necessary to immediately cancel the benefits provided and return them. Our state
also concluded such an agreement, according to which amendments were made to 44
agreements regulating the field of double taxation of financial results.

The next important step in the development of regulations that will apply to
foreign businesses operating in Ukraine. They should include requirements for
controlled foreign firms to report financial results for tax purposes. Such obligations
should create the conditions of the unprofitability of concealment and erosion of the
object of taxation and prevent the concealment of capital in offshore jurisdictions. It
i1s also advisable to oblige the citizens of Ukraine to show in the reporting
declarations the income they received from their business structures for taxation
under Ukrainian law. Under such conditions, the motives for registering a business
abroad to withdraw financial resources will disappear.

Strengthening the processes of offshoring of national economic systems today
poses a significant threat to the development of individual countries, as they stimulate
the outflow of financial resources from the state and create the conditions for tax
evasion on a large scale. This situation has given rise to reverse processes at the
international level, which have been called «deoffshorization». These processes have
not left Ukraine out either, as the amount of money withdrawn from the national
economy is estimated at $ 170 billion, and the annual losses from Ukrainian
companies' cooperation with tax havens are close to 2% of gross domestic product.
Given the large amount of public debt in Ukraine and the difficult socio-economic
situation, the problem of deoffshorization is becoming increasingly important today.

The deoffshorization mechanism should include the following sectors:

1. Legislative sector, which forms an effective legal regulation in the field of
offshore companies and an effective system of tax collection in the state. This
component is responsible for the legal limits of cooperation of Ukrainian companies

with international offshore jurisdictions and state fiscal authorities.



2. Motivational sector, which is the main parameter in the national mechanism
of deoffshorization. Today, Ukraine is in a difficult socio-political and economic
situation, so Ukrainian businesses lack incentives and reasons to return financial
resources to the national economic system and stop cooperating with the tax havens
of foreign countries.

3. Institutional sector, which includes a set of relationships between the state
budget and tax institutions at all levels of the financial system of the national
economy.

4. Information sector, which includes the transfer of information at the
international level, within the country, between economic entities, etc. The main task
of this subsystem is to increase the transparency of information flows at all levels for
the government to make effective decisions.

The main purpose of the process of deoffshorization at the international level is
to create fair competitive conditions for the circulation of financial resources between
different states and to prevent the monopoly of individual countries over others in the
field of mandatory payments. The anti-offshore policy also takes into account the
legislative, political, administrative, and fiscal components, which in the long run will
help achieve economic growth in Ukraine by increasing the business activity of
businesses and improving the conditions of business structures.

Thus, an effective regulatory financial policy should be formed in our country,
which will help reduce the interest in offshoring taxes and increase the responsibility
of taxpayers.

The strategic goals of the state in strengthening financial security are to prevent
tax evasion using offshore by implementing the following measures: reducing unpaid
taxes and fees using tax havens, preventing the withdrawal of resources from the
country, reducing the size of the shadow sector, preventing antisocial behavior,
creating a favorable climate for economic activity and the introduction of modern
innovative management technologies.

To achieve these, it is necessary to implement the following tasks in the field
of financial incentives: to improve the management mechanism for combating tax

evasion with the help of jurisdictions; increase the effectiveness of state control over



unfair cooperation with offshore business; build an effective institutional component
for the implementation of deoffshorization policy; to create interest among taxpayers
in conducting legal business; strengthen antitrust measures in the national economic
system and improve the investment climate; to create preconditions for the
introduction of modern achievements in the field of digital information technologies
in all parts of the financial system.

Conclusions from this study and prospects for further exploration in this
direction. Thus, the increasing globalization of finance in the world contributes to
the accelerated circulation of financial resources and intensified the process of
struggle for investment, which has led to the emergence of offshore centers in
different countries. The activities of such tax havens have positive and negative
aspects of the impact on national economies. The first includes attracting foreign
investment, using local infrastructure, using the services of office workers, and more.
The latter include tax evasion, withdrawal of capital from the country, and money
laundering. It is worth noting that the world's leading countries usually use double
standards about offshore jurisdictions and try to get the most out of them and often

«turn a blind eye» to the sources of capital.
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