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Recently, more and more foreign companies discover the Ukrainian market  and base their business in Ukraine.  However, as oppose to a few years earlier, many foreign companies pick up a trend of allocating their branch offices and subsidiary companies in other big industrial cities of Ukraine, besides Kyiv.  Cities like Kharkiv, Donets'k, Dnipropetrovs'k, Odesa and Lviv become more economically attractive to the foreign investors due to some evident advantages of these locations, such as:   

· Qualified  and more affordable labor force;

· More affordable real eastate (for renting or buying);

· More affordable utilities and necessary local professional services (audit and legal services, notaries, custom brokers and so on);

· Sufficient infrastructure.  

Each city has its own attractions for placing subsidiaries.  For example, Kharkiv may be referred to as the new "silicone valley" of Ukraine. Due to the fact that the city has many prestigious universities which train programmers and high tech professionals, Kharkiv has a large market of such specialists. Many foreign companies in the IT business are registered in Kharkiv and hire local programmers. 
Here are some of the examples of the leading international companies in the IT business that  successfully launched their activity in our city.

LogicaCMG is a major international force in IT and business services. It employs around 40,000 people across 41 countries. The company provides business consulting, systems integration and IT and business process outsourcing across diverse markets including telecoms and media, financial services, energy and utilities, industry, distribution and transport and the public sector. 

EchoStar corporation is also on the list of companies successfully represented in Kharkiv. With their headquartered in Englewood, Colorado, EchoStar Communications Corporation is a public company with approximately 21,000 employees. The Company and its subsidiaries deliver Direct Broadcast Satellite (DBS) television products and services to customers worldwide.
Wherever a subsidiary company is registered, at the initial stage of its business activity, it is usually financed by its parent company.
One of the widespread mistakes that many foreign companies, which plan to finance their subsidiaries in Ukraine, tend to make, is to ignore the demands of the Ukrainian legislation in this area of law. This has a negative impact on the taxation outcomes, it also may be fraught with high penalties and even criminal or administrative liability.  
Because the current legislation of Ukraine that regulates such relationships is very rigid and specific. 
That is why it is very important to take advantage of the local attorneys, specializing in such legal matters. It needs to be underlined that it is preferable to use the local law firms in particular (if such law firms possess the necessary experience). This will allow to avoid substantial quantity of technical problems during the financing process. Some of the characteristics of the business activity in Ukraine are the complications associated with the controversial and superficial legislation of the state. That is why there is a strong influence on the business activity from the state supervision authorities and commercial banks. Business contacts and competency of the local law firm's attorneys assist in timely and trouble-free resolutions of many issues relating to obtaining financing.
Based on the experience of many years, of our law firm working with foreign companies, We can present a number of recommendations pertaining to the set up of financing of subsidiary branches or companies.  
A parent company may use the following forms of the initial financing:

· Contribution into the share capital;

· The non-repayable financial aid;
· The repayable financial aid (interest-free loan);
· The interest bearing loan;
· Payments under services agreement or license agreement. 

	Method of financing 
	Profit tax (25%)
	VAT

(20%)
	Notes

	Contribution into the share capital  
	No
	No – if contribution is monetary

Yes – if contribution is non-monetary
	Non-monetary contribution is customs duty free (but in practice problems with the customs department may arise and sometimes a parent company has to pay customs duties)

	The non-repayable financial aid 
	Yes 
	No
	

	The repayable financial aid (interest-free loan)
	Yes 
(but when the sum of financial aid is repaid to the parent company it will be treated as deductible expenses)  
	No 
	The agreement on repayable financial aid  has to be registered in National Bank of Ukraine. 

	The interest bearing loan 
	No
	No
	The agreement on interest bearing loan has to be registered in National Bank of Ukraine. NBU can refuse the registration if the interest is too high. 

	Payments under services agreement. 
	Yes
	Yes 
	But if the agreement is concluded and cancelled in the same tax period, the taxes are not paid.  


Contribution into the share capital 

Financing through the contribution into the share capital of a company is the best method for the tax planning purposes. At the same time, increasing the capital of the existing company is a very formal and long procedure (especially for a public company). A general meeting of the company members should be called with a 45-days notice. The statute's amendments should be registered by the state registrar and the issue of shares – by the Securities and Stock Market State Commission. 

Also, one should note that contribution into the share capital will not be subject to VAT if it is not associated with the transfer of goods, works, or services from the parent to subsidiary companies. 

Registration of loan by the National Bank of Ukraine 

The registration of the loan is a simple enough procedure. The following documents should be provided to the regional division of the National bank of Ukraine:

· registration application;  

· loan agreement or notarized copy of one; if the agreement is composed in a foreign language, notarized translation should be submitted;   

· agreement registration form; 

· the commercial bank's confirmation letter on readiness to serve the operations under the agreement;
· evidence of payment of the state duty (approximately USD 40,00). 

In determining the interest, parent company should consider that such interest (including commission, penalties and other payments, established in the agreement) should not be greater than the maximum interest rate that is determined by the National Bank of Ukraine. 
Registration should be done within 7 working days. But one should remember that the procedure of obtaining the confirmation from a commercial bank to serve the loan also takes some time (2-7 days depending on the bank). Usually, to issue the letter of confirmation, commercial banks require the same package of documents, as the National Bank of Ukraine. 
If the funds are transferred to the account without the registration of the loan, the penalty can be imposed on the recipient (1% from the sum of loan). In spite of imposed penalty the loan has to be registered.  
Receiving the payment under the services agreement 
To finance the activity of a subsidiary company, agreements of services rendered by the subsidiary company to the parent company are often used. The execution of such agreements is not associated with any additional expenses which, for example, might have occurred during a purchase of produce of subsidiary company. 
As oppose to loans, such agreements do not have to be registered, however, it is advisable to use them for short-term financing because when a finance period exceeds one tax period for report of taxes, the financing sum that came in under such an agreement will be taxed. To avoid the VAT and profit tax, prior to the end of one tax period, companies have to sign an agreement of a pre-term cancellation of the contract and the subsidiary company must refund the money. So because of such an agreement, subsidiary company may get some sort of a short-term interest-free loan.
Ukrainian foreign currency regulations stipulate that at the time of the money (the foreign currency) transfer to the account of Ukrainian company, such company must have a signed contract under which the payment has been maid, a copy of which should be presented to the bank. If such contract is not submitted within a 5 day period after the money transfer to the account, the funds are returned to the transferor. 
