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1. PREFACE

1.1 General Overview
The purpose of this study is to identify the key issues currently plaguing the BPO sector in Albania,
with the aim of eliminating these issues and promoting the further growth of the sector.
The study gives a description of the background of the BPO sector, how it was first created in Albania,
and the development curve of this sector in our country. Companies forming the BPO sector operate in
various areas of the economy, such as; customer service, IT, marketing, online sales, business analysis
services, and all other types of services not included in other sectors of the economy.
During the course of the development of BPOs, there have been identified many problems and obstacles
that slow down and hamper the development of the sector. The problems of this sector arise both in legal
and fiscal terms and in relation to governing bodies of the Albanian Republic.
Various companies operating in this sector, as well as associations that protect the rights of these
subjects, have made efforts to change and improve the economic and legal state of this sector, mainly in
terms of professional training of employees, financial support of this sector, fiscal facilities etc. The object
of this study is to address three main issues:
i)

The application of value added tax on BPO services,

ii) Recognized expenses and the main problem of not acknowledging some of the operational
costs by the tax authorities for the BPO sector,
iii) The problem of paying 100% of social and health insurance contributions of part-time
employees.
Firstly, the study addressed the main issues of value added tax (VAT) applications for entities in the
BPO sector, as well as the applicable legal framework for this section. The in-depth analysis covered how
8
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VAT applies to services provided by the BPO sector, the main issues that come with the application of
VAT to in-house services, main issues of VAT reimbursements, and solution proposals that are relevant
to improving legislation.
Secondly, the study identifies the problems that the BPO sector with the lack of recognition of
operational expenses by the tax authorities. As explained later in the study, the recognition of expenses by
the state is very important for all business and organizations, especially those of the BPO sector. The study
identifies and categorizes all the costs of a company operating in the BPO sector, and identifies the main
issues that this sector has in respect to the non-recognition of operating expenses.
Third, it analyzes the payment of 100% of social and health insurance contributions to part-time
employees. The analysis for this point of study is largely legal, as it relates to the social security scheme
defined by Law no. 7703, dated 11.05.1993 “On Social Security in the Republic of Albania”. This study
focuses on the issues that come with fully paying social security for part-time employees. The social
security situation is of particular importance to this sector, as a significant proportion of employees are
part-time students at Call Centers or other BPO enterprises.
After identifying the main issues of the social security legal framework, there were made
recommendations with the intent to improve the current situation of BPO companies, while at the same
time making sure that no employees’ rights were violated.
Additionally, Malta, Romania and Bulgaria’s BPO sectors were analyzed and described. This part of
the study has a comparative approach between Albania and the studied countries, thus highlighting the
advantages that these countries have in the BPO sector compared to Albania. The identification and
comparison of the terrain in which the BPO sector operates enables the identification of the best models
and policies that can be used to improve and grow this sector in Albania.
Finally, the conclusions of the study provide recommendations to make changes that will affect all the
areas that the study addressed, as well, all the legal steps that have to be followed in order to improve the
situation in the BPO sector in the Republic of Albania.
1.2 Methodology
This study initially identifies the problems of the Albanian BPO sector, compares it with the models
followed by the other countries that were studied, and gives recommendations for each relevant issue.
Depending on the purpose of the study, secondary data obtained from internal and external sources were
used for its completion, through which the timeline and the problems that followed the BPO sector in
Albania and the other countries under study were identified.
In order to get real data on the problems that the VAT has, operational costs, as well as data on parttime employment contracts, we have referred to the data collected through focus group methods, which
mainly have been members of the ABSA association.
Additionally, to give a practical approach to the study, the work group has contacted some of the
companies operating in the BPO sector. The meetings highlighted the practical problems encountered
during their activity, opinions on how these issues could be resolved, as well as suggestions for further
development of the sector.
The core of this study is the research method that has been used to collect information; analytical and
comparative methods that identify problems currently affecting this sector, making an approach to the
countries in which the BPO sector is developed.
We emphasize that with the technique used to carry out this study; the data were initially collected,
researched and then selected for the purpose of the study object.
9
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Since at the core of the whole study is the question of how to improve the BPO sector in our country,
synthetic methods have been used on a case-by-case basis through which conclusions have been drawn
and recommendations for resolving the issues that concern this sector.
The study has focused on three main directions, which relate to the internal situation and the comparison
of Albania’s situation with the countries of the region.
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2.

2.1

THE BPO SECTOR

The creation and the development of the BPO sector in Albania

In March 2010, the European Commission published the Europe 20201 project that outlined a strategy
for smart, sustainable and inclusive growth. In this strategic document, the Commission set out a number
of national and EU priorities, which are specifically aimed at achieving economic recovery. One of the
three key initiatives was to set a new digital agenda for Europe. The Commission estimated that a smart
digital economy could play a very important role in achieving healing and at the same time helping to
create the necessary blocks for long-term, sustainable growth in Europe. The rest of the world needs
Europe to be successful in these endeavors.
In October 2011, the President of the European Commission reiterated the importance of this digital
initiative and stated that European recovery can only be achieved by giving three priorities: dealing
effectively with the sovereign debt crisis, resolving the banking sector and delivering digital services.
The BPO sector has grown since the outsourcing beginnings of the Call Center industry (CC) in
the 1980s. The CC era helped to create significant employment across Europe, although it was always
positioned outside the smart economy. However, BPOs stand more clearly in the smart economy and
therefore have an interesting role to play in two different respects: enabling the Commission’s objectives
and distribute digital economy tools.
Business Process Outsourcing (BPOs) can be described as the act of contracting a third party to
complete one or more specific business processes. This sector is particularly used by businesses to perform
routine (non-key) functions of their business, including customer service, marketing, etc. Globally, the
BPO sector has grown rapidly over the last two decades. Outsourcing has been largely driven by large
companies in developing countries, which have aimed to reduce communication costs and information
technologies.
BPO are often seen as synonymous with all centers. For the purpose of this study, it is important to note
that the BPO sector, both globally and in Albania, is much broader and more diversified both in terms of
services and in terms of opportunities of employment for young professionals.
1 Ref : Europe 2020 https://ec.europa.eu/eu2020/pdf/COMPLET%20EN%20BARROSO%20%20%20007%20-%20Europe%20
2020%20-%20EN%20version.pdf
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BPO activities can be the development broadly classified as:
a. Customer relationship management, primarily customer service call centers, customer
sales and marketing;
b.
etc.

Human resource management, which includes staff training, staff recruitment services,

c. Managing the resources of different organizations; mainly finance, accounting,
procurement, logistics and database services.
An activity similar to BPO’s is the outsourcing of knowledge processes (KPO’s), which involves the
transition of more complex tasks that require specialized skills, knowledge, education and expertise.
The types of services provided by these companies include legal, medical, training, market studies and
business consulting services. Another subsector also includes the outsourcing of information technology
through the maintenance and creation of highvalue programs and of different IT strategies.

Graph number 1 Offshore Services Global Value Chain, Avasant2
2 “Building a Strong BPO Industry in Albania”, February 2017, conducted by AVASANT, page 11
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This study has shown that 3.8 million individuals are employed in 35,000 different CC in Europe.3
The study shows that in 2014 there were more than 35,500 call centers, with nearly 78 different countries,
employing 3.8 million individuals in 30 different countries in Europe.
In Albania, in recent years, several new branches of the economy have developed, which have come
about because of the need for new goods and services markets. During this period, the services sector had
not been before developed in our country, for reasons mainly related to the fact that before 1991 Albania
had a centralized economy.
Major developments in the field of services have led to the emergence of companies operating in the
BPO sector. BPO companies offer various services in the field of IT, customer service, marketing, online
sales, business analysis services, offices providing engineering, topographic, architecture, accounting,
legal, and all types of services, and many other services not included in other sectors of the economy.
It should be said that the most important industry of this sector is occupied by companies operating
in the field of CC. Companies operating in the field of CC are relatively new to the Albanian economy and
it should be noted that during this period they have played an important role in our economy. In terms of
time, we point out that this sector has started to form over the last two decades.
During this period, the number of domestic and foreign companies operating in this area increased
significantly. With the growth of service providers in this area, the demand for employment in the sector
has also increased, as have other sectors of the economy, which are directly related and which economically
interact with outsourcing companies.
The growth of this sector has happened at a rapid pace, directly affecting Albania’s economic growth.
Measured in real terms this sector currently generates approximately 5% of Albania’s GDP.
The following graph (Graph 2) shows in real terms how the BPO sector in Albania has grown, according
to data obtained from the NBC Trade Register.

Graph nr. 2 The NBC Trade Register
3 See publication “Growing call center industry in Europe”, available at: https://www.monitor.al/industria-call-center-ne-rritje-ne-europe/ accessed on 20.08.2019.
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Also, some data on employment and commercial activity of BPO companies published by
INSTAT are:
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Graphs 3, 4, 5, 6 Sources: INSTAT
In addition to the positive trend this sector has had, companies operating in the BPO sector, in 2017
suffered a severe blow to their activity following the Italian state’s decision to relocate the call center sector.
It should be noted that the main customers of Albanian BPO companies were the companies operating in
Italy. In order to minimize labor costs, Italian BPO companies had contracted Albanian companies that
provided BPO services on behalf of Italian clients.
15
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As a considerable part of the sector moved from Italy to Albania, the Italian authorities, having come
under the pressure of losing their jobs in Italy, took measures to prevent this situation. Specifically, on
April 1, 2017, the Law on Delocalization4 of the BPO sector entered into force in Italy.
Through this law, the Italian state strengthened the rules for relocating BPO activity from Italy to
non-EU member states. This initiative undertaken by the Italian state penalized the entire CC sector in
Albania, leading to the forced bankruptcy of many enterprises that had a good financial performance
throughout this period.
Following this law, for the first time, the CC and BPO sector in Albania suffered a significant
decline, which brought economic and social consequences resulting in higher unemployment.5
Currently companies operating in the CC sector are spread throughout the territory of Albania, but it
should be noted that their largest concentration is in major cities such as:

Most of these companies have concentrated their activity in the city of Tirana. This is primarily due
to the concentration of major businesses in the capital, but also for other reasons, such as:
4 Ref: BPO Law “On Delocalization” https://www.lavoro.gov.it/strumenti-e-servizi/delocalizzazione-call-center/Pagine/default.aspx
5 Ref: Law brought economic and social consequences to rising unemployment https://www.monitor.al/rise-and-fall-of-callcenter/
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It should be noted that companies operating in the CC industry are on the rise, which indicates the
positive trend this activity has had in Albania during the last few years.

Graph: Data received from NBC until November 2017.
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* The decline seen in the Chart happened because of the Law enacted by Italy in April 2017, the exact
data is expected to be released by Instat and the NBC, but has not yet been released for 2018 or 2019.
This positive trend is also an indication that the state should pay more attention to this sector, through
improving economic policies, easing fiscal burden, removing the administrative obstacle of obtaining
permits, licenses and authorizations, and provide other ways of support.
Currently, according to the trade register, there are 858 companies active and operating in the CC industry.

Graph 76: The status BPO businesses
According to the data, it is obvious that 67.6% of these activities that were declared over the years at the
NBC, are active, thus outsourcing is considered as a sustainable activity in the labor market.
6

The association “Together for life”, page 8.
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Graph 87
2.2.

Current state and issues of the sector

The service sector, like all other sectors of the economy faces various obstacles during its daily
operations. Being one of the newest sectors of the Albanian economy, its issues are much more serious
when compared to other sectors. There are many reasons for these obstacles, but they are mainly related
to the legal vacuum that regulates the sector.
Initially we want to emphasize that the analysis of the legislation does not necessarily specify that the
BPO sector in general, and that of CC in particular, should be regulated by any particular law, where
specific rules are applicable only to companies working in the industry. There are also many difficulties
in obtaining data on the development and performance of the sector, especially if it is required by state
entities such as by the INSTAT or the NCD. NVE Codes for the industry are merged with other codes of
service providers, which makes it even more difficult for experts to analyze the performance of the sector.
This legal code union can be seen clearly in the table below obtained from INSTAT:
Legal Code NVE
Rev.2
62-63

Economic Activity
Programming, consulting and other IT activities, data processing, information
hosting and related activities, web portals and other information services.

Legal and Accounting activities, Auditing activities; tax consultancy.
69
70

Business management activities and Managerial consulting activities.

73

Marketing, Market analysis, surveys
Office administration and supportive activities, Call center activities, Conference and event organizers as well as business support service activities

82

Graph nr8 , INSTAT
* Source: The data comes from the Structural Business Survey. The main purpose of Structural Business Statistics is to
show the economic and financial structure of country’s enterprises, by branches of economy and by size of enterprises.
7

The association “Together for life”, page 8.
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Also, the legislation in force has not been amended or adapted thus it doesn’t facilitate or improve the
legal, fiscal and economic situation of companies operating in the Republic of Albania. Regardless of the
positive impact that this sector has on the Albanian economy, no concrete economic and fiscal policies
have been taken during the time of its existence, with no significant legal changes being made to increase
the growth and improvement of this sector. It is currently regulated by the following legislation:
1. Law No.9901 / 2008, “On Traders and Businesses”, as amended;
2. Law No. 9723/2007, “On Business Registration”, as amended;
3. Law No. 7961/1995, “Labor Code of the Republic of Albania”, as amended;
4. Law No.48 / 2014, “On late payments on contractual and commercial obligations”, as amended;
5. Law no. 9920 / 19.5.2008 “On tax procedures in the Republic of Albania” as amended;
6. Law No. 92/2014, “On Value Added Tax”, as amended;
7. Law No. 8438/2008, “On Income Tax”, as amended;
8. Law No.9975 / 2008, “On National Taxes”, as amended;
9. Law no. 9632/2006, “On the Local Tax System”, as amended;
10. Law no. 7703/1193, “On Social Security in the Republic of Albania” as amended;
11. Law no. 9136/2003, “On the Collection of Compulsory Social Security and Health Insurance
Contributions in the Republic of Albania”, as amended;
12. Law no. 10383/2011, “On compulsory health insurance in the Republic of Albania” as amended;
13. Law No.25 / 2018, “On Accounting and Financial Statements”;
14. Rules that regulate in more detail specific issues that are part of the normative framework applied
by state or non-state actors.
The former legislation regulates the organization and activities of businesses and organizations in
general and those operating in the outsourcing sector in particular. In the industry of trading, there is a
considerable amount of laws that regulate various activities, but the legal body shown above constitutes the
main legal basis, which regulates the legal and fiscal aspects of trading and commerce-based companies.
All of the mentioned legislation has changed constantly in recent years, both in terms of additions and
changes to existing laws and in the drafting of new laws, which are existing mostly as a result of the need
to adapt the European Union’ legislation (EU Acquis).
It is worth noting that despite of the changes in the current legislation, there are no changes aimed at
improving the economic/fiscal climate/current position of companies operating in the BPO sector and
in particular those operating in the CC field. From the analysis of the brief history of this sector, there
are several reasons why the government has not yet dealt with this economic sector, which occupies a
significant part in the national economy.
Some of the reasons why this sector is not prioritized by governmental entities:
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The mentioned problems are some of the main reasons why so far, there have been no serious policies
that improve this sector. The only significant improvement is the reduced 5% profit tax for software
companies, a change that was set in 2019. This is a positive initiative, which should be accompanied by
additional measures that can further-expand the sector.
It should be emphasized that companies operating in the BPO sector (mainly in CCs) are the
only entities that have experienced growth and expansion after the recession of 2008, making
this sector attractive for new investments. Currently this sector is one of the largest employers in
Albania, which according to studies, employs between 25,000 and 32,000 people (see graph above).8
Following the analysis of the current situation, besides the issues related to the fiscal and economic
treatment of entities operating in this sector, it has been noted that Albania has also been a potential
destination for domestic and foreign companies. This is mainly due to the free labor market that Albania
offers to the entities operating in this sector. In addition, another advantage of the rapid expansion of this
sector has been the adaptation and absorption of the professional knowledge required by BPO activities,
which are mainly related to:

2.3 Request for support by the BPO sector
Companies operating in the BPO sector, as well as ABSA that protects their rights of these companies,
have continuously made efforts to promote and protect the rights of BPO companies. Specifically, some of
the proposals made by ABSA to improve the current situation in this sector are:
Title: Suggestions for Business Process Outsourcing Support
Addressed: Ministry of Finance and Economy
By: Arjodita Rraboshta, President of ABSA
Data: March 27, 2019 5:08 PM
In terms of the market and training:
a. Conduct free courses for jobseekers coming from job offices in public vocational training centers;
b. For telemarketing training to become part of the syllabus of the national curriculum approved by
the competent authorities;
c. Improve the professional training curriculum by the Ministry of Education, Sport and Youth;
d. d. To provide diplomas for these courses;
8 February 2017, AVASANT, page 11
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In terms of promoting and supporting this sector:
a.
b.

To update, supplement and code all the occupations, including occupations applied in CCs;
To fix these situations, specifically in the presence of experts of the sector this field.

In terms of the financial support that the state should provide to this sector, there have been several
proposals that call for the government to include and increase the quotas of BPO companies for the benefit
of employment promotion programs funded by the Ministry of Finance and Economy. Despite many
complaints and requests for support on the mentioned issues and many other problems of the sector, there
is still no serious response from the public authorities.
2.4 The main issues and situations addressed in this analysis
Before highlighting the main issues currently faced by the BPO sector, we point out that this sector was
created recently and developed rapidly in Albania. Despite its success and constant expansion, the problems
that this sector has have not been addressed and resolved. This is due to various reasons identified in the
study, but the main reason seems to be the lack of real attention and appreciation this sector has.
The main issues currently affecting this sector relate to the fiscal policies pursued by the state. Despite of
the fiscal changes of 20199 that positively affected the economy, Albania once again remains the country with
the most severe fiscal burden in the region. In addition, as this industry competes globally with many other
countries in the world, Albania needs to have a favorable environment to maintain sector competitiveness.
Further initiatives for this industry are needed. A comparative research analysis with Bulgaria, Malta and
Romania was made. The reason these countries were selected, is because they have developed BPO industries;
good work practices regarding the regulatory framework for this industry can be obtained from them.
The issues that will be addressed are:

We emphasize that the study will be followed by another study on the categorization of job occupations
in the BPO sector, monitoring Labor Offices for the implementation of DCM no. 47 dated 16.01.2008, and
activities to promote and improve the image of the BPO sector, etc.
9 The level of profit tax and VAT has been reduced for companies operating in agrotourism, hotel tourism, but the companies
operating in the field of call center have not been addressed at all. See paragraphs 2 and 3 of Article 28 of Law no. 8438/1998,
“On Income Tax”, as amended, and Article 49 of Law No. 92/2014 “On Value Added Tax”, as amended.
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3.

IDENTIFYING THE MAIN ISSUES AND RESOLUTION PROPOSALS FOR EACH ISSUE

3.1 VALUE ADDED TAX (VAT) APPLIED OVER BPO SERVICES
3.1.1

Understanding VAT in Albania

VAT is a general tax on the consumption of goods and services proportional to the price of said good or
service, which is chargeable to the price without tax, at any stage of production and distribution process.10
The term tax throughout the rest of the study will imply any compulsory payment by law that legal
persons of a country make in favor of the state budget, on the basis of their income or wealth, with the
intent of establishing the necessary means of financing of public expenditure. In the Republic of Albania,
VAT is considered as the main source of revenue in the state budget and is at the core of the entire
Albanian tax system.
VAT is applied to all the supplies of goods and services within the territory of the Republic of Albania
and to all imports of goods coming into the territory of the Republic of Albania. In order to determine the
VAT application for companies providing services in the BPO sector, we first need to specify the product
that these companies provide in the market.
VAT in the Republic of Albania applies to entities offering supplies of two main categories11:

10 See Article 1 of Law No. 92/2014 “On VAT in the Republic of Albania” as amended.
11 See Article 2 of Law No. 92/2014 “On VAT in the Republic of Albania” as amended.
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In order to provide a precise and detailed explanation of the specific BPO product to which VAT
applies, we are giving the relevant definitions for each of the two main categories for which current
legislation necessarily applies this tax.12

BPOs main goal is to supply as third parties, providing various services in the field of marketing, online
sales, advertising of different products to customers etc. Currently, companies operating in this sector are
obliged to pay VAT on the price of the service for each service they provide domestically.
Referring to the existing legislation, the same rate of tax applies to all taxable supplies in Albania,
which equals 20% of the total value of the service provided by the BPO.
3.1.2

The actual situation and the main issues of VAT in the BPO sector

As we have stated in the preceding sections of this study, it turns out that the BPO sector has no specific
regulation under current legislation. In addition, after analyzing Law No.92 / 2014, “On Value Added Tax”
for services provided by this sector, it does not appear to have any specific treatment from other services
offered in the Republic of Albania. Given these conditions, BPO companies in Albania have encountered
some issues directly related to the application of VAT.
In order to provide a more detailed explanation of these issues, the following is a detailed analysis of
the impact that VAT has on the BPO sector, in the following two main respects:

12

See Article 2 of Law No. 92/2014 “On VAT in the Republic of Albania” as amended
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Regarding the first clause related to the application of VAT in the purchase of goods or services, we
explain that the BPO sector, in order to carry out the goals of its activity, is obliged to purchase goods and
services within the territory of the Republic of Albania. To be specific about the subject of the study, we
explain that some of the goods and services purchased domestically by the BPO sector, without limitation,
are electronic equipment (computers, headphones, servers, etc.), stationery tools, telephone pulses,
internet services, maintenance services, renting space (if VAT is decided to be applied by the entities
themselves) etc.
For all these goods and services that the BPO buys within the territory of Albania, it is obliged, in
addition to the value of the goods or services offered, to pay a further 20% VAT on the value of the goods
or services that are purchased.
We also explain that most of the companies operating in the BPO sector offer their services to third
parties located outside the territory of Albania. As these services are intended for export only, they are
considered as zero degree supplies. As a result, the subject that provides the outsourced service accumulates
VAT on the purchase and is unable to balance VAT with the services it offers on sale.13
Under these conditions, the accumulated value of VAT is an additional cost paid by the entities providing
outsourcing services and directly affects their activity. The full analysis of this problem is directly related
to the recognition or not of deductible expenditure acquired domestically, which is treated as a separate
issue in point 3.1.3 below.
Regarding the second clause related to the application of VAT to the sale of services within Albania,
we explain that when the service provided by the BPO sector is treated fiscally in the same way as all other
services, it is therefore taxed at 20% on the value of the service it offers. This fact restricts the sector from
offering its services to other companies within Albania.
We explain that the services offered (mainly marketing, brokerage, sales etc.) are very attractive for
Albanian businesses. Requests for these services are steadily increasing, despite the fact that currently,
almost none of the BPO companies sell their services in Albania.
The main reason for this phenomenon is the application of VAT for sale at the rate of 20% in the sale of
these services. By applying this value over the service price, the final price that the final consumer (various
businesses) can afford is high and not competitive. Consequently, all businesses that seek to benefit from
outsourcing services directly address companies outside the territory of the Republic of Albania that offer
it at a much lower price or in some cases employ full-time people within the company, but that has not
proved effective
It should be noted that the application of VAT to BPOs puts Albanian companies at a disadvantage in
relation to the companies that provide this service outside the territory of the Republic of Albania.

13 See UMFE no.06 dated 30.01.2015 “On Value Added Tax in the Republic of Albania” as amended
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Vat reimbursements

Despite of the mentioned issues, which impede the activities of domestic BPOs, the legislation has
actually provided a VAT refund mechanism for all entities that credit this tax during their activity.14
Although the current legislation recognizes the right to VAT refunds, currently this mechanism is not
effective due to the problems it presents in practice. More specifically:
a. The protocol that needs to be followed by the tax payers/business owners in order to reimburse
the value of VAT credited. The bureaucracy consists of investigation for the purpose of VAT refund, where
the tax administration requests and investigates all documentation of the tax history of the company (tax
returns, contracts, etc.). These records are also submitted by the entity to the tax administration once
again, after the self-declaration of its work activity. Thus, currently the same documentation is required
and reviewed twice by the tax administration.15 This fact creates an additional burden on the companies
that are applying for tax reimbursements and directly affects the reimbursement procedure timeframe. We
explain that during this timeframe, the company is waiting for VAT refunds, which can lead to liquidity
shortages, insolvency, forced bankruptcy, etc. This is important for BPO companies that have more sales
(because they provide services) through which VAT is credited.
b. Non-implementation of legal provisions of the tax administration. Although current legislation
stipulates that tax administration bodies have the right to exercise control over entities seeking to be
reimbursed based on risk analysis, in practice the subject seeking VAT reimbursement is controlled for
each request for reimbursement.
c. The tax administration has a tendency of charging the taxpayer with additional tax liabilities and
penalties, in order to reduce the value of the VAT refund.
d. Providing VAT refund selectively. This relates to both recognizing and approving refundable VAT
reimbursements, and of the distribution of funds once the refund is approved.
3.1.4

Negative consequences from the current VAT legal Framework

Given the situation regarding the application of VAT to the BPO sector, it has these negative
consequences both economically and socially:

3.1.5

Solution Proposals that could improve the current situation of the sector

1) Amending the current legislation in order to reduce the administrative burden and
changing the current protocol the tax administration currently has when applying for VAT
refunds. We propose that this change be made taking into account the following issues
14 See Article 77 of Law No. 92/2014 “On Value Added Tax” as amended
15 See UMFE no.06 dated 30.01.2015 “On Value Added Tax in the Republic of Albania” as amended
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a.
Effective implementation of the risk system that enables the reduction of tax audits. In
case that the entity applying for VAT refund does not result in being subject to risk for the regular
fulfillment of tax obligations, said-entity should not be audited by tax inspectors for each claim for
reimbursement, but must be immediately approved/recognized for VAT refund by tax
b.
Cooperation/exchange of information between public institutions for risk assessment on
VAT reimbursement. In cases where the entity presents a risk to the Directorate General of Taxation,
the latter may request information related to the declarations of sales, purchases, unpaid taxes, taxes
and social and health insurance. If this information is consistent, the entity can be categorized as riskfree and thus VAT refunds can be made immediately without the need for an inspection by inspectors.
c.
Elimination of investigation process for VAT refunds within a period of time, e.g. from
year to year in full / deep control.
2) Increase the transparency of internal procedures (by devising a methodology for assessing
companies that are considered at risk) for handling VAT refund cases. Currently, fiscal legislation
investigates the company only in cases where the entity presents a risk of failure to comply with tax
obligations properly. Inspectors control almost every case of reimbursement. Given these conditions, the
transparency of the internal procedures (orders, instructions, various risk assessment methodologies,
etc.) of the tax authorities would reduce the number of abuses by inspectors, increasing the efficiency of
the VAT refund procedure. Another positive aspect of the transparency of internal procedures is related
to increased trust between companies and the tax authorities, reducing informality.
3) The tax authorities’ decision-making should not be affected by the government budget plans, with
the aim of reimbursing or not crediting VAT.
4) Amending the current legislation in order to accelerate the VAT refund procedure, by improving
the VAT refund mechanism.
5) Reduce the VAT rate for companies operating in the BPO sector. A good example that can be
followed in this case is the legal regulation of Malta, which has VAT scaled to some level, but no more
than 18% above the price of goods or services. 16
3.2
3.2.1
Albania

KNOWN EXPENSES AND THE PROBLEM WITH THE GOVERNMENT NOT
RECOGNIZING OPERATIONAL COSTS OF THE SECTOR
Understanding the known costs and the legal framework that regulates this area in

The concept of recognized expenditures is a fiscal concept defined by law, which is created to enable
taxpayers and tax authorities to determine the totality of those expenditures that will be recognized by the
state for the purpose of determining profits and taxes of a taxpayer
Currently, the concept of recognized expenditures and the specific adjustments to this issue are found
in the following legislation:
• Law No. 8438/2008, “On Income Tax”, as amended;
• Law No.25 / 2018, “On Accounting and Financial Statements”;
• Directive No. 5/2006 of the Minister of Finance and Economy “On Income Tax” as amended;
• National accounting standards;
According to the mentioned legal framework, recognized expenses are those expenses that
are incurred for business purposes and which are intended to secure and preserve income.
Recognized expenses are primarily expenses intended to maintain the existence of capital as a
source of income and to provide the recapitalization or replacement of capital (eg depreciation).17
16 See “VAT rates applied in the Member States of the European Union”, 1st January 2019, accessed on 24.06.2019, at:
https://ec.europa.eu/taxation_customs/sites/taxation/files/resources/documents/taxation/vat/how_vat_works/rates/vat_
rates_en.pdf
17 See section 3.5 of UMFE No. 5/2006 “On Income Tax” as amended
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In order for expenses to be recognized by tax authorities, they must meet the following criteria:
a.
b.
c.
d.

The expenses need to have been carried out in the direct interest of the economic activity of the company;
have been affected and are supported by legally recognized documents;
The expenses are verified by an accountant, reducing net assets;
The expenses must be verified by the taxpayers with the relevant legal documentation18.

The main dilemma that needs to be addressed in this particular case is:
Why does the recognition of operational costs in the activity of a business or organization in general
and especially BPOs in particular matter so much?
The answer to this question is directly related to the purpose for which every business organization
is created, profit. Referring to the current fiscal legislation, it turns out that the profit of a company is
measured in annual terms, calculated from January 1st to December 31st of the same year. In determining
the profitability of a business, the expenses that are recognized represent the total spending the business
has made during a financial year. The amount of these expenses is deducted from the total income the
company has generated during the financial year.
The difference between these two items is the taxable profit of a business organization.19
Referring to the mentioned situation, we note that, the greater the recognized costs of a business, the
lower the taxable profit is on the calculated profit tax.
In many cases, the tax authorities not recognizing one or more expenses artificially increases the
value of the profits made by the company, thereby increasing the value of the tax that the company has
to pay to the government.
3.2.2
The actual situation, known costs of the BPO sector, known expenses, expenses not
being acknowledged, the importance of acknowledging expenses, the impact of this issue on the
sector
As in all other activities, the BPO sector faces issues with the recognition of operational costs/expenses
by the tax authorities.
The problem starts from the way the current legislation is created, which at none of its levels (law,
DCM, orders or instructions), sets out a list of expenditures known for different sectors of the economy. 20
The current legal regulation gives total control and discretion to tax authorities to complete the assessment
of the recognized expenses for the purpose of deducting and calculating a taxpayer’s taxable profit.21
Nonetheless, specifying and clarifying in the legislation the four criteria that an expenditure must meet in
order to be recognized as a deductible expense, does not address the problems faced by BPO companies
and does not help them justify their expenditures to tax authorities.
The BPO sector has many operational costs. For the purpose of this study, we will categorize the costs
of a BPO business into the following main categories:

18 See point 5 of UMFE No. 5/2006 “On Income Tax” as amended.
19 See paragraph 2.8.7 of UMFE No. 5/2006 “On Income Tax” as amended.
20 One model that can be followed is the “Combined Nomenclature of Goods” used by the customs authorities. In the case of
taxation, the list of expenditure recognized may not be exhaustive, but rather oriented. See more at: http://www.dogana.gov.
al/dokument/2142/n
21 See Article 29 of Law No.8438 / 1998, “On Income Tax”, as amended, point 3.12 of UMFE No. 5/2006 of the Minister of
Finance and Economy “On Income Tax”, as amended. 80, item 1 of Law No.9920 / 2008 “On Tax Procedures in the Republic
of Albania” as amended.
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The mentioned costs have several types of costs within them, which together account for the total of
the costs incurred by a company in carrying out its BPO business.
3.2.3

Base Costs

The base costs of a company operating in the BPO sector are as follows:22

3.2.4

Secondary Cost

The secondary costs of a company operating in the BPO sector are as follows:23

22 See Article 69 of the Labor Code
23 See DCM no. 68, dated 7.2.2018 “On the limits and criteria for determining the remuneration which corresponds to the
salary received in kind and added to the annual holiday pay”
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3.2.5 Administrative costs
Administrative costs are all the costs and expenses made by the company for services taken by public
administration bodies.
The following chart includes all operational costs (including basic, secondary and administrative
costs) for the normal development of the activity. These costs typically include infrastructure, salaries,
administration, training, and software, but costs are limited to outside activities such as recruitment and
marketing.24

Following the analysis of known expenditures, it should be noted that all the above costs (internet,
telephone, electronic equipment, marketing, partial water, etc.) are real costs that are directly related to
the activity of BPO companies. For example, when referring to employee-related expenses (food, facilities,
water, etc.) we must keep in mind that the BPO sector is a sector that is almost entirely based on the
workforce. Prior to this situation, even the secondary costs (other than wages) that the company spends
for employees are high.
Large portions of these expenses are not recognized as deductible by tax authorities, which directly
affect the taxable profit of the company. This becomes a worrying problem for all BPO companies
considering the high number of annual expenses they have and the un-recognized costs they have. After
further analysis of BPO companies in the country and of the legislation, we will set out below all the costs
unknown to BPO businesses and the criteria of recognizing expenses:
24 The above data were obtained from some BPO entities and which have yielded the above results..

30

Business Process Outsource
Unknown costs25
•
a.

Element 1.

Cost of land acquisition and improvement of space; (Prevents Investment)

b. Cost of purchase, improvement, renovation and reconstruction of the operating assets, which are
depreciated, in accordance with Article 22 of this Law;
c. Increasing the charter capital of the company and the contribution of each partner; (Raising
equity by partners is not recognized as an investment)
d.

value of the rewards in kind; (All material purchased for promotional reasons by the entity)

e. declared dividends and profit sharing for partners or shareholders of companies, as well as profits
in the case of partnerships;
f. paid interest rates, which exceed the average 12-month interest rate of banking market loans,
according to the official publication of the Bank of Albania
g.
h.
laws.

fines, interest-arrears and other criminal conditions;
Creation or increase of reserves and other special funds, except as funds provided by law or by-

i.

personal income tax, excise tax, profit tax and deductible value added tax;

j.

representation and reception costs that exceed 0, 3 percent of annual turnover;
-

Personal consumption expenses, as determined by the Minister of Finance;

- Personal consumption expenditures are not directly related to the performance and
outcome of the business. Such expenses are considered, for example, when the taxpayer uses part
of the goods produced or sold for his personal consumption, when part of the fuel is used for his
personal vehicle, and telephone expenses for himself or other persons who are not employed in
the business. Also considered to be personal consumption expenditures and unknown for fiscal
effect are the costs of rental housing, which serve the accommodation of domestic and foreign
employees, irrespective of the conditions set out in the employment or service contract.
k.

Expenditures that exceed the limits set by laws and regulations.

The limits set by law no. 7892, dated 21.12.1994, “For Sponsorships”, for tax purposes, are not recognized
as deductible expenses, sponsored amounts exceeding 3 percent of pre-tax profit and sponsored press
publishers exceeding 5 percent of pre-tax profit.
l. Costs for gifts; Gifts (Promotional for employees to get motivated and have a better performance
at work)
- Any expenditure whose amount is not substantiated/justified with documentation from the taxpayer.
- Expenses for technical, consultation and management services, billed by third parties.
- Losses, damages, sales and surplus during production, transit and storage, beyond the norms
specified in specific legal acts. Within 4 months, the Council of Ministers shall determine the norms for
sale, losses, damages and scarcities during production, storage and transportation, etc.
m. Expenses for bonus wages and any other form of personal income related to employment
relationships paid to employees, including managers and higher ups, without going through the banking
system. The Council of Ministers decides the cases of exemption from this rule.
n. Amounts paid in cash, above the limits set forth in the Law “On Tax Procedures in the Republic
of Albania”.
25 INSTRUCTION: No. 4, dated 21.2.2019 ON SOME ADDITIONS AND AMENDMENTS TO INSTRUCTION NO. 5, DATED 30.1.2006 “ON INCOME TAX”, amended, Law on 15% for non-residents.

31

Albanian Busines Services Association
o.

Expenditures on diets that exceed 50 percent of the annual gross salary fund. “

•

Element 2.

If during the tax season, loans and advances exceed on average four times the amount of equity, the
interest paid on the excess is not recognized as a deductible expense. This restriction does not apply to
banks, insurance companies, and leasing companies.
From the categorization of costs required for these companies, we note that in the annual % the total
numbers are relatively high and the value of unknown expenses occupies a large place in the annual
costs, joining the 15% profit tax with the VAT value of 20%, as a result of the bills of for these expenses
not being recognized.
1. Wages and Insurance


Employee Salaries, Diets, Insurance, Taxes



Internal Administration Salaries for employees, manager, taxes



Salaries for external administration finance, legal, IT etc.

2. Workspace and Supplies


Renting space, Maintenance, Hygiene



Purchase and renovation of Central Assets



Internal and External Design



Continuous supplies of needs (Water, Coffee etc.)

3. Computer Hardware and Software


Investment in software, Headphones, phones, monitors, printers



Support and maintenance of external equipment



Technology Renovation Contracts


Investment for updating contacts (List of Clients Called by the Company for
Marketing Effect)


Purchase of Servers and Applications for workflow, data storage.



Communication devices such as IVR, ACD and Caller.

4. Telecommunication Expenses and Subscriptions


Dedicated internet and internet contracts



Dedicated Telecommunication Line



Minute based service based on consumed minutes



VoIP services

The Cost Table of a BPO company tells us that almost 30% of its monthly costs turn out to be
unknown as expenses. View graph: % of costs in BPO businesses
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Most of the expenses listed below were:

Description
Taxi/Transport/Cars

Recognized

Unrecognized
Unrecognized

Decoration /Interior design/ Maintenance

Unrecognized

Postage / Shipping Costs

Unrecognized

Machinery / Maintenance Machinery / Oil

Unrecognized

Celebrations / Birthdays / Celebrations

Unrecognized

Promotion on Social Media/ Marketing / Facebook /
Instagram
Leads Update Investment (Leads)

Unrecognized

VAT on all unknown expenses is not refundable

Unrecognized

Minute based services

Unrecognized

VoIP services

Unrecognized

Purchase of Servers and Applications for workflow,
data storage.
Support and maintenance of external equipment

Unrecognized

Unrecognized

Unrecognized

In order to properly analyze the problem of known expenditures we need to consider two key elements
of the BPO sector:
a. Currently, almost all BPOs provide services to other countries, so all sales/service supplies are
exports. As these services are intended for export, they do not apply the value of VAT as they are considered
zero-scale supplies,
b. All purchases made by BPO companies are made internally. Consequently, they are subject to VAT
at the rate of 20% of the price, which in any case is charged to the consumer, i.e. to the BPOs.
From the findings mentioned above, it turns out that BPOs sell VAT free, while in-country purchases
for their activities are taxable with VAT. Thus, besides the value of the price of goods or services, the
company also pays VAT. In economic terms, it seems as though operators of the BPO sector sell without
VAT while paying VAT when buying goods.
The above facts are important as they show that all VAT purchases made by BPO operators will be
assessed on a case-by-case basis by the tax authorities whether or not they will be recognized as deducted
for the purpose of calculating the taxable profit.
Concretely, the greater the number and value of expenditures that aren’t recognized by the tax
authorities, the greater the value of the damage caused to companies operating in the BPO sector. The
value of expenses that are not recognized by the tax authorities is added to the VAT portion; if the supply
price is not recognized, neither is the value of VAT added to the tax rate of this supply. 26
Measured in annual terms, this significantly affects all companies operating in this sector, which has
negative consequences such as:
• Increase in the price of services provided by different operators;
• Reduction of customer interest in services provided by this sector;
• Low competetiveness in regional markets with Romania or Bulgaria that have much more favorable
fiscal policies than Albania;
• Increase of administrative burden in relation to tax authorities (as they must prove before taxes that
the purchase of these goods served the purpose of carrying out the activity).
26 See Item 3.6 of UMFE No. 5/2006 of the Minister of Finance and Economy “On Income Tax” as amended.
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Concretely, the problem of recognized expenditures is a real menace to the activity of entities operating
in the BPO sector, which has the potential to be improved through legislative intervention. To address the
issues identified above, we propose the following changes to current legislation:
a. Removal of the discretionary power of tax authorities in assessing recognized expenses. This can
be accomplished by compiling a list of the expenses recognized to the BPO sector. This deprives the tax
inspector to abuse their power and recognize the expenses of BPO companies at his or her own discretion.
An example that can be followed in this regard is the Combined Nomenclature of Goods used by the
customs authorities to determine the value of goods for customs.
b. Reducing the taxpayer’s administrative burden when it comes to establishing whether or not an
expense made by the company has served its operational activity.
c. Including the BPO sector (companies doing digital marketing, data analysis, financial analysis,
etc.) in the range of companies that have been treated with moderate profit tax, such as agrotourism,
agriculture, software services etc.
3.3 THE MAIN ISSUES OF PAYING 100% OF SOCIAL SECURITIES AND HEALTH
INSURANCE FOR PART TIME EMPLOYEES
3.3.1
employees

Understanding part time jobs and the main issues of paying insurance for part time

Albanian legislation gives the employees the right to work part-time. Part-time implies that the
employee agrees to work part-time, half-day or full-time work for a normal weekly or monthly duration
less than that of full-time employees. 27
The Labor Code specifies that the normal duration of a workweek is no more than 40 hours. Referring
to this statutory provision, in order for an employee to be considered as working part-time, the maximum
duration of working hours should not exceed 40 hours per week.
Companies operating in the BPO sector employ a significant number of employees with part-time
contracts. Currently, in the BPO sector around 35% of employees are part-time employees.28
Although the current legislation allows for part-time employment, it does not provide specifics when it
comes to the payment of social and health insurance contributions, but relates the payment of a part-time
employee to the minimum wage. 29
Specifically, the mandatory contribution for employees with an employment contract that lasts less
than 87 hours per month30 is:
a. For social security, 23.3% of gross salary, according to payroll, the employer share in this
contribution is equivalent to 13.9% and employee share is 9.4%, but this contribution cannot be
paid below the minimum wage.
b. For health care insurance, 3.4% of gross salary, according to the payroll, thethe employer’s
share of this contribution is equivalent to 1.7% and the employee’s share is 1.7%. However, this
contribution cannot be paid below the minimum wage set by the DCM, for the purpose of
calculating health insurance contributions. 31
We explain that the BPO service sector is currently the sector with the largest number of employees
who, although working part-time, have pre-paid social and health insurance contributions based on the
27 See Article 14 of the Labor Code
28 Data obtained from 7 entities exercising BPO activity through the ABSA association.
29 See Articles 9 and 10 of Law no. 7703, dated 11.5.1993, “On Social Security in the Republic of Albania”, as amended
30 Ministry of Finance, Instruction no. 23, date 9.12.2014 “On the collection of compulsory social and health insurance contributions”
31 Retrieved from https://www.tatime.gov.al/, accessed on 24.06.2019
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calculation of the minimum wage of AL L 26,000. 32 This problem has a significant impact on the earnings
of this sector and, furthermore, this payment forces the employer and employee to make contributions is
a disproportionate measure.
Net wage AL L
15000
26000
Difference
Net wage 0-30000:
0
0
0
0
Net wage 30001-150000:
0.13
0
0
0
Net wage 150001+:
0.23
0
0
0
Social Worker Insurance:
0.095
1425
2470
1045
Employee Health Insurance:
0.017
255
442
187
Social Security for Employer:
0.15
2250
3900
1650
Employer Health Insurance:
0.017
255
442
187
Total
7254
3069
4185
In the following graph, we illustrate in economic value the damage done to these compamoes from
paying 100% of social and health insurance for part-time employees.

The calculated supplementary cost for 35 employees (35%) is equal to 3069 x 35 = 107,415 ALL per
month. This is a direct cost and is divided into corresponding reports for both the employer and the
employee.
For a salary of ALL 15,000 per month, the tax on social security is ALL 2470 and for health insurance,
it is ALL 442, coming to a net conclusion of ALL 12,088. So, it is a 19.4% less deduction of the employee’s
earnings.
The consequences of the mentioned problems are both economic and social, and in particular:
a. Loss of interest on the part of both the employer and the employee to work part-time, because the
cost to a part-time employee is the same to the one of a full-time employee;
b. Reducing the number of people working part-time;
c. net wages below the living minimum;
d. Increase in unemployment etc.
Another issue is the payment of social security for female employees working in the BPO sector and who
are pursuing higher education at the same time.33 Referring to the study “Monitoring the implementation
32 See DCM No. 809 dated 26.12.2018 “On the Determination of the Minimum Wage at the National Level”.
33 See section 91, paragraph 4, of Law 7703, 11.5.1993, “On Social Security in the Republic of Albania”, as amended.
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of labor rights in the Call Center industry” , conducted by the association “Together for Life”, in 2017, it
results that 69.2% of the youth employed in this sector are female. About 79.5% of the employees in this
sector are of the age group of 18-30, which is also the age group is in pursuit of university studies. At least
93.8% of employees have completed high school.
34

Given the current legal framework, and the fact that a significant proportion of CC employees are
female undergraduates, this means that during their working hours their social security will be paid by the
CC Company. Therefore, it seems as though the social security and insurance for these employees social
security is paid, even though they have yet to be covered by the government. By law, for female employees
working in the sector and simultaneously pursuing higher education (girls and women graduating from
university) and the retirement pension (social security) are covered by the state budget. Consequently, for
this group of employees social security should be paid from the state budget and should not be paid by
CC companies hiring them. The payment of these securities by the CC companies increases the financial
burden, and is in complete violation of the law
3.3.2

Information about part time employment

The percentage of part-time employees has fallen during 2018, reaching the lowest levels since
2015. INSTAT reported that in the third quarter part-time employees reached 9.7% of the total
employed in the country. This percentage remained unchanged in the second quarter, but was
3% points lower than in the same period in 2017. During the third quarter of 2018 compared
to the same quarter of 2017, the total number of employees increased by 2,3%. In annual terms,
employment growth in general was 3.9% in industry, 2.5% in services and 1.2% in agriculture35.
As of 2012, the share of temporary employees is at an average of 13%. Unemployment fell to 12.2% in
the third quarter of the year. Despite the continuous improvement of the labor market indicators, wage
growth continues to slow.
3.3.3

Solution proposals that could improve the current situation.

In order to improve the current situation in this sector, we propose the following changes:
a. Improving the current legislation, providing the payment of social and health insurance depending
on the hours of work performed by the employee without being based on the minimum wage.
b. Reimbursement of overtime social and health insurance payments made by the employer.
c. Full reimbursement of costs made for part-time employees over a 6-month period for new
companies entering the BPO sector.
d. Stop paying social security for employees who work in the sector and who prove that they are
pursuing higher education in parallel with part-time employment.

34 The study is financially supported by Olof Palme International Center pg. 41.
35 Accessed online at 15.07.2019 at: https://www.monitor.al/ska-me-pune-part-time-bie-numri-i-punonjesve-me-kontratete- temporal/
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4. ANALYSIS AND COMPARISON OF THE CURRENT SITUATION OF BPOs IN ALBANIA
WITH MALTA, RUMANIA, AND BULGARIA
4.1 The creation and growth of the BPO sector in Malta
It must be said that Malta is the country in which the BPO sector has had the most significant
development and growth. This fact has led Malta to be considered as the BPO country in Europe. 36
Similarly to Albania, the birth and development of this sector in Malta occurred during the 1990s,
where many international companies tested the Maltese market in the BPO and CC fields. The first
company to start operating in this field was the Telepage Ltd Company, registered in 1994, part of the
Maltacom Company. Throughout this period, Maltese companies (foreign or domestic) operating in the
BPO field increased significantly, turning the sector into one of the largest employers in Malta trailing the
tourism industry.
Malta’s BPO sector grew the most during 2005-2008, when companies operating in the sector grew
significantly. This development relates not only to the Maltese market but also to the international
development of the sector.
There are currently many international BPOs in Malta. This has had a significant economic and social
impact, as it has increased foreign investment, increased domestic GDP, reduced unemployment, and
increased incomes for middle class workers in the sector. Some of the reasons that have made Malta an
attractive place for this sector are as follows:
12 reasons why Malta is a great place for foreign investors

36 See the study “Research study on call centers in Malta & Gozo”, accessed on. 15.07.2019 from website: https://jobsplus.gov.
mt/-/publication-statistics-mt-mt-en-gb/publications/fileprovider.aspx?fileId=1242
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The main costs of this sector are the salaries and expenses of employees (insurance etc.), as well as the
costs of maintaining infrastructure (rent etc.). Costs to operate in the BPO sector in Malta are estimated
to be around 25%37 less than in other EU countries, which strongly favors the continued growth of this
sector in Malta.
In parallel with the increase in the number of CC companies, the number of employees in this sector
has also increased significantly. The increase in employment in Malta for this sector is represented in the
graph below:38

From 2008 onwards, the development strategy in the BPO industry in Malta changed as the sector’s
importance increased. After 2008, Malta developed even more its BPO sector by significantly empowering
the Outsourcing Industry in all its sectors. According to the data, by 2016 the BPO industry in Malta
occupied 77.7% of the total workforce. 39
Regarding the issues of Albania addressed in this study, the way the BPO sector in Malta was created
and developed, and the treatment and support that the government has provided to this sector, makes
Malta one of the best situations to compare as a model for improvement of the BPO sector in Albania.
As a large number of Call Centers (BPOs) developed through 2008, Malta was quick to determine
that the future was in high value outsourcing, resulting in the evolution of the island’s BPO sector over
a relatively short period of time. In the IT sector, external businesses organized by Malta include Data
Center, Disaster Recovery Operations, Payment Gateway and Database Management.
The growth of Malta’s International Finance Center 40has encouraged finance and accounting
professionals to offer their services as independent resources for companies located in and outside Malta.
The transition to high value services has proved successful. The sector has continued to grow and now
employs thousands of people, while Malta is considered a leading center for outsourcing in Europe. While
accounting creates the lion’s share of resources, Malta has also attracted insurance managers, such as
Marsh and Willis and fund managers such as Amicorp, Custom House and Citco etc.
Malta’s largest BPO providers today are Swedish company Besedo (specializing in content moderation
and media management) and Luqa-based Centrecom, an international call and contact center. Both
companies also source a significant volume of contracts from the local market covering E-Commerce and
other services.
37 See the study “Research study on call centers in Malta & Gozo”, accessed on. 15.07.2019 from website: https://jobsplus.gov.
mt/-/publication-statistics-mt-mt-en-gb/publications/fileprovider.aspx?fileId=1242
38 See the study “Research study on call centers in Malta & Gozo”, accessed on. 15.07.2019 from website: https://jobsplus.gov.
mt/-/publication-statistics-mt-mt-en-gb/publications/fileprovider.aspx?fileId=1242 see table 2.1, page 18
39 See https://maltaprofile.info/article/bpo-call-centres-2015
40 See https://theodora.com/wfbcurrent/malta/malta_economy.html for Number of Employees in Services
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4.2 VAT, VAT refunds and positive aspects of the BPO sector in Malta

VAT in the State of Malta is regulated by Law No. XXIII of 1998, January 1st 1999. This law has been
amended several times through additions and changes made until 2018. 41
a)
The advantages that the Maltese market presents concerning VAT application in the BPO
sector are primarily related to the scale of VAT applied to outsourcing companies, which include
BPO companies. Malta applies the scalable VAT system, which for companies operating in the
service sector, does not exceed 18% for services provided domestically. 42 The low VAT rate makes
in-house services in Malta more attractive to potential customers, and does not allow outsourcing
outside of the country. This enhances the domestic activity of companies operating in this sector, and
has a direct impact on economic growth and development, attracting foreign investment, reducing
unemployment, etc. It is worth noting that Albania and Malta have a small difference in the rate of
VAT applicable (2%). However, if you compare the value of VAT in relation to the number of services
provided and of transactions carried out by the BPO sector, the difference of 2% takes considerable
value and, furthermore, makes this sector more competitive than other countries in the region.
b)
Another interesting aspect of the VAT system that is applied in Malta is the simplified
procedure that taxpayers must follow to get VAT reimbursements. The procedure is simplified
both in terms of the administrative process and in the assessment done by the corresponding
authorities in approving reimbursement requests. In this regard, the entity has the right to submit
the request for reimbursement in both official and online form on the official website of the
Malta Revenue Commission. In principle, any VAT credited amount is refundable if the tax entity
has no taxes or other outstanding taxes. VAT refund requests are handled in shorter deadlines of
no more than 7-10 days. 43

Upon the request of the taxpayer, the procedure is all carried out by the institution and only in cases
when the subject has objections, can appeal to the administrative court, which decides on the specific
case.
41 Retrieved from Malta Revenue Commission official website, https://cfr.gov.mt/en/vat/general_information/Pages/default.
aspx
42 See “VAT rates applied in the Member States of the European Union”, Situation at 1st January 2019, accessed on 24.06.2019,
at:
https://ec.europa.eu/taxation_customs/sites/taxation/files/resources/documents/taxation/vat/hoë_vat_ëorks/rates/vat_
rates_en.pdf
43 See “Procedure for refund claims by persons registered in Malta and persons claiming refunds under the 8th and 13th directives”, accessed on 15.07.2019 at: https://cfr.gov.mt/en/vat/general_information/Documents /13.%20Requesting%20a%20
refund%20of%20VAT-130917.pdf
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From the analysis of the legislation and explanations given by the institutions themselves, it turns out
that the VAT refund procedure is a simple procedure, which rarely requires court intervention.

In most cases, proceedings are done at the tax authorities and it is not necessary to refer these cases to
court.
c) Unlike Albania, the disbursement of funds from the tax administration account to the taxpayer’s
account is not a hassle, as payments are made promptly and with due respect for the order of the beneficiary
companies.
Besides the lower tax rates, Malta turns out to have an established, faster and more efficient VAT
reimbursement system, which has a direct positive impact on economic growth in the country in general
and in the BPO sector in particular.
4.3 The current social security system, analysis, comparison and advantages of the system
Another advantage of developing the BPO sector in Malta relates to the state’s favored social security
payment for part-time employees.
Similarly to Albania, Malta’s BPO sector employees are relatively young and are mostly students.
During school, they tend to work in the part-time BPO sector in order to cover student expenses.
In order to favor part-time employment, in 2014 with the Law LN 185 and LN 18644 the Maltese
Government amended the Law “On Compulsory Payment of Social and Health Insurance Contributions”
by establishing two main groups of social security payments. The following is a list of the individuals who
are exceptions and the amount of social security that is require to be paid.
1. Persons belonging to the first group and the amount of contributions paid are:
a. Persons under 18 who do not earn more than 175 euros / week must pay 13.24 euros /
week on social and health insurance.
b. Persons over 18 years old who do not earn more than 175 euros / week must pay 35.16
euros /week for social and health insurance.
c. Persons earning between 175 and 356 euros a week must pay 10% of this amount as a
contribution to social and health insurance.
d. Students under 18 years of age who do not have a defined rate of pay must pay a maximum
of 8.76 euros / week for social and health insurance contributions.
44 Accessed online at 16.06.2019 at: http://www.3amalta.com/en/latest-neës/tax-neës/item/379-part-time-income-rulesamended.html
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e. Students over 18 years of age who do not have a fixed rate of pay must pay a maximum of
15.88 euros / week as social security contributions. 45

According to the data that the Maltese legislation provides for the payment of social and health benefits
commensurate with pay and working time.
2.

The members of the second group and the amount of contributions paid are:

a. Persons practicing as traders, businessmen, or freelancers earning more than 910 euros
per year must pay 30.25 euros / week as social security contributions
b. Self-employed persons who receive income from rentals, investments, capital gains or
other income and earn more than 18,563 euros / year must pay 53.54 euros / week as social security
contributions.
By creating these groups, Malta has favored and promoted part-time employment by also
increasing employers’ interest in hiring younger individuals, since the amount of compulsory
contributions does not constitute a high cost to them. Regarding part-time employment in this
country, it is worth noting some other legal advantages, as follows:
a. Full-time or part-time employees who are employed for less than eight (8) hours each
calendar week cannot be insured.
b. The social security contribution rate is based on the income derived from the weekly basic
salary.
c. Part-time employees who work less than 40 hours a week and earn less than the national
minimum wage (weekly) may choose to have their share of social security contributions paid at
10% of salary their weekly base.
d. Full-time or part-time employees who are employed for less than eight (8) hours per week
but earn more than 17.50 Euros per week (910 Euros per year); are considered self-employed for
the purposes of social security contributions.
Through separating the payment of social security contributions into groups, the Maltese state
subsidized the establishment and development of the BPO sector. This is also the reason that Malta is
today recognized as the leading BPO country in Europe.
4. 4 VAT. VAT refunds for the BPO sector in Romania
Another country worth noting for the development of the BPO sector is Romania.
Romania is recognized as one of the top five Central and Eastern European destinations for providing
BPO services. Initially, this sector recognized development in the provision of IT services. Soon this trend
was followed by the CC sector and currently Romania is the leading country in Europe providing most
of the CC services.
It is worth noting that Romania had an immediate development in this sector due to the fiscal policies
offered by this state. The main fiscal convenience relates to the scale of VAT applicable in Romania. This
country applies a VAT rate on services equal to 19%.
The government aimed to increase the concentration of domestic and foreign companies providing
BPO services within Romania; in 2017, it changed the fiscal package by reducing the VAT rate from 20%
to 19%. Following the changes in the fiscal package, with the new rate of VAT applicable on services,
Romania currently ranks second in the European Union with the lowest rate of VAT applicable on services
after Luxembourg, which applies a VAT rate - equal to 17% of the value of the service provided.
It should be noted that the VAT described above applies to services provided by BPO companies
domestically, since in the case of export of services, just like Albania, Romania has export of services with
45 Accessed online at 16.07.2019 at: https://cfr.gov.mt/en/inlandrevenue/personaltax/Pages/SSC1-2019.aspx
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zero rate VAT. The fact that in Romania the services have reduced VAT does not allow different services
to be contracted domestically, as there would be higher costs for the companies that want these services.
This fact favors the domestic BPO sector, positively affecting the entire economy of the country
Although at first glance the difference between the tax rate applied by Albania and that applied by
Romania is not large, it does not allow outsourcing of these services, as well as making Romania a
competitive and favorable country for the companies operating in this country’s sector.
Another advantage of the fiscal rate currently applied by Romania is related to the mechanism of VAT
reimbursement. As a rule, VAT refunds by the state are carried out after the tax authorities investigate the
entity requesting VAT refunds.
With the legal changes made by the Romanian government in the new fiscal package after March 1,
2014, companies seeking to refund VAT for a value of less than 45,000 Lei (approx. 9500 Euro) are able to
refund this amount without being investigated by the tax authorities
Another benefit of the VAT reimbursement system that the current Romanian fiscal package has, is
related to the new BPO companies. All companies providing services in this sector, within the investment
period (at the time of commencement of the business), are entitled to refund VAT without being audited
by the tax authorities. In order for the government to guarantee this reimbursement, Romanian fiscal
legislation provides for the imposition of a bank guarantee by these companies, which is returned after
being investigated.46
4.5 The current social security system in Romania
With the new fiscal package of 2017, Romania changed the way social and health benefits are paid.
With the changes in the fiscal package, the level of social and health insurance contributions is currently
determined based on the minimum wage, not on the hours worked by the employee, similarly to Albania.
The Romanian state fiscal legislation stipulates that it does not matter if the wages are lower than
the national minimum wage; social and health insurance contributions will be paid by calculating the
minimum wage rather than work hours.
As Romania is recognized as one of the top five Central and Eastern European destinations for BPO
services, there are also a significant number of part-time employees in the sector.
It is worth noting that in the current Romanian fiscal package, there are certain categories of employees
who are exempt from paying social and health insurance contributions based on the minimum wage.
These categories are:
-

Students under the age of 26 who are enrolled in a school.

-

Interns up to 18 years of age.

-

People with disabilities and those who have the right to work less than eight hours a day.

-

Retired persons in the public pension system, except those who benefit from specific laws.

Romanian fiscal legislation stipulates that the payment of health insurance contributions is the
responsibility of the employee while the payment of social security contributions is the responsibility of
the employer. The changes made to the fiscal package did not affect the development of the CC sector in
Romania, as the sector mainly employs students and trainees who this legislation has excluded from the
calculation of social security contributions based on the minimum wage. 47
46 Accessed online at 16.06.2019 at https://www.buzescu.com/value-added-tax-in-romania/
47 Accessed online at 16.06.2019 https://www.romania-insider.com/higher-social-contributions-part-time
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4.6 VAT, VAT refunds for the BPO sector in Bulgaria

One of the countries where the BPO sector has developed rapidly is Bulgaria. Like Albania, Bulgaria
applies a VAT rate on services equal to 20% of the value of goods or services. Although the Bulgarian fiscal
package has a VAT rate almost identical to that of most European Union countries, it has created some
facilities for VAT refunds, which makes it an attractive location for the development of the BPO sector.
The right to VAT reimbursement in Bulgaria is regulated by Law no. 92 “VAT”. According to this
law, the right to refund VAT arises to any company that, within three consecutive months after the last
payment of VAT, continues to be a VAT creditor. In addition, Bulgaria’s fiscal legislation stipulates that
VAT that will be reimbursed must be declared by the 14th day of the month, after the three-month period.
Bulgaria’s advantage in VAT refunds is related to the fact that it allows companies to refund VAT even
when they are in debt to the government.
Thus, companies that are indebted to the government should refund their VAT within 30 days of
submission of the last VAT statement and after proving that they have paid all fiscal obligations to the state.
In addition, in the process of VAT reimbursement the fiscal legislation in Bulgaria utilizes the mechanism
of tax review. It is done in cases where reimbursement of high amounts or if there is a discrepancy in the
statements of the company seeking to be reimbursed. The refund deadline is 3 months. This deadline
may be extended only when the National Revenue Agency (NRA) requests additional information/
documentation from a non-compliant company.
4.7 The current social security system in Bulgaria
As all the other countries analyzed in this study, Bulgaria has also made changes to its legislation
favoring certain groups of people in paying health and social security contributions. It is worth noting
that in order to align its legislation with that of the European Union; Bulgaria in 2014 amended the Labor
Code by creating payment groups for social and health insurance contributions.
However, the calculation of the payment of social and health insurance contributions in Bulgaria is
also based on the minimum wage and not on the actual work-hours of an employee.
The following graph shows the differences between Albania, Malta, Romania and Bulgaria related
to the issues analyzed in this study:
COUNTRY

ALBANIA

MALTA

RUMANIA
19%

BULGARIA

VAT value

20%

18%

VAT refund

Not efficient

Very efficient

Informality levels

High

Low

Average

Average

The social security and
health insurance system

Based on minimum wage

Based on work
hours

Based on minimum
wage

Based on minimum
wage

Payment of insurance
according to social class
(student, intern etc.)

No benefits provided

Supplies students
and interns

Supplies students

Supplies students
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5. RECOMMANDATIONS
At the conclusion of this study, in order to improve the BPO sector, we recommend the following
measures:
1. Develop policies incorporating one or more parts of the BPO sector as a priority sector for
the coming years.
2. Provide state financial support by including and increasing the number of BPO companies
that can benefit from employment promotion programs funded by the Ministry of Finance and
Economy.
3. Promote the sector, aim to strengthen local companies that provide these types of services,
while promoting BPOs to foreign investors.
4. Lowering the VAT rate on some of the services provided by BPO companies (companies
doing digital marketing, data analysis, financial analysis, etc.)
5. Reduce the administrative burden as well as the level of bureaucracies in VAT refund
procedures.
6. Ensure effective implementation of the risk system in the case of tax audits for the purpose
of VAT refunds.
7. Increase cooperation and exchange of information between public institutions for the
assessment of entities at risk of VAT reimbursement.
8. Reduce tax audits for VAT refunds where the entity has undergone an in-depth audit over
a period of time.
9.

Increase the transparency of internal procedures that handle VAT refund cases.

10. VAT refunds should not be constrained by the state budget plans.
11. Abolish the unrestricted power that tax inspectors have in assessing recognized expenses,
by compiling a guide to the recognized expenses that occur during BPO activities.
12. Reducing the tax burden on taxpayers by clarifying what expenses are recognized by tax
authorities.
13. Including a part of the BPO sector (companies doing digital marketing, data analysis,
financial analysis, etc.) in the range of sectors that are charged with only a moderate profit tax,
such as agro tourism, agriculture, software services etc.
14. Improving the current legislation by providing the payment of social security and health
insurance of employees depending on the working time performed by the employee, and not
depending on the minimum wage.
15. Full reimbursement of costs paid for part-time employees over a 6-month period for new
companies entering the BPO sector. Providing aid for employees that are also pursuing a higher
education while working.
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6. ANNEXES

Annex nr. 1: Steps through which the analysis/legal framework changed with the intent of
improving the situation that this study has identified
1. The steps followed to create the study-the acts that go through the council of ministers
Based on the constitutional provisions, the right of initiative, the procedures and deadlines to be
followed for the drafting of an act by the Council of Ministers is regulated as follows:
a. Law no. 8417, dated 21.10.1998 “The Constitution of the Republic of Albania” as amended
(hereinafter the Constitution);
b. Law no. 9000, dated 301.01.2003 “On the organization and functioning of the Council of
Ministers” as amended (hereinafter “Law 9000/2003”);
c. Law 146/2014, dated 30.10.2014 “On Public Notification and Consultation” (hereinafter
“Law on Public Notification and Consultation”);
d. Decision of the Council of Ministers no. 584, dated 28.08.2003 “On the approval of the
Regulation of the Council of Ministers” as amended (hereinafter “DCM 584/2003”);
e. Laws / by-laws regulating the area of competence of other ministries / institutions;
f. Rules of Procedure of the Assembly;
Based on the adjustments made, the steps through which proposals for legislative amendments are
passed are as follows:
2.

Firstly, exercising the right of proposing an act-project

The Prime Minister and each minister have the right to propose the amendment of a draft act (draft
law, normative act, decision or instruction) according to their respective area of c ompetence. If the activity
required to be regulated is covered by more than one ministry, then the proposal to amend an act shall be
jointly exercised by the relevant ministers seeking to regulate said issue.
3.

Public announcements and consultation

For draft acts, it is required to notify and consult with the public and interested parties in accordance
with the Law on Public Notification and Consultation, implementers of this project will need to assist the
line ministries to provide all suggestions, answers to questions and comments, as well as the protection of
all legal and technical aspects of this project.
Interested parties regarding the draft act have the right to submit within 20 (twenty) working days their
comments and recommendations regarding the draft law. For particularly complex or important draft
laws the deadline for submitting comments may be extended to 40 (forty) business days48
4. Evaluation of the act-project by the minister/ submitting it for review
Upon completion of the public consultation process of the act, review of the draft act, explanatory
report, economic evaluation report and accompanying documentation, the Minister shall evaluate the
initiative. They may decide to submit the draft act for opinion to the ministries and institutions concerned,
or may order the act to be reviewed within a time limit set by him. Whenever the act is sent to the
ministries for consideration, it must be accompanied by an explanatory statement with all its elements
and accompanying documentation.
48 See Article 15 of Law 146/2014, dated 30.10.2014 “On public notification and consultation”.
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Draft acts should always be sent to the Minister of Justice for consideration, who assesses the elements
of the legality of the form and content of the act, issues of legislative technique, and any other elements
related to its legality. The act should also be sent to the Minister who manages relations with the Parliament
who evaluates the draft act in relation to the credibility and political program of the Government.
Depending on the scope and effects of the draft act on areas such as finance, health, public order,
economics, EU legislation, international agreements, social issues, local government, and other areas of
public administration, the draft act should be sent to the line ministries and other state institutions for
consideration.
5.

Feedback on the act draft by ministries of the field

The corresponding Ministers shall submit their opinions on the draft act to the proposing party in
writing no later than 7 (seven) working days. The deadline is 10 days for the Ministry of Justice, the
Ministry of Europe and Foreign Affairs, and the Ministry of Finance and Economy and the Minister in
charge of Parliament Relations49
If, within the deadlines set out above, the opinion requested by the proposing Ministry or the relevant
institution is not given, they shall be deemed to be in agreement and no objection to the draft act. This
rule does not apply to the Minister of Justice who is in any case obliged to express his opinion on the
draft act. The mentioned deadlines are in most cases not respected by the Ministry of Justice due to the
overload that the General Codification Directorate has with this Ministry.
The opinions, suggestions and comments made during this phase should be taken into consideration
by legal experts who will review the draft act. We emphasize that the legal opinion of the Ministry of
Justice regarding the legality of the form and content of the draft act is reflected in the revision of the draft
act by the proposing minister, developing for this purpose, if necessary, joint consultations or send it once
more for a final review.
The same rule applies when there are opinions, comments and suggestions by the Ministry of Europe
and Foreign Affairs on the process of approximation with the EU Acquis. The final draft act is forwarded
to the Minister of Europe and the Ministry of Foreign Affairs for a final review, before sending it for
consideration and approval to the Council of Ministers. 50
In case of disagreement with the comments or remarks expressed in the opinion given by the other
Ministries / Institutions, the proposed Minister may request the Prime Minister, through the Secretary
General of the Council of Ministers, to initiate the procedure for the coordination of positions between
the institutions. This procedure shall be chaired by the Secretary General of the Council of Ministers. 51
6

Sending the act to be reviewed by the Council of Ministers

After completing the process of drafting and co-coordinating with the opinions of the Ministers and
Heads of the concerned institutions, the proposing Minister submits the draft act for consideration at the
meeting with the Council of Ministers. The draft act should be accompanied by the draft act coordinated
with the relevant ministries, the explanatory report which should add, among other things, the reasons
for not agreeing with the remarks or suggestions made by the concerned ministries. The draft act must be
accompanied by the opinion of the Minister of Justice. All of the above documents must be in duplicate,
which shall be transmitted through a cover letter to the Secretary General of the Council of Ministers at
least 10 days before the date fixed for the meeting of the Council of Ministers. 52

49 See bullet point 28 of the Council of Ministers Decision no. 584, 28.8.2003, as amended.
50 See point 31 of the Council of Ministers Decision no. 584, dated 28.8.2003, as amended.
51 See point 31 and following of Council of Ministers Decision no. 584, Dated 28.8.2003, as amended
52 See Article 25 of Law no. 9000 dated 30.01.2003 “On the organization and functioning of the Council of Ministers”, as well
as points 43, 44 and 45 of the Decision of the Council of Ministers no. 584, dated 28.8.2003, as amended
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7.

Discussion and approval of the act-project by the Council of Ministers

During the meeting with the Council of Ministers, the chair of the meeting explains the essence of
the draft act, invites the proposed minister if there are any comments on the act, and then invites other
members of the Council of Ministers to express their opinion. After the discussion is over, the meeting
chair invites the ministers to vote on the draft act. 53
The acts approved and implemented by the Council of Ministers (decisions or instructions) shall be
published in the Official Journal and shall enter into force only after their publication in the Official
Journal. 54
In cases when the acts are draft-laws that are up for consideration and approval in the Parliament, they
are protected on behalf of the Council of Ministers by the members of the Council of Ministers.55 In such
cases, the act passes all the parliamentary procedures provided for in Articles 81-85 of the Constitution
and the internal parliamentary procedures laid down in the Rules of Procedure of the Assembly.

*

*

*

Explanation
* This study will be constantly updated with additional data and information until the completion of
this project. The updates will cover both the issues addressed in the content of this report and other issues
that will be addressed further in this project.

53 See paragraphs 62 and 63 of the Council of Ministers Decision no. 584, dated 28.8.2003, as amended
54 See Article 117 of the Constitution of the Republic of Albania
55 See Article 31 of Law No. 9000 dated 30.01.2003 “On the Organization and Functioning of the Council of Ministers”
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