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I. Introduction
A word “tax” came from the Latin “taxo” which means rate. It is a financial charge or other levy imposed upon taxpayer, which could be both an individual or legal entity, set up by a state or the functional equivalent of a state such that failure to pay is punishable by law. Also, taxes are imposed by many administrative divisions, which are each granted a certain degree of autonomy and are usually required to manage themselves through their own local governments (countries are divided up into these smaller units to make managing their land and the affairs of their people easier). Basically, taxes consist of direct (generally means a tax paid directly to the government by the persons on whom it is imposed) or indirect (a tax collected by an intermediary such as a retail store from the person who bears the ultimate economic burden of the tax such as the consumer) taxes and may be paid in money or as its labor equivalent.
The legal definition and the economic definition of taxes differ in that economists do not consider many transfers to governments to be taxes. For example, some transfers to the public sector are comparable to prices. Examples include tuition at public universities and fees for utilities provided by local governments. Governments also obtain resources by creating money, for example by printing bills and minting coins, through voluntary gifts such as contributions to public universities and museums, by imposing penalties (traffic fines), by borrowing, and by confiscating wealth. From the view of economists, a tax is a non-penal, yet compulsory transfer of resources from the private to the public sector.
Money provided by taxation has been used by states and their functional equivalents throughout history to carry out many functions. Some of these include expenditures on war, the enforcement of law and public order, protection of property, economic infrastructure (roads, legal tender, enforcement of contracts), public works, social engineering, subsidies, and the operation of government itself. A portion of taxes also go to pay off the state's debt and the interest this debt accumulates. Governments also use taxes to fund welfare and public services. These services can include education systems, health care systems and pensions for the elderly, unemployment benefits, and public transportation. Energy, water and waste management systems are also common public utilities. Colonial and modernizing states have also used cash taxes to draw or force reluctant subsistence producers into cash economies.

Governments use different kinds of taxes and vary the tax rates. This is done to distribute the tax burden among individuals or classes of the population involved in taxable activities, such as business, or to redistribute resources between individuals or classes in the population. Historically, the nobility were supported by taxes on the poor; modern social security systems are intended to support the poor, the disabled, or the retired by taxes on those who are still working. In addition, taxes are applied to fund foreign aid and military ventures, to influence the macroeconomic performance of the economy (the government's strategy for doing this is called its fiscal policy), or to modify patterns of consumption or employment within an economy, by making some classes of transaction more or less attractive.

A nation's tax system is often a reflection of its communal values and/or the values of those in power. To create a system of taxation, a nation must make choices regarding the distribution of the tax burden—who will pay taxes and how much they will pay—and how the taxes collected will be spent. In democratic nations where the public elects those in charge of establishing the tax system, these choices reflect the type of community that the public wishes to create. In countries where the public does not have a significant amount of influence over the system of taxation, that system may be more of a reflection on the values of those in power.

Some economists, especially neo-classical economists, argue that all taxation creates market distortion and results in economic inefficiency. They have therefore sought to identify the kind of tax system that would minimize this distortion. 
The taxation policy on the territory of the Kyrgyz Republic is carried out by the government of the Kyrgyz Republic. Taxes are imposed by Jogorku Kenesh of the Kyrgyz Republic and local state administration bodies in accordance with the legislation. The unified application of tax legislation is ensured by the Ministry of Finance of the Kyrgyz Republic. The Tax Law of the Kyrgyz Republic has been effective since June 26, 1996. It is a code of laws concerning all taxes, their administration, and tax activities of taxpayers on the territory of the Kyrgyz Republic except customs duties, customs fees and payments regulated by the customs legislation.

For the purposes of taxation, a distinction is made between resident legal entities and nonresident legal entities in the Kyrgyz Republic. Non-resident entities may be either non-resident legal entities having permanent representation in the Kyrgyz Republic, or non-resident legal entities not having permanent representation in the Kyrgyz Republic. A non-resident legal entity, activities of which have features of permanent representation may only act on the basis of establishment of a legal entity, registration of a branch or representative office within the Kyrgyz Republic. Status of branches and representative offices of non-resident legal entities for the purposes of taxation is considered equal to the legal entity status. Non-resident legal entities do not have permanent representation in the Kyrgyz Republic. 

In cases where business activities of a foreign legal entity do not have features of permanent representation in the Kyrgyz Republic, yet the entity derives income from sources located within the territory of the Kyrgyz Republic, for the purposes of taxation it is considered to be a nonresident legal entity without permanent representation in the Kyrgyz Republic. In this case the individual or legal entity from which the non-resident entity obtains its income must calculate, withhold, and transfer to the budget the amount of income tax of the
non-resident without deductions as follows:

· Dividends and interest – 10%

· Insurance payments on insurance agreements or agreements of risk re-insurance– 5%

· Royalties – 30%

· International telecommunication or international transportation services between the Kyrgyz Republic and other countries – 5%

· Management and consulting services – 30%

· Other services or works – 30%

II. Types of taxes

Taxes in Kyrgyz Republic are divided into two categories such as national and local taxes, but also there are mandatory allocations. National taxes are taxes imposed by the Tax Code and levied in the entire territory of the Kyrgyz Republic, for example, profit taxes, income taxes, value added tax, excise tax, sales tax. Local taxes are taxes imposed by the Tax Code and entered into force normative legal acts of local councils, levied in the territories of the administrative-territorial units, such as land tax, health tax, property tax, etc. And mandatory allocations such as allocations to the Social Fund of the Kyrgyz Republic or allocations to the Fund for Prevention and Liquidation of Emergency Situations in the Kyrgyz Republic, etc.
So, let’s start from Income Tax. Many jurisdictions tax the income of individuals and business entities, including corporations. Generally the tax is imposed on net profits from business, net gains, and other income. Computation of income subject to tax may be determined under accounting principles used in the jurisdiction, which may be modified or replaced by tax law principles in the jurisdiction. The incidence of taxation varies by system, and some systems may be viewed as progressive or regressive. Rates of tax may vary or be constant (flat) by income level. Many systems allow individuals certain personal allowances and other nonbusiness reductions to taxable income.

Personal income tax is often collected on a pay-as-you-earn basis, with small corrections made soon after the end of the tax year. These corrections take one of two forms: payments to the government, for taxpayers who have not paid enough during the tax year; and tax refunds from the government for those who have overpaid. Income tax systems will often have deductions available that lessen the total tax liability by reducing total taxable income. They may allow losses from one type of income to be counted against another. For example, a loss on the stock market may be deducted against taxes paid on wages. Other tax systems may isolate the loss, such that business losses can only be deducted against business tax by carrying forward the loss to later tax years.
Many countries impose corporate tax, also called corporation tax or company tax, on the income or capital of some types of legal entities. Most countries tax all corporations doing business in the country on income from that country. Many countries tax all income of corporations organized in the country. In our country Corporate Income Tax is a tax on income of domestic and international organizations, which operate on the territory of Kyrgyz Republic. Company income subject to tax is often determined much like taxable income for individuals. Generally, the tax is imposed on net profits. In some jurisdictions, rules for taxing companies may differ significantly from rules for taxing individuals. Certain corporate acts, like reorganizations, may not be taxed. Some types of entities may be exempt from tax. The Corporate income (subject to tax) in Kyrgyz Republic includes: 

· Income from realization of goods and services

· Interests and dividends

· Rents Income from selling assets (stocks and bonds)

Referring to the history, in 2002 the rate of the corporate income tax was 30%, then during the period of 2003-2008 the rate was 20%, and finally starting 2009 the rate of the corporate income tax is 10%. Ultimately corporation taxes are borne by individuals, including: customers, employees and shareholders and the burden of the tax is divided between customers and producers depending on: 1) the aggregate elasticity of supply of capital; 2) mobility of capital between corporate and unincorporated sectors; 3) capital: labor substitutability; 4) elasticity of demand for output. The corporate income tax has impact on the prices in the corporate sector, and if rates increase, the output prices will also increase respectively, also firms will tend to switch between the factors of production in order to reduce the costs of production, and the last and very important effect is the effect on prices, because the higher taxes the corporate pays, the lower wage rates become and in the end the huge impact on overall labor market happen.

There are some entities that are deducted and not taxed by the corporate income tax, which are:

· Expenses for business trips and expense accounts 
· Personnel training expenses (trainers should be domestic and/or working for the company). Personnel training concerns full-time employees who are older than 23 years

· Research and development expenses

· Amortization expenses

Also some institutions of Kyrgyz republic are tax exempt from corporate income tax. These institutions are: charity organizations; firms, where >50% of employees are deaf and/or blind; farmers; credit union; food and processing companies that process agricultural products (3 years).
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The rate of the income in Kyrgyz Republic is 10 percent. But for leasing companies from 2007 income tax is set up 5 percent. Talking about gold mining companies, they pay income tax with the following scheme: 
Table 1, Revenue from Income Tax
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Now, let’s consider Value Added Tax (VAT). Also known as Goods and Services Tax (G.S.T), Single Business Tax, or Turnover Tax in some countries, applies the equivalent of a sales tax to every operation that creates value. To give an example, sheet steel is imported by a machine manufacturer. That manufacturer will pay the value added tax on the purchase price, remitting that amount to the government. The manufacturer will then transform the steel into a machine, selling the machine for a higher price to a wholesale distributor. The manufacturer will collect the VAT on the higher price, but will remit to the government only the excess related to the "value added" (the price over the cost of the sheet steel). The wholesale distributor will then continue the process, charging the retail distributor the VAT on the entire price to the retailer, but remitting only the amount related to the distribution mark-up to the government. The last value added tax amount is paid by the eventual retail customer who cannot recover any of the previously paid VAT. For a value added tax and sales tax of identical rates, the total tax paid is the same, but it is paid at differing points in the process.

Value added tax is usually administrated by requiring the company to complete a VAT return, giving details of VAT it has been charged (referred to as input tax) and VAT it has charged to others (referred to as output tax). The difference between output tax and input tax is payable to the Local Tax Authority. If input tax is greater than output tax the company can claim back money from the Local Tax Authority.
In Kyrgyz Republic value added tax is charged at point of 12 percent. Comparing to other countries, we can see that VAT is charged 17, 5% in United Kingdom, 27% in Hungary, 17% in China, 25% in Denmark, Norway and Sweden, no federal VAT in the USA (sales tax) and, finally, 5% in Japan and Taiwan
There are two types of VAT collections such as invoice-based method:  payment to the government in difference between output tax (on sales) and input tax (on purchases or intermediary goods) and accounts-based method: difference between revenues and allowable purchases is taxed.
A lot of countries in the world put relatively high value added tax rates but have a quite big list of things that are exempt from tax. As many countries in the world our Kyrgyz Republic also has the list of the entities that are tax exempt from value added tax:

· Supply of Resident buildings and giving them for a rent (exception: hotels, recreation centers, etc.)

· Supply of land and giving it for a rent (exception: for shopping space, parking space)

· Agricultural products and processed agricultural products (up to 3 years). Exception: excised products (tobacco, wine)

· Public utilities: provision of hot and cold water, gas, electricity, elevators, and canalization

· Products and services supplied by prisons and penal system (>60% of workers are imprisoned)

· Medical equipment and pills
· Teaching materials, scientific and fiction literature, journals in state language

· Privatization
· Charity organizations’ services
· Services of non-commercial organizations, concerning social security, education, healthcare, science, culture, and sport

· Funeral service
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Gold mining and export
Sales Tax is levied when a commodity is sold to its final consumer. Retail organizations contend that such taxes discourage retail sales. The question of whether they are generally progressive or regressive is a subject of much current debate. People with higher incomes spend a lower proportion of them, so a flat-rate sales tax will tend to be regressive. It is therefore common to exempt food, utilities and other necessities from sales taxes, since poor people spend a higher proportion of their incomes on these commodities, so such exemptions make the tax more progressive. This is the classic "You pay for what you spend" tax, as only those who spend money on non-exempt (i.e. luxury) items pay the tax.
In Kyrgyz republic sales tax is charged from 1 to 3 percents, depending on types of production and if consumer or supplier is a VAT payer.
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An excise or excise tax (sometimes called a duty of excise special tax) is an inland tax on the sale, or production for sale, of specific goods, or a tax on a good produced for sale, or sold, within a country or licenses for specific activities. Excises are distinguished from customs duties, which are taxes on importation. Excises are inland taxes, whereas customs duties are border taxes.

An excise is considered an indirect tax, meaning that the producer or seller who pays the tax to the government is expected to try to recover or shift the tax by raising the price paid by the buyer. Excises are typically imposed in addition to another indirect tax such as a sales tax or VAT. In common terminology (but not necessarily in law), an excise is distinguished from a sales tax or VAT in three ways: 1) an excise typically applies to a narrower range of products; 2) an excise is typically heavier, accounting for a higher fraction of the retail price of the targeted products; and 3) an excise is typically a per unit tax, costing a specific amount for a volume or unit of the item purchased, whereas a sales tax or VAT is an ad valorem tax and proportional to the price of the good.

Typical examples of excise duties are:

· Ethil alcohol  (70 som/l)
· Vodka (40 som/l)
· Alcoholic beverages (40 som/l), wine (10 som/l), cognac (27 som/l), champagne (22 som/l), beer (5 som/l)
· Tobacco and cigarettes (297 som/1000 units, 195 som/1000, 91 som/1000, 32 som/1000, 13 som/1000 units)
· Jewel from gold, platinum, or silver (5%)
· Fur clothing (5%)
· Leather clothing (5%)
· Firearms (20%)
· Oil products: benzine (3000 som/ton), diesel fuel (800 som/ton)
· Coffee and cacao (10%)
· Carpets (10%)
Excise tax exemptions:
· Excisable goods imported by physical individuals that meet norms (e.g. 2 l of alcohol, 200 cigarettes)
· Goods imported for charity purposes by governments, international organizations
· Free Economic Zones 
III. Econometric Model 
We decided to calculate the effect of tax revenues on the Gross Domestic Product of a Kyrgyz Republic. To see the dependence of the GDP from the tax revenues we have used the model of A.M. Nazarenko and N.V. Bondar “Building an econometric model with lagged variables for GDP description”. The methodology of a model starts with simple explanation of main components of GDP which are Consumption, Investment, Government Expenditures and Net exports (Y = C + G + I + NX). If we take Consumption and Net exports as constants, we can see the linear correlation of GDP and Taxes, because Government expenditures mainly consist of Tax revenues.  So in the model we take Taxes as Government Expenditures (T = G) and the final view of a model is : 

Yt = β0 + β1*It + β2*Tt + Σβi*Y i-t + ei
Where Yt – Dependent variable - GDP,  It – Amount of Investment,  Tt – Tax revenues,
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β1, β2, βi – coefficients showing the dependence that we are actually calculating. We used the Least squares method and took 120 observations (10 years on a monthly basis), after plugin-in the E-Views we have received such results

So from the results we can see that tax revenues have a negative impact on a GDP of a country, probability coefficients show that the results are significant. 

IV. Conclusion

Taxes are the main instrument of a country that diversifies the income between the people and can lead the country to the highly-developed stage (Example: Germany) and also affect the behavior of people (higher taxes reduce willingness to work more). Taxes are the basic tool that every country’s government should know how to use for the development of a country, not only for a promotion during the elections. Taxes have a negative impact on the GDP but it can also have a positive effect in the Long-run which is the main point.
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