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CHAPTER ONE
INTRODUCTION

1.1Background of the Study
Every government needs dependable and sustainaipiestic revenue so as to run its
function, for this the most highly useful revenuengrating activity is tax. As
compared to the developing countries, the develamedhtries have been able to
generate substantial revenue through impositiotaxa#s. The tax system need to be
economically efficient, meaning the tax system #thooot have impact on the
allocation of resources. The tax system, a couattgpt should be easy and in
expense to administer and that should be able dporel to changing economic
circumstances. Tax payers should also be able terrdme what they are actually
paying so that political system can more accurateffect the preference of
individual. Taxes are most frequently classifiedlmsct and indirect.
Direct tax is levied on the income, profit, capital gain amdalth of persons and
companies, the most well-known direct tax beingspeal income tax. On the other
hand.
Indirect taxes are levied on transaction, goods and servicessanohly indirect in
persons, one of those indirect taxes is value atlddWAT).
Adoption of VAT began slowly. Initially VAT was inbduce in France in 1948,
where it was firstly applied up on the manufactgristage and gave credit for tax on
capital goods by 1969 only eight nations adoptedTV®ut of the eight nations,
Cotedivore is the first country in Africa to intnack VAT. Since 1979 the vat spread
rapidly in the industrialized as well as the depétg countries. This makes vat the
first tax system, which spread quickly with in aghime after its introduction. As of
2003, from the 53 member countries of Africa unabout 31(59%) of them have
introduced VAT. Following this, by recognizing tipeoblem of sales tax, and to
speed up economic development, the governmentdefrdé democratic republic of
Ethiopia introduces vat on Jan 2003 by replacing dales tax. The VAT
proclamation NO 68/1993,(as amended) has come forte of Jan % 2003. The
replaced sales tax was levied only at the poindadés, as a result of this it had a



double taxation (tax acceding effect) and has sé¢vax evasion problems. VAT on
the other hand, is applied one value added at edabe of production and
distribution, hence would solve the double taxapooblem and reduces tax evasion

with it/s modern administration system.

For administrative feasibility vat has a threshofdBr 500,000 annual turnover for
enterprise to be requested as a tax payer at thetd 5% and 0%tax. Value added
tax also provide a tax exemption for goods andisesvaccording to its proclamation

and regulation issued pursuant to that proclamation

1.2 Statement of the Problem

Value added tax is the recent phenomenon in Ethiope introduction of vat law
intended to be a tax on the final consumers. Irerothiords, a business which is
buying goods or services would generally not suifeAT because it could pass the
burden of the tax to its consumers. So the custerard the business person both
become case of a problem. Various problems wereousered during the
implementation of VAT for the past experience. Arner of tax payers were found
been collecting vat without being requested a \ateps. While others were have
collected VAT with other non-VAT collecting recespand other fraudulent.

1.3. Objective of the Study
The general objective of the study is to see tlaetpre and compliance with the law
of VAT on selected large tax payers. In additiorthis objective, the study hasthe
following objectives:

o To investigate, whether the implementation of VAashmet its objectives of
generating more government revenue, encouragiregiment and export, and
modernizing the tax administration.

0 To see the rules and regulations of VAT and hovséhtax payers do their

work with complaining the law.



1.4 Significance of the Study
In order to fulfill the socio-economic needs of guxiety, there must be effective and
efficient collection of tax to increase governmeewvenue. So, it could be efficient
performance of the VAT if the tax payers have emoligowledge about rules and
regulations of the VAT. The researcher believesttaresult of the research work: -
a) To enable the user to see the similarity and diffees among the large tax
payers (LTIO) in practicing VAT.
b) May add to some existing literature and may sessaraadditional source of
reference.
c) To enable the Ethiopian revenue and Custom Authddtsee how VAT
which is developed used as a measure of their sscce
d) Enriches the knowledge of the leader on the lawispaactice of VAT.
e) Gives way for other researches who wants to mattbeduinvestigation in the
area of VAT and to conduct detailed researche$fefssues.

We have got the sources from different papers and wrca.gov.etthe

1.5.Scope of the Study

Since it is difficult to assess the whole VAT pagjedue emphasis have given to
the selected large tax payers in Addis Ababa, BthioThis research will
advocate to see the VAT practice in Addis Ababa Lard their compliance with
the VAT laws, it exclude from its scope the impa€tVAT compliance or non

compliance on business, government etc.

1.6 Limitation of the Study
When conducting this study there are some limitetio

0 Because vat is the recently happened phenomeneniettearcher faced some
difficulties in collecting published secondary data

0 There is time constraint when collecting the datd distribute questionnaires.

0 There are some problems of co-operation from tHects business staff in

telling the truth about their VAT experiences



1.7 Research Methodology

1.7.1. Research Design and methodology
In order to find sufficient and relevant informatiabout the topic, the researcher
used a descriptive type of study. The researchsy aked both primary and
secondary data to get the necessary informatiorthénprimary data, we used
guestionnaires to get information about the pract€ VAT from the selected
large taxpayers. In the secondary data, we usedEthmpian Revenue and
Custom Authority (ERCA) published materials, prociion and council of
minister VAT regulations, from different books there related with VAT, from

company’s reports and Internet.

1.7.2.  Target Population
The target population considered throughout thislystincludes some large tax

payer organizations in Addis Ababa.

1.7.3. Sampling Technique
Since it is difficult to cover the whole populatjotihe researcher selected some
large taxpayers such as:-
- ECAS Trading PLC
- Haron Computer Trading PLC
- Cuntry club developers PLC
- Betret International PLC

But the researcher using random sampling technique.

1.7.4.  Methods of Data Analysis
The data analysis is part of the paper, which igth#l to analyze and interpret
the data. The study was adopted qualitative mefaasalyzing. Information that
was gathered through the use of questionnaire atyzed and also presented

qualitatively.

Source: from www.erca.etttend some research papers



1.7.5.  Organization of the Study
This research contain four chapter the first chrappeesented introduction,
background of the study, statement of the problaective of the study, significant
of the study, scope of the study, limitation of #tady, research methodology. The
second chapter presents, the related literatureweduring the research, phase of the
study. The third chapter presents data analysis iat@ipretation about sample
technique. The fourth chapter contains summaryclagion and recommendation of

the study.



CHAPTER TWO

LITERATURE REVIEW

2.1. VALUE ADDED TAX/VAT

2.1.1 Definition of Terms:-
It is important to familiarize the reader with tevmelated to taxation so as to have a good
understanding of the whole concept.
Tax base- the tax base define the way in which differesrinis of income, expenditure,
wealth, or any other factor that determine to beda
Tax rate: - determines the proportion that is taken in taxedatively, it can be said that
the tax base is the object to which the tax isiegpkhile the tax rate is the amount of tax
applied per unit of tax base. The base of eacha&axo be defined legally and it has to be
qguantified for the purpose of determining the tability of an individual taxpayers. A
tax base may have a time dimension also, for exaniptome tax is usually on annual
basis.
VAT : - is a tax on consumer expenditure. It is coldcon business transaction and
imports. Most business transactions involve suppté goods or services. VAT is
payable if there are supplies made in Ethiopiap8ep are outside the scope of the tax if
they are made by someone who is not a taxable pesmot made in the course of
furtherance of business. VAT is included on théirsglprice (but shown separately) and
collected by the business. The VAT on these supp8ecalledout put tax. When a
business that is registered for VAT purchase g@sdkservices the VAT paid on these
supplies received is calledput tax. It includes not only the VAT on Purchases of raw
materials or on goods purchased for resale, bt tis VAT on things like Office
equipment, for the business Commercial vehicles us¢he business for the carriage of
goods, The telephone bill
Payment for services in connection with the busidige accountant’s or lawyers’ fees it
does not include VAT paid on goods or services femmeone else’s business or VAT
on private purchases such as furnishings for tmeehof the proprietor. VAT charged in

these circumstances is not considered as input tax.



Standard rate: in general the value added tax rate of 15% waeldevied on the value
of every taxable transaction by a registered pergard every import of goods and
services other than exempt import.

Zero rate: the export of goods and services internatiamahsport of goods or
passengers and supply of gold to the national ledrikthiopia. The supply is charged
with VAT at 0% but credit can be taken for VAT pad purchases used to make the
supply.

Exemption: the supply is exempted from VAT. No VAT is chamgye the supply and no
credit can be taken for VAT paid on purchases tisedake the supply.

2.1.2. Need for VAT
Value added tax is required mainly to prevent odiscgp that is to avoid taxing any
ingredient of the final product more than oncelggiétal, 1997) for example, if tax is
imposed on sales by a steel manufacturer to ameltite manufacturer and again on the
full value of the automobile. When it is sold towdolesaler or retailers, the steel
ingredient is taxed twice. Alternatively cascadimgrurs when a tax on inputs is not
refundable and charged again on output.

It is said earlier that one of the requirementsafo efficient tax system is the fact that the
tax levied should be kin proportion to the levelrafome. VAT fulfils this requirement in
that its burden is shared among all residents, @acbrding to his level and type of
consumption. Moreover, it has the advantage of geduthe cost of production of

industries through its inherent refund system &edfact that it does not burden exports.

The need for VAT also emanates from the very wesde® of the sales tax that it is
intended to

Replace (purhoit2000). Firstly, sales tax has aaiag effect as a result of the fact that
it is levied on the gross value without allowingyamedit or set-off for the taxes paid on
inputs. As a result, consumer’s prices will inceedsy an amount higher than what
accrues to the exchequers by way of revenues fro8econdly, uncontrolled incidence
of the tax especially in the production distribatiprocess. Thirdly, there is the problem
of multiplicity of rates which not only dulls therggressive effects that are anticipated

but also generates the need for further calculatimnthe seller’s tax; most states levy an



additional sales tax or a sure charge. Additioarlis based either on their total turnover

or on the graduated turnover with different ratasdifferent slabs of turnover.

2.1.3. VAT Administered

VAT is administered by the ERCA, ECA and thegiReal Government’s Finance
Bureau. The ECA administers VAT on imports into toeintry. The ERCA with its VAT
department, large taxpayers’ office and branctce$fi(Addis Ababa branch and regional
branch offices) administers federal and joint VAT domestic transactions, while
regional governments’ finance bureaus administeir town VAT Revenues .With this
overview of the design and administration of VAT Hthiopia the following sections
present how the tax authorities perform their raesgulities with respect to the major
VAT administration tasks, including taxpayer idénttion and registration, VAT filing
and payment, control of VAT filing and payment, VAmMvoicing, VAT auditing,
penalties and VAT refunds.
VAT invoicing Jantscher (1990) noted that unlike developed cmsimost developing
countries require some form of invoicing for akrsactions subject to VAT including
sales to final consumers. In Ethiopia, the VAT $tgfion states mainly two things.
Firstly, the waiver of traders that have transaxgiovith total consideration exceeding
ETB 10 from the requirement to issue invoices agwbrdly, simplification of the VAT
invoice.
To facilitate the implementation of these provisipthe VAT legislation empowered the
Ministry of Revenue to issue the relevant diredividowever, as the interviews with tax
officials showed, until June 2007 the pertinentediives had not been issued.
Consequently, all registered traders.
Taxpayer identification and registration as mentioned previously, the VAT legislation
requires businesses undertaking taxable activiti€thiopia with an annual turnover of
ETB 500,000 and more to register for VAT. After MAT was operational with such a
registration requirement, the authority devisedcddrregistration schemes. These
schemes include selective registration requirematscompel all businesses engaged in
a specific sector/form of ownership to register Y0&T regardless of the level their
annual turnover .In Ethiopia, where the awarendssxpayers, the culture of paying

taxes and the capacity of tax administrators apfgehe poor, using sector or ownership



specific registration requirements is sensible. E\osy, caution should be exercised in
selecting the sectors that should be covered by #E The decision ought to be based
on a careful examination of sectors’ nature, volurheperations and the level of keeping
records. Limiting the number of sectors to be ceddsy VAT under such a requirement
at a manageable level is advisable. In additiainéosector specific (selected) registration
requirement, to encourage VAT registration, governminstitutions are obliged to
transact with VAT registered.

The ERCA and ECA have merged since the year 2008.

Examination of survey responses revealed severablgms related to taxpayers
registration. For example, 13% of (taxpayer sunag 62 % of (tax practitioner survey)
respondents indicated the prevalence of VAT unteged businesses and urged the
government’s due attention. The dominance of VATegistered businesses, according
to survey respondents, resulted in uneven markapettion and a loss of market share
and profitability by registered businesses. Surkespondents identified weaknesses in
the tax administration and exclusion of businesg#is annual turnover less than ETB
500,000 as the major causes of the prevailing ctitiggeproblem.

Ethiopia is a federal country with two self admtairing cities (Addis Ababa and Dire
Dawa cities) and nine regional governments (Amhatdar, Oromia, Tigray,
Benishangul, Gambella, Somali, Southern NationgjoNalities and People, and Harari
regional governments). According to this schemehdwusinesses as importers, plastic
and plastic products factories, computer and coerpatcessories suppliers, goldsmiths,
electronic appliances suppliers, and private lichitdmmpanies are required to register for
VAT. Businesses for transactions valued ETB 100,800 above. In general, according
to discussion with tax officials, these schemesavglssigned to help the administration.

In bringing taxpayers (that were required to reggibut did not do so) into the VATnet.
At March 2008, there were about 32,840 taxpayayistered for VAT (EERCA2008).

VAT filing and payment VAT filing practices different among countries. B8antscher

(1990) noted, in some developing countteegpayers effect provisional payments

Source from ERCS news report _evoaw.websit

monthly and file returns annually; while most degghg countries require monthly filing

and payment of VAT and do not require taxpayerfutoish a yearly return. In the case



of Ethiopia, taxpayers are required to file VATumts accompanied by the appropriate
payments year-end reconciliation requirement. Furtithe VAT legislation allows
taxpayers a 30-day period within which to file regiand make payments. Nevertheless,
in practice, according to the outcomes of intendgewith tax officials, there are three
VAT reporting periods depending on whether a tagpay a nil, credit or payment filer.
The reporting time from the end of on monthly bamnsl there is no the accounting
period is 10 days for nil filers, 20 days for ctefiliers and 30 days for payment filers.
According to tax officials, taxpayers that failneeet the reduced deadlines would not be
fined as long as they report within 30 days frome #nd of the accounting period.
However, such taxpayers would be given verbal vmgrhat if they do not keep the
reduced reporting periods, penalty would be applied

Concerning the reporting periods, 15.5 per certpayer survey respondents indicated
that the reporting period, especially the 20-dayquokfor credit filers, is very short. This
is a problem especially for taxpayers conductingifess at several locations since
gathering documents from different offices takewmeti Further, according to survey
respondents, the shortness of the reporting putsi substantial pressure on employees
and disrupts the normal operation of businesses.ofher aspect worth assessing is the
return filing process. Return filing could be dolg going to the premises of the tax
authority in person, through the post office orcelenically. In Ethiopia, taxpayers file
VAT returns by going to the tax office in.

VAT audit there appears to be a considerable VAT evasioneireldping countries
(Pedone1982 cited in Jantscher 1990). As EdmistdnBard (2004) noted the only real
solution to the evasion problem is a good tax adstration and, especially, a strong
VAT audit program. A strong VAT audit program negedsnong other things, an
appropriate audit case selection method. Jants(@890) noted that cross checking
Simplification of the VAT invoice pertains to therfnat and the amount of information
to be contained in the invoice.

Until June 2007, there was no simplified VAT inwin Ethiopia. Jantscher (1990)
noted that the use of invoices as a strategy ihtifig VAT evasion is likely to be
jeopardized by, among others, the attitude of cowess. Further, Jantscher showed the

use of invoices purchases and sales data by vaaapayers would provide an effective



tool for selecting VAT taxpayers for audit and hemmprove audit results. In respect of
VAT audit in Ethiopia, the in-depth interviews witax officials showed the selection of
audit cases by the audit selection committee. TélecBon criteria include: credit
declaration, nil VAT declaration, non-filers, unasuVAT filing patterns, and
information obtained from third parties and the ERCases selected based on the above
criteria would be subjected to audit. In the 20@4fi6cal year, tax authorities audited 189
taxpayers out of 17,278 registrants (1.1 per c&itpilarly, in the 2005-06 fiscal year,
347 taxpayers out of 22,215 registrants were addites percent). These figures suggest
the low audit rate which may have negative impacthe revenue potential of VAT and
the level of compliance. This low audit rate is nisy due to resource constraint. The
resource constraint can be assessed in terms ohuhwer of VAT administrative
personnel, auditors in particular, in relation be humber of VAT registrants and also
total number of employees in the tax authoritieakiig the total number of VAT
administrative personnel in relation to the numbeWAT registrants in the fiscal year
2004-05 showed a ratio of 1:2. Similarly, the numbieauditors to total number of VAT
registrants in the same fiscal year revealed a w@til:7.In addition, the proportion of
VAT administrative personnel to the total numbeenfployees at the EERCA was about
10.4 per cent. To examine whether the above ratressufficient, it would be worth
cautiously comparing them with similar estimates dther, especially developing,
countries. However, similar ratios in other devélgpcountries appear to be unavailable.
Therefore, these ratios would be scrutinized itligf features which are likely to be
prevalent in developing countries, Ethiopia in pafar. These features include low
levels of literacy,

Low and fragmented economysmall and inefficient VAT administration experience
and poor taxpaying culture. In the context of thpsghlems, the above estimated ratios
are likely to be very small which in turn, suggesist the tax authorities are not equipped
with sufficient number of personnel. Apart from tedit selection method and the audit
rate, an equally important factor is the quality afditors. In Ethiopia, the benefit
schemes of civil servants (according to the Etl@npCivil Service Regulations) widely
different from those of the private sector. Consgsqly, as the tax authorities are

governed by the Ethiopian Civil Service Regulatiotiseir employee compensation



schemes are by far lower than those of the dateoasned from the VAT department at
the EERCA. In practice, because of mainly resouroestraints, most developing
countries have not implemented massive cross chgadhemes in their audit programs
(Jantscher 1990).

During the 2004/05 fiscal year, VAT was mainly adisiered by the VAT department of
the EERCA.

So, the computations were based on the number af Mgistrants until July 7, 2005 and
the number of auditors and total VAT administratpersonnel at the VAT department
and regional branch offices of the EERCA. Accordiogthe data obtained from the
management information system and data processpgrtnent of the EERCA until
July 7, 2005 (the end of the fiscal year), 17,2T8itesses were registered for VAT.
Further, according to the EERCA’s employee’s plaegeindocument for the 2004/05 and
2005/06 fiscal years, there were about 22 audaas74 VAT administrative personnel
(including those at regional branch offices) outhsd 712 employees at the EERCA. The
literacy rate for the year 2003 estimated at 427 qent (CIA 2007).in particular.
Examination of survey outcomes in this connectigpp®rts the above assertion. That is,
34.2 per cent of taxpayer survey respondents iteticthat tax administrators are not
qualified enough and also not capable of handlagps quickly, particularly at the time
of audit. These taxpayer survey respondents furtitécated that tax administrators lack
confidence to make decisions and willingness t@ hakpayers. The tax administrators
also fail to give consistent information on the sa¥fAT issues. Similarly, 55.2 per cent
of tax practitioner survey respondents emphasizedack of well trained personnel and
noted the necessity of staffing the tax authorives qualified personnel. In general, the
quality of auditors (VAT administrators at largélat appears to be poor coupled with
their relatively small number is affecting the etfeeness of the audit program. This is,
in turn, likely to impact on the revenue that cobkl generated through effective audit
programs and on the use of effective audits astobldeterring non compliance. It is,
thus, worthwhile for the government to considerpbssibility of recruiting and retaining
a sufficient number of qualified VAT administratpesuditors in particular. This can be
achieved mainly through making revenue authoriiegsonomous in terms of setting

better employee benefits schemes. As discussethterasection, the autonomy has to be



accompanied by the government’s commitment to nsakiécient resources available for
the administration.

Penalties From examination of the practices pertaining to VA&nalties, Jantscher
(1990) noted that in most developing countries stiecter penalties in VAT laws are
usually not applied, thus penalties have littleed®int effects. In Ethiopia, the VAT
legislation proclaims that taxpayers that fail tdl fiill the requirements of VAT are
chargeable with penalties ranging from financiahgges to imprisonment. The tax
authority started enforcing the penalty provisi@insluding the stricter ones) of the VAT
legislation to some extent. For instance, althotlghlegislation in general stipulates a
penalty of 5per cent of the amount of VAT unrepdft@derpaid, in practice (according
to the outcomes of the in-depth interviews with tfKcials) a late filing penalty of
ETB1,000 for each accounting period the tax renthinmeder-reported is imposed. In30at
the same time, young staff trained to be auditoosildv quickly leave to enjoy higher
paying jobs in the private sector once they acquihe necessary accounting skills —state
tax administrators have the problem of retainingspenel, especially auditors (Vehorn
and Brondolo 1999).

Different tax administrators give different information on the same tax issue.
Considering the incapacity of the administratiohe taudit program in particular,
taxpayers may be tempted to not comply. As Jants¢t@90) noted in developing
countries taxpayers tend to register for VAT fredlp avoid taxes imposed on
unregistered traders) because they know that thengstration’s resources are limited to
check their reporting compliance.

The VAT legislation promulgates taxpayers that faifull fill the requirements of VAT
are chargeable with penalties ranging from findrmémalties to imprisonment.

Journal of Tax Research Value Added Tax Adminigtratn Ethiopia: A Reflection of
Problems addition, there are cases where taxpagesscted of VAT evasion have been
fined (both money and imprisonment).

With respect to VAT penalty, 13.8 per cent of tapaqtitioner survey respondents
indicated that the penalty is high. These tax jfraner survey respondents further noted
that it is unfair to impose, practically, the saamount of penalty on taxpayers regardless

of the amount of VAT reported. Similarly, 4.1 pemnt of taxpayer survey respondents



indicated the lack of consistency in imposing pgesl Respondents of both surveys
emphasized the importance of enhancing voluntamptiance and focusing on tax
education instead of punishment when there areigemuistakes. In general, considering
that VAT is still young (introduced for the firsinte in the year 2003) in Ethiopia,
focusing on the implementation of strict penaltyis®ns (like imprisonment of
taxpayers) instead of taxpayers’ education may meegative impaction the attitude of
taxpayers beyond its deterrence effect. Further]abk of consistency and transparency
in administratively imposing the penalty may opemoam for corruption. It is, thus,
advisable to try to implement what is legislatedthe law regarding penalties (on the
financial penalty aspect).

VAT refund Grandcolas (2005) and Jantscher (1990) noted thatging VAT refunds
is one of the challenges of VAT administrationsdeveloping countries. In managing
refunds and combating refund frauds, different ¢toes use schemes including denial of
refund claims (except to exporters), carrying fanvaf refund claims, demanding athird
party certification of the claim, demanding guaesnt requiring taxpayers to have
separate VAT bank accounts, zero rating of suppdiesxporters and remission of input
VAT on certain goods (mainly capital goods). Somiéh@se schemes are not only to
combat refund frauds, but are also intended toaedhe strain on business cash-flows.
Looking closely at the practices concerning VATurefs in developing countries shows
that all developing countries give refunds to exg@r and some require other VAT
taxpayers to carry forward their excess creditgfimitely (Jantscher 1990). In Ethiopia,
as shown previously, for the purpose of refundg WAT legislation categorizes
taxpayers into two groups: zero rated businessesn(ynexporters) and other (non-
exporting) businesses. As the outcomes of thevie@s with tax officials revealed, the
tax authority makes refunds mainly to exporteraddition to employing.

For example, a newspaper reported that the Etmopeteral First Instance Court 8th
Criminal Bench convicted a taxpayer of VAT evasamd passed a 10 year imprisonment
and a fine of ETB 75,000(EERCA undated).

Voucher Systemfor coffee exporters. According to interviews witix officials the first
cash refund to non-exporting businesses was madenuary 2007. In addition, tax

officials revealed that refund claimants in the 1@xporting business category are mainly



importers that claim have excess VAT credits whick not being used by carrying
forward to the next five accounting periods (mohtfisis was believed to be because at
the time of import taxpayers pay VAT based on austwaluation, which is usually more
than the price that taxpayers claim they sell theaducts. In this situation, in the opinion
of the tax officials, giving refunds to taxpayerswd have its own impact on the revenue
position of the government. Further, the tax autias not in a position (in terms of
capacity) to administer the refund claims of thiesg@ayers.

In connection with customs valuation, 37.9 per cefttax practitioner survey
respondents showed that the valuations are unralhlgonigh. According to these survey
respondents, the high customs valuation usuallgsle@xpayers, including genuine
traders, to report excess VAT credits for a vengltime. This in turn results in rejection
of taxpayers’ accounting records by the tax autiesriand determination of taxes due
using the customs valuation as a basis. This gt resulting in higher effective
taxation and is also against the generally acceptedunting principles legislated to be
followed in taxation in Ethiopia. As a whole, inatkof totally refusing taxpayers’ refund
requests, it is reasonable to re-examine the cusstealuations periodically and
Endeavour to check selectively the sales invoiddsaders with the invoices held by, at
least, government institutions. In addition, stt&eging the administration capacity of
tax authorities and attempting to make refunds @muge requests deserve the
government’s due attention. Further, in connectiith refunds, it is important assessing
the practices in treating.

VAT on capital goods. In the Ethiopian VAT systeaapital goods are treated in the
same way as other merchandise items. Such a cwadftents mainly taxpayers that are
required to carry forward credit claims includitgp$e on capital goods to future periods.
This procedure, apart from tying up investors’ moif@ a very long time, is likely to
constrain business cash-flows and impact negatigrlynvestment. This coupled with
the escalating inflationary trend in Ethiopia evides the effective taxation of capital
goods against the hallmark of a consumption typd \MA light of the above, making a
distinction between goods and devising a stratggybich the VAT on capital goods
could be immediately refunded deserve the govertimettention. In addition to the

concerns discussed thus far, about 25.4 per cetaxphyer survey respondents noted



that frequent changes in the administrative proeegjudirectives and personnel are
impacting on the normal operations of taxpayersolilb.7 per cent of taxpayer survey
respondents also indicated that taxpayers anddtietg in general do not know much
about the tax. These taxpayer survey responderitgeefunoted that the tax authority has
not made sufficient effort in increasing the awasenabout the tax. About 34.5 per cent
of tax practitioner survey respondents hence empdtthe need to strengthen the tax
education program. All the above problems pertairio the administration of VAT in
Ethiopia may be due in part to insufficient resasiclt is therefore important to briefly
assess the resources available for the admingtrafi VAT in Ethiopia. In this respect,
Yesegat (2008) estimated VAT administrative cast&thiopia in the 2005-06 fiscal year
to be in the range of 0.66 to 0.8 per cent of VATenue. Further, Yesegat (2008)
through comparative analysis with similar estimatesther countries suggested that in
Ethiopia VAT administrative costs are at a low levEhese low VAT administrative
costs, as Jantscher (1990) contended, may not isnpiglicity, but may show rather that
important functions are being neglected and alsg maan that the administration is
concentrating exclusively on the largest taxpageis ignoring the others. In this context
the low level of VAT administrative costs in Ethiaptogether with the administrative
problems presented previously suggests that thauthorities are not equipped with the
necessary facilities (human and material). Thetively low level of VAT administrative
costs appears to have contributed to the tax ati#grinability to implement the VAT
legislation fully. As Bird (2005) noted the existenof a fundamental gap between the
institutional requirements for a good VAT admiragiion and the real fiscal institutions in
place in a country is one of the factors contribgitio the poor and unfair performance of
VAT. In general, in addition to the apparently Idbevel of VAT administrative costs in
Ethiopia, the above suggested strategies (to rnutithee caveats in the administration of
VAT) boil down to the importance of accessing suéfnt resources and equipping the
tax administration with a sufficient number of &l personnel and physical resources. It
is hence proposed that the government ought tademthe possibility of recruiting and
retaining a sufficient number of qualified VAT admnstrators. This can be achieved
mainly through making revenue authorities autonmndau terms of setting better

employee benefit schemes. The autonomy in the tmimastration needs to be



accompanied by access to resources for the audijlabif sufficient resources is
fundamental in strengthening the administrationV@#&T in the country. Of course

increasing the resources by itself would not creffective VAT administration.

2.1.4. VAT computerization
The computerization TIN system provides the fouimthato support the computerization
of the tax operation. The introduction of TIN systand the development of the VAT
computerized system are provident the foundatiorthfie development and integration of
integrated tax system.
Most tax jurisdictions in the developing countrieave introduced computer systems
concurrently with the implementation of a VAT. Thendency has been to adopt a
computer system that has already been developbdrrétan develop a system from
scratch. Most jurisdictions lack capacity to deyetbeir own systems in the relatively
short time frame available.
It is absolutely essential that develop the inteoagacity to manage any computerized
system, very clearly, the user organization(regigin, areas management, returns and
payment, processing, audit etc)have the respoitgitnl ensure that the computer system
adopted meets their requirements prior to, and aft@lementation and is maintains
satisfactory, with respect to data integrity, fumcality.
Once a system is implemented badly, the efforiolwect the situation entails significant
costs the diversion of staff from revenue genegatictivates and the general lack of
necessary management information on the sate of &#€Fations.
Computerization is essential to change the manedfdr system to ensure better
management of the taxpayers’ accounts. It helpsldtigers to update instantly with

instantly with information on assessment, refunus iaterest.

2.1.5. VAT Accounting
Refers to the value of supply on which the taxpag@culates VAT on VAT sales
invoice and the subsequent record keeping process.
Taxpayer is at least expected to keep:
0 Sequentially numbered VAT each and credit salesit®s.

o Chronologically filled purchases and business edjtaere



Original books of accounts
General ledgers

Subsidiary ledgers
Perpetual inventory records

o O O O o

Project costing record

The objective of assessment of the taxpayers wheth@&ot they are Accounting for
VAT is to Provide details of the taxpayer’s taxabled tax exempt VAT operations and
the related VAT accounting to support the developned the audit plan and audit tests,
and to provide other ERCA personal with pertineribimation on the taxpayer’'s VAT
perorations (VAT Audit Manual,2005)

2.1.6. Problem of Tax Payers

Those reside in remote areas (where the ERCA doesave branch offices) and are
forced to go to the capital city, Addis Ababa, earby cities where the tax authority has
a branch office. In addition, in terms of the methaf payment, in Ethiopia taxpayers
with VAT liability greater than ETB 1,000 may begaired to effect payments with bank
certified payment orders (CPOs). The use of CPQs ifact, to mitigate the problem of
insufficient fund balance that might arise from eming taxpayers’ cheques.
Nevertheless, such a practice imposes a cost grayexs in the form of out of pocket
payment (CPO preparation fees charged by banksjimmedcosts. Generally, the above
mentioned practices pertaining to reduced VAT repgr periods, the method of
effecting payments and the return filing processlikely to be translated into increasing
taxpayers’ compliance costs, especially on smadinasses. It is therefore worthwhile to
strengthen the administration capacity of the tatharities and reduce the burden on
taxpayers (because this may, in turn, have an impat their compliance
decisions).Control of filing and payment In admiareng VAT in Ethiopia tax authorities
use computer programs, namely: Standard Integr@meernment Tax Administration
System (SIGTAS) and Automated System for Custonta DeEnagement (ASYCUDA).
The computer programs are used to maintain taxpagester and process VAT returns.
Detection of non-filers seems to be carried outnhyainanually. As the outcomes of the

in-depth interviews with tax officials showed, ttaex authority tries to identify non-filers



in collaboration with the Ministry of Trade and Lmtry. In Ethiopia every trader is
required to renew business license annually wighpirtinent offices under the Ministry
of Trade and Industry or regional governments. &mew business licenses, traders are
required to produce evidence from tax authorities &ll taxes have been paid. The tax
authorities on their part, before providing thedevice to taxpayers, check if there are
delinquent taxes (including VAT).In addition, taxthorities end eave our to follow-up
non-filers identified by the computer programs. Hweer, because of shortage of
manpower, such follow-ups are usually carried auteoin a 3 to 6 month period. The
above practices pertaining to controlling VAT fdirand payment delay the collection of
the tax and jeopardise the government’s revenug. lience, suggested that to ameliorate
the potential impact of non-filers on the reveneefgrmance of the tax, strengthening
the administration capacity of the tax authoritiaad effectively using the computer
programs coupled with timely follow-up of non-figntaxpayers are worthwhile to
consider.

This includes Federal or joint taxpayers who fileit returns with the EERCA including
its branch offices. The segregation of the repgrtiperiod is likely to impose
psychological burden on taxpayers in addition té ofipocket and time costs. The
psychological burden may be due to the verbal wgsniof tax administrators on late
filers. Psychological burden may also arise becafisiee pressure on employees that the
shortness of the 20 day period causes. For disgussia compliance costs and their
regressively see Sandford (1995), Evans et al.7188d Evans (2003). Jantscher (1990)
noted that most developing countries detect narndimanually after a long delay putting
the collection of the delinquent tax at risk.

(Ethiopia to reduce the number of refund requesés government uses vouchers for
coffee exporters.

Coffee exporters can use vouchers as VAT paymergsfpliers of coffee for export. As
per tax practitioner survey respondents, for atesa(both income tax and VAT) the
customs valuation is used as a cost basis for ¢kermination of selling prices and the

applicable taxes).

All of overview gets from www.erca.etthand

A newspaper reported that the Ethiopian Federat Fistance Court 8th Criminal Bench



2.2.Vat rules and regulation in Ethiopia-an Overview

2.2.1. Regulations Issued Pursuant to the value Added Tgproclamation

These regulations are issued by the council of sterns pursuant to Article 5 of the

Definition of powers and duties of the executivegans of the Federal Democratic

republic of Ethiopian proclamation No4/95(as amehdand Article 64 of the value
added tax proclamation N0.285/2002.

2.2.2. Supply of goods or rendition of services
For purpose of Article 4, sub-Article (3) of theoptamation treats the supply of
goods or the rendition of services to employeeswgsplies in the course or
furtherance of a taxable activity; and thereforées® the transaction is exempt
under Article 8 of the proclamation.
A supply of goods or services to employees aretddeaas supplies for
consideration and therefore may be taxed, eveheifemployee did not pay(or
paid less than market value)for the goods, or sesvi
If an employer:
a) Provides and employee a cash advance,
b) Pays a supplier on behalf of the employee; or
c) Reimburses an employee
i.  For the cost of goods of services provided as ragéribenefit, the
employer is not entitled to claim any portion of tost as a tax credit
because the goods or services provided to the geplare not used
in connection with the employer’s taxable activity.
In an employer was denied a tax credit on the @setof goods or services(such
as a passenger vehicle), the supply of those iteras employee is not a supply
in connection with a table activity and therefaaot subject to tax.
If a registered person supplies an exempt servich(gis medical service at a
company-run clinic) to an employee, the servicena$ subject to tax and the
employer is not entitled to tax credits under Aeii of the proclamation for tax

on purchases allocable to the exempt services.

Form Negarit Gazeta 2002



2.2.3. Taxable activity
I.  For purposes of the definition of a taxable agfivinder article 6
of the proclamation, anything done in connectionthwihe
commencement or termination of a taxable activétytreated as
carried out in the course or furtherance of thealtée activity.
Il.  Taxable reactivity does no include;

0 An activity carried on by a natural person ességtas a
private recreational pursuit or hobby or an actidarried
on by a person other than a natural person whialhdyaf
carried on by a natural person, be carried on ¢sdlgras a
private recreational pursuit or hobby; or

0 An activity to the extent that involves the makiod

exempt supplies.

2.2.4. Tax on imports of Goods
Except where the proclamation provides to the ewwirthe provision of the
customs proclamation, relating to the import, titac®astwise carriage, clearance
of goods, and payment and recovery of duty, witthsexceptions modifications,
and adaptations as the minister may by directiesgibe, shall apply, so far as
relevant, to the tax charged under the proclamatiothe import of goods.
Where tax is payable on an import of goods, theont@p shall, upon such entry.
Furnish the customs authority with an import detian and pay the tax due on
the import.
The import declaration shall

0 Be in the form prescribed by the customs authority.

o State the information necessary to calculate tkeptgyable in respect of

the import, and
o0 Be furnished in the manner specified by the custauntlority.

The customs authority;-



o Shall collect at the time of import and on behdltle authority, any tax
due under the proclamation on an import of goodkairthe time, obtain
the name and the taxpayer identification numbegrgf, of the importer,
and the invoice values in respect of the importt an

o Shall make arrangements with the Ethiopia postalices to perform
functions on behalf of the customs authority inpeed of tax on imports
that arrive through the postal services.

Goods covered by an export trade duty incentiveermeh under proclamation
no.249/2001are not subject to tax at the time qfart) except that tax is payable

upon import if the importer is covered by the ddtgw-back scheme.

2.2.5. Time of Supply
Article 3, sub article (6) of the regulations, teethe repossession of goods under
a credit agreement as a supply of goods. The sumglyrs;
a. On the day that the goods are repossessed, or
b. When the debtor may, under any law, be reinstatediis rights and
obligations under the credit agreement, on theadi®y the last day of any
period during which the debtor may under such lavet reinstated.
Article, 4 sub-article (9) of the proclamation ti®aas a supply of goods, the
transfer of the taxable activity (or a portion oftaxable activity) as a going
concern. The supply occurs when the transfer utdisub-Article(9)occurs.
Article,3 sub-article(8) of the regulations, tredte removal of goods subjects to
an export trade duty incentive scheme under prcatiam no 249/2001(including
a sale into the domestic market)as a supply ofethgsods in the course or
furtherance of a taxable activity in Ethiopia. Tsgpply of those goods occurs

when the goods our exported, if they are suppleexport.

2.2.6. Value of a Supply

The value of a supply may be reduced by any priseodnts or rebates allowed
and accounted for at the time of the supply of goodthe rendition of series,
post-supply price adjustments must be accountenhfaccordance with article 13

of the proclamation.



Where a portion of the price of a supply represeiats imposed by the
proclamation that is not accounted for separatéky,value of the supply is price
reduced by an amount equal to the product of the ta
If a registered person converts a portion of, oentire good or service from use
in a taxable activity to a different use and thespa was allowed a tax credit in
respect of the acquisition of those goods or seadile 4, sub-Article(2)of the
proclamation treats the change in use as a sugpllyeogoods or series in the
course or furtherance of a taxable activity. Thaister of Revenue may issue
directive son the value of a supply resulting frarahange in use under this sub-
article.
The value of a supply of goods under an installnsalg or finance lease (accredit
agreement) is the cash value of the supply. Theasixkwalue>>, in relation to
supply of goods under a credit agreement, means:
a. Where the seller or less or is a bank or othernfired institution, an
amount equal to the sum of ;
i. The consideration paid by the bank or other finaicistitution for the
goods, or the market value of the goods, which svdre greater, and
ii. Any consideration for erection, construction, adsigtror installation of
the goods borne by the bank or other financialtinsin; or
b. Where the seller or less or 1 a supplier, an ameguél to the sum of :
i. The consideration for which the goods are normsdlgl by the supplier
for cash and
ii. Any consideration for election, construction, asislgtnor installation of
the goods borne by the supplier
When the debtor is deemed to make a supply of gooder Article 3, sub-
Article (6) of the regulations as a result of tlepaessession of goods under a
credit agreement, the value of the supply is anuarhequal to the balance of the
cash value of the supply that has not been recd\arthe time of the supply.

2.2.7. Obligatory of Voluntary Registration and Procedure
The authority may waive the requirement under l&tlé of the proclamation to

register where the authority is satisfied that ttedue of a person’s taxable



transactions exceeds or will exceeds the amourdifsggk under Article 16, sub-
Article(1) of the proclamation solely as a consewecof
a. Cessation, or substantial and permanent reduatidhe size or sale, of a
taxable activity carried on by the person, or
b. The supply of capital goods that are being replacéd other capital
goods that are being replaced with other capitadgao be used in the
taxable activity carried on by that person.
Article 15, sub-Article (4) of the proclamation pides for the date that
registration becomes effective. While the regisignperson may select the data
that the registration is to become effective, théharity, in its sole discretion,

may change that date to the beginning of an acowyperiod.

2.2.8. Tax credit Rules

No tax credit is allowable under Article 21, of gw@clamation unless

a) A tax invoice, or debit or tax credit note, in it&a to the supply, has been
provided in accordance with articles 22,23 or 13ha&f proclamation and
the registered person claiming the tax credit ifing that supporting
document(unless an invoice is not required) the tamy return in respect
of the supply is furnished; and

b) A Customs Declaration as prescribed under the mssfwoclamation, or a
document issued by the customs authority evidenpengment of tax in
relation to an import is held by the registeredsparclaiming the credit at
the time any return in respect of the import isfsined. The cost incurred
to begin or terminated a taxable or exempt actiaig/taken into account in

calculating the allocable tax credits under Artizleof the proclamation.

2.2.9. Transactions by Agent

Under this the regulation says:

Where a taxable transaction has been make by art age half of the agent’'s
principal as specified under Article 24 sub-Art{deof the proclamation, and the
recipient of the taxable transaction is a registgrersons, the agent may issue a

tax invoice in accordance with the proclamationdlation to the transition; and



the principal shall not able issue a tax invoice redation to the taxable
transactions.

Where a taxable transaction has been made to ant agéehalf of the agent’s
principal and the principal is a registered persdrihe request, of the agent, a tax
invoice shall not also be issued to the principalrelation to the taxable

transaction.

2.2.10.Form and Manner of filing Returns

A return require by Article 26 of the proclamatisinall be in the form prescribed by

the Authority, and shall:-

State the information necessary to calculate tikeptyable for the accounting
period in accordance with article 20 of the prodson, and

Be furnished in the manner prescribed by the aitthor

2.2.11.VAT Refund

Article 27, sub-Article(5)(b) of the proclamatiomopider the authority is not

obliged to refund excess credits if the amountdadfunded is not more than 50
Birr or less this amount can be carried forward aredited against tax due in the
subsequent accounting period.

Where a registered person applying for a tax refbad failed to furnish a

required return, the authority may with hold paymehany amount refundable

under article27 of the proclamation until the régjied person furnishes such
return.

If the authority does not pay the refund in a tynelanner as provided under
Article 27, sub-Article (6) the authority shall paterest calculated from the date
on which the refund was due until the date on wihiehpayment of the refund is

made.

2.2.12.Assessment of Tax
The authority may issue an additional assessmeat\arity of circumstances,

including the case where;



a. A person fails to furnish a return as required byticke26 of the
proclamation fails to furnish on import declaratesrequired by Article 5
of the regulations;

b. The authority is not satisfied with a return or onjpdeclaration furnished
by a person;

c. Has reason to believe that a person has beconle fiabthe payment of
an amount of tax but has on paid such amount;

d. A person, other than a registered person, suppgbesls or services and
represented that tax is charged on the supply;

e. A registered person supplies goods or servicestl@dsupply is not a
taxable transaction or is a taxable transactiomggthwith tax at the rate
of zero percent and, in either case, the registpesgion represents that a
positive rate of tax is charged on the transacton;

f. The authority has determined the liability of argygon in terms of Article

60, sub-Article (2) of the proclamation.

2.2.13.Exemptions

The following are exempt from value added tax;

O O O O o o o o

O O O O o

Dwellings

Financial services

Supply or import of securities

Import of gold for national bank of Ethiopia
Religious or Church-related services

Medical Services and Prescription Drugs

Education Services

Supplies of Humanitarian Aid, and Imports of Godds Rehabilitation after
natural disasters, industrial Accidents and Catpsies.
Water

Import exempt by law or Agreement

Transport

Permits and Licenses

Imports exempt under schedule 2"B” of customs fsriégulations



o Workshops for disabled

o0 Books and other printed materials

Even if the study will be made up on large tax paymganization that are registered or

VAT, they have relationship with organizations thates the above exempt services.

2.3.Overview of VAT proclamation related to the above egulations
The value added tax (VAT) proclamation NO285/2005vissued on"™uly, 2002 by
the council of representatives to become into foase of £' January 2003. The
proclamation has 13 sections and 66 articles.
According to this proclamation tax payers are thpseson registered or required to be
registered; persons carrying out taxable impogadds to Ethiopia, non resident person
who perform service without registration for VAT dawho are subject to taxation
according to the proclamation. As to this proclaorgtall persons who are registered are
taxpayer from the time the registration took effaod certification of registration is
issued. Persons who are not registered but whaegpgired to be registered are also
considered as taxpayers from the beginning of teeunting period following the period
in which the obligation to apply for registratioorass.

2.3.1. Supply of Goods and Rendition of services
Subject to this proclamation;
I.  Supply of goods means;
a. Sales of goods; or
b. A grant of the use or right to use goods, whethién ar without a driver,
pilot, crew, or operator, under rental agreemerggic agreement, freight
contract, agreement for charter, or any other agee¢ under which such
use or right to use is granted; or.
c. A transfer or provision of thermal or electricakegy, gas or water; and
II. A rendition of services means anything done whimat supply of goods or
money, including
a. The granting, assignment cessation, or surrendanyfight; or

b. Making available a facility or advantage.



c. If a registered person purchased goods or seracesmpanied by VAT
payment and received (or has the right to receappyopriate credit, the
application of those goods or services to a useratlan a use in the
course or furtherance of a taxable activity is abered to be a supply of
goods or services by that person in the courseirtiidrance of a taxable
activity.

d. The supply of goods or rending of services by arpleyer to his
employees, including a supply of goods or serviteghe course or
furtherance of a taxable activity.

e. The disposal of a taxable activity as a going camoer a part of a taxable
activity that is capable of separate operation ssiply of goods made in
the course or furtherance of such taxable actigitg the transference
succeeds to the right and obligations of the sepplith respect to the
assets transferred.

f. Subject to Sub-Article(12) where

lll.  The disposal of a taxable activity, including apdisition of a part of a taxable
activity capable of separate operation by a regadt@erson is a supply of goods
under sub-article(9);and

IV.  The supply was charged with tax at the rate of zment in terms of sub-
Article(2)(d) of Article7; and

V. The goods and services comprising the taxable igctivere acquired by the
recipient wholly or partly for a purpose other tHanconsumption, use, or supply

in the course of making taxable transactions;

The acquisition of the taxable activity is a supply the recipient in the course or
furtherance of a taxable activity carried on by theipient to the extent that the goods
and services comprising the taxable activity wecquaed for a purpose other than

consumption, use, or supply in the course of matamgble supplies.

Sourse: from www.erca.ett@ed ERCA Proclamation/Negarit Gazeta



2.3.2. Mixed Supplies

A supply of goods or rendering of services, whlncidental to a (main) supply
of goods or rendering of services, is treated aisgddhe later.

The rendering of services incidental to an impéryaods is part of the import of
goods.

A taxable transaction involving independent elemmemne or more of which
involves the separate supply of goods or rendesingervices, which would be
exempt from tax, is treated as separate transactidn exempt transaction,
which involves independent elements, which invotie separate supply of

taxable goods or rendering of taxable serviceseated as separate transactions.

2.3.3. Taxable activity
“Taxable activity” means an activity which is c&dion continuously or regularly by
any person:
In Ethiopia, or Partly in Ethiopia, Whether or riat a pecuniary profit, that involves
or is intended to involve, in whole or in part, teepply of goods or services to

another person for consideration.
2.4Imposition of tax and Transactions Exempted from tle Tax

2.4.1. Imposition of Tax
Subject to the provisions of this proclamation anbject to Sub-Article(2), there
shall be levied and paid a tax, to be known as &#dded Tax, at the rate or
15% of the value of
a. Every taxable transaction by a registered persoa; a
b. Every import of goods, other than an exempt impamt
c. Animport of services as provided in Article 23
The following taxable transaction shall be chargith tax at rate zero percent;
a. the export of goods or services to the extent plexin regulations;
b. the rendering of transportation or other servicagdlly connected with
international transport of goods or passengersyelsas the supply of
lubricants and other consumable technical suppgh&sn on board for

consumption during international flights;



c. the supply of gold to the national bank of Ethig@iad

d. a supply by a registered person to another regidtperson in a single
transaction of substantially all of the assets dbeable activity or an
independent functioning part of a taxable activaty a going concern
provided a notice in writing singed by the transéerd transferees is
furnished to the authority with in 21 days aftee supply takes place and
such notice includes the details of the supply.

Source: from www.erca.etttend ERCA Proclamation/Negarit Gazeta

2.4.2. Exempt Transactions
I.  For purposes of this article;
a) “commercial rental establishment” Means
a.Accommodation in any hotel, mote, inn, boarding seuhostel, or
similar establishment in which lodging is regulaolynormally provided
to five or more persons at a daily, weekly, montldy other periodic
change;
b. Accommodation in any house, flat, apartment, onrpother than
accommodation in respect of which the provisionSob-Article(1) or
(3) of this definition apply, which is regularly eystematically leased or
held for lease as residential accommodation foticoaus periods not
exceeding 45days in the case of each occupant af bouse, flat,
apartment, or room, if the total annual receiptd ancruals from the
lease there of exceeded 24,000Birr, or there agor@ble grounds for
believing that such total annual receipts and adcwill exceed that
amount;
As mentioned in the above regulation, the followitypes of supplies of
goods(other than by way of export) or renderingsefvices; as well as the
following types of imports of goods, are exemptnirpayment of VAT to the
extent provided by regulation:
a) The sale or transfer of a used dwelling, or thesdeaf a dwelling;”
dwelling” means any building, premises, structumeany other place or

any part there or, used predominantly as a placesadience or abode of



any natural person or which is intended for usa ptace of residence or
abode of any natural person, together with any @ppances, belonging
there to any enjoyed there with, but does not ohela Commercial rental
establishment;

b) The rendering of financial services;

c) The supply or import of national or foreign currg(except for that used
for numismatic purpose),and of securities;

d) The import of gold to be transferred to the Natldd@nk of Ethiopia;

e) The rendering by religious organizations or chuedhted services;

f) The import or supply of prescription drugs spedifia directives issued
by the minister of Health, and the rendering of ioaldservices;

g) The rendering of educational services provideddycational institutions,
as well as child are services for children at mieesl institutions;

h) The supply of goods and rendering of services énfélhm of humanitarian
aid, as well as import of goods transferred toestagencies of Ethiopia
and public organizations for the purpose of reli@ibn after natural
disasters, industrial accidents, and catastrophes;

i) The supply of electricity, kerosene, and water;

J) Goods imported by the government, organizatiorsjtution or projects
exempted from duties and other taxes to the extertided by law or by
agreement.

k) Supplies by the post office authorize under theidpilin postal services
proclamation, other than services rendered foeafecommission;

[) The provision of transport;

m) Permits and license fees;

n) The import of goods to the extent provided unleskedule2 of the
customs tariffs regulations;

0) The supply of goods or services by a work shopleynpy disabled
individuals if more than 60% of the employees asalled; and

p) The import or supply of books and other printed eriats to the extent

provided in regulations.



lll. A supply of goods or services is not an exempt lsuppder this article if, in the

absence of Sub-Atrticle (2), the supply would bergbd with tax at the rate zero
percent under article 7, sub-article (2).

IV.  The minister of finance and economic developmergative exempt other goods
and services.

2.4.3. Adjustment of the value of a Taxable Transaction

This article applies where, in relation to a tarablansaction made by a registered
person;

I.  the transaction is concerned;
II.  the nature of the transaction is changed;
lll.  the previously agreed consideration for the tratsads altered, whether due to a
reduction of prices or for any other reason; or
IV. The goods or services are returned in full or irt frathe registered person.
a. If a registered person has, as a result of theromoce of one or more of
the events described in sub-article 91 of thislesti
I. Provide a VAT invoice, and the amount of VAT showan the
invoice is incorrect, or
ii. Shown an incorrect amount of VAT on a VAT returhert an

adjustment is made as specified in Article 20, Auicle(2) or
Article 21, sub-article(2)(a)

b. Where a tax invoice has been issued in the ciramass specified under
sub-article (2) (a) and the amount shown as targeuhin that tax invoice
exceeds the tax properly chargeable in respetteo$tipply, the registered
person making the supply shall provide the recipadrthe supply with a
tax credit note containing the particulars spedifiesub-article (9).

2.5.Registration

2.5.1. Obligatory Registration

I. A person who carries on taxable activity and ismegistered is required to file an
application of VAT registration with the authority



a)

b)

d)

2.5.2.

At the end of any period of 12 calendar monthspgéeson made, during
that period taxable transactions the total valuewdfich exceeded
500,0008Birr, or

At the beginning of any period of 12 calendar merittere are reasonable
grounds to expect that total value of taxable @atisns to be made by the
person during that period will exceed 500,000 birr.

The minister of finance and economic developmeny rba directive
increase or decrease the threshold provided foerusub-article 1.

A person required the register shall file an agian for registration no
later than the last day of the month after the ehthe period in sub-
article(1)(a), or the last day of the month of glegiod in sub-article(1)(b).

Voluntary registration

A person who carried on taxable activity and is regfuired to be registered for VAT,

may voluntarily apply to the authority for such isttation, if the regularly is supplying

or rendering at least 75% of his goods and senticesgistered persons.

2.5.3.

Registration procedure

A person applying to register for VAT is requiremdo so in such a form as in

establish by the implementation directives issugthk minister of revenue.

Registration takes place on one of the followingedadepending on which date

a)

b)

C)

comes firs;

In case of obligatory registration, on the firsy ad the accounting period
following the month in which the obligation to apgior registration a
rose;

In the case of voluntary registration, on the fidsty of the accounting
period flowing the month in which the person apglier resignation.

On the date selected by the registered person snapplication for
registration.

The authority is required to establish and maintain a VAT register containing details of

all persons registered for VAT.



2.6.Calculation of Tax payable

2.6.1. Tax payable for tax period

I.  The amount of tax payable for any accounting pebgd person who is
registered or is required to register is the défere between the amounts
of tax. Charged on taxable transactions in accaslawith article 7 and
the amount of tax creditable under article21.

II. In cases described in Article 13, where VAT payableeeds VAT
actually indicated by the registered person, thewar of the excess is
treated as VAT due for the accounting period Inchhihe event referred
to in article 16 occurred and is added to the arhotitex payable for the

accounting period under sub article (1) of thischet

2.6.2. Tax Credit
Except as otherwise provided in this Article, #mount of VAT payable(paid)by
a registered person in respect of tax invoicesustams declarations issued to the
person for;
a) Imports of goods that take place during the cur@etounting period
under article 14; and
b) Taxable transactions involving the supply of goams rendering of
services that are considered to take place duhagtirrent or preceding
accounting period under articlel1, where the gawdservices as used or
are to be used for the purpose of the registeredopis taxable

transactions.

2.6.3. Tax invoices

Except as otherwise provided in this article, threant of VAT payable(paid) by
a registered person in respect of tax invoicesustarns declarations issued to the
person for: imports of goods that take place dutiveggcurrent accounting period
under article 14; and taxable transactions invgvthe supply of goods or
rendering of services that are considered to tdkeepduring the current or
preceding accounting period under article 11, whieeegoods or services as used

or are to be used for the purpose of the registeeesbn’s taxable transactions.



The registered person is required to issue the WA/Dice to the purchaser of
goods or services upon the supply or renderingnbutater than 5 days after the

transaction.

2.6.4. Reverse Taxation

If a non resident person who is not registered /&T in Ethiopia renders

services in Ethiopia for a customer described ib-8tticle(2) of the article, the

rendering of services is taxed according to thislar

For purposes of this article, a customer is anggeregistered in Ethiopia for
VAT or any resident legal person.

If the customer is registered for VAT, the withhd&k is payable at the time for
filing the VAT return for the accounting period which the transaction took
place. The payment document for payment of thehwithtax is considered to be
a VAT invoice and gives the customer the right t¥AT credit according to

Article21, sub-Article(1)

2.7 Administrative Procedures

2.7.1. Filing of Tax Return and payment of VAT
Every registered person is required;
a. To file a VAT return with the Authority for each @munting period,
whether or not tax is payable in respect of thaippe
b. To pay the tax for every accounting period by teadline for filing the
VAT return.
The VAT return for every accounting period shallfbled no later than the last
day of the calendar month following the accounpegod.
VAT or taxable imports are collected by the Eth@picustoms Authority in
accordance with this proclamation and the custagslation of Ethiopia under

the procedure contemplated for customs duty.

2.7.2. VAT Refund
Where the authority in satisfied that a person wiaale an application for refund

under sub-Article(1) or (2) has over paid tax, Aughority will:



a. First apply the amount of the excess in reductibany tax, levy interest,
or penalty payable by the person under this proatem, the customs
proclamation the income tax proclamation, or thlessand excise tax
proclamation: and

b. The repay any amount remaining to the person if ah®unt to be
refunded is more than 50 birr.

c. Assessment of tax

If , after review by the authority, it appears thaperson has understated his tax
obligation, the authority shall issue an additiomsgdessment;

a. Except as provided in (b), with in 5 years aftex #nd of the accounting
period concerned;

b. In the case of fraud or gross-or willful negligencet withstanding any
limitation in any other law, at any time.

If the authority makes an additional assessmenemu8db-Article(1) and within 30 days
of the notice and demand, the person assessechdbpay the additional assessment or

appeal the assessment as provided under Articlinderson is in default.

Sourse: from www.erca.etthed ERCA Proclamation/Negarit Gazeta



CHAPTER THREE

3. DATA PRESENTATION AND ANALYSIS

Background of Large taxpayer’s office
Large taxpayer’s office (LTO) established in 1992 EBefore this period, the office was
treated in federal Inland Revenue Authority withetdepartments. After 1992, this large
taxpayer’'s office treated separately from the otdepartments and operates with
about580 registered organizations. These orgaaimathave an annual turnover of Br
5,000,000 and above. At the beginning, the regdteorganizations were only
governmental. But now, they are both private angegamental organizations. The major
reasons for their separate treatment are; firgy thre large tax payers therefore,
generates more of government revenue. And secamnd;zantrolling and tax auditing
purpose. This means if they are combined with EIRAs difficult to audit separately.
Nowadays, these large taxpayer’s organizations paysin LTO office and the office
uses computerized collection only for VAT.

Profile of Country Club Developers Real Estate (CCD
CCD was established in 2003 and started its busiopsration after three years in 2006.
It is devoted in constructing super luxurious resiibl houses that stand' In the
competitive market. The company is young in theiress but became famous soon
because of the quality of service it provides.
The company’s head office is located at Bole Suty @ound Bras Hospital. And it's
construction site is found at Oromia Region arouede-Tafo 15 km from Megenagna to
Debrebrhan road.
CCD is building 10 types of houses (A to J), eaalymg from 310-513 m.sq total floor
area, on a 1000m.sq plot area provided. There Hd6 flots on phase A, another 1000
plots on phase B, and an 18-hole PGA standard Golfrse within 500htr. site area.
Public facilities like swimming pools, tennis andslket ball courts, hoarse ridding track,
kindergarten, clinic and health center, super mark&dministration, conference hall,

library, gymnasium, school and other social agtifitnctions are also included.



Parallel to this CCD produces construction materigde gravels and aluminum works
for its own consumption and for sale.

CCD created job opportunity for employees of ové0@ in which over 2800 are
contract employees. It also pays a salary thagasly over two million per month.

Its works are facilitated with modern technologéesd software programs that help in

monitoring and evaluating the work progress. Itoales a web-site http://www.ccd-

homeseth.conthat introduce the company all over the world ahdt shows the

customers especially the diasporas the progrettewmfhouses and there payment status.

Profile of ECAS Trading PLC

ECAS Trading Private Limited Company Starts Bussn@peration in 1990 E.C. the
company hasl13 years of experience of its busingssgtion. The main operation of the
company is importing computer and computer accessaind then distributing to
different regions of the country. ECAS Trading PisCthe main and one of the top
distributors of computer and computer accessonid¢isa country.
Currently, it functions at three different locatsoim Addis Ababa namely:

I. Bole road around Wello Sefer

[I.  Mexico near Shebele Hotel

I1l. AratKillo near RasMekonnen.

ECAS created job opportunity for employees of dd@yin which it pays a salary that is
nearly over 100thousand per month. ECAS also lautgeat tower on Churchill road for

different business purpose and rental.

Vat Practice and Compliance with the Law in CountryClub Developers
CCD operates as ‘Service Provider’ type of businéhe company imports construction
materials especially finishing materials from odésEthiopia, also produce gravels and
purchases construction materials, office equipmantsmany other goods from the local
market. CCD is a registered business organizatoWAT, to start with the presentation
of its practice of VAT:
I.  The organization purchases different goods fopfierations and they receive a

pre-numbered VAT invoice when they purchase thelg@nd services..



IIl.  The organization also imports different construttigoods according to the
proclamation law of the countries revenue and cosdathorities.
lll.  They keep all the accounting records includinggubgosting record such as: -
a) Material Cost: - All materials purchased for couastion purposes, except
fixed assets.
b) Labor Cost: - Salary, wage, incentives and Subraohfee for Chinese
and local subcontractors
c) Overhead Cost: - This includes electricity, telepocar rent (loader,
excavator, ..), insurance, water, rent . . .
IV.  Some of the accounting records that the organizatieeps are:
a. Sequentially numbered cash register VAT invoices,
b. Chronologically filled purchases and business edjiare
i. Construction Materials
ii. Fixed Assets . ..
a. Original books of account
b. General ledger on every income statement and Balaheet accounts
using different vouchers such as:-
I. Vat Receipts
ii. Vat Debit Notes
iii. Vat Credit Notes
iv. Withholding tax on Payment
v. Cash Receipt voucher
vi. Cheque payment Voucher
vii. Journal Voucher
c. Subsidiary ledgers
I.  Vendor information
ii. Customer information
iii. Purchasers
iv. Staffloans. ..
d. A perpetual inventory record that is recorded haithhe head office and

site with different software program to help toaecile and cross check.



VI.

VII.

VIII.

The company records purchases, expenditures aed égsets net

of VAT when applicable to taxable transactions/agiens.

CCD provides VAT taxable operations.

The company return for cash to the vendors andrseseVAT input deductions

where applicable,

They maintain a VAT account in the general ledger fecording of VAT

liabilities on the supply of goods and services,tba other hand, refunds on

purchase of goods and services.

The companies do not use any other charge on veecathat are excluded from

the computation of VAT declaration and account itketa the VAT system are

same, CCD pays tax for every accounting periochbydieadline for filing the

VAT return. And it is the same for all tax payenatthe form and manner of their

filing return is as prescribed by the authority amdudes;

a. The tax payers’ identification.

® 2o o

Computation of Output tax,
Computation of input tax,

Commitment, and

Space for VAT department use only;

Here is a sample of four month tax pay by the corgpAnd you will find the attachment

in the annex.
General
Month | Year VAT for Goods and VAT local VAT Imported Expense for
supplies purchase input goods VAT

Ginbot

2003

4,149,561.04

2,231,955.58

406,945.95

» They do give any response on a maintaining originabices received for 10

years in Ethiopia. On the other hand, they maindgagompany of all tax invoices



that they issued and also they maintain customsurdentations relating to
imports and exports. In practicing these, a compaajntains a copy of all tax
invoices issued and the customs documentatiorecetatimport for 10 years.

» CCD does provide the recipient with either a taeddrnote or tax debit note for
any amount of the excess.

» They use their tax payer identification number BrVAT invoices and on all tax
returns and official communications with the auttyor

» The company always issue VAT invoice to the persbo receives the goods or
services when it carryout a taxable transactiord their invoice includes;

0 The invoice number and date of the VAT registratertificate,

The name of goods shipped or service rendered.

The amount of the taxable transaction.

The sum of VAT due on the given taxable transaction

The issue date of the VAT invoice, and the seriainber of the VAT

o O O O

invoice
o Taxpayer identification number of the purchased an

» They respond the invoice does not include the falg items;

» The amount of the excise on excisable goods. Becahere are no excisable
goods, the company never issued its cash saleE@post to sales date.

» The company files a VAT return with the Authorityrfeach accounting period
whether or not tax is payable in respect of thatope They respond that when
they file an application for VAT refund, the authgrdo not refund the amount
within the period. They do not give any responsgarding to applying a tax
refund in a timely manner and also regarding toAbéhority’s payment of the
refund in a timely manner. When the authority it [&0 pay, it does not pay
interest calculated from the date on which themdfwas due until the date on
which the payment of the refund is made for them

» CCD does not use a transaction by agent. So, shernof the invoice in relation
to the taxable transaction is the organizatiorifitse

» CCD did not paid an interest on late payment VAT itethe past.

0 Thisis all about CCD practice on VAT and how dv@s work



» CCD provides both VAT taxable operations and tagremt operation.
» The company return goods for credit to the supphied reverses VAT input

deductions where applicable,

VAT Practice and Compliance with the Law in ECAS Trading PLC
ECAS Trading Private Limited Company operates iretdder’, ‘Whole seller’ and
‘Maintenance service’ type of business. The compgargn importer and it 75% imports
computers and computer accessories from outsiddSEQrading PLC is a registered
business organization for VAT, to start the preagom of its practice of VAT,

» The company Purchases different goods for its djpeaand they receive a pre-
numbered VAT invoice when they purchase the goods.

» They keep all the accounting records except prajesting record because they
have no operations on a project basis. Some ofateeunting records that the
company keeps are:

Sequentially numbered VAT cash sales invoices,
Chronologically filled purchases and business edjare
Original books of account

General ledgers,

Subsidiary ledgers, and

o O O O o o

Perpetual inventory records

» The company record purchases expenditures and &xedts net of VAT when
applicable to taxable transactions/operations.

» ECAS Trading PLC provides VAT taxable operations.

» The company return goods for credit to the suppdied reverses VAT input
deductions where applicable,

» They maintain a VAT account in the general ledger fecording of VAT
liabilities on the supply of goods and services,tba other hand, refunds on
purchase of goods and services.

» The companies do not use any other charge on tlo&canthat are excluded from
the computation of VAT declaration and account itkeia the VAT system are

same, ECAS Trading pays tax for every accountingpgeby the deadline for



filing the VAT return. And it is the same for alix payers that the form and
manner of their filing return is as prescribed bg authority and includes;

0 The tax payer’s identification.

o Computation of Output tax,

o Computation of input tax,

o Commitment, and

» Here is a sample of four month tax pay by the comip&nd you will find the

attachment in the annex.

Month Year VAT for Goods VAT local VAT Imported General
and supplies purchase input goods Expense for
VAT

Ginbot 2003 494,686.94 45,141.89 2,534,624.51 10,098.56

» Space for VAT department use only;

» They do not give any response on a maintainingraignvoices received for 10
years in Ethiopia. On the other hand, they maindgagompany of all tax invoices
that they issued and also they maintain customsurdentations relating to
imports and exports. In practicing these compamemtains a copy of all tax
invoices issued for 10 years. And the customs decdation relating to both
imports and exports only for 8years.The companyoirhgoods that are tax
payable. In this case the company furnishes thiissAuthority with an import
declaration. So, in this case, the company inclutiedfollowing information on
the import declaration;

o Invoice price,
o0 Insurance,

o Freight charge,
0

Bill of loading number, and bank permit No.



» ECAS Trading PLC does not provide the recipienhveither a tax credit note or
tax debit note for any amount of the excess.

» They use their tax payer identification number BrVAT invoices and on all tax
returns and official communications with the auttyor

» The company always issue VAT invoice to the pemsbo receives the goods or
services when it carryout a taxable transactiord their invoice includes;

0 The invoice number and date of the VAT registratertificate,

The name of goods shipped or service rendered.

The amount of the taxable transaction.

The sum of VAT due on the given taxable transaction

The issue date of the VAT invoice, and the seriahber of the VAT

o O o o

invoice

» They respond the invoice does not include the falg items;

» Taxpayer identification number of the purchased an

» The amount of the excise on excisable goods. Becaugre is no excisable
goods. The company never issued its cash salex@post to sales date.

» The company files a VAT return with the Authorityrfeach accounting period
whether or not tax is payable in respect of thatoge They respond that when
they file an application for VAT refund, the authgrdo not refund the amount
within the period. They do not give any responsgarding to applying a tax
refund in a timely manner and also regarding toAléhority’s payment of the
refund in a timely manner. When the authority it [&0 pay, it does not pay
interest calculated from the date on which themdfwas due until the date on
which the payment of the refund is made for them

» ECAS Trading PLC does not use a transaction byta@m the issuer of the
invoice in relation to the taxable transactiorhis tompany itself.

» The company use market value. This means they \adumport of services that
are taxable at its market value,

» ECAS Trading PLC did not paid an interest on lagrpent VAT tax in the past
rather the company paid a penalty one times foiptst periods because of late

payment VAT tax.



o This is all about ECAS Trading PLC practice on VAAd how does VAT
work
» ECAS Trading PLC provides VAT taxable operations.
» The company return goods for credit to the suppdied reverses VAT input
deductions where applicable,
» They maintain a VAT account in the general ledger fecording of VAT
liabilities on the supply of goods and services,tba other hand, refunds on

purchase of goods and services.

CHAPTER IV

4. SUMMARY CONCLUSION AND
RECOMMENDATION

4.1.Summary

There are many rules and regulations that the teexpshould comply with, in this part,

the study analyze the selected large tax payeastioe of VAT and compare the selected



large taxpayers with each other, and also condbaewhether or not the selected large
taxpayers are complying with the existing laws.
In comparison of the type of business for these ¢mpanies which are ECAS trading
PLC and Country Club Developers, both are regidtéoe VAT because both incur a
capital of over 500,000 Birr.
ECAS is a retailer and wholesaler but CCD is aisertype of business organizations.
ECAS trading PLC and Country Club Developers impdiieir goods or raw materials
from outside the country. So both ECAS trading Pa@ Country Club Developers
import goods that are tax payable. In this casepraing to the council of ministers
regulation No 79/2002, where tax is payable onnmaport of goods, the importers shall,
upon such entry, furnish the customs authority withmportant declaration and pay the
tax due on the import. The import declaration shalin the form prescribed by the
customs Authority and shall state the informati@tassary to calculate the tax payable
in respect of the import and also be furnishedhim thanner. Specified by the customs
Authority, so both comply with this law on the infioation included in this import
declaration they includes; invoice price, insugrfeeight charge, bill of loading number
and Bank Permit Number and all these are necedsacglculate the tax payable in
respect of the import. Still, even ECAS Trading Pax@ CCD itself do not indicate that
whether or not they furnish in the manner specifigdhe customs authority.
Regarding to the accounting system, according t€ARAT audit manual, a taxpayer
is at least expected to keep, sequentially numbeé#ed cash and credit sales invoices,
chronologically filled purchases, and business egpares, original books of accounts,
general ledges, subsidiary ledgers, perpetual towgnrecords, and project costing
record. In this case, the selected large tax payemgply with this law. These provide
details of the taxpayer's taxable. And the seledtgde taxpayers records purchases,
expenditure and fixed assets net of VAT, when a&pple to tax operations. So it can be
concluded that the selected large taxpayers ai@bkelon their accounting system and
they are accountable for VAT.
The selected large tax payers are the same irollogving practices.

* They return goods for credit to the supplier angerses VAT input deductions

where applicable.



* They maintain a VAT account in the general leddersthe recording of VAT
liabilities on the supply of goods and services.

» They also maintain a VAT account in the generafjéedor the recording of VAT
refunds on purchase of goods and Services.

» They do not use other charge on the invoice thexdtuded from the computation
of VAT on output.

So, according to that VAT audit manual, they at@lpée in their accounting system.

* Regarding to the VAT invoices, ECAS Trading PLC &@@D receive a pre-
numbered VAT invoice when they purchase goods aeg tespond that their
invoice includes a taxpayer identification numbgthe invoice.

» ECAS Trading PLC does not issue VAT invoice possate date. In this case, It
is complying with the given law. In other respeotstheir invoice, they are the
same, the include on their invoice that;

The invoice number and date of the VAT registratertificate,
The amounts of the taxable transactions,
The sum of VAT due on the given taxable transastion

The issue date of the VAT invoice, and

O O O O o

The serial number of the VAT invoice.

The selected large tax payers do not include theuatof excise on excisable goods in
their invoice.

* Regarding to filling the VAT return, according teetproclamation No285/20020f
Article 26 sub article 1, every registered persomeiquired to file a VAT return
with the authority for each accounting period, Wieetor not tax is payable in
respect of that period and to pay the tax for ewergounting period by the
deadline for filing the VAT return. In this case;carding the responses of the
selected large taxpayers practiced in complainiitly thie law.

» According to Article 14 of the regulation, the foramd manner of filing VAT
returns shall be in the form prescribed by the auty and also be furnished in

the manner prescribed by the Authority. And as tégearcher noted in the



previous chapter the companies file in this forrd aranner because currently the
authority itself prepares the same VAT declarafam to file their VAT return.

* Regarding to ‘record keeping’, according to Artick¥ of the proclamation
No0,285/2002,a registered person or any person elidok tax under the
proclamation maintain for 10 years in Ethiopia:

= Original tax invoices received by the person,

= A copy of all tax invoices issued by the person,

= Customs documentation relating to imports and dgpby the
person,

= Accounting records; and

= Any other records as may be prescribed by the Mirst revenue

by directive.

Even though CCD is operating less than 10 yeamsaintains all these records from the
time it start the business. But ECAS Trading PLAmta@ns this document only for 7

years though it operates for more than 10 yearsudth article 45 letter'd’ says ‘Where a
person fails to maintain records required underchrt37- 2,000 Birr for each month or
portion thereof that the failure continues.” Norfeitds applicable to the company that

does not comply this.

4.2 Conclusion

The research can conclude that CCD complies irttarb@ay than ECAS Trading

PLC.

According to Article 13 of the Proclamation, whemegistered person provide a
VAT invoice and the amount of VAT shown on the i@ is incorrect, the

amount shown as tax charged in that tax invoiceeeds that tax properly
chargeable in respect of the supply, the registgrdon making the supply



should provide the recipient of the supply withaa tredit note and with a tax
debit note when the reverse is done. But, the w#lelarge tax payers do not
provide the recipient with either a tax credit notea tax debit note; therefore, the
selected companies does not practice in line viéhlaw and the researcher can
conclude that they are not complying with the law.

Regarding to ‘Registration procedure’. AccordingAudicle 18 sub Article(7) of
the proclamation, a person registered for VAT iguieed to use his taxpayer
identification number on all VAT invoices, and ol aturns and official
communications with the Authority. And they are eimplying with the given
law.

The analysis made on filling of tax return and pent of VAT’ is according to
Article 26 of the VAT Proclamation. According toighArticle, every registered
person is required to file a VAT Return with thetharity for each according
period, whether or not tax is payable in respedhat period. To pay the tax for
every accounting period by the deadline for fililng VAT return. And in this
case the selected organizations practice is coaiplebmplying with this Article.
According to Article 27 of the Proclamation, the tAoarity shall refund the
amount for VAT applied as a credit in excess ofdheount of VAT charged for
the accounting period with a period of two montteathe registered person files
an application for refund, accompanied by docunrgneoof of payment of the
excess amounts. And out of the selected largeag&rp, ECAS, responds that the
authority do not refund the amount of VAT appliesacredit rather it off sets
with the tax liability that will be payable for theext period. But, CCD says it
does not have refundable tax for the past few nsoetttept one month in the
past.

Under Article12 of the VAT regulation, the valueart import of services taxable
under Article 23 of the proclamation generallyhe amount of the consideration
that the recipient is obliged to pay for the sezgicexcept that if the supplier and
the recipient are related person, the value ofinifgort of services. When they
value and import of services that are taxable. Withse respect, they are
complying with the given law.



According to Article 13 of the regulation, whergaxable transaction has been
made by an agent in behalf of the agent’s principal the recipient of the taxable
transaction is a registered person, the agent szaeia tax invoice in accordance
with the proclamation in relation to the transactand the principal shall not also
issue a tax invoice in relation to the taxable geation. But, in this case all of the
tree large taxpayers do not use transactions bytA@e, the issuer of the invoice
is themselves.

Both of the selected large tax payers’ responds tta authority do not pay
interest calculated from the date on which thendfwas due until the date on
which the payment of the refund is made. But adogrdo Article 15 of the
regulation, the authority shall pay the interest i$ late to pay the refund amount.

Therefore, this by itself is also contradictiorttie regulation issued to the public.

As the researcher mentioned in the above analyatsare; in respect of applying
tax refund in a timely manner, filing VAT returreaordkeeping and other the two

companies did not practiced, in complying the law.

1.3Recommendations

a)

b)

d)

Some tax payers do not file the necessary infoonab calculate the tax payable.
So, in order to avoid tax evasion the taxpayer khdie the necessary
information to calculate the tax payable in respacthe import on the import
declaration and be furnished in the manner specliy the Ethiopian Revenue
and customs Authority.

Taxpayers should develop their practice in recgivim renumbered VAT
otherwise invoice may lead to tax evasion

Taxpayers should show the distribution of the cepiethe invoice on the bottom
of their invoice in order to ensure the rights loé tcustomer, seller, accounting
department and storekeeper to have the copy ontiogce.

Under Proclamation No0.285/2002, the recipient efshpply has the right to get a
tax credit note or tax debit not for any amountestess. So, tax payers or

registered individual or organizations should pdevithese notes. Taxpayers may



refund the excess amount of the recipient of thgpltin some other manner. But
it should be on these notes that are prescribatdoguthority.

e) It is obvious that, the amount useful and highlyeraue generates activity for
government is tax add also it is known that moréh revenue comes from large
taxpayers. So, these taxpayers should file a VATrmewith the authority for
each accounting period and should pay tax for eeegounting period by the
deadline for filing VAT return. For example, out thfe selected large tax payers,
ECAS Computer plc. Paid a penalty one time forgast periods. This is because
of late payment.

f) According to the responses of the selected langeatgers, the Authority, do not
refund the amount of VAT applied as a credit. $e, authority should refund the
amount of VAT applied as a credit because, thioerage the taxpayers to file
their VAT return in a timely manner and pay taxeath accounting period by the
deadline.

g) The selected large taxpayer’'s responds that, thieoaty also do not pay the
interest amount when it is late to pay the refumbant. So, it should also pay the
interest amount of for taxpayers in a timely manner

h) According to Article21, of the proclamation NO 28802, taxpayer takes credits
only for VAT input credits. Therefore, the reseachecommends that auditors of
VAT department in ERCA should confirm the reliatyiliof the taxpayer’s
accounting system and that the taxpayer is onlingakredits for VAT input

credits in accordance with the given proclamation.

4.2 Suggestion for further studies
This study is based on primary and secondary dadatl@e primary data include only
guestionnaire; a study can be made based on bestiganaire and interview to manners
and finance heads. In the present study only twopamies were selected; a study also
can be made by selection large number of larggésers to result in a more concrete
and better conclusion. And also the present stadased on the view. Another point is
this study is focused on VAT practice and compleamgth Law; so a study can also be

made on the effect of VAT compliance or Noncompt@won Business, Government, etc.
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Questionnaire

When is your organization established?
What is the objective of your organization?
How Many branches the organization has?

How many employees do you have?

a ~ wnh e

How does the company made to know vat registrat{nluntary registered or
made to registered do your company’s capital)

From where do you get your working product/mate(iaical, Import, or Both)?
How is your financial record management?

What about the automation system in your orgaron&ti

© © N O

Do you use a cash sale registration machine? e did you start?
10.Do you provide Vat receipt for your organization?

11.Do you pay your vat on time?

12.How long do you maintain your original financial/oices?

13.What information do you keep in import declaration?

14.Have you ever penalized for violation of Vat deiclg?

15.How frequent you get vat return?

16.Do you have a tax exempt operation?
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