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Abstract

The administration of Value Added Tax (VAT) necessitates identification of taxable persons.
Countries execute this duty through a method of registration. Any country which has accepted
the VAT system should put in place institutional and legal frameworks which are instruments for
the registration of taxable persons. In addition to organizing such institutional and legal frame
works, countries should also establish systems which ensure the proper implementation of such
laws by the concerned governmental bodies. Moreover, they should have also a system which

evaluates the performance of the institutions and revising laws dealing with VAT registration.

Ethiopia introduced the VAT system by enacting proclamation No 285/2002 in 2002. This
proclamation has incorporated provisions which regulate the registration process of taxable
persons and other administrative aspects of VAT. Like the laws of other countries, it has also put
in place institutions which carry out the registration process. Moreover it has empowered the
Ministry of Finance and Economic Cooperation (MoFEC) and the Ethiopian Revenues and
Customs Authority (ERCA) to make directives pertaining to VAT registration when the need

arises.

The primary objective of this research was to scrutinize the practical implementation of the VAT
law provisions dealing with VAT registration and cancelation and examining practical problems
associated with registration. In addition, it tried to look into treatment of grievances related to
registration and cancellation. Furthermore attempt was made to evaluate the directive making
process of (MoFEC) and (ERCA) whether it adheres to the principle of legality or not. In the
process of doing this research, the researcher realized the existence of many practical and legal
gaps related to VAT registration. Besides the existence of such practical and legal gaps, the
writer of this paper has identified that the approach followed by ERCA in the process of
registering the taxable person is against the principle of legality. The research work concludes
that the existing legal and practical gaps are critical which can militate against the tax policy of
Ethiopia in general and the rationale behind VAT registration in particular. So, the researcher
strictly recommends that the reexamination of the law and the institutional frame work of

Ethiopia is very much necessary.



Chapter One
1. Introduction

1.1. Background of the Research

It is a worldwide truth that any nation needs touse certain revenue to cover the funds needed
to accomplish the various functions of the govemim&he most important means of obtaining
such revenue is taxation. From the various typetaxdtion, the modern world is nowadays
giving a significant attention to consumption tytsxes, particularly for Value Added Tax
(VAT), other than the more traditional income batedsystems. This is because of the relative
importance of consumption based taxes in termshefr tmany advantages including the

widening of the tax base and lessening of the cam@é cost needed to collect the tax.

Ethiopia, aware of these advantages, joined thefisountries employing the VAT in the year
2002. However, it is difficult to assert that Ethia is gaining the full advantages that VAT
offers. Currently, there is an apparent problem @disgute in the process of identifying taxable
persons. Some voices are heard complaining abeusystem of registration for VAT as not
being neutral because of the irregular manner tdrdenation of taxable persons and activities.
One of these is the issue raised regarding thenastin of the annual turnover of their
businesses in relation to the threshold for VATis&gtion. There are also many other issues
after registration such as cancellation and griegamandling related to both registration and
cancellation. For this reason, there is a neecamee whether there is a proper framework of
registration of taxable persons for VAT in genexatl other related issues in particular as this is

the only gateway for the VAT system and its asgediadvantages.

This research is, therefore, an attempt to iderntify basic issues and problems of the type
illustrated above and exploring whether the EtraopVAT registration system is comprehensive
enough to give solutions to the identified probleand suggesting relevant solutions in the areas

where the law has failed to do so.



1.2. Statement of the Problem

It has been more than a decade since Ethiopiadintex the VAT in its tax system. However,
from its inception it is heard that as the existernd some problems VAT has met. Some
problems are related to its understanding and prep®rcement. Since VAT is a tax that is
related with registration as a taxpayer, the megsues and problems of the system as a whole

begin in connection with registration.

The process of registration for VAT involves maryngs. One is identification of taxable
persons in the sense that only persons deemeddaxiato be included in the scope of VAT.
This in itself involves identifying those activiievhich are deemed taxable or not which in turn
help us in identification of who is a taxable persdowever, the practice is witnessing that there
is some problem related with the distinction betwémxable activities and exemptions. One
illustration in this regard is the issue of modigieus institutions not being registered for VAT
while performing taxable activities. This may ceeatiscrimination among different taxable

persons which in turn may defeat the principleanf €ompetition among business persons.

The other issue is that of determination of therappate threshold for registration since it is
difficult to include every business person in teaah of VAT. Here, there is a question in the
minds of many people whether the 500,000 (Five Heehd housand) Birr threshold fixed some
14 years ago is still appropriate given the corginnflation existing in the country. Even after
fixing a certain amount deemed as a proper thrdshbere is still a difficulty in determining

whether a certain business person has really rdatttee required threshold by the law. This
involves estimating the annual turnover of a taxpayhere not being a uniform standard for
estimating the annual turnover of business persorighiopia and the lack of the appropriate
knowledge, skill and capacity among the officergx Ruthority is the major problem in this

regard.

After this entire step is passed and a businesopas registered as a taxpayer, the need to leave
the VAT system may arise for different reasonssTikiwhere the issues relating to cancellation
surface. Although there are different grounds fanaellation of VAT registration provided in
the law, their practical implementation is seeibédimited only to full exit from the business by

the business person.



Finally, as any transaction is exposed to disputes,process of registration for VAT and its

cancellation are involved numerous disputes. Cares&tty, although there is a need to provide

for a mechanism for quickly settling these disputee Ethiopian VAT system has not provided

any dispute resolution mechanism related to theeisg hand. This may lead to an unnecessary

loss of resources from both the sides of taxpagadsthe tax authority ultimately hurting the

country’s economy.

1.3. Research Questions

Based on the above stated problems, this resedsimmpms to answer the following research

guestions:

>

Are the requirements for VAT registration providegthe relevant laws practically being
implemented?

Is the tax authority currently clearly identifyinthose taxable activities used for
determining taxable persons?

Is the mechanism used by the tax authority to deter whether the annual turnover of
business persons has reached the required thrdshtie law neutral or discriminatory?
Is the threshold for VAT registration fixed by thegislator during introduction of the
VAT still appropriate in the face of the currenti@ion in Ethiopia?

Are the grounds of cancelation for VAT registratmympatible with the requirements of
VAT registration itself?

Is there a grievance handling mechanism regardotly registration and cancellation of
VAT?

1.4. Research Objectives

The general objective of this research is to idgrttie major issues and problems regarding

registration for VAT in Ethiopia. Specifically thresearch work is aim at:

» Evaluating the practical implementation of VAT r&gation requirements provided by

the law and identifying the reasons that limit th@ractical implementation;

» Examining whether the tax authority is clearly itiging those taxable activities used in

the process of determining taxable persons;



» Evaluating the neutrality of the mechanism usedth®y tax authority to estimate the
annual turnover of business persons as to the i&able required threshold,;

» Evaluating the appropriateness of the threshold AT registration fixed by the
legislator in the face of the current inflatione@ the country;

» Weighing the compatibility of the grounds of cama#bn of VAT registration with
regard to the cessation requirements of both daiany and voluntary registrations;

» Examining the existence or non-existence of a gnee handling mechanism for

disputes that may arise in the process of registrébr VAT and cancellation.

1.5. Research Design and Methodology

This research involves doctrinal examining of ral@laws. In doing so, the thesis has managed
to analyze the FDRE Constitution, VAT Proclamatemd its Regulation, several Directives
related to VAT, Commercial Code of Ethiopia andDsft, Tax Administration Proclamation,
Income Tax Proclamation and technical notes of bimehincome Tax Proclamation and the Tax
Administration Proclamation. Moreover, it encom@asseveral scholarly works such as books,
journal articles, unpublished writings, and ecomonalysis. Comparative analysis has been
drawn from several countries’ experiences. Henloe,experiences of Ghana and Uganda are
selected based on their geographical and econoroignpity to the Ethiopian system. On the
other hand, countries like the United Kingdom (L#€d Australia are chosen for having the best
experience in VAT.

In addition to the doctrinal methodology, the r@skanvolves significant empirical features. In
this regard, the actual implementation of the lawshe ground was evaluated through the use of
interviews and questionnaires. The relevant pemslocimosen for interview were chosen through
a technique of purposive sampling in a way that statable for the researcher in terms of the

points that needed clarification, time and resasirce

Accordingly, professionals from the Ministry of Eimce and Economic Cooperation (MoFEC),
the head office of Ethiopian Revenues and Custonitidkity (ERCA), Addis Ababa Medium

Taxpayers No. 1 branch office, Eastern Addis Abllemlium Taxpayers branch office, Addis
Ketema Small Taxpayers branch office, Addis KeteBudcity Woreda 9 Micro Taxpayers

branch office, Addis Ketema subcity Trade Bureauenehosen for interview. The reason for



choosing professionals Medium, Small and Micranbraeoffices of the tax authority is because
the issues of attainment of the threshold for tegi®on and other similar issues are raised here
and not in the large tax payer’s office. The resear specifically chosen Addis Ketema subcity,
Woreda 9 of the same and Addis Ababa No.1 branfitbeobecause they represent the major
areas where many disputes regarding VAT registrafice raised here for involving major
market areas such as Merkato. The individual tafegsionals chosen to fill out questionnaire

were also chosen from the above areas becausegihrgent many business persons.
1.6.  Scope and Limitations of the Research

Because VAT is a broad concept that needs deeprodsand analysis, this research paper is
restricted to the issue of registration for VAT aredated issues. Again in this domain, the
practice reviewed is restricted to the city of Agldibaba, specifically Addis Ketema Subcity for
the reasons mentioned in the research design atlftbdwdogy. The scope is narrowed in this
manner because of the time, financial and resolimgtations. Coming to the limitation, non-
cooperativeness of the relevant personnel in thiews governmental offices was a significant
hurdle faced by the researcher. Besides this limitahe researcher also faces the problems of
reference materials.

1.7.  Significance of the Research

This research tries to discuss general concepts, End the practice related to VAT registration.
But, it cannot address all the issues. Despite thisan serve as the starting point for other
researchers in the area. In addition, it can sasveeading materials for those who are interested
in subject. It has also a significant contributfon informing tax authority officials and the law

makers to enable them think about the problemgiegis relation to registration for VAT.

1.8.  Organization of the Research Paper

This research paper consists of four Chapters.fifstechapter introduces the research whereas
the second chapter addresses the conceptual faomdat the VAT registration by making an
attempt to discuss concepts which are related td ¥&gistration. The third chapter explores the
legal and practical issues in relation to VAT Ré&gison under the Ethiopian VAT regime. The

last chapter gives concluding remarks and relersogdmmendations.



Chapter Two

2. Reqgistration for VAT: General Overview

This chapter gives a general overview of conceptdun relation to registration for VAT in
order to clarify the subsequent discussions inaudehe next chapter. In this regard, when one
starts to treat the topic of registration for VATis mandatory to grasp a general understanding
over what the concept of VAT itself is, how it deysed, what its nature is and what it includes
and does not include as its subject and object. fbhewing sections each deal with these

concepts followed by the manner and types of resgish for VAT.

2.1 Definition and Evolution of VAT

VAT is an indirect tak charged on domestic consumpfioof locally produced goods and
services and importslt is a kind of tax intended to be imposed onhkie addetion the goods
and services sold by the seltddence, the seller is liable to pay the gross vatireus the value
of the inputs. Practically, it is implemented thla¢ seller will take back the VAT paid on all
goods and services acquired provided that the snguwe used for taxable transactins.

Basically, VAT is imposed at each stage of proauctnd distribution chain but the final tax is

! Indirect tax is a tax that is imposed upon supdiiefore they reach the consumer who eventually faysax as
part of the market price of the supply. See Alahed& and Oliver Old Man Value Added Tax a Compseati
Approach with Materials and Cas&ambridge University Press,(2007), p.6

> Tax on consumption normally refets a tax on goods and services that are acquirethdiyiduals for their
personal use or satisfaction. It does not includedg and services that are actually used by busiimeshe
production or distribution of goods or in the remat of services.(I1d,p.1)

*> Most countries do not impose VAT on export but paid on inputs is recoverable. Practice showsRussia and
other countries of the former Soviet Union, hawddé VAT on some exports. See Bodin, Liam, KeerylPand
Summers, The Modern VATnternational Monetary Fund Publication ServiceQ2p.1

* The value added implies that either the aggregétwages to labor and profits to owners of the prtihn factors
including land and capital or the difference betwtee value of output and the cost of inputs. Bs&gn Minh Le,
Value Added Taxation: Mechanism, Design, and Pdksyespaper prepared for the world Bank Course on
Practical Issues of Tax Policy in Developing CoigstWashington D.C. (2003), P.10 Availablelattp:/
wwwlworld bank.org/public sector/.../practical Issue¥alue%20 added%?20taxation/> last visited on At@2s
2016

> Even though its name implies that a tax imposethervalue added by the seller, it is not geneiatignded to be
a tax on value added as such rather it is usuaiinded as a tax on consumption. See Alan ScheahlOlwver Old
man cited above at note 1, p.34

® Despite the essence of VAT calls for the sellecl&om refund for VAT paid on all goods and servinechased,
some countries such as china currently do not gnadits for taxes on capital goods purchases; overe of those
that allow credits in respect of such purchasesesdo not refund excess credits. See Bodin, LiaegrkPaul, and
Summers cited above at note 3,p.1




due on the final consumer of the prod(dtis is achieved through the process that theetsad
who are registered for VAT are obliged to chargeTVén their sales but such traders are
allowed to recover which they pay to their own digsp which means that registered traders

suffer no VAT and the total VAT is born by the canger at the end of the distribution chain.

The twentieth century demanded states to increzaie tevenu® This and the necessity of
avoiding the cascadingffect of sales taxare the two basic causes for the evolution of VVAT.
To achieve such objectivé8erman businessman Wilhelm Von Siertérmame umvith the idea
of VAT for the first time in 19232 Following Wilhelm Von Siemens’ idea, Thomas Adams
discussed the concept of VAT in the USA in 1921eldasn the principle of reducing the tax on
sales by the tax already paid on business inBMAT was first introduced at a national level in

France in 1954° Its original coverage was limitédand France did not move to a full VAT that

’ Alan Melville, Taxation Finance Act 19%itman Publishing (3ed. 1994), p.473

8 Before the introduction of VAT the main source efenue of states was income tax and traditionaldotitaxes.
But such taxes could not satisfy their revenueirequents, so the introduction of VAT seemed mangatéfter its
introduction it became a major source of revenugyfvernments around the world and it generatemvenage one-
guarter of all government revenigee Tuan Minh Le, cited above at note 4, p. 3
° The value added tax system is planned to tacklmwgproblems connected with the usual sales tatesy In
sales tax, there is no condition for input tax @reshich means that the end consumer may pay taxnoinput that
has already been taxed before. This is known asada®y and leads to increases the consumer tapricellevels.
The value added tax system deals with these prabtprite efficiently. As VAT is imposed on value #&duh at
every single stage — there is no incidence of cisgaSee SHASHANK S. DHONDIimpact of Sales Tax, VAT &
GST on the Profitability of Organizations2010), unpublished, Library, Department of BusinB&snagement,
PADMASHREE DR. D.Y. PATIL University, p. 32.
1% A.M. Bardopoulos, Commerce and the Effects of Tetbgy on Taxation, Law, Governance and Technology
Springer International Publishing Switzerland (203!
“wilhelm von Siemens, a German businessman who tedeWAT after World War |. The main problem was
concerned by Wilhelm von Siemens was cascadingthging levied on taxes which was a common prolviéim
manufacturers and distributors. The VAT solved firisblem by giving producers and distributors aitrfor taxes
previously paid so double taxation was eliminatss A.M. Bardopoulos, Cited at note 10.p.25
e Lejeune The EU VAT Experience: What Are the Lessof®&®11) , p.257 Available at <http://
www.taxanal ysts.com/wwwifreefil es.nsf/Files/ LEJEUNE-21.pdf/.../LEJEUNE-21.pd> last visited on August 23,
2016
BThomas S. Adams (1873-1933), an American econoisistedited with much of the taxation policy oétiWorld
}Q\/ar | and post-war period. S&nashank S. Dhond cited at note 9, p.25

Ibid
PKathryn James, Exploring the Origins and GlobaeRif VAT Faculty of Law, Monash University,
Melbourne. (2011), p.16 available at <http://wwwtaxanalysts.com/wwwi/freefiles.nsf/Filed JAMES
2.pdf/$file/JAMES-2.pdf> last visited on  August 23, 2016.
'® The French VAT system covered the industrial seatome and the tax was limited up to the wholesskeeel
only it does not consider the retail sales bef®@@81 See Shashank S. Dhond, cited above at mo&99,




achieved the broader retail sector until 1868he first full VAT in Europe was enacted in
Denmark in 1967°

While the specific reasons for adopting the VATielifrom one country to anoth&VAT was
rapidly adopted in the world in two major phaé&3he first phase occurred mostly in Western
Europe and Latin America during the 1960s and 19¥Bs rise of VAT in Western Europe was
accelerated by a series of European Economic Cosioni¢EEC) directives requiring member
states to adopt a harmonized VAT upon entry int® European Union. The second phase of
VAT adoption occurred from the late 1980s with thigoduction of VAT in some high-profile
industrialized countries outside the European Urfield), such as Australia, Canada, Japan, and
Switzerland?* This phase also witnessed a significant expansfoAT in transitional and
developing economies, most notably in Africa anda&% The system of VAT has been
implemented in 163 countries until 20%3Ethiopia joined by issuing Proclamation No.
285/2002, which replaced the sales and excise T@otgmation No. 68/1993 to enjoy the fruits
of VAT.?

7 see, Kathryn James, cited above at note 15,p.16

*® Ibid

% Adoption of VAT systems followed both external,émal and hybrid pressures. External pressuresded
coercion from international financial organizatiaml, sometimes, advice from agencies of formeasrial powers.
Internal pressures included difficulties collectsufficient revenue from income taxes, excise tamebother
levies. Hybrid pressures arose from moves to regjitvade blocks and international changes to tegfimes which
often threatened tariff collections, a key sourteational revenue. See, A.M. Bardopoulos , cibdve at note 10,
p.27

% see, Kathryn James, cited above at note 15,p.16

! Ibid

2 Ibid

%3ee Ine Lejeunecited above at note 12,p.260

** In Ethiopia, according to IMF report, one of thetses of the tax policy reforms is reforming indtreaxation.
The main reform to indirect taxation was the introidbn of Value Added Tax in January 2003.And itérae the
major source of revenue for the Ethiopian governmEaor instance, in the 2006-07 fiscal years, Fad€AT
revenue (on domestic transactions) accounted fautabl per cent of total Federal revenues from diimeources.
See, Wollela Abehodie Yesegat, Value Added Tax Autriation in Ethiopia: A Reflection of Problenes,Journal
of Tax Research, vol.6,N0.2008) p,.145




2.2 Nature and Scope of VAT

VAT is a system of taxing domestically produced d@@mand services and imports at each stage
of the production and distribution procésst does not depend on the gross transaction of the
seller; rather it depends on the value added dt stage of production and distribution chain.
Besides this, not being applicable on exports & significant feature of VAT

Recently, VAT is widely employed by developing amhelveloped countries of the world and
becomes significant source of government revefAU&ame of the features that make VAT
preferable to other types of taxes are: - itstnadity, its self enforcing nature, its nature of
transparencygertainty ,its relative easiness to understand, its naturstability with respect to

source of government revenue, and its less vityatilo tax evasion. Avoiding the impact of
VAT on traders and exempting exports from VAT ligienables the VAT to have a nature of

neutrality. Besides this it lessens the tendencyeio evasiorf®

For the purpose of avoiding the impact of VAT oaders, the VAT system follows different
modes of computatioft. Among the mode of computation of VAT, the invoice tax credit
method is the most acceptable one around the WbAdcording to this mode of computation,
to claim refund for input VAT, the claim should bapported by purchase invoicgsn other
words the claim of refund of the input VAT deperas the purchase invoices. This system
motivates the claimants to keep invoices of theingactions and in effect it enhances the tax
authorities to check and cross-check for VAT erdament. It also gives a nature of self

enforcing for VAT.>? Such invoice or credit method of computation of M/Aallows accurate

*  Value Added Tax: Characteristics, Mode ComputatMerits and Weaknessagailable at

<http:/ww.nipfp.org.in/media/pdf/books/BK_39/.../5.%20Value%20Added%20Tax.pdf > last visited on
August 28, 2016.

% Ibid

*’See Alan Schenk and Oliver Old man cited abovet h, p.34

*1d,p.35

*® There are three widely known methods of computingT\Miability. These are addition method, subtrantio
method, and invoice method. For a detailed anabfsisese methods, see Alan Schenk and Oliver Gid, rited at
note 1, p.38-46.

%01d,p.38

*11d,p.39

32 See Tuan Minh Lecited above at note 4, p.7



quantifying of the tax born at the earlier stagesansaction at any given statjeThis enhances
VAT to have a nature of transpareriéysince VAT is based on transactions and not oricditf

terms like income or wealth, it has the merit ofta@ty, making it relatively easy to
understand® The nature of stability of VAT as revenue sourceamates from the fact that

consumption is relatively stable than incotfe.

To benefit from VAT and properly administer it, ctties of the world should decide the scope
of application of it. Accordingly, countries hawéetl to decide the scope of application of VAT.
All sales by any person are not the subject of VBa&sically VAT only applies when a taxable
person makes taxable supplies of goods and seriviths course of business transactidishe
concept of taxable person and taxable suppliessausised in the following sections since such

discussion will help to better understand the scufpéAT.
2.3. Taxable Persons

Identification of Taxable person is very importamia VAT system. Unless a VAT system of a
given country efficiently and effectively identiieghe taxable persons, it will be difficult for
such country to apply the VAT rules and be benaficirom the merit of VAT. The definition
and practical application of the concept of taxgidesons is different in different parts of the
world *® For instance, the EU’s Sixth VAT Directive defirteable persons as “any person who
independently engaged in any economic activity ifipecin any place whatever the purpose or
results of that activity®® The economic activities may include, trading dtiés, supplying
services, mining, agriculture and professionaléas. For VAT purpose, the term person refer
to all legal persons created under the law of taéesor of a foreign country that engage in
economic activities of any kind, as well as all piogl personsvho supply goods and/or

services in the course of busind$3here is no requirement that a profit motive shaeist™*

* Ibid

** Ibid

* Ibid

** Ibid

¥’see, Alan Melville, cited above at note, 7,p.474

*® See, Ine Lejeunecited above at note 12, p.270

** Ibid

“®Victor Thuronyi ,Tax Law Design and Draftingnternational Monetargund(Victor Thuronyi, ed.1996,) Vol.1
Chapter 6,p.13

*! Ibid

10



The concept of taxable persons corresponds withofreaperson who is or must be registered for
VAT purposes? A registration threshold is employed to relievemsotaxpayers from this
requirement in order to avoid a disproportionatenpllance and administrative burden for

taxpayers with low turnovef$.

The basic issues existing in relation to the definiof taxable persons under a VAT system are:
- the treatment or otherwise of partnerships aarseép legal entities under the VAT law, and the
treatment of branches, group of companies, perntaestablishments, holding companies,
government agencies and of transactions and servieedered by non legal owners and

suppliers*

The issue of legal personality of partnerships spdrom the individuals who are its members
varies from one state to another and the law masdrte reflect thi> In most civil law
countries, most partnerships are not considerelkged entities. So, generally, the managing
partner is considered as a taxable person for V&pgses but the partner who contributes only
capital will be liable to the extent of his or hewntribution. In the United Kingdom (UK), a
common law country, the experience varies. Partigsshave legal personality only in Scotland
but not in the other parts of the UKIf there is a separate registration of a partriprshen the
system should only recognize all relevant suppiiegle by the partnership and ignore those

supplies made by the partnéfs.

Due to tax and non tax reasons, some states alsut geparate branches of a juridical person to
be considered as separate taxable persons. loa$gsa supply by one branch to another branch
is a taxable supply. When groups of companies egistered together as one taxable person, a
supply by one of the companies to another will beta taxable supply. Joint treatment of a
group of companies is useful for income tax purpoBeit separate registration may prove useful
for VAT purposes by allowing, for example, a sgiiétween the taxable and non-taxable

42 .
Ibid
** See, Ine Lejeunecited above at note 12, p.271
* See, Victor Thuronyi, cited above at note 40,p,12-13
45 .
Ibid
*® See Alan Schenk and Oliver Old man cited above h, p.95
47, -
Ibid
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activities of a company where those separate grofiEctivities are carried out by different

divisions of the company or organizatith.

Since the destination principle (i.e. taxation e ttountry in which the goods or services are
used) is becoming increasingly influential in VAPermanent establishment is usually

considered as taxable persons for VAT.

Since the activities of governmental authoritiee aovereign activities of the state and not
commercial activities, governmental authorities duatlies governed by public law are not
taxable persons if they engage in activities adipatuthorities® In addition to governmental

authorities pure holding companies are treated Isnastnontaxable persons for VAT purposes
according to EU rules. The justification behind thelusion of pure holding companies is that

these companies are not actively involved in theagement of their subsidiari&s.

There are situations where the non legal ownerropgrty or non real supplier of the service
may be treated as taxable person for VAT. Soméestituations are sales by auctions and sales
by non ownersThere are different situations where sales of gatssupplies of service can
be made by auctions. These are, for example, whemetioneer serves as agent of the owher,
auctions by a unit of government of goods confisddtom persons under authority of ffand
goods repossessed on default by a debtor magubtoned?®> In all of these situations, the
“seller” at auction is selling in the name of thergon who owns the property or is treated as the
person with legal authority to sell and thus trdates the agent of the seller receiving a
commission for its service§.Generally, in many VAT systems the person makireyttxable
supply or sale is liable as far as the person MA3 registered person. But in the above
mentioned cases, since the auction is carried pthdéagent on behalf of a principal, the supply

is considered a supply by the principal. Withow@al rules governing auction sales, these sales

*®1d, p.88

* Permanent establishment is a fixed place of businéich generally gives rise to income or valueeatiix
liability in a particular jurisdictionSee, Victor Thuronyi, cited above at note 40, p, 12.

*%See, Ine Lejeunecited above at note 12, p.270

> Holding company is a companycempany that does not produce goods or services itselferaits purpose is to
own shares of othe@ompanies to form a corporate groufbid

> See Alan Schenk and Oliver Old man cited abovet h,p.96-97

> Ibid

** Ibid

*Ibid

*® Ibid
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would be treated under most VATs as sales by thecipal or usually by the owner of the
goods. But, in exceptional cases, the auctionesrscansidered as taxable persons in cases

where the sales are made by private consumers godnjs dealery’

The other issue that arises in the process of materg a taxable person in VAT system is the

sale concluded by representatives of owners, mgetem or executors of a deceased person’s
estate, and a custodian of the assets of a pdrsali.these cases, though the economic activities
are performed by these persons, they are not mesidas taxable persons but they are

responsible for VAT compliance such as reportimgjecting, and paying the VAT
2.4Taxable Supplies

For VAT purpose, the terms “taxable supplies”, &bbe activities” or “taxable transactions” are
employed by different literatures interchangeallyough the term taxable supplies is mostly in
use, this term is given very wide meanings thamgoe than the usual meanings of "supplfés.”

It charges all economic activities in particulaatieg with land or other immovable property and
with intellectual property rights. Therefore, tlerhs should not be restricted to usual meanings

of the word supply°

Taxable supplies are defined as supplies or tréosacmade by a taxable person as part of
his/her/its economic activities against paymenfaorconsideration from some other per§on.

According to this definition, to be considered asable supplies, three basic elements should be
satisfied. These are the supplies should be madexable persons, the supplies should be
related with the business activities of such tasapérsons and supplies should be against

payment or for consideration.

It is indicated in the above section that For VAlrgoses, taxable persons include all legal
persons created under the law of the state offafeggn country, and all physical persons as far

as they meet the threshold requirement incorpoayed given country la? However, not all

* Ibid

*® Ibid

>%see, Victor Thuronyi, cited above at note 40,p.20
* Ibid

*! Ibid

®2 see, Ine Lejeunecited above at note 12, p.270
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economic activities made by such persons are sutge¢AT. Non business activities such as
the personal hobbies of an individual, gift madedersonal reasons or charitable activities are
not under the scope of VA®. Taxable supplies generally are limited to trarisast made in

connection with a business.

Any supply, to be within the scope of VAT, shoulel followed by a payment or consideratfén.
This emanates from the special nature of VAT a supply directly or indirectly does not add
any value for the supplier, it is not under thepgcof VAT ®° This is because VAT relies on the
value added by the supplier. This means that VAthésdifference between gross value of the
output tax and the input t&.The mode of payment can be in kind or in c&shs a rule, if
there is no payment for a supply, it is not regdrde a taxable supply. However this rule needs
exceptions as it may allow for transactions to elW@\T liability.®® The situations which create
such rooms are the total avoidance of paymentaforctedited supplies and in the cases where
partial payment is received by the supplier forhssapplies’ To regulate such situations, a
VAT law is expected to fill such gaps by extendthg definition of consideration to the extent
of addressing such issugsn most countries’ VAT laws, though the paymenhd made, any
consumption, gift, or use of goods purchased fair®ss purposes by the owner of the business
or by any other third parties are taken as taxsigpwlies’? But it does not include goods such as
those used for advertising and trade samples waiehtaken as business expenses to avoid
unnecessary charge on a taxable per5dihe controversial issue in the cases of a supply
without consideration is determination of the antoohVAT charged on a taxable person. In
this case, the law should devise a mechanism tbletiae determination of the estimated value

of the supply in question. It may be the open mzpkiee or some other objective mechanigfhs.

® See Alan Schenk and Oliver Old man cited abovet h, p.103.

*1d,p.112

* Ibid

% HL Bhatia, Public Financg24". ed. 2003) p. 132

* Ibid

® See, Victor Thuronyi, cited above at note 40, p.35

* Ibid

" Ibid

! Ibid

ZSee Alan Schenk and Oliver Old man cited abovet h.p.117
lbid

7 For detail analysis See, Victor Thuronyi, cited above at note 40, p.45
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In the cases where partial payment is made, patteecamount of the supply will take place on
different date<? Any further supplies are treated by separate geissued in respect of each
payment. Otherwise, partial payments could be asesl means to avoid or delay the payment of
VAT."®

2.4. 1 Supply of Goods

To avoid any confusion, VAT laws are expected tongesupply of goods. For VAT purpose
supply of goods is defined as a transfer of thietrig dispose of tangible movable property or of
immovable property other than laAdln most states, transfer of possession does mttioate
supply of goods rather it is supply of servicest Buthe U.K, the transfer of possession of goods
is taken as supply of goods in the cases whereepsiss of goods is transferred under an
agreement for the sale of goods in the future tifiEhough the definition of supply of goods
includes immovable, land is excluded from the scop¥AT. But leases and building for the
owner of the land are under the scope of VATThe laws of countries extend the definition

supplies of goods to supplies of power, heat,gefdtion, and supply of wat&t.
2.4.2Supply of Services

The recommended and best practice of VAT systeutiftédrent nations shows that the base of
VAT is broad with minimal exemptiorf&To ensure this, the scope of VAT statute is expetie
include supplies (which are not included underdiyeply of goods) under the supply of service.
Generally, it is understood that any transactidgheothan supply of goods and land, that is done
for consideration is supply of servite. This approach creates no room for supplies tapssc
from the scope of VAT. This approach covers usalloforms of property and also transfers of

the right to dispose of intangibl&&To fall within the scope of VAT, a supply of sezeishould

>1d, p.38
7 Ibid
"7 Though, supply of goods is defined indifferent memin different VAT laws of states, most stateginthe
concept from EU Sixth Directive .see, Alan Schend# ®liver Old man cited above at note 1,p.126
’® Victor Thuronyi, cited above at note 40,p.22
” Ibid
¥1d,p.23
®1see, Ine Lejeunecited above at note 12, p.267
Z See, Victor Thuronyi, cited above at note 40,p.25
Ibid
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be a business suppl{This means, as discussed in relation to taxalgpl®s above, the person
making the supply should be a taxable person, tipplg should be related with his/her/ its
business transaction, and some other person shwakids a payment for the supply.

2.5Exempt Transactions

In most VAT laws of states, the general rule foratale supplies is not absolute. It recognizes
exemptions. Accordingly,

The term ‘exempt supplies’ is used in most VAT eps$ to describe supplies that do

not allow output tax the supplier need not collectremit any tax in respect of the

supply — and do not entitle the recipient to arpuintax credits in respect of tax borne

on acquisitions related to the making of the sufply
In exempted supplies operated by a supplier, tpplgr is not required to be registered for VAT
and hence output VAT is not collected. So, the bsiyave no right to claim any input credits on
those purchases as they do not pay any when thegyekempted goods and/or services. The
seller cannot claim input credits for VAT on itsrpbases related to such exempted supffies.
In this regard Victor Thuronyargues that exemption doesn’t reduce the VAT buatetaxable
suppliers; rather, it increases the VAT burden axable suppliers and as it does not have
significant effect on the reduction of price of gsoand services for the consum®raVith
regarded to taxable suppliers, such scholars artnatd

The person running the business can balance the ag&Inst the VAT charged

by the business, so claiming a full refund for AT. The person making the

exempt supply will probably have had to pay VAT some part of the supplies
made to it and will therefore have to pass someT dA to the business as part of
its price. It is this VAT that can be recoveredhié supply is subject to tax, but
that cannot be recovered if it is exerfipt.

From the perspective of consumers, the proponantkis argument contend that even if the
consumers are free from VAT burden, they will na toee from other indirect taxes; for
instance, stamp duties or transaction taxes or fi@gistration fees on the documents used for the
transfers of rights. So, according to the propomeftthis argument, in one or other ways the

price of the goods and services consumed by thsuooer is not reduced. Besides, exemption

¥ See, Alan Schenk and Oliver Old man cited above at Agel27

¥ Rita de la Feria and Richard KreyeWAT Exemptions Consequences and Design AlternatiEBdCOTAX
Series on European Taxatidn/ol.37(2013) p.11

¥ see, Victor Thuronyi, cited above at note 40,p.40

¥ Ibid

* Ibid
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creates practical problems in the process of détémgthe input tax credits for those taxable
persons who make mixed supplfé®ue to these and other reasons all proposed funmal use

of exemptions? Although there are strong recommendations forimizing exemptions, no
state has removed exemptions from its VAT law. Amtre reasons of introducing exemptions
on states VAT laws, political consideration of wmdual states in general and social
consideration in particular and policy considenatio deliver subsidies through the tax system is
the basic ones?

The approach followed on exemption of suppliesesafrom jurisdiction to jurisdiction. Some
states follow the standard exemption rules providsd the Organization for Economic
Cooperation and Development (OECD) and EU six tives. Such as exemption of postal
services, transport service, hospital and medieaé,ceducation, sporting activities, cultural
services, charitable work, non commercial actigitiyy non-profit organizations, certain fund-
raising events, the supply of land and buildingielies and gambling, insurance, and financial
services including loan intermediary servi¢esn contrast some states for instance Argentina
and China follow the approach of listing taxablpies rather than listing the exemptiofis.

For the purpose of making the discussion on exempgasy most literatures categorize
exemptions into out of scope supplies exemptions, ad scope suppliers’ exemptions, and
technical exemption¥. Out of scope supplies exemptions refers to thapeles which are not
included in VAT legislation or the judicial intemgmation of the given count®y. This occurs
when the VAT legislation of a given country empldyestrictive terminology or the judiciary

interprets terms used in the law in a restrictianmer’®

Regarding out of scope suppliers’ exemptions, @st laws exclude three groups of persons
from VAT liability. These are small businessedeemed ‘Non-business’ Enterprises,
Government bodies, and CharittéBor the purpose of determining the balance of ctiba

costs against the value of additional tax reventes VAT laws provide registration thresholds

¥ see, Rita de la Feria and Richard Krever, Cited at note 85, p.13
% see, Ine Lejeunecited above at note 12, p.267

*Isee, Victor Thuronyi, cited above at note 40,p.39-40

%2 See, Rita de la Feria and Richard Krever, Cited at note 85, p.12
* Ibid

** Ibid

% Ibid

*® Ibid

7 bid
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to identify and register taxable persons. Thosenegses and individuals below the registration
threshold are exempted from compulsory registragiot inclusion in the VAT systeffi.So, the
taxable supplies made by such small businessesdiduals below the registration threshold

are exempted supplies.

There are business enterprises which are deemebusamess enterprises for VAT purpose, such
as mutualbusiness organizatiotis holding companie¢®’ and investment companie$*’.The
reason behind such consideration is that all thederprises play intermediary roles in the
economy, rather than engaging in the day to dayites of the enterprises. The members of
such enterprises are not the final consumers agyg db not claim input tax credit. So, even
though, such enterprises are business enterptisgsare considered as non business enterprises
for VAT purpose-??

Though the services provided by government bodielscharities are controversial with regard
to unfair competition to the private sectors, maoyntries exempt most sales of goods and
services rendered by government bodies and claariigfferent nations follow different
approaches with regard to the treatment of theigeprovided by the governmental bodies and
charities. Some may tax sales of specific goodssangdces which are out of their purpo&®s.
Due to technical reasons, three categories of mgpplre exempted from VAT liability .These

are supplies of immovable property, financial sesi and pooling servic®$ including

% Ibid

* A mutual company is a private company whose owrietisase is made of its clients or policyholderse Th
defining feature of a mutual company is since itstomers are also its owners; they are entitleddeive profits or
income generated by the mutual company. Réa,de la Feria and Richard Krey&ited at note 85,p.14

1% Holding company is a type of firm that owns otheréstments, including whole companies, insteachgging
in operating activity itself. Se®ita de la Feria and Richard Krey&ited at note 85,p.14

191 Investment companies are business entities, botatgly and publicly owned, that manages, selj ararket
funds to the public. They typically offer invest@wariety of funds and investment services, wimiclude portfolio
management, recordkeeping, custodial, legal, accapand tax management services., Rita de la Feria and
Richard Krever Cited at note 85,p.14

1% |bid

1% Eor in EU member countries activities of states, regional and local governments other than public services are
subject to VAT registration regardless of the attainment of the required threshold. See, Alan Schenk and Oliver
Old man cited above at note 1.p.286

1% See Rita de la Feria and Richard Krey@ited at note 85 p.25
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insurance and gamblirt’ It is difficult to apply VAT on these supplies lzerse the nature of

the supplies is not certatfl®

Most EU states in the world provide that a salenmihovable or other transfer of the title to
immovable and the main services related to sucpepties is outside of the scope of VAT. The
VAT systems of such countries, commonly does na&n®t both residential and commercial
immovable propertie¥’ Rather it only exempts the residential immovablepprties-*®
Exceptionally, there are countries which have etioapl rules on the treatment of residential
immovable. For instance, iustralia, sales of new residential immovable aseble and sales
of used residential immovable are exempt from VA&dbility. Canada also has the same

experience as Australfg’

All VAT tax systems in the world except Russia epérfinancial supplies!® Such financial
supplies include investments in ownership righitee loan intermediary service offered by
financial institutions to lenders and borrowerdeimediary pooling service arrangements such
as gambling, lotteries and insurarit&he basic rationale for the exemptions of financial
supplies is to avoid technically complicated adstimitive problem&*? For instance, in the cases
of investments in ownership rights, it would be a@ustratively impossible to apply the normal
VAT rules to supplies of intangible ownership assatd then register all investors acquiring
these supplies and process input tax refunds &W#T imposed on the suppliés Alike the
investments in ownership rights, the loan interragdservice and intermediary pooling services
have faced similar administrative problems to measiie value added by such supplies that is

why all countries exempt financial supplies frora §tope of VAT.

1% Ibid
1% |bid
971d,27
1% see Alan Schenk and Oliver Old man cited above at igtet10
109 .
Ibid
1% See Rita de la Feria and Richard Krey@ited at note 85,p.29
111 .
Ibid
12 see, Victor Thuronyi, cited above at note 40,p.42
' SeeRita de la Feria and Richard Krey@ited at note 85,p.30
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2.6 Mixed Supply

A mixed supply is a supply that contains both té&and non taxable suppli&¥. Usually,
mixture of different things involving both goodsdaservices are supplied together. In these
cases, it is difficult to determine whether the @ygs taxable or not. Unless the status of the
supply is determined, it is difficult for statesitopose VAT and to give the right of recovering
input tax credit on such supplies. To avoid suchtrmversy, states follow different approaches.
For instance, according to Australian Tax Offiaepe taken as mixed supply the supply has to
be separated as it contains separately identifi@dable and non-taxable parts that need to be
individually recognized!® By contrastjf the supply contains a dominant part and it idels
something that is integral, or subsidiary to thattpthen the supply is not mixed, rather it is
composite supply'® The European Court of Justice (ECJ) also folloves ¢hteria that if one
element of a supply dominates the other elemehésdbminant one is considered as the only
supply!*” Besides such approach that it follows by itséle ECJ also gives the authority to
national courts of other European countries. Tipigr@ach is also followed by non European

countriest®

2.7 Zero Related Supplies

Zero rated supplies refer to a system of exemptimplies from output taX® It does not mean
exemption, rather it brings the taxable transastiauithin the operation of the VAT credit for
input tax, which an exemption does RStVAT credit is allowed for inputs used in making
taxable supplie¥** The concept of zero rating is usually linked witle concept of destination
principle. According to destination principle, thMAT paid in the processes of purchasing
exported goods, services and any taxable costedeta the taxable transaction by exporter is

refunded but the exporter is not obliged to colMaf from his/her/its selld? It can be a means

Hag https://www.linkedin.com/.../difference-between-composite-mixed-supply-ram-sunder..> LASTED visited on

September 15, 2016.

> see, Alan Schenk and Oliver Old man cited above at nptéB1
° |bid

" bid

814,132

See, Victor Thuronyi, cited above at note 40,p.50

2% |bid

211d,p.51

2 |bid

119
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of subsidies for exports. Though any subsidiegahipited or restricted by WTO (World Trade
Organization) rules, any indirect tax adjustmenhba$ constituted as subsidies under the WTO
rule!®® In addition to exports, international transpavtth its supporting supplies are also zero-

rated supply?

Few states zero rate some internal suppfieshis is highly opposed by scholars who criticize i
by claiming that it is a form of subsidy, but sustholars also raised the justifiability of some
internal supplies such as monetary supplies, sepoli the currency and transfer of an ongoing

busines$2°
2.8 Reqgistration for VAT

Though there is no universally accepted definif@mVAT registration, from the purpose of the
VAT registration it can be defined as the procekfisting with the government registry as a
business or individual entitled for the return ppit tax and remit of output td%. From this
definition, it can be easily inferred that VAT retgation has both entitlement of rights and the
imposition of obligations on the registered persbor proper administration of VAT, a state
are expected to have a system of law which canyeadsintify the VAT registered persons, a
system of regulation of related persons, the treatrof group of companies in VAT registration

and the exit of VAT registration. These and raldssues are discussed as follows.

2.8.1 Mandatory Registration

Most VAT system of the world makes under the oltiagga of VAT registration, persons who
make or expect to make at least the statutory mimnievel of annual taxable sales in
connection with its business or economic actiVifyFor the purpose of mandatory registration,
the attainment of the statutory threshold doescoosider all sales of a perstii.Rather, only
the taxable supplies of the person are taken iotsideration. Taxable supplies do not include

exempted supplies, supplies outside the scope dF &t#d irregular business activitit8.So, the

122 see, Alan Schenk and Oliver Old man cited above at npt€d3

See, Victor Thuronyi, cited above at note 40,p.51
2 |bid

% |bid

71d,16

2% see, Ine Lejeunecited above at note 12,P.271
22 |bid

% bid

124
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companies or the individuals with high economidwtoés may not be necessarily registered,
unless the economic activities are related with tieable supplies of such individual or

companies>!

For the purpose of determining whether the taxahles of a firm or individual has reached the
threshold or not, the usual rule depends on thé bb@ccounts of the taxpayers.By default
all taxpayers, except small tax payers, are obligethaintain books of accounts, records, and
other financial datd® In cases where such books and accounts are nperprdkept or not
accepted by the tax authority, most states emgleyrtdirect means to ascertain tax liability that

is usually called “presumptive” taxation rufes.

Though presumptive taxation rules are usually imaieted on small businesses and for the
purpose of determining income tax, they are alspliegh on all businesses, including large

companies for the purpose of determining VAT liiait*

In the process of determining tax
liability, the tax authorities are usually authedizto assess the tax liability based on their best
judgment rules®® They can also employ different methods such asvneth, bank deposits, and

some other approaches that have a factual basisefgrarticular cas€”

The net worth approach is the means of determitiiegax liability based on the tax payer net
worth over the year by adding estimated personaswmption expenses and by examining the
taxpayer's lifestylé®® It may not be possible to use the net worth metiexhuse of the lack of

evidence as information is needed from the tax payed it needs complicated audit

B! Alan Schenk and Oliver Old man cited above at ngt@5

For the purpose of imposing the obligation of keggiook of accounts and for any other tax admistigtn
purpose, countries in the world employed differaiteria to classify tax payers in to large, medjand small tax
payers.For example, In the Netherlanfis the criterion “total turnover” is employed. Bilite value varies
depending on the business activities. All the tsepawith more than EUR 25 million; foreign parenmpany -
EUR 12.5 million, Governmental organizations, andgitals with more than EUR 37.5 million are faltsder the
category of large tax payers. 46 A Report for Tax Administrations, Intra-Europe@nganization of Tax
Administrations (IOTA)(2008), p.7 available ath&tps://www.iota-tax.org/.../iota-report-tax-
administrations-atp-aggressive-tax-plannin...> Last accessed on September 20,20016

33 see, Victor Thuronyi ,Tax Law Design and Draftingnternational Monetarfund(Victor Thuronyi, ed.1996,)
Vol.1 Chapter 12,p.2

134 1d,5

135 1d,8

136 1d,9

Y71d,9-12

B814d,15
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works!**The taxpayer is usually permitted to invalidate tesults under the net worth method
either by providing evidence of actual receipts donsumption in addition to proving that the
increase in net worth was resulted from financiygnontaxable receipts such as gifts and

bequests?°

The other method employed by auditors to deterrthieetax liability of a tax payer is securing
bank information both from domestic and foreign kst* Unless the taxpayer proves the
contrary, the bank deposit is considered as annie¢® This method is not helpful in the

countries where the amount is transferred on a lbas&*®

The other method of determining the tax liabilitgskd on the indirect method is expenditure
method™** This method depends on the cash expenditure déashgayers. It is applied when the
net worth of the taxpayer is not available for the authorities®> In addition to the above

mentioned methods of presumptive taxation, somentc@s also follow percentage of gross

receipts method and percentage of asééts.

The process of setting the statuary thresholdHerpurpose of mandatory VAT registration and
the amount of the threshold is different in differeountries:*’ From the beginning, VAT was
introduced to collect high revenue with less adsimaiive costs®® To achieve this goal states
are expected to select their tax payers by coriegl¢heir administrative capacity of taxation.
The measurement of administrative capacity staots fidentification of the tax payers to final
audit'*® The variation of the statutory threshold is théemion of the economic level of a state.
In countries where the number of marginal smallifesses is great and the peoples’ economy

depends on subsistence farming, it would be adtratiigely difficult to collect VAT from such

% bid

% bid

“d,16

2 |bid

3 1bid

4,17

“Ibid

® |bid

2; Clara K.Sullivan, The TAX on Value Added, Columbia, University Press(1965) p.215
Ibid

“Ssee, Ine Lejeunecited above at note 12,P
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people. So, it is better to exclude small tradesenfVAT through the use of a threshold lirit.
The International Monetary Fund (IMF) has also renended high turnovers for a threshold in
the process of mandatory VAT registratioh. Besides the IMF’s recommendation, state
practices show that lower threshold is the causthefcollapse of a VAT system. For instance,
both Ghana and Uganda introduced VAT in 1995 an@b li@spectively with low threshold.
Hence, the tax offices of these countries triecetpster a large number of small businesses that
had very little understanding of the requirementsaind functioning of the VAT systetfSuch
practice of registration was the cause for serammaonstrations and riots. In Uganda, authorities
passed immediate decision to increase the regirtdireshold and it ensured the continuation
of the VAT systent> But, in Ghana, the degree of the opposition agaifsT led the
government to abolish the VAT law, which was readtriced in 1999, with a significantly higher
threshold:>* Besides setting high threshold, a VAT law is expecto consider the future
possible inflation rate of nations by allowing thgthorities to change the amount set from time
to time since doing so ensures that the tax is ingriroperly=>° For instance, in UK, the VAT
registration threshold in 2015/16 was £82000 an@®d.6/17 is £85008°° However, Mandatory
registration of VAT does not always rely on thesaay threshold of business. Sometimes, small
businesses are obliged to register for the purmdspreventing unfair competition between

registered and unregistered tax payeéfs.

2.8.2 Voluntary Registration

In situations where the interest of the businegsires,states usually allow VAT registration for
businesses whose annual turnover is below theastatoreshold®® The basic situations which
force the business for voluntary registration arehe cases where the business making wholly

or mainly zero rated supplies, most of the supmiesto other VAT registered businesses and in

150

See ,Jean-Paul Bodin and Vincent Koukpaizan, ‘Rise of VAT in Africa — Impact and Challenges”(2009
p.183

B1see, Ine Lejeunecited above at note 12, P. 267.

See, Jean-Paul Bodin and Vincent Koukpaizan cited a¢ A&i0,p.183

1d,184

* Ibid

133 see, Victor Thuronyi, cited above at note 40,p.15
<https://www.cchdaily.co.uk/budget-2017-vat-registration-threshold-rises-ps85k > Last accessed on
September 20, 2016.

7 Fabiola Annacondia and Walter van der CorpWAT Registration Thresholds in Europe”(2009) p.488

152
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158 5ee, Victor Thuronyi, cited above at note 40,p.17
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the cases where significant amounts of VAT is iret on capital expenditufé® In this case,
some states may deny the application of the votyntegistration unless the applicant fulfils
specific requirements stipulated in a given VAT lafva country. For instance, in Uganda an
applicant to register in the voluntary registryhosld have fixed place of business, he/she/it
should keep proper accounting records, he/shedild have bank account and if he/she/it has
been previously registered for VAT purposes it stiaot have failed to perform its duties under
the VAT law!®°Some scholars strictly recommend that when stdies soluntary registration,
they should consider two basic thifgS.These are: ensuring that the real intention of the
business is not with a view to claiming refundsngfut tax rather than continuing the business.
Secondly, allowing voluntary registration should noeate administrative difficulties for the tax

authorities.
2.8.3 Registration of Related Parties

In practice, the owners of the business may attampivoid VAT registration by splitting the
business into separate parts and escape the gtiveshold by creating different owners among
related parties. In this situation, each partyysiy to act as a separate supplier. For the perpos
of avoiding this, most laws of most states autletlzeir tax officers to aggregate the sales of
businesses owned by related partfésOne controversial issue in this regard is definihg
scope of related parties, especially in countriber there is an extended family structure in
which many family members participate in the owhgrsand operation of a business. Most
states share the concept of related parties prouvisheler the OECD Model Convention With
respect To Taxes on Income and on Capifahccording to this convention, to be considered as
related parties or associated enterprises, the g@nsens or parties are expected to participate

directly or indirectly in the management, controkapital of both separated busines$és.

159 .
Ibid
“Uganda  Revenue  Authority “What is Value Added Tax (VAT)?2013-14Vol.2,p.7

https://www.ura.go.ug/Resources/.../INLB/Value%20Added%20Tax.compressed.pdf last accessed on September

24,20016

'*1 see, Victor Thuronyi, cited above at note 40,p.17

See, Alan Schenk and Oliver Old man cited above at npt&83
%3 |bid
* Ibid
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As a rule, every tax payer has the right to orgarzs/her/it's business as he/shelit likes.
However, the choice of the organization of the besses should be consistent with government
laws in general and tax laws in particular. Witlgael to VAT registration purpose, the
incorporation of the following yardsticks in the WAaws of states is included to avoid artificial
separation of businesses. These are, the separas®desses should have a unique trading
relationships, they should show sufficient indeparad with respect to practical operation, bank

accounts, any records and annual accounts ancrg dperated on an arm’s length’ bad$hs.

2.8.4Reqistration of Branches and Group of Companies

Due to different reasons, states such as UK allowmregistration of companies in one hand
and separate registration of branches in the dthad. In the cases where states allow group
registration of companies, two or more companidéated liability partnerships can register as
a single taxable persdff In this case, a group is treated as a single teoyson registered for
VAT on its own. The registration is made in the meaaif the “representative member”, who is
responsible for completing and submitting a singkel' Return and making VAT payments or
receiving VAT refunds on behalf of the group. Aletmembers of the group remain jointly and
severally liable for any VAT debf§! From the companies’ side, group registratioay allow
the group offsetting of excess credits of comparagainst the VAT liability of the other
companies in order to reduce the tax payable intéhaperiod-®® From the tax authority side, it
reduces the tax compliance costs of the tax auyhiSfi For the implementation of group
registration different states stipulated differemuirements in their VAT laws. For instance in
UK, to be registered in group, the registered camgps required to fulfill the following
requirements. These are, each body should haveigalror registered office in the UK and the
companies should be under common control, for el@pr more company is a subsidiary of a

parent company.’ And If the turnover of the VAT group is over £10llilan per year and the

1%%1d,185

'**M Revenue and Customs, Guidance VAT registration for groups, divisions and jointntare,(2004)
<https://www.gov.uk/guidance/vat-registration-for-groups-divisions-and-joint-ventures> Last>last accessed on
September 22,2016.

*7 bid

'%% see, Alan Schenk and Oliver Old man cited above at npt&9

See , HM Revenue and Customs cited at note 166
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group is partly owned or managed by a third pahg,company can only register as a group for
VAT if, no more than 50% of benefits generated Ihg business go to third parties, the group
uses consolidated accounting and no third partysaates the group accounfs. Besides
imposing such obligations the UK VAT law also givéscretion for the group to increase
additional members, remove members from the egigghoup, and changing the representative
group and it can goes to the extent of splitting ¢houp with the obligation on the group to

disclose the chandé?

Even though separate registration of branchesaseeVAT compliance costs of states, the lack
of sufficient means of communications particulaiy developing countries force to employ
registration of branches and divisioridIn cases where business units or divisions aristezgd
separately for VAT, each unit or division would kats own VAT registration number and each
must account separately for VAT Even though each division would be VAT registered
separately, the body corporate is still a singlalide person that remains liable for any VAT
debts of all the division5.> Writers recommend that branch or regional redistnashould not
enable a business to come within the small busiegsmption-"® This is also supported by
countries experience. For instance in UK, to havesidnal VAT registration, a body corporate
should have two or more branches that carry oueriit functions or trade in different
geographical areas;, each branch should have its iodependent accounting systems, all
divisions should be registered, even those whasmwer does not exceed the VAT registration
threshold ,all divisions have the same tax perimidssubmitting their VAT Returns and the
whole supplies of the body corporate should b fisxable supplie’’ In addition to these

requirements, the combination of divisional andugreegistration is not permittéd®

bid

2 |bid

73 see, Alan Schenk and Oliver Old man cited above at npt&8®
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76 see, Alan Schenk and Oliver Old man cited above at npt&9
See, HM Revenue and Customs cited at note 166
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2.9 Cancellation of VAT Registration

Both compulsory and voluntary registrations for VA&s their own rationales as discussed
above. But whenever these rationales are not pggopehieved by the registered persons, the
registered persons are cancelled from VAT regisinaither by the application of the registered
person or by the initiation of the governméfit. The basic reasons that cause the cancellation of

VAT registration are the following.

Most states cancel registration whenever the mgdt persons fail to meet the required
threshold*®® There are states such as Australia, which maintlaén registration after that
business’ sales fall below the required threshald the registratiod®® In the cases where
registration is canceled some or all of the inpatits claimed on property held at that time must
be repaid by the registered perséhThe other ground of cancellation of registratisrthe
cessation of the business which is different frova failure to fulfill the required threshold. In
the later case the business has the option to ity voluntary registration as far as the
registered persons wishes and the tax authorigesitied but in the previous case there is no

option for the business to even exf&t.

Besides the above mentioned causes, registrationbeacancelled whenever the person is
registered by mistake at the time of registratffiThis cause has retroactive effé&The other
worth mentioning issue regarding cancellation ofjisgation is related with voluntary
registration. In the case of voluntary registrattmme states may fix a minimum period for the
business, such as two years, in order to ensureoitéinuity and make sure that it is not
voluntarily registered in the first place just the sake of obtaining VAT credits. In this case the

registered person cannot bring the claim of caatieti before the lapse of such peri§d.

7% see, Victor Thuronyi, cited above at note 40,p.18

¥ |bid

'¥1 see, Alan Schenk and Oliver Old man cited above at hpt87
182 see, Victor Thuronyi, cited above at note 40,p.20
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Chapter Three

3. Issues and Problems Associated with Registratidor VAT under
the Ethiopian VAT Law

3.1. General Remarks

There are different issues and problems arisirrglation to VAT registration by different group
of persons in Ethiopia. Such issues include thggpropriateness of the threshold fixed by the
VAT law, the determination of taxable persons, gieblems associated with the process of
determining whether the presumed tax payer meedsrégistration threshold or not, the
determination of taxable supplies, issues relateccancellation of registered persons and
handling of grievance related to VAT registratamd cancellation. All these and related issues

will be addressed under each sub topic of thistemap
3.2 Taxable Persons

When we talk about tax registration in VAT regintalking about taxable persons is a must
because we cannot imagine registration withoutndedi who taxable persons are. That is why
any VAT regime, including the Ethiopian one, is cemed with taxable persons. The
terminology “taxable persons” and “taxpayers” amap®yed interchangeably by different
literatures. But, according to Victor Thuronyi, Xable person” is the right terminology than “tax
payers” to define persons who are obliged to bestegd for VAT and hence who are required
to discharge the VAT liability. The reason provided by Victor Thuronyi is that taeminology
taxpayer is relevant for the real persons who beaifinal burden of taxation which is relevant
for income tax purpose.

The Ethiopian VAT Law, Proclamation No 285/200hére after referred to VATP) has used
the term “taxpayers” instead of “taxable persoi@lir VAT Proclamation has provided that the
definition of taxpayers under Article 3 of the sant&ut, the administrative part of this
proclamation is repealed and replaced by the FedEsa Administration Proclamation,

! Victor Thuronyi ,Tax Law Design and Draftinginternational Monetar§und(Victor Thuronyi, ed.1996,) Vol.1
Chapter 6,p.12
? Ibid
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Proclamation No 983/2008 (here after referred toAfE)* According to the latter proclamation,
for VAT purpose taxpayer is a person registerewto has the obligation to register for VAT.
The definition provided by FFTAP seems narrow; ibuefers to the obligation part. So, in one
way or the other, it should be read in light of WW&TP and the directive No 25/2001which was
issued by Ethiopian Revenues and Customs Authofihe meaning provided by FFTAP
consists of three elements. These are persontragia and the obligation to register. Person
may include an individual, a commercial businesganization created in accordance with the
Commercial Code of Ethiopia or under a foreign lgartnership, public enterprise or public
financial agency of government, local governmentinternational organizatioh.But, all these
group of persons are not necessarily tax payer¥Aar purpose. To be tax payer, these groups
of persons should be either registered or requiete registered for the purpose of VABo,
generally under the Ethiopian context to be consdi@s a taxable person for VAT purpose the
basic requirement is registration. The requiremeritsegistration and other issues related to

registration will be covered in the coming discossi
3.3Taxable Supplies

As it is discussed in chapter two of this papee,terms “taxable supply”, “taxable transactions”
and “taxable activity” are used interchangeablydifferent literatures. The VATP as amended
employed the term “taxable activity” and it is defd as an activity of supplying of goods or
services by any person permanently or partiallyngvin Ethiopia for another person for
consideratiorf. Taxable activities do not include exempted tratisas® The basic pillars of this
definition are; the supply of goods or service aondsideration. According to the amendment
proclamation, the supply can be carried out by pesson and it is not expected to be on a
regular base as well.

* It is clearly provided that the non applicabilitiyany laws which contradict with the matters cowelog
the TAP See, Federal Tax Administration Proclamation, 2016, 238, Proclamation No. 98Bederal
Neg.GAZyear, 22 No 103.

*1d, Article, 2(41)(b)

> 1d,Article,2(26)

®1d, Article,2(41)(b)

’ Value Added Tax Proclamation, 2002, Art. 6, Pido..2&5, Neg, Gaz., year 8, no. 23, as amended, Value

Added Tax (AmendmenBroclamation 2008, Art, 3, Proc. No. 609, Id., year 8, no. 6

8 See, the Detail of the Exempted transactions under Article 8 of Proclamation No. 285/2002 and under the
relevant provisions of the regulation No 79/2002.
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The other part of the definition is that the defiv of taxable supplies or service should be
against payment or consideratibAs it is discussed earlier the basic nature of Vi&That the
delivery of the taxable activity should be followleg payment. Unless the delivery of the taxable
activity is followed by payment, no value is add#dt is so, the supplier will not be under the
obligation of VAT or the supplies are not considees taxable supplies. The mode of payment
can be in cash or it may be made in the form ofdgaar services in exchange for a supply of
goods or a rendition of servicEsThe important issues are; are supplies by taxrpayéhout
consideration excluded from the category of taxalévities or not? If those supplies are not
excluded from the category of taxable supplies, whe value of those supplies determined?
Though the definition of taxable activities reqsireonsideration it does not mean that the
supplies which are supplied without consideratiom excluded from the category of taxable
activities except business samplé€oncerning the determination of the value of thppiies
which are supplied without consideration and indases where the person receives or is entitled
to receive goods or services in exchange for algupfpgoods or a rendition of services, the
value of the supply is determined by considering tharket price of the goods or services
supplied including any duty, taxes, or other fegabée, but without including VAT But,
method of determining the market price and evendgfenition of market price is not provided
both in the VATP and Regulation No 79/2002, heterafeferred to as VATR. Concerning the
practical implementation of this issue or the vébraprocess, the writer of this paper asked a
tax officer concerning the determination of theueabf supplies which are supplied without
consideration. He replied that the valuation pssas made when the tax payers require exiting
their business and in the cases where the taxpmgaspected of evading tax by the tax authority
and when ever sudden inventory is made. He addedmenever the taxpayers require closing
their business the unsold goods are taken as sdldneir values are determined by taking the

average value of the price of the goods which atd By the taxpayer before. This valuation

° See, the Value Added Tax Proclamation Cited above at note7, Article 6.

%1d, Article 12(2)

" |bid, The Amharic version of Article 12(2) is silent on the exclusion of business samples. The writer tries to
explore the issue by interview but no one is answered the practical applicability of the exclusion of business
samples from the scope of taxable supplies.

12 See, the Value Added Tax Proclamation Cited above at note 7, Article12(2)
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method is not applicable to capital goods; it isegoed by directive number 24/2001 which was
issued by Ethiopia Revenue and Customs Authdtity.

Does market price mean the price list providedhgytax payer? The newly proclaimed FFTAP
provides the definition of market price and thenpeithat should be considered in the process of
determining the market prices. Accordingly, ther fanarket value shall be the amount
determined by the Authority provided that it is smtent with generally accepted principles of
valuation** In the process of determining market price, thkie of any similar goods, asset,
service, or benefit would ordinarily obtain at tisgecific time and place should be taken in to
consideratiort® In addition to providing these points the FFTARhavizes ERCA to issue
directives for this purpos8. So, according to the newly proclaimed FFTAP, tteuation
process should rely on the general accepted plaxipf valuation. Since a taxable activity
includes both supply of goods and supply of ses/iemach supplies is going to be discussed in

the following sub section of the paper.
3.3.1 Supply of Goods

To be registered as a taxable person the engageomemdxable activities is a mandatory
requirement. We cannot talk about registration euthdefining the elements of taxable
activates. These are supply of goods and supplenfices. Accordingly Supply of goods is
defined under Article 4 of the VATP as a sale obd® granting uses right of goods and a
transfer or provision of thermal or electrical agergas, or watel’ The first element of the
definition of supply of goods includes a sale 0bd® that is the combination of sale and goods.
The term sale is not defined by VATP and by anyeptiax laws of Ethiopia. But it is defined
under Black’s Law Dictionary as follows; it is thensfer of property or title for a price.
Goods include all kinds of immovable with the exo@p of land and corporeal movable

property with the exception of money such as, tlarmor electrical energy, heat, gas,

3 Interview with Ato Solomon Aweke, Senior Investigat Auditor at ERCA Nol Medium Tax Payers Brancfioe,
April 10, 2017.

" The Federal Tax Administration Proclamation, Ciabdve at note 3, Article, 3

©1d, Article 3(4)

18 1d, Article(6)

7value Added Tax Proclamation ,2002,Art.4, Procéiom No 285Federal Neg. Gaz, Year 8, No 33
'8 Bryan A. Garner, Black’s law Dictionary(@d.2004) , p.1364.
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refrigeration, air conditioning, and wat€rSo, for VAT purpose sale of goods means trandfer o
property or title of both movable and immoveablegarty for consideration with exception of

money and land. In addition to transferring proper title, supply of goods also includes the
granting of use right of such goods such as a ragtaement, credit agreement, freight contract,
agreement for charter, or any other agreement unbigh such use or right to use is granted or

transfer or provision of thermal or electrical energas, or watet”
3.3.2 Supply of Services

As it is discussed under chapter two of this papest practices of VAT systems of different
nations show that extensive tax base with minimangtions?® This is achieved through
inclusion of all supplies under the taxable adésitof the VAT law?? The VATP seems try to
adhere to this approach since it defines suppbeoifice as anything done which is not included
under the supply of goods and mor@y. This includes granting, assigning, ceasing and
surrendering of any right or facilitating situatiofor doing any advantages thirfdsChis creates

no room for supplies to escape from VAT.

3.3.3 Mixed Supply

As it is discussed earlier, mixed supply is a syghht contains both taxable and exempted
supplies together’ For instance, a furniture seller may sale funeitand gives transport service
for the delivery of the sold furniture to his/h&s/customers. In this case the sale of the fumnitu
is taxable supply but the transport service isxa@mgted supply. Unless the VAT law of a given
country provides clear provisions which regulate situations that taxable and exempted
supplies are supplied together, it will be diffictd impose VAT on those supplies and giving
VAT credit to the tax payers. For the purpose adidwg such problems, the Ethiopian VATP

tries to regulate such instances under article thefsame proclamation. This article tries to

% Value Added Tax Proclamation Cited above at note 17,Article, 4(1)(3)

21d, Article,4(1)(2)

ne Lejeune, The EU VAT Experience: What Are the Lessons? (2011), p.267 Available at
<http://www.taxanalysts.com/www/freefiles.nsf/Files/LEJEUNE-21.pdf/.../LEJEUNE-21.pd> last visited on August
23,2016

% Ibid

* Value Added Tax Proclamation Cited above at note 17,Article, 4(1)(b)

*1d, Article 4(b)(1)(2)

B https://www.linkedin.com/.../difference-between-composite-mixed-supply-ram-sunder..> LASTED visited on
September 15, 2016.
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regulate supplies related to import and other sepily separate sub articf®sAccordingly, the
major yardsticks in both cases depend on by exaiitiat whether one supply is subsidiary or
incidental to the other supply. As far as the sypplsubsidiary to the taxable supply, the total
transaction is considered as taxable supply anditeeversa is trué’ But in the cases where a
taxable transaction involving independent elemeortg, or more of which involves the separate
supply of goods or rendering of services, which dae exempt from tax, is treated as separate
transaction$® As to an exempt transaction, which involves indefeat elements, separate
supply of taxable goods or services, are treatpdrately”® The basic issue that can be raised
relating to mixed supply is that the treatmentadts of business which is subjected to input tax.
For instance, the taxpayer may supply both taxabteexempted supplies and collect VAT from
the consumers when ever he/shel/it supplies theblexane. And deduct the VAT what
he/she/it's paid in the process of purchasing texabpplies, for managing both taxable and
exempted supplies, and selling both the taxabletla@exempted supplies and then pay the net
VAT. The question is that how the tax credit isoedited in the cases where the tax payer
supplies both supply and paid VAT for the purchafstaxable supplies and for the management
of both supplies? Article 21(2) (c) of VATP empaoweERCA to issue the directive for the
implementation of how the tax credit is determimedhe cases where taxpayers supplied both
taxable and exempted supplies. Accordingly directio 20/2001 is issued by ERCA and this
directive regulates this situatioffsBut the writer of this paper forwarded a quesfionthe tax
auditors how this situation is treated practicaltyl all are responded that as no one implemented
this directive and they explain that as they aceapt tax credit as far as it is related with tax
payers business without considering the allocapoocess of exempted supplies and taxable

supplies®

% value Added Tax Proclamation Cited at note 17,article,5

7 Ibid

*® Ibid

** Ibid

*® This article regulates the allocation of tax crexitd related to mixed supply for detail analysig £ ¢:%¢
MLPTFG Tav-4n NAAANT PLT APCOT ATRU-I° PATHA 1703 ALhGOT ©HhLAT OFand it Fhit AATI$GI0 PO avavs @
¢1C 20/2001 (unpublished)

*I Interview with Ato Solomon Aweke Cited at note 18nd Interview with Ato Henoke Kebde senior Audiabr
ERCA Addis Ketema Sub City Small Tax Payers Bra®f€fice, April 11, 2017.
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3.4. Reqistration of Taxable Persons for VAT

Generally, the newly proclaimed FFTAP imposes digabon on persons who are liable for tax
under a tax law to apply for registration unless plerson is already register&dlhe FFTAP is
applicable to all tax laws on the issues which emgered by it> So, generally under the
Ethiopia context all persons that have obligatioer a tax law are identified through the
system of registration. In addition, the new FFTAEfines tax payers for VAT purpose.
According to this proclamation a taxpayer for thegmse of VAT is a person who is registered
or required to register for VAT So, all tax payers in general and taxable perfmn¥AT in
particular are identified through a system of regison in Ethiopia. For the purpose of
identifying taxable persons for VAT, VATP recogrszewvo types of registration. These are
mandatory and voluntary registratiofisEach type of registration and the pertinent issares
going to be discussed in detail.

3.4.1) Mandatory Registration

From the cumulative reading of article 16(1) (a) ¢b VATP, it is understandable that persons
who carry on taxable activity and at the end of tear their annual turnover exceeds
500,000(five hundred thousand) Ethiopian Birr abéiged to register for VAT® According to

article 16(1) (b) of VATP, the required person & necessarily expected to wait till the end of
the year as far as there are reasonable grourmsyeining of the year that show the total value
of taxable transactions is likely to exceed 500,0@0@& hundred thousand) Ethiopian BirY.

The basic requirements provided by article 16 off¥?Aare the engagement in taxable activities
and the attainment of the annual turnover threstio&d is 500,000(five hundred thousand)
Ethiopian Birr. For the purpose of VAT registratidhese two requirements should be fulfilled

cumulatively. The basic issues raised relatede¢oMAT registration requirements are:-

1) How are taxable activities determined practicallyhie process of registration?
2) Does the requirement of engaging in taxable a@wiinclude governmental bodies,

religious organizations and other non commercighoizations?

32 see Federal Tax Administration Proclamation , Cited at note 3, Article,9

*1d, Article,138

**1d, Article,2(41)(b)

3 See, Value Added Tax Proclamation, Cited above at note 17, Article 16 and 17.
*®1d, Article ,16(1)(a)(b)

*71d, Article, 16(1)(b)
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3) What was the base of the legislator when it fixieel 500,000 (five hundred thousand)
Ethiopian Birr threshold? Was it appropriate?
4) How does the tax authority determine whether tixalike person has met the required
threshold or not?

5) Why didn’t the tax authority amend the thresholad in 20027
As frequently discussed in this paper, taxablevigtis defined as amctivity of supplying of
goods or services by any person permanently oraigtiving in Ethiopia for another person for
consideratiori® This definition in general provides how the taxabhd exempted activities are
categorized. The law is clear. From the beginnimg terminology employed by the law is
taxable. This implies that the activities which aeposed for VAT in the case of VAT
registratior® But, in practice all tax assessors includingtal auditors and the legal head of the
tax authority are not in a position to distingutaliable and exempted supplies in the process of
VAT registration?® In practice the tax officers simply assess alhgextions of the tax payer
without excluding the exempted origdn the interview conducted with different tax ass®'s of
different sub city and at Woreda level, the writéthis paper found out that all tax assessors do
not consider the nature of the supplies. Rathefpalis on annual turnover of the tax payer and
all confirmed that as much as possible they tryetmourage VAT registration rather than
limiting the registration by considering the natusé the supplie? From the previous
discussion, the intention of the legislator is velgar because it uses the terminology taxable
supplies and it defines tax under article 2(Z030, it is clear that only the taxable activitids o
the taxable person should be considered in theepsoof determining registration for VAT. The
restriction of the registration of VAT on taxableipplies by the law may have its own
justifications. For instance, it may consider tealrcapacity of the tax authority to administer tax

payers and the capacity of the tax payers to keef bf account§?

z: Value Added Tax Proclamation, as Amended Cited at note 17, Article 6

Ibid
“° This interviewee is confirmed that the desir¢haf tax authority to register more persons rathan {imiting the
registration process by splitting the suppliesn IAterview with Ato Belete Ahmed Legal Servicesdaiorate
Director at ERCA, Aprile,11,2017
*! Interview with Ato Solomon Aweke, Cited at above at note 13.
*? Interview with w/ro Traza Bekle at ERCA wereda Tritaxpayers Tax Payers Office Head, April,8,2017
3 Value Added Tax Proclamation Cited above at note, 17, Article,2(20).
* Clara K.Sullivan, The TAX on Value Added, Columbia, University Press(1965) p.230

36



The other issue raised in relation to taxable @t is that the terminology employed in the
English version and in the Amharic version seenfiemdint. The terminology employed in the
English version is that “taxable activities” whitee terminology employed in the Amharic
version is that “taxable business activities.” Dadesean that only taxable activities of traders
are considered for the purpose of VAT registratiori? other words, is the intention of the
legislator to exclude taxable activities carried oy non traders for instance by the governments
bodies, religious institutions and by any other mommercial organizations in the process of
determining VAT registration? Though the terminglogmployed in the Amharic and the
English version seem different, in both versioris tlearly provided that the profit motive of the
supplier is not considered; rather, what matterthés supplies and the fulfillment of required
threshold by law is achieved by the supplier. THETW is restricted only on defining “business
taxable activities” in the Amharic version and tiabeaactivities in the English version. It does
not define business. But the newly proclaimed Inechax Proclamation here after referred as
FITP defines business as follows:-

Business means any industrial, commercial, prafessi or vocational activity conducted

continuously or short term, but does not include tendering of services as an employee or

rental of buildings?
Besides this definition, , the Proclamation by magka cross reference to the commercial code
embraces all activities of Private Limited Compamd Share Company as a business except
rental of buildings® So, if we interpret the definition of “businessaéle activities” in light of
the definition of business provided by the FITPsgems that it is not clear whether it includes
such non commercial business organizations, reiggiastitutions and governmental bodies or
not. Under article 10(1) of the Commercial Codasitclearly provided that non commercial
business organizations are considered as commergaless organizations if they are engaged
in the activities provided by article 5 of the Coential Cod€’” From the reading of article 10
(1) of the commercial code we can conclude that cmmmercial business organizations are
considered as a business organizations if thegmgaged in the commercial activities without

considering their nature. We can safely conclude the terminology taxable business activity

5 Federal Income Tax Proclamation, 2016, Art) Bbclamation No. 979Federal. Neg. Gazyear 22, no.104
46 Id, Article, 2(b)
*” Commercial Code of Ethiopia, 1960 Art.10 (1), Pamchtion No, 16&ederal. Neq. Gazyear 19, no.3
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does not exclude those non commercial businessi@agens as far as they are engaged in the
commercial activities.

Though governmental bodies are not obliged to tegiss taxable person, they are required to
register as with holding agents for VAT purposéhia process of purchasing taxable suppfies.
The obligation of governmental bodies to withhdie /AT paid in the process of purchasing
taxable supplies emanates from article 7(5) of larnation No 609/2008. This article empowers
the Ministry of Finance and Economic Developmentissue directives for the execution of
withholding the VAT paid by the governmental bodidscordingly, Directive No 27/2002 and
its two subsequent amendments were issued by #re Mhnistry of Finance and Economic
Development which is called Ministry of Finance d&wxbnomic Cooperation (here after referred
to as MOFEC). According to this directive and bsequent amendments, both the Federal and
regional state offices, the city administrationyvgmmental enterprises and any government
bodies are obliged to withhold the VAT to be pajdtbem if the amount paid in the transaction
exceeds the 5000.00 Birr including the VATIn case where the amount of transaction is less
than 50,000 Ethiopian birr and greater than 5,0000Rian Birr, the obligation of withholding
the VAT is applicable even though the supplierds WAT registered persotf.But in the cases
where the amount is 50000 and more the governmbotd} is obliged to purchase from VAT
registered person and withhold the VAT.For the proper implementation of the withholding
process, the directive requires the governmentdiglsao register as with holding agent, having
TIN number, issuance of receipt printed by the axtation of the tax authority, and reporting
to the tax authority before the end of the next tinastarting from the day of the transaction
occurred?

The other issue raised related to taxable busiaessities is that is rental of commercial
buildings under the scope of VAT? The definition fsiness provided by the FITP clearly
excludes the rental of the building. Besides thelusion of rental of the building by the

definition provided by FITP, it is not included wrdthe list provided in article 5 of the

*® Value Added Tax Proclamation as Amended cited above at note 7 Article,7(5)

P OARIFOKE 2.LLAP LIPNELEE SFANND TIHNS ANTTY, AT TLLAEC NTHEO +EH AATLhEA PTenIé At Fha
h4.909° @M avavg @ &mC 27/2002 A& HAAAD A7#& 5(unpublished)

% 1d, Article 5(2)
>11d, Article 5(1)
52 Id, Article 6
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Commercial Codé® Does it mean the rental of the buildings is exetlidrom the business
taxable activities for VAT registration? Practigalthere are many religious institutions which
earn significant amount of income from the renfath@ buildings though they are not register
for VAT.>* What is the reason for their non- registration @eey raise the explicit exclusion of
rental of the building from the definition of thesiness under the FITP and the non inclusion of
rental of the building under article 5 of the comai@ code as a defense? As the technical note
of the FITP clearly provides rental of the buildiisgexplicitly excluded from the definition of
the business. The reason provided by the techmiotd prepared by the draftsman of the
Proclamation to the exclusion of the rental of bindding from the definition of the business is
that the definition is provided for the purposetioé income tax and rental of the building is
governed under schedule “B” of the FITPConcerning the non inclusion of rental of the
building under article 5 of the CCE, the usual debabout article 5 of the CCE is raised.
Though the original drafter of the Code was of dpé&ion that the list was sufficiently detailed
enough to cover trade activities and should, tleegfbe regarded as exhaustive, the opinion
given by the fourteen national experts on the CE€Ehat the list should only be taken as
indicative and not exhaustive in the face of anaexiing economic transformation that is taking
place in the countr}f This team strengthens their argument by raisiegniéture and scope of
trade activities that existed at the time of thenmulgation of the Code is certainly far more
limited than what exist forty eight years after éeactment. And the team suggests as the
amendment of article 5 of the CCE as folloWs

“Without prejudice to other activities that aremay be characterized as trade activities by andder

persons who professionally and for gain carry batfollowing activities shall be deemed to be tratié®

Though the team suggests that the adoption oflarfichas to be open for other activities
characterized as trade by another law, it is a nsaiggestion untii now and the above

discussion has demonstrated that rental of thedipgilis not a business in the eyes of the

>3 Sec, Commercial Code of Ethiopia Cited above at note 49, article 5

** Interview with one Informant April 11, 20017

>> MoFEG, Federal Income Tax Proclamation Technical Notes, p3-4 (unpublished)

*® A Team of Fourteen National Experts, Recommendations and Position paper of the business community on the
Revision of the Commercial code of Ethiopia, (2008) Addis Ababa, Chamber of Commerce and Sectoral
Associations. P. 7

* Ibid

*%1d, p.8
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Ethiopian laws. Besides these two legal instrumeatgording to the Amharic version of
article 16 of the VATP, activities are businessatale activities. On the other hand, article 8(2)
of the VATP clearly provides the list of exemptaabglies. Among the list, the lease of
dwelling houses is clearly provided under thedisexempted supplies in sub article “B” of the
same articlé? So, from the reading of article 8(2) (b) only hesiswhich are served for
residential purpose are exempted. In other wotus,réntal of the buildings other than the
dwelling houses is under the scope of taxable itiev The basic issue raised here is that how
can article 8(2) (b) of the VATP, on one hand amal éxclusion of rental of the building by the
CCE and the requirement of business taxable aetMtty article 16 of the VATP be reconciled
on the other hand to make rental of the buildinglaunthe subject of VAT? The current
Ethiopian practices show that the Ethiopian Miyisif Trade (MOT) issues business license
for the owner of the commercial buildings. Regagdihis issue, the writer of this paper
interviewed an officer of the MOT and for two prigacommercial building owners and the
officer confirmed that business license is issu@dlie commercial building owne?$Besides
the officer of the MOT, from the interview condudteith the two private commercial building
owners confirmed that as they have business lickmgbeir commercial buildings and as they
are registered for VAT In addition to the officer of the MOT, an inteew with the
registration officer of the ERCA confirmed that tbemners of the commercial buildings are
registered as far as they meet the required thig:dtyolaw®® The other issue rose relating to
the rental of the buildings is that the buildingsned by the religious institutions. As it
mentioned earlier, there are many religious instihs which owned commercial buildings and
earn a significant amount of income from the renfahe building€® The writer of this paper
made a survey to get such institutions and conduocinterview with the informant of such
institutions who sought anonymity. Even though, ¢herch collects a significant amount of
money, it is not VAT registered y&t.Concerning this issue, the registration officeECA

responded there are some VAT registered religiosfitutions. For instance, the Ethiopian

> Federal Income Tax Proclamation, Cited above at note 45, Article 2(2)
% vValue Added Tax Proclamation, Cited above at note, 17 Article 16 and 8(2)
®1 Interview with Ato Haile Selassie Desta, Senior officer at Addis Ketema MOT Office, April 12,2017
®2 |nterview with Ato Mekebe Melka, owner of the building in Addis Ababa situated around Libu, , April 12,2017
and Ato Kamel Yesofe, Owner of the building In Addis Ababa situated around Merkato, April 12,2017
63 . . . .
Interview with one informant cited above at note 54
64 .
lbid
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Catholic Church income generation project is VATgiseered. However, he added, the
authority is not in a position to make sure whetilethe branches of the Church are registered
or not. Besides, he did not deny the existencé®fcontroversy between the tax authority and
the religious institutions whether the situation® dound to be registered or not. The
interviewee mentioned Tinsae Zegubae Printing Pweiskh is owned by the Ethiopian
Orthodox Tewahido Church. However the church rediMAT registration on the ground that
it provides a religious servi€8.Concerning this issue the officer of MOT responttet there
many religious institutions which are engaged ie thusiness activities without business
license and they try to resist registration allggthat their activities are related with their
religious services. He added that they are willimgpay tax though they are not willing to be
registered. According to him, they justify theisisgance alleging that there is contradiction
between registrations for business and hence fof Yh&ir primary goal- rendering religious
services to their followers. This officer made liéar that the issue is controversial by now.
Therefore, according to him, the head of the chesds applied to the main office of the MOT
for non registration and the head office has gitbe direction to suspend the case
temporally®® Our concern here is that failure to registeigrelis institutions for VAT for
reasons which do not hold water; is it not discnatory among business men as far as the
religious institutions are engaged in the taxalokviies? Is it not creating a room for unfair
competition? In the opinion of this writer, as loag they are engaged in the commercial
activities they are obliged to register for VAT.i$ls without prejudice to the clear exemption
of the religious or church related services undgcla 8(2) (e) of the VATP. But, the activities
of religious organizations that compete with thevgte sector or that are not integral to the
practice of the religion do not come within the mpdion. Hence, if the annual turnovers of
these taxable supplies exceed the threshold undeteAl6 of the proclamation, the religious
organization must be registered for VATIn Ethiopia, the problem is partly attributabletie
fact that has not defined what religious or churdhted services are. In contradistinction to the
stance of the Ethiopian VAT Law, some common lawrntoes give some guidance
concerning religious services. Therefore, accordimgheir guidance to be considered as

religious services and hence to be exempted frorifi,\Ae services should be the integral part

® Interview with Ato Tensa Shelmo Registration officer of FRCA at Mesrak Addis Ababa branch, April 13,2017
% Interview with Ato Haile Selassie Desta Cited above at note 61
%7 Value Added Tax Proclamation, Cited above at note 17, article 16
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of the religion, the supply should be service @&mel services should berovided free of

charge, there should not be consideration paidlation to the supply of th&t.

The other issue is the 500,000 (five hundred thodjs&thiopian birr threshold. Concerning
this issue, the writer of this paper put a questonrax policy Directorate Coordinator of
MOFEC as to why this threshold was fixed. He replieat no one knows about the base of
such figure and he added that in most cases spehafycases is done by the recommendations
of the World Bank and the International Monetaryné&wn the basis of the result of the
research of economisfs.

The other issue to be raised in relation to thaiireqnents of VAT registration is about the
method followed by the tax authority to determihe tmeeting of the required threshold by the
tax payer. The writer of this paper put this questio different tax assessors at Wereda and
sub-city levels, for different registration offiserof the tax authority and to private tax
professionals. All of them agreed that the mechamgdetermining the annual turnover of the
tax payer is that the book of accounts maintainethb taxpayer and by following the system
of presumptive taxatioff. And all agreed that article 48 of the previousome Tax
Proclamation and article 62 of the current Incona& Pproclamation impose the obligation of
keeping book of accounts on the category “A” antegary” B” tax payers .Accordingly,
categories of “A” and “B “ of tax payers are expetto declare their transaction on the bases
of book of account§: And they continued that the mechanism of employingk of accounts

is relevant for tax payers who are registereddandver tax and at the end of the year they may
graduate to VAT.

Concerning the mechanism of presumptive taxatientdx authority employed this system to
determine the annual turnover of small tax payexs \@henever the book of accounts of the

taxpayer is not acceptable by the tax authoritynothe cases where the tax payer fails to

® GST Hand Book, Exemptions for Churches. Available
<www.youraccountant.net.au/tguide/guide/GSThbook/GST05020.> last accessed date April 10.2017
% Interview with A to Berhanu Tadesse, at MOFEC Senior Legal expert, April, 13,2017

7% Interview with Ato Solomon Aweke cited above at note 13 and Interview with Ato Fekadu Serage private Tax
accountant ,April 12,2007
71 .

Ibid

42



discharge the obligation of keeping book of accelin these cases the tax assessors of the
tax authority estimate the annual turnover of tiwe payers. The bases of assessing annual
turnover of tax are the organization, the locatdrthe business premises and the turnover of
other competent business. He did not deny thatastroases all tax assessment is made by
fresh staff members. Besides this, he did not dbayinterest of the tax authority to register
more and more persons for VAT. According to thesoiinformant, tax assessment is made by
the recommendation of the intelligence departmentthe authority and by the private
individuals who give information to the tax authgrabout the tax payers. In this case, the
intelligence department of the authority may gathl#formation about the tax payers and
suggest registering of a group of tax payers wh® lating in the same area or private
individuals. According to this informant, the reasis that whenever the information is sent
from the intelligence department of the tax auttyathe tax assessors do not freely assess the
turnover of the tax payer; rather they try to exedhe order of the intelligence department of
the tax authority by simply gathering shallow inf@tion’® The other information comes from
neighboring business people who tip the tax auth@ipout other business persons who are
engaged in similar business activities with themthis case, the tax authority simply registers
such persons without properly considering the tuencof such tax payer$.All the tax
assessors and the Director of the legal departofdeRCA confirmed that VAT registration is
done on the bases of avoiding unfair competitiooragrnthe tax payers who are engaged in the
same sectof> Concerning such issues the private tax profeskionterviewed by the writer of
this paper confirmed that the tax assessors amabbyt the tax authority are exposed highly to
the lack of experience; they fear the order ofrtlseperiors and most of the assessors are as

fresh graduate®.

Basically, the system of presumptive taxation igreised in the entire world. But, it is
applicable on the small business and exceptioreplied on the large tax payéfs. The

7% Interview with Ato Henoke Kebede cited at note 31

” Ibid

" Interview with Ato Solomon Aweke, Cited above at note 13

”> Interview with Belete Ahmed cited above at note 40, and Intervigtiv Ato Solomon Aweke cited above at note
13.

78 Interview with Ato Tofike Ahmed , private Tax Accountant March,30,2017

77 see, Victor Thuronyi ,Tax Law Design and Draftinginternational Monetargund(Victor Thuronyi, ed.1996,)
Vol.1 Chapter 12,p.2
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experience of some developed countries shows nhitiei process of determining tax liability,
the tax authorities are usually authorized to asHestax liability based on their best judgment
rules’® They also employ different methods such as nethydank deposits, and some other
approaches that have a factual basis for the paticase. As much as possible they try to
depend on the factual basis for the particular .258¥hen we evaluate the Ethiopian case
based on the above discussions, the method folldyele tax authority seems arbitrary. This
is because the tax assessors are not professionakx assessment; they did not have any
special training on the techniques of tax assess@ed there is no a guideline which is
prepared by the tax authority which should be feld by the tax assessors. These and other
reasons make the assessment system arbitraryis larbitrary from the beginning, it imposes
unnecessary burden on the tax authority by regmgteron qualified tax payers which has its
own impact both on the tax payer and on the takaity. The problem associated with back
registration is a good case in point that highkghlhe weak administration of the tax
authority® For the tax authority, it may increase the adniative cost and it decreases the
quality of the service given by the tax authorgcording to this informant, the basic cause of
this problem is lack of code of conduct to reguldte mistake of the tax officers and the
imbalance of the work load and the tax officerse Bixistence of this problem is confirmed by
interviews made with private tax professiorfals.

As it is discussed earlier, the required thresliotd/AT registration when the annual turnover
exceeds 500,000 (five hundred thousand) Ethiopian tBough MOFEC is empowered to
increase or decrease this threshold. However,ttiheshold has not been amended yet since
2002. The writer of this paper raised this issu¢ht® Tax policy Directorate Coordinator of
MOFEC. He replied that the increasing or decreasinthe registration threshold is a policy
issue and as his office is established for the gmepof conducting research on tax policy

issues. The issue is at the research level by uhd provided by DFID (Department for

%1d,5

”1d,8

1d,9

# Interview with Akreme Kemale a senior Registration officer at ERCA Addis Ketema Sub City lower Tax Payers
Branch Office March 30,2017

8 |nterview with Ato Yohanse Kedne Maryame, Private Tax Accountant ,March 30,2017
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International Development) and the input is expgdtem the ERCA2 The Director of the
Legal Department of the ERCA has the opinion tl&t increment of the threshold is not
required at this time for Ethiopia. According taistiinformant, the ERCA is required to
increase the tax base by increasing the VAT regidt@ersons. If the tax law increases the
registration threshold it may create a room for payers to escape from VAT registration and
he concluded that nothing would be wrong if all teyers are registered for VAT. He further
maintained that as far as the capacity of the talaaity is good and as far as the tax authority
is capable enough to administer the tax payeis,bétter to decrease the registration threshold

than increase i}

According to the recommendation of the Internaldvionetary Fund (IMF) high threshold is
preferred in the process of mandatory VAT regigirathan the lower on€. The purpose of
the recommendation seems to decrease the administizurden of the tax authority by
exempting those tax payers who are below the reduinreshold by law and to make free
small tax payers from the burden of keeping booksaccounts. Besides the IMF's
recommendation, state practices show that lowesstioid is the cause of the collapse of a
VAT system®® Though it seems difficult to conclude that theegtirold fixed by the legislator
during the enactment of the VATP is high or low, layw it will not be difficult to conclude
that as the threshold is low. The data providedhayCentral Statistical Agency of Ethiopia
shows that the inflation rate in Ethiopian has bgrage increased at a 16.65% per year from
2006 G.C to 2016 G.E. Based on this data the 500,000ETB in 2006 is aqmately
equivalent to 2720834.87ETB in 2016. In other wotte current Ethiopian VAT registration
threshold should be 2720834.87 ETB. This figure mal be necessarily the accurate figure
but it is employed to indicate the amount of thenmp affected by the average inflation rate
during such years. The following table shows theamh of money affected by the average
inflation rate and the estimated amount of thedhod after the effect of the average inflation
rate during 2006G.Cto 2016G.C.

® Interview with Ato Berhanu Tadesse Cited above at note 69

® Interview with Ato Belete Ahmed cited above at note 40

& Ine Lejeune, The EU VAT Experience: What Are the Lessons? (2011), p.267 Available at <http://
www.taxanalysts.com/www/freefiles.nsf/Files/LEJEUNE-21.pdf/.../LEJEUNE-21.pd> last visited on August 23, 2016
¥ Jean-Paul Bodin and Vincent Koukpaizan, “The RiS€AT in Africa — Impact and Challenges”(2009) p3L8
¥ «WwwTRADINGECONOMICS.COM CENTRALSTATISTICAL AGENCY OF ETHIOPIA> last accessed date on March 15,
2017.
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Year | Initial Average The amount of moneyThe Estimated amount of the

threshold inflation rate | affected by the threshold after the effect of the
(ETB) % inflation rate (ETB) average inflation rate (ETB)

2006 | 500000.00 | 16.65% 83250.00 583250.00

2007 | 583250.00 | 16.65% 97111.13 680361.13

2008 | 680361.13 | 16.65% 113280.13 793641.26

2009 | 793641.26 | 16.65% 132141.27 925782.53

2010 | 925782.53 | 16.65% 154142.80 1079925.32

2011 1079925.32] 16.65% 179807.57 1259732.89

2012 1259732.89] 16.65% 209745.53 1469478.42

2013 1469478.42] 16.65% 244668.16 1714146.58

2014 | 1714146.58 16.65% 285405.40 1999551.98

2015 1999551.98 16.65% 332925.40 2332477.39

2016 | 2332477.39] 16.65% 388357.48 2720834.87

Tablel. This Table Shows the Estimated amount wstiold after the effect of the average
inflation rate®

Countries’ experience also showed that for the @romplementation of the VAT law, future
possible inflation rate is considered by the VAW land accordingly the threshold should be
amended. For instance, in UK, the VAT registratibreshold in 2015/16 was £82000 and for
2016/17 is £85008Besides the inflation rate, the administrative cityaof the tax authority
should be considered to increase or decrease thergdistration threshold. As we know, the
administration of tax payers is started from regigdn to the final audit. If the tax authority has
more VAT registered taxpayers, it should have nmoamed tax officers; it should enforce the
law properly; it should audit the tax payers ongjnt should register all persons who meet the
required threshold by law and other administratieks should be done properly. The previous

dissections are the good indicators as the taxoatyhs not capable enough to administer the

® Despite, the threshold is fixed in 2002, the caltioh started from 2006.This is because the averdiggion rate
availed by the authority is during this years amdhake the discussion easy and reliable the woftdris paper
follows this approach.

8 <https://www.cchdaily.co.uk/budget-2017-vat-registration-threshold-rises-ps85k > Last accessed on September
20, 2016.
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tax payers properly. So, it is better to tax aut@iaio focus on the selected tax payers than
registering more tax payers and imposing additirak load on it.

Besides the VATP, the obligation to be register@d\MAT is regulated by the aforementioned
VAT registration directive. According to this ditee, persons who are engaged in sale of gold,
sale of electronics such as sale of refrigeratdf,and the like, importers, traders engaged in
plastic business, shoe factories, contractors fevel 1-9, traders engaged in sale of computers
and computer accessories, and traders engagedeirarsé preparation of leather products are
obliged to register for VAT® As mentioned earlier, this directive was issbgdhe ERCA.
According to the power declaration clause of theedive, the delegated power of ERCA to
issue this directive emanates from article 16(63 article 18(8) of the VATP and article 39 of
the VAT Regulation. When we examine the contentthes$e articles, they empower the ERCA
to issue directives which assist for the properlemgntation of the VATP and the VATR. This
means that the ERCA is empowered to issue dinextoin procedural matters. But, the VATRD
imposes an obligation on persons who are undelighef the VATRD. Does ERCA have the
power to issue such a directive? Concerning tligeighe Director of legal department of the
ERCA replied that the issuance of directive whitiposes the obligation of VAT registration on
sector base is within the scope of the power dé&delgay the legislator to ERCA. It is thus based
on the delegated power that that ERCA for the pgepaf simplicity categorizes some sectors
that their annual turnover is not less than theired threshold by law!

Besides this directive, according to one informituet ERCA has also categorized some sectors
for instance small cafeterias to be under the scdpwandatory VAT registration by circulars
issued by the authoritff. Taxation should have legal base or it should drepatible with the
principle of legality of taxation. According to thprinciple tax should be imposed on the bases
of law. This principle goes to the extent of limgithe power of delegation of the legislator to
other bodies of the government. In Ethiopian thisgple is recognized under article 10(1) of

the Federal Government financial administration®fams it is discussed earlier, the content of

OorAeRe PTG rov-sh AAAAMT ATeRT4 AT Fhh DAgoao I @M goavl ¢ TC 25/2001 A% 4(3)
(Unpublished)

*'Interview with Belete Ahmed cited above at note 40

%2 |nterview with Akreme Kemale, Cited above at note 81.

% Tadesse Lencho, “The Ethiopian Tax System :Excesses and Gaps” Michigan State International Law Review,
Vol.20,n0,2(2012) p.336
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article 16(6) and article 18(1) of the VATP anddet 18(1) of the VATR clearly empowers the

ERCA to issue directive on procedural matters hatauthority issues VATRD which imposes

an obligation of registration on a sector base.UghoERCA is empowered to impose tax on tax
payers it does not mean that it imposes an obtigatn tax payers which are not incorporated
under the VATP. Such act of ERCA is ultra virus.

3.5.2) Voluntary Registration

The other type of registration provided by the VAiER/oluntary registration. Those tax payers
who are engaged in the taxable activity and domeet the required threshold by law may
register for VAT voluntarily. Nevertheless, the ®m of voluntary registration is not open for
all tax payers. To register for VAT on a voluntégsis, the tax payer should supply or render at
least 75% of his goods and services to a registperdon regularly’ In addition to this
requirement, the applicant is expected to keep eordgmok of accounts, submit regular and
reliable tax returns, and have a permanent pladisiness and bank accodhtwhy are such
requirements provided by law for voluntary registna in Ethiopia? According to article 21(1)
of the VATP, only registered persons are entitledtax credit for those taxes paid during
purchase of raw materials or input taxes. So, tgeysaby registering voluntarily shall be entitled
to get creditS° These may create a room for those who are nadility engaged in business to
register with a view to claiming rebates of inpa twhen they have no real intention of paying
much output tax to the government. In additionHig,tit may have the effect of making many
more persons than is administratively viable. Totget the adverse effect of voluntary VAT
registration, the law has stipulated such rigon@agiirements on voluntary VAT registration. Is
it practically implemented under the Ethiopian @xt? The practice on the ground shows that
those who apply for voluntary registration are ségied by simply signing an application that
confirms they supply at least 75% of their goodd/anservices to registered persdn.

He added that except providing such applicatiomfthere is no system which insures for what

purpose person is actually registered. Nor is thesefollow up whether the registered person is

% Value Added Tax Proclamation Cited above at note 17, Article, 17
B ORATKRES PTG 1avgh AAANT AFeRTT4 AT AN NAgoaoHI P avavl @ ¢TC 25/2001 4742 3(4)
(Unpublished)

% 1d, Article 21(1)
7 Interview with Ato Solomon Aweke, cited above at note 13
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doing according to the declaration he made. Why the practice in accordance with the law?
The informant replied to this question that the &athority has high interest to register more
persons for VAT. However, this writer believes tha stance of the tax authority is not useful
because, as discussed earlier, the registrationmofe and more person cannot be
administratively viable for the tax authority anéyrcreate a room for those tax payers who need
to rebate the VAT paid on their capital goods. 8lowing voluntary registration without
designing a system controlling mechanism of whetiheregistered person is doing according to
the requirement of the law or not may has destractifect for the tax authority than increasing

the revenue to the tax authority.

3.5.3) Registration of Related Persons

Registration of related persons is incorporatedfgr@nt nations VAT law. This is done for the
purpose of controlling business owners who attetm@void VAT registration by splitting the
business into separate paftsThe VATP and VATRD have also incorporated the smfea
registration of related persons under article 1§&J)of the same proclamation and article 5 of
VATRD respectively. These articles empower thedathority to aggregate the value of taxable
transactions made by related persons and regmt&’AT each person separately, even though
the taxable transaction of a single person doesmest the required threshold by 1&WThe
issue at hand is who are related persons undéttthepia law? Is registration of related persons
practically implemented under the Ethiopian coredthe definition of related persons is
provided under article 4 of the FTAP. Accordinglydefines based on the general requirements
to determine related persons and based on the hicadiage and legal relationships for natural
persons and based on business relationship foe®odccordingly, to persons to be considered
as related person, one person may reasonably expecact in accordance with the directions,
request, suggestions, or wishes of the other pemsdmoth persons may reasonably be expected
to act in accordance with the directions, requssggestions, or wishes of a third pers®n.
Besides this general requirements, for naturalgpesrsinless the tax authority satisfied that one

person is not under directions, request, suggestion wishes of the other ,the person, the

% Alan Schenk and Oliver Old Man Value Added Tax anparative Approach with Materials and Cases,
Cambridge University Press,(2007)p.83

% ORAERL ULPTG Tav4h AANANT AT60LT4 Al F-010 oo N P gvavl ¢ T 25/2001079% 5
(Unpublished)

190 pederal Tax Administration Proclamation Cited above at note 3,Article,4
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relative of the person is considered as relatedgmst For the purpose of this definition relative
includes, the spouse who legally married for ti&t fmentioned individual or an individual who

lives in an irregular union with first mentioneddimidual, an ancestor, lineal descendant,
brother, sister, uncle, aunt, nephew, niece, stie@fa stepmother, or adopted child of the
individual, a parent of the adoptive child of thelividual, a spouse of an ancestor, lineal
descendant, brother, sister, uncle, aunt, nephmee nstepfather, stepmother, or adopted child
of the individual. For bodies to determine the essiirelated persons, the definition provided by
the FTAP depends on the voting power, the amoutivaflend earned by share holders or the
capital contribution of the member of the body@other related body. Accordingly article 4(b)

(c) of the FTAP, as far as the member of the badgtber body has 25% and more of voting
rights, capital contributions or has earned divitldrom the bodies, the two persons are

considered as related persons.

To ensure whether the registration of related per$® practically implemented or not, the writer
of this paper put a question to the registratioficef of the tax authority as to how the
registration of related persons is implemented.rélealed the non existence of any system of
registration of related persons except the VATsteged person is expected to include the name
of his /her spouse in the application form. Heeatlthat though the VAT registered persons are
required to include the name of their spousesénapplication form, there is no mechanism of
creating a link to whether the spouse of registergon is a tax payer or f8tConcerning this
issue, the head of the Legal Department of ERCA thasview that registration of related
persons is not significant. He also underscored rbgistration of related persons under the

Ethiopian context is not practically possibi®.
3.5.4) Divisional Registration
Though separate registration increases the conggliaost of states, to simplify the obligation of

the taxpayer, states allow divisional registratisna matter of exceptiofi® Like VAT laws of

other states, the Ethiopian VATP has incorporaterl dystem of divisional registration under

101 |nterview with Ato Solomon Aweke, cited above at note 13

Interview with Belete Ahmed cited above at note 40
1% see, Alan Schenk and Oliver Old Man, Cited above aer@8,p.89
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article 16(4) (5) of the same proclamati8fin addition to the VATP, the VATR and VATRD
have also contained provisions which regulate tivesidnal registration under the Ethiopia
context. Accordingly, article 16(4) of the Proclaimoa clearly provides that the initiation of
requesting the divisional registration should cdnoen the tax payers through formal a written
application*®3which includes the applicant’s taxpayer identifisatnumber and VAT certificate
number®® The registered person must file a separate apiplicdor each division seeking

separate registration on the form and containiegriformation required by the Authorit{’

In the case of a person that is to be registepedhie first time, such person can submit an
application for registration and an application divisional registration at the same tift8 The
submission of the written application by the taxgragoes not suffice. Rather, the applicant
should prove that submitting a single return ferahtire business operations is the cause for an
onerous compliance burden for'i?.Besides this, the applicant is expected to exifidetail

the problems likely to be countered if divisionagjistration is not granted and the reasons why a
consolidated VAT return for the entire businessdach accounting period cannot be submitted

by the due date for each tax perfod.

When the application of divisional registrationsisbomitted by the applicant, the tax authority
should prove the fulfillment of the conditions pided under the VATP, VATR and VATRD
before granting the divisional registration. Thdsgal instruments requiréhe applicant to
conduct its operation as an incorporated compard/ tanbe a registered person for VAT
purposes. But voluntarily registered persons arelueed from divisional registration. The
division for which separate registration is reqadsnust be separately identified by reference to

the nature of its activities or its locatioit! Furthermore, the division or the branch should be

1%%yalue Added Tax Proclamation, cited above at note 17, Article,16(4)(5)

Id, Article 16(4)

Council of Ministers Value Added Tax Regulations, 2002, Art.9 (9)(b),Regulation No 79. Federal Neg.Gaz. Year
1, No 19

197 |bid

19814, Article 9(11)

Id, Article 9(9)(d)

11914, Article9(9)(e)

"1 1d, Article 9(9)
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100k.m away from the head offit¥ The applicant must already be preparing divisional
accounts before consolidating thefh besides checking the fulfilment of these cormdis, the
VATP authorizes the tax authority to impose addiiloconditions which are deemed necessary
before approving an application for divisional stgation, or may impose different conditions on
a newly registering entit}**

As to the practical enforcement of the divisionagjistration, as far as the applicant met the
requirements provided under the VATRD, the applicatis accepted and the division is
registered separately. For the purpose of identgfythe branches the tax authority issues sub

TIN and create divisional accourtts.

3.5.5) Cancellation of Registration

Registered taxpayers may seek to exit from the Védime for various reasons. The process of
getting exiting from a VAT system is called canagtin or deregistration. Cancellation of
registration is not made in the sole interest ef tdxpayers; rather, it needs regulation. Under
the Ethiopia context, it is regulated by VATP, VAT&d by directive No 24/2001 which is
issued by ERCA for the purpose of calculating thiig of unsold goods while the application
for cancellation of the registration is approved.

According to article 19 of the VATP, the basic gmds for the cancellation of VAT registration
are the cessation of taxable activities by the gayer and the reduction of the tax payers’
transaction below the required threshold by the.ffw Both grounds of cancellation of
registration are the cessation of the requiremeftsandatory registratio. In other words, the
cancellation of registration is granted whenevez tlequirements for the mandatory VAT
registration cease to exist. The law does not sgghiang about whether the failure of the
previously fulfilled requirements for voluntary istgation is the ground of cancellation or not.
Can’t voluntarily registered persons cancelled f/dAT registration? Concerning this issue, the

law is silent. Practically, as discussed below ghectice only considers the termination of the

Y2 Oh %P PTG Tavg-h AANANT At6b2T4 AOb T 20 NAGoao I PO gvool, ¢ T C 25/20010719%
6(2)() (Unpublished)

B 1d, A% 6(2)(0)

1% council of Ministers Value Added Tax Regulations Cited at note 106,Article 9(10)

" |nterview with Ato Tensa Shelmo Cited above at note 65

Value Added Tax Proclamation Cited above at note 17, Article 19

See, The Mandatory registration requirements Provided Under article 16 of the Value Added Proclamation.
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business rather than the examining whether theplmwides any requirements or rtArticle

19 of the VATP says that “ceased to make taxahblestction.” What does cessation mean? Does
it mean the exit of the business? Or does it ireltiee shift of taxpayers business to exempt
transactions? As it is discussed frequently taxabtwities or taxable transactions mean in short
the engagement of registered persons on the sapgligoods and services which are exposed
for VAT or engaging in the supplies of goods an/ises which are out of the list of exempted
supplies under article 8 of the VAT, Besides this, article 8 of the VATP clearly praasdthe
exempted transactions. In the cases where a persgaged in the activities listed down under
article 8 of the VATP the law does not impose thégation of registration'?° So, the cessation

of taxable activities includes both the stoppagéhefbusiness by the registered person and the
shift of the registered person from supplying tdeafbansactions to the supply of exempted
transactions. In this case, the registered pessogruired to apply for cancellation of registratio
within 30 days of the date the person ceases t@n@dable transactions. The application of the
registered person shall be in writing, shall statedate upon which the person ceased to make
taxable transactions, and shall state whether drtinat person intends to make taxable
transactions within 12 months from that date. Tpliaation submitted by the registered person
will be approved if the authority is satisfied thla¢ person will not make taxable transactions at
any time within 12 months from the date of cessatibnot it will be rejected?

The cancellation of registration on the groundsedsation of taxable activities may be effected
from the date of the cessation of the taxable diets/or from the date of the registration if the
tax authority is satisfied that the registered perdid not make taxable transactions from the
date the registratiotf?

Concerning the practical implementation of cantieltaof registration by the reason of cessation
of taxable supplies, the writer of this paper psitgaestion to the registration officer of ERCA
and he replied that cancellation of registrationds granted unless the business is terminated.

This view is also supported the tax professionatscordingly, cancellation of registration is

18 |nterview with Ato Solomon , cited above at note 13

Value Added Tax Proclamation, Cited above at note 17, Article 6
Id, Article 8

Id, Article 19

2 bid

123 |nterview with Interview with Akreme Kemale, cited at note 81
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unthinkable unless the business is totally closed, the tax payers are discouraged by the tax
authority from claiming cancellation for registaii***

The other ground for the cancellation of VAT regsibn is the reduction of the annual turnover
of registered person below the required threshglthty. However, in order to successfully get
his registration cancelled, the annual turnovethef registered person must remain below the
required threshold for three consecutive years. Cimeellation of the registration on the ground
of the reduction of the annual turnover is effec&atting from the end of the accounting period
starting from the date of the application for calation by the registered persdf.Cancellation

of registration due to the reduction of the recaiitiereshold is not practically implemented. This
confirmed by the interview conducted with the régison officer of the ERCA and by the
private tax professionals. According to these imfants, the tax authority is not willing even to
accept the application of cancellation of regigtratinless the business person totally terminates
his/her/ its business. The refusal of the authdotgancel the registration has become a basic
fear of businessmei®

Cancellation of registration has two basic effedihese are the removal of the registered
person’s name and other details from the VAT regiand the imposition of payment of VAT

for the unsold goods by the previously registeredgns->’

3.5.6) Handling of Grievances Related to VAT Registtion and

Cancellation.

Dispute is natural in any transaction in generall am the case of taxation in particular.
Generally, in taxation there are two contradictamterests that can be the main cause for
disputes between the tax authority and the taxrgayiéese are the interest of the tax authority
to increase the revenue of the government by byaat#rpreting the tax laws in one hand and
the interest of the tax payers to escape the thgadion by narrowly construing the tax laws on

the other hand¥® This is true in relation to any tax in generatl &am VAT in particular.

2% Interview with Ato Fekadu Serage Cited above at note 70

Value Added Tax Proclamation Cited above at note 17,article 19(2)

Interview with Akreme Kemale, cited at note 81 and Interview with Ato Fekadu Serage Cited above at note 70
Value added Tax Proclamation Cited at note 17, article 19(4) and Value Added Regulations Cited above at
106,Article 10(5)

1B nFam A, “ 220 N4OTF Pod e 0T (R MIZAN LAW REVIEW , Vol. 8, No.1,( 2014) p.201
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This research has attempted to appreciate complgattaining to VAT registration and
cancellation. In the course of doing this reseaticd,researcher realized that the complaints of
tax payers related to VAT registration and cantelfe'*® Such complaints include, the arbitrary
determination the turnover of the business meregpister for VAT, the inclusion of exempted
supplies in the course of determining the annuahawer of the business men, the unfair
registration of small businesses for VAT, the reprective VAT registration, and the rejection of
the application of tax payers related to cancelfatire the basic oné¥ The issue, however, is
whether or not complaint handling mechanisms haveimp place in Ethiopia with regard to
registration and deregistration of VAT.

Both the VATP and the FTAP have incorporated pracedf appeal under section ten, article
40ff and part nine, article 53ff respectivel§* Accordingly, the VATP establishes three appeal
procedures for those who are dissatisfied by thesaen of the tax authority. These are the
review committee, Tax appeal commission and orgiimaurts**?According to article 41(2) of
the VATP, the aggrieved party has the right to apgeefore the review committee within ten
days of receipt of tax assessment notificatifiThe reading of this article clearly indicates that
the jurisdiction of the review committee is limitéal hear cases related to tax assessment only.
Besides this, article 41(1) clearly provides tlin jurisdiction of the review committee as on the
issues related to tax assessment, penalty andesnt&t If the party is dissatisfied with the
decision of the committee with issue mentioned,hias the right to appeal to tax appeal
commission within 30 days from the date of deciibthe committee or from the date of receipt
of the tax assessment notificatith Concerning the next appeal article 43(4) of theT¥Across
refer to Proclamation No 286/2002 that the prowvisicof the Income Tax Proclamation,
concerning appeals shall, mutatis mutandis, applgppeals regarding taxes imposed by this

proclamation’*® Regarding this issue article 112 of proclamatian 286/2002 clearly provides

129 |nterview with Ato Akreme Kemale, cited at note @®id Interview with Ato Fekadu Serage Cited abdveote
70. Both these interviewees and others confirmatittte seriousness of the grievances raised byaxheayers
related to registration and cancellation.

39 1bid

B! See, Value Added Tax Proclamation Cited above t& 18 ,Article 40ff and Federal Tax Administration
Proclamation cited at note 3 Article53ff

132See, Value Added Tax Proclamation Cited above at note 17, Article 40ff

Id, Article 41(2)

Id, Article 41(1)

Id, Article

136 Income Tax Proclamation, 2002, Art.112Proclanmabim. 286 Federal Neg. GAZ, Year 8, No 34
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that as any aggrieved party with the decision & #ppeal Commission may appeal to the
competent court on any matter of law within 30 dé&ysn the date of receipt of the written
decision of the Appeal CommissioH. This article limits the grounds of appeal on thetter of
law only®® On the other hands the FTAP is also provides aimibpeal procedure to the
previous income tax law. That is the jurisdictidrtloe committee is on the issues related to tax
assessment and the tax appeal committee hasppledade jurisdiction on the issues heard by
the committee .The jurisdiction of the court iscalgnited to hear cases which has legal issues
only.*%

In both legal instruments, there is no clear priovisvhich expresses about the institutional
frame works and the procedures of grievance hagdiglated to VAT registration and
cancellation. If there is no apparent provision ckhireats dissatisfactions related to VAT
registration and cancellation, what will be theefaif tax payers who are dissatisfied by
registration and the cancellation processes? @oimgethis issue, the practice of different
branch offices of the tax authority is not uniforfRor instance, the writer of this paper
understood from the interview conducted with thgalehead of the ERCA that as the authority
hasn’'t any legal power to handle grievances rel&beWAT registration and cancellation. He
recalled that the power of the review committeevgted that under the VAT proclamation as
the authority hasn't any power for the issue aidhfAhOn the other hand, the writer of this paper
understood that there are other branch officeqi®ERCA resolving such issues by the review
committee**'Such discriminatory approach is not acceptabl@éndpinion of this writer. Hence,
what should the remedy be?

Article 37 of The FDRE (Federal Democratic Republic&thiopia) Constitution clearly provides
that everyone has the right to bring a justiciabkter to the court of law to get a decistéh.ls
the grievances related to registration and cartomllaof VAT a justiciable matter? Is it

appropriate to bring such cases before a cousvws? We can argue that justiciable matter covers

27 1bid

% 1bid

139 Federal Tax Administration Proclamation Cited above at note 3, Article 53ff

Interview with Ato Belete Ahmed cited above at note 40

%1 |nterview with Ato Tensa Shelmo Cited above at note 65

12 constitution of the Federal Democratic Republic Ethiopia, 1995, Art,37 proclamation No.Egederal

—_—

140
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all cases unless the law provides otherdfd&his is clearly provided under Article 37 of the
FDRE Constitution. The FDRE Constitution gives mgutions for institutions which are
empowered to exercise the judicial functions by lthve** Following this constitutional base
different institutions are empowered to exerciseigial functions:*> Among the institutions
empowered to exercise judicial functions, the tagesl commission is the one. If we appreciate
the rationale behind this constitutional provisitime purpose of this constitutional provision
seems that to leave technical to expertise. Whercamee back to the issue at hand, it needs
expertise works because as it is discussed edHercauses of grievance related to VAT
registration and cancellation, in one or the othay, are related to the tax decisions. So, it is
better to incorporate in the first instance jurtsidin of the tax authority rather than leave to
ordinary courts. If this case is left to courtsmidy impose work load on ordinary courts and the
courts may not give sound decisions on it. But,dihence of both the VATP and FTAP on the
issue at hand does not mean that the tax payeesrtwvight to go before the court of law. As it
is discussed earlier, if a case is not given extydsr other institutions which are empowered to
exercise judicial power, such taxpayers must hheefreedom to take their case to the regular

courts since the right to be heard of citizensésmstitutional right.

" 1bid
%% 1d, Article 78(4)

> Such as the Labor Relations Board, Tax Appeal Casion, Civil Service Tribunals and the ‘Board of

Privatization Agency the basic ones.
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Chapter Four

4. Conclusion, Findings and Recommendations

4.1. Conclusions

VAT is an indirect tax which is collected at eatcage of production and distribution chain of
goods and/or services. This feature of VAT makesitmportant source of public revenue of a
country. Now days, countries almost all countriasenaccepted VAT to increase their public
revenues. Like the other countries, Ethiopia inticeti VAT in 2002 to enjoy the fruits of VAT.
However, without proper identification of taxablergons, the anticipation of significant amount
of revenue from VAT is absurd. Therefore, taxabé¥spns for VAT purpose are identified
through the process of registration. Though theterce of legal and institutional frame work of
registration for VAT is an indisputable fact in Ethia, it is fraught with different problems.
This research studied issues and problems assbeidte VAT registration in general by giving
special emphasis on the practical application @& tegistration requirements in particular.
Moreover, the center of attention of this reseamchk is also on the issues of the handling of
grievances related to registration and cancellatiwnVAT. In doing so, it has identified the

following major legal and practical loopholes.
4.2. Findings

Having conducted this research, the researcheideasfied the following gaps associated with

the law and the practice. Gaps falling under eatbgory are, therefore summarized as follows:

A. Legal Gaps

* The discrepancy of the terminology “taxable tratisa¢ in the English version of the
VATP and” taxable business transaction” in the Anthaversion of the same
proclamation. The Amharic version of the VATP enyald the terminology “taxable
business activities” while the English one useddtde activities. For the purpose VAT
the appropriate terminology is “taxable transaciomather than “taxable business
activities”, because VAT depends on transactioherathan commercial activities or
business motive. But, the non compatibility of teeminology in the two versions may
create a problem for VAT registration.
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The exclusion of rental of building from the categof business both in the CCE and
ITP on one hand the terminology taxable busineBsites used by the Amharic version
of the VATP, on the other hand, creates a problemMAT registration. Though the
governing law for VAT is the VATP, the cumulativeading of article 5 of the CCE, the
definition provided by the ITP and the terminolagged by the Amharic version seem to
suggest that rental of the building is excludednfithe scope of VAT. This is particularly
raised as a defense by religious institutions whegin and rent buildings to avoid
registration for VAT and hence payment of VAT sindee ultimate purpose of
registration is to secure payment of VAT.

The non amendment of the threshold fixed by tlyslator during the introduction of
the VAT. The data obtained from the Central StiatiétAgency of Ethiopia show that
the inflation rate in Ethiopian has at averageeased at a 16.65% per year from 2006
G.C to 2016 G.C. Based on this data, the 500,0B0ET 2006 is approximately
equivalent to 2,720,834.87ETB in 2016. In this redgaéhe experience of countries (for
instance UK) shows that the minimum threshold set\fAT registration undergoes a
periodic revision depending on the increase ininflation of the economy. The absence
of such practice in Ethiopia to amend the law basedhe objective economic reality
entails administrative burden on the tax authdsyydrawing small businesses in to the
sphere of VAT.

The adoption of various directives and circularsthy tax authority beyond its delegation

power. The tax authority issues different directiaad circulars which impose an obligation

of registration on businesspersons. This practidghetax authority is against the principle

of legality of taxation.

The absence of cancellation requirements for vwalynregistration. The law has in clear

terms  provided the requirements that must besfgadi to cancel businesses that are

mandatorily registered for VAT. These are cessatibthe taxable business activities and

failure to meet the minimum threshold requiremémtcontrast, the law does not state the

prerequisites that must be met to cancel volugtaedistered businesses.

The non existence of legal provisions which govgnevances related to registration and

cancellation. The VATP and the TAP have incorpatgteovisions which can be used to

handle complaints pertaining to tax issues likeess®ent, penalty and interest. In contrast,
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the VATP and TAP have failed to embrace provisiwhich can be instrumental to entertain

grievances raised in relation to registration aadcellation. Consequently, parties that have
complaint on the registration and cancellation psscmay take their case to the court. This
will in turn create a challenge on the courts wheectiertain the case as the issue is more of

technical and challenging for the judges to comenelthe matter easily.

B. Practical Gaps

* Merger of exempted and taxable transactions. Theimed threshold for VAT
registration is determined by the assessment oftalkable transaction alone.
However, the practice on the ground is contraryht law. Practically, the tax
officers fail to distinguish the difference betwettre taxable and the exempted
transactions. As a result, the tax officers wrofigfuse the summation of both the
exempted and the taxable transactions to fix tlgpired threshold for VAT
registration. This emanates from two reasons- d@uttk of awareness on the
essence of the law and the sheer interest of theaw#hority to register more
persons for VAT without giving due attention to whize law provides.

* Lack of proper enforcement of the VAT registratignovisions by the tax
authority. The VATP law is not uniformly implemedten all taxable persons for
various reasons. To begin with, due to the improgesessment of the annual
turnover of taxable persons, the tax officer in sotircumstances may lower or
raise the turnover of the taxable persons. Thisitese unfair competition and
arbitrariness by including persons that do not ifuér VAT and in contrast by
excluding persons that may attain the requiredstiolel. The other instance which
manifests the inconsistent application of the lae failure of the tax authority to
register religious institutions for VAT. In mostses, these problems do have their
source in the shortage of adequate knowledge asanaéerstanding of the VATP.

* Approving voluntary registration without checkindet fulfilment of the
requirements provided by the law. The law has plediclear requirements for
voluntary registration; but, the practice showst ttiee tax officers accept and
register anyone who is willing to register voluiliar The downside of this

approach is that it invites anyone to get registere
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Based on the above findings the writer of this papees the following recommendations.

4.2. Recommendations

* The revision of the VATP provision which talk abdakable activities in the manner which
retains the consistency of the Amharic and the iEhglersion is necessary.

* The VAT law should be revised so as to clearly riefits scope of application thereby it
will be possible persons that are required to estered for VAT.

* The frequent revision of the threshold fixed foe thequirement of VAT registration
depending on the increase or decrease inflatiom oatthe country should be practiced
regularly.

« Establishing a system which controls the legalftthe directives and the circulars issued by
the tax authority is mandatory.

* The incorporation of provisions which regulate ttencellation of voluntary registration
whenever the VATP is revised is important.

e This writer recommends that the incorporation obvsions which regulate grievances
related to registration and cancellation when tAg'N is revised.

 The awareness of officers of the tax authority the¢pto the requirements for VAT
registration (by focusing on taxable and exemptgapkes), the purpose of registration for
VAT and cancellation of registration.

* Adoption of guideline documents (may be in the fahpublic advance rulings) by the tax
authority which should be followed by the tax asses whenever assessing the annual
turnover of the taxable person is necessary.

* Enhancing the enforcement capacity of the tax aitthan VAT registration and

cancellation through training is advisable.
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