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ABSTRACT 

A4o,\"/ (?/":he guvcrJ7Jl1el1/s ' revenue is ge,11c1'a ied./roll7 fuxes. II can redistrihute soc/ell ' 's ,1'co/lh 

hy imposing the lax hurden OJ? (Jne group in order io .lind sCI'Pices Jr),. (ll1()fhl'I' , '{'are,,' (1/'(' 

classified inlo Iwo : Ihese are direcl and indireCi laxes. Direcl lares are direulv rel{llc<./ 10 Ihe 

lax Iwyers where as indireci laxes are paid hy un individual Ihmllgh jillrchase of goods ami 

services. Value Added Tax (VAT) is O'1e oFlhe indirecf laxes. II is a lax lin cllnsllIlI/'/ionl(,I 'i!'d 

11'herever the value (?f gooe/s ol1d services increase as they charge hands ill COltrS(' (1/ 

pmdllclilln, dislrihlliion {lnel/inal sale 10 Ihe COnSlIlI1er. The vallie added til (,lIch .I'I(I.~C 01 

I)mdllclion is Ihe difference he/ ll'een Ihe sellers' cosl/ilr lIIaleriols ond IiiI' sellillg I)rice. /'. i r 
is 1I key source (~lg(}l lernl11el1r rel'el1l1C il7 most (?/Ihe no/ions. so ;/ is ;lIJll/eIlICI}/Ct! ill /I/(/l1\' 

developed as ",ell as del'elopillg cO llnlries. The ./irsl prol)o.ml of I ';1 T elllaged ill riw/n' ill 

Ihe 1920 and IFas recognized in 19-1II Mosl oj'the developing cOllnlries oFlhe mil"" ",lo/J/('<i 

Ihis lox dllring I 980s lind IY90.I'. COle d'lvoire is Ihe/irsl A/i'ieun CIIIIIIIIT 10 inlrodlice V;/ '( ill 

1960. 

VAT has heC( )fne 011 indispcnsohle compunent (?ll(fx re/()I"IJJS in de l'l' /oping cOllntn°C's. F/ll i()/J ;rr 

has a/so ill1/J/elllented t/,,·s tax pri!1lorifJ' to rorse "/OfT r('remr£'. 1Il()t/crni: in,".! r{v lar 

administration ({nd encolfrage il1l'estmen/ and trade. Ethiopia's/a.\" re.!iJ/·1I1 eJ"ogro!11 /wx 

inlmdllced VAT since ./anllw)i. 2003. Tax re/ilrllls inc/llde changing 1}(Ilicies 10 ({(ldres.1 

insufficient rel'entle, 10 correct distortions thai red"ces econolll ic I!"(, //l ln' (lild grol l't/,. (II" 

measl/re to redllce ineqllolities. Till! lOX re./hrll1 has tiro comp(}nents · ()l'L'r//(IlIIiJ1.!!. ojlhe to.\· 

legis/ation and illl/Jl"ol'in,{!. (he lax (({/minixlration. 

I ~ I r is 0 lax s., IS/('I1I (f iliI/IUs rep/{(cL'd soles Iu\" in Flh;OIJ;O {lild il Illrs IItJtJli('d (/ Ifl/i/o,., ,, {"(fI (' 

(~j" /5% on l}JoSI C{)JlSlflllPfi()11 goods ({nd serl';Ccs. l11(' replaccd so/es Ill.\" ll ·(/.\ co/lected Oll/.' , { If 

llie I)oinl 0/.1'01('.1' . liS Ihe reslIll (I/Ihis il has a "ollhle iOxalioll /iIiX (,<1.lc,/(I,l/g e(fecf) 1111" I"I<! 

s(''.'ere /(Ix ('l 'asioll 1)I'IIM"lIIs. 1':1 '{ Oil Ihe olher IlIIlId is "1'1 )licd Oil II", '.'111111 tllit/e" !-'!I ('II( Ii 

sluge nj"/)J"(}(llfClioll, hcnce 1I '(J{r/d so/n' Ihl' fur ClIS("tIl/il/,1!. out! r('t/ucl' it, 1"\'(/\;"11 11"illl ifs 

J}/()(/ern Odlll;JJ;slr(lI;()1l .,:rs/clIl. 

\ · ,11 



A Ihreshold of halF a /IIilliol1 hilT is a level above I!'hic" r"f.islrulion.l'''' " 'IF iI' leg""" 

COIl1PUI.IWY, hula colegOlY oFlaxpo),ers Ihoirall heloll' Ihe Ihreshold are regis/('/ 'ed lor n r( 
VAT is collecled 01 all sloges in Ihe Ii/'{}clilclion ol1d disirililllio,., Ill'IIcess h,..,:i",.,ing ,;-;,,, 

importers and producers raw IJloleria/s tmd credils the .filial COI?SIIII1CI'S. l llllike ,lie J"'/!i{'," 

sales lax VAT is a limad hosed lax I}/(/I is imposed 01 differenl levels o//i/'odllcrion olld 

dislribillio/1. VAT is Iw)oh/e iF Ihere ore sllfJplies Illade in Erhiol'io, II",de hv (/ lUxohle 

person, made in Ihe cci'/lrse or lilrlherance of a I)/./siness and is nol ,I/iecijicolll ' e,H'lI lpled "r 

zero I'Oled. 

the sllrvey of Ihe sllldv indicales Ihol VAT implemenlalion in Uhiopia li/ced di/lerenl 

challenges, Some of I he challenges I/re : adminislrol iOIl inejlicienc)'. III iSll",lersl (/l1di 11.1' or 1/)(' 

fiAT laws hy some business comlJ7uni/ies, res is/once ((gainsl regi.\'/l'olhJll (~r SOlll(! (radel'S. 

lilil"re 10 mainlaining hooks oFaccollnls, underslaledjinoncialslolemenls, and nOIl-i,I'SI/(/lIce 

(!i'invoices has heen exercised hy VAT registered person Pol'/icu!orfv Oil s{f/es Illude Ol1jillU! 

COIISlllner. Non-issuonce a/illvoices is practiced in \'oriollsji)rlns: !J1'()Pitlillg options /0 Iheir 

cIIsIO'lIers 10 choose helll'een sales I!'ilh VAT and sales ll'ilholll VIII' il1\'()iCG, Ilril1l 1/1/(1 ;lS/' 

idenlical VAT invoice olle regislered hy Ihe fOX ojfice and Ihe (l11,el' 11111 regislered "Is IIII' 

resilil of'lhesC' cIIl1slrail1ls Ihe implemental ion of VA')' in ElhiofJia cOliid 11111 he ('jlecl il '<'i .. 

implemented and achieve ifs ()/~ieclh·es. 

The sll/dy o{lhe sliney indicales Ihal 10 alleviale Ihese conslroil7ls llie 1''1RA l)(Is /II/(('II SOl//(' 

measures. These measures include: strengthen ifS lar uc/lllinis/I"o/iol1./ifIlCliol7s hy dc/ego/ion 

oj" regioll/cily adllli;lisfroliul1 . ./iJrced i'c,v,';sfl'al;OI1 .fiJI' 17(}11-~()JJ,pt;{/nc(' (,1l/er,}F;s!'.\' . don/, - (0-

door checking lI'cre mode /0 itfenl{fj' those who shol/ld he regis/L'l'ed hlfl IIO/,I'!'I registerc:1 liJl ' 

I '/I r in/el1sil'c {/1\'(fl"elleSS program hOl'e hC(,1l e()/u/lfe/ec/ Ifsill,!!, 1I10SS fll(,(/;U. Sl'II/iIlUI'S (flu! 

11'()l'kshojJs 10 disseminate il!/hrJ/10fioll ond fO increase !II(' UII'(f/'('J/(,ss rd 'he hIfSil1{,s,\ 

C(}IJlIlJllI7il.l'. f//('re.!r}f'c Ihe rIRI! should conlinue to slrell,!.!.'''''" ifS udlllil1is/l'ulh)J) C(!/}(Ic;/.l' II! 

r . Clfl'\'(, Ihe I'rohlems Hill.! (fchiel'(! -if.\' oly""clires, ({nt.lllle husill(,s'\" ("()IJJlIlIIIJill' x/wult! alsf} OhCT_ 

{II(' c"rren{ 1'. 1 r rules uud re,t:.lllali()I1S" 

1.\ 



CHAPTER ONE 

fNTRODUCTION 

1.1 Bacl<gr'olllld of the Study 

Government must have fund s 01" revenue to pay f~)r di fferen l IlCl i v it ies, !, 
generates some revenue by charging fees 1'01" the services they prOliti e, such liS 

entrance tees at nmional pa l'ks or toll s for usi ng a highway, h()\\('ver most 

government' s revenue comes j-j'om taxes , Governmen ts usc ta,'( rC\(,l llI es to pay 

so ldiers and poli ce. to build dams and roads, to operate school s and hospital s, to 

provide food to the poor and medica l care to the soc iety. and otilCl' pu rposes , 

Ta xat ion is the most impol'tant source of revenues 1'01' mociel'll gll\Cl'IlI llents, Thc 

remainder of government revenue comes hom borrow ing :In<.l liolll chal'g in ,!..' 

fees for serv ices, Countl'i es differ considerably in the HIllOUIlI' oj' t:lxes the v 

coll ec t. In addition to us ing taxation to rai se money. gove l'lllllcnt Ill;! )' rai sc (1!' 

lower taxes to achicve soc ial and economy objecti ves, or to ;lchic\'C j)oliti cril 

popularity w i th cc rtain groups, Taxation call redistribute soci et\ ' s wea lth LV! 

imposing a h eavi ~I' ta:\ burden on one group in ordel' to tind sen'iccs il) r 1II1OthcI', 

Some economists cOll sidcr taxat ion as an impol'tant tool lor m:llnla lnlng Ihe 

stability ora coulltr\"s economy , 

Taxcs are norm,Jl h ' class ij'ied as direct and indil'ec t. Dii'cct t:I.\CS :11\.' icvic'd on 

the income, profit. cap itnl ga in and wealth of pcrsons and c() lllpan il's, Illc IllO,:t 

we ll known dil'cct 1:1 :\ being personal income tax, 011 Ihc ()till'l' !J:I:Ili. imlircl': 

t8xes are levied on ll'ans8ction s. goods and serv ice .. Iwt clil'c.'ul \ il l1!)()Sc'<! nil' 

cOlll p8nies ami i lldi\idu8 ls, V 81L1c Added Tax (VAT ) is OllL' o !' thu,;c imlirell 

I;l xes , The \1;11 LI e acl cl cd ;11 e:lch siage 01 ' productioll is the dilTercncc hc·twecn il1,­

sc ller 's Illalcri al lusts :lIld Ihe se ll ill g price, III essellce, a VAT is ,iu:>1 ;1 gCllcT:;; 



sa les tax that is collected at multiple stages . VAT is a key source or govc rnmcnt 

revenue in most oftll e nations. ft was introduced in more developed COulllTies of 

Europe and Latin America . The first proposal emerged in Fra nce ill the 1920 :lIld 

was recognized in 1948. The deve loping and transition,ll economies ;ldopted til t' 

tax in the 1980s and 1990s. Cote d ' ivo ire was the lirst Afl'i c3n countn ;,j 

introduce VAT in 1960, 

Since taxes are important sources of pub li c revenue, the governmcnt 0 1' t::thio[';;, 

I'ecogni zed the need to overhaul the tax legis lat ion and to st l'cn."rhcn lhe 

admi ni stration CalJac ities of the Federal Inland Revenue Authmitv (F IR A) and 

the Regiona l Tax Administrations, Consequently, the government devised the 

tax refo rm program as one of the key initiati ves un der its national capacity 

building program, The tax ldorm measures are designed 10 encourage local and 

di rect foreign investment and to increase tax revenues through thc cst~lblishlllCl1l 

of a broader tax system and ensuring equi ty, fa irness, consistency ;lI1d honcsl\ iil 

the admini s trat ion ol' th e tax laws in the co untry, 

Although the Revenue Sector Reform was thou ght to be commcnced in !\ L !\' 

1999, the government acknowledged that it had been burdcI1Cd Ilith deLII ;: 

during the first two yea rs, During the l'cst ru cturin g of the Lthiopi;lll ",01 cmme'lIl 

in 200 112002,one of the chan ges included the upgradin g or the l~cI ' l'nuc 80;11'(1 

to a Mini stry pf Revc nu c(iVlo R) , whi ch become l'es j1onsihle It)!' d ll'cctin", 

supe rvIsi ng, (ontroilin'" ~, cV81 uating 8nd coo rd i nat; ng the three reven Lie 

inst itutiol1s:thc Feelera l Inland Reven ue H\ uthmitv( I' IR !\).li1elliliopi;!Jl , 

CustOIllS Authority([CUA) 8nd the Nationa l Lotte rv /\lirninisll';ltillI1 :lllli !i'l 

cnh anc in g till: I'CVe;lLIe j1 rognl lll ,The Mini stry Imide signi licillt i'I"''.'.I'CS:' '" 



implcmenting the t~x reform component or the prog:-nm in a re l" tl veh' shm, 

tirne , 

Ethiopia's tax ref0l'l11 prograJ11 has introduced VAT at the ratc o r I 'i(~';) (I i li ecn 

percent) on January I, 2003 to replace th e sal es tax proclall1aLion th at pmvidcs 

exemption for basic necess iti es and domestic transportation and ze l'll 1"lting 10 

encou rage exports and capital in vestments, Subsequent to Ihe in trml uCl iol1 (,: 

VAT, addit ional exe mpti ons were extended to bas ic roods , ,IL'I'icul ll!r;;1 

feltil izers and to othel' products, Unlike the sal es ta x VAT p['()"idcs relicl oi'lAX 

on al l busin ess inputs, including capital goods and business ex penditllJ'cs ,111',1 

will provide fu rther business incentives by zero rating cx ports and lile' 

international transport of goods and passengers, Since dOll1e-stical " pmduccci 

goods relieved of VA T, th ey will be mOl'e competiti vc I\'ithi n illtc l'l1ati on,Ji 

markets, 

In our VAT systcm <1 thres hold of half a mi lli on bilT is a ICI'c l above wh ich 

registration I' OJ' VAT is lega ll y co mpul sory, The tax payers below Ihis Ih l'esho id 

are mostl y eng8ged in sm811 business of di stributions of goods ,1n d rl' mlerin!2 01' 

services ,A c8tegol'Y o r taxp8yers that fa ll be low th e thresho ld llsu,dh 1i"lll ';: ""l 

goods on whi ch VAT is at ie8st once paid, Moreove l', tUl'l1 01l'I' 1,1X Ih ;lI C; l'I\' , ' S as 

equal ization sc hc lll l' h<lS bee n 8pplied together with VAT. 

rhe purpose or Ihis thcsis is to descri be thl' practi ces of \' /\ T ill Iclhi op i;;, 

identify 8nd il1l'csligate the possible prob lems lo r the ado plillil. ill1pic'll1l' l1 t,llioll 

,1I1e1 l'l'comml' lld S(llllllOllS 10 hc lp the success ti. ti achi cvclllC lli nt' V;\I " hjl'c li l'l' s, 



1.2 Statement of the Prob!e;11 

The V AT Proc lamation No. 285!2002 was issued on 4'11 Jul y 2002 by the l'ou nci I 

of People 's Representat ives to beco me into app li catioll as of li rst .January 2003. 

The Proclamation has 13 sections and 66 arti cles . Accol'ding to this 

proc lamation taxpayers are those perso l~s registered or required to he I'c'",istercci: 

persons carrying out taxable import of goods to Ethiopia. ["Iosl business 

transactions in vo lve supplies of goods or serv ices . VAT is pavable i I' they I:I 'C: 

supplies made in Ethiopia, made by a taxable person, made in the co ul'se 01' 

furth erness of a business and are not specificall y exempted 01' zero-rated. 

Acco rding to Article 22 orthe VAT proclamation al l persons registe red lor V AT 

are required to issue a VAT invo ice to the person who receives tile !2()Oc\S or 

se rvices. There are cases where a receipt or simplifi ed form of \'.\1 il1loices 

rnay be used depending on the va lue of transactions imoln:ci. Th ose 

unreg istered do not have the ri ght to issue a tax invoice. 

VAT is a tax on the tinal co nsumption of certain goods ami scnil'l's. !lut It ;,> 

co ll ected at every stage of proc\uct ion and di stribution, Vi\ T i, C'il ihcred h" ,:!! 

entiti es providing taxab le goods and services and imposed \)Il .;alcs to ,l il 

pu rchases, A business 1irl11 ca lcul ates its VAT liability by the \'/ \T I'ate, It i!: 

then permi tted ro offset its V /\ T liability by the amount or V I\T IXlici ['o r it s 

pUFchases or gooels and se l'vices,. WithQut any inelucedprociucllol\ illci'lic ienc), 

0 1' cascadi ng, ZI I1wlti-s18gc nZlllll'e of VAT illlpli es th;lt tllO i"';ll url's ~m: 

illl po rlZlnt to ensul'e that it is intendeci only <1 tax on conslIlllptiol l. 



m cascading, a multi-stage natu re of V AT implies that two lCalmes <Ire 

important Lo ensure that it is intended on ly a tax on consumpti on, These jeatt,res 

or VAT are: Elt each stage, net tax must be payab ie on ly on d i lre !'e t~cc helW"','11 

sa les and purchases, and no breaks in the VAT chain, Under V /\T, ou iput l<;: : ;s 

cha rged at each stage of production irrespecti ve of the use to wh ich it is pu t t (" 

ensure that only li nal consumption is taxed, The tax on all goods and serviu'5 

subseq uenti y used as i! lputs to production must, in efiect be t'efund ecl tt' 

purchase of those inputs, a VA T with unrestri cted creditin !~ 01' Ihi s 11'11<' , 

inc luding of tax on in vestment goods plll'chase, 

The introduction or a V 1\ T can fac ilitate a substant ia l im prove ment in overall 

tax ad mini strar ion , and indeed adoption of the Y AT is ol'len scc as an 

opportun ity fO l' ovel'all tax ad mini stration moderni zation , Thc inlmduclion oi 'the 

tax, however, has occasiona lly d isrupted the fun ctioning 01 1m C:\I SIII ',!" 

ad mini strati on because of inadequate preparation and m ill- ~ dl 'is:ed 

imp lantati on divi sions 

The major act ivities In VAT admi ni strat ions are idenli I'y ing taxpa vc,':: 

processing return s, controlling co ll ections, makin g refunds, :Iuclil t;l:\ lxlyers an d 

levying pena lti es, The olil er pa l'l or VAT ildmini su'a tion is ;ISSCSSIlll'lll Oil V /\ I' 

e,'(ecution, Thi s include , icILnt il 'yi ng taxpa ye l's lind IiI'( cI ';ldcs II, \\ " il :ls ' lhe 

reg istered "nd ulll'egistCl'ed lilxpaye rs alllong the busin ess cOllllllunitv, it j'ol lclIIs 

that the concc rn ed tax ;llIthoriti es would t8ke lega l mCilsures ,I(':lIiI 15t people who 

do not cOlllpl y with thl' V 1\1' Inw" For examp le, one th os~ wlw co nccal illl 'oi ces, 

,lIld engaged ill illi ci t busill l'SS transaction s, It is not 011'" till' Ili ithol'itic s li lt \ 

shou ld be rcspollsible ill asseSS lllellt 01' c:\ccuti oll or VAl' hili tile: L'0 I1 ,<; 1~1 1WfS 

thclllsc ives hal'c ;1 kl'\ ' role to pia l' , 



One' of the m2..J or decI sions that s hou ld be taken in preparat ion fo r the 

introduction of the VAT is a cho ice of organi za tion and orgJni zatio nai changes 

to adm ini ster the VAT, staffing requirements and staff trainin g. in sonle 

countri es, customs organizat ions are ass igned to administer the V AT in othe rs 

eithe r they esiabli sh a separated organization due to their con viction that th c 

modern nature of the tax would make it diffi cult to admini ste r by th e ex istin C' 

conventional and some what antiquate methods, or integrate it w ith th e inc,,;;; ,' 

tax ad mini stration taking into accou nt, bette r plann ing and coord in ati on nt' 

enforcement efforts and use of current tax audit expertise . In others, if the lax 

ad mini stration is organized by functional lines and a general sa les tax W,I S 

previously in force, a VAT unit shall rep lace the sales tax unit. In the E thiopian 

case; as the FIRA was not o nl y organi zed along functional lines, setti ng lip d 

specia I V AT un i tin FIRA WdS a necessary. 

A long this line, th ere were efforts to des ign th e organization s tl"l1ctmc :.mci to 

determine the number of staff to be trained and deployed. Some have been taken 

from the ex-sales tax unit, so me have gone from the tax refo rm program anci lhc 

Mini stry of Revenue and so me have been newly rec ruited. At present the new: ' 

introduced Va lue Added Tax is admini stered by a newly estab li shed de pdrt l1ll'lil 

located at the Mexico square and some bran ches in th e co un try :lIld h\' {he. 

Eth iopi a n Customs A uthori ty . 

. V AT is co ll ec ted by th e 17 IR A, . V AT dcpartment . in .Ad di s Ab:lbn and I!S 

hrnnches and at custom stations of the Ethi opinn Customs I\ut horil\ :It 

importnt ion 01' goods. When th e VA T is not pdi d accol'dingh FI R/\ \\ill (\11h li se 



the powers for uncollected tax, F IRA Illay ~e i ze property to co ll ect the ta~: du '~, 

Tile seized property cou ld be so lei at pub lic auction, 

S ince the VAT is a tax th ilt is leviecl on the conSUlller, it does not co nst itute a 1:1,\ 

on business , In e fl'Cct, a registered V AT taxpayer is chal'ging anci collect in g 

I'u nds th at are being held in trust 1'0 1' the governillent before be ing I'emitted to th e 

FlRA, Howeve r, the FIRA did ex peri ence the types of fi-audul en t activil ies thnt 

have been cOllllllon ly encountered by lllany countri es whi ch ha ve illlJ'Oduced 

VA T, Such fraudulent act ions dcny the country its revenue enti[lcmcllls; crC:ll C 

cO lllpetiti ve inequa liti es in the bus iness environlllent and wO I'1; [0 [he det rin1<'I,1 

of the honest busi ness tax paye rs, Even though intensive ed ucat ion program ims 

been undergoing by the tax adlllini stration, there are var ious [1roblems Wllll h 

I'cs traint fo r the illlpl ementation 01' VAT in the country, 

Therefore, thi s thes is allllS at exa minin g di fferen t pro bl ems :!ss(lci:lted with 

practices of VAT which affects on govel'llment revenue and tries 10 answc: r Ille 

lollowing basic I'esearch quest ions: 

• Do the business com mun it ies know the VAT rul es and rcgulation s 

properl y':> 

• Do the busi ness com muniti es pedOl'lll the il' bus in ess acti vities Oil 

Ih e basis of the ClilTent V /\T l<1ws') 

o 

• Does th e adm inistration capac ity ofF IR A st:-ong e llOLi gh 10 cO]l\I"olli1(I:;', 

noncolllpi iance and del inqucnt t<1xpayc I's'? 

• I-lave the implement:llion oi' VA T in [t hi opi :l met its Oicl,iCl'iil cs [11"O[1erl\ ' 

:llld enCOLl rJges lor the growth of in l'l'st melll <1nd expo;'!'.' 
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• What are the problems that hinder for the smooth implementat ion of V /\'1' 

in Ethiopia? 

• Does FIRA has taken some measures to a ll ev iate th e pro bicill s ol' those. 

obstacl es For the smooth i mplcment3tion of VAT? 

1.3 Objectives of the Study 

T hi s th es is attempts to examine and 8nalyzc the practi ces ancl probleills 01' V:iluc 

Added Tax o f Ethiopia with its llIain issues of tax aclmini str8ti on Ii-o m it s 

in ception to present day, Thi s gives so me ins ight to po li cy makers g iving closn 

attenti on towarcls tacklin g of the abo ve mentioned problems by pl'O viding the 

appropriate so lu tions, 

S pec jj~ ea ll y thi s th es is tries to addl'ess the fo llowing issues : 

• To assess whether th e !8X paye rs do their worl( with the co mpi i:lncc of' 

the current rul es and rcgul 8t ions or the V AT, 

• To assess whether th e implementation of Value Added T :IX I18S met it s 

objecti ves of ge nerating more 

in ves tment and expon, 

"overnment ,., revenu e, encouragIn g 

• To idcntit)' basic probicill s thosc hin der th e illlplelll ellt st lO I1 oi' V:ti uc 

Added Tax in Et hiopi n, 

• To pl'c vide alte rnati ve soluti ons to tackle identi1i cd pm hlems :mel 

lac ili tatc the imple mcn tat ion o r Va luc Add ed Tax , 



1.4 Significance of the Study 

An effective and efficient collection of tax is important fc)[" the eco nomi c 

deve lopment of the country. Because if effective and eftici ent ta x syste m I:: 

implemented , there is an i nC!"ease of government revenue, wh ich hel ps to It Ii [ '! .; 

the socio-economic needs of the soc iety. The VAT Department of the i·1 R/\ (II'J 

a very commendable job in introducing the ne\v VAT proclJmJti(JIl Ull .IaIlU :ii~· 

I, 2003 through the conduct of an extensive co nsultation p["()cess with tl .. _' 

stockholders, comprehens ive taxpayers' education and informcllion prugrlll11 :lld 

an effective taxpayer's registrat ion program 

T hi s thesis, therefore, attempts to serve as: 

• WOLild enabl e the I'eader to observe the econom ic importancc oj \ / AT. 

• It may Li se to be added in the meager information that we htl\ 'C 011 Ih:.: 

implementation of the Value Added Tax and its challenges . 

• It provides the way for other researc hers who wanr to 111:lke fml hn 

in vest igation In the area of VAT and to conduct detail ed reseclrches ( 1:1 

th e issues. 

• It helps to illlp["()ve the knowledge of the reader 011 the llelV I'eplll l'ed 

VAT. 

• WOliid enable the Fednal Inl and Re\'enll e Alithol'itv ttl "hscrVL' i \()\\ tl,,: 

V AT deve loped is used as J measme of the ir SliCCTSS. 

• It may serve J j-an additional soul'ce ot"reference. 

I) 



!.5 Sco pe of th e Stuct~ 

Thi s thesis dcals with the analysis of Va lue Added Tax practi ceS and pl"O bl el11s 

in Federal In land Revenue Authority of Ethi opia, whi ch covers tllC pCI·iod i"l"Om 

its inception i.e., the introduction of VAT in Ethi opia (200:;) ;0 2006/07. ille 

data used for the an~liy s i s were gathered /"i·O Ill val· ious dCI"II·tllll'lll ~; "I· rhe. 

Min istry of Re\·en ue and Federal Inland Revenue Authority. I\ml also it 'ISS<'s\·e:1 

some VAT I·egisterect taxpayers in Addi s Ababa c ity. The pmposc 01· Ill::lki l:" 

general anal ys is is to show how the FIRA has practiced thc \ ·, ilue /\c1 ded l,lx 

and the way to a ll ev iate the prob lems at the time of implelllenwrion . Since il ;$ 

diffi cult to eo\·er the \\·hl) le VAT registered taxpayers, duc emph;l s is i:; g ivell lO 

some Addi s Ababa V.-\T l·eg iste lTd tax payers and eiliploYC6 01· 1·1 1\. {\. Til l: 

researcher belie\·es th at so me of the Addi s Ababa VAT payers al ;(\ c lllp i()\'e e~ "i· 

the authority ::lIT rep rcsentin g IllOst of the V AT payers ::lnd e mp: ll\l~ eS 01 · 1·1 Ri\. 

1.6 Limitation of the S tud y 

I\c!equate and rcliable ill lerillation is impo ltant to undertak c l\ll\ killd " 1· ~(J I·Ve.':I 

1)I·ecaut ions \\cre t ;l kel~ in des ignin g the qucst ionn ::li rcs III ,I\ ·oid bias ,,? 

MO I·eove l· , bl·i d ing \\ ~IS g ivcn :Ibout the pU lvose of the <;Iueh . ,; Ild e:\I)I; lIl ~llion 

\\I,lS glvc n .on somc· qucst ions . However, unwillingness ::lllci c;\I·clcssllcss 1"["(11:.; 

some responcieills while lilli ng the qucst ionnaires we re the shorlcoillillgs lh il l 

we rc ohserved tlmillg dillil co ll ect ion. The other COll st rililll (ll· ,llc· s!lld\ \\-c'I"'-'. 

s illec V AT is rCl·clllh Iwp pclll:d phellOIl1Cllil cilo ugh l·c,Il-I·l'llee' IllillcTi :IIS \\ l ·l l ' 
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not found regard ing VAT practices and problems in federal Inl a nd Re\-enue 

A uthority . In add ition to these there were time constraints in conducting of the 

study. 

1.7 Research Des ign 

A research design is the spec ificat io n of methods and procedures of acquiri ng 

the information needed to structure or solve probl em. Si nce to I'incl suflic ic nt 

a nd re levant info rmation about the topi c, the study is used a desc l'ipti ve (\pe 01' 

research . T hi s is because it is important to portray an accurate pro l-i le of person~;, 

events or situations . 

1.8 Sample Design Procedure 

A samp le des ign is a defin e plan fo r obtain ing a sa mp le from a g ive n population. 

rt refers to the technique or the procedure the researcher would ;]liOPl III 

se lecting items fo r the samp le . It al so lays down the numbe r (lj" itcms to be 

inc luded in the sample i_e., the size of the sample . T he sampl e s ize is go\"(~ rned 

by the total populat ion [i-om which the sample is drawn . The type 01' population 

fo r this thes is is employees of F I RA and V AT registered taxpayers . 

Two types of sa mple design p rocedure were adopted for the SUI'\T \_ Th: !i! '!:' 

ty pe is select ion of sal11ple of e l11p loyees of FlR A while the se'~ond type is til" 

se lect ion of VAT I'egi ster~d taxpayers w hi ch inc ludes Large Ta xp8vcrs Ol'lice 

(LTO) w hose a nnua l tumover is grcate r than or eq ual to 5 l11illion Flin-. _\ddi s 

Ababa bran ch V AT registered taxpayers w hose annual turno ver is less tlwn 5 

Ill illion Birr and So le ProprielOl'S VAT reg istercd ta xpaye rs which include ,; the 

II 



individual VAT payers. LTO and Addis Ababa branch office V /\T registered 

taxpayers include business orga nizations like share companies, pa rtnerships. 

joint ventures etc. w hil e the indi vidual tax payers are under the Sale 

proprietorsh ip. 

Th e type of sampling to be used for the researcher is strat i1ied samp li ng 

techniques, especiall y di sproportionate stratified sampling for both Employees 

of FIRA and VAT registered tax Payers . Stratified sampling fo r e mpl oyees was 

used on the basis of their occupat ion and level of education. The second stage, 

the se lection of V AT payers from each sample tax payers, is a lso used stnlt ii'i ed 

sa mpling, as L TO, Add is Ababa Branch tax payers and Sole Propri e tOl" V A T 

payers. Stratifi ed sampling fo r L TO, Add is Ababa Branch tax payers and Sale 

Propri etor VAT payers is app li ed on the bas is of their income leve l. 

C urre ntl y the tota l numbe rs of empl oyees of FIRA in the th ree ofl'i ees a re 252 , 

T he e mployees are graduates of Accountillg, Economi cs and the Manage ille nt 

profess ion . Amon g th ese 80 (32%) e mp loyees are e mployed in LTO. 50 (20%) 

e mployees are e mployed in VAT Department and 122(48%) e l11ployees a l'e 

e mployed in Add is Ababa Branc h office. The size of the samp le is 19(38%), 

2 1 (26%) and 23( 19%) ti'o m VAT Department, L TO and Add is Ab8bn branch 

respec tive ly. And th e total num be l' of VAT reg istered tnxp8yers in the three 

c,ltegori es of VAT pa ye rs arc I I. 276. Out of the total V AT [lilVCI"S. ~ 1,,)( 14%) 

al'e L TO V AT IXlye l's, 6000(2%) V AT payers a l'e /\ ddi s /\ h,lh" h"illlC h ,1110 

4762(2%) a l'e Sole prop ri eto rs of 

V AT paye rs . For mOI'e det8i I see tables 1,1 and 1.2 accordingl y , 

12 



Tab le 1.1: Disproportionate Stratified Samp lii1g ofEmpioyees of F!RA 

Stratum N umber of Proportion of Sample I Sa mplin g I 
emp loyees tota l Size I'rnc tion I 

Emp loyees employed 50 0.2 19 19<yo i 
! 

in V AT Department 
Employees employed 80 0.32 2 1 26% 
in Large Tax Office 
Employees employed 122 0.48 23 19% 
Addis Ababa main 
Branch 

Total 252 1.00 63 
I 25(Y(, , 

Source : Pl anning and Statistics Department ofFlRA, March, 2007 

Table 1.2 : Di sproportionate Stratified Sampling of VAT Registered 

Taxpayers. 

Number of Proportion Sample ~;a ! llpl:llc' 1 , 
Strntllm VAT payers of totn l size r,';] c tiOll i 

! 
Large tax V AT payers 5 14 0.05 70 14% 

, 
I 
1 

Addis Ababa main 6000 0. 53 95 2% l 
Branch V AT payers 

So le propri etors V AT 4762 0.422 80 I ,% I 
I payers 

11 ,2 76 1.00 245 -, ") 'X Total 

-- I I 
-- (! j 

Source: pl anni ng and stati s tics department, March , 2007. 

1
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1.9 . . Reseat'eh Methodology 

Ev ide nce of facts, events and circumstances a re obta ined through data 

co ll ection. T he data are gathered from both primary a nd secondary so ul·ces. 

Primary d ata provide a 1irst hand accou nt of the s ituation . So we can observe 

phenomena as it ta kes place . As the in vest iga tor co ll ects the data, a ll prccau tion ~ 

to ensure the ir re liab ility were taken. The primary data sources a re employee~; 01 

the FIRA, MoR and diffe rent VAT regi s tered tax payers o r publ ic e nte rpri se" 

and private sectors such as large taxpayers, Addi s Ababa branc h tax payers an Ci 

Sole Proprietor taxpayers . 

QuestiolUla ires, especia lly structured q uestionnaires were des ig ned a nd prepa red 

to get info rmati on about VAT IJI'acti ces and probl ems in til c country. 

Questionna ires were piloted for the pu rpose of rev is ing and determinin g the 

s pec ifi city, re levance and c larity of the in struments to collect da ta that bcs t III 

for the ana lys is an d to create favo rab le working condition s. 

DUl'in g the di s tribution and co ll ection time of the ques tionn ail'es, b l'i d l ngs II'f:l'(: 

g iven to respo ndents about the objec ti ves 01' the survey and o n some question :; 

that needed ex plan at ion . T h is helped to co llect a I'easo nabl e nlllll bn ol'rl·SjlOnsc.': 

and to avotd poss ib le bia ses , iVIJo-J reOVel', l'ace-to-face intervic\\ s wcre ~d s() 

conducted wi th diffe rent Qovemmcnt ol'llc ials a nd bu s i!l cSS cOl1llllunities , 
. -

Thro ugh th ese interv iews, dilTc rcnt l'acts as we ll 8 S opi nions we re obUlincd. 
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Secondary data are other sources of information. To gather the information it" i:·; 

necessary to I'ev iew the existing published ane! unpubl ished material s 8nd 

proc lamat ions which are exp la ined about th e V AT, such as man ual s, journa ls, 

magazllles, company reports, guides and regul ations, books, research and 

working papers with their findings, Data related to the Eth iopian V AT system 

was col lected from FIRA (especially VAT department) , Mini stry of Revenue 

(MoR), Mini stry of F inance and Economic Development (MoFED) and diffe rent 

stat istical bul let ins, Data about other countries was collected by brows ing 

in te rnet from different web-sites . These are the main sources or data fo r the 

purpose of thi s study. 

1,10 Methods of Data Analysis 

Th e Statisti ca l methodology was adopted to analyze the co ll ected data. Th e 

statistica l ana lys is was conducted based on Percentages, Tables and Fi gu res. In 

case of descripti ve statistics, quantitati ve method s of data ana lys is were adopted. 

1.11 Ol'ganization of the Paper 

Thi s thes is is attempted to di scuss the Value Added Tax practices and prob lems 

in Federal Inland Revenue Authority of Eth iop ia. According ly, the thes is is 

o l'ganized ill the following manner: After making Introduction in Chapter O ne, a 

Rev iew of Literature is made on gene ra! overv iew of VAT in C hapte r Two. T'he 

t.ask of Chapter Three is di sc uss ion on VAT Deve lopment in Eth iopia illCluding 

. Tax reform, illlroduct ion of VA T, Ethiop ian VAT Law, Constraints of V /\ i ' 

imple mentation . and Organi za ti on of VAT admin.i stration. C hapter Four i ~; TO. 

Ana lys is and Interpretat ions on Pract ices 8nd Probl ems of VA l" and Chap kl' 

ri ve Co nclus ion and Recommendation s . 
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CHAPTER TWO 

LITERATUR REVIE'V 

2.1 Terminologies used in the Thesis 

In di scuss ion of VAT, it is important to hlillili ari ze the I'ead er w ith te rms re late" 

to ta xa tion so as to have a good understand ing of the who le concept be hind V AT 

and its implementation. The definition is concern ed o n: Tax, Sa les Tax, T urnover 

Tax and Value Added Tax
j 

\ 
Tax: -Tax is de fin ed as an amount of money lev ied by a go vernm ent on its 

c iti zens a nd used to run the fin ancial acti vities of the gove rnment. A tax is an 

unrequi ted payment by indiv iduals or bus inesses to a governme nt w ith o ut Quid 

Pro QUo. Thi s means tax is an involuntary payment w ithout any ex pectation of 

direct return in benefit. In the private sector you get w hat YOL! pay fo r. But in 

publ ic sector w ith regard to tax YOLI don't get whm you pay fo r. In s holt th ere i~; 

no dil 'ect j'e lat ionship between the tax pay me nt anci the be nefit to be rece ived b.." 

the tax payers. 

Sa les Tax: - Taxation imposed on the sa le o f goods or serv lccs . T he tax is 

compmed as a Percentage of the tota l sa les l)I" ice . Sa les ta x milY be i rnposed e ither 

o n th e purchaser or o n the se ll e r; in the lormcr case they :1I'e c h ~ II 'ged o n each 

tl ';1 nsaction 8nd in the latter they me coll ec ted 8S [I percentilge o f t ile g ro ss rece ipt s 

d urin g 8 given peri od 



Turnover Tax (TOT): - The turnover tax derives its name fi'om the fact that ril e. 

tax appli es to the sa les of a good every time turnover fi'om one fi rm to another 

(Aukl a nd Mi ller, 1984), -The turnover tax would be payable Oil goods so ld and 

serv ices rendered by persons not reg istered for Va lue Added Tax, Th e base 

co mputation of the turnover tax is the gross rece ipts in respect of goods suppli ed 

or services rendered , A person who sells of goods and serv ices has the obli gation 

to collect the turnover tax from the buyer and tran sfer it to the Tax Authority, 

Hence the seller is principally accountabl e for the pay ment of the tax, 

Va lu e Added Tax (V AT):- V AT is a tax lev ied on the increase in va lue of 

commodity that has been created by the taxpayer 's stage of the productio n or 

distri bution cycle, T he VAT can be thought of as a retai I sales tax that is co llected 

in stages, instead of all at once from the final consumer. The tax is col lected by 811 

entities providing taxable goods and services and is imposed on sa les to <lii 

purchasers , A business calcu lates its VAT liabi li ty by taki ng the total value of iis 

taxab le sa les and multiplying by the V AT rate , The business is thcll pe rmitted to 

offset its VAT li ab ility by the amount of VAT pa id 1'01' its purcliases of goods and 

se rv ices (Byrd et a l (1996/97), 

Preset and BaiT ( 1979) a lso defined, Val ue Added Ta:\ Crtll in 11 rinc ipl e 

<lpproximate to a tax in inco me or in consumpt ion depending o n the precise 

co mputation of va lue added, T hey a lso exp lained dil.'l.'c I'ence I'rotn a retail sa les tax 

is in the method of co llection, First, by its very natttl'C n I"(lluc added tax is <I multi ­

stage tax, being co llected at a ll the d ifferent stages ill the productio ll I)t'ocess rtild 

tl()t iu st 01' the 1ina l slklge, as w ith a retain sa les t<l:\, Seconcl ly, tax liabi li ty i ~, 

co mputed by the ta x from tax method , Liability I'rom ~lll y tran saction is based (\'! 

output tax minu s input ta:\, 
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2.2 Historical Development and Spread of VAT 

In this section attempts are made to present variants of the theoreti cal rrall1ewo rks 

upon which the empirical inves ti gat ion of VAT. The Va lue Added Ta x (V AT) is [I 

tax imposed upon the value that the act ivities of a business I'irm [ldd to the goods 

and services it purchases from other firms that is upon the excess or sctles dur ing a 

period over the amount paid for goods and services acquired from other business 

firms du ri ng that peri od. 

Va lue Added Tax, lirst introduced less than 50 years ago, rCIll:J ined conl'lned 10 " 

handful of countri es until the late 1960s. Today, it is a key source c r gove mme.;[ 

revenue in more than 120 nations. About 70 percent of the world 's populatiol15 

now li ve in countries with a VAT (Liam Ebrill et ai , 200i). It is introduced in 

more developed countries of Europe and Latin America. The I'i rst proposal 

emerged in France in the 1920s an d was recogni zed in 1948 . . The success of the 

FI'ench levy and the real ization that the exi sting cascade Illultiplc- S I ~H!e taxes 

were incompatibl e with the European Comillon Market led the li scal and financial 

cOlllmittee or th e European Econo mi c Comillun ity to recomlll cnd in 1962 that all 

member countries shift to the va iue-added fo rm. Th is was appro ved by th e 

European Economi c Commission (EEC) cou ncil of Mini sters il nd graduall v 

implemented. Denillark adopted VAT in 1967, Federal Republi c or ( i crlll ~lIl v in 

i968 and Ital y in 107:;, Ire land 1972 and the Un iled l( ingLi orn 1')7, ill1poscd (h is: 

lax 8S th c SOUI'C(:S or revenue . . 

.I ohn F. Due (19 7(, ) also states that, the modem trend toward V /\T heg~ln in 1054 

wilh llloclili c8ti oll in Ih e 17ren ch production l8X, ro llowin g Ihe w(lr!; 01' Mauri ce 
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Laure and the appl ication of the name, value -- added tax; to the reform levy. The 

changc illvo lved two dements : the extens ion of the tax through wholesales 

di stributi on (not until1968 througb the retai l level) , and the exclus ion fro m tax of 

cap ita l eq uipn:ent on a current basis, instead of mate ri a ls and parts a lone. 

Th e developing and transition economi es adopted the tax in th e 1980s and 199(k 

In Ati· ica, the co untries that were formerly French coloni es have fol lowed the 

French precedent in moving to a levy des ignated as a VAT. Cote de'l vore is the 

til·st country in A ti·i ca to in troduce VAT in 1960. Morocco 196 1, Senega l 1966, 

and in North Afri ca now use the tax. In Latin Ameri ca, the tax was adopted for 

the states of Braz il 1967; Uruguay establ ished the tax in 1968, Ecuador in 1970, 

Boliv ia in 1973, and A rgentina in 1975 . The re has been substanti a l di scuss ion in 

As ian co untri es, inc luding Si ngapore and Ivlalays ia; th e Republ ic of Vietnaill 

imposed the VAT in the summer of 1973. Thi s makes VAT the iirst tax system, 

whi ch spread qui cldy with in a short tim e after its introduction. (Fo r detai ls see 

3l1 11eX 3). 

Value Added Tax has also become an indispensab le co mponent of tax re fo rm in 

deve lopin g countri es .It is the most importa nt tax inn ovation o f the seco nd half of 

lhe tl.venlieth century. [n line with thi s percepti on, an increas in g a nunlber of 

deve lo pin g countries have converted the ir sa les tax to Va lue Added Tax (VAT). 

The contin uing introd uction and evo luti on of general sa les taxes especiail v o f the 

va lue added tax has been the outstand ing feat urc in devc lop illeni t~ l xalio n In 

Tece lll yea rs (G oode, 1984). 

Whi le lhe l·c are many variations on the ~; tructure 01" thc V A T a nci how it I:; 

impleillentcd, there is w ide agreement on SOIllC co t·e issues. !-"it·st , lhc conseIlSll ~; 
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favors ensuring that the final base of the tax is consumpti on. Such ~! V AT, which 

requires that tax on capital goods be cred ited, does not distort the pl·ices that 

prod ucers face in buying and .selling from one another and accordingly has the 

desirable feature o f preserving procluctiml efficiency(so that the tax does not Illove 

the economy off its production possibil ity frontier).Given thM it is levied at each 

s tage of production ensuring that the VAT bears only on consumpt ion :1150 

req uires both full crediting of the tax paid on inputs and the absence oj' breaks in 

the V AT cha in. 

T he key features of the VAT are that it is a broad-based tax levied at multipl e 

s tages of producti on, with cruc ia ll y - taxes on inputs credited 3g~linst IJxes on 

output. That is, while se il ers are required to charge the tax on ailiheir sales , they 

can also c laim a credit for taxes that they have been charged on their in puts . The 

advantage of thi s is that revenue is secured by be ing co li ectcd throughout the 

process of product io n (unlike a retail sales tax) but w ithout distorting production 

decis ion as a turnover tax does. 

The VAT was initially developed to meet ri si ng I·evenue rcqulremcnl s lil:,j 

cou ldn't eas ily bc cx itin g turnover taxes, the cascading natLll"c or which couiu 

serious ly di s tort eco nomi c dec is ions. As mention eci ear li el·, adoptioll of V/\ T 

w hi eh came lil·st in France bega n s lowly. However, thc P8CC oj' ,ldopti on 

subsequentl y accelel·J ted . The 1990s w itl:essed a particularly spcclacul:1l· illcl·case 

ill the taken - up or the VA T, with its adoption li v a lmost :11 1 nl · ,hc !r,1I1s itioll 

(re ll ()c tin g the Il ced to l·eplElCe theil· trad itional sou rces or I:cvcnuci, . h\ ~ l lal·ge 

numbe r of deveillping cou ntri es, notabl y in sub- S8haran Africa and Ih e: 1'8cilic 

(where the adoption 01· VAT has been g iven addit iona l illlpclUS l)\' long-run 
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revenue imp lic&tions of trade reform), and by th e sma l! island eco nom!es (Tax 

D ia logue Conterence on the VAT, 2005) . 

2.3 Iss ues on th e VAT 

V AT is a system whose base is sales . Any item ori g inating from the produced and t ran ste~, 
to the whol esa ler to the retailer and fi nall y to the customer pi cks additiona l va lue 

at each s tep whi ch wou ld be takes w henever tra nsact ion takes pl ace. V AT has 

inte rested many scholars beginning froI1l its inception in the 1940s. VAT has been 

co nce ived as system that can increase government revenue w ith mini mai 

econo m ic di s tortion. The main issues surroundi ng V AT have centered a ro und 

th is so mewhat genera l belief and have tried to di scuss the po ints on types of V A T, 

pr inc iples of VAT, computation of VAT liab ility and exempti on and zero ra te. 

2.3.1 Ty pes of V AT 

T here are severa l bases fo r classify ing value- added taxes of particul ;] r importance 

a re the exte nt of vertica l coverage through production and d istri bution stages; th e 

treatme nt o f a mounts paid for produ cers' goods, part icularly du rab le capita l 

eq uipme nt and th e method used fo r calcul ating tax liab ility. Con ceptua ll y. the re 

~11"e two types of VATs (Rob Cape hart, 1999): co nsum ption VAT and the income 

VAT. 

C o ns llmptio n VAT: - T he tax base of a co nsum ption type VAT is rhe va lue of 

goods a nd serv ices so ld o r transferred fo r persona l consumpt ion. f or exa mple , in 

co nsumptio n, cred it- su btract ion VAT. a taxpayer typ ica lly c lai ms a n inp ut cred it 

j'or V AT pa id on purc hases o f capi ta l goods, as we ll as on in ve ntory <l nd 

in te rm ediate goods and serv ices used in hi s bus iness. A co nsumption VAT is 
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calcu lating by Jddi ng together the mount of a firm spends on consumption , 

interes t, di v id ends and expended capi ta l during the year (Alan and Oli ver, 200 I ). 

Bhatia (2003) a lso s tates about the types of VAT, if atTirm is a llowed to deduct 

the entire c red it w hen the capital equipment is purchased, the system is te rmed as 

consumption VAT. Thus the tax actua ll y app li es on ly to purc hase for persona l 

hou sehold use, wi th all purchases for use in producti on by taxpaying firm being 

exc luded from tax. Thus the term consumption type is used the tax is limited to 

pu rchase to personal consumpti on purpose. 

A purchase of an in vestment good is treated like any othel· mate ri a l input. Its full 

va lue is s ubtracted from sa les in the consumption , desp ite th e t~lct that it is 

durable . T hi s is referred to as a consumption type o f V A T because the tax base 

excludes in ves tme nt and invo lves on ly cons umption (Harvey S. Rosen, 1995). 

r Ilcomc V AT: - A second type of V AT is income type, it is o ne tha l does not 

permit deduction of the purchase price of durabl e capital goods in the period o f 

purchase but in stead a llows the deduction of an annua l deprec iation c ha l·ge ar is ing 

l'i·om such purc hases (that is if the firm is all owed to deduct the credit as the 

cquipme nt deprec iates over time, the sys tem is te rmed as inco me V AT ). Each 

period , tirms may deduct o nl y the amount by w hi ch in ves tment goods d ep l·cc iJte. 

T he tax base is thu s total income net of deprec iat ion, w hi ch is \Vhy thi s is 

characte l·i zed as a Il et income type VAT. Expended ca p ital co nsis ts of the illllOUllt 

depl·ecia tion a l'irm has during. the yea r s ince,by deI-inition , the life 1')1 · an il SSCI 

ex ten ds over seve ra l years a nd depreciation represents the a mou nt 01 · that asset 

uscd durin g iln y pmt ic ulm yeil r. 
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There is a co nventional belief that tClxing Income enta il s higher wei titre 

(efficiency) cost than taxing consumption (Tan zi, 2002). Accordin g to pro ponents 

. of th is idea, the reason fo r th is is that income tax whi ch con tai ns e lements of both 

a lauo r tax and a capital tax, redL!ces the taxpayer's a bility to save . The a,'gument 

is that increas ing income taxes should not be cons ide red avai labl e opt ion in the 

grounds of both poli cy (because of the ir revenue yie ld is less certa in and less 

ti me ly than that from consumption tax changes). On equi ty grounds, on the other 

hand , tax ing consum ption has traditiona lly been thought to be inh erently more 

regress ive (that is harder on the poor than the ri ch) than taxing income . Data hom 

industri a l and developing countries have consistentl y re ma ined more than doubl e 

the rat io in developing countries) that is compared with deve lopi ng countri es 

in d ustria l countries achieve proportionally time as much red uce fro m in come tax 

than fi'om consumpt ion tax). 

2.3.2 Principles of V AT 

Accordi ng to Alan Schenk and Oliver (2001), there are two types or the principl es 

of V AT. These are origin principle and destination pri ncip les . T wo understand 

Ill ore let's expla in each in deta il s as shown be low : 

O "i g in Principie: - A VAT is said to use the origin prin c ipl e w hen it ia\cs values 

tha t added domest ica ll y to all goods, including goods [hat are s ubsequent ly 

cxpol·ted, but does not tax va lue that has been added abroad and is e mbodi ed ill 

t<- goods that a re illlpol"led .and so lei domesti cally (Good s are taxed whe l'e they are. 

produced , ~lI1d se rvic('s are taxed where they are rend ered). Ullde r the Ol"i!2ill 

pl'in c ipl e, the refore, expO I"lS are taxab le and imports a l'e exempted. T hi s l'cginll' i~: 

compatible w ith the in come V AT. 

;' _.J 



Destination pr'inciple: - In a VAT that de fines its taxjmi:>oict ionall each 0 11 the 

dest ination princip le; the tax is imposed whe l'e the goods anel servi ces 8re 

del ivered for personal consumption. In this case, therefore, exports a re exempted 

and imports are taxable. The destination principle is we ll suited to the 

consumption V AT. The destinations pri ncip le is used by central governments in 

most occasions. It is argued that the preference fo r the dest in Gtion principl e mil y 

be due to the general preference for the consumption VAT a nd a me l'c8ntili s t 

inclination to emphas ize econom ic activ ity (employment) more than consumption. 

T he choice between the destination and origin princ iples will intlu ence th e choice 

of the method for computing the amount of tax due . 

2,3,3 Computation of V AT Liabi li ty 

Ri swold (2003) s tip ul ated that, the VAT system ha s to a lso choose bet\.veen two 

methods of computation for determining VAT liability. These methods 01' 

computation are e ither the invo ice credit method or subtraction method: 

Invoice credit method: - VAT is charged and paid on in voice, thus the produce l' 

wi ll re mit the difference between VAT rece ived an d VAT paiel. Tax payn s th er: 

are al lowed to deduct th e ta x paid on intermediate purchases frol11 their sa le iil 

determining theil' tax liability . T hi s is ca ll ed the in vo ice method b~cJuse pJYlllent 

or' the tax mere ly requires firm 5 to maintain in voice on sa les and purchases for 

each , tax payme nt period (usua lly mon thl y 01' quarte rl y) . T ilX liilbility ' is 

deterillined s impl y by applying the 1ixed I' il te 01' taxJtion LO lata I sili cs II1 voiccs 

;lI1d deductin g the aillount of V AT pil id prev iousl\' on interill ediate purCh ;lSCS as 

incii cated on pu rch8 scs in vo ices (Dav id N.I-l Ylllan , 1991). lJncl e l' the in vn icl' 
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method, all transactions are taxed at a fixed proport ional rate , reg,arcl! ess of where 

they are final or i ntcrmed i ate transactions. 

Us ingthe foliowillg formul a we can compute the tax liabili ty: 

Tax li ab ility = Tax payable on Sales- Tax paid on intermediate pm chase 

= let) (Total sales- ((t) (purchases)] 

= (t) (Total sa les - Total intermediate purchase) 

= (t) (Va lue Added) 

Where t is the rate of taxation 

Firms that make capital purchases are allowed an addi tional tax\c red it lell" ta xes 

pa id on capital goods . So the tax liability of a firm that makes capital purchase in 

a g iven tax period would be computed as: 

Tax li ability = let) (Tota i sales - Total intermediate purchase)] - ret) (capital 

pu rchase)] 

(t) (Tota l sales - Total purchases- Capital purchases) 

le t) (Value added- investment)] 

Subtraction method: - Under the subtraction method , the firm is ca lculates its 

value added by subtracting from total receipts the cost of produced good s 

purchased during the period . The tax rate IS appli ed to th e li gure.: ·llC 

subtraction methods uses company accoun ts to determine V /\T liability i ', '·, ' 

subtract in g taxab lc I'ece ipts less taxable purchases to obt"in tot,,1 va lue added. In 

othe r wor{ls, th e subtraction method of computing a firm's VAT ca ll s s impl y .1'01' 

subtraction of to tal pu rchases fro m the sa les of the (il'lll in ques ti on and (h e 

ba lance, th e v8 1uc added by thi s I~rm , is th en subj ec t to the V AT I·me . '1'0 

understa ndlllore see the fo ll owing Table. 
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Table 2. 1 Assessment of V AT Liability under the Subtraction Method . 

No T ransaction Sa les Birr Va lue Invoice ! Rc!l11ittan c /\ss(:~:s 

Valu e Val ue added Tax Pri ce I e to ta x I he: 

Birr added 15% (B irr) I Authority VAT 

I Birr 
A C 

B D E 
J Importer 200 200 30 230 30 01-

imported 00=30 
2 Importer 300 100 45 345 15 ! 0' I - -

So I d goods to i DI = 15 
wholesaler 

1 W holesaler 400 100 60 460 15 0 3-J 

so ld goods to 
1

0 2= 15 
Retai ler 

4 Retai ler so ld I SOO 100 75 575 15 i 04-
goods to final : 03=1 5 
consumer I 

Source: FIR A a Bi-annul Magazine published by the public re lation se n ice, 

2004. 



• The table illustrates thot the tax paid on each purchasc is deducted 

from the tax co ll ected fro m sale, and the net tox is I'emitted to the tax 

A uthority with out any cascadi ng (com pute tax Oi l tax). 

• The nature of VAT, with its credi t fac il ity, never hi nders the now of 

facto rs of production and in effect, it a voids uneven rise in prices of 

goods and services (Price fl uctuation). Bes ides , it in duces to prevail 

stabil ized market condition. 

• T he tab le illustrates the deduction of tax paid on direct inputs, whereas 

it is important to bear in mind that the tax paid on capita l goods and 

admin istrati ve expense woul d be offset as well. Although it ind icates 

tbat the final co nsumer bears the cumu lative tax eifect, and the 

consumer enjoy prices made free from cascading. The business ti I'm 

responsible to co ll ect the tax at a ll leve ls begins w ith providin g 

lI1VOlces . 

Mo reover, th e value-added based of VAT is an ascerta ined conceptuall y b\ 

subtracti ng the purchase cost of taxab le goods from its sell ing pri ce. Thot is. 

each firm would pay a tax on the increase in va lue of an ecollomic good 1<1: 

wh ich prod uctive m d istribut ive activities a re respons ible . 

T he invoice cred it method is preferred and is used through out th c s ub-Saharan 

Africa (Ri swoLci. 2003). Further, it is w ide ly accepted -that the transactions L,ased 

invoi ce credit methods prov ides several advantages such as the abil ity Ie cleill 

w ith diffe rent rates andilli ni mizing tax evasion by providing all auditlt' ial (th al 

is it g rea t ly fac ilitates cm ss-auclit). For exa mpl e, lil"m i\ indiclIcd Oil lI s la' 
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return that it has paid $ 10,000 in VAT on purchases from suppl ying B, whe n 'B' 

own VAT return is aud ttecl, a check wi ll be made to see if [3 has actua ll y 

reported and paid the $ 10,000 on its sales to firm A (less credits), 

Moreover, the tax credit method greatly faci litated the hand ling of exe mptions 

and rate differentiation, The other methods would require theiinn to segregate 

its purchases of materials on the basis of their use in produc ing exempt or 

taxable goods , With the tax credit method , the amount to deduct is indicated by 

the taxes shown on the purchase invoice provided that tax paid on pUI'c h,lSCS I() 

produced exempt or zeJ'O rated goods is deductible (.lohn F,Due, 1')76), 

2.3.4 Exemption and Zero-Rating 

Exemption: - As the name indicates exemption means that no V /\'1' is c llarged 

on the supply and no credit can be taken for VAT paid on pUI'ch,l SCS lIse ci to 

make the suppl y , If particulal' enterprises are exempted, the tax applies to their 

purchases and they I'ece ived no credi t for or refund of thi s tax s i nce they are not 

taxpayers (John F,Due, 1976), Exemption of an ent ire firm an all its sales are 

a llowed to usually beca use the 1lrm is below a certain s ize anci in ordn IC) 

faci litate admini srration ai' comp liance, 

One lin e 01' ill'gulllenl aga in st exe mption is that it compli cutes ,lclillini su',lll"n, 

e rocle the tax base and di s tort input-choice c1ec is ion s ancl hen ce thc \' hav e 10 lJe 

kept to a minimulll, Accorcling to proponents of thi s al'gulllclllwhcrc exe mptJo llS 

have been 'a lmo st entire ly e liminated (as in Chile), the VAl' h:1S bc:en much 

eas ier to acllllillistel' ,mcl th e refol'e quite s uccessful, Exempt ions. :lccmding to 

th ese ,proponents, requil'e ,ldclition al recorcl keepin g segreg:lting t<J:-; ,lblc i'rom 
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exempts. Sales and in practice the destinat ion bet\·veen what is exc!llpt to 

improve th e di stribut ional impact of the tax a potentiall y reasol lable (nlde .>i 'f 

w hil e others mi g ht be exempted for ad mini strative or politi ca l reaso ns. Thi ,; i:: 

exactly w hy developin g co untri es exempt parti cular cOlllmoditi es as thcy al'e 

influenced more di stributional objectives than admi nistra tive con cern s . 

Zero-Rating:- zero rat in g means the suppl y is charged w ith a V /\'1' ~lt zel'O 

percent but c redit can be taken for V AT pa id on purchases used to make the 

s uppl y. Zero ratin g may be applied to c lasses of sales s uch as ex pons o r sa les to 

government agenc ies, correspo ndingly reducing the tax payabl e by th e se ller o r, 

where hi s sales are predominantly zero rated, entitling him to a c redit or re llllld 

the aim of zero rati ng on the other hand is to li ft the entire VAT. inc luding lhat 

a lready co ll ected at earl ier stages from a particu lar goods or sC I·v ices. Thi s j,; 

acco mpli shed by a llowing ful l credit for th e tax shown on the invoi ces for 

purchases of the goods in question or of inputs into it. It is an.;ued th al 

exemption should be gra nted where the law maker wo uld rather no t free the 

firm , but fee l co mpelled to do so owing to administrati ve an d compli811ce 

difficu lties w hile zel'O-rat ing is to be g iven w hen the purpose is to li ft the VAT 

co mpl ete ly from a goods or services, for socia l or economi c e nds . 

Zero- ratin g is often said to be unsuitabl e to r deve loping countri es j ust bec:lU se it 

ma y requ ire tax retllllds. Thi s is qu it a weak argument s in ce tax rcl'lInds are 

importa nt In es tabli shi ilg fai rness for tax authorities in these cOlilwics (l3ekLll'c. 

2004) 

Adm ini strat ivc issues arc nlore im portant under zero-rat ing . Since ze J'O-rall nL'. 

increases th e number 01' VA T re fund s, most deve lop ing co untri es astutcly ha v!' 

limited it to cxpon s, In addition , tax admini stl'<ltion s in such counll'i es ~ I!'(': pool'l v 



equipped to handle refunds of any kind, and add ing to the number of I-eI'LlI1ds 

wou ld divert administrative resources from enforcement of the VAT (Gills et ai, 

1990) , 

2. 5 Impact of VA T 011 Revell ue 

V AT is increasingly being used through out the world, includ ing many A fl'i can 

countri es to rai se government revenue with less admini strati on and econom ic 

costs than other broadly based taxes, It is bel ieved to be a good mcal1S Lo raise 

government revenue even when re lat ive ly poorl y admini stered, [brill an d Keen 

(200 I) also strengthen the above idea empiri ca lly, They found LhnL in the 

countries have adopted VAT, revenue from this source accounted on avel'8ge 27 

percent ot'the total tax revenue or 5% of tbe GDP, And about 70% of the world's 

populations now live in countries with a VAT. This implies that it is a key source 

of governm ent revenue in more than 126 nations, 

Sa les tax is collected without any threshold on the annual transaction , Un the 

other hand V AT is collected on all sales of commodi ties at every stage 0/' 

production and di stri bution with threshold on the annual LUl'l1ovel' , V AT tax 

payers have an incenti ve to demand VAT in vo ices from suppli ers beca use they 

,He needed to claim the VAT cred it create a papel' trail that may iliCluced husiness 

to comply more ful ly with the law, Most taxable transactiol1S \\ill ;lppC;lr on two 

tax !'etul'll s (that is rhe buyn's and the se il er'S) so that tax authorities wil! have two 

opportuni ties to detect evaS IOn, Fu rther, b,ecause sel lel's -provjde U1e' tax 

administration a l'eccl'd of their purchases by claimi ng input ncdits, tax 

administ rations are more able to esti mate what sales and therL'rclic V AT due 

shou ld be and thel'eby Gin detect evasion more eas il y in ,I VAT Ih;1I1 111 ,\ 1'(',:;;1 
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sa les tax. Under the VAT the amounts of tax liability at risk in most transactions 

is on ly a fraction of the total tax assessed on the sales of the good or ~e rvi ce to a 

consumer. This is because the V A T is co ll ected in smaller pi eces at celcl I stelgC 01' 

production, w hile the entire reta il sales tax is co ll ected on a lin :d conSUIllC I' salc. 

The lower effect ive tax rate on each transaction may red uce tlie intens ive to eV:1c1e 

the VAT. It is argued that VAT avoids cost-cascading effect. 1\ conventional 

sa les tax leads to compounding of the tax li abi lity, w hile V AT does not. (13hmia, 

2003) . 

In order to compare V AT revenue with that of sales revenue, thc tUl"lluvcr lel:( 

should be added on VAT since sa les tax was rep laced by VAT and tUl'Ilo\cr tax . 

Table 2.2 Revenue Performance of VAT in Selected Afi'ican Count!'i es 

Date of VAT V A T standard V A T Revenue Percelll () I I 
Countries introduced Rate% (% of tax) revenue UDI) i 

Benin 1991 18 -II .6 :i .6 I 
I 

Alge ri a 1992 17 :; 1 I .,. I 1 , 
, 

27 ! Egypt 1991 I S 17.9L 
! 

Tunisia 1988 18 ''; -; . 6.5 ' _. " I 

(,2 1 Senegal 1980 20 n .1 
1 , 

Tanzania 1998 20 :; ~ .3 I ~ . ~ 
, 

Uganda i99G 17 .'.'.h I ~A 

i'.all1bia 1995 17.5 =:q.:\ .l ,}\ , 

!(cnya 1990 18.0 >l! I ~ .) 

Ma uritius 1993 10 I 7.-1 i ~ . () i 

tv!adagascar 1994 20 .'Q.3 I -13 1 
I , 

[ liliopia ~ 2003 15 -I~ .-I ' 57 ! 
_----..l 

So urce: Ebril and Keen (200 I) , compu ted b'om own source 
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As can be seen from Tabl e 2.2, VAT is a malor source of revenue in IllOst 

African countries. The share of VAT in total tax revenue ra l",ges frolll 17. , j 

percent in Mauritius to 42.4 percent in Ethiopia . The average lor 3 : A 1"I'i can 

countries (24.3 percent) is lowe r than the world average (27 percenl). In 

Ethiopia the share of V AT in tota l revenue, which is 42.4 percent is the lal'ges t 

as co mpared to the sampled cou ntries. The V A T to the GDP ratio ran ges fmm 

2.7 percent in Egypt to 6.5 percent in Tunisia with the average of 4.6 percent. 

S imilarl y many sub-Saha ran Afr ican countr ies have also ex peri cllccd ()Il 

increase in revenue from V AT. The revenue performance of V AT 8S l11e8smeci 

by the ratio of VAT to GDP in Ethiopia w hieh is 5.7 % is mu ch hi gher than the 

African 8verage (4.6%) and stood the fourth alllong the twe lve All'ican cou ntri es 

under consideration. Thi s implies that VAT in E thiopi a is showing a good 

revenue performance . 
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CHAPTER THREE 

VAT DEVELOPMENT IN ETHIOPIA 

V AT is a tax on consu mer 's expendi ture . It is co ll ected on bus iness tra nS8Clioll '; 

a nd imports . Most bus iness transact ions in vo lve suppli es of goods or se rv i ce~;. 

V AT is paya ble if they are: Suppli es made in E thiopia , made by a taxabl e 

person, made in the course or fu rtherance of a bu siness and are not spec ifi ca ll y 

exempted or zero-rated . Suppli es which a re made in Ethi op ia w hi c h are not 

exempt are call ed taxable su ppli es. A taxabl e person can be an indi vid ual , li l"lll, 

company as long as such a perso n is requ ired to be I'egistered for V AT. ;'; upplies 

a re outs ide the sco pe of the tax if they are: made by so meone w ho is not a 

taxable person or not made in the course or furthera nce of bus incss (Basic VAT 

G uide, 2002) . 

Weak tax admini s tration stems I·j·om a num ber of interest ing lactms slie ll '!; . 

overl y compl ex a nd outdated tax laws and procedures, weak () r olilciarCl l 

operating and ma nageme nt info rmat ion s \'s te ms, poorly lra in ed s ta tl, low 

re muneration packages fo r c iv il servants, bureauc ratic c ivil serv ice pl"Oced ul'e ~; , 

poor infras tructure an d equipme nt and corruption and po litical interfcrencc in 

lax adminis trat ion. Du e to the ex iste nce of these probiems, the gO 'le l"llllle nt or 

Ethiop ia introd uced thc tax Idorm pl"Ogram. 

3. 1 Tax Reform 

I-

Tax reform in c lude cha ng ing poli c ies to address ins uffi c ient n:vcn uc. to unrcel 

di s to rtions that reduce eco nom ic we ltal'e and g rowth, or IllCaSlII"C 10 redllce 

ineq ua liti es. Th e (ax rCI()I"Ill progra m in [(hiopia has 1\\10 ('OlllPOI1CIlI :: : 



o'.lcrhau li ng of the tux iegislation and improving the tax administration, Thc 

refor m aims at establ ishing a sustainab le domestic revenue base, c:nccuragin g 

lrade and in vestment, enSlJre fa irness, equi ty and transparency in th e 

adm ini stration of the tax laws, 

As Demirew Getachew (2004) stated, faced with severe macroeconomic 

im ba lances such as failings, worsen ing ba lance of payments, mountin g dcbts 

and declining economic growth, the country undertook vari ous poli cy measurc~; 

since 1992/93 fo ll owing a major econom ic shift j"i'om central pl anning to mal' kct 

oriented system, In the fi sca l front, the aim is to expand the tax base and allow 

government expenditure to grow moderately so that the level of budget dei-ici( 

could be reduced to a reasonable leve l. Pri or to the tax refo rm, the government 

noticed different signals indi cating the need to overhaul the tax system, The 

major ones are:-complex and outdated tax law, weak tax admini strat ion. fa ilure 

of the tax system to generate adequate revenues for government expenciiture and 

the like, 

The Eth iopian government has introduced V AT as a part of the ove l'a II tax 

I'erorm program, The tax reform program is preceded by establi shment of a Il ew 

Mini stry of Revenue as a fi rst step to improve tax col lec ti ons and to cOlllh:] , 

li sca l fraud, Vari ous acti viti es have been conducted subsequent to thi s: ,he' 

increase in the sales tax and the I"emoval o f impo rt duty surchargc in 2000: ;1 

new legi slation on presumpti ve ta xati on and a 5 percell t withholdin g 1;\X 011 

iillp6rts became effecti ve ill February 200 I; legislation \\3 S approved ill March 

::> 002 to introduce the TIN system to re i 11 fo rce the co ll ection powcrs or rcvc ll uc 

;lgencies, and a tax l"efOl"m illlplementa ti on tas k force lI as establ ishcd : ;\ largc 

taxpayer was made opel"a lional ill .J uly 2001; in OClober 2001: ;1 dr,1I1 V.'\[" 



legis lation was submitted to parliament and this is approved and implemented 

begi nning January I , 2003. A rev ised in come tax law has been approved and 

made operationa l. T his revised law includes enhanced ellfo rcemenl procedures 

:lIl d an improved pena lty regime, w ith a view to inc reas in g the c ll ic iency o! ' 

in co me tax co llect ion , and ensuring th e I'ecovery of income tax arrea rs . 

PI·i or to the introduction of VAT, the Ethio pi an government has in itiated a 

number of processes (Africa Development Bank, 2003). T hese incl ude the 

des ign and compute ri za tion of the taxpayer registrati on process; the operat ional 

development o f taxpayers serv ices acti viti es and debit and audi t :lctiv ilie!:: 

pub li c ity campaign and taxpayer educati on. T hese measures a re expected 1<1 

im prove the government's revenue positi on. 

Tax po licy reforms focus on im prov ing the efficiency and equi ty of the inco me 

tax sys tem, moderni zin g tax admin istrat ion by enh anc ing techni ca l capac ities 

a nci reformin g indirect taxati on. The main refo rm to indirect taxat ion, hcnce, 

was the introduction of a VAT w hi ch is made o perationa l begi nn ing .lanuary I , 

2003 as sa id earlier. 

The tax system reform proj ect a ims to create a tax sys tem tha t is more 

supportive of pri vate sector deve lopillent , improv ing I'evenue co ll ect ion :lt1 d 

ensu ring equi ty and fa irn ess o f the tax sys te m. Th e tax refo rm th:ll ha s h:.,[,:1 

in it iated wi ll lay the foundat ions for strengthened revenue base (iVlunoz " :1:: 

Cho, 2003). 



3.2 VAT Introduction 

The newly introduced VAT is one of the components des ig ned by l:o l'ei g n ; III (1 

iocal experts to improve the tax co ll ect ion and admin istration system is in voi ce',l 

LJased , and thus required a co mplete revamp of the way business was conducted 

in this country, VAT is introduced in Ethiopia w ith th e fallow ing Illain 

objectives: to minimize the damage caused by attempts to avoid and trade the 

tax and as certain the profit obtained by tax payab les, to enhance cco noillic 

growth and import the ratio relati onship between domestic pmd uci ion and 

government revenue and to enhance sav ing and in vestment as it essentially ;t 

consumption tax and it does not ta x capital. 

V AT is becoming the ministry of the revenue in most of the countr\', It 

introduced in man y countries and the trend of its introduction is also inneasiil ~c 

rapid ly, Consistent to the world vend, as the I'esearcher mention ed ca rii Cl" 

Ethiopi a introduced VAT in January 2003, rep lacing the sales tax, The V AT 11":: 

appli ed a uni form rate of 15% on most consumption goods and se l"\/ices with the 

exception of exports and exempted goods and services, The scope of exe mpted 

goods and services diners from that of tlie sa les tax, Unde r the V AT, I he main 

exempted items m e sa les of lI sed dweilings, financial services, med ica l and 

cducational serv ices, elect ri c ity, kerosene, water and transportati on , 

(Fo l' more unde rstanding see annex 4) , 

r 

[ Ii g iblc business ellte l"jxi ses for V AT regist ratioll are those whic h l18ve Clllllua! 

tUl"I1over of Birr 500,000 and above. FOI' those busin ess cilterp rise:; whose ClllIlU;iI 

tUl"l1over of taxable goods is less than the VA.T I'egistration thl'esholci. d 'l 



eq ualiz ing turnover tax is introduced at the rate of 2% for goods and 10% lor 

serv ices . VAT registered busin ess enterpri ses are e ligib le to c la illl input tax 

w hile non-regis tered are il ot g iven thi s o ppo rtuni ty. T hat is why th e equa liz in g 

rate of tu rn over tax appears (Dclllirew Getachew, 2004). 

The llle ri ts of V AT as compared with the rep laced sales tax are :-

• VAT is broad based tax, w h ich enab les to ra ise lllore government 

revenue. Th is is beca use of the fo llowing reasons : 

o The rate is un iform and the scope of exe lllPtion is lilllilcl! 

un der V AT, 

o VAT is appli ed at each s tage 01' prociuction and 

di stribut ion i.e. wherever add itiona l va lue is c reated the 

tax is applied; 

• VAT encourage export and investment s incc this act iv iti es a l'e ze ro rated 

and exempted respecti ve ly; 

• VAT is confined on consulllPtion of goods and sen ' ices so lilal it , I v() i d~ : 

the di sto n:n g etlects of tax cascadi ng that a rises from tile t~l\mi()n 01' 

bus in ess inpu ts; 

• Evas ion is m inimized und er VAT systelll due to a built in c heckinu 

system. The sys te m dellla nds each VAT reg istered enterp rise to report it ~: 

sa les a nd purcil<l se . One ca nnot hi de its sales, as the sfil e or one is th e 

purchasc of othCl". Th e pUI'chaser has in centi ve to ['elc,ll purch~lses so thm 

he can get c redi t 011 in put ta x. 

• With a lllo ve ·tol\·ard g loba li zation and regional int cgrnlioll (which .the . 

governlllcnt ha s to join the trend ), w ith the illlp lication o n loss oj ["(: ve llll e 

li'om fore ign trZl dc. V AT is ex pected to take a lead as a source () I' ['C l'enliC 
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by ITIlIl lmlzlIlg the number of exempted and zero rating goods anrl 

serv ices and by broadenin g the base. 

• Replacement of the current sales tax by the va lue added ta~: enha nces 

economic growth and improve the rat io re lat ionship between governm ent 

revenue and gross domesti c product. 

Same li ne of a rgument can be proposed in introducing VAT i. e. the delieicncv 

in sales tax. The sa les tax base in Eth iop ia was narrow because it was lim ited (0 

imports, manufactured goods and a few se lected serv ices (Munoz and ll1o , 

2003). Because cl'edit was g iven only fo r taxes paid on raw mate ri a ls, thc I,::;, 

had a cascad ing effect, di storted efficient resource a llocation, and thus ii kel 'i 

impeded econom ic growth . Hence, in compari son to the sa les tax, the new VAT 

taxes services in addition to production grants zero-rating to exports and g ives 

exemption s to fewer bas ic product 

As Illentioned above in the good prac tice of tax reform in developill ~~ cou ntries, 

Ethiopia introduce broad - based tax i.e . VAT in January 2003 with ulli I(' rn, ra le 

on a ll goods and se rvices having thresho ld of Bi rr 500,000 for registt[lt ion. The 

scope of exemption is also limited as compared to sa les tax. 

3.3 Salient Poin ts of E thiopian V AT Law 

rh e VAT Pl'Ocla mation No 285/2002 was issued on 4 '11 Ju ly 200 :2 b\' the coul,c;i 

of representatives whi ch ' has rescinded and rep laced the sa lcs [[1;;. I ~ has come 

into fo rce as of Jan uary 1 ", 2003 is a co nsumption tax. The procl:'Ill :lliu ll hus 13 

sections and 66 anicles. It is levied and paid as a va lue add ed [;1;; 81 :l r:ltc oJ' 15 

percent of the value of eve ry taxab le tran saction by a registered pL'l' ,,"n, c\erv 



.. ,. 

im port of goods, other than an exempt import and an import serv ice ren de red in 

Ethiopia for a person registereo in Ethiopia for VAT or any rcsident lega l perso;l 

by a non resident person who is no t registcred fo r V AT in E thi opia (Arti c le 7( I ) , 

(c) and Article 23 (I) and (2)), A taxa ble tran saction is suppl y 01 ' goods u r :; 

rend ition of services in Ethi opia in the course 01' furtheran ce a taxab le act i v i tie ~ 

other than an exempt supply lArt icle 7(3), whereas a taxab le activ ity is any 

activ ity, w hich is carri ed on co ntinuous ly, or regularl y by a ny person in 

Ethiopia, or partly in Ethiopi a, whether or not for a pecuniary pro lit th at 

involves, in w ho le or in part, the supply of goods or serv ices to anoth Cl' person 

fo r cons iderati on (Artic le 6 ( I) and (2)), 

The VAT Law contains two VAT rates; one is the standard 15 perceni rate ,lIlei 

the other is zero-rated, T hc taxable transaction such as the expo rt 0 i' goods and 

serv ices are charged with a tax at rate of zero percent. A pe l'son w ho deals ill 

zero rate suppl y can register for VAT and can, the refore, recove r all hi s inp ut 

tax; consequentl y, the goods o r serv ices he supplies are compl ete ly frce o J' V AT 

Tax-exempt goods and serv ices are supplies in whi ch VAT, both the standa rd 

rate and zero- rate tax, a l'e not pa id o n so a person who dea ls onl y in exempt 

suppli es can not registered and so cannot reco\'er any inpu t tax charged to hilll, 

Unde r the VAT Law, thc following a l'e exelllPt from V AT the sa le oJ' used 

dwe lling o r the lease of a dwe llin g, t. he I'cversing of I~n anci[t! sen'iee, the suppl " 

or illlport of nati o nal 01 Jore ign currency, the ren dering of l'Cii g i(lu, ,:c'I'\ ' ices, ih c 

illlpo rt or suppl y 0 1' illl Jltort o f nationa l or fo reign c urrency, the rendering oj' 

re li g ious serv ices, the illll'Orl or s uppl y ordrugs, educat io nal se!'l ' ices, the sUjlpl y 

oJ'goods an d re ndering oi'se rv ices in the lorm ofhulllanital'i ;lIl ;lid, th e suppl y oJ' 

electri c ity, kel'Oscnc, water, goods illlported by governlllcllt;t! m gan ization, 



in stitution and projects exempted from duties, post office supplies, printed books 

a nd other printed material s, the im port of goods to the extent provided under 

sched ule II of the customs tariff regul at ion, the supply of goods by work shop:; 

for the di sab led, food items li ke bread, injera, milk, agri cu ltural inputs , 

Note that the exempted categories such as hea lth, educat ion basic uti I iti es SUCIl 

as e lectri city, kerosene and water and mass or pub lic tran sportat ion ha ve ;1 

common feature in that they are designed and intended to bendit the pub l ic at 

large and e ncourage and enhance the eco nomy and to protect s,lc ial and pub li c 

interest. Genera lly speaking the exemptions have been granted for econom ic 

admini strat ive or social reasons, 

The regis tration for VAT is both obl igatory and vo luntary under the obligatory 

registration; a person who carri es on taxab le act ivity and is not regis te red is 

req uired to fil e an applicat io n for registration if hi s ann ually transaction <exceeci :; 

Br 500,000 (US $ 58, I 00), Those people who are required to I'cg isterecl arc ;;i ~; .) 

ex pected to fdl be registe red for VAT. Vo luntaril y registratioll, a pe rson 1;(;1 

required to be registered fo r VAT Illay vo lunta ril y apply to the autho ri ty jo r 

such regi s tration , if they regularl y supply or render at least 75 pel'cent 01 ' goods 

and servi ces for regi stered perso ns, A registered person ma v conduct taxable 

act i"ities in diffe rent bran ches or d ivi s ion, in s ll ch cases, the t'cfo',is tCl'cd pt:rslln 

must be I'eg is tered only in the na me of the regis tel'ed person ;11 its tll ;li tl ;Iddt'css, 

(i,e , di v is ional regis trat ion), 

Accord in g to Article ~~ (I) (2) of the VAT proclamation all pcrson s reg is tCl'ed 

lor \'AT requ ired to iss lie a V A l' invoice to th e person ,,'110 t'cceivcs thc goods 

Ot' ser" ices , There are cases where a receipt o r s impli1i eci li'olll 01' \lXI ' itlvni (!t' 
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may be used depending on the val ue of transportation and type of t ransact ion 

involved. Those unregistereci do not have the right to issue a tax invoice" 

V AT is collected by the Federal Inland Revenue Authority, V AT de partillent in 

Add is Ababa and the branches and at CUStOlllS stations of the Ethiopi an custOIllS 

Authority at importation of goods. When V AT is not returned accordingly, the 

Federal Inland Revenue Authority may se ize property to co llect Ihe tax due. The 

se izure shall extend only to property possessed and obligation ex isting at the 

tillle the se iz ure is made. T he seized property cou ld be so ld at public auction CI" 

in any other lllanner depending on the nature of the goods to sell to cover m 

given over to it for any cause what so eve r. Nevertheless, portion of the pmceeds 

in excess oEthe liabil it ies shall be returned to the owner. In thi s process, FIR! , 

wi ll only use the powers un co ll ected tax. No other agency of the government 

may require the property se ized to be transferred of attachlllent and se izure as a 

last resort. T he tax payel" w i II be afforded every opportunity to lllake pavmelll 

arrangements before the enforcelllent action is taken. 

Some of the v iolations of the proclalllation are adlllinistrative and then" al"C 

administrative penalties and interest, appl icable to failure to file , failure to p:w" 

failure to maintain the I"equired books and records and the like . The rest ll! ill L 

v iolations of thi s law ,\I"e tax offences hence shall be chal"ged. pmseculcd :111 ( 1 

appeared in acco l"dance with the Ethiop i'lI1 criminal law. Tax cV[lsion 1ll3kiw: 

false aild lll is leading st3telllents. oL")struction of administration. !~Iiiurc 10 110lil \' 

c hanges in addresses ancl I ine of bus iness unauthori zed VAT collection. a itlin g 

01" abetting, offences by ent ities, of!'e ll ces by receives, imported ta x debil an d lax 

credit s ubj ect to pmsccut ion a nd on conviction subject to lllonct ~ll"y lillc ~lIlci 

illlprisonillent frolll not less than! to not Illore than 15 yea l"s " /\11\ ' 1:1.,\ o!'!icc r or 

1 
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former taxation officer employed in carry1l1g out the provIsion o f [his 

proclamation who commits offences is subject to monetary nne 'll1ci 

imprisonment of not less than 10 years and more tllan 20 years , 

Except for problems of tax co mpl iance delay of computerization and sO llle 

weakness in the administrative set up of VAT Department, the implementation 

has been smooth, The Ministry of Revenue and FJRA have done a good job and 

avo ided most of the problems encountered by other countries, for exa mpl e 

Ghana in 1995 (World Bank, 2001), Since stron g and c lea r po liti c,,1 

management was crucial for the implementation of the V AT, ex ten s ive 

consultation w ith stakeholders, comprehensive taxpayer education :111 (/ 

information programs have been conducted , 

3.4 ConstJ'aints of VAT Implementation in Ethiopia 

Eth iop ia shares develop ing countri es problems in their etlon to estab li sh 

enic!ent tax systems in general (Tanzi, 2001), First ly, most workers i!l these 

countries are typically employed in agri cu lture or small informal enterpri ses and 

this means the possibility of regular or fixed wages is rare as they rece i ve cash 

payments (i,e, off the books )that further mean diffi cu lty to ca lculate th e base 101' 

an inco me tax, Related to thi s, as 1I10st of th e wo rkers do not mude trC1ns8ctioll S 

ill lil rge stores, the rol e is played by inco me taxes il nd custo mer t8x es i,', limil cli 

,md lillie poss ibility Jor the government to achi eve a hi gh tax leve ls , SecolH!i '" 

it is diHl cult to c reate an et1ic,ient tax admini st ration w ithout a we ll-trai ncd sta l l', 

w hen money is lac kin g to pay good wages to tax ot11c ial s and to computc rize th l' 

opet'8t ion (o r even to prov ide efll c ient telephone and mil i I services) ,1I1e1 wh en 

taxpave l's hil\lc limited abi lity [0 kee p accounts, Thil'dly, because ol'the illl c)I'IIl,11 
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stru cture of the econom y in many developing countries and because of the 

financial limitations, statistical and tax offices have difficulty in generating 

l'eli:1ble stat istics, Th is lack of data prevents po licymakers fm m assessing ih e 

pote ntial im pact of major changes in th e tax sys te m, As a res ult, Illargilk l 

cha nges are often preferred over major structural changes, even whe n thlO Imter 

are c learl y preferable, This perpetuates ineffic ient ta x structure, Finally, in come 

tends to be unevenly d istributed in deve loping countries , A lthough rai ~ in g h igh 

revenues in tbis situation idea ll y ca ll s for the I"i ch to be taxed more heavi Iy than 

th e poor, theecon0111 ic and pol iti ca l power of ri ch taxpayers often a ll o\\'s the III 

to prevent fisca l reforms that would increase their tax burdens, Thi s eXDla in s in 

part why many developing cou ntri es have not fully exp loited perso nai income 

and property taxes and why thei r tax systems rare ly achi eve satisfactory 

pmgressively (in other words whel"e the rich pay proportionatel y Illore taxes), 

Alternat ive ly, it can be said that the w hol e tax sys te m in Etbiopia is faced WII " 

such prob lems as unsat isfactory leve l of record keeping and admini srrmioll 

ineffic iency, lack of sufficient ly educated ( informed tax payers), thel'e is hi gil 

cost of tax compliance, extensive evas ion , over-zealous and cor rupt tax official s 

and extremely narrow tax base-in many of the co untries , 20-30 la l"ge business 

account for two-th ird of a country"s tax I'eve nue" 

It is obvious that the intmducti on or any new tax sc he me w ill in va l'i llbh met 

with reservat ions and mixed reactions hOIll th e generai pu b lic in any CPUI1ITV, 

ilTespective of the co untry's socio-econolllic status or its level of developm ent. 

JJ eca use VAT is a new and sophisticated tax that diJlers s ig niticantl y IWIll the 

class ica l tax schemes w ith which the peop le were familiar , l:lI"Il1ll :: 

Illi sconceptions rlOga l"ding its Illlpact, its applicat ion , and its bellelit tll {Ile 



national economy are normal in the initial phase of its application. Several wel!­

meanin g but insuffic iently informed indi viduals, or otherwise people with 

ulteriOi" motives, have misled the public into thinkmg that its impact is 

cu mulative and claimed that its etfect on consumer spending would go i:lI ' 

beyond even the ! 5 percent fl at rate that the tax im poses . 

Whi Ie V AT has been adopted in most deve loping countries, it frequentl y sutlcr~; 

from being incomplete in one aspect or another (Riswold , 2003), m:ll1 V 

important sectors, most notably serv ices and the whol esale and reta il secto r have 

left out the VAT net, or the credit mec hani sm is excess ive ly restri ct ive (t"hnt i:; 

there are deni a ls or de lays in providing proper credits for VAT on inputs) ., 

espec ia lly when it comes to capital goods. 

As Munoz and e ho (2003) a lso stated that, VAT is progressive when we clilalyze 

total expenditure at the national leve l. However, because it has fewel ' 

exe mptions and only one rate, the VAT is less progressive than the s~l les ta~ il 

replaced. Most of . the exempt goods and services are di sp roportionmcil 

consumed by the relatively well to do, so the exemptions cannot be .iustifi ed 011 

equ ity grounds. The other probl em com monly observed is that some of the we: 

payers refuse to honor the ir debit obli gation s to the VAT service whi le othel',; 

su bmit th e ir VAT return s without payments. Th ere a lso de liberate submi ss ion (\1 

nil retu rn s, non-i ssuance of VAT in vo ices and enterta inment pl"O vidcs ,1I1e1 loll(l 

operatOi"s retll se to use the VAT coupons . 



3.5 VAT Audit and Refund 

The difference between the amount of output tax and input tax is the V AT 

payab le to the FIRA. V AT Payabl e is the V AT to be paid to the F IRAIV AT by il 

taxable person. If the V AT on sil les is g reater than the V AT on Purchases. the n 

the trader pays to FIRA on sales in excess of the VAT on purchases. It is a rri ved 

at by the formula ; 

(tha t is, Output Tax minus Input Tax = VAT payab leIVAT) . When In pur i ,: .\ 

exceeds output tax, a taxpayer may be allowed to ca rry the c redit forwa rd ,llll! :: 

refund made after 5 month s if input taxes still exceed output tax (i. e . Inp ut T,lX 

minu s O utput Tax =VAT Refundab le/Credit) . If the VAT on sa les is iess than 

the V A T on Purchases, then the FIRA refunds or g rants an offset to th e trader 

equa l to the excess of VAT on purchases over VAT on sales. 

As Jo hn F. Due (1976) stated , in man y co untri es, espec ia ll y deve lopinl2, and ill 

trans ition, audi t performance is reported to be a particu larl y poor aspect of V AT 

ildminis trat ion. The ev idence is th ilt several of some deve lopin g countr ies like 

Ethiopia which adopted the VAT in the lil te 10- 15 yeil l'S do not yet have 

effective audit programs. And, for those that do have so me e lements of such :: 

program , it is often dominated by pre- refund vel·iii ca ti on . T here i;; ;iI :;" ri.,,­

tendency for th ese co un tl'i es to try to onset weak a udit by 8dopting comple' :: 

procedu res, l-suc h as in creas in g fi lin g req uiremen ts and mass ive cross-c h eckln~ 

() I' ;llId i t. T hese co mpo und aclm i n istr8ti ve cI i ffic ulti es and JcIci to co mp l i:mee 

costs. 



Without effective audit, VAT cOlnpliance deteriorates and Ihe credibili ty of ta x 

admini stration suffers strengthening audit is thus a key chall enge, parti cul arl y ill 

deve loping countri es . T herefore the nature of VAT audit includes : Most w:, 

ad mini stration experts agree that, an effecti ve VAT audit prog ral11 shoul l! 

prov ide for a 25-3 0 percent coverage of tax payers each year, VAT audits nce~ ! 

to be closely coordination with audi t of other tax liabilities (espec ia ll y in co me 

tax) , The development of an effective V AT aud it program signi ticantI y he lps to 

improve inco me tax compli ance and The effecti ve audit programs used to avoid 

V AT spec i li c fraud includes the use of fake invoices to abuse the credi t sys tcm , 

the misrepo rt ing of domesti c sales as exports to be benefit from ze ro-I·ating. 

Hence the V AT auditor should establish that the taxpayer is account in g for V AT 

co rrectly with respect to transactions that are taxab le at 15 perce nt transaction s, 

input tax credits in addition to verify ing that the cla im for refund is supported Iw 

th e appropriate documentation and VAT paid on inputs. An effecti ve rerul1 ci 

mec hanism is essential to preserve the VAT as tax on consumption and to avoi Ci 

di storting the a llocat ion of resources. However, countries have the legal anCi 

admini strati ve fra mework, and the ad ministration orVAT refunds is a pers is ten t 

problem. Th e prob lem emanates from a w idespread of abuse and fraud in filing 

c reciits and refu nd s by taxpayers and exporters and also the re luctan ce 01: 

offic ials to g ive tax refund s . 

In Eth iopi an ca se, according to Article 27/ \ 01' the VAT proc lal1lrtLiCln 285/200:: , 

i I' at leas t 25 percent of the value of registered person's taxab le tran sact io!! 101: 

Ih e acco unting period is taxed at zero ra te, th e Fede ral Inland Authmitv s h~lli 

l'cI'und the amount of VAT appli ed as a credit in excess of the a moll nt or V!\ i ' 

c hargcd lor thc accollntin g peri od w ith in two months afte r the I'cgis lereci pe r:;(\ ;; 



files an application for refund, accompanied by documentary proof of payment 

of [he excess amounts. 

Also, Artic le 2712 stipul ates that in case of other registered person, the a 111 01111 I 

of VAT app li ed as a cred it in excess of VAT charged for th e accountin g pel'icH; 

is to be carried forward to the next fi ve accou nting periods and cred ited again ~;l 

payments fo r these periods . A pre- refund audit should be undertaken lo r a lil'st 

IT-fund c laim. R efund audit should focus only on the peri od covered by the 

c laim: The types of tests that VAT aud itor conducts ill veri fy in g taxpayer :; 

comp li ance are: c lassify in g operations as taxabl e or tax exempt, cha l'ging V /\ T 

at 15% on the sa les of goods and services, calcul ated on the total chal'ge made 

including chares for delivery, serv ices, train ing and the like, mainta ini ng the 

required ev idence to suppo11 the zero- rat ing of exports, in accordan ce with VAT 

I'cg ulat:ons 34 to 38 inclusive, Adhering to the VAT invoicing prov is ions. 
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CHAPTER FOUR 

DATA PRESENTATION AND INTERPRETATION ON PRACTICES 

AND PROBLEMS OF VAT 

.t.l introduction 

As explained earli er in the methodology part of this thes is, the nature of thi s 

research proj ect is that descripti ve type whi ch inc luded the survey a nd fact­

finding inquires with regard to practices and probl ems of VAT. Q uantitati ve 

a ll alys is techniques are used to ana lysis the co ll ected data. Thi s is because II :': 

rallge from c reating simpl e ta bl es or diag rams that show ing the freq uency ( ;i' 

occurrences, throu gh estab li shi ng stati stica l relationships between variab les 1( 1 

s imple stati stica l modelin g. So the analys is of the data presented by percentages, 

ta bl es and fi gures 

Til e study a lla lyzed the selel.:led large V AT Registered Taxpaye rs, Addis Abab~ 1 

Ixa nch V AT registered taxpaye r and Sa le propri etor V AT registered lax payc rs 

a nd also the selected empl oyees of FfR A. So the analysi s is co nce rned on lh e 

practi cal app licat ion of VAT and the chall enges faced on the pr8ctices of VAT 

and pro vide appropriate solutions for the constraints . 

Th e survey was co nducted by the di stributi on o f Quest ionna ires to V AT l' egi ~ ; I t"; ' 

taxpayers (L TO, A.A bran ch off~ cc , and Sale Pmpri etors hip i and Emp loyees ( f 

FI RA . C lose and o pen- ended Ques ti o nna ires. were prepaced rm. bot h 

I'cs pondents on th e basis of a s implifi ed li sts of yes o r no a nd deta il ed 

il11'o l"l11 ation l'equil"C ments a lo ng w ith an y kind o f commcnt g ivc n hy th e 

rcq ui re me nts . Th e instrume nt was g ive n by Amha ri c lo r VAT rc'gisle l'eci 
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taxpayers and English for em pl oyees of F IRA as al most all of the respo nd ent ~~rc 

capab le of comprehending, the selected language barriers and hence to avo id 

lan g ll<,ge bar ri ers and minimi zing res ponses bias due to mi sund erstand in g . D iltil 

co ll ect ion was carri ed out by the researcher and enumerators (tra in ed by illt' 

in vesti ga tor). And a lso interviews were cond ucted for some VAT rcgistere(1 

taxpayers and officials of the authority. 

On th e sample of 308 (245 and 63 V AT registe red tax payers and employees of 

FIRA respect ively) . 276(90%) responses were gathered (that is 2 17(89%) hom 

VAT I'egistered taxpayers and 59(94%) fl"Om e mp loyees of FfRA). Out of 21 7 

respondents V A T reg istered indicates that Large V AT taxpayers, Addi s Ababa 

bran ch V AT regis tered taxpayers and So le Pl"Op ri etor V AT payCl"s, al'e IlccnUlll 

26(1 2%), 108 (50%) and (38%) respectively. 

As ex plained earli e r in th e methodology part of thi s thes is large taxpayer:;. 

in cludes the taxpayers of share companies. partnerships, joint ventures cic. 

whose an nual turnover is eq ual or grea ter than 5 mill ion Birr, where as J\clcli ~; 

Ababa branch VAT tax payers inc lud es s hare co mpani es, partnerships, .I nint 

Ventures and the like but there annual turno ver is less than 5 milli on Birr, 

however both exc lude so le proprietol'ship taxpa yers. 

In te l"lllS of e mployees of FIRA out 01" 59 the share of respondents III'C II ': 

fo ll ows: Emp loyees of VAT depa rtme nt (So le pl"OprietOl" ~;h ip) 17("29 ,, ~,) 

e mployees of iarge taxpayers 19(32% ) il nd emp loyees 01" Addi s !\babll brIIl1L" 1 

VA T reg i.s tered taxpayers 23(39%) . . See table -:1.1 below for details .. 
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Table 4. 1 , VAT Registered Taxpayers and Employees cf F1RA Respondents. 

Types of V~j\hllnb of Percent Employees of Number of Percen I 
payers Respondents FlRA Respcndent 

t I 
s 

Large VAT 26 12% Employees of 17 29% 
I Registered VAT 

Taxpayers Department 

Sole proprietor 83 38% Employees of 19 32% 
VAT Registered Large 
Taxpayers Taxpayers 

Office( L TO) 
Addis Ababa 108 50% Addis Ababa 23 39% 
Branch VAT Branch VAT 
Registered payers office I 
Taxpayers 
Total 217 100% 59 100% 

Sources: computed from survey data, 2007 

4.2 Benefits of VAT Compare to the Sales Tax 

V AT is broad based tax, which enables to raise more government revenue. This 

is because VAT is applied of each stage of production and di stribution that is 

whenever additional va lue is created the tax is appl ied. But the bases of sales tax 

are narrower because it was limited to imports, manufactured goods and a few 

se lected services. 

l-

I n the survey, the V AT regi stered enterprises were asked about their opinion 

whether V AT is more advantageous than the replaced sales tax or not. Out of 

2 17 VAT registered tax payers, 152(69.6%) answered it is more advantageous 
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than the sales tax, 24(10.9%) answered it is less advantageous, 28(13%) of them 

responded it is equal advantageous with sales tax and the rest of 13(6.5%) 

knows nothing. For more understanding see the following figure. 

Figure 1, VAT and Sales Tax. 

VAT compare with sales tax 

6 .5% 

IZJ More advantages 

10.9% m less advantages 

~ Equal advantageous 

o Know nothing 

Source: computed survey data, 2007 

The above figure shows that most of the respondents 152(69.9%) replied that 

VAT is more advantageous than the sales tax this is because it is a refundable 

tax when input tax exceeds out put tax in addition to this it is not affect the 

business community rather the tax collected from the consumer. But the rest 

13(6.5%) replied know nothing about the benefits of VAT from the sales tax, 

incase of this the FIRA should provide intensive education to them and they 

should understand clearly about the merits of VAT. 
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The s urvey w as al so conducted on employees of F[RA as ked abo ut w helhn 

V AT more important than sales tax or not. Out of 59 res pondents , 5 1(87. 1 'V.,) 

responded VAT is more advantageou s than the replaced sa les tax, 6(9. 7%) 

a nswered it is less important tban sa les tax an d 2(3 .2%) res po nded no diffe re ncc 

between th e V AT and the sa les tax. As we can understand liom the abovc 

res ponses, most of the respondents repl ied that VAT is Illl)re usefu l than the 

rep laced sales tax. 

V AT registered tax payers and employees of FfRA were also asked why they 

thought th e VAT more advantageous than the sal es tax. Th e ir reasons ;]rc 

summarized as fo llows: 

• VAT provides 1110re revenue for the economi c deve lopme nt of the CO Un lr"l 

than the sa les tax th is is because it is a broad based tax system and it h il~ 

less exempted goods or serv ices than the rcp laced se ll s tax. 

• 

• 

It is fun dable tax system, 

It red uces the evasion of tax. Th is happen s because th e ta x is di v id ed in to 

parts a nd there fore the incenti ve to evade tax by only one firm is I'educed 

• It a vo ids cascading; Cascading occurs when a ta x on in puts is not 

refundab le and charged again on output. 

As we ha ve seen 1'1'0111 the above po ints desc ri bed by both l'E' s po l~,dents, VAT is 

1110re important than the sa les ta x thi s is because as the survey I'c sul t illdiC<llC:: 

s ince VAT is a bmacl based type of tax sysle l11 it inCl"ease.s th e I'evcnue ()j the.. 

g!:wcrn l11 e nt, enco urages both in vest l11 ent Ll ild expon and it avoids cascaciilll.' . 

Th e e mployees ai' FJRA we re asked about w het he l' the il11pl el11entLltion of V AT 

s uccessfu ll y in the consec uti ve li ve yeLl rs 01' not. Out of 59 l ' espond ent ~;, 

22(38%) res pond ed the impl e l11 cntat ion of VA T is vcry successful, 30( 50% ) 



replied that the VAT implementation is less successfully, 5(9%) answered not 

successful and the rest 2(3%) replied no idea. For detail see the following figure 

Figure 2, Implementation of VAT 

The implementation of V AT for the five consecutive years 

3% 

Less successful 

• Very successful 

o Not successful 

o I have no idea 

Source: computed survey data, 2007 

As to have seen from the above figure 30(50%) of the respondents, replied that 

the implementation of V AT in the five consecutive years is not much successful, 

this is because of various constraints such as inefficient tax administration, less 

awareness of the business communities on the V A T rules and regulations and 

the like. The survey was also asked the respondents about why the 

implementation of VAT for the consecutive five years is less successful. They 

put their reasons as follow: 

• The VAT administration of FIRA is weak, due to insufficient number of 

employees in the authority. 
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• Th e way and method of fraudulent activ itics on V AT is increasing by 

taxpayers. For example, appii cable to fa il ure to til e, fai lure to pay, fai lu re 

to main ta in the required books and records and so on. So the authority 

shou ld not control these non compliance ente rprises and take appropriate 

act ion on them due to inefficient tax admini s trat ion .I-kn ce 

noncompli ance business communi ties are remitted the co ll ected tax iCl; ' 

themselves rather than the government, 

• Some bus iness communities are mi sunderstand abo ut the tax laws and il s 

app li cat ion, and 

• The attitude of most bus iness cOlll lllunity towa rd s tax is negati ve. 

Th erefore due to different constrain ts such as the weaknesses of laX 

admin istration, less awareness of the bus iness comillunit ies lOwards the tax, th e 

ex istence of th e noncompl iance of the bus iness cO llllllunities the implementation 

of V AT in Ethiopia is not much success ful and it co uldn ' t achi eve its objectives 

pmperl y. 

4.3 VAT Rules and Regulations 

As d isc ussed bri efl y in chapter three the VAT pmc la lllat ion was intmduceci iii 

Ethi op ia January 1",2003. It has 13 section s and 66 art ic les . Accordin g to 11m 

proc laillat ion VAT is paya ble ~lIld wou ld be lev ied at the I'a te of 15 percelll : " 

they a rc : suppli es made in Ethiopi a, mad e by iI taxable person. macle ill the 

comse o r ·fulth erance of a business an d ' nre not spec i I~ call y exe ll1p ted 01" ZCl"O 

ratcd. 



' D .• _____ .c... 

The sU l'vey was ca n'ied out by asking the V AT reg istered tax payers about 

w hethe r you are fam il iar w ith the proclamation of VAT rul es and regu lations m 

no t. The su rvey result shows, 14 1 (65%) of 2 17 replied thar they know little thc 

ru les and regul at ions of VAT, 4 1 (1 9%) respo nded know mu ch the ru les and 

regulat io ns of VAT and 35( 16%) rep lied know noth in g abo ut the proc l,llllat ion s 

of V AT rules and reg ulat ions, For deta il s see the fo llowing tabl e. 

Tabl e 4,2 VAT Rul es and Regul at ions , 

Question survey Items . Total 

Do you know Yes Yes but Nothing None i 

the not much know 
I 
i 

procl amation of I 
I 

VAT ru les and 1 217(100%) 
4 1 (19%) 141 (65%) 35( 16%) 0(%) I 

regu lations 

properly? 
---- ~-

Somce : computed survey data , 2007 

As we have seen from the above tab le 4.2, 141 (65%) of the VAT reg istl'3 l1 ts 

tax payers re p lied that they have not yet suffi cient kn ow ledge abou t the rules and 

I'egul ati ons of VAT and 35( 16% ) of the m repl ied nothi ng to kl1()\\ ,1])OLlI ! he 

proc la mati on of V AT I'LIl es and regulati ons . T he re Fo re du e lC1 tile prcscnce <w 

,un awa reness bu si ness comlll un iti es a bout VI"\ T laws are the bottlenecks ot [I.,., 

impl e mc ntat io ns of VAT in the country pl'Opcrl y, So (he FIRA sho uld IVo rk 

more on the area 01' aware ness creati on about the concept 01' V!\T I' ules ,1I1 d 

rcgul at io ns. In o rder to kn ow the ca uses abo ut (hese con strai nts the' survc\, W:lS 

I 
! 
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also conducted by asking them about why not yet you knov" the rules ,111e1 

regulations of V AT properl y. They summarized thei r reasons dS foll ow : 

• The authority doesn't create cond ucive al1110spliere in order to teach aboll l 

the V A T ru les and regulations, 

• There is no any access (means) to get the documents whi ch ,]t'c e;-..pla l ll ~d 

about the rul es and regulat ions of VAT li ke broachers, Pam pla tes alld 

other necessary material s, 

. , The FIRA makes not enough preparation to awa re the tax payer to lea rn 

and it isn' t also exp lained it well to the tax payers, 

Therefore the r IRA should do more in order to create awareness about the V AT 

concepts, rul es and regulations to the taxpayers. 

The survey was also made by asking the empl oyees of FI Ri\ abo ut whether the 

authority bad made suffici ent clarification to the pub lic about the concept of 

VAT or not. Out of 59 respondents, 18(31%) responded yes, 34(57%) l'epli cci 

th at yes but not lll uch 5(9%) answered no and the rest 2(3%) know nothin g. F'l!' 

more deta il see the fo ll owing tab le. 
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Tabl e 4,3 Th e Co ncept of VAT. 

Q uestion survey 
1 

Items Tota l 

Do yo u Yes Yes, but No Know 

believe that not nothing I 
FIRA has much 

made 

s uffi cient 

c larifi cations 18(3 1%) 34(57%) 5(9%) 2(3%) 59( 1 0 0%) 

to th e public I 
I 

about the 
, 
I 

concept of ~~ VAT? 

Sou rce : compu ted survey data, 2007 

As we have seen from the above table, 34(57%) of th e res ponclents rep li ed ih ~' , 

the FIRA has not given much information about th e concepts ~lIld laws of V l .T 

to the business cOlllmun iti es , Th is is because the number o r e illplo yees in Ih e 

FTRA is too s l11all co mpa l'e to the VAT registered taxpa\ e l'S, so it coulclll'i 

provide suffic ient inforillation about the laws of V AT to th e cO lllllluni ty , 

In orde r 10 Cl'ea te Illore knowledgeable soc iet ies about th e co ncepts ~lIld uses 01 ' 

ta x the authority should prov ide cont inuous c lar ification about {he la ll's 01' VAT. 

In orde l' to know th e causes of the unawareness or the busincss cOllllllu niti es 

about the V;\ T laws c lear ly the survey was cond ucted by asking ol'lici ~d s aboul 
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why the FIRA has g iven less c larification about the concept :md laws l(l til" 

society, They put their reasons as the following manner: 

• 

• 

• 

• 

Due to the presence of s111a ll number of employeE's In the ~I uth orit\, tile 

FIRA couldn ' t prov ide suffici ent clariiication about it, 

Some tax payers are not wi lling to learn at th e schedu led IJI'eparcd b\ tile 

author ity because they prefer to run their bus iness and had to I~ I ve less 

attenti on to the program, 

Some of them are forced registrants and have no suni c ient knowlcdge 

about the rul es and regu lations ofYAT. Therefore they are not w illin !! to 

know o r learn , 

Some tax payers have negative Image about the tax so they ha\'c no 

interest to know about VAT rules and regulati ons, 

Some tax payers are illiterate so they didn't know the co ncept of VAT" 

and 

• Th ere is a gap bet",,,een taxpayers and the authority; thi s is beca use Ill ost 

of the tim e tax payers perfurmed th eir duties by their l'epreSel1latl ve 

agents, So there is no direct communication between thel11 , 

As to understa nd from the above explanation s g iven by both thc of/ icia ls of the 

FTRA and the VAT registered taxpayers, there are some co nstl'ain ts which ;Irl' 

obstacl e to perform the ir duti es properly, So to c urve these cOIl , traints, :I ~ e 

authority should g ive hi gh emphas is for teach ing of the tax p:l\lcrs intell s i\c!' 

a bout the concept s of VAT I'u les and regulations , T he C1uthol'it \' should ;:150 

c reate eo ndu c ive co ndition s liJr the taxpayers to get the necl' ss:1 I'Y mate!'I:1I:,:, 

which ex plain about the VAT rul es and ex planations, Such I11nlCl'i:lIs :1re lih, 

b roache rs, p:1I1 plates and other supporti ve docu ments, The Inx pnyers should 

al so g ive specia l attention and acq uil'e suf/i cient knowkdge about the rules ~lIld 



regulations of V AT and they should also obey the proclamation of the VAT 

rules and regulations. 

During the survey the V AT registered tax payers were also asked whether the 

current rules and regulations of V AT are suitable or not. Out of 217 respondents, 

30(13.6%) responded the current VAT rules and regulations are suitable, 

88(40.9%) of them replied the VAT rules and regulations currently applied is 

not suitable, 65(29.5%) responded some VAT rules and regulations should be 

amended and 34(15.9%) of them replied know nothing. For detail see the 

following figure 3. 

Figure 3, Rules and Regulations of VAT 

The current V AT rules and regulations 

15.90% 13.60% .--.---

Suitable 

• Not suitable 

29.50% o Needs amendment 

o Know nothing 

Source: computed survey data, 2007 
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Figure. 4. Importance of V AT 

5% 

The importance of VAT 

CI Encourages inwstment and 
trade 

1:::1 Discourages inwstment an 
trade 

o Encourage export but not 
inwstment 

~ Know nothing 

Source: computed survey data, 2007 

As to understand from the above figure 4, 176(81%) of the respondents know 
properly about the importance of V AT for encourage investment and export. 
This is because VAT encourages both investment and export by zero rating the 
input tax. 26(12%) answered VAT discourage for the development of 
investment and export. This is because poor administration of the authority to 
control tax evasion. Even though most of the respondents were given a positive 
respond, the FIRA should strengthen its capacity of administration and provide a 
continuous education to the V AT registrant tax payers about the V AT rules and 
concepts. Since the newly tax system (VAT) is important to encourage both 
investment and export of the country. 
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As the above figure indicates tha t S8( 40.9%) of the respondent s responded that 

the cu rrent VAT ru les and regul ations are not suitab le for the bus iness 

cOl11munities, and 34( 15.9%) I'c pli ed know nothing about the CUITent V AT nrl cs 

a nd regulat ions, so the F fRA shou ld teach them about the co ncept 0 1' V AT 

laws and regu lati ons pl'Operl y . In o rder to properl y im pl e ment and achicve its 

objectives the F1RA should set up s ui table VAT rul es and regul atio ns '1'1" 1; 

cons id erat ion of the bus iness soc iet ies. 

4.4 The Impact of VAT on Investment and Export 

The newly int roduced V AT is one of the co mponents des igncd bv 1()I'c ign anci 

local experts to illlpro ve the tax co llect ion and ad min istrat ion sy~;telll I.' : invoi ced 

based. T hu s requ ired a co mpl ete revamp of the way bus iness is cond ucted in th is 

country. Thi s new tax sys tem is to encourage investment and expO I'l because 

these act ivit ies are zero credited . 

Th e survey lIas co nducted on VA T registered enterpri ses to knOll Ih e il' opinl ",: 

by asking them about VAT is importance for the gl'Owth or in\"l~ stment ;II~_ . 

export or not. Out of 2 17 respondents, 176(8 1 %) responded V /\'1' is importanr 

for the g rowth of investment a nd export, 26( 12%) answered V AT di scourage Ii)!" 

the development of il1\es tment an d export , 4(2%) responded V /\T is c llCourage 

expo rt but not il1\ 'cstlllent and 11(5%) ofthelll nothing to kllOIl :lhn ut iis illlp:tcl 

o n in vestmen t and (,"llO rt. 1:0 1' deta ii s see the fo llow in g li g lll'l' _ 
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Th e 3L:rVey w:ts also conoucteo by asking the employees of FIRA to discovCl 

their attitude about the impact of V AT on investment and export. Out of 'i l
) 

respondents, 37(63%) responded V AT encourages investment and export, 5( 9'1" I 

answered VAT d isco urage investment and export and 17(28%) 0 f th em 

responded it encourages ex port but not in vestment. For more deta il see th e 

fo llowing table" 

Table 4.4 Impl eme ntation of V AT" 

Question survey Items Total i 
I ( 

The current Encourage Discourage Encourage 

implementation investment investment export but I 

of VAT in and export and export not 

Ethiopia investment I 
I I 

I I 

37(63%) 5(9%) 17(28%) : 59(100%) I 
, 

"- - --' 

Sou rce : computed survey data , 2007 

Th e above tabl e ino icates that 370f 63% of th e respondeills I"cpli ed VAl 

e ncourages both in vestme nt and export s ince the act ivities arc ZC I"O I"~ikd :!lld 

17(28%) of th e rcsponde nts rep li ed VAT is cncoLll"aged C\ POII hilt '!i;l~ 

inves tment, so thc s UI" vey was al so conducted by asking thc m w hy V/\ i 

e ncourages expo rt but not in vestment. They summari zed the ir reasons as 1"01101\ 

Because of the 1:8ct that the co untry's pe l" capita income is olle nj" th c lowes t il l 



the wo rl d , the purchas ing power of th e Eth iopian people is very weak. T hi s Inck 

cd' effecti ve demand has in turn, been di sco uraging investment pa rticul arl y 

in vestment in the prod uction for the loca l market. Im pos ing a taxati on sys tem 

that further weakness th e people' s purchas in g power cou ld thi s make the syst em 

inimi cal to economic growth . And it those who li ve in absolute po verty who W I !h 

be hurt the }11ost, in the li ght of the regress ive character of VAT. 



4.5 Problems Of VAT Implementation 

A poorl y admini ster V AT raises less revenue than poss ible and can change thc 

very nature of the tax resL:it ing in un in tended economic di stortion ~. As it hils 

been observed in many develop ing countries at the ini tial stage, V/\' !' 

implementation faced ditferent problems. This has been the case with Et hi opi ,; 

as well. 

The survey was conducted by asking of the employees of FJRA abo ut do YOII 

know that the problems that hinder for the VAT implementat ion of VAT iii 

Eth iopia. Out of 59 responcients, 50(85%) responded yes there :l l'e p l ob l em ~: 

whi ch are obstacle for the implementa ti on of VAT, 7(1 2%) rep li ed no, 2(J'X,) 

responded no idea . For detail see the fo llowing table. 

Tab le 4. 5 Problems of V AT impl ementation. 

Question survey Items I TntCi I 
, 

I .. 

Do you know the problems Yes No No idea 

that 

hinder for the i 
imple me nta t ion of VAT in [ 50(85%) 7(12%) 2(3%) 59( 100%) I , , 
Ethiopia? 

I I I 

Source: compu ted survey elata , 2007 

As to observe fml11 the above ta ble, 50(85%) of th e respondents I'cpl icd th at 

Ihere are prob lems that hinder the impl ementat ion of VAT. Bv considcl'ing thi s 



--.-.--

th ~ ~ urvey were also conducted to ask them what are the problems that hinder 

[0,· the smooth implementation of V AT?, OUl of 59 respondents, 48(8 1 %) 

re sponded that the serious problem is in ~ffic i enl admini stration .du e to less 

number of empl oyees, 3(5%) repli ed the se l·ious probl em is th e res istan ce of 

so me VAT payers against registration lo r VAT , 1 (2%) responded du e to 

ullderstated finan c ia l statement, 4(7%) an swered low leve l of tax aW3 1·cness l·o r 

sc'll1e bus iness co mmuniti es and 3(5%) rcspo nded forge ry of VAT in voi ces is 

the serious probl ems for VAT im plementati on . For more detai l see the 10110wing 

figureS . 



Figure 5, Problems of V AT Implementation by the Views of Employees of "'''' If" 
The problems that hinder for the implementation orVAT in Ethiopia on the views of employees of FIRA 

5% 2% • Weak administration 

• Resistance against­
registration of some traders 

o Low level of tax awareness 
of some traders 

o Forgery of VA T invoices 

• Understated financial 
statements 

- ---- ----- -- -- ----

Source: computed survey data, 2007 

As we have seen from the above figure5, 48(81 %) of the respondents replied 

that one of the serious problems of V AT implementation is inefficient tax 

administration this is due to insufficient number of employees in FIRA. To 

alleviate this and other problems explained above the FIRA should recruit more 

qualified employees and strengthen its tax administrative capacity. 

Following a brief discussion was made together with the officials of the 

authority on each identified problems mentioned above. 
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1. Weak Tax Administt'ation 

Weak admin istration from the tax co ll ector s ide is one of the serious prob lems 

for the implementation of VAT. As the above figure 7, shows 48 respondcllls 

48(81 %) ranked th is prob lem as the first serious problem. V AT w ith the 

ad va ntage of modernizing the tax ad mini stration , needs strong and train ed staff 

supported by the necessary equipment. However in the country, w here V AT 

registrants are increasing surprising ly from what has been planned, trained 

manpower and the necessary mate ri a ls are no t prov ided in acco rdan ce w ith th e 

I·i si ng number of registrants. So, if necessary material s and staff are nol I'ulfillc ri 

V AT in Ethiopia should not contin ue in achiev ing the objectives it is des igned 

fo r. 

2. Res istance against Registration for VAT 

Any pe rson dea lin g In taxa bl e suppl ies and whose taxab le annua l Imnover is 

above reg istration threshold is required to register fo r VAT. A trad e who I'a i Is to 

I·egiste r while liab le to do so, he shal l be legall y req uired to account 1'0 1· V AT 

begin ning w ith time he came to be liable for reg istration illc luding I·ina nc ial 

penalty . However, most of the traders e li g ible for reg istration do not appea r to 

the tax authority to take reg istrat ion certifica tes. The survey result in dicates th :ll 

3(5%) of tile res pondents rank th is probl em anoth er serioll s problem. 
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3. Understated Financial Statement 

Mostly traders who mainta in books of acco unt usua lly dec lare turnovcr illuc il 

less than the registration threshold leve l. Accord in g to the survey study 1110 : : 

bus iness holds two books one for the tax authority and another fo r bank:. 

Usuall y the financial statement produced to the tax authority nrc high! " 

understated and to banks overstated, Hence, give a wrong tax, Thi s, of co urse. 

req uires an intensive audit work in order to adjust the ac tual income 1'Ot' 

registrati on , This is one o f the areas where resistance traders use as a mea ns 

aga inst registration for not to come into the VAT network, 

4. Low Level of Tax Awarencss 

Res istance aga inst regi stration f (lI' VAT is attributab le to the trade r's limited 

awa reness toward s the tax legislation, Most of the tax payin g communit y is 11< " 

aware of the fac t tli atthe tax is collected from th e customer and the opportuni\ \' 

to have credit for taxes pa id on purchase, This is because most or thc trnders ,it, 

,lot attend tax awa reness program by th e tax authority, An extensi ve ed ucatioii 

or program to make the tax commun ity 0 11 VAT operat ion is yet of pri m[II·\ 

;]ction to be carri ed out I·egularl y by tile tax auth ority, The survey result shows 

that 4(7%) of the res pond ents ra nked thi s prob lelll as the lirst serious prob lclll, 

S. Fo rgct·), of VAT In voices 

In pmticular credit and rcrund request are di rectl y the .outputs oj' le',ll \1 /\ i 

in voices , However, l'orge ry of in voice is likely to occur 1·'01' credit (md l'el'ullCi 

I'cqucst such a i'raud shown is ca refull y exaillined by me,ln s of spcci: !1 

co ntrol lin g clev icc, The nelV division in chal'ge o r co nt rol 01' invoi ce Ilroclucti ull:: 



and utilization has commenced to run the function. According to the survey 

results on figure 7, 3(5%) officials of the authority identified this is one of the 

serious problems for the development government's revenue. 

The same issues were also raised to ask the business communities in order to 

know their views about the problems of VAT implementation. Out of 217 

respondents, 152(70%) responded the serious problem is less awareness on the 

V A Tissues, 22( 1 0%) replied weak to control the non-registered and registered 

enterprises by the authority, 17(8%) answered less quality service provided by 

the authority and 26(12%) responded weakness to follow up to identify 

compliance and noncompl iance business communities. For details see the 

following figure . 

Figure 6, Constraints of V AT Implementation by the Views of Business 

Communities. 

8% 

12% 

The problems of VAT implementation on the views of 
business communities 

Less awarenece creation 
towards VAT by the authority 

. Weakness to follow up 

o Weak to control non­
registered and registered 
business communities 

o Less quality ser.1ce pro\ied by 
the authority (FIRA) 

Source: computed survey data, 2007 
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The above fi gure shows I S] (70%) of the respondents repli ed that less 

awareness creation towards the community on VAT by the authority is Lhe 

seri ous problem for the implementat ion of V AT and 26( 12%) of the I 'espo n dcnt ~; 

rep lied that weakness to follow-up of the noncompli ance business comilluniti es 

is the second serious problems of VAT implementat ion. Th ere fore th e authorll V 

should make create awareness about VAT rul es and regul ations to th e bus iness 

cO lllllluni t ies by g iving extensive education programs and also strength it' s 

controlling mechanisms to control for non compliant tax payers . 

In o l:der to generalize and understand the opini ons of both bus in ess cOlll llluniti es 

and the official s of FlRA about the practical situat ion of the i mplelllentation of 

V AT and the problems encountered in terviews were condu cted on both paliies. 

Therefore as May 2007, the inforillati on gorten from the ofti cicds of the FfRA 

and the business cOlll lllu nities by interviewed. the problems a re categori zed all 

both sides as mentioned be low accord ingly. 
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4.6 The Causes of Problems for VAT lmplementation 

4.6.1 On th e Views of Business Communities 

During the in terviews, th c V AT rcgistered tax payers were asked abou t Wil :il 

you th ink the main causes of the prob lems encountered duri ng V /\ ',' 

illlplementati on, They put their reasons in the following man ner: 

• Lack of understanding 1'0 1' the rules and laws of th e proc lamatio ns 0 1: 

VAT. 

• The authority shou ld not be taken proper acti on ta r the cV(ls ioll of V AT 

by non-compl iances , 

• The soc iety (customers) has not the habi.tofasking the pl'O per invoi ces 1'01' 

their purchasing of goods/services, 

• Weak system of auditi ng perfo rmance to identify the non-colllpli:lI lCc: 

bus in ess comilluni ties , 

As the survey res ult il, di cates that lack of (lwa l'e ness ill Ill ost hw; ille: ;'; 

cOllllllunit ies abou t VAT proc laillations and in effi cient adill ill is [l'a tion of the 

FIRA are th e ti rst and [hc second main causes o f the creation 01 ' thc current 

problems th at obstacl e 1'0 1' the Sl11 00th illlplementation of V/\T, So the Du thol'ity 

should provide illtensi\'C cducat ion and create awal'eness to \\ :1r(b th c busin css 

comilluniti es about the V;\ T l8\vs, but also the FIR A should stl'cngt hcll it s 

admini strati on capac it \ l,y skill ed Illanpower as well as the I'cquircci IlJ :lIc l'i::<i :; , 

whi ch are .illl portant I()I' the lac ilit ies of admini strati on , MOI'CO\"' I', [ill' ;Jllth lll' i[,Y 

sho uld take prol11pt ,Jct ions 101' those non cO lllpliance ta x p:I)CI'S It SllllUld ;Ii :;,, ) 

enco urage the hones t traders li ke rewards thelll :md gi\'e other pri ol'i l.) 
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ad vantages . The business community should also obey the ex isting rulcs of VAT 

and they should also cooperate wi th the authorities operatio na l act iviti es . 

4.6.2. Ou the Views of Employees of FlRA 

In o rder to get more information ti'om the s ides of the official s of the 8uthol·li .' 

the researcher interviewed them by asking th em about what are the root cau se~; 

of the probl ems of the V AT implementation. They identifi ed the causes of th e 

prob lems as follows: 

• Insufficient ski ll ed manpower as we ll as the required material s w hi ch arc 

provide for the facilitation of effecti ve ad mini stra tion o f V AT, 

• Weakn ess of the institute to enforce tor non co mpl iance bus iness 

co mmunities, 

• Lack of adequate budget for the admin istrat ion activities of VAT, 

• Low leve l of know ledge of the tax payers about VAT rul es anci 

regul ations (unawareness about the benetlt of the V AT). Somc of illl' 

bus iness comm uniti es are illiterate, less cla rity of the V AT rlil es "w! 

regul at ions on the bus iness communi ties and some of th em 81'C illitel·atc. 

• Voluntary compliance of the tax payers registered for VAT is very low 

• Negati ve attitude of th e soc ieti es toward s the tax ~lIld IllOst of them 

shoul dn't understand the re8son to pay ta x. 

Th c ·survey was al so made on e illployees of th e authority hy :Jsk in g w het her th~ 

FIRA has taken sOllle measul'es to a ll eviatc th e ex istin g IJI"oblcllls 01" np t. Out 01 ' 

59 respondcnts, 41 (69% ) responded that yes th e authority has t:l ken some 

lll e8SUI'es to 811 evi8te the prob lems of V AT implement:Jtiol1 , I :1 (22'X») repl ied no 
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and the rest 5(9%) respollded no idea . For more information sec the followill l: 

tabl e 4.6. 

Table 4.6 Measures have been taken by FIRA to all ev iate the Problems of V AT 

Implementat ion. 

Question survey [tems ! Total 
I 

I 
J 

Does FIRA have taken some Yes No I have . I 
I I 

measures to alleviate the no , I 
I I 

problems that obstacle for the Idea , 

im plementation of VAT? 

i 

41 (69%) 13(22%) 5(9%) , 59( 100%) i 

Source: computed suryey data , 2007 

As indicated frol11 the 8bove tab le, 41(69%) of the employces ,<lid [h8t th e 

authority has taken sOllle measmes to all ev iate the existill f!- pl'Oblems. 1:(11 

example, to recruit additional employs and LI se Standard Int egl',llccI (i uvcrnlllcill 

Tax Admini sll'3[ion System (S IGTAS), which L1 ses to lilCilir:lt c the t~ \ 

8dmi ni strati on e ffec ti ve ly but the efforts were not much clTcctilT to cOlltrol It)!· 

the noncompl iance cll terpl·i scs . In co nnection to thi s the Sllr l'l'\ II:IS C() ll duC1 C~1 

by- asking thc 'offici8l s of the authority 0n what are the 81ternati lT solutiolls h:I \, ' 

t8ken by FIRA to ,ilicv iatc the above mcntioned prob lem:, . I he\ pLlt their 

81lSWerS 8S fo ll ow: 

7' .) 
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• To te3ch the tax payers on tile registration time about \' AT :'LIles :I il: : 

regulations, 

• To upgrade the hlX officials skills, 

• To recrui ting new emp loyces and g ive conti nuous tra ining the exi s til1~~ 

once, 

• Delegation of authori ties to regional governillent and c ity acirnini strmioll , 

• Take a forced I'egistrat ion for those business enterprises ~lre ;1 bove the 

th reshold , 

• 

• 

Take legal Illeasures fo r non cOlllpliance enterpri ses, 

Usin g a cO lllputer system which is cover standarci In tegrated Tax 

Adm inistration System (S IGTAS) which he lps to facilitate the V/\T 

ad mini stration activit ies, and 

• Transmitted information by media (TV, Radio, etc) and c1i sli'ibu ,c I'::!: ~ 

plates and broachers about the issues of tax to the business community, 

The surveys were also conducted by asking the business communllies to 

unde rstand their suggestions by as king them about what al'c th e alternativl' 

sol utio ns to alleviate the current prob lems 01' the impl ementation 01' V /\T Thel' 

put thei r responses as follows: 

• The tRX payers and the aLilhority should conduct con tinuous discuSSIOll 

about tile issues of VA T, 

• The FIRA should teach the business cOlllmunity about the COllccpt o i 

VAT intensively (it shou ld parti cipate the bus in ess C:()l1llllul~ lti cs It'd' 

diffcrcnt seminars about the issues of tax, especially V /\T i. 

• To prov ide quality serv ices the FIRA should incrcnsc the Illllllbcr " f' 

qua lil'jed emp loyees, 

• I::stab lish fl'ee fl'Om co rruptio n management system, 
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• The F1RA slioL:ld take prompt measures for noncompliance hus iness 

commuilities, and 

• The FIRA should ll1crease its fo l:ow-up of the enterpri se and it should 

inves ti gate the co mpliance and non-compliance busi ness cnterpI'ises, So 

the auth ority should enco urage and reward the honest traders and it shollid 

ta ke a lega l act ion fo r non-compl iance business enterp ri ses, 

Moreover, in ol'der to k.now the practical situation or VAT implementation all" 

to di scover the constraints faced during its activiti es the survey was co nductcd 

on both the VA T regi stered taxpayers and the empl oyees of FI Ri\ by ask in g 

them various types of quest ions and interviews, The issues whi ch niT assessed 

and di sc ussed are: V A T registration process, threshold of V i\T, V FI' I'cvenue 

co ll ection, V AT adm in istration, VAT audit, VAT refund, issues (\ I' ! ;lVoicc~;, 

maintaining books of accounting keeping and lllarket cOlllpelition, So Ie! 's 

di scuss each of them in delni I as follows, 

4.7 VAT Registration 

According to the VAT' proclalllation No , 285/2002 of Article 1(, ;llld I i, 

person who nl11S an enteqxise or activ ity where the va luc 01 ' hi s l<l.'~lb k 

trans8ction BilT 500,000 and abovc in any period of 12 month s il1llll ed inteh ' 

preceding hi s npplication 10 the 18X authority or whosc turn over in respect 1(' 

t8xable Il'a ns8ctions is cx pec ted to cxceed the thresho ld ill Ih e 1i,lln\Ving ! 2 

months is I iablc toreg istcr I()[ V i\T , 

In ordcr to grnsp SOllle inl()J'[nation i'rolll thc op inions of empl(m.:l's 01' 1:11 ",\ 

3bout thc I'cgistrati oll pmcess the survey \Vas conducted Iw :Isk il l.'~ Ih .' 



are registered obligatory, 25(42%) replied the registration process of the V AT 

payers are voluntary and the rest 2(3%) answered nothing to know about the 

registration process. 

Figure 7, Obligatory and Voluntary of VAT Registration. 

Most of VAT-registration conducted 

3% 

42% 
Obligatory 

.Voluntary 

ONo idea 

Source: computed survey data, 2007 

As to have seen the above figure 7, most of the tax payers 32(55%) are 

registered for V AT obligatory. According to them the reasons are lack of 

knowledge (awareness) about the registration of VAT (lack of information how, 

when to register). Therefore the FlRA should work more in order to provide the 

required knowledge about V A T rules and regulations to business communities, 

and so the business communities should also ready to learn and obey the 

proclamations of the VAT laws. 

The survey was also conducted by asking the V AT registered enterprises 

whether eligible business entities whose annual turnover more than the threshold 
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have not yet registered or not. Out of 217 respondents, 178(82.2%) responded 

yes there are some business enterprises whose annual turnover are more than the 

threshold but not registered, 10(4.4%) replied there are no any business entities 

registered yet for VAT and 29(13.4%) responded about the existences of non­

registrant enterprises but capable to registered. For details see the following 

figure 8. 

Figure 8, V AT Registration and Eligible Business Enterprises. 

13.4% .__--r-_. 
Some eligible enterprises not yet registered for V AT 

82.2% 

DYes 

I!J No 

D Know nothing 

Source: computed survey data, 2007 

The above figure shows that most of the respondents 178(82.2%) assured that 

there is some business enterprises whose annual turnover are 500,000 birr and 

above have not yet registered for V AT. By considering of this issue the survey 

was also conducted by asking them why some taxpayers have not yet registered 

for V AT?, they provide their reasons in the following summarized manner: 
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• Some business entiti es think that the authority have no powe:' to !orcc 

them to be registered for VAT because of the existence of ill sllff'ici elll 

manpower, 

• The authority has not aCcess to get suffi cient information 101' [hose ta x 

payers capable to regi ster but not yet to reg istered for V AT. 

• 

• 

They want to monopoli ze the market with least price, 

Some traders fear regi ster for VAT they assume to loose the il' custolller:: 

due to the price differences between VAT registered and non-VAl 

registered business entities, thi s is because llloSt of the time customers 

be lieve that the cost of goods inclusive witii VAT is higher than the VAT 

exclusive one, and 

In o rder to reduce the obligatory registrants and promote VOIUlll;lI'y lax 

compliance, the FIRA sho uld engaged in continues education for th e 18 X pa ver 

education programs, which aimed at educating and sensiti zing the busin ess 

com munity on various VAT issues. !t also im prove the quality of st::I'v ices I n 

provide for tax payers and forced to register for those business en terpri ses :1"''­

not ye t reg istered for V AT but there an nua l turnover is above the tlHcshol d. :.; ~: 

on the side of the business eo millunity they should obey the V:\"\" rules :111(1 

regul at ions and so they should regi ster for rhe VAT according to the rC!lis tratlo ll 

l)I"ocess of the VAT \\"itllOUt any entorcement action 

As May 2007, the rcscarche l' rece ived the inlol"lmllion from in tervie\\t~cS liol1l 

different concerned pa'rlies 01" the ol"li c ial s of FIRA as we ll as th e hllsi ncss 

cOll1mun iti es' view Ihe practical siruation 01' VAT reg istration moslh' l',lIHlUCI UI 

involuntary. So :lS il \\8 S mcnlioncd above thc FIRA should work Ill OI 'C :llld 

strength en its admini strat ion techniques and the business commun ll\' SllOUlu 
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respect and apply practically the V A T rules and regulations and so they should 

fully accept it. By doing co-coordinately between the tax payers and the 

authority jointly solve the current problems by discussion so by doing these the 

authority should minimize and eradicate the problems. So both the authority and 

the tax payer become benefited from the development of the country by 

collecting of more revenue from the society. 

The survey was also conducted on the business community by asking about 

whether the process of VAT registration good or not. Out of 217 respondents, 

133(61.4%) responded the process of registration of VAT is good, 30(13.6%) 

answered the VAT registration process is complicated, 20(9.1 %) replied there is 

no sufficient time in VAT registration process and 34(15.9%) responded no idea 

about the VAT registration process. For more detail see the following figure. 

Figure 9, VAT Registration Process. 

The process orv AT registration 

15.9% _--""T-~ 

Source: computed survey data, 2007 
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Though most we are observed from the above fi gure most of the respondent:; 

133 (6 1.4%) answered in a pos itive way (that is morc than ha lf respondents sai l; 

th e process of VAT registration is good), th e tax ad min istration needs liJrther 

in tensify its tax education program. As indicated the above tI gure 30( 13.6%) 

taxpJyers responded that the process of VAT registratio n is co mp licatcd. In case 

or thi s th e survey was conducted by aski ng them about why the pmcc,;s of V!\T 

registration is co mpli cated. They put their reasons as I-ollow: 

• The registrati on process demands addi tional and cumbersome accounting 

proced ure, 

• There were no act ive way of registration process( time takin g the proces:; 

of rea istration) '" . , 

To curve these constra ints the authority should improve the quality of serviccs iC, 

prol 'ide for the business commu nit ies and pmmole and reward those honest an d 

compl iance of vo luntary registrants. Besides thi s the auth ority should take ;! 

prompt action of those operate their bus iness operat ions without obev ing of th e 

rul es orthe VAT. 

4.R T hres ho ld of VAT 

Fnl' ad mini strati ve purpose a th res hold has bee n put ill 1'1 ;1(<: Ill[' \l A 

I·cg islration. In Ethiopi an case, .the V /\"1" proc lamation. the cnlL'rp ri scs who':e. 

;tIlI1U;I1 (UrtlOI 'CI' is halra milli on (:i OO,OOO) hilT ;lIlci Clbove com pul :;o l')' to regi:; ;,' :' 

I 
I 
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VAT registered tax payers were asked about their opinion whether the existing 

threshold fair or not for VAT registration. Among 217 respondents 81 (3 7 .5%) 

answered it is fair, while 131(60%) of them answered it is high there reasons 

were to include the other business community the current threshold level of 

VAT should be lowered (improved) and the rest of 5(2.5%) responded that it is 

low. See figure 10 for more detail. 

Figure 10, Current Threshold Level of VAT. 

2.5% The Current threshold level is 

37.5% i!:JHigh 

o Fair 

o low 

Source: computed survey data, 2007 

As we understand from the above figure, 131(60%) of the respondents (the tax 

payers) are responded that the current threshold level (500, 000 birr) is high. 

Due to this most business communities below the threshold but actively 

participate in the market competition remain unregistered. Therefore the current 

threshold level should be amended by considering of increasing the number of 

trained employees. 
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The survey was a lso conducted by aski ng for tile elllpioyees of rlRA to 

understand thei r suggestions about whether the threshold fa ir or not. I\lllong the 

S9 respondents, 28(47%) answered fa ir, 24(41 %) responded high and the res t 

7( 12%) responded the current threshold level of VAT is iow. For detail s see th e 

fo ll owing table. 

Tab le : 4 .7. T hreshold Level of VAT 

Ques tion survey 

H ow do you suggest 

about the current 

threshold level of 

I V AT in the country 

Iteills 

Fair Hi gh 

28(47%) 

Source : co mputed survey data, 2007 

As we have seen from the above table, 28(47%) a nd 7(12%) of the respond ent :; 

said that the current tlu-esho ld level of VAT is hi gh and low respecti ve ly. L; u[ ~Ile 

problelll of thi s due to the presence of in sufficient hUlllan resources the I ~ ! i·~ f". 

in capa ble to ad illini ster effective ly if the th reshold is lowered be low the CUITl'1l 1 

level. The survey was conducted by askiil g both of the res pond ents (V 1\ i ' 

l'egi s tranlS and e l11ployees of F1RA ) wi1\' you said the current thres hold leve l I:, 

hi g h. Acco rding to th elll the reasons are -s UI1l111 ,lI'i zed in th e lallow in g 11l ;lI1n er. l-

N To include the other bus iness L'lllC I'IJI'i ses in [he t8 .'\ nc t I he CUITCI'Ii 

th reshold level should be lowcred , 

"" "-
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, The other op inion said: to increase 1110re nU111 ber of V A T rc;.\istr;ln l 

13xpayer business community the CUITent threshold should be improvc( 1. 

13ut the ma in prob lem of thi s stage is the s111a ll er the lhres ho ldmol'c cosli v 

wil l be to admin ister, Experiences indi cates that sett ing tco low thres hold 

ca used fa ilure of VAT in some countri es like Ghana in 1995 ($20,000) 

and Uga nda, Currently, the main prob le111 is that as the num ber of VAT 

registrants increases it becomes above thc capacity of fhc V AT 

department to ad minister it. Now in FIRA, the num ber o f' V!IT 

I'eg istrants ' tax payers and emp loyees o f th e auth ority [[['(:' n ot 

proporti olla I. 

Therefore during im plementation on relati vely high threshl'l ld cl'lu ld be set up In 

h3ve an optimum number of tax payers th at ti,es the ex isti ng capacity ofthc t:1 :,; 

admini stratio n, Even th ough th e cur rent tlll"cshoid leve l is :ldministrat iol1 

ca pac ity of FI RA is nl'lt suffi cient enl'lu gh tl'l ad mini ster the ex istin g lal'ge 

number of V AT registered tax payers by a l'ew num ber of empll'lyees thc 

auth l'lr ity shou ld have recrui t more qU :1 Ii1'i ed and prl'l fessil'lnal cmplo yees , 

4,9. VAT Revenu e Co ll ection s 

Exce pt the vLll ue of gOl'ld s and services exempted by V /\"1" pmclalllal ion ;Ii i 

imported material s, loca ll y prod uced ite lll s ane! se rvices rcndel'ed are la,ed 'i 

IS'Yo , EXPl'l rt o f goods and services, international tran spo rt 0 1" goocis ;111 (1 

passcngers, 'gl'lld supp lied to Nati onal bank 01" I:: thiop ia, transfe l' 01" org,lnizatio["( 

Oil movc mcnt me ZC I'O I'ate taxed goods and ~c l'\ ' i cc s , All V/\T l"'ClllptioIlS : 11 \ ' 

li steel ill the procia matil'lil or arti cle S :l lle! rcgui:Jti ollS fiolll I () -:2,l , ill cludcd il l 

<" 
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this li st is purchase of goods and serv ices for econollli c, soci al and institution of 

the cou ntry's development are exe mpted . 

As per the power g iven to Ministry of F inance and Economic Development o j" 

Ethiop ia (MoFED) some ite ms li ke bread, milk and Illilk products, agric ultural 

inputs like fertilizer and pesticides and other related are exelllpted frolll VA T. 

T he fo ll owing graph shows the revellues annual co ll ections 01' VAT frolll ;i'·: ' 

consecuti ve years (2003-2007) . 
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/\ s Vi e ca n ini"e r frol11 graph I VAT co llection shows progress in the con secutive 

li ve yeal'S So the .in trod uction of VAT in Ethi opia el)hances the clcvelopmeo t 01: 

the eco nolllY. Evcn tho ug h the VAT contributes Ill[" the dcvcloplllcllt of thc 

revenue the authorit y should work Illo re to co ll cct Il1()["C rc vcnue liolll the 

bu s incss soc ie ties . 
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The survey was conducted by asking the ufficia ls of the FIRA about whether 

some traders did not dec lare the tax they co llected as per the law or IIOl. Among . 

59 respondents, 54(9 1 %) responded that yes there are some traders did not 

declare the tax they co ll ected as per the law, 4(6%) rep li ed that no, 1(:>%) 

answered know nothing. Fo r detail see the fo llowing tabie. 

Tab le 4.8 Tax Collection ~lI1d Declaration as Per the V A T Laws 

Question survey Items Total-- -l 

Do you know that some traders did 

not declare the tax they co llected as 

per the law? 

Yes -1 ! Know 

I nothing 
- ----+-- I 

I 

I 

L 1(3%) 1 59(100% i 
_______ _____ -.l _ ________ _ -L _____ ~ ___ ~ 54(91%) 4(6%) 

Source: computed survey data, 2007 

As we have seen the above table repl ied that 54(91 %) (> r' th e busi nesses 

communities are co ll ected the tax and they are not declare it as the CUITent V AT 

laws. In case of this the authority should strength it' s foll ow-lip, administrative 

capac ity and a lso intensify education progra m about the t:1X to tll C hLiSilll~:;:, 

commu ni ties. Bes ides these the soc iet ies shou ld also accept and obey the exi:;ti:l !" 

VAT rul es and regulations 
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4.10 Effectivcness of VAT Ad ministration 

Any tax admini strati on rev iew must rely more on accumulated ex peri ence with 

what works and what does not. The main tasks that must be performed by any 

department in charge of V AT are: identitication and regis tration of tax payers, 

process ing returns, controlling co ll ecti ons, making refund s, auditing ta xpayers, 

in ves ti gation for tax frauds and evasion or levying pe nalti es . 111 mder Ie] 

adm ini stel' these tasks, the department in charge has to be well organized ,1IU 

conduct public ity tax payer's ed ucation and information during the led-in-time. 

The survey was conducted by asking of the offic ials of the aL!thmity abouL 

\vll ether the capacity of V AT adm inistration of FI RA strong or wea k. Out of )' ; 

respondents, 45(76%) responded the VAT ad mini stratioll of FI RA is weak . 

I O( 17%) rep li ed lhat it is strong and 4( 7%) responded it is medium. I~ () I ' deta ils 

see the fo ll owing fi gure. 



Figure 11 , VAT Administration ofFlRA. 

,----------------------------
The administration of FIRA on V AT 

7% 

76% 

Source: computed survey data, 2007 

• Strong 

• Weak 

o Medium 

As we observe from the above figure 13, 45(76%) of the officials of the 

authority replied the administration capacity of FlRA is weak, so the survey 

was also conducted by asking them about why the VAT administration of 

FlRA is weak. They identified the reasons summarized as the following 

manner: 

• There IS less number of trained and skilled employees linsufficient 

number of human resources, 

• The FlRA is incapable to control the whole registered and non-registered 

enterprises this is because extremely small number of employees compare 

with the large number of tax payers ( that is unproportional relationships 

between them), 
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• L imited reso urces ( in suffic ient budget) , 

• Weak en forcement activ ities regarding to human , materi nl an d legal 

aspects, and 

• Less motivat ion of some employees due to less remunerat ion. 

T herefore non-s trength ened tax admini stration is the ma in probl e m in trac in g 

th ose non regis tered and delinquent taxpayers . To minimi ze and el illlinate these 

constraints that hinder fo r the impl ementat ion of VAT the autho r'i ty should 

stre ngthen its admini st ra ti ve capacity in both mate ria l :-I S we ll ns hum;lIl 

resources. 

The VAT registe red enterpri ses was al so asked whether the VAT :-Idm ini strati ve 

capac ity of FfRA strong enough or not. Out of 2 17 respondents, 34( 16% ) 

responded the VAT admin istration of FIRA is s trong, 152(70% ) repl ied weak , 

and 20(9%) answered the ad min istrat ion of FTRA on \j AT is medium and 

I I (5 % ) responded know nothing. For detail s see the i'allow in g ta bl e . 

Tabl e 4.9 Tax Adl11ini s trat ion Capac ity ofFfRA 

Question survey 

0 0 you believe that 

the administration 

capacity of FIRA 

are strong enough 

to control non 

registered and 

iliegal activities of 

the tax payers? 

Items I Tota l 

Yes No Medium I No idea i 
'---+----l-----t---~ 

34( 16%) 152 

(70%) 

20 (9%) 11(5% ) ! 217(1C)D%: 

I 
I 

i __ ._· ._1 __ . _.: _ 

Source: cOll1put ed survey data, 2007 
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As we can see from the above tab le 4.9, 152(70%) of rcspondents replied Ih :1! 

the administrat ion capacity ofFlRA is weak. The survey was also conducted ('11 

the r espondents to identify their reasons by asking them why the tax 

admini stration capacity of FIRA is :weak. 

They put their reasons as follow: 

• Due to insufficient number of employees in FIRA, it couldn ' t control the 

non-registered enterprises whose annual turnover is hair a million ;lI1d 

above. This leads to unbalance market competition betvv'cen V /\ T 

registered and non-VAT registered enterpri ses, 

• Lack of service fac ilitation . This is due to insuffic ient human power, 

• FIRA cou ld not identify the honest traders and non compli ance once, and 

• FlRA. couldn't contro l the frauds performed by so me non compli ance 

traders. For example some enterpri ses use their trad ing act ivit ies with 

fi ctitious invoice and remit the co llected tax for themselves. 

As to understand frol11 the in vest igati on results the VAT admini stration of FIRA 

is not strong enough to admini ster effective ly, especia ll y in the areas lik,c 

making refunds promptly, aud iting activ iti es and controlling evasion of V !\T~ 

prov iding qua li ty services to the tax payers is poor. So the authol'i ty sholl lc1 wnl'j; 

stl'Ongly to all ev iate the ex isting bottle necks for its im plementation. 

In te rview was conducted with the official s of FIRA on the issues 01' V AT ,Ili d "~ 

and refund as ex pla ined for the fo ll owing di scuss ion 
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4.11 VAT Refund 

Sil1ce VAT promotes in vestment alld foreign trades, payments Jllade "" 

purchase are refunded if in puts exceeds outputs and for business hav in g 7.cro 

bases . Up to March 2007, 73.5 milli on have been paid for expo rts and other 

busillesses whi ch are 0,6% of the total VAT co llection mad c li p 10 1l0II', 

I-lowever, compare to returns exceed ing 40% in Europe and so III e' / \ l'r; c:1Il 

countri es , For exampl e Botswan a (20%) our country refund rate is :li lllost 11il 

and needs to be worked more. 

The reasons are: 

• Refund claim is based on the ev idences of the tax payers only, and 

• Of the to tal tax payers who are reporting credits, 30% havc not \'ct fi lk<! 

return app lications, There fore returns c lai ms can be incrcased with ~he 

development of au di t engagement. 

Up to now on ly 75 tax payers have received refunds and retlilld process too k ,III 

average of fou r month s whi ch is beli eved to long compare to ?.() day ,. 0 1" othcl' 

co untri es , 

Challenges fa cing VAT refun d:-

• under-reporting of sales, 

• exagge rate refu nd claillls thmugh the in fl ation o f inpu t claims, 

• fa lse export claims whi ch can lead (0 unrea listic input til x, 

• f~c titi o ll s clailll s for g')ocis not exported, and 

• No c lear-out I'e l'u ncl plan ~y VA T admi ni striltOl" to fo ll ow, 

l lencc to C llI"VC thesc co nstra int s thc FIR A should fo llow thc cie; lr ;1I1t1 UU1- CU4 

pl8n lo r th e re l'uncl j1 mgl'<1m by stl'cngthcn its ad min istratioll c lp;lcilV. b~ 

i'ul fill ing both hUJll an I'CSO lll"CCS :I nc! logistics , 

(J() 

I 
I 
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4.12 VAT Audit 

Audit of V AT uses to control evasions sllch as under reporting of sal es, abuse () I 

the c red it mechani sm by using falsified in voices, ti"audul ent re fund c laims. :'>, 
in the absence of self compliance and self assessment audit engageme nt is ve r\ 

important. However, as per FIRA recorded up to now onl y : 124 reg istered ta \: 

payers, I % of the registered tax payers were aud ited. Th is shows 1"1 RA has no 

s uffi cient auditors and qual ified staff on this area. Th is co uld be a very 

dan gerous as it moved invite the tax payers not to be compliant clue 1"0 the 

weakness of the tax audit. 

In order to alleViate these problems the FIRA shou ld increase (he nU1l1bel' ,:, 

we ll trained human resources i. e. auditors estab li sh on effective [lud it select ion 

system based on the risk levels, used full y computeri zed system. 

4.13 Issue Invo ices 

V AT is a tax syste m in which in vo ice sel'v ice serve as a co rnel' s tolle 1'01' the ta " 

collect ion process. That is why VAT is considered as a c redi t in voi ce Il1 ethod . 

Accord ing to V AT proc la mation No. 285/2002 Art ic le .2 21 I s tipul ates that ~I 

person registered 1'01' V AT is required to issue a V AT in voi ce fOI' <I 4,lxabl e 

u'an sact ion , but a pel'son who is not registe red for VAT docs not havc th e ri!c ili 

to iss ue a tax in voicc . 
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Therefore VAT reg i st~red enterp ri ses move their transaction uSing dl1 l;lVO lce. 

I-lence the tax administrat ion wou ld not be expected to estimate the total sa le or 

purchase made for levying the tax rather the invoice wou ld depi ct thc tdxdbl e 

sa les and the bu yer cla ims 011 what he has paid on hi s in put. 

But in pract ice it is not applied thi s proc lamati on in some business e nti ti es as the 

researcher got informat ion f'i'om the inte rv iewees. T hi s is because sevenli 

number of V AT I'egistrant do not issue VAT II1 VOlce properly dmin .e 

transactions. T hi s di sc loses two th ings. 

• The tax co llected by the taxpayer is not paid to the tax authority 

• T he normal tax operation system becomes jeopardi zed as the buycl's co uld 

have no eV idence for off se tting the tax pa id the cou rse or bus illess 

act iv ities . 

!n the s urvey, e mployees of FIRA were as ked, are there some VAT reg istered 

ta xpayers conducted the ir business operations with out invo ice. Out of 59 

respondents 47(79%) responds th at yes there are some tradel's co llect the t::lX 

\·vith illega l invoice, and I I ( 18%) of them argued to the contra l'y und the rest 

I (3%) responded that they know 11 0thin g about it. 
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Figure 12; VAT Registered Taxpayers and the Collection of Tax. 

3% 

----_.-

• Yes there are 

• No there are not 

o Know nothing 

'========~_=~_~ __ =========='-1 

Source: computed survey data, 2007 

The above figure shows that, 47(79%) responded that there is some VAT 

registered taxpayers collecting the tax with illegal invoice. Therefore the tax 

administration needs further intensifY its tax education program and strengthen 

its controlling mechanism to control some business communities to collect the 

tax with illegal invoices such as fictitious invoices. 

The survey was also conducted by asking the V AT registered tax payers to grasp 

the information about the existence of VAT collection with illegal invoices by 

some enterprises. Out of 217 respondents, 1 09(50%) responded yes there are, 

4(2%) no there are not and 104(48%) responded know nothing. For more detail 

see the following table. 
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Table 4, 1 0 Col!ect ion cr Tax by VAT Registered Enterpri ses, 

Quest .ion survey I 
u know Yes Do yo 

that s 

regist 

busine 

enterp 

have c 

the ta 

illegal 

orne VAT 

er 

ss 

rises 

ollected 

x with 

invoices? 

109(50%) 

Items 

No No idea 

4(2%) 104 

(48%) 

Source: co mputed survey data, 2007 

None 

0 

(0%) 

Tote:; I 

217(1 00%) 

As indicated ,'j'om the above table 4,10, most of the respondents I (}9(50'!; 

rep li ed that there are so me business communities co llected the tax with ill cg::t 

invoices, To con trol thi s ill ega l activities the authority shou ld strengthen il' : 

controlling ac tivities and the bus iness communities should a lso pe rfo rm th eil' 

act ivities with VAT laws, 

III mciel' to know the ca uses of the problems the surveys IICl'e a lso conciucted by 

ask illg them wllV some business co mmuniti es se ll th eil' goods by us ing ill egal 

illvuice ,; , They sUllll11ari zed an d put th eir reaso ns as the foll ow ing 1113nnOI': -

• VAT rcgistered and ,non-registered enterpri ses'coukln't cOlllpcte ofth L' 

S~llllC area ol' their business activiti es , T he non-V f\ll'cgiskl'ed cntel'p;'i~;l' 

sel l their goods an d services to the customers by the 1011<: 1' pl'll'C ~: liit, () 

V /\T regi stercd bus incss enterpri ses o f the sa l11c goods 8:. SC l'liccs, S, L', 
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• 

VAT regi stered enterpri ses are forced to use illegal invoi ccs in order to 

attract the customers . 

Most of the cListumers are in terest to buy goods OF services iiom non ­

V AT registered enterpr ises in order to get lower prices, 

• The authority does not have enough man power to control over all t ~I X 

• 

• 

• 

payers, 

Competency of sim ilar organizations, 

Retain govern ment tax fo r themse lves ill ega ll y, and 

Lack of knowl edge . 

Due to these reasons as explained above most of the bus in ess communities 

perform their trading act ivities and collect ing the tax by illega l invo ices and th ey 

make fra ud act iv iti es intent ionally. 

Moreover some tradel·s s uppress so les and use all supp lies or goods to be GliTieci 

out w ith out in voices. Th is is to minimi ze the actua l sa les amount which result s 

in evasion of the tax co llected and finall y dec lare least amou nt of tax to ill<' 

a uthority. 

The s urvey was a lso conducted by ask ing of the employees or liRA nbo ut :" ' E! 

there some tmdel·s colkcted the ta x w ithout invoi cc . Out or :i9 I·cspondcnls. 

45(79%) respo nded yes the l·e me some ll·aders conduCled thcre opemtion 

without legal in vo ices. I O( 18% ) repli ed no, 2(3%) kn ow nothing. For dela il scc' 

the followin g tab l-c. /> 
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Tabl e 4, I I Sa les of Goods al ld Invoice 

Items Tota l l 
Question survey 

-- -,--:--

Do you know that some Yes No I Know None 

traders suppress sales -fth,ng 

and urge all supplies of 

goods to be ca rried out 45(79%) 10( 18%) 2(3%) 0(%) '- 9(°/r ' ,) , n) 

w ithout invoice? I I 

Source : compu ted survey data, 2007 

As the investi gation resu lt indicates that 45(79%) respo lldents, replied that mOS1 

of the traders are col lected the tax w ithout invo ice, so the tax authori ty sl10uld 

have discovered sellers that do not use invo ice designed and prescri bed by the 

FIR A and even i f they did, have been fouild dealing with buyers to oller thcm 

lowel' price i f they do not request for a VAT invo ice and issue in voice at ,I 

higher pri ccs if VAT invoice is requested other business :lIso issue l'I '31ldu lent 

In VOices using in vented VAT number of their own and col lect VAT lor thei r 

own, 

Then: lore, as the I'ese;] rcher observed the prac ti ca l act iviti e> 01 th e enterprise () II 

th e bases 01 ' the sUl'vey most of business entiti es have not comp lv with l h eln\\' ~; 

01 ' I'egula tions of V f\T and they committed illega l ;]clivitic'i Oil I:!ls i h ' invoice 

and the v rcminecl the tax incoille for th emse lves rathl'I' th;1I1 10 p<iy Ihe 

govemlllcn i. And when we see on the side 01 ' the 3L1tilorit\ ', it is inc;lj)ab lc 10 

I 

I , 
I 
I 
I 

I 
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identify and control that busi ness enterprises incompliancc with thc l<lwS oi 

regulation s of the VAT laws. This is due to insuffic ient ma npower . 

In orde r to solve these probl eills th e tax authority should recruit Illore ljualili eu 

e mployees to perforlll its duty correctly and to control and investi gate the 

unl awfu l activities of some traders. V AT registrant is legally ob i iged to issue a 

V AT sa les invo ice but which is not prescribed by law and at lhe lillle avoids thc 

tax e le ment or co ll ec t th e ir own use the help of the publi c and in vest iga tion 

sche mes of the tax authot'ity, such traders co uld be detected and ro tTed to co mc 

before la w by the tax authority. In addition to solve these prob lems the FI RA 

could decide in th e type of e lectronic car registers to be used by retailers it, ,\ 

network w ith the SlGTAS . 

4.14 Maintaining Books of Acco llnt keeping 

Every pe rso n carrying on a busi ness as we ll as every person who is required to 

pay or coll ect ta xes must keep adeq uate books and record s . Such record s mu st 

be maintained at the tax payer' s place of bus in ess or at th e indi vidu a l' s l·cs idence . 

Adequate records t'e lenti on can become a c umbet'somc and cost ly proccss, some 

limitat ions mu st be aV<l ii ab le . 

In the Ethi o pi a n casc , the commerc ial cod c of 1960, 01' Ethi opi a I\rticle (ll / l 

states th at any pc t'son or business o l'gani zati o n ca tTyin g out trade sila ll keep sucil 

books accou nts as are req uired · in accG t'da nce w ith bu sincss' pr<1 Gliccs ,lllll 

regulation s, ha v in g rcgards to th e nature and importa nce or th e tt',tde c,lITied 0:; 

I\lso Article l7 or V /\1' proc la tlla ti on 028512002 t'cquires V/\1 regi strant:: to 

kcep t'ecords 01' accoun ts j'or <It least 10 yea rs in Ethiop ia: o ri g inal tax in l'oiLT5 

-I 
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received by the person, a copy or a ll tax in voices issued by th e persoll , CUstOIll S 

declaration relat ing to imports and exports by the person. accounting records ; 

a nd any other records as may be prescribed by the mini stry of revenu e 11), 

d i rect i ve. 

T he FIRA does have the leg islated authority to estimate the al110unt 0 1 l il),C:: 

owing by a tax payer under certain circu Illsta nces, such as the failure 01: the 1,\;; 

payer to rema in the required books and records or to accurately dec lare in come. 

However, whi le the FIRA is required to exerc ise j udgme nt and reasonablenes;: 

in determ in ing the est imated taxes owing, the onus is on the taxpayer to di spro ve 

the assessment review by the FIRA. 

The emp loyee of FIRA were asked about their opinion about the record keepin g 

cited in the VAT proclamati on by asking the questions do yo u know Ihat some 

bus iness enterpri ses do not pro perly ma inta in records or their busine;;:; 

operations in accordance with the laws and reg ulations of V AT A mong th e 5') 

respondents, 42(72%) sa id yes, 12(20%) sa id no and 5(8%) J'cs pondeci J1C> 

opin ion. For more deta il see the fo ll owing fi gure 13 as descri be below. 
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Figure 13, Maintaining the Required Books of Account. 

,---- - - - ---,""'so""m.-.' "'a""d'''"rs'''do'"n''oft mamliliifUie requlred "l>OOJ(S of account . 

8% 

D Yes 

iii NO 

D No opinion 

Source: computed survey data, 2007 

As the survey result shows in the above figure 42(72%) respondents, explained 

that most of the tax payers are not maintain the required books of account for 

their business operations. Therefore, the FIRA should work hard to minimize 

and dissolve this problem by conducting intensive education programs and 

identify the noncompliance business communities. 

During the survey the VAT registered taxpayers also asked whether some 

traders do not maintain their record systems of the business operations in 

accordance with business practices and regulations. Out of 217 respondents, 

158(73%) responded yes there are some trades do not maintain proper records of 

99 



~. 

books of accounts, 13(6%) repli ed no and 46(21 %) responded kn ow nothinl'.. 

Fo r ll10re detail see tabl e 4 .1 2. 

T a bl e 4 . 12 . Maintai nin g the Proppr Books of Acco un t for Business Enteqx isc:: 

Question survey Items Tota l 

Do you know some Yes No I have NOlle 

business no idea 

enterprises do not 

properly maintain 

the records of their 158(73%) 13(6%) 46(21 %) 0(0%) 

business 1 217(100%) 

operations 

according with the 

laws of VAT? I 
I 
I 

I ! 

Source: computed survey data, 200 7 

T he a bove table sho ws 158(73%) ol'the ta xpayers responded that the re :m? some 

traders who are not mainta in the pro per books of account 1'01' th e il ' hu:.;iness 

ac ti v iti es . So the bu s iness co mlllunities should obcy the CUITent V/\T nile':'; :1Ilt! 

I'egul at ion s and so th ey should maintil in the correct books or accounts . 

In cOllnec tion to thi s th e survcys were a lso co nducted lw :\sk ill g ho th 'Ii 

I'csponcle nts about \\ 'hy some c ntel -p ri ses I''<l il to maintain the UlITcc t I' l'C[)['(illl :' 

100 
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syste ms of accounting on the bases of VAT rules . So the respondents put their 

r'easons as follows : 

• Most of the bus iness enterpri ses especially pri vate enteqJri ses an d other':: 

do not hired protessional :lI1d qual died emp loyee. So they have done tilerr 

books of accou nts of their bus iness operation s by unqua li fi ed empl oyee. 

• The authority does not create awareness about what books and reco rcr :: 

maintain for the V AT purpose for tax payers prope rl y, 

• Some of them have not enough know ledge about wha t books and reco r·ti s 

a re maintained for VAT purpose, a nd, 

• T he owner of so me bus i ness enterprises IS not educated; hence they 

cou ldn't understand the tax laws and its appl ication as the result of these 

have made a mi stake of hand ling a true book of account. 

As the survey result shows that most of the bus iness enterpri ses ar-e no t ma intain 

the proper reco rdin g sys tem of the ir bus iness operation act ivities. 

As it was o bserved fi'ol11 the audit report of V AT cle partment of FI RA shnws Ill" 

practice of holding books and accounts has a mixed picture in thi s course . Sial e 

owned ente rpri ses, some pri vate share companies and limi ted compani es haiti 

the true accounts. But according to the recent investi ga t ion report and Lh,_· 

informatio n gathered fi'om d i ITe rent parts or interviewees the cOll ccrn ed panic:: 

mo st bus in ess enterpri ses, espec ially so le propri eto r ente rpri ses do nol pr'oper" 

ma inta in the books ol' the ir business act iv iti es and holdl wo boo ks arc [Cl!' th e t8 :-; 

au thority an d anoLiler I'm banks. Usua ll y, th e I'in ancial st8 tements produced to 

lax authority- are· hi ghl y understated and La banks ove r·sLa ted . Hence, g ive a 

wrong pictu re or Lile busin ess be il on V AT r'c turn s and income ta;;es. 
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[n order to curve these problems the authority should strengthen Its c() ll trollil1L~ 

ca pac ity on the noncomp li ance taxpayers. Such as: 

• To provide regular teaching about the rules and regul at ions 0 I' V /\ T, 

• To condu cted spot and comprehensive audi ting in order to icielllil 'v '."" hi ch 

enterp ri ses 

perform a prob lem and check whether enterpri ses fulli II th e requi red 

record ing system 

or not 

So the survey proved that the authori ty is not capab le eno ugh lor ilcilllini stCl" 

efficiently and co ntrol these types of malpracti ces properl y. I-Ience it shoul d 

recrui t add itio nal qualified manpower to ad minister effec ti ve h ,lIld "I so it 

should provide a regular teaching to the business cOlll lllu nit v about l11 aintaining 

of the correct reco rdin g systems of books of accounts fO I' their business 

operations. 
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4.15. Market Competition 

To understand the attitudes of the V AT registered enterprises asked them about 

the benefits of market competition between V AT registered and non-registered 

enterprises. Out of 217 enterprises, 1 04(48%) responded non VAT registered 

enterprises more advantageous, 61 (28%) answered VAT registered enterprises 

benefited more, 37(17%) said they benefited both equally and the rest 2(7 %) 

they haven't any idea. See the following figure 14 for more detail. 

Figure 14, Impact of V AT on Market Competition. 

7% 

28% 

Enterprises benefits of market competition is 

I'] Non VAT registered 

51 VAT registered 

IDI Equally compete 

o No idea 

Source: computed survey data, 2007 

As indicated from the above figure most respondents 1 04(48%) gave their 

responses in market competition mostly benefited non-VAT registered 

enterprises and so this leads discourage the compliance business communities 
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and aggravated market distortion. To alleviate thi s imbalance the authority 

should strengthen its admin istration capacity for contrcdling of SO :l" 

nonco mpl iance business co ml1luniti es . And few of them 2(7%) re:pondcc: ,;. , 

idea about the market competitions of VAT, so the authority should tcach lh ,: :.: 

about the concepts of V AT laws. 

In connection with thi s, the survey was conducted by asking the V A T regislCrC(l 

enterprises about why they thougllt the non-registered enterpri ses ad va ntageo us 

more from the market competition. Out of 2 17 respondents cxp l:l incd their 

reasons in the following way: 

• Goods/services inclusive with V AT higher pri ce than exclusive of VAT 

157(73%) 

• Customers are not usua ll y the habit of has to pay tax 20(9%) 

• Low purchasing power of most of the communi ty 20(9%) 

• In sufficient tax administrat ion and evasion 20(9%) 

As we observed from the respondents suggestions there is un equal (unb:lIanc '~ I 

market competition between V A T registered and non- V AT re" i sterell b 

enterprises . In order to protect thi s problem (market di stortion ) thc authmit\ 

should strengthen its adillin istrat ive capaci ty. The FfRA should ,1 lso conli'ol 

those who are not ye t reg i s ~e l ' for VAT bu t capab le to reg ister :lIl d some ta x 

paye rs shou ld perfo rm th eir activ iti es with th e compliance or V /\ T I:III"S , hlil 

a lso intensive education 1V0uid be given to the cnterpri se's ,:ho ut the 

adv:lIltageous of VAT 1'01' the econo mic deve lopment of the cnuntrv lind th l' 

main sources of revenue Illr th e government. The bus iness cnlcqJriscs sholi id 

also read y lea rn and acquirc sufti cient knowled ge about VAT prOc\:llmtiollS ( 1[ ' 

1:IW5 anclthcy should cOlllpliance with the I'ul es and regu lations 01' il . 
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1 n order to know the intens ion of the bus in ess cO lllllluniti es about the custo mel's 

purc has ing habi t of goods/services and how to illt1ueilce the V AT I cgistered 

ente rpri ses a survey was a lso conducted by asked the V AT registe red ente rpl' ises 

w hether the customers mostly buy goods/services from V A T registe red o r nOIl ­

VAT registered enterpri ses, Out of 2 17 respondents, 35( 16%) I'es pondcd 

customers bu y goods/services fro m V A T registered enterpri ses, 14 7( 68'%) 

repl ied most of the custom ers buy goods and services fro m non-VA T registcn.;,: 

bus iness enteq)l" ises and the rest 35( 16%) answe red they buy eq uall y both ;. i 

V AT I'egistered and non-reg istered enterpri ses, See tab le 4,1 3 fo r detai L 
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Table 4. 13 VAT and Non VAT Registered Enterpri ses and the Purchas ing habit 

of the C ustomers 

'--~--~--l-------------~--------------------'I~T~c~t-a-~1 ----I 
I 

Question Items 

survey 

Which 

business 

enterprises 

are mostly 

the 

VAT Non- VAT Equally in None 

Registered Registered both 

enterprises enterprises enterpri ses 

~-------+---------+---------+------

, 

customers 33 (16%) 47 (68%) 33(16%) 0(0%) 21"1(100%) I 
to buy 

goods 

(services)? I I 

l _______ ~ ____ ~ ________ ~~_~ __ _ 

Source: computed survey data , 200 7 

Th e above tabl e shows that 470f 68% o f th e l·espond ents we l·e l·epl ied [hilt n1(1 .: : 

() I' the c usto mers buy goods/se rvices fro m non V A T registered enlCl"pl·i ~;cc, . i3Z1 

COlls id erin g thi s th e survey was a lso condu cted by as king the V AT reg is tc:·cA 

bus iness communi t ies abo ut w hy mO$ of. the custome rs buy goods/sen ·ice:. 

mostl y 1'1"0111 non,·VAT registered enterpri ses than VAT regi ster::!d enlc rori sc: 

T hey ex pl a in ed the ir reaso ns as like these: Due to the va riation 01· the pril· c· 

hetween V AT reg istered an d non-V f\T registe red e nte rpri ses lh~ t is the price' n: 

I O(, 
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goods/services is high with V AT inclusive goods /scrviccs than VAT exclusive 

goods / services, Because of the pri ce di fference the customers are attract ing to 

buy the lower price of the goods from non- VAT regi stered enterpr ises , ,IS! I',, ' 

['es ult of th is, VAT registered enterprises couldn 't cOlllpete witll the non V /\; 

registered enterpri ses , To a ll eviate this problem th e FIRA should strength it :: 

capacity in control ling and fo rced the enteq)l"ises to ['egiste[' fo r VAT when the 

an nu al turn over income is more than a half Ill il lion Birr, So if both enterpri ses 

reg istered for V AT accord ing to their annua l income the customers wou ld be 

equall y purchase goods and services in both enterpri ses and so I hc V A T 

registered enterpri ses shoul dn 't affect by the pr ice di fferences , 

[n order to sum mari ze the fin dings of the survey, interviews were conducted, 

about the probiems of V AT implementation related with the authority ane! V AT 

registered taxpayers, Moreover, di scussions were made between them about th e 

alte rn ative solutions to alleviate the current probleills of V J\ T imp icillentmio;l III 

th e cou ntry, The brief di scussion is expl ained as follows: 

Even though Ethiopian had a chance to lea rn I'i'olll other countries lor th ose 

illlplemented the ta x in l)I"i or times, VAT implementatio n faced dilleren1. 

problelll s, Such probl eills are c lass ified into two categorics these are prob lems 

['cl,ltedto : the busi ness cO lllmuniti es ,1I1d VAT ad illini st!'ati oll ollices, 

P['obleill s ['elated to V AT reg istered taxpaye ['s are: Illi sunde rstanding the V /\T 

/r laws and its applicat ions, printing and usi ng duplicate V/\T invoices, collection 

01' VAT and laili ng to not il"y to the tax onice, ['egi stration 1'01' on ly one busines:; 

wh ile actuall y ru nning man y business, Ill;lking a business under lilresilo[rl, 

cI ':lcl in g V AT to be I),lid by undCl"stJting output and deciucti[lg input P:l ili UP) 
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cxempted items, not capable of maii1taining appropriate book of account and 

I-cco ;-cis for V A T and sup]Jress Sil leS and urge all SL!ppl ies of gooci s to bc carri ed 

out without in voices 

PI-o bl ems related to \fAT Admini stration oilice are: probiems of lInde rs ta flil1~ 

anci weak auditing, intelligence, insuffi cient skil led manpower, weakness () I 

cnl-o rcement technology relateci to taxpayers information, weakness of follow- I Ii' 

on those who are not fi lling VAT reports and who are not payin g rcgul ar h-_ 

wea kness of effi cient services to be pro vid eci by tax offi ces; weak to con tl-(;I 

sOllle taxpayers registered but does n' t use pl-oper VAT invoices, wea kn ess in la _'; 

co ll ection system and aud it techniques and programs, weakness to cOlllro l those 

who are ex pected to be registered but not yet registered_ 

Therefore to tackle these constra ints rern edi al measures have to be [;lken ;1, 

imill ediately as possible, The public at large and the governm ent have 10 IT:lch 

to a consensus to have a common nat ional vision o f deve lopmelll and won; 

togeth er to increase the tax views of the co untry whi ch fina ll y is lo lill ;; IKc' 

soc ial and economic development and poverty reducing proj ec ts by il nell I:\,: 

culture whi ch actuall y demands co mpli ance from the sides of a ll tax IX1ye rs ;Intl 

OI'ga nizational strength and eHi ciency Crom tile sides of the tax adlTI ini SLr-ati on. 

Thel'efore FIR A has enacted sel'i ous of meas ures to Illanage th e ;1c!I' U::, ' 

s ituation_ The fo llowing are so me of the measurcs adopted, 

• I::dueat ion ca illpaign:- V A '1' , be ing the ta,'\ systelll tha t 1ollow sc i! ' ;lsscssmenl 

scheme, eduea ti on campa ign has been cO-nducted intensive ly pri ol- to l;lke :l Cli() l~ 

on th e defau I ters, 

• Tax audit:- conducts tax audit and investigat ion on suspecteci \ ',' \ I' 

i'nllldsters and initi ates legal act ion: 
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• Strength tax ad m:nistrat ion :- to strength tax adm inistrat ion i'unctions delegate 

region / city admini strat ion, revenue co llecting organs to adlninister VAT; 

• Forced Registrati on :- th is is one oftl1e meaSL!reS of enfmcelllent carried out 

based on co il ected tax-relevant information oftransactio i"1 01' goocis ancl services 

of business organi zat ion that enabled registrati on of in vo luntary; 

• Survey of Bus in ess Prell1ises :- this is a door-to-door visit of tax payer's 

establishment to observe the business activ ity as to whether the business entity is 

li ab le to reg istration or not; 

• Investi ga ti on of Movement of Taxab le goods:- thi s is an exal1lination 0 1' 

taxable goods go ing out across the main gate po ints of the c il y ;\ddi s ;\b<!h:: . 

The goods were checked whether V AT invo ice were issued or no L The aCl1 ,'p 

supported a ll of to have invoice issued transaction. 

• To present ill egally suspected before Law: - a number 01' t::l X payers strongiv 

vio late V A T la ws and regulation i.e. after co ll ecting the tax i'rol1l the publ ie they 

never tile ta x return, never issue VAT sa les in voice or make negoti ::ltion in the 

amo unt of the lax . These act ions are abso lutel y aga inst Ih e la ws 01 lile t::lX. 

Bes ides, th ey jeopard ize th e tax system as a who le. Thus sueh :1 !~m up of 

taxpayel's is cOllling before cou rt, so as thi s is to pu rsue them to hold the lega l 

directi on and ensurej ust ice among all taxpayers. 

One such llleasure was conducted by FIRA \\'ilh a vic ll' [0 chan ge ll cC'.al i ,'" 

attitudc 8ga insllhreshold. In conseq uence, V/\1' couldli c un ~ I ;,:olld lou nci 'lli " .. 

FIRA will, still jll'Oceeds wi th va ri ous legal l1lcasme or Cnl(llTC nl ellt I,) ,IV!)l l; 

ad vel'se condition associated with threshold i,e, I;') enlo rce th ose that abuse th e 

Ihreshol ds nol 10 cOlll ply with VAT laws and to develop l1lore l<l X a,, ',Il'eness 

progr,llll so Ihat Ihe tax payers volun tary compl v " ilh lhe I,I X leg islation, 
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S.I Co nclusion 

CHAPTER FIVE 

CONCLUSION AND RECOMMENDATfONS 

V AT is the 111 0st important tax innovat ion of the second ha l t' of the twentieth 

century , III line with this perception, an increasi ng nUlllber of developing 

cou ntri es have converted their sales tax to VAT. Following thi s the govel"llnl'~1ll 

of Ethiop ia ha5 introduced VAT on January 1,2003 to I'eplace the sa les tax, Th ~ ' 

replaced sales tax was collected only at the point of sa les; at the result of this ;l 

had double taxation and had severe tax evas ion problem, V A r 'on the other h,ulLi 

is applied onlhe val ue added at each stage of product ion and distribution, 

The VAT has applied a unifo rm rate of 15% on 1110st consu l11p tion goods an d 

services with the exception of exports and exempted goods and se rvices , The 

I'egisll'iltion of VAT has conducted in both obligatol'Y and \oluntary , t inder the 

obliga tory I'egisr ration person who ca lTies on taxablc activity and :s ilet 

I'egis:crcd is required to file an application 1:0 1' rcgistnllion ii' hi s ,lIl nll ,[i' 

tr,lIlsaction exceeds BF 500,000, VAT registered business enterprises ;;[re .eligible 

to e laim input t~x while non-registered are not give n this oppo rt unit y, 1:01' Iho~ ;c 

busi ncss entCl'pri ses wh ose annual tUl"llovel' oj' ta xab le goods is less Ihan the 
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VAT registrat ion threshold , or. equal izing turnover tax is introduccd of the rate 

of 2% fo r goods and 10% for se;'vice, 

After the im plemcl:tation of VAT in Etl1iopia VAT collectioil has :; hown <ill 

increasi ng trend in the government revenue as co mpared to the replnccd s~It'5 

tax , This is because V AT is a broad based tax, wh ich ena bles to rai se mo(c 

governm ent revenue, the rate is uniform and the scope of exemption is lil1lited 

under VAT and it is appl ied at eaeh stage of production and di stribution i, t' , 

whenever additional va lue is added is created the tax is appli ed, 

VAT in Ethiopia co uld be helpful in sil1lpl ifying and Illodernizing the tax 

administratioil with its in voice based characteri stics and it , requi rement for the 

registrants to hold a systematic book of accounting, Ecolwlllically, VAT does 

encourage in vestm ent by providing a refund for a tax p8id on in puts and 

enco urage ex port by zero r8t ing export items, Under, V AT ou tput tax is charged 

at each stage of production irrespect ive of the use to whi ch it IS put to ensm!' 

that on ly lin <ll eOl1sumpti on is taxed, 

S ince VAT is a new and sophisticated tax that di ffe rs signilic8nt ly from the 

classica l tax sc hel11es with which the peo ple we re rallliiia r, V 8rIOLI S 

mi sconceptions rcga l'ding its impact, its appl ication. and its he nelit to th e 

li8 tiomli econOlll Y arc normal in [he initial phasc 01' il s appli c itillii. /\ccmd in g to 

the res ult s or [he survcy dLll" in g the impl ementat ion 01 ' V;\T tiil rc lent I)["()ble lll s 

werc enco untcl'ccl , the ma jor ones,a re: adl1lini stration ,in cl'lic icncv to co ntro l 

noncolllp i iance tax payers, Inc k of suflici cntly educatcd tax pa yc I's. sOl11e 

enterpri ses we n.: I'cluetant to I'eg ister for V;\T, SOI11 C regis tnillts 01' V;\ T WCI"C 

printing an d lIsing ciupli cClte VAT invoices , Illostly the (() nSUIIlCI'S wnc' 11'1' 
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wi ll ing to buy goods with V AT included goods/ sc:'vices, certain enterpri ses 

were preterence to pay tax w ithout maintaining books of flcc() unt ( 

unsatisfactory leve l of record keep ing), FIRA is vlcak to contro l so me 

taxpaye rs registered but doesn 't use proper VAT in vo ices, It is unable the tax 

co llect io n syste m and aud it technique, some taxpayers are failing to notify th e 

co llect ion of VAT to the tax offices, and many important sectors, most notabl y 

services and the w ho lesale and reta i I sectors have left out of th e V AT net. 

T he other problems commonl y observed is that some of th e wx pa ye l's I'cfuse [ ) 

honor their de bit ob li gation s to the VAT serv ice wh il e othel's submit th e ir V /~ T 

retu rns without payments, There also de liberate submi ss ion o f n il returns ~lI:d 

non- iss uance of V AT invoices, The main causes of th ese problem5 were nOI 

on ly hom the tax laws and proclamations but a lso l11 a inl y f!'Om the fac t that 

these is st ill lack of awareness and deliberate res istance not to comply with the 

VAT laws, in sufficient skilled ma npower as we ll as thc requil'cd materia ls, lack 

of adequate budget 1'01' the adm ini s tration act ivit ies of VA T , nega t ive 11iri lUdes oi 

so me busi ness societies towards VAT and weak system 01' :Iuditing 

pe rfo rmance , I-lence th e who le tax system in Eth iopia is faced w ith such 

probl ems as there is hi gh cost of tax complian ce, extens ive c\'as ion overzcalous 

and co rrupt tax, As the result of these constrai nts thc implementation of VAT i" 

[th iopi a co ul d not meet its obi ectives pro perl y, 

The ma.lol' :lct lv ltl es In VAT admini strat ion s ;11'(: idcnt ifvillg tli\ p:l .\'C:' :: 

pl'Occss ing I'eturn s, con'ro ll ing co llect ions, making refund s. audit ta :-:payers and 

levy ing penalties, Th e othcr pa rt of VAT admi n istl,ati on is ~ I sscss ment on VAT 

excc ution, thi s includes idcntifying taxpayers and ta;, Cl ack s as " 'cl l ,IS thc 

l'cgistcl'cd <lndunrcgistcred taxpa yers aillon g the bu s in css c()IllIllL! nit ic':' , Ijut du c 

II ~ 



to in suffi cient manpower in the FIRA could not perform its activity properly, ~' ,) 

some taxpayers cou ld n't obey the ex isting V AT I'ul es and regulations,!', II 

considerin g thi s the authority should take legal measu res agai :l st peoplc who d" 

not comply wi th the VAT laws , As the survey result shows th at some or ti le' 

measures have taken by the authority to cu rve the above prob lems ;II'e: Intcnsive 

taxpayers education campa ign was co nducted , impleill entation sem inars, 

taxpayers advisory se rvi ces (tax audit) , media release, forced I'cgistrat ion , 

strength tax admini stration , and investigation of moveme nt of ta xa ble goods, 

The increases in VAT registrants tend to grow more, as the rc potcntial 

I'egistrants e li g ible lo r VAT through out the Il at ion, This glow in g trend oj 

reg istrants and tax admi ni stration funct ion cannot be properly admini stered Will1 

limited employees and branch offices of FIRA, Considerin g th is situation FIR/\ 

has delegated regional/city admin istration revenue co ll ection ol'gans I() 

administer taxpaye l's wi th their respecti ve juri sdi ct ion, Delega tion of V AT 

administration is im pona nt for , it redu ce mai"p rac ti ces excrc ised :,lgai nst the tm; 

sys tem such as I'e lu ctance to I'egister, failure to file thcir return, nOll-issuance 01' 

V AT invo ices, it helps in ma intai ning uniio rmity o f V AT system a among 

regions, it enhances service deli very, it increases th e number of V AT payers 3 S 

I'egion Icity revenue offices have 1ll0l'e access to the transac tions of th e ll'8ders 

with the ir vi cinity, there by in crease ta:-; revenu e ane! it eldlilnces ta:-; 

ad illini stl'at ion sk ill s of I'egions ta x on'ice rs through traldcl' ()r kn()wled!-,e ;lllti 

,1 pp I icat i on 0 r i nl<'11'111:1 t i on eommun ication tech no logy, 

To cUl've the above co nstraints whi ch arc obstacles I'm the illlple lllcnl<ltiollS (,; 

V AT in th e co unty, the publi c at large ,1Ile! th c gove l'lllll eill havc to 1'<.:;lC:1 

cOll1ll1on nati onal visio n or e! eve lopillent aile! I\'ork logc ther to in crease the In;; 



view of the cour.try which finall y is to finan ce social and economi c devc lc pl11clll 

anc! poverty reducing projects by introducing a new tax culture wh ich actu 'l li v 

demands comp liance from the sides of all taxpc,yers and organizational stncll ,l':lh 

and efficiency from the side of the tax adm ini stration. The FIRA h:1S ,list' 

enacted seri ous of measures to manage the adverse situat iolls. Such 8 S eciUGll l(): 1 

ca mpaign, strength tax adm ini stration functions, forced registrati on 1'<)1" lil :ll 

ann ual turnover of the business is over the threshold, survey of busin c:;:; 

premises, and increases the contro lli ng system for those tax payer who nrc 

stro ngly vio late V AT laws and regulat ions. 

5.2 Recommendations 

The major recommendations that come out hom the survey result are : 

• For the successfui imp lementation of VAT, Federal Inland Revenue 

Authority shou ld make the public to aware and bu ild its admini strati on 

capacity on both human and material resources to perfo rm its duti es 11llCl 

responsibilities effectively and efficient ly. It sho uld also recruil 1110:.;> 

qualil~ed employees for contro ll ing of 110n compliance V AT 11:1\ ": I·S 

Train ing and development for staffs who will join an d who have alreau\· 

joined shou ld also be taken care of. The tax payers should al so perklrl ll 

their duties only in acco rdance with the current VAT laws. 

• I n order to create educatcd and tra i Iled busi ness comillun it )' I.' ! P. . \ shou lei 

nlways provide ad vice ~lIld training lor the business COlllmlln ill c'S :lholil 

the rul es and regula tions of VAT by Jb;']a ss media intcnsi\cly lik..: 

Te lev ision, Radio and Newspapers. This is with the con viction that 1111 

educa ted ta xpayer soc iety is an important asset lo r th e ta x nUlho[· il\·. 
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• The primary objective of VAT implcmentation in Elh lop ia is lo rai se 

government revenue, to encourage investment by providing a refund for a 

tax ,paid on inputs and encourage expo l't by zero rat ing ex port itcllls, I3Ul 

the result of the survey indi ca tes tl1 m VAT coul d not he cl!cc ti ve ly 

illlplemented and meets its objecti\'es pl"Operl y, Thi s is becausc t11 0SI 

taxpayers are not compli ance with the current VAT la ws and inefti cient 

tax admini stration to contl"Ol non co mpli ance taxpayers, 'fhel'e!"'a rc to 

avoid these constraints and achieve the des ired obj ecti ves FIRA shoilid 

strengthen its tax admini strat ion capac ity by de lega ted I'egiona l/c il v 

administration I'evenue co llection mgn ns to ad illini ste l' taxpaye l's Wlli l 

the ir respecti ve juri sdiction and a lso the tax payers should comp ly Wllii 

current V AT rul es and regul ati ons 

• Organizat ional strength of tax admin istration is an im portant too l to 

effectivel y perform what has to be perlarmed by a sta nd ti l'd V AT ollicc, 

I-Ience, the organi zat ional setup of the VA l" off~ces and br8nchcs should 

be rev isited eftecti vely and eHicienrh perfon n the tasks of ident iii catiolt 

of V A T taxpayers, pl"Ocess i ng ofretul"lls, contro II i ng co Ilecli ons, III a k i n ,~ 

refu nds, auditing taxpayers and levying pcnal ti es , 

• Effolts currentl y unde lway with in FI RA to stl"Cngth tile V h T 

ndlllini str8t ion, to im prove sC I"\ 'ices delivcry, tl'a inin !:', 01' swll <; lwI II(( 

continue to add l'css Ihe 5ho l"ll:111 cnco untcred, Spcc i,dl\', Ih l' 

I-a dm i 11 iSl l'ation shoul d locus In st rl'ngthen i ls auci it and enll) I'CClllelll 

win gs , 
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FlRA should strengthen the intelligence and investigation depa rtmeills 

by s kiil ed personnel and a lso it should conduct an adv isory v is it on the 

tax payer's premises to check how tax paye l's are app ly ing it. Thi s h c l p~; 

to reduce problems of impl ementat ion. So it has to take meas ures on 

those tax payers who are constantl y fa i I ing to co mply w ith the tax rul c~; 

and regulation s. 

• T he organi zationa l and human resource sho uld be adjusted in o rder to 

cope up with the increased num ber of VAT reg istrants . Thi s will great ly 

help to reduce the undes irable consequen ces that may lillde rm ine the 

w ho le refo rm program. Parti cularly, manpowe r req uiremcnt shou ld h ~ 

g iven special attention s ince the bus incss co mmu nity is in ad va ncc iii 

searching for short comings of the tax admini stration . As the result 01 ' 

the survey observed that the nOll-tax payers are very lal'ge in number and 

most registrants as VAT payer c la im credit. To tacldc thi s prob lem 

inspection and enforcement work should be stre ngthened . 

• V AT in Ethiopia ha s faced va l"l ous probleills s uch as tax cv~ s ion and 

fraud after it has launched. Enterprises started to pl'epare the ir own fal se 

in voi ce, so me enterprises co ilected VAT for the mse lves, somc ~lI'e so ld 

th e ir product as two kinds of VAT inc lu sive and \ ';\ T c,;c lus ive. some' 

are I'cs istancc against rcgist ration lo r V:\ T . SOIllC are 1 :l1l icr~;t:;t L'd 

lin ancia l statement and so me are makin g a bus iness tinder tlll·csilc'lcf. 

Il owever, to susta in thc · VAT . sys te m as a good ·mea ns to r:li :" , 

gOl'e rnment I'evenue, the gove rnillent should take the lollowi 11 • 

measures to tackle these prob lems sueh as : tra in the tilxpaye l's 8boulth l' 

rules and rcgulati ons 01" VAT cont inuou sly. recruiting new eillplovec :; 
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a nd g ive continues tra ining for (he existin g once, delegate the tax 

a uthority to regional and c ity acimin istration and it should a lso in crease 

its tollow-up and investigation to co ntro l non COl11l)li ance en(eq) ri sc ~; . 

Th e business com lllunities sho uld a lso obey the cu rrent V;\. T ru les :1:1 :: 

reg ul at ions and they perform the ir act iviti es according to (he CliITCI,: 

VAT laws. 
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ANNEXES 

A nnex t, QlIestionnai.·es for the Employees of -FIRA. 

ADDIS ABABA UNIVERSiTY 

SHOOL OF GRADUATE STUDY 

FACULTY or BUSINESS AND ECONOMICS 

DEPARTMENT OF PUBLIC ADMINJSTRATfON AND 

DEVELOPMENE MANAGEMENT. 

Dear Partici pants 

VOli are being asked to parti cipate In a survey that intends to asscss V,Iiul ' 

Added Tax Pl"3ctices and Problems in Ethiopia especially in I:eclc r;li 1111 ,,1: . 

Re venue Authority_ The purposes of the study are to: describe th c practi ce: I ,! 

VAT in Ethiopia, identify the inductive facto rs and in vesti gate th e possih le 

problems for the adoption and im plelilentati on and recommend solut ions LO he lp 

ti,e pl"Ogram impleillented succcss l"u!ly_ 

I respectfull y request yo ur kind cooperat ion in answering the lIlil' i:l ion til ;l t 

l"olloll's a clearl y and li-ank!y as possible and YO UI- respc)Jl SC will he highl y 

conli dential. 

Thank you in nc\va nce IClI" yom kind coopcration_ 

I­

Section I: CI<l ss ilicatioll/ Idcntilication questions 



An slVer by putting a thick mark ("1/ ) ill onc of the blank spaces cOiTespo\,ding to 
eac h item. 

I. Age g roup (in yea rs) : 20-3 0 _ _ .,3 0-40 , 40-:'0 --- . 50+ 

2. Sex : Male .~--..__ Fellla le ____ _ 
3. Leve l of education: Be low 12 grade __ Certifi cate~ __ , Dipl oma~ __ 

Bache lor Degree,, ___ _ Masters and Above - - --

4. Na me of department 

5 . Yo ur status/ position in the working a rea~ _______ ~ 

6. Year of ex perience in the specifi c otlice/ area _____ _ _ 

Section II: Survey Questions (SQ) 

Se lect an appropri ate answer /"i'om the g iven a lternati ves and c ircle it. Fm othcr 
q uestions pl ease prov ide res ponses in you r own wo rds. 

Th e introd uction of V AT in Ethiopia is: 
A. Very much nccessary C. Not necessary 
B. Less necessary D. J have no idea 

2. AI'c you i'a m ili ar with VAT proc lamat ions and regul atio ::,') 
A, Yes B, No C, Litt le D, I ha ve no ide:: 

II ' your anslVe r is" B." ill qucstion number 2, p lease cx pl aii '..' ;he rC~IS()I1: 

-----.~-----.----------

12-l 



3. Th e c urrent impl e mentation of VAT is : 

. A. Encouraging in ves tment and T rade C. Encourag ing in vestmcnt 
but not trade 

B. Di scouragi ng trade and in vestment D. I have no idea 

4. Do yo u know the probl ems that hind er the im pl e mentati on of V AT? 

A. Yes B. No 

If yo ur answer is" A ," please li st down the reasons: 

5. Are there some meas ures take n by the FJRA to a lleviate the problellls') 

A. Yes B. No C. I have no id ea 

If your anslVe r is A. p lease li s t down: 

6 . T he thres hold of VAT (B ill' 500 ,000) is :-

/\ . Not la ir C. I h8\ 'cn ' t opinio l1 



7. Do you know that so me registered busin ess enterpri ses have co ll ected Ihe 

tax w ith ill egal invo ice and reta in the ( [IX for them se lves? 

A. Yes B. No 

If your answer is "Yes, " in ques tion nUlllber 7, please describe the reasons: 

8. Do yo u k.now that sOllle traders d id not dec lare the tax they co ll ected as 

per the law? 

A. Yes B. N o 

9. In co nsecutive fi ve ye:lrS (2003-2007) the implementation of VA T is 

A . Very s uccessful C. Not s uccessful 

B. Less successful D. I have no idea 

I f you r a nswer is "C," please describe the reasons bri efly: 

I O. To cO lllpa re V AT 11'0111 the ['ep laced sa les tax is : 

A . More advantageolls 13. I~ ess advantageoll s 

I), NO lle 



Ii . Do you think the Fecler81lnl al1d Revenue f\uthorilY (F IRA) had lll ilde 

sufficient clarificat ions to the pu blic about the concept of VAT') 

A. Yes 8. Little C. No 

II' "No," what do yo u thin k the reasons are? 

12. Do ) 'OLI th ink tha t all VAT payers are wel l know n aboLil lhe 18\\'5 Clnd 

reglilat io l,s of VAT? 

A. Yes 8 . No 

Ifyo lll' answer IS "No", Pl ease expl ain the reasons :: 

13. The implelllentation of VAT is: 

A. Successrlll and ach ieve its ob ject ive 
B. No t sll cc:essfu l and achieve its obj ecliVt' 

1-1. MOSl ol'VAT payers registered: 

A, Obligatory 8, Vol un tary 

C. Less Succcssi'til 
D. No iclea 

I r you I' ~lll S lVer is '''A ,'' what al'e the reaso ns do you think'.' 
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i 5. Do yo u knl)""" that sO l11e eli gibl e business entities have not yct j'egislcrcd lor 
V AT? 

A Yes B. No C. I don't know 

I f your answer is ';Yes, " please explain the reasons 

16. Do you know that, sO l11 e tl'aders do not maintain th e proper recording 

systems of the ir business operation in accord ance with busiil CSS 

practices and regulations? 

A . Yes B. No 

If "Yes," what are the reasons, pl ease ex plain : 

- _._----

17. Do you know that some customers did not will in g to bu y goods wilh V 1\"1"" ) 

A. Yes B. No C. I don ' t know 

I r your answer is "Yes," please ex plain the reasons: 

--_._---

12;) 



18. Do you thin k th at there are enough/ adequate and we il edu cated, [[ ·<l incd 

and ski li ed empl oyees/hulllan resources/ in the Authori ty ( V AT de partlllent) 

A. Yes B. No 

19. Do you thin k that the tax admini strat ions are strong enou)!h in 

con tro lling of the illegal ac tiviti es of some VAT payers') 

A . Y es B. No 

If your answer is "No," please li st down the reasons: 

-------------------------------------------------.----

20 . Wh om do you th in k has benefited frolll the market cO lll petiti on hctllce ll 

registered <l nc1non -registered enterprises? 

A. Registered B. Non-registered 

2 1. What do you th ink Illost cnterpri ses are evadin g tax-paYlllclll ·' 

22 . A ny further suggestion : 

12') 



Annex 2. Question ll11ires for VAT Regist~I'ed Taxpayel's 

ADDIS ABABA UNIVERSITY 

[fACULTY OF BUSINESS AND ECONOMICS 

DEPARTMENT OF PUBLIC ADMINISTRATION AND 

DEVELOPMENT MANAGEMENT. 

Dca'" Participants 

You are being asked to participate In a survey that in tends to assess Value 

Added Tax Pract ices and Problems in Eth iopia es pecia!l y in Feder:!1 Inl 'lIl d 

Revenue Authority, The pu rposes of the study a l'e to: describe rhe practices oj' 

VAT in Ethi opia, identify the inducti ve factors and in vcst igmc th e 1)()SS ll)ll.' 

problems for the adopt ion and implementat ion and reco mmend SO IU lioll', to h:,: :,; 

th e program implemented successfully, 

I res pectfull y req uest your kind cooperation In [lIls\·ve rl ng the quest io n th aL 

i()lIows a clea l'l y and frank ly as poss ibl e and yo ur I'cspo nsc will Iv highlv 

CO il Ii dcnti ~tI, 

Th,lnk yo u in acivance fo r you r kind cooperat ion, 
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Section l: C!ass il·i cation/ Identificat ion questions 

PIc<lse an~wer the lollowing questions co rrcctly. 

I. Sex: Mal e > Female ----

2. Age group (in yea rs): 20-30 __ > 30-40 __ _ , 40-50 , :) 0+ 

3. Level oi' education: Bclow 12 grade _ _ CertiJ-icate _ __ , l)iploll1 <l __ 

liachelor Degree , _ __ _ Masters and Abovc _ _ _ _ 

Section II: Su rvey Ques tions (SQ) 

Se lect an appropriate answe l· fro m the given a lternat ives and cil·cll' it. For other 

quest io l~ s plense provide I·esponses in yo ur own word s. 

I. Do yo u know the concept of VAT? 

A. Vel·y Illllch B. Much C. littl e D. no idea 

Do yo u think that the Authority (FlRA) had made suf1i cient cla ril·i cation ~; 

to th e publi c about the concept (mea ning) of VAT? 

A. Yes B. No C. NO lilill l! 

~ Do you think tilat the CUITent impleillentation or V!\ T co ntribut e 101· 

I·a i s i ng govc l·n lllent reven ue? 

A. Yes B. 10 

-1. De you belie ve th ,l t the inlroductionorVAf is illlpOrl~lIll in j·:thi"p iil':' 

!\. Yes l3. No 

.•.•. ' .. ~ 



5, Does VAT is more adva ntageous than tbe I'epiaeed sa les ta x':' 

A. Yes 13, No C. I don't know 

If yo ur answer is No, please describe the reasons: 

6, Do you beli eve that the implementation of VAT is suecesstlil ') 

A. Yes B, No 

7, Do you know the Eth iop ian VAT Laws properly? 
A, Yes B No C Little 

8, How do you see the process of VAT regisLl'ati on looks like',' 
A. Good C. Not eas\ 
B, No sutlieient time for registration 0 , No in tensi\'c ~Iwa reness 

9, Do you think thm the tnx aciministrations are stron g enough [0 controi n()n­

I'eg istered and i Ilega I aeti vi ties of V AT payers? 

A , Ycs B, Litt le C No 

i (J, Do vou kno\1 tilal ,OIIlC VAT I'egistel'ed bus incss enterprises il~I\l' coilcc'lL'CI 

the ta~ with illegal illVoices'l , 

1\, Y cs B, No 



I I. Do you know that some el igible business entities have not yet registered Ill! 

VAT? 

Yes No 

I f yo ur answer is "Yes," plense expla in thc t·caso ns bri efl y: 

12. Do you know that some trade rs do not pt·operi y maintain t·ecords o[ ·l ileit· 

bus iness ope rat ions in accordance with the laws and regul at ions 01: \' F. ;. 

A. Yes B . . 0 C. I clon ' t kno w 

1 f your answer is "Yes," please I iSl clown the rcaso ns: 

I J . Do yo u know that so me cli stomcrs clid tWllVilling 10 buy goods Wtl l' \/ \ .\ ., 

1\. Yes B. No C. I don"t know 

I r \lour answer is "Yes," pknse describL' Ihe rcasons: 
1- . . 



14. Do yo u think that the numbet· of non- taxpayet·s exceeds taxpayc'l': ; III the 
cou ntry') 

A . Yes B. No C. I cion 't know 

15. Do YOll th ink that the thresholcllevel (500,000 bitT) in the V A I' 
proclatllation is fair? 

A .Yes B. No 

I r "No," please exp lain the reaso ns: 

16 .Whom clo you think has benefited hOtll the tllarket cotllpetition he!,,'.. :'·,'ll 

V AT t'egistered and non-registered? 

A. Registered B. NO Il- t'egiste t'cd 

lI yom answer in Question nutll ber 16 is" A", why clo you think th~lt'. ' 

Ii' vou r a"sIVer is "8," please list clown the reason s: 

I~-l 



i 7 . Do you believe that the illlp!elllenU1tion of VAT h:1s lTle l its objective:: ) 

A. Yes B. No 

18. Do you bel ieve that V AT is important for the development of I nvestlllent anci 

international trade? 

A. Yes r:3. No 

19. Do you know that some business men suppress sales anci urge all Slilljlli c:: .. " 

goods to be carried out without in voice? 

A. Yes 8. No 

20. What are you suppose are the major problems that hinders the SJllooth 

iIl1plementation of V AT') 

--- ------ ---

" /\ ny !·urthc!· ill lC lI"Ill dllUIl. 

-_ .. - - --- ---- . ---.--~--- - ._- - - --



Annex :3 

V AT in Selected Countri es 

No. countries Oate of VAT Standard Other 
I r ilt roduced Rate Ra[cs 

I France 1948 .1 an. 196 2.1 ;5 .5 

2 Cote devoir 1960.l an 20 III 
I , 

Brazil I Q67 .I an 20.5 22 J 

4 Germany 1968.1an 16 7 

5 Ital y 1973 .Ian. 20 4; 10 I 
I 

6 Austri a 1973 .I an. 20 10; 16 

7 United Kingdom 1973 Apr 17.5 5 
--

8 Bolivia 19 73 Oct 14.9 -

9 Colombia 1975 .Ian 16 7; 10; :CO; J 5 
I 
I 

10 Israel 1976 .I an 17 9 , 
II Senegal 1980 Mar 17 7 

-
12 .Iapan 1989 Apr 5 -

13 Russia 1992 .Ian 18 10 i 

14 Singapore 1994 Apr 5 -

15 Rwanda 200 l.1 an 18 -
I 

~ 16 Australia 2000 .lan 10 -

I 17 Gambi a ~003 .lall 10 15 

I 18 Eth iopia 2003 .I an 15 -, 

19 Zimbabwc 2004 .I an 15 -

Source: International Bureau or l:i:;c,,1 Doculll cntati on ( J13F O, 20(4) and corl'uraie I." ,:s 

20DJ - 2004. " 'o rl d \\ide Slllllill a rics . 



Annex 4 

Sates Ta;... and Value Added Tn>: Rate Compari .<:on 

[ Sa lesTox Vn llleAcJcJccJTox(VAT) J 
~ _li_OO_cJ_s _ ______ _______ ---l-_S_c_r_v_ic_c_s ____ ------I----=------ --- --;c--;---.,---. .,---~c_- ! 

15%1 of rate applied on the val ues o r ,dl 15 ptrcellltax rate applied 011 tile val li !.! orall I 

goods and ~ervices other than specified 

below. 

5% onll1e followin g: 

n, live an imals, meat, fi sh 

b. fresh milk, cream. eggs,honey and 

cerea ls. 

c. vegetables, fi· lIlrs. and nuts 

1.1. coffee ,l1ld spices 

c. pharmaceutical products 

r. hides and sk ins 

I g. books and newspapers 

h. colton 

I. sa les or food in hotels and restaurants 

I , 
I 

I r ",,' "00 '00 " ''" '" d,,, . 

I 
1 ~ :-,:cl1lp lcd items: 

I ;to bread. injc rCl 

I 11. lerlili zc r 

I c aviation l"ucl! kcrosene 

I d. r:lilway/ illarinc transport 

I 
I 

1.'. equipmcllt for nmionai dcleJlsc 

15 percent on the 

follow ing: 

a, elecollll11unications 

b, garage, laundry 

c, photography 

eI , aUditing, engineering 

e, consultation 

I
I f, cinema, 

g, commiss ion agents 

h, barberl beauty salon 

I, tourism 

.I , hire of goods 

5 percent on the 

ro llow illg: 

a, work contracts 

b, financial services 

Exempt ions: 

a. water 

b, elcctricity 

c, medical services 

eI , ed llca:iollal services 

S(Hlrccs: l) roCiallWli oll No. 1:2S1100 I and 2B51200:2 
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goads and services olher thnn specified below: 

Exemptions: 

ii , sales! transfer ol"uscd dwe lling !lease 

b, fin ancial services 

c, relig iolls services 

d, medical services lind goods 

e, educational! ch ild care se rvices 

r, 11l1l11anitarian goods and services 

g, elect ric ity. kerosene and water 

h, pos t serv ice supplies 

i, lI"ClllSportaticll 

j , prinlccJ books 

k. permits <md lic~nse i"ces 

I, imparl of gold. currcnc" 

111 , fert ilizer 

n, bread. injera. milk 

Zero Rate on cxport goods!services 
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