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Historical and Administrative
Evolution of the Sudan's
Taxation Chamber




Introduction:

Taxes are a key significant source of a state public
revenue, as they effectively contribute to the state's
incurring of its public expenditure in all domains, beside
their direct effect on all of its economic activities.

Taxes are ,moreover considered as one of the tools for
national income redistribution, promotion of investment,
and finance of development projects, in addition to their
being an effective tool for guiding and implementing a
state “sfinancial and economic macro-policies.

Taxes aim at achieving social justice through subjecting
every income to tax, so that every able entity would bear
its fair share of public burdens of the state.

Taxes, furthermore, develop a sense of trust and
participation between the state and its citizens, as the
latter become confident that the state would render
services to them within a framework of justice, fairness
and state's confidence in its citizen as a partner who
would bear the responsibility of assisting it in providing
sources of its public budget and over sighting their
spending.

In addition to all of the aforesaid, tax revenue helps the
achievement of several national objectives including the
expansion of tax base by developing economic infra-
structure to increase economic accommodative capacity,

Sudan's experience in the application of VAT-August, 2017 4



provide real sources of revenue that would help the state
finance its various activities, promote sectora and
geographical balanced economic development that would
ultimately ensures national unity by means of sustainable
development.
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Historical and Administrative evolution of the

Sudan's Taxation Chamber:

Taxation Chamber evolved as a small unit at the
Ministry of Finance in 1954, shouldering the
burden of managing income tax including business
profit tax of both corporates and individuals under
Business Profit Tax Act, 1929.

In 1967, Taxation Chamber set off by the founding
of a separate tax department outside the premises
of the Ministry of Finance. Branches of that
department were opened in Medani and Port Sudan.
New types of taxes were imposed on wages,
salaries, rea estate, stamp duty and capital gains.

In 1970 a big leap was attained by opening ten tax
offices in maor cities of Sudan. Ever since,
Taxation Department assumed the management of
al tax activities alover Sudan. That development
was soon followed by the promulgation of Income
Tax Actin 1971.

In 1984, the burden for managing Zakat was added
to Taxation Chamber, to therefore be named
Taxation and Zakat Chamber.

In 1986, Zakat was separated, and Taxation
Chamber became an independent entity directly
affiliated to the Ministry of Finance.
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Development did not halt at that extent, it rather
extended to touch on al administrative and
technical aspects, as several tax reform committees
were set up in 1983, 1986, 1994, 2006 and 2014
with the purpose of upgrading technica and
administrative tax processes.

The Year 2000 witnessed the greatest tax reform in
the history of Sudan by virtue of introducing Vaue
Added Tax, the introduction of which had a
considerable and remarkable impact on increasing
tax revenue.

The march of development did not halt at this level.
Taxation Chamber would witness day after day
tangible progress as eight (8) Unified federa tax
offices, operating according to single window
system started to be inaugurated as of 2004. In
view of  success achieved by the experience of
those offices, more unified tax offices were opened
al over Sudan” states.

Self-assessment system was applied to business
profit tax which was gradually applied to Large and
medium-size companies, to later, be applied to
small-size companies.,

Taxation Chamber is recently witnessing
remarkable vibration of implementation of the
pioneer project for computerization of all tax
procedures and processes. Several computerized
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systems had already been launched, and are now
functioning in production environment. Other
similar systems are in the process of being
successively launched. Most important among
these systems is electronic invoicing, and virtua
office systems.
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Value —Added Tax System
in Sudan ‘




Value —Added Tax System in Sudan

1948 is viewed as the kick-off year for the introduction
of VAT in the world. VAT was first introduced by the
Republic of France to cater for the increasing need for
revenue which might not be met by solely relying on
other types of taxes. VAT was also introduced by the UK
as an aternative for purchase tax. It later on, spread all
over the European Union countries.

As for the Arab World, Morocco was the first Arab
country to introduce Vaue-Added Tax to its tax system
in 1986, followed by Tunisiain 1988. In Sudan, the first
VAT Act was promulgated in 1999 as an interim decree.
However, the system was virtually applied in June 2000
as one of the packages of tax reform.

During the period extending from early 1993 up the
actual application of VAT, and for the purpose of
ensuring success of VAT experience and softening-up
the society to favorably accept it, a technical committee
was set up, and tasked with choosing a convenient mode
of application, setting a plan of action and preparing a
draft Act. Another committee was set up to supervise
application, organize symposia, lectures, training
workshops and other interactive events to explain social
and economic advantages of VAT, and promote public
awareness about VAT Act, and its method of calculation.
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Like other technical systems, VAT system is based on a
set of key and prerequisites aiming at ensuring the
attainment of its objectives. At the forefront of these
prerequisites is the sound design of tax policy including
(Threshold of registration, tax rate and exemptions).

The introduction of voluntary compliance i.e. (self-
assessment) system ,which like other modern systems,
Imposes a set of duties on both tax administration and
registered taxpayers, most important among which is
clarity of laws and regulations, simplification of forms
and returns , imperative use of invoices for all
transactions and commitment to keep accurate and
correct accounting books and records.

Technical assistance rendered by the IMF helped the
introduction of VAT, and its adoption as one of the
fundamental tools of tax reform program, and as one of
the prerequisite for the liberalization of international
trade led to the wide application of VAT, and made it
one of the major sources of revenue all over the globe as
it contributes 25% of the GDP. In some developing
countries the contribution of VAT amounts to 7% of the
GDP.

Concept of VAT

VAT is considered a consumption tax i.e. (indirect tax)
as it is imposed on sums spent by individuals on their
consumption of goods, services and business (with
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exception to those otherwise duly excluded by the
provision of alaw).

VAT isdefined as atax collected by registered taxpayers
from the sdle of their taxable goods, services and
business, at every stage of production and distribution.
The distinguishing feature of VAT is the deduction of tax
paid by afirm on itsin-puts from tax due on its sales.

Characteristicsof VAT

It is an indirect tax the burden of which falls on the
final consumer who pays it on behaf of the
registered taxpayer.

It is aterritorial tax, asit isimposed to both locally
produced and important goods and services within
the territory of a state (it doesn't apply to goods and
services produced within afree zone).

It is a non-annual tax which is levied monthly or
quarterly.

It is a non- accumulative tax as it alows the
deduction of tax paid on in-puts (goods and
services) from tax due on sales.

It is not an imperative tax that takes into
consideration neither personal conditions, nor cost
incurred by aregistered taxpayer.
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Objectivesof VAT

1. Increment of state's public revenue by means of
providing real financia resources, as it is imposed
on all taxable goods ,services and business at all
stages of production and distribution.

2. It is a substitutive tax that prevents multiplicity of
taxes and duties and their adverse accumulative and
multiplicity effects, especially on the industrial
sector.

3. It helps boosting competitiveness of national
exports, as it applies zero rates on exports, the thing
that helps refund of tax paid on in-puts.

4. It simplifies procedures, and minimizes costs for
both tax administration and registered taxpayers, as
it is a tax that replaces several consumption taxes
and charges.

5. It provides information on all stages of production,
distribution and importation, as well as enabling
self-control and hence, minimizes cases tax evasion
which reversely affects tax revenue and infringes
the principle of tax fairness.

6. It helps effectiveness of tax control systems, as it
adopts accounting book examination instead of
direct control (hence, increases voluntary tax
compliance).

Sudan's experience in the application of VAT-August, 2017 13



Tax Administration and

Policy under VAT System

Administration:

One of the most crucial decisions that must be taken at
an early point of time is the decision pertaining to
identifying the body that will assume administration of
VAT. There are, in this respect, three options that have
been adopted by countries that apply VAT, including:

Tracing domestic taxes
Tracing customs.,
Founding an independent administration.

Tax Policies:

One of the most important factors for the successful
achievement of atax policy is the sound design of a tax
policy that is linked to tax rate, threshold of registration
and tax exemption.

The optima system which is recommended by tax
experts, is the one that is based on a high threshold of
registration, application of a single rate , in addition to
zero rate on exports, and a limited number of exemptions
to be exclusively applied to important goods and
services ,taking into due consideration the conditions of
poor class.
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1/ Tax ability:
There are two systems for imposition of tax:

Stages system: According to which the first
stages of the production and circulation
(importation) of goods are taxed, then other
stages are shifted to.

Threshold of registration system: according to
which a certain business turnover is identified,
and whoever reaches this turnover shal be
obliged to collect VAT. The purpose of
threshold of registration system is to exclude
small activities in view of the high cost of their
tax administration in comparison to revenue
collected from them, in addition to inability of
such activities to meet obligations imposed on
them by their being taxed, such as accounting
document, book and record keeping which
congtitute the corner stone for accounting, in
addition to the flexibility of threshold of
registration system.

2/ Tax Rates
Single Rate: It is characterized by easy
application of tax, especialy with regard to
accounting.
Multiple Rates. This system brings about
several problems, as it complicates tax
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calculation process, especially when items are
multiple. It moreover, causes refund problems
when the tax on in-put is higher than that on out-
put. Therefore, most countries that apply VAT,
especially those which have recently introduced
it, adopt the single rate.

3/ Exemptions

VAT, is in essence, a general tax imposed on all
goods, services and business, however, exemption is
an exception. Therefore, exemption runs counter to
the logic and objectives of this tax, as it reversely
affect its revenue, the thing that prompts the state to
look for alternatives to compensate such a loss of
revenue. Increasing tax rate may be one of the means
for compensation.

Sometimes, it leads to double taxation and
accumulation, due to inability to apply tax deduction
to exempted goods for which production taxable
goods and services are used. Moreover, it leads to
what is termed as (creeping of exemption) when
producers and importers of exempted goods claim
exemptions to be extended to suppliers and
producers of taxable in-puts of these goods, let alone
complications brought about by in-puts used for the
production of taxable goods and other exempted
goods.

Sudan's experience in the application of VAT-August, 2017 16



Sudan's Experience in

VAT System Application

Reasonsfor Application:

There are several reasons that prompted Sudan to
introduce VAT, most important among which are:

1. Problemsfaced by direct and indirect tax systems:

a. Poor tax revenue which is embodied in the
poor contribution of direct and indirect taxes to
GDP. During the year preceding the
introduction of VAT, indirect taxes contributed
to the GDP by (4.8%) ,while direct taxes
contributed (1.5%), compared to the
contribution of direct and indirect taxes to the
GDP of developing countries which ranges
between (12%-18%), while it amounts to
(25%) in developed countries.

b. Multiplicity of taxes imposed on sales,
production and consumption, beside the dual
and accumulative nature of these taxes and
charges, as all or some of them are levied on
the same commodity.

c. Ovelap of functions among different revenue
authorities, and conflict over these taxes
between federal and state levels of government.

d. With respect to sale tax which was applied:
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Non- imposition of sale tax on imports
gave them an advantage over locally-
produced goods.
Non- imposition of sale tax on a big
number of capital goods and basic goods
such as sugar, and benzene reversely
affected its revenue.
Application of deduction and addition
system, beside the application f sale tax
has lead to double taxation of some
goods.

2. Keeping Pace with modern trends in International

Trade;

a. VAT has become a mainstay in modern tax
systems due to its broad base, flexibility and
affluent revenue.

b. It compensates potential deficiency of revenue
that may occur as a result of abolishing custom
duties as one of the conditions for joining
regional and international organizations, such
asthe WTO and COMESA among others.

3. Making use of the previously mentioned advantages
and positive effects of VAT.
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Pre-VAT Introduction Stages

The introduction of VAT was preceded by stages aiming
a creating a conductive environment for making
preparations necessary for the application and
implementation of the VAT system.

1994:

In that year, recommendation No. (113) pertaining to the
application of VAT as one of the packages of tax reform
program was made as part of the recommendations made
by Tax Reform Committee,1993.

1997:

In that year, a committee was set up by the Minister of
Finance and National economy to prepare for the
application of VAT. The committee was tasked with
drawing up a plan including:

Set up of a timetable identifying stages necessary
for the application of VAT including the start and
the end of every stage.

Preparation of adraft VAT Act.

|dentification ~ of  organizational  structure,
procedures and processes pertaining to technical
and administrative aspects.
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1998:

In that year the draft VAT Act was referred to the
Council of Ministers which approved it beside,
Comprehensive Tax Reform Project.

1999-2000
During that period, the Minster of Finance and
National economy set up a committee to supervise,
and make preparations for the application VAT
system. The committee's task was to "draft a plan
of action, review the draft VAT Act, prepare
personnel training programs, design forms and
documents and issueits report" .
Cadres were selected to staff the new
administration, trained and made acquainted with
experience of some countries including the UK,
Pakistan, Egypt, Morocco, South Africa and some
other countries.
A comprehensive program for promoting tax
awareness was launched , in addition to programs
for interaction with the public targeting:
§ Business persons:

- Explaining objectives of VAT application.

- Collection of information from business
persons and hear their views with the goal of
introducing improvements to the VAT Act.
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§ Over a hundred lectures and symposia were
organized in the capital and states of Sudan.
They were delivered in public places and tents
erected for that purpose, in addition to those
events organized at chambers of trade and
industry.

§ Other society sectors, including consumers,
members of the Parliament, state councils,
professional organizations and diplomats.
Awareness of business persons continued
through:

Organization of seminars and symposia at various

sites.

Delivery of training programs for various groups

with special emphasis on business persons and their

employees including accountants and
administrators.

Display of video shows, publication of articles on

daily newspapers, in addition to presentation of

radio and TV programs to get people acquainted
with VAT and its various relevant processes.

Preparation and distributions of booklets,

brochures, posters and bulletins acquainting readers

with VAT, its objectives and procedures.

First of June 2000:
Application and launching of VAT in Sudan started.
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VAT Administration

An independent directorate affiliated to the Secretary —
general of the Taxation Chamber was founded for
(Domestic Taxes) similar to those in other countries, in
addition to offices that were geographically distributed
among the capital and states.

Functional departments founded include:

Registration Department:

It is concerned with procedures of registration for
VAT purposes.

Department of Registered Taxpayers Service:

It is a newly-founded department which is
concerned with rendering tax services to registered
Taxpayers ,including "receipt of returns’, guidance,
promoting awareness on the provisions of laws and
regulations, "responding to inquiries’ to help
registered Taxpayers meet their tax obligations.

Audit Department:

It is concerned with promoting registered
Taxpayers awareness on aspects pertaining to
methods of tax calculation, examination and audit
of registered Taxpayers accounting books and
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records and imposing tax obligations on tax
evaders.

Training Department:

It is concerned with qualifying cadres, and
promoting registered Taxpayers awareness through
designing and implementing training programs.

Geographical Offices:

They are concerned with executive aspects
pertaining to tax collection.

The Status Quo:

In keeping pace with modern requirements of tax
administration  including amalgamation of tax
departments, founding of unified tax offices started as of
2004. These offices amalgamate various types of taxes
including VAT in asingle department.

I nfor mation and Computerization:

Information is the most important tool for developing a
VAT system, as it represents the pillar for expanding tax
base through the provision f a data base that enables
listing and registration of all entities and persons who
meet the conditions of obligatory registration on the one
hand, and on the other hand, using this information for
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the purpose of verifying validity of returns filed by
registered Taxpayers for verification and audit , which
would ultimately lead to boosting tax revenue , attaining
tax fairness, and minimizing disputes between registered
Taxpayers and the Taxation Chamber.

Computerization and network connection enable keeping
pace with modern means of tax administration through
the application of risk management programs to the
selection of files targeted by audit, in addition to
electronic collection and filing of tax return which
minimizes costs for both tax administrators and
registered Taxpayers. Many countries have upgraded
their tax systems by means of according attention to
information systems and computerization of tax
administration and processes.

If we look at the practical reality, we will redlize that,
that application of VAT was the real starting point for
according attention to computerization by means of
founding an information technology department staffed
by a big number of technicians, training of employees on
the use of computer, and the provision of systems
.equipment and networks to pave the way for the
application of VAT which was made possible by
allocating part of revenue for developing and
administering VAT system same as what happens in
other countries. However, despite all these efforts, there
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are still some problems which hampered efficiency of
information systems that had been designed at that time.

In implementation of the directives of the government of
Sudan regarding el ectronic government, mode of service
provision and performance have been modernized and
changed from a mode characterized with routine ,
bureaucracy, multiplicity and complication of
procedures, into a mode that relies on the use of
information and communication technology to improve
the efficiency of government services, improve effective
Infra.communication among various  government's
institutions , units and departments, achieve satisfaction
of customers, creating an optimal work environment that
Is characterized by transparency, and minimizes
government spending on its work administration.

The Ministry of Finance and economic Planning took the
initiative of harnessing technology for expediting
processing of its transactions and those of its affiliate
units. The Taxation Chamber accords utmost priority to
computerization in view of its considerable revenue
weight and the expansive geographical area it covers
through its nationwide network of offices, which is
made possible by the existence of factors and ingredients
of success at the scene of infrastructure and human
resources. The Ministry declared 2015 as the year for
computerization of the Chamber of Taxation.
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The Chamber has therefore, embarked on
computerization of all tax procedures and transactions. A
specialized consultant firm was contracted. It listed all
resources, analyzed, studied and documented the status
guo, and now set off to re-engineer procedures.

Objectives of computerization project which have
been identified include the following:

1. Maximization of tax revenue,

2. Expansion of tax umbrella.

3. Improvement of tax laws and regulations
enforcement.

4. Minimization of the cost of tax pound collection.

5. Upgrading efficiency of work and improvement
of productivity of Taxation Chamber™ staff.

6. Facilitation and upgrading of the quality of tax
services rendered to beneficiaries.

7. Provision of precise and timely information for
decision makers, researchers and academicians.

8. Improvement of methods of internal and external
information exchange and ways and means for
making use of such information.

9. Improvement of information safety and accuracy.

10. Creation of an attractive work environment, and
promotion of approach of transparency.

Infrastructure including project's resources and networks
has been prepared. A foreign Company has also been
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contracted to implement the project. Systems of
"registration, payment and return filing" have been
computerized and launched. The company is  now
working on production environment and computerization
of systems of "audit, compliance, implementation,
appeals and contests, smart reports and virtual office"
isin the pipeline.

Network connection with government authorities
concerned with tax work, has moreover, been completed
with the purpose of information exchange. Work on the
project of electronic invoicing and sale points is recently
pressing a head.
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Tax Policies

Sudan's experience in the application of VAT system is
viewed as one of the successful experiencein view of its
applying the most modern model in the world. This
experience has adopted threshold of registration for the
purpose of registration. Accordingly, all exporters and
importers are registered. Single rate system has also,
been adopted with zero rate applied to exports, and
exemption is being granted to a limited number of basic
goods.

Registration:

Registration system has identified a business turnover of
(120.000 SDG) at the beginning of its application.
Moreover, obligatory registration is applied to all
exporters and importers regardless of their business
turnover, while they are allowed the opportunity for
voluntary registration to avail themselves of tax meritsin
accordance with the provision of Article (16) of the Act.
A set of amendments has been introduced to Registration
system in pursuance with Article (18) of the Act.
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Table (1)

Amendmentsintroduced to Registration system
during the years of itsapplication

(SDG)
Period Threshold of Registration
June 2000 /August2001 120.00
September 2001 /December 2006 60.000
December 2006/to-date 100.000
Table (2)

Number of VAT registered dealersin Sudan
(obligatory/optional) during the period 2000-2016

Year Number of Registered Dealers
2000 6.75

2001 7.544

2003 10.271

2005 12.402

2007 15.162

2009 19.059

2011 21.816

2013 26.834

2016 33.550

Articles from (16) to (19) of the Act provides for
procedures of registration and cancellation of
registration.
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Rate (single-Multiple):

Sudanese VAT registration system applies (single rate)
system, instead of multiple rates systems.

Application started at the beginning, in 2000 with a
single rate i.e. (10%) and a zero rate for exports in
accordance with Article (14) of the Act. Gradual increase
was introduced to tax rate during the following years of
application as shown on the table bel ow:

Table (3)
Tax rate applied in Sudan during
the period 2000/2017

Period Rate
June 2000/May 2007 10%
June 2007/December 2007 12%

15% general rate
20% for communications
17% general rate
June 2012/December 2016 | 30% for communications
30% for Cigarettes
17% general rate

January 2017/to-date 53% for communications
30% for Cigarettes

January 2008/June 2012
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Exemptions:

Tax-exempted goods and services are identified on the
light of economic conditions in every country. Therefore,
Article (37) of the Act provides for the exemption of
basic goods and services, for instance:

Goods: bread-agricultural and animal products-
medicines- fertilizers.

Services: education-heal th-finance-insurance-
some diplomatic bodies and international

organi zation.

Under ministerial decrees, and in pursuance to the
provision of Article (37) of the Act, exemption is granted
to alist of capital goods that is periodically reviewed for
addition and omission. A number of goods and services
" water and electricity” have also, been tax-exempted.
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Key Features of Sudanese Leqgislation

In order to achieves objectives of VAT, Sudanese
legidlation takes into due consideration , in the process of
drafting legal provisions, inclusion of basic
characteristics of tax in terms of its imposition as a
general tax the general rule for which is imposition
\while exemption is an exception. It also, alows
deduction of tax levied on in-puts of goods and services
from the tax due on sales. In the field of accounting,
voluntary compliance system is applied where the real
value mentioned by a registered Taxpayer iS considered as
the base for tax assessment. Sudanese legidlation,
moreover, grants tax administration the right to amend
assessed tax in the case of atax return inaccuracy.

These provisions are here below touched on:

Under Article (4), the Act provides for the
Secretary-general of Taxation Chamber's power to
collect VAT, his responsibilities, and all matters
pertaining thereto. It, in addition, provides for
Customs Authority to collect import tax and deposit
its revenue in the tax account.

VAT isimposed as a (General Tax) on all sales of
goods, services and business with exception to
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those (exempted) in accordance with a specia
provision — Article (12) of the Act.

The Act deems that a tax falls due, when the event
of a commodity sale, service, or work performance
occurs. The Act treats as sale, the use of goods and
availing of a service for private purposes, and all
other legal dispositions. It, moreover, identifies the
event for imported goods as of the moment they
have been released by customs authorities — Article
(13) .

The Act provides for acceptance of tax returns
when they are filed aongside with the assessed
tax, and obliges registered Taxpayer to keep books,
records and invoices in addition to filing tax
returnsintime- VAT return Article (20).

The Act considers the real value that is mentioned
in the registered Taxpayer's return as the base for
tax assessment — Article (22) .

The Act grants tax administration the right to
amend the taxable value if the real valueis different
from the one mentioned in the registered
Taxpayer's return, in addition to the right to assess
atax in case the registered Taxpayer fails to file
tax return in time, or in case the registered
Taxpayer does not keep books, records and
invoices, or in case these documents have not been
submitted in time. — Articles (23-24) .
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The Act grants the registered Taxpayer the right to
appeal in case he is not convinced about
assessment.

The Act recommends the registered Taxpayer to
add the tax value to the price of the sold
goods/services, collect it from the buyer and pay
the collected value to the Taxation Chamber
alongside with the monthly return in the set time. —
Article (28) .

The Act authorizes the Secretary-general of the
Taxation Chamber to impose afine, if the assessed
tax is not paid in time. It moreover, authorizes him
or whoever he may authorize to collect tax by
bringing a law suit before a court, or by attaching
the defaulting registered Taxpayer's goods or assets
including his/her funds in banks. — Articles (29-30).
The Act grants the registered Taxpayer the right to
refund in-put tax from the tax due on sales. Article
(34) .

The Act alows refund of tax paid by mistake to
exporters.- Article (35) .

The Act grants tax administration the right to bring
registered Taxpayers to account, audit their records,
and hand down on them penalties in cases of
infringement, and tax evasion. — Articles (28-43-
44) .
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Indicators of VAT Performance

The tables below show the performance of VAT and its
contribution to revenue of the Taxation Chamber, as well
as its contribution to public revenue, in addition to its
contribution to the GDP since the beginning of its
application.

Table (4
VAT revenue during the Period 2001/2016

(Million SDG)

VAT

Year Assessed | Actual | Performance Growth Total Chamber |Contribution
VAT Collection rate rate Revenue to Chamber
revenue

2001 750 686 92% - 1219 56%
2002 900 847 94% 23% 1417 60%
2003 | 1050 1062 101% 25% 1703 62%
2004 | 1300 1421 109% 34% 1997 71%
2005| 1680 1836 110% 29% 2955 62%
2006 | 2365 2277 97% 24% 3232 70%
2007 | 2643 2603 109% 14% 4109 64%
2008 | 3050 3012 99% 16% 4072 74%
2009 | 3055 3304 108% 10% 4450 74%
2010| 3638 3840 106% 16% 5215 74%
2011 | 3939 4165 106% 9% 5652 74%
2012 | 4040 5317 131% 28% 7101 75%
2013 | 4985 7303 146% 37% 9962 73%
2014 | 8865 9918 112% 36& 13513 73%
2015| 1148 12344 111% 24% 16843 73%
2016 | 14255 | 13950 98% 13% 18840 74%
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The Table Above Shows:

The high contribution of VAT to the total revenue
of Taxation Chamber as its contribution ranged
between 56% at the beginning of application in
2001 and 74% in 2016 , The thing that confirms
the ability of VAT to provide revenue as compared
to other types of tax.
VAT has aways been achieving positive rates of
growth of an average of 22% during the period
2001/2016.

Table (5)

Contribution of VAT to Non-petroleum public
revenue and its contribution to GDP during the
period 2001/2016

(Million SDG)

Actual N e T VAT VAT
Y ear VAT . Contribution GDP Percentage

Collection publicrevenue to GDP of GDP
2001 686 15130 4.6% 33705 2.0%
2002 847 10384 8.1% 38754 2.2%
2003 1062 13278 8.0% 44499 2.4%
2004 1421 15279 9.3% 49105 2.4%
2005 1836 14123 13.0% 61272 3.0%
2006 2277 12650 18.0% 75481 3.0%
2007 2603 14456 18.0% 83030 3.1%
2008 3012 8310 36.3% 127747 2.4%
2009 3304 9468 35.0% 151561 2.2%
2010 3840 11453 33.5% 160647 2.4%
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2011 4165 14949 27.8% 186690 2.2%
2012 5317 15224 34.9% 218270 2.4%
2013 7303 43376 16.8% 249630 2.5%
2014 9918 47615 20,8% 441000 2.3%
2015 12344 52819 23.3% 585000 2.1%
2016 13950 53400 26.1% 690000 2.0%

Thetable above showsthat:

VAT contribution to non- petroleum public revenue
during the period under consideration amounts to
an average of 21%.

The percentage of VAT contribution to GDP
ranged between 2.0% 3.1% which is a
considerable percentage as compared to the
percentage of direct taxes contribution to GDP
which is of an average of 1.2%.
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VAT Verification and Audit
in Sudan ‘




VAT Verification

and Audit in Sudan

I ntroduction:

As it is the case for modern tax systems, VAT system in
Sudan is based on the principle of "voluntary
compliance” which means that registered Taxpayers
voluntarily honor their tax obligations.

Voluntary compliance is achieved by the application of
self-assessment system.

Voluntary compliance is defined as a system in
accordance with which registered taxpayers honor their tax
obligations without intervention by the tax
administration, the role of which shall be restricted to
providing registered Taxpayers with information, making
them aware of their tax obligations, identify defaulters
and hand down on them deterrent penalties.

Therefore, tax measurement and calculation processes
according to self-assessment system are done by
registered Taxpayers who would precisely prepare their
tax returns and voluntarily file them alongside with due
payments to the respective tax administration the role of
which shall be restricted to promoting registered
Taxpayers awareness about their tax obligations, and
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provide them with technical assistance, and then examine
and detect defaulters to hand down on them legally
prescribed penalties. Hence, this system differs from
administrative assessment which was commonly applied
by previous tax systems. According to administrative
assessment, tax administration would measure and
calculate tax by comprehensive verification of all filed
tax returns, documents and records, and then issue tax
assessments.

The importance of self-assessment system stems from
the fact that tax administration does not need to calculate
the obligations of all registered Taxpayers, and notify
them about that. Instead, it exclusively focuses on those
registered Taxpayers who are viewed as a source of
hazard for the tax system in view of thelr non-
compliance with their tax obligations. This system,
moreover, minimizes costs of tax administration:;
Increases tax revenue and save time and effort, among
other advantages.

Application of self-assessment system in most countries
Is associated with the application of VAT system, where
it is considered a prerequisite for its application. Only
10% of these countries has applied and managed VAT
without applying self-assessment system.

Self-assessment system is not convenient for monthly
and quarterly VAT obligations.
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For the achievement of its objectives, Self-assessment
system relies on both tax administration and registered
Taxpayers discharging duties and responsibilities
imposed on them by law, most important among which
for tax administration is educating registered Taxpayers ON
the relevant legidations, methods of tax measurement
and caculation, providing them with information
necessary to ensure their compliance, detect defaulters
and hand on them deterrent penalties.

Most Important Among Duties and Responsibilities of
Registered Taxpayers are registration in time — keeping
accurate and regular documents , books and records-
filing of returns — payment of tax intime.

Proper verification and examination of returns,
continuous follow-up of tax due and paid for the purpose
of verifying accuracy of filed returns are regarded as
major elements for promoting awareness. Programs of
verification and audit are also, viewed as key pillars for
self-assessment system as they are important tools for
detecting cases of evasion and non-compliance.

Definition of audit and Examination for tax Purposes:

Verification is defined as a regular methodological
process aiming at collecting the biggest possible amount
of evidence presumptions that would enable a tax auditor
to make his/her neutral technical opinion on the accuracy

Sudan's experience in the application of VAT-August, 2017 41



and fairness of tax returns filed by registered Taxpayers for
the purpose of verifying the validity of such returns, and
their sound and accurate representation of the respective
registered Taxpayer's records in accordance with the
requirements of the respective tax system.

Audit means the process of selective examination done
on internal control systems, accounting statements noted
down in books, records, documents and financia
statements with the purpose of verifying the validity of
information included in tax returns for the period under
audit, and detecting errors and cases of tax evasion.

Tax examination is either comprehensive applying to all
documents and books, or based on sample method,
depending on tests done, and integrity of internal control
systems.

Objectives of Examination and Audit:

Objectives of examination and audit under self-
assessment system which is viewed as the tool for
measuring VAT base, are not different from the
objectives other forms of investigation, as it is done
based on accounting books, records and documents to
verify their validity. Another objective is the contribution
of audit examination programs to the promotion of
registered Taxpayers awareness about the provisions of
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legidlation and methods for tax measurement and
calculation.

Only persons posing a hazard to the tax system undergo
audit and investigation. Therefore, it necessary to apply
verification and audit programs that focus on a balanced
combination of awareness raising programs, and
assistance programs that are based on risk management.

The Most Important objectives may be Summarized
asfollows:

1. Development of registered Taxpayers voluntary
compliance by means of guidance and making them
aware of the provisions of tax laws and regulations
pertaining to their duties in the fied of
measurement and control with regard to handling
documents , book and record keeping , filing of tax
returns , methods of tax calculation and penalties
handed down on defaulters.

2. Veification of validity of accounting systems,
precision and accuracy of statements noted down in
books and records, their being error-free and the
degree of their reliability.

3. Verification of accuracy and validity of returns
filed by registered Taxpayers who are undergoing
selective audit, detection of defaulters, and handing
down penalties on them.
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4.

5.

Maximization of tax revenue by means of detecting
sums undeclared through fraudulence, and other
unlawful means of underestimating tax.
Achievement of tax fairness by means of creating
fair completion between those who pay their share
of tax burden and those who evade it.

Prerequisites of examination and audit:

In order to ensure effectiveness of examination and audit
in achieving objective of awareness raising and control
of compliance, it is hecessary to ensure the existence of a
set of prerequisites that can be summarized as follows:

1.

Clarity of tax legidation, i.e. provisions must be so
gpecific that registered Taxpayers can easily apply
them. In that, provisions should leave no room for
discretion in application which may trigger dispute
between registered Taxpayers and the examiners.
The need for higher administration to support
bodies tasked with conducting audit as lack of
support would enfeeble the activity of and
efficiency of verifiers, and damps their seriousness
in applying tax audit Examination programs.

It is important to provide programs for effective
verification and audit such as those used for
selection of cases to be audited, field audit,
financial analysis and others. Because the absence
of such programs would |lead to deterioration of
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compliance level, and undermine the credibility of
tax administration as a result of its inability to
select cases that should be audited, inconsistency of
audit procedures and technical remedies, the thing
that would ultimately increase disputes between tax
administration and registered Taxpayers, and cause
lack of trust between the two parties.
There must be enough number of qualified and
practically trained investigators and auditors, as
effective tax audit programs can be applied only in
the presence of highly efficient auditors. Among
the most important traits that tax auditors must
have are the following:
A tax examiner must be fully acquainted with
the provision of VAT Act, its regulations, and
ordinances promul gated there under.
He/she must be academically qualified in the
field of accounting and audit so that he/she can
effectively adopt modern trends in tax
verification.
He/she must be provided with relevant
training, skills and practical experience.
He/she must observe integrity, impartiality
faithfulness, fairness and neutrality in all tasks
and duties with which he/she is entrusted.
He/she must be keen to collect enough and
relevant evidence and information that would
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make him/her rest assured of the validity of
conclusion he/she arrives at.

5. When VAT was first applied, Sudan, like other
countries where VAT was recently applied, adopted
self-assessment as a tool for tax base measurement
and tax calculation. Sudanese Legidator was keen
to provide prerequisite of VAT system including
duties and responsibilities that should be
shouldered by the tax administration and registered
Taxpayers. For this purpose, Sudanese Legidator
enacted a set of legidations that provide for
accepting tax returnsfiled by registered Taxpayers
alongside with payments, in addition to rights
granted to tax administration.

6. Verification of registered Taxpayers = compliance
with the provisions of legidation, and handing
down penalties on defaulters.
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These Provisions are Here Below Touched on:

Registered Taxpayers obligations:

Use of invoices, books and records keeping, and
filing of tax returns:

These are the most important requirements of
measurement and audit under VAT system that
relies on subsequent control, as Sudanese legislator
adopted the system of return filing the preparation
of which depends on accounting documents, books
and records, and in which al information that
helps tax assessment are noted down. Article (20)
of the VAT Act obliges registered Taxpayers to
Issue tax invoices on all ther sales of goods and
services, in addition to keeping accounting books
and records in which all tax —related transactions
are promptly registered. The Act also makes it
obligatory for registered Taxpayers to file monthly
tax returns showing tax due within fifteen days
subsequent to accounting month.

Out of its endeavor to provide complete
information in invoices, and ensure accessibility of
books and records for audit purposes, the legislator
provides in Article (9) of the Regulations that an
invoice must show the value of the commodity or
service, in addition to the tax due. Moreover it

Sudan's experience in the application of VAT-August, 2017 47



provides that invoices must be serially arranged and
that an invoice must show "registered Taxpayer's
name and address — particulars of the commaodity or
service and tax rate".

Article (10) provides for accounting books and
records that should be kept by a registered
Taxpayer, including: Purchase book, sale book, sale
returns book, VAT summary book and exports
book. Producers of goods must keep: raw materials
book, warehouses book and production book. It is
to be noted that these records represent an integral
accounting system.

Only for flexibility purposes, the Act grants the
Secretary-General the right to issue invoice forms
matching the nature of some registered Taxpayers
activities, in addition to identifying books and
records that match the nature of some goods and
services, as well as accepting files and statements
that are used as an alternative for records where a
registered Taxpayer accounting system is
computerized.

Registered Taxpayers Rights

The legidator grants registered Taxpayers severd
rights pertaining to tax measurement and
calculation, such as the right to deduct in-put tax
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provided for by Article (34), and the right to refund
tax paid on exports, or paid by mistake.

The most important control-related right is the right
to protest and appeal assessments made by a tax
administration. The application of an effective
system of protest and appea that ensures
independent review of decisions taken is regarded
as one of the prerequisites for the success of self-
assessment system. Article (25) of the Act grants
the registered Taxpayer the right to appeal assessment
made by atax administration , provided that he /she
pays 25% of the assessed tax, or whatever the
Secretary-general may deem convenient.

Article (27), also grants the Secretary-General, or
whoever he may authorize, the right to amend
assessment. In case the respective registered Taxpayer
does not accept such a decision, this Article grants
him/her the right to lodge an appeal before Tax
Income Committee. Article (27) provided that a
decision made by Tax Income Committee may be
appealed within thirty days before the competent
court of administrative challenges.

Rights enshrining on the Taxation Chamber's
officials the authority for controlling registered
Taxpayers compliance are provided for by Articles
(38-39-40) of the Act. These Articles provide for
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wide powers to be granted to Taxation Chamber
officials so that they can verify the proper
compliance of registered Taxpayers by the law.
These articles include:

Article (38) — The Right Enter places and
Examine Documents:

The Secretary-General or whoever he may
authorize shall have the right to gain access to
places of business such as factories, warehouses,
shops and firms that do business in taxable goods
and services, examine any accounts, statements,
revenue, or any other documents and take them to
the Taxation Chamber for purposes of verification
and audit.

Article (39) grants the Secretary-General, or
whoever he may authorize the right to gain access
to a registered Taxpayer's places of business, seize
any accounts or documents for any duration of time
provided for by regulations for purposes of
verification. This Article also, obliges the
registered Taxpayer to respond to what the
Secretary-general requests.

Article (40) grants the Secretary-General, or
whoever he may authorize the right to request a
registered Taxpayer, or any person , pursuant to a
written notification, to report at the time and to the
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place cited in the notification to discuss matters
pertaining to goods, services and tax imposed
thereon ,or any other relevant matters pertaining
thereto.

Article (41) grants the Secretary-General the right
to impose financial and administrative penalties in
addition to the tax due, on whoever commits an
infringement of the provisions of the Act and
regulations, other than acts of evasion that come
under infringement of control provision.

The Right to Amend Tax Assessment:

Article (23) grants the auditor the right to amend
sales mentioned in registered Taxpayer's returns, if
they beinvalid.

Article (24) aso grants the auditor the right to
assess tax, if  the register Taxpayer does not keep
accurate and regular account books, or when such
books are invalid, or if the register Taxpayer fails
to submit books and records within the duration of
time determined by the Secretary-general, or
whoever he may authorize.

Investigation, Audit and Combating Tax
Evasion:

Examination and audit programs play an important
role in combating tax evasion and detecting
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defaults. Sudanese legidator identifies in Article
(42) of the Act cases of tax evasion as those
occurring when one of the following acts is

committed:

1. Failureto register at the Taxation Chamber in
time without good reasons.

2. The sale of goods, or provision of services
without reporting them in a tax return, and
without payment of tax due thereon.

3. Unlawful total or partial deduction of tax in a
manner that infringes provisions and limits of
deduction.

4. Submission of invalid statements on sales
contrary to what is mentioned in the
respective tax returns.

5. Failure to issue invoices on sales of taxable
goods or services, or using forged invoices.

6. Failure to include in tax returns goods and
services used by a registered Taxpayer for
private or personal purposes.

7. Lapse of thirty days after the deadline for
payment of atax without including such a tax
in areturn or paying it.

8. Issuance by a non-registered Taxpayer of
invoicesincluding taxes.

9. Article (43) of the Act and its amendments

identify crimes of tax evasion committed by
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aregistered Taxpayer ,whoever may assist, or
incite him/her to evade taxes for which
penalty shall be imprisonment for no more
than one year , a fine or both penalties
combined.
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Methods and Procedures of Tax

Audit as Practically Applied

Management of Examination and Audit:

Functions pertaining to Examination and Audit are
exercised by the "Genera Directorate for Examination
and Audit", beside other audit departments and sections
of executive units, i.e. "Unified Tax offices and
Geographical Offices".

General Directorate for Examination and Audit is
concerned with planning, control and setting of standards
and basis, while Unified Tax Offices and Geographical
Offices carry out executive tasks pertaining to registered
Taxpayers awareness raising and follow-up of tax
obligations.

Examination and Audit Plan:

General Directorate for examination and Audit, in
coordination with departments and sections of technical
offices prepare annual plan of cases to be verified within
the respective year. The implementation of this plan is
followed-up through monthly reports.
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Selection of cases for Examination and Audit:

Cases to undergo verification and audit are selected in
accordance with several manual criteria including: " big
credit balances, zero returns, available information,
legal status, cancellation of registration, the time of the
latest audit, and volume of business...e.tc" Thisis done
with no consideration of relative weights.

Methods Applied for Examination and Audit:

Examination and audit process may be conducted in
accordance with either of two methods:

1. Actual Method:

This method is applied when a registered
Taxpayer's accounting system is complete or
semi-complete i.e. the registered Taxpayer keeps
accounting books documents and records
provided for. In such a case audit shall be
performed in accordance with scientific
procedures and techniques (accounting and
documentary audit, tests, accounting principles
and standards- legislative provisions).

2. Approximation Method:

This method is applied if the registered Taxpayer
has no accounting system, or if the system he/she
has is weak, in which case, examination shall be
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conducted according to the available information,
and by techniques of approximation " cost, profit
margin, average sales, quantities, prices and
comparisons', which all pose a risk for the tax
system, as they lead to absence of trust which is
the mainstay on which self-assessment system is
based.

Examination and Audit Procedur es:

These include steps followed by a auditor to verify the
validity of filed returns. Genera Directorate for
Verification and Audit has prepared a (guide of
procedures) that should be followed during verification
process (attached). This guide is the basis for the
unification of verification procedures.

The most important Audit Procedures can be
summarized as follows:

Prepar ation for Examination (Desk audit):

This audit aims at collecting data and information
about the respective registered Taxpayer's activities
for the purpose of building a data base to be used
for planning for verification and audit process.
Registered Taxpayer's file is accordingly desk
audited, by subjecting all statements (registration
application, filed returns and reports of the
registered Taxpayer's previous verification
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processes) to meticulous examination. The
avallable information is then compared, and
according to the result of comparison, the
respective return can be accepted in case the
authority is convinced that no infringement or tax
evasion exists.

Field Audit:

There are two types of field visits that can be paid
to aregistered Taxpayer, including:

1/ First types. Visits for guidance and
awarenessraising:

Such visits are most often paid during the first
year of tax system application. They am at
familiarizing registered Taxpayers with the
provisions of relevant legislations to ensure
that registered Taxpayers fully understand
their tax obligations and duties including
(methods of tax calculation, using invoices,
book keeping, filing tax returns and
responding to all inquiries).

2/ Second type: Visits for Examination and
| nspection

These visits are paid for the purpose of
verifying the credibility of statements
mentioned in the respective tax return,
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accounting documents, and records in
accordance with inspection of interna control
system and examination of accounting system
by means of discussion with registered
Taxpayers and their employees, in addition to
examining documents, books, records,
documentary cycles, in addition to warehouse
inspection .
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Table (6)

Number of audited files as compared to files registered

under VAT system during the period 2001-2003

Total Number of files

09 of accumulative

Files audited

09 increase

andited files as

Year registered under Increase in files During the of Audit percentage of
VAT system number year registered file
2001 7.544 24% 1.102 - 28%
2002 0252 23% 2.579 2.3% 28%
2003 10.271 11% 3.144 2.1% 31%
2004 11.035 8% 3.243 3.1% 29%
2003 12.402 12% 3.378 4.4% 27%
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Table (7)

Number of audited files as compared to files registered

under VAT system during the period 2001-2005

Total No. of files . Audit targeted Actually audited

Year registered under M. ol E-.n: < files u..mmﬁ .N_._W.ENE.. files umfw of audit-
VAT System Sarpeted Bk fes of total files i sted s targeted file

2012 24240 5376 22% 4.911 01%
2013 26834 5.735 68% 5.430 05%
2014 20148 6.948 78% 5.042 13%
2015 31454 7.104 78% 5.430 17%
2016 33550 7.420 47% 4.447 60%

O

Positive results of the application of the concept of audit according to the degree of risk has appeared on several
audit- targeted files, as the number of audit- targeted files increased from (5.376) in 2012 to (7.420) in 2016. This
increase is viewed as a considerable development i the trends in audit departments' performance which keeps pace

with the IMF trends that aim at entrenching the concept applying risk principle.

It is observed that the number of actually audited files as compared to the mumber of audit- targeted files has
dropped from (91%) to (60%0) because audit process has. during the recent years, covered most of registered files up
to the last period of activity. Only few file are remaining as they are under investigation. in addition to others which
have ceased doing business.
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Table (8)

Tax Loss revealed by examination and audit

processes during the period 2001-2005

year o uM_H_M&En @H“”“..Mwﬂm““ .“.? Due tax loss Cleared Debt halances m”m“emn”_wm”_ M..M””.H
2001 7.544 - 73.336.774 39.996.774 113.333.548 -
2002 9.252 23% 214.017.502 51.395.761 265.413.263 134%
2003 10.271 11% 301.422.766 56.139.261 357.562.027 353%
2004 11.055 B% 362.341.776 63.130.508 425472283 19%
2005 12.402 12% 483.217.587 68.981.020 552.198.607 30%

¢ Rise of tax losses during the period (2001-2005) indicates the success of tax administration

in
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attracting traffic of cash flows through monthly returns.

o It is also observed that performance, from a financial perspective, is considerably rising in view of
non-cancellation of registered Taxpayers credit balances the thing that contributes to tax revenue
increment.
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Tax Loss revealed by examination and Audit

Table (9)

processes during the period 2012-20016

Cl d Total

No. of audited | % increase in No. ot . u. Rate of

vear il £ Audited file Due tax loss Debt financial &
o Sl i balances Performance b

2012 4911 2%% 1.117.908.000 167. 340.000 1.285.340.000 =
2013 5.430 1% 1.911.372.070 740.469.053 2.651.841.123 106%
2014 5.042 1% 2.207.392279 625.887.342 2.833.279.621 7%
2015 5.430 2% 2.335.4586.84 395.191.131 2.730.677.99%0 4%
2016 4.447 5% 2.619.300.859 462.451.734 3.081.952.593 13%

It is observed from the table above that the performance of audit, as part of its objective of boosting
tax revenue, is remarkably rising. Audit effectiveness and efficiency can be increased by increasing
the number of inspectors working at various audit departments, in addition to upgrading the standard

of training, technical and technological support.
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Problems and hindrances faced by examination

and audit process and how they are tackled

Audit process in Sudan has faced several problems that
reversely affected its role in awareness raising and
control. Some of these problems relate to legislation and
others relate to application and technical aspects.

First: Problems and hindrances

1. Legidative:
Reduction of threshold of registration:

Reduction of threshold of registration in the tax
system in September 2001 in accordance with a
ministerial decree to (SDG 60.000) below the
threshold that was first provided for by the Act
at the beginning of VAT application which was
(SDG 120. 000) led to the inclusion of a hig
number of small Taxpayers Who did not have the
ability to meet tax obligations, most important
among which is the use of invoices and
accounting book and record keeping , which are
the basis for tax base measurement , tax
calculation and control. This matter has
reversely affected tax measurement and
verification, as it led to increase of applying
approximation method in verification process. In
spite of the promulgation of a ministerial decree
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in  September 2006 raising threshold of
registration to (SDG 100.000), the problem still
remains in view of the low threshold of
registration, and its failure to achieve the desired
result.

Exemptions:

The overriding principle in tax system is the
imposition of VAT on all taxable goods, services
and business. Exemption is an exception. The
Sudanese legislation provides for exemption of a
group of basic goods and services, in addition to
some entities in a manner consistent with the
nature and philosophy of tax. However, a big
number of goods and services have been
exempted for various considerations pursuant to
powers granted to the minster by the Act. Such
exemptions have provided motives for tax
evasion some of which relate to tax mechanism
(deduction) as it is the case for exempted goods
the in-puts of which are taxable, and the taxable
goods the in-puts of which are exempted. Those
exemptions were also granted for fairness
considerations.

As a result, the Act was amended by shifting
exemption power from the minster to the
Council of Ministers.
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2. Problems of application:

Some of these problems relate to tax
administration, while the others relate to
registered Taxpayers.

Lack of effective programs of verification and
audit. There are no computerized programs to
be used for automated selection of cases for
verification and audit, nor there are programs
for field audit, nor procedure unification. This
program has recently been prepared by the
General Directorate for Verification and Audit
which has recently been founded as part of the
organizational structure of Taxation Chamber.
Lack of a sufficient number of well-trained and
qgualified auditors in spite of efforts made in
the field of training. This deficiency is
attributed to various reasons including the
successive increase of the number of registered
Taxpayers.

Slacking in enforcement of law, as often
financial penalties are imposed even on tax
evaders, the thing that triggered decrease in the
rate of voluntary compliance and increase in
the rate of infringement and evasion.

Poor tax awareness. Like most developing
countries, Sudan suffers from this problem in
spite of efforts made at the early stages of VAT
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introduction through lectures, symposia,
programs and others.

Failure of Taxpayers to register in time, which
creates a motive for tax evasion in view of
their weak competitive position as a result of
their prices rise due to taxation.

Failure of registered Taxpayers to use invoices
and keep accounting books and records.
Practical application has reveded poor
compliance with book keeping and invoice
issuing, especially among small and medium
Size registered Taxpayers.

3. Technical Problems:
Companies which provide transnational
services in Sudan such as "aviation
companies'.
Overlap between principal contractors and sub-
contractors, and the enmeshed relations
between holding companies and subsidiary
companies.
The system of providing integral service for
clients by means of borrowing goods and
services from other entities.
VAT certificates as a means for oil companies
tax payment bring about problems in tax
refund.

Sudan's experience in the application of VAT-August, 2017 66



The problem of selling invoices and trade
registries to others.

Obligatory priced goods.

Electronic trade.

Second: Means for Tackling:

Through a scientific approach adopted by tax
administration in Sudan based on the participation of
technicians, experts and registered Taxpayers in specialized
technical committees , tax reform committees and
workshops aming at evaluation and continuous
development of VAT system, most of these problems
have been tackled in the following manner:

1. Legidative problems:

A scientific study was conducted and
recommended raising the threshold of
registration to a level consistent with other
factors including "rate of inflation, rate of
exchange and accommodative capacity of tax
administration” . The purpose is aso, to exclude
small Taxpayers. The application of this
proposed amendment is linked to the completion
of the recently on-going process of
computerization of tax procedures and
transactions.

Tax policies aiming at minimizing exemptions
and reviewing existing exemptions have been
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adopted as part of the five-year economic reform
program, the thing that would contribute to
tackling audit problems resulting from
multiplicity of exemptions.
The need to maintain the single rate and zero
rate for exports in view of their positive effects
on processes of tax calculation, verification and
audit.

2. Application and technical problems:
A "qguide for verification and audit, formulas
of industrial activities, and forms necessary for
unification of verification and audit procedures
have been prepared ,and are now being
computerized as part of the project for the
computerization of tax processes, information
systems, and application of eectronic invoicing.
A department specialized in risk management
has been founded as part of the organizational
structure of the General Directorate of
Verification and Audit. The key tasks of this
department include developing criteria for the
process of "automated" instead of the existing
"manual” selection of audit-targeted files. Use
will be made of the system applied in the
Republic of China bearing in mind that the gap
between the two systems shall be bridged.
Continuous support for departments of
verification and audit by a number of auditors, in
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addition to intensification of specialized training
programs locally and abroad.

Continuation of awareness raising and
educational programs for registered Taxpayersto
make them fully aware of their tax obligations,
methods of tax calculation, simplification of tax
forms and tax collection mechanisms. This
objective shall be achieved through training
programs, awareness raising visits and guiding
audit, in addition to computerization of return
filing procedures, electronic collection and
payment through virtual tax office.

Necessary technical researches and studies have
been conducted in coordination with the
concerned and relevant departments at the
Taxation Chamber i.e. "Department of
technical processes and research department”.
Amendments relating to technical problems have
also been made.
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Problems of VAT Application
and their Proposed Solutions ‘




Introduction:

As part of efforts of tax reform made by the Taxation
Chamber in Sudan, the idea of introducing VAT system
emerged. The idea crystalized a Tax Reform
Committee that was set up in 1993 in implementation of
aone of its recommendations.

The implementation of some of these recommendations
took a long time while the implementation of some
others stumbled. VAT system was introduced in 2000
with the purpose of keeping pace with the newly-
emerging economic developments at the domestic and
international scenes (World Trade Organization, World
Tax organization, and COMESA). Some tax and
customs reforms were introduced for the purpose of
harmonizing tax and customs systems with amendments
needed to join these organizations especially the regional
ones such as COMESA.

Before application of VAT system, some problems
emerged; other problems emerged after the application of
this system. They were asfollows:

Pre-application problems:

1. How to apply VAT, (at the federal or state
level?):

When the decison for the formation of the
committee tasked with the application of VAT, states
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felt the risk posed by the application the system to
their revenue, especiadly that VAT would be a
substitutive tax i.e. VAT will replace several state
and federal taxes such as " excise duties, sale tax
and deduction and addition system" .

It was agreed that VAT would be federally applied,
and states would be compensated for revenue they
would lose as aresult of VAT application.

Problem of Resources Distribution:

Making use of the experience of some countries, it
was decided that VAT would be a substitutive tax,
that is to say, it would replace some state taxes
" excise duties, sale tax and deduction and addition
system”. That tax's abolishment was the major
reason for the opposition of states against the
application of VAT system, as they feared the failure
of the experience, as it was the case in some African
and Asian countries, which would lead to states
losing their revenue.

As a precaution for sudden and considerable drop of
revenue, excise duties were maintained on some
selected goods that would largely contribute to
revenue to be applied side by side with the newly-
introduced tax making use, in this respect, of the
experience of countries that had applied VAT in
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addition to the already applied taxes (without any
replacement).

The rate of the contribution of abolished tax was not
more than 25%. In order to encourage application of
this tax, a percentage for the distribution of the
revenue of the new system has been identified as
35% for states and 65% for the centre.

Problem of VAT administration:

One of the most remarkable problems associated
with application was the problem of managing that
tax. Based on the experience of severa countries,
and on the light of studies and trendsin many
countries that introduced VAT, severa imperative
alternatives emerged, including:

a. Tax administration should be independent and
separated from other taxes and customs duties,
asit isthe case, for instance, in Jordan.

b. Income tax department be tasked with
application and supervision of VAT
implementation.

c. Customs Police Authority is tasked with the
application and implementation of VAT, as it
isthe case, for instance, in England.
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It is worthy to mention that Customs Authority has
rigidly insisted on being tasked with administration
of VAT for the following reasons:

60% , (which is the internationally recognized
percentage), of the performance and
implementation of VAT is conducted via
seaports and airports the imports of which are
supervised by customs police. Therefore,
tasking Customs police with VAT
administration is entailed by this high rate of
performance.

VAT in England is applied by Customs
Department, and this is a lesson to be learned
by other countries, as a great country like
England tasks its Customs Department with
VAT application.

Customs Police Authority has enough
capabilities and trained cadres qualifying it to
efficiently manage VAT.

Taxation Chamber had, on the other hand, put
forward the following argument in support for its
call to betasked with VAT administration:

Actual performance and al caculation
processes are conducted by Taxation Chamber,
particularly, verification and audit which verify
both (in-put) and (out-put) taxes. Statements
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pertaining to these taxes are included in
monthly returns filed by registered Taxpayers,
to be periodically reviewed. Moreover, the
majority of registered Taxpayers do not have
any relation with importation and exportation,
as their Vaue -added taxed domestic
transactions are processed by Taxation
Chamber where they are calculated and settled.
Taxation Chamber has skills pertaining to
account verification, accounting and, audit
more than those Customs Police Authority has,
not to mention accumulative knowledge in
sciences of accounting and economics.
Accordingly, implementation of VAT by
Taxation Chamber would be more feasible,
useful and successful which prompted many
countries to adopt such a trend. Administration
of VAT was applied only in England for
apparent and well-known reasons i.e. VAT has
replaced " purchase tax", which had long
been managed by Customs police. However,
under the pressure by trade unions demanding
personnel working in purchase tax department
not to be made redundant, Customs department
was tasked with administration of VAT.

Following evaluation of this experience by experts,
and specialists, and on the light of other countries
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experience, Taxation Chamber was tasked with
administration of VAT in Sudan, while Customs
Police Authority was tasked with collecting imports
tax only and depositing it revenue in the account of
Taxation Chamber.

Post-application problems:

1.

| nventory:

Asitis known, VAT has been applied in Sudan as a
substitutive tax, where it replaced several taxes and
charges. As aresult of this, the problem of inventory
emerged. That was a problem which all people failed
to tackle. The essence of the problem is that,
inventory had , before VAT application, been
subject to taxes and charges that have then been
abolished , which make its sale price higher than that
of similar goods that were imported after the
application of VAT. On the other hand, VAT is not
included in the cost of imported goods, as it is a
refundable tax, contrary to goods imported before
application of VAT. Consequently, there would be
no competition between prices of goods imported
before VAT application, and prices of those
imported thereafter.

The problem was made more complicated by the
importation of big quantities of goods before VAT
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application due to the misunderstanding of the nature
of VAT that prevailed. Problem of inventory was
about to blow away VAT system in Sudan when it
was first introduced, if it was not urgently salvaged,
bearing in mind that solutions applied to salvage
VAT were even more bitter than the problem itself,
as it entailed paying compensations to all importers
for all taxes and charges they had paid before the
application of VAT, then importers would
compensate whole sale traders, who would in their
turn compensate retail traders.

That solution was devoid of controls, and it was
therefore easy to tamper with supporting documents,
especialy in the area between whole sale traders and
retail traders. Moreover, the Ministry of Finance did
not have enough resources to pay all those sums at a
time.

That problem was referred to the IMF technica
assistance team that failed to come out with a
convenient solution for it. Finally, Taxation
Chamber urged all big companies that had good
reputation and known to regularly keep accurate
accounting records and documents to report
inventory they had before the introduction of VAT,
provided that the documents they would submit
would be subject to verification and their inventory
would be subject to physica examination.
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Companies were alowed a grace period during
which VAT would not be applied to their sales.
Companies were also, informed that they would be
subject to control through their monthly returns, and
that there would be stock-taking after the lapse of the
grace period.

That idea was successful, and the problem was
peacefully tackled to the satisfaction of both parties,
in view of the mutual trust that they had, given the
fact that companies with all sectors of Sudanese
society including trade unions, associations and
others have taken part in drafting VAT Act. That
sense of partnership had largely contributed to
destining VAT experience in Sudan to success at the
early stages of its introduction.

Problem of VAT Certificate:

Application of VAT in Sudan coincided with oil
extraction by foreign companies that concluded
agreements with the government of Sudan. These
agreements provide that the government of Sudan
would pay any taxes due on oil companies.

Oil companies had transactions with several entities,
being for the purchase or acquisition of services.
According to VAT mechanism, oil companies were
supposed to pay VAT vaue mentioned in the
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purchase invoice in case they procure any service or
goods. However, the problem was that the Ministry
of Finance was obliged by oil agreements to pay any
direct or indirect taxes on behalf of oil companies.
Consequently, a seller of goods or provider of
services would receive sale price minus VAT, which
means that he/she would not be able to deduct in-put
tax paid on his/her purchases.

On the other hand, oil companies stuck to the letter
of agreements provisions and regjected any other
remedy e.g. " payment, then compensation”. In the
face of that thorny problem, and to avert disturbing
tax system, the idea of " VAT certificate’ emerged.
According to that idea, a VAT certificate would be
issued and certified by the respective oil company, to
be endorsed by the General Directorate of VAT asa
payment for VAT. However, that system brought
about several problems that have so far not been
settled, including:

A. The sums of certificates have accumulated in
VAT offices with no compensation since the
first introduction of VAT certificate system
up to now. These certificate are viewed as
fallacious, or non-cash collection of VAT, in
gpite of the importance of such collection.

B. Companies that have transactions only with
oil companies could deduct VAT paid on
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their purchases. Accordingly, VAT offices
became indebted to them with very huge
sums.

C. Thefeeling of aservice provider or aseller of
goods to oil companies that he/she would not
reimburse VAT value in cash, would
encourage him/her to cheat in price and may
sometimes, tend to evade tax.

D. In spite of that method, which was entailed by
a pressing exigency at the beginning of VAT
introduction, and which was adopted by the
Ministry of Finance as a stop-gap solution
pending an aternative is found in the
forthcoming budget, the problem remained so
far unsettled.

3. VAT on petroleum materials:

One of the key problems that VAT system has
encountered during the early phase of its
introduction in Sudan was the application of VAT to
petroleum materials, the prices of which are
determined by the government.

Such determination of prices is inconsistent with
implementation mechanism known to be applied to
VAT system. Therefore, it was necessary to fully
liberalize prices of petroleum materials, so that VAT
might be applied. Such arrangement ran counter to

Sudan's experience in the application of VAT-August, 2017 80



the state policy; moreover, there was a need to
increase the originally set price.

In order not reversely affect public opinion, as the
public might feel that prices rise was attributed to
VAT application, the only solution was to find a
formula including VAT on petroleum materials in
every stage between the General Corporation for
Petroleum, distribution companies and the consumer,
without any one feeling that an increase had been
added to the originally set price.

However, that solution has brought about a problem
of companies that transport petroleum materials to
the states, or the problem of transporting petroleum
materials in general. It was necessary to add tax
percentage in the manifesto as VAT on service, so
that the transporter could make use of deduction.
Therefore, a verbal directive was issued to suspend
al clams on manifestos pending compensation.
However, the problemis, so far, yet to be solved.

Capital Goods:

The genera principle in VAT system is taxability,
while exemption is an exception. The more the scope
of imposing taxes on goods and services expands,
the more VAT umbrella expands. In spite of that
principle, capital goods have been exempted from
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the very beginning of VAT application. Such
exemption was attributed to fear of refund that might
absorb all VAT revenue within one year, or even one
month, as it was the case in South Africa when one
of the aviation companies claimed refund of VAT
paid on its purchases of airplanes within a specific
period of time. All the revenue of VAT was not
sufficient for refunding that aviation company's
clam.

The problem faced by VAT system was the
definition of capital goods, and their distinction from
commercial goods. A T.V set, for instance, may be a
capital good for a hotel, likewise a refrigerator may,
be a capital good for a restaurant. At the same time,
it is an exempted good, if it is sold by an importer to
trader, or by atrader to another trader.

The definition of capital goods was a serious
problem, as many requests for exemption were made
by people who viewed their goods as being capital
goods. Even, at the Customs Authority, there was
much confusion with respect to exemption and non-
exemption, because of the vague definition of capital
goods.

In order to solve that problem, atechnical committee
was set up comprising representatives of Taxation
Chamber and Customs police. Its task was to
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identify certain goods to be included in a list in
accordance with "Harmonized Customs System",
and that the list might be amended by addition and
omission as deemed necessary or as the committee
might decide.

Training and audit:

A registered Taxpayer under VAT system shoulders
ahuge responsibility. He /she, rather shoulders the
lion share of burdens, as he/she is tasked with
keeping accounting books and records , making
settlements between sales and purchases, calculating
VAT (debt or credit), filing returns and remitting to
VAT authority the revenue of VAT.

For a registered Taxpayer to accurately and
faithfully discharge such a duty, he/she must be
prudent. He/she must, also be acquainted with VAT
and other tax legidlations.

On the other hand, VAT staff members, especialy
those in charge of audit, must be at the level of
responsibility, and fully acquainted with
fundamental principles of audit and accounting,
particularly those applied to VAT.

In view of lack of references and knowledge about
VAT as a newly- introduced tax, training was a real
chalenge for application. Therefore, a large scale
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and effective plan was drawn up by Taxation
Chamber to disseminate knowledge about VAT.
Themes of that plan included:

a. Programs for training registered Taxpayers
were designed. They were trained as groups
comprising financial managers, and
accountants of companies, banks and business
names. Those training courses and services
provided during them were free of charge.

b. Symposia and discussion meetings were
organized at markets, and meeting places of
traders. In addition, a press campaign  was
launched on daily newspapers to familiarize
people with VAT, and its importance. Radio
and T.V programs were broadcasted life on the
ar to disseminate knowledge about VAT.
Moreover, guides and pamphlets on VAT were
published.

c. Sections were founded at tax offices to respond
to inquiries by registered Taxpayers, guide
them, and follow-up their performance.

d. Qualified cadres were chosen to operate VAT
system; moreover, use was made of
academicians and foreign experts to train those
cadres.

e. Considerable number of university fresh
graduates (outstanding graduates and those
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6.

who ranked first among their batch peers) were
recruited to join audit department, as they were
easy to train and reshape to suit the
requirements of VAT audit work.

f. Considerable number of VAT department staff
members were sent abroad to get acquainted
with the experience of countries that had
introduced VAT before Sudan, and familiarize
themselves with problems encountered by
those countries, and how they managed to
tackle them, in addition to gain advice from
experts and specialists.

g. Teams were sent to states to organize symposia
to explain VAT and familiarize the public with
it.

h. Ministries and government institutions also had
their share of familiarization with VAT and
mechanism of its implementation.

VAT on government and State institutions
purchases and imports:

A genera feeling that ministries and government
bodies were VAT-exempted prevailed. Such a
feeling was not restricted to ordinary people; it was
aso the fedling of educated people. Many
department directors had the feeling that ther
departments were VAT exempted, despite the fact
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that exemption under VAT system applies only to
goods and services provided for by the VAT Act.

That misconception has brought about disorder in
VAT system, and directly affected performance, as it
prompted some government units to refrain from
paying VAT when purchasing goods or receiving
services, in which case the seller of goods, or service
provider would lose the right to refund.

As it is known, the application of VAT in Sudan
started at the middle of the financial year, which
meant that budget of government units included no
arrangements to cover VAT on goods they would
purchase or services they would receive. Therefore,
decree No. (35) was issued to remedy VAT issues
pertaining to imports of ministries and devel opment
projects. Another decree was issued to exempt
imports of combat and defensive ordnance; pending
allocation of sums for that purpose in budgets of the
respective units.
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Why VAT ?

(@}

(@)

(@)

(@)

(@)

(@)

(@)

It is the most common consumption tax.
Applied by over 150 countries.

It witnessed during the past twenty years, a
striking rise exceeding double its revenue in the
past decade.

It represents a maor source of income for
countries.

It is applied by a big number of ATAIC member
states.

Most of ATAIC member states that have not yet
applied VAT:

1. Started preparations for its application.

2. Introduced a special consumption taxes
(excise taxes) .

In spite of structural and administrative differences,
VAT faces similar challenges.
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Source: IMF data. Note: Figure shows the number of countries with a VAT at each date.
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Why isVAT so important?

0

O

ot o0 o0 O O

(@)

(@) O O

O

An important revenue generator.

The need for additional tax revenue- contribution to
reduction of budget deficit.

A tax of abroad base.

Imposed on goods & services at multiple stages.
A key element of tax reform.

Modernization of tax administration.

Reduction of indirect charges & taxes.

Necessary for preparation for concluding trade
agreements— WTO,EU ,& Regional trade unions.

Characteristics of VAT are encouraging.
Neutral — with no accumulative/distortive effects.
Mechanism of self-regulation.

Regular compensation for in-put taxes as opposed
to out-put taxes

\( ]
VALUE ADDED TAX
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Why isVAT so important?

Key element of
Tax Reform

Necessary

Neutral tax

with limited for
distortive participatio
n in trade
effects
agreements

Contributes to
increase of tax
Increase
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Encouraging Characteristics

Building on the aforesaid, key economic merits of VAT
include:

0

0

O

O

O

O

Contrary to Business Turnover tax, or retail sale
tax,

it does not have reverse effects on investments,
which are mgor source of concern for
governments.

Bring about no accumulative & distortive effects
on production or trade.

Zero-rate
Consistent with the principle of destination.

Regularly ,highly refunded by exporters.
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Key effectsresulting from tax design

Two main levels
Policies
0 Scope of VAT: what is to be taxed, & on

which criteria?

0 Measurement of VAT : On whom is it
imposed?

Institutional approaches& frameworks. where to
administer VAT?

Procedures & tools: How to administer VAT?
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VAT scope: Whoisto betaxed & at what rate?

Which rate?
Standard advice: singlerate.

0 Multiple rates would result in calculation & lega
complications.

0 Multiple rates would increase administration &
compliance cost.

0 Zeroratefor exportsonly.

Most VAT systems adopted during the past years apply a
singlerate, e. g. the casein Australia & New Zealand.

0 Standard ratelargely vary, & rage between 5%-
25%.

0 Any exemptions?
Results of exemption are all negative.
0 They lead to VAT complication.
0 Allow accumulation to be re-operationalzed,
accompanied by production distortions.
Increase administrative & compliance cost.
0 Standard advice: short exemptions list restricted
to basic items related to health, education &
financial services.

0 Several countries (including members of OECD)
adopted one, or mor e than one low singlerate.
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VAT measurement :

Who isto be taxed?

Identification of thresholds of the size of business
that:

0 Areto (obligatorily ) be registered.
0 Cannot be registered (exemption of small business)
0 Can (voluntarily) beregistered for VAT.

| dentification of registration threshold of registered
dealers’ base.

0 Number of businessin the system.
0 Volume of required administration.

It is crucial to draw a comparison between cost of
revenue and collection.

0 Lowering threshold of registration would increase
administrative & compliance cost.

N

0 Readiness of works (accounting & record keeping).

0 Ability of tax administration to operate the system
as required.

0 High thresholds of registration are preferable.
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0 Reduction of the number of business during the
early stages of

5 application alongside with collection of the biggest
share of revenue.

0 Avoiding the biggest number of non-complying
small business.

5 Portioning may be used during launching stage
(big taxable entities department)
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Key administrative Problems:

0 Institutional frameworks

0 Sef-registration

0 Tax Identification Number & registration lanes
0 FormsVAT permits

0 Degree of computerization

0 Rate of audit coverage

0 Refund policy

60 Availableresources
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| nstitutional Problems

A policy for VAT administration must be drawn up
Convenient model: Integrated tax administration
0 Suitsregulated management according to tasks.
0 Integrated application for self-registration.

0 Opportunity for overall tax modernization.

Most countries apply integrated model:

0 Integrated tax administration (direct & indirect
taxes) = 134 countries.

0 Independent administration for direct & indirect
taxes= 8 countries.
0 VAT managed by customs department = 3

countries.
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Self-registration

Administrative verification

0
0

Revenue authority calculates and claim tax sums due
Not convenient for manualy -—processed large
volume of information.

Payment is deferred till taxation department finishes
itswork .

Not efficient for compliance risk management, as
most efforts are spent on processing — it moreover,
focuses on all registered deders , instead of focusing
on non-complying minority.

Not applicable to process- based< multiple period
tax such asVAT

Self-registration

6

Registered dealers are responsible for calculating and

paying their tax dues.

Return is accompanied by payment.
Only basic information is sent to tax authority, the

thing that would alow efficient detection & remedy.
Compliance based on risk management, & audit in
accordance with risk management results — fines and
judicia pursuit.

The only applicable mode to process -based
multiple period tax such asVAT
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Tax Identification Number & registration

Tax Identification Number

0 Must be noted down on al invoices & returns..
etc....

0 Used for customs processes

Registration

0 Registration is required, even if the person is
already registered for other valid taxes.

- What isrequired is new information.

- Integration of registration is considered as
being vital for compliance with VAT & its
efficiency.

- Existing information is most often not up to
date and invalid.

0 Registration certificate must be displayed at a place
visible by the consumer
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3/
4/

5/

6/

VAT return form

Simple: easy to fill-in & pick information from.

0 Only one page for basic calculation information
(provided that it is sufficient enough to support
risk management).

0 Attached or separate forms/calculation papers to
assist registered dealers.

Clarity & accuracy of reference: to help compliance,
update registration & detailed registered dealer's
contact information.

0 Single document's identification number.

0 Summary of information pertaining to the
taxable person — Tax Identification Number
(TIN)

Unified receipt .
Designed for barcode - automated photocopying of
information (Photo identification of the letters
"OCR").
Sent directly via surface mail, or e-mail before the
date in which the tax falls due
Electronic services:

0 Facilitate compliance

0 Minimize errors & cost
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Computerization

Prerequisite for applying an efficient VAT system
Key operationa tool.

Vital for risk management.

Increasing use of electronic services

Return & payment.

Provision of information.

Ready systems as opposed to locally-developed
systems.
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Compliance M anagement

Audit is not independent- one task.

The need for applying risk management method to:
Registration.

Return.

Record & report keeping.

Accounts & collection management.

Supported by education of taxable persons &
development of services provided.

Drawing a balance between " assistance" & "law
enforcement"
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Risk-based audit programs

Well-designed audit programs  minimize VAT
evasion & fraud.

It is not possible to audit all registered dealers.

Data collection & intelligence are vita for
detecting risks.

Maximization of investment resources.
Adoption of convenient methods.
Diversification of information sources.

Matching of information (income tax- customs —
etc...)
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Refund of VAT

One of the major merits of VAT, is that some business —
specialy exporters- pay procurement tax that is higher
than tax collected on sales.

As aresult, they can seek to refund tax surplus from the

government.

0 Easyin principle, but not in practice.

0 In several countries, it constitutes a source of
tension between tax authorities on the one hand, &
business sector on the other.

0 Itisnot a surprise that most of those who seek
refund are exporters.

0 Failure to refund VAT casts doubt on the integrity
of VAT system,& credibility of tax administration.

0 Refundlevelsdiffer from aregion to another.

0 Refund levels in advanced countries is remarkably
high.

0 Refund levels draw closer to 40% of collected
VAT in OECD member states

0 Refund levels are less than 20% in Middle Eastern

countries.
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Specific date is set, in most countries for receipt of
refunds

Administrative or lega

Some VAT lawsimpose interest in case of VAT
refund payment delay .

However, date of tax falling due is most often
delayed for the following reasons:

Revenue targets are placed under pressure .

Administration officials are worried about
fraudulent claims.

Most VAT systems (about 60%) impose obligatory
recycling period for refundable tax surplus.

Itis, ingenera , not applied to exporters.
Period are often within the range of 6 months.

Several systems allow refunds to be deducted from
other tax dues.
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Conclusion

VAT is expected to remain as an important source
of revenue.

Good administration is a key element for successful
VAT administration.

Motivation for organizational change.

Sustainable & constructive efforts are necessary for
increasing compliance, combating tax fraud &
evasion.

VAT is a new tax ,therefore, it still faces severd
challenges.

Dealing with mobile consumption/ with no specific
site (electronic trade).

There is more need for coordination at both
international & regional levels.
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Best Practices and
Global Trends in VAT ‘

Dr. Marius Van Oordt



VAT asafiscal tool

Direct taxes
« Taxes production and savings
Burden targeted
Very equitable
Not efficient
Not neutral

| ndirect taxes

« Taxes consumption
Burden poorly targeted
Not equitable
Very efficient
Neutral

Expenditures
« Eadsly targeted
 Subject to governance

Globally there is an trend towards obtaining increased
revenue from indirect taxes, especialy VAT.
Luckily, the VAT isat it’s best when aimed at revenue.
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> LD

Global trends and best practices outline

Brief history of VAT
VAT rates

VAT base

Hard-to-tax sectors
Registration thresholds

Merit goods

. Addressing burden concerns

Conclusion
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Brief history of VAT
Two stages:

1. Initial implementation in Europe to replace
turnover taxes (1967).

2. Modern implementation starting in New Zealand
(1986).

VAT rates
Two schools of thought:

1. Differentia rates, generally higher on luxury goods
and lower on necessities. Zero-rated exports.

2. One standard positive rate, zero-rated exports.

Experts agree that options 2 should be preferred.
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VAT base

Three options: Standard rate, zero rate, or exempt

Problems with zero rates and exemptions:

» A changein revenue

Reduce production efficiency

Exemption creep

Tax cascading (only exemptions)

Increase compliance and administration costs
Input VAT allocations (only exemptions)

VAT refunds (only zero rates)
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Har d-to-tax sectors

Financial services
Options:
1. Exempt all financial services
2. Exempt all non-fee based financial services
3. Exempt with input tax rebate
4. Zero rate B2B corefinancia services

5. Cash flow approach

| mmovable property

No challenge in taxing commercial immovable property
and accommodation at the standard rate.

Residential immovable property and accommodation:
1. Exempt all.
2. Exempt, unless new or newly renovated.

Option two preferred as amount received nearly equal to
all future value added by property.
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Farming
Options:
1. Standard rate supplies to and from farmers

2. Exempt supplies of farmers and their primary
inputs

3. Zero-rate supplies by farmers

Option 1 preferred, subject to a high compulsory
registration threshold. If not feasible, option 2 should be
preferred.
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Registration thresholds

Compulsory threshold and option to have a voluntary
threshold

Key considerations:

Spread of revenue

Administration and compliance costs

Competitive distortions

Fraud

Best practice is to have a high compulsory threshold and
allow legitimate businesses to register voluntarily.

Merit goods

Many VAT's exempt merit goods such as medicine,
books, newspapers etc. and services such as education
and medical services.

 All disadvantages of exemptions apply.

» Casefor standard rating with subsidy.
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Addressing burden concerns

« The VAT measured against incomeisregressive.

 Nearly al countries exempt or zero rate certain
foodstuffs to reduce the regressivity.

e Burden of taxation should be viewed within entire
tax and transfer system.

« Case for standard rating foodstuffs with increase in
cash transfers to the poor.
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Conclusion

« The VAT as afiscal tool used to generate revenue
efficiently. To do this we need:

« A single positive rate
» A broad a base as possible
A high compulsory threshold

« Limited exemptions for supplies other than
financial services and residential property and
accommodation.

« We should consider tools such as subsidies and
cash transfers together with VAT design.
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(ATAF) Technical
Committee on VAT ‘

Mrs. Itumeleng Kgosietsile



OVERVIEW

ATAF Creation

Role of ATAF in Tax Administrations
Vision and Mission

ATAF s Mandate

Why Technical Committee on VAT
Malawi Meeting

Overview of Hot Topicsin ATAF
|dentified Problematic Sectors
Mandate of the TC

Current work of the TC

Future work
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ATAF’SCREATION

In 2008, in the midst of the global financial crisis,
24 African tax administrations convened in South
Africa to discuss how they can improve revenue
collection to finance their development agenda .

International organization, launched in Kampala
in 2009.

Representation of Revenue Authorities from
(currently) 38 African countries .

Membership — based organization = main tasks:

- Representation of interests as well as of
Africanideals and values.

- Service provider for its members.
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ATAF’SROLE IN TAX

Voicing African priorities in the international tax
arena

Offering home grown solutions through African
experts, African Model DTA, African TO
legislation

Providing a platform for African countries to
mutually assist one another (AAMATM)

Capacity Development by identifying, training
and retaining staff that understand and can
effectively apply tax laws.

Our Vision a ATAF strives to build
efficient and effective tax administrations in
Africa to become the leader on African tax
matters, enhance economic development and
improve the living standards of the people of
Africa

Our Missiona  ATAF serves as an African
network that aims at improving tax systems in
Africa  through exchanges, knowledge
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dissemination, capacity development and active
contribution to the regional and global tax agenda.
Improved tax systems will increase accountability
of the State to its citizens, enhance domestic
resource mobilisation and thereby foster inclusive
economic growth.
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ATAFsMANDATE

In implementing itsmission, ATAF shall:

Improve the capacity of African tax
administrations to achieve their revenue
objectives;

Produce and disseminate knowledge on tax
matters to inform policy and legidation
formulation, foster transparency and
accountability and improve revenue collection;

Advance the role of taxation in African
governance and state building;

Provide a voice for African countries on regional
and global platforms and influence the
international tax debate; and

Develop and support partnerships between
African countries and development partners.
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Why a Technical Committeeon VAT

Gather VAT experts from the African continent
Production of valuable outcome

Monitoring trends on the continent/internally
Participation in international meetings/events
Group of expertsfor ATAF technical assistance

Think Tank
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Malawi M eeting

First meeting to initiate ATAF swork in VAT

Overview of hot topics for African tax
administrations

Prioritising topics according to needs
|dentifying expertsfor the TC

Propose and agree on the workplan
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Overview of Hot Topicsin ATAF

Failure to issue Manual Invoices/ EFDs

Use of parallel invoicing

Failure to keep records or incompl ete records
Misclassification of supplies

Under pricing of supplies

Cash traders

VAT Refunds

False input tax claims

Duplicated claims

Wrong apportionment of input tax

Appropriation of goods for persona use or use by
persons associated with the business

Creating of fictitious companies for purposes of
issuing invoices where no supplies occur (Invoice

shopping)
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| dentified Problematic Sectors

Retailers and Wholesalers
Telecommunication companies
Financial Institutions
Insurance Companies
Construction companies

E- Commerce

MNEs

Foreign service providers
Lawyers

Suppliers to Government Institutions and Mine
Suppliers

Contract manufacturing
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Mandate of the TC

To shape policy and administration of VAT .
Represent ATAF in global platforms.

Develop specifics, path, outcome to be shared
with ATAF Council, CGs, Global Forums.

Current work of the TC

Report on VAT and the construction industry,
with focus on:

— Registration;

— Filing;

— Payment of VAT,

— Linked Compliance Issues; and

— Recommendations
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Future Work

Establishment of an expert group to deliver
technical assistance.

Co-operation with international organizations.

Support of the ATAF Secretariat to organize and
conduct VAT meetings for members .

Development of (new) ways to administer VAT .

Harmonisation of legislation and procedures.
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