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ABSTRACT

THE VALUE ADDED TAX SYSTEM: A CASE STUDY OF RWANDA

AGNES NTIBANYURWA

M.A mini-thesis, Department of Development Studies in the Institute for Social
Development, in the Faculty of Art, University of the Western Cape.

Internationally, the Value Added Tax system is recognised as an appropriate tax system

for countries like Rwanda, who needs to mcrease the revenue potential of the tax system..
e
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___Although VAT is consxdered to be a good tax system, its most common feature is that it
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is xegressnve with respect to income and

nfair. Despnte this shortcommg, VAT .
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Historically, the Rwandan taxati ed by many shortcomings that

nt Over the last decades, the

Rwandan government refonfredﬂvmystenm-semﬂrora-ﬁmre appropriate system. In
January 2001, Rwanda intrddubed #hé Vialtel Addéd) T4k system at a rate of 15% to

replace the tumover tax (ACHAX Ifipdtfsus] lef thiffre [d’affaires). The Rwandan

government argued that VAT would increase state revenue substantially. This, in turn,

undermined the country’s soc a] 2

means less reliance on foreign debt and therefore greater financial independence. In the
2001 fiscal year, for instance, total tax income in Rwanda could only cover 45% of

government expenditure, which indicates the strong reliance on foreign debt financing.

In Rwanda, there were arguments in favour for and against the implementation of the
VAT system. The goal of this study was therefore to learn from other countries such as
Korea, Argentina, Céte d’Ivoire and South Aftica about the successes and pitfalls of the
VAT system.
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Just as in Rwanda, the Value Added Tax implemented in Korea, South Africa and Cote
d’Ivoire is of a consumption type and this steadily contributes to increasing tax income.
In order to implement VAT successfully, these countries engaged in educating their
citizens about the new taxation system, and also provided training to revenue officials to

ensure the proper management of tax revenue.

However, the Argentinean VAT system was of the income type and was not as successful
in generating government revenue as the systems implemented in the other countries.
This was largely due to fact that some sectors were exempted from the system, and VAT

could not contribute as much to the tax income of the country as was expected.

With regards to its many advantages relative to the shortcomings, it can be concluded that

a VAT system is a reliable ta
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CHAPTER ONE:

PURPOSE AND OVERVIEW OF THE STUDY

1.1 Orientation

Rwanda is a developing country located in Central Africa. It i1s a small land arca
of 26 338 square kilometres and its population is around 8 000 000. The country

has experienced a slo my factors. Some of the factors

were, the political instadbs hat eylminated by the genocide of

1994, when more than dne million|people were ed. The taxation system was

operating even before e cofonialism 1 1916. The taxation system was of a
UNIVERSITY of the

traditional type where livestock and harvest were given to comply with the civil
WESTERN CAPE

obligations. However, because of the introduction of a money economy and a

currency in the economy during the colonial cra, the taxation changed and is now
levied in the form of monetary obligations. Moreover, because the country wanted
to increase its revenue from the domestic source, it undertook a tax reform, which
brought about the introduction of VAT to replace the old system of a turnover

type of indirect taxation, known as ICHA (Impot sur le chiffre d’affaires).

Taxes are compulsory contribution from individuals to the government. There are

many types of taxes (income tax, consumption tax, etc.), but the one considered in
y iyl .




this study is the Value Added Tax (VAT). Deloitte and Touche (2000:9) defined
VAT as follows:

“Essentially VAT is a tax collected by registered business ('Vendors')
on the value added by them in conducting their activities. It is the tax
on the value added by each particular vendor, which has to be

determined and paid over to the receiver.”

Evidence has shown that VAT is a tax with a broad base (levied on many goods
and services/transactions) and is self-policing in the sense that the credit

mechanism and tax invoice leave little room for manoeuvre to dishonest traders.

==

TN NI NI NI RT
In developing countries, theyguestionythiatanisesyisto know which appropriate tax

question is to know

been effectively inlroc;a]cgg. Ilr?lﬁé%ﬁolvxgcﬂ%gt’éfs the discussion focuses on
WESTERN CAPE

the problems developing countries face with regard to the taxation system,
especially when it comes to taxpayers who must comply with their obligations and

to tax administration.

All taxes impose a burden and most taxcs affect the behaviour of taxpayers. It is
necessary to have a tax system that is beneficial to both taxpayers and
policymakers. The country cannot sustain its economy without the contribution
from all its citizens. That’s why taxes are of a great importance. Theretore,
taxpayers should understand the rcasons for taxes and consequently be ready to

pay without many complaints.

(88




The Value Added Tax system, because of its many successes in many countrics,
interested the Rwandan State. The VAT is known to be appropriate for a country
that wishes to expand its revenue and at a same time, to involve many taxpayers
into the system. This was not the case under the turnover tax, which was limited

to only certain categories of taxpayers.

The administrative capacity is a major problem in all developing countries and
Rwanda is no exception. Additionally, the attitude of taxpayers with regard to
paying tax is also a major constraint to the administrative efficiency of the tax

system. Even with a modern tax such.as VAT, these challenges are still present.

But there are countries; vercoming these difficulties.

What did successful colfilries/ do “an[elficient system of VAT? Are

there lessons to be lea just implemented a VAT system

- |
- |

or are in the process of implementing 1t?

UNIVERSITY of the
WESTERN CAPE

1.2 Problem statement

In January 2001, the Rwanda Revenue authority has introduced VAT at a rate of 15%.
The VAT in Rwanda has replaced the previous tax 'ICHA' (Impdt sur le chifte d’aflaires
which is general sales tax known as GST). It was argued that VAT has advantages over
GST, (for example it is supposed 1o avoid cascading effects, the base will be broadened,
etc.). The key issue is whether it has indeed been sensible to change to a VAT system of

taxation in Rwanda.




The main focus of the study is therefore on Value Added Tax (VAT) and its suitability
for Rwanda. The research also looks at the implementation of the new system and has

analysed whether the VAT system has been effectively implemented in Rwanda.

The study examines the experiences of some developing countries that have
introduced the tax system during the past few decades. This is in order to
investigate what Rwanda can learn from their experiences. The countries that
were studied included: South Africa which introduced VAT in 1991, Argentina

which introduced VAT in1974, the Republic of Korea introduced the system in

—*‘ 1
.'q-l'll\ll:.l"ulltllllllIlllullldlll-l the TVA TPS n 1960

1977 and finally the Cot LRI N B TI AT

With regards to the ink

consideration: 23,
UNIVERSITY of the

1. Given the low_level ofmcome of the majority of Rwandan citizens,

WESTERN CAPE

is the VAT rate not too high?

2. Should this rate be the same on all goods or is there a need for
differential rating? For example: a high VAT rate on luxury goods that
are consumed mainly- by the high-income group and a low VAT rate
for more essential goods, and of course, with exemptions for basic

foodstuffs. This would be consistent with the tax norm of ability to

pay.




3. What has been done to ensure that taxpayers consider the tax not
only as a burden but also as beneficial, because the tax income can be

used by government to improve their quality of life?

4. Which lessons should Rwanda learn from the experience of other

countries with the introduction of VAT?

5. How can Rwandan citizens ensure that the tax revenue collected is

efficiently used?

1.3 Significance and ob o

. —

‘ UNIVERSITY of the _
This study of the taxﬂ‘pﬁ %{SJIQ% lﬁ %"\J de\/(%!?{) In)g}:f:ountry such as Rwanda is
relevant in that it has becn noticed that over 90% of Rwandan domestic revenue is
collected from taxes (Official gazette of the republic of Rwanda, 2000). If the
‘ taxation system is not well applied, such the case of Argentina in chapter two, it
can negatively affect the economy of the country. However, a good tax system can

contribute to the development of a country (example in Korea, Céte d’Ivoire and

South Africa).




The Rwandan government was dealing with tax reform that culminated in the
implementation of an appropriate tax system, VAT, which is beneficial to both

taxpayers and policy makers.

Given the poor living conditions of many Rwandese, it is important to carefully
consider the impact of a VAT system on their livelihoods and to make sure il the
system is well understood. It is also important for Rwanda to incorporate in its
VAT system the benefits of the systems of the other countries as discussed in the
chapter two and to avoid their pitfalls. With different views on the implementation

of VAT in Rwanda, the study will.help policy makers to consider both the

S OSuch A SEITTin BT e o make it morc¢ efﬁciem ds

e weak f
strengths and weaknes T T e T
e T

well as equitable.

- - e

The objectives of the stijdyrinclgde the following: -
UNIVERSITY of the

The overall objective 1 amine_whether VAT is an appropriate tax for a
WESTERN " CAPE =~ ™ PP

developing country such as Rwanda. In addition to this, the study has:

a) Discussed the experiences of other developing countries with regards to VAT
so that Rwanda could learn from their successes and avoid their mistakes,
b) The study also puts forward arguments considering the usefulness of a tax

system and the need for tax revenue.




1.4 Research methodology

Firstly, the literature available on taxation has been consulted in order to provide a

theoretical framework on taxation.

Secondly, direct observation amongst taxpayers and tax collectors helped me to

develop an understanding of the system of taxation in a Rwandan context.

Thirdly, policy makers, revenue officials and taxpayers (businessmen and non

businessmen) in Rwanda were intg ved, about the taxation system. The total

: A 3 1 als N
number of people interyrews .m;ﬁi“';‘“ﬂ-‘;;' policy makers, 20 revenue

L

methodology used to mtemew peot)(e was twofold. On one hand a questionnaire

UNIVERSITY of the
was used to guide polﬁy ]ngkcfs rﬁewu ofﬁil‘ijs and few taxpayers willing to

respond to the questions. On the other side, many taxpayers were interviewed
using an informal conversation method in order to encourage them to be more
open and not to feel as if [ was sent by Rwanda Revenue Authority to investigate
them. Because the interview was made in Kinyarwanda (my mother tongue) in
order to accommodate the interviewees, the results were recorded and translated

in English every evening after the interview(s).

Fourthly, a seminar was organised and was held at the University Club in Butare

City (in Butare Province) second town of the country after Kigali town to which




participants from the different sectors were invited. At this seminar the
preliminary findings of this study were put to a broad audience in order to get

their response to the views developed.

The seminar took place on Saturday 16" of June 2001. It started at 9h00 and
ended at 17h00. The purpose of the seminar was to bring all the different
participants to discuss deeply the issue of VAT in Rwanda. I invited 100 people of
different categories but only 50 attended the seminar due to other commitments.
The different categories that were invited were: Policy makers, revenue officials,

and taxpayers, which included registered vendors, final consumers but not

vendors, and academicsyhornaielyenoughyalltiic. above categories were present
Wé[list of the participants will be

found in appendix 3, an

¥ = S
| o= —Ly

in chapter four of this thesis.

UNIVERSITY of the
WESTERN CAPE

.5 The structure of the study

The study is structured as follows:
The first chapter, as is obvious from the preceding paragraphs, is concerned with
the purpose and overvicw of the study. In this chapter, the reader is introduced to

the research, its significance and its objectives.

The second chapter provides a general overview of value added tax system in a




number of countries, viz. Argentina, Korea, Cote d’Ivoire and South Africa. The
main purpose of this comparative study is to show how VAT was implemented in

other countries, what its benefits were and what its main constraints were.

Chapter three presents the fiscal system of Rwanda. Here, a general overview of
the Rwandan taxation system, including a historical background and a discussion
of the evolution of the tax system is presented. It also examines the revenues and
expenditures of the Rwandan Government for the fiscal year 2001, to show the

relevance of taxes in the economy. The fiscal reform goals are also presented.

P Aeeatchimexamines VA R 1
In chapter four, the réseare ) eXaining "'.:.—-“ anda and the question of
whether it provides a probleni jor solution te velopment challenge. It first

VAT works, thlrdly, it looks at the reasons for the introduction of VAT in

UNIVERSITY of the
Rwanda, fourthly, it dﬁqulssff ﬁhepdﬁfe{inc?g and smnlarltles between VAT and

ICHA. Finally, the research considers the dlffcrent opinions regarding the

relationship between VAT and economic development.

Lastly, chapter Five summarises the research, draws conclusions and provides

some recommendations for the future.




CHAPTER TWO:

GENERAL OVERVIEW OF VALUE ADDED TAX

SYSTEM IN SOME COUNTRIES.

2.1 Introduction

The efficient administration of taxation is a major problem because many people

try to escape paying taxes and ‘free riders’. That is why taxes are

compulsory everywher@ 1 larger part of government

resources comes from it§ citizens through taxation] It means that before any kind

X
of government expenditure to €, muJ\ take resources from the people and

—

—,

taxes are the most impprtant o tlﬁcgio acquiring these resources. The value
PPN lﬁﬁ If?qf the

added tax system is fow;dpp@qa yep @({ecﬁxg\taﬁ gstem in many countries as it

brings more tax revenue into the state finances, without the distortions of some of

the other types of taxes.

Usually the value added tax is a tax on the consumption of goods and services,
paid by the consumer to the vendor. The latler has to pay back the tax revenue
collected to the revenue service. Finally, it is the end user who bears the burden of
VAT since a registered vendor can claim the input tax paid on his purchases. In
some rare cases, VAT is levied on income. This chapter considers the

implementation in a number of developing countries of both types of VAT. What

10




did countries that succeed to implement VAT do; and why did some fail to

implement VAT successfully?

As mentioned above, the following countries were included in this study:
Argentina, Republic of Korea, Cote d’lvoire and South Africa. These are all
countries that have introduced a VAT system during the past few decades. In the

case of all, but one of them VAT was successfully implemented.

ad been operating since 1930s

by VAT emerged in 19¢ | Wever i iy ithplemented in 1974 at a rate of

16%, which rose to 2(;% in 1980 (World Bank, 1990). According to Osvaldo et al.

UNIVERSITY of the
(1990:116), the ratnonﬂg behmd é}u{a{ n{rodilctfrfjoﬁ: VAT in Argentina was the

expectation of collecting imore revenue:

“One reason for the stronger revenue performance of the VAT,
compared with the tax it repluced, was the inclusion of a significantly
larger number of firms in the indirect tux base under VAT. By 1977,
the third year of the VAT, there were twice as many registered
taxpayers as there had been under the sules tax. The sharpest increase
in the number of taxpayers occurred in 1980, when the VAT base wus
broadened to include the following scctors: mining, electricity, gus,

potable water, communications, transport and storage.” (Osvaldo et

al. 1990:1106)

As in many other countrics where VAT is levied, Argentina taxes imports and

11




exempts exports. However, Argentina’s VAT had serious imperfections:

“The imperfections of the VAT in Argentina are not related to the
external sector. They are instead caused by the type of VAT adopted,
the use of exemptions to promote regional or sectoral objectives, and

the exclusion of certain sectors from the system

1990: 117).

(Osvaldo et al,

Unlike other countries, Argentina’s VAT is of an income type with one
qualification: true economic depreciation is not allowed. The income type of
VAT reflects value added in the conventional sense of total economic activity

in the country during the tax period. The aggregate base is the same as that for

a comprehensive i

(C+I-D=W+P) whefe_T 15 CC is gross investment, D is

depreciation, W is er depreciation. The vendors

pay VAT as a pergéntage= ~pay-plus a percentage of the nct

profittheygett. UNIVERSITY of the
WESTERN CAPE

As observed in the World Bank Symposium (1990:117), a legal rate of
depreciation of 20% was established in 1974 (and changed to 33% in 1983).
The income VAT, in contrast to expenditure VAT, has been found to

discriminate against capital accumulation and favour present consumption.

Additionally, VAT is usually seen as a regressive tax:

“Because consumption expenditures represent u higher proportion of
income for poor fumilies than for rich fumilies, the consumption VAT

is thought to be regressive” (Osvaldo et al (1990: 117).

12




Osvaldo uses the example below to illustrate the situation: Consider the
effects of a consumption VAT of 20% on Mr. Rich, who has an income of
$1,000, and Mr. Poor who has an income of $100. After satisfying his most
essential needs at a cost (net of taxes) of $80 and incurring $20 in VAT, Mr.
Poor has no savings. In contrast, Mr. Rich spends $400, pays $100 in VAT,
and saves $500. Because the tax takes up 20% of Mr. Poor’s income but only
10% of Mr. Rich’s, it is said to be regressive.

Osvaldo argues that the problem with this argument is that it ignores what
happens in the future. Assume that these individuals live for one more period

and earn their same respective ineemgs in the second period. (For simplicity,

whereas Mr. Poor will again end up pz%ing 20% of his income in taxes. Over
UNIVERSITY of the

their lifetimes both,men spend 20% of their_respective incomes on taxes;
WESHE % X P

hence the consumption tax 1s not regressive but proportional when considered

from the proper perspective of lifetime.

There are two types of problems with Osvaldo’s arguments. Firstly, Mr Rich
may well continue to save something each year, which meuns that the actual
tax rate on his total income will be less than Mr. Poor pays. Furthermore, the
principle of equity and fairness must be applied. In many countries especially
developing countries, it has been observed that the rich people receive more

from the Government than the poor. Thus, my suggestion is that with regards

13




to VAT, one should consider multiple rates: Zero rate for the basic foodstuffs,
a low rate for the goods that are most used by low-income group and a high

rate for luxury products or goods that are most consumed by rich people.

2.2.1 Regional and Sectoral Promotion

With regard to the regional and sectoral promotion, two types of VAT
exemption were found in Argentina’s VAT system (Osvaldo et al. 1990). The

first exemption is sometimes c: a false exemption, because it does not in

1 N _ranl “SvVarnmnilo s .
the end constitute A feal exeimg ﬁ"ll-i' ll-h”iT cond one is called a true

tions are granted when the

subsequent stage of production

where collection will be easier and cheaper. Not only does this procedure not

UNIVERSITY of the
exempt anything, %)é,efxe&u? ‘}dﬂu\nal tax llablllty because the “exempted”

taxpayers cannot claim a fiscal credit for the VAT embodied in the prices of

their inputs.

The second type may be called true exemptions, and occurs when certain
products are zero-rated. True cxemptions are usually granted to exports and
certain other goods and activities.

As the Osvaldo et al. (1990:117) explains:

“The exemptions are “true” because both those who engage in such
activities and their customers get a fiscal credit for the VAT they pay

on their inputs. And because the exempted taxpayers include the VAT
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in their invoices (to enable their customers to claim a fiscal credit) but
do not pay it to the treasury, the promoted activity, rather than the

government, collects the tax.”

2.2.2 Excluded sectors

In Argentina’s VAT system; there was an exclusion of certain sectors, which
generates an implicit tax, over and above the VAT itself, on their purchases
from other firms in the system. Argentina’s VAT system illustrates the rule of

the implicit tax. Until May 1983, the agricultural sector was excluded from

ltural sales to other sectors

—
"'H.’l-“hﬂ‘.-" -' l-.ua_n!-

. —r

the system (Osval

concerned with the[J[VA’ t and its purchases of taxed

inputs did not gene : ant that the use of agricultural

products as inputs by other sectors could not generate a fiscal credit for those

UNIVERSITY of the
sectors. That is, mputs of a Enculturdl orl n would be treated, for VAT
RN CAPE

purposes, as value added of the sectors that use those inputs. Thus the

exemption of the agricultural sector implied that the value of its sales to the
industrial sector (and ccrtainly the value added in those sales) was taxcd
exactly as industrial value added. The agricultural sector’s sales to final
consumers, however, are subject to the VAT. A common way to compensale
for this distortion as suggested Osvaldo et al (1990:118) is:

To grant the users of agricultural products an arbitrary rule-of-
thumb deduction, a so-called presumptive fiscal credit on the value

of their purchases of ugricultural goods. The rate is usually equal to

* Fiscal credit is the tax included in the price of the inputs in the production of goods and
services.
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a fraction of the VAT rate. In Argentinu the users of agricultural
products were allowed to deduct from their VAT liability 4% of the
total value of those purchuses. Nevertheless, the presumptive fiscal
credit is merely a subsidy on agricultural product sold to industry. It
cannot neutralise the implicit tax on industrial inputs bought by

agriculture, and therefore the effect on resource allocation persists.

In sum, VAT in Argentina has not been a successful source of revenue. Except
for 1980-82 as observed in the World Bank Symposium (1990: 120), VAT
revenue did not rise above 3% of gross domestic product (GDP) and remained

substantially below that level most of the time. This is only modestly better

— |

Two important poi

VAT in Argentina.fjﬁtl{,vthﬂpﬁ%niiqa’?\é?." pyas found to be of an income
type and as a resulfth§ cRoicefbdiwpen (Q‘n‘.g;upmon and saving is likely to be
distorted (World Bank 1990:120). Secondly, the fact that some sectors are
excluded from the VAT system undermined the neutrality of the tax with
regard to resource allocation. However a guide to a solution is proposed below
as follows (World Bank Symposium 1990: 120):

A change toward a consumption-type VAT with broud coverage
would promote efficicncy from the viewpoint of both capital

accumulation and the composition of current consumption.

The cxperience of Argentina clearly shows that an income type of VAT

I’

which in theory exempts some sectors such as agriculture, actually does not
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function more effectively than a sales tax. Countries, which have gone the
consumption VAT route and have avoided sectorial exemptions, have, as we

will see in the following sections, done much better.

2.3 The Value Added Tax in the Republic of Korea

Due to the fact that the Korean indirect tax system was complicated (Han 1990),
the Republic of Korea decided to introduce VAT in July 1, 1977. Of the eleven

types of indirect taxes that were in use.in 1976 in Korea, eight were replaced by

3 in 1977; : =
VAT in 1977; these a Ti- -0

textile products,

fimodity tax, and the taxes on

and gas, travel, admissions,

entertainment and food. |

UNIVERSITY of the
The adoption of VAT in Korea was not as simple as one could have expected it to
WESTERN CAPE
be. There were several arguments both against and in favour of adopting VAT. As
Han (1990:129) summarised below, the arguments in favour of VAT were:
1. VAT would simplify the system of indirect taxes. By replacing

eight of eleven indirect taxes, the VAT would reduce not only the

number of indirect taxes but also the number of rate brackets.
2. VAT would promote tax ncutrality in international trade. Under the

old system of indirect taxes, it was difficult to calculate the amount of

tax to be refunded on exports and the amount of compensatory tax to
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be collected on imports. As a result the tax hidden in the process of
production and distribution was either overcompensated or under
compensated. Statistical evidence suggests that it was more a case of
under compensation than over compensation. Under the destination
principle of taxation, such under compensation would erode the
competitive edge of exports and give imports an advantage over

domestic industries.

3. VAT would help to allocate resources more efficiently. Because the

VAT stimulates investments savings, taxpayers may decide to

spend little moneVeon-consumptionand.save.more. This is due to the
P NI N TR AT
S T e R N 2 AR T NG YVROWE

fact that VAT is l¢ iad

‘andTif the taxpayer opt for

savings, this will »s! which can be investment-

K —

oriented since investment is exclqded from the tax base. However, this
UNIVERSITY of the

is more effective in_the case of the high-income group, since low-

WESTERN CAPE

income taxpayers spend all their earnings on consumption.

4. VAT would promote domestic investment. With a consumption-
type VAT, this is self-evident, because expenditure on investment is
excluded from the tax base. Full credit is given for VAT paid on
purchases of capital goods. This implies that, as compared with the
case in which there is no investment, the total VAT burden can be

greatly reduced.
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5. VAT would discourage tax evasion. The VAT system requires that
tax invoices be issued in transactions, and taxpayers must hold on to
the invoices in order to benefit from tax deductions. The authority
would thus be able to crosscheck the invoices documenting
transactions between taxpayers, which would make tax evasion more

difficult.

6. The VAT system would provide the government with a steady

source of revenue because the VAT base is broad and also because

of limited room for evasio

N _NIN NIN BIN NI T
A S AL 0 ey I VI

These arguments are of on se of any other country that

considers the implementation |VAR, ingl anda. However, there were

-

counter arguments against the adoption of VAT in Korea, arguments, which

o UI\II'IVERSITY of the

generally also are appljcable 1o other countries. These are:

| WESTERN "EAPE
1. The current bookkeeping practices were not sophisticated enough
for the VAT system to work. Businesses and traders would need more

time to develop this capacity.

2. The strongest argument against adopting VAT was that it would

increase prices.

3. The VAT is a regressive tax. Although a single rate VAT would

improve the allocation of resources, it was also argued, it would work
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against the equitable distribution of income. The special excise tax on
certain types of luxury products that was introduced at the same time

as the VAT was meant to offset the regressive nature of VAT.

2.3.1 Preparations for implementation of the VAT

Although the VAT system was introduced in Korea to replace eight existing
taxes, taxpayers considered VAT to be a complex tax system and an additional

tax burden. Nevertheless, because the-government was concerned, it attempted to

— e . .
educate the taxpaying :“ blic ip-order | - G-comutereir fears and do away with

I8 WIN B

Apart from the educatlon given to taxpayers, the govemmenl also had to train the
UNIVERSITY of the

tax ofﬁcnals to under the_ne y ,yslc.m and it had to reorganise the tax
WESTE RN EABE .

administration. With the help of Korean Chamber of onlunlerce and Industry and
other economic associations, newspapers, television, and radio, the government
launched a public relations campaign for the VAT (Han, 1990: 131). These
included a series of articles, questions and answer sessions, feature stories, and
lectures on the need for the VAT. A movie was produced about the VAT and
shown in all the movie theatres in Korea. Seminars, conferences, and meetings
were held on the VAT. About thirty different pamphlets about VAT were printed,

including “The VAT: What Kind of Tax Is It?” and “Explaining the VAT law,

tax invoice and how to report it”, and 16 million copies were distributed.
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2.3.2 Taxpayers

In the Korean VAT system, any unit separately engaged in the supply of goods or
services in the course of business, whether the business is motivated by profit or
not, is legally responsible for the VAT. The taxpayers include individuals,
corporations (including state and local authorities) and foundations, which are not
incorporated.

In Korea, a distinction is made between groups of taxpayers with regard to VAT:

general taxpayers and special taxpayers.

7*Lui--i‘—nla-uqnnnc_-r-v.vn_, €IS (thOSC with an annual

According to Han (TS TS Tty
TN e N R ML M 2 0 AR TG YRR

ral taxpayers and are subject to a

lue added, whilst the special

taxpayers are subject o a special rate of 2% on their gross sales. Taxpayers with

UNIVERSITY of the
an annual turnover of_"?.;l million Won or less are eligible for the special rate of |

VESTERN CAPE |

2%. They are called special taxpayers.

2.3.3 Relief for small businesses

Unlike large businesses, small businesses are incapable of meeting all the VAT
requirements (such as keeping their books and rendering tax returns in the format
required). This is due to the fact that large businesses are more able to absorb the

costs of complying with the VAT's standard accounting and procedural

21




requirements. However, small businesses are found to be an important part of the
total business (and taxpaying) community. As a result, there is both a political and
an economic nced to alleviate the burden of a complicated VAT system on
businesses with a small turnover. According to Han (1990:134), individual traders
who supply goods and services for which the VAT-inclusive annual turnover is
less than 24 million Won are subject to a special VAT rate of 2% levied on their
turnover rather than on the value added. In addition, a relief measure for small
businesses is incorporated into the VAT regime in Korea. Special taxpayers could

deduct from their VAT liability up to 5% of the taxes they paid on purchases,

2.3.4 Administration of VA |

K : |

UNIVERSITY of the
The administration of V"’ﬂ;ifh I&o;lgapwixf Qgt ttg-g grfplfmatic because one of the

eight indirect taxes that were replaced by VAT in 1977 (that is the business tax)

had similar administrative requircments to the VAT (World Bank, 1990). Because
the business tax was a tax on turnover, the traders were already practicing some
form of book keeping. The government resolved to use the business tax as a
stepping-stone to VAT and transformed it accordingly in 1974. The number of tax
rates was reduced from six to five, but the rates were raised. The tax base, which
had been restricted to the manufacturing sector and certain parts of the wholesale
scctor, was expanded to include all manufacturing, mining, and wholesale

businesses. Traders were asked to issue a standard invoice (similar to the tax




invoice under the VAT system), and penalties were applied to those who did not
comply with the rule. A registration system using taxpayer identification numbers
was introduced, which greatly eased the process of computerisation. (Han

1990:135)

2.3.4 Evaluation

When it comes to the evaluation of the VAT system in Korea, studies have found

that it has contributed to the steady~administrative efficiency of indirect tax

TR eTaVaYuS2Na )l BENAVIANAL

le-_ RO ST
TR NI RN AT AT

revenue and is now the'siigl of government tax revenue.

The VAT share in total 20.5% in 1978 to 22.3% in

1983 (Han, 1990:138).

L
=

(the personal income taxT) accounted for about 10% of the total tax revenue.

UNIVERSITY of the
WESTERN CAPE

One of the arguments against VAT in Korea was the regressivity of that tax

portant source of tax revenue

system, meaning that it is inequitable. Although several scholars pointed out that
Korea was one of the few developing countries, which had experienced rapid
economic growth without profound changes in income distribution, there were
signs that income inequality was widening in the mid-1970s. The introduction of a
regressive tax was seen to aggravate the already existed income inequality in
Korea. The results of a study as Han ((1982b,pp414-16) quoted by Han
(1990:139)) observed seem to support this argument.

“In 1978 the effective VAT burden on the lowest income decile of

nonfurm households was 9.4%, and the tux burden decrcased as the
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level of household income increased. The burden on the highest
income decile of nonfarm households was 3.8%. The regressive nature
of VAT was also apparent in the case of furm households. The VAT
burden on the lowest income decile of farm households was 8.4%, and
the effective burden decreased as the income level increased; the

burden was 2.9% for the highest income decile.”

Even if the general burden of VAT was lower for farm households, the tax burden
distribution showed a similar pattern for both farm and nonfarm households.

An interesting fact came out when the effective indirect tax burden was compared
between 1976 and 1978. In 1976, when the eight indirect taxes that were replaced

by the VAT were still_ia- : indirect tax burden of nonfarm

households was observ w-income groups and higher

in the case high-income|groups| as Gémpared with the burden distribution in 1978.

The indirect tax burdef-of-themiddie-meate—s s, particularly those in the
fifth to seventh incomg_hggillzagma tFM\le,me less affected by the change
of the indirect tax s}gte%sl] go#gtd%g lfte‘inh)u%cl tax burden of the farm

household was generally higher in all income brackets in 1978 than in 1976 (Han

1990:139). This finding clearly supports the argument put forward earlier in this
chapter regarding the regressivity of VAT. Except for the problem of its impact

on equity the switch to VAT clearly bencfited the Korean economy.




2.4 The Value Added Tax in Cote d’lvoire

Also in Céte D’lvoire there was pressure to broaden the base for the tax system.
As was the case in the other countries considered; this led to pressure to introduce
the value added tax. In the Ivorian case, they modified their production tax and
adopted what they called TVA-TPS (taxes sur la valeur ajoutée (TVA), which is
VAT, and taxes sur les prestations de service (TPS), which is a turnover tax on
services). As Betty et al. (1990:145) suggested, the scope of the TVA and TPS
was limited to concerns with annual sales over CFAF 30 million (US $ 120,000 at

the 1960 exchange rate). Smaller firms.ayhose activities were otherwise subject to

the TVA or TPS 'ﬁ“- ad st “—ﬁ'-"-l-a-"'—.nﬁ- tax rate (8% for TVA and
—

epresefil filed 60-66% of total industrial

7.57% for special impor{[dt

employment in 1965 and o 145) Those firms gencrated

61%, 45%, and 32% of manufacturing GDP 1n 1960 1965, and 1969, respectively
UNIVERSITY of the

(Den Tuinder, 1978: 3%7) Agrlculture and commercial activities were excluded

TERN CAPE

from the TVA-TPS base becauSL of perceived difficulties in tax administration in

sectors dominated by small producers. For example, an estimated 280,000 small
coffee plantations produce the country’s major export crop (Europa Publications
1984:441). Furthermore, 90% of commercial activity occurs in traditional retail
outlets (Tixier & de la Biche 1973:15). In 1970, 49,000 of the 50,000 commercial
outlets in the Cote d’Ivoire were small African-owned shops, market stalls, or

street vendors (République de Cote d’Ivoire 1978:209).

The choice of TVA-TPS structure was influcnced by the economic and political
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circumstances surrounding the Coéte d’Ivoire at independence, especially the close
economic and cultural ties it had with France (Betty C.H. (1990). This is
illustrated by the fact that about 50% of Ivorian exports were destined to France

while 65% of its imports came from France.

A French consulting firm in the late 1950s proposed a VAT covering goods and
services through the wholesale stage. As Betty et al. (1990:145) observed:

“The Finance Ministry felt its accounting demands on taxpayer and
tax administrators were excessive, that its revenue effects were
uncertain, and that inadequute administrative resources would lead to

loss of revenues and wi 1. The proposal was rejected

and the Finance“SpMiristiy—pioposed—thc—iesst extensive tuxe sur le
ll'“.ll.ll.".ll
“

chiffre d'affaires siructire,

ifications, is in place

SRICH,. W mMod

today.”
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In Céte d’Ivoire, the TVA was more altractive than the previous production tax

UNIVERSITY of the
for a number of reasonﬁ;l“ﬁ ig %L ¢ ﬁlﬁl%nsid gel}gvs[/‘ (Betty 1990: 145):
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- Compliance costs were generally reduced,

- Acceptable deductions were broadened to include TVA paid on most
inputs and investment goals,

- Elimination of the head tax and exclusion of most products consumed by
the rural population from the TVA,

- Tax rates were carefully chosen to have only a minor effect on the
effective tax rates on domestic production and imports, and

- Exports were zero-rated to eliminate bias against exporting.
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2.4.1 Tax Neutrality and Incentive Effects

The Ivorian TVA-TPS was more neutral than the earlier, production tax. The
TVA-TPS avoided the cascading effects by alleviating the bias towards vertical
integration (Betty er «l. 1990). The tax system also eliminated the biases against
capital by reducing the double taxation in the previous tax. However, the TVA-
TPS probably initiated a bias towards the investment code, favouring the capital-
intensive production methods. For example, the investment code exempted

“priority” firms of TVA, for ten years on imported capital goods and inputs

(excluding those that can be produced.in.the Cote d’Ivoire).

/A

with the investment cocTe. TbcseTwere:
UNIVERSITY of the
. Different ra Resource _allocation was affected by the rate
WESTERRN"EAPE d

structure through prices and consumer demand.

2. Small versus large firms. A potential bias against large firms in
wholesale and retail trade was avoided by exempting these activities
altogether. . Similarly, many specific agricultural products and
activities were exempted for all firms. Within manufacturing, the
exclusion of small producers could give rise to a bias against small
producers who cannot use the credit for TVA paid on inputs or invoice

TVA to customers. The small firms if they wished 10, could avoid this
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bias by opting for TVA. Small construction firms may have imported

inputs subject to the TVA invoiced directly to the customer.

3. Different rates on imports and domestic production. There was
only one case of different rates on specific imports and domestic
production. Nonetheless, differences occurred between the imports on
domestic rates for the same activity, when imports were described
incorrectly as related products subject to lower tax. This also

happened when differences existed between the tariff and the tax code

nomenclature (Koumoue Koffi..1981:190) cited by Betty et al.

N
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(1990:145).

4. Rounding of thei ' g of the tax-exclusive

import rate to the nearest integer caused a small difference between
UNIVERSITY of the

the import and d tic rates for the same activity.
WESTERN“CAPE

5. Deductibility of the TVA on investments. This could cause a

small bias favouring vertical or horizontal integration of existing

firms, because they could unmediately credit the TVA against the tax

liability from their other operations.

6. Reimbursement of the TVA. The TVA paid on inputs used in
exports is credited against TVA lability and could lead to

reimbursement. However, an internal World Bank Report stated in




1974 that “in practice it has been diflicult for exporters to obtain the
refund” (Koumoue Koffi 1981202, author’s translation). Difticulties
with the reimbursement process could work against firms with
insufficient domestic TVA liability. A related problem associated with
the investment code arises with the exemption of TVA on imported
inputs, but not on local inputs. When reimbursement is difficult,
priority firms had an incentive to substitute imported for local inputs
in export production. This bias was eradicated to the extent that firms

supplying inputs for export production are allowed to omit the TVA.

: : . :
7. Non-exclusion : J... . Priority firms are
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exempt from the goods. This imparts a

slight indirect subsi goods and may cause

local construction firms to bill_imponed mat::’rial directly to their
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priority firm clients to avoxd tax liability (Koumoue Koffi 1981:70).
WESTERN CAPE

The tourism investiment codc allowed exoneration of the TVA on both

imported and local investment goods.

In conclusion, the TVA-TPS was introduced without many problems (Betty et al.
1990). The new tax system offered improvements in neutrality, equity and eased
the tax administration. It did not involve significant rate increases over its
production tax predecessor. From being primarily a tax on imports, it became an
important tax on domestic activity. Even if the Ivorian TVA-TPS retained some

non-neutrality, it was a noticeable enhancement over its predecessor. It involved
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some partialities favouring capital (particularly imported capital goods) and more
fully integrated production. These biases were insignificant compared with those
found in other aspects of the Cote d’Ivoire tax policy (especially the investment
code).

As for the case of Korea~and unlike Argentina, the VAT in Céte d’Ivoire was
likely to bring about economic growth. This is also valid for the case of South

Africa as discussed below.

2.5.1 Introduction

o
o —
=
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[t has been observed {}:atL the VAT that r {)laced GST in South Africa would
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definitely be a regressive tax as it was the case in the above-analysed countries.

VAT could lead to a massive redistribution of wealth from poor to rich.

The introduction of VAT in South African tax system has not been an casy task.
There was strong opposition to its implementation. According to WIP (1991),
most opposition to VAT came from pro-capitalist forces, which, although they
were basically in agreement with the change to VAT, disagreed with VAT as it

affected their particular interests. The construction and private health sectors, for
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example, argued against the imposition of VAT in their sectors, but not against

the tax as a whole.

Since July 1991, however, there was growing resistance from progressive forces,
led by the Congress of South African Trade Unions (COSATU). COSATU called
for the delay of the implementation of VAT and for discussions between
progressive structures and the government, with a view to reaching an accord on
how the new tax could be implemented. COSATU threatened extensive protest
action if the government did not respond positively. Big business and the

commercial press speedily became more and more critical of the government, not

WOt ald DO A 1 i e 3
because they had a chai ¢ of] ."-v-.'-l out VA -'Ti-rl-— 1er because they feared that
i o e S

the lack of consultation By an{ ie government could threaten

the implementation of th 1: m, dug in its heels. It refused

ok

to maintain GST, to postpone the 1mplementatno;1 date of VAT or make
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significant concessnoni QE Lhe way it \Plagneii to lmpleme:nt VAT (Work in

Progress 1991, Finance week 1991:3). As a result, VAT was implemented as

planned.
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2.5.2 The South Africa’s VAT system
2.5.2.1 Reason for the introduction of VAT

The introduction of VAT in South Africa in 1991 was intended to achieve many
goals amongst which the reduction of the impact of the new tax burden on the
poor and to provide a safety net program. The National Nutrition and Social
Development Programme (NNSDP), was also introduced in 1991, designed to
distribute R400 million annually in community-based food projects (McLachlan

&Marshall, 1995 cited in Aldermai . 1999). There were also exemptions for

-r&mmminm-numnu\uu:nlar

AR AT R oned soals-

some basic foodstuffs i

The list of commodities AT exemptions included, for

¥ ===,
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example, maize and beans, which were both reasonable candidates for VAT
UNIVERSITY of the

exemptions for equityﬂmlgt‘;ljgfency reasons, as well as for their impact on food
| 2| | ') ¥
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nutrient consumplioh (Al’dcnném et al. 1999). The list also contained commoditics

such as bread, which did little to address equity concerns but could have
favourable consumption effects, as well as fresh milk and meat, which neither

enhanced equity and nor had a clear impact on nutrition.

One may ask itself why could South Africa Revenue Service (SARS) oblige
people to pay VAT instead of gencral sales tax for their differcnt consumptions.
Why was it necessary to impose such a tax? When looking at the perspective of

taxpayers, VAT, as is the case with other forms of tax, was considered to be more
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of a burden than a benefit. This is why some temptations of VAT evasion and

avoidance were found in the system. According to the Financial Mail (October 4,
1991: 27-28):

“ VAT undermines decision-making; confuses consumers,; obscures
the fundamental merits of the system; and sets the scene for continual
controversy over peripheral issues. People ask: Why a good tax cost
consumers more and gives the taxman less? A calculation by Sanlam
economist Pieter Calitz shows that the broader VAT base amounts to
70%-75% of the consumer basket, compared with the 52% of the
basket to which GST was applied.”

However, when looking at the perspeetive of the government, it is clear that the

limlnYJI—'l-’lIIIl-lV‘-lINII. _— '

N AT R ET the Government’s goals,
et ]

tax revenue collected

L1 1

oiigh the trade unions strongly

l‘ ery concerned to increase its

revenues. After introducing VAT. the Finance Minister Chris Liebenberg’s
UNIVERSITY of the

Budget for the year 19‘?3 1996 was found the most important since South Africa
TERN CAPE

became a unitary State in 1910 (Financial mail 1995:20-21). It was also argued

including social services

opposed the VAT syste

that;

* South Africa requires an appropriate tax system, which provides for
an adequate return. Not only that, but we must get our fiscal and
monetary houses in order. ahead of the abolition of the Finrand and
the establishment of a unified currency system in the not too distant

Suture” (Financial mail 1995:21)

According to the interview, many taxpayers did not understand the usefulness of
tax revenue since it was difficult to them to see the outcome of the tax that they

paid. This was due to the fact that the bencfits they received and are still receiving
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from the government were and are only indirectly linked with the tax paid. More
importantly, it is necessary to emphasize the advantages of VAT system, so that
taxpayers may be aware of that utility. The study also highlights the difficulties
faced by tax collectors in the process of tax - collection. It shows how do tax

collectors resolve some of the problems that they face in collecting tax

2.5.2.2 The base and the rate of VAT

African Government had-{he dntentionofintroducing
([N NIN NIiN NIN NIy 5T
_

12% on as a broad ranglof 8opds find §ervices as[possible. The idea behind the

new tax system was to g '

the number of zero mtm%{ and exemptions. However, the opposition forced the
U

IVERSITY of the

government to reduce_th te to 10% and to increase ‘temporarily’ the
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range of zero - rated basic foodstufls. Malzc, bread, meat and fluid milk were

included amongst the zero-rated basic foodstuffs.

The study done by Alderman et al. (1999) confirmed the logic of VAT exemption
for maize. As he observed:

“Based on tax efficiency und equity, this commodity dominates all
alternatives. Also, tax exemptions for fluid milk or bread have similar
implications as maize for the total revenue foregone. but have less
Javourable impacts on equity. Similurly, while the tax exemption for
maize helps improve nutrition in both urban and rural areas, the tax

exemptions on fluid milk has virtually no impact on energy or even
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protein intake. In contrast to milk, however, the impact on nutrient
consumption of a tax exemption for bread is fairly similar to that of
maize; the two commodities differ, however, in that a VAT exemption
for maize has strong estimated equity impacts while it does not for

bread.”

They continued arguing that the equity and efficiency of commodity taxation
could be achieved if exemptions on kerosene and sugar were substituted for those

on fluid milk.

According to Alderman et al. (1999) VAT exemption for meat was not justified

either in terms of equit ; ur non-poor urban households
and have a negative imp: i mption of rural households.
However, the exempti oﬁ nai we ‘l targeted and had a measurable
positive impact on cal cithouseholds.
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The following intcl‘vié‘ﬂ'zt?r &@68;‘1{% %‘ﬁm@lf{}k}\{*&z(assistam general-secretary)
in Labour Bulletin illustrates the case of the consultation with the Government
with regard to VAT. (SA Labour bulletin Vol.16 n03):

“LB: To be more concrete, to what extent have you succeeded in
making an impact on the VAT taxation itself?

Shilowa: Firstly, the moment we started our campaign, VAT was
reduced to 10%. Secondly, we managed to get a number of food- stuffs
zero-rated. Thirdly, a number of SA organisations, both to the left and
1o the right of COSATU, and other trade union organisations have
been able for the first time to come together, and the issue of tax-
action is not only left to workers to raise. The stay away has ruised the

issue at a broad public level. ™
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Taxpayers felt that the Value added tax affected their day-to-day lives of people
and the money in their pockets (Work in Progress, December 1991, Finance week
October 1991:10). Work in Progress argued, “the government could have learnt
that labour was serious when it said ‘don’t restructure the economy without
consulting us’.” COSATU reported 80-90 percent stay away countrywide in the

strike it called, and denied allegations of ‘intimidation’.

From 1993, the standard rate increased from 10% to 14%. From April 1995 the

list of exempt financial services has been reduced. The activities of life insurance

m .
fid-porttolio_maniges=became subject to VAT at the
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standard rate. The list 6§

brokers, stockbrokers

effect from 1 October 1
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standard rate.

2.5.3 Usefulness of VAT in South African context.

In South Africa, as in many other countries where VAT was implemented,
experience showed that the VAT system has many advantages over GST system
for both the taxpayers and the policy makers. These include: (VAT Manual 1991,
SARS interview):
- VAT is a multiple collection system while GST was a single
collection system. The advantage to policy makers comes into play

especially when there is a manocuvre to evade tax. The amount of
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revenue collected will be lost under GST because of the evasion,
while some money can be gained under VAT because of the multiple

collection.

Broad base: Many activities are now liable to tax because of VAT,
which was not the case under GST. The advantage again is that the
Government will earn more under VAT than GST. For example: the
building of houses was not included under GST but now is taxable

under VAT system.

VAT is a tax 1 consumption in on=tneome. When you bu
d 1 1 ) you P

consumption goodsjh

are liable to pay VAT. VAT s ot discourage income-raising

activities.
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With the system Tofﬂ record kee;{ng under VAT, the vendors have
WESTERN CAPE

a full control of their financial situation or transactions because they

have to report their {inancial situation to the Receiver.

There is no cascading effect under VAT. No double taxation like

under the GST system.

The financial burden is lower under VAT than under GST. The

reason is that the burden is sharcd between all taxpayers in chain.
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- Audit trail: using one’s tax- invoice, it is relatively easy for the
Receiver to control other vendors in the chain to make sure that what

they have declared is true and correct.

- VAT is internationally accepted.

The figure for the revenue collections as noted in Financial Mail (March 1995:20-
21) for the period from April 1 to December 31, 1994, showed that income rose to
R41,2 billion from R34,3 billion in the same period of 1993. There is no doubt

that part of this improvement of o_took place because of an increase in

corporate l'OﬁtS as [h mn“’-a\rufcun-pc--ilpl-li:ut Nore more CI'SOHZII incon’)e
p P TN B RIN BTN NON &7 P
R BT S S P
tax was collected as conlinved [mfafionpusied ngininal incomes up into higher

tax brackets.
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However, despite the ﬁr\.ﬂ\&;gg[s %f &l%\ }/A‘:l: S{?’erﬂ tax collectors faced many

constraints when collecting tax revenue.

2.5.4 Difficulties encountered by tax collectors in VAT system
From the interview with the South African revenue officers (November 2000), it

is clear that they facc several problems in the collection of tax. Those problems

are summarised below:
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Insufficient infrastructure (such as means of transport, computer

systems) to control vendors,

Vendors must have computers in their business systems in order to
record each activity. This is a problem since many vendors do not have
enough money to purchase and maintain computers in their business

practices.

There is a need for a network system to connect vendors and control

them to see how they do chaxge VAT. It is not only a computer that is

needed but also GconRecoRIo-a-nenvarkto-#llow the revenue officers to
IS _NIN NIN WIS BIW BT

control the busines: g n. Tl slGomputer is one problem and
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Registration p{gb%fn{; [Tt t%;:ie{ \?v‘grc éljé‘l.{lli;lll.%f) registration, it would be a
burden for the revenue to support the administration cost, which most
likely was higher than the VAT collected. When VAT was implemented in
South Africa, SARS allowed vendors with a turnover of R 50 000 per
annum to register for VAT purpose. The result was that the number of
registered vendors was large and the administration fee very high
compared to the VAT return from those vendors. To resolve this issue, the
Minister of Finance increased the level of turnover at which a vendor may

register to R 300 000 per annum to avoid the high administration fees.

Nevertheless the minimum turnover for voluntary registration was R25000
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per annum while compulsory registration required a minimum turnover of
R 300 000 per annum. A proof of turnover has to be provided for
voluntary registration while a business plan has to be issued for
compulsory registration.

- Sometimes vendors issue false information to the revenue service,
which negatively affect their returns. To prevent this, some
requirements must be met:

e Companies, have to prove that they are registered.
e If it is an individual registration, then a copy of the ID (identity

book) must be issugd=and a bookkeeping system insured. The

Y T P 1
individua musk liﬁ provide _ “ pail K-pacticulars.
_

° Regulur H,nfi lﬁ.lﬁ ael%%fk;fdr JErl(.)perly because sometimes
especialbw ﬁuq‘n# E.h?{ qq}pl? u{llryl?n phase of VAT, some

individuals pretended to be businessmen, settled their so-called
business purposely to claim Input tax during that period and

abscond after receiving the money.

- Late payment of the tax. For late payment, a penalty of 10% is applicable
from the end of tax period to 5 days after the tax period. If the vendor does not
pay, then the intcrest will be added to the penalty. But the problem faced by
tax collectors is that because the interest rate charged is less than the bank

interest (14% compared 10 21% (Interview in SARS)), the vendor prefers to
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continue with his business and not to pay the money, thus keeping the
overdraft lower. In the end of the day he will pay the penalty and interest, this
being less than the money he saved by not having a higher overdraft. This is
because the interest he has to be paid for his savings in bank is higher than the

interest charged by the revenue service.

However, some methods are used to overcome the above-difficulties. In the
interview with the Revenue Officer the following was mentioned.
- Special recoveries for outstanding tax cases: in order to resolve the

problem of those who do pot.comply with the revenue rules, internal

ave been introduced by the

attomey and Spe = FaY At a DAVAR 62 b @ AN § (S0

TN SR i
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s a general anti-avoidance

h
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provision. 3
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Tax evasion ammﬂls 0. fraud and usually involves the making of false

ESTERN CAPE

returns, and the cntering into of sham transaction of records. According to
Ernst & Young (2000:112):

" When the offences set out below are committed, a fine of up to R10
000 and or twenty-four months imprisonment (or both) muy be
imposed, quite apart from the collection of tax and penalties. There is
a presumption that fulse documents, statements or entries have been
made with the intent to evade tax by the person on whose behalf they
are made.”

Among these offences are: The making of false statements or entries or
answers to requests for information; the preparation of false books of account

or any fraud, art or contrivancec whatsoever; collusion in the acceptance of
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supplies of goods or services on which tax should be charged but is not; and
the issuing of incorrect or fraudulent tax invoices, credit notes or debit notes.
(Emst & Young 2000:112).

The name, address and enterprise of a person convicted under these provisions
could be publicised by the Commissioner, together with such particulars as the
Commissioner thinks fit, including the amount evaded and additional tax
imposed (if any). But no such publication has taken place to date.

The penalty for evasion or attempted evasion, including claims for excessive
tax credit or refunds, is an amount up to double the tax amount concerned. In

other words, a total amount pa including the tax itself, may be three

18 bt CENSL & _"I‘llll!_AIl.llt

R N T R 12). A fine (without limit)

times the original |

1ay is imposed for variety of

J inspector; the failure to keep

books of account; the failure to render returns of any kind or the obstruction of
UNIVERSITY of the

Revenue officials; laim _t t tax lS char seable when it 1s not or a lesser
VE ST
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rate is due; the failure to supply a tax invoice, credit note or debit note when
due; the issuing of more than one tax invoice; the failure to keep records or

otherwise to comply with the VAT obligations of an agent.

- For those who pretend to be businessmen in order to steal the money
from revenue service, the SARS requires from external or foreign
businessmen to submit the name of a South African referee who will be

responsible for all that may happen. In addition, the businessman must have a
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bank account in South Africa to allow the Receiver to exercise control over

him.

- A Help line to report fraud has been installed. However, no rewards are

paid because of the dishonesty of revenue workers

In conclusion, although there were many challenges in introducing VAT in
South Africa, as it was the case in Rwanda, Korea, Cote d’Ivoire and Argentina,
the system operates relatively efficiently. The opposition to the introduction of

the VAT system was strong and led to a lowering of the rate at the time of the

W
5 d—-ore!

&1

introduction of VAT. ‘Howev:

) ; car—th of the opposition to the
(I8 NIN RIN RIS NI

and tax administrators was underlaken more successfully in Korca. In the
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Rwandan case, although the RRA tried to educalc people on VAT system, much
VESTERN CAPE

still needs to be done to bring all the partners in VAT on board. Nowadays, the

system in South Africa has been accepted and taxpayers consider it as part of

their life. Paying tax is a civic obligation for most citizens. Nevertheless, some

taxpayers still have temptation to evade and avoid tax. In a mean time, SARS

officers are very concerned to overcome and abolish all fraudulent manoeuvres.
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2.6 Conclusion

Developing countries that want to reform their tax systems by introducing the

VAT system or those who have already adopted it but want to improve it _can..

learn from the experiences of the countnes considered in this chapter There are

~——— v

several reasons behind the VAT successes. Some of them have to do with the kind

JeeeL e

of VAT adopted some with the type of exemptions under the system and
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plobably mosl unporldnl of all, some have to do with the admmlstralwe system
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established to collee_t TEVENUE, ...,

The VAT adopled 1 -N-um—-ou-nunuduwuu South Africa, was of a
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consumption type and diff contributgto iiierease the]income revenue of the above

countries. However, the|

e ul

Together with the exenTption ol some sectors from the system, VAT in Argentina
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did not succeed to function efficiently. When considering the applicability of the
'ESTERN CAPE

lessons learned from the experiences of these countries, for a country such as

Rwanda, there are a number of questions that can be asked. The first is why

should one implement VAT rather than another tax? Another question is, what

kind of VAT is likely to be adopted (assuming that VAT is a desirable system),

given the different starting points of most countries?
Because of its many advantages, the value added tax has been adopted in many

countries and is still on agenda in many others. The turnover tax was found to

have a cascading effect, which is taxing the full sales value at manufacturing stage
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and again at the wholesale level without any refund. The VAT, in contrast, taxes—

the value added at each stage only once, at the stage where it is added. Another
T T— eramaneen

advantage of the VAT over the turnover tax as Gillis et al. (1990:230) argued, is

the VAT’s neutrality insofar as production efficiency is concerned: it taxes
productive inputs equally and does not cause distortion of production choices.
Moreover, the consumption type tax of VAT does not distort the choice between
consuming now and consuming later, in favour of the former, as does the income
tax. Accordingly, VAT does not penalise, as does the income tax, capital
accumulation and economic growth. The larger the base for the VAT is, and the

standard rate of tax, the more important

fewer the number of exemptions from

will these superior char maﬂ«w-n--mm...--vvmmm

P & Wy

The broad and neutral fect choice for a tax system.

However, because of the social, economic and administrative objectives, there is a

UNIVERSITY of the
need for deviation fronﬁ tlfal simple_structure. No country has achieved, or will

TERN CAPE

attempt to adopt, such a perfectly broad and neutral VAT. W

regressivity in the structure of the tax for reasons of equity in income distribution

e

leads to pressures to include_zero-rating for some essentials and for_goods.
2500

_designed-for-some._special groups and to have higher than the standard tax rates

_for other goods.that-ake-considered.nonzessentials or luxuries. The commitment to

MBI AT Tha B

certain social and economic policies will determine the use of multiple rate of

VAT in developing countries. However, the main constraint for those countries is
to fit the tax to the limited administrative capacity of the country in question. As

Gillis et al (1990:231) observed, among developing countries there are differences
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in tax administrative capacity that correlate somewhat with difference in per

capita GDP.

The comprehensive VAT has been successfully adopted mainly in middle-income
and upper middle-income developing countries. The examples of the Republic of
Korea and South Africa are good illustrative examples.

In the preceding chapter we have seen the way VAT was implemented and what
has made it successful. A country such as Rwanda, which is implementing VAT
system, has much to learn from the above countries. It is not only the case of

successful countries that has to be con 'dered, but also the case of countries that

-.’4l’HHH‘.’CiIIll‘.ll.!ll!l"-l-‘il‘llll'

[ successtully in order avoi their pitfalls. The following
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failed to implement VAl

chapter presents a brief g |'H'H-.|—ilﬁ'i‘
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on system in Rwanda.
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CHAPTER THREE:

FISCAL SYSTEM OF RWANDA

3.1 Socio-political background of the fiscal system in Rwanda

3.1.1 Introduction

»,um‘mu es-to the national leadership as
“-II-II.II.II-II
AR RO MM DA ARG

well as to the donor conimunit

Fiscal policy in Rwand

The country is amongst {th

chronic ethnic conﬂic‘fs—smce—rts—mdtpcndénct.—i% ethnic crisis of the early
IVERS
E& ITY o

1990s resuited in the co]P'pse 0 economy arny THas weakened administrative

WESTERN CAPE

capacity (Ndikumana, -001). The fiscal crisis has been deepened by the crisis of

production and trade. However, despite the crisis, Rwanda is slowly
reconstructing its economy and its tax base. One of the most demanding tasks of
fiscal policy is the management of public expenditures. It is the dilemma of
allocating resources. First, authorities must assign public money between capital
expenditures and regular expenditures. Second, they must choose how to allocate
funds between military expenditures and civilian expenditures. This decision
seems nol to be easy and poses particular challenges in countries in conflict or

evolving from conflict like Rwanda.
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Military expenditures usually increase during conflicts and tend to remain high
even after conflicts are apparently resolved (Ndikumana, 2001). In the mean time,
revenues are low during and afier conflict. This means that higher military
expenditures are afforded at the expense of lower investment in socially

productive sectors and higher budget deficits.

When looking at the macroeconomic performance and the macro-fiscal crisis,
some key elements are essential to be mentioned: (Ndikumana 2001):

“The decade of the 1990s hus been characterised by both a

deterioration of the politico-social conditions and the acceleration of

economic decline | elaiiyely steady growth in the
second half of the ACon idar huas declined since the
early 1980s. Froni 0 : : DP increased by about

2% annually. The followikg decade,|the growlth rate dropped to 0.25%

before turning n ive { IRt s—rhe,decline in income was

exacerbated by ttf &Qfﬂggxﬁflqeief gg ?ulﬁ?.e and manufacturing

production collu{;se(l |{':erI cf(!pltcl {:tcome (Icclined by a record 40%,

A 4

from 8225 in 1993 to just $154 in 1994.
Since 1995, income has increased as agricultural production resumed
Sfollowing the resettlement of the internally displaced population and

the return of refugees starting in 1996."

As observed in an IMF report (IMF 2000a: 69), the ethnic crisis in Rwanda has
negatively affected all scctors of the economy, cspecially those that rely on high
technology and skilled labour as well as export-oriented activities. For example,
output in the transport and telecommunication sector in Rwanda declined by over
three-fourths in 1994. During the same year, manufacturing production decreased

by 35%, agricultural exports declined by 73%, while coffee exports dropped by
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94%. Food production was basically stagnant in the 1980s, and started declining
towards the end of the decade. The food production was increasing since 1995 in

Rwanda due to improvement in internal security, (IMF 2000a: 69).

3.1.2 Various important fiscal issues

From the perspective of the public expenditure, the allocation of resources is a
crucial problem in a developing country such as Rwanda. From a sub-Saharan

African (SSA) standard, Rwanda dggs not stand out as having an oversized

ﬁ..;....]mi.ﬂ.-i...nuiq-ﬁ-aqﬁ- evolving from conflicts. As

Ndikumana (2001) argug i

government compared 10

fures in Rwanda are lower than the

average for the SSA reg nda has been characterised by

~ —
L s |

a marked shift in the allocation of resources away from capital and social
T T - 1 T o
| UNIVERSITY of the
expenditures towards military/security expenditures.

WESTERN CAPE

In Rwanda, the increase in military spending was sparked by the invasion by the
Rwandan Patriotic Front (RPF) in 1990. From an average of just over 5,000 in the
1980s, the army personnel increased to 30,000 in 1991 (World Bank 2000a: 65).
Military expenditures increased by 122% in 1990 and 41% in 1991. The heavy
investment in the defence equipment has come at great economic and social costs,

especially marked by a large decline in capital expenditures.
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In Rwanda, capital expenditures were at an all-time low of 16% of total
government expenditures in 1994, down from an average of about 33% in the
1980s. Under the post-genocide regime, capital expenditures have increased
steadily.

Another important aspect of fiscal policy that merits attention is the management
of the civil service. Ethnic conflict has resulted in massive losses in human
capital. In rebuilding the civil service, Rwanda must pursue two equally important
and interdependent objectives. :

“The first objective is to promote discipline, professionalism, and

competence in the civil service. This may involve redesigning

o schemes, to make public
l‘*-. p

sector jobs attractive oI SkillCd WOELSIsSN THE second objective is to

depoliticise publid|emy Gas | instituting hiring and

proniotion procedi terit, transparency, and

equal opportuniiys HCHIZOHS fdlhiimicii; 2001)

UNIVERSITY of the
As Rwanda struggles L‘c:i_o\tcr&o;ige f}'l][?{ le\%zw)i Qf\bllroEic civil strife and rebuild its
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econony, it also faces a heavy load of foreign debt. In 1998, the stock of debt for
Rwanda was $1.23 billion (Ndikumana, 2001). The debt service to exports ratio
for the same period was 20% for Rwanda, compared to 15% for the sub-continent.
External borrowing increased considerably from the second half of the 1970s and
exploded in the 1980s.

In Rwanda, from the 1970s to the 1980s, net debt flows increased from an annual
average of $27 million to $64 million. Debt inflows continued to rise in Rwanda

in 1990s, (Ndikumana, 2001).
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The heavy debt burden constitutes a major handicap for development in general.
The issue is even more pressing in the context of post-conflict reconstruction
when the country needs to focus its scarce resources to providing badly needed
social services and rebuilding the economic infrastructure.

Rwanda has qualified for debt relief through the Heavily Indebted Poor Countries
Initiative (HIPC). The debt relief for Rwanda amounts to $810 million in debt
service or a 71% reduction in net-present-value debt. In that sense, the country
must take advantage of this “millennial” gesture and increase its investment in

economic infrastructure and improve social service provision. However, debt

o rebuild their economic and

social infrastructure damag:d b%‘war The emphasw must be not on reducing
RSITY of the

overnment ex endm ’ b n th r llocallon of public money into sociall

: penditgs bl PERRY P y y

productive investments (Addison and Ndlkumana 2000:34). In particular,

governments must shift expenditures away from security/military to revitalise

education, health care, and other social services.

Rwanda has embarkcd on an economic reconstruction program including
important fiscal reforms.

The Rwandan reconstruction programme explicitly integrated the poverty
alleviation in its budgetary system. To reduce poverty, the Rwandan Government

is trying to increase agricultural productivity. It is also improving gender equity,
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and ameliorating social services infrastructure and delivery. The government has
established an institutional framework (including a Poverty Observatory unit
within the Ministry of Finance) for monitoring progress in social services
delivery. There is reason for hope that there will be light at the end of the fiscal

adjustment tunnel. Ndikumana (2001)

Having considered the challenges of the fiscal policy in Rwanda, the following
sections looks at the taxes that are in use in Rwanda and the appropriate tax

capable of effectively contributing to economic development.

UNIVERSITY of the
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3.2.1 Introduction

Before the colonialist occupation by Belgium, which dated from 1916° Rwanda
had a traditional tax system. The citizens of Rwanda-Urundi used livestock
produce, harvest and labour to meect their different civic obligations. It is only
after the arrival of colonialists and the introduction of Rwandan currency that
there was a shift for their civic obligations from paying goods and services to the
payment of money. As the Rwandan economy expanded, the taxation system also

changed to satisfy the many objectives of the Rwandan State.

" 1916: Military occupation of Belgian while the official Belgian colonialism started in 1922.
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Twenty years after independence in 1962, a general sales tax (ICHA) was
introduced. During this period, the country was characterised by a difficult
political crisis, which hindered its development. For a long time the fiscal policy
has been challenged by the crises that Rwanda faced. Not only did the Rwandan
economy collapse but also the administrative capacity was damaged. The
allocation of revenue was another problem since the country had to choose
between capital expenditure and regular expenditure, especially during the crisis,
when military expenditures was given priority at the expense of lower investment

in socially productive sectors. This.dilemma could be resolved only when the

a6l S=a=abBEOB LIt 1A X
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Country is at peaceful

which culminated in

=

reform the tax system. The same government is undertaking many steps to
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positively influence thiip%ia&a?dﬁc:ﬂl%ic (dgyflg)f}ent of the country.

In 1997 proposals were made, on the advice of IMF (IMF, 1998) to replace the
general sales tax (ICHA) with a VAT. Currently, this type of tax is internationally
accepted as being more efficient and the Rwandan government is expecting to get
more revenue to achieve its many goals. As it has been the case in other countries
searching to achieve faster high level of income, the value added tax was seen as

an appropriate tax and was implemented to increase government inconie.
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3.2.2 The revenue crisis of Rwanda

Regarding taxation in Rwanda, there are three important categories of factors

responsible for the revenue crisis: structural, policy and institutional factors, and

the effects of civil war (Ndikumana 2001).

a) Structural factors

The two main structural factors that.constrain tax revenues in Rwanda are the

-, 1c Buoregdie dess A S THE 1 3 1
weakness of domestic ':&-H‘H?W"“{lﬁ d the 12 k of diversification of the
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production system. In Ry an W[that the amount of taxes that

can be possibly levied | sumption and investment is

naturally low (Ndikunirana,' 2001). The manufacturiné and cash crop sectors are
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the key generators of tax revenue, _ R :
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With regard to the f(iscal impact of conflict, Rwanda differs significantly from

other ‘post-conflict’ countries whose export earnings are less dependent on
labour-intensive products (like agriculture) and more dependent on capital-
intensive products (like minerals and oil). In mineral or oil exporting conflict-
prone countries (like the Republic of Congo), export revenues are likely to
fluctuate less following population displacement (Uvin, 1998:20). In such
countries, tax revenues from international trade will be less affected by conflict
and fiscal recovery will be easier afler conflict than in the case of agriculture-

dependent country like Rwanda.
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b) Policy and institutional factors

The institutional constraint to fiscal revenue creation in Rwanda is twofold:
Firstly, the fiscal institution has a weak tax administration capacity. It lacks both
skilled manpower and the appropriate technology for collecting taxes. This may
lead to a decreasing tax revenue and hence diminish the State portfolio
(Ndikumana 2001).

Secondly, the system is excessively merciful, granting widespread tax exemptions
to public enterprises, diplomatic missions, non-governmental organisations and

private investors, often on questionable grounds. These exemptions carry a high

opportunity cost giventiit-t#xes—on-tmports-tepresent a large fraction of total
I8 NIN RIN BIN WIN BRI
R U I LT PRI TR YWl

fiscal revenues: about 23% ol "Rwanda in 1998. The Rwandan

government must reconsid 5| because they can seriously

undermine its revenue collecfion, as was (he casc in Argentina a few decades ago.
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The new Rwandan regime has embarked on mujor reforms of the fiscal system
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that include, among other measures, a significant reduction in tax exemptions

(IDA & IMF 2000:26). These measures should improve tax collection in the
coming years because taxes should be the most important source of income in

Rwanda as is the case in the above-mentioned countries.

¢) Effects of civil War
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According to Ndikumana (2001), the third factor that contributes to the fiscal
revenue crisis in Rwanda in recent years is the ethnic conflicts that have disrupted
economic activity. Following the genocide in Rwanda, not only did the tax base
collapsed, but the tax administration capacity was also eroded. This is mainly due
to the fact that during the crisis, people do not produce as much as they can
because of the insecurity; hence their per capita decreased which considerably
affects the tax base. According to the IMF report (2000a: 72), in 1994, the volume
of taxes collected declined by a surprising 75%, including an 81% decline in
individual income tax and excise tax and a 70% decline in tax on international

trade. With the resumption of production following improvement in internal

security, tax revenue hasgccovered progressively, réaching and exceeding the pre-
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genocide level. T
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3.2.3 Different taxes in use in Rwanda :
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The Rwandan taxation system’s history can be divided into two major periods:

that is the period before the independence and after the independence.

3.2.3.1 Taxation system before the independence

Historically, the Rwandan taxation system evolved as the economy was changing.

Before colonialism there was no currency in Rwanda, and the Rwandese used
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different forms of taxes to comply with their civil obligations. These included
harvests given to the King, some services such as building, the carrying of leaders
and cultivating for them.

During the colonialist period, a currency was introduced and some services such
as military and justice services were set up. The taxes that were in use included
individual tax and tax on the livestock. In addition, there was also a committee of
Rwanda — Urundi put in place to establish customs duties. The traditional taxes

were of such insignificant contribution to the development of the country.

3.2.3.2 Taxation systci.

iUl uiidepenagence
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Before the VAT system ‘ g four major categories of taxes
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divided into many other small parts (Official Gazetie of the Republic of Rwanda
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1.Taxes on net incomes and profits: these comprise personal income tax and

December 2000):

income tax on companies,

2. Property tax,

3.Domestic taxes on goods and services: here we have turnover tax (ICHA), tax
on beer, soft drinks, fuel, cigareltes, toll tax on roads, axle weight ;ax and tax on

wines and liqueurs,

4.Taxes on cxternal trade: Import duty, adjustment tax, exports duties on coffee,

other export duties, demurrage charges (MAGERWA).
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The above-mentioned taxes are still in use except the turnover tax (ICHA) that has
been replaced by the value added tax currently in use since January 2001. The
revenue from those different sources of tax is used to satisfy the needs of
Rwandese (health, security, education etc.) through Government policies.
However, because of the many political crises faced by Rwanda after its
independence, the fiscal policy was strongly affected and has been inefficient

most of the time.

The tax reform that the Rwandan government undertook, as discussed in the

section 3.5, was part and parcel of ecanomic policies intended to position Rwanda

form was required by IMF

i 1 7 avh e A X e
strategically in the reg nal mar i-ﬂ—- 'I'i“i"l'l_-"i?
RSN TR A TN I

Fund) programme of IMK.

Enhianced Structural Adjustment

H
¥

UNIVERSITY of the
Three years ago, ‘“d'ri‘}‘[ taxes accounled for over 70% of the total tax revenues,
TERN CAPE
with ICHA contributing l‘)% (Rwanda Revenue Authority, 1998:8). Therefore,
there was a need to continue with some form of sales tax or consumption tax to
increase the tax revenue collection. This revenue source could not be foregone
without affecting the social and economic fabric of Rwanda. In addition, the
existing consumption tax was used as a major government fiscal instrument to
stabilise and stimulate the economy, as well as enhance Rwanda’s
competitiveness in the regional markets. However, because of its many

shortcomings, the ICHA system could not meet all the government’s

requirements. Thus, Rwanda’s only option was to reform the tax system. The
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following section argues that the Rwandan revenue is too dependent on external
revenue and need to be more indcpendent. Besides, the domestic revenue is
almost entirely composed of tax revenue as is shown in the table below (Table 1).
Thus, the need of increasing the tax rcvenue to be self-reliant is very ilmportant for

Rwanda

3.3 Revenues and Expenditures of Rwandan State for the 2001 fiscal year

3.3.1 Rwandan Revenues

As vou will notice it in the-table () belowRwandaireovernment revenues are
y I8 BIN BIN BIN NIR WIT -
«—'

tax revenue and non-tax revenue. The fax revenue 1s valued at 77 billion Rwandan
UNIVERSITY of the
francs (93% of the total dw;ciati,q_ revenue) while the non- tax revenue is valued at

STERN CAPE

6 billion Rwandan Francs (7% of the total domestic revenue). Because the tax

revenuc is the only major source of domestic revenue (93%), it is very important
to maximise the revenue from the tax using an appropriate and liable tax system.
Even if the tax revenue cont-ributes to about 93% of domestic revenue, the country
still rely heavily on external revenue (51% of the total revenue compared to 49%
for domestic revenue (Official Gazette of the Republic of Rwanda 2000). This
means that the revenue from inside the country is still insufficient. Therefore, the

value added tax is an appropriate tax capable of bringing in more revenue than the
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old tax it replaced. Since VAT is operating, the revenue has steadily increased”. In
the case of the analysed countries in the previous chapter, experience has shown
that VAT contributed greatly to their economic growth.

The total domestic revenue amounted to83 billion Rwandan Francs.

On the other side, the external revenue is divided into two parts: External grants
and foreign financing. The external grants are valued at 57 billion Rwandan
Francs (65% of the total external revenue), while the foreign financing amounted
to only 30 billion Rwandan Francs (35% of the total external revenue). The total
external revenue amounted to 87 billion Rwandan Francs.

When put together, the total Rwandan revenuc both from inside and outside the

1 Bl RoandamFran Fhe
country amounted tol7€ billion R "_i»f'-.j-im' .:,-i—" table (1) below shows the
o B TS T P

UNIVERSITY of the
WESTERN CAPE

" I was not able to get actual statistics on VAT revenuc because it is still confidential, but people
from Rwanda Revenue Authority had assured that there was a steadily increase in tax revenue.
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Table 1. Internal revenue of the Rwandan State for the 2001 fiscal year

(In Rwandan

. 3 w
Francs millions)

a) Tax revenue 76 880 93%
Taxes on net incomes and net
profit 21980 26%
- Personal tax
- Company tax 7900 %
Property tax 14 080 17%
Domestic taxes on goods and 700 1%
services 36 920 44%
- Turnover tax
- Tax on beer 16100 19%
- Tax on soft drinks 7 300 9%
- Tax on fuel 2300 3%
- Tax on cigarettes 8 600 10%
- Toll tax on roads 1700 2%
- Axle weight tax 560 1%
- Tax on wines and 60 0.1%
liqueur 300 0.4%
Taxes on external trade
- Im 17 280 21%
- Adju
- Export duties o 200 16%
- Other expd¥ 080 3%
- Demurrage idiargds 0 0%
(MAGERW 900 1%
i 100 1%
b) Non- Tax Revenue 64{36 1%
Fees ity ERSITY of the .
Net profits frem.Bublicl. . 0.3%
e S TERN CAPEY i
- BN~R Profits 1 400 2'3/.’)
- Dividends trom state 1 600 2%
Cll(\.'l‘pl'lSCS
Revenue from Public Property 976 1%
and Assets
Revenue from Provinces 0 0%
. e . l‘yo
Administrative fees 942
. 1%
Exceptional Non-Tax Revenue 1000
Total Domestic Revenue 83016 100%

Sowrce: Official gazetre of the Republic of Rwanda. Year 39 n0 special of 31/12/2000

* 1US dollar equals 447 Rwandan Francs on 26" October 2001 (Source BNR; Central Bank in

Rwanda)
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Table 2. External revenue of the Rwandan State for the 2001 fiscal year

(In Rwandan Francs millions)

a) External Grants 56 845 65%

- Current 21645 25%

- Capital 35200 40%

b) Foreign Financing 30450 35%

- Project Loans 18 000 21%

- Budgetary Loans 12 450 14%
Total External ‘ 2 - F' 295 100%

Source: Official gazette of tlyuﬁub ¢ ofiRVantl . Yauwi39 ublspecial of 31712/2000

v |

From the preceding taLiTeD{ Iééﬁ«@éxl g;s‘ﬁfyiif;)ﬁféé'that the external revenue is

WES C )
higher than the domestic one. ';[1 'R[\sanddn G‘ovcml}ﬁent relies more on external

revenue than on domestic rcvenue to sustain its public finances as already
mentioned.

The fact that a country depends so heavily on external revenue to maintain its
fiscal integrity may hamper its economy because most of the time the state will be
paying its external debts and reluated interests for many years to come. However, if
the revenue collected inside and outside the country is used to achieve
development goals, which lead to rapid economic growth and a better ability to
pay back, then the burden will not be very difficult to bear. We observed in the

previous chapter that the tax administration and revenue allocation were a big
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problem in a country evolving from conflict like Rwanda. The government of
National Unity and Reconciliation is struggling to eradicate those problems in

order to rebuild the country on a strong base.

In contrast, if the revenue collected is not used for development goals, then the

burden of the external debt on the state will be very hard to carry.

3.3.2 Rwandan Expenditures

The expenditures of RyydAdUE-Sre—gs obstrvetom the table (2) below are
T BRI TH AT AN DR

allocated to current expendiius ap! efpenditure, net lending for policy

purposes and the payment {

" .

UNIVERSITY of the
WESTERN CAPE
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Table 3. Expenditures of the Rwandan State for the 2001 fiscal year

(In Rwandan Francs M\illions)

I. Current Expenditure 108 144 64%
a) Expenditure on goods and services 75 516 44%
- Wages and salaries 39 026 23%
- Other goods and services 24729 15%
- Exceptional Social Expenditures 11761 7%
b) Interest payments 4 836 3%
- Interest on Domestic debt 1420 1%
Interest on external debt 34106 2%
¢) Reimbursement of Principal amount of 13 334 8%
public debt
- Amortisation internal public debt 560 0.3%
- Amortisation external Public debt 12774 8%
d) Subsidies and current transfers
- Subsidies to Public Authorities 14 457 9%
- Allowances to Public E iSES 120 0.1%
- el 10 311 6%
- Tran 3268 2%
- External cor 134 0.1%
‘ - 624 0.4%
11. Capital Expenditure/and Net 58 235 34%
i hl.endilig
a) CapitalExpendifike 56 835 33%
- Ommationafresources——— 3 635 2%
- Orwrmcpgrlﬁ q;f (Il KT
. y ) [ {) 18
a mmlglra 10? ¥ of the 18 000 11%
WIOR IR AisC AP E 35200 21%
b) Net Lending 1400 1%
- Reimbursement to Rwandatel 1 400 1%
11, Payment of Arrears 3932 2%
TOTAL EXPENDITURE 170 312 100%

Source: Official gazette of the Republic of Rwanda. Year 39 n0 special of
31/12/2000

The current expenditure is higher than the capital expenditure. It is composed of
four parts:
1) Expenditure on goods and services: This component comprises
three major parts: The wages and salaries are the most important part of

those three components. This expenditure amounts to 39 billion
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Rwandan Francs (23%), while the second component is other goods and
services, which is valued to 25 billion Rwandan Francs (15%). The third
and last component of the expenditure on goods and services is
exceptional social expenditures, which are estimated at 12 billion
Rwandan Francs (7%).

2) Interest payments: according to the Rwandan budget, the interests
paid are related to the domestic and external debts. It can be observed
that the interest paid on the external debt is more than the double of the
interest on domestic debt (3 billion Rwandan Francs compared to

Ibillion Rwandan Francs). ]

is is due to the fact that the revenues or

resources froMimontse-are-tigher-thinthe’domestic one. This is very

N NIN NIN NN NN B

C

divided into two components: amOl‘llsall()?] of the internal public debt
UNIVERSITY of the
and the anm{&irsatiop of the external public debt. The latter is much

ESTERN CAPE

higher than the former. The amortisation of external debt represents 8%

frequently the g ped ¢ountries like Rwanda

of Public debt: This section is

—

3) Reimburse

o

of the total expenditure while the amortisation of internal debt is 0.3% of
the total expenditure. This is again to stress how important the domestic
revenue must be to prevent the country from ending up in the ruin
because of the burden of the debts.

4) Subsidies and current transfers: This part comprises five elements
amongst which allowances to Public enterprises are the most important
part amounting to 10 billion Rwandan Francs (6% of the total

expenditure). The sccond clement is the subsidies to Houscholds, which
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are valued at 3 billion Rwandan francs (2%). The third component of
subsidies and current transfers is external contributions and transfers
amounting to 624 million Rwandan Francs (0.4%). The two last
elements are transfers and sectoral support valued at 134 million
Rwandan Francs (0.1%) and the subsidies to public Authorities valued at

120 million Rwandan Francs (0.1% of the total expenditure).

On the other side of Rwandan expenditure, we have capital expenditure and
net lending, which are estimated at 58 billion Rwandan Francs (34% of the

total expenditure). This section_is divided into two parts. The major

andan Francs (33% of the

component iS Capi il-'arcuimnnln--n--,.-:T"g“"-:

N _NIN NIN NI WIN BT
T AR RN 236 S ST IR Y VERACH,

total expenditure). valued at 1 billion Rwandan

Francs (1% of the tot

pl—

As it is observed on the table (3) above, (he tolal expenditure of the Rwandan

UNIVERSITY of the

State is estimated at Rwandan Francs 170 billion. The table (4) below shows
WESTERN CAPE

the budget allocated to each Ministry or department.
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Table 4. Expenditure of Rwandan State by Ministry (in Rwandan Francs

million)
Ministry or Department Rwandan Francs Percentage
Presidency 4049 3.6
Prime Minister 433 0.4
Supreme court 708 0.6
Defence and National security 25006 222
Interior 4554 4
Foreign Affairs 2808 2.5
Agriculture and Forestry 1696 1.5
Commerce, industry and | 687 0.6
Tourism
Finance and economic | 28423 25.3
Planning

Justice 1.5
Education ‘ | 22.7
Youth and sport ‘ 93 0.8
Health = ATAT % 34
Transport &Communigation, - o :
nsp URTVERSPTY of the |2°

Women in development 51 0.4
WESTEHRN CAPE

Public service and Labour 373 0.3

Lands, Settlement | 400 04

&Environment

Local government  &social | 7708 6.8

affairs

Energy, water & Natural | 397 0.4

resources

TOTAL 112546 100

Source: Official Gazette of the Republic of Rwanda 2000
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The above table (4) ai 'mhu dan expenditures vary from
I8 NIN NIN NIN §TN BT
one Ministry to anotheri-Eheie-are-only-three-Minisirics that have a share of more

than 20% of the total expe

L
X

several factors for tl : xamined is whether these

expenditures will conlr’i&'ltcl: %cg%lg%i‘i'cglrl):};) {‘Ve({g{:“\ the various debts of the
WESTERN CAPE

Rwandan State. After all, revenuc from outside is higher than the one inside the

country (51.2% against 48.7% Official Gazette of the Republic of Rwanda 2000).

With regard to the budget allocated to the Ministry of Defence and National
security, the Rwandan State is trying to stabilis¢ the country after damages caused
by the genocide of 1994 and its many conscquences. As started earlier, the
country that has come through a war has a high military expenditure. However, if
the peace is guarantied in the Country, investors (both from inside and outside the

country) will be stimulated to invest in the country, thus incrcase the National
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income. The increased national income will in turn help to pay back the loans and

to reinvest in order to expand the economy.

The budget allocated to the Ministry of Education will help in human investment
while the Ministry of Finance is in charge of many goals amongst which to set up
strategies for social and economic development. However, it is clear that if the
external revenue decreases, the Rwandan government will not be able to sustain
its expenditures. Hence the need to expand the domestic income and one of the
solutions is to increase domestic revenue via taxation revenue. In addition,

Ministries such as Commerce, Industry, and Tourism and the Ministry of Energy,

Water and Natural resotitces. should-be—supporied so to enable them to improve
IR NI NIN NIN WiN ¥ P
RO DN M M IR VO

the socio-economic sit above-discussed situation of

Rwandan revenues anc s that there i1s a need for

- - - - - . —

reforming the tax system in Rwanda. In the following section, we present the

UNIVERSITY of the
different tax reform goil‘lts tIl:at took place in Rwanda few years ago.

STERN CAPE

3.4 Rwanda’s fiscal reform goals
During the cra 1997-1999, the Rwandan government has committed itself to some

important fiscal reform measures as summarised below by IDA and IMF

(2000:115):
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1. In 1997: Establishment of the Rwanda Revenue Authority, an
autonomous institution, with its own budget. Its mission was to
become a professional organisation characterised by integrity and
efficiency, and is dedicated to upgrading the quality of service
provided to the taxpaying public. Operational since January 1998, the
RRA was and still is responsible for tax and customs administration,

audit and investigation.

2. In 1998: Civil service reform was initiated. Its objectives included

replacement of unqualified cjvil_servants, the removal of ‘ghost’

workers and the ARSTRICHLUTNICICASC LI SAIaries”
I8 NIN NI N NIE BI

3. In 1998: Estab 1shlt idnt o) | exp itire monitoring system,

including monitoring of social sector budgets using selected

UNIVERSITY of the
performance indicators, A Pover! Obsuvulo; unit was established
WESTERN CAPE
in th¢ Ministry of Finance to monitor progress in meeting targets in
poverty alleviation and social indicators. A social sector expenditure
review was conducted in 1998/1999 focusing on education, health,
water supply, sanitation, and other social services. While the evidence
from the IDA and IMF survey and other sources showed widespread
poverty, there was some evidence that budget allocations to social

sectors were increasing: from 2.5% of GDP in 1997 to 3.8% in 1999

and 3.9% in 2000.
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4. In 1998: Establishment of the Central Project and External
Financing Bureau, whose mission was to improve the coordination of
investment within the Ministry of Finance. With assistance from the
African Development Bank, the government established a 3-year
rolling public investment program aimed at strengthening the

preparation and monitoring of public investment projects.

5. In 1998: Beginning of progressive reduction in maximum tariff

rates from 60% to 40% in 1998 and to 25% in 1999.

6. In 1998/1999: ';‘l'“‘-wﬁ?-nvauls.-auﬁwg-ﬁp set the decline in tax
MR UM TN AR TS EREE

revenue. These ingliide fom 10% to 15%).
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7. In 1998: Coffee export tax converted nto an ad valorem tax at 16%.
UNIVERSITY of the
WESTERN CAPE

8. In 1999: Public enterprises subject to income lax.

9. In 1998-December 2001: target period for completion of
privatisation of public enterprises.
10. In January 2001: Implementation of a modern tax Value Added

Tax at 15%.

Because of the many goals that Rwandan government committed itself to

achieve, there was a neced of an appropriate tax system that could secure and
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maximise the tax revenue collection. As it was the case in countries such as
Korea, South Africa and others, Rwanda introduced the VAT system to resolve its

challenges.

3.5 Tax reform in Rwanda

A tax reform has two major objectives amongst which the reduction of the
country’s dependence on trade tax and the increase in tax collection efficiency.

The steps taken in Rwandan fiscal reform will in the near future be productive if

: - —m ~ 3
carefully -lili-i!;‘".“_lili’"il}ﬁ”-u'-:u.\:\m;; andan Revenue Authority

(RRA) has provided a nent in the assessment of tax

liabilities and arrears. As

B, - -
o — =l

"It is necessary to preserve and strengthen political and budgetary independence

| T IT ¥ & T3 Ny o
of the RRA and to IH(LVTIII(\I’II }//gi%-!/;};:’u'mgr;;&'emive mechanisms (higher
pay rates and other ink IJ&:%EM??J}LN: s@zl’?ﬂﬂeﬁaffoﬂ and accountubility for

the RRA staff. The reduction (even cancellation) of tux exemptions will also

contribute to improving tax collection. Along with its efforts to increuse revenue
collection, the government must estublish specific fiscal incentives to encourage
private investment. This can help in the diversification of the economic activity,

thereby broudening the tax buse.” (Ndikumana, 2001).

The idea of introducing the Value Added Tax system in Rwanda emerged with the
introduction of an independent board of taxation known as Rwanda Revenué
Authority (RRA). This was launched in January 1998, but the Rwandan

government announced its cstablishment in 1997 as mentioned above. The
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initiative to introduce RRA was influenced by success similar bodies in Uganda,
Ghana, Tanzania and many more. In Rwandan economic policy, there was a need
of structuring the economy by stimulating or reforming the tax system so to

accommodate the many programmes that need to be achieved by the State.

As discussed earlier, Rwanda was experiencing a political crisis for a long time
~ (three decades after independence), and was trying to recover from the ethnic
tragedy, which seriously harmed the economy. To resolve some of the
consequences of the war, therc was and still is a need for a steady income for the

Rwandan State. The main issue is to_gbtain the funds to overcome the problems

fcontl - "
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created by the history o

nda is relying too heavily on

| debt, because the country has

to pay back the debt and its related inferests. The only hope that the Rwandan

UNIVERSITY of the
government has is to increase its domestic revenie.

WESTERN CAPE

The tax revenue was found to contribute up to 90% of the total domestic revenue
in recent ycars. It is therefore very important to maximise the revenue from that
source, as it seems to be the only one that contributes steadily to the Rwandan
economic growth. Because the government had 1o increase its revenue, but at the
same time consider the situation of the taxpayers, the only appropriate tax reform
that could accommodate everyone was deemed to be to broaden the tax base by
introducing VAT. As we have seen, such a solution was also applied in countries

such as Korea, Cote d’Ivoire, Argentina and South Africa because they wanted to
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enhance their tax base. It is in this context that Rwanda introduced VAT in

January 2001.

The introduction of VAT in Rwanda had three important goals as highlighted by
RRA officials during the interview:
1. VAT ensures that Rwandan state can continue paying for
programmes and services of Rwandese value, as well as contribute to

deficit reduction effort.

2. VAT is an essential element of the government’s plan to make

changes necessary to ensure that Rwanda can compete effectively in

the regional mark
s T I I I

gEystem.

—

In Chapter 4, the responses of (he taxpayers (o (hese arguments for VAT are

UNIVERSITY of the

considered. As In many other cogntries that ntroduced VAT, 1t will be shown
WESTERN CAPE

that the taxpayers were not as positive to VAT, as were the authorities that

introduced it.

The Minister of Finance and economic planning H.E Dr Donald KABERUKA in
his 2000 budget speech to the National Asscmbly, tried to encourage Rwandan
citizens to fulfil with their civic obligations amongst which taxpaying culture. He
stated:

“Paying taxes is a patriotic duty for which taxpayers should be proud
to accomplish. Instead, or so it seems, complaints about high taxes are

rampunt. [ would like here to state that, Government should continue
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its policies of ‘lower. simpler and broader taxation’. We shall seek to
increase revenue by widening the tax base and improving
administration rather than raising taxes. For this to happen.
Government needs the support of Rwandans. Paying taxes is an
investment in our security and in the future of our country and our
children. Tax evaders are criminals who must be tracked down and
adequately dealt with. Last month, Cabinet authorised publication of
the top 100 taxpavers in the country. I would like to thank these
nationals and enterpriscs that are fulfilling national obligations. I
shall he tabling before this House a number of amendments to the Tax
and Customs Law that raise penalties for tax evasion and we intend
henceforth to make public names of tax evaders and smugglers.”

(Ministrv of Finance, 1999).

In addition, the Ministry o{IE10ance = ; ning has set a number of

il

tax reform goals (Rwanda entig Adthority: 2000: 1

1. Reliable tax: The® / s taxes in order to

finance programmes | thad Brd’ Ii'uf;'sItﬁ[ft"fiq;f (Riwandese. Without a
reliable tax systcn"}f thed gr’g\?ghﬁ?né‘h.{t”s(ﬂab’il’& Fto maintain these
programmes and to rchabilitate the Rwandan society is impaired. The
ICHA tax system was unable to meet the above-mentioned objective.
The Rwandan Government thus decided to replace ICHA with VAT,
which is more reliable. This is because VAT applies a uniform rate to
a very broad base. The very nature of VAT, as a multi-stage structure
serves to minimise avoidance and evasion activity. The capacity to
collect and protect revenues is also strengthened through the VAT
legislation. The VAT legislation makes particular provisions to avoid

arrcars. Taxpayers arc required to pay VAT immediately, because the
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tax is not a levy on taxpayer’s own funds, but it is in the nature of a

payment in trust from the taxpayer’s clients.

2. Economic growth and competitiveness: According to Rwanda
Revenue Authority (2000:2), the ICHA system was a scrious
impediment to economic activity and job creation in Rwanda. In
particular, ICHA was seen not as an appropriate tax system that could
encourage industrialisation and meet the competitive challenges posed
by international market place especially as Rwanda was making tariffs

adjustments to harmonise wit COMESA (Common Market of

EdSlCm dnd SOlllh TR W F STk B W VaTa iU NS v 2l R0 TR o ) O —
I8 NIN"NIN NIN NIN ET
o e o e

A substantial amoufij{ o! domestic production of

all goods and ser sed costs of Rwandese

exports, making Rwand:m Eoducls less Lompellllve in the regional

UNIVERSITY of the
markets. At the sﬂ; ;llL‘ tk.cﬁanou ; .';\}xﬁtmc favoured imports

over domestically produced goods. Since VAT fully removes the tax
component from the production process in Rwanda, it reduces the cost
of investment and improves the ability of domestic producers to
compete both in foreign markets and against imports from other

countrics.
3. Fairness: VAT was considered to be fairer than the tax system it

replaced (ICHA). The reasons for the faimess of VAT introduced in

Rwanda are three fold (Rwanda Revenue Authority 2000:2):
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a) VAT is applied to a much broader base. This provides more
equitable treatment of goods and services across sectors of the
economy. It also reduces tax-based distortions of consumer’s
choices in the market place.

b) Relative prices under VAT reflect more accurately the
underlying costs of goods and services.

¢) Finally, it was argucd that lower income ecamers are also

considerced.
the basic ng ics arc built in the system to ensure that

Certain exemptions on
i y , :

basic needs. In a nutshg ) icy benefit from government

mposition of VAT on their

; wcver, this is not the point of

view of many taxpayers who are c.omplammi about th llu. new tax system. It seems

UNIVERSITY of the
to taxpaycers that the %A][ &1 EPR%I IEJI \[55 contributing to increase the

prices and thus decrease their real earnings because many of their clients have a
low purchasing power. The rcason is that although VAT is a good lax, the rate of
15% is too high for most consumers. And somie businessmen are giving up their
activitics because they are unuble to compete since all businessmen involved in
the same activity, are not all taxed thus have competitive prices.

Nevertheless, some taxpaycrs do appreciatc VAT system in that it is simpler,
broader and better than ICHA. It also increascs the revenue ol the State, avoids
tax evasion and abovc all, the refunding system is highly appreciated by registered

vendors. All these characteristics of VAT were not found in the old tax system.
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3.6 Conclusion

When looking at the Rwandan taxation system, it is clear that Rwanda had to
reform the tax system and adapt it to the changing economic situation that it faces.
Although the fiscal system was seriously undermined by the crisis of the early
ninctics, a reform of the fiscal system can significantly strengthen the
development prospects of Rwanda. In this chapter, I described how Rwanda is
creating a proper public finance system using an appropriate tax system. As it was
highlighted, the Rwandan government relies more on external revenue than on

domestic revenue. For this rcason was necessary to increase the national

revenue. And one of e solutions vas—to—ticrease the national resources via
(I8 NIN BIN BIN BIN BY
P AN X WAL L T R ST YW

taxation revenue. VAT flate tax to enhance the fiscal

puntries such as South Africa,

Korea, Cote d’lvoire and others that adopted the V/\?syslcm.
UNIVERSITY of the
It 1s not sufficient to u_(ﬁg%jhg w_._"gncral public finance case for VAT. In the case of
] i.w"_'! L F.J RN (JJIKPI:'J

Rwanda, as indeed in any country that introduces a new tax, attention must also be

paid to the perceptions of the citizens who are responsible for paying this tax, and
to the vicws of those implementing the tax rcform. When VAT was introduced in
Rwanda in January 2001, taxpayers complained regardless the arguments of the
Rwanda Revenue Authority that VAT was a good tax. The following chapter will
consider the responses and perceptions of tuxpayers, revenue collectors and

policymakers to the introduction of VAT.

78




CHAPTER FOUR:
VALUE ADDED TAX SYSTEM IN RWANDA:
PROBLEM OR SOLUTION TO THE

DEVELOPMENT ISSUE?

4.1 INTRODUCTION

The introduction of the |I| luc added tax in Rwanda in

Lis RIN
LUV LHAIITT,

1P 1)
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o L s M

January 2001 was not w e hand, those responsible for

implementing the tax we AT, while on the other hand

fsthe reasons for the new tax

those responsible lor paying

system. The question E]\N@WrE’RIS'\It@@’r%ﬁlgﬁ@. al a proper time or whether
there was a need (o Wil LE]‘RI;Nmﬁrtéhﬂdﬁ‘smod the system? Another
question 1s whether VAT will lead to economic development because of many
theoretical arguments in favour of it, or will it sumply hinder development because
of the many problems experienced in practice”? There is no clear answer, as it
emerges from the chapter. However, many arguments favoured the introduction of
the VAT system in Rwanda because of its advantages over the sales tax that it

replaced (ICHA).

This chapter 1s a result of interviews conducted and of a seminar on VAT in

Rwanda. These interviews, as was reported in the first chapter, were conducted
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from January to March 2001, and from May to June of the same year. They
focused on three categories of individuals: the taxpayers, revenue officials and
policy makers. As for the seminar, it was held in Butare on Saturday, 16" of June
2001. It started at 9h00 and ended at 17h00. A Hundred people were invited to the
seminar, but only 50 persons attended. As was the case with the interview,
different groups were invited: policy makers, revenue officials, and taxpayers in
general including registered vendors, final consumers not registered for VAT
purpose and academics. The results of the interviews and seminar are discussed

below.

In this chapter, the resga - ZIVES ATt - 6frhow the interviews were

e

conducted, examines the \

view of taxpayers, tax collectors and policy makers.

UNIVERSITY of the
WESTERN CAPE

4.2 Account of how the interview was conducted

The interviews were conducted in two steps. First from January to March, revenue
officials and some taxpayers were interviewed. In May and June, policy makers,
other taxpayers and the remaining revenue officials were interviewed. The total
number of interviewed pcople was 80 of whom 20 were revenue officials, 10
policy makers and 50 taxpayers. During the interview, two methods were used.

First, a questionnaire guide was used for the interview (see appendix 1) for a
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category of people who did understand the meaning of the interview and accepted
to be interviewed. Second, in the case of those who seemed not to be ready for the
interview, | talked to them informally to get their views with regard to VAT. The
results obtained were translated from Kinyarwanda (my mother tongue) to English
in order to analyse them.

The results were recorded following two methods. For those a questionnaire guide
was used, | summarised their responses immediately and completed it the evening
when | had time. However, for those a conversation method was used, I could not
write any thing during the interview but only when [ was alone in order to allow

them to relax and to bring them to_be somehow honest with me. This second

method was exclusivel -.....i.::-.,-n-.--n.;.-.m-;;‘:lfm. jor reason for this method
I8 NIN RIN BIN NIN BT
AR T AT AR RS

was that when you tell tfy gw them, especially on a topic

such as taxation, the firs you want to report them to the

revenue officials and that they will as a result 1o longer be able to continue hiding

UNIVERSITY of the

themselves so to avoid paying tax. As a result, they will cheat you and try to
WESTERN CAPE
respond the way they think they should. Additionally, because of the fact that

many of them are not educated, thcy do not understand the usefulness of an

interview.

4.3 How does a VAT system work?

The VAT in Rwanda operates like in other countries where it is adopted. Any

person conducting or intending to conduct an enterprise must apply to be
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registcred as a taxpayer. An enterprise is a business in the broad sense that
includes a) ordinary businesses (shops, contractors, lessors, manufacturers and
wholesalers), b) trades and professions (builders, engineers, doctors, accountants
and attorneys), ¢) activities of non-profit bodics (welfare organisations, societies,
associations and sporting clubs). The last category must make sure that they
regularly and continuously supply goods or services on which VAT is chargeable.
Besides, VAT in Rwanda operates on a threshold. This means to register for VAT
purpose, a turnover of Rwandan Francs of 15 millions per annum is required for
obligatory registration, while taxpayers below this level may voluntary register if

they wish so.

Some exemptions are dHgWedSin-the-system—Fhe-exempt supplies are categorised
!I.II-“-II-II-II
AT L4 AT NS V.

below (RRA 2000:6):

“a) Supplies consid uch as health services,

. -

HIG(IIC‘(I[ eql”[)”[ 118 v 0 ‘A—.uu-q"uu"-:m“'
services and pusSehBETRGBPRBITY of the
b) Supplies gcurcfé{uf;{)gmlmig E@'ﬁ{ﬂ,‘“”{“'%’fj[ il vestock,

¢) Some financial and insurance services of basic nature; and

estand materials, funeral

»

) Goods imported and covered under the investment Code.”’

The VAT in Rwanda is similar to that of the other countries. According to
Rwanda Revenue Authority (Implementation project 1999:4) and South Africa
Revenue Service (Guide for Vendors, 1995:2), when a taxpayer is supplied with
goods or services by another taxpayer, the supplier of those goods or services will

levy VAT. The VAT levied by the supplier is the INPUT TAX' of the taxpayer

" The input tax is a tax payable by a vendor on supplies made to him where the

goods or services concerned are acquired to him for the purposes of consumption,
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who receives those goods and services. When the latter vendor in turn supplies
goods or services to other persons (taxpayers), VAT must be included in the price
charged for those goods or services. This is the OUTPUT TAX' of the taxpayer.
Where output tax exceeds input tax, the difference is the VAT payable to the
Rwanda Revenue Authority. That is:

OUTPUT TAX  Minus INPUT TAX =VAT PAYABLE

Where input tax exceeds output tax, a refund will be made to the taxpayer by the

Rwanda Revenue Authority. That is:

INPUT TAX Minus OUT TAX = VAT REFUNDABLE

/A
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An example below illustrates i

el does not pay any production

For simplicity, let us asg

cost. Assume a regisleﬁd taxpayer (A) who is a wholesaler of a taxable item for

UNIVERSITY of the
instance tyres. The price of one tigre is Rwandan Francs 10 000 excluding VAT
WESTERN CAPE
(15%). Mr. A has to pay a total amount of Rwandan Francs 10 000+ 15% of 10
000=11 500. Because he has to make a profit on his business, Mr A sells the item
at 12 S500(VAT excluded)+15% of 1000(mark up or value added)=12 650.

Because the VAT payable to the receiver is the output tax minus input tax,

therefore the VAT payable is 12 650-12500=150.

use or supply in the course of making taxable supplies. (Deloitte & Touche 1995:
11)

™ The output tax is a tax levied when a vendor supplics goods and services in the

course of conducting any business activity. (Dcloitte & Touche, 2000:10)
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4.4 Reasons for the introduction of VAT in Rwanda

The introduction of VAT in Rwanda was due to many considerations. In addition
to the above-mentioned advantages of VAT system in chapter three, the Rwandan
State expected a lot from the system. These considerations included the following

(interview with revenue officials and policy makers):

1. VAT is a modern tax and encourages exports. Because VAT
exempts exports, something, which ICHA could not do, the former

should be preferable to the later

A\
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UNIVERSITY of the
3. VAT leads_to JOb creation. Unlike ICHA, VAT stimulates
WESTERN CAPE

investments and thus induces job opportunities,

4. It reduces the costs of investment. VAT fully removes the tax
component from the production process in Rwanda and thus reduces

the cost of investment,
5. Moreover, it is highly recommended by IMF and World Bank.

As argued in the IMF report (March, 1998), the quid pro quo for

reforms such as the reform of tariffs would be an increase in the rate
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of ICHA and would broaden the tax base to include goods that were

subjected to consumption tax only.

6. VAT operates on a threshold. To register for VAT purpose, a
vendor must have a turnover of 15 million per annum Rwandan
Francs. This is an obligatory registration while a voluntary registration

requires less than 15 million.

7. VAT promotes exports and competition in the international

markets. Since the exports are exempted from VAT, Rwandan

v-compete-on-the-mtermational market because of
(I8 NI RIN | Il-"-"

TR
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product can eas

their low prices. A exports can be used to

increase domestic induce the economic

growth.

85




4.5 A comparison of VAT and ICHA: Similarities and differences

The table below gives the comparison between the two-tax systems VAT and

ICHA.

Table 5. Comparison of ICHA system and VAT system

Impot sur chiffre

(ICHA=GST)

d’afl'a_ircs

Value added tax (VAT)

ICHA was a cascading tax. Tax was
charged on tax thus inflating prices.

VAT system avoids cascading,

Rate was 15%

Rate is 15%
VAT is a tax on consumption

turnover or on Consumg

Penalties were

. -

Jlp¥er:

ir
wli’n"u'

il

©

nt but streamlined penalty

unequal treatment of‘taxpayers

Payment was made 11_1] ?qsi\pr]inﬁ \:?Ent-

YPa rn}am 1s made in cash or into
o LHE

accounts Bahk  accounts, (Customs and
WESTERN ﬂ;’i\“ﬁl"'i@paﬁmem%
Instalments were sometimes allowed | Instalments are likely to be

subject to interest and penalties,

allowed with interest and penalties,

Tax base was limited. Some products
were excluded (petroleum products).
More ICHA came from customs
department that is; collected on imports,

Larger base. VAT broadens the
base of the ICHA, while
preserving its best features. More
VAT collection is anticipated after
customs,

Taxpayers were less informed and ICHA
— law was complex,

Taxpayers are more informed on
VAT through public education and
simplified interpretation of law,

The ICHA system was not harmonised
with COMESA trading partners systems
and did not confirm to Cross-Boarder
Initiative (CBI),

VAT system moves a step closer to
harmonisation in COMESA and
confirming to the Cross-Boarder
Inttiative (CBI)
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A drop in tariffs to confirm with CBI | VAT is likely to compensate for
implied a significant drop in the | revenue loss due to harmonisation
government tax revenue unless [ and CBI. All goods and services
compensated by expanding the tax base. | (except a few exempt ones) are
ICHA did not render itself to such a| subjectto VAT,

possibility,

ICHA was a single-stage tax. It acted as | VAT is a multi-stage consumption

deterrent to multi-stage production, tax. It encourages multi-stage
production and attracts foreign
investments,

Payments of ICHA at customs were | Payments on imports are treated as

treated as advance ICHA payment, INPUT tax deducted from
OUTPUT tax to get VAT due to

RRA,
Most business paying ICHA w Most businesses paying VAT are
in Kigali (Capital city, - ased-in Kigali but there is a push
den this taxpayer base to

, iry,

There was no epdidlc . ] er system of control and
administration witly th ax lle¢tion i1s proposed supported
Department. This incn cd the possibilty [an  up-to-date computerised

of tax evasion and d\wziﬁfi%

collection procedures were poor, .
Source: Rwanda Revene Aliorst )I%ﬂ : ”f the

WE
With regard to the aboveI ‘table (%) Sne’ no(nce\s h]}t VAT has many advantages

over ICHA. For both taxpayers and tax collectors, VAT has been found to be the
more appropriate tax system. That’s why the VAT has becn introduced in the tax
system in Rwanda to replace the turnover tax, ICHA. However, some of the
disadvantages of ICHA listed above are due to the implementation of the system
by the revenue officials. The fact that taxpayers are not as well informed about
ICHA than VAT seems to be the responsibility of the officials in the revenue
office and not a problem with the system itsell. Similarly, had there been a
separate ICHA administration, tax evasion and avoidance would not have been

such a simple matter. In my view, the same revenue service should resolve
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problems that related to their system of administration and they should not always
blame ICHA for everything that went wrong.

Nonetheless, the merits of operating a VAT system far outweigh its demerits.
Many reasons were put forward favouring the VAT tax reform and abolishing the
previous sales tax, ICHA. However, the major reason was the need for increased
and reliable tax revenue that will enable the government to perform its duties
properly and increase economic growth and competitiveness in international
market. The arguments favouring VAT were also applicable in the other countries
that have introduced VAT in last decades. For instance, in the case of the analysed

countries in chapter two, the stron yment for VAT, was that the VAT system

allows resource alloca floti-hioic—elhcient—avoids_the bias caused by the non
(I8 NIN BIN RIR"BIN EI y
_

neutrality, increases the goveniment reverive 4 ‘:“‘-:-I"n investments.

UNIVERSITY of the
4.6 VAT |mplementa%:orn in R,fvanda {ractlc'\l implications

a

When looking at the reality during the implementation of VAT in Rwanda, we
clearly observed that although the system faces some constraints, it is an
appropriate tax for Rwanda. Rwanda Revenue officials managed to get many
more registered vendors than previously under ICHA. And with the system of tax
invoice and bookkeeping; they have reduced tax evasion significantly. But they
still have much to do to encourage all taxpayers to enter into the system, because
there are some fraudulent taxpayers who pretend that their turnover is less than

the threshold level of 15 million Rwandan Francs per annum. Furthermore, those
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who are not registered for VAT purposes, increase the prices at the expense of
consumers pretending that they have to pay VAT. This causes many taxpayers,
especially consumers, to blame VAT for high prices. During the interview, both
Officials in the Rwanda Revenue Authority and policy makers were proud of the
VAT performance, because it seems that they have collected more revenue than
expected from VAT during the few months the system had operated. One of the
reasons is because VAT operates on a broad base and therefore involves many

taxpayers than Under ICHA, although both systems had a same tax rate.

da, there is a need for qualified workers in

To make VAT more effective in Rw

'.m'S.Tlllll.ﬁllﬂl-ﬂ-.“.qllllllll.lill:‘-'

In_NIN NIN NIN BTN HT

the revenue service and d transport to allow them to

system. Other countries faced

resolved the problem by training the revenue officials. In the case of South Africa,
UNIVERSITY of the
many scclors are com;iulensed and this make§ the control easier.
TERN CAPE
When it comes to the issue of progressivity and regressivity, the VAT system in
Rwanda as well as in many other countries especially in those analysed, was
found to be regressive as mentioned earlier in chapter two. Because low income
people spent a large proportion of their income on consumption, and therefore pay

proportionally more tax, they are effectively paying a higher tax rate on their

income, at least with regard to VAT, than the high-income group.

Referring to my own observations, it is noticeablc that although low-income

89




group spend the total of their revenue on consumption and therefore experience a
heavy burden of tax, they receive fewer advantages from the govemment
comparing to the higher income groups. This can be illustrated by the case of
infrastructures. For example, because of the limited budget of the State, the
government has to prioritise where the infrastructures have to be built. No doubt
the focus will be in towns and those able to cope with the life in town will benefit
from the infrastructure. Thus, it is most likely the higher income groups who will
benefit from it, while poor people is struggling in rural area and township.
Therefore, there is a need for a subsidy for vulnerable groups to sustain their

livelihoods.

To be less regressive, the alted g diffarent rates of VAT on different

types of products, and ] ax, or no tax at all, on goods

primarily bought by lhe oor. Although dlffercntnal rates could ensure that VAT
UNIVERSITY of the

becomes a less rcg,reﬁ;vls ‘E:le ti ﬁ g{fﬁcult‘ tQ el"fecllvely implement such a
system. It opens the door to dishonest vendors who could pretend, when reporting
to the tax authorities, that they are selling primarily those goods with low or zero
VAT rating, while they are in fact selling goods on which the higher rates are
applicable. This can considerably affect the government revenue and thus
undermines one of the reasons for introducing VAT. This proposed solution is
also difficult to apply because in practice, it will complicate the tax administration

and control. Often it is more effective to have a single rate VAT and to then

subsidise the goods bought by the poor.
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4.7 VAT towards development?

4.7.1 Taxpayers viewpoint

From the taxpayers’ viewpoint. it was. in the interviews conducted in Rwanda and
at a seminar organised there, found two different opinions about the impact the
introduction of VAT could have on economic development. The VAT system can

either help or hinder development. Most of the consumers are very poor. This

means that they don’t havethie hicans to-satisfy att-theit needs, even their basic

I8 _NIN NIN BN NIRRT

,,,,,,,

needs. As a result, those v ‘'oWn businesses do not profit

t|all able to buy their goods

- -

from their activities, since ¢

and services because of their low purchasing power. ﬁ'ddition, business people
UNIVERSITY of the
have to pay a tax on products, of which the prices are already too high for the

WESTERN CAPE

consumers., consumers will keep on complaining and only a few can afford the

higher price.

With regards to VAT, the system of bookkeeping is very hard for the taxpayers.
As mentioned during the seminar, the requirement that they must keep their
records for three years is placing too big a burden on them. But, this complaint is
due to the fact that they are not used to preserve their records. No doubt, once they
arc used to the new system, they will favour it because it helps them to have a

better overview of their businesses. This system also facilitates the giving of ~
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proper information to the tax collectors. However, a problem that should be
mentioned with regard to bookkeeping is that many businessmen are not trained.
Thus, there is a need to train them to do accountancy; otherwise they will be

obliged to engage someone else at a high cost.

The VAT rate is considered to be too high, because many taxpayers cannot afford
it. This is also linked to the fact that business people argue that only few
consumers are able to afford goods at the pre-VAT prices. Consequently, some

businessmen claimed that they could not survive under the new tax system, and

have, instead, decided to close down their activities.

VT

A different type of proflemi

“taxpayers do not know how the

tax money is being used between what they have paid

- -~ |

and the things they would wanl government fo do. From the policymaker, it
UNIVERSITY of the

makes sense not to earmark taxes. All revenu€ collected from different sources
WESTERN CAPE

are put together and then used according to the government objectives to satisfy

priority programmes. Thus, it is, under this system, not possible to show that the

revenue from taxes was used to attain a specific goal.

According to taxpayers, the state revenue is not efficiently administrated. They
argue that the state revenue is used in an irresponsible manner, which undermines
taxpayers’ morality. The policymakers acknowledged that there are some cases of
mismanagement of the public revenue, but pointed out that commissions have

been appointed to eliminatc all those weaknesses. They referred to the
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anticorruption commission, the general audit and above all, the good governance

commissions, which was intended to help with the management of State revenue.

The last problem the taxpayers raised is the problem of not being aware of the tax
law and not knowing how to calculate taxes. As mentioned early, this is also
related to the illiteracy of many Rwandan citizens because the available
information related to the taxes can be found at a local level that is at each
Province.

In the light of all these issues, we now return to the question whether the

introduction of VAT us tikely—toencouragé=or~hinder economic and social

IR _NIN RIN BN BTN BT
development. One of atthe introduction of VAT would

hinder development. Th

I
¥

many. This resulted in fraudulent manocuvres, which culminate in tax evasion and

UNIVERSITY of the
avoidance. Those unable to evade and avoid the tax, if they find the burden to be

WESTERN CAPE

too heavy, they just drop out. As a result, tax revenue will decrease and the

government will not attain all its goals. The mismanagement of state revenue can
also hinder the development of the country. Although tax revenue may be high, if
there is mismanagement, the tax revenue will help to enrich some people while
undermining the livelihoods of many others. As a result, the gap between poor

and rich will remain large and poverty in Rwanda will be perpetuated.

The opposing view is that the introduction of the VAT system will facilitate

development. Although taxpayers face many problems in paying tax, many of
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them recognise that the VAT system is beneficial to them and is likely to lead to
the development. They also agree that the money that Government uses must
come from its citizens. Since VAT is a broad based tax, it provides each citizen
with the chance to participate in capacity building of the country. Some of the
advantages they receive from tax revenue are summarised below:
1. Wages and salaries: When workers are remunerated, they can be
stimulated to work hard and thus to contribute to the development.
This is more effective if the remuneration is consistent. However, the
public sector in Rwanda is known to pay its workers less money than

the private sector. This is dug_to the fact that the country is not

s = [ H
g LU IS _Jroneatnarrr-tne=tax=revenue increases then
T NI R Y B i ’

— — vem e om— e

the workers will b pettgrofffjHoyyeveryonething to remember is that

the ones who pa l

reduce their real disposal income and (hus deepen their poverty. But if
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tax revenue is used to achicve development goals, it will in the long
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run contribute to alleviating poverty. Nevertheless, there is a need to

financially stron

. In paying taxes, they

subsidise the ncedy people to allow them to survive. But one must not

ignore the limited financial capacity of the country.

2. Public health care: Hospitals and clinics were constructed to take
care of the health of Rwandan citizens. Because, the objective of the
State is to alleviate poverty, the public hospital’s services are cheaper
than the private ones and somctimes free of charge for indigent

people.
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3. Security of the country and its inhabitants: since the
independence, the country was plunged in conflict because of the
ethnic crisis. Ten years ago, the Rwandan State was very unstable and
was involved in the war. This culminated in the genocide in 1994
where more than a million of Rwandese were killed and others left the
country. This was reason that there was a need to increase the security
budget, especially during the crisis to allow the government to achieve
related goals. However, afier the crisis, the priority should shift to
other goals. The current government policy is to stabilise the country
by protecting all Rwandese in general, and in particular widows and

orphans of the ‘ré-i-a—ui d-to-repatrraté=~those who are still outside
P R 1 ]
R DR TS N AR YRR E

W —

.‘ ld"ovr country. The security

ps, but for all Rwandan

residents. Development goals are also served when people do not live

UNIVERSITY of the
a traumatised life because of insecurity. The local and foreign
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investments in the country could possibly increase because more

spending on security leads to greater stability in the country.

4. Development activitics: VAT can also lead to development
activities if it stimulates investments in the country. Since exports are
exempted, businessmen can develop industrial sector within the
country and try to satisfy both the domestic and international market.

From those activities, job creation can emerge.

S. Human investment: Education has been found to be the best way

95




of investing in human resources. This type of investment leads to the
development of the country in the long run. Education has an indirect
impact on development. If people are educated, they can develop
themselves and the country, presuming, of course, that they stay in the

country.

6. Infrastructures: the tax revenue is also used to build infrastructure.
If the infrastructure is maintained in a good condition, there will be
easy communication between provinces and positive externalities will

be realised.

As a result, the introdueticn 8 VAT cantead to-hizher revenue and if this revenue
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From the point of view of tax collectors and policymakers, the VAT system
should stimulate economic and social development. The reason being is that they

have many expectations of the VAT system. These expectations are the following:

1. It will increase the state revenue: The fact that VAT operates on a
broad tax base will bring in more moncy and thus increase the
government portfolio. The development issue comes into play, when

the revenue collected is purposcly used to achieve development goals.
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It is in that sense that each Ministry and Department is allocated a
budget to attain and satisfy its targets amongst which the

development’s objectives.

2. The refund system under VAT: when a vendor has paid a tax on
its purchases, he will get a refund for the input tax paid. This will
allow him to be competitive against big companies, who have all
activities integrated, and therefore not paid a sales tax in the interim

stages.

3. To promote .uun-n—-n-—v--—nmuu--t omotes exports, since
p W ED W 1) ()W P

exports are exemy] ‘'om the tax. Thi % many advantages to be

gained from expo S an| high : arket and the earning of

foreign exchang-g Furthermore, the Government intends to financially
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support those mvolved e l_port activities, in order to encourage more
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businessmen (0 compele in such activity.

4. VAT system stimulates investments: because of ils nature of
being a tax on consumption, there may be a tendency to save more and

invest more in the productive sector.
5. VAT in Rwanda exempts basic foodstuff in order to allow the

poor houscholds to satisfy their primary nceds without much

difficulties.
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These were not the only expectations of tax collectors and policymakers. They
also argued that VAT would bring in about 23 billion Rwandan Francs for 2001
year, while ICHA brought only 15 billion Rwandan Francs in the year 2000.
During the interview, the Rwanda revenue officials stated that, although VAT was
‘introduced at a same rate than ICHA, it is highly increasing the Rwandan revenue
than expected.

The informal sector was identified as a major area of tax evasion. The informal
sector will be included in the new tax system so that all businessmen will have to

charge similar prices for similar goods and services.

R Wahda-recosniscethatanaddit ‘ 1Vi
The government of yanda-iecogitises thal 4i-ad tion to a thriving economy,

other requirements for [a]sti

compliance in paying

taxpayers. A taxpaym% TiUIIt%reEnESt })SI‘ grown and nurtured in Rwanda. All
SITY of the
stakeholders in the R\ﬂp?es“ s.i),c*cli/{n%st share lhls lesponSIblllly

The success of VAT will also depend on how all stakeholders in the tax system
share responsibilities and accountability, as well as how they execute their duties.
The government of Rwanda will continue to strengthen institutional capacity of
Rwanda Revenue Authority and review the tax policy aimed at enhancing smooth

operation of VAT.

In addition, some questions were addressed to revenue officials and policymakers

with regard to VAT (see appendix 1).
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With regard to difficulties faced by tax collectors, the VAT system as it has been
observed during the first few months of its implementation appears to be more
efficient than the ICHA. So far, the revenue collectors’ observation is that they do
not face many problems in collecting VAT. This is because the VAT procedures
are very clear and easy to follow, compared to the preceding turnover tax.
However, the major problem is that taxpayers do not understand the system and
think that VAT is an additional tax. But, to resolve this issue, revenue officials try
to educate people by using all means of communication, such as seminars, radio

broadcasting, television, newspaper.and other brochures on VAT and relevant

DLO V] Iq'll‘-(ll

ovinee for | it. This approach, as we

information in each
discussed in chapter 2, Was al5o a untries such as Korea and had

good results.

UNIVERSITY of the

Another problem facm% revenue ofﬁcml§ but not crucial as the first one, is that of
'ERN CAPE
insufficient staff. Because thc VAT system requires a strong control, some
revenue remained uncollected because of insufficient personnel. The taxpayers
concerned with VAT do not always report and declare their revenue to the
officials. Thus, there is a need to increase the number of revenue officials and
train many tax collectors to allow them easier control of the VAT system. To be
more efficient, there should be a computerised system to control the functioning
of the VAT. Because VAT was presented good results, the Government has

promised to mect the requests of the Rwanda Revenue Authority. The government

of Rwanda seems to have the will to implement VAT successfully and is slowly
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but surely building up the institutions, such as Rwanda Revenue Authority to

execute their duties with minimum amount of difficulties.

With regards to procedures, there are fixed procedures followed in collecting tax.
Especially for VAT, because of the invoice tax system, it is easy to know how
much value was added and therefore how much VAT will be charged. For the
moment, according to the officials interviewed, there is no nced to change the
VAT procedures, because they have not failed yet. In fact, they seem to be

working.

It has been observed“diirme-the—semtnar—tiat—taxpayers do not get concrete
(I8 NIN NIN WIN BiN 81
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feedbacks on the use ©

taxpayers are aware of the goals

achieved from their tax, X without so many complaints.

I
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The question to establish whether VAT was introduced at a proper time, or not is
WESTERN CAPE

straightforward. Rwandan socicty as observed earlier has had a fiscal obligation

since its independence. The Rwandan society was therefore used to pay taxes. But
the only missing thing was the education system to bring taxpayers to be proud of
paying tax, in order to contribute to the capacity building of the country. Besides,
Rwanda could not continue to rely more on external revenue than on domestic

one. Consequently, the introduction of VAT in Rwanda was not done early.

In conclusion here, like taxpayers, tax collectors and policy makers, 1 believe that

VAT system can only lead to the development of Rwanda if the tax revenue is
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well spent on socio-economic development goals and if taxpayers are aware of
how the money from the tax is used. Consequently, Rwanda has chosen an
appropriate tax system by implementing VAT provided that its administration will

be efficient.

4.8 Conclusion

“Effective taxation requires state-society reciprocity in which the
population is rewarded for tax payment via public service delivery.

Tax collection is a diffic aSkeeven in administratively advariced
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fenance socially productive

countries. Howev

vely easier when the
population feels the
programs that are

‘ \|\majority of the people.”
(Ndikumana 2001) ||

|
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The value added tax systLLNnI Km gclnés %’ Ilrk"ely be a succéssful system. Its
WESTE 5} A IT CAPE

introduction in Rwandan was a big enge to taxpayers who were ignorant of

the new tax system. Accordingly, they thought that VAT was an additional tax
that will impose a heavy burden. Consequently, there still is a need for more
education to bring all taxpayers to understand and accept the new tax system.
VAT was introduced to replace the general sales tax ICHA because of its many
merits over ICHA. VAT avoided the cascading effects that were present in ICHA
system; it also has a broad tax base while ICHA was limited to certain sectors.
There were many expectations from the VAT system amongst which the increase
of revenue in order to allow the government to achieve its many goals. Something

to remember here is that the Rwandan government is trying to be financially self-
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reliant and reduce its debts. The only one major source of domestic revenue in
Rwanda is the tax revenue, which contributes to over 90% of domestic revenue in
2001. This is why the tax system has to be more appropriate to respond to the
government programmes. And VAT was seen to be an appropriate tax system in
Rwanda.

However, when looking at the impact of VAT in the development process in
Rwanda, there are arguments for and against VAT’s role in development. With
regards to the qualities of VAT system, taxpayers, tax collectors and policy
makers agree that VAT can lead to the development. Some of the reasons induce:

VAT stimulates investments, promotes_gxports and above all generates more tax

-hm--pv:.qu:mc-umur:n--!:'-(;t opment gOﬂlS. HOWCVC!’, to

revenue than ICHA, whicl cap-Beser o attanidex
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play a role in the developmgnt” Iofa] good management system of

the revenue generated.
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In taxpayers’ view, the ngernmem revenue was seen to be mismanaged. They
UNIVERSITY of the

suggested that the state revenue must be dealt with care to ensure the
YVESTERN CAPE

achievements of different goals amongst which the development ones. Under this

condition, each and every Rwandan Citizen will benefit from the outcome of their
efforts of paying tax. On the other hand, the government is concerned with the
problem of mismanagement of the state recvenue and has committed itself to
combating corruption. For that purpose, the Rwandan state has set up some
commissions such as good governance and anti-corruption commission to control
the management of the state revenue. As VAT is continuing to increase the tax
revem.Je, we hope that its outcome will greatly contribute 10 resolve many

financial problems of the Rwandan government.
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CHAPTER FIVE:

SUMMARY, CONCLUSION AND

RECOMMENDATIONS

5.1 Summary

Taxes are seen to be an important source of revenue in all countries. They are

obligatory contnbuuon of their country. But to be

more efficient, there is aJfie {_-1« 'for-ameppropriate taxSystem. Internationally, Value
e e

Added Tax is known td be 4800 [tax| and Al thé| countries investigated in this

dissertation have ddOpl il it Th Atgenlin: 'was implemented in 1974; in

Korea in 1977, in CotﬁTcN,\.ﬁ‘reE)[é gséfﬂs?aull; If:xlfrlca in 1991 and finally in
Rwanda it was lxltroduquﬁlgaqugyé%. CAPE

We have observed that the VAT system can be efficient depending on what type
of VAT adopted. The different countries analysed had adopted different types of

VAT and this contributed to the success or failure of their tax system.

In the Argentinean, VAT was expected to bring in many taxpayers and did indeed
increase the number of firms compared to the sales tax it replaced.
As in many other countries where VAT is levied, Argentina taxes imports and

exemplts exports. However, the VAT adopted in Argentina was of an income type
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and did not have as good results as expected. It has been also noticed that in
Argentina VAT did not apply to all sectors. Some of the sectors like the
agricultural sector were exempted from the VAT system. And this undermined
Argentina’s tax system. As Osvaldo et al. (1990:117) concluded:

“The imperfections of the VAT in Argentina are not related to the
external sector. They are instead caused by the type of VAT adopted,
the use of exemptions to promote regional or sectoral objectives, and

the exclusion of certain sectors from the system”.

The fact that some sectors are excluded from the VAT system undermined the

neutrality of the tax with regard to resource allocation.

I I N T
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The Korean VAT was d did significantly increase

revenue. This was also [lhe case in the|othet/analysed countries in this study. In

Korea, as in the other-countries-where-a- VA I-systeny was introduced, there were

often arguments for khbég[\}ls t&ﬁ'\g\\;[ s@sﬁé&%‘f Generally, the arguments for
WESTERN CAPE

VAT outweighed the arguments against its implementation. Some arguments for

the VAT were the following: VAT allowed an efficient allocation of resources,
increased Government revenues; it promoted exports, stimulated domestic
investment and savings and reduced the non-neutrality of taxes. Some of the
arguments against VAT in Korea and in other counties were: the regressivity of
VAT; and the system of boukkeeping, which has put a burden on the taxpayers.
Additionally, taxpayers thought that VAT was a tax likely to increase prices.
Because small businesses in Korea were an important component of its economy,
there was an escape clause for such businesses. They did not have to pay the

entire VAT rate, but these businesses were subjccted to a specific rate of 2%, in
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contrast to the larger businesses that were liable for a 10% VAT. The VAT
system in Korea has contributed to the steady growth of indirect tax revenue and

is now the single most important source of government tax revenue.

In Céte d’lvoire, as was the case in Korea, VAT was beneficial for the economy.
The Ivorian TVA-TPS was more neutral than the preceding production tax. The
TVA-TPS avoided the cascading effect bias towards vertical integration. The new
tax system offered improvements in neutrality, and equity, and eased the tax
administration. It did not involve significant rate increases over its production tax

predecessor. From being primarily a _tax on imports, it became an important tax on

domestic activity. Evenibthe tvorian-FYA=TPS temined some non-neutrality, it

II-II.II-II-IIIII
_

was a noticeable improv@ment pn'ifs pregecessor.

In 1991, the introduction of VAT in South Africa was intended to achieve many

UNIVERSITY of the
goals. However, the South Al“ncan OQ)oslgioni did not ease the task of VAT
“A' {.J |!I\ P E.-
introduction. In South Africa as was the case in other countries where VAT was
introduced; the common reason for criticising VAT was its regressivity.
Nevertheless, despite this, VAT in South Africa had many advantages over the
general sales tax it replaced. This is not a particularity of South Africa, but was
also the case in Rwanda, Korea and Cote d’Ivoire. The revenue officials in South

Africa Revenue Service faced many challenges in collecting tax, but successfully

coped with these.
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After the independence in Rwanda, the taxation system that prevailed in 1960s
was undermined by the political crisis of the time. The Rwandan government
introduced the Value Added Tax system because of it being so strongly
recommended by the Brettonwood institutions such as the IMF and th_e World

Bank. The introduction of VAT in Rwanda was also expected to increase

government revenue.

In Rwanda the revenue from taxes did contribute to over 90% of the total
domestic revenue in 2001 fiscal year, but only 45% of overall revenue (Official

Gazette of the republic of Rwanda, 2000). The Rwandan government has for a

e. The VAT system was

’..Ih'ﬂl"l-lll-.l'-'.'l-lllrl_l-l""

i een too
long time b 'u_n-u-u-n-u
—

implemented in January 2O0TTin"atder {0 oveteomig financial difficulties that the

UNIVERSITY of the
According to taxpayers rwenue collectors and policy makers, VAT in Rwanda is
WESTERN CAPE
likely to contribute to economic development.
However, some shortcomings were found in the system of tax administration and
also in the taxpayers’ culture of paying tax. The government is trying to resolve
these problems by setting up commissions such as an anti-corruption and a good
governance commission. The Rwanda revenue authority is trying to train people
on VAT issues in order to encourage them to contribute honestly to the capacity

building of the country. The evaluation of VAT afier few months of its

introduction seems to be very satisfactory. According to revenue officials, it has
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already brought in more than expected revenue. And this influenced the Rwandan

state to support the Rwanda Revenue Authority to efficiently achieve its targets.

5.2 Conclusion

In this study, the focus was on the value added tax system in Rwanda, but with
reference to other countries such as Argentina, Korea, Cote d’Ivoire and South
Africa. Internationally, VAT was recommended as an appropriate tax system,

especially in developing countries ) as Rwanda. It resolved many problems

hese problems include the

,l!al,'-ul'.-“Illlll-llll-jlll-lll!h\f-v
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In countries analyseqﬁr Jt;nqtlgis study, VAT was in most cases successfully

ESTERN CAPE

introduced, but failed in the case of Argentina. The success of the VAT system is

clearly dependent on the type of system adopted. Unlike other countries,
Argentina implemented an income type of VAT. This and the exemptions given to

some sectors caused the failure of VAT in Argentina.
The Korean, South African and lvorian cases adopted a consumption type of VAT

and as a result, the new tax system had a positive impact on their income level and

development.
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The broad, neutral and less regressive VAT scems to be the perfect choice for a
tax systcm. However, because of the social, economic and administrative
problems, there is a necd for deviation from that simple structure. No country has
achicved, or will attempt to adopt, such a perfectly broad and neutral VAT. The
need to reducc regressivity in the structure of the tax for reasons of equity in
income distribution lcads to pressures to include zero-rating for some essentials
and for goods designed for some special groups. It also leads to have higher than
the standard tax rates for other goods that are considered non-essentials or
luxuries. The commitment to certain social and economic policies will determine

the use of multiplc ratc of VAT in dexgloping countrics. However, the main

lv.t-in-lmmuvnu_ﬁ-unum-qv dministrative capacit of
I8 NIN NIN NI Wi =BT P Y
A A N T 2T LS YV

problem when introducing

*whr T
D e

the country in question.

The Rwandan tax refom;,Ts observed, was very he]pﬁ for Rwanda to adapt to
UNIVERSITY of the
the changing economic s{'x;afjoq that it faced. The fiscal system was seriously
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undermined by the crisis of the early ninetics, and a reform of the fiscal system

was needed to strengthen the development prospects of Rwanda.

As already mentioned, the Rwandan government relies heavily on external
revenue. Thus, it was necessary to increase the national revenue. VAT was found
to be an appropriate tax to enhance revenue in Rwanda, as was indeed the case in
countries such as South Africa, Korea, Cote d’Ivoire and others that adopted the

VAT system.
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In Rwanda, VAT was introduced in January 2001 at a rate of 15% to replace the
general sales tax ICHA because of its many merits over ICHA. VAT was found to
avoid the cascading effects that were present in ICHA system; it has also a
broader tax base while ICHA was limited to certain sectors. There were many
expectations from the VAT system, amongst which that it would increase

revenue.

However, when looking at the impact of VAT on the development process in
Rwanda, arguments were presented for and against VAT. With regards to the

qualities of VAT system (such as its_potential to stimulate investments, promote

CXpOl'tS, increase the £0 ‘lqql||u-:||itquq||axmg;§;gmm:-. s, tax collectors and pollcy
(I8 NIN RIN NIN NIN B
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makers agreed that VAT jcould encourage economic development of Rwanda.

However, there was alsa |2 ent of the revenue generated.

In taxpayers’ view, the government revenue was not well administered. They
UNIVERSITY of the .

suggested that the statc must deal with more care with the revenue it receives to
WESTERN CAPE

ensure the achievements of developmental goals. If this is done, each and every

Rwandan Citizen will benefit from their efforts to pay tax. The government was

also concerned with the problem of mismanagement of the state revenue and has

committed itself to combating corruption and to good governance.

In the introductions, some questions were raised with regard to VAT implementation in
Rwanda:
1. Given the low level of income of the majority of Rwandan citizens, is the VAT rate

affordable to them? As we have observed and according to taxpayers during interviews
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and the seminar, the rate of 15% was been found to be high because most of the

taxpayers have low income.

2. Should this rate be the same on all goods or is there a need for different rates
according to the ability to pay for goods? (For example, a high VAT rate on luxury
goods that are purchased by high-income group and a low VAT rate for the remaining
goods of course with exemptions for basic foodstuffs). With regards to multiple rates
under VAT system, I realised that this is difficult to adopt since it complicates the tax
control and administration and allows taxpayers to make false statements. I suggested

zero rating tax for basic foodstuffs_consumed mostly by low-income people and a

standard rate for the remdimmg tems-—Howeve

-found that it was also necessary for the
!.II-IIIII-IF.“ o

government to subsidise "

Rwanda is that there is ho subsidy cople except for medical fee for the most

indigent people with pFoof.

UNIVERSITY of the
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3. What has been done to cnsure that the taxpayers do not consider the tax to be a burden

but also to be beneficial? With the introduction of VAT, the Rwanda Revenue
Authority, tried to inform people about the system through the use of radio and
television broadcasting, holding seminars, newspapers etc. But evidence shows that this
attempt to educate the people was insufficient, since all taxpayers are not fully informed

about VAT.

110




4. How could it be ensured that the tax revenue collected is efficiently used? There are
no concrete feedbacks on how the tax revenue collected is used, and this shortcoming is

likely to be among the reasons for taxpayers hating taxes in general.

5. Which lesson should Rwanda learn from the experience of other countries with the
introduction of VAT? As stated earlier, there are many lessons that Rwanda could leam
from the experiences of other countries. That is why we have chosen to analyse not only

those who succeeded with the implementation of VAT, but also one that failed to get

good results, so that Rwanda could avoid its mistakes.

proposing recommendaligns fort

other researchers interestes

t .
L =1

E v |
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5.3 Recommendations

Because the value added tax is about improving the socio-economic condition of
Rwanda, it is in my view important to support the system from all the sides. It is
in the light of its role in our society that I formulate the following proposals:

1. To taxpayers, | invite them to be proud to pay tax. However, many taxpayers do
complain about complying with their civic obligations. As patriots, Rwandese
should enjoy contributing to the capacity building of the country and know that

their efforts do not profit only an individual case (taxpayer or policy maker) but
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the entire community. To make this possible, they should control how the revenue
from their taxes is used, asking for feedbacks. The research suggests that
taxpayers should also scck for information related to taxes, so that they can be
aware of what is happening. To ease their tax burden, 1 will suggest taxpayers to
invest in the more productive sectors so that after paying tax, they can

successfully continue their businesses.

2. To Revenue officials, the research recommends that they improve their
education system. Firstly, they should keep on informing all taxpayers, using all

means available, as it was done in_lhe-Korean case, in order to keep all the

5 1r-vmlmr-"?ﬁ'm-h.n(

L A R antly, they should train

mptation to corruption. Thus

ic growth of the country.

-

This, if successful will cncouragc taxpayers to be honest with themselves and to
UNIVERSITY of the

sincerely comply with their_obligatio Ip thelr can1pa|gn to increase public
WES'FIRN ¢AFE ~

awareness of VAT, Revenue officials should a]so involve taxpayers who

understand the system and are willing to help them. In my view this is important,

because once someonc who is involved in the same activity is paying its tax

without problem, he can easily convince other potential taxpayers under the same

conditions to enter the system. Revenue officials should reward honest taxpayers

giving some prize and scverely punish those who evade and avoid taxes.

3. To policy makers, there are also proposals to enhance the good results from the

tax system they introduced. It was mentioned that in Rwanda taxpayers do not get
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proper feedback on how the money raised through taxes are utilised. This leads
taxpayers to question the usefulness of taxes and attempt to avoid paying them.
My suggestion is that policy makers should inform the taxpayers of different
programmes that have to be achieved from their tax revenue. Additionally, they
should get good feedback on how the money from their pockets was spent and
what was achieved. I will even go further and suggest that taxpayers should be
involved in decision making especially where they are themselves concerned,
example in fixing the tax rate. Thus, by involving taxpayers in the decision
making with regards to tax issues, they will feel more concerned and integrated in

the system, and try to efficiently solve related problems. Otherwise, if they are

outside the decision-mk Yg o) rug':g:lected and strangers to the
il

system and therefore b aga iﬁ;'f"‘paying taxes. This can be

o
feasible by asking Deput:itz%;s af{the Nhli(%mél As&emb}fly and policy makers in the

Ministries to go to the Tocal Tevel éli(-':h';;s‘b'“rc_)\'/in'cé or district and discuss the tax

issues with taxpayers interested. After ‘gétting their views, the decision will be

ev

L

made at a national level.‘. ‘Hovwlxc":ver,‘tvh“isﬂ can b;a éfﬁ“cien;t only if taxpayers are full
aware of the necessity of taxes to a country. Therefore an appropriate tax
education is needed. In Korean case, to make VAT more comprehensive to
taxpayers, they have used methods such as showing movies in the whole country,
which reflect and tackle each and every issue of VAT. To those taxpayers who do
not comply with the rule, penalties must be applied. The computer system is also
helpful to case the control for revenue officials. In Korea, again, a registration
system using taxpayer identification numbers was introduced, which greatly

eased the process of computerisation. If Rwanda Revenue Authority applies all
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the methods used in successful countries, the results will be much better.

4. To researchers, | recommend the following:

With regards to the above recommendations, they should look at the practicability
of involving taxpayers in decision-making and the feasibility of the above-

mentioned proposals.

st Ay

UNIVERSITY of the
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APPENDIX 1: QUESTIONS GUIDE OF INTERVIEW

1. QUESTIONS TO OFFICIALS IN THE REVENUE OFFICE.
- How do you find the evolution of Rwandan taxation system since its
independence?
- What are the difficulties faced by the tax collectors? If any, what have you
done to avoid them, and what more do you think should be done?
- Are there any fixed procedures, which are being followed in the collection of
taxes?

- Do you think there is a need for change in those procedures?

VAT? Please discuss the
benefits and the probléfas, bath pTactice of these two different

systems.

I

- What campaigns have yop-hag to explain VAT to the people paying it?
UNIVERSITY of the
- At what rate is V%I to_ be introduced or, at what rate has VAT been
TERN CAPE

introduced?

- This rate is higher than the ICHA rate was. Does this mean that VAT will
impose a heavier burden on the taxpayer than ICHA?

- Have this been explained to the taxpayers? Do they understand how VAT will
actually work?

- What s were the criteria used to come to that rate

- Is the VAT rate too high or too low? Please motivate your answer. Will VAT

bring in more or less tax than ICHA did? Please motivate your answer.

- What do you think about the progressivity/regressivity of VAT?




Do you think the introduction of VAT is being done in a way (or has been
done in a way) that the taxpayers understand its benefits?

If yes, what in particular has been done (or is being done) that helped
taxpayers to understand the new system?

If no, what do you think should have been done (or should be done) to help

them to understand and accept the new system?

2. QUESTIONS TO TAXPAYERS

Do you see taxes as a benefit or a burden for you? Please motivate your
answer?

What are the difficulti

TN '
gom it ,M}' u have paid your tax?

I‘# |

why? e — %
What VAT rate do youlthink/ wilFb&affordabi¢ tgyou?
Do you thing the ta} ‘gdlhtﬁls‘rakldﬁ isefibetivd” E

How do you think tax administration can be improved?

3. QUESTIONS TO POLICY MAKERS

How do you use the revenue collected from tax?

What are the developmental goals you hope to achieve with the tax revenue?
How can you ensure that the tax collected is efficiently used?

What do you do to bring taxpayers to consider tax not only as a burden but
also beneficial to them?

Are there any concrete feedbacks to taxpayers how the tax is used so that they

may not avoid and evade tax?




Is the tax burden on the poor and on the wealthier comparable to the benefits
they respectively receive from Government expenditures?
Are taxpayers involved in the process of fixing the tax rate? If not, why not?

If yes do you take their opinion into account?
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APPENDIX 2: Dates of interviews and seminar and list of interviewees and
participants in the seminar.

a) Dates

From January to March 2001, the first interviews were focused on some taxpayers and
revenue officials.

From May to June 2001, the second interviews were directed to policy makers and the
remaining taxpayers and revenue collectors.

On 16™ of June 2001, the seminar was held in Butare city at the National University
club. It started at 9h00 and ended at 17h00.

b) Names of some participants and-4ntSrvics
(N NIN NIN NIN NI B
R R TEH CARTIRE TRERFY

— . E——  m—— o

Mbarushimana Jean de Dieu!

Munyaneza Philemon

Nkurunziza Martin
Abraham =
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APPENDIX3: AN INTERNATIONAL COMPARISON OF VAT SYSTEMS

COUNTRY

YEAR OF

[MPLEMEN-

TATION

SINGLE RATE:

STANDARD

MULTIPLE
RATE
STRUCTURE

LIST OF EXEMPTIONS

ZERO-RATINGS

REDUCED RATE: LIST OF

ITEMS

LUXURY-RATED: LIST OF
ITEMS

Argentina

Jan 1975

16, 25

18% on publications

Water delivery services

Milk

Medicines

Private property sales

Life & Retireffient mmcp
International cargo & plssengﬂ’
transport L] E

Property m“l‘? e R | |

Educations and huht"su'vw m——————

Stock exchange tnnumons

Exports

Sporting events | ;;’;]J‘"

Service of directorsy & symﬁcatu

27% on power, natural gas and
water

Austria

Jan 1973

10, 20, 32

Banking & moneuw opmvm: —

Sales of real estate |

Insurance bysiness ““

Educational services l;y pnvugq u:hooh :

Literary, mushl& joumlisﬁc
activities

!:‘xpcm Il
P&"o@essm& iot foreign
dumd

lDOdS Iy
———|_Cross-border transportation of
| persons.by ship or aircraft
services provided by social
security mstitutions

10% on basic foods and farm
products

Printed material, e.g magazines

32% on passenger, estate cars,
motorcycles, aircraft, sailing and
motorboats and yachts, furs,
perfumes and jewellery

Bangladesh

15

Food
Clothing
Transport

Belgium

Jan 1971

6. 17, 19, 25,
33

Exports

Sale/lease of real estate

Deposit and acceptance of funds
Insurance brokering

Services of lawyers & medical
Education & library services
Theatrical, musical, other artistic
performances

Sport facilities

1% Gold

6% Basic Goods: foodstuffs,
trave) costs, books & soap
12% very limited use




COUNTRY

YEAR OF

IMPLEMEN-

TATION

SINGLE RATE:

STANDARD
RATE

" MULTIPLE

RATE
STRUCTURE

LIST OF EXEMPTIONS

ZERO-RATINGS

REDUCED RATE: LIST OF
ITEMS

LUXURY-RATED: LIST OF
ITEMS

Bolivia #

Oct 1973

13

None

Exports

Brazil *

Jan 1967

17, 25

Samples, agriculture supplies

industrial products, taxi services
specified imports, fuel for Brazilian
ships

Exporu of finished manufactured goods

13% on’ exports of primary and
semi-finished products

Canada

Jan 1991

Basic grocenes health care and

pi !‘

financial serv;ccs [

Chile #

Mar 1975

18

Letting of Urthmishéd hou‘iea|
Nonbusinessgales == !

: M
Occasional salc of fixed lSsepv em— |

Interest to banks &ﬁnmchl msmuuons
Most loans. - e

Culunal mdsPonngevcnu I
Hotel serv:ees, schabl witioa |

Luxury items subject to sales as
well as VAT

China

Jan 1984

8-43

Colombia

Jan 1975

4,12, 15, 20,
35

20% smaller cars

35% Wines, spirits, larger cars
45% private aircraft and cars
over US$35,000

Costa Rica

Jan 1975

11,5-75

Basic foodstuffs
Medical products
Real estate

Various other goods

Cote d’lvoire *

Jan 1960

25

Cyprus

Des 1992

Rents

Banking

Medical services

Immovable property transactions

Exports

Sale and leasing of large
aircraft and commercial ships
Newspapers and magazines

Czech
Republic

Financial, insurance, education, health
care

Food, energy, heating and
most services

>nd

er- (
ist -




- COUNTRY

YEAR OF

IMPLEMEN-

TATION

SINGLE RATE:

STANDARD

MULTIPLE
RATE
STRUCTURE

LIST OF EXEMPTIONS

ZERO-RATINGS

REDUCED RATE: LIST OF
ITEMS

LUXURY-RATED: LIST OF
ITEMS

Denmark

July 1967

22

Public health services, and hospital
treatment, social and most educational
services, cultural activities, nonprofes-
sional sports, passenger transportation,
sale and leasing of real estate, insu-
rance, banking

Exports

Sale and leasing of large air-
craft and commercial ships
Newspapers and magazines

Ecuador #

July 1970

Basic foodstuffs, medicine,.books,
magazines, iewspdpers andl Bgricultucal...
produ(;ts capital contributionsia.comi—
panies, salés of business trhmfer of
assets uponlififeritance mergars
tions to nonprdfit orgmnsanuu Wa
share tunsfa'; 5 {

- dmn-u d |

Finland

Oct 1990

2121

France

Jan 1968

5.5, 18.6, 22

Transport = | —

Services on real estate;
Banking activities _
Rent or sale¢*of tradémarks
Education lndmedncal and| éeanl ser-
vices

Stock exchmge transfers

Direct ssles from primary producers of
agricultural and forestry products

Food products and medicines
Books

Water

Other listed products

Germany

Jan 1968

Medical services

Sales of land and buildings

Lease and reats from letting land &
lodgings

Financial and insurance services

Greece

Jan 1987

8,18, 36

Most banking, insurance and services of
state-owned organisations

Agriculural goods, food
printed material and art

Guatemala

Aug 1983

Exports
Services provided by banks and other
financial institutions




YEAR OF SINGLE RATE: MULTIPLE
COUNTRY IMPLEMEN- STANDARD RATE LIST OF EXEMPTIONS ZERO-RATINGS REDUCED RATE: LIST OF LUXURY-RATED: LIST OF
TATION RATE STRUCTURE ITEMS ITEMS
Honduras Jan 1976 7
Hungary Jan 1988 15, 25 Sales of land, financial services, postal, | medicines Basic food products
social and educational services export Medical instruments
Works of art
Indonesia Apr 1985 10 Export of goods Relief: 10%, 20% and 35% depending
Retail sales under Rp. 1 billion Capital equipment, spares, raw | on type of goods
Sales of unprocessed goods e.g. agri- materials for approved invest-
cultural produoe O - ment projects
Banking, insufance md lemns services’ Capital equipment for
Manpower [sexvices’ i manufacturing
Social, healifi“and &dtlcational unuocs Purchases of goods and ser-
Land and shipj transport | | | vices for export
Hotel and catering|serivices| | | Imports used for nd—funded
Services pa’fonnetiabmld s 1 | 1 projects
| 11 11 Temporary imports of equip.
s [ C‘ ; =l ] for oil and gas industry
1] = = = | T
Ireland Nov 1972 10, 12.5, 21 Most insurance lnd bunkmg ;prvx:es Food| | /1) Construction services
| — Bos | Immovable goods
== Most newspapers
Hotel and other
— accommodation
- ] Fuel for heating and lighting
Hotel! and restaurant meals
Certain agricultural services
Telecommunications services
Adult clothing and footwear
Repair and maintenance of
vehicles and machinery
Israel * July 1976 16 Export transactions
Italy Jan 1973 9,19, 38 Exports Agriculture, fishery, food

products, magazines and books
Foodstuffs, soap, telephone
and broadcasting, textiles,
restaurant meals, ‘hotel services
records, musical instruments,
antiquarian books and livestock

38% on cars over 2,000 C.C furs

and photographic equipment

ond
"R
er ¢
ist -




COUNTRY

YEAR OF
IMPLEMEN-
TATION

SINGLE RATE:

STANDARD
RATE

Japan Apr 1989

MULTIPLE
RATE
STRUCTURE

—————T——-—_—

3.6

LIST OF EXEMPTIONS

ZERO-RATINGS

REDUCED RATE: LIST OF
ITEMS

LUXURY-RATED: LIST OF
ITEMS

Kenya

Jan 1990

18, 25, 100

Exports

Kazakhstan

Jan 1992

28

Korea *

July 1977

10

Financial and insurance services
Real estate, sold o lused

Exports and other goods and
serviges which eam foreign

Profemotul wﬂ"lce: by lﬂ“,}ﬁ m——— | currea

Basic necessitics? fdodsmﬂ'.. passenger_ :

transport,‘éucation medics
services, postal md publ.ic l;!epﬁonc

services, books, ﬂ Jplpetannd mlgl-.

zines

- ‘, | b

Business with small tumovers

Jan 1970

3,6, 12

Mnmgeman fees-fo mv‘e'mm fuads
Bank opensfions ™= ||| (=5
Insurance and moSt ﬁnm;hl services

Medical .ndhunhsermq.a — |

Professional services and
works of art

Most food and milk products,
hotels *

Madagascar #

Jan 1969

15

Mexico *

Jan 1980

6,15, 20

Sales of land,

Credit instruments™s
Residential construction
Banking services
Medical services
Types of public entertainment

Most activities of government agencies

eriain gricultural goods
Listed basic foodstuffs
Exports of goods and services

Netherlands

Jan 1969

6, 18.5

Insurance & banking, immovable
property

Leasing & renting of immovable
property, Services by hospitals,
physicians, psychologists, dentists
social & cultural activities
Education services

Services by composers, writers &
journalists

Trade unions

v

Exports

International ransport of goods
Activities within bonded
warehouses or equivalents

Foodstuffs, pharmaceutical
goods, books, magazines,

newspapers, agricultural
products, public transport




YEAR OF SINGLE RATE: MULTIPLE .
COUNTRY IMPLEMEN- STANDARD RATE LIST OF EXEMPTIONS ZERO-RATINGS REDUCED RATE: LIST OF LUXURY-RATED: LIST OF
TATION RATE STRUCTURE ITEMS ITEMS
Nicaragua * Jan 1975 6,15
Norway Jan 1970 20
Panama Mar 1977 5 Inheritances, legacies, gifts, transfers of
shares, exports, transfers on free zones,
food, medicines, fuel 2
Paraguay Jan 1991 10 Exports - A
Peru # July 1976 16 Primary producu ofm mml vege-
table or mmerll natuse! and sp i ‘
Philippines Jan 1988 10
Portugal Jan 1986 8,17, 30 Basic food products without
transformation, Pharmaceutical
products
Books & educational products
; Electricity
. Diesel/Fuel
T \ Hote! accommodation
Russia June 1991 8-28 Financial & insurance services, Goods & services exported Ceruain foodstuffs
; gambling, education provided by state from Commonwealth of
schools & universities and funeral Independent States, rented
services living accommodations
property acquired while
privatising
Senegal Mar 1961 - 7. 26, 30, 34, Long list 30%
1980 50 34% on oil products
15% on telephone services
South Africa Sept 1991 14 Baskiig and kisiirarice

Export




YEAR OF SINGLE RATE: MULTIPLE :
COUNTRY IMPLEMEN- STANDARD RATE LIST OF EXEMPTIONS ZERO-RATINGS REDUCED RATE: LIST OF LUXURY-RATED: LIST OF
TATION RATE STRUCTURE [TEMS ITEMS
Spain Jan 1986 6,12, 33 Most banking activities, Exports & < Basic necessities
related services, Insurance
Certain consulting services &
transactions relating to industrial
property
Sweden # Jan 1969 25 Health care’& da\ul cue socnl Daily"pewspapers Food, hotel & restaurant
services ™= ||| P‘tqsmpuon medicines, services & public transport
Education ™| Ur tiqn fue!
Banking & ﬁmnml serviges
Insurance services™ || |E
Artistic creationg-r- ;
Concert Perfonmnces It — ‘
Cinematieptheatrical & ogeritic
National & Jocalsittio & [V mail
Taiwan * Apr 1986 5 | | — Exports 1.5 % annual sales volumes
: séivices fo foreign countries between Baht 600,000 and
i Intemnational transportation: Baht 1,200,000
} s | 2ir or sea
I ~Saks 0 government agencies
or stale enterprises
Salkes (o the U.N, consulate
genenals & embassies
Sales between boaded
warchouses & export
processing zones
Trinidad Jan 1990 15 Insurance
Certain banking services
Stock brokerage
Education
Medical & dental services
Tobago Jan 1990 15 Insurance
Certain banking services
Stock brokerage
Education

Medical & dental services




YEAR OF SINGLE RATE: MULTIPLE
COUNTRY IMPLLEMEN- STANDARD RATE LIST OF EXEMPTIONS

ZERO-RATINGS REDUCED RATE: LIST OF LUXURY-RATED: LIST OF
TATION RATE STRUCTURE ITEMS ITEMS
= Ih,
Turkey * Jan 1985 1.12, 20 Bmkxngr& insbeance ‘ : anies i N
|
United lnsunnce posulmx
Kingdom # Apr 1973 15 Bankin g4
C Vo X
ertain pedperty ,ln%

\r ‘h [ s
Uruguay Jan 1968 1,5,28 Broad mpc nﬂ sugea dlucts, real estate, Necessitics
and tradmg imporis, hural machinery, food such as fish and meat
services| renderut‘ efes, oil, milk, Medicines
= o pcra books, interest on Interests of loans granted to
;ﬁ, sits, transpoctation of individuals

L Hotels activities
reallestale Jeases and banking
services

Sources: VAT Monitor - 1993; Coopers & Lybrand, International Tax Summaries - 1993; Deloitte & Touche International, International Tax and Business Guide, various issues; Intemational Monetary Fund, VAT:
Administrative and Policy Issues, October 1991; Unit for Fiscal Analysis, Department of Finance.
Notes: Rates shown in bold type represent the standard rates.

# Countries that have changed from multiple rates to a single rate.
* Countries that have changed from single rate to multiple rates.
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