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VAT/GST systems now exist in
156 countries around the world,
with seven more considering
implementation by 2013.

Shifting the Balance

In the first edition of Shifting the
Balance, published in June 2007 we
highlighted trends that are, if anything,
more pronounced today. At PwC!, we
see an increasing number of countries
around the world adopting or reforming
their VAT or GST systems in line with
the demands of a rapidly changing
global economy.

VAT systems (including GST) have now
been implemented in 156 countries
around the world, with seven more
considering implementation by 2013.
The trend away from direct forms of
taxation and towards indirect taxes
continues inexorably.

China and India have both signalled
their intention to move towards a
uniform VAT system to replace current
regimes. The countries of the Gulf
Cooperation Council (GCC) are working
towards a VAT system.

As countries reform and implement
their indirect tax systems, they need to
confront a number of challenges. And
we see some significant programmes

of reform arising in response to

these. Notably, the European

Union has embarked on a ‘once in a
lifetime’ consultation on reform of

the VAT system, in order to develop
recommendations for a simpler and
easier to administer value added tax
system within what are now 27 Member
States of the EU. The issues that this
programme of consultation seeks to
address are relevant to all countries that
are looking to create efficient, balanced
and effective indirect tax systems.

*PwC’ refers to the network of member firms of PricewaterhouseCoopers International Limited (PwCIL), or, as the
context requires, individual member firms of the PwC network.
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Responding to the financial crisis
Since the first edition of this publication,
back in 2007, one event has dominated
headlines and captured the attention

of all governments around the world,
namely the financial crisis. Soaring
budget deficits have put pressure on
many governments, particularly in
Europe, to ensure that they can raise
additional revenues. As a condition of
receiving loans, Greece was expected

to reduce its budget deficit considerably
by 2014. Reducing its sizeable VAT gap
is likely to be an important factor in
achieving this?. And Greece is not alone.
All countries face the need to improve
their tax receipts, and increasingly

they are turning to indirect taxes as

the solution.

A VAT system past its sell-by date?
Europe’s challenge in reforming VAT
largely stems from the fact that the

basis of the system in place today was
created in the late 1960s. At that point
the EU comprised of six Member States
compared to the present 27. Global trade
has exploded in the intervening 40 or

so years. We now operate in economies
that are increasingly oriented to services
rather than simply trade in goods. And
the profound changes introduced by

the Internet are radically reshaping
many aspects of the global economy.

All of these significant developments
mean that a VAT system, separately
administered in 27 Member States, with
numerous exemptions and multiple rates
applied according to national priorities,
is adding to the burden on taxpayers

to comply, embedding inefficiencies

in collection and administration and
contributing to a VAT gap between
theoretical full compliance and the
amount that governments are able

to collect.



Figure 1

Member States show significant
differences in the efficiency with which
VAT is collected. Interpretations in
individual Member States are subject

to costly and lengthy legal challenges.
As a taxpayer it is difficult to achieve
certainty and to have access to the
European Court of Justice. The VAT
Gap is substantial in some EU Member
States. Businesses are taking on ever
more complex burdens to administer
the tax. The EU Green Paper’s broad
remit therefore asks questions in four
key dimensions around the whole range
of issues associated with VAT. There are
questions about:

e The technical development of the
VAT, e.g. should the tax be
broader based?

* Considerations of the cost
of compliance

* The efficiency of collection models
and the need to improve and
harmonise auditing methodologies;
and

e The related legal process and system.

Efficiency of
collection

Legal Process

A holistic approach needed

These issues are of course inter-related.
Addressing them separately will not
deliver the overall improvements that
the fundamental questions asked in

the Green Paper are seeking to deliver.
What the EU arguably needs in order to
do this is a long-term strategic plan —

a vision for the development of a best
practice EU VAT system against which
the current system can be benchmarked.
Based on that, a plan to deliver on the
vision of achieving greater efficiency,
less leakage, simpler compliance should
be articulated and implemented. So
what would such a vision look like?

First of all, in developing its vision, the
EU should take inspiration from best
practice VAT/GST systems from non-EU
countries, as well as good practices that
have been developed to administer the
tax efficiently within the EU.

Any vision of a modern, efficient

VAT system for the EU would have

to acknowledge that Europe needs

to operate with a single legal system
relating to VAT. This would be

framed in a Regulation rather than a
Directive, so that it doesn’t need to be
implemented in the laws of 27 separate
Member States, and to provide direct
access to the European Court of Justice
for taxpayers.



There would be a European VAT
Registration, one set of compliance rules
and a single EU VAT return, to drive
efficiency. This is in marked contrast
with today, where we see significant
variations in compliance processes.

There would be a single EU VAT
Administration, with a single audit
methodology, using e-auditing
techniques, assessing business controls
and systems in place. Therefore efforts
would be focused more effectively

on businesses that may not be

willing to comply voluntarily. These
efficiencies are only possible as a single
system rather than if they were to be

implemented and managed separately in

27 countries.

This vision meets the requirements of
businesses in its simplicity and ease

of compliance. Through automation

it reduces the cost of administration

and focuses on systems, controls

and processes for more targeted and
risk-based approaches to audit and
compliance, to help reduce the VAT GAP.

Of course this vision cannot become a
reality overnight, but broadly accepting
its conclusions should allow all
stakeholders responding to the Green
Paper to begin to see that along the way
to its realisation, there are undoubtedly
‘quick wins’ that could be implemented
sooner. For example, in 2013 VAT
invoicing rules will come into force that
will harmonise requirements across the
EU, with real benefits for taxpayers and
tax authorities alike. As an immediate
action the definition of the ‘business
control’ requirement should be defined
at an EU level prior to 1 January 2013.
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Environmental Taxes

As countries of the world continue to work

out how to tackle the problems of climate
change, reducing natural resources, and energy
security, the role of economic instruments is
becoming of increasing inportance to fiscal
authorities, both as a means of changing
behaviour, but also as a means of raising
substantial revenues from a broad group of
taxpayers. Recent developments have seen

the introduction or suggestion of carbon taxes
in a number of countries including the UK,
Ireland and China. Meanwhile, a draft revision
of the EU Energy Tax Directive is expected
imminently. This pricing of externalities
represents a real cost, which business either has
to pass on or bear, effectively making it a cost
of their shareholders. Whilst the main focus,
currently, is on carbon, there is no doubt that
further taxes on other environmental resources
will appear, with water, no doubt, high on
everyone's list.




A fair tax Figure 2

Administration is, of course, only one VAT/GST systems as ‘Win-Win Taxation Model

element Of reformm, DEVeloping @ best
practice VAT requires a number of other

more contentious changes. The first Governments Tax authorities

of these is a broadening of the taxable
base. Today, in Europe, VAT revenues
represent only 55 percent, on average,
of the revenues that would, in theory,
be collected if all final consumption
was taxed at the standard rate®. This
compares to New Zealand where VAT is
levied on 100 percent of consumption.
Broadening the base in Europe means
abolishing exemptions. But that would
also create the ability to lower the

rate applied with, ideally, a single Consumers
rate of European VAT. To be widely

accepted by citizens, the widening of

the tax base has to be seen as fair, and

there are justifiable concerns that a

consumption-based tax takes no account

of people’s ability to pay. But rather

than creating the complex assortment

of exemptions and multiple rates we

see today to address those concerns,

issues about VAT’s potentially regressive

nature should be addressed through

other mechanisms.

Equitable/Efficient

Those countries that have more recently
introduced a broad-based VAT/GST,
have used the personal income tax
schedule to compensate for the impacts
of a broad-based indirect tax system,
and introduced other targeted measures
to compensate the GST impact on
household incomes. For example, when
New Zealand raised its rate of GST from
12.5 percent to 15 percent in October
2010, it also changed income taxes and
personal allowances to compensate
lower-income taxpayers, and introduced
other targeted social measures and
allowances aimed at the lowest-paid
and least well-off. Also a corporate tax
reduction from 30 percent to 28 percent
is effective from 1 April 2011. Singapore
also provides a demonstration of this
approach. Its rate of GST was increased
from 3 percent in 1994 to the present
rate of 7 percent since its introduction.
But at the same time, corporate income
tax rates have nearly halved from 33
percent to 17 percent.



Broadening the base would also make it
possible to create a much lower overall
rate, and simultaneously increase
collections. Those extra revenues would
then be available to ensure that access
to education, healthcare and so on is
guaranteed to all citizens, through
targeted measures. It’s also possible

to use a broadening of the base of
indirect taxes to create other measures
to enhance economic competitiveness.
For example, when Germany raised its
rate of VAT to 19 percent on 1 January
2007, it simultaneously lowered social
security charges to employers, to
decrease the cost of employment and
stimulate growth.

Of course there is a delicate balance

to be achieved between meeting
national social and economic priorities
and sovereignty, and enhancing the
harmonisation and therefore simplicity
of a single European system. For that
reason, assessing the macro-economic
impacts of any envisaged major change
is vital, to ensure that countries can
see the benefits of undergoing such a
fundamental reform both at a domestic
level and also at a Single Market level,
and that they ‘buy into’ the considerable
benefits that reform offers. In the
absence of a more integrated approach,
which a fundamental reform would
bring about, the only option open to
countries is to continue to raise their
rates in order to generate more revenue
and address deficits. However, this is
clearly not a sustainable solution in the
long term.

A simplified and uniform rate also
addresses other distortions that bedevil
the present system and create barriers
to wider economic and social goals.
The ambitious vision of the ‘Digital
Agenda for Europe’ is hampered by the
persistence of different rates within the
EU applying to products/services that
take digital as well as physical form,
e.g. books, periodicals and newspapers.
A modern VAT system would remove
the distortions currently in place and
treat those products/services equally
and would also introduce clarity where
today there is considerable confusion.

In developing the vision for a modern,
sustainable VAT system for the 21st
Century, all countries embarking on that
journey need to ensure that they take
inspiration and best practice from others
who have found effective solutions

to common problems. No system is
perfect. However, there are clear
examples emerging around the world
that demonstrate the steps that may be
needed to create a system of indirect

tax that creates positive outcomes for
governments, businesses and citizens
alike. The examples that we include

in this second edition of Shifting the
Balance show how some countries are
moving forward to secure a ‘win-win’
model for all stakeholders.



Customs developments

Key aspects of globalisation and changes
to world trade are having a profound
impact on customs legislation, customs
and trade procedures, and the approach
of the customs authorities. Some of these
major changes relate to the development of
greater automation in customs procedures
via eCustoms, and others to the need to
ensure that increasingly stringent safety
and security requirements are met. In
consequence, companies are now faced
with new data and filing requirements.
These requirements are driving them to
re-evaluate their customs functions and
make significant strategic and structural
changes in response.
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How has VAT/GST
been-implemented,
er-developed in three
key regions of the
world? We review
changes seen in
Central and Eastern
Europe, the European
Union and the Middle
East, in the last 3-5
years, and take a look
at how things may
change in the future.

Central and Eastern Europe
Since the last edition of Shifting the
Balance, the enthusiasm and excitement
generated by EU membership and rapid
economic growth in the region has been
replaced by an altogether more sober
outlook for countries in Central and
Eastern Europe. The region has suffered
a severe impact from the financial crisis
of 2008 and ensuing recession. What
had been one of the most economically
dynamic areas in the world has been

hit by massive uncertainty, soaring
deficits and a rapid decline in new
foreign investment.

While economies in the region

are beginning to show some signs

of recovery, the path to economic
growth remains difficult and long.
Consequently, few in the region are
predicting anything other than highly
challenging years ahead. Levels of public
debt have soared since the crisis, with
some countries in the region running a
budget deficit in excess of 100 percent
of GDP. Governments are, naturally
enough, seeking to address the woeful
state of their finances with increased tax
revenues. In the case of indirect taxes,

a number of governments across the
region have increased the rates of VAT,
but on average only by increments of
one to two percent. There have been no
significant changes to any country’s VAT
rules, with most continuing to ensure
their systems operate in line with their
counterparts across Europe.

Indirect taxes continue to play a

major role in State finances within

the region, contributing on average
approximately 50-60 percent of all

tax revenues. As a critical element of
government revenues, it’s no surprise
that governments are looking for ways
to increase the tax they can generate
from the consumption of goods and
services. Many of the countries in the
region operate with multiple rates of
VAT and apply these to different items
of consumption. Governments across
the region face pressure to both raise
rates and extend the application of

VAT to categories of goods or services
that have, to date, had a lower rate
applied. However, political opposition to
what would be perceived as regressive
measures is likely to be considerable and
makes large increases politically and
economically unlikely, as high taxes may
serve to depress already fragile demand.

Governments in the region have few
choices but to focus on indirect taxes as
a means of raising additional revenue.
As member states of the EU, there is

no leeway to increase customs duties,
and increases in direct taxes such as
corporate or personal tax are much
more difficult than increasing indirect
tax. Any increase in the aggressiveness
of tax authorities in collecting VAT or
disputing claims for rebates of input
tax, are being met with an increased
willingness by taxpayers to contest
claims through the courts. In many
cases, the courts have demonstrated

an understanding and application of
European Law and relevant rulings
from the European Court of Justice
(ECJ) that frequently exceeds that of
the tax authorities, with the result that
taxpayers have won a number of key
cases across the region. However, tax
authorities in the region are showing an
increased willingness to discuss specific
issues with taxpayers and to help resolve
potential problems through engagement
and negotiation.



The world at a glance: developments in VAT/GST since 2007
Global VAT/GST 2007

Global VAT 2007/2011
Key (for both maps)

. Existing VAT/GST System

General Consumption Tax

EU VAT System

Future VAT/GST

. Sales Tax

No VAT/GST
Considering a VAT System
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With 27 Member States now in the
European Union, making significant
changes to VAT is a politically fraught
activity. Nevertheless, the European
Commission believes that change is
required and is consulting widely with
taxpayers and the tax profession to build
a comprehensive picture of the reforms
that may be required to create greater
simplicity and ease of administration, at
the same time as combating fraud.

VAT fraud remains a key issue for

all European Member States, and
consequently it is high on the agenda
for the Commission. An estimated 11
percent of VAT revenue is lost annually
through fraud - principally ‘missing
trader’ or ‘carousel fraud’ — which
equates to in the region of €100 billion.
In the absence of a European-wide
solution, some Member States, for
example the UK, have been allowed to
introduce reverse charge mechanisms
(where the buyer rather than the seller
is responsible for paying VAT, for

some goods and services that may be
particularly susceptible to fraud (e.g.
mobile phones). A more comprehensive
measure, however, remains some way
in the distance as it requires agreement
from all 27 Member States.



The shift to a digital economy is also
likely to require new mechanisms

to ensure that suppliers that operate
from outside the EU, but make supplies
directly to consumers in EU Member
States, register for, and charge, VAT.
When measures were introduced five
years ago to create a ‘one-stop shop’,
whereby suppliers of digital services
could register in one Member State for
VAT purposes, the scale of the digital
economy was less than one third of

its size today. As the digital economy
increases in size, the problem of
enforcement will grow with it and will
make it increasingly challenging for tax
authorities to identify all taxpayers that
should be registered for VAT.

A number of changes in recent years
have been designed to reduce the
complexity that businesses have had

to contend with when engaging in
cross-border trade. Determination

of place of supply rules have been
changed to reflect the complexity of
reclaiming VAT for business-to-business
transactions. The rules now allow
businesses to reclaim VAT through a
digital portal of the tax authorities,

in their own jurisdiction and this has
made administration much simpler and
more efficient.

From 1 January 2013 there will be
uniform requirements for invoicing, for
all VAT registered businesses. The aim
is to harmonise invoice requirements
across Member States and this will

be particularly beneficial for pan-
European entrepreneurs who currently
need to meet different conditions in
different countries.

The consultation on VAT reform was
launched in December 2010 and is due
to complete at the end of May 2011.

The Green Paper has the express aim
of going beyond minor modification
and is instead seeking “to launch

a broad-based debate with all
stakeholders on the evaluation of the
current VAT system and the possible
ways forward, strengthening its
coherence with the single market and
its capacity as a revenue raiser whilst
reducing the cost of compliance.”

Businesses are raising a number of
major issues that they believe need

to be addressed to create greater
simplicity, certainty and lower the cost
of compliance — and are particularly
focused on cross-border trade. As
mentioned beforehand, combating
fraud is high on the Commission’s
agenda, but any solution to that
problem would have to ensure that it
did not create additional complexity.
For example, charging VAT locally to
businesses in other Member States when
engaged in cross-border trade has been
mentioned as one possible solution,
but this would require the creation of
an EU-wide clearing system to manage
refunds between Member States,
which would be a major technical and
administrative undertaking.

The Commission is arguably keen to
move the EU VAT system away from the
classical model and closer to a ‘modern’
system that is broad-based, with fewer
rates and a greatly reduced number of
exemptions. And while the theoretical
appeal of a system like this is easy to
see, the political reality of achieving
unanimity among 27 Member States
arguably makes realisation of that vision
a very distant prospect.

With political turmoil in the region
dominating headlines, it is perhaps
unsurprising that the introduction of
VAT or GST systems (or changes to
existing systems), is not at the top of the
political agenda. Nevertheless, there

is no reason to believe that countries
that have been working towards the
introduction of such systems will not
continue with their programmes — albeit
at a slower pace — with those most likely
to do so in the medium term including
Syria and members of the GCC.

Syria’s Administration had suggested
that it would implement VAT in 2011
but that commitment has now been
deferred until 2012 at the earliest,
with the Syrian Minister of Finance
recently suggesting that VAT in Syria
will be implemented when — and only
when - the ‘appropriate conditions’ are
met. Efforts are being made to ensure
proper systems and procedures are in
place, notably in terms of invoicing
and automation, for a smooth VAT
implementation. Syria is, at the same
time, working on a more general
revision of its income tax system, in
line with the introduction of VAT, as
well as enhancing its administrative
processes through the introduction of a
unified tax procedure law, which should
contribute to creating the right context
for introducing VAT.

The countries that make up the Gulf
Cooperation Council (Bahrain, Kuwait,
Qatar, Saudi Arabia, Oman and the
United Arab Emirates), had made a
broad suggestion that they would seek
to implement VAT systems by 2012/13.
While this is still on the agenda, it is
only the UAE that presently seems to be
working on a VAT project in earnest. The
UAE Federal Administration continues
to work on several aspects of the
project, and it remains possible that the
UAE could be ready to implement VAT
by 2012.



The differences in hydrocarbon reserves
between GCC members mean that the
urgency for non-oil related sources of
government revenues is more acute in
some countries than others. However

it seems unlikely that any of the

GCC members would introduce VAT
unilaterally, without a strict and formal
commitment by all GCC members to
implement VAT by an agreed date.

Moreover, it’s likely that any
introduction of VAT would operate with
a common framework for GCC members,
much as is the case in the European
Union, in order to facilitate intra-region
trade and address any major competitive
distortions that may arise between
neighbouring countries.

Concerns about the regressive nature
of a consumption tax make it a
contentious subject, particularly in the
tense political environment that the
region is subject to. There are signs
that the unpopular and politically
sensitive nature of consumption-based
taxes is impacting VAT-related policy-
making. Lebanon, for example, has
not proceeded with an expected VAT
increase from 10 percent to 12 percent.

It’s also highly likely that smaller
countries in the GCC will need to
balance the need to raise non-oil
related revenues against broad social
welfare considerations. Achieving this
will involve a mix of exemptions in the
implementation of VAT itself, alongside
other tax and social measures in order
to raise VAT acceptance. The need for
exemptions is clear in Syria’s proposed
VAT system and that will likely come
accompanied with a list of goods and
services that are exempt from taxation.

It seems that the trend in the region is
towards having a high VAT registration
threshold and consequently, only large
businesses are required to comply
with a VAT system. This responds to
the concern of newly-created VAT
administrations around managing

a large number of taxpayers in
comparison to the revenue generated.
Lebanon for example has started with
a threshold of US$300,000 in 2002 and
it has been periodically decreased to its
present level of US$100,000. However,
the 2011 draft budget law proposes
that they go back to a higher threshold,
to facilitate a more efficient VAT
administration.

Businesses in the region are not
concerned with the imposition of VAT
itself, seeing it as a cost that will largely
be passed through to consumers and
end-users of their services, but would
be more concerned with the way tax
administrations implement and enforce
a new tax system. Businesses are keen
to ensure that tax administrations
operate with transparency and clarity,
and that the demands of compliance are
communicated effectively.

Traditionally, consultation of businesses
has not been extensive in the region.
There is no formal consultation process
for passing any new legislation. The
trend so far is to organise awareness
programmes for the business
community, taking an educational
approach, rather than as a consultation
exercise. This was the case for Lebanon
where they launched an important
awareness campaign in 2001. More
recently, Syria seems to be following the
same trend. It remains to be seen how
much - if any — consultation will take
place in the GCC.






Making international trade both

more efficient and more secure is a
tough balancing act. Programmes
designed to achieve both aims, such

as the Authorised Economic Operators
(AEO) in Europe, Japan and Korea, the
‘Classified Management of Enterprises’
in China and the SAOC in Argentina, to
name but a few, have gained a degree
of traction among businesses, but have
not provided the complete solution to
resolving the conundrum that, at their
launch, some had perhaps hoped for.

Compliance with growing demands
from customs authorities, for data on

a global basis is, however, having a
perhaps unanticipated consequence.
Businesses are focusing greater
attention on the way that their customs
functions and departments operate.

A number of drivers are behind this
trend and include greater awareness of
the efficiencies available from taking

a global approach to organising the
customs function, as well as more
integrated and joined-up scrutiny

by tax authorities of companies’
compliance across their operations. New
obligations — for example with regard to
security, health and safety, movements
of money — and highly complex
international supply chains have created
the realisation that a more holistic
approach to a global customs function

is needed, from which new (planning)
opportunities frequently become visible.



Addressing security

A number of programmes across

the globe — C-TPAT in the US, the
Authorised Economic Operator
programmes in the EU, Australia, Japan,
Korea, Norway and Switzerland, the
Secure Trade Partnership in Singapore,
Partners in Compliance in Canada

and the Secure Exports Scheme in

New Zealand prominent among them
—were put in place as a reaction to

the events of 11 September 2001 and
concerns over the need to combat
global terrorism. It is arguable that, in
practice, the expectations of what those
programmes could deliver were set too
high. The main differences between the
programmes are that in the AEO style,
the company itself is the focus of the
requirements, whereas in the security
style, the related supply chain is also
reviewed, before a party can acquire the
C-TPAT status, i.e. requiring all relevant
suppliers to provide information about
their security standards and processes.

While a number of companies around
the world have acquired AEO status, the
programme has not been widely taken
up. However, the EU now as a condition
to apply simplified procedures, requires
a company to fulfil the requirements

of the AEO, even if they do not apply

for that status on an official basis. In

the US, C-TPAT has seen an increasing
number of businesses entering into the
programme, and the US has also made
this status a requirement for inclusion
in other initiatives. However, the lack of
mutual recognition (whereby adherence
to one standard is accepted by others),
between important jurisdictions is

still an issue. Efforts to achieve mutual
recognition between these larger
trading blocks have, to date, still to

be concluded. In developing countries
too there are issues, as programmes

are often introduced under pressure
form the US or EU, but requirements

for the adoption tend to be weak and
their value tends to be questioned by
most companies.

Advanced data requirements resulting
from new legislation (US: 10+2 /

EU: pre-shipment and pre-arrival
information), are an increasingly
common demand from customs
authorities around the world and
many companies now routinely

gather and file detailed information

to comply with these requirements.
One of the challenges that many global
businesses face, however, is the lack

of uniformity of the advanced data
required by different countries, despite
the fact that there is significant overlap
between the information needed.

The desire to retain sovereignty and
administrative processes by each
jurisdiction makes it highly unlikely that
any integrated solution will be agreed.
In particular, many developing nations
are concerned that more onerous

trade data requirements will make
them less competitive in the race for
foreign investment.

However, to ensure that they can
eliminate as much duplication as
possible in data capture processes,
many global businesses are seeking

to capture all relevant information in
one single process, so that they have a
single dataset that can be used to meet
all requirements.

E-customs

Automation of customs procedures has
been a fact of life in many countries

for some time and efforts to refine and
improve systems are ongoing. Customs
in the US, for example, has for a number
of years being deploying automated
systems, and today most filings in the
US are electronic. Any challenges in

the US therefore arise from system
development rather than establishing
the desirability of automation. In the
European Union, a number of Member
States already operate with highly
automated processes and procedures.
However, it is not, by and large, the
technology that is impeding the
development of e-customs procedures in
the EU. The obstacle is the slow progress
of legislation.



The political challenge of implementing
a common code and application

thereof across 27 Member States is also
hampered by local implementation of
standards and interfaces. In this respect,
many businesses echo the US complaint
to the World Trade Organisation (WTO)
that while operating as a single customs
union in theory, local implementation
of procedures in the EU can add
considerable cost and complexity.

ASEAN, another large Trading Bloc,
has been making progress towards
developing a regional single window
for interactions between authorities
and importers/exporters, but such
progress is slow, fraught with many
political obstacles and the ultimate
target still falls well short of what
would be an attractive proposition for
multinational businesses.

Ironically, many of the least

developed countries, with the help

of aid programmes funded by a

variety of donors, appear to be

making faster and more significant
progress in modernising their
eCustoms capabilities. Here, however,
implementation details and preferences
will vary depending on the programme
sponsor, once gain creating diversity
where standardisation is needed.

Nevertheless, regardless of chosen
standards, as more customs authorities
automate and digitise their procedures
and administration, they will find

it increasingly easy to exchange

data with their global counterparts.
Global companies will need to make
sure that their own customs data

and information is similarly globally
connected and consistent, creating
significant efficiencies across a global
customs function.

Trade facilitation

There is little doubt that global trade
has become more complex as a result
of concerns about safety and security.
Achieving the balance between

ease of trade, and security, remains
challenging. However, the proliferation
of data arising from security
programmes allows customs authorities
to make more informed choices about
what to target and will, over time,

help to increase overall efficiency for
legitimate operators.

Despite security concerns, there are
programmes around the world aiming
to deliver greater ease of trade. Much of
this effort focuses on streamlining the
administrative remit of different bodies
responsible for particular types of
goods. So for example, in Singapore, the
requirements of different departments
overseeing different aspects of imports,
(e.g. customs, agricultural, health

and so on), have been harmonised,

data sharing has been enabled and
duplication of processes has been
eliminated. However, in many other
jurisdictions, the entrenched interests of
particular governments, departments,
and a reluctance to cede authority, make
such administrative simplification a
challenging political prospect.

There are many countries, particularly
in the developing world, for which
Customs are a major contributor to state
revenues. Consequently, their policies
are likely to be determined by revenue
considerations for some time to come,
and only lip service may be paid to any
trade facilitatory or security enhancing
programme that threatens to reduce
revenue intake.

The customs function in focus
The focus on the customs function
within businesses has increased — and
it is driving changes to its organisation
on a local, regional and global basis.
Many companies have seen the
function develop historically as part
of the logistics function and this has
meant it has not been subject to wider
or more strategic analysis. Today

that is changing, with the function
receiving greater scrutiny from, and
accountability to, senior management.
Balancing the often widely differing
expertise requirements into a smoothly
operating centrally managed customs
and trade department will be a

key challenge.

At least businesses have woken up to

the importance of the customs function
and are starting to ask more probing
questions about its operation, reliability
and efficiency. As previously mentioned,
the development of safety and security
programmes around the world — and the
extensive data they require — is partly
responsible for this trend. In addition,
the emphasis that revenue authorities
worldwide place on the control and
accountability of senior management
has also played its part.
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As Australia’s GST system
approaches its 11th anniversary
(coming into effect in July 2000),
the ‘new’ indirect tax regime is
beginning to display some signs

of maturity.

To some extent, the degree of
uncertainty associated with a relatively
new tax has been addressed by some
significant rulings in recent years,

and a sizeable body of jurisprudence

is developing. On the other hand,

the responses to perceived flaws

in the GST legislation, highlighted

by legal challenges, have resulted

in a considerable increase in new
administrative provisions flowing

from the Board of Taxation review,
with literally hundreds of technical
amendments being made. The result

is that a lack of certainty is now

being replaced with concerns about
complexity. In the space of 12 months,
GST law has expanded by 100 pages and
shows little sign of slowing down in the
immediate future.

Shifting the balance. PwC

For example, the Board of Taxation
identified an anomaly with input

tax credits for third-party payments
between manufacturers and consumers,
where manufacturers offer a direct
discount. The approach to addressing
the anomaly has been to create a new
Division in the law, with numerous
technical requirements, to deal
specifically with what is a relatively
simple and straightforward situation.
There are many other similar examples.
The net effect of all this activity has
been that most practitioners and tax
managers are finding it hard to maintain
pace with the volume of change.
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Aside from the launch of additional
administrative measures for GST, two
proposed taxes are driving significant
debate in Australia. The first of these

is the creation of a carbon tax. The
government has recently announced
that a carbon price will be set in
preparation for what many expect to
see as the introduction of a carbon tax.
The other major new area of tax is the
introduction of a ‘mining tax’ on one of
Australia’s major industrial sectors. The
original proposed tax (a Resource Super
Profits Tax) has been reformulated as
the Mineral Resource Rent Tax.

Overall, the balance of taxes in Australia
continues to shift away from direct
towards indirect forms of taxation.

Who is taxable?

Australia has a very broad definition of
who is required to register for indirect
taxes. This definition includes anyone
‘carrying on an enterprise’. It is broad
enough to pick up any entities that carry
on an enterprise of any kind and, for
example, covers all government entities
at local and national level. With minor
exceptions, any entity that conducts
business of more than A$75,000 of
taxable supplies annually is required

to register.

Exemptions and their impact
Certain items are excluded from

GST, including financial services and
residential housing. There are also
zero-rated items, the largest category
of which, in dollar terms, is basic
foodstuffs. In 2010 GST raised just
under A$47 billion. Had basic foodstuffs
been taxed, they would have added in
the region of A$6 billion to this total. In
total, approximately 57 percent of all
consumption is subject to GST.

Rather than offering rebates or broad
exclusions, the potentially regressive
nature of GST was addressed at its
inception, with a series of structural
reforms to the wider tax and benefit
system. The introduction of GST was
accompanied by a significant amount of
economic modelling to understand its
likely impacts on particular economic
and social groups, in order to address
any of the regressive outcomes and
distributional impacts that may arise
from the imposition of a universal tax
on consumption.

Who complies and how?

With a reputation as one of the

most technologically advanced tax
departments in the world, the Australian
Tax Office (ATO) has increased and
extended its use of IT-based audits,
becoming increasingly sophisticated

in its approach and techniques over

the last three or four years. This has
driven taxpayers to respond with their
own systems-based internal reviews,

in order to make sure that they are
keeping pace with the ATO. This
growing technological sophistication

is demonstrated by the ATO now,
increasingly, communicating directly
with large taxpayers about their specific
risk rating, why they have achieved it
and what they need to do to reduce it.
Sending this information directly to the
CEO and the Board has served to drive
tax higher up the corporate agenda.

Consultation

The consultation process for new
legislation is extensive and open.
Changes to the administration of GST,
for example, have been accompanied
by broad opportunities for taxpayers
and their advisers to raise concerns
and comment on drafts. However,
despite welcoming the transparency
and the opportunity to comment, the
sheer volume of changes and proposed
legislation has led many to identify the
onset of consultation fatigue. A deluge
of new legislation and amendments
has meant that practitioners and
professional bodies have been unable to
keep up with the volume of requests for
consultation taking place.

Addressing the gap

While the ATO conducts extensive
analysis of the gaps between the receipts
from hypothetical full compliance with
GST and other indirect taxes and the
amounts collected in practice, data is
not made publicly available.



Cost of collection

The fully automated, systems-

based processes that underpin the
administration of GST mean that
once investment has been made in
the appropriate systems, the ongoing
costs of compliance and collection are
relatively low when compared with
those associated with direct taxation.
This means that GST teams within
businesses tend to be smaller than in
areas dealing with other taxes.

Shifting the balance

The Budget Papers for 2010-11 show
total tax revenues in 2010 as A$269.5
billion, with A$81.4 billion in indirect
taxes and A$188.1 billion in direct
taxes. GST receipts were A$46.8 billion
(17.4 percent of total taxes).

Comparing that data with that available
from the Budget Papers of 2007 shows
that GST takes up a higher proportion of
taxes, and nearly four times the dollar
amount, that sales taxes raised in their
final year of operation in 2000.

Federal tax revenues

Australia

GST as a percentage
of indirect tax
A$46.8 billion (57.5%)

Indirect tax as a
percentage of
total taxes
A$81.4 billion
(80.2%)

Directtax as a
percentage of
total taxes
A$188.1 billion
(69.8%)
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Brazil’s indirect tax system comprises
four taxes, including the main state tax
—ICMS (VAT) - that is levied by each
state on goods and some services. The
rates vary in general from 7 percent to
25 percent according to a number of
factors, including destination or origin
of the goods in question. There are
also three federal taxes: IPI, applied on
manufactured goods that operates in a
similar way to an excise tax and ranges
from O percent to 300 percent, and the
Gross Revenue Taxes PIS and COFINS
that are both applicable on the monthly
total revenue earned by the companies.

The complexity of the Brazilian system
inevitably gives rise to demands from
business and other taxpayers for greater
simplicity and these views are widely
shared. However, while there is a clear
consensus that reform is urgently
needed, how that reform should be
designed and enacted is subject to far
less unanimity between the states and
other key political stakeholders.

Definition of taxable persons
The law defines what constitutes a
taxable person. This means, in general,
the definition of a taxable person is
according to the requirements of each
separate law. Holding companies are
generally not required to register and
pay for taxes unless they engage in
taxable activities defined under the
relevant legislation. The same concept
applies to public entities.

Exemptions

There are many exemptions applying
across many of the taxes, and these
apply at state level, which means that
some goods will be exempt in some
states and not in others. These depend,
in turn, on a wide variety of factors and
considerations, including the extent to
which goods and services are seen as
essential. There are also free trade zones
in Brazil. This is in addition to a range
of basic goods that are also exempt from
many of the taxes in order to mitigate
the potentially regressive nature of
consumption taxes.



* Indirect tax in Brazil accounts for 40
percent of the total tax collected and that
proportion is growing over time.
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Multiple rates

As alocally administered tax, Brazil’s
ICMS (VAT) operates with multiple
rates across States, according to whether
goods are imported or commercialised
in the internal market. The rates are set
by Federal law for VAT and these are
seen as necessary to drive development
in different regions of Brazil. In most
cases, rates vary from as high as 18
percent for transactions within States
(i.e. Sao Paulo), to as little as 7 percent
for some cross-border trade between
States in the South East to North East.
The rate of IPI, which is a federal tax,
varies according to the extent to which
goods are seen as essential or luxurious.

Compliance and enforcement
Brazil operates with one of the most
advanced electronic processes of VAT
compliance in the world. Its Public
Digital Book-keeping System, which has
been in operation since 2005, covers all
state and federal tax requirements with
all taxpayers having to make returns
and payments electronically.

The main purpose of the Digital
Book-keeping System is to integrate
federal and state requirements in one
system, and to standardise regulatory
demands across all taxing authorities.
It has reduced fraud and tax evasion.
Access to a common data repository
allows tax authorities to inspect data
in real-time, across taxpayers, and to
achieve more effective audit processes,
using risk-based approaches to detect
possible instances of non-compliance.
Having all taxpayer data available in
one place has increased the number of
audits overall and the tax authorities
have instant access to comparisons
between companies in the same sector
to determine the likely averages for
each industry.

The additional auditing capabilities

that the advanced systems give the tax
authorities in Brazil, has unquestionably
increased the number of assessments.
There is a clear perception among
taxpayers that the tax authorities have
become stricter and more aggressive.

Shifting the balance. PwC

Consultation

Despite the generally accepted need

for reform and simplification of Brazil’s
indirect tax system, there is, in practice,
little in the way of direct consultation
with taxpayers and the profession as to
the steps that may be needed to achieve
that goal.

VAT gap

The complexity of Brazil’s indirect tax
system inevitably leads to discrepancies
between theoretical full compliance and
the amount that is collected. Evidence
of this complexity is found in the large
number of decisions and interpretations
of the law that are subject to

legal review.

The cost of collection

and compliance

Taxpayers suffer from a high cost of
compliance in Brazil. Four types of
indirect tax need to be separately
accounted for, each with its own system
of returns and procedures.

Shifting the balance

Indirect tax in Brazil accounts for 40
percent of the total tax collected and
that proportion is growing over time.
Owing to its greater ease of collection,
there is a clear emphasis on indirect
taxes as a source of government revenue
in the future.
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The lack of harmonisation in
Canada’s indirect tax regime
has historically been a source of
complexity for many taxpayers.

While Canada operates a federal

levy — the Goods and Services Tax
(GST) introduced in 1991, there are
additional levies in place. These take
the form of provincial-level sales
taxes and other types of VAT that vary
quite considerably across Canada’s
ten provinces.

As aresult, a constantly recurring
issue has been the question of if and
when full harmonisation with the GST
will ever be achieved. Against this
backdrop, the most significant recent
change to the indirect tax environment,
effective 1 July 2010, saw two of the
largest provinces (Ontario and British
Columbia), eliminating their US-style
sales and use taxes. Instead, they

were replaced with provincial VAT
components that were merged with the
GST to create a new harmonised sales
tax (HST), predominantly governed

by rules established at a federal
government level.

Shifting the balance. PwC

As an interim measure in both
provinces, some restrictions were
introduced affecting the ability to
recover the provincial portion of the
HST on certain expenses and business
inputs by certain businesses. Taking
Ontario as an example, this means that
of the overall 13 percent HST payable,
the 8 percent provincial component on
these expenses remains unrecoverable.
This has complicated the transition for
many businesses.

The situation is further complicated by
the fact that, amongst those provinces
that do now operate HST systems,
variable rates are being applied —
ranging from Ontario’s 13 percent to
12 percent in British Columbia and

15 percent in one Atlantic province.
While it remains unclear whether or
not government considers this situation
to be effective, businesses undeniably
find it burdensome and expensive

to administer.
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In the harmonised provinces, the federal
government is responsible for collecting
the full HST, even where there is a
provincial component. These revenues
are then redistributed according to

an established formula. Quebec is an
exception; because full harmonisation
has yet to take place, the provincial
government there collects its own VAT
and GST.

The move towards HST includes an
increased drive to reflect place of
consumption (destination). Prior to
harmonisation, even though the indirect
tax system looked to destination with
respect to a significant proportion of
supplies and/or sales, scenarios still
arose where some of the rules looked

to location of supplier. Those ‘place of
supply rules’ have now been largely
changed to reflect place of consumption.

At an industry-specific level, there
continues to be significant changes
impacting companies in the financial
services sector, which, in Canada

are exempt from GST. The picture is
certainly changing. Most recently, new
legislation was introduced as part of
the 2010 federal budget addressing
qualification for this exemption. This
has created a level of concern in the
marketplace as to what qualifies as a
service of financial intermediation.
Clearly, some supplies remain exempt.
Examples of these include full-service
equity brokerage commissions paid
to mutual fund dealers for the sale of
mutual fund units. Others, however,
have had their exemption removed,
including discretionary investment
management services provided to
individuals, other credit and asset
management services and a range of
telemarketing services.

Developments in prospect
Looking ahead, further upheaval and
debate surrounding the tax status

of financial services companies is
inevitable. Where the harmonised sales
tax is concerned, there has already
been something of a backlash in
British Columbia, with a referendum
on this issue scheduled for June 2011.
This will examine whether or not the
province should return to the earlier
status quo, with a provincial sales tax
sitting alongside the GST, or whether
some new form of tax should be
implemented instead.

Proponents of the new regime argue
that the old provincial sales tax was out
of step with advances in technology and
business processes and that, because

it increased the cost of doing business,
British Columbia was competitively
disadvantaged as a result — both within
Canada and on the world stage. In its
favour, the new HST is widely agreed to
be more efficient and, therefore, more
competitive from a business perspective
—even by businesses (such as financial
services companies) that cannot recover
the HST they pay.

Each of the provinces has introduced
its own environmental levies and
taxes in recent years, and more are
expected as governments develop
their understanding of environmental
concerns and the fiscal levers that can
help to address them. Additional levies
have been introduced by the various
non-governmental bodies tasked with
addressing environmental issues, with
revenues being raised to support their
activities from ‘stewards’, for example
companies that sell products with
environmental impacts into provinces.

Who is taxable?

Canada has a very broad definition of
who is required to register for indirect
taxes. Legal entities falling under the
umbrella of GST and/or HST include
individuals, corporations, partnerships,
trusts and, in some cases, not-for-profit
entities. Registration is less dependent
on the nature of the entity, and more
focused on the definition of commercial
activity (i.e. whether or not the
business is making taxable supplies).
For example, if a holding company

is making taxable supplies, even
though it is predominantly a holding
company, it may either be required to
register — or have the option to register
— depending on whether or not it holds
shares or indebtedness in a wholly-
operating entity.

Exemptions and their impact
Certain items are excluded from GST/
HST, including financial services,
educational services, healthcare services
and goods and services provided by
some not-for-profit entities. These
pockets of exemption, established for
specific policy reasons, tend to add to
the overall complexity of the rules.
From a business perspective, small
business thresholds apply, within which
entities are not required to opt into the
system. From the individual perspective,
credits are provided to compensate
individuals on low levels of income
through transition to the Ontario and
British Columbia HST systems. This is
not an entirely broad base, however.
Certain groceries, pharmaceutical
products and medical devices, for
example, are zero-rated.

Who complies and how?

The tax authorities continue to make
greater use of technology to assist
compliance with the requirement

to file regular GST/HST returns. It
has also now become the norm for
auditors to download significant
amounts of information from taxpayers.
Overall, there is a strong preference
for e-auditing and other data mining
techniques which accomplish a
number of goals for the revenue
authorities, being both more efficient
and comprehensive in scope than
traditional methods allow. The ability
to file electronically did exist prior to
1 July 2010. However, as of that date,
electronic filing has become mandatory
for businesses where taxable revenues
exceed C$1.5 million — because

this is a relatively low threshold,

the level of electronic filing has
increased substantially.



Enforcement is achieved via a
combination of technology and manual
processes. Where the authorities are
actually on-site, the use of software to
perform audits and cross-check data

is standard. An additional manual
level exists — where people file returns
that claim refunds, a desk audit will
generally be triggered automatically.

The consultation process for new
legislation is extensive — at federal
and provincial levels. For example, in
the run up to the recent introduction
of HST in Ontario and British
Columbia, the government undertook
broad outreach to stakeholders via
conference appearances, business focus
groups, dialogue with consultants
and accountants and feedback from
commodity and sales tax experts.

It is, of course, common knowledge that
there is a gap between hypothetical

full compliance with GST and other
indirect taxes, and the actual amounts
collected, with certain industries having
reputations for being particularly
uncooperative. That said, levels of
voluntary compliance are high and

tax evasion and fraud are pursued
aggressively by the CRA and severely
punished, particularly so in the current
economic environment. Legitimate
planning that seeks to take advantage of
any gaps in the legislation is a source of
some tension, and the federal authorities
continue to counter such efforts through
retroactive legislation.

As a general observation, the prevalence
of systems-based processes for
administering GST/HST mean that,
once the initial investment has been
made, the ongoing costs of compliance
and collection are relatively low
(compared to the costs associated with
direct taxation).

Various studies have examined the
impact on compliance costs incurred by
taxpayers in Canada of the removal of
provincial retail sales taxes and their
replacement by the HST. In a study for
the Canadian Institute of Chartered
Accountants (CICA) in 1995, Robert
Plamondon, a recognised authority

on Canadian tax compliance costs,
estimated business compliance costs
for provincial retail sales taxes to be
between CAD $400 million and $700
million nationally*. In a subsequent
study for Revenue Canada in 1999,
based on interviews of businesses
affected by the Atlantic provinces’
harmonisation, Plamondon concluded
that for the vast majority of taxpayers,®
the HST resulted in no additional
compliance costs compared to the GST.
The removal of the provincial retail
sales taxes resulted therefore in a direct
saving to taxpayers of the $400 to $700
million of compliance costs associated
with those taxes.

This data for 1995 for Canada is

not inconsistent with estimates by

the Governments of Ontario and

British Columbia in 2009. In its

budget announcing the Ontario
decision to join the HST system, the
Ontario Government estimated that
harmonisation would save Ontario
businesses more than $500 million a
year in compliance costs. Similarly, the
British Columbia government estimated
compliance costs savings of $150 million
per year for its business sector.
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China’s basic indirect tax
regulations are not overly

complicated

China’s basic indirect tax regulations
are not overly complicated — with

the provisional rules and detailed
implementation rules covering the
three main types of indirect tax
(VAT, Business Tax and Consumption
Tax), containing 154 articles. But
over the years, there have been a
large number of Circulars issued for
additional clarification, and to refine
and adapt the system to fast changing
economic requirements.

There have been a number of significant
changes in China’s indirect tax regime
over the last few years. On 1 January
2009, a new rule was introduced that
shifted the VAT from a production to

a consumption-based tax. And at the
same time there have been changes
introduced to the Business Tax too,
shifting it from a levy applied to onshore
services only, to cover instances where,
if either the service recipient or the
service provider is in China, that service
will now be subject to tax.

Shifting the balance. PwC

A further likely change in the future
will aim to eliminate the inefficiencies
that are created by businesses dealing
with both VAT and Business Tax. VAT is
creditable and Business Tax is not, and
so the tax authorities are examining

the possibility of combining the two in
order to eliminate the inefficiencies that
arise from having the two operating

in parallel. It’s likely that there will

be a pilot programme that will target
specific selected industries that are
currently Business Tax payers and
examine the impact of switching them
to becoming VAT payers only. The initial
indications are that this programme
will be launched this year with a view to
understanding the impact of combining
the two tax systems.
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While there is no confirmed date for this
programme, it’s possible that there may
be a gradual expansion of the scope of
VAT to absorb more Business Tax payers
into the VAT net, and it is arguable that
we may well see the eventual abolition
of Business Tax in favour of a broader-
based VAT. Most businesses would,
conceptually, welcome this change,

as it would increase simplicity and

help to eliminate inefficiencies arising
from multiple layers of tax. Of course,
the details of implementation will
determine the ultimate reception of the
proposed changes.

How broad is the definition of
taxable persons?

VAT applies to the importation and sale
of goods, and the processing, repair
and replacement of goods services.
Business Tax applies to all other services
and the transfer of real and intangible
property. Consumption Tax began as a
tax on luxury goods, but has expanded
to meet environmental aims — but still
only applies to a handful of items. The
thresholds for triggering both VAT and
Business Tax are set very low, which
has the effect of catching virtually all
trading entities within the tax net.

Exemptions and multiple rates
There are some exemptions from VAT
and Business Tax, but these are not
widely available. The key areas are zero
rating for exported goods. And there
are refunds or exemptions available for
a handful of industries that the state

is keen to encourage, for example the
offshore outsourcing industry that can
apply for a Business Tax exemption.
These policies are used as a stimulus
tool as the perceived need arises.

There is no granting of incentives or
benefits to address the potentially
regressive nature of consumption taxes.
Some foodstuffs are available at a
reduced rate of 13 percent, but the vast
majority of goods attract the standard
rate of 17 percent.

Compliance

China is seeing some movement
towards the use of software and online
administration of tax compliance, but
it remains largely a manual process.
For VAT, once a business receives a
licence and applies to register for VAT,
the business has to operate its invoicing
processes within China’s Golden

Tax system.

This system was launched in 1994 and
replaced the manual system where
hand written invoices were issued,

and all businesses still had to purchase
official invoices from the Tax Bureau
and deliver these every month for
verification. The Golden System is an
attempt to ensure that output and input
taxes are effectively reconciled. Each
invoice-issuing business is required to
purchase a dedicated system from the
Tax Bureau to create invoices. These
systems record the details of the invoice
onto an IC card. The data captured on
that card is downloaded into the Tax
Bureau’s system when the taxpayer
makes their monthly return. To achieve
an input credit, the taxpayer used to be
required to take all the physical invoices
to the Tax Bureau for vetting. These

can now be scanned and submitted
online to the Tax Bureau for verification.
Monthly filing of VAT returns remains
manual to a certain extent, requiring a
paper return.

Business Tax is slightly easier to
administer as there is no input credit
available and returns can be filed online.

Enforcement

The tax authorities’ tight control over
the administration of VAT means that,
while the need to carry out frequent or
extensive additional VAT audits may

not be high, these do take place from
time to time. During an audit, the tax
authorities will look at the details of
transactions, such as the nature of the
transaction, whether it should be subject
to Business Tax or VAT, contracting
parties, payments and receipts and
timing of recognition, etc. They will also
look at VAT invoice administration.

Consultation

Taxpayers are now consulted more often
about changes in the law and are being
given more time to adjust to proposed
changes. There are fewer instances of
retroactive legislation than in the past.
Consultation - in the form of discussion
drafts - where it takes place, is focused
on experts from the tax profession and
academia or, if the change applies to a
particular industry, the tax authorities
may seek input from companies in

that sector.



VAT gap

The largely paper-based and manual
system of VAT and Business Tax
processes suggests that there may be a
gap between theoretical receipts from
full participation and actual revenue
collected, though there is no data
available to measure this.

Cost of compliance

The process of compliance with the
Golden Tax system is labour intensive
and requires a number of staff to ensure
that invoices are prepared properly. The
system does not automatically interface
with ERP systems, so larger businesses
are restricted in the efficiencies they
can generate. At the other end of the
spectrum, smaller businesses that may
not contribute significant amounts of tax
have to perform the same processes as
their larger counterparts and may suffer
proportionately higher compliance costs
as a result.

There is a clear understanding that
greater automation would be beneficial
to most taxpayers, but creating a
nationwide system in one of the largest
and most diverse nations in the world
presents major challenges.

Regional redistribution

VAT is a state tax, but 25 percent of
the amount collected is redistributed
locally so there is a strong incentive for
local Tax Bureaus to collect as much as
possible. Business Tax is a 100 percent
local tax.

Shifting the Balance

From 1 January 2008, China’s corporate
income tax rate was reduced from 33
percent to 25 percent. With VAT and
Business Tax rates remaining the same,
there is a clear shift towards indirect
taxes as a source of revenue.



l India

38 Shifting the balance. PwC



Vivek Mishra

Mentioning the introduction of GST
may have seasoned observers of
India’s tax system stifling a yawn.

The firm commitment to introduce
GST in April 2010 and subsequent
delay was followed by an equally firm
commitment for its launch in the same
month in 2011, which has now also been
deferred, with the Indian government
taking a more tentative approach to
communicating progress.

However, it would be unwise for
businesses to take the twice-deferred
introduction as a sign that they can
forget GST in India. The draft GST law
will be published this year, and that
could raise a number of challenges for
businesses in India — particularly those
in highly competitive sectors such as
FMCG - as they begin to prepare for the
change. The implications go far beyond
administrative concerns.

Supply chains that are presently
tax-efficient may well no longer afford
the same efficiencies under the new

GST regime. But making significant
changes to supply chains - the location
of warehouses for example — is likely to
be costly and time consuming. Against
the backdrop of continuing uncertainty
about the date of introduction of GST,
businesses have to grapple with the
question of timing. If they make the
necessary changes in procurement,
supply chain, pricing and so on too early,
and GST is deferred, they would have to
unwind many of the changes they have
made, or lose money each day until GST
is implemented. However, if they are not
prepared, counting on at least one more
deferment of GST, and it doesn’t happen,
they would be caught unawares. So

the questions businesses need to start
asking now is how and when they should
prepare. Timing is going to be critical.



As certainly the single largest tax reform
(and possibly the largest legal reform)
of the last 50 years in India, the move to
introduce GST is an extremely complex
proposition, and this complexity
explains the delay in its introduction.
However, business broadly favours the
move and, as the tax will be introduced
as a two-tier system (operating at both
State and national levels), there is
widespread political support for GST
(although fierce political opposition on
virtually every aspect when we get to
the specifics). So all taxpayers should
start to consider their response to the
changes, as these will be material and
far-reaching.

Who is taxable?

India operates three main forms of
indirect tax: VAT, a service tax and
excise tax. The definition of taxable
persons in India is extremely broad,
applying not only to individuals and
companies, but also to unincorporated
joint ventures, known as “associations
of persons” in which two or more
individuals or companies undertake
business together and - subject to
meeting the relevant thresholds — are
required separately to register and
pay taxes.

Exemptions and their impact

The available exemptions from VAT in
India operate on two distinct levels. The
first is the exemption applied to certain
goods that are most closely associated
with providing basic welfare to the
poorest. These include various drugs
and pharmaceuticals, food grains, some
forms of fuel, milk and so on. While
there is little in the way of concrete data
to test the efficacy of these exemptions,
anecdotal evidence suggests that they
are perceived to be helpful in achieving
welfare goals.

The second area of exemptions applies
to the VAT holidays offered by individual
States to potential large investors. In
1998/9 all of India’s States signed a
contract with the national government
that created disincentives to offer

sales tax holidays to inward investors.
This was achieved by the national
government withholding the equivalent
amount of sales tax as offered by the
holiday - in effect meaning that any
state offering an exemption from sales
tax suffered the loss of revenue twice.
However, since the move to VAT, that
agreement no longer applies, and tax
competition between states has returned
in the form of VAT holidays, with inward
investors using the willingness of some
states to offer a VAT holiday to make
sure that all states offer them.

Multiple rates and their impact
Political considerations and social
concerns about the regressive nature
of consumption taxes make it highly
unlikely that a single rate will apply
across all consumption in India. The
introduction of GST will also start with
different rates. Some goods will be
taxed at 12 percent and others at 20
percent, with services attracting a 16
percent charge. These different rates
will gradually be phased over time to

a single rate of 16 percent for all goods
and services, but the timescale is likely
to be dictated by the extent to which
India’s economic development creates a
broader spread of prosperity, in order to
protect the poorest from the impact of
additional taxes.

Addressing regression

India’s attempts to limit the regressive
nature of VAT has, to date, focused

on providing subsidies for specific
commodities such as kerosene, grains
and fertiliser. However, these have been
seen as driving widespread corruption,
with criminal gangs controlling the
supply — particularly of kerosene — and
taking ruthless action against any
official attempts to loosen their grip.
While accurate data is hard to come

by, it’s estimated that as little as 25
percent of government assistance to
the poor may, in fact, find its way to the
intended beneficiaries.

Consequently, the Indian government
now intends to experiment with

direct cash payments to the poor and
withdraw subsidies to the suppliers of
certain essential goods. Direct cash
payments will be made possible through
the introduction of unique identifying
number (UID) for every individual.
These will, in turn, enable each person
to open a bank account — even for those
in rural areas. Individuals that are
entitled to receive cash payments will be
able to use them to buy the previously
subsidised commodities directly, cutting
out the incentives for corruption created
by the present system.

Who complies and how?

VAT is levied by each state on the sale
of goods, excise duty is levied by the
central government on the manufacture
of goods, and service tax is also levied
from the centre on the supply of
services. The threshold for registration
for each of these taxes is set relatively
low, so only the smallest businesses are
not required to register. States receive

a proportion of the taxes levied and
collected centrally, at a level determined
by the Finance Commission — a body set
up under India’s Constitution.

In general, there are two forms of
administration — manual and electronic
—and the requirement to administer
the tax in one way or another is largely
determined by the size of business.
Most states have moved to mandatory
electronic filing of returns and direct
payment for VAT, though some still
operate with manual processes. At the
centre, all returns and payments for
businesses of any material scale, are
managed electronically.

Enforcement

While administration is handled
electronically, most enforcement
activity remains manual, with
investigations and audits carried

out through an inspection regime.
Availability of data and a lack of the
appropriate systems for risk-based and
analytic techniques, limit the present
scope for electronic auditing techniques.
The move to GST, however, will
introduce greater and more accurate
data gathering. This will enable a more
sophisticated approach to IT-driven
audit and a risk-based approach to
identifying anomalies in returns and
patterns of payment.



Consultation .
The Indian government now routinely The move to introduce

publishes draft laws and changes on GST is certainly the
its website and invites comments from single largest tax reform

stakeholders though the appropriate 2
channels. Changes enacted at state (and possibly the largest

level are less likely to be published in ]egal reform) of the last
50 years in India.

this way, though the influence of the
internet will also inevitably increase
the extent to which changes are more
broadly communicated.

Addressing the gap

While there is considerable concern

in India about the difference between
the size of the official and the ‘real’
economies, actions to address any
discrepancy between the amounts that
should be collected in indirect taxes
and the amounts actually flowing into
the exchequer are at a very low level
of priority. Direct taxation is likely to
account for a far higher proportion

of ‘missing’ revenue, and with some
estimates claiming India’s shadow
economy to be 50 percent of its official
counterpart, other areas are of more
pressing concern.

The cost of collection

Data has been collated on the cost of
collection in India of direct taxes. This
was estimated at 0.66 percent of the
revenue realised in 2009. Indirect taxes
are levied and collected partly by the
Central Government and partly by the
states. Therefore, there has not been any
data collated on the cost of collection

of indirect taxes. However, sources : .. The move to introduce
, !"ff =

have indicated that in their opinion, GSTi 1
the cost of collection of indirect taxes IS an extreme y

is lower than the cost of direct taxes. ' b . complex pI'OpOSitiOIl,

That would indicate that it is less than ) and this complexity

the 0.66 percent applicable in case of ] :
explains the delay in

direct taxes. ToF :

its introduction.
Shift to direct taxes
In the Indian fiscal year 2006-7
(India follows a fiscal year ending 31
March), the overall Tax/GDP ratio was
11.10 percent. Of this, direct taxes
contributed 5.50 percent and indirect
taxes contributed 5.60 percent. In the
year ended 31 March 2011, as per the
budget estimates, the Tax/GDP ratio is
10.80 percent. This consists of direct
tax contributing 6.24 percent and
indirect taxes contributing 4.56 percent.
Therefore, the share of indirect taxes in
terms of overall tax revenues has been
declining over the years.

Shifting the balance. PwC
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Recent interest in Mexico’s tax
landscape has largely focused
on the introduction of the ‘flat
tax’ for businesses (the IETU

or Impuesto Empresarial a Tasa
Unica loosely translated as ‘Flat
Rate Business Tax’) in 2008.

Nevertheless, VAT remains something
of a political football, with parties
debating the merits of applying VAT to
various items, for example medicines
and food. In 2010, VAT rates in Mexico
were raised to 16 percent and 11 percent
from the former 15 percent and 10
percent respectively, and the rates for
some excise taxes to additional products
were also increased.

Other areas of indirect taxation,
especially environmental taxes,

have been much discussed, but few
concrete proposals have been put

in place. Businesses remain largely
reluctant to see the imposition of
specific environmental taxes and
have lobbied effectively against their
rapid implementation.

Shifting the balance. PwC

Businesses are beginning to understand
the need for more effective VAT
planning and are taking a more
proactive approach to ensuring that
their activities and investments take
indirect as well as direct tax into
account. This is partially owing to a
significant increase in assessments

by the revenue authorities in recent
years, as well as a reflection of the VAT
system’s maturity.
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Definition of taxable

Mexico has a broad definition of taxable
persons that covers a wide range of
companies and economic entities.
However, Mexico has a significant
informal economy and many of the
small and medium sized enterprises that
should register for and pay VAT, do not,
in practice, do so.

Exemptions

The situation with regards to
exemptions from VAT is complicated by
a number of factors that are specific to
the Mexican economy. Roughly 5,000
companies operate in Mexico under
the maquiladora system and account
for approximately 65 percent of the
country’s exports. Dating back to the
mid-1960s, the maquiladora system
offers a range of economic incentives
and tax exemptions to companies
operating in dedicated zones. These
were initially sited close to the US
border but over time, have also spread
to Mexico’s interior. Rapid growth in
maquiladora operations followed swiftly
on the heels of the conclusion of NAFTA
in 1994 — with 80+ percent annual
increases in employment recorded in
the five years following the successful
conclusion of NAFTA negotiations.

Magquiladora companies operate under
a complex system of specific exemptions
to account for intra-company and
supply-chain transfers — a number of
which date back a considerable time.
The Mexican tax authorities have
recently assessed a number of these
exemptions to try and prevent any
abuse or the application of allowances
and exemptions in cases where they
should not apply. However, as a
powerful lobby group, the significant
influence enjoyed by the maquiladora
in the Mexican economy has led

to a complex interaction between
legislation, implementation and the
assertion of considerable economic and
political influence.

Mexico’s proximity to the US has driven
the development of a two rate VAT
system in order to protect Mexican
businesses operating close to the border
and potentially competing with their
US equivalents. A lower rate of VAT

(11 percent as opposed to the standard
rate of 16 percent), applies to goods

and services produced by companies

in the border regions. However,

the operation of a dual rate creates
significant complexity (for example
within enterprise resource planning
systems such as SAP and Oracle), for
companies with operations in different
parts of Mexico. There has been
renewed discussion recently about the
desirability of introducing a unified
rate across all States. The imposition of
reduced rates of VAT for some medicines
and food has also been discussed. Both
suggestions face considerable political
opposition and are unlikely to become a
reality in the short to medium term.

Compliance and enforcement
Compliance with VAT remains a
largely manual process. The Mexican
government and tax authorities

are actively pursuing the use of
greater automation and electronic
data, but there has been little in the
way of concrete progress to date.

The tax authorities’ approach is
driven by a ‘form-over-substance’
doctrine that insists upon strict
adherence to administrative rules,
with any deviations, discrepancies
or inconsistencies likely to trigger

an assessment. Auditing remains an
entirely manual process, with little
progress to date in developing risk-based
approaches that deploy information
technology to detect patterns and
anomalies in returns.



Strict application of administrative
procedures is accompanied by an
increasingly aggressive approach from
the tax authorities. This is manifest

in the substantial rise in the number

of assessments being raised against
taxpayers, with many of them being
triggered by what are very minor
deviations from administrative
procedures. Contesting these claims
involves taxpayers (and their advisers)
in what can be lengthy procedures that
can take significant time and resources
to resolve. This aggressive approach

is also evident in the treatment of
applications for refunds, for example,
that can suffer from multiple delays as
a result of insignificant errors in the
claims filing documents.

In the face of significant uncertainty
and the large volume of assessments
being raised, taxpayers are perhaps
understandably keen to see greater
simplicity in the system and greater
clarity in the administrative procedures
relating to VAT compliance. While the
tax authorities appear willing to listen
to the concerns raised by taxpayers,
there are few signs, to date, that any
practical steps are underway to address
complexity and create greater simplicity
and predictability in the way that VAT
compliance is administered. One of the
barriers to significant reform is a lack of
technical expertise and benchmarking
with other OECD countries.

Consultation

The government and tax authorities are
demonstrating a growing willingness
to listen (in line with a growing sense
of democracy and participation across
Mexico) to taxpayers’ representations
on specific issues relating to VAT and its
administration. While that willingness
may not always result in action, there
has been a perceptible shift in the
degree of openness and cooperation that
government authorities are extending
to industry bodies and associations
that represent the views of particular
industries or types of taxpayer.

VAT gap

While there is little in the way of official
analysis of the difference between
theoretical full compliance with VAT
and the amount that is in fact collected,
many observers believe the discrepancy
to be as much as 30 percent. The
informal economy is a significant and
persistent challenge for Mexico, as it is
in many other developing countries.

Shifting the balance

Official figures from the tax office show
revenues from VAT were 504,433.6
million pesos in 2010, 18.8 percent
higher than in the same period in

2009. With regard to the estimate in
the Revenue Act, the VAT was higher
than estimated by 18,878.7 million
pesos. But while VAT remains a major
part of government revenues, it has not
increased in proportion to other taxes.
Its overall increase is due to the rise
in rates.
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18.8%

Revenues from
VAT in 2010 were
18.8% higher
than the same
period in 2009
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VAT in Russia is a significant
source of revenue for the
government and is considered
by businesses as one of the most
complex taxes to administer.

This was indicated in 2005 when
business associations were consulted by
the administration about possible tax
simplification measures. In response,
some businesses suggested the abolition
of VAT as one of the best ways to
achieve simplification. Of course, in the
period between then and today, global
economic troubles have conspired to
make any suggestion of its abolition
unthinkable for the authorities. Since
the financial crisis in 2008, VAT is the
only major tax paid by many loss-
making Russian companies. It remains
a major proportion of government
revenue (22 percent of all tax revenues
administered by the tax authorities),
second only to export customs

duties on hydrocarbons in its total
revenue contribution.

Since 2004, Russia’s main rate of VAT
has lowered from 20 percent to 18
percent. Some basic goods and services
attract a lower rate of 10 percent.

Shifting the balance. PwC

Recent changes in Russia’s indirect
tax landscape include the agreement
of a customs union with Kazakhstan
and Belarus that has specific measures
relating to the payment and collection
of VAT in transactions between the
three countries.

Other developments include the
imposition of a 1 percent levy of

the customs or sales value on the
importation or production of equipment
with audio-visual capabilities. This
measure was created as a means of
trying to compensate IP owners from
the impacts of free playback of digital
films and music. While not strictly
speaking a tax, in practice the levy
applies broadly across a wide range of
imported electronic goods and is widely
perceived as an additional form of
indirect taxation.
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Who is taxable?

Taxable persons are broadly defined
under Russia’s VAT system, with

all legal commercial entities and
individual entrepreneurs required

to register for, and pay, the tax.
However, smaller companies with a
turnover of R60million (approximately
US$2 million) or less can opt to pay a
simplified business tax that effectively
combines business profits tax and VAT.

Exemptions

Russia’s VAT system operates with a
long list of exemptions that includes

a wide range of goods and services.
These range from the common to the
obscure, and include banking and
insurance services, the sale of securities
and medical services. Other items

that are exempt from VAT include the
licensing of software and certain types
of expenditure in relation to research
and development. The lease of premises
to foreign entities from a qualifying
list of countries is also exempt as is

the importation of specific types of
equipment. Some items — including
certain types of food and children’s
clothing, are subject to a lower rate

of 10 percent as a way to balance the
potentially regressive nature of taxes
on consumption.

Compliance and enforcement

The manual and largely paper-based
systems of VAT compliance that are
required of all taxpayers impose a
significant administrative burden.
Dedicated teams are required to
maintain the relevant volumes of
invoices for purchases (input) and

sales (output) VAT. The tax authorities
often maintain a highly formalistic
approach to compliance, insisting on
exact adherence to regulations and may
raise challenges and assessments in
response to even minor deviations from
prescribed processes. The emerging
‘tone from the top’ of the tax authorities
— that is increasingly business-friendly
and consultative — has yet to percolate
through the organisation to the level of

implementation. Here the focus remains

firmly on seeking and identifying
instances of non-compliance.
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There are signs that Russia’s system is
moving towards greater automation and
the exchange of electronic information
between taxpayers and the authorities.
Electronic invoicing is gradually being
introduced and relevant provision is
being made in the VAT regulations.
Various notifications to the tax
authorities may be sent electronically,
and there is a clear desire from the tax
authorities to make greater use of ICT to
increase the efficiency and effectiveness
of tax compliance and collection.

Russia operates as a federation with a
number of federal subjects. However,
VAT is collected centrally as

a federal tax.

Consultation

The tax authorities have established
channels for consultation on new
policies and amendments to the

Tax Code, and business groups and
associations regularly submit their views
and suggestions in this way. The extent
to which these views are taken into
account in the formulation of tax policy
remains open to question.

The VAT gap

There is no specific data collected on
the existence or size of any gap between
theoretical full compliance with VAT
and the amount collected in practice.

Cost of compliance

Russia’s largely manual system of VAT
compliance arguably means that it

is less efficient than systems in other
countries that have moved more rapidly
towards electronic systems. However,
there is little concrete evidence, that as
a manual system, it is noticeably more or
less efficient and costly than comparable
administrations.
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Shifting the balance

The proportion of total tax revenues
(administered by the tax authorities)
attributable to VAT has grown
substantially over the last three years,
from 18 percent in 2008 to 22 percent
in 2010 (2.5 trillion rubles). This
increase needs to be put in the context
of the impact of the economic crisis

— 2009 for example saw a 50 percent
decline in corporate income tax — but
nonetheless demonstrates consistency
with the global trend towards indirect
rather than direct taxes. The largest
contributor to the federal budget —
customs duties — is to a significant
extent, made up of export customs duty
on hydrocarbons (crude oil, natural
gas and oil products) that make up 87
percent of the nearly three trillion rubles
generated in customs revenues.
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Singapore’s system of GST

is broad-based, with few
exemptions and a standard rate of
7 percent applied to the majority
of goods and services.

In many ways it is the exemplar of a
modern GST regime, and the policy of
shifting reliance from direct to indirect
taxation is evident in the proportion of
revenues collected. GST collections have
more than doubled over the last decade.
With every rise in the rate of GST there
is a corresponding adjustment to the
corporate income tax rate, with the rate
having nearly halved (from 33 percent
to 17 percent) since GST was introduced
in 1994.

Shifting the balance. PwC

Taxable persons

Singapore has the highest registration
threshold for taxable persons in the
world. This is currently set at one
million Singapore dollars (US$794,000).
The definition of a taxable person is
fairly broad and refers to anyone who
is required to register under the GST
law provided that they make taxable
supplies in excess of the registration
limit. This also applies to holding
companies that make taxable supplies
in the course of business, such as
management fees and services, and
for public entities that include non-
regulatory supplies similar to those
provided by the public sector. There is
also scope for voluntary registration.
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Exemptions

The only transactions that are exempt
from GST are financial services and the
sale and lease of residential property.
Services such as education and health
and goods such as foodstuffs are treated
as standard-rated supplies.

Singapore’s status as a major financial
centre means that it has adopted an
unusual policy in offering financial
institutions a very high input tax
recovery rate (varying between 76
percent and 96 percent), to offset

the cost of the exemption applied to
financial services. This has the result
that financial institutions are the lowest
net contributor to GST revenues, making
a 4 percent contribution in the last
financial year. However, they are also
the highest contributor to direct taxes.

Multiple rates
One rate (7 percent) applies to all
taxable supplies.

Addressing perceived regression
Singapore fulfils the criteria of a
modern GST, in that it is broad-based,
operates with limited exemptions, and
has one rate that applies to all goods
and services. To address concerns
about the impact on the lower income
members of society, there are a number
of measures in place to deal with

GST’s potentially regressive nature.
The Singapore government uses very
targeted measures, such as rebates and
grants, to alleviate the burden on the
least well-off. There is little economic
data to gauge the efficacy of these
measures, but the government does
provide an annual account of the grants
and subsidies that it makes available.
These grants and subsidies are generally
means-tested and the government also
uses the income tax system to adjust
assessments and effectively return
income to taxpayers.

When the rate of GST was increased

to the present 7 percent in 2007, the

rate of corporate income tax was
simultaneously reduced. When GST was
introduced in 1994 the rate of corporate
tax was 33 percent. Today, with GST at
7 percent, the rate of corporate tax has
nearly halved to 17 percent. So there is
clear evidence of a shift from reliance on
direct to indirect taxes.
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Compliance and enforcement
GST-registered businesses are generally
required to file returns on a monthly or
quarterly basis, with smaller businesses
being able to submit returns every six
months upon application. All returns
are filed electronically one month

after the relevant accounting period.
The payment of the tax is generally
also made electronically, as are refund
payments for input taxes.

The tax authorities are increasingly
able to use the data received from
taxpayers to carry out analysis to

select businesses for audit. The tax
authorities make comparisons with GST
returns and income tax declarations,
and search for unusual trends, as well
as benchmarking between companies
operating in the same sector.

Audit activity has increased in recent
years, and its emphasis has also shifted.
In the past, desk audits were common
with the occasional field visit. Today
there is a greater emphasis on systems,
processes and controls to identify
high-risk businesses. The Singapore tax
office understands that given the scope
of a broad-based GST, it is unlikely that
every business will be able to pick up
errors in every transaction. But with
the right systems in place, businesses
can identify risks of non-compliance
and take appropriate remedial action.
Greater availability of data and more
sophisticated IT-enabled techniques are
driving the development of a smarter
approach by the revenue authorities.

Consultation

The Singapore tax authorities take

a consultative approach to the
development and refining of GST rules,
often making adjustments in order to
provide incentives to areas of particular
focus for development. For example, in
the recent Budget for 2011, the bio-
medical sciences industry was granted
a concession enabling them to bring
materials for clinical trials into the
country free of GST. And this change
was as a direct result of concerns raised
by the industry that the imposition of
GST would create a stumbling block to
Singapore’s ambition to becoming a bio-
medical hub for the region.

Shifting the balance. PwC

GST gap

Singapore’s rate of compliance with the
GST is very high, with the ratio of the
number of businesses that are registered
for GST and the filing rate generally in
the region of 99 percent.

Cost of collection

The Singapore tax office is remarkably
efficient, achieving less than 1 percent
cost of the tax collected, and this
proportion has been maintained for
the last several years. In general terms,
businesses benefit from the tax office’s
efficiency with relatively low costs

of compliance.

Shifting the balance

Singapore is clearly moving towards

a greater reliance on indirect rather
than direct taxes. In the last financial
year, the GST proportion of the total
taxes collected by the Singapore tax
authority was almost 23 percent. In
2000, GST accounted for 12.3 percent.
The proportion has almost doubled in
the last decade. A further indication of
the shift to indirect taxes is the increase
in additional taxes and penalties raised
from indirect tax audits. In the most
recent financial year S$154 million

was collected in additional taxes and
penalties from GST audits, nearly 2.5
times the amount collected from income
tax (personal and corporate) audits
(S$63 million).
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In the first issue of Shifting the Balance
(2007), our report highlighted the
uncertainty that had been introduced
with regards to binding rulings. The
process of reviewing and renewing
rulings is still incomplete, and while
levels of activity have ebbed and flowed
in the interim, all rulings will now have
to be finalised by 1 October 2011. If they
are not renewed by that date they will
cease to apply. It remains to be seen how
smoothly the process to renew rulings
will run.

Little progress has been made with
place of supply rules that were also
flagged in this publication’s first edition,
with the debate — and the inability to
provide definitive practical advice —
about whether foreign IP owners should
register, ongoing. Elsewhere there

have been some changes. Special VAT
provisions have been introduced to
deal with Islamic Finance, for example.
And there has been some introduction
of measures to remove some small
businesses from VAT altogether, with
the introduction of a turnover tax. But
overall there have been few specific
developments in new laws. However,
there has been considerable activity

in issues of interpretation notes and
binding class rulings for particular
industries. These include, for example,
clarification of the treatment of
discounts and rebates for the motor and
FMCG industries.



There has also been a change in the
levying of interest on assessments —
whereby the revenue authorities had
discretion to waive interest where there
had been no loss to the fiscal authorities
—i.e. typically in a group company
scenario. These provisions have been
changed to state that the authorities will
only waive interest where it is ‘beyond
the control of the vendor’. What this
will mean in practice remains unclear,
but is likely to limit the circumstances
in which interest will be waived to
exceptional conditions only (e.g. the
failure of a bank or a natural disaster.)
With a comparatively low rate of 14
percent (unchanged since 1993), it’s
likely that there may be an increase

in the rate of VAT in the near future.
However, there are political constraints
that will apply to any increase, in light
of concerns about the impact on the
poorest citizens.

Some environmental taxes have

been introduced on energy use, CO2
emissions from motor vehicles, and
some items of consumption. But changes
are largely policy-driven, rather than
having a broader fiscal motivation, and
the amounts of revenue in question tend
to be small.

Definition of taxable persons
South Africa’s definition of a taxable
person - a ‘VAT vendor’ - is broad, with
most active entities captured, including
those in the public sector. If holding
companies make taxable supplies they
too need to register. The threshold

for registration is one million RAND
(approx US$150,000) in turnover.

Exemptions

Exported goods and services are zero-
rated. Education remains an exempt
supply but there are proposals to try and
raise VAT on some areas of educational
services. Transport by road and rail
remains excluded from VAT, but there is
an indication that taxis for example, will
be brought under the VAT net.

There is also a list of zero-rated basic
foodstuffs that are aimed at alleviating
poverty. The zero rating for exports has
created some problems with regards

to cross-border activity, with goods
crossing South Africa’s land borders by
road. These have been addressed with
strict documentation requirements.

Rather than offering an ongoing series
of exemptions, rebates or subsidies,

the introduction of VAT in 1991 was
accompanied with structural reforms
that sought to address the potentially
regressive impacts of a consumption tax.
Old age pension, disability allowances
and so on were increased to cushion

the least well-off from the potentially
adverse impacts arising from VAT.

When the recent recession hit South
Africa in 2008, there was a heated
debate about the possibility of extending
the zero-rating to other goods, but the
argument was made that targeting
exemptions would not have the desired
impact. Generally speaking, the tax
system is not seen as an efficient or
effective way to drive benefits to
individuals and particular socio-
economic groups.
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There is a big drive to move towards
comprehensive electronic filing for

all taxpayers. South Africa has a very
effective e-filing system and that has
had a positive impact on compliance.
So, while there is no mandatory
requirement as yet, the overwhelming
majority of large taxpayers file returns
and remit taxes electronically.

There is some evidence that the tax
authorities are using data analysis
techniques to interrogate large
taxpayers’ returns. To date this has not
been on a consistent basis and there is
little feedback as to the outputs or uses
to which data is put once it is collected
by the revenue authority.

The aggressive approach of the tax
authorities continues to increase.
One of the problems experienced by
taxpayers is that an audit can impose
a considerable burden of time and
resource. An audit is likely to involve
continuous requests for information
and an emphasis on ‘form over
substance’ in the way that audits are
handled, can result in lengthy and
inefficient procedures — particularly
for multinationals that may have to
retrieve documents from across their
global operations in order to satisfy the
revenue authority’s requests.

SARS is increasingly taking, in common
with tax authorities around the world,
arisk-based approach that allocates a
risk profile to taxpayers derived from
their compliance record, sophistication
of tax management systems, reporting
systems and so on, in order to allocate
them a profile that will inform the
revenue authority’s future approach. In
response, multinational companies have
tended to include South Africa in their
Sarbanes-Oxley procedures to establish
and test relevant controls and there is a
general increase in the awareness and
sophistication with which company
Boards now approach tax.

In spite of a more aggressive approach
to audit and enforcement, the tax
authorities (the Treasury for policy and
SARS for implementation) have been
taking a decidedly more consultative
approach to framing new policies, new
laws and their own interpretation. A
more inclusive approach is increasingly
evident across the board, with a greater
willingness to engage, reasonable
timeframes for consultations, more
scope for negotiation and generally
more openness across the system.

There is no reliable data available as to
the size of any VAT gap, but given the
considerable number of businesses with
turnovers below RAND 1 million and a
significant informal trade sector, there
is likely to be a high degree of missing
revenue. A number of programmes have
been enacted to allow companies and
individuals to amend ‘errors’ in previous
tax submissions, without excessive
penalties being levied against them.

SARS estimates that their cost of
collection across all taxes is 1.03 cents
for every RAND collected. In the
absence of major consulting costs or
the expense of dealing with a major
case, compliance with VAT is seen

as relatively straightforward and
comparatively low cost. Periodicity

of returns depends on the size of

the business, but there are cashflow
implications that need to be balanced
against the lower costs associated with
less frequent returns for businesses with
lower turnover.

Largely owing to the comparatively low
rate of VAT (14 percent), the proportion
of taxes attributable to indirect taxes has
gradually decreased.
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Steven Coleclough

The UK’s VAT regime continues
to operate with a number of
historical idiosyncrasies that
differentiate it in some ways from
most other EU Member States.

These are chiefly connected with While there have been no significant
the high VAT threshold that sees new areas of taxation in recent years
many smaller businesses in the UK in the UK, it is likely that consumption-
not required to register for VAT and based taxes that are broadly-based will
the persistence of zero-rating for form a major element of tax policies
VAT that applies to a wide range of moving forward. The introduction of
consumer items. new environmental taxes also look set
to move higher up the political agenda
The recent recession and the need to as governments around the world aim to
address a large fiscal deficit have seen tackle the triple challenges of a shift to
the rate of VAT move up and down a low carbon economy, energy security
twice in as many years. The VAT rate and fiscal deficits in the context of a
now stands at 20 percent. In common volatile market-based carbon price.

with many other governments around
the world, the UK faces the challenging
task of securing tax revenues from
increasingly global (and mobile) capital
and businesses and this will increasingly
shape tax policies.
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Who is required to register?

The UK is very unusual among EU
member states, in having a high
threshold for VAT registration. This
allows up to £73,000 of turnover before
businesses become liable to charge

VAT. This is in marked contrast to other
countries in the EU that include nearly
all businesses within the VAT net. When
the European Council of Ministers
introduced a measure to exempt small,
labour-intensive businesses providing
services such as window cleaning,
gardening and so on, there was no need
to implement this in the UK owing to the
existing high threshold.

Exemptions also apply to public

bodies, though this is an area of some
contention as it arises from a time when
many services now provided by the
private sector in the UK were under state
ownership. Holding companies have
also been subject to litigation in order to
challenge their VAT status and prevent
them from recovering input tax.

Exemptions

The main exemptions from VAT in the
UK are financial services, housing,
public sector and not for profit or
charitable organisations. The existence
of exemptions in the UK — many of
which exist for historical reasons and
were applied in contexts that are very
different from today — is a continued
source of contention. As the UK has
only one land border with another

EU member state (the Republic of
Ireland), the distortions that are created
by exemptions have a less obvious
impact than in mainland Europe,
where proximity to other countries
makes shopping around a relatively
straightforward proposition.

The UK has three rates of VAT:

0 percent, 5 percent and 20 percent.
Here again, the zero-rating on certain
items (children’s clothing for example),
dates back to the UK’s accession to the
EU in 1973 and is a direct incorporation
from the Purchase Tax that VAT
replaced. While it is anomalous within
the broader European context, the
zero-rating is seen as almost politically
untouchable in the UK. A reduced rate
of 5 percent applies to some goods and
services including energy supplies and
building renovations. The remainder
of goods and services are taxed at

20 percent.

Pressure for reform across the EU calls
for a simplified regime with fewer
differentials in rates. How willing the
UK’s politicians of any ideological bent
will be to give up zero-rating remains
very much open to question.

Addressing regression

The objections to removing zero-rating
stem from a concern about the
regressive nature of consumption taxes.
The UK s not alone in having to find
ways to address those concerns. Doing
so effectively will be a major element
of any reform that tries to make VAT

a broader-based system of taxation.
Whether current exemptions and
reduced rates are an effective way of
achieving balances within the system is
open to question. The extent to which
changes at the margin have an impact
on consumer behaviour is unclear.
When the European Commission
looked into the impact of making small
labour intensive business exempt from
VAT, it found no discernible change

in economic behaviour. However, the
immense complexity of balancing

a broadening of the taxable base

with concerns about redistribution
will require integrated reform of tax
and benefits.



Compliance and enforcement
Another unique aspect of the UK’s VAT
system is the quarterly system of returns
as opposed to the monthly returns
required by other Member States. The
UK also allows smaller businesses to
make annual returns.

The UK Government is strongly
committed to making all processes
fully electronic by 2012. From 1 April
2010, all returns now have to be made
electronically®. While this should make
processes simpler, there are question
marks over the capability of the UK
broadband infrastructure - that is
patchier than many of its European
counterparts — to support a fully digital
and online process.

Changing the way that information is
exchanged between taxpayers and the
tax authorities opens the door to new
IT-based enforcement methods. These
will enable far greater transparency,
allow for benchmarking and comparison
and use real-time data analysis and
interrogation to search for anomalies
and patterns in returns that may
indicate non-compliance. However,
while is it certainly the case that HMRC
is keen to adopt these methods, the scale
of the IT challenge to create the right
systems should not be underestimated.
It is likely to be a number of years before
all taxpayer records and compliance
processes will be managed digitally.

Large businesses have been adding to
their VAT teams with senior hires often
from the profession. This indicates the
increased complexity that taxpayers
experience in ensuring that they are
compliant with VAT.

Consultation

The largest ever European consultation
on the reform of VAT will conclude at
the end of May 2011. The feedback
from UK business is very clear in its
requirements. In essence, businesses
want a simple and easy to implement
tax system that is as predictable, easy to
manage and comply with as possible.

8Businesses with turnover below £100,000 as at 1 April
2010 can file paper returns until April 2012.

VAT gap

The existence of a sizeable and,
according to official figures, growing
gap between what is collected in VAT
and the Treasury estimates of the
amount that full compliance should
deliver, is open to some considerable
debate. While inevitably there is a
difference between the two figures,

the estimated scale of the disparity

has been disputed and the approach

to modelling that is used by HMRC to
calculate the gap may need revisiting.
The size of the UK’s financial sector
and the ability of global financial
institutions to recover more VAT than is
reflected in current government models
may be a major missing element from
Treasury calculations.

Shifting the balance
In common with many other countries,
the UK has a major deficit to address.
The importance of VAT and other
indirect revenues as part of the
government’s fiscal armoury is likely
to grow, particularly in light of direct
tax policies designed to ensure the
UK’s competitiveness as an investment
destination for global businesses.

Three UK VAT Rates
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Tom Boniface

The US is the only major economy in
the developed world that does not have
a broad-based federal consumption tax
such as GST or VAT. And while there

is no official policy towards adopting
such a measure, the possibility of its
introduction is beginning to be more
widely discussed. The reason for this

is simple. The scale of the US deficit is
such that action is going to be required
to address it soon. In 2009 the US
fiscal deficit topped $1.41 trillion and
is estimated to reach more than $1.48
trillion in 2011 under present law.

At approximately 10 percent of US

GDP, the United States is already
approaching levels that have seen other
economies around the world run into
major economic woes. Of course the
specific circumstances of each country
make it hard to draw comparisons based
on deficit ratios alone. However, the
OECD’s analysis shows the US at levels
that are very close to those of Ireland
and Greece. At 62 percent of GDP, the
US $10 billion of public debt is not yet
close to Greece and Ireland (144 percent
and 94 percent respectively) but the
numbers — and their projected growth —
are causing serious concern. Discussions
about possible remedies are both grave
and urgent.



A number of prominent commentators,
politicians past and present, ex-chair

of the Federal Reserve Alan Greenspan
among them, have suggested that the
introduction of a VAT or GST may be

the “least worst” option open to the

US government as a means of raising
revenue to combat the soaring deficit.
However, popular and therefore political
opposition to such a move is strong

and splits roughly along party lines.
Republicans generally reject the notion
that additional taxation is desirable in
any form, and Democrats are concerned
about the perceived regressive nature of
broadly-based consumption taxes.

President Obama created the National
Commission on Fiscal Responsibility
and Reform with the specific aim of
investigating a wide range of means to
reduce the deficit. Although a number
of Commissioners recommended a
Federal consumption-based tax as an
important component of overall tax
reform, aimed at increasing revenue, it
was not included in the Commission’s
final report. Introduction of an ‘add on’
consumption tax without elimination
of the income tax was unacceptable to
some Commissioners who feared this
would enable an expansion of the size of
federal government. With Democratic
control of the Presidency and the Senate
and Republican control of the House,

a cross-party consensus would be the
only feasible route for adopting a VAT,
and that appears an extremely distant
possibility in the foreseeable future.

Outside the political arena, however,
there is a growing consensus among
economists and academics that a VAT

or a GST could be an effective means of
raising additional revenue to address
the deficit. The Congressional Research
Service estimates that each percentage
point of a broad-base VAT would raise in
the region of $50 billion annually over
the FY 2012-2021 period. In his book,
‘100 Million Unnecessary Returns’,
Michael Graetz, Professor of Law at
Columbia University, has suggested
combining a broad-based VAT at a rate of
between 10 percent and 14 percent with
reduction in the top individual corporate
rates and exclusion of taxpayers earning
below $100,000 from the individual
income tax system, as well as additional
tax changes.

Businesses appear divided in their
views, and those are largely determined
by the extent to which specific sectors
see themselves as susceptible to
additional costs and eroding margins,
arising from the introduction of VAT or
GST. Retailers, for example, are likely
to be strongly opposed. Others see it

as the ‘least bad’ answer, in view of the
possible alternatives, such as increased
corporate income taxation.

What is certain, however, is that the
growth in the US deficit and public
debt are seen by many to be reaching
unsustainable levels. Objections,
whether ideological or pragmatic, to
the introduction of a new consumption-
based tax may start to seem of minor
importance when compared to the
scale of the problem that needs to be
addressed. PwC will continue to monitor
what is an increasingly urgent debate.



There is a growing consensus
among economists and
academics that VAT or a GST
could be an effective means of
raising additional revenue to

address the deficit



.\..‘
.

The impact of
VAT compllance
on business:.

66 Shifting the balanc

Value Added Tax (VAT)
is now the most common
form of consumption tax
system used around the
world. However, while
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PwC has recently undertaken some
further research to look in more detail at
the differences in the time required for
VAT compliance in different countries,
and to go some way to understanding
what drives this. In addition to data
collected as part of the Paying Taxes
2010 study, further data was collected
from 30 of the 156 economies in the
study which had a VAT or similar value
added consumption tax system. These
economies were representative across
the range of results for the time required
for VAT compliance activities.

The results of the research are available
at www.pwc.co.uk/pdf/PwC_VAT_
Compliance_survey_2010.pdf

In summary, the results show that:

e Onaverage it takes the case study
company longer to comply with VAT
than it does to comply with corporate
income tax.

e The time needed to comply varies
considerably around the world even
between neighbouring countries.

* VAT compliance tends to take less
time in countries where the tax is
administered by the same tax
authority as the one which deals
with corporate income tax.

* Onaverage it takes less time to
comply where companies use online
filing and payment for VAT.

e The frequency and length of VAT
returns impacts the time it takes
to comply.

e The requirement to submit invoices
or other documentation with the
return adds to compliance time.

Our research shows that different
administrative practices and the way
in which VAT is implemented are key
reasons for the wide range in hours
that it takes our case study company
to comply with VAT requirements.
Streamlining the compliance burden
and reducing the time needed to
comply is important for VAT systems
to work efficiently.

The time needed varies by region

It takes less time on average in countries where business uses online filing and payment

The frequency at which VAT returns are required impacts the time to comply

The more extensive/long the tax returns, the more time is needed
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VAT contacts

Country Telephone

+213 (0) 5 55 61 55 16
+33 (0) 6 08 33 16 57 (fixe)

Algeria Stéphane Henrion +33 156 57 41 39
(Landwell & Associés,
correspondant law firm of PwC France)

Bulgaria Nevena Haygarova +359 895 449 560 nevena.haygarova@bg.pwc.com
+359 2 91003
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VAT contacts

Country Telephone e-mail address

Equatorial Guinea +240 27 38 41 sebastien.lechene@ga.pwc.com
+240 09 14 34

+33 156 57 43 07
+33 6 07 84 53 95

+504 553 3060
+504 3391 4057

Hungary Tamas Locsei +36 1461 9358 tamas.locsei@hu.pwc.com

Iceland ........................................... E I|nArnadott|r ......................................... + 3545505322 ..................................... e I|narnadott|r@|spwccom .................................

Ind|aV|vekM|shra ............................................ + 91(124)3306518V|vekm|shra@|npwccom ...................................
+91 95910 51000

Indone3|aAbdu||ahAZ|s .......................................... + 62215212901 .................................... ; bdullahaas@|dpwccom ..................................

+62 21 52890601
+62 818 938034 (mobile)
+62 21 5212901 (ext. 90851)

Iran Behzad Feizi +98.21.88 90 20 47 b.feizi@agahan.co.ir
+98.912.124 0 793 (mobile)

Kazakhstan +7 (727) 295 4502
+7 701 2219065
Kazakhstan +7 727 298 0623
+7 701 512 3492
Kenya Phillip Korir +254 711 600 822
+254 20 285 5472
Korea - South Dong-Keon Lee +82 2 709 0561
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VAT contacts

Country Telephone e-mail address

Misheck Msiska +26 5 1820 322
+26 5 1820 565
+26 5 1820 446

Monaco Stephen Dale +33 1 5657 4161 stephen.dale@fr.landwellglobal.com
(Landwell & Associés,
correspondant law firm of PwC France)

+7 (727) 298-0448 sebastian.merriman@mn.pwc.com
+7 (701) 223-5636

Stéphane Henrion +33 1 5657 4139
(Landwell & Associés,

correspondant law firm of PwC France)
Joao Martins +258 21 307 620

+972 (052) 2344 688
+972 2 532 6660 (ext.21)
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VAT contacts

Country Name Telephone e-mail address

Tanzania Rishit Shah +255 22 213 3100 (ext. 3116) rishit.shah@tz.pwc.com
+255 22 219 2216

Tha||an d ......................................... D ar|kaSo ponawat ................................... + 662 3441015 ..................................... d arlkasoponawat@thpwccom ..........................
Tr|n|dad&TobagoA||ysonWest ............................................ + 18686231361(ext173) ................... ; IIysonwest@ttpwccom ....................................
Tun|s|a ........................................... M abroukMaaIaou|0021671963900 ............................... m abroukmaalaoul@tnpwccom .........................
Tu r ke y ............................................ C en k UIu .................................................. + 90 212 . 355 58 52 ................................ C enkulu@ trpwc C o m ...........................................
Turkmemstan ................................. J amsh|dJuraev ....................................... + 99871'1206'101jamshld]ul’aev@uzpwccom ...............................
Uganda .......................................... F ranc|sKamulegeya ................................ + 256414236018franc|skamu|egeya@ugpwccom .......................
UkrameV|ktor|aTymoshenko ............................... + 380444906777wktonatymoshenko@uapwccom .....................

+380 95 282 44 22

John M. Cooney
(Sales & Use Tax partne

+260 1 22809/22810
+260 21 123 87 62 (220 782, 220 778)
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Customs contacts

Country Name Telephone e-mail address

Marc Veuillot +33 156 57 45 49 marc.veuillot@fr.landwellglobal.com
(Landwell & Associés, +212 22 95 38 86
correspondant law firm of PwC France)

Algeria Guy Le Gall +33 156 57 44 22 guy.le.gall@fr.landwellglobal.com
(Landwell & Associés,
correspondant law firm of PwC France)

+971 4 304 3100 (ext.317)
+971 50 943 4491

+359 895 449 560
+359 2 91003

62 30
+237 99 96 22 02
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Customs contacts

Country Telephone e-mail address

France Patricia More +33 156 57 43 07 patricia.more@fr.landwellglobal.com
+33 6 07 84 5395

Honduras +504 553-3060
+504 9953 2834
Hong Kong Colbert Lam +852 2289 3323
Hungary Tamas Locsei +36 1 461 9358
Iceland Elin Arnadottir +354 550 5322
India Vivek Mishra +91 (124) 330 6518
+91 95910 51000
Indonesia Enna Budiman +62 21 528 990 734
+62 21 521 2901 (ext. 90734)
Iran Behzad Feizi +98.21.88 90 20 47

+98.912.124 0 793 (mobile)

+971 4 304 3100 (ext.317)
+971 50 943 4491

(876) 932 8423
(876) 361 0312

+7 (727) 295 4502
+7 701 2219065

+7 727 298 0623
+7 701 512 3492

+971 4 304 3100 (ext.317)
+971 50 943 4491
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Customs contacts

Country Name Telephone e-mail address

Malawi Misheck Msiska +26 5 1820 322 misheck.msiska@mw.pwc.com
+26 5 1820 565
+26 5 1820 446

Monaco Guy Le Gall +33 156 57 44 22 guy.le.gall@fr.landwellglobal.com
(Landwell & Associés,
correspondant law firm of PwC France)

Mongolia Sebastian Merriman +976 11 329088 ext.2016 sebastian.merriman@mn.pwc.com
+976 99024387

Montenegro Nebojsa Jovanovic +381 11 3302100 nebojsa.jovanovic@rs.pwc.com

Morocco Guy Le Gall +33 156 57 44 22 guy.le.gall@fr.landwellglobal.com

(Landwell & Associés,
correspondant law firm of PwC France)

+971 4 304 3100 (ext.317)
+971 50 943 4491

+972 (052) 2344 688 wael.h.saadi@ps.pwc.com
+ 972 2 532 6660 (ext.21)

+66 2 344 1305
+66 81 827 4791

+48 2 25 234 837 hubert.jadrzyk@pl.pwc.com
+351225433274 .................................. m anamanuelasnvewa@ptpwccom ...................
+97143043100(ext317)Jeremygray@aepwccom ....................................

+971 50 943 4491
+40212028688 ................................. d an|e|anghel@ropwccom ..................................
+74959676223 .................................. m arlnavolkova@rupwccom ...............................
+390291605100 ................................ n |co|abrogg|@|tpwccom ...................................
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Customs contacts

Country Name Telephone e-mail address

Saudi Arabia Jeremy Gray +971 4 304 3100 (ext.317) jeremy.gray@ae.pwc.com

+971 50 943 4491

Spain Pilar Salinas +34 91 568 45 35
(Landwell & Associés,
correspondant law firm of PwC France)

Tanzania Rishit Shah +255 22 2133100 (ext. 3116) rishit.shah@tz.pwc.com
+255 22 2192216
Thailand Paul Sumner +66 2 344 1305 paul.sumner@th.pwc.com
+66 81 827 4791
Trinidad & Tobago Allyson West +1 868 623 1361 (ext. 173) allyson.west@tt.pwc.com
Tunesia Guy Le Gall +33 156 57 44 22 guy.le.gall@fr.landwellglobal.com

(Landwell & Associés,
correspondant law firm of PwC France)

United Arab Emirates Jeremy Gray +971 4 304 3100 (ext.317) jeremy.gray@ae.pwc.com
+971 50 943 4491

Zambia Jyoti Mistry +260 1 228809 jyoti.mistry@zm.pwc.com
(228810/220782/220778)
+260 21 123 87 62

Zimbabwe Chris Noble +263 4 338362/368 chris.noble@zw.pwc.com
+263 4 0912 327 940 (mobile)

78






WWWw.pwc.com/tax

PwC firms provide industry-focused assurance, tax and advisory services to enhance value for their clients. More
than 161,000 people in 154 countries in firms across the PwC network share their thinking, experience and solutions
to develop fresh perspectives and practical advice. See www.pwc.com for more information.

This publication has been prepared for general guidance on matters of interest only, and does not constitute
professional advice. You should not act upon the information contained in this publication without obtaining specific
professional advice. No representation or warranty (express or implied) is given as to the accuracy or completeness
of the information contained in this publication, and, to the extent permitted by law, PricewaterhouseCoopers does
not accept or assume any liability, responsibility or duty of care for any consequences of you or anyone else acting,
or refraining to act, in reliance on the information contained in this publication or for any decision based on it.

© 2011 PwC. All rights reserved. Not for further distribution without the permission of PwC. “PwC” refers to the
network of member firms of PricewaterhouseCoopers International Limited (PwCIL), or, as the context requires,
individual member firms of the PwC network. Each member firm is a separate legal entity and does not act as agent
of PWCIL or any other member firm. PwCIL does not provide any services to clients. PwCIL is not responsible

or liable for the acts or omissions of any of its member firms nor can it control the exercise of their professional
judgment or bind them in any way. No member firm is responsible or liable for the acts or omissions of any other
member firm nor can it control the exercise of another member firm’s professional judgment or bind another
member firm or PwCIL in any way.

Design Services 26343 (04/11).



