
Paying 
Taxes 
2014

Paying Taxes 2014: The global picture
A comparison of tax systems in 189 
economies worldwide 

www.pwc.com/payingtaxes



138 Paying Taxes 2014

Appendix 1

138 Paying Taxes 2014

Methodology and 
example calculations for 
each of the Paying Taxes 
sub-indicators



139Appendix 1: Methodology

Paying Taxes records the taxes and 
mandatory contributions that a 
medium-size company must pay in a 
given year as well as measuring the 
administrative burden of paying taxes 
and contributions. The project was 
developed and implemented as part 
of the Doing Business project by the 
World Bank and IFC in cooperation 
with PwC. Taxes and contributions 
measured include the profit or 
corporate income tax, mandatory 
contributions and labour taxes paid by 
the employer, property taxes, property 
transfer taxes, dividend tax, capital 
gains tax, financial transactions tax, 
waste collection taxes, vehicle and 
road taxes, and any other small taxes 
or fees. 

Paying Taxes measures all taxes and 
contributions that are government 
mandated (at any level – federal, 
state or local) and that apply to the 
standardised business and have an 
impact in its financial statements. In 
doing so, Paying Taxes goes beyond 
the traditional definition of a tax. As 
defined for the purposes of government 
national accounts, taxes include only 
compulsory, unrequited payments 
to general government. Paying Taxes 
departs from this definition because it 
measures imposed charges that affect 
business accounts, not government 
accounts, the main difference relates 
to labour contributions. The Paying 
Taxes measure includes government-
mandated contributions paid by the 
employer to a requited private pension 
fund or workers’ insurance fund. 
The indicator includes, for example, 
Australia’s compulsory superannuation 
guarantee and workers’ compensation 
insurance. For the purpose of 
calculating the Total Tax Rate (defined 
below), only taxes borne are included. 

For example, value added taxes are 
generally excluded (provided they are 
not irrecoverable) because they do 
not affect the accounting profits of the 
business – that is, they are not reflected 
in the income statement. They are, 
however, included for the purpose of 
the compliance measures (time and 
payments), as they add to the burden of 
complying with the tax system.

The Paying Taxes study uses the 
Doing Business case scenario to 
measure the taxes and contributions 
paid by a standardised business 
and the complexity of an economy’s 
tax compliance system. This case 
study scenario uses a set of financial 
statements and assumptions about 
transactions made over the course of 
the year. In each economy tax experts 
from a number of different firms 
(including PwC) compute the taxes and 
mandatory contributions due in their 
jurisdiction based on the standardised 
case study facts. Information is also 
compiled on the frequency of filing 
and payments, as well as on the time 
taken to comply with tax laws in an 
economy. To make the data comparable 
across economies, several assumptions 
about the business and the taxes and 
contributions are used.

The World Bank and IFC overall 
ranking for the ease of paying taxes 
is the simple average of the percentile 
rankings for each of the sub-indicators, 
but a threshold is applied to the Total 
Tax Rate. The threshold is defined 
as the highest Total Tax Rate among 
the top 15% of economies in the 
ranking on the Total Tax Rate. It is 
calculated and adjusted on a yearly 
basis. This year’s threshold is 25.5%. 
All economies with a Total Tax Rate 
below this threshold receive the same 
score as the economy at the threshold. 
The threshold is not based on any 
economic theory of an “optimal tax 
rate” that minimises distortions or 
maximises efficiency in the tax system 
of an economy overall. Instead, it 
is mainly empirical in nature, set 
at the lower end of the distribution 
of tax rates levied on medium-size 
enterprises in the manufacturing 
sector as observed through the Paying 
Taxes sub-indicators. This reduces 
the bias in the sub-indicators toward 
economies that do not need to levy 
significant taxes on companies like the 
Doing Business standardised case study 
company because they raise public 
revenue in other ways – for example, 
through taxes on foreign companies, 
through taxes on sectors other than 
manufacturing or from natural 
resources (all of which are outside the 
scope of the methodology).
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Assumptions about the business
The business:

• Is a limited liability, taxable 
company. If there is more than one 
type of limited liability company 
in the economy, the limited 
liability form most common among 
domestic firms is chosen. The 
most common form is reported 
by incorporation lawyers or the 
statistical office.

• Started operations on 1 January  
2011. At that time the company 
purchased all the assets shown 
in its balance sheet and hired all 
its workers.

• Operates in the economy’s largest 
business city.

• Is 100% domestically owned and 
has five owners, all of whom are 
natural persons.

• At the end of 2011, has a start-
up capital of 102 times income 
per capita.

• Performs general industrial or 
commercial activities. Specifically, 
it produces ceramic flowerpots 
and sells them at retail. It does not 
participate in foreign trade (no 
import or export) and does not 
handle products subject to a special 
tax regime, for example, liquor 
or tobacco.

• At the beginning of 2012, owns 
two plots of land, one building, 
machinery, office equipment, 
computers and one truck and leases 
one truck.

• Does not qualify for investment 
incentives or any benefits apart 
from those related to the age or size 
of the company.

• Has 60 employees – 4 managers, 
8 assistants and 48 workers. All 
are nationals, and one manager is 
also an owner. The company pays 
for additional medical insurance 
for employees (not mandated by 
any law) as an additional benefit. 
In addition, in some economies 
reimbursable business travel and 
client entertainment expenses are 
considered fringe benefits. Where 
applicable, it is assumed that the 
company pays the fringe benefit tax 
on this expense or that the benefit 
becomes taxable income for the 
employee. The case study assumes 
no additional salary additions for 
meals, transportation, education 
or others. Therefore, even when 
such benefits are frequent, they 
are not added to or removed 
from the taxable gross salaries 
to arrive at the labour tax or 
contribution calculation.

• Has a turnover of 1,050 times 
income per capita.

• Makes a loss in the first year of 
operation.

• Has a gross margin (pre-tax) of 
20% (that is, sales are 120% of the 
cost of goods sold).

• Distributes 50% of its net profits as 
dividends to the owners at the end 
of the second year.

• Sells one of its plots of land at 
a profit at the beginning of the 
second year.

• Has annual fuel costs for its trucks 
equal to twice income per capita.

• Is subject to a series of detailed 
assumptions on expenses and 
transactions to further standardise 
the case. All financial statement 
variables are proportional to 
income per capita. For example, 
the owner who is also a manager 
spends 10% of income per capita 
on travelling for the company 
(20% of this owner’s expenses 
are purely private, 20% are for 
entertaining customers and 60% for 
business travel).

Assumptions about the taxes 
and contributions
• All the taxes and contributions 

recorded are those paid in the 
second year of operation (calendar 
year 2012). A tax or contribution 
is considered distinct if it has a 
different name or is collected 
by a different agency. Taxes and 
contributions with the same name 
and agency, but charged at different 
rates depending on the business, 
are counted as the same tax or 
contribution.

• The number of times the company 
pays taxes and contributions in 
a year is the number of different 
taxes or contributions multiplied 
by the frequency of payment (or 
withholding) for each tax. The 
frequency of payment includes 
advance payments (or withholding) 
as well as regular payments 
(or withholding).
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The Paying Taxes sub-indicators
Total Tax Rate
The Total Tax Rate measures the 
amount of taxes and mandatory 
contributions borne by the business in 
the second year of operation, expressed 
as a share of commercial profit. Paying 
Taxes 2014 reports the Total Tax Rate 
for calendar year 2012. The total 
amount of taxes borne is the sum of all 
the different taxes and contributions 
payable after accounting for allowable 
deductions and exemptions. The taxes 
withheld (such as personal income 
tax) or collected by the company 
and remitted to the tax authorities 
(such as value added tax, sales tax or 
goods and service tax) but not borne 
by the company are excluded. The 
taxes included can be divided into 
five categories: profit or corporate 
income tax, mandatory contributions 
and labour taxes paid by the employer 
(in respect of which all mandatory 
contributions are included, even 
if paid to a private entity such as a 
requited pension fund), property taxes, 
turnover taxes and other taxes (such as 
municipal fees and vehicle taxes).

The Total Tax Rate is designed to 
provide a comprehensive measure 
of the cost of all the taxes a business 
bears. It differs from the statutory 
tax rate, which merely provides the 
factor to be applied to the tax base. 
In computing the Total Tax Rate, 
the actual tax payable is divided by 
commercial profit. 

The Total Tax Rate calculation for Russian Federation
RUR ‘000 RUR ‘000

Profit before tax (PBT) 5,006

Addback above the line taxes borne:

Social security insurance 286

Accidents tax 246

Pension fund contribution 2,169

Federal obligatory medical insurance fund contributions 503

Property tax 407

Transport tax 9

Land tax 114

3,734

Profit before all taxes borne/commercial profit 8,740

Corporate income tax on PBT after necessary adjustments (699)

Above the line taxes borne (3,734)

Total taxes borne (4,433)

Profit after tax 4,307

Total Tax Rate = Total taxes borne/commercial profit 50.7%
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Commercial profit is essentially net 
profit before all taxes borne. It differs 
from the conventional profit before 
tax, reported in financial statements. 
In computing profit before tax, many 
of the taxes borne by a firm are 
deductible. In computing commercial 
profit, these taxes are not deductible. 
Commercial profit therefore presents 
a clear picture of the actual profit of a 
business before any of the taxes it bears 
in the course of the fiscal year. 

Commercial profit is computed as 
sales minus cost of goods sold, minus 
gross salaries, minus administrative 
expenses, minus other expenses, 
minus provisions, plus capital gains 
(from the property sale) minus interest 
expense, plus interest income and 
minus commercial depreciation. To 
compute the commercial depreciation, 
a straight-line depreciation method 
is applied, with the following rates: 
0% for the land, 5% for the building, 
10% for the machinery, 33% for 
the computers, 20% for the office 
equipment, 20% for the truck and 10% 
for business development expenses. 
Commercial profit amounts to 59.4 
times income per capita.

The methodology for calculating the 
Total Tax Rate is broadly consistent 
with the Total Tax Contribution 
framework developed by PwC and 
the calculation within this framework 
for taxes borne. But while the work 
undertaken by PwC is usually based 
on data received from the largest 
companies in the economy, Doing 
Business focuses on a case study for a 
standardised medium-size company.

In Paying Taxes 2014, there has been 
a methodology change for fuel tax. 
Fuel taxes are no longer being included 
in the Total Tax Rate calculation 
because of the difficulty of computing 
these taxes in a consistent way across 
all economies covered. The fuel tax 
amounts are in most cases very small, 
and measuring these amounts is often 
complicated because they depend on 
fuel consumption. The impact on the 
Total Tax Rate is not considered to be 
material, and to ensure consistency in 
the trends all prior year data has been 
adjusted. The fuel tax is still included 
in the number of payments sub-
indicator to recognise the existence  
of the tax. 
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Tax payments
The tax payments sub-indicator 
reflects the total number of taxes and 
contributions paid, the method of 
payment, the frequency of payment, 
the frequency of filing and the 
number of agencies involved for this 
standardised case study company 
during the second year of operation. 
It includes taxes withheld by the 
company, such as sales tax, value 
added tax and employee-borne labour 
taxes. These taxes are traditionally 
collected by the company from the 
consumer or employee on behalf of 
the tax agencies. Although they do 
not affect the income statements 
of the company, they add to the 
administrative burden of complying 
with the tax system and so are included 
in the tax payments measure.

The number of payments takes into 
account electronic filing. Where 
full electronic filing and payment 
is allowed and it is used by the 
majority of medium-size businesses 
in the economy, the tax is counted 
as paid once a year even if filings 
and payments are more frequent. 
For payments made through third 
parties, such as tax on interest paid by 
a financial institution or fuel tax paid 
by a fuel distributor, only one payment 
is included even if payments are 
more frequent. 

Colombia: Number of payments

Tax type
World Bank 

indicator
 Actual 

payments Notes 
Corporate income tax 1 2 Online filing 

Value added tax (VAT) 1 6 Online filing

Municipal tax 1 6 Online filing

Real estate tax 1 1

Urban boundary tax 1 1

Financial transactions tax 1 1

Social security contributions 1 12 Online filing 

Welfare security system 0 12 Paid jointly

Labour risk insurance 0 12 Paid jointly

Payroll tax 0 12 Paid jointly

Vehicle tax 1 1

Stamp duty 1 1

Fuel tax 1 1 Embedded in payments  
to third parties

Total 10 68
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Time
Time is recorded in hours per year. 
The sub-indicator measures the time 
taken to prepare, file and pay three 
major types of taxes and contributions: 
corporate income tax, consumption 
tax including value added or sales tax, 
and labour taxes, including payroll 
taxes and mandatory contributions. 
Preparation time includes the time 
to collect all information necessary 
to compute the tax payable and to 
calculate the amount payable. If 
separate accounting books must be 
kept for tax purposes – or separate 
calculations made – the time associated 
with these processes is included. 
This extra time is included only if 
the regular accounting work is not 
enough to fulfil the tax accounting 
requirements. Filing time includes 
the time to complete all necessary 
tax return forms and file the relevant 
returns at the tax authority. Payment 
time considers the hours needed to 
make the payment online or at the 
tax authorities. Where taxes and 
contributions are paid in person, the 
time includes delays while waiting.

Nigeria: Time to comply
Corporate 
income tax Labour taxes

Consumption 
tax Total 

Compliance process 

Preparation

Data gathering from internal 
sources  
(for example accounting 
records) if held

120 126 30

Additional analysis of 
accounting information to 
highlight tax sensitive items

120 120 60

Actual calculation of tax liability 
including data inputting into 
software/spreadsheets or hard 
copy records

40 40 12

Time spent maintaining/
updating accounting systems for 
changes in tax rates and rules
Total 280 286 102 668

Filing

Completion of tax return forms 8 10 12

Time spent submitting forms to 
tax authority, which may include 
time for electronic filing, waiting 
time at tax authority office etc

10 12 24

Total 18 22 36 76

Payment

Calculations of tax payments 
required including if necessary 
extraction of data from 
accounting records

40 40 12

Analysis of forecast data and  
associated calculations if 
advance payments are required 

30 0 0

Time to make the necessary 
tax payments, either online 
or at the tax authority office 
(include time for waiting in line 
and travel if necessary)

30 48 12

Total 100 88 24 212

Grand total 398 396 162 956
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World Bank and IFC’s distance to 
frontier measure
A drawback of the ease of paying taxes 
ranking is that it can measure the 
regulatory performance of economies 
only relative to the performance of 
others. It does not provide information 
on how the absolute quality of the 
regulatory environment is improving 
over time. Nor does it provide 
information on how large the gaps are 
between economies at a single point 
in time. 

The distance to frontier measure is 
designed to address both shortcomings, 
complementing the ease of paying 
taxes ranking. This measure illustrates 
the distance of an economy to the 
“frontier,” and the change in the 
measure over time shows the extent to 
which the economy has closed this gap. 
The frontier is a score derived from the 
most efficient practice or highest score 
achieved on the Paying Taxes indicators 
by any economy since 2004. In Paying 
Taxes, for example, Hong Kong 
SAR, (China) and Saudi Arabia have 
achieved the highest performance on 
the number of payments (3 payments), 
Maldives on time (0 hours) and Canada 
on the Total Tax Rate (26.2%).28

Calculating the distance to frontier 
for each economy involves two 
main steps. First, the Paying Taxes 
indicator’s scores are normalised to 
a common unit except for the Total 
Tax Rate. Number of payments and 
time are rescaled to (max − y)/(max 
− min), with the minimum value 
(min) representing the frontier – the 
highest performance on that indicator 
across all economies since 2004. For 
the Total Tax Rate, consistent with 
the calculation of the rankings, the 
frontier is defined as the Total Tax Rate 
at the 15th percentile of the overall 
distribution of Total Tax Rates for all 
years. Second, for each economy the 
scores obtained are aggregated through 
simple averaging into one distance to 
frontier score. An economy’s distance 
to frontier is indicated on a scale from 
0 to 100, where 0 represents the lowest 
performance and 100 the frontier. 

The maximum (max) and minimum 
(min) observed values are computed 
for all economies included in the Doing 
Business sample since 2004 and for all 
years (from 2004 to 2012). The year 
2004 was chosen as the baseline for 
the economy sample because it was the 
first year in which data were available 
for the majority of economies (a total 
of 174). To mitigate the effects of 
extreme outliers in the distributions of 
the rescaled data, the maximum (max) 
is defined as the 95th percentile of 
the pooled data for all economies and 
all years. 

28 There are economies with lower Total Tax Rate than Canada. However as in the ease of paying taxes, a threshold is applied at the 15 percentile.

The difference between an economy’s 
distance to frontier score in any 
previous year and its score on the 
Paying Taxes indicator in 2012 
illustrates the extent to which the 
economy has closed the gap to the 
frontier over time. And in any given 
year the score measures how far 
an economy is from the highest 
performance at that time. 

The distance to frontier measure 
can also be used for comparisons 
across economies in the same year, 
complementing the ease of paying 
taxes ranking.
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The Total Tax Rate included in the survey by 
the World Bank has been calculated using the 
broad principles of the PricewaterhouseCoopers 
methodology. The application of these principles 
by the World Bank Group has not been verified, 
validated or audited by PricewaterhouseCoopers, 
and therefore, PricewaterhouseCoopers cannot 
make any representations or warranties with 
regard to the accuracy of the information 
generated by the World Bank Group’s models. In 
addition, the World Bank Group has not verified, 
validated or audited any information collected 
by PricewaterhouseCoopers beyond the scope 
of Doing Business Paying Taxes data, and 
therefore, the World Bank Group cannot make 
any representations or warranties with regard 
to the accuracy of the information generated by 
PricewaterhouseCoopers’ own research.

The World Bank Group’s Doing Business tax 
ranking indicator includes two components in 
addition to the Total Tax Rate. These estimate 
compliance costs by looking at hours spent on 
tax work and the number of tax payments made 
in a tax year. These calculations do not follow 
any PricewaterhouseCoopers methodology 
but do attempt to provide data which is 
consistent with the tax compliance cost aspect 
of the PricewaterhouseCoopers Total Tax 
Contribution framework. 

The firms of the PricewaterhouseCoopers global 
network (www.pwc.com) provide industry-focused 
assurance, tax and advisory services to build 
public trust and enhance value for clients and their 
stakeholders. More than 180,000 people in 158 
countries across its network share their thinking, 
experience and solutions to develop fresh 
perspectives and practical advice. 

This publication has been prepared as general 
information on matters of interest only, and 
does not constitute professional advice. No 
one should 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, neither PricewaterhouseCoopers nor 
the World Bank Group accept or assume any 
liability, responsibility or duty of care for any 
consequences of anyone acting, or refraining to 
act, in reliance on the information contained in 
this publication or for any decision based on it. 
The World Bank Group does not guarantee the 
accuracy of the data included in this work. The 
boundaries, colours, denominations, and other 
information shown on any map in this work do 
not imply any judgment on the part of The World 
Bank Group concerning the legal status of any 
territory or the endorsement or acceptance of 
such boundaries. The findings, interpretations, 
and conclusions expressed herein are those of the 
author(s) and do not necessarily reflect the views 
of the World Bank, IFC and its Boards of Executive 
Directors or the governments they represent.

This publication may be copied and disseminated 
in its entirety, retaining all featured logos, names, 
copyright notice and disclaimers. Extracts from 
this publication may be copied and disseminated, 
including publication in other documentation, 
provided always that the said extracts are duly 
referenced, that the extract is clearly identified as 
such and that a source notice is used as follows: 
for extracts from any section of this publication 
except Chapter One, use the source notice: “© 
2013 PricewaterhouseCoopers. All rights reserved. 
Extract from “Paying Taxes 2014” publication, 
available on www.pwc.com/payingtaxes”. For 
extracts from Chapter One only, use the source 
notice: “© 2013 The World Bank and International 
Finance Corporation.  All rights reserved. Extract 
from “Paying Taxes 2014” publication, available on 
www.pwc.com/payingtaxes”.
 

All other queries on rights and licenses, including 
subsidiary rights, should be addressed to the 
Office of the Publisher, The World Bank, 1818 H 
Street NW, Washington, DC 20433, USA; fax: 202-
522-2625; e-mail: pubrights@worldbank.org.

© 2013 PricewaterhouseCoopers, the World 
Bank and International Finance Corporation. 
All rights reserved. “PricewaterhouseCoopers” 
refers to the network of member firms of 
PricewaterhouseCoopers International Limited, 
each of which is a separate and independent 
legal entity. The World Bank refers to the legally 
separate but affiliated international organizations: 
International Bank for Reconstruction 
and Development and International 
Development Association.
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