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The Development and Testing of a Diagnostic Tool                                                                     
for Assessing VAT Compliance Burden  

Report of Pilot Study’s Findings and Conclusions  

 

Executive Summary  

This report outlines the findings to date of research across 13 countries, representing a mix of 
advanced and developing economies from all continents, to evaluate the merits of a prototype 
diagnostic tool for gauging the nature and likely overall incidence of VAT compliance costs at the 
country level, and its use in comparative cross-country assessments to promote reform. The report is 
in the nature of a progress report and has been prepared primarily for discussion among 
participating countries, both to examine the findings in more detail and to refine the diagnostic tool 
for further application. These discussions will take place at a workshop in Sydney on 3-4 April 2018. 

Drawing on feedback from participants, the preliminary findings appear broadly aligned with 
community and government expectations and participants are generally of the view that the tool 
displays merit in assessing the likely aggregate (or relative) VAT compliance burden and its main 
drivers. That said, participants have also raised for consideration a range of ideas and specific 
suggestions that, subject to their resolution, have the potential to enhance the diagnostic tool’s 
efficacy for the purposes for which it was designed.  

The VAT diagnostic tool survey undertaken also sought to gather insights as to the degree of 
government and institutional recognition and attention being given to address tax compliance costs 
as a means of gauging a sense of the “maturity” of each country’s approach to compliance burden 
management. Accepting the responses at face value, there appears to be opportunities for quite a few 
countries to bring a stronger emphasis to compliance burden management, and to ultimately enjoy 
the additional benefits that can result from such efforts.  

Subject to satisfactory progress, it is UNSW’s intention to test the tool across a broader cross-section 
of countries and to explore the potential of a similar “diagnostic” approach for a number of other 
major taxes. 

Part 1. Background and Introduction  

Over the decades, a variety of approaches have been used to gauge the size and nature of tax 
compliance costs. In early research efforts, surveys—postal surveys of a random selection of 
businesses—were frequently the main source of data.  However, surveys along these lines require 
considerable time and effort and the results are not always conclusive given the low response rates 
sometimes achieved. As a result, more recent efforts to better understand the burden of tax 
regulations have entailed the use of other methodologies, in particular the European Commission’s 
‘Standard Cost Model’ and the World Bank’s ‘Doing Business (DB)’ series. While each of these 
methodologies has a number of useful features, they also present their own set of conceptual and 
practical limitations. 
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In 2012, officials at the OECD Centre on Tax Policy and Administration (including two researchers now 
associated with this project) commenced exploratory work to develop an alternate methodology.1  It 
was acknowledged from the outset that it would be impractical to ask all OECD member countries to 
undertake comprehensive compliance cost exercises for all their major taxes, given the time and costs 
involved and the many practical issues that would arise in ensuring that an agreed methodology was 
applied consistently across the countries involved. A more modest and practical approach was needed 
that suggested looking individually at each major tax. 

Initial thinking about assessing the tax compliance burden associated with VAT systems suggested that 
it should be possible to develop a diagnostic tool that identifies the main factors that drive taxpayers’ 
compliance costs, to identify a robust set of ‘compliance burden indicators’ that could be applied 
reasonably objectively for each factor, and to derive a method of scoring and possible weightings that 
reflect their perceived contribution to the overall VAT compliance burden. Applied systematically and 
regularly at the individual country level, it was envisaged that the tool could potentially provide 
insights as to whether progress was being made in an overall sense to reduce taxpayers’ compliance 
burden and to identify those areas of tax system design and administration that require attention from 
a burden reduction perspective.  

An additional consideration concerned the potential to undertake and publish large scale cross-
country comparisons, given the attraction of using such comparisons to encourage “poor performers” 
to give greater attention to address the compliance burden of their tax systems. Under this scenario, 
a large number of countries would be able to make comparisons between their tax systems and assess 
the likely impact of the policy and operational choices they make on compliance costs. The set of 
indicators would show how a country “scores” against a comprehensive range of predetermined 
factors (and related largely objective indicators) that reflect important elements of tax compliance 
burden/costs (i.e. activities related to time and effort required to comply with tax obligations and, for 
some taxes such as VAT, offsets and detriments linked to the ‘time value of money’). If it was possible 
to identify an appropriate weighting for each of the indicators, then that could be used to arrive at an 
aggregate, overall “score” for the compliance burden of the tax in each country, which could be the 
basis for more meaningful comparisons than can be made using the indicators currently available. 

The OECD’s work was never advanced beyond the preliminary development stage owing to other work 
priorities, and was suspended in early-2013. In mid-2015, academics at the UNSW School of Business 
agreed that the idea of the diagnostic tool, initially focussing on VAT compliance costs and building on 
the earlier OECD work, warranted further exploration. To this end, preliminary expressions of interest 
in advancing this new work were sought in 2016 from a cross-section of academics and the IMF 
(Michael Keen). The idea of the diagnostic tool and a proposal for further work was also introduced at 
an academic symposium on VAT held in Pretoria, South Africa in October 2016. With broad interest 
established in conducting further exploratory work, a formal pilot study was launched in early 2017.  
 
This report details the findings, conclusions and recommendations of the pilot study conducted across 
13 diverse economies with the assistance of academic researchers, and government and private sector 

                                                           
1 This initial work was led by Richard Highfield working with Jonathan Leigh Pemberton and Piet Battiau, all OECD officials, 
and further assisted by Michael Walpole (UNSW) during his secondment to the Centre. It included discussions with selected 
country tax officials and representatives of the EC and business sector that were associated with the Committee on Fiscal 
Affairs’ Working Party 9 (Consumption Taxes). 
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officials, to test the strengths and weaknesses of the prototype diagnostic tool for assessing the VAT 
compliance burden.   

Part 2. Outline of the Diagnostic Tool for Assessing VAT Compliance Burden 

The development and application of the VAT diagnostic tool was a multi-stage process. The main 
steps involved are summarised below.  

Step 1 – Identification of key causes (‘factors’) of tax compliance costs 

The framework for the diagnostic tool was established through the identification of four key factors 
that were viewed as being influential in driving the overall incidence of VAT compliance costs. These 
factors were determined following a review of contemporary literature and from discussions with 
country tax officials when the original developmental work was carried out at the OECD. Further 
enhancements were made following the academic symposium held in South Africa in October 2016.  

The key factors identified are as follows: 

1) Factor A – Tax law complexity;  
2) Factor B – Number and frequency of requirements to comply; 
3) Factor C – Revenue body capabilities in meeting taxpayers’ services and compliance needs; 
4) Factor D – Monetary costs/benefits associated with the act of complying. 

As the focus is only on the most critical aspects contributing to the VAT compliance burden (i.e. factors 
A – D), there is an opportunity for each factor to be properly assessed and this ultimately enhances 
the diagnostic tool’s effectiveness. 

Step 2 – Assignment of indicators to each key cause (‘factor’) 

A comprehensive set of compliance burden indicators (21 in total) has been developed and 
categorised under Factors A – D. These indicators are largely objective and aim to maintain the 
consistency of the final weighted scores used for cross-country comparisons. In brief; 

 Factor A is associated with the perceived degree of complexity and compliance burden 
resulting from core elements of the VAT policy framework (i.e. the VAT rate structure, VAT 
exemptions, the accounting basis applied and the types of rules available for prescribed 
industries). These core elements and associated indicators have been selected on the basis of 
previous studies suggesting they have a direct impact on compliance costs. For instance, 
international bodies have observed that ‘multiple rates increase compliance … costs and 
perhaps facilitate evasion’.2 
 

  Factor B is associated with administrative obligations and events arising under the VAT law 
(e.g. registration, filing, payment, record-keeping, audits, disputes) and the burden these 
impose on business. For example, the VAT registration/ collection threshold has been 
established as a burden indicator in the diagnostic tool as its level can have a direct and 

                                                           
2 See International Tax Dialogue, The Value Added Tax, Experience and Issues, Background Paper for the OECD Global 
Forum on VAT (Paris Nov. 2012). 
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significant bearing on the numbers of taxpayers brought within the VAT base and, therefore, 
the overall level of compliance costs and administrative burdens. 
  

 Factor C is assigned indicators that provide more insight into how each country’s revenue 
body operates in the context of helping taxpayers comply with their obligations. The indicators 
applied relate to the revenue body’s website service, its online VAT payment and return filing 
services, its phone inquiry service as well as its ability to provide timely VAT refunds and/or 
private rulings. Theoretically, the provision of such services reduces tax law complexity and 
thus, compliance burdens. This pilot study is a means of determining the extent to which this 
occurs across the revenue bodies covered by the pilot study.  
 

 Factor D is allocated a few indicators that explore aspects of the monetary costs and benefits 
involved in complying with VAT laws. These indicators provide information on the aggregate 
value of annual VAT refunds and provision for interest payments (if any) provided in the VAT 
for delayed refunds. 

Other information 

The tool also includes a qualitative component that seeks to gather information concerning the 
institutional attention directed towards VAT compliance burden issues by both government and the 
public sector (e.g. MOF and revenue body). The data to be gathered aims to provide some insights as 
to the actions being taken by governments and others, and may serve as a catalyst for further action. 

Steps 3-5 – Application of tool, overall compliance burden classification and evaluation 

Each participating country is assessed against the 21 indicators and ultimately assigned a final 
weighted score corresponding to an assessed overall compliance burden rating ranging from ‘very 
low’ to ‘very high’.  (See Diagram 1.1).   
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Part 3. The Survey 

Survey participants 

Thirteen countries were initially targeted for engagement in the pilot study. They were: Australia, 
Belgium, Canada, Chile, Croatia, Ethiopia, Greece, Indonesia, Malaysia, New Zealand, South Africa, the 
United Kingdom, and Vietnam. Belgium subsequently withdrew from the project and Egypt was 
included. With Egypt’s inclusion, survey results were received in respect of the VAT systems operating 
in 13 countries from all continents.  

Survey design and implementation  

The survey is designed to capture data required to assess the likely VAT compliance burden at an 
individual country level and to allow for cross-country comparisons and trend analyses. It is centred 
on the VAT diagnostic tool and is largely quantitative in nature.  

Firstly, participants were asked to evaluate and rate their country’s VAT system applying 21 
compliance burden indicators comprising the diagnostic tool for the fiscal year ending in 2016. A 
summary of these indicators is set out in Appendix 1. This process was to be informed by their own 
experience and research.3 Secondly, they were required to paint an overview of the governmental and 
institutional recognition given to VAT compliance costs through the provision of ‘yes’ or ‘no’ responses 
relating to the existence of government plans and targets, revenue bodies’ formal planning documents 
and formal consultative arrangements involving discussions on issues relating to VAT compliance costs 
(see Appendix 1). As this was a pilot study, participants were also encouraged to provide feedback on 
any issues they experienced when completing the survey form and/or during the information-
gathering process. 

Countries that expressed their willingness to participate by 15 March 2017 were provided with surveys 
on 1 April 2017. All participants received a generic letter they could use, if deemed helpful, when 
approaching individual organisations for further information. It contained an assurance that all 
participating organisations would have an opportunity to review the preliminary findings of the survey 
and other draft materials, before their publication.  Participants were required to provide periodic 
progress reports in May, June and July 2017. All preliminary responses were received and largely 
finalised by 12 November 2017. 

Most participants were able to either fully or largely complete the survey form. During December 2017 
and January 2018, efforts were made by UNSW researchers to validate a few of the indicators reported 
(e.g. VAT registration thresholds) using publicly-available data sources and to locate some of the 
missing data. This research resulted in a number of suggested data revisions and inclusions that were 
advised to participants. With participants’ agreement, survey responses were then revised to take 
account of the new data, with country’s ratings and weighted scores adjusted accordingly. 

 

                                                           
3 Primary sources of information were generally derived from bodies such as the Ministry of Finance (MOF) and tax and 
accounting professionals whereas revenue bodies and legal databases served as useful secondary sources. 
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The development of weightings for each burden factor 

It was agreed at the outset of the project to develop a means for scoring and weighting the compliance 
burden indicators being applied in the prototype diagnostic tool. For reasons of simplicity, the 
weighting was to be applied factor by factor, meaning that all related indicators for each factor would 
be deemed of equal significance. The development of a total weighted score was seen as a 
prerequisite to the derivation of a composite indicator that could be used to allocate participating 
countries into groupings as to their likely perceived overall incidence of VAT compliance costs. The 
following steps were accordingly taken:  

1. A panel of five participating researchers was established to develop an approach to this aspect of 
the project and a proposal for going forward was agreed upon.4  
 

2. Each participating country was given an opportunity to provide a judgment on the relative 
weighting of each of the four core factors identified as influencing a country’s VAT compliance 
burden. Participation in this phase of the work was voluntary and in the end event eight 
contributions were received. Following a review of these contributions and some minor revisions 
by three participants, a set of weightings was settled for use - refer Table 1.1. 

Table 1.1 – Suggested factor weightings provided by participants 

Country Suggested Weightings 
Factor A:               
Tax law 

complexity 

Factor B: 
Administrative 

Obligations 

Factor C: 
Revenue body 

capabilities 

Factor D: Monetary 
costs/ benefits 

Australia 25 40 25 10 

Canada 35 25 20 20 

Croatia 20 40 30 10 

Indonesia 35 30 20 15 

Malaysia 30 30 35 5 

New Zealand 25 35 25 15 

S. Africa 25 35 35 5 

Vietnam 35 35 20 10 

Range 20-35 25-40 20-35 5-20 

Median 25 35 25 10 

Arithmetic Mean 28.75 33.75 26.25 11.25 

Geometric Mean 28.2 33.4 25.6 10.1 

 

Analysis made of the weightings provided by the eight participants pointed to a reasonable degree 
of consistency in the judgments made. All participants clearly rated Factor 4 as the least significant 
and relatively low. Six participants rated Factor 3 (revenue body capabilities) as of lower 
significance than Factor 2 (administrative obligations), one ranked them of equal significance, and 
one favoured Factor 3 over 2. Judgments on the relative weightings of Factors 1 and 2 varied: two 

                                                           
4 The researchers involved were Katarina Ott (Croatia), Pierre-Pascal Gendron (Canada), Christine Tjen 
(Indonesia), Binh Tran- Nam (Vietnam), and Richard Highfield (Australia). 
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rated Factor 1 as more significant than 2; four favoured 2 over 1, and two ranked them of equal 
significance. The judgments concerning Factors 1 and 2 suggested that their final weighting for 
scoring purposes should be fairly close and, viewed more broadly, above the weightings for Factors 
3 and 4. 

3. As agreed among the participating researchers, a ‘geometric mean’ computation of weightings 
was made for each factor and applied for determining the final weighted score for each factor. 
Weighted scores were then aggregated for each country to derive an overall weighted score (refer 
Table 1.2).  
 

4. The final weightings also enable the derivation of minimum and maximum theoretical scores 
reflecting an incidence of overall burden that was then used to derive groupings of very low, low, 
medium, high and very high in evenly spread score ranges (refer Table 1.3).   

Table 1.2 – Theoretical scores (weighted and unweighted) 

Factor Minimum 
unweighted 

score 

Maximum 
unweighted 

score 

Proposed 
weighting 

Minimum 
weighted 

score 

Maximum 
weighted 

score 
A 4 15 1.282 5 19 
B 9 31 1.334 12 41 
C 6 21 1.256 8 26 
D 2 9 1.101 2 10 

Totals  21 76  27 96 
 

Table 1.3 – Ranges of Compliance Burden  

 

Range of weighted 

scores: 

27 to 96 

Overall Classification of                   
Compliance Burden 

Proposed weighted score range 

Very Low 27.0 to 40.8 
Low 40.801 to 54.6 

Medium 54.601 to 68.4 
High 68.401 to 82.2 

Very High 82.201 to 96.0 

Part 4. Analysis of Survey Results  

This part of the report provides a summary and preliminary analysis of survey responses for each 
factor and associated indicators comprising the diagnostic tool. Appendix 3 provides a largely verbatim 
description of issues and suggestions received, primarily concerning enhancements to the compliance 
burden indicators developed to date, that will be discussed at the planned workshop in April 2018.  

Factor A – Tax Law Complexity  

Country ratings for this factor are set out in Table 1.4, followed by comments for each indicator:  
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Table 1.4 – Country ratings: Tax Law Complexity 

 

1) Complexity of VAT rate structure  
 
This indicator is derived by taking account of the number of reduced rates in the VAT (other than 
a zero rate for exports).  Most countries reported having a relatively simple tax rate structure, with 
nine reporting either no reduced rates or only one reduced rate. The countries reporting two or 
more reduced rates were Croatia, Greece and Vietnam. During the validation phase Greece’s 
participant reported that one reduced rate was in place till end-2017 for a few Aegean islands 
affected by the refugee crisis and was not taken into account for survey purposes.  
 
2) Range of exemptions 
 
This indicator is derived by taking account of the estimated incidence of exemptions as a 
proportion of the overall VAT base. Most countries reported having a narrow or standard range of 
exemptions,5 as reflected in the mean and median scores of 2.154 and 2, respectively. Countries 
reporting an extensive range of exemptions were Australia, Ethiopia, Indonesia, and Malaysia 
(where the GST was implemented in 2015). 
 
 
 
 

                                                           
5 This means that exemptions made up 0 – 20% of their estimated VAT base. 

 
Country 

Law complexity indicators 

Indicator 1: 
Complexity of 

VAT rate 
structure 

Indicator 2: 
Range of 

exemptions 

Indicator 3: Use of 
cash records is 

permitted 

Indicator 4: Rules for 
prescribed industries  

Australia 1 3 1 3 
Canada 1 2 4 3 
Chile 1 1 2 1 
Croatia 3 2 3 3 
Egypt 2 2 3 3 
Ethiopia 1 3 4 4 
Greece 3 2 4 4 
Indonesia 1 3 4 4 
Malaysia 1 3 3 3 
New Zealand 1 1 1 4 
South Africa 1 2 3 4 
United Kingdom  3 2 1 1 
Vietnam 3 2 1 4 
Mean Score 1.692 2.154 2.615 3.154 
Median 1 2 3 3  
Range 1 - 3  1 - 3 1 - 4  1 - 4  



11 
 

3) Use of cash records is permitted 
 
This indicator is derived by taking account of the availability of the ‘cash basis of accounting’ as a 
means of calculating VAT liabilities, and (if applicable) the extent of its usage. Many countries rated 
poorly on this indicator, with eight reporting that either use of the cash basis is generally not 
permitted, or where it is such usage is permitted its usage is likely to account for less than 25% of 
the VAT population of taxpayers.  Greece was one such country and it was reported that while 
there is provision in the law for use of the cash basis this entails fairly complex administrative 
procedures that in practice discourage its use by most taxpayers. 
 
4) Rules for prescribed industries & usage 
 
This indicator is derived by taking account of the availability of simplified rules for calculating VAT 
liabilities in prescribed industries and (if applicable) determining how many taxable persons these 
industries account for in practice (as a % of the total taxpayer population).  
Most countries scored poorly on this indicator, as reflected through the high mean and median 
scores of 3.154 and 3, respectively. Across all survey responses, 11 participants reported either 
the non-existence of prescribed rules or where such rules were available their estimated use by 
no more than 25% of the taxpayer population. 
 
In some countries, VAT laws authorise the Minister of Finance to issue simplified rules for specific 
industries where it may be difficult for them to follow regular bookkeeping and invoicing rules.6 
 
It is important to note that participants who responded with the highest score (4) were not 
necessarily suggesting that simplified VAT rules did not exist in their country. For example, in New 
Zealand, simplified rules applied to all small taxpayers7 whilst in South Africa, there were simplified 
VAT rules in financing and agricultural industries, though they hadn’t been formally ‘prescribed’. 
Unfortunately, these details aren’t reflected in the quantitative results. 

Factor B – Number and frequency of requirements to comply  

Country ratings for this factor are set out in Table 1.5 below, followed by comments for each indicator: 

  

                                                           
6 An example would be article 12 of Egypt’s VAT law, though it is seldom used. Egypt scored 3 on the survey, which 
suggests that simplified rules exist for taxpayers in one or more prescribed industries that account for 0-25% of VAT 
taxpayers.  
7 The rules weren’t limited to a set of prescribed industries. 
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Table 1.5. Country Ratings: Number and frequency of requirements to comply  

 
Country 

Number and Frequency of Obligations Indicators 

Relative 
size of the 

VAT 
registration 
threshold 

Availability 
and usage 

of 
electronic 

registration  

Payment 
frequency 
obligations 

for SMEs 

Filing 
frequency 
obligations 

for SMEs 

E-invoices 
between 

businesses 
& their 
usage 

 
Reporting 

of e-
invoices 

to the tax 
body 

 Length of 
record 

retention 
periods 

Rate of 
VAT 

audits 

Rate of VAT 
assessment 

disputes 

Australia 4 1 1 1 3 1 2 1 1 

Canada 2 4 1 1 2 1 2 1 2 

Chile 5 1 3 3 1 1 2 3 2 

Croatia 2 4 3 3 3 1 3 1 1 

Egypt 1 4 3 3 2 3 2 3 3 

Ethiopia 1 4 3 3 2 3 3 2 3 

Greece 5 1 1 1 3 1 3 1 2 

Indonesia 1 4 3 3 1 1 3 2 1 

Malaysia 1 1 1 1 3 1 2 1 1 

New 
Zealand 

3 1 2 2 3 1 2 1 2 

South 
Africa 

1 4 2 2 1 1 2 1 2 

United 
Kingdom 

3 1 1 1 1 1 2 2 2 

Vietnam 5 1 1 1 3 3 3 2 3 

Mean 
Score 

2.615 2.385 1.923 1.923 2.154 1.462 2.385 1.615 1.923 

Median 2 1 2 2 2.000 1 2 1 2 

Range 1 - 5 1 - 4 1 -3 1 – 3 1 - 3 1 - 3 2 - 3 1 - 3 
1 - 

3 

 

1) Relative size of the VAT registration threshold 

This indicator is derived by taking account of the VAT registration threshold, as a % of the 
benchmark amount (i.e. a country’s average per capita income). A few countries rated  
poorly on this indicator due to either having no registration threshold (i.e.  Chile and Vietnam) or 
one set at a relatively low level (i.e. Australia and New Zealand).   
 
The setting of the VAT registration threshold is an important issue in VAT system design and 
depending on its level can have a major bearing on the overall numbers of businesses caught 
within the VAT net and administrative workloads of the revenue body.   

Examination of some survey responses prompted researchers to take a closer look at the level of 
registration threshold for all countries and a summary is set out in Table 1.6, along with the 
computation of the ratio ‘threshold/ GNI per capita’ to put them in a comparative and relative 
context. As will be apparent, there is an enormous divergence across survey countries which 
clearly must have implications in a tax compliance burden context. 
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Table 1.6: Registration Threshold/Gross National Income Per Capita 

Country Standard Registration Threshold GNI per capita for 
2016 (USD)8 

Value of 
threshold/GNI (%) National Currency USD9 

Australia 75,000 54,769 54,420 101% 
Canada 120,000 86,618 43,660 198% 
Chile None -  13,540 - 
Croatia 230,00010 32,689 12,140 269% 
Egypt 500,000 63,856 3,410 1,873% 
Ethiopia 500,000 23,605 660 3,577% 
Greece None -  19,090 - 
Indonesia 4.8 billion 347,072 3,400 10,208% 
Malaysia 500,000 116,200 9,860 1,178% 
New Zealand 60,000 41,079 38,750 106% 
South Africa 1 million 64,457 5,490 1,174% 
United Kingdom 85,000 125,320 42,330 296% 
Vietnam None - 2,100 - 

 
As currently framed, the diagnostic tool and its associated indicator in this area appears grossly 
inadequate as substantial differences in the threshold have minimal impact from a scoring and 
rating viewpoint. A consideration in the future development of the diagnostic tool is how this 
indicator should be redefined or even replaced to better reflect its burden implications. 
 
2) Availability and usage of electronic registration for VAT 
 
This indicator is derived by taking account of the availability of electronic registration for VAT and 
(if applicable) the extent of its usage.  Survey responses for this indicator fell into two categories: 
1) six countries where registration is still a paper-based process; and 2) seven countries where 
electronic registration is available and is used by over 50% of applicants.  
 
In comments accompanying its survey response South Africa noted that although businesses can 
register ‘electronically’ the process has to be physically verified meaning that, ultimately, it occurs 
‘on paper’. This comment raises an additional consideration—when using indicators that entail 
the use of ‘electronic’ services should consideration also be given to practical requirements related 
to the use of those services? A similar observation was provided by Chile concerning e-filing. 
 
3) and 4)  Payment and filing frequency obligations for SMEs 
 
These indicators are derived by taking account of the frequency with which SME taxpayers are 
required to meet their payment and filing obligations.  Survey responses for these two indicators 
revealed five countries where there is a “one size fits all” monthly filing and payment regime for 
all taxpayers (i.e. Chile, Croatia, Egypt, Ethiopia and Indonesia).  On the surface, this appears a 

                                                           
8 Source: https://data.worldbank.org/indicator/NY.GNP.PCAP.CD  
9 The value of the threshold expressed in US dollars as of 1 January 2016: 
http://www.xe.com/currencytables/?from=USD&date=2016-01-01  
10 Registration threshold is 300,000 from 1 January 2018. 

https://data.worldbank.org/indicator/NY.GNP.PCAP.CD
http://www.xe.com/currencytables/?from=USD&date=2016-01-01
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significant issue for a country such as Chile where, with a zero registration threshold, there is a 
relatively large population of VAT taxpayers. On the other hand, the VAT registration threshold in 
Indonesia is in the region of USD 350,000-400,000, meaning that very few genuine small 
businesses would be impacted by a monthly filing and payment regime. 
 
5) E-invoicing between businesses and their usage 
 
This indicator is derived by taking account of the legislative requirements on e-invoicing and the 
extent of its usage.  Based on survey responses, there are no legislative barriers to the use of e-
invoicing between businesses. However, from the responses provided the practice of e-invoicing 
between businesses is far from maturity in many countries and only four reported estimated usage 
in excess of 50%. Significantly, the practice is not yet used widely in a number of advanced 
economies such as Australia and New Zealand where usage was reported as less than 25%.     
 
6) Reporting of e-invoices to the tax body 
 
This indicator is derived by taking account of the circumstances where businesses are required to 
supply invoices to their revenue body.  Survey responses indicate this is not a significant 
compliance burden issue, with only three countries reporting that this has been mandated as a 
routine obligation of the VAT system (i.e. Egypt, Ethiopia and Vietnam).  However, it has been 
observed that revenue bodies globally are increasingly embarking on the development of large 
computer-based e-invoicing systems where VAT invoice data is captured universally and cross-
matched to verify taxpayers’ reporting in their VAT returns. 
 
7) Length of record retention periods 
 
This indicator is derived by taking account of the period taxpayers need to retain their VAT records.   
In all 13 countries, taxpayers were required to retain their VAT records for at least 4 years, while 
the record-keeping requirement extended to over 8 years—a long period by modern business 
standards— in five economies (i.e.  Croatia, Ethiopia, Greece, Indonesia, and Vietnam). 
 
8) Rate of VAT audits (yearly) 
 
This indicator is derived by taking account of the number of VAT audits each year as a % of the 
registered VAT payer population. Survey responses suggest this is not a significant compliance 
burden issue, with only one country (i.e. Egypt) reporting a rate of VAT audits in excess of 10% of 
the registered taxpayer population, and seven countries reporting a rate of auditing less than 5% 
of the registered taxpayer population.  

 
9) Rate of VAT assessment disputes (yearly) 
 
This indicator is derived by taking account of the number of VAT assessments disputed each year 
as a % of the number of VAT audits. Survey responses suggest that this is not a significant 
compliance burden issue, with only three countries (i.e. Egypt, Ethiopia and Vietnam) reporting a 
rate of VAT disputes in excess of 10% of the number of VAT audits. That said, it should be noted 
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that for a few countries (i.e. Canada, Chile, Greece and the United Kingdom), a ‘mid-range’ default 
indicator of 2 was selected in the absence of data in the original survey response. 

Factor C – Revenue body capabilities in meeting taxpayers’ service and compliance needs  

Country ratings for this factor are set out in Table 1.7 below, along with comments for each indicator: 

Table 1.7. Country Ratings: Revenue Body Capabilities in Assisting Taxpayers’  

Country Revenue body capabilities indicators  
Revenue 
body’s 

website 

Standard of 
phone 
inquiry 
service 

Rate of usage 
of online 
payment 
facilities  

Rate of 
usage of 

online filing 
facilities   

Timeliness 
of VAT 
refunds  

Timeliness 
of private 

rulings 

Australia 1 1 1 2 1 1 
Canada 2 1 3 1 1 3 
Chile 1 2 1 1 2 3 
Croatia 1 1 1 1 2 2 
Egypt 3 2 2 2 3 3 
Ethiopia 3 3 4 4 4 1 
Greece 1 1 1 1 4 3 
Indonesia 2 2 1 1 4 3 
Malaysia 2 3 1 1 4 3 
New Zealand 1 1 1 2 1 3 
South Africa 2 3 1 1 2 2 
United Kingdom  1 2 1 1 1 1 
Vietnam 2 2 3 1 4 3 
Mean Score 1.692 1.846 1.615 1.462 2.538 2.385 
Median 2 2 1 1 2 3 
Range 1 - 3 1- 3 1 - 4  1 - 4 1 - 4  1-3 

 
1) Revenue body’s website  
 
This is a qualitative indicator that is derived by taking account of the ‘comprehensiveness’ of 
information provided for taxpayers on VAT obligations on the revenue body’s website. To guide 
participants on how to assess ‘comprehensiveness’ practical guidance was provided and appears 
at the end of the survey form used (see Appendix 1). 
 
From survey responses summarised in Table 1.7 it will be seen that both Egypt and Ethiopia’s 
revenue body websites were assessed as providing very little to no information on taxpayers’ VAT 
obligations, while another five revenue bodies fell into a category of ‘reasonably comprehensive’, 
assessed as failing to offer the full range of capabilities prescribed for ‘very comprehensive’. For 
future surveys, the integrity of this indicator could be strengthened by ensuring that it is based on 
range of stakeholder assessments and, perhaps, also paying regard to ‘ease of website navigation’. 
 
2) Standard of phone inquiry service 
 
This is a qualitative indicator derived by taking account of the standard of the revenue body’s call 
centre service, with particular attention being paid to its response time and the quality of advice 
provided.  
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Drawing on survey responses, revenue bodies in all 13 countries provide a dedicated call centre 
inquiry service. Generally, countries that scored well had a dedicated call option for VAT-related 
issues and a very fast response rate.11 Meanwhile countries that implemented VAT recently or 
hired call centre employees that were unable to provide technical advice, scored poorly (e.g. 
Malaysia).12 Only three countries rated poorly on this indicator—Ethiopia, Malaysia (where the 
VAT in 2016 was only in its second year of operation), and South Africa. 
 
3) and  4)  Rate of usage of online payment facilities and online filing services 

 
These indicators are derived by taking account of the availability of online payment and filing 
services and (if applicable) the extent of their usage.   
 
Most countries rated well on this indicator, achieving outcomes where at least 50% of taxpayers 
use online facilities to make VAT payments and to file their VAT returns. Ethiopia was the only 
country with no online VAT payment and filing facilities as well as a paper-based registration 
system. It is likely that its inability to introduce modern electronic services for its taxpayers for 
fulfilling VAT requirements has contributed to its high/very high compliance burden rating.  
4)  
5) Timeliness of VAT refunds 
 
This indicator is derived by taking account of the length of time it takes to refund 90% of excess 
VAT payments. Many countries rated poorly on this indicator, with six reporting that it can take 
up to three months or longer to receive a refund of excess VAT credits—Egypt, Ethiopia, Greece, 
Indonesia, Malaysia, and Vietnam. Notably, for all of these countries the actual incidence of VAT 
refunds (as % of gross VAT) was less than 10% in Egypt, Greece and Vietnam, and between 10-20% 
in Ethiopia, Indonesia, and Malaysia. Slow payment of VAT refunds is frequently observed in 
developing economies and/or those in the midst of a fiscal crisis and this is apparent from the 
survey responses.  
 
6) Timeliness of private rulings 
 
This indicator is derived by taking account of the length of time it takes for revenue bodies to 
provide private rulings. Most countries rated poorly on this indicator, with eight reporting that 
rulings generally cannot be expected in less than two months.  In Malaysia, the rulings process is 
relatively slow as the practice of providing ‘private rulings’ is relatively new and results weren’t 
well-publicised. In NZ, rulings generally take some time to finalise due to the extensive internal 
review process. Meanwhile, in Chile it was reported private rulings sometimes took over a year to 
be provided, as some of the questions being addressed were highly specific.  
 

                                                           
11 For example, in Greece, the caller could choose a dedicated open line about VAT-related issues and 80% of calls were 
responded to in less than 20 seconds. 
12 In Malaysia, VAT was still in its early stages of implementation, making it difficult for call centre employees to deliver 
high quality responses. In South Africa, employees who answered the phone didn’t have the knowledge nor authority to 
assist. As a result, response rates tended to be slow. 
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In practice, the requirement for VAT private rulings is likely to most frequently arise with large and 
medium-sized businesses. As such, while delays may represent a significant burden for those 
relying on them their numbers are likely to be relatively insignificant. 

Factor D – Monetary costs/benefits associated with the act of complying  

Country ratings for this factor are set out in Table 1.8, along with comments for individual indicators: 

Table 1.8 – Country Ratings: Monetary Costs and Benefits  

Monetary costs/benefits indicators  

Country Payment of interest on 
delayed refunds 

Value of VAT refunds as a % 
of total gross VAT revenue  

Australia 1 5 
Canada 1 5 
Chile 1 4 
Croatia 4 2 
Egypt 4 1 
Ethiopia 4 2 
Greece 1 1 
Indonesia 1 2 
Malaysia 4 2 
New Zealand 1 4 
South Africa 1 4 
United Kingdom  1 5 
Vietnam 1 1 
Mean Score 1.923 2.923 

 
1) Payment of interest on delayed refunds 
 
This indicator is derived by taking account of whether interest is payable on ‘late’ refunds and the 
period of time that must elapse for this to occur. A country’s compliance burden rating is 
ameliorated when interest is payable on excess VAT credits that are overdue.  
 
Country responses for this indicator fell into two distinct categories: 1) ‘best practice’ where 
interest is payable on excess VAT credits unpaid after one month; and 2) ‘very poor practice’ where 
no interest is payable at all. Countries falling into this latter category were Croatia, Egypt, Ethiopia 
and Malaysia. For two of these countries, the value of refunds as a % of gross VAT was reported 
at 10-20% and refunds typically take more than three months, meaning that the compliance 
burden impact may be significant for the taxpayers impacted.  
 
2) The value of VAT refunds as a % of total gross VAT revenue (collections) 
 
This indicator is derived by taking account of the amount of annual VAT refunds as a % of annual 
gross VAT collections and its “impact” ideally needs to be assessed in conjunction with indicators 
concerning the ‘timeliness of VAT refunds’ and where interest is paid on refunds paid ‘late’. 
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In advanced economies where there are high volumes of exports and purchases of large capital 
assets, annual VAT refunds often represent more than 40% of total gross VAT collections (e.g. 
Australia, Canada and UK). For each of these economies, over 90% of refunds are paid within a 
month and interest is payable for refunds not paid after one month. Refunds are also prevalent 
(i.e. 30-40% of gross VAT) in Chile, New Zealand and South Africa, although Chile is unable to meet 
the 90% payment benchmark. Interest is payable on delayed refunds in all three economies. In 
developing countries such as Egypt and Vietnam, annual VAT refunds only account for less than 
10% of annual total gross VAT collections. 

Other information relevant to assessing the management of tax compliance costs 

Country responses concerning this area of the survey are summarised in Table 1.9, and followed 
by comments concerning each area reviewed. 

Table 1.9. Other information gathered on the management of tax compliance costs 

Country Indicators of institutional posture and Government attitude to burden reduction (Yes/ No) 

Formal goal 
to reduce 

compliance 
burden 

Compliance 
costs are 

assessed in 
VAT policy 
proposals 

Objective 
costs data 

captured from 
external 
sources  

Announced 
government 

plan to 
reduce VAT 

burden  

Revenue 
body’s plan 
has burden 
reduction 
objectives 

Formal 
consultative 
processes in 
place with 
business 

Australia Yes Yes Yes Yes Yes Yes 

Canada No No No No No No 

Chile No Yes No No No Yes 

Croatia Yes Yes No Yes Yes Yes 

Egypt Yes No Yes No  Yes No 

Ethiopia Yes Yes No Yes Yes Yes 

Greece  No No No Yes No Yes 

Indonesia No No No No No No 

Malaysia No Yes No No No Yes 

N. Zealand Yes Yes No No Yes Yes 

South Africa No Yes Yes No Yes Yes 

U. Kingdom No Yes No No Yes Yes 

Vietnam Yes Yes No No Yes No 

## Denotes countries with four or more ‘No’ responses. 

1) Formal government goals for reducing compliance costs/burden  
 
Almost half of the countries surveyed (6/13) reported that formal goals have been set for reducing 
compliance costs. For example, in 2013 the Australian government established a deregulation 
agenda to achieve this objective.13 Meanwhile, the Ethiopian government is committed to its 
Growth and Transformation Plan II (2015/16 – 2019/20), focused on improving tax collection 

                                                           
13 Since its inception (to 31 December 2016), annual compliance costs for businesses, individuals and community 
organisations have been reduced by $5.8 billion (https://static.treasury.gov.au/uploads/sites/1/2017/08/p2017-t213722-
Roundup_Sml_bus_regulation-final.pdf). 

https://static.treasury.gov.au/uploads/sites/1/2017/08/p2017-t213722-Roundup_Sml_bus_regulation-final.pdf
https://static.treasury.gov.au/uploads/sites/1/2017/08/p2017-t213722-Roundup_Sml_bus_regulation-final.pdf
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efficiency and enhancing the public consultation process.14 Similarly, in Vietnam, the ratification 
of the 2010 – 2020 tax reform strategy reflects the country’s commitment towards reducing tax 
compliance costs through accelerated tax reforms.  
 
Countries which introduced informal measures to combat compliance costs have also 
demonstrated low compliance burden ratings. In Canada, statements of intention to improve 
small business services have resulted in lower ratings. Meanwhile, Chile’s VAT directive which 
compels it to take measures to make VAT more accessible for citizens (e.g. via the implementation 
of the e-invoicing system) has also been effective in reducing compliance costs.  
 
2) Compliance costs considerations when formulating tax policy proposals  
 
The majority of countries (9/13) surveyed took compliance costs into account when formulating 
tax policy proposals. However, it should be noted that there are inconsistencies within the data. 
Although South Africa responded with a ‘yes’, this only reflects SARS’ response; other participants 
did not express the same view.  
 
3) Objective costs data from external resources used to inform policy decisions  
 
Only three countries reported using objective data from external sources to inform their policy 
decisions. Every year, in Australia, the ATO gathers objective data from taxpayers to gauge their 
compliance burdens.15 This information is later used to reform the development of tax policies 
and compliance cost reduction initiatives. Once again, South Africa’s positive response is reported 
as being problematic, as it only reflects SARS’ view which contradicts the views of other 
participants’.  
 
4) Announced government plan to reduce VAT burden 
 
Only four countries surveyed announced that they were in the process of implementing 
government plans centred on VAT burden reduction initiatives. Greece has developed a major 
reform programme designed to reduce its in-country VAT compliance burden. As part of this 
process, it has taken part in discussions centred on the VAT registration and deregistration process 
as well as the size of the current threshold. By December 2017, tax authorities will simplify the 
VAT legislation to ensure it aligns with the national Tax Procedure Code.16  
 
Although the Canadian Revenue Agency recently quadrupled its VAT registration threshold, the 
matter was not publicised and thus did not constitute an ‘announced’ government plan. 

                                                           
14 See Ethiopia’s Growth and Transformation Plan II (2015/16 – 2019/20) pp. 195, 198 
(http://dagethiopia.org/new/images/DAG_DOCS/GTP2_English_Translation_Final_June_21_2016.pdf).   
15 More information is available here https://www.oecd.org/tax/administration/44972185.pdf (p. 16) and the latest set of 
VAT/GST statistics published (Statistics 2014-15, published April 2017) are available here: https://www.ato.gov.au/About-
ATO/Research-and-statistics/In-detail/Taxation-statistics/Taxation-statistics-2014-
15/?anchor=GSTandothertaxes#GSTandothertaxesdetailedtables). 
16 See https://www.rijksoverheid.nl/binaries/rijksoverheid/documenten/kamerstukken/2017/06/23/compliance-report-
third-economic-adjustment-programme-greece/compliance-report-third-economic-adjustment-programme-greece.pdf (p. 
68)  

http://dagethiopia.org/new/images/DAG_DOCS/GTP2_English_Translation_Final_June_21_2016.pdf
https://www.oecd.org/tax/administration/44972185.pdf
https://www.ato.gov.au/About-ATO/Research-and-statistics/In-detail/Taxation-statistics/Taxation-statistics-2014-15/?anchor=GSTandothertaxes#GSTandothertaxesdetailedtables
https://www.ato.gov.au/About-ATO/Research-and-statistics/In-detail/Taxation-statistics/Taxation-statistics-2014-15/?anchor=GSTandothertaxes#GSTandothertaxesdetailedtables
https://www.ato.gov.au/About-ATO/Research-and-statistics/In-detail/Taxation-statistics/Taxation-statistics-2014-15/?anchor=GSTandothertaxes#GSTandothertaxesdetailedtables
https://www.rijksoverheid.nl/binaries/rijksoverheid/documenten/kamerstukken/2017/06/23/compliance-report-third-economic-adjustment-programme-greece/compliance-report-third-economic-adjustment-programme-greece.pdf
https://www.rijksoverheid.nl/binaries/rijksoverheid/documenten/kamerstukken/2017/06/23/compliance-report-third-economic-adjustment-programme-greece/compliance-report-third-economic-adjustment-programme-greece.pdf
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5) Revenue body’s formal plans and goals/objectives for compliance cost reductions 
 
Over half of the respondents surveyed (8/13) confirmed that their revenue body’s formal planning 
documents reflected their objective to reduce compliance costs. Those who responded with a ‘yes’ 
had compliance burden ratings ranging from low/medium to high/very high. This matter appears 
to have a minimal effect on a country’s compliance burden rating. 
 
6) Formal consultative arrangements to discuss compliance costs issues 
 
The majority of countries (9/13) surveyed had arranged formal consultations to discuss 
compliance costs issues. In Malaysia, this took the form of a GST monitoring committee, whereby 
members (mainly representatives from various business associations) discussed GST issues 
periodically. Meanwhile, in South Africa, discussions took place at an Institute level (e.g. via the 
South African Institute of Tax and the South African Institute of Chartered Accountants). Other 
countries did not elaborate on the design of their formal consultations.  

Further comment on these matters is set out in Part 5. 

Part 5. Findings and conclusions  

The primary objective of the diagnostic tool is to determine the likely magnitude of the compliance 
burden of a country’s VAT system, expressed in terms of broad size groupings (i.e. very low, low, 
medium, high, and very high). (It is not intended, nor designed, to provide a definitive ranking or 
quantification of the compliance burden of individual participating countries.) A secondary objective 
is to identify aspects of policy and administration that contribute burden and which most frequently 
arise across the population of targeted countries.  

Table 1.10 below presents a summary view of country ratings, summarising the responses in Tables 
1.4, 1.5, 1.7 and 1.8 and their individual weighted scores applying the weighting factors identified in 
Table 1.2.  Table 1.10 displays an assessment of the overall compliance burden for each country, 
drawing on the system of ‘burden size’ classification set out in Table 1.3. The lower the total weighted 
score the lower the overall compliance burden. 

The ratings and findings set out in this part should be regarded as “interim” and not final as they 
are subject to further discussion with survey participants, stakeholders, and potentially some 
adjustments to the underlying compliance burden indicators. 

Table 1.10. Summary of Country Ratings [NOT FINAL] 

Country Total weighted score for each factor Total Weighted 
Score (rounded to 

nearest whole 
number (actual 

value)) 

Tax Law 
complexity 

Number/ 
frequency of 
requirements 

to comply 

Revenue 
body’s 

capabilities 

Monetary 
costs/ 

benefits 

Australia 10.256 20.010 8.792 6.606 46 (45.664) 
Canada 12.820 21.344 13.816 6.606 55 (54.586) 
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Chile 6.410 26.680 12.560 5.505 51 (51.155) 
Croatia 14.102 28.014 10.048 6.606 59 (58.770) 

Egypt 12.820 32.016 18.840 5.505 69 (69.181) 
Ethiopia 15.384 32.016 23.864 6.606 78 (77.870) 

Greece  16.666 24.012 13.816 2.202 57 (56.696) 
Indonesia 15.384 25.346 16.328 3.303 60 (60.361) 

Malaysia 12.820 16.008 17.584 6.606 53 (53.018) 
N. Zealand 8.974 22.678 11.304 5.505 48 (48.461) 

South Africa 12.820 21.344 13.816 5.505 53 (53.485) 
U. Kingdom 8.974 18.676 8.792 6.606 43 (43.048) 

Vietnam 12.820 29.348 18.840 2.202 63 (63.210) 
Mean score 12.327 24.422 14.492 5.336 56 (56.291) 

Median 12.820 24.012 13.816 5.505 55 (54.586) 
Range 6.410 - 16.666 16.008 - 

32.016 
8.792 - 23.864 2.202 - 6.606 43 - 78                          

(43.048 - 77.870) 

 

Table 1.11 –Countries Rated by Classification of Compliance Burden  

Very Low Low Medium High Very High 
 

No countries 
ranked in this 

category 

United Kingdom (43.048) Greece (56.696) Egypt (69.181)  
No countries 
ranked in this 
category 

Australia (45.664) Croatia (58.770) Ethiopia (77.870) 
New Zealand (48.461) Indonesia (60.361)  
Chile (51.155) Vietnam (63.210)  
Malaysia (53.018)   
South Africa (53.485)   
Canada (54.586)   

 

Concerning the allocation of country VATs into compliance burden groupings, a number of preliminary 
observations can be made: 

• The 13 countries surveyed reflect overall compliance burden ratings ranging from ‘low’ to ‘high’, 
with none of the VAT systems assessed as falling into the ‘very low’ or ‘very high’ compliance 
burden categories.  
 

• The three countries with the lowest weighted scores are all advanced economies (i.e. Australia, 
New Zealand and United Kingdom), an outcome that is consistent with the known priority 
attention given by authorities in these countries over the last five to ten years to compliance 
burden reduction and the resources available to their respective revenue bodies to provide high 
standards of service (e.g. electronic services, comprehensive websites, and rapid refunds).   That 
said, the ranking of each of these countries, along with Canada and Chile, could be impacted by 
any reframing of the registration threshold, as alluded to earlier in this report, to better reflect its 
influence on numbers of taxpayers with VAT obligations and their resultant compliance burden.  
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• The three countries with the highest weighted scores are all developing economies (i.e. Egypt, 
Ethiopia and Vietnam), an outcome that is consistent with the many challenges faced by such 
countries and the resource limitations typically observed in their revenue bodies concerning the 
ability to offer high standards of taxpayer service. In the case of Egypt it should also be 
acknowledged that their taxpayers may have demonstrated greater reluctance and experienced a 
high level of burden because their VAT system was only introduced in 2016 (Law Number 76), 
replacing a sales tax system which had been enshrined for 25 years.17 
 

• A number of the computed ratings, on the surface, appear lower than might otherwise have been 
anticipated:      

 
 With Chile’s VAT operating with a ‘zero’ registration threshold, it obviously encompasses a 

very large number of small traders who, under current laws, have monthly payment 
obligations, with implications for the overall level of compliance burden 18; as highlighted 
earlier in the report, the registration threshold indicator may need to be reframed for the 
purpose of properly assessing likely ‘compliance burden’ impacts. (See further comments 
under ‘External Validation’.) 
 

 Malaysia’s VAT was only implemented in mid-2015; as a VAT system in its infancy one might 
have anticipated a slightly higher rating, particularly as it is administered by Customs, not the 
main revenue agency. (See further comments under ‘External Validation’.)  

External validation of compliance burden findings 

An additional consideration in evaluating the diagnostic tool and its assessment of overall compliance 
burden concerns the existence of external information sources that might be used to help assess the 
reliability of the compliance burden classifications arrived at for the countries included in the pilot 
study. Ideally, one would like to be able to contrast the results of the pilot study with the findings of a 
good number of other studies using traditional compliance burden cost assessment data. Sadly this is 
not the case for most of the countries included in this study. 

The only systematic study of country regulatory burden that is performed regularly is the World Bank’s 
Doing Business (DB) Series and, specifically, the Paying Taxes Indicator.  While this series is subject to 
various conceptual and practical limitations it does have a number of “advantages”—it is conducted 
annually, it covers over 180 countries and it receives wide publicity and elicits a considerable degree 
of country reaction as evidenced from reported country developments. In the absence of any other 
series it has come to be seen as the global de facto measure of regulatory burden, including in the 
area of taxation. 

The DB Paying Taxes Indicator is comprised of three sub-components: 1) Total tax rate; 2) Number of 
tax payments annually; and 3) Time to comply. Sub-components 1) and 2) are not helpful for our 
validation purposes as they relate to all taxes. Sub-component 3) is disaggregated by major tax type 

                                                           
17 The literature on tax compliance costs acknowledges that where new taxes are introduced compliance costs 
often spike in the early years. Thus the phenomenon in Egypt is well known. 

18 OECD Tax Administration 2017 reports that Chile had 1.7m VAT registrants in 2015. 
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and there is separate recognition of ‘consumption taxes’, the most prominent being VAT/GST. The DB 
publication includes actual data for this sub-component, expressed as ‘total time to comply annually’. 

A comparison of the findings of the diagnostic tool and ‘time to comply’ data for consumption taxes 
drawn from the DB series is provided in Table 1.12. For comparison purposes, the DB data has been 
used a proxy for ‘compliance burden’ and defined in size groupings, as described at the foot of the 
table.  

In terms of assessed overall compliance burden, the comparative data in Table 1.12 reveals an ‘exact’ 
match for five countries and a ‘close’ match for another five countries. There are three ‘outlier’ 
countries (i.e. Chile, Malaysia and Vietnam).   

Table 1.12. Compliance Burden: Diagnostic Tool and WB’s Paying Taxes/ Time to Comply 

Country Prototype Diagnostic Tool WB Paying Taxes- Time to Comply 
(Consumption Taxes) 

Weighted Score Assessed 
Compliance 

Burden 

Estimated Number 
of Hours to Comply 

in 2016 

Computed 
Compliance Burden 

Classification /1 
Australia 46 (45.664) Low 50 Low 
Canada 55 (54.586) Low 50 Low 
Chile 51 (51.155) Low 124 Very high 
Croatia 59 (58.770) Medium 52 Medium 
Egypt 69 (69.181) High 158 Very high 
Ethiopia 78 (77.870) High 72 Medium 
Greece  57 (56.696) Medium 69 Medium 
Indonesia 60 (60.361) Medium 78 High 
Malaysia 53 (53.018) Low 112 Very high 
N. Zealand 48 (48.461) Low 47 Low 
South Africa 53 (53.485) Low 62 Medium 
U. Kingdom 43 (43.048) Low 25 Very low 
Vietnam 63 (63.210) Medium 219 Very high 

/1. Computed as follows: 0-25 hours= very low; 26-50 hours= low; 51-75 hours= medium; 76-100 =high; and 
100+ hours= very high 

## Exact match; ## Close match (i.e. within one classification grouping) 

Source: Doing Business Series and Paying Taxes 2018 (for the 2016 fiscal year) 

Concerning Chile and Vietnam, it is worth noting that for both these countries the VAT system 
operates with a ‘zero’ registration threshold, an indicator used in the diagnostic tool but which, as 
acknowledged earlier in this report, appears inadequately framed to reflect the compliance burden 
resulting from the relatively larger population of taxpayers that inevitably arise with a low VAT 
registration threshold.  

Concerning Malaysia, there are a number of factors that might explain, in part, the divergent results. 
As noted in its detailed survey response, Malaysia’s GST operated in 2016 with a registration threshold 
set at around USD 116,000. This is more than double the threshold of Australia’s VAT, and in a much 
smaller economy (with GNI per capita less than one third of Australia’s). In addition, monthly filing 
and payment obligations are restricted to taxpayers with annual supplies in excess of roughly USD 1 
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million. In short, the vast majority of SMEs do not have compliance obligations under the GST, which 
is consistent with a relatively low overall compliance burden  

Commonly observed drivers of the VAT compliance burden   

Drawing on the data in Tables 1.4, 1.5, 1.7, and 1.8 it is possible to identify the more commonly 
observed drivers of compliance costs in surveyed countries, admittedly within the boundaries set by 
the current design of the VAT diagnostic tool. In brief, these are as follows: 

Tax law complexity 

 The VAT rate structure and scope of exemptions. 
 The lack of availability/ use of the cash basis for determining liabilities.  
 The lack of availability/ use of simple rules for prescribed industries for determining liabilities. 

Number and frequency of administrative obligations 

 VAT registration threshold. 
 Lack of availability/ use of an electronic registration service. 

Revenue body capabilities in meeting taxpayers’ needs 

 Timeliness of VAT refunds and private rulings 

Monetary costs and benefits 

 Relative value of aggregate VAT refunds/ gross VAT collections 

Maturity of compliance burden management approaches  

The smooth and efficient functioning of tax systems is critical for both governments, taxpayers and 
others involved in their operation. Governments stand to benefit by achieving higher levels of 
taxpayers’ compliance and lower operational costs than might otherwise be the case, while taxpayers 
and others benefit by incurring minimal costs for the responsibilities they assume under the taxation 
laws. However, these outcomes “do not just happen”. They can only result in circumstances where the 
management of tax compliance burden is the subject of a deliberate, appropriately targeted and 
ongoing approach overseen by those responsible for tax policy and administration.  

The survey undertaken for the VAT diagnostic tool also sought to gather insights as to the degree of 
government and institutional recognition and attention being given to address tax compliance costs 
as a means of gauging a sense of the “maturity” of each country’s approach to compliance burden 
management. In brief, it raised a number of questions concerning the environment for compliance 
burden reduction (e.g. the existence of targets and plans for burden reduction, whether compliance 
burden reduction is considered in the development of tax policy, the gathering of external objective 
data, and external consultation arrangements). Drawing on survey responses from the thirteen 
countries that are summarised in Part 4 (including Table 1.9) the following observations can be made: 

 Seven countries reported having no formal burden reduction goal; 
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 Four countries do not appear to assess compliance costs when settling tax policy proposals. 
 Ten countries do not seek to acquire objective compliance cost data to assist with tax policy 

decision-making; 
 Nine countries reported the absence of any government plan to reduce tax compliance 

burden; 
 Five countries reported the absence of compliance burden reduction objectives in the 

revenue body’s business plan; 
 Four countries reported the absence of appropriate consultative processes. 
 Five countries appeared widely “deficient” in meeting the abovementioned expectations, 

responding in the negative to four or more of the questions raised.    

Accepting the responses at face value, there appears to be opportunities for quite a few countries to 
bring a stronger emphasis to compliance burden management, and to ultimately enjoy the additional 
benefits that can result from such efforts.  

A matter yet to be considered but which may be worth exploration in conjunction with development 
of the diagnostic tool concerns the framing of a complementary composite indicator to reflect the 
maturity of each country’s approach to compliance burden approach, drawing on the sorts of data 
captured in this survey. 

Country responses to the preliminary draft report 

Survey participants were asked to provide feedback on the VAT diagnostic tool and related processes 
following the release of the preliminary draft report.  

With one exception, those responding participants indicated that the preliminary findings broadly 
aligned with community and government expectations and that in their view the tool displayed merit 
in assessing likely aggregate VAT compliance burden and its main drivers.  

Participants from the United Kingdom’s (UK) responded that with an array of concessions and 
consequent definitional distinctions and complicated small business regimes the UK VAT appears to 
be generating compliance costs that are far greater than in many other countries and it is unlikely that 
VAT compliance costs in the UK are the lowest among participating countries (as implied by the 
preliminary results). Related to this, the UK also questioned what the overall score and ratings might 
really reflect: 

“The value may be limited as it appears to give measurements in terms of relative burdens between 
countries that are unlikely to reflect relative burdens. The tests are revealing something, but 
perhaps not aggregate compliance burden. A burden can be measured in costs—how much do you 
pay directly to comply or indirectly through time (the opportunity costs because you could have 
spent your time doing something productive). The current variables may not be appropriate for 
this measurement.”     

Both during the survey and following the release of its preliminary findings participants also raised a 
number of specific issues and suggestions for consideration in the context of refining the tools efficacy 
and the processes undertaken to gather country data. Concerning the compliance burden indicators 
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used as part of the tool (see Appendix 1), in particular these included the VAT rate structure and the 
registration threshold. 

In terms of the weighting applied to ratings, participants responded that whilst it added value to the 
diagnostic tool, there should be further calibration in time to increase the accuracy of the diagnostic 
tool. The United Kingdom made the additional observation that…. 

“Factor weightings are of value for a closer reflection of overall compliance costs, but the relative 
weightings may need to be rationalised. Sijbren Cnosson pointed out that overall VAT 
administration costs are sensitive to two main factors, the complexity of the tax (the use of reduced 
or zero rates and exemptions) and the number of VAT registrants. This is also true with compliance 
costs, which are a direct product of complexity.”  

Participants’ responses were mixed on their experiences working with external stakeholders in their 
respective countries and it was noted by some that more active participation from revenue bodies 
would enhance the reliability of assessments. Participants also suggested that external validation of 
the tool’s findings could be strengthened by requesting data confirmation from external stakeholders, 
particularly for a few of the indicators that are qualitative in nature. One participant suggested using 
the Tax Foundation’s tax competitiveness index for validation purposes. 

Overall, feedback from participants on the VAT diagnostic tool has been positive with the tool viewed 
as having the potential to be a significant development in assessing compliance costs.  

Next Steps 

As of 15 March 2018, UNSW was awaiting to hear the result of its application to the Australian 
Research Council’s Linkage funding scheme. A decision is expected very soon. However, regardless of 
the outcome with the funding application, it intends to continue with further development of the 
diagnostic tool and expansion of the project to other major taxes. 
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Appendix 1  

Table 1. Compliance Burden Indicators 
 

A. Tax Law Complexity 
Indicator Description of compliance burden indicators 

The VAT rate structure 1. No reduced rates apply (other than a ‘zero rate’ for exports) 
2. One reduced rate applies  
3. Two reduced rates apply  
4. Three or more reduced rates apply 

The scale of tax  
exemptions 

1. Nil or very narrow (*) range of exemptions 
2. Standard (*) range of exemptions 
3. Extensive (*) range of exemptions 

 (*) Guidance for deciding what constitutes a narrow, standard and extensive 
range of exemptions was provided.  

Cash records can be 
used by specified small 
businesses to calculate 
the VAT liabilities  

1. The majority of small businesses required to pay VAT are able to use the 
“cash basis of accounting” for calculating VAT liabilities 

2. Between 25-50% of small businesses required to pay VAT are able to use the 
“cash basis of accounting” for calculating VAT liabilities. 
3. Less than 25% of small businesses required to pay VAT are able to use the 
“cash basis of accounting” for calculating VAT liabilities 
4. Use of the “cash basis of accounting” is generally not permitted. 

There are rules for 
prescribed industries 
enabling simplified 
calculations of periodic 
VAT liabilities 

1. Simplified rules exist for taxpayers in one or more prescribed industries that 
are estimated to account for over 50% of VAT taxpayers. 

2.Simplified rules exist for taxpayers in one or more prescribed industries that 
are estimated to account for between 25-50% of VAT taxpayers 
3.Simplified rules exist for taxpayers in one or more prescribed industries that 
are estimated to account for over 0-25% of VAT taxpayers 
4. There are no simplified rules for taxpayers in any prescribed industries. 
 

 

B. Number and frequency of requirements to comply 

Indicator  Description of compliance burden indicators 
VAT registration threshold  1. Threshold is more than three times the [benchmark amount*] 

2. Threshold is above [benchmark amount*] by between 200-300% 
3. Threshold is above [benchmark amount*] by between 100-200% 
4. Threshold is below [benchmark amount*] but no more than 50% 
5. Threshold is less than 50% of [benchmark amount*] 

Electronic registration  1. Businesses can register electronically: > 50% use this method 
2. Businesses can register electronically: 25-50% use this method 
3. Businesses can register electronically:  < 25% use this method 
4. Businesses required to register must file applications on paper. 

Staggered  VAT payment 
periods for SME taxpayers  

1. SME taxpayers generally need only pay their VAT liabilities (incl. by instalments) 
on a quarterly or less frequent basis.  
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2. SME taxpayers generally need only pay their VAT liabilities (incl. by instalments) 
bi-monthly. 
3. Most taxpayers are generally required to pay VAT liabilities monthly.  

Staggered return filing 
periods for SME taxpayers  

1. SME taxpayers generally need only file VAT returns on a quarterly or less 
frequent basis.  
2. SME taxpayers generally need only file VAT returns bi-monthly. 
3. Most SME taxpayers are generally required to file VAT returns monthly. 

The use of electronic 
invoices between 
businesses  

1. Legislation permits use of e-invoicing between businesses and in excess of 50% 
of invoices are estimated to be prepared in this way. 
2. Legislation permits use of e-invoicing between businesses and between 25 to 
50% of invoices are estimated to be prepared in this way. 
3. Legislation permits use of e-invoicing between businesses and less than 25% of 
invoices are estimated to be prepared in this way. 
4. Legislation does not permit use of e-invoicing between businesses. 

Provision of  copies of VAT 
invoices to the revenue 
body 

1. Except for specific requests (e.g. re audits), copies of invoices do not need to be 
provided to the revenue body as a general rule.  

2. A minority of businesses (i.e. <50%) are required to supply invoices to the 
revenue body. 
3. Most businesses are required to supply invoices to the revenue body. 

Record retention periods  1. Records must be retained by taxpayers for up to 4 years. 
2. Records must be retained by taxpayers for between 4 and 8 years.  
3. Records must be retained by taxpayers for more than 8 years.  

The number of VAT audits  1. The no. of VAT audits each year is less than 5% of the registered VAT payer 
population. 
2. The no. of VAT audits each year is between 5-10% of the registered VAT payer 
population. 
3. The no. VAT audits each year is over 10% of the registered VAT payer 
population. 

The number of VAT 
assessments that are 
disputed  

1. The no. of VAT assessments disputed each year is less than 5% of the no. of VAT 
audits.  
2. The no. of VAT assessments disputed each year is between 5-10% of the no. of 
VAT audits.  
3. The no. VAT assessments disputed each year is over 10% of the no. of VAT 
audits. 

 

C. Revenue body capabilities in meeting taxpayers’ service and compliance needs 

Indicator Compliance Burden Indicators  

The revenue body’s 
website  

1. Revenue body’s website has a very comprehensive range (*) of VAT information 
on taxpayers’ VAT obligations. 

2. Revenue body’s website has reasonably comprehensive range (*) of information 
on taxpayers’ VAT obligations.  

3. Revenue body’s website offers very little or no information (*) on taxpayers’ 
VAT obligations. 
(*) Guidance for deciding the rating for this indicator was provided. 

The revenue body’s phone 
inquiry services 

1. Revenue body provides a call centre inquiry service and a high standard of 
phone response time, as reflected in its service standards and performance.  
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2. Revenue body provides a call centre inquiry service and a reasonable standard 
of phone response time, as reflected in its service standards and performance. 

3. Revenue body provides a call centre inquiry service but the standard of phone 
response times is generally poor or not known.  

4. Revenue body does not provide a dedicated call centre inquiry service.  
The revenue body’s online 
VAT payment facilities  

1. Over 75% of VAT payments received from taxpayers are made using online (i.e. 
Internet-based) payment facilities. 
2. 50-75% of VAT payments received from taxpayers are made using online (i.e. 
Internet-based) payment facilities. 

3. 25-50 of VAT payments received from taxpayers are made using online (i.e. 
Internet-based) payment facilities. 
4. Less than 25% of VAT payments received from taxpayers are made using online 
(i.e. Internet-based) payment facilities, or there is no such capability. 

The revenue body’s online 
VAT return filing service  

1. Over 75% of taxpayers use online filing facilities for submitting returns. 
2. 50-75% of taxpayers use online filing facilities for submitting returns. 
3. 25-50% of taxpayers use online filing facilities for submitting returns. 
4. Less than 25% of taxpayers use online filing facilities for submitting returns or 
there is no such service. 

The revenue body’s 
refunding of excess VAT 
payments  
 

1. 90% of refund claims are paid with 1 month of receipt. 
2. 90% of refund claims are paid within 2 months of receipt. 
3. 90% of refund claims are paid within 3 months of receipt. 
4. More than 3 months are required to pay 90% of refund claims. 

The revenue body’s 
private rulings service 

1. Rulings are generally provided within one month of being requested. 
2. Rulings are generally provided within two months of being requested. 
3. Rulings generally take longer than two months to be provided. 

 

D. Monetary costs/benefits associated with the act of complying 

Indicator Compliance Burden Indicators  
The payment of interest 
on delayed refunds  

1. Interest is payable on excess VAT credits unpaid after one month or more 
2. Interest is payable on excess VAT credits after two months or more 
3. Interest is only payable on excess VAT credits after three months or more 
4. Interest is not generally payable on excess VAT credits. 

The aggregate value of 
annual VAT refunds is 
identified  

1. Annual VAT refunds < 10% of annual gross VAT collections. 
2. Annual VAT refunds are 10-20% of annual gross VAT collections. 
3. Annual VAT refunds are 20-30% of annual gross VAT collections. 
4. Annual VAT refunds are 30-40 of annual gross VAT collections. 
5. Annual VAT refunds > 40% of annual gross VAT collections. 
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Table 2. Institutional posture and attitude to tax compliance burden reduction 
 

In addition to examining features of the VAT law and how it is administered at the country level, the 
diagnostic tool aims to gather insights as to the degree of government and institutional recognition 
and attention being given to address VAT (and other tax) compliance costs. Responses to the 
statements set out below were sought for this purpose. 

Statement of position Yes/ No 

There is a formal government goal/ target in place for reducing tax compliance costs (or 
administrative burdens in general resulting from Government regulations)  

 

Compliance costs considerations are generally assessed when formulating tax policy proposals 
affecting the VAT. 

 

Objective data on tax compliance costs (or “administrative burdens”) are captured periodically 
from external sources (by MOF, the revenue body, and/or an associated research body) to 
inform development of tax policy and/or compliance costs reduction initiatives.  

 

There is an announced government plan (not yet implemented) for specific VAT burden 
reduction initiatives (e.g. a higher registration threshold and relaxed return filing periods) 

 

The revenue body’s formal planning documents reflect goals/ objectives for compliance cost 
reductions, and related strategies to achieve them. 

 

Formal consultative arrangements involving representatives of business and/ or the tax 
accounting profession are in place that provide an opportunity for compliance costs issues to be 
raised/ discussed.  

 

 

 

 


