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Executive Summary

In 2006, the OECD launched a new project aimed at providing guidance for governments on applying
Value Added Taxes (VAT) * to international trade. As part of this work on developing International
VAT/GST Guidelines, the OECD Committee on Fiscal Affairs (CFA) in cooperation with businesses
undertook work to ensure that taxation occurs in the jurisdiction of consumption and foreign
businesses (i.e. businesses that are neither established nor registered in a jurisdiction) do not unduly
support VAT in that jurisdiction.

Indeed, beyond the application of the so-OF f t SR a5SadAyl A2y t NAYOALX Sé
are relieved from VAT and imports are taxed under the same rate and on the same basis as domestic

sales), most businesses involved with international trade incur VAT in jurisdictions where they are

unable to exert their right to deduct input tax through standard domestic VAT rules. A lack of rules

or procedures allowing those businesses to be relieved from or to recover the VAT incurred could
contradict 2y S 2F GKS LINAYOALX S&a F3INBSR o6& h9/5 O2dz/i
added taxes themselves should not lie on taxable businesses except where explicitly provided for in

f SAXAAE L GA2YE D

Ly 2NRSNJ) G2 laasaa G(KS ylIiddNBE yR SEGSYdH 2F (K
Working Party on Consumption Taxes agreed in 2007 that information should be collected on the

magnitude and nature of the main issues with which businesses and tax administrations are

confronted, with a view to assessing whether these issues are significant enough to require

remedies. At the same time, information in respect of best practices would also be collected.

Surveys were undertaken in 2007 and separate questionnaires were sent to tax administrations and
businesses. The surveys focused on how the procedures actually work in practice rather than on
how they have been set by law. The aim of this exercise was not to make an exhaustive list of
difficulties country by country but, rather, to assess the difficulties with which businesses and tax
administrations are confronted more generally.

The outcome of the survey on administrative practices with governments shows that, at least in
OECD countries, procedures exist almost everywhere to fully or partially relieve foreign businesses of
the local VAT burden. However, these procedures include a multitude of individual procedures
according to local legislation and practices. These procedures are generally divided into two groups
of countries: those where a wide range of zero-rating provisions exist for supplies to foreign
businesses (these countries tend to supplement their rules with the ability to register for VAT ¢ with
or without restrictions ¢ and with other business simplifications) and those where local VAT is
charged on certain supplies to foreign businesses and where a form of direct refund procedure is
available. Formalities to recover this input VAT vary widely across countries, which may create
difficulties, in particular for businesses incurring VAT in multiple jurisdictions. In addition, a number
2F O2dzy GNASE& NBIdZANB 42YS {AYR 2F NBOALINRBOAGE 4.
refunds to be made. This is mainly based on the requirement that these countries provide similar

2YS 2dNR

ARAOGAZY A | R2LI Ichigadan dRvalueladddd taf FEraBeroréhding ail alieaddédBages 0 6 K A
gAff 0SS NBFSNN a
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advantages to their businesses when they incur consumption taxes there. However, there appears to
be a lack of consistency in the application of reciprocity by different countries.

The outcome of the business survey shows that 308 businesses responded to the questionnaire,
which confirmed the interest created by the issue and provided a sample large enough to draw valid
conclusions. The survey revealed that 80.2% of businesses incur expenditure in foreign countries
and almost all of them (i.e. 95.5%) do so in more than one country. Of those, 94.7% incur VAT on
such foreign expenditure. A significant proportion of businesses (nearly 21%) are unable to recover
any of such foreign VAT, citing a range of reasons, many of which are a direct result of tax
I dz(i K2 NR 0 A $rdcedures2 £ A OA Sa 2 NJ

Businesses incur significant amounts of VAT on foreign business expenditure: over 80% incur more
than USD 10 000 per annum and over 25% incur more than USD 1 million per annum.

Not all foreign VAT claims fall into the common category & i NI @St SELISYRAGdAzNE 3 O
a K 2 ¢ Wiilsb almost all businesses would incur foreign VAT on such expenditure, a significant

number incur foreign VAT on goods (inc. tooling, stock, etc.) and general services (inc. professional

and back office services).

Almost 72% of businesses expressed a degree of difficulty with procedures for refunds. Key
difficulties seem to be communication with the authorities, including guidance, forms and
procedures and speed of repayment. This is echoed by the fact that at least 56.4% of businesses
outsource the function of managing foreign VAT claims, citing local language as well as cost
efficiency as the main factors for doing so.

About half of respondent businesses recover 50% or less of the foreign VAT they incur and a quarter
recover less than 25%. In terms of doing business in a particular jurisdiction, over one-third of
businesses are influenced by the potential to incur foreign VAT and nearly 40% have implemented
legitimate alternatives to avoid paying it or going through refund procedures.

It appears from the replies to the questionnaire that businesses would mainly like to see improved
communication with tax administrations, including in terms of administrative guidance (clarity of the
rules), interaction with individual businesses (taxpayer service) and actual means of communication
(use of modern communication technologies). The replies also indicate that harmonisation and
standardisation of the rules and procedures and quicker repayments from tax authorities would be
considered by businesses as significant improvements to refund procedures. The CFA will continue
to work on these issues with a view to helping countries improve their VAT relief methods and
procedures whilst at the same time providing safeguards against fraud.

©OECD 2010 Page 5 of 44



VAT/GST Relitdr Foreign Businesses: The State of Play

[. Introduction

1. The OECD work on VAT/GST Guidelines

©OECD 2010
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businesses, has revealed that the current international consumption taxes environment,
especially with respect to trade in services and intangibles, is creating obstacles to business
activity, hindering economic growth and distorting competition. Complex, unclear or
inconsistent rules across jurisdictions are difficult to manage for revenue bodies and create
uncertainties and high compliance costs for businesses.

To address these issues, the CFA has been working since 2006 on the development of the
OECD International VAT/GST Guidelines (www.oecd.org/ctp/vatguidelines) (Guidelines).
These will include a broad range of issues in the VAT area including taxation of international
trade and refund mechanisms. Details on the progress of this work can be found on the
OECD website http://www.oecd.org/ctp/ct.

Pending completion of the Guidelines, OECD countries have agreed in 2006 on two
fundamental principles:

w For consumption tax purposes internationally traded services and intangibles should be
taxed according to the rules of the jurisdiction of consumption;

w The burden of value added taxes themselves should not lie on taxable businesses except
where explicitly provided for in legislation.

In this context, the CFA clarified the following: ¢ @i KS8 62 NRa aSEOSLI

2y

%}

LINE A RSR¢ YSty GKFG O2dzydNASa YlIé& tSIAUAYEFGS

Indeed, this is frequently the case as the following examples illustrate:

w Where tansactions made by the taxpayer are exempt because the tax base of the
outputs is difficult to assess (i.e., many financial services) or for policy reasons (health

care, education, culture).

w Tax legislation may also impose value added tax on busineessscure effective

taxation of final consumption. This will be the case when the taxpayer makes

transactions that fall outside the scope of the tax (e.g., transactions without
consideration) or the input tax relates to purchases that are not wholly used fo
furtherance of taxable business activity.

w Countries also provide legislation that disallows input tax recovery where explicit

administrative obligations are not met (e.g., insufficient evidence to support input tax
deduction).

Page 6 of 44
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For the purposes of tise principles, however, any such imposition of value added tax on
0dzaAySaa aKz2dAZ R 06S OftSINIFYR SELXZAOAL 6AGKAY

5. The Guidelines are being developed by OECD governments, drawing on input from
businesses and from non-OECD economies. Ly A& ©2N] =X GK® 90C! Qa 2 2
Consumption Taxes (Working Party) is assisted by a Technical Advisory Group (TAG) made up
of academics and government and business® representatives.

2. Relieving VAT foForeign Businesses

6. The second principle (the burden of value added taxes themselves should not lie on taxable
businesses except where explicitly provided for in legislation) is normally applied to
international trade through the destination principle according to which exports are relieved
from VAT and imports are taxed under the same rate and on the same basis as domestic
sales. However, there are inevitably a number of cases where the standard rules will not
apply and where foreign businesses will incur VAT in a jurisdiction where they are neither
established nor registered. A number of jurisdictions allow foreign businesses to recover
that input VAT incurred in these jurisdictions. However, this right is applied in varied ways
across jurisdictions and recovery procedures, where they exist, can be complex and impose
significant compliance burdens. As part of the development of the Guidelines in this area,
the Working Party agreed in 2007 that information should be collected on the magnitude
and nature of the main issues with which businesses and tax administrations are confronted,
with a view to assessing whether these issues are significant enough to require remedies.

7. This data gathering work is finished and its results are outlined in this document, which has
been approved by the CFA in January 2010. This document comprises another four parts:

w A description of the framework and methodology applied to the surveys, as well as a
summary of other information that has been considered (Chapter I1);

w Areview of existing relief procedures (Chapter llI);
w The result of the survey with governments on administrative practices (Chapter IV); and

w The result of the survey with businesses on their practical experiences (Chapter V).

2 CTPA/CFA (2006) 8.

® Business experts participate to the International OECD VAT/GST Guidelines project through the Business and Industry Advisory
Committee to the OECD (BIAC).
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ll. Assessing théature andExtent of the Issues

1. Methodology

10.

11.

The data-gathering work was undertaken by means of questionnaires sent to government
delegates to the Working Party (between June 2007 and November 2008) and
guestionnaires aimed at businesses placed on the OECD Website (in July 2008 and in June
2009). The surveys focused on how the procedures actually work in practice rather than
being limited to how they have been set by law. The aim of this exercise was not to make an
exhaustive list of difficulties country by country but, rather, to assess the difficulties with
which businesses and tax administrations are confronted. At the same time, information in
respect of best practices would also be collected.

This work was limited to:

© GC2NBAIYE o0dzaAySaaStak neiterSesablishedmor egigterkdy S 4 a S a

required to be registered in a jurisdiction as a result of their day-to-day activities can
recover VAT incurred (or avoid VAT being charged) in that jurisdiction in respect of the
purchase of goods, services, intangibles or other things used for business purposes;

w VAT-type taxes. It does not deal with other consumption taxes such as retail sales taxes
and excise duties;

w International issues; and

w Business-to-Business transactions. VAT refund or relief procedures for tourists and
personal export schemes are not covered by this work.

Customs and VAT procedures for the export of goods were also left outside the scope of this
work.

The review work was not limited in geographical terms although the data-gathering exercise
in respect of the government administrative practices was mainly focused on OECD
countries.

Finally, some difficulties may also arise in situations where the right to deduct input tax is
limited for certain businesses e.g. when all or part of their outputs are VAT exempt®. The
guestion arises as to whether and to what extent the VAT incurred in a foreign country
should be refunded, since the scope for exemptions may vary from one country to another
and distortions of competition may occur for that reason. This issue is left outside the scope
of this work.

*In this context, exemption means that no VAT is chargeable by the supplier and the supplier is unable to recover any input tax incurred in

iKS

LINEOS&aa 2F YI{Ay3 adzOK &dzllLI ASadLldai 42 ES (i3@&NEDHDRAOGAZYAES
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2. Questionnaires orD 2 @ S NJ/ Yddnyhistetive Practices

12.

13.

Work started with an analysis of the circumstances in which businesses incurred foreign VAT
and an assessment of the current refund/recovery mechanisms. A questionnaire on
administrative practices was subsequently sent to tax administrations of OECD countries and
selected non-OECD economies® to compile a summary of the legislation and administrative
practices in place.

This questionnaire was followed by additional questions to governments in May and
November 2008. The summary of the findings of this survey is outlined in Chapter IV of this
publication.

3. Questionnaires orBusiness Experience

14.

15.

A questionnaire on business experience was published on the OECD website in July 2008.
From the responses obtained, it appeared that many businesses found it difficult to quantify
the foreign VAT incurred and not refunded. However, the vast majority of responses clearly
indicated difficulties with the current procedures for obtaining foreign VAT refunds.

Drawing from this experience, a second questionnaire was published on the OECD website in
June 2009. This new questionnaire, an electronic version using interactive technology,

AYyOf dzZRSR 062G K lidh yiAGlGASS 6803 | Y2dzyia

AG G2 Of I A YgueRtiendtBrieabyfe bitsinetses pebceptions and opinions, as well

AY D

a4 RSAONARLIIAGS ljdzSadAzya o6SdID (6Kl Kl (& 20d8 aXiy (R

assess exposure to business and their attitude to foreign VAT. The questionnaire was
distributed widely and 308 responses were received. The detailed outcome of this survey is
outlined in Chapter V of this publication.

4. Data fom Other Sources

16.

17.

There has been some work undertaken in the past on aspects of indirect taxation, including
the recovery of foreign VAT and related issues. Collectively, these other works have tended
to bear out the conclusion that there are problems with existing procedures, even if they do
not go on to suggest possible solutions.

In addition to recent work done by the International Monetary Fund (IMF), two pieces of
work that would certainly be worth keeping under review are the work that is being done

® Argentina, Chile, China, India, Israel, Morocco, Russia, Slovenia, and South Africa.

©OECD 2010
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within the EU on its own internal refund procedure® and the current work being done by the
Australian government.

18. Regarding VAT refunds in general (both domestic and international), according to IMF
research,  NEFdzy RAYy 3 2F @NBRH iersion eXrv@en tx-adthoriti&s Sng
the business sector and, in some countries, has led to complex administrative measures that
have significantly undermined the functioning of the VAT systemé’.

19. Work within the EU arose as a result of complaints from businesses about the complexity of
the existing paper-based procedure and the delays associated with it. Indeed, at the time of
making the proposal for a change at the end of 2005, the EU Commission estimated that
53.5% of large companies had not requested refunds to which they were entitled at some
point due to these problems®. The EU Member States have since agreed to introduce an
electronic procedure for their own internal refund procedures, with tighter deadlines and
penalties on Member States if these are not met. That procedure became effective within
the EU with effect from 1 January 2010.

20. In Australia, a recent discussion paper’ notes that although there are limited legislative
impediments to registration by non-residents, identification and documentary requirements
may be practical impediments to registration for some.

21. The consultative paper reacts to these concerns by posing a number of questions including
how to directly address them and alternatively whether a direct refund procedure should be
introduced. In the latter case the question is also raised of whether direct refunds should be
based on reciprocal agreements with other countries as in some European Union countries.

® Council Directive 2008/9/EC of 12 February 2008, Official Journal of the European Union L44 of 20 February 2008 p.23, formerly known
as the EC 8" VAT Directive.

" IMF Working Paper WP/05/218 VAT Refunds: A Review of Country Experience, Harrison, G. and Krelove, R. IMF 2005.
& See Report from the European Commission COM(2004)728 FINAL.

® Review of the Application of GST to Cross-Border Transactions, Discussion Paper, The Australian Board of Taxation, July 2009.

©OECD 2010 Page 10 of 44
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lll. Relief Procedures

1. Overview

22. Since the early results from the data-gathering work showed that 20 of the 31 countries that
responded to the questionnaire were using direct refund procedures, additional work was
devoted to this specific mechanism. However, this does not mean that this mechanism is
O2yaARSNBR GLINBTSNIofSé¢ (2 20KSNI SEAaGAYT YS

23. Although there are many individual procedures that aim to relieve foreign businesses of the
local VAT burden, countries that operate a VAT system are generally divided into two
groups:

w Countries where a form of direct refund procedure is not available, but where there is
generally a wider range of zero-rating provisions for supplies to foreign businesses.
These countries tend to supplement their rules with the ability to register for VAT (with
or without restrictions) and with other business simplifications;

w Countries where it is expected that local VAT will be charged on certain supplies to
foreign businesses (by virtue of the rules determining the taxation of supplies), hence
where a form of direct refund mechanism is available with or without restrictions.

Examples of procedures from these two groups follow.

2. ReliefProcedurein New Zealand

24. bSg %SFEFyYyRQA | LILINRFOK (2 F GOl Ay Ay Ifirsytd dzi NI £ A
zero-rate supplies to non-residents who are outside New Zealand at the time of
performance and secondly to zero-rate a range of other specific supplies. Exports of goods
and certain services in connection with the export of goods are also zero-rated.

25. Non-resident businesses may, in certain circumstances, also register for VAT and claim
refunds of VAT charged where inputs exceed outputs.

©OECD 2010 Page 11 of 44
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3. ReliefProcedurein Canada

26. Generally, Canada does not utilise refund procedures to deal with VAT properly payable by
foreign businesses not registered for Canadian VAT purposes. Canada does rely extensively
on zero-rating to provide relief to foreign businesses where appropriate. However, the zero-
rating rules do not provide relief in all cases. Therefore, assuming zero-rating relief is not
available and depending on the facts and circumstances, the Canadian VAT rules may
provide relief in another form for foreign businesses by involving Canadian VAT-registered
suppliers and customers who are transacting with the foreign businesses.

27. For example, one such rule allows for no VAT to be charged to a foreign business on an
otherwise taxable supply of goods in Canada provided the supplier to the foreign business

NEOSA@Sa | AaRNERL) ankaAVIATYrEgistéred GeSonlieigF theOfbréigh ¢  F NR
0dzaAySaaQ /IylIRAFY OdzalG2YSND 6K2 A& LIKeaAol
supplier.

28. 1 y20KSNJ NHzA S Ffft2¢a I F2wBpadghthe tapoitafidddfa (2 &

goods into Canada or paid to a VAT registered person to its VAT registered customer or
supplier, who will in turn recover that VAT through its VAT returns. For both of these rules,
there is a VAT registered person in the process to which the government authorities can
enforce action against should it be determined that the VAT relief that was obtained was not
appropriate.

4. ReliefProcedurein Morocco

29. Morocco does not operate a refund procedure for foreign businesses that incur VAT on their
Moroccan purchases. To achieve neutrality in respect of supplies to international businesses,
Morocco relies primarily on the zero-rating of exported goods and services.

30. This is complemented by a procedure available to certain qualifying industry sectors, where,
subject to certain conditions, qualifying foreign businesses are issued with a VAT exemption
certificate allowing them to buy free of VAT certain purchases that would otherwise be
subject to the applicable VAT rate, such as supplies where consumption occurs in Morocco
and supplies that are not exported (e.g. oil prospecting, foreign cinematographic production,
etc.).

5. ReliefProcedurein the European Union

31. European businesses, which incur VAT in connection with their business activities in a
Member State of the European Union in which they do not make supplies of goods or
services, are entitled to deduct the VAT charged in that Member State. ¢ K Adéductiong is
by means of an effective VAT refund by the Member State in which the VAT was paid.
However, some Member States apply limitations to this right to deduct input VAT

©OECD 2010 Page 12 of 44
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(e.g. restaurant costs, entertainment activities, cars, fuel etc.). From 1 January 2010, the
paper-based procedure for reimbursement of VAT incurred by these EU business persons
has been replaced by a new and fully electronic procedure®. The new procedure is
expected to facilitate claims and ensure a quicker refund. Another new feature is that
interest will be paid if Member States make late refunds.

32. Businesses not established within the European Union that incur VAT in connection with
their business activities in a Member State, in which they do not make supplies of goods or
services, are in principle also entitled to deduct the VAT charged in that Member State. This
‘deduction’ is again by means of a VAT refund from the Member State in which the VAT was
paid, but may be conditional upon the granting by third countries of comparable advantages
regarding turnover taxes. This refund procedure was not changed on 1 January 2010™.

6. Conclusion

33. The previous paragraphs highlight the fact that OECD countries and non-OECD economies
take different approaches to ensure that foreign businesses involved in international trade
do not suffer a local VAT burden. In addition to the two mainstream procedures of wider
range zero-rating provisions and refund procedures, other supplementary approaches have
been identified, such as refunds through registration, shifting responsibility onto locally
registered suppliers/customers and the granting of purchase exemption certificates. It is
likely that other procedures and specific reliefs exist and that countries may use a
combination of different approaches.

19 Council Directive 2008/9/EC of 12 February 2008 laying down detailed rules for the refund of value added tax, provided for in Directive
2006/112/EC, to taxable persons not established in the Member State of refund but established in another Member State (Official Journal
L 44, 20.2.2008, p. 23). Prior to 1 January 2010, the rules for such refunds were provided for in the Eighth Council Directive 79/1072 /EEC
of 6 December 1979 on the harmonization of the laws of the Member States relating to turnover taxes T Arrangements for the refund of
value added tax to taxable persons not established in the territory of the country (Official Journal L 331, 27.12.1979, p. 11).

" Thirteenth Council Directive 86/560/EEC of 17 November 1986 on the harmonization of the laws of the Member States relating to

turnover taxes - Arrangements for the refund of value added tax to taxable persons not established in Community territory (Official
Journal L 326, 21.11.1986 p. 40).

©OECD 2010 Page 13 of 44
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V. Results from the Government Survey

34. Since refund approaches are used by a majority of OECD countries, the following paragraphs
examine in more detail some of the main features and possible problems that are linked to
the refund procedure.

35. This outline does not, however, represent a comparative study of the advantages and
disadvantages of the different relief procedures and is therefore not intended to promote
or, on the other hand, to discourage the choice or use of a particular relief procedure.

1. TimeLlimits to Submit Refunds

36. In most countries, there are strict time limits for submitting refund claims and the right to
refund is lost after the time limit has expired. However certain countries have procedures in
place for late applicants. For example, in one country, non-established businesses have the
right to object to the foreclosure decision by filing a justified complaint. In another one, late
applications are taken into consideration, as long as it is less than five years since the end of
the year to which the application relates.

2. Restrictions to Refunds

37. Generally, countries do not apply specific restrictions on foreign businesses regarding the
type of expenses that give rise to a right for refund. However, three countries do apply
some restrictions. In the first one, refunds to foreign businesses are limited to certain
expenses such as purchase of goods and services relating to transportation activities and
participation in fairs and exhibitions. In the second one, refunds of VAT incurred on the
purchase of fuel are excluded for certain claimants, based on the country where they are
established. The last one applies a limited list of items for which refunds to foreign
businesses are allowed.

3. Formalities

38. Countries usually require claimants to provide original invoices and tax registration
certificates to support their refund claims. These documents do not normally require
notarisation but this is the case in a couple of countries. In one of them, the document
substantiating that the claimant qualifies as a business must be authenticated by the
authorities of the country in which the claimant is established if that country is not party to

Page 14 of 44
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The Hague Convention®. In the other, refund claims completed by an intermediary should
0S adzZLIR2NISR o6& | y240FNRASR W[ SGGSNI 2F ! dzlii K2 |

4. Reciprocity

39.  TenrespondentcountriesrequA NS &a2YS 1AYR 2F NBOALINROAGE Al
in order to allow refunds to be made.

40. In particular, EU Member States are allowed to use reciprocity as a condition for refunding
to non-EU businesses under Directive 86/560/EEC, widely known as the 13th VAT Directive.
This is mainly based on the requirement that these countries provide similar advantages to
their businesses when they incur consumption taxes (VAT/GST or sales taxes) there.

41. The requirements for reciprocity generally take two main forms: the requirement for formal
bilateral agreements between countries (required by six countries) or unilateral decisions to
recognise countries considered as having (or not having) appropriate features in their
legislation (four countries). A mix of these forms of reciprocity requirements can exist in
countries where formal reciprocity agreement with the country of the claimant is not
required. However, each claimant must provide a certificate showing that their home
country recognises reciprocity of treatment. There is no such requirement for countries
with which a formal bilateral agreement exist (one country).

42. Generally, it seems fair from a policy perspective for a country to allow refunds or relief to a
foreign business that is not registered in that country having regard to the fact that:

() This is in line with the principle of neutrality (i.e., a foreign business should not be
disadvantaged nor advantaged compared to a domestic business); and

(ii) The home country of the foreign business would provide the same or similar relief to a
foreign business incurring VAT in that home country.

Taken together, factors (i) and (ii) provide the rationale for reciprocity and, ultimately, for
fair and equitable results.

43. There appears to be a lack of consistency in the application of reciprocity by different
countries. C2 NJ SEI YLI S5 { K SloesinStsklvin taibe ceNifehtly Gefitlediad E €
relating to a tax collection in a staged process. Some countries have a black and white list of
countries for allowing claims but these differ between countries. Moreover, there appears
to be a narrow view of what is considered to fall within the realm of reciprocity.

'2 The Hague Convention Abolishing the Requirement of Legalisation for Foreign Public Documents is a convention of the Hague
Conference on Private International Law signed in 1961. It specifies the modalities through which a document issued in one of the
signatory countries can be certified for legal purposes in all the other signatory states. Such a certification is called an apostille. It is an
international certification comparable to a notarisation and is often added to documents that have been in some manner signed by a
notary, lawyer or other public official.
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44, To this end, where alternative means of relieving VAT are adopted (as per paragraphs 24 to
30 above, e.g., broader zero-rating, relying on domestic registrants as a conduit for relief,
voluntary registration™, purchase exemption certificate, etc.), these are likely to achieve the
same result that the burden of value added taxes themselves does not lie on the foreign
business, except where explicitly provided for in the legislation.

5. Exposure to Refunds

45, The exposure of countries to cross-border refund claims varies widely (see Table 1 overleaf).
Five countries deal with more than 50 000 claims a year while eleven countries deal with less
than 10 000 claims a year. On average, countries deal with 27 500 claims a year, with two
countries well above (more than 100 000 claims a year) and four countries well below (less
than 1 200 claims a year).

46. The percentage of amounts claimed that are actually refunded appears relatively high, with
an average of 78.7% and with ten countries above 90%; eight countries between 70% and
90% and only two countries below 50%.

47. The average amount refunded by claim varies widely between countries from USD 3 235 to
USD 136 791, with an average of USD 20 530.

48. Notes for reading Table 1:

w The average amount refunded by claim is calculated by dividing the global amount
refunded by the number of claims received and actually refunded.

w An approximation of the number of claims received and actually refunded is obtained by
applying the percentage of the amounts claimed and actually refunded to the number of
claims. This is not perfectly accurate since it compares the percentage of amounts
refunded with the number of claims received, but it provides a good approximation for
comparison purposes.

w For Member States of the European Union, figures show the amounts relating to refunds
to non-EU claimants only (i.e. 13" VAT Directive claims).

B In cases where refund mechanisms to foreign businesses are not available, some countries allow non-established businesses to

voluntarily register and reclaim the VAT incurred through a standard VAT return. However, this registration may be submitted under

OSNIIAY O2yRAGAZ2YyAa YR KI@S Iy AYLI Ol 2y GKS Of I AYIluyideriocaNA IKG& |y
VAT number is not possible unless the business makes taxable supplies in the country. In some cases, registration may influence the

broader VAT treatment of cross-border services e.g. the supplier paying the VAT rather than it being accounted for by the customer

through the reverse-charge mechanism, where this is in line with local practices.
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Table 1
| 2 dzy Uekdbs8ra t@refunds
Countries Number of refund Amounts actually Percentage of the Average refund by
claims received refunded amounts claimed claim
actually refunded
A 52 4 765 803 67.0% 136 791
B 146 1200 000 90.8% 9052
C 1000 8360 000 76.0% 11 000
D 1100 27 500 000 70.0% 35714
E 2422 29833870 60.2% 20 462
F 3000 48 000 000 74.2% 21563
G 3055 63 271 000 93.0% 22270
H 3622 11 000 000 76.0% 3996
I 4500 71617 000 75.0% 21220
J 5279 52181 000 88.0% 11 233
K 9731 366 000 000 99.1% 37953
L 10000 41 887 000 90.0% 4 654
M 10947 108 000 000 40.0% 24 664
N 13000 159 000 000 94.2% 12 984
0 15000 114 000 000 94.0% 8 085
P 16 000 175 000 000 77.0% 14 205
Q 20000 90 000 000 96.6% 4 658
R 20400 236 626 000 92.0% 12 608
S 51700 689 000 000 95.0% 14 028
T 60 000 725000 000 96.7% 12 496
U 63 818 477000 000 85.0% 8793
\Y 103 000 873 000 000 Not available Not available
W 212 605 6 877 000 1.0% 3235
Average 27 408 190 396 464 78.7% 20530
All the amounts are in USD
6. Fraud and Avoidance Issues
49. DNYyldAy3d NBFdzyRa (2 odzaAySaasSa sgAGK y2 afS3l
element of risk for tax administrations. The absence of any jurisdictional power over that
business or the lack of appropriate exchange of information procedures or assistance in
recovery may well leave the tax administration exposed to fraudulent claims, with no legal
provision for imposing or enforcing penalties, nor with any hope of recovering any undue
refund payments. Recent modernisation work in the European Union (reform of the internal
EU refund procedure) recognised the importance of the link between reliable exchange of
information procedures and administrative cooperation and the development of simpler and
more efficient refund procedures.
50. The OECD has worked on improving the legal framework for exchange of information for
both direct and indirect tax purposes. Article 26 of the Model Tax Convention on Income
FYyR /FLAGEE LINPGARSa GKIG adKS O02YLISGSyd I
SEOKIyYy3IS AyTF2N¥YIGAZ2Y | a A& FT2NBaSStrote NBfSO
2F (GKS R2YS&AGAO flga O2yOSNYyAyHeditensiosaf 2F SO
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Article 26 to cover taxes of every kind and description was introduced in 2000 (previously,
exchange of information was limited to the taxes covered by the Convention). An increasing
number of bilateral treaties are based on the updated Article 26 and include exchange of
information for VAT purposes, although the revision of bilateral treaties will take
considerable time.

51. Another tool is the joint Council of Europe/OECD Convention on Mutual Administrative
Assistance in Tax Matters, which provides for exchange of information on all taxes. The
fourteen countries’ which are already parties to the Convention can exchange VAT
information under this instrument.

52. Other tools for exchange of information in tax matters (including VAT) also exist, such as the
Nordic Mutual Assistance Convention on Mutual Administrative Assistance in Tax Matters™
and European Union Regulation No 1798/2003 of 7 October 2003.

' Parties to the Convention are: Azerbaijan, Belgium, Denmark, Finland, France, Iceland, Italy, Netherlands, Norway, Poland, Sweden,
Ukraine, United Kingdom and United States. Canada, Germany and Spain have signed the Convention and are still in the process of
ratification.

5 parties to the Convention are: Denmark, Finland, Iceland, Norway and Sweden.
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V. Results from the Business Survey

1. Highlights

H1. The answers show a very broad representation of companies and industries, as well as
business sizes and geographic locations, with no abnormal dominance that could distort the
analysis. This enables some solid and credible conclusions to be drawn.

H2. 80.2% (247) of businesses incur expenditure in foreign countries and, of those, 95.5% (236)
incur it in more than one country, with a good spread across the different regions of the
world.

H3. 94.7% of the main panel, the 247 respondents that incur business expenditure in foreign
countries, declared that they incur VAT on their foreign expenditure.

H4. Nearly 21% of businesses are actually unable to recover any of the foreign VAT they incur on
business expenditure.

H5. Less than 20% of businesses are actually able to recover the foreign VAT they incur on
business expenditure in all the countries where they incur VAT on such expenditure.

H6. Within the range of reasons why businesses are not able to recover foreign VAT, many are a
RANBOG NBadz G 2F procddures.dzi K2 NAGASAQ L2t AOA

H7. 90.9% of businesses use direct VAT claims and 42.7% of businesses use local VAT registration
to seek foreign VAT refunds.

H8. Over 98% (225 out of 228) of businesses are aware of the magnitude of the amounts of
foreign VAT that they incur.

H9. Businesses incur significant amounts of VAT on foreign business expenditure. The answers
show that:
w Over 80% incur more than USD 10 000 per annum;
w Over 50% incur more than USD 100 000 per annum; and
w Over 25% incur more than USD 1 million per annum.

H10. The 98 businesses that were able to provide a geographic allocation of the foreign VAT that
they incur on business expenditure indicated that they incur, collectively, just over
USD 1 billion of foreign VAT per annum.

H11. The respondents to the survey incur VAT in all parts of the world, with a dominance of
Europe and, in particular, the EU Internal Market.
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H12.

H13.

H14.

H15.

H16.

H17.

H18.

H109.

H20.

H21.

H22.

Not all foreign VAT claims fall into the common category & (G NI @S f SELISYRAI
(S

O2yTSNBYOSakiNIRS aK2paéd 2 KA fgalAT onfsuere a

expenditure, a significant number incurs foreign VAT on goods (inc. tooling, stock, etc.) and
general services (inc. professional and back office services).

A high proportion of businesses find procedures for refunds generally difficult to contend
with ¢ almost 72% expressed a degree of difficulty.

Key factors determined by businesses to assess the ease or difficulty of a foreign VAT refund
procedure seem to be:

w Communication with the authorities, including guidance, forms and procedures; and

w Speed of repayment.

Local language and cost efficiency are the main factors that drive at least 56.4% of
businesses to fully or partially outsource the management of their foreign VAT refund
claims.

About half of businessesha®@S a G2 LJILISR Of FAYAy3d 1 ¢ Ay

Y S

C

AYOdzZNNBR FFNB y20 62NIK G(GKS (GNRdzof Sé¢ | yRk2NI 6

reasons.

Half of businesses recover 50% or less of the foreign VAT they incur and a quarter recover
less than 25%.

Over half of businesses incur costs to obtain refunds that are 15% or less of the amounts
recovered. However, for more than a third of businesses, the costs are between 16% and
50% of the amounts recovered.

According to businesses, tax authorities take a long time to pay, with well over half of all
claims taking 6 months or more to be refunded, and half of those taking over a year.

When they do so, businesses seem to be successful in appealing against denied claims, as
89% of those concerned confirm that they have been successful in at least some of their
cases.

In terms of doing business in a particular jurisdiction, over a third of businesses are
influenced by the potential to incur foreign VAT and nearly 40% have implemented
legitimate alternatives to avoid paying it or going through refund procedures.

In order to improve the procedures, businesses would like to see:

w Improved communication with tax administrations, including in terms of administrative
guidance (clarity of the rules), interaction with individual businesses (taxpayer service)
and means of communication (use of modern communication technologies);

w Harmonisation and standardisation of the rules, procedures and forms; and

w Quicker repayments from tax authorities.
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2. Outline of theSummary Analysis

53. This is a summary analysis of the business survey on refund mechanisms. The purpose was
to assess the scope and magnitude of VAT incurred by businesses in foreign jurisdictions,
businessesCexperience with the refund mechanisms available and the scope and magnitude
of associated costs.

54, The business survey was based on an online questionnaire that adopted an interactive
format, rather than a linear format. Respondents were directed to certain questions, based
on their answers, rather than having to answer all questions in order, even if not relevant.
Accordingly, none of the respondents had to answer all the 75 questions that made up the
guestionnaire. In addition, respondents were able to skip certain questions. Overall, it
means that the number of respondents per question is not linear. This summary provides
the number of responses to the questions analysed.

55. The questionnaire was first made available on the OECD website on 5 June 2009 with a
deadline of 17 July 2009 for responses. That was then extended to 14 August 2009. It was
LINEY2GSR GAl (G(KS h9/5Qa y2NXIf OKFyySftas |a
groups, international business networks and articles in the specialised press.

56. The questionnaire was organised around 3 main sections:
9 Section 1: Tell Us about You and Your Business
9 Section 2: Tell Us about Your Business Experience with Foreign VAT
9 Section 3: What is Your Business Experience with Foreign VAT Reclaims?

57. This summary analysis is organised in a similar way.

58. At the end of Section 3 of the questionnaire, respondents were also asked to identify things
that might make a difference. The responses form the basis for the dSuggestions for the
Future€ section, which concludes this summary analysis.
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3. Section 1Tell Usabout You and Your Business

59.

This section is about the profiling of the respondents, to understand who they are, their size,
location and type of industry they are involved with.

3.1.Sizeand Qualityof Panel/Sample

60.

61.

308 businesses responded to the questionnaire. Such a level of participation confirmed the
interest raised by the refund issue. The sample is large enough to draw valid conclusions
from the responses and provides a good basis for analysis.

LG Aa Fftglea RAFTFAOAA G (2 RSGSNX¥YAYS (GKS
voluntary response to a questionnaire rather than a selection of businesses within a given
population. However, the answers show a broad representation of companies and
industries, with no abnormal dominance that could distort the analysis.

3.2.SizéType of Business

62.

63.

Figure 1 shows a dominance of large businesses and multinationals (70.8% ¢ in pink and red)
in the composition of the sample/panel. Smaller businesses, such as sole entrepreneurs and
small & medium size businesses (SMEs) still achieve a reasonable representation, with 25.7%
(in dark and light blue). A small percentage of respondents (3.6% ¢ in green) identified
0§ KSYaSt @S ainclidig pérteiistipS, bhiritied, etc).

Figure 1:What best describeshe business or group you work for?

Sole Trader /
Individual Entrepreneur

= Small or Medium Size
Business

7 Large Business
(2.3%)

(3.6%) - = Multinational Group

11

= Other

This dominance of larger businesses is expected in a survey that focuses on cross-border
trade and therefore confirms the overall quality of the sample/panel.

3.3.Loation of Respondents

64.

Table 2 overleaf shows that the geographical spread of respondents covers a large number
of countries (33 countries). 61.2% are in the EU (thus 38.8% non-EU), 89% are in the OECD
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area and 11% outside of the OECD. The dominance of the EU is to be expected because of

the Common Market and is, at 61.2%, not an abnormal result.

Table 2
Select the country where Your Business has its hediice (308 responses)
N° Country Number of In %
Votes
OECD member countries
1 Belgium* 9 2.9%
2 Canada 45 14.7%
3 Denmark* 2 0.6%
4 France* 22 7.3%
5 Germany* 18 5.9%
6 Hungary* 2 0.6%
7 Ireland* 1 0.3%
8 Italy* 17 5.5%
9 Japan 6 1.9%
10 Korea 1 0.3%
11 Luxembourg* 4 1.3%
12 Mexico 4 1.3%
13 Netherlands* 10 3.2%
14 Norway 4 1.3%
15 Portugal* 32 10.6%
16 Spain* 2 0.6%
17 Sweden* 8 2.6%
18 Switzerland 9 2.9%
19 United Kingdom* 38 12.4%
20 United States 39 12.8%
Total OECD 273 89%
Non-OECD countries
21 Bulgaria* 2 0.6%
22 Costa Rica 1 0.3%
23 Hong Kong 1 0.3%
24 India 1 0.3%
25 Indonesia 1 0.3%
26 Israel 1 0.3%
27 Jersey 1 0.3%
28 Liechtenstein 1 0.3%
29 Malaysia 1 0.3%
30 Singapore 2 0.6%
31 Slovenia* 21 6.8%
32 Thailand 1 0.3%
33 Togo 1 0.3%
Total non-OECD 35 11%
Total European Union 188 61.2%
Total 308 100%

* = Member States of the European Union
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65. It is true that the survey was conducted in English only, which may have influenced the
composition of the sample (essentially for SMEs since English is used in most multinational
businesses (MNEs)). Since the survey focused solely on VAT (and not on other taxes) there
may be a sample bias towards respondents in jurisdictions with a high VAT profile. However,
the geographical coverage of the sample is large enough to avoid any significant
geographical distortion in the results.

3.4.Industry of Respondents

66. The responses cover a very broad spectrum of industries, as shown in Figure 2 below and
Table 3 overleaf. Manufacturing is the highest with nearly 28%. Intellectual services and
financial services (both with 7.8%) follow with consumer goods next (6.2%).

Figure 2 Whatindustry bestdescribes thanain activity of Your Busine§s

a7
(15.3%) 5

(1.6%)

4
(1.3%)
9
(2.9%)
3
(1.0%)
2
(0.6%)
6
(1.9%)
= Banking, Life Insurance, Financial Services, Brokerage ® Media & Entertainment
= Consumer Goods = Publishing
Education, Health, Social Services Real Estate
= Energy Production, Supplyor Transport Retail Trade
= Food Production Telecommunications & Broadcasting (including Telephony, Internet, etc.)
® Intellectual Services (Consulting, Legal, Accounting, Audit, etc.) Transport
= |T & Technology Travel
Mail Order Retailers (including Online and Catalogue Sales) = Wholesale Trade
= Manufacturing Other
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Table 3
What industry best describes the main activity of Your Business? (308 responses)
Industry Number In %
of votes

Manufacturing 86 27.9%
Other * 47 15.3%
Banking, Life Insurance, Financial Services, Brokerage 24 7.8%
IT & Technology 24 7.8%
Consumer Goods 19 6.2%
Telecommunications & Broadcasting (inc Telephony, Internet, etc.) 15 4.9%
Wholesale Trade 15 4.9%
Energy Production, Supply or Transport 14 4.5%
Intellectual Services (Consulting, Legal, Accounting, Audit, etc.) 13 4.2%
Transport 12 3.9%
Retail Trade 9 2.9%
Food Production 8 2.6%
Media & Entertainment 6 1.9%
Education, Health, Social Services 5 1.6%
Travel 4 1.3%
Real Estate 3 1.0%
Mail Order Retailers (including Online and Catalogue Sales) 2 0.6%
Publishing 2 0.6%
Total 308

F ¢KS NBGASSG 2F GKS O2YYSyida LRadSR o6& (KS

variety of industries, including automotive, construction, heavy machinery, hospitality and
pharmaceuticals, as well as the industries linked to these (such as support and engineering). Several

of these respondents also belong to groups involved in several industries.

Highlight1

Theanswers fiow avery broad representation of comparis and industriesas well as business siz¢
and geographic locationsyith no abnormal dominancetat could distort the analysis. Thisnables

some solid and credible conclusions to be drawn.
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4. Section 2Tell Usabout Your Businesg&xperience withForeign VAT

67.

This section is about dzy RSNE& G yRA y 3

G F 2 NB A 3bbréler tadéPaddatheir exposure to foreign VAT.

AYF2NYSR GKIFGX F2NJ 0KS

activities.

iKS SEGSy

2F GKS

Respondents were

N.

LJdzNLJ2 & S 2 i whérktBe |j dzS & G A
respondents are not established or VAT-registered as a result of their normal day-to-day

4.1. Business ¥perience withForeign BusinessExpenditure

68.

69.

Figure 3 shows that 80.2% of the respondents (247)
indicated that they incur business expenditure in
countries where they are not established or registered
as a result of their day-to-day activities. Compared to
Figure 1, it shows that SMEs and smaller businesses
that completed the questionnaire also incur business
expenditure in foreign countries. On the other hand,
19.8% of responses (61) indicated that they do not
incur such costs.

Taking into account the structure of the interactive
questionnaire, these 61 respondents would then have
been sent to the very last section of the questionnaire
(see section 5.5 of the report). Accordingly, the sub-
group of 247 respondents constitutes the main panel
for the analysis of the survey.

Figure 3:Has Your Business incurred

costs in foreign countrie®

4.2. Countries whereBusiness Expenditure Has Been Incurred

70.

71.

©OECD 2010

According to Figure 4, 4.5% (11 out of 247 businesses)
incur expenditure in only one country; 15.4% (38) in
more than one country but all within the European
Union and the vast majority, 80.2% (198), in more
than one country, including one or more outside the
European Union. This confirms that the panel is not
EU-centric and that the results of the questionnaire
are based on an experience of different systems and
regions.

For businesses that incur business expenditure in only
one country, the size of the sample (11 responses) is
not big enough to separately draw relevant
conclusions as to the geographical spread or
difficulties encountered.

m Yes

= No

Figure 4:In how many foreign countries

has Your Bsiness incurred

expenditure?

11

mOnlyl

= More than 1
(all EV)

= More than 1
(inc non-EV)
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72. For businesses that incur expenditure in more than one country, but all within the EU, the 38
responses (15.4% of the 247 businesses of the main panel) show a pretty good spread across
countries with more than 5 countries per business on average (for a total of 215 votes).
Expenditure is incurred in all the 27 Member States, with Germany (24 votes), Spain (20
votes), France (18 votes), Italy (14 votes) and UK and Belgium (13 votes each) being the top
6. This probably reflects the reality of the Internal Market.

73. The vast majority of the main panel of respondents incur expenditure in more than one
country and not wholly in the European Union (198 responses, i.e. 80.2% of the main panel).
The geographical spread by regions where expenditure is incurred is pretty well balanced
(see Figure 5): Europe (EU), 196 votes (99% of the respondents have incurred expenditure in
at least one EU country); Europe (non-EU), 159 votes (80.3% of respondents have incurred
expenses there); Asia, 130 votes (65.7%); North America, 110 votes (55.6%); Australia/New
Zealand, 78 votes (39.4%); South America, 76 votes (38.4%); Africa, 66 votes (33.3%). Only
4 respondents were unable to tell the regions where their expenses were incurred, which is

negligible.
Figure 5:1n which reqgions has Your Business incurred expenditufetultiple choice)
TOTAL RESPONDEN I I I |198
curope (ev) | oo
Europe (norEU) 159
Asia 130
North America
Australia / New Zealand
South America
Africa
Don't know
0 50 100 150 200
74. 172 respondents gave more detailed information about the countries where the expenses

are incurred, providing a spread across 175 countries with an average of 17.8 countries per
respondent (3 068 votes). Out of the 175 countries where business expenses were incurred
by respondents, 142 have a VAT system in place.

75. The size of the sample and the geographical spread of countries where business expenses
are incurred confirm Highlight 1 about the validity of the sample.

Highlight2

80.2%(247) of businesses incur expenditure foreign countriesand, of those,95.5% @36) incur it in
more than onecountry, with a good spread across the differen¢gions of the world.
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4.3.1s VAT mcurred on theForeign BusinessExpenditure?

76. Only 2.8% of the main panel (7 respondents) declared that they do not incur VAT on their
foreign expenditure. On the other hand, 94.7% (234 respondents) declared that they incur
VAT on such expenditure. Only a marginal number of the main panel (2.5% ¢ 6 respondents)
did not know whether they incur such foreign VAT. This reflects the wide spread of VAT
across countries and confirms that the main panel has experience of foreign VAT systems.

Highlight3

94.7% of the main panel, the 247 respondents that incur business expenditure in foreign coun
declared that theyincur VAT on their foreign expenditure

4.4. Who Recover&/AT in Breign Countrie®

77. 20.9% of the respondents (i.e. 49 out of 234) who indicated that they incur foreign VAT said
they are unable to recover any of that tax (Figure 6 below).

Highlight 4

Nearly 21% of businesses are actually unable to recover any of the foreign VAT they incur on bu
expenditure.

78. According to Figure 6, 71.8% (i.e. 168 out of 234 ¢ in green) said they are able to claim but,
of that number, 73.3% (i.e. 123 of the 168 ¢ Figure 7 in red and blue) said that they only
claim in some or just one of the countries where they incur foreign VAT.

Figure 6:1s Your Business able to recover Figure 7:1f Yes, in how many countriés
any of the foreign VAT

u Allof Them
H Yes
uS f
> « Dot know some.
8
(4.8% = One of Them
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79. Overall, combining the results of Figure 6 and Figure 7 (overleaf), only 19.2% (i.e. 45 of 234
respondents) are able to recover foreign VAT in all the countries where they incur such VAT.
73.5% (i.e. 172 of 234 respondents) do not claim foreign VAT in all the countries where they
incur such VAT.

Highlight 5

Less than 20% of businesses are actually able to recover the foreign VAT they incur on bu
expenditurein all the countries where they incu¥AT onsuch &penditure.

80. When asked about the reasons (multiple choice) preventing them from making foreign VAT
reclaims, they selected on average 3.7 reasons, as outlined in Table 4 below.

Table 4
2 K& OrbuyBDsiness recover the VAT? (172 respongesultiple choice)™®
Reason Number In %
of votes (of 172 responses)
The amounts involved are too small 88 51.2%
The costs of recovery are too high 79 45.9%
There is no reciprocity arrangement between the two countries 67 39.0%
It would need to register for VAT 60 34.9%
The tax authorities will not allow a foreign business to register & 46 26.7%
recover VAT without having a taxable activity in the country
The tax authorities will not allow a foreign business to register & 45 26.2%
recover VAT without creating a branch or another establishment in
the country
The accounting system does not identify the VAT incurred abroad 24 14.0%
Some other reason 4 2.3%
Total 622
81. The main factor, chosen by two thirds of the respondents is that the tax authorities make

claiming refunds too difficult. The second highest factor, chosen by over half of the
respondents is that the tax authorities will not refund VAT to a foreign business. Taken
together with the requirement to register and the associated difficulties (i.e. having an
establishment in the country or having a taxable activity in the country) this means that
more than half (57.8% or 360 votes out of 622 ¢ in red and pink in Table 4) of the votes
concentrate on the difficulties imposed by foreign tax authorities on non-established and
non-registered businesses, in relation to foreign VAT reclaims.

' This question allowed for multiple choice responses, so each respondent may have chosen more than one reason. With a total of 622
votes, the average here is actually 3.7 votes per respondent.
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82. The other 2 reasons (of the top 4 ¢ in blue in Table 4) confirm that businesses apply a
common cost/benefit test when assessing whether to reclaim foreign VAT. Further
information on amounts and costs is available later in this report (see sections 4.5 and 5.4).

Highligtt 6

Within the range of reasons why businesses are not able to recoleeeign VAT, many are a direct
NBadzZ G 2F (pdlides orpinted @bl (G A S& Q

83. As regards the method of recovery (Figure 8 below), 90.9% (130 out of 143) of the
respondents indicated that they use direct refund claims whilst 42.7% (61 out of 143) use
local VAT registration. A proportion of respondents use a combination of both methods.
Only 2.8% of respondents did not know the way foreign VAT was recovered. In the
guestionnaire, both methods have been combined.

Figure 8:What are the methods of foreign VAT recovery(Pnultiple choice)

TOTAL NUMBER OF RESPONDE 143

Direct Claim

Local Registration

Don't Know

0 20 40 60 80 100 120 140 160

Highlight7

90.9% of businessease direct VAT claimand 42.7% of businesses use local VAT registratiaeek
foreign VAT refunds

4.5. What Is the Magnitudeof the Foreign VATncurred?

84. According to Figure 9 overleaf, the 228 respondents that incur VAT on foreign business
expenditure are generally well aware of the amounts at stake. Indeed, 18.9% (43) of the
respondents are able to provide the actual annual amount of VAT incurred and 52.2% (119)
are able to provide an annual estimate. Altogether, this means that 71.1% (162) of
respondents are aware of the amounts.
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Figure 9:Do you know the amount of foreign Figure 10:If you cannot estimate, do you
VAT incurred by Your Business? consider the amounts to be:

= Know the Amount 22 = Negligible
(33.3%) 28

(42.4%) Low

Can Estimate

High
the Amount 9
u Very High
119 = Cannot Estimate
(52.2%) the Amount u Don't Know

3
(4.5%)

85. Figure 10 provides information about the perception of the 66 respondents in Figure 9 (in
red) that were unable to provide specific amounts or estimates. Of those, 54.5% (36
respondents ¢ in red and pink) considered the amounts involved high or very high. Only
4.5% (3 respondents ¢ in blue) declared not having a feel for the amounts incurred.

86. Overall, looking at Figure 9 and Figure 10 together, this means that over 98% (225 out of
228) of businesses are aware of the magnitude of the amounts of foreign VAT they incur.

Highlight 8

Over 98% (225 out of 228) of businesses are aware of the magnitude of the amounts of fovéig
that they incur.

87. Figure 11 overleaf shows that the group of 162 respondents who know or can estimate the
amount of foreign VAT that they incur is split virtually equally between those who incur less
than USD 100 000 foreign VAT a year (48.8% ¢ in dark and light green) and those who incur
more than USD 100 000 foreign VAT a year (51.2% ¢ in yellow to red).

88. Over 80% of respondents incur more than USD 10 000 a year and a quarter of the
respondents (25.3%) declared that they incur more than USD 1 million a year. This reflects
the spread of the sample across the type and size of participating businesses (see
Highlight 1).
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Figure 11:What is the amount of foreign VA incurred by Your Business (in USD)?

m | essthan 10000
10001 to 100 000
100001 to 500 000

= 500001to 1 000000

50
(30.9%) = 1000001 to 5000000

27 = More than 5000 000
(16.7%)

Highlight9

Businessesincur significant amounts ofVATon foreign business expenditute The answers shoy
that:

1 Ower 80% incur more than USDD 000 per annum
1 Over 50% incur more than USDDO000 per annum and

1 Over 25% incur more than USDmillion per annum

4.6. Where Is ForeigiVAT Incurred?

89. The amounts of foreign VAT incurred vary widely depending on the regions (Table 5
overleaf). The European Union is the region where the amounts are the highest both in
terms of the number of businesses concerned (93 votes) and value (a total of more than
USD 820 million). The average amount by vote is also the highest there (approximately
USD 8.9 million). This dominance probably reflects the intensity of the exchanges on the
Internal Market and the higher standard VAT rates in this area.

90. Looking at the total amounts, this region is followed by Europe (non-EU); Asia,
Australia/New Zealand, South America, Africa and North America. The average amount
analysis shows a similar ranking between the regions. North America is not unexpectedly at
the bottom of the list as the USA does not have a VAT-type tax and the standard rate in
Canada is either 5% or 13% depending on the province.
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Table 5
Amounts of VAT (in USD) incurred by regions (98esponses; multiple choice)®
Region Number Total amount Average amount incurred
of votes (USD) (USD)

Europe EU 93 826 860 000 8891 000
Europe non-EU 37 116 906 000 3160 000
Asia 26 26 322 000 1012 000
Australia/New Zealand 17 19331000 1137000
South America 20 11 556 000 578 000
Africa 16 9516 000 595 000
North America 27 6 442 000 239000
Total 236 1016 933 000

Highlight10

The 98 businesses that were able to provide a geographic allocation of the foreign VAT that
incur on business expenditure indicated that they incur, collectivglyst overUSD1 billion of foreign
VATper annum.

Highlight11

The repondents to the survey incur VAT in all parts of the vidrwith a dominance of Europe and
in particular, the EUnternal Market.

4.7. Profile of Foreign VAT Claims

Figure 12:What best describes the foreign VAT
91.  Figure 12 shows that, of the 228 businesses that Your Business incurs?
that answered this question, 40.3% (92 ¢ in
dark and light green) indicated that their
foreign VAT is essentially made up of small
amounts.

= Few Small Amounts

Lots of Small Amounts

FewLarge Amounts

55
(24.1%) Lots of Large Amounts

92. By contrast, only 5.2% (12 ¢ in yellow and
orange) indicated claims were made up of

. ¥ ACombination of Small
either few or lots of large amounts.

& Large Amounts

-— 11

1 0,
t(o.4%) (4.8%)

7 Rounded to the nearest thousand USD.

'8 This question allowed for multiple choice responses, so each respondent may have chosen more than one region where VAT is incurred.
With a total of 236 votes, the average here is actually 2.4 votes per respondent.
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93. However, the majority of businesses (54.4% ¢ 124 businesses ¢ in red) indicated that their
foreign VAT is made up of a combination of small and large amounts.

94. To assess the type of expenditure on which businesses incur foreign VAT, businesses were
asked to select from a list (Table 6) as many types as relevant. On top of the list is, as
expected, dtravel expenditure (hotel, cars, fuel, etc)é (91.6% of businesses selected this
type)® CKA& A& FT2tft26SR o0& | y2iKSN SELSICTIER G e
(7c w2 0 D Ly GKANR LJ I OS A& &3S yrdaly thefoariNIDA OS a
highest selectiond 0 0 ®p’2 0 A & @ LIZNOKIF &S 2F 3JI22Raé P

Table 6
Can you tell us about the type of expenditure on whitour Business incurs foreign VAT?
(227responsesc multiple choice *°
Option Number In %
of votes (of 227 responses)

Travel expenditure, such as hotels, taxis, car hire, restaurants and fuel 208 91.6%
(except air travel)
Conferences, seminars, trade shows, training courses, etc. 173 76.2%
General services and professional fees 115 50.7%
Purchase of goods such as tooling, raw materials and stock/inventory 76 33.5%
Transport services (haulage) 65 28.6%
Hire of servers, telecommunication lines, co-location services, 47 20.7%
roaming charges, etc.
Back office services such as payroll, accounts payable, accounts 36 15.9%
receivable, administration and support
Land related costs such as office rental and warehousing 35 15.4%
Other 18 7.9%
Not sure 1 0.4%
Total 774

95. Together with the amounts disclosed in the previous parts of the questionnaire, this
confirms that businesses do not incur foreign VAT solely on travel expenditure.

96. Most businesses incur foreign VAT as a result of their ongoing business operations (86.8%
chose that option), but also as a result of ad-hoc projects (48%) and business development
efforts (35.2%).

Highlight12

Not all foreign VAT claiméall into the common categoryd it NI @St  SELISY RA (i dzN
AaK2ga¢ o 2 KAt ad | Y2adordigh VAT ordzuch ¥dendithd, a sighitieh
number incurs foreign VAT on goodm¢. tooling, stock, etc.) andjeneral services (inc. profession
and back office services).

9 This question allowed for multiple choice responses, so each respondent may have chosen more than one type of expenditure. With a

total of 774 votes, the average here is actually 3.4 votes per respondent.
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5. Section 3: What is Your Business Experience with ForeignRé&Rim®

97.  This section is about understanding NB a LI2Z Y RSy 1aQ Ay @2f @SYSo/ i oA lK
assess their perception, gauge their experience, evaluate their costs and, finally, understand
what could improve their overall experience.

5.1. Assessment oRefundProcedures by Bsinesses

98. Figure 13 below shows that businesses overwhelmingly perceive foreign VAT refund
procedures to be generally difficult (71.8% ¢ 173 respondents ¢ from red to pink). Only
11.1% (25 respondents ¢ from dark to light green) find them to be generally easy.

99. Assessing the perceived level of difficulty, almost half (48.9% ¢ 111 respondents ¢ in red and
light red) of businesses consider foreign VAT refund procedures to be often or always
difficult.

Figure 13:Overall, how do you consider procedures for refunds?

2
9 (0.9%
(4%)

m Always Difficult
m Often Difficult
Sometimes Difficult

14
(6.2%)

= Neutral
Sometimes Easy
m Often Easy
52 = Always Easy
(22.9%) = Don't Know

Highlight13

A high propotion of businesses find procedures for refunds generally difficult to contend waH
almost 72% expressed a degree of difficulty

100. Table 7 (overleaf) A dzY Y NAaSa odzaAySaasSaQ @GASsa 2y gKe
particularly easy. Respondents were allowed to select more than one reason and have, on
average, selected just under 2 each.

101. Itisinteresting to note that many respondents (83 votes, 40.1%) pointed out that no refund
procedures are particularly easy.
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102. ¢ KI 0 I l&ah griBaBce fiol® the tax authoritiesé came out as the top reason for
procedures to be viewed as easy, chosen by 38.6% of businesses. On the same theme,
ocodor 2F NBalLRyRSyida Llzi aSlFae O2YYdzaEA Ol GA2
made it to third place, with 31.9% of the votes.

Table 7
Why is this particularly easy in some countries? (207 responsasiltiple choica™
Option Number In %
of votes (of 207
responses)

ear guidance fro a oritie a pDle 80 8.6%

0 atio ax a oritie ea 69 %
Actual repayments are quickly made 66 31.9%
Procedures are harmonised between countries 32 15.5%
Electronic submission procedures are available 31 15.0%
Deadlines/procedures for submitting claims are managed by the tax 29 14.0%
administration in a flexible way
Other (please specify) 16 7.7%

Total 406

103. Table8adzYYlI NA&aSa o0dzaiAySaasSaqQ OASsa 2y sKe

difficult. Respondents were allowed to select more than one reason and have, on average,
selected 4.2 each, i.e. more than twice as many as for the question on easy procedures.

Table 8
Why is this particularly difficult in some countries? (207 responsesultiple choice™
Option Number In %
of votes (of 207
responses)

Actual repayments are made with long delays

Refund procedures are still paper-based (forms, original invoices, etc)

Deadlines/procedures for submitting claims are managed by the tax 91 44.0%
administration in a very strict way

Need to appoint a tax representative 77 37.2%
Need to register in the country 52 25.1%
No refund procedures are particularly difficult 21 10.1%
Other (please specify) 30 14.5%
Total 859

% This question allowed for multiple choice responses, so each respondent may have chosen more than one reason. With a total of 406

votes, the average here is almost 2 votes per respondent.

2! This question allowed for multiple choice responses, so each respondent may have chosen more than one reason. With a total of 859

votes, the average here is actually 4.2 votes per respondent.
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104.  This time, it is interesting to note that only a few respondents (21 votes, 10.1%) considered
that no refund procedures are particularly difficult.

105.  Many businesses (64.3%) cited G Kl G &l Ol dz- £ NBLI @ YSyYy G ZasteSNBE Y |
principal cause of difficulty. Shortly behind, with business selections from 49.3% to 58.5%,
¢S T AnRniceticnNBt I G SRE AaadzSa o0APSd | OldzZ &t O2YY
guidance) and the fact that procedures are still paper-based (55.6%).

Highlight 14

Key factors determined by businesses to assess theeeas difficulty of a foreign VAT refund
procedureseem to be:

1 Communication with the authorities, including guidance, forms and proceduresd

1 Speed of repayment

©OECD 2010

106.  According to Figure 14, very few businesses  Figure 14:Do you feel Government are more flexible
feel that foreign tax authorities are more when they know yo
flexible with them once they know them: only (1_33%L\

9.7% (in green) think so versus 27.8% (in red) |‘

who think the opposite.

108.  According to Figure 15, most businesses are familiar with foreign VAT procedures, as the
vast majority of them (84.1% ¢ 191 out of 227 ¢ the whole pie chart excluding the blue and
grey segments) are engaged in such procedures at least once a year.

u Yes

= No

107.  This is to be balanced by the fact that a third
of businesses (33.9% ¢ in blue) consider that it
depends on the country and that over a
quarter (27.3% ¢ in grey) simply do not know.

= [tdependson the Country
® Don't Know

Other

5.2. Management of Refund Claims byiBinesses

Figure 15:How often is Your Business engaged with foreign VAT refund procedures?

® Oncea Year

Several Times a Year
= Once a Month
® Once a Quarter

® | essthan Once a Year

56 = Don't Know
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109. Table 9 shows that 25.1% of the respondents (in green) systematically manage their claims
internally. On the other hand, at least 56.4% of the respondents (in red and pink) fully or
partially outsource the management of refund claims (including to another associated
entity), including nearly a quarter (24.7% ¢ in red) who systematically resort to outsourcing.

Table 9
Generally, who makes the claims for your refunds of foreignT?A227 responses)
Option Number In %
of votes
Someone within Your Business 57 25.1%
Combination of the above 72 31.7%
It depends on the countries 27 11.9%
ldonQli 1y 26 15 6.6%
Total 227 100%

110.  The main reasons invoked for outsourcing are summarised in Table 10 below. The clear
winner, with nearly 62% of businesses @2 1 S> A a & Y ZadgiaeRI® 2F 28 & O
efficiency, success rate and peace of mind also emerge as strong reasons for outsourcing.

Table 10
Why are all or part of refund claims done outside Wbur Businessq159 responseg multiple choice)22
Option Number In %
of votes (of 159 responses)
| They have better understanding of focallanguages [ 98 [  6L6% |

It is more cost effective 63 39.6%

It is easier for us not to worry about this 59 37.1%

They are more successful at it 53 33.3%

Itis just not worth doing in house 45 28.3%

Itis legally required 19 11.9%

We have always done it that way 17 10.7%
Other 15 9.4%

Total 369

Highlight15

Local languagend costefficiencyare the main factors that driveat least56.4%of businesses tdully
or partially outsourcethe management otheir foreign VAT refund claims

%2 This question allowed for multiple choice responses, so each respondent may have chosen more than one reason. With a total of 369
votes, the average here is actually 2.3 votes per respondent.

©OECD 2010 Page 38 of 44



VAT/GST Relifdr Foreign Businesses: The State of Play

5.3.Are There Countriesvhere Your Business Has Stopp@aiming Foreign VAT?

111.  Exactly half the businesses that responded have stopped claiming VAT in some countries.
Table 11 below shows that the top 2 reasons are: cthe amounts incurred are not worth the
trouble¢ and othe administration is too difficulté @

Table 11
Why have you stopped claiming VAT in certain countries? (106 respogsesltiple choice™
Option Number In %
of votes (of 106 responses)

The administration is too difficult to handle 73 68.9%

Those countries do not offer a refund procedure 48 45.3%

Those countries do not allow businesses from your country to 37 34.9%

reclaim VAT (e.g. because of a lack of reciprocity agreement with

your country)

All previous claims from Your Business have been rejected 20 18.9%

VAT relief is provided by other means (e.g. zero-rate) 7 6.6%

Other 6 5.7%

Total 267

Highlight16

Abouth- £ F 2F o0dz&AAySaasSa KI@S aid2LIISR Of I A ¥duyed

FNB y20 ¢62NIK GKS GNRdzof S¢ I yYRK2NJ aGKS I RYA

5.4. Efficiency andXost of Refund daims

112.

113.

For the percentage of foreign VAT recovered,
Figure 16a shows an interestingly balanced
experience between businesses.  Figure 16b
(overleaf) shows the same data, having excluded
businesses that do not know.

First of all, the 50% recovery mark splits
businesses into virtually equal halves: half
reclaim 50% or less of the foreign VAT they incur
whilst the other half recover more than 50%.

Figure 16a:Overall, what percentage of the foreign VAT

does Your Business actually recover?

® More than 75%
51%-75%

= 25%-50%

m [ essthan 25%

46

(21'7%) = Don'tKnow

2 This question allowed for multiple choice responses, so each respondent may have chosen more than one reason. With a total of 267
votes, the average here is actually 2.5 votes per respondent.
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Figure 16b:Overall, what percentage of the foreign VAT

114. At the top and bottom of the scale, the ;

) . does YouBusiness actually recover?
experience is also evenly spread: a quarter 6SEQ® 52yQi YV260
claim to recover more than 75% of the foreign
VAT they incur, whilst the other quarter claim
to recover less than 25%.

= More than 75%
51%-75%
= 25%-50%
(Z;g%) B Lessthan 25%

Highlight 17

Half of businesses recover 50% or less of the foreign VAT they incur and a quarter recover les

25%.

115.  Costs incurred by businesses in reclaiming foreign VAT are analysed at Figures 17a and 17b,
measured in percentages of the foreign VAT recovered. Businesses were asked to include all
costs, i.e. both internal (e.g. salaries) and external (e.g. specialist company or other
professional fees).

Figure 17a:Overall, as a percentage of the foreign VAT Figure 17b:Overall, as a percentage of the foreign VAT

116.

117.

©OECD 2010

recovered, what is the cost to Your Business? recovered, what is the cost to YowBusiness?
6SEO® 52vVQi YV260

3 3

~(1.4%) (1.6%)

= More than 50%
m 26%to 50%

= More than 50%

= 26%to 50%
= 16%to 25%

6%to 15%

= 16%to 25%

6%to 15%

= 5%or Less 78

= Don't Know (42.9%) m 5%or Less

(36.8%)

For over half of the businesses (in dark and light green), the costs incurred to obtain refunds
are 15% or less of the amounts reclaimed. However, for more than a third (in pink and
orange), the costs are between 16% and 50% of the amounts recovered.

Only a very small minority (in red) estimate that their recovery costs exceed 50% of the VAT
recovered.
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Highlight 18

Over half of businesses incur costs to obtain refunds that are 15% or less of the amoecdsered
However, for more than a third of businesses, the costs are between 16% and 50% of the am
recovered

118.  Figure 18 shows that, according to businesses, 57.5% of foreign VAT claims take more than 6
months to be refunded (in red and orange) and half of those (26.4% of the total ¢ in red)
take over a year.

119.  Only 29.7% (from dark green to yellow) are refunded within 6 months, while a low 10.4% are
paid within 3 months.

Figure 18:How long does it generally take for Your Business to be refunded the money?

4
(1.9%)

18 m Lessthan 1 Month
(8.5%)

More than 1 Month, but Less than 3 Months

41

(19.3%) More than 3 Months, but Less than 6 Months

B More than 6 Months, but Less than 1 Year
® More than 1 Year

B Don'tKnow

120.  The results are in line with businesses€comments of section 5.1 which provide the reasons
for procedures being particularly easy or particularly difficult.

Highlight 19

According to businessesax authorities take a long time to pay, withvell over half of all claims
taking 6 months or mordo be refunded, and half of those takingver a year.

©OECD 2010

121.  34% of the respondents (out of 212 businesses that replied to the question) have appealed
against a denial of a refund claim by a tax administration. 89% of them have been successful
at least sometimes.
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Highlight 20

When they do so, businesses seem to be successful in appealing against denied claims, as
thoseconcernedconfirm that they have been successful in at least some of their cases.

5.5. Impact of Refund Procedures onBusinessDecisions

122.  Figure 19 shows that, around one-third of businesses (36.0% ¢ in red, pink and yellow) give
consideration to foreign VAT implications prior to engaging in operations or transactions
with a particular jurisdiction, whereas 50.3% (in green) do not.

Figure 19:Does the potential of incurring foreign VAT Figure 20:Have you ever implemented alternative leqgitimate
influence your decision to do business in that means to avoid the payment of foreign VAT
country? or going through refund procedures?

u No / Never

= No / Never
‘ Sometimes Sometimes
= Often m Often

= Yes/ Always m Yes/ Always

76
(24.7%) 71

(23.1%)

= Not Sure = Not Sure

123.  Figure 20 reveals that nearly half of businesses (46.1% ¢ in green) have never implemented
alternative structures to avoid incurring foreign VAT or going through refund procedures.
On the other hand, 38.7% (in red, pink and yellow) admit to having done so.

Highlight 21

In terms of doing business in a particular jurisdictiorver a third of businesses i@ influenced by the
potential to incur foreign VAT and nearly 40% have implementiegitimate alternatives to avoid
paying it or going through refund procedures.
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6. Suggestions for thewure

124.  Amongst the improvements in the refund procedure that would make the most difference,
standardisation and harmonisation are the top two for businesses, as shown in Table 12

below.
Table 12
With regard to refundprocedures, which of these things might make a difference to yewhat would you like
to see mae or less? (308 responseamultiple choice 24
Option Number In %
of votes (of 308
responses)

More Standardisation of procedures across countries 131 42.5%
More Harmonisation of legislation across countries 119 38.6%
More electronic filing procedures 118 38.3%
Quicker repayments from tax authorities 108 35.1%
Clearer guidance from tax authorities 72 23.4%
More standardisation of claim forms across countries 62 20.1%
Less Paper - based procedures 57 18.5%
Better communication between my business and tax authorities 56 18.2%
Less use of tax representative 40 13%
Payment of interest on late payments received from the tax authorities 29 9.4%
More flexible/extended deadline to submit the claim 25 8.1%
Ability to appeal against decisions made by tax authorities 8 2.6%
Follow up request for information 5 1.6%
Clearer time limits 3 1.0%
No preference 15 4.9%
Other 14 4.5%
Total 862

125. The main areas of difficulties for businesses to obtain refunds emerge more clearly when
comparing Tables 8 and 7 of section 5.1 with Table 12 above.

126. From Table 8, it appears that the main difficulties encountered were:

a. Communication with tax authorities is difficult/guidance is unclear (121+102=223 votes);
b. Actual repayments are made with long delays (133 votes);

o

Procedures and claim forms are specific to each country (lack of harmonisation) (117 votes); and

d. Refund procedures are still paper-based (115 votes).

 This question allowed for multiple choice responses, so each respondent may have chosen more than one thing. With a total of 862
votes, the average here is actually 2.8 votes per respondent.
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127.  From Table 7, it appears that the main reasons that businesses find refund procedures easy were:

a. Communication with tax authorities is easy/guidance is clear (80+69=149 votes);
b. Actual repayments are made quickly (66 votes);

o

Procedures are harmonised (32 votes); and
d. Refund procedures are electronic (31 votes).

128. Related to this, when asked which things would make a difference to the claiming of
refunds, 308 respondents cited the following as the main ones (Table 12):

a. More harmonisation of legislation, procedures and claim forms across countries
(in yellow, 131+119+62=250 votes);
b. Less paper based procedures/more electronic filing procedures (in blue, 118+57=175 votes);

c. Clearer guidance from individual tax authorities on their procedures/better
communication between my business and the tax authorities (in green, 72+56=128
votes); and

d. Quicker repayments from tax authorities (in red, 108 votes).
129.  From the correlation between the 3 tables, it transpires that businesses would like to see:

1 Improved communication with tax administrations, including in terms of administrative
guidance (clarity of the rules), interaction with individual businesses (taxpayer service)
and actual means of communication (use of modern communication technologies);

9 Harmonisation and standardisation of the rules, procedures and forms; and

9 Quicker repayments from tax authorities.

Highlight22
In order to improve the procedures, usinesses would like to see:

1 Improved communication with tax administrations, including in terms of administrati
guidance (clarity of the rules), interaction with individual businesses (taxpagervice) and
means of communication (use of ma&dn communication technologies);

1 Harmonisation and standardisain of the rules and procedures; and

1 Quicker repayments from tax authorities
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