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VIEWPOINT AFRICA

/ambia’s cabinet approues controversial tax law

/ ambia’s cabinet
recently approved the
controversial Sales
Tax Bill, 2019, which is set to
repeal the Value Added Tax
(VAT) Act, 1995, and replace
the country’'s current VAT
system with effect from July 1
2019,

The bill was presented to
parliament in April and has
been referred to the joint
committee comprising the
budget committee and the
committee on national,
economy, trade and labour
matters for review. It is
expected to be finalised
during the June
parliamentary seating.

The reintroduction of
sales tax was first announced
by the finance minister as
part of measures to promote
economic growth in the 2019
budget on September 28
2018. The main reason given
for the proposed change is to
halt the constantly escalating
VAT refund liability of the
government, estimated at
1'7.9-billion kwacha as at
January 2019.

According to the
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government, VAT refunds
have “negatively atfected the
economy  and the
introduction of sales tax will
“enhance domestic revenue
mobilisation by broadening
the tax base and simplifying
administration and
compliance”.

However, the bill has
been severely criticised by
taxpayers and adyvisers,
raising concerns that it
would cripple the Zambian
economy. They argue that
the backlog of VAT refunds is
not due to flaws in the VAT
law, but poor fiscal
management.

In terms of the hill, sales
tax is to be levied on the
supply of any taxable goods
or services, the importation
of goods and services and the

export of goods that do not
meet documentation
requirements vet to be
prescribed. Importers,
manufacturers, producers,
wholesalers and retailers are
required to account for sales
tax. The bill does not
prescribe a registration
threshold, but it is expected
to be set at an annual level of
K500,000.

The tax is to be levied at
the rate of 9% on the supply
of goods and services in
Zambia and 16% on the
importation of goods and
services. The ditferential in
tax rates is clearly aimed at
promoting local
manufacturing but, for now,
Zambia remains a net
importer with limited local
manufacturing capacity and
the “penalty” imposed on
importers would have a
substantial impact on the
pricing of local consumer
200dSs.

This is further
exacerbated by the fact that
the bhill does not specifically
provide for exemptions, but
grants a discretion to the

finance minister to exempt
by way of statutory
instrument capital goods,
inputs, designated basic and
essential goods or services,
designated supplies to
privileged persons or
eXports.

At the time of writing, a
draft exemption list had just
been published on the
Zambia Revenue Authority's
website, but many goods
bheing imported into Zambia
do not appear on such list.

Where no exemptions are
available in respect of inputs,
sales tax will result in a hetty
cost build-up as goods move
through the supply chain,
whereas under the VAT
system 16% tax was levied
only on the final consumer.

Taxpayers are required to
issue tax invoices for goods
and services supplied, using
an electronic fiscal device,
accounting software or a
pre-printed tax invoice book.

Returns are to be
submitted and payment
made on a monthly basis by
the 18th of the following
month and late pavment of

tax will be subjectto a
penalty of 5% of the unpaid
tax per month and interest at
the Bank of Zambia discount
rate plus 2%.

In terms of the bill's
(ransitional provisions, a
supplier registered under the
VAT Act and who meets the
regisiration requirement
under the hill, will be
required to register for sales
tax and accrued VAT credits
will be refundable to
faxpayers.

However, although the
Zambia Revenue Authority
has committed to finalise the
audits of all outstanding VAT

refund claims and enforcing
all outstanding VAT
assessments before July 1, it

is unlikely that this will be
achieved. The bill also
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VAT REFUNDS
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ECONOMY"’

provides for the appointment
of withholding tax agents,
similar to those under the
current VAT Act.

Taxpavers have less than
three months left to
reprogramme their
accounting and point of sales
systems, renegotiate supplier
and customer contracts and
review their pricing models
to account for potential
additional costs. While
various aspects of the
proposed tax system remain
unclear, it is difficult to
fathom how this can
realistically be achieved.

The Zambia Chamber of
Commerce and Industry and
other role players are
actively engaging the private
sector and the government to
constructively provide
perspectives for
consideration by the MPs
and taxpayers are urged to
participate in the consultative
pProcess.
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