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Overview of Lao PDR
• Lao PDR remains in the group of LDC countries
• GDP/capita: US$2,408
• Capital: Vientiane
• Population: 6.8 million (2016)
• Area: 236,800 sq km (91,400 sq miles)
• Major religion: Buddhism
• Currency: kip
• 1997 - becomes a member of ASEAN.
• 2011 - new stock market opens in Vientiane.
• 2013 - becomes a member of WTO.
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1. Objective of this paper
1

• Examine how the VAT is being implemented in
Laos.

2

• Study the practice of VAT implementation in
Japan and draw valuable conclusions from their
approach.

3

• Learn how to implement the VAT more
efficiently, mainly in order to raise tax revenue
in Lao PDR.
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2.1. What is the Value Added Tax?

• ‘‘A value added tax (VAT) is a tax on goods and services collected in
stages by enterprises and which is ultimately charged in full to the final
purchasers’’ (OECD, 2001).
•

The Law on Value Added Tax of Laos No. 52/NA, dated 23 July
2014, mentions that Value Added Tax (VAT) is an indirect tax
payable by individuals, entities and organizations that are the end
users of goods and services in the Lao PDR.
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2.2. General characteristics and methods of calculating VAT
According to Biz Accounting management, characteristics of VAT include the following:
VAT is a form of indirect taxation.
VAT is a broad-based tax, as it covers the value added to each commodity by a firm
during all stages of production and distribution.
VAT is based on the value added principle. Value added can be obtained either by adding
payments to factors of production or deducting cost of inputs from sales revenue.
VAT is a substitute for sales tax and service tax (hotel, entertainment, etc.)
VAT is based on a self-assessment system and provides the facility of tax credit and tax
refund.
VAT avoids the cascading effect existing in sales tax.
 There are two main methods of calculating VAT: the credit-invoice or invoice-based
method and the subtraction or accounts-based method. Currently, Laos uses the credit
invoice method.
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3.1. The necessity to introduce value added tax instead of
turnover tax
• Lao PDR started implementing the Value Added Tax (VAT) in
October 2010 to strengthen financial management, improve its tax
base, and to serve as an additional source of revenue for the
government's central budget.
• The VAT was designed to replace the turnover tax, which has been
around for decades. Turnover tax is applied at every stage in the
supply chain, without any deduction for the tax paid at earlier stages;
we call this the “cascading tax problem”.
• When implementing economic integration, the domestic tax policy
requires the adjustment of some taxes, such as those on import duties
and income taxes. VAT, with a wide range of adjustment and stability,
will be used by Lao PDR to meet the need for revenue to support the
state budget.
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3.2. The Rate of Value Added Tax in Lao PDR
The rates of the value-added tax in Laos are set as follow:
1• Ten percent (10%) rate is applied to goods and services that are imported,
produced and consumed in the Lao PDR that are subject to VAT, including the
export of non-finished products from natural resources.
2• The zero (0%) rate applies to raw materials, chemical substances, and the
exportation of finished goods and natural resources overseas.
3• Select goods and services are exempt from the VAT.
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3.3. The obligation and options for registering into the VAT
system in Lao PDR
• Persons subject to VAT payment are Lao and foreign
individuals, entities and organizations that import, purchase
or consume goods and services in the territory of the Lao
PDR.
• Businesses with an annual turnover of at least 400 million
kip (approximately US $50,000) are obliged to register for
the VAT.
• Businesses with annual turnover below 400 million kip can
be voluntarily registered as a VAT Taxpayer.
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3.4. Revenue performance of value added tax in Lao PDR
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3.5. The comparison of VAT revenue to other tax revenues
in Laos (Million LAK)
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3.6. A comparison of VAT implementation between Japan and
Laos
 VAT issues:
• Date introduced
• Thresholds
Registration
• Standard rate (%)
• VAT compared to
total tax revenue
• Electronic
invoicing
allowed?

• 1 April 1989
• ≥ 10 million yen or nearly
$100,000 USD of taxable
transactions.
• 8%, and a rate increase to 10%
is expected to take effect from
1 October 2019.
• Approximately 20% of tax
revenue
• Yes

• 1 October 2010
• ≥ 400 million kip or approximately
$50,000 USD of taxable
transactions
• 10%; The (0%) rate applies to raw
materials, chemicals and certain
exemptions on some goods and
services.
• 25-27% of tax revenue
• Not yet
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3.6. A comparison of VAT implementation between Japan
and Laos (cont.)
 Related issues:
• Tax Education
• Tax consultation
• Electronic
system (E-tax)
• Enterprise's
Bookkeeping

• Provided by JFCPTAA (*) &
NTA.
• As of 2016 there are 311 cases
for VAT consultation.
• Almost fully an electronic
system.
• Almost all enterprises use
bookkeeping

(*) JFCPTAA= Japan Federation of Certified Public Tax Accountants' Associations
NTA = National Tax Agency

• Not yet implemented for
taxpayers.
• Not yet a usual occurrence.
• Not yet fully available in rural
areas (Province and districts).
• Lack of bookkeeping for SMEs.
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3.7. Population, tax authorities and taxpayers

Data source: IMF 2012
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3.8. Lessons learned from Japan
 Electronic computerization systems:
Technological innovation has been an important matter in tax
and revenue collection, promoting the efficiency of tax
administration.

 Basic tax education for taxpayers and prospective taxpayers is an
important and necessary task. The strengthening of tax education
is very important in shaping an individual’s tax knowledge and
increasing tax compliance.
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3.8. Lessons learned from Japan (Cont.)

 Bookkeeping matter

 Tax consultation is very important and
necessary for the taxpayers to solve any
problems that may occur, and it also will be
more effective and efficient to collect tax
revenue using this approach.
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4.1. Major problems
Problems:
 Revenue collection from VAT is not
as efficient as it should be. As a
result, tax collection is not reaching
the target.
The data in 2016 showed that the total
tax revenue base was 93,987
enterprises, of which only 11,239
enterprises (12% of the total)
registered into VAT system.
 Mainly, about 60-70% of SMEs
lack of bookkeeping and invoices in
their business transactions.

Proposals:
 Broaden more on VAT base:
Government should have to survey
enterprises in order to enforce them to register
in the VAT system and get a higher rate of tax
revenue collection.
 Regular VAT training and conducting
acceptance tests before registering for VAT.
These features will enhance users’
understanding of the VAT system and
encourage better compliance. The Ministry
of Finance has to regularly disseminate the
related regulation details to the taxpayers.17

4.2. Issues regarding implementation

Problems:
 Lack of an ICT system: tax
administration in Laos still lacks
computerization, especially at the
province and district level.
 VAT is still a new system in Laos,
so taxpayers do not clearly
understand how it works.

Proposals:
 The Ministry of Finance of Laos has to
support a budget to develop the ICT
system, which can cover the local levels of
the government to boost the tax collection.
 Organize tax education and consultation: in
the long term, the government should
consider providing tax education in schools
and universities to enhance the general
knowledge of taxation among citizens and
to build greater capacity for the tax
18
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4.3. Issues regarding policy

Problems:
 Many exemptions, especially in
SEZs (special economic zones) and
other sectors like agriculture.
The VAT Law in Lao PDR has
numerous exemptions, especially
pertaining to agriculture, forestry and
related activities.

Proposals:
 Reduce exemptions as much as possible,
especially for the agriculture, forestry, etc.
If the government wishes to promote
particular activities, such as agriculture, they
should provide direct financial subsidies
rather than complicate the VAT system.
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5. Conclusion
1. A well-performing tax system requires both good tax policy and a modern and effective
tax administration system.
2. Major problems of VAT in Lao are: (1) revenue collection from the VAT is not as
efficient as it should be; (2) many SMEs lack proper bookkeeping and invoices for their
business transactions; (3) the government lacks an ICT system; (4) the VAT is still new in
Laos; and (5) there are too many exemptions to the VAT policy.
3. In order to solve these problems, the government should: (1) support the development of
an advanced technological infrastructure in order to increase tax and revenue collection;
(2) broaden the VAT base to include enterprises with potential; (3) organize regular VAT
training sessions and consultations with taxpayers to make them aware of the tax policy;
(4) bring tax education into schools and universities; (5) revise the VAT law to reduce
exemptions as much as possible in order to increase tax revenue.
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