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Table 4. Input VAT Compensation on Public Sector Services in Europe

Country Compensation Suppliers Funding of Scheme
Scheme”

Denmark VAT refund, taxable | Counties, Municipalities fund a
activity (refuse municipalities, “VAT Compensation
collection) inter-authority Fund™

companies

Finland VAT refund Municipalities, Municipalities fund
municipal the refund scheme
federations

Netherlands VAT refund Municipalities, Through reduction in

provinces grants

Norway VAT refund, taxable | Local Through reduction in
activities (postal governments general grant to
services, refuse municipa]itiesb
collection, etc.)

Sweden VAT refund Municipalities, Municipalities &

country councils country councils
fund the refund
scheme

United Kingdom VAT refund Local and police | Central government

authorities revenues, no
contribution by local
authorities

Notes: * for further details including exceptions and exclusions, see Wassenaar and Gradus (2004); ® extra
VAT receipts from increased contracting out are added to the fund but that does not cover the drop in
grants—for example, in Norway in 2000, the reduction in grants accounted for 80% of the funding.

Gendron[2005],p.18.
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Table 1. Summary of Approaches to Modify the Exemption System on the PNC Sector

Canadian System

Exemptions with
Rebates (self-funded)

Exemptions with
Rebates (general)

Reduced Exemptions

Source(s) and date(s)

Canada 2004-2005
Poddar 2005
Québec 2003-2005

Poddar 2005
Wassenaar & Gradus
2004

Poddar 2005
Wassenaar & Gradus
2004

Aujean et al. 1999

Supplies within scope | All No No Yes or no
of VAT
Compensation Rebates of input VAT Rebates of input VAT Rebates of input VAT Credit of input VAT on
mechanism on exempt supplies self-funded by public funded by extra VAT exempt supplies made
bodies revenue or general taxable
revenue
Bodies covered Public, non-profit, Public Public Variable
charitable
VAT revenue effects Negative Positive but neutral on Positive Positive, especially if tax

net since rebates funded
by reducing grants

all explicit fees

Economic advantages

Mostly reduction of self-
supply bias

Mostly reduction of self-
supply bias

Mostly reduction of self-
supply bias

Reduces distortions,
self-supply

Economic Distortions, need for Complex, allocations, Complex, allocations, Cascading, distortions,

disadvantages allocations, departs from | distortions, local bodies | distortions, selective need for allocations,
Canada-Québec need to make up lost self-supply
harmonization grant funding, selective ,

Administrative / Low to medium, but High, involve other High High

compliance costs most likely medium fiscal mechanisms

Jurisdiction(s) of Canada, New Denmark, Finland, UK None

application

Brunswick, Québec,
Newfoundland and
Labrador, Nova Scotia

Netherlands, Norway
(temporary scheme, not
final), Sweden

Gendron[2005],P.13.
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Table 5. Summary of Approaches to Replace the Exemption System on the PNC Sector

Australian System Full Taxation New Zealand Status Quo Zero-Rating &
System (Exemption) Reduced Rates
Source(s) and Australia 2003 Aujeanetal 1999 | New Zealand 2001 | Aujean etal. 1999 | Aujean et al. 1999
date(s) Poddar 2005 Poddar 2005 Poddar 2005 Poddar 2005 Ebrill et al. 2001
Poddar 2005
Supplies within All All All Yesorno (e.g. EU) | Yes
scope of VAT
Compensation GST credit on most | Full input VAT GST credit on most | None for exempt or | Full credit of input
mechanism sales credits on taxable sales non-taxable supplies | VAT on taxable
sales (in EU) supplies
Bodies covered Public, non-profit, | Public, non-profit, | Public, non-profit, | n/a Variable
charitable charitable charitable
VAT revenue Positive Positive Positive Positive with Highly negative for
effects g i ) growth in supplies | zero-rating
Economic Reduces distortions, | Eliminates almost Reduces distortions, | Avoids reform costs | Removes some
advantages no specific all distortions, self- | simplicity distortions, self-
exemptions for supply, need for supply
supplies by public | special regime &
bodies, simplicity definitions for PNC
organizations
Economie A few zero-ratings | Complexity with No obvious ones Cascading, Distorts choice,
disadvantages and optional regards to distortions, need for | need to determine
exemptions for non- | consideration, allocations, self- what is to be zero-

profit organizations | redistribution supply rated
Administrative / Low Medium, perhaps Low High Medium or high if
compliance costs low in long-run multiple rates
Jurisdiction(s) of | Australia None New Zealand Most jurisdictions UK (general
application worldwide system)

Gendron[2005],p.20.
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