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Higher compliance costs for a value-added tax (VAT) through excessive government regulations are often 
portrayed as one of the important factors that affect small and medium enterprises (SME), resulting in 
potentially significant non-compliance and under representation in terms of their registration for VAT and 
their contribution to the VAT revenue collected. However, while the existing literature makes reference 
to estimating VAT compliance costs for SMEs in developed economies, there is little detailed evidence of 
its impacts on developing economies such as Bangladesh. This study utilises a mixed methods approach 
involving both compliant and non-compliant VAT payers to estimate the VAT compliance costs for SMEs 
in Bangladesh across a number of characteristics. The results demonstrate that VAT compliance costs for 
Bangladeshi SMEs are regressive and that manufacturers have a higher burden of monetary compliance 
costs followed by those in the trading sector. The study also finds that as the size of business increases, 
the VAT compliance costs for compliant taxpayers increase as compared to non-complaint taxpayers. The 
analysis and policy recommendations emerging from these findings may provide some useful lessons for 
Bangladesh and other developing countries in designing a better VAT regime for SMEs. 

1.0 INTRODUCTION
Value-added tax (VAT) is a tax which is regarded as important for both developing and developed nations, 

as it provides a stable and necessary reserve to fund government expenditure for the provision of social 
services and important infrastructure.1 In particular, in case of SMEs, policy-makers around the world 
consider VAT as a useful tool to collect taxes for the exchequer.2 However, in Bangladesh, SMEs appear 
to be under-represented in terms of their registration for VAT and their contribution to the VAT revenue 
collected.3 This is despite the introduction of various policy and administrative measures to encourage 

1 International Monetary Fund Revenue Mobilization in Developing Countries (2011, Washington DC).
2 International Finance Corporation Designing a Tax System for Micro and Small Businesses: Guide for Practitioners (2007, 

Washington DC).
3 M Ayyagari, A Demirguc-Kunt and V Maksimovic “Small vs Young Firms across the World: Contribution to Employment, Job 

Creation, and Growth” (Policy Research Working Paper No 5631, The World Bank, 2011). Ministry of Finance, Government 
of Bangladesh Bangladesh Economic Review, 2013 (2014, Dhaka). Small and medium sized enterprises (SMEs) are one of the 
leading forces of the world’s economic development. It is estimated that more than 95 per cent of enterprises across the world 
are SMEs, accounting for approximately 60 per cent of private sector employment. SMEs for VAT in Bangladesh is made up of 
enterprises with annual turnover equal to or more than BDT 8 million (USD 0.104 million) but with an annual VAT payment less 
than BDT 50 million (USD 0.65 million).
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SMEs to register for VAT.4 For example, only 11 per cent of the total VAT revenue comes from SMEs, 
while the SME share of revenue collected from turnover tax is a mere 0.03 per cent of total VAT revenue 
collected.5 According to statistics from the Bangladesh tax authority, National Board of Revenue (NBR), 
of the 463,212 registered VAT payers in Bangladesh in the 2009–2010 financial year, only 14 per cent (or 
64,850 firms) submitted their monthly VAT returns on time. This means that approximately 86 per cent of 
VAT taxpayers failed to comply with their lodgement requirements under VAT law. In addition, only 171 
large VAT taxpayers registered with the NBR’s Large Taxpayer Unit (LTU) regularly submitted their VAT 
returns on time.6 Indeed, nearly 78 per cent of the VAT collected in Bangladesh is sourced from a relatively 
few large taxpayers, representing highly concentrated industries such as cigarettes and leafy tobacco, natural 
gas, telephone, construction companies and banks.7 Overall, these figures suggest a significant under-
representation of SMEs in the VAT revenue collected, which may be due to significant non-compliance 
by SMEs with Bangladesh’s VAT Law (including failing to register for VAT in the first place). This is 
reinforced by the fact that there was some BDT 60.24 billion (USD 78.31 million (BDT 75 = USD 1)) 
in outstanding VAT in 2011 that was yet to be collected from VAT payers in Bangladesh.8 Consequently 
it appears to be widespread non-compliance with the VAT legislation by SMEs. However, it is not clear 
whether such non-compliance is intentional, unintentional or a combination of these. One possible cause of 
SME non-compliance could be Bangladesh’s VAT Law being too complex for Bangladeshi SME taxpayers 
to understand, requiring them to seek expert help. This may lead to taxpayers finding the (private) costs of 
compliance (for them) to be excessive. Previous research has explored the potential connection between 
complexity and non-compliance,9 as well as considering the psychological cost of VAT compliance.10

International experience suggests that SMEs in general consider VAT to be problematic in that it can be 
overly costly for SME taxpayers to maintain compliance with the legislation.11 Also complying with VAT 
consumption tax can account for a large percentage of the overall tax compliance costs for businesses.12 
Bangladeshi SMEs are no exception, and are often considered as a sector which is often unduly and 
adversely affected by high compliance costs for VAT.13 Higher compliance costs could then reduce the 
potential for a VAT to provide sufficient tax revenue to meaningfully fund infrastructure development and 
other government expenditure. This article reports a study to estimate the VAT compliance costs for SMEs 
in Bangladesh and in particular details an analysis about how factors such as industry sector and compliance 
behaviour affects this. Also, there is an analysis of the components of this VAT compliance costs, in terms 

4 N Faridy et al “Complexity, Compliance Costs and Non-Compliance with VAT by Small and Medium Enterprises in Bangladesh: 
Is there a Relationship?” (2014) 29(2) Australian Tax Forum 281, at 281–328.

5 National Board of Revenue Annual Report 2010-2011 (2012, Dhaka).
6 National Board of Revenue Annual Report 2011-2012 (2014, Dhaka).
7 N Faridy Progressivity of Value Added Tax (VAT) in Bangladesh (Unpublished Master’s Dissertation, Keio University, Japan, 

2011).
8 Faridy, above n 7.
9 Faridy et al, above n 4.
10 N Faridy et al “The Hidden compliance cost of VAT: An exploration of psychological and corruption costs of VAT in a developing 

country” (2016) 14(1) eJournal of Tax Research 166 at 166–205.
11 P Webley and J Ashby “The economic psychology of value added tax compliance” in James Alm, Jorge Martinez-Vazquez, and 

Benno Torgler (eds) Developing Alternative Frameworks for Explaining Tax Compliance (Routledge, Abingdon, 2010), at 1–30.
12 P Lignier and C Evans “The Rise and Rise of Tax Compliance Costs for the Small Business Sector in Australia” (2012) 27(3) 

Australian Tax Forum 615 at 615.
13 International Monetary Fund “Bangladesh: country report” (2013) No 13/357. Accessed from, http://www.nbr.gov.bd/contents/

publication/100.pdf.
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of internal, external and the audit process. Through such a thorough analysis, the devil in the detail about 
VAT compliance costs can be assessed.

2.0 AN OVERVIEW OF VAT IN BANGLADESH
The main reasons why Bangladesh introduced a VAT in 1991 were to maximise revenue and to make 

the tax system more transparent, more accountable and more participatory.14 Bangladesh’s VAT is 
consumption-based, with goods and services generally taxed at the point of destination, rather than at the 
point of origin.15 The country adopted an invoice-based credit or credit-subtractive method16 for calculation 
of the VAT payable by a business in each tax period. The standard rate of VAT is 15 per cent, with exports 
zero-rated. However, in practice other rates emerge due to different methods of calculation. Also, the price 
on which the VAT is imposed can vary from the invoiced price to the fixed value addition on a truncated base. 
Furthermore, small business suppliers (with an annual turnover are less than BDT 8 million (USD 106,000) 
have the option of paying a tax of three per cent on their annual turnover, in lieu of the standard 15 per cent 
VAT. Another variation is that depending upon the geographic location of the business, small business 
consumers at the wholesale and retail level also pay a fixed annual amount of VAT. The multiplicities of tax 
rates as well as the prevalence of widespread exemptions has been criticised as eroding the efficiency of 
the VAT system.17 Consequently, the Bangladeshi VAT can be seen as differing from international standard 
practice, which possibly contributes to complexities in the system.

Also, the value used to calculate VAT can be variable. For example, in Bangladesh the VAT rules provide 
for a declaration and subsequent approval from the VAT authority of the value of the product by a supplier 
on which VAT will be assessed. The supplier is required to provide information about the input-output 
co-efficient of the product, that is, the quantity of raw materials, the packaging materials used for each 
unit of the goods, the percentage of wastage and the components of value addition. The Value Added Tax 
Act 1991 (VAT Act) empowers the authority to determine the value of the relevant good for imposition of 
VAT.

Further deviations of VAT from the international practice include the assessment of VAT on the basis of 
maximum retail price at the manufacturing stage, advance VAT at import stage, withholding, payment of 
VAT by account current, physical control of goods, use of stamp and banderol, package VAT, and fixation 
of notional value. Researchers Mansur, Yunus and Nandi found that VAT underperformed in Bangladesh 
due to these deviations from the standard format, the old fashioned collection mechanism, the excise-type 
and the control over physical shipment, production and delivery of goods and services.18

14 Ministry of Finance, Government of Bangladesh Budget Speech 1991-1992 (1991, Dhaka).
15 There is an exception in respect of certain services, for which Government and semi-government bodies, non-government 

organisations (NGOs), banks and insurance companies are permitted to deduct VAT at source.
16 Addition method and sales-subtractive method are two other methods for VAT calculation. Addition method applies the tax rate to 

the value added (wages paid, rent, interest expenses and profit). Sales-subtractive method calculates VAT by applying the tax rate 
to the difference of all sales and all purchases.

17 AA Tait Value-Added Tax: International Practice and Problems (International Monetary Fund, Washington DC, 1988).
18 AH Mansur, M Yunus and BK Nandi “An Evaluation of the Bangladesh Tax System” (paper presented to Linking Research to 

Policy: Growth and Development Issues in Bangladesh Conference, Bangladesh, December 2011).
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3.0 LITERATURE ON COMPLIANCE COSTS
Broadly, the compliance costs of taxation have been defined by Sandford as follows:19

Tax compliance costs are the costs incurred by taxpayers in meeting the requirements laid on them by the tax law 
and the revenue authorities. There are costs over and above the actual payment of tax and over and above any 
distortion costs inherent in the nature of the tax; costs which would disappear if the tax law was abolished. For 
businesses they include the costs of collecting, remitting and accounting for tax on the products and profits of the 
business and on the wage and salaries of its employees; and also the costs of acquiring and updating the knowledge 
to enable this work to be done, including knowledge of legal obligations and penalties.

Compliance costs include three major components, namely monetary costs, time costs and psychological 
costs to the taxpayers.20 Sandford, Godwin, and Hardwick stated that the compliance costs for a business 
include the costs of collecting, remitting, and accounting for tax on the products or profits of the business, 
and on the wages and salaries of its employees.21 The tax compliance costs for a business also include 
the costs of acquiring the knowledge to enable this work to be done, including the knowledge of their 
legal obligations and penalties.22 Sandford, Godwin, and Hardwick argued that the operational definition of 
compliance costs study needs to be geared to the data available.23 In this regard, Evans noted that what to 
include or exclude for the estimation of compliance costs depends mainly on the availability of the data.24

The growth in interest about tax compliance cost has been attributed to several factors: the introduction 
of VAT in a number of countries (with high and visible compliance costs), the growth of enterprise cultures 
involving the small business sector (where compliance costs can be regressive), and the increasing 
complexity of the tax systems.25 Below is an analysis of the types of compliance costs found and what 
should be included in compliance cost research.

The first modern study of compliance cost, conducted by Robert Haig in 1935 in the United States,26 
used a mail survey to large corporations about federal taxes and all local government taxes. In the 
United Kingdom, Sandford undertook the first compliance cost study of personal income taxes through 

19 C Sandford (ed) Tax Compliance Costs: Measurement and Policy (Fiscal Publications, Bath, 1995) at 1.
20 J Pope “The Compliance Costs of Taxation in Australia and Tax Simplification: The Issues” (1993) 18(1) Australian Journal of 

Management 69, at 69–89. Monetary costs include money spent on tax professionals and expenses relating to taxation guides, 
books, communication and other incidental costs. Time costs are incurred by the taxpayer mainly on record keeping for tax 
purposes, completing the tax return and preparing the tax details for the tax authorities or for tax professionals. Psychological 
costs comprise costs such as the anxiety of handling tax matters: C Sandford Hidden Costs of Taxation (Institute for Fiscal Studies, 
University of Bath, UK, 1973).

21 C Sandford, M Godwin and P Hardwick Administrative and Compliance Costs of Taxation (Fiscal Publications, Bath, 1989).
22 Sandford, Godwin and Hardwick, above n 21.
23 C Sandford  et al Costs and Benefits of VAT (Heinemann Educational Books, London, 1981).
24 C Evans “Studying the Studies:  An Overview of Recent Research into Taxation Operating Costs” (2003) 1(1) e-Journal of Tax 

Research 64, at  64–92. Compliance costs study may include the costs of labour/time consumed in completion of tax activities; 
for example, the time taken by a businessman to acquire appropriate knowledge to deal with tax obligations or the time taken 
in compiling receipts and recording data in order to be able to complete a tax return. The costs of expertise purchased to assist 
with completion of tax activities (typically, the fees paid to professional tax advisers) as well as the incidental expenses incurred 
in the completion of tax activities, including computer software, postage and travel, should be included to estimate compliance 
costs. Evans also suggested that the costs of anxiety and stress that taxpayers experience in dealing with taxation matters should 
be added into the taxation compliance costs.

25 C Sandford, above n 19.
26 RM Haig “The cost to business concerns of compliance with tax laws” (1935) 24 Management Review 232, at 232–333.
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27 Sandford, above n 20.
28 P Lignier, C Evans and B Tran-Nam “Tangled up in tape: the continuing tax compliance plight of the small and medium enterprise 

business sector” (2014) 29(2) Australian Tax Forum 217, at 217–248.
29 M Walpole “VAT Compliance Cost Indicators” (2014) 29 Australian Tax Forum 391, at 391–415.
30 C Sandford et al, above n 23.
31 Walpole, above n 29.
32 S Cnossen “Administrative and Compliance Costs of VAT- A Review of the Evidence” (1994) 8 Tax Notes International 1649, 

at 1649–1668. J Coolidge “Finding of tax compliance cost surveys in developing countries” (Paper presented at the 10th 
International Tax Administration Conference, Sydney, 2 and 3 April 2012) at 13–28.

33 Cnossen, above n 32. J Coolidge, above n 32, at 23.
34 The WBG studies also documented very high rates of tax inspections and audits (including any kinds of visits, official and 

unofficial, by tax authorities), which increased compliance costs.

complementary surveys.27 Sandford first identified the regressive nature of compliance costs and the 
importance of psychological costs. Over the past four decades, tax compliance cost studies have now occurred 
in many countries including Australia, Brazil, Canada, Croatia, Ethiopia, Germany, Hong Kong, India, 
Ireland, Malaysia, Netherlands, New Zealand, Nigeria, Portugal, Singapore, Spain, Slovenia, South Africa, 
South Korea, Sweden, Switzerland and Tanzania.28 These studies utilise various methodologies including 
surveys, case studies, time studies and document analysis. However, they have a number of methodological 
shortcomings for the present purposes: they are mostly confined to personal income taxpayers; they 
generally suffer from small sample sizes and low response rates; and most importantly they do not consider 
Bangladesh. 

 A few compliance costs surveys have specifically considered VAT.29 Some of these surveys (in the 
United Kingdom, Australia, New Zealand, Canada and Indonesia) target all taxes or target sectors of the 
economy affected by compliance costs. Some of these surveys do not provide an absolutely clear distinction 
between compliance costs associated with VAT and those associated with other taxes. However, identifying 
the expenses exclusively for VAT can be problematic. In developed economies or for large taxpayer units, 
it may be possible to get such comparisons easily. But in a developing economy where SME businesses 
generally use one accountant’s services for all tax advisory (VAT, income tax and customs duty), some 
imprecision is inevitable. 

The first comprehensive study on the compliance costs of VAT, conducted by Sandford et al for the 
years 1977–1978 in the United Kingdom,30 was followed up by another study about the operating costs 
of VAT in the United Kingdom for the years 1986–1987.31 The international evidence in empirical studies 
about VAT suggests that, in most developed countries, the introduction of a VAT results in significantly 
higher compliance costs for taxpayers than for other forms of taxation; and that VAT compliance costs are 
disproportionately higher for small businesses than for large businesses.32

The World Bank Group (WBG) conducted several large-scale semi-structured questionnaire-based 
studies of tax compliance costs in transitional and developing countries from 2006–2012 (Armenia, 
Burundi, Georgia, India, Kenya, Lao PDR, Nepal, Peru, South Africa, Ukraine, Uzbekistan, Vietnam and 
Yemen).33 These studies considered the time and costs spent on compliance, not only with VAT but also 
with personal income tax, corporate income tax and payroll tax. The WBG studies documented extremely 
regressive patterns in the developing world, with small businesses incurring tax compliance costs of up to 
15 per cent or more of turnover.34 The WBG studies emphasise a need to obtain data from the relevant tax 
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authorities themselves, if practicable, even though this is often difficult.35 Indeed, a lack of access to official 
tax authority data is one of the reasons why most of the WBG studies are conducted with taxpayers’ data 
from other sources. 

In the context of compliance costs research, there is limited research into the psychological costs of tax 
compliance.36 However, some attempts have been made towards a qualitative assessment of such costs. 
For instance, Diaz and Delgado qualitatively measured the psychological costs of taxation in Spain and 
found that older and retired taxpayers had higher psychological costs, since they find it more difficult to 
understand tax law.37 An Australian survey undertaken by McKerchar found that the experiences of stress 
and anxiety were real for the taxpayers.38 A recent study by Lopes and Martins qualitatively measured the 
stress and anxiety incurred by Portuguese income tax taxpayers when complying with their tax affairs.39 
They concluded that elderly and less educated taxpayers have higher psychological costs. In the context 
of VAT in Ethiopia, Yesegat, in a semi-structured interview-based study, found that psychological costs 
are a significant component of the total costs of VAT compliance in that country, although no monetary 
value was given.40 Woellner et al conducted studies in Australia that evaluated psychological costs in a 
qualitative manner and found that using external help decreases the psychological costs for individual 
taxpayers, but increases the monetary costs of tax compliance.41 The study also indicated that the absolute 
valuation of psychological costs is extremely difficult, but not impossible, although they added that, in most 
cases, it is sufficient to identify taxpayers who incur this type of costs. One measure of psychological costs 
therefore could be the price people are prepared to pay in order to remove the trouble of interpreting and 
applying the law. However, more recently there has been exploratory study which attempted to measure the 
psychological cost of complying with VAT, by using cultural proxies in a predominately Muslim country 
that can be associated with stress, such as the average annual cost per taxpayer of sleeping pills, tobacco, 
consulting psychologists or psychiatrists.42

3.1 Tax Compliance Costs Studies in Bangladesh
Despite the growing concern of taxation compliance costs in Bangladesh, to date only a few studies 

have been carried out. The Bangladesh Investment Climate Fund (BICF), managed by the International 

35 International Finance Corporation, World Bank Group IFC Tax Perception and Compliance Cost Surveys: A Tool for Tax Reform 
(March 2011). Available at: https://www.wbginvestmentclimate.org/uploads/TPCCS_Consolidated_Web.pdf

36 R Woellner et al “Can Simplified Legal Drafting Reduce the Psychological Costs of Tax Compliance? An Australian Perspective” 
(2007) 6 British Tax Review 717, at 717–734.

37 C Diaz and M Delgado “The compliance costs of personal income tax in Spain” in C Sandford (ed) Tax Compliance Costs 
Measurement and Policy (Fiscal Publications, Bath, 1995) at 210–225.

38 M McKerchar The Impact of Complexity upon Tax Compliance: A Study of Australian Personal Taxpayers (Australian Tax 
Research Foundation, Sydney, 2003). The survey asked the respondents to indicate how much they would be willing to pay to 
have someone else complete their tax return and 29 per cent of respondents replied “zero”, whereas 55 per cent replied “less than 
$100”. McKerchar argued that a percentage of taxpayers choosing not to incur monetary costs in completing their tax returns did 
not necessarily mean that they had no costs associated with anxiety and stress.

39 CM Lopes and A Martins “The Psychological Costs of Tax Compliance: Some Evidence from Portugal” (2013) 14(2) Journal of 
Applied Business and Economics 53 at 53–61.

40 WA Yesegat “Value Added Tax in Ethiopia: A Study of Operating Costs and Compliance” (PhD Dissertation, University of New 
South Wales, 2009).

41 R Woellner et al “Taxation or Vexation – Measuring Psychological Costs of Tax Compliance” in C Evans, J Pope and  J Hasseldine 
(eds) Tax Compliance Costs: A Festschrift for Cedric Sandford (Prospects Media, St Leonards, 2001) at 35-51. Woellner, above 
n 36.

42 Faridy et al, above n 10.
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Finance Corporation (IFC), conducted a survey in 2012 about the tax perception and compliance costs 
for both the formal sector and the informal sector for the year 2011.43 The survey found that average 
monthly monetary cost relating to VAT compliance was BDT 33,801 (USD 450), with large firms spending 
BDT 96,277 (USD 1,283) and medium sized and small sized firms spending BDT 33,350 (USD 444) and 
BDT 12,856 (USD 171), respectively. The findings from this survey also demonstrated that it takes a total 
of 304 hours per month for all types of tax compliance. For a mid-sized firm it takes between 103 hours and 
161 hours per month for paying VAT and CIT, respectively. 

In a 2012 tax-related survey in Bangladesh considered the impact of VAT on SME development in 
Bangladesh and the compliance costs of different taxes (income tax, property tax and VAT).44 Unfortunately, 
only 19 per cent (51 out of 262) enterprises revealed their VAT compliance costs; and of these, approximately 
50 per cent (27 out of 51) of SMEs used an annual package VAT system.45 Nevertheless, the survey found 
that mean monthly VAT compliance costs for SMEs were BDT 24,903 (USD 332). However, some 
capital-intensive SMEs disclosed BDT 20,000 (USD 266) to be their monthly VAT compliance costs. The 
report itself noted “the data could have been affected by small sample bias”. This survey also found that 
75 per cent of the SME respondents and 83 per cent of the large firms’ respondents found the VAT related 
costs burdensome.

More recently Faridy et al found, in terms of Bangladesh SME compliance with VAT law, that the 
complexity of the law can influence taxpayers’ ability to comply.46 Because of the complexity of the tax 
system, some businesses (those who can afford it) may engage expert tax professionals to help them 
with sophisticated tax planning to minimise tax payments. In addition, Faridy et al found that negative 
perceptions about government policy and spending of tax revenue may contribute to non-compliance.47 
Other negative influences on compliance include perceptions of tax officers being unfair, corrupt and abusing 
the discretionary power afforded to them.48 In terms of actual compliance cost, Faridy et al found that the 
reported compliance cost for non-complying VAT payers was higher than that reported by complying VAT 
payers. However, Faridy et al did not consider whether these compliance costs were affected by industry 
categorisation, nor the precise components of this compliance cost, and the relationship of these factors to 
compliance status of the VAT payers. 

In a related article, Faridy et al explored the hidden cost of VAT compliance for Bangladeshi SMEs, in 
particular psychological and corruption costs.49 This study found that the NBR and SME taxpayers did not 

43 International Finance Corporation, World Bank Group Bangladesh: Survey Report on Tax Perception & Compliance Costs of the 
Formal Sector and Perception of taxation by the Informal Sector (Bangladesh, 2013). The survey collected data from membership 
bodies such as the Federation of Bangladesh Chambers of Commerce and Industries (FBCCI), the Dhaka Chamber of Commerce 
and Industry (DCCI), and the Metropolitan Chamber of Commerce and Industries (MCCI), as it was not possible to obtain 
registered taxpayer lists from the NBR, due to privacy reasons. This resulted in 1000 formal sector respondents and 800 informal 
sector respondents.

44 Centre for Policy Dialogue Country Study Report: Bangladesh (Tax Policy and Enterprise Development in South Asia) (2014, 
Dhaka) at 36. A total of 262 enterprises were surveyed on a purposive basis from four district areas. Among those surveyed, four 
enterprises had not been formally registered for VAT or income tax registration, and so were considered to be non-compliant. The 
sample mainly analysed the general tax behaviour of SMEs, firms from special economic zones and a few large firms.

45 Small business consumers (ie, purchasers) at the wholesale and retail level pay a fixed annual amount of VAT, the quantum of 
which depends on the geographic location of their business, this is known as package VAT. For example, if a small retail shop is 
based in the capital city, Dhaka, or one of the two major port cities, it would pay BDT 12,000 (USD 160) per year in deemed VAT.

46 Faridy et al, above n 4.
47 Faridy et al, above n 4.
48 Faridy et al, above n 4.
49 Faridy et al, above n 10.
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demonstrate a positive attitude towards each other, with dealings between the two marked by a clear sense 
of frustration. This frustration appeared to have been more influential than other factors in contributing to 
the psychological costs of Bangladesh’s VAT. The findings also demonstrated that some people in business 
did not pay their “fair share” of VAT because they had very little respect for the NBR. Indeed, bribery 
appeared to be a method of managing VOs and overall VAT compliance. 

Prior international research suggests that tax compliance costs for SME businesses are proportionately 
high and regressive in nature. However, the Bangladeshi studies reflect different findings suggesting that 
compliance costs are not overly regressive.50 Prior literature from developing countries has also failed to 
establish a significant relationship between compliance costs and compliance decisions.51

In this article, VAT compliance costs are defined as all costs (besides the actual VAT liability) born by 
businesses and third parties, in the process of ensuring that they comply with the provisions of the existing 
VAT law and the requirements imposed on them by the NBR, including the inconveniences encountered in 
the process of becoming and remaining tax compliant. These costs are multiple and would include genuine 
compliance costs, costs of non-compliance (associated with audits, objections and appeals), psychological 
costs and bribery costs. By having this wide definition we are able to have a fuller understanding of the cost 
of complying with VAT. The study reported in this article adds to the understanding of VAT compliance by 
Bangladeshi SMEs as it explores in detail the VAT compliance cost in terms of such factors as turnover, 
industry, the actual components of compliance activities, as well as the differences demonstrated between 
compliant and non-compliant taxpayers.

4.0 METHODOLOGY
The overarching research problem which underlies this study is to explore the VAT compliance costs for 

Bangladesh SMEs in terms of the VAT law. 

A mixed methods approach was adopted utilising quantitative and qualitative methods. This type 
of mixed methods approach is most likely to maximise, as far as is practically possible, the internal 
and external validity of the results.52 While much of the earlier empirical literature on tax compliance 
costs and tax non-compliance utilised quantitative research methods, more recent studies have used a 
combination of quantitative and qualitative methods.53

Permission was obtained from the NBR to obtain lists of SMEs taxpayers that filed monthly VAT returns 
in financial year 2011–2012. Participants were divided into three groups:

(1) The SME taxpayers who have no non-compliance history and registered with VAT for at least three
years (referred to as compliant VAT payers (CTs));54

50 International Finance Corporation, above n 43.
51 H Abdul-Jabbar and J Pope “Exploring the Relationship between Tax Compliance Costs and Compliance Issues in Malaysia” 

(2008) 1 Journal of Applied Law and Policy 1 at 1–20.
52 SW Huck, WH Cormier and WG Bounds Reading Statistics and Research (Harper & Row, New York, 1974).
53 B Tran-Nam and J Glover “Estimating the Transitional Compliance Costs of the GST in Australia: A Case Study Approach”, 

(2002) 17(4) Australian Tax Forum 499 at 499– 536; J Glover and B Tran-Nam “The GST recurrent compliance costs/benefits of 
small business in Australia: a case study approach” (2005) 1(2) Journal of Australasian Tax Teachers Association 237 at 237–258; 
McKerchar, above n 49; EC Loo “Tax Knowledge, Tax Structure and Compliance: A Report on a Quasi-Experiment” (2006) 12(2) 
New Zealand Journal of Taxation Law and Policy 117, at 117–140; Yesegat, above n 40.

54 CTs were those who had paid VAT to the NBR and who had no dispute in respect of their VAT payments; or taxpayers who had 
had a dispute with the NBR but had subsequently been vindicated by the NBR, the Tribunals or the Courts.
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(2) SME taxpayers who have a completed and decided VAT non-compliance cases against them and already 
paid the fines and penalties imposed on them (referred to as non-compliant VAT payers (NCTs));55 and

(3)  NBR’s VAT officials from field level to policy level and who have been working with the NBR at least 
for eight years (referred to as VAT officials (VOs)). 

The study was conducted in three stages, with Stages 2 and 3 reported in this article. Stage 1 involved 
focus group discussions (FGD) with VAT payers of the SME sector (both CTs and NCTs) and VOs. After 
completing the focus group discussions, a survey was designed through three stages: first drafting of the 
survey; pilot testing and revision of the initial draft. Finally the content of the survey was submitted to 
independent readers for checking before commencing the actual survey. Stage 2 involved the mailing of a 
survey, seeking qualitative and quantitative data, from both complying and non-complying SMEs taxpayers. 
Participation was voluntary and no financial incentives were given for their time. Stage 3 involved in-depth 
semi-structured interviews with NBR officers and taxpayers. The taxpayers who filled out a questionnaire 
in Stage 2 and who expressed their willingness to take part in in-depth interviews were included in the 
face-to-face interview in Stage 3. As this study used human subjects, it was necessary to ensure that ethics 
approval was received before commencement of each stage.

4.1 Survey Design
In Stage 2 a survey was mailed to CTs and NCTs, with a view to gathering both quantitative and qualitative 

information on factors affecting VAT compliance, and for the estimation of VAT compliance costs. The 
questionnaire was designed using mainly closed-ended questions in order to gather numerical data, in 
the form of information which could be verified against documentation (such as, the value of fees paid to 
professional advisers); in categorical form (such as, tax rates applicable to different product categories); 
or in integer format (such as, taxpayers’ ratings of their perceptions on a one to six Likert scale). Other 
open-ended questions were also included in the survey, including those relating to taxpayer’s perceptions 
of the integrity of the VOs.

After the pilot test and refinement of the survey instrument, a total of 500 questionnaires were distributed 
to SME VAT payers from June 2013 to September 2013. The SME VAT payers were selected based on 
purposive sampling from NBR’s taxpayers list. Out of this total, 200 questionnaires were distributed to 
NCTs and remaining 300 questionnaires were distributed to CTs. Two reminders were sent to the taxpayers 
to improve the response rate. The final total usable responses were 240 (152 from CTs and 88 from 
NCTs). Giving an overall response rate of 48 per cent, representing 51 per cent response rate from CT and 
44 per cent response rate from NCT. 

Since VAT extends to the whole of Bangladesh, mail survey data were collected from the target population 
resident in the business regions of city corporation area, district town and Upazilla area. A summary of the 
participants’ characteristics is shown in Table 1. Most of the respondents of the mail survey were well 
qualified in terms of academic qualifications, 35 per cent holding a Masters and 38 per cent holding a 
bachelor degree. Out of the respondents, 50 per cent were from manufacturing business units and an average 
45 per cent were from sole proprietorship businesses. Regarding the manner of keeping accounting records, 
43.1 per cent from CTs and 34.1 per cent from NCTs indicated that their systems were fully manual. 

55 NCTs were those who had either not paid the correct amount of VAT to the NBR (as assessed by NBR’s VAT Inspectors) and who 
had had a dispute in respect of their VAT payment but who ultimately lost their appeals through the NBR, the Tribunals or the 
Courts. For ethical reasons, taxpayers who were still engaged in ongoing dispute with the NBR in respect of their VAT payment 
were excluded from the study.
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Table 1: Stage 2 Participants’ Characteristics

Characteristics Compliant (N=152)
n (%)

Non-compliant (N=88)
n (%)

Location of business / enterprise
City corporation area (Dhaka) 33 (21.7) 35 (39.8)
City corporation area (other) 60 (39.5) 26 (29.6)
District town 33 (21.7) 15 (17.1)
Upazilla area 26 (17.1) 12 (13.6)
Primary business / enterprise
Manufacturing 75 (49.3) 44 (50.0)
Construction units 16 (10.6) 12 (13.6)
Service rendering units 36 (23.7) 16 (18.2)
Traders (local, importers, exporters, commercial 
importers)

25 (16.4) 16 (18.2)

VAT related record keeping practice
A manual / paper system 66 (43.4) 30 (34.1)
A partially computerised system 58 (38.15) 39 (44.3)
A fully computerised system 18 (11.9) 18 (20.5)
Tax adviser / external accountant 10 (6.6) 1 (1.1)
Average monthly VAT paid in financial year 
2011–2012 (BDT)
Under 400,000 (under USD* 5,333) 45 (29.6) 28 (31.8)
400,001–600,000 (USD* 5,333–8,000) 27 (17.8) 11 (12.5)
600,001–800,000 (USD* 8,000–10,666) 12 (7.9) 10 (11.4)
800,001–1,0000,000 (USD* 10,666–13,333) 19 (12.5) 10 (11.4)
More than 1,000,001 (More than USD* 13,333) 49 (32.2) 29 (33.0)
Education level
Below SSC 0 2 (2.27)
HSC 19 (12.5) 14 (15.90)
Certificate 2 (1.32) 3 (3.41)
Diploma 11 (7.24) 7 (7.95)
Bachelor’s degree 58 (38.15) 33 (37.50)
Master’s degree or above 60 (39.47) 24 (27.27)
Others (CA, LLB, MBA, PhD) 2 (1.32) 5 (5.68)

* BDT 75 = USD 1.
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4.2 In-Depth Interviews
A face-to-face in-depth interview was chosen for Stage 3 as Patton described the fundamental principle 

of interviewing as to provide a framework within which respondents can express their understanding in 
their own terms.56 Guest, Bunce and Johnson suggest that for data collection using interviews, the minimum 
sample should be 12 participants and if the sample is highly homogenous, a sample of six interviews could 
be sufficient to enable a meaningful theme to appear.57 To better understand the issues of VAT compliance 
costs faced by SME taxpayers in Bangladesh, 12 in-depth interviews were conducted with the VOs, and 
14 in-depth interviews with SME taxpayers.

5.0 FINDINGS
To explore the issue of VAT compliance costs, the findings for the survey (Stage 2) and the in-depth 

discussions (Stage 3) are presented below.

In Stage 2, respondents were asked to estimate the monthly average time and money spent for VAT-related 
activities.58 A small percentage of respondents reported costs which were surprisingly high for their size and 
sector of the businesses. Where possible such atypical responses were followed up and queried in detail. In 
some cases they proved to be exaggerated or estimated on a poor basis. The exaggerated information was 
excluded from the final results but other cases revealed particular problems with their reporting systems.

This research also aimed to estimate the potential psychological costs associated with VAT compliance. In 
western economies, people who suffer from the psychological effects of stress or anxiety may self-medicate 
through alcohol, smoking; and may consult a psychologist or psychiatrist and possibly take prescribed 
medication; or, in some cases, may take illicit drugs. Due to Bangladesh being predominately a traditional 
Muslim country, Bangladeshis experiencing stress or anxiety tend not to drink.59 The empirical indicators 
used to try to estimate psychological costs associated with the VAT compliance were the average annual 
cost per taxpayer of sleeping pills, tobacco, consulting psychologists or psychiatrists or similar medication 
used to relieve the symptoms of anxiety or stress connected with such compliance. While this is not a 
perfect indicator of the psychological costs, it does provide some important initial evidence in this regard. 

5.1 Compliance Costs and Size
In terms of compliance costs by the size of the firm, reported VAT paid was used to segment the firms 

into five size categories: 

56 MQ Patton Qualitative Research & Evaluation Methods (Sage Publications, Thousand Oaks, 2002).
57 G Guest, A Bunce and L Johnson “How Many Interviews Are Enough? An Experiment with Data Saturation and Variability” 

(2006) 18(1) Field Methods 59, at 59–82.
58 The questionnaire required respondents to report their monthly spending and the working hours required to submit VAT returns, 

including the total money spent each week or month on record keeping, calculating and paying VAT; keeping all physical receipts, 
books and registers in an organised manner; preparing documents for refunds or rebates; and working time spent with Courts 
and Tribunals. It should be noted that some of the activities are not performed monthly. For example, meetings with Divisional 
Officers and Commissioners, visits by VOs, price declarations and preparation for VAT audits, which can occur on an ad hoc basis.

59 R Hurcombe, M Bayley and A Goodman Ethnicity and Alcohol: A Review of the UK literature (Joseph Rowntree Foundation, 
UK, 2010).
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(1) Group 1: small firms who paid monthly VAT less than BDT 400,000 (USD 5,333); 

(2) Group 2: intermediate firms who paid monthly VAT between BDT 400,001–600,000 (USD 5,334–
8,000);

(3) Group 3: medium firms who paid monthly VAT between BDT 600,001–800,000 (USD 8,001–10,666); 

(4) Group 4: large firms who paid monthly VAT between BDT 800,001–1,000,000 (USD 10,667–13,333); 
and

(5) Group 5: very large firms who paid monthly VAT exceeding BDT 1,000,001 (USD > 13,333). 

The monthly average compliance costs based on monthly VAT paid by CTs and NCTs are presented in 
Table 2 and Table 3, respectively.

Table 2: Average Compliance Costs of CTs

Group VAT Payment 
Group 
BDT  

(USD*)

VAT Compliance Costs for CTs
Monetary 

Costs  
BDT  

(USD*)

Time
(Total Hours)

Psychological 
costs  
BDT  

(USD*)

Total Monetary 
Costs
BDT  

(USD*)
1 Under 400,000 

(under 5,333)
27,822  
(371)

97 4,648  
(62)

32,470  
(433)

2 400,001–600,000 
(5,333–8,000)

61,628  
(822)

160 13,521  
(181)

75,149  
(1,002)

3 600,001–800,000 
(8,000–10,666)

74,315  
(990)

211 11,495  
(153)

85,810  
(1,144)

4 800,001–1,0000,000 
(10,666–13,333)

94,578 
(1,261)

208 22,861  
(304)

117,439  
(1,566)

5 More than 
1,000,001  

(More than 13,333)

179,265 
(2,390)

336 31,176  
(415)

210,441  
(2,806)

* BDT 75 = USD 1.
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Table 3: Average Compliance Costs of NCTs

Group VAT Payment Group
BDT 

(USD*)

VAT Compliance Costs for NCTs
Monetary 

Costs  
BDT 

(USD*)

Time 
(Total 
Hours)

Psychological 
costs  
BDT  

(USD*)

Total 
Monetary 

Costs
BDT 

(USD*)
1 Under 400,000  

(under 5,333)
35,091  
(468)

113 6,622  
(88)

41,713  
(556)

2 400,001–600,000  
(5,333–8,000)

53,851  
(718)

252 7,985  
(106)

61,836  
(824)

3 600,001–800,000  
(8,000–10,666)

75,000 
(1,000)

273 16,273  
(217)

91,273 
(1,217)

4 800,001–1,0000,000 
(10,666–13,333)

102,900 
(1,372)

298 19,444  
(259)

122,344 
(1,631)

5 More than 1,000,001  
(More than 13,333)

227,655 
(3,035)

448 33,045  
(441)

260,700 
(3,476)

* BDT 75 = USD 1.

The results indicate that reported VAT compliance costs in Bangladesh in the year under consideration 
are found to be higher for NCTs than for CTs. This trend is generally consistent for both monetary and 
psychological costs. Part of the explanation for these extra costs for NCTs may be due to their non-
compliant behaviour. That is, they are spending extra money to mitigate the objections against them, and 
paying extra money for external advisors or lawyers. These NCTs could also be involved in appeal process 
with the High Court, Commissioner (Appeal), or Appellate Tribunal. The results demonstrate that NCTs 
are spending more hours for the VAT related activities than are spent by CTs. The results also suggest that 
psychological costs are an important component of VAT compliance costs for Bangladeshi SMEs and are 
higher for the NCTs. 

5.2 Compliance Costs by Annual Turnover
The average compliance costs based on the amount of annual turnover is presented in Table 4. Compliance 

costs per group are calculated by dividing the average compliance costs by the mid-point unit of the size 
in each group.
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Table 4: Average VAT Compliance Costs of CTs and NCTs

Annual turnover
BDT (USD*)

Average VAT Compliance Costs Compliance Costs as 
a Per Cent of Annual 

Turnover
(%)

Average 
Compliance 
Costs BDT  

(USD*) of CT

Average 
Compliance 
Costs BDT  

(USD*) of NCT

CTs NCTs

8,000,000–10,000,000  
(106,667–133,333)

243,000  
(3,240)

277,992  
(3,706)

2.70 3.08

10,000,001–15,000,000  
(133,334–200,000)

307,500  
(4,100)

374,112  
(4,988)

2.46 2.99

15,000,001–20,000,000  
(200,001–266,667)

403,700  
(5,382)

498,000  
(6,640)

2.30 2.84

20,000,001–25,000,000  
(266,668–333,333)

498,500  
(6,646)

573,000  
(7,640)

2.21 2.54

More than 25,000,001  
(>333,333)

762,888  
(10,171)

893,796  
(11,917)

2.03 2.38

* BDT 75 = USD 1.

The data in Table 4 illustrates that compliance costs are higher for NCTs and are regressive in nature for 
both CTs and NCTs. In other words, costs per unit decrease as the size increases, showing the economics of 
scale effect which is common to many tax compliance costs studies.60 These results support the estimates 
made in focus groups observations in Stage 1, where respondents gave an approximate figure that compliance 
costs would be one to two per cent of the annual turnover and not more than five per cent of the annual 
turnover of their business.61 The survey results demonstrate that VAT compliance cost for Bangladeshi 
SMEs ranges from two to three per cent of annual turnover.

5.3 Industry Sector VAT Compliance Costs
The businesses registered under the VAT system are divided into four different sectors by the NBR 

being, manufacturing; construction; service rendering units; and traders.62 This research wanted to estimate 
the industry sector VAT compliance costs to see if there are any apparent differences between industries. 
Industry wide average compliance costs based on monthly VAT paid by CTs and NCTs are presented in 
Table 5.

60 Walpole, above n 29; L Barbone, R Bird and J Vázquez-Caro “The Costs of VAT: A Review of the Literature” (2012) International 
Center for Public Policy Working Paper 12-22 (April).

61 Faridy et al, above n 4. 
62 National Board of Revenue Annual Report 2009-2010 (National Board of Revenue, Dhaka, 2011).
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Table 5 illustrates that the monetary compliance costs of VAT in Bangladesh in the financial year 2011–2012 
are generally higher for manufacturers than for other industries; the second highest VAT compliance costs 
were incurred by traders. This trend is generally consistent for both total hours for VAT and psychological 
costs of VAT. Part of the explanation for the additional costs for the manufacturing industry may be the extra 
money and time spent on value declarations,63 audits, refunds and rebate procedures, which are more likely 
in this sector. Also they may have to deploy additional staff for calculating VAT, completing VAT returns 
and paying VAT. This would include paying extra money for external advisors or lawyers. 

Table 5: Industry-wide Average VAT Compliance Costs

VAT Payment Group
BDT (USD*)

Monetary Costs
BDT (USD*)

Time Costs
(Total Hours)

Psychological Costs
 BDT (USD*)

Manufacturing Units
CT NCT CT NCT CT NCT

Under 400,000  
(<5,333)

33,899 
(452)

43,916 
(586)

134  
(2)

159  
(2)

6,995  
(93)

5,138  
(69)

400,001–600,000  
(5,333–8,000)

66,272 
(884)

53,181 
(710)

180  
(2)

291  
(4)

13,409 
(179)

6,439  
(86

600,001–800,000  
(8,000–10,666)

90,000 
(1,200)

83,000 
(1,107)

250  
(3)

351  
(5)

16,666 
(222)

18,750 
(250)

 800,001–10,000,000  
(10,666–133,333)

95,444 
(1,273)

105,000 
(1,400)

196  
(3)

400  
(5)

24,259 
(323)

16,666 
(222)

More than 10,000,001 
(>133,333)

187,390 
(2,499)

235,280 
(3,137)

282  
(4)

449  
(6)

41,585 
(554)

33,333 
(444)

Construction Units
CT NCT CT NCT CT NCT

Under 400,000  
(<5,333)

24,149 
(322)

26,000 
(347)

52  
(1)

112  
(2)

3,732  
(50)

4,166  
(56)

400,001–600,000  
(5,333–8,000)

48,750 
(650)

61,000 
(813)

157  
(2)

187  
(3)

13,125 
(175)

14,666 
(196)

600,001–800,000  
(8,000–10,666)

64,000 
(853)

75,000 
(1,000)

120  
(2)

155  
(2)

No cost 
(0)

15,000 
(200)

 800,001–10,000,000  
(10,666–133,333)

73,666 
(982 )

90,000 
(1,200)

179  
(2)

275 
(4)

13,125 
(175)

16,666 
(222)

More than 10,000,001 
(>133,333)

105,000 
(1,400)

180,000 
(2,400)

182  
(2)

435  
(6)

36,250 
(483)

33,208 
(443)

63 The suppliers of VAT-able goods in Bangladesh, before making a supply, have to make a declaration, on a prescribed form, of 
the selling price of their goods. The declared price is supposed to be the price for the assessment of VAT. The prescribed value 
declaration Form (Mushak-1) requires the supplier to provide information to the VAT office with a description of the goods, 
the unit of supply, the name and quantity of raw materials and packaging materials used for each unit of the good along with 
the percentage of wastage, cost of inputs including customs duty, supplementary duty, letters of credit fee and other charges, as 
applicable.
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Service Rendering Units
CT NCT CT NCT CT NCT

Under 400,000  
(<5,333)

29,568 
(394)

31,750 
(423)

98  
(1)

82  
(1)

2,362  
(32)

12,583 
(168)

400,001–600,000  
(5,333–8,000)

64,250 
(857)

30,000 
(400)

126  
(2)

150  
(2)

12,500 
(167)

8,333 
(111)

600,001–800,000  
(8,000–10,666)

67,333 
(898)

62,000 
(827)

236  
(3)

283  
(4)

14,305 
(191)

15,277 
(204)

 800,001–10,000,000 
(10,666–133,333)

116,250 
(1,550)

75,000 
(1,000)

188  
(2)

200  
(3)

31,666 
(422)

12,500 
(167)

More than 10,000,001 
(>133,333)

141,830 
(1,891)

112,500 
(1,500)

287  
(4)

356  
(5)

44,881 
(598)

27,600 
(368)

Traders
CT NCT CT NCT CT NCT

Under 400,000  
(<5,333)

20,560 
(274)

35,181 
(469)

69  
(1)

118  
(2)

5,643  
(75)

7,234  
(97)

400,001–600,000  
(5,333–8,000)

64,791 
(864)

58,800 
(784)

165  
(2)

192  
(3)

16,222 
(216)

8250 
(110)

600,001–800,000  
(8,000–10,666)

60,000 
(800)

72,000 
(960)

152  
(2)

227  
(3)

20,833 
(278)

13,289 
(177)

 800,001–10,000,000 
(10,666–133,333)

84,000 
(1,120)

97,000 
(1,293)

300  
(4)

314  
(4)

16,666 
(222)

19,723 
(263)

More than 10,000,001 
(>133,333)

189,000 
(2,520)

239,000 
(3,187)

316  
(4)

392  
(5)

32,023 
(427)

41,666 
(556)

* BDT 75 = USD 1.

In this regard, during the in-depth interview in Stage 3 one respondent claimed that the owners of 
manufacturing units have to tolerate extra costs to run the manufacturing units: 

As I am the owner of a manufacturing unit, I have to look after so many things related to VAT. We not only 
have to satisfy the VAT Officials. We have to think about income tax issues. I have also to talk with my income 
tax consultant before submitting my monthly VAT return. We have to satisfy the local political leaders and in 
some cases local police also to run my business smoothly. I can’t show them in black and white. So, I think VAT 
compliance costs and psychological costs related to VAT is relatively higher in Bangladesh for manufactures. 
(CT 01.)

Another manufacturing respondent claimed that they have to go the VAT offices five times on average 
to get the approval of value declarations, input tax credits or for refunds from VOs. All of this appears 
to contribute to higher VAT compliance costs for the manufacturers in Bangladesh. In addition to that, 
some compliant taxpayers noted that their concerns about VAT are increased when there are estimated 
assessments due to the frequent surprise visiting by local VOs or by the audit team which are far in excess 
of actual liability.
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It was also expressed by some respondents that the treatment of taxpayers differed by sector, firms and 
even by products, which could raise the compliance costs for the firms. For example, dishonest VOs can have 
more incentive to visit the manufacturing industries or trading sector as they might get informal payments 
at their visits.64 It appears that sometimes manufacturers and traders were threatened with audits and instant 
documentation check-ups during surprise visits. These surprise visits coupled with alleged corruption may 
explain why psychological costs are higher for CTs generally then for NCTs in the manufacturing and 
service sectors.

Some of the SME taxpayers admitted that this “fake enforcement” by informal payments during surprise 
visits resulted in higher compliance costs for the manufacturers and traders. This led some taxpayers to 
reduce the burden of compliance by engaging advisors to assist them, thereby increasing their monetary 
compliance costs:

We, the taxpayers do not often go to the VAT experts for tax savings; we come mostly to lift the burden of 
worrying about VAT. (NCT 5.)

This notion of employing others is consistent with the notion of paying others to remove the stress of 
complying.65 Another reason for higher compliance costs for the manufacturers was the extra expense 
incurred by the businesses for registering the firms for VAT. VAT Officials in the name of processing VAT 
registration collected additional money from manufacturers. Some respondents from the manufacturing 
units claimed that on average they had to spend about BDT 20,000 (USD 267) for completing the process 
of registration. This is despite the fact that there is no formal registration fee for VAT. Therefore, this 
money is an unauthorised payment and could be described as a bribe (speed money). This expense varied 
widely between businesses, due to the size of operation, location of firms and informal understanding of 
unauthorised payments. It was interesting that a large share of unauthorised payments to VAT authorities 
appeared to be for the assurance of better dealing in future with taxpayers. These unauthorised payments 
increased the compliance costs for the manufacturers:

When I went to the local VAT office for my VAT registration, I paid a handsome amount to the local office for 
site visit, documents and machinery check-up. (CT 5.)

A few respondents from the manufacturing units mentioned that some of their SME competitors are 
not registered with VAT, which can lead to unfair price competition. Additionally, these non-registered 
firms do not face the compliance costs relating to VAT. Some of the entrepreneurs also claimed that some 
non-registered SME producers manufacture a vast variety of intermediate goods and final products and 
maintain informal relations with the VAT and income tax officials. Centre for Policy Dialogue’s 2014 study 
about SME’s Tax Policy and Enterprise Development in South Asia revealed that SMEs took, on average 
five and half years to become registered with any tax authority after the inception of their business.66 As the 
fines and penalties are nominal for non-registrants to register for VAT, they can continue their business year 
after year without registration.67

64 Centre for Policy Dialogue Tax Policy and Enterprise Development in South Asia (2014, Bangladesh).
65 McKerchar, above n 38.
66 Centre for Policy Dialogue, above n 64.
67 Section (37) of the Value Added Tax Act 1991 states that if any person fails to submit an application for VAT registration under 

this Act, though required to submit such an application, shall be liable to pay a fine not less than BDT 10,000 and not more than 
BDT 50,000.
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5.4 Breakdown of Money Spent on VAT Compliance Activities
To explore exactly what money or time was being spent on two questions in the survey related to distinct 

activities that constitute VAT compliance. These questions explored in-house compliance activities, learning 
about VAT, dealing with advisors, preparation of price declarations and working time and money spent on 
audit, objection or appeal. The average money and time spent on these different activities relating to VAT 
are illustrated in Table 6 and Table 7.

The results in Table 6 suggest that the main monetary compliance activities for CTs relate to in-house 
compliance activities and costs relating to audit, objections and appeal (approximately 22 to 27 per cent). 
Also, as size of business increases there is a greater reliance on external advisers, as these costs increase to 
approximately 22 to 25 per cent for Group 3 to Group 5.

In comparison to the CTs, the NCTs spent only 17 to 23 per cent of their total compliance costs for 
in-house compliance activities: Table 7. Similarly, NCTs spent less time on external activities compared 
to CTs (10 to 21 per cent compared to 22 to 27 per cent). The activity of greatest cost for NCTs included 
the costs of audit, objection and appeal, representing 41.8 per cent of total compliance costs compared to 
24.90 per cent for CTs. The higher cost could relate to NCTs having to organise additional experienced staff 
to work in the court system and having to pay lawyers. The corrupted and lengthy judiciary process also may 
cost extra money for the non-compliant taxpayers. This can be illustrate the real cost of non-compliance 
for NCTs compared to if they had been compliant in the first place. It should be recalled that the total 
compliance costs for NCTs are greater than that for CTs.

Table 6: Compliance Activities by CTs

Components of  
Compliance Costs

Average Money Spent by CTs

Group 1^
(BDT)

Group 2^
(BDT)

Group 3^
(BDT)

Group 4^
(BDT)

Group 5^
(BDT)

Recording information  
needed for VAT

3,500 6,000 9,700 11,500 28,000

Keeping all physical receipts  
in an organised manner

2,000 4,000 2,800 4,500 10,000

Calculating VAT  
and paying VAT

1,000 4,000 4,500 6,000 10,000

Keeping the forms and  
registers related to VAT

1,500 5,000 3,500 5,000 10,000

Preparing and making  
VAT monthly returns

3,422 5,000 5,000 5,000 10,000

Total costs for in-house 
compliance activities

11,422
(35.17%)

24,000
(31.93%)

25,500
(29.61%)

32,000
(27.24%)

68,000
(32.31%)
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Dealing with the NBR (phone 
calls, emails, visits)

1,000 1,000 1,000 400 2,000

Dealing with external VAT 
adviser, including providing 

information to them

3,000 12,000 20,000 23,000 45,000

Learning about VAT Law, 
including reading newsletters, 

NBR website, bulletins

1,000 1,000 1,000 2,400 2,000

Total external activities
5,000

(15.39%)
14,000

(18.62%)
22,000

(25.54%)
25,800

(21.96%)
49,000

(23.28%)
Time spent for price declaration 2,000 4,628 5,615 7,600 12,000

Working time spent on VAT 
refund 

2,000 4,000 4,000 5,678 10,000

Working time spent on VAT 
related objections, appeal and 

VAT related court appeal

1,500 4,000 4,500 6,000 10,265

VAT Audit 3,400 7,000 7,500 8,500 15,000
Total costs with price 

declarations, refunds, audit, 
objection and appeal 

8,900
(27.40%)

19,628
(26.11%)

21,615
(25.10%)

27,778
(23.65%)

47,265
(22.45%)

Total non-routine expenses 
(speed money/bribes)

2,500
(7.69%)

5,000
(6.65%)

6,000
(6.96%)

10,000
(8.51%)

15,000
(7.12%)

Psychological costs for VAT
4,648

(14.31%)
13,521

(17.99%)
11,495

(13.34%)
22,861

(19.46%)
31,176

(14.81%)
Total VAT Compliance Costs 

(BDT)
32,470 75,149 86,110 117,439 210,441

Total VAT Compliance Costs 
(USD*)

415 961 1,102 1,502 2,693

Compliance Costs per BDT 
VAT Payment

0.162 0.150 0.123 0.130 0.105

* BDT 75 = USD 1.
^ Group 1: monthly VAT less than BDT 400,000; Group 2: monthly VAT between BDT 400,001–600,000; Group 3: monthly 

VAT from BDT 600,001–800,000; Group 4: monthly VAT between BDT 800,001–1,000,000; and Group 5: monthly VAT BDT 
exceeding 1,000,000.
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Table 7: Compliance Activities by NCTs

Components of Average 
Compliance Costs

Average Money Spent by NCTs

Group 1^
(BDT)

Group 2^
(BDT)

Group 3^
(BDT)

Group 4^
(BDT)

Group 5^
(BDT)

Recording information 
needed for VAT

2,500 5,000 7,200 11,000 15,000

Keeping all physical receipts 
in an organised manner

No 2,000 1,800 2,500 6,000

Calculating VAT and paying 
VAT

1,500 2,486 1,500 3,000 10,000

Keeping the forms and 
registers related to VAT

500 2,000 1,500 3,000 10,155

Preparing and making VAT 
monthly returns

2,721 3,000 5,000 4,000 5,500

Total in-house costs of 
compliance activities

7,221
(17.31%)

14,486
(23.43%)

17,000
(18.62%)

23,500
(19.20%)

46,655
(17.89%)

Dealing with the NBR 
(phone calls, emails, visits)

No 1,000 1,000 1,000 2,000

Dealing with external VAT 
adviser, including providing 

information to them

3,500 5,000 15,000 20,000 49,000

Learning about VAT 
Law, including reading 

newsletters, NBR website, 
bulletins

500 2,000 1,000 2,000 5,000

Total external activities
4,000

(9.58%)
8,000

(12.93%)
17,000

(18.62%)
23,000

(18.79%)
56,000

(21.48%)
Time spent for price 

declaration
3,500 6,000 6,500 9,400 25,000

Working time spent on VAT 
refund 

2,000 5,000 6,000 6,000 15,000

Working time spent on VAT 
related objections, appeal and 

VAT-related court appeal

8,370 10,000 14,500 18,500 39,000

VAT Audit 5,500 6,365 8,000 15,000 26,000
Total costs with price 
declarations, refunds, 

audit, objection and appeal 

19,370
(46.43%)

27,365
(44.25%)

35,000
(38.34%)

48,900
(39.96%)

105,000
(40.27%)
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Total non-routine expenses 
(speed money/bribes)

4,500
(10.78%)

4,000
(6.46%)

6,000
(6.57%)

8,000
(6.54%)

20,000
(7.67%)

Psychological costs for VAT
6,622

(15.87%)
7,985

(12.91%)
16,273

(17.82%)
19,444

(15.89%)
33,045

(12.68%)
Total VAT Compliance Costs 

(BDT)
41,713 61,836 91,273 122,344 260,700

Total VAT Compliance Costs 
(USD*)

533 791 1,168 1,565 3,336

Compliance Costs per BDT 
VAT Payment

0.209 0.125 0.130 0.135 0.130

* BDT 75 = USD 1.
^ Group 1: monthly VAT less than BDT 400,000; Group 2: monthly VAT between BDT 400,001–600,000; Group 3: monthly 

VAT from BDT 600,001–800,000; Group 4: monthly VAT between BDT 800,001–1,000,000; and Group 5: monthly VAT BDT 
exceeding 1,000,000.

Indeed, non-routine expenses accounted for more than seven per cent of the total compliance costs for 
the SME taxpayers. Most of the taxpayers (compliant and non-compliant) in this study mentioned speed 
money68 or bribes as their non-routine expenses. In particular, some of the respondents noted that speed 
money was related to VAT. While the overall percentage for non-routine expenses between CTs and NCTs 
is similar, the actual dollar figure is higher for NCTs. It has been reported that, in the name of the processing 
VAT registration, VOs collect money from businesses in the form of unauthorised payments for getting the 
formal VAT registration.69 Prior western studies into VAT compliance costs are largely silent in terms of 
speed money to government officials as part of compliance expenses. These results are consistent with the 
IFC (2013) Bangladesh study, where taxpayers claimed that the average monthly unofficial fee in relation 
to VAT and personal income tax is BDT 10,770 (USD 143) and the maximum unofficial fee is BDT 50,000 
(USD 667).70

Another question required the respondents to give details of other costs regarding price declarations, 
VAT refunds, VAT audit, VAT objections, and VAT appeal. Table 6 demonstrates that for CTs, the largest 
costs among these activities are incurred when the firms are audited, while the lowest are when the firms 
are opposing a VAT objection and appeal. However, for NCTs the largest costs are incurred when the 
firms are facing the objections, appeal and VAT related court process, followed by the costs of VAT audit: 
Table 7. This may be because for NCTs there could be much more preparation when facing an object and 
appeal given the potential for mistakes and their disputed non-compliance.

Previous tax compliance cost research demonstrates that tax compliance costs are regressive.71 Consistent 
with this, the current survey indicates that in relative terms (cost of compliance relative to monthly VAT 

68 In Bangladesh, officials of different government sector expect some extra fees for quick service. It is a form of bribe and is 
technically illegal in Bangladesh. As a contrast in Vietnam, it is customary and culturally acceptable to give government officials 
gifts or cash for holidays and other important events; thus gifts are not considered unlawful in Vietnam.

69 Centre for Policy Dialogue “Country Study Report: Bangladesh” (Tax Policy and Enterprise Development in South Asia, Dhaka, 
2014).

70 International Finance Corporation “Bangladesh: Survey Report on Tax Perception & Compliance Costs of the Formal Sector and 
Perception of taxation by the Informal Sector” (World Bank Group, 2013).

71 Lignier, above n 28.
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payment) smaller businesses incurred higher compliance costs than larger businesses. However, VAT 
compliance costs in Bangladesh appear less regressive in nature compared to other compliance cost studies 
in different countries.72 In Bangladesh, the costs relating to external expenses appear to be the main reason 
for this less regressive nature. For example, only 17 per cent of the SMEs in Group 1 used assistance from 
external VAT consultants, whereas 72 per cent of the SMEs in Group 5 used external advice for compliance. 
This could relate to smaller firms not being able to afford to pay for external advisors. It may also be the 
case that operators of smaller firms undertake extra work in VAT compliance themselves, and thereby have 
less time to focus on their core business. It is difficult to measure the opportunity cost that this may involve 
for these smaller firms.

5.5 Breakdown of Time Spent on VAT Compliance Activities
The survey required respondents to report the time spent on different VAT activities. For the estimation 

of monthly time spent, an average of 22 working days consisting of eight hours per day was assumed.73 
Measurement of compliance time was based on time spent on various VAT related activities reported by 
the respondents for the 2011–2012 financial year (1 July 2011 to 30 June 2012). Table 8 illustrates the 
difference between CTs and NCTs in time spent on different compliance activities.

Table 8: Average Time Spent on VAT Compliance Activities by CTs and NCTs

Components of Spending Time on 
VAT Compliance

Average Time Spent
(CT = 152 and NCT = 88)

Group 1^
(hours)

Group 2^
(hours)

Group 3^
(hours)

Group 4^
(hours)

Group 5^
(hours)

Total in-house compliance activities
CT 44 

(45.36%)
71 

(44.37%)
108 

(51.18%)
92 

(55.76%)
161 

(47.91%)
NCT 45 

(39.82%)
96 

(38.09%)
101 

(36.99%)
95 

(31.87%)
145 

(32.36%)
External activities

CT 10 
(10.30%)

17 
(10.62%)

26 
(12.32%)

32 
(15.38%)

47 
(13.98%)

NCT 10 
(8.84%)

25 
(9.92%)

32 
(11.72%)

35 
(11.74%)

55 
(12.27%)

72 Cf Yesegat, above n 40; A Hansford and J Hasseldine “Tax Compliance Costs for Small and Medium Sized Enterprises: The Case 
of the UK” (2012) 10(2) eJournal of Tax Research 288, at 288–303 (for the UK); E Eragbhe and KP Modugu “Tax Compliance 
Costs of Small and Medium Scale Enterprises in Nigeria” (2014) 2(1) International Journal of Accounting and Taxation 63, at 
63–87 (for Nigeria); International Finance Corporation IFC Tax Perception and Compliance Cost Surveys: A Tool for Tax Reform 
(World Bank Group, March 2011). Available at: https://www.wbginvestmentclimate.org/uploads/TPCCS_Consolidated_Web.pdf 
(for some developing countries).

73 In Bangladesh, there are five working days in a week. Then the total general working days are 22 days in a month.
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Other time* with audit, objection 
and appeal

CT 43 
(44.32%)

71 
(44.37%)

77 
(36.49%)

74 
(35.57%)

128 
(38.09%)

NCT 58 
(51.32%)

131 
(51.98%)

140 
(51.28%)

168 
(56.37%)

248 
(55.35%)

Total hours
CT 97 160 211 208 336

NCT 113 252 273 298 448

* Other time include the time needed for price declarations, refunds, and rebate. 
^ Group 1: monthly VAT less than BDT 400,000; Group 2: monthly VAT between BDT 400,001–600,000; Group 3: monthly 

VAT from BDT 600,001–800,000; Group 4: monthly VAT between BDT 800,001–1,000,000; and Group 5: monthly VAT BDT 
exceeding 1,000,000.

The findings indicate that the main time consuming activities for CTs are related to in-house compliance 
activities, such as properly keeping information for VAT, completing monthly returns, calculating and 
paying VAT in a timely manner and keeping up to date with the VAT law. Approximately 61 per cent of total 
time spent by CTs was ensuring VAT compliance (in-house and external activities), whereas NCTs spent 
only 46 per cent of their total time on in-house and external compliance activities. This may reflect that CTs 
are lower risk-takers who spend extra time to ensure compliance and minimise the chance of mistakes. In 
particular, CTs spend more time on in-house compliance activities to assist with their compliance, although 
as size increases they are more likely to engage external advisors to assist with this.

The results appear to be somewhat inconsistent with the previous literature on tax compliance costs. 
For example, Hansford and Hasseldine found that in terms of the hours spent on different activities, the 
UK’s SME taxpayers spent 79 per cent of their time on recording information needed for VAT, calculating 
tax, completing returns, paying VAT and tax planning and tax advice.74 Similarly, Gupta and Sawyer’s 
study for New Zealand and Lignier et al’s study for Australia demonstrated similar results to Hansford 
and Hasseldine.75 Hansford and Hasseldine stated that taxpayers should spend more time on in-house 
compliance activities and learning about taxes to keep themselves from committing any unintentional 
non-compliance and not falling foul of the tax agency.76 Accordingly, it may be a matter of concern for 
the NBR that Bangladeshi taxpayers appear to spend proportionately less time on in-house compliance 
activities compared to other jurisdictions, as these strategies could be very important to improve tax 
compliance. Although, as a percentage it may indicate the other external activities are more burdensome 
than compared with other jurisdictions.

Overall, NCTs spent more hours complying with VAT compared to CTs, particularly for external 
activities and for the appeal and audit activities. Indeed, the largest differential was with the time spent 
on price declarations, refund, audit, objection, and appeals, which made up 54 per cent spent on VAT 
compliance activities NCTs. For CTs, these activities constituted less than 40 per cent of the overall time. 

74 Hansford, above n 72.
75 R Gupta and A Sawyer “Tax Compliance Costs For Small Businesses In New Zealand: Some Recent Findings” (2015) 30(1) 

Australian Tax Forum 135, at 135–177; Lignier, above n 28.
76 Hansford, above n 72.
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This demonstrates that due to the non-compliant behaviour of NCTs, they have to spend more time trying 
to justify their activities. Overall this suggests that through their non-compliant behaviour, NCT inflict on 
themselves more compliance costs, especially in relation to the audit and appeal process.

5.6 Psychological Costs of VAT
This study sought to estimate the potential psychological costs associated with VAT compliance. This 

measurement was done in two ways. First, by taxpayers estimating the cost of things they did to relieve 
stress and anxiety. Second, taxpayers were also asked to consider a question: “if you could claim from the 
VAT Authority for your stress or anxiety in the 2011–2012 financial year about complying with VAT for 
your business, how much would you have claimed?”77

The hypothetical figure claimed was found to be eight to 10 times higher than the estimates of costs 
of things to do to reduce stress and anxiety: Table 9. For example, Group 1’s estimates of psychological 
costs to reduce stress for VAT were BDT 4,648 (USD 62) but the amount they would like to claim was 
BDT 35,000 (USD 467), which is greater than their actual total compliance cost for VAT.

The reason for this large difference may demonstrate the problem of getting taxpayers to estimate total 
amounts holistically, compared to individual components. Alternatively, it may be that VAT taxpayers 
appear to include in their claim the total compliance costs of VAT, particularly the use of VAT advisors. 
That is, the whole compliance with VAT is a stress, and taxpayers would prefer to pay someone to deal with 
it. Further, the estimate initially used to measure an individual’s psychological costs to release stress may be 
inadequate. Also, it appears the amount claimed includes bribes paid to VOs to progress matters.

Table 9: Difference between Psychological Costs and Taxpayers’ Claims to NBR

Components of Average 
Compliance Costs

Average Money Spent by CTs

Group 1^
Costs BDT 

(USD*) 

Group 2^
Costs BDT 

(USD*)

Group 3^
Costs BDT 

(USD*)

Group 4^
Costs BDT 

(USD*)

Group 5^
Costs BDT 

(USD*)
Total VAT compliance 

costs (monetary costs plus 
psychological costs)

3,247 
(43)

75,149 
(1002)

86,110 
(1,148)

117,439 
(1,566)

210,441 
(2,806)

Psychological costs for VAT
4,648 
(62)

13,521 
(180)

11,495 
(153)

22,861 
(305)

31,176 
(416)

Amount taxpayers would claim 
to VAT authority for stress and 

anxiety

35,000 
(467)

50,000 
(667)

65,000 
(867)

250,000 
(3,333)

400,000 
(5,333)

77 This is based on the work of Lopes, de Basto and Martins about Portuguese taxes. See CM Lopes, JX de Basto and A Martins 
“Compliance Costs of Individual Income Taxation: Some Empirical Evidence from Portugal” (2012) 12(4) Journal of Higher 
Education Theory and Practice 151, at 151–164. This figure represents the cost of paying someone due to relief from stress of 
VAT compliance.
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Average Money Spent by NCTs

Group 1^
Costs BDT 

(USD*)

Group 2^
Costs BDT 

(USD*)

Group 3^
Costs BDT 

(USD*)

Group 4^
Costs BDT 

(USD*)

Group 5^
Costs BDT 

(USD*)
Total VAT compliance 

costs (monetary costs plus 
psychological costs)

41,713 
(556)

61,836 
(824)

91,273 
(1,217)

122,344 
(1,631)

260,700 
(3,476)

Psychological costs for VAT
6,622 
(88)

7,985 
(106)

16,273 
(217)

19,444
(259)

33,045
(441)

Amount taxpayers would claim 
to VAT authority for stress and 

anxiety

50,000  
(667)

63,000
(840)

85,000
(1,133)

275,000
(3,667)

520,000
(6,933)

* BDT 75 = USD 1. 
^ Group 1: monthly VAT less than BDT 400,000; Group 2: monthly VAT between BDT 400,001–600,000; Group 3: monthly 

VAT from BDT 600,001–800,000; Group 4: monthly VAT between BDT 800,001–1,000,000; and Group 5: monthly VAT BDT 
exceeding 1,000,000).

Also the notion of engaging an advisor to assist with VAT work appeared to be regarded by some VOs 
as a cost of non-compliance rather than compliance. This was argued by some VOs on the basis that the 
ultimate goal of some taxpayers is to minimise VAT payment at any costs and the payment to consultants 
relates to more of a cost of non-compliance; that is finding loop holes or aggressive tax planning rather than 
honestly complying:

It is mandatory to use an ECR (Electronic Cash Register) machine for all small and medium retail businesses. 
The NBR and local VAT authority are trying their best to implement this. But our honourable taxpayers are not 
interested to use it. Rather they are interested to go to the VAT consultants or accountants for financial engineering. 
If they would use an ECR, I could take it as VAT compliance costs. But I will not consider the consultant’s payment 
or fees as VAT compliance costs. To me, that’s the cost of non-compliance, either intentional or unintentional. 
(VOB 13.)

Hiring a VAT professional is very expensive. It increases the compliance costs. If a business owner hires a VAT 
professional for aggressive tax planning then it should not be considered as VAT compliance costs. I think, it is the 
cost for non-compliance. (VOB 2.)

VAT Officials thought taxpayers should make more use of advice from the NBR: 

The existing VAT Law and the forthcoming VAT Law are both not so complex. The taxpayers should have an 
honest desire to pay the correct amount of VAT. They can easily get proper help from the local VAT office. 
Therefore the VAT compliance costs should not be so high. It would be a lump sum amount only to keep the VAT 
records properly. I think most of the VAT payers hire VAT experts to reduce their VAT liability. So why should 
we call it VAT compliance costs? It is the extra costs incurred by the tax payers for non-compliance or for VAT 
avoidance. (VOB 3.)

In spite of some general doubts about VAT consultants and aggressive tax-planning, the majority of 
taxpayers expressed that external advice gives them confidence that their VAT matters are under control 
and their taxpaying behaviour is within the bounds of the VAT law. Taxpayers strongly disagreed with the 
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VOs who consider paying consultants as a cost of non-compliance. Some taxpayers believed that VOs are 
not open-minded and that they have only an agenda designed to penalise the taxpayers and to obtain bribes. 
This line of thinking appeared to be consistent between the compliant and non-compliant taxpayers: 

I have lack of in-depth technical knowledge about VAT law and I think VAT law is too complicated for me. So, I 
usually go to VAT professionals. This is one of the components of my business compliance costs. I would not have 
to hire a VAT expert if the VAT law was easy to understand for me. I have no intention to cheat on VAT. So I think 
this is my VAT compliance costs, not the costs for non-compliance. (CT 4.)

If they (VAT Officials) detect some error, they take it as an instance of evasion. Sometimes they refrain from 
reporting in return for illegal gratification or bribe. Maybe I would not be in trouble if they reported it to a higher 
authority. However, to avoid tension and unnecessary harassments I usually pay extra money to those sleazy VAT 
Officials. That may be my cost of un-intentional non-compliance. (NCT 1.)

A recent study conducted by The World Bank revealed that people’s perception about the NBR is not 
very positive and that the honesty of NBR staff is questionable.78 In this study, a proportion of the NCTs 
were not satisfied with the activities of VOs. Conversely, some NCTs expressed with confidence that they 
have done no wrong by paying speed money to officials as this has become the norm in Bangladesh. This 
lack of trust may be compelling some taxpayers to get external help rather than taking assistance from VOs. 
Even though the SME taxpayers are aware of the VAT consultants’ fees, they utilise their advice in order to 
feel secure and comfortable about VAT. Some of the non-compliant taxpayers claimed that VOs are more 
interested in “VAT avoidance schemes” or “artificial paper schemes” for minimising VAT. In this regard, 
taxpayers have actually nothing to do but to bear all costs either for VAT consultants or for VOs.

6.0 POLICY RECOMMENDATIONS
The results and findings of this research suggest a number of policy recommendations, which are discussed 

below. Corruption appears to be part of the VAT compliance in Bangladesh, which could relate to the value 
declaration procedures discussed above. It is critical that measures are introduced to reduce corruption of 
VOs. Measures could include disciplinary proceedings, better education and better employment conditions. 
Also it is important that disciplinary proceedings are made transparent to the public to improve their 
perception of the integrity of the NBR and its staff. However, it needs to be noted that corruption at all 
levels (big business, government officials, VOs and politicians) needs to be addressed.

The VAT registration process appears to be extremely problematic and slow, and can be where taxpayers 
are first introduced to the notion of unauthorised payments (speed money) to facilitate their business’ VAT 
registration. Given this, it is recommended that the registration process needs to be improved, both in terms 
of removing the potential for bribes, as well as the amount of time it takes for registration. This could be 
supplemented by improved enforcements for breaches for non-registration.

Most taxpayers interviewed believed that the relationship between taxpayers and the NBR is neither 
friendly nor professional. The VAT authority’s antagonistic treatment towards taxpayers appears to affect 
their compliance costs and willingness to comply with the VAT law. One possibility is for the NBR to treat 
compliant and non-compliant taxpayers differently. Compliant taxpayers should be given more assistance 
from NBR and local VAT offices. This could include the NBR being more understanding about inadvertent 
breaches, and increasing the frequency of constructive communications with taxpayers.

78 World Bank (2014), available at https://www.google.com.au/search?sourceid=navclient&ie=UTF-8&rlz=1T4VRHB_enAU610
AU616&q=defination+of+low+income+countries.
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The NBR could consider establishing a SME businesses Support Service Unit to provide specific 
assistance and advice on VAT issues to SME taxpayers who do not engage VAT consultants. This Support 
Service Unit could include assisting SMEs to manage their cash-flow while recognising the need to pay 
VAT. This ability to manage cash-flow is important to enable businesses to meet their VAT obligations. The 
NBR could arrange an extensive, free training program about the VAT law to make it understandable to 
SME taxpayers and to reduce their VAT compliance costs, as well as inadvertent non-compliance.

7.0 CONTRIBUTIONS, LIMITATIONS AND FUTURE RESEARCH
This research has contributed to the body of knowledge about VAT compliance costs and compliance 

behaviour in a number of ways, including its research method and results. First, in terms of research 
methodology, a mixed methods approach, combining qualitative research tools such as focus groups and 
in-depth interviews with the quantitative tool of a survey, contributed to the completeness of the results and 
main findings of the article, providing a multifaceted methodology to address the research problem. 

Second, conducting a survey involving compliant and non-compliant VAT payers was unique. 

Third, a key contribution of this article was the access to key NBR management to ascertain their views 
about taxpayer compliance behaviour. Very few VAT-related studies in developing countries have taken into 
account the views of VAT authorities and their observations about the VAT non-compliance of the SME 
sector.

As with any research, the limitations of the analysis must be acknowledged. First, the findings in relation 
to the in-depth interviews are limited by the sample and demographic characteristics of the participants. The 
two main sample biases were that a larger percentage of SMEs came from city areas as opposed to country 
areas, and that these SMEs had typically attained higher education levels than the national average. These 
deficiencies could reduce the generalisation of some of the findings. 

A second weakness could be a Type II error in the classification of the taxpayers as compliant and non-
compliant. That is, it is possible that some compliant taxpayers were in fact non-compliant but had not yet 
been identified as such by the NBR. This is reinforced by some of the findings that suggested that some CTs 
may be undertaking non-compliant activities, such as speed payments to VOs.

Third, the VOs involved in this study may also have felt cautious about their responses. While most were 
happy to talk and was lively and confident in their opinions, some had concerns about voice-recording 
during discussions as they are government employees and thought they could be reprimanded for expressing 
their opinions. While reassurances of anonymity were provided, their concerns may have influenced the 
candidness of their responses. 

A fourth limitation is with the estimation of VAT compliance costs. Insofar as compliance cost estimates 
were self-reported or recollections of historical compliance costs, taxpayers may not have been completely 
accurate. 

Fifth, the measures used for psychological costs were rudimentary, but given the paucity of robust 
measures, they nevertheless provide an interesting reflection. 

These limitations suggest several possible future research directions, which include that further 
research could be undertaken into large businesses and their reasons for non-compliance, as well as their 
VAT compliance costs, psychological costs and the effectiveness of deterrent measures applied to them. 
Furthermore, future research could measure the overall tax compliance costs, including income tax, VAT 



June 2017 203

The Devil is in the Detail: An Analysis of VAT Compliance Costs for SMEs in a Developing Nation

and customs duties. Since this is the first study to estimate VAT compliance costs (monetary costs, time 
costs and psychological costs together) for the SME sector in Bangladesh, but does not cover multiple years, 
future research could consider whether the VAT compliance costs of SMEs in Bangladesh are decreasing 
or increasing over time. Future studies could be conducted after the introduction of the new VAT law in 
July 2017 in order to monitor its impact on VAT compliance costs. Further research could investigate 
whether the new VAT law has decreased compliance costs compared to the current study, after adjusting for 
transitional costs given the change in rules.

The findings of this study suggest that the cost relating to external advice is a major cost component of 
compliance costs. The VOs interviewed considered at least some of this cost to be a cost of non-compliance, 
insofar as it related to tax minimisation schemes. Future research could consider whether the use of VAT 
consultants increases the likelihood of aggressive tax planning and thereby increases the overall compliance 
costs.

8.0 FINAL CONCLUSIONS
VAT is seen as a critical component to the tax structure for both developed and developing countries. 

However, a concern with VAT is that the higher cost of compliance with such a regime can represent a large 
proportion of the overall tax compliance cost for businesses. This is especially important for SMEs, given 
the likely regressive nature of tax compliance cost. This article reported the findings of a study into the 
VAT compliance cost for Bangladeshi SMEs, and provided a comprehensive estimate of VAT compliance 
costs for both complying and non-complying VAT payers, including their psychological costs. Important 
differences were found to exist between compliant and non-compliant taxpayers. For example, compliance 
costs were higher for the manufacturing sector, which also had higher psychological costs. In addition, it 
was found that the audit process accounted for a larger percentage of compliance cost for non-compliant 
businesses compared with those who had a compliant tax history.

The results demonstrate that VAT compliance costs for SMEs are regressive and that manufacturers have 
a higher burden of monetary compliance costs followed by those in the trading sector. The study also finds 
that as the size of business increases, the compliance costs for compliant taxpayers increase more than 
non-complaint taxpayers.

The findings of this research gave some clear directions to the NBR and other enforcement agencies to 
improve the efficiency, fairness and integrity of the whole taxation system. It is likely that these directions 
are relevant to the tax administrations in other developing countries and perhaps to other types of taxpayers 
including large taxpayers of VAT, personal income taxpayers and corporate income taxpayers.

It is with knowing the devil in the detail about VAT compliance costs for SMEs that better policy 
recommendations can be formulated, and thereby an efficient VAT system is more likely to be released.
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