
ELEVIINTII CHUUK S'|ATE LTIctsLATLiRE

SECOND ITEGULAR SI]SSION, APRIL 2012 ACT \ tO.  11-30

,'rrN ACT

To enact a Value Added Tax and repealin.g in its entirety]'SL5-119, ar; arlended, alcl for
other purposes.

Be it enacted by' the Chuuk State l_egislatur,e:

I Sectlon 101. lihort Titlp. fhis A.ct rnay tre cited as the "Value Aclded T'ax Act of

2 2009,,.

3 Section 102. pefinitiorrs. wherever used in this Act, unless the sLrbject matter, contr:xt.

4 or sense otherwise requires:

5 (1) "Ancillary transport services" means stevedoring ser,zices, lashilg a1d

6 securing services, cargo inspection serl'ices. preparation of custorns documentati,ln.

7 conl.ainer hiindling services, and the storage of trar-rsported goods c,r goods to be

8 transported, but does not inciude such services supplied directly in <:omection lvith al

9 aircraft or ship that is ,a tempor;arily imported goocl.

10 (2) ",\ssociate" has the mea'ing set fofirr i'sectio' 3.

11 (3) "Authotitv" means the FSlvl Unified Revenue Authority esrtablished uncler

12 section 7 t1 of the FSI\4 unifiecl Revenue Authority Act.

13 (4) "{Japital asset" means an asset, rvhether tangible or intang ble, acquire<i b1,g

14 persl)n for use in the p,3rSon's enterprise, but does not include -

15 (a) an:asset acquired for the principal purpose of resale in the orclinarv course ot

16 carrying on an enterprise, r,vheth.er or not the asset is to be sold in the form or siare

17 in wlliich it was acquired; or

18 (b) ccnsumable,s or raw materials

19 (5) "CEO" means the n,leans the Chief Executive Officer appointerl under sectign

20 731 of the FS;M Unified Revenue Authority Act.

2l (6.) "Commencement date" means the date that this Act comes into force.

22 (7,t "Consideration". in relation to a suprply, means the total of the followins

23 amounts --
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I (a) the amount in moni:Y paid or payable by any person, directly or in<iirectly. {br

2 the supply;

3 (b) t.he fair market valu,: of an arnount in kind paid or payable by a'y person,

4 directly or irrdirectly, for the supply; ancl

5 1c) any taxes, 'Cuties, lerries, fees., and charges (including Vr\1) pai.d or payable

6 on, or by reason of the suppl;r, reducecl by any price discounts or rebates allowed and

7 accounted for at the time of the supply.

8 (8) ",Consumable stores,',' means __

9 (a) goods for consumption by passengers or cre\,v on board an aircraft or ship; or

10 (b) g'cods that are necessary to operate or maintain the aircraft or ship, includin6l

11 fuel and lubricants, but not i'cl'ding spare parts .ncl equipment.

12 (9) "Creditable acquisition", in relation to a taxable person, meims -

13 (a) a taxable suLpply made to the person,

14 (b) a taxable import under FSMC Title 54 sectior-r 22lmadeby the ,person; or

15 (c) a r:reditable interstat,:) acquisition of the person.

16 (10) "Creditab.le interstate acquisit ion". i ;n reiation to a taxable person, means a

17 supply made to the person that :Ls a taxabie supply under a State vA f law.

18 (11) "creditable suppry" nleans a taxable or vAT-free s'pply.

19 (12) "Employrnent" means an ernployer-employee relationsL,ip as determined

20 under the ustral collllllrlrl lar.v rules and includes activities performed as the holder of a'

21 offict: unless the off-rce is held as part of a businesr; of'an office irolder.

22 (l i i )  "Enterprisr: 'has 
the meaning set forth in sectio' 104.

23 (14) "Exempt s'pply" neans a sqlply spec:if ied in sectio' I13.

24 (15) ".Exempt urle" nleans the use of goods or services to make an e:<empt supply.

25 (i6i) "Face value", in relation to a voucher. means a monetary amount stated on

26 the voucher ('whether visibly, eiectronically. or otherwise, including when the amount is

27 intrinsicaliy connected with the voucher by means of a unique identificatron number or

28 some other means of linking the voucher with the, amount), when the amount represenls

29 the value of supplies of goods or services for which tire voucher is redeenable.
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1 177) "Face va'lue voucl:rer" rneans a voucher that entitles tire hollder to receil,e a
2 supply or srjipplies of goods or services up ro the fhce value of the vou<:her.

3 118) "Fair market valu(:" has tire meaning; set fbrth in section 1r)6.

4 (t9) "Finance' lease" rlleans a lease ttrat is treated under gerrerally accepted

5 acc<lunting principles as a finance lease anci is so accounted for by the lessor in its
6 financial accounts.

7 (20) "Financial services;,.means _

8 1a) granting, negotiating, and dealing witir loans, credit, credit E,uar.antees, and any

9 security fbr money, in'oluding management of loans, credit, or credit guarantees

10 by the grantor;

1l (b) transactions conceming money, deposit and cunent accounts, p,ayments,

12 transfers, detrts, checks, or negotiable instruments, olher than ciebt collectio' and

l3 factoring;

14 (c) traLnsactions relating to financial derivatives. forward contracts, ,opti'ns to

15 acquire finan,oial instruments. and simiiar arrangements;

16 (d) tra'nsactions relating to shares, stocks. bonds, and other securities, other than.

17 custody servi, les;

l8 (e) managemenriof investment funds;

19 (f provision or transfer of ownership of an insurance contract or the, provision of'

20 reinsurance in respect of an,v suc:h contract;

2I (g) pr'cvision, or transfer of or,vnership, of an interest in a schem,: fbr the

22 payment or: granting o1'beneflts b,y a benefit funr]. provident fund, pensi.n funcl.

23 retirement anlluity fund, or preservation ftrnd:

24 (h) a supply of credit under a finance lease, if the credit for the goodrs is providecl

25 for as a separate charge and the c,jharge is clisclosed to the recipient of the goods;

26 or

27 (i) the *rranging of any or the services in paragraphs (a) to (h).

28 (21) "Fishery waters' has the meaning set fcrrth in F-SMC Title 24.

29 (22) "Fishing vessel" has the meaning set fbrlh in IjSMC Title 24

30 (23) "FSM" means the Fe<lerated States of x,icronesia.
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I (24) "FSM Urrified Re'u'enue Authority ,Act" rneans FSMC, l.itte 54, chapter 7.

2 (25) "Goods" means real or tangible personal propefiy, but does not i'cl'de

3 money or unimprovecl iand.

4 (26) ,,Govemnnent 
enti1.y,,nteans -_

5 (a) the National Goventment of the FSVI, including a deparlrnent, division. or

6 agency of the Goverrunent:

7 (b) a State, or local goverrunent authority. council, or similar body in the FSM:

8 (c) a foreign goverruttent or political subdivision of a foreign goverrunenr; or

9 (d) a person thrat has the: responsibility to issue a license, pen'it, certificate,

l0 concessic'n, authorization, or other docurnent for ia fee under -

l1 (i) a lar.v of [the State]; or

12 (ii) a law of the FSM if the license, permit, certificate, cencession.

13 authorization, or other document has effect i. fthe State].

14 (27) "Input tax". itt rela,tion to a person, rmeans the VAT payable in respect .1. a

15 creditable acquisition by a persr,cn, and includes an amount that is treated under this,A.ct

16 as input tax prayable b}'the person. but does not ir:Lclude a penalty impor;ed under this r\r:t,

17 a State V.AT Law, or the Revenue Administration Act in respect of suchL acquisitiol or

18 import.

19 (28) "lnput tax credit". in relation to a person, mearls the cr.edit for input t.x

20 allowed to the person u.nder this Act.

2l (29) "international transport ser\,ices" means the services, otlrer tha' ancillar:v

22 transport services, of transportir:Lg goods or passengers by sea or air -

23 (a) from a place outside the FSM to another place outside the FSM, including, if

24 relevant, any part of the transport that takes place ricross the tenitory of [tht:

25 State Chuukl;

26 (b) from a place outside r:he FSM 1o a piace: within fthe State] as the final

27 destirration for the transpoftatiorL; or

28 (c) from a place rvithin fthe State] as the place where the transpor:tat.ion

29 comntenced to a place outside the FSM.
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I r(30) "Inventoty" means anything produced, manufactured, purchased, or
2 otherwise a';quired ltrr sale or exchange, a'd inciudes any raw mater:als or consumables

3 used in the producti.n or manuifacturi'g; process ancr rivestock.

4 (') 1) "lnvoice" means a.n1' docunent notilying an obligation to ma.ke a payment.

5 1'-\2) "Late pa)'ment intr::rest" lneilns interest imposed under secliorr l g3.

6 6 3) "Lay-by agreement" means a purchase agreement for goocls under which -

7 1a) the purcirase price is prayable by at least one additioral payment after

8 the payment of a deposit:

(b) delivery of t.lhe goods takes plzLce at any time afier pryment of the

l0 deposit; and

11 (c) ownership ol,the goods is transferred by deliverv.

12 (34),,Money" means _

13 (a) any coin or paper cunency that is legai tender in the ,rsl4, other than a

11 coin or paper currencv that is a col lector,s piece:

15 @) a bill of exchauge, prornissory note, bank draft, or postal or rnoney

16 order; or

17 (c) whatever is supplied as payment by way of _

18 (i) cr::dit card rtr debit cardl or

19 (ii) cr,lditing or debiting an account.

20 (35) "ivational \y'AT" means that vAf imposed under FSMC, Title 54, chapter 2

2 l  sect ion 22 l .

22 (36) "IVet VAT,,, in relation to a VAT peri,ld. means the net VAl.prayafie for the

23 period compured under section I 151.

24 (37) "Output tax" means the VAT payable in respect of a taxablt: surpplv rlade b.y

25 a taxable person and includes an amount that is trezLted as output tax undr:r this Act.

26 (3 8) "Person" lneans an individual. company, corporati rn, partnership,

27 unincorporatecl association or other business entity, trust, estate, a govenrment, a political

28 subdivision of a governrnent, or (iovernment entitv.
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I 139) "Phone card" fleans a carci or sinnilar itern in whateve:r f.rm it is issr:ed,
2 including electronically, that r:ntitles the holder to receive telecomnrunications services
3 up to its face value, and inclurJes a pre-paid Sulbscriber Identity Module (,,sIM,,) carc. a
4 rechargeable card, or a similar item.

5 140) "Prescribed" means as set firrth in regulations made uncler this Act.
6 1'11) "Recipiertt'l in relation to a supply, nleans the person or p3rsons to whom the
7 supply is mzLde.

8 142) "Register,ed persor)" means a person registered under tliis ,\ct.

9 1'{3) "Regulated supply" means a supply occuring in the peri.d c;ommencins six
10 months before and ending one year after the cornrmencement date.

11 (44) "Relative" in relation to an indi'idual, rnea's-

12 (a) an ancestor, ar descendant ofany ofthe grandparents, or an adopted

13 chilcl,  of the.individual;

14 (b) an ancestor, a descendant of any of the grandparents, or an adonted

15 child of a spouse of the individual; or

16 (c) a spouse of the individual or any person specified ir piaragraph (a) or

17 ft).

i 8 (45) "Revenue ,Adrninistration Act" means FSMC. fitle 54, chapter g.

19 (46) "Revenue la\\," lneans _

20 (a) any Chapter under Cl-ruuk, Title 54;

21 @) a laq'of the FSM imposing a tai or duty if the law provicles that the

22 Authority has responsibility for txre administratio'of the tax or duty;

23 (c) a lar'v of fthe Sltate] or any other State imposing a tax or duty if the larv

24 provides that the Author:ity has rr:sponsibility for the administration of tlre taLx or ciut1,.

25 (47) "Revenue rcfficer" Ineans the cEo eurd any officer appointed under section

26 732 o1'the l:-Sirl Unified Revenuer Authority Act.

27 (48) "siervices" means the provision of work or facilities, or an,dhing that is not

28 goods. unimpr,rved land, or money.

29 (49) "state" means a Stare of the FSM.
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I (50) "State \"AT Law" means a La'uv of a State (other than [tre lState]) imposing
2 value added tax in tha"t State;

3 151) "supplier"' in relation to zr suppl1', fileans the person or persons who make
4 the supply.

5 152) 
' ,Supply, 'means 

a r;upply of goods or services.

6 153) 
,,Supply 

of goods,, means _

7 1a) a sale, exchange, or other transfer of the riglit to dispose of 5;oorJs as owner: ,cr

8 1b) the lease of'goods unLder a finilrce lease.

9 154) 
''supply 

of servicr::s" 11ssns anything done that is not a supply of goods,

l0 unimproved jland, or lnoney, inciuding _

I I (a) the grant, asrsignment, or sumender of a.ny. right;

12 (b.1 th,: making available of any facirity or advantage;

13 (c) the toleration of any situation;

14 (d) the refraining from the doing of any ac1.; or

l5 (e) the issuing c'f any iicense, permit, certilicate, concession, autrorization. or

16 other document by a Government entity.

17 (55) "'rax fraction", in relation to a taxable supply, means the liactio' computed

18 in accordance with the tlollowingl formula _

'I O
r  I  ( l + r l

20 where' r is the rate of v,\T applir:able to the supply as detennined under sectio'r 111(1).

21 (56) "'Iaxable irnport" has the meaning in FSMC, Title 54, Chapter 2.

22 (57',1,,'l-axable person,,moans _

23 (a) a registered person; or

24 (b) a person r'vho is requireci to apply for relgistration but has faile d to do so

25 within the time allowed under section i 2 i .

26 (58) "Taxable supply" means _

27 (a) a supply made in [the l$rare];

28 (b) anflhing treated as a taxabre supply underr this Act; or

29 (c) a supply of gc,ods or se:rvices made by a person in co*ectio' rvith the
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I carrylng on of an enterprise in fthe State] to aperson fbr use or consurnption i'
2 another State, including a supprly in connection v,rith the commencement.r.

3 termination of an ente,rprise, burt does not include: an exempt or a VA.f -free

4 supply.

5 159) "Telecommunications services" lrea:ns the transmission, erlission, or
6 reception of signals, rvriting, inrages, sounds, or infonnation of any kind by wire, radio.
7 optical, or other electr,cmagnetir; systerns;, and includes _

8 1a) the related 1'ransfer or assignment of the rigirt to use capacity for such

9 transmission., emission., or reception; and

10 (b) the provision of access to global or local information netr,vorks, but does not

l l include the supply of the underl'ging writing, imap;es, sounds, or informltion.

12 (60) "Temporarily imported goods" meansr goocls temporarily inrporled into FS\{

13 under FSMC. Title 54, Chapter 11, sectiott 223.

14 (61) "used $oo'tcs supplier" means a taxable person r.vhose enterprise pri'cipall1,

15 involves tire re-supply of used garods in substantially the sane state as tfLey were in wherr

16 purchased by the person.

17 (62) "'/AT" me,ens the value added tax imposed under section 1 . .

18 (63) "'1y'AT-exclusive fair market value", in relation to a supply, rneerns the fair

19 market value of the supply reduced by an amount equal to the fair market value

20 multiplied by the tax fra.ction.

21 (64; "1141-free supply" nleans a suppry spi:cif ied i 'sectio' 12.

22 (65) "\/AT credit note" nreans a document that a supplier is required to issue

23 under section 1t2(l).

24 (66) "\'AT debit note" means a document tirat a supplier is required to issue under

25 section 72(-\\ .

26 (67) "VAT invoi,Je" meanrs a document required to be issued turde:r section 71,

27 (68) "VAT period" means the calendar monrlh,

28 (69) "Voucher" nleans a voucher, stamp, tok.en, coupon, or simila.: article that ca'

29 be redeemed by the holcl:r only for suppiies of goods or services, and includes a phone

30 card but does nct include a postage sramp.
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I Sectiorl 103. ,ASfqqat;.

2 11) lsubject to subsectirn (2),two persons are associates if the relationship
3 betrveen them is such that one may reasonabry bi: expected to act in accor,cance witir the
4 intentions oJ'the other, or both persons nnay'reasonably be expected to act in accordance
5 with the intentions ol. a third person.

6 12:) Two persc)lls are not associates solely by .reason of the fact that one person is
7 an employee of the other or boflr persons are employees of a third pers.n.

8 13) \\/ithout lintiting the generaiity of subsrection (1), the follow ng are treatecl as;
9 associates -

10 (a') an individual and arelative of the indir,idual, except if the c.jo is satisfied

11 that neither person ma\/ reasonably be expected to act in accorda'ce wilh the intentions of
12 the other;

13 (b) a Jrartner in a partners;hip and the partnr:rship, if the partner, e:ith,er alone or

14 together \l'ith an associrate or assr:ciates uncier another appiication of thisr se,rtiorr, controls

15 fifty per cent or more of the rights to income or capital of the parlnership; (') a trust and a

16 person who benefits or nlay benefit (including by the exercise of a power o1. appointment)

17 under the trust;

18 (d) a sharehoider in a cornpany and tire colrlpany, if the shareholcler, either alo'e

19 or together with an associate or eLssociates uncler arLother application of this section,

20 contr.ls either directiy or thrc ugh one or more interposed persons _

21 (i) fifty per cent or rnore of the votirrg power in the comp€.ny:

22 (ii) fifty per cent c)r more o''the rights to dividends; or

23 (iii) fifty'per cent rr'or€ of trre rigrLts to capital, and

24 (e) two companies, if a person, either alone or together with an associate or

25 associates under another application of this section, controis either directly or tluough

26 one or more interposed prersons_

27 (i) fifty per cent or more of the votinl3 power in both companir:s,

28 (ii) fifty per cent or nlore of the rights to dividends in both cornpanies, or

29 rliii) fifty per cent c,r lrore o{'the righits to capital in both ccmpanies.
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I 14) In applying subsecf ion (3) (b), (d), or (e), holdings that are attributable to a
2 person from. an associate are not reattrib,uted to anotrrer associate.

3 Section 104. f]nterprisel

4 (l) Siubject to this section, an enl.erprise is _

5 1a) an independent econontic activity undefiaken for pe,;uniary profit but
6 does not include an ernploy're'rt, or a h.bby or leisure activity; or

7 1b) an activity o1'a Government errtitl, that ilvolves the suppty of goods or
8 services lbr il fee, including but not limited to tire service of issuing a licerLse, pennit.

9 certificate, concession, authoriiration, or other docurnent for a fee.

10 (2) Subject to s;ubsectiorr (4), an enterprise conducted by a taxa6le person in

11 branches or divisions is treated as a single enterprise fbr the purposes otthis Act.

12 (3) A person who condulcts an enterprise irr branches or divisions rrLust be

13 registered in the name of the person and not in the:narnes of the branchr:s a'd divisions.

14 (4) A Governnrent entity that is required to register under sectic,n 121(5)(b) and

l5 that conducts its enterprise in branches or divisions rnay register eacir o.:th6se branches

16 or divisio's as single e;nterprises for the purposes 'f this Act.

17 (5) If the enterprise of a person is carried on in more than one State, the reference

18 in this Act to an enterpr:ise of the person is a reference to that parl of the en1erprise canied

19 on in fthe Star:e].

20 Section 105. Mixed Supl2l ies.

21 (1) A s;upply o1'a particu;lar kind that is ancillary or incidental to a suppiy of

22 another kind (refened to as the "principai supply"), is treated as part of the pri'cipal

23 supply.

24 (2) Sutrject to subsection ril), the Ilegulations rray provi<ie that a supply of goods

25 and services is a supply of goods or a supply of services, or that a suppiy of more than

26 one kind is a supply of one of those kinds.

27 (3) A supply' of service:rs does not include il supply of services the value of which is

28 treated as part of the taxable amoufrt of a taxable irrporl under sectio n 225 of FIjMCt. Title 54.

29 Cl.raoter 2.
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I gection 106. |air Marl.;et Value,

2 11) 1-he fair market value of a supply at a par:ticular time is the ordinary oDen
3 market value of the supply at that time.

4 (2) I f it is not possible to determlne the fla.ir market value of a s rpply at a
5 particular tirne under rsubsection (1), the fair marl<et value is the consideration a similar
6 supply would ordinarily fetch in the open market at that tine, adjusted to take account 'f
7 the differences between the sirrrilar supply anclthe actual supply. A supply is similarto

8 another supply if it is the same as, or clorsely resembles, the other supply in character.

9 quality, quantitv, funcrlionality, materials, or reputati,rn.

10 (3) If the fair market va]ue of a supply cannol. be cletermined unjer subsection (.ll).

1l the fair market varue is the amormt detennined by the cEo.

12 (4) Il'aprovision of this Act requires the lbir market value to be:deten'ined at a

13 particuiar time for particular goods or services, or for an asset held by a person, that value

14 is w.rked out by refere:nce to the l'air rlarket value of'a suppiy of those go.ds.r services.

15 or that asset, as determined under this section, at that time.

16 Chapter l . l :  Imposit ion of ry'alue Added Tax

17 Section 1 1 1. Imposit ion 9f VAT.

18 (1) Value added tax is inrposed at the rate of [10%] on a taxable supply by a

19 taxable pet:solt.

20 (2) The amount of vAT payable in respect of a taxable supply, is computed by

21 applying the rate specifLed in subsection ( l) to the vaiue of the taxable s.pply,

22 (3) The VAT payable on a taxable supply'must be accounted for to the ClEo bv

23 the taxable person making the supply in accordance witrr chapter vilr.

24 (4) Nor:withstancling anyt.hing contained in any lar.v, the vAT payabl: by a taxabile

25 persorl on a taxable supply is recoverable by the supplier from the recipie:nt rrf the supply.

26 Sectiorr l 12. VAT-free St]pplies

27 (1) Subject to subsection ri2), the following supplies are VAT-free, suppiies-

28 (a) an export of goods or ljervtces:

29 (b) a supply of international transport services.

30 (c) a supply of goods in tl:Le course of repairing, renovating, modifyi'g, or
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I lreating temporarily imprortecl goocls if the frrst-rnentioned goods -

z 1i) are rvrought into, affixed to, attached to, or otherwise form part of the
3 temporarily imporled goods; or

a 1ii) are oonsumable stores that become unusable or worlhlesrs as a direct
5 result of being used in the repair, renovation, modification, or treatment

6 process; and

7 1d) a srupply of'lgoods or r;ervices ers parl of the transfer of an entt:rprise ir-r lthe
8 State], orpart of an enterprise irr fthe State], as agoi'g concern by aregiste,red

9 person to another regisl.ered person if _

10 (i) all the goods c,r services; necessary lbr the continued operration of the

I I enterprise or pafi of the enterpris;e are suppiied to the transferee;

12 (ii) the tt'ansferor (laffies on the enterprise until the day ot transfbr:

13 (iii) the transferee wil not carry on trre enterprise to make, exemFt supplies

14 a'd will not use the goods or se.u,ices for private use; and

15 (ir,') the transferor ancl transferee agree in r,vriting, on or be:fore the date of

16 the transfer, that it will be treated as a transf'er of an enterprise or parl of

17 an enterprise as a going concern fbr the purposes ol,this r\ct.

18 (2) 'A' sr'rpply of g;oods is rLot a VAT'-fiee suprply,under subsection (1)ria) i.ithe

19 goods have been or wiil be re_irnported into FSM.

20 (3) Gorrds are expofted from FSM i1'the goocls are delivered to, or made available

21 at, a'address cutside FSM and. f irr this purpose, evide'ce of -

22 (a) the consigmrent or delivery of goods to an address outside FSlv{; or

23 (b) the cielivery of the goocs to the owner, charterer, or operator o1.a s;hip or

24 aircraft supplying intemational tra.nsporl services for: the purposes of carrl,inp; the

25 goods outside of FSM, is considered sufficient evide:nce that the goods have been

26 exported, in the absence of proof to the contrary.

27 (4) Services are e)(ported fi:orn FSM if they are fbr use or corlsumption outside the

28 FSM as evidenced by doc:umenta.y' proof acceptable to the cEo.

29 Secti,cn 113. Exempt Suppl, ies.

30 ri1 ) Subject to subs;ectio n (2)' asupply of fina.nci.l services is an exempt supply.
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1 12) A' supply of financial services is not an exenpt supply if, btLt fcrr subsection
'2 

(1), the supply would be a VA f._lree supply..

3 Chapter III: Iteg.istration

4 Secti,cn 121 . (lompulsclry and Voluntary-l{egistration.

5 (1) A person must apprl ' to rhe cEo for registration for VAT-

6 1a) at the beginrring oI'any 12 month period, if there are reaLsonable

7 gtounds to expect that the person's VATturnover 1br the period will e>lceed the

8 registration threshc,ld: or

9 1b) at the end of any period not exceecl ing l2months, if in that rreriod the

l0 person's'y'AT turnover for the period exceeds the registration tluesrLoldl.

11 (2) The registrarion thresrhold is [$100.000].

12 (3) Subject to subsection (4). the vATtumover of a person fbr a per: iod is the sum

13 of the following amounts -

14 (a) the value of taxable sLrpplies made by the person in the periocl;

15 (b) the value of VAT-fre,.:supplies made by the person in the period;

16 (c) the value of r;upplies lreated as taxable or VA'f-free supplies rrnder a State

17 VAT Law.

18 (a) In determining the Vz\T turnover for a trreriod _

19 (a) the value of the fol lorving supplies is ignored _

20 (i) a supp'ly by wa;,, of the sale of a capital asset of the perr;on is ignored:

2 l  o r

22 (ii) a supply made solely as a consequence of the person s,:liing t5e whole

23 or a part of'the person's enterprise, or permanently ceasing to carry on the

24 person'sentertrrr ise;

25 (b) the CEO mav treat the value of taxable s;upplies made by tire l)ersion as

26 includins -

27

28

29

(i) the value of tax,able supplies made b1,an associate of the person; and

riii) the value of suppiies made by an associate of the person tlLat are

treated as taxable sr:pplies under a Stiate vAr Law, if the CEO is satisfred
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I that it is appropriate tc' do so haLving rega.rd to the nal.ure of the enterprises,

2 the way in which the enterprisesi of both persons are r:s11isj on, and tire

3 connections between the persons and their enterprises.

4 15) A person must apply to the clro for regisl.ration, inespectivt: of'whetirer the
5 person €XCeeiJs the registration thresrrold. if the pe)rson -

6 1a) canies on att enterprise in lthe state] and is a registered person under a State
7 VAT Law; or

8 1b) is ,a Govemrnent entity carrying on an enterprise.

9 16) A person who is not required to apply fbr registration under this section may

10 apply for registration if the person makes or intencls to make taxable supplies or vAT-

11 free supplies.

12 (7) An applicati,cn for registration must be in the prescribecl form and -

13 (a) in the case o.f an applir:ation under subsection (l), must be filt:d rvith the CEO

14 within seven clays of becoming required t. apply for registration; or

15 (b) in the case olian application under subsection (5), must be fili:d with the cEC)

l6 within seven days before the date the person commences to cany on an e ntemrise

17 in fthe State].

18 Section 122. Registratio4.

19 (1)'Iher CEO must registe,r a person who hars applied for registration if satisfied

20 that the person is required to appJ y for registration rlncler section 121 ( 1) c r (li).

21 (2) ).f  the cEo is satisf ied that aperson rvho is required to apply fcrregistration

22 has not done so rvithin the tirne limit specified in sectio n 121(7),the CECr mray resister

23 the person.

24 (3) The CEO murst register a persolr who has; applied for registrati,rrl 11,.,6.1. sectio'

25 121(6) if satisfied that -

26 (a) the person is rnaking, cr will make taxabie or vAT-free supplit:s;

27 (b) the person has; a fixed place of business at which the person's ernterprise is

28 carried on;

29 (c) if'the persoll has commenced carrying on an enterprise, the per5on-

30 (i) has kept proper records of its enterprise; and
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1

2

_1

4

5

6

7

8

9 (b) in the case of person registerecl under subsection (3), frorn th: date set out in

10 the person's \/41 registration certificate.

11 (5) If a person requirecl to appiy for registration has appliecl within the tirne

12 specified in section 121(7) and 1..he persorr has not been registered by the cEo within the

l3 time period specified in subsection (4)(a), the person's registration takr:s effect from the

14 beginning of the first VAT perio<i after the person was registered.

i 5 (6) The CEo :must issure a person registered under this section with a vA.l-

l6 registr:ation cerlificate in the presrcribed form.

17 (7) A registered person rrust dispiay, in a conspicuous place -

18 (a) the original copy of itr; VAT registration certificate at the prinoipzl place at

l9 which the person carries on its entemrise: and

(ii) cor'plied with its obligatio's under other revenue ra,vs; and

(d) there are reasonable l3rounds to believe that the person will l:eep proper

records and {urnish regular and reliable \/A.f returns,

(4.) Subject to subsection (5), registration trakes effect _

(alr in,the case of a pers.n registered under su:bsection (l) or (2), frorn the

begi'ning of the first VAT period after thLe person w's requirecr to appll,for

registration.r such later tirne as; set out in tire person,s vA'l.registration

certilicatel or

20

2 1

22 (8) A registered person rnust notily the cEO, i' writing, of arLy, change in

23 name {iincludirrg business or other trading name). address. place of busirLess, or natllre

24 the enterprise of the person within 21 days of the change occurring.

25 (9) lf the CEo decides not to register a persou who has applied for registratiol.

26 the CE;O must, within seven days; after making the decision, notify the p,s1ss1 i'writing

27 stating the reas,cns for th,: decision.

28

29

Section 123. Can,;ellation of Reeistration.

(1) A registered p'erson who ceases to carry on iin elterprise or starts to make o.iv

30 exempl. supplies must apply to the CEO in the prescribed form for carLcellati.rr of the

(b) ri certified copy of the certificate obtained fr:om the CEO at every other place

at which the person carr;Les on its enterprise.

the

of
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I person's reg:istration v"itirin se'en days'f the date orr which the person ceased to cary on
2 an enterprise'' If the person is a registered personL urLder the value addt:d tax law of more
3 than one State' the person is required to apply for ca'cellatio' of the pr:rsc,n,s registratio'
4 under this subsection only if the person is recluired to 'rake a similar apprication under
5 the state vAT Law of all the other states in which the person is registe;"ecl.

6 12't Subject to subsection (3), a registered lDenion to whom subst:cti,cn (1) does not
7 appl5' but who, if thel' were uffegistere<l. would not be required to apprly for registration
8 under seclion 121 may'apply to the cEO in the prescribed fomr for cancellatio' of the
9 person's regis;tration. If a persor:r is a registered p,:rson under the value added tax law of

10 more than one State, the perso;r can apply for ciinceilation of the persorr,s registration

11 under this subrsectio'only if the person makes a si'rilar application uncle.the State vAT
12 Law of ali the other States in whicrr the person is regrstered.

l3 (3) If  etperson uras registered as a result of an application under s;ection 121(6), an
14 application under subsection 12l) (2) can be rnade only after the expiration of two years

15 from the date of registration, uniess the ctlo pernrits an appiication to be:milde earlier,

16 (4) The cEo rnr:st, by n,rtice in writing, crulc€l the registration of a person who

17 has applied fbr cancellation il satisfied that tlhe person is requirt:d to apply for

l8 cancellation under subsection (1) or perrnitted to apply fbr cancellation und.er subsection

re (2).

20 (5) 'fhe 
cEo must, by notice in rvriting. czncei the registration cf a person rvho

2l has failed to apply for canceliation of the person's registration as required under

22 subsection (1), if the cEo is satished that the person has ceased to carry on an enterprise

23 or started to make only e.xempt supplies.

24 (6) I he CEo may cancel the registration of a person ."vho does not satisfy the

25 registration thre,shoid in srection l?.1(,2) if the CEo isr satisfied ti-rat tire Ders;on -

26 (a) has not kept proper recc,rds of its business;;

27 @) has rLot filed regular anl reliable VAT returns; or

28 (c) has not complied with obligations under o,tirer revenue laws.

29 (7) The r:ancellation of a p,;rrsorl's registration takes effect from tht: daLte set out in

30 the notice of cancellation.
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I 18) y'r person v"hose reg;istration ,is cancelllecl under this section is treated as having
2 made a taxable suppl)/ of any goods (other than oapital goods) that are eLther on hand at
3 the time the registratircn is canr:ellecl or that have been subsumed int. g'ods on hand at
4 that time' but only if the pers'tr was allowecl an input tax credit on acquirsition or import
5 of the goods or service,s.

6 19) The taxable supply refbned to in subse:ction (g) is treated as having been made
7 immediately before canceilatic.n of the person's; registration and the v.AT' payable in
8 respect of thi: taxable supply is the amount of the input tax credit ailower1 to the person

9 on acquisition or imporl of the g;oods.

10 (10) 11'a person's registra.tion is cancellecl under this section, the pe'son must -.

i I (a) im.mediately cease to trold out that the prs15s11 is a registered;rerson, includins

12 in any documr:ntation used by the persolt;

13 (b) file a final vAT return and pay all vAT due, including the v,\T referred to in
14 subsection (9), within r 5 days after the date of canr:eilation of the Dersor,s

15 registration: and

16 (c) irnrnediately return the person's vAf regislration certificate, and any certified

17 copies thereof, to the C[iO.

18 Chapter IV: Supplies

19 Seclion 13 1 . Time of a Suppll, .

20 (1) sub.iect to thirs Act, a supply of goods or services occurs on thr:earl ier of -

21 (a) ttre clate on wrrich the invoice for the supply is issued; or

22 (b) the clate on which any payment ('including part payrnent) for the supply is

23 made.

24 (2) A suppry betu'een associates or by way of a gifl occurs -

25 (a) in thr: case of goods, orLthe date trre goods are derivered; or

26 @) inthLe case ofservices, on the date theperfomrance ofthe serv ces is

27 complete.

28 (3) A supply of goods under a finance lease occurs on the date of lomrlerc€m€rt

29 of the lease.
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I 14) l\ supply of goods by rneans of a vencling machine, meter, or 'ther device
2 operated by a coin, note, or tok,:n occursr on the d.ate the coin, note, or :oken is taken fro'r
3 the machine. meter, or other de'rice by or on behaLrf of trre supplier.

4 (5) If services are supplied _

5 1a) bv w3y of a lease of goods (othertrran a finance rease); or

6 (b) progressively under an agreement or leLw lhat provides for pr:riodic payments,

7 the supply of'services rireferred r:o as the "actual supply'") is treated as a series 'f

8 separate, successive supplies of services corresponding to tire successive p'rts of

9 the period of the lease or agreernent. or as deter.mi'ed by iaw, and eaclr

10 successive supply is trerated as c,,ocuring on the earlier of the date on whichLthe

11 payment fbr that part of the actu:ral suppry is due or received.

12 Section 132. Supplies in_fthe Statel.

13 (1) A supply of goods occurs in [the State] if the goods are cleli.vered or made

14 available b1' dle supplier inf the State] or, if the clelivery or making zrvailable in'olr,es

15 transportation, the goocls are in [the State] when the transportation comnrences.

16 (2) Sr'rbject to this section, a supply of services occur.s in fthe Stlte] if the place of

17 business of tir': supplier from whlch the sen'ices are supplied is in [the StateJ.

l8 (3) The supply of the fol lowing services occurs [ in the State] i f  the recipient uses

l9 or obtains .he advantage of trre se^,ices in [the State] __

20 (a) a transfer or assignment o-f. or grant of a right to use. a cop1,ri1;ht, patent,

21 trademark, or similar riE;ht;

22 (b) the services Of a consultant, engineer, la'w1,er, architect, or accountant. the

23 processing of data or suppiying i'formatiol.l, or any similar service;

24 (c) an a.dvertisintr; service:

25 (d) the toleration of an1'situation or the refraining fron-r the doing of 3ny act;

26 (e) the supply of personne [; or

27 (f) the srervice of an agent in procuring a ser,,rice described inthis r;ubsection.

28 (4),\ supply of transport,ation serr"ices occurs in [the State] if t5e transportation

29 commences in [the Statel.
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I (5) A supply 'rf service:; in coutrectior with real property occurs i1 [the Statel if
2 the real propcrty is locrated in thr: State.

3 (6.) A supply o.f servicei; consisting of the issuing of a license, permit, certificate,

4 concession, aiuthortzat)on, or olher document occurs in fthe State] if the license, permit,

5 certilhcate, ccncession, authorization, or other document is issued in [th,: state].

6 17) A supply of telecontmunications servicesi occurs in [the Sr.ateJ if the persorl

7 who initiates tlie supply is phy'sicaliy in. [the State] at the time the supprly is initiated.

8 including when the person initiat.es the supply orr behalf of another person.

9 (8) If a supplier of telecommurLications services cannot apply subsection t.7)

10 because it is impracticeLi for the supplier to deternrine the physical location of tire person

1l who initiates the suppl'y due to the type of service or the class of custcmer to which the

12 persoll belongls, the supply occurs in [the State] iti the billing address c f tle person who

13 initiates the strpply fbrreceiving invoices from the supplier is in [the StateJ.

14 (9) If s;ubsectiorr (8) applies, the supplier must apply the subsect on to all suppiies

I5 of telecommunications rservices macle for that type of service or class of :ustonrer.

16 (10) llubsections (7) and (8) do not apply to supplies niLacle bet,uveen

17 telecommunications suprpliers.

18 (11) For the puqloses of subsections (7) anrl (8). the person rvl io init . iates a supply

19 of telecomrnunications i;ervices is the person who __

20 (a) controls the crommencement of the supply;

21 (b) pays for the s;ervices; or

22 (c) contracts for the suppl'y', and if persons are iclentified under more than one

23 paragraph fbr the same s;upply, ttLe person who initiates the supply is tire person

24 who appears in highest listed paragraph.

25 (12) Thie bi l l ing address ol ia person rvho init iates a telecommunications supply is

26 (a) tire ,address to which invoices for the supply are mailed: or

27 (b) if in.voices are not mailed -

28 (i) in the,:ase of ani individr.ral. thc place r.vhere the individual resides; or

29 (ii) in tire case of an1'other person. the piaoe lvhere the person who

30 initiates the supply unde;rtakes an enterprise or other activity.
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Secti on 1 3 3 ._!'alue of a. Suppil

2 1 1) Subject to this secticrn _

3 (a') th': value of'a taxabl: suppiy made by a taxable person is the consideratio' lbr

4 the suppll'rercusscl by an oftoul].t equal to the conrsideration multiplied by the tax

5 fraction; and

6 1b) the value of any other: supply is the con.sideration forthe sup:iy

7 (2) Ttre value of a taxable supply made by a registered person to as 4rro.iate w,ho

8 is not a regislered person for no consideration or for a consideration ttLat ;is less than the

9 fair rnarket value of the supply is the V.AT-exclusive fair market value of the suppiy

l0 determined at the time,cf the suppl1,.

l1 (3) The value or'a taxable supply under a finance lease is -

12 (a) if the lessor rand lessee are not associates ancl an amount is stzrtecl as the cost or

13 value of the asset (excluding VA.l'.) in the lease agreement, that amount; or

14 (b) in any other case, the VAT-exclusive fair market value of the assiet at the

15 comnlencement of the lease.

16 (4) Except as provided in tiris Act, the value of a supply of gooCs or services fbr

17 no consideration is zero.

18 Section l34.Application_o1'Goodstoprivafg_qgr9ryp{g9.

19 (1) An application of goods or sen,ices by a taxable person wholly or part iy to a

20 private or exempt use is; a taxable supply of the goocis or services, but only if the taxable

2l persoll has been allowerl an inpuLt tax credit in respect of the acquisitior or imporl of the

22 goods or servi,;es, or thart parl o{'the goods or services applied to a privat: or exempt Llse.

23 (2) A taxable supply refened to in subsection ( i) occurs on the,Jate the coods or

24 services are first applied to privale or exentpt use.

25 (3) Subiect to sulbsection (4), the VAf payable on the taxable supply referred to i1

26 subsection (1) is the amrtunt of the input tax credit allowed to the person in respect of the

27 acquisition or irnport of'the gooclr; or servrces.
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I (4) If part only of the goods or services were appried to a private or exempt use,
2 the amoutrt determinecl under subsection (3) is recluced by an amount re:fle,;ting the exlent

3 to which the ;goods or siervices rvere not so appliecl.

4 Section 135. LaLr-_bv Salg:s.

5 11) h supply c'f goods uLnder a lay-by agrr3ement occurs on the datr: the goods are

6 delivered to the purchaser.

7 (l If a lay-by agreement is cancelled ancl the seller retains any a]mount paid by

8 the purchaser or recovers any anrount or.l'ing by the purchaser under tire agreement -

9 1a) the cancellation of thr:,agreement is a supplly of services b.v.- tle sr:ller at the

10 time of cancellation;

I I (b) the value of the suppl.y, _

12 (i) lf the seller is; a taxable person at the tirne of the cancellation, is the amount

13 retained or recrovered bv the sell,.rr reduceci by an amount eciual to the a'ount retained or

14 recovered multiplied by the tax fiaction: or

15 (ii) in any other,case, the amount retai'ed or recovered by the selrer.

16 Section 136. Rig,hts. Optigns. and Voucherrg

17 (1) If a right or optiott is,.:xercised. the consideration for the suptrrly irn exercise of

l8 the right or opfisn is lirnited to t.he additional consideration (if any) for the supply or in

19 connection with the exercise of tlre rigirt or option.

20 (2) The issue of a voucher is not a supply iI,the voucher -

21 (a) entitles the holder to rr:ceir,'e supplies of goods or services up to a moletar\,

22 amourLt on redemption of the voucher; and

23 (b) is issued for eLconside;:ation in money.

24 (3) If a voucirer referred to in subsection (2.t is redeemed for a supply of goods or

25 services, the vaLlue of the supply includes tire consideration fbr the vouche:r.

26 (4) r f  -

27 (a) a ta>rable person issues a voucher for no consideration; and

28 (b) the 'roucher errtitles the holder to a discount on the price of goods or services

29 supplied by another person, the value of the supply of goods or services irrcluLdes

30 the monetary value of the voucher reduced bv an arLount equal to the morretary
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I value rnultiplied by the tax fraction.

2 15) A taxable tr)erson is entitied t. an inpurtta:< credit in respect,)f a.ny a'rount paid
3 to a supplier in respect of the redemption by the sr-rpplier of a vou,;her ref.erred to in
4 subsection (1f).

5 i6) The amount of the input tax credit rel'err,:cl to in subsection (5) is the amount
6 paid to the sr_Lpplier multiplied by the tax fraction.

7 17.) Tlhe supply of telec,cmmunications services through the use of a phone card

8 acquired in fthe State] that can be r-rsed either in or outside FSM occrrs at the time tlie

9 phone calls are made r.rdth the ca.rd.

10 Secticn 137. Usred Good;1

11 The value of a taxable supply bv a usecl goods suppiier of used goods purchased from a

12 person who is; not a taxable person and re-suppiierl in substantially the r;ame state as they

l3 were in wlten purchaserl by the r;upplier is equal to the amount computel accor,cing to the

14 follorving lonnula -

1 5  ( A - B ) x c

16 wherer:

17 A is the consideration for w'hicir the goods are, supplied by the used goods supplier;

l8 B is the c:onsideration for lvhich the goocls were zLcquired by the use d goods

19 supplier; and

20 C is the tax fraction.

21 Section 138. Ser:vices Aczuued bl_L&aqqbj4_ltlrcllalgl

22 (1) If a taxable person carries on an enterprise both in fthe State] and outside t5e

23 FSM, that part of the enterprise canied on by the taxable person in lthe Sitatr:l (refened to

24 as the "[the State] enterJrrise") is treated as if it were an enterprise separrLte .lro* that part

25 of the enterprise carried on by the taxable person outside FSM (refbned to as the

26 "overseas enterprise").

27 (2) ,An internal provision of services from the overseas enterprise of a taxable

28 person to fthe State] enterprise o1 the person is treaterl as a taxable sup:ly ma<ie by the

29 taxable person, but only to the exr:ent that the taxablc porson would not htrve been entitled
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I to a credit fcrr the full arnount of input tax tirat wr:ukl irave been pay,abte i.[the person had
2 acquired the services in a creditable acquisition.

3 13) An intemal provision o1'services treal.ecl as a taxable supply under subsection
4 (2) is treate'l as ha'ing been made at the time the services were perforrneci by the
5 overseas enterprise for a value equal to the fair market value of the serr,ices provided.

6 Section 139. Reverse Cllarge on.,\qqUlg_tilfU_rtrtqlglgn tqrvrcgi

7 r  1 )  r f  -

8 1a)r a person makes a suprply of sen'ices to a ta.xable pefsoll in fthe Sltate];

9 (b) the supply irs tlot macle in the F'SM undr:r tlhe value added tax lar,v of any state:

10 and

1l (c) the supply rarould har,'e been a taxable sr,rpply,if it had been made in [the state],

12 the supply is r.reated as a taxable supply nrade by t.rre recipient of the suppry, but

l3 only to the extent the rercipient v,ould not have been entitied to a credit for the full

14 amount o1 inPut tax payable if the recipient had acqurred the services i' a

15 creditableacquisit ion.

16 (2) A supply treated as a taxable supply mzrde by the recipient oi'the supply under

17 subsection (1) is treated as havirrg been made at the time tl-re services wr:re pertbnned fbr

18 a value equal to -

19 (a) if the supplier and recipient are associates, 1he fair market value of the taxable

20 suppl l :  or

21 (b) in any other case, the,amount deternrined utrder section 133(1)(b).

22 Chapter V: post_sale Arljustments

23 Section 141. post-sale Adiustments ltelatin€lg chanLes to a Suprtl

24 (1) 'lhis 
section zrpplies if *

25 (a) a supply is cancelled:

26 (b) the nature of 'supply is ndamentaily variecr or altered;

27 (c) the consideration for a supply is altered; cr

28 (d) the goods (or part thereol) the subject of a supply are returned to the supplier,
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I 12) If this section appllies ancl the vAl properly chargeabk: irL respect of the
2 supply eXoer;ds the vAT actualll' accounted fbr by the supplier, the supplier rnust treat
3 the amount of the excess as output tax pavable on a taxable supply mrrde by the supplier
4 in the vAT period in rvhich the event relbned to in subsectio' (1) occu*ed.

5 13) I{'subsection (2) applies and the supprlier has issued a vA'f debit note to the
6 recipient of the suppty in acr:ordance r,r,ith section 172, the recipit:nt must treat the
7 additional v'\T specified in the debit note as input tilx payable on a ta.<able suppry made
8 to the recipient in the \/AT period in which the debit'ote is received.

9 14') subject to subsection (6), iI' this sect;ion applies and 1he vAT actually

i0 accounted for by the supplier exceeds the vAT properly chargeabie in respect of the

11 supply, the supplier is allowed an input tax creclit rior the amount of the excess in the

12 vAT period in which the event;ielbrred to in subsection (r) occurrecl.

13 (5) If  subsection (4) applies and the supplier has issued a vATcredit note to the

14 recipient of 1he suppl'y in acc,crdance with secl.ion 172, the recipiert must treat the

15 additional VAT specified in thr: credit note as output tax payable on a taxable supply

16 made by the rr:cipient in the VATperioci in which the credit note is receivecl.

17 (6) If the recipient of a supply to which subsection (4) applies ir; unregistered, no

18 input tax credit is allovred under that subsection until the suppiier has rep,aid tire excess

19 vAT to the recipient of the suprplv. whether in cash or as a credit against any amount

20 owing to the srrpplier by the recipient.

2 l

22

L J

a A

25

26

27

28

29

Section 142. Post-sale Adiustqrent for Bad Debts.

(1) Subject to subsectiorr (3). if a taxable person has accoulted fbr outpllt tax

payabJe on a taxable rsuppiy rnade by the person and the whoie c,r zr psrt of the

consideration 1br the supply is suirsequently treated in the accounts of thr: person as a bad

debt, the person is allou'ed an input tax cre<iit for the amount of output tax accounted fcrr

to the CEo in respect o1'the supply that conesponcls t,c the amount of the debt treated as

bad.

(2) An input tax credit uncler subsection (1) arises on the later of -

(a) the date on which the trrad debt was written off in the accounts rf the taxable
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II person; c)r

2 1b) trverve months after the end .f trre VA.l.period in which tire, oulpul tax was
3 accounted for to the CEO by ttL,: taxable person in re,spect of tire suppl.,z.

4 (3) If the rec;ipient o.l a taxable suppl'y to which subsection (l) applies is a
5 registered person that is still i 'existence at thr: time trre input tax rre<Jit arises under
6 subsection ('2), the credit is allowed only' if the supplier issues a vA1 credit note in
7 accordance 'arith section 172 to the recipient spec:ifying the amount of the bad debt
8 claimed computed in accordance with subsection (1 ).

9 (4.) The recipient of a taxable supply issued with a vAT credit note under

l0 subsection (3) must trr:at the arnount of vATspecified i' the credit.1ot€ as output tax

11 payable bv the recipient on a ta><abie supply madr: in the vAT period in q,hich the credit

12 note was received.

13 (5) If an amount in res,pect of rvhicir ern input tax credit has beren allowed in

14 accordance with subsection (1) is, at anv time, r.vholly or parlly recover"ed by the taxable

15 person' the taxable person is treated as having chiirged output tax in respect of-a taxable

16 supply made by the person during the VA f period in which the bad lebt is wholly or

17 partly recoveled, being, an amount of output tax computed according to the fbllowine

18 formula -

1 9  A x  B

2 0 c

21 where,

22 A is the amount aliowed as a credit under subsrection fl ):

23 B is the amount ol.tire bad debt recovered; ancl

24 C is the a;mount of the bad debt written off.

2 5  ( 6 ) t f  -

26 (a) subsrection (1) has app'ied in respect of a taxable supply (refep.ed to as the

27 "original taxable supply',);

28 (b) subsection (5) applies :!,c an amount that the supplier of the orillinaLl taxable

29 suppiy iras recovet'ed from the recipient of the original raxable supply; an<l

30 (c) the recipient of the oriE;.inal taxable supply was a registered person at the time
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1 of the original taxable supply and at the time of th:e deemed taxable supply under

2 subsection (5), the supplier musrt issue a VAl'debit note i' accordance witlh

3 section l72to the recipient stating the amount of output tax referred to ;ubsection

4 (5) and the recipient is allowed eLn input tax credit fbr tirat amount to the: extent

5 that the original taxable supply was used by the recipient to make taxab[e

6 supplies.

7 gh.apter VI: Input fax Credits

8 Section 151. l4put Tax (lredits.

9 (1) Subject to this Act, if'all the supplies made by a taxable per;orl during a VAT

10 period are cre'ditable supplies, the person is allorve<J ra credit for all the inprut tax payable

1l on creditable acquisitions by the person ciuring that period in rnaking th6se supplies.

12 (2) Subject to this Act, if'none of the supplies; rnade by a taxable person during a

13 VAT period are creditable suppl.ies. the person is not aliowed any credit for the ilput tax

14 payable on creditable acquisitiorrs by the person during that period.

15 (3) Subject to this Act. if a taxable person makes both crerlitable a'd other

16 suppiies during a VATperiod, the input tax credits allowed to the pers,)n fbr that perigd

17 are determined as follorvs -

18 (a) if a creditabl: acquisit.ion by the person relates wholly to makilg cre6itable

19 supplies, an input tax credit is allorved for the full eulount of input tax p;yable in

20 respect of the acquisition;

2l (b) if a creditable acquisil.rLon by the person relates whoily to making supplies that

22 are not creclitable supplies, no inllut tax creclit is allowed for the input tax payable

23 in respect of thLe acquisit.ion; or

24 (c) if a creditable acquisition by the person relates. whether directly or indirectly.

25 partly to miiking creditable supplies and partly to making other supplies, the sum

26 of the input tal credits allowed fcrr such acquisitions during the VAT per:od is

2l calculated according to the following fonnula -

2 8  A x B

29

30 where -

C
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A is the to1.'l amourt or inpuit ta;< payable in respec:t o-[ creditable

2 acquisitions made by the person during the period, less the input tax accounted for under

3 paragraphs (a) and (b);

4 B is the va.lue of all creditabl,: supplies made by th,: taxabie person

5 during the period; ancl

6 g is the value of all supplies macle by the taxable persoll durine the

7 period in [thi: State].

8 (4) If the fractirn 8/6 in i;ubsection (3Xc) {br ri vAT period _

9 (a.) is rnore tharr 0.90, the taxabie person is allorved an input tax credit for all of

10 the input tax comprisirrg component A of'the fonnulaL in subsection (3)(c); or

11 (b.t is less than rJ'10, the taxable person is not allowed any input tax creciit for the

12 input tax corrLprising component A of the fonrrula i' subsection (3)(c).

13 (5) The amounl' of inpul tax allor.ved as a c.redit uncler this sect.on in respect of a

14 creditable int':rstate ac(quisition is limited to the inpr-rt tax that would fLave been allowed

15 as a credit if the credita"ble intenrtate acquisition lvere subject to the rate of VA1 specified

1 6  i n s e c t i o n  1 1 1 .

17 (6) If a taxable person il; a financial institrrtic,n making both crr:ditabie and other

18 supplies, subsection (3)(c) does not appiy ancl the amount allowed as an input tax credit

19 for creditable acquisitions that relate partly to the making of creditrLble supplies and

20 partly to the rrraking of other sup'plies is detenlinerl in accordance r.vith the resulations.

2l (7) Subject to subsection rig). an input tax creclit is ailowed:

22 (a) in the case ol creditable acquisition that relates to a taxable inrport, at the time

23 of the taxable import as determirL,:d under Chapter 2 of FSMC Title 54; 6r

24 (b) in the case o1'any other creditable acqr-risition. at the tirne of the supply in

25 respect of rvhi,lh the creditabre acqr,risition relates.

26 (8) If, at the time a taxable persoll furnish.es a VAT return for a VAT period in

27 which an input tax credit would otherlvise be allowable under this Act, thr: person does

28 not hold the rJocumentation referred to in subsection (9), the input tax credit is not

29 allowed in that VAT period but instead is allorvcd in the first VAT period in which the

30 person holds such documentation.
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I (9) 'lhe docunnentation required for the purposes of subsectio' (g) is -

2 1a) in the case of a creclitable accluisition that relates to a taxable import, a bill of
3 entrv or other document prescribed under chapter 2 o1. FSMC Title 54 for the

4 import;

5 1b) in the csSe rlf a creditable interstate ac<1uir;ition, a vAT invoice issued under
6 the relevant litate vAl'Law for the taxable suppl.y to which the acquisirion relates;

7 1c't in the case of any other creditable acquisition, the vAT invoice for the taxable

8 supply to wh:ich the acrluisition relates;

9 1d) in the case of an input tax creclit allowerd rn respect of input tax treated as

l0 payable under section 141(3) or 142(6), the vr\T'debit note required 1o be issued under

I 1 those sections;

12 (e) in the case of an input tax creclit aliowec under section 141(4),a copy of the

l3 VAT credit nrtte issued to the rec:ipient of the supply; or

14 (f) in the case o1 an inpul tax creclit aliowecl under section 142(1),a copy of the

15 debt written off in the taxable person,s accounts.

16 (10) \zhether a creditabli :  acquisit ion made in a vAT period relate,s to making a

11 particuiar kind of suppl.i' is dete:mrined on the bar;is of the taxable periion,s intention at

18 the tirne of the acquisilion, but the taxable person may take account cf actual use or a

19 change in inte;rtion that occurs before tire date on r.vhich the vAT return for that period is

20 required to be fumished,

2l Secti'n r52. kLput Tax (:redilfo.]jgwuReeiilergdpg$a&_subject to this Acr,

22 a taxable P€rSrln may claim, in the first VAT retr:rn of the person, an input tax credit

23 determined in accordance with se:ctions 151 and 153 for the input tax paid in respect of

24 goods held at the date of'registration fortl're purpose of'making creditable supplies, if -

25 (a) at the end of the last <lay before the date of the person's registratisn, tire person

26 held the goods as inventory;

27 (b) the inventorl'r'vas acquired by the person in a creditable acquisrition bv the

28 person;

29 (c) the creditable acquisitir:n occurred no more than four months prior to the date

30 of registration; and
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I (d) the person can provide documentary eviclence satisfactory to ttre cEo that

2 input tax hari been paid on the creditabre acquisition.

3 Section 153. penial of-input fax Credits.

4 (l) ltlo input terx credit is alloweclunder this,Act for input tax pryable in respect of

5 a creditable acquisition by a taxable person _

6 1a) o'f a passenger vehic,lie, or spare pafts or repair and maintenance services for

7 such vehicle, unless thLe person's enterprise invol.ves the clealing in, or liring of

8 such vehicres and the 'vehicre u,,as acquired for such purpose;

9 (b) ol petroleum products. unless those prcducts are wholly for use in the

10 enterprise of the person:

I I (c) to the extent that the acquisition is used to provide entertaimnerrt, uniess -

12 (i) the entertaimrent was provideiL in the ordinary course olenterprise

13 carried on by the person to pro'n'ide the e'tertainment and the

14 enteftainment was not supplied to an ass.ciate or employee; or

15 (ii) the entertairunent was provided while the recipient o..thr:

16 entertainmenr: was away from hr:,me for the purposes o1'the enterprise or.

17 the recipient or the recipient,s emplover;

18 (d) to the extenl. to which the acquisition is used to provide accoprmodation"

19 unless -

20 (i) the person's erLterprise involves providing accommodation and tlie

21 accornmoclation was provided irL the ordinary course of the enterprise; o:

22 (ii) the &ccorltnlodation was provided rvhile the recipient of tlie

23 accomntodation was au,ay from home for the purposes of the enterprise of

24 the recipient c,r the recipient,s ernployer; or

25 (e) if the acquisition prol'ides rnembership (lr entrance for any person in a

26 sporting, s'cial, or recreational club, association. or sc,ciety.

27 (2) Section 151 appiies in determining whether an input tax credit is al lowed for a

28 creditable accluisition r:hat is an exception to the denial of input tax creclits under

29 subsection (2)(a), (b), (c), or (d).
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I 13) r\ passenger vehiclr: is a road r,'ehicle clesigned or adapted for the transport of
2 nine or fewor seated passengers.

Chapter Vtl: Net Vu\T payable

4 Section 1,51, Computation of Ir{9!_\g,I payable.

) (1) I'he amount that a liaxable person must remit to the cEo for a vAl.period is
6 the net vAT payable 1br the period computed accorcling to the followi'g fbrmula -

7  a , - s

8 where -

9 A is the total output tax payable in respect of ta.xable supplies mace or treated under

10 this rrct as having been made by the persoll in the period; and

l1 B is the total input tax crerlit allowed to the persion under this Act tor the period.

12 Q)rf the equivalent in a State VATLaw of section 141 of th.s Act applies to a

1 3 taxable person in a VAT period in respect of a creditable interstate acqu isition -

14 (a) component .A of the ;formula in subsection (1) for the period Lnclucles any

15 output tax treated as payable in the perioci by the tlerson under the equir ale.t irr

1 6 the State VAT Law of section 1,41(5) of this Act irr respect of the acquisit ign;

1 7  o r

18 (b) cornponent ll of the fbrmuia in subsection (1) for the period includes any input

19 tax treated as payable in the period by the person under the equivalent ir: tlie State

20 VAT Larv of section 141(3) of this Act in respect of the acquisit ion.

21 (3) Subsection (2)(b) applies only if the taxable person has a v,\T debit n'te

22 issued the relevant State VAT Law in respect of thr: acljustment.

23 (4) If the equiverlent in a State VA.f Lar.v ,cf s;ection 142 of this A<;t applies to a

24 taxable person in a VATperiod in respect of a creditatrle interstate acqui;ition -

25 (a) cornponent l\ of the formula in subsection (1) for the period incl'des a'y

26 output tax treated as payable in the period by the person under the equivalent in

27 the State VAT Law of section 1tl2(4) of this Act in res;pect of the acquisition;

28 and

29 (b) conLponent B of tire fbrmula in subsection (1) for the period includes any input

30 tax treated as payable in the period by the person un.der the equivalent in .he State

Poge 30 of 47



csll i\0. 1J-1"2-22

A C T  N O .  1 1 _ 3 0

1 vAT Law of section \42(6) of this Act in respecrl of the original acquir;ition.

2 Section 162. R.efunds.

3 (l) siubject to subsection (3), if, for anl,vAT period, the total input tax credit
4 allowed to a taxable p'3rson exceeds the person's total output tax for thr: periocl -

5 1a) the excess is carriecl forward and allovred as an input tax credit in the

6 following Vr\T period and any ramount of the excess not credited in tha.t periocl is

7 canied forward to the next follow'ing vAT period. and allowed as an inlrut tax

8 credit in that period; and

9 (b) arLy amounl of tlie excess not creclited under paragraph (a) is, upon written

10 appli.cation by the persoll, refun<ied to the person.

I 1 (2'.) rf a taxable person has an excess input tax credit canied lbrward under this

12 section for ntore than one VA1- period. the excess credit of the earliest vA1 period is

13 allowed first.

14 (3) If the excess referreil to in subsection (1) is due to excess inllut tax credits that

l5 are a regular 'feature of the taxable person's entelprise. the CEo must, upon application i'

16 writing, refurLd the excess withirr 45 days after the person has furnished the yAT return

17 for the period.

18 (4) A taxable p,3rson p'ho has enoneously overpaid vAT for a Vl.T period may

19 apply, in writing' to the CEo for an input tax credit in the amount of the ov(3rpayment.

20 (5) If the CEO is satisfie,:lthat an application has been properly rnacle by a taxable

21 person uncler subsection (4), the CEo must allow tlre person an input ta;< credit in the

22 vAT period specified by the cEO for the amount of the overpayment.

23 (6) An appiication unde.r subsection (4) must be rnade within 6 years from the

24 date of the overpaymenr.

25 Chapter VIII: VAT Doc:umentation

26 Section 171. VAT Invoices,

27 (1) A registered person making a taxabler supply to another registered person

28 must, at the tirne of the suppl,v, is;sue that other person with the original VA.T invoice tor

29 the supply,

30 (2) ,{ \'AT invoice must contain trre fbilowing particulars -
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I 1a) trre words "vA f IN'vorcE" in a pronninr:nt prace;

2 1b) the name, address, and Taxpal,er identifir:ation Number of the supplier;

3 1c) the name' erddress, encl Taxpayer Idenitification Number of the r:ecipient;

4 (d) the individualized s,::rial number ancl the <iate on which the ./AT 
invoice is

5 issued;

6 1e) thLe descript.ion of the goods ('inciuding; quantity or volume) ,rr services

7 supplied and the date on which the supply was made; and

8 (f.) the considelation for the supply'anclthe arnount of VA1cha:gerJ.

9 Section 172. VAT Creclit and Debit Notes.

1 0  ( 1 )  r f -

l l (a.) a r:egistered person (reI'erred to as "the suprplier") iras made a ta>lable supply to

12 another registered person (referre<i to as ,,the recipient,,);

13 (b) at the time of the suprpiy, tire supplier has iissued an originai'y'AT invoice to

14 the recipient;

15 (c) seotion 141 or 142 applies to the supply; and

16 (d) the amount rshown on the invoice as the V,\'I' charged exceecis the VAT

17 properly chargeable in respect of the supply or section l4z(4) applies to rthe supply. the

l8 supplier must provide the recipir:nt with an origina.l vAT credit note.

19 (2) A VAT credit note must contain tire follora,ing particulars -

20 (a) the words "\/AT CRITDITNo'fE" in a prominent place;

2l (b) the name, address, an<i'faxpaver Icientithcation Number of th,: suLpplier;

22 (c) the name. address, ancl 
'faxpal,er 

Identillcation Number of thr: recipient;

23 (d) the individualized serial number and the date on which the v,\T credit note is

24 issued;

25 (e) abr:ief description of i:he circumstances giving rise to the issu lg of the VAT

26 credit note, including information sufficient to idenLtifl, the taxable suppl.y to

27 which the VAT credit note relates;

28 (f i f  se:ct ion 141(1Xa). (c), or (d) applies, the consideration shown on the VAT

29 invoice for the supply, the correct amoLurt of thr: consicleration, the diffbrence

30 between those two a.mounts, ancl the amount of VAT that relates to the diff-erence;
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I and

2 19) i'n any case when paragraph (f) does nLot apply, the VAT originally payable,
3 the !'A1'payable as a resulrlof the circumstances giving rise to the issuing of tire
4 vAT credit note, and the crifference between those amounts.

s  13 )11  _

6 1a) a registerecl person (referred to as "the supplier") has macle ii taxable supply to
7 another regis;tered perrjon (referred to as "the recipient,,);

8 1b) a1 the time of the su;:,ply, the supplier has issued an original vA.T invoice to

9 the recipient:

10 (c) section 141 or 142 arrpl ies to the supply; and

I I (d) the vAT properly cfrargeable in respect ot the supply exceecls the amount

12 shown on the invoice a.s the vA'r chargecl or sectio n l4z(6)applies to t:e s;upply,

l3 the supplier rnust provide the recipient wrth an original VAT debit note.

14 (4) A vAT debit note must contain the fblro,"ving particuiars -

15 (a) the words "\'/AT DEr:ilT'NorE" in a prominent place;

16 (b) the name, acldress, anij Taxpayer Identification Number of the supplier;

17 (c) the name, address, an<i'Iaxpaver Identification Nurnber of th,: recipient;

18 (d) the individurilized serial number and the date on which the vAT debit note is

19 issued;

20 (e) a brief descript ion of the circumstances giving rise to the issuing of the VAT

21 debit note, including inlbrmatiorL sufficient to idenriify the taxable supplt to which

22 the V,A.T debit note reia.tes;

23 (f i f  section 141(1Xa), (c), or (d) applies, the consideration shown on the vr\T

24 invoice for the supply, the correct amount of the consirleration, the difference

25 between those tlvo amotmts, and the amount of VAT that relates to tire differ:ence:

26 and

27 (g) in any case when paraelraph (f does not apply, the vAT origirrally payable,

28 the VAT payable as a result of th,: circumstances giving rise to the issuinl3 oi.the

29 vAT credit no1.e. and the difference between those am.unts.

30 Sectiorr i73. vAT Docurrle'tation Issued bJ/ or to Agents.
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( 1) lf a taxable supplf is made by or to zur a.gent o' behalf of l principal a'd both
the agent and princilnl are rr:gistered persons, any vAT invoice, \,A.1 credit note. or
vAT debit note required to be issuecl bl or to the principal may be issrued by or t. tire
agent' using the name' address and Taxpayer Identification Number of the agent.

(2) If a taxablre suppiy is made by or to an agent on behalf of a principal and the
principal is a registered person but the age-nt is n.t, eny VA f invoice, .y'AT 

credit note, or
vA'f debit note required to be issued by or to the principal may be issr,ed by or to the
agent' but r"rsing the na'me, addrr:ss and Taxpayer Identification Number.of the principal.

(3) If a taxabie supply is made by or to an agent on behalf of a trrrincipal,
any VAT inrzoice, vAT credit ;note, or v,A'f detrit 'ote required to br: isrsued under this
Act can be issued onr:e only and must not be issuecl by or to both the agent and the
principal.

(4) A vAT inv'cice, vA't credit note, or \/A.f clebit note issueci by or to an agent

in accordance with this section is treated as issuecl b), or to the principal, as the case may

be, fcrr the pur:poses of the Act.

Section 174. Requests ft2r VAT Docurlentation.

(1) A taxable person who, for any reason, iriis not been issuec w;ith an original

vAT invoice, vAT crerjit note, or vAT debit note as required under thir; Ar:t may make a

written request to the supplier to issue the document.

(2) z\ request under subsection rii) must be made _

(a) in t1re case of 'a VAT invoice. rr, i thin 60 Cays of the date of the supply;or

(b);in tl:e case of'a vAT credit note or Vz\T debit note, within 60 dalrs of the date

of the evetlt under s;ection l'11 or 142 to which the vAT credit note or VA.f debit

note relatesr.

Z J

1 A

25 (3) z\ registered;lerson rer:eiving a request uLnder subsection (l) nLust comply with

26 the request within 14 dal,s of receiving tlie request.

27 Sectiori i75. Maintenancelof vAT Docume'tat_isn.

28 (1) A registered person rLust issue only on,: original vAT invoice for a taxable

29 supply, or one original vAT credit note or vAT debit note for an event under section 14n
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I or 142'but a copy clearly maLrked as such rnay be provided to a reg;istered person who
2 claims to have lost the original.

3 12) l\ person tnust not rssue a VA]'invoice. Vz\T credit note, or vAf debit note

4 other than irr the circumstances; specifiecl in this z\ct.

5 (3) 1'he follov,'ing documents nrust be maintained by a registererJ person

6 for the purprs5ss of thLe Act _

7 1a) or:iginal (or copies ir;sued uncler subsection (1)) of all vAT invoices. vAT

8 credit notes, and VAT debit notes received by ther person;

9 (b) a copy of a.ll VAf invoices, \'AT'credit notes, and vAT detrit rrotes issued bv

10 the person;

1l (c) documentation relating to imports and exports of goods by the person; and

12 (d) in relation to all services to which sect;ion 138 or 139 apply, sufficient written

13 evidence to identify thr: supplier and the recipient. and to show the nature aLnd

14 quantity of services sulrpiied. the time of suppry, the place of supply, th:

l5 consideralion for the supply, an,:lthe extent to which the supply has been used bv

16 the recipient ;br parlictrlar purposes.

17 (4) The documents reli;rred to in subsection (3)(b) must te maintained in

18 chronologicalorder.

19 Chapter IX: VAT procedure

20 Section 181. V.AT Retups. A taxable person must f i ie a VA1retum. in the

21 prescr: ibed form and nlanner. fcrr each vATperiod'within 15 days afler the e'd of the

22 period.

23 Sec,tion 182. Due Date fb1 payment of VAI_

24 (1) The net VAll payable by a taxable person for a VAT period is payable by the

25 due date for fuLrnishing the VAT retum for trrat periocl.

26 (2) The iiabiiity for VAT arises by operation of this section and does not deoend

27 on the CEC) making an assessme;:Lt of the VAT due,

28 Sectiorr 183. Lat,: Palrment Interest

29 (1) ,A person who fails to pay the net VAT payable for a VAT periocl o1 or befbre

30 the due date for paymerrt is liabie for late payment interest at the rate of six percent per
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aru'lum .n the antourLt unpaid calculated fio'r the cate the payment was; due to the date
the paymenr is made.

('2) L'ate payment interr:st paid by a person under subsection (r) must be

persol:l to the el{tent thal the principal arnounri to whicli the inte:est relates

refunded

is fclund

have lteen payabie.

(3) I-ate payrnent interest payable und,er this section is calcu.latecl as simole
lnterest.

(4) Late paymr3nt intererst payable nnder rlhis section is in addition to any penalty

imp'sed under this chLapter X or any sanctio' imposed under chapter ,KI i' respect of the

same act rlr c'mission.

(5) Lrite payment interest payable under this section is treated e.s tax payable by a

taxpayer Ibr 'he purposes of chapters IV and v o1'chapter g, and sectic,n g 71 of ritle 54.

Section 184' Self-assesslnents. ,\ registered person that files e vAT return fbr a

vAT peri'od is treated as havin6l made a self-assessrnent of the net VzlT payable by the

person for the period as specilied in the return. The vAT retum fiie,d 11y a registered

person is treated as a notice of fte serf-assessment served by the cEo on the person on

the date that the return was filed.

Section 185. Assessment_of Recipient of a Supplv.

(i) If a taxable person has, it't consequence of misrepresentation or fraud bv the

recipient ofla liupply, incorrectly treated the supply as _

(a) an exempt supply; or

(b) avAT-free supply, th.r: cEo nrav assess;the recipient of the supply for

23 payment of the vA'f due in respect of tlie supply and any late payrnerrt interest and

24 penalty im,oosed as er result of trre late payment of the vAT.

25

z6

27

28

29

(2) The CEo must serve notice of 'an assressment under subsection ( l) on the

recipient speci,lying -

(a) the'eason for the asser;sment as providecr for in subsection (1)

(b) the VAT pay.able under the assessment;

(c) the ciate on which the \l'AT payable under the assessment is due, which must
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I be at least thirty days after the date on wrrich the notice is served; and

2 1d) the time, place, and manner of objecting to the assessment.

3 13) tiubsection (l) does not preclude the cllo from recovering the whole or part
4 of the V'AT' due in i:espect cf the suppll' together rvith any intererit from tire taxable
5 person who rnade the suppiy anLd _

6 1a) arry amount recovered from the recipient of the supply is crt:dited against the

7 liability of the supplier in respe,cl of the supply; and

8 1b) any amount recovered from the supplier is credited against the liability of tlie

9 recipient of the supply, but the cllo cannot recor,'er more than the total amount of

10 VAT and inter,:st payable in relation to the suppiy.

11 (4) A'ny supplier who pays VAT or interes;t referred to in subsection (1) may

12 recover the amount frcm the rer;ipient of the supply.

13 Section 186. Diplomaticlll{issions and lnte nflfqlg!Aglggrng4i

14 (1.) The CEo may authorize, subject to sucir conditions and restrictions as the

15 CEO considerrs approprriate, the granting of a reiuncl of part or all the V.AT incuned in

16 relation to a taxable supply to, c,r taxable import by _

17 (a) a cliplomatic, or consular mission. or by a dipiomat or consuleLr official

18 enjof ing full or limited immunit'y, rights. or privil:ges under the [Diplornatic

l9 Privileges ancl Immunities Act] cr lConsular Reiations ActJ, as the case may be.

20 to the, extent required under [the Act]: or

21 (b) a public internation a\ organization or fbreign goverrrment to the ,oXt€rlt

22 required under an international agreement.

23 (2) An appiication for a refund uncler rsubsection (l) must be made in the

24 prescribed form and .todged in the prescribed mamer by the CEo and must be

25 accompanied by such supportinp; clocumentation as the CEO may require including but

26 not l irnited to -

27 (a) evidence that tire VAI- for which tire refund is sought was incurrerd; and

28 (b) evidence of the applicant's entitlerrent to make an application under

29 subsect ion (1) .
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I (3) An "intemational agreement" is an agreement betweer thr: FSM National

2 Government and a foreign goverrunent or public international organization for the
3 provision of financial, technir;al, humanitarian, or arjministrative assisteLnce to the FSM

4 National Governmenl..

5 Section 1g7. l ax Avoi,:lance Schernel

6 11) Ir'lotwithsteLnding an;r'thing in this Act, if tJre cEo is satisfiel -

7 (a) that a scheme has br:en entered into or car:ried out;

8 (b) a person has obtained a tax benefit in connection with the s<:heme; and

9 1c:) having regard to the substance of the schenle, it wouid be concluded that the

l0 person, or one of the persons, u'ho entered into or carried out the schenre clid so

1l for the sole or dominant purpori,3 of enabling the pers;on to obtain a tax benLefit. the

12 CEO ma1' determine the vAT liability of tire person who has obtained r tax

13 benefit as if the scheme had nor been entered i'to or carried out.

14 (2)If the cEo makes a detennination uncler subsection (1), the cEo rnust make

15 arl assessrnerLt givi'g eff'ect to the detennination.

16 (3.)Except in tfLe case o1'fiaud or wiilful n,eglect, a deteminatior under subsection

ll (1) r:nust be made within 6 years fi'om the last day of the vAT period to w,hicir the

18 determinationrelates.

19 (4) A scheme includesr it course of action, and an agreenent., arrangement,

20 promise, plan, proposal, or unde:rtaking, whether express or irnplied, and whether or not

21 legally enlbrceable.

22 (5) ArLy of the fcllowing is a tax benefit _

23 (a) a reduction in the liat,.ility of a person tc) pay VAT;

24 (b) an increase in the enti:tiement of a person to an input tax cred.t. includins an

25 increase in an excess input tax crr:dit carried fbrrvard:

26 (c) an r:ntitlement to a relirnd;

27 (d) a p,cstponement of a riability for the payment of vAT;

28 (e) an acceleration of an r:ntitlement to an i'put tax credit;

29 (0 any other advantage arising because of a delay in payment of 'y'Ar 
or an

30 acceleration o1'the entitrement to an input tax credit:

Page 38 of17



c: l l  t \o.  L1-12-22

,ACT NO.  11-30

I

2

a
J

4

5

6

7

8

9

l 0

1 1

l 2

l a
I J

1 4

1 5

1 6

1 n
t /

1 8

1 9

20

2 1

22

a a
L )

1 /1

25

26

27

28

29

J t /

(g) anything that causes a taxable supply or taxable import not to lbe a taxable
supply or taxable imp,sft, as the case may,be: or

(h) anything that gives r:ise to an input tax creclit entitlement for arL acquisition or
irnport that is used or to be used other than in making taxable supplies.

Chapter X: Adniinistrietive penalties

Section 191' F'enaltlv f!1r Failure to Appllg-.lkrr vAT i{egistration. A person who
fails to apply for registration as required by section 121 is liable for a penalty equal to

fdoublel the amount of vAT payable for the period r;ommencing on the diey on which the
person il'as first required to apply fbr registration until either the person lodges an
application fbr registration or 1he person is registerecl by the cEo cn the cEO's.wn

motion.

Sectio' 192. penait), fcgr Failure to Disp!4a'AT ltegistratio_tr cgriirlgte_ A
person who lails to dir;play its \/AT registration ,;erl.ificate or a copy thereof as requirecl

by section 122(7) is liable for a pe'alty equal to [$250] per day for ea,;h 6ay or part day

on which the failure occurs.

Section 193. penalt), fbr.liairure to File a Tax_Rqiu.u_q_Ladgq!trrer Document

(1) A taxable p(lrson who fails to file a vr\l'return or lodge any other document

as required unLder this law is liable _

(a) in the case of a failure to file a VATreturn under which an arrount of tax is

payable, fc')r a penalty of l oh of the anount of the net 'y'A f payabie for tle \/A.I.

period to whioh the return relatei; 1br each month or part month that the retum

remains unfiled; or

(b) in aLny other case, for a penalty of $ 1 0 fcrr eiacir day of default.

(2) A taxable Frerson served with a notir:e ,c{' assessment by the CEO under

fsecticrn 822 of Title 54 of FSMC] is liable for a pe:nalty'of 25 percent or.thr: tax assessed

(taking into account any subsequent amendn-ient of the assessment) in acldition to the

penalty imposed under subsection (1)(a)

(3) For the purposes of sLrbsection (1)(b), a p€)rson ceases to be in defauit at the

time the docunrent is received b1,the CEO.

Section 194. Penalt), for F4ilure to pay Vz\T-81, Due Date.
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(.1) A taxable person u,,ho fails to pay the rLet vAT payabre for a VAT period by
the due dale is liabl,: for a penalty equal to l() p,:rcent of the amolnt of the net vAT
pa1'able for each month, or piitt of a rnonth, that the vAT remains unlraid subject to a
maximum prenalty of 100 percent of the unpaid \/r\.f.

(2) 'fhe 
penalty impos;ed under subsection 0 ) is

under sectic,n 183 for late payrnent of tax. l.he r;eiling on

under subsectio'(1) <ioes not appry to'r take into account

r  83 .

(2) Subject to subsection (3), a person to r,vhom this section applies is lirible -

(a) if the statement or omission was made knorvingly or recklessly, fbr a penalty

27 equal to 50 percent of the tax shortfall; or

I

2

a
J

A.}

5

6

7

8

9

in addition to interest pay,able

the amounl of penalty payable

interest payab,le under section

A. taxable person

I0 who fails to maintain iaccounts. documents, or recorcls as required unde r ttris Act is liable

I 1 (a) if the failure was knowingly or recklessly macle, for a penaily equal to 50

12 percent of the amount of net v,trf payable by the taxable person for tht: v.AT

Section 195. I,

t a
I J

t 4

period to which the failure rela"tes; or

(b) in any other case, for a penalty equal to ten percent of the anrount of net VA.f

15 payable by ttre taxable person flrr the vAT period to which the failure relates.

Section 196. penalt.v for_Makins False or_lvlisleadine Statement

( 1') This sectiorL applies to a person _

(a) who makes a statement to a rcvenue ofihcer that is false or rnisleading in a

19 rnaterial particular or omits flont a statement made to a revenue officer 'ny matter

20 or thing without which the statei:rent is false or misleading in a material

21 parlicular; and

22 (b) the' vAT liability of any person computed on the basis of the statement is less

23 than it would have been if the statement had not been false or misleadinll (the

24 difference being referred to as the ,,tax shofifail,,).

i 6

1 7

1 8

25

26

28

29

J U

(b) in eLny other r:ase, for aLpenalty equai to ten percent of the tax shortfall.

(3) No penalty is payable under subsection r,2) if _

(a) the person wto made i:he statement did rrot,know and could not reasonably be

1i2r failure to M
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I expecte<lto know tha.t the statement was false or misleading in a material

2 particular, or

3 1b) the tax shortfall aro;se as a result of a sell'-assessment taxpayer taking a

4 reasonably arguable Position o.n the applicatio' of a revenue law to tht: ta:xpaver,s

5 circumstances in filing a self_arssessment return.

6 14) 1\othing in subsectio' (3) preve'ts the irnposition of rar:e payment interest

7 under section 1 83 in respect o1'a tax shortfall if the tax is not paid by the clue date.

8 15) l\ referenoe in this section to a statement made to a reverrue officer lneans a

9 statement made in writing or orally to a revenue ofhcer acting in ti-re perfbrmance o1, the

l0 officer's duties under a revenue law, and includes a statement made _

I I (a) irLany application, certificate. declaration, notification, tax retur.rl, .biection. or

12 other document fumished or rociged under a revenue law;

13 (b) in:any infonnation required to be furrrishecJ under a revenue lav,,:

14 o in any document funrished to a revenue orficer;

15 (d) in answer to a question asked of a person b,u- a revenue officr:r; or

16 (e) to another person with the knowledge or reasonable expectalion that the

17 statement would be passed on to a reverllre officer.

i8 Section 197. Coliection of penalt ies.

19 (1) A l iabi l i ty for penaltf is calcr-r lated:;eparately with resperlt  to each section

20 imposing penalty unden this Chapter.

21 (2)If a penalty has beerL paid under this hct and a prosecutiori is initiated under

22 Chapter XI in respect r:f the sa.rne act or omission, the cEo must reft.nd the amount of

23 the penalty parid, and no penalty is payable unless the prosecution is withdrawn.

24 (3) The CEO mr.rst -

25 (a) make an assessment of penalty imposed under this chapter; and

26 (b) serve a notice of the assessment on the llerson subject to the trrenalty, which

27 notice must state the arnount of penalty payable and the due date for payment,

28 (4) A person liable to pay a penalty meLy apply, in writing, to the CEO for

29 remission of the penalty payable

f 'age 1l o/.17
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(5) The CEo may, upon application unclel subsection (4) or on the CEo,s o*'r

motion, renrit, in whole or in part, any penalty payabie by a person.

Chapter XI: C)ffenses

secf ion 201.-rlffenserRetar'd t-o-Rggir'a!!)n. A person who faits -

(a) to apply fcrr registration as required b.y section l2l ;

(b) to notify tlie CEo of a change in circumstances as required by sectiol lz2(g);

(c) to apply for cancelleLtion of registration as required by sectirl 123.. or

(d) t'c comply with secl.iion 123(r0)(a) or (c), is guirty of an offi:nse.

Penalry" A person convicted of an offense uncler this section is s.bje:ct to a fine not

exceeding $1000, or, if a natural person. impriso.ned for not more than one year, or both.

Section 202. offenses rl:erated to vAT D'oumentatioq

(1) h registered person r,vho fails to provicle a VAT invoice, \/A'f creclit note. or

vAT debit note as required und.er this Act is guiity .f an offense.

Penalty" A Person co.nvicted c,f an offense under this subsection is subject to a fine not

excereding $1000, or, if a natural person, imprisorred for not more than one)year, or botir.

(2) A, person 'who issues a VA'I' invoice, \/AT credit note, or \/AT' debit note

otherwise than as provided for under the Act is guilty of an offense.

Penolty: A prerson convicted o1'an offense under this subsection is stLbject to a fine not

exceeding $1000, or, if a natureL.l person. imprisorred for not nlore than ()ne year. or both.

(3) A registere<i person rvho fails to comply with a request under $ 174 is guilty of

an offense.

Penalty; A Person convicted c.f an offense under this subsection is subject to a fine not

exceeding $1000, or, i1'a natural person, irnprisoned for not more than one year, or both,

Section 203. Otfeng-e-foq Failure to Maintain Proper Records. A taxable person

who knowingly or reclle5tlt fails to maintain accounts, documents, or records as

required under tire Act is guilty of an offense.

Penalty: A taxpayer convicted,:rf an offence under this section shall b: subject to a fine

not exceecling $1,000. or, if a niitural person. imtrrris,rned for not more than one year. or

both.

Section 204. offense for.Makine Irarse or lvlisleading statement
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I 11) 'A' person is guilty r:,f an offense if the:person knowingly or recklessly -

2 1a) rnakes a slatement to a revenue office:r tirat is false or misle ading in a material

3 particular; or

4 (b) ornits from a statentent rnade to ? fev,srllr€ officer any matt<:r or thing without

5 which the sratement is false or misleading in a mLaterial particular.

6 Penahy" A'person convicted c:f an offense under th;is section shall be sub.ject to a fine not

7 exceeding $i50,000, or, if a natural person, imprisoned for not morr: ttran one year. or

8 both.

9 (2) Slection 196(5) appties in determinin5; r.vhether a person iras made a statement

10 to a revenue officer.

I 1 Section 205. Preventiou of Price Exploitation on Introductiorylf VAT.

12 (1) Subject to rsubsection (2), an)'person 'who rnakes a regulate,l supply for a price

13 that is excessive having regard to _

14 (a) the introduction of t,ris Act and the repreal of [the State,s Saies'fax Actl:

15 (b) th,e person,s costs;

16 (c) suLpply and demand r:onditions; and

17 (d) any other relevant ntatter, is guil ty,of aL'offense.

18 Penctlty" '{ person convicted of'an offense under this subsection is subject to a fine not

19 exceeding 51000 for the f irst breach and a f ine not exceeding $1,500 :or t ire second.nd

20 each subsequent beach.

21 (2) No penalty is imposeC under subsecrion (l) i f  _

22 (a) the contravention wasi due to reasonabl,: mistake; an<i

23 (b) the person took reasonable precautions and exercised due diligence to avoid

24 contravenl.ion of subsection ( I ).

25 (3) The CEO r;hall put'lish in the [Gaze,tre.1l guidelines aboul when prices for

26 regulated supplies may be in contravention of subsection (1).

27 Chapter XII: Final provisions

28 Section 21 1. Regulations.

29 (1) The State's Finance Ilrirector may. subject to approval of the fState (iovemor],

30 prescribe and have prirrted reasonable regulationr; fcrr tire enforcement ol this Act and
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I such regulettions have force and effect of law if the,u'- are not in conflict with the express

2 provisions ,cf this Act or other laws of the ltire Statel.

3 12) The regulations may also provide fcrr rnatters prescribed uncler the Act to be

4 made by'regulation.

5 Seclion 212. !\epeal an d Savinss.

6 (1) TSL 5-119, as amendecl, is hr:reby repealed witi:. efrect from the

7 commencement date of this A,:t.

8 (2) lriotwithstilnding subsection (1), TSL 5-.11g, as amende<l, continues to apply

9 for all purp'rses whatsoever in respect of'goods [and services] subjer:t to the Act before

l0 the commencement date.

1l Section 213. kaus::lrqiil Rqles Relaturg_a3egbEarloil

12 (l) h person rnust apply to the cEo for registration under this.Arct no later than

13 the transitional registration day if'_

14 (a') considerin6lthe total value of taxable srupplies made or to be made by the

l5 person in the course or furtheratrce of the person's enterprise, the person li,ouid

16 have been required to apply for registration under section 121 onor belbre that

17 day if this Act had come into fcrrce at least 12 calendar months before trat

18 day; or

19 (b) the person is a Government entity underlaking an enterprise.

20 (2) A person rvho is not required to be registered under subseclion (1) is required

2l to apply icr registration under this ,,\ct on any subsequent day before tire c:ommencement

22 date, if on that day section 121 rruould have applierd to that person if this Act irad come in

23 force at least 1 2 calend,ar months; before that day.

24 (3) NotwithstarLding section 722. il' a persron is required to apply for registration

25 under subsection (1) or (2), the rr:gistration takes effect from the commencement date.

26 (4) If, prior to tire comm,:ncement date _

27 (a) a person purported to lodge an application for registration unrler this Actl

28 (b) the cEo purported tc register a person .und.er this Act; or

29 (c) the cEo purported to issue a vAT regis;tratior.r certificate under this Act,

30 the application, registration, or certificate. as applicabile, is treated for all pulposes
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of this Act and the Revenue ,A,dministration Act as if it were made on the

commencernent date.

(5) If the cEO is satisfied that a person is recluired to appiy firr registration under
subsection li1) or (2) and the person has not applied for registration as re,quired, the cEo

may regtster that pers,on.

(6) llhe transitional registration day is tire day that is two calencler months before

the comrnerLcement drate.

Section 214. (ieneral Tlansitional Rules.

(tr) Subject to subsectic,n (2), if _

(a) at the end of the lasl business day befcrre the commencement date, a registered

person held goods as inventory:

(b) ttre goods r'vere acquired not more than 4 months before the beginning of that

13 day:  and

14 (c) the cEo is satisfied that fState saies tax] has been paid on trLe acquisition of

15 those goods. the persol:I may claim an input tax credit fbr the fState sales tarxl in

16 the first V'Al'period arler the commencenent dat,3.

17 (2.) A registere<i person is not allowed an input tax credit under subsection (1) for

18 any sales tax paid in re'spect of the acquisition of goods if, and to the e:<tent that, because

19 of the appiication of s' :ct ions 1i i1 and 153, the person rvould not havt: been al lowed an

20 input tax credit if the acquisition had of occurred aLfter the commencemernt date,

21 (3) l \  person claiming an input tax credit under subsection ( l) in respect of

22 inventory on hand at the end of the last business diay before the commerrcer'€nt date must

23 submit a list of inventcry with the person's first \/A'f return, supporterl by documentarv

24 evidence of th.e payrnent of saiesr tax.

25 (4) If a fregister,:d person] under tire [Sales Tax Actl _

26 (a) is rLot requirerd to appl'y for registration under section l2l anddoes not

27 voluntarily aplply for registration;

28 (b) holds goods ras inventory at the begimrirrg c,'f the first VA'I periociafter the

29 commencement date: and
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(c) l'he person fquoted their certificate of're5Sistration] under the fliales'fax Act] in

respect of the purcharse of the goocls, the person is treated, for the purtr)oses o1,the

fSales Tax .Act], as hiaving applied the goods to rheir own use on the dav

imrnediatel.y before the cornmerncement date.

(5) Subject t'c subsect:ion (6), if a registererd ps1s6r co'cludr:d a contract before

the commencement date, the person is. after the commencement date, entitled to increase

the price of'a taxable supply made uncler that contract by an amount equal to the price

multiplied try the tax fraction, notwithstanding that the contract con::ainecl no provision

relating to increasing the price because of the imposition of vAf.

(6) If the period of a r;upply referred to in section 131(5) a; thLe actuai supply

begins before and ends after the commencement date, the supply is treatecl as having bee'

made continuously arrd uniforrnly throLrghout tLLat period and the consicleration fbr that

supply is ap;portioned accordingly in determining the value of the supplies deerned to be

made because of section l3 1(5 ).

(7) Subsection (6) does not appiy to the supply of a warranty in relatiol to goods

or a service if the value of the: warranty has been included in the price,rf tle goods or

service.

Section 214. llffective-Date. This Act s;hall take effect uporl approval by the

Govemor, c)r upon its becrrming law with,cut such approval. The Authority,s

responsibilitl ' 1o udnt'ttister taxes shall conmenc3 tr,velve (12) molths after tire effective

date of the FSM Unified Revenue Authority ,,\ct for taxes under the l'SL5-119, as

amended, and thirty (30) months after the effbctive clate of the same Act fcrr the VA f and

any other tax then in e1-fect, provided that the Go'u'ernor may prescribe a different date for

commencement by executive orcler.

Signed
nte I. Oneirsom, Speaker

Attested:

FIouse of Repr esentatives
Chuuk State Legirslature

/, t-
Florence P. Stanlev. C
House of JR.epresentati
Chuuk StaLte Legislature

f Clerk
,r^*, /Oh
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Sig;ned by:

nate
Chuuk State Legislature

Attested:

f ChiefClerk

Approved try:

Songkinft

Chuuk State Legislature

,^,", 04 rj.loLa-

/  - ,
D a t e :  ' - '  j ' ! ' j 

" 
r"r'?'

- Jol4pon Elirho, G5vernor
Chduk State Govemment

History

l-l.B.No.:

l l .s.cr.R.

S.S.C.R.

I  t -09,  FIDl

1 1 - l R - 0 5

11-2R-53

No. :

No. :
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