Sixth axis: Accounting for the value-added tax

1- Definition and scope of application

In the following, we discuss the definition of the value-
added tax, its current percentages, burden, and scope of
application.

1-1- Value added tax Definition
The value-added tax (VAT) is an indirect tax imposed

on operations of an industrial, commercial and service
nature, except in cases stipulated by law.
1-2- Value added tax rates

The value-added tax has known several rates since its
establishment in Algeria under Law No. 36-90 of December
31, 1990, which includes the Finance Law of 1991, and
entered into practice on April 1, 1992.

The last amendment to the ratios came in the Finance Law
of 2017, which defined them as follows:
The normal rate: 19% for all commercial, industrial and
service operations.
Reduced rate: 09% for some operations specified by law
with the aim of encouraging their production or for
consumer protection.

1-3- Value-added tax burden

Economic entities, whether they are production,
commercial or service, do not bear the burden of VAT, but
it is borne by the last consumer (non-trader) because the
entities are considered intermediaries only.
Every month, they collect the value-added tax amounts
related to sales and pay them to the tax authority after
deducting from them the total amounts of the value-added
tax related to purchases.

1-4- Used Value-added tax Accounts
The financial accounting system has allocated to the
turnover tax the Account: 445 “State: Turnover tax”

Which can be divided into:

debit subaccounts, which are:

A/4456 “Recoverable value added tax” or
in short “recoverable VAT” or

“ Value added tax to be recovered”

A/44567 “Value Added tax to be reported”
And divided into:

A/ 4457: “collected value-added tax”
A/4455: value-added tax payable to the Tax Authority

1-5- How to calculate different amount (VAT, IT, OT)
VAT : Value Added Tax

IT: Included Tax

OT: Outside Tax

VAT =0T x 0.19

OT =VAT +0.19

IT=0T x1.19

ET=0T+119
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2-Value-added tax accounting registration
» When the entity acquires a fixed asset on account, the
accounting recording is as follows:

Date
Acquired fixed asset X
Recoverable value added tax X
Fixed asset suppliers

2X
4456

404 XX

(fixed asset acquisition Invoice no)

Example 01:
On 01/02/2011 An entity purchased on account a
production machine for 40,000 DZD (OT outside Tax).
(VAT rate 19%)

Solution :

VAT = 40000 x 0.19 = 7600 DZD

01/02/2011
Production machine
Recoverable VAT
Fixed asset suppliers

215
4456

40000
7600

404 47600

(acquisition Invoice no)

» When the entity purchase Goods on account, the
accounting recording is as follows:

Date
Stocked merchandises X
Recoverable VAT X
Stocks and services suppliers

380
4456

401 XX

(Goods purchase Invoice no...)

Example 01:

On 01/15/2011  The entity purchased goods on account
for 238000 DZD (IT Including Tax). (VAT rate 19%)
Solution :

Purchase price (ET)= 238000 + 1.19 = 200000 DZD

01/15/2011
Stocked merchandises
Recoverable VAT
Stocks and services
suppliers

380
4456

200000
38000

401 238000

(purchase Invoice no)

» When the entity sales Goods on account, the accounting
recording is as follows:

Date
411 Customers X
4457 | Collected Value added tax X
700 | Sales of merchandises X
( merchandises sales invoice no)

Example 01: On 01/25/2011 The entity sold goods on
account and the amount of the value added tax appearing on
the invoice was 49400DZD (VAT 19%)
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Solution:
Selling price = 49400 + 0.19 = 260000 DZD 2 260000 = 0.19 + 49400 = gl a5 :Jad)
01/25/2011 2011/01/25
411 Customers 309400 309400 AL 411
4457 | Collected V. Added Tax 49400 49400 daana a3, | 4457
700 | Sales of merchandises 260000 260000 Elad Sl | 700
('sales invoice no..) (e 509)
P02 | 0202




4-3-Settlement of the value-added tax

At the end of each month, the entity sends the monthly
declaration document (G50) to settle its tax status with the
Tax Authority, by offsetting the total amounts of the value-
added tax collected and the total amounts of the deductible
value-added. Here we distinguish three cases:

The first case:1f the sum of the amounts in A/4457 is greater
than the sum of the amounts in A/4456, We have value-
added tax payable to the Tax Authority. The accounting
recording is:

End of month date

4457 Collected Value added tax X
4455 | Payable Value added tax X
4456 | Recoverable value added tax X

( value-added tax settlement )

Before the 20th of the following month, VAT will be paid
to the Tax Authority, and the accounting recording of the
ayment process will be as follows:

Before 20th of the following month
Payable Value added tax X
Bank X

4455
512

(G50 per month - check no.)

The second case: If the sum of the amounts in A/4457 is
smaller than the sum of the amounts in A/4456, We have
value-added tax postponement. The accounting recording is:

End of month date
Collected Value added tax X
Value Added tax to be reported | X
Recoverable value added tax

4457
44567

4456 XX

(' value-added tax settlement )

There is no payment to tax Authority
A/44567 is treated in the following month as A/ 4456

The third case: If the sum of the amounts in A/4457 is equal to
the sum of the amounts in A/4456, in this case there is no value-
added tax for payment and no value-added tax to postpone. The
accounting recording is:

End of month date
Collected Value added tax X
Recoverable value added tax X

( value-added tax settlement )

4457
4456

Example 02 (continued from Example 01)
It is required to settle the value-added tax related to
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February 20, 2011, by bank check. :ad)
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Application

During the months of January and February 2018, a commercial
entity carried out the following transactions, requesting that they
be recorded in the journal, and that the value-added tax be settled
at the end of each month and paid it to the Tax Authority in cash
if there is a payment, noting that the value-added tax rate is 19%.
On 01/02/2018: Goods were purchased for 300,000 DZD, outside
the fee, with a bank check.

On 01/08/2018: Goods were sold on the account for an amount
including fees of 238,000 DZD.

On 02/15/2018: Purchase of goods in cash for 142,800 DZD,
including the fee.

On 02/20/2018: Selling goods by bank check, noting that the
amount of the value-added tax appearing on the invoice, is :
49,400 DZD.

Solution

01/02/2018
380 Stocked merchandises 300000
4456 Recoverable VAT 57000
512 Bank 357000
(purchase Invoice no)

01/08/2018
411 Customers 238000
4457 | Collected V. A. Tax 38000

700 Sales of merchandises 200000
(' sales invoice no..)

01/31/2018
4457 Collected V. A. Tax 38000
44567 V AT to be reported 19000
4456 | Recoverable VAT 57000
(VAT settlement)

02/15/2018
380 Stocked merchandises 120000
4456 Recoverable VAT 22800

53 Cash-box 142800
(purchase Invoice no)

02/20/2018
512 Bank 309400
4457 | collected V. A. Tax 49400

700 Sales of merchandises 260000
(‘sales invoice no..)

02/28/2018
4457 Collected V. A. Tax 49400
4455 | V.A.T. to be paid 7600

4456 | Recoverable VAT 22800
44567 | V AT to be reported 19000
(VAT settlement)

03/20/2018

4455 V.A.T. to be paid 7600
53 Cash-box 7600
( G-50 February)
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