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List of Acronyms and Abbreviations

Acronym Definition

ADDIE Analysis, Design, Development, Implementation, and Evaluation
BO)J Best of judgments

CAAT Computer assisted audit techniques

CCECC Center for Combating Economic Crimes and Corruption
CFO Chief Financial Officer

CIAT Inter-American Center of Tax Administrations

CIPRO Companies and Intellectual Property Registration Office (South Africa)
CIT Corporate income tax

CITP Criminal Investigation Training Program

COTS Commercial off-the-shelf

CPE Continuing professional education

CRA Canada Revenue Agency

CRM Customer relationship management

EDTAX Education Tax (Jamaica)

ERP Enterprise resource planning

FAQ Frequently asked questions

FLETC Federal Law Enforcement Training Center (United States)
FTE Full-time equivalent

GST General sales tax or Goods and Services Tax if pertaining to Canada
HEART Human Employment and Resource Training Trust (Jamaica)
HR Human resources

IADB Inter-American Development Bank

ICT Information and communication technology

IFC International Finance Corporation

A Institute of Internal Auditors

ILEA International Law Enforcement Academies

IMF International Monetary Fund

INTOSAI International Organization of Supreme Audit Institutions
IRS Internal Revenue Service (United States)

ISD Instructional System Design

ISP Internet service provider
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Acronym Definition

IT Information technology

ITIL Information technology infrastructure library

ITIS Integrated tax information system

ITSM Information technology service management

IVR Interactive voice response

JMD Jamaican dollar

LAC Latin America and the Caribbean

LTC Large taxpayer center

LTO Large taxpayer office

LUQs Large, unusual, or questionable items

MCTC Model Customs and Tax Center (Egypt)

MIS Management information system

MOF Ministry of Finance

MTO Medium taxpayer office

NIS National Insurance Scheme (Jamaica)

NTH National Housing Trust (Jamaica)

OCR Optical character recognition

oDS Operational data store

OECD Organisation for Economic Co-operation and Development

OLACEF Organization of Latin American and Caribbean Supreme Audit Institutions

OLAP Online analytical processing

OPM Office of Personnel and Management (United States)

PAYE Pay as you earn

PIT Personal income tax

SARA Semi-autonomous revenue authority

SARS South African Revenue Service

SAT Superintendencia de Administracion Tributaria (Superintendent of Tax Administration
in Guatemala)

Sl Servicio de Impuestos Internos (Internal Revenue Service of Chile)

SLA Service level agreement

SME Small and medium-sized enterprises

SWOT Strengths, weaknesses, opportunities, and threats

TIN Taxpayer identification number

TIPP Tax installment pre-payment plan

VAT Value added tax
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Chapter 1. Introduction
Doug Pulse and Anton Kamenov

Taxation is a controversial topic in countries throughout the world. Opinions vary among tax
practitioners, economists, and citizens in general as to how much tax a government should collect and
which segments of the taxpaying population should shoulder the burden. In fact, there are
disagreements about what even constitutes a tax. However, there is widespread agreement that a
government needs to collect some level of revenue in order to provide goods and services to its citizens.

To collect revenues, governments use a variety of instruments. They derive income from property,
charge fees, and impose taxes. For the purposes of this product, taxes are the compulsory, unrequited
payments to the general government sector — a definition adopted by the OECD?, the IMF, and the
World Bank. The fact that taxes are imposed on taxpayers and not visibly proportional to the benefits or
services that taxpayers receive from government has far reaching implications that are beyond the
scope of this product. However, adopting the OECD's definition of taxes helps to frame the contents.
Though they vary across and within countries, modern taxes are similar enough to fit into a few
categories — i.e., taxes on income and capital gains, payroll, property, goods and services, and
international trade” — and to allow practitioners to discuss 'modern' tax systems that rely on 'core' taxes,
such as income taxes, value added tax (VAT) or general sales tax (GST), excise taxes, property taxes,
property transfer taxes, and customs duties. These, save for customs duties, are the types of taxes
discussed throughout this product.

The tax administration is the division of the government tasked with collecting taxes. To the extent that
taxes are defined by law(s), the tax administration is tasked with implementing the provisions of the
law(s). Through its interaction with the taxpaying public, the behavior and performance of the tax
administration contribute significantly to the public’s perception of the government overall. An
effective, modern tax administration ensures adequate and timely revenues, allowing the government
to deliver goods and services, and minimizes hindrances to private businesses and economic growth. In
practice, countries may have more than one tax administration. For example, many countries have a
separate tax administration (Customs) to collect taxes on international trade (customs duties) and VAT
on imports, as distinct from the tax administration responsible for 'domestic' taxes. The tax
administration responsible for the core 'domestic' taxes is the focus of this product.’

1.1. Purpose

Of course, not all tax administrations are on equal footing (e.g., in terms of their resources, scope of
responsibilities, performance, etc.). A 'modern' tax administration is one that is effective and efficient.

L OECD (2012), p. 322.

% IMF (2001), p. 49.

® Whether or not Customs and the ‘domestic' tax administration should be discussed separately is highlighted in
Chapter 4.
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In other words, a modern tax administration collects the right amount of tax, at the right time, and does
so at minimal cost to the government and the least burden to taxpayers. The purpose of this product is
to detail the workings of a modern tax administration. Specifically, this product is designed to enable
tax administration officials and staff to assess their own performance against leading practices across
the core components and functions of an effective tax administration. This product will also provide a
tool for USAID officers, and other donors and practitioners, to engage with tax administrations on
potential areas of technical assistance and to prioritize interventions. Finally, the product will be of
interest to academia, as it presents an array of knowledge around effective tax administration practices.

While much of the content of this product is applicable across regions (e.g., leading practices in various
aspects of tax administration, key benchmarks, etc.), each chapter also includes a specific focus on Latin
America and the Caribbean (LAC). USAID has a long history of providing support to tax administrations
in the LAC region, including substantial assistance in the 1990s after the end of civil wars in Central
America. Current USAID assistance on tax administration in the region is largely limited to El Salvador
and Jamaica. However, in recent years, the international community has shown increased, high-level
political attention to the need for countries to mobilize domestic revenues to invest in their own
development. While tax administration in the region has progressed in recent years, there is wide
variation among countries, with many continuing to lag behind comparator countries and international
standards on a variety of indicators related to revenue mobilization and tax administration.

Much has been written about efficient and effective tax administration. For example, the OECD Forum
on Tax Administration has put forward significant information organized by topic (compliance, services,
etc.) and by taxpayer segment (individuals, large businesses, other). The World Bank's online collection
of publications on tax policy and administration is extensive and organized similarly to the thematic
structure outlined for this product below. Of course, the International Monetary Fund (IMF) is well-
known for its expertise in this area and offers a great number of research papers and related products.
The World Bank, IMF, USAID, and others have also developed benchmarking methodologies and tools
focused on tax administration. The International Finance Corporation (IFC) has written extensively on
taxation, particularly as relates to tax simplification and reducing the taxpayer compliance burden. With
respect to LAC, the Inter-American Center of Tax Administrations (CIAT) has published manuals on
organization, management, audit, internal audit, and other topics, and is expending significant efforts in
collecting comparative information and publishing guidelines on leading practices. This product builds
on and contributes to the existing body of work by providing a comprehensive, user-friendly guide with
a unique structure (detailed below) and a regional focus on LAC.

1.2. Reading the Product

This product is a relatively large undertaking. Although it aims to derive the key benchmarks that tax
officials, practitioners, and donors can use to evaluate tax administration performance, it also strives to
provide sufficient detail to those who may be interested in delving deeper into the tax administration's
functions and operations. Readers who would like to see high-level highlights should turn to the
Overview (a separate document), which can also be used as a reference, guiding the reader to specific
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topics. Readers who are interested in specific areas should turn to individual chapters, which can be
read sequentially as a full product, or as stand-alone ‘leading practice’ notes on the subject topics.

This product contains seventeen chapters as follows.

e Chapter 1 is this Introduction.

e Chapter 2 presents a Conceptual Framework for the document and discusses the key tasks and
main functions of the tax administration, as well as the environment in which the tax
administration operates.

e Chapter 3 presents the Legal Framework that enables the tax administration to perform its
duties.

e Chapter 4 focuses on the tax administration's Organizational Structure and Management.

e Chapter 5 discusses taxpayer Registration and the need of the tax administration to know and
manage its taxpayers.

e Chapter 6 addresses Taxpayer Services — the information, education, and support that tax
administrations provide to taxpayers.

e Chapter 7 details the process of Filing and Payment, which are the two primary obligations of
the taxpayer, and areas of related non-compliance.

e Chapter 8 discusses the monitoring of taxpayer compliance through Audit.

e Chapter 9 focuses on Fraud Investigations of taxpayers, who are suspected of knowingly
falsifying declarations in order to minimize tax payments, and on taxpayers suspected of tax
evasion and who pay no tax whatsoever.

e Chapter 10 discusses enforcing taxpayer compliance through the Collections of outstanding
taxpayer debt.

e Chapter 11 addresses taxpayer recourse through Objections and Appeals.

e Chapter 12 details the number of ways in which Information Technology can support the tax
administration.

e Chapter 13 focuses on the tax administration's Human Resources.

e Chapter 14 focuses on Budget Planning and Resource Management for tax administrations.

e Chapter 15 addresses Strategic Planning for tax administrations.

e Chapter 16 discusses the importance of Internal Audit to the continual improvement of tax
administration's operations.

e Chapter 17 details considerations of Integrity.

Save for Chapters 1 and 2, all chapters follow the same structure. Namely, each chapter:

e Begins with a short introduction of its subject topic.

e Lists leading practices in its respective area.

e Discusses common trends in its respective area. 'Common trends' refer to practices that tax
administrations around the world may be implementing or considering, but that are not yet
proven leading practices.
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e Presents a four-level maturity model. Each level of the maturity model shows the practices of

tax administrations at various stages of development — from basic to leading. Such a model is
useful as, besides allowing officials to identify their own administration's level of maturity, the
model presents a path forward for the administration (i.e., striving to achieve the characteristics
found at the next level). The authors and editors of this document have attempted to make the
maturity models practical and 'vertically' integrated across sections. That is, to the extent that
tax administrations evolve along the maturity scale from one level to the next in one subject
area, it is likely that they would be in a similar maturity level in other areas. Of course, there
may be exceptions.

e Describes the state of tax administrations in the LAC region with respect to the specific subject
topic and, to the extent possible, with respect to the maturity model of the section, but without
presuming in any way to score or rank individual countries.

e Presents key guidelines in the form of rules of thumb, benchmarks, or questions that can
provide an initial, high-level indication of tax administration performance in a given area.

In other words, although each chapter is designed as an independent 'leading practice' note, the
chapters follow a common structure and combine to form a coherent overall product. While
understanding that points of contention exist on many of these topics and that practices must be
adapted to fit different country contexts, the chapter authors have strived to present detailed and
unambiguous guidance wherever possible. The authors intend for this ambitious product to provide a
comprehensive view of tax administration functions and operations, including actionable guidance to
help tax administrators and donors understand leading practice, pinpoint areas with potential for
improvement, and identify steps for moving forward.
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Chapter 2. Conceptual Framework
Arturo Jacobs

The purpose of this chapter is to establish the conceptual framework, or major aspects of tax
administration — basic mission, core functions, main responsibilities, and operating environment — that
will be used to guide the remaining chapters of this document. As defined in Chapter 1, "taxes are the
compulsory, unrequited payments to the general government sector" — a definition adopted by the
OECD, the IMF, and the World Bank. The tax administration is the division of government tasked with
collecting taxes.

Each major aspect of tax administration is fully addressed in subsequent chapters. The purpose of this
chapter is to highlight features that deserve special emphasis, including the concept and practice of self-
assessment and voluntary compliance, lessening the cost and burden on taxpayers, taxpayer
identification numbers (TIN), taxpayer current accounts, and computerized integrated tax information
systems (ITIS). The operating environment in which the tax administration conducts its business
processes is also described in this section. "Operating environment" includes a country’s economic and
technological development, the business enabling environment, the complexity of the universe of
taxpayers that a tax administration needs to control, and the tax administration’s relationships and
coordination with other government institutions and private sector groups that are engaged in various
activities related to tax administration.

A maturity model is presented in this chapter to describe the general level of development of any tax
administration. The model is adapted and applied in subsequent chapters to describe four maturity
levels with respect to each of the major aspects of tax administration. As described below, the 'maturity
model' contains sets of characteristics that describe tax administrations at various levels of maturity,
from emerging to leading ones. Interested tax administrators and practitioners can use these
characteristics to assess a particular tax administration, describe its current level of maturity, and
understand the steps needed to take the tax administration to a new level of maturity. Aspects of the
maturity model can also serve as "rules of thumb" that interested officials can reference to conduct self-
assessments of their organizations’ strengths and weaknesses.

2.1. Exclusions from the Term "Tax Administration”
This product does not discuss the administration of taxes on international trade or tax policy.
2.1.1. Customs

A few countries around the world have merged their domestic tax administration and Customs. For
example, an OECD study” determined that, as of 2010, only nine OECD member countries had merged

* OECD (March 2011), p. 15.
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tax administrations and Customs. In Latin America, a recent study by CIAT® found that seven of 17
countries — Argentina, Brazil, Colombia, Guatemala, Honduras, Mexico, and Peru — have merged tax
administrations and Customs. With Caribbean countries included — which were not included in the CIAT
study — non-merged administrations exceed merged ones by a ratio of three to one. The CIAT study
concluded that the merging of tax administrations and Customs, after gaining some momentum in the
late 1990s and early 2000s, suddenly came to a standstill. One of the possible reasons was the reversal
by Canada in 2003 — a country seen as a model for tax administration in the region — which had merged
Customs and the domestic tax administration many years earlier but decided to separate them again.
Other reasons included the fact that actual mergers had proved to be mere formalities, rather than
meaningful in terms of day-to-day operations.

Whether Customs and the domestic tax administration should be merged is further addressed in
Chapter 4. Current leading international practices — the guiding principles for this product — strongly
suggest separate administrations. The term "tax administration" in this product does not include
Customs. This, however, does not diminish the very important need for both agencies to establish
ongoing cooperation and coordination through memoranda of understanding and legal documents that
authorize and formalize information sharing agreements to the extent provided by law, as discussed
later in this chapter.

The authors' decision to exclude Customs from this product is not intended to discount the great
importance of Customs in LAC countries in terms of tax revenue. However, the authors' believe that a
separate product on Customs would likely be the better approach and a very worthwhile undertaking.

2.1.2. Tax Policy

An early decision was made to exclude tax policy from this product, as this would similarly be a large
undertaking of its own. The tax administration, however, does play an important part in the
development and amendment of tax policies, by requiring its Legal Department to closely monitor,
analyze, and report on the positive or negative impact of tax policy and legislation on the operations of
the tax administration, as well as to recommend changes.

2.2. Core and Support Functions of Tax Administration

The core or basic functions that a modern tax administration performs in its direct operations are:

e Taxpayer registration — the collection, recording, and maintenance of basic identifying taxpayer
information in the tax administration's master database that permits the tax administration to
understands its taxpayer base and to plan accordingly;

e Taxpayer services — the information, forms, publications, and tax education that the tax
administration provides taxpayers to help them comply with their tax obligations, to
demonstrate that they are considered valued customers of the tax administration, and to
reduce the need for extensive enforcement, given limited resources;

® Inter-American Center of Tax Administrations (CIAT) et al. (2012), p. 13.
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Processing of tax declaration filings and tax payments — the processes and forms designed by
the tax administration for taxpayers to file their tax return(s) and pay their tax liabilities on
specified dates, and the processes used by the tax administration to receive, document, review,
correct if necessary, and archive the tax returns;

Taxpayer audits — the processes used by the tax administration to monitor compliance, by
selecting filed tax returns to audit/verify income, expenses, and supporting information
reported by the taxpayer and to make additional assessments which require collection action;
Taxpayer objections (administrative appeals) — the processes offered to taxpayers to first
dispute proposed additional tax assessments in forums within the tax administration’s field
offices;

Taxpayer appeals® — the formal processes available to taxpayers under the law to protest
proposed additional tax assessments or other actions by the tax administration at forums away
from the direct jurisdiction of the tax administration’s compliance offices, including judicial
reviews and hearings;

Collection of tax arrears (as opposed to current tax payments) — the business processes used by
the tax administration to collect taxes which are due, assessed, and not paid by the due date
under the law, including use of enforcement measures, such as liens, levies, and seizure and sale
of taxpayers’ property; and

Tax-fraud investigations — the processes used to investigate financial transactions declared by
taxpayers on their tax returns in cases in which the tax administration has a reasonable cause to
suspect that the taxpayer has committed tax fraud. Tax-fraud investigations also involve cases
of tax evasion, when taxpayers subject to tax do not register, file, and pay their taxes.

Support functions provide the resources, support, and guidance to the staff that perform the core

functions. These support functions are:

Information technology — computerization of systems and business processes of the tax
administration, and data networking;

Legal services — services provided to technical and management personnel by a cadre of
attorneys of the tax administration, including legal interpretation of tax laws and regulations,
and representation of the tax administration in all judicial forums, including tax appeals;

Human resources — personnel management, training, and development functions;

Budget planning and resource management (physical space, facilities, and other property
management);

Strategic and operations planning — the formulation of long-term strategic plans of the tax
administration and the drafting, implementation, and monitoring of annual work plans for all its
departments consistent with the objectives of the strategic plan;

® Objections and appeals are discussed in together in Chapter 11. However, there is an important distinction

between the two. Objections are reviewed by the tax administration, whereas decision-making related to appeals is

outside the span of control of the tax administration.
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e Internal audits — the processes of conducting periodic reviews to ensure that selected

regulations, operations, and administrative procedures and programs conform to specified
standards and are being implemented efficiently and effectively, including the analysis and
verification of accounts, financial transactions, and reports; and

e Integrity investigations — investigations about the conduct, such as alleged or suspected
corruption, of any member of the tax administration’s staff.

The core and support functions are staffed with three general categories of staffing — management,
technical, and administrative. In large countries with large taxpayer populations and large numbers of
tax administration staff, the tax administration is organized around a headquarters office, two or more
regional offices, and multiple district/field offices. In smaller countries, with fewer taxpayers and tax
administration staff, regional offices are not established, and their usual roles are performed by the
headquarters office. The roles of the headquarters and regional and district or local offices are
discussed in Chapter 4. Each of the core and support functions is fully described in its respective
chapter, as are the roles of the categories of staffing and the division of roles and responsibilities among
headquarters, regional, and field offices.

In many LAC countries, tax administrations organize and staff some non-tax-revenue support functions.
Staff usually provide information, assistance, and collection services for various government licenses and
fees. For example,” while it has no legal authority for them, Tax Administration Jamaica provides
information and assistance on the following processes:

e Drivers’ licenses and motor vehicle documentation;
e Payment of traffic tickets;

e Property taxes;

o Titles for motor vehicles;

e Trade licenses; and

e Stamp duty and transfer taxes.

Unfortunately, these activities detract from the core functions and performance of a modern tax
administration and should be re-assigned to other agencies in Jamaica, as was observed and
recommended by the IMF in its 2010 mission report and by other advisors. Therefore, despite their
practice by tax administrations of LAC countries, this product excludes such support functions from
discussion.

2.3. Main Mission and Responsibilities of the Tax Administration

All national governments must have the revenue necessary to fund the operations of their various
departments, to provide infrastructure and services for the population, to invest in economic
development, and to advance various other priorities. The main mission of the tax administration is to

7 Jacobs et al. (2012), p. 28-29.
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collect the tax revenue due and needed by their governments from taxpayers, under the country’s tax

laws, without hindering private sector development. Its main responsibilities are:

e Facilitate and encourage voluntary compliance by taxpayers with the country’s tax laws;
o Administer the tax laws fairly and impartially;

e Minimize the cost and burden on taxpayers to comply with their tax obligations;

e  Monitor compliance;

e Enforce the country’s tax laws in cases of non-compliance;

e Use its resources efficiently and effectively; and

e Ensure tax officials perform their functions with integrity and honesty.

In pursuing their mission, all tax administrations confront similar challenges, such as how to: broaden
the tax base by continually bringing non-registrants and non-filers into compliance, strengthen
organization and management, control tax evasion, improve tax collection, and facilitate voluntary
compliance. The greatest challenge for any tax administration is achieving and maintaining a high
degree of voluntary compliance, which can be facilitated by vigorous taxpayer service and education
programs and creative measures to minimize the burden on taxpayers in complying with their tax
obligations.

2.3.1. Self-assessment and Voluntary Compliance

There are three principal methods to determine and assess the amount of tax liability due from each
taxpayer: (1) one-on-one assessment on taxpayers by staff of the tax administration, usually in a tax
administration office, upon presentation of taxable information by the taxpayer at designated times, (2)
self-assessment and declaration by the taxpayer, and (3) tax withholding by third parties at the source.
The first method has been used in countries in early development of their tax administrations, where
very few taxpayers are registered in the tax administration’s registration database. Given limited
resources this method is inadequate, ineffective, and inefficient to handle tax computation and
assessment for more than a very small percentage of any country’s taxpayer population. Furthermore,
the one-on-one approach has proven to be a gateway for collusion and corruption between taxpayers
and tax administration staff and should be avoided.

The second method, self-assessment and declaration by the taxpayer, coupled with effective risk-based
audit programs and other verification mechanisms by the tax administration, is the preferred method to
determine and collect the amount of tax liability due from each taxpayer. For a self-assessment system,
the country’s tax laws must include provisions to the effect that taxpayers will: provide to the tax
administration the facts on which their tax liability can be computed; compute the tax liability
themselves; file a tax return on specified due dates showing and declaring the result of the computation
and the tax due; and pay the amount of tax owed at the time of filing. In effect, taxpayers are expected
to comply on their own with the country’s tax laws (i.e., to exercise voluntary compliance, under the
self-assessment/declaration method). Of course, the usual complexity of tax laws in most countries,
coupled with low literacy rates in many developing countries, cause taxpayers to rely on vigorous and
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extensive taxpayer service programs from the tax administration and/or assistance from professional tax

practitioners in order to meet their tax obligations, as discussed later in this chapter.

The third method, withholding of tax at the source, is discussed in Chapter 3. Examples include the legal
requirement for employers to determine, withhold, and pay to the government income tax from
employees’ wages and for retailers to collect from consumers and pay to the government value added
or general sales taxes.

The paramount objective of any tax administration is to encourage, facilitate, attain, and maintain a high
degree of self-assessment and voluntary compliance by taxpayers with their tax obligations. A high
degree of voluntary compliance in any country allows the tax administration to concentrate its resources
on identifying and dealing effectively with those taxpayers who fail to fully comply with their tax
obligations. In effect, extensive self-assessment and voluntary compliance by taxpayers, combined with
targeted compliance and enforcement programs that are based on risk assessment strategies, allows the
tax administration to administer the tax system effectively and efficiently by lowering administrative
expenses and raising revenues. Without a doubt, the most successful tax administrations around the
world continuously encourage, attain, and maintain a high degree of voluntary compliance.

2.3.2. Measures to Minimize Cost and Burden on Taxpayers

Of course, a high degree of voluntary compliance among all taxpayers does not just simply "happen." It
is incumbent on the tax administration to design, implement, and practice complementary measures to
encourage a self-assessment and voluntary compliance culture.

Figure 2.1. Measures to encourage voluntary compliance

Establish a
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procedures fairness Subject
decisions to

appeal
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Among such measures are efforts to minimize the cost and burden of complying with the tax laws, such
as providing simple overall procedures and facilities for taxpayers to file and pay their taxes. For
example, small businesses, farmers, and self-employed individuals in developing as well as developed
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countries represent a large number of taxpayers, but they may lack proper books and accounting

records to determine and self-assess their tax liabilities. For these reasons, it is very difficult and
expensive for the tax administration to assess and collect taxes from these groups. Consequently, many
small businesses in the informal economy simply elude the tax "net" and are not taxed at all. For these
groups, the tax administration can design, promote, and establish simple, optional presumptive tax
schemes, such as: (1) standard assessments to assign lump-sum taxes to taxpayers on the basis of
occupation or business activity; (2) assessments based on a taxpayer's estimated income from indicators
or proxies of wealth specific to a given profession or economic activity, where key indicators can range
from location of property to numbers of skilled employees or seating capacity; (3) alternative minimum
taxes, such as a minimum tax irrespective of the taxpayer's level of income or economic activity, and (4)
payment of a lump sum based on the small business’ turnover to be declared and filed on a single-page
income tax declaration.

Box 2.1. Turnover taxes for small businesses

There are several advantages to a turnover tax. It can apply to all small businesses; it imposes little tax on
businesses getting started; it is reduced when businesses experience difficult times and increases when
business sales increase; it requires business persons to start rudimentary record keeping that can act at least
as a crude proxy for a business’ profits; and, it can be designed to ease the transition and encourage small
businesses to move into the formal economy.® There are, however, disadvantages. Taxpayers with the same
amount of net income will pay the same amounts of tax, if their turnover is the same. Consequently, the
perception of fairness in the tax system may be lost.

For business taxpayers subject to the value added tax (VAT), tax administrations can and should
establish variable tax-filing periods and requirements to lessen the cost and burden on small and
medium taxpayers. Even for large taxpayers, who should and usually are required to file monthly, tax
forms can be simplified through re-designs that eliminate the requirement to attach extraneous data.
For example, a simplified filing system can just require a list of registered suppliers and customers, total
purchases and sales, and total taxes paid and levied — and avoid requiring superfluous information, such
as lists of all sales which some tax administrations require even though they are not necessary for audit
verifications.

Also, for voluntary compliance to flourish, the tax administration must offer a wide variety of high-
quality taxpayer services and taxpayer education programs with a dedicated staff to demonstrate that
those taxpayers who comply voluntarily are respected and treated as valued customers by their
government. A staff dedicated exclusively to the Taxpayer Services function is required to:

e Assist and advise taxpayers in understanding their rights and meeting their tax obligations;

e Attend the public counters and telephones and provide a high level and quality of assistance to
taxpayers;

e Respond promptly to written inquiries regarding tax questions, procedural requirements, etc.;

& Daniel (2009), p. 43.
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e Ensure that adequate supplies of explanatory and information pamphlets, guides, return forms,

applications for income, VAT, and excise tax registration, and other materials are available in
public access offices;

e Carry out taxpayer education activities (e.g., classroom orientations about tax laws for
importers) and on-site visits to advise taxpayers about effective ways to establish and maintain
books and records relevant to tax obligations;

e Resolve taxpayers’ problems with the tax administration promptly; and

e Explain taxpayers’ administrative objections and formal appeals procedures to dispute proposed
tax assessments and other actions of the tax administration.

Concurrently, the tax administration must continually explore and execute vigorous compliance
monitoring and enforcement programs aimed at taxpayers who are not in full compliance at any given
time to lessen the burden on taxpayers who comply voluntarily. However, even
compliance/enforcement staff engaged in their duties must encourage voluntary compliance. To do so,
they must perform their duties in a manner that demonstrates all due respect and courtesy to taxpayers
and third parties.

Another taxpayer incentive for voluntary compliance is a strong but fair penalty system for non-
compliance. The country’s tax laws should provide substantial financial penalties for non-filing; non-
payment and under-payment of tax liabilities; under-reporting of income; and failure to keep adequate
books and records, as required by the tax law. In addition, the tax laws must provide for severe
penalties for tax fraud and tax evasion convictions, including incarceration. Convictions of taxpayers for
tax fraud and tax evasion should be highly publicized to the general public as strong examples of
consequences for those who do not comply voluntarily with their tax obligations.

Establishing a reputation for efficiency and effectiveness in the tax administration helps promote
voluntary compliance. The tax administration establishes such a reputation when it continually
minimizes the potential risk of revenue loss by identifying and prioritizing its compliance monitoring and
audit verification activities. The tax administration should focus first on the country’s largest taxpayers,
who contribute between 60-75 percent of the tax revenue, then on medium taxpayers, and so on. Also,
the tax administration establishes a reputation for efficiency and effectiveness when it designs,
implements, and uses risk and case management systems to ensure that its staff continually works those
audit and collection cases that have the highest risk of error and/or potential revenue loss to the
government. Concurrently, under risk-based systems, taxpayers who generally comply fully with their
tax obligations are not selected for needless, time-consuming, and expensive audits and other
verifications — an indirect but powerful message that taxpayers, who comply voluntarily, are treated as
valued customers.

A final incentive for taxpayers to comply voluntarily with the tax laws is to know that the tax
administration has a reputation for administering fair and impartial administrative objections and
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appeals programs for taxpayers to dispute proposed tax assessments and other actions of the tax

administration.’
2.4. Operating Environment

The purpose of this sub-section is to describe the operating environment in which the tax administration
conducts its business processes. Tax administrations all over the world are faced with powerful
opportunities as well as challenges to use modern information technology in all of their operations. For
developing countries, the opportunities offered by technology are more elusive and challenges are
greater for several reasons, of which inadequate budgets are at the top. Beyond technology limitations
and inadequate budgets, tax administrations in developing countries face additional daunting
challenges, such as the complexities of the taxpayer population and the generally large informal or
"underground" economy, the need to tailor different service and compliance strategies for small,
medium, and large taxpayers for effective risk management, and the need to establish and maintain
positive and productive relationships and coordination with various other institutions at all levels, such
as Customs, the judiciary, academia, as well as various private sector groups, such as Chambers of
Commerce, national and international associations of accountants and attorneys, and business and
professional associations.

In developed countries, tax administrations have been fast embracing many technological advances
used in the private sector, such as electronic commerce, interactive telephone systems, and the capture
of data by the scanning or imaging of paper documents. Tax authorities have been moving quickly to
redesign their basic business processes and to rapidly implement electronic receipt, processing, and
delivery methods. They have been facilitating increased use of the internet for transmission of
information and access to tax forms by taxpayers. They have also been implementing interactive
telephone methods for taxpayers to file their tax returns and resolve queries and tax-account problems.
Furthermore, they have developed and heavily utilize data-warehouse research methods to supplement
traditional compliance tools. Direct interfaces with the sources of information, i.e., with external
information systems, are becoming more and more common.™

Tax administrations in most developing countries are also confronted with many external obstacles on
the path to modernizing their organizations. For example, they still face a weak legal/regulatory
institutions, outdated tax policies, inadequate or non-existent civil service rules, regulations, and
compensation-levels for attracting and retaining qualified staff, an absence of international accounting
and professional standards, which are indispensable for tax purposes, and a lack of modern financial and
banking standards and institutions. Computer equipment, data networks, and communications lines are
still in short supply and expensive in many countries, and governments have very meager financial
resources for their acquisition. Therefore, electronic and internet tax filing systems, electronic funds
transfer and payment systems, and integrated tax administration data systems that enable electronic

® Even though it is not within the purview of the tax administration, there is another incentive for taxpayers to
comply voluntarily — effective, transparent, well aimed, and efficient public expenditures. The main incentive for
taxpayers is to know that the tax revenues are well utilized.

19 Jacobs (2003), p. 2.
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forms processing — among the many tools in the "options basket" being adopted extensively by tax

administrators of developed countries — are options available only to a limited degree for tax
administrations in many developing countries that are engaged in the early stages of information
technology modernization efforts.™

The tax administration must learn not merely to cope, but to continually navigate successfully in its very
difficult operating environment to attain its basic mission and successfully accomplish its main
responsibilities.

2.4.1. Underground Economy

The problem of the "underground” economy is a serious problem to tax administrations all over the
world. In developing countries, in particular, the number of "non-filers" is very high. "Non-filers" are
taxpayers, who are required to, but have never registered for tax, and consequently have escaped
paying their tax obligations altogether. They conduct their businesses or professions "under the radar"
and go largely undetected. Tax administrations have a huge, continuous challenge to broaden the tax
base by continually identifying large numbers of non-filers and bringing them into compliance, thereby
lessening the burden on those taxpayers who do comply voluntarily.

There are a number of administrative tools that tax administrations can use to bring unregistered or
non-filling taxpayers into the tax net.’> For example, an effective tool to identify non-filers and verify
the accuracy of income and expense reporting by taxpayers is legislation that enables the tax
administration to receive and match third-party financial data of taxpayers to its master file and mount
compliance programs for omissions and discrepancies.”® Such legislation requires that financial
institutions, contractors, and employers routinely submit third-party financial data, such as data on the
payment of interest, dividends, wages, and other payments. Unfortunately, such legislation does not
exist in many developing countries. This issue is addressed in Chapter 3.

2.4.2. Taxpayer Segmentation

As stated above, tax administrations must tailor different service and compliance strategies for small,
medium, and large taxpayers for effective risk management. Therefore, over the years, more and more
tax administrations have developed and implemented strategies for controlling their universe of
taxpayers by type-of-taxpayer segments. The most common segmentation strategy has been to
establish a Large Taxpayer Office (LTO) to control and provide services to those taxpayers who
collectively account for between 60-75 percent of the government’s overall tax revenue each year.
Inclusion in the LTO program is usually determined by a large annual turnover value and/or amount of
tax liability of the taxpayer for the prior two or more years, plus other criteria. The nature of the
business is also a factor. For instance, in many countries all taxpayers in certain industries—such as

" bid., p. 3.
12 These are discussed in Chapter 7.
13 Chapter 9 covers a variety of issues and compliance programs to deal with the underground economy.
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financial institutions and mining - are included in the LTO program, regardless of their turnover and
actual size.

Additional segmentation of taxpayers has recently been extended in some countries to designing and
implementing strategies and offices to control medium-size taxpayers, who usually contribute around
10-15 percent of the government’s annual tax revenue. Medium taxpayers have less formal structures
and many deal mostly in cash, resulting in more opportunities to under-report income. Medium
Taxpayer Offices (MTOs), by default, control those taxpayers neither covered by the LTO nor considered
small taxpayers.

Small taxpayers, as stated above, are by far the largest taxpayer segment in most countries, and also the
most difficult to control because of their sheer number and their lack of adequate record keeping. In
lieu of applying scarce audit and compliance resources to this taxpayer population, presumptive tax
strategies have been introduced in many countries, as described above, thus allowing these taxpayers to
opt to pay, for example, a standard assessment based on occupation; an estimated assessment based
on income activity; a minimum tax; or simple turnover tax, rather than be subject to more complex
income tax requirements. Chapter 3 recommends that the country’s tax laws authorize the tax
administration to design and implement effective presumptive schemes for small taxpayers, to be
published in regulations. Presumptive taxation is considered an optimal method of curbing widespread
non-compliance without employing excessive government resources, because it addresses the concerns
of both the taxpayer and the tax authority. Presumptive taxation provides taxpayers with a simplified
option for tax compliance without requiring full financial transparency. Although presumptive regimes
may bring about significant simplification, they may also result in unequal tax burdens. Care should be
taken to ensure that some level of equity is preserved — i.e., that all taxpayers with similar levels of
income are allowed to opt into the presumptive regime (preferred), or that all taxpayers with similar
levels of income pay similar amounts of tax, whether under the simplified regime or not.

One disadvantage of too much taxpayer segmentation is duplication and fragmentation of functional
units of the tax administration. For example, LTOs not only perform audits and collections with their
own audit and collection staff, but they also provide taxpayer services to large taxpayers with their own
taxpayer services staff. To ensure the uniform application of the law and a perception of fairness, when
MTOs are also segmented to control medium taxpayers, functional staffs need to be established in
MTOs for audit, collection, and taxpayer services as well. Similarly, and at the same time, functional
units should be maintained for control of small taxpayers.

2.4.3. Coordination and Cooperation with Public and Private Sector Groups

There are many government agencies and institutions at various levels that play important support roles
for tax administration. For example, the financial activities of importers and exporters and
corresponding data in declarations that Customs documents and maintains are of vital importance for

Y The latter is a form of "horizontal" equity. "Vertical" equity, between taxpayers with different levels of income, is
beyond the scope of this discussion.
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the tax administration in its audit verification program and other compliance activities. Similarly, some
information maintained by the tax administration applicable to importers and exporters is important to
Customs for its own assessment purposes. Often, however, there are very strict legal restrictions to the
sharing of information between the two agencies, even though both are usually under the Ministry of
Finance and, in some cases, may even be under the same Director.” Therefore, it is very important that
the Heads of both agencies establish ongoing cooperation and coordination through memoranda of
understanding, and legal documents that authorize and formalize information sharing agreements to
the extent provided by law. In some cases, joint cooperation and coordination between the two
agencies may be necessary to introduce and enact legislation to ensure that the most pertinent data to
each may be shared.

Tax administration officials should also work in coordination with officials of the Ministry of Finance to
identify and cultivate positive relationships with officials of parliament, or other legislative bodies, who
can be "champions" to lead legislative initiatives of vital importance to the tax administration. Proposed
legislation to authorize the tax administration and information technology to enable the administration
to routinely receive and match third-party financial data is one example. Chapter 3 cites several other
examples.

There are many other public institutions at local, regional, and national levels in most countries that
record information about natural persons, partnerships, and corporations regarding registration, public
tenders, purchases, rentals, licenses, etc. — information that is very important for all aspects of the tax
administration’s compliance activities. Therefore, it is of great interest and importance for the tax
administration to seek and establish positive relationships with these institutions to be able to access
information on an ongoing basis.

The judicial institutions that routinely handle tax administration cases — appeals, prosecution of fraud
cases, civil trials regarding enforcement issues, etc. — require ongoing, special attention by the tax
administration to cultivate and establish positive relationships. Unfortunately, in many countries, it is
not unusual for appeal cases of proposed tax assessments — often related to large taxpayers, with a
great deal of money at stake — to linger for years without receiving attention from the judges. In many,
if not most developing countries, the judges may be unfamiliar with the tax laws and reluctant to hear
the cases. Even when the courts hear appeals, fraud, and other tax cases that have been well-
developed and researched by the tax administration’s technical and legal experts, negative outcomes
are not unusual. Therefore, it is incumbent on the tax administration to be proactive in establishing
positive relationships and coordination with relevant judicial actors. For example, the tax
administration’s tax attorneys and senior tax auditors can offer and provide classroom training in tax law
for judges, and can also be available to judges upon request to discuss technical questions and issues.

The tax administration must also offer periodic forums for Chambers of Commerce, industry groups,
business and professional associations, and other groups to share their views and concerns about the
country’s tax laws, the tax administration’s practices, and any other issues that adversely impact on

15 Chapter 4 discusses the separation of Customs from the administration of domestic taxes.
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their respective members. Of these groups, the associations of chartered accountants or similar groups

whose tax practitioners prepare and file tax returns and legally represent taxpayers on audit, collection,
objections, appeals, and tax-fraud cases deserve special attention from the tax administration. Because
of the volume of taxpayers they represent collectively — particularly large and medium taxpayers — they
could even be considered "informal partners" in the administration of the tax laws. They, too, must
have opportunities to express their views to the tax administration about problems and issues, and the
tax administration is obligated to review these issues and take corrective action promptly, wherever
necessary. Leading international practices require that tax administrations establish a regular, periodic
forum to meet with tax practitioners.

Since they almost always represent multiple taxpayers and/or prepare multiple personal and business
tax declarations for taxpayers, individual professional tax practitioners (accountants, legal professionals,
etc.) are very important stakeholders in promoting and maintaining voluntary compliance among the
taxpayers they represent. While their first responsibility is to their clients, the great majority of
professional tax practitioners abide by ethical standards and considerations, including a responsibility to
their respective governments to abide by the law, regulations, and decisions that govern their field of
tax practice.

Unfortunately, particularly in developing countries, professional tax practitioners often do not receive
effective and efficient treatment and services from the tax administration.

Box 2.2. Taxpayer services in Curacao prior to 2008

The inadequate service provided by the tax administration to professional tax practitioners and taxpayers in
Curacao in 2008 is representative of the level of service that professional tax practitioners routinely encounter
in many developing countries. In Curacao, right before and on any "peak days" (due dates of
monthly/quarterly tax declarations and tax payments), very long queues at the taxpayer service premises of
the tax administration resulted in excessive waiting time, high costs, and dissatisfaction among taxpayers. To
the chagrin of taxpayers and tax practitioners alike, professional tax practitioners were required to wait in line
alongside individual taxpayers. Individual taxpayers experienced much longer waiting times than necessary,
as the tax practitioners delivered multiple clients’ documents and payments for acceptance and validation.

Similar situations have been observed in several other LAC countries and in many other countries
around the world in recent years. Some countries have simply established a separate delivery point for
tax practitioners, away from the taxpayer service area.
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Box 2.3. Taxpayer Representatives' Center in Puerto Rico

In order to provide the necessary level of service to professional tax practitioners, Puerto Rico’s Sub Secretary
of Internal Revenue established the Taxpayer Representatives’ Center in San Juan in 2000 and staffed it with
five taxpayer service technicians. The Center was separate from the regular taxpayer service premises. The
center’s telephone and fax numbers were not generally publicized, but were made available to tax
practitioners. Tax technicians at the center handled and resolved more difficult and complex cases,
particularly the more complex tax account analysis cases of large employers, corporations, and multiple clients
of tax practitioners. Once cases were resolved, resolutions were communicated to the representatives by fax,
telephone, correspondence, and occasionally, with personal visits by practitioners to the center. The Center
had grown to 22 technicians by 2004. Congestion, aggravation, and cost for all parties at the regular taxpayer
service premises were reduced considerably and Sub Secretary of Internal Revenue and practitioners were
equally pleased with the outcomes of the center’s special services.™

Finally, colleges and universities comprise another group of institutions that are worthy of special
attention by the tax administration.

Box 2.4. Partnering with academia in El Salvador

Academia can be a very valuable partner for tax administration. A partnership between El Salvador’s
Direccidén General de Ingresos Internos (DGIl) and academia is a good example. In 2003, the DGIl was
experiencing severe budget shortfalls that had made it difficult to fund the staff necessary to accomplish many
of its program objectives. The taxpayer service program was hit particularly hard. On "peak days" — due-dates
of tax declarations and tax payments — taxpayer queues in taxpayer service facilities throughout the country
were extremely long. On-site, line managers had to continually divert audit and other taxpayer compliance
staff from their regular work to provide service to taxpayers. Consequently, the audit and other taxpayer
compliance programs, already persistently understaffed, suffered further adverse effects, year after year.

Starting in 2003, the DGII began to draw upon the universities to supplement its meager staffing. To graduate,
university students in El Salvador were required by university authorities to complete one year of public
service. The DGII, in collaboration with academia, recruited 300 students in 2003 and 500 in 2005. The
students were assigned to support the various program functions, particularly the Taxpayer Service program.
Students were also assigned as aides to the technical staff of the Audit and Taxpayer Non-Filer programs.

By turning mostly to seniors majoring in economics, accounting, law, and related fields, the DGII not only
recruited those students more likely to be familiar with the DGII's work, but also students who could become
good prospects for permanent employment. The students were trained for three days on tax law related to
the functional program tasks they would perform and on some task techniques, such as verification of records
regarding taxpayers’ compliance. Whether three days of training were sufficient was a subject of periodic
debate. Nevertheless, the DGIl was fortunate to have the students at its disposal. The cost to the DGII
(government) was only $8 per day for each student. The cost/benefit ratios in programs of taxpayer service,
audit, and non-filers were reportedly analyzed frequently and consistently proved very favorable. Plans were
made to recruit 700+ students in 2006 and beyond.

Budget shortfalls are a way of life, particularly in developing countries. Collaboration of tax
administrators with academia to have students spend a year in public service as a prerequisite for
graduation is a "win-win" strategy for the universities, the students, the tax administrations, and
taxpayers. The students benefit from temporary employment and practical work experience; the tax

18 Jacobs (2009), p. 1.
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administrations get much needed staffing support; the countries receive public service from thousands

of students; and taxpayers enjoy improved (taxpayer) service."
2.5. Integrated Tax Information System (ITIS)

Chapter 12 addresses information technology in depth. This sub-section does not attempt to address
technical aspects of information technology; rather, it covers the conceptual framework of what users
need for the design and implementation of a computerized ITIS. The intent here is to describe, for tax
administrations in developing countries, the functional components, data systems, and communications
networks that need to be brought together to comprise an ITIS to support efforts to modernize
operations — again, from the standpoint of the users.

The overall objective of information technology modernization efforts is to develop an ITIS that brings
together most information that tax administrations need for successful operations in a way that
facilitates ease of access and use by the ultimate users. The design of the overall system must address
effective applications for various types of taxes generally levied in developing countries, including VAT
or sales tax, individual income tax, corporate income/profits tax, excise taxes, property taxes, and
property transfer taxes.

Notwithstanding the daunting challenges in the operating environment described earlier, tax
administrations in developing countries still have to jump-start their modernization efforts through
technological improvements to help meet their governments’ critical, ongoing, and ever-increasing
needs for sufficient tax revenues to fund their operations. In the early stages of design and
implementation of modern information technology solutions, they must replace systems that are still
largely manual.’® At best, tax administrations often count only on a smattering of computer equipment
at a few office locations, much of it old equipment supported by outdated technology. Yet, the design
and implementation of modern, computerized, and integrated information systems and networks are
indispensable to meet all major challenges.

Five constant challenges, which face all tax administrations and dominate their operations, were cited
earlier. The successful design and implementation of a computerized ITIS is essential for overcoming
these five challenges, as briefly illustrated in the following examples:

Broaden the Tax Base

A computerized ITIS is necessary to implement a taxpayer numbering system that controls the issuance
of a unique TIN for every taxpayer. The TIN is a necessary initial step to establish a "master file of all
taxpayers" and define any meaningful tax base, under the existing tax laws of the country.
Computerized systems also are indispensable in preparing for the conversion and implementation of a
new or revised TIN system (e.g., in storing and tracking pre-registration lists of potential taxpayers

17 H

Ibid., p. 1.
18 The tax administration may need to improve processes through analysis and re-engineering, rather than simply
automate poor manual procedures.
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derived from various sources). Tax administrations should assign a single TIN to each taxpayer for all
taxes, rather than different numbers to the same taxpayer for different types of taxes.

Modern compliance surveys that aim to broaden the tax base also require the use of a computerized
database to gather and track survey information, as well as to import data stored electronically in other
systems, where possible, in order to facilitate cross-checking of information and identify potential new
taxpayers.

Strengthen the Organization and Its Management

A computerized ITIS supports efforts to strengthen the tax administration’s organization and
management. The design and implementation of administrative systems that provide management with
critical data for planning and monitoring operations and progress on objectives, performance
measurement, budgeting, accounting, personnel management, and asset management is very important
for achieving this objective.

Control Tax Evasion

An ITIS that accurately collects and links information on all payments and liabilities within the tax
system, with customs duties and payments, with land ownership and taxation, and with motor vehicle
registration is an incredible force against tax evasion. Experiences in countries that have the ability to
make queries and compare such data continually reveal many incidences of potential tax evasion. For
example, the audit of taxpayers, who pay relatively little income tax, but are identified in related
systems as owners of several profitable companies and one or more expensive automobiles, often
reveal substantial under-reporting of income and lead to prosecution (and/or substantial penalties) for
tax evasion.

Modern audit selection procedures based on risk analysis require effective, integrated computer
systems to apply audit selection criteria for a specific tax or across taxes. However, cross-checking of
information is only effective given accurate and complete storage of information on most or all taxes for
each taxpayer, which is impossible to accomplish with manual systems. When taxpayers become aware
that the tax authority has the ability to cross-check information on a routine basis using a computerized
system, there is a positive impact on controlling tax evasion.

Improve Collection of Tax Arrears

The current situation in many countries requires the collection of tax arrears with very unreliable paper
ledger cards and systems. Unless there is an accurate picture of open taxpayers’ liabilities, it is very
difficult to confront taxpayers to collect taxes that may or may not be in arrears. An ITIS can easily
identify amounts in arrears and compute and apply appropriate penalties and interest when requested
by authorized officials. The automatic production and issuance of notices to taxpayers on a periodic
basis with accurate collection information greatly improves collections of amounts due. For those
notices that fail to elicit collection in full, the tax authority can easily identify arrears accounts and assign
field enforcement personnel.
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Facilitate Voluntary Compliance

An effective ITIS is one of the most powerful tools to facilitate voluntary compliance, because it enables
the tax administration to establish and maintain:

e An up-to-date taxpayer registration system;

e An accurate taxpayer accounting system for taxpayers’ accounts;

e Effective audit/verification programs; and

e Timely monitoring of filing and payments for quick follow-up on omissions, etc.

In short, a strong ITIS allows the tax administration to establish a reputation for efficiency, effectiveness,
accuracy, and reliability — qualities that encourage taxpayers to comply voluntarily.

2.5.1. Taxpayer Current Account and Taxpayer Identification Number

The taxpayer current account (sometimes referred to as the taxpayer ledger) is one of the pillars of
modern and successful tax administrations, and it is a vital part of an ITIS. A taxpayer current account is
really an accounting system for each taxpayer by which the tax administration tracks liabilities owed and
payments made by each taxpayer for all types of taxes. All debit and credit transactions must be
recorded in a timely manner—no matter where the activity takes place—to track all financial activity
(liabilities and payments, respectively) on a taxpayer’s account. Automated current account systems are
able to track and record tax declarations filed by the taxpayer, whether through the banking system,
electronically (e.g., e-filing), or at a tax administration office anywhere in the country. Tax payments
made at all locations must also be recorded to the taxpayer’s current account as quickly as possible.
Prompt and complete posting of these data provide an audit trail with debit and credit transactions to
track all financial activity (liabilities and payments, respectively) on each taxpayer’s account.

A given taxpayer’s current account is first established at the time the taxpayer registers with the tax
administration and is given a unique TIN, another vital part of an ITIS. The TIN for each taxpayer is the
electronic address where all transactions are recorded. At the time of registration, the particular
taxpayer’s tax obligations are entered in his own current account in the tax administration’s master file
database of taxpayers, using the unique TIN as the main identifier. The particular current account for
that taxpayer lists the types of tax declarations for which the taxpayer is liable (VAT, income tax, excises,
etc.) and the due dates of each tax return and payment. Thereafter, the automated system monitors
the taxpayer’s current account for compliance or non-compliance with tax obligations. If the taxpayer
does not file any of the required declarations by the due date, a non-filer case is issued soon thereafter
by the automated system to the appropriate compliance unit for contact with the taxpayer (by mail,
telephone, or field visit).

Similarly, if the taxpayer does file, but does not pay all or part of the tax due, then the automated
system issues a tax arrears case to the appropriate division for contact with the taxpayer. The system
also automatically calculates and records information to the taxpayer’s current account, including:
penalties and interest assessed for each tax and period; tax deficiencies assessed, after audit; each
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payment made for each tax and period; and, refunds made. The taxpayer’s physical address for tax
purposes - or that of his legal representative - must continually be updated for issuance of official
notices.

In short, all tax filing and financial activity must be entered and tracked in a timely manner so that the
tax administration can identify instantly the status of any given taxpayer, and determine whether any
compliance action or other response is required. Ideally, each taxpayer should be given electronic
access to his/her current account. This can only be accomplished with a modern, computerized ITIS.

2.6. Maturity Model for Tax Administration

This section presents a four-level model to allow interested officials to self-assess the general level of
maturity of the tax administration in a given country, using "rules of thumb" to assess strengths and
weaknesses. An overview of the maturity model is provided in the figure below. In addition, this and
subsequent chapters provide the detail of this same four-level maturity model for each of the major
aspects of the tax administration to assist officials in making targeted self-assessments.

A maturity model is a tool that can be used by institutions, tax administrations in this case, to assess
their current capabilities and to plan for improvement. The maturity model presented in this product is
an integration of USAID's human and institutional capacity development (HICD) approach with specific
application to tax administration. The authors of the various chapters have used the maturity model to
depict the general state of tax administration in LAC, although LAC countries vary widely in terms of tax
administration challenges and successes. This product does not place individual countries at various
maturity levels.

The purpose of using a maturity model is similar to that of a benchmarking exercise, but the maturity
model is more powerful. In addition to describing and providing benchmarks for leading practices, a
maturity model describes the usual practices in tax administration at lower levels of maturity. With this
additional information, a maturity model has several advantages over benchmarking. Tax
administrations that use a maturity model rather than benchmarking to leading practice or international
norms:

e See a clearer progression from their current state to leading practice;

e See the potential progression of all components, and thus understand what is needed to sustain
improvement and performance, rather than focusing on isolated, unsustainable interventions;
and

e Are more appreciative of the capacity that they already have and are able to leverage existing
systems, processes, and tools in planning for improvement.

Simplistically, a maturity model is usually presented in tabular format, where the columns of the table
describe several levels of maturity (e.g., from basic to leading) and the rows of the table describe the
specific parameters along which progress can be described and/or measured. The following is an
example:
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Figure 2.2. A maturity model for tax administrations

Operations

Operations are
informal, sporadic,
and ever changing.

Formalized
Operations are
formalized,
evidenced by
regular practice or
documentation.

Integrated
Policies, programs,
processes, and tools
are consistent.

Strategic
Organizational
strategy and
performance goals
filter through all
levels.

Stakeholders

Stakeholders have
different levels of

understanding and
awareness and

Stakeholders have a
shared
understanding, but
programs may not

Cross-functional
ownership and
information-sharing
promote integrated

Stakeholders
engage in behavior
that directly
supports desired

variable be coordinated.

commitment.

programs and outcomes.

operations.

The example above uses four levels and shows two (high-level) parameters. While four levels are
appropriate, a useful maturity model must be comprehensive. The maturity model should cover all
areas of the tax administration's delivery framework and must contain parameters for all core functions
(e.g., registration, collections, audit, etc.), support functions (information technology, legal services,
etc.), as well as governance and management.

A maturity model must be vertically integrated. This means that if a tax administration is at a specific
level of maturity with respect to one area, it will likely be at the same level across other areas. Vertical
integration ensures that the model is realistic. In tax administrations, for example, if third-party data
are not available and not used in identifying non-filers, they are likely not available and not used in
indirect audits, the registration database is likely not well maintained, and the collection function is
likely not fully effective. The levels of the maturity model must draw on practical examples of tax

administrations in leading or emerging economies to be useful."

Conceptual Framework: Maturity Level 1
Key word: "Unaware"

e The tax administration lacks awareness of its taxpayer population due to ineffective, inefficient,
and/or inaccurate taxpayer registration, taxpayer accounts, and compliance strategies and
surveys.

e There are no provisions in the tax laws for self-assessment, so one-on-one assessments are the
rule, with very limited compliance coverage, and the potential for corruption is extensive.

9 In addition, maturity models may have additional dimensions (e.g., systems and tools vs. performance), may
contain a scoring mechanism to assign scores to tax administration capacity, and may contain quantitative
benchmarks for each characteristic. A complex maturity model with all such characteristics, however, deserves
separate research. The maturity model presented here is accessible. Thus, to the extent that quantitative
benchmarks for the tax administration are available, those are discussed in the section on key benchmarks in each
chapter.
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e Voluntary compliance is unknown or not a trusted concept, and the informal economy is

rampant.

e Service to taxpayers is largely non-existent.

e Mutual hostility exists between the tax administration and taxpayers.

e The tax administration has neither conclusively identified large taxpayers nor brought them
under control.

e Necessary written policies and procedures for staff of core and support functions do not exist,
and staff act independently, inconsistently, and erratically.

e Strategic plans and annual operations plans are non-existent. Ad hoc, day-to-day operations are
the norm for every department, each of which acts independently.

e Little modern technology or equipment is available, and most work and information systems are
manual.

e Relationships with public and private-sector institutions are lukewarm, at best, and even border
on hostility in many cases.

e There is a substantial lack of legal/regulatory institutions, modern tax policy, civil service rules
and regulations for attracting and retaining qualified staff, international accounting and
professional standards, and modern financial and banking standards and institutions.

Conceptual Framework: Maturity Level 2
Key word: "Awakening"

e Formal registration of taxpayers, usually with unreliable TINs, has begun, but taxpayer accounts
are largely unreliable.

e Informal identification of large taxpayers has begun, but criteria for inclusion is not defined, and
even those considered large taxpayers have not yet been brought under control.

e There are still no provisions in the tax law for self-assessment, but the tax administration is
aware that one-on-one assessments severely limit their scope of operations and breed
unlimited opportunities for corruption, and begins to seek legal changes to advance self-
assessment and the concept of voluntary compliance.

e Taxpayer service programs have been established but are disorganized and severely
understaffed, with erratic levels of competence among the existing staff.

e Compliance strategies and surveys, even if ill-conceived and without a focus on high-risk
segments and individuals, are launched irregularly to identify non-filers. They generally identify
an abundance of very small taxpayers with very small tax liabilities, who require an inordinate
share of the tax administration’s scarce resources to control.

e Annual operations plans of the departments are loosely drafted independently by the various
core functions, without coordination among them, but long-term strategic plans for the overall
tax administration still do not exist, and there is no concept of "direction" for the tax
administration.

e Little modern technology or equipment is available, and that which does exist is supported by
outdated technology, so most of the work is still done manually.
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e Institutionalization of procedures varies across departments, as do skills of the staff, and

procedural manuals are minimal, developed on an ad hoc basis, and sparsely used.

e "Hot-and-cold" efforts by top-level officials to establish good relationships with some public and
private sector groups — particularly with Customs and public accountants — are initiated but lack
coherence and stability.

e There is still a substantial lack of legal/regulatory institutions, modern tax policy, civil service
rules and regulations for attracting and retaining qualified staff, international accounting and
professional standards, and modern financial and banking standards and institutions.

Conceptual Framework: Maturity Level 3
Key word: "Poised"

e There are provisions in the tax law for self-assessment, with limited opportunities for
corruption, and an estimated 70-75 percent of taxpayers comply voluntarily.

e Formal registration of taxpayers, with a "best-practice” system of TINs, has largely been
completed, and taxpayer accounts are usually accurate.

e Formal definition, identification, and fairly good control of large taxpayers have been
accomplished. However, the criteria for selecting and deselecting taxpayers that fall under LTO
control are nebulous, and so the number of taxpayers under control is never certain.

e Compliance strategies and surveys that begin to focus on high risk taxpayer segments and
individuals are launched in a timely manner and in accordance with annual work plans.
However, the tax administration only has a partial grasp of the size of the informal economy and
non-filer population.

e long-term, strategic plans are drafted and used to develop and coordinate annual operations
plans of the various core functions. However, while the tax administration may achieve many of
the objectives in its strategic and annual work plans, there is greater focus on short- and
medium-term objectives, with a lack of focus on long-term direction.

e Procedural and policy manuals have been developed for each of the tax administrations’
functions and are closely followed by skilled staff, but the manuals suffer from a lack of timely
updates.

e Relationships with public and private sector groups are usually positive — memoranda of
understanding with Customs for exchange of data are generally successful, as are forums for
public accounting and Chamber of Commerce groups, etc. However, there are exceptions, such
as less than cordial relationships with the judiciary or other groups.

e Modern technology and equipment are available, but there is often a shortage in specific
departments, and funds for purchase are often somewhat limited.

e There is an obvious presence of legal/regulatory institutions, modern tax policy, civil service
rules and regulations for attracting and retaining qualified staff, international accounting and
professional standards, and modern financial and banking standards and institutions. The tax
administration has started to embrace many technological advances used in the private sector,
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such as electronic commerce, interactive telephone systems, and the capture of data by the

scanning or imaging of paper documents.
Conceptual Framework: Maturity Level 4

Key word: "Solid"

e Provisions in the tax law for self-assessment have existed for several years, and at least 85
percent of taxpayers comply voluntarily. Incidences of corruption within the tax administration
are extremely rare.

e Registration of taxpayers has been tested over several years and proven to be very accurate,
and taxpayer accounts are rarely inaccurate.

e  Multiple criteria have been established for selecting and deselecting large taxpayers, who are
continually identified for control by the LTO and have a high level of compliance, as confirmed
by various tests and other verification measures. The LTO itself has experienced staff.

e Vigorous enforcement programs and targeted surveys, which consistently identify risk by
segments, are launched periodically to effectively bring into compliance and under control small
pockets of taxpayers who are not in compliance.

e Strategic plans, with a clear focus on "the big picture" and the long-term objectives of the
organization, strongly guide the development and implementation of annual work plans, and
objectives of the strategic and annual work plans are almost always met.

e Clear, concise procedural and policy manuals are available electronically for each of the tax
administrations’ functions, are closely followed by skilled staff, and are promptly updated
electronically.

e Relationships with public and private sector groups are very positive — memoranda of
understanding with Customs for exchange of data are very successful, as are forums for public
accounting and Chamber of Commerce groups, the judiciary, etc.

o The tax administration has reliable information systems supported by the latest technology and
has already embraced and implemented many technological advances used in the private
sector, such as electronic commerce, interactive telephone systems, and the capture of data by
the scanning or imaging of paper documents.

e There is a strong presence of legal/regulatory institutions, modern tax policy, civil service rules,
regulations and competitive salaries for attracting and retaining qualified staff, international
accounting and professional standards, and modern financial and banking standards and
institutions. The tax administration has embraced technological advances used in the private
sector, such as electronic commerce, interactive telephone systems, and the capture of data by
the scanning or imaging of paper documents.
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Chapter 3. Legal Framework
Arturo Jacobs

This section outlines the legal framework that enables the tax administration to operate effectively and
efficiently, while safeguarding the rights of taxpayers at the same time. The types of taxes, tax rates,
schedules, and similar features of tax law are not within the scope of this document. Instead, the focus
is on the type of legal framework and selected administrative provisions of the tax laws.

3.1. Leading Practice

Although not a good practice, it is fairly common among many developing countries around the world to
have their legal framework for taxation dispersed across a series of tax laws, each with its own set of
provisions for tax administration (e.g., an income tax law, a value added tax (VAT) law, an excise tax law,
etc.). These tax laws are always supplemented and supported by an assortment of regulations,
executive instructions, and ad hoc decisions issued from a variety of sources. Both the tax
administration and taxpayers find it difficult to follow such an assortment of multiple laws, regulations,
instructions, and decisions, particularly since administrative provisions are usually inconsistent and
always dispersed among the various laws and related documents.

Rather than a series of tax laws for each tax type, the international best practice is for government to
enact a tax code, which incorporates all legal aspects of taxation into one comprehensive, coherent
piece of legislation, and determines the legal principles of taxation. The tax code should include all
national taxes, i.e., tax on the income of physical persons, tax on the income of legal persons, VAT,
excise taxes, social insurance contributions, land and property taxes, taxes on the processors of
minerals, and others.

Box 3.1. Unified tax code in the United States

The 11 subtitles of the U.S. Internal Revenue Code include provisions for all major taxes imposed by the U.S.
Federal Government: income taxes, estate and gift taxes, employment taxes, and excise taxes. The Code also
includes a single subtitle (section) for the administration of all taxes, with provisions for registration, filing and
payment requirements, assessment and collections, penalties and interest, and other. The Internal Revenue
Code, however, does not include all tax related provisions. The U.S. bankruptcy law — Title 11 of the U.S. Code
— describes the filing of tax returns by the debtor.

Several influential international institutions have drafted model tax codes to encourage and guide
officials of countries that want to improve their tax legislation. For example, several years ago the IMF’s
Legal Department developed a sample tax code for a hypothetical country (the Transition Republic of
Taxastan) for use as reference material to provide assistance to countries in the preparation of
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legislative tax acts and the application of laws.?’ Also, a project sponsored by Harvard University’s
International Tax Program developed a tax code® several years ago to help developing countries with a
legislative framework as they formulate modern tax policies and tax laws. Even though both models are
several years old, they still offer excellent guidance for the development of a comprehensive tax code.

This sub-section draws on both hypothetical models cited above and from international best practices to
describe a few very important features for the tax administration and for taxpayers that a modern tax
code should include. Among those features are the principles of the tax code; basic provisions, including
creation and organization of the tax administration; responsibilities and powers of the tax
administration; rights of taxpayers; international taxation features; and some of the compliance and
enforcement provisions most needed by the tax administration to administer the tax laws fairly,
efficiently, and effectively.

3.1.1. Principles

Among the most important principles to be included in a tax code is the principle of self-assessment, as
stated and described in Chapter 2. The code should also emphasize cooperation between taxpayers and
the tax administration and should promote voluntary compliance rather than the enforcement of
compliance by the tax administration.”” Other important principles which need to be addressed in a tax
code are:

e All amendments should be made to the tax code, rather than by enacting supplemental or
separate pieces of legislation;

e In an ongoing effort to make the tax law simple and clear, regulations and rulings, which
interpret the tax laws, should be published regularly by the tax administration and should be
made easily available to individual taxpayers;

e Transparency and predictability of the tax laws and operations of the tax administration should
be the norm;

e Some provisions should be included in the code in general terms, or certain changes should be
permitted by executive order, to allow flexibility and avoid rigid, possibly unworkable
requirements which could not be changed without costly and time-consuming amendments to
the law, such as presumptive tax regimes for small taxpayers, as described in Chapter 2;

e C(Clear statements to the effect that, when there is conflict with provisions of laws at other levels
of government, the tax code should prevail;

e On the other hand, tax treaty provisions of the country supersede tax code provisions, should
there be a conflict; and

e There is deference to some provisions of common law, e.g., exempting tools of a trade or
profession from seizure and sale for unpaid taxes.

% IMF Legal Department (2000), Tax Code of the Republic of Taxastan. A Hypothetical Tax Law,
http://www.imf.org/external/np/leg/tlaw/2000/eng/stan.htm.

! Hussey, Ward and Donald Lubick (1996), Basic World Tax Code and Commentary, Harvard University’s
International Tax Program.

%2 The need for focus on facilitating voluntary compliance is discussed in Chapter 2.
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3.1.2. Basic Provisions

Of course, in addition to principles, tax codes must clearly cite and describe basic provisions of taxation.
These provide the basic legal authority to the tax administration to collect taxes. Among the basic
principles are:

e The requirement for taxpayers to acquire a tax identification number from the tax
administration and register with the tax administration;

e The general content and requirements of tax returns, and filing and payment due dates;

e The place for filing tax returns to be determined in regulations and publicized by the tax
administration in order to allow flexibility for changes in organization and technological changes,
such as e-filing;

e The requirement for taxpayers to maintain adequate books and records;

e The responsibility of the tax administration to conduct audits and other verification measures;

e The requirement for third parties to collect tax at the source, such as the withholding of income
tax by employers from employees’ salaries and wages;

e Provisions for computation, assessment, and collection of tax, interest, penalties, and other
charges for other than full compliance with the tax laws; and

e Definitions of violations punishable by fines or imprisonment, such as tax evasion and tax fraud,
and the right of the tax administration to publicize convictions of such offenses.

To emphasize the importance of voluntary compliance and mutual cooperation between the tax
administration and taxpayers, the tax code must outline the basic rights of taxpayers, including:

e The right to examine records of audits performed by the tax administration;

e The right to present explanations to tax authorities regarding his computation and payment of
taxes with respect to the records of audits performed;

e The right to be represented by a qualified legal representative of their choice in matters before
the tax administration;

e Theright to reconsideration of decisions of the tax administration (objections);

e The right to formally appeal decisions of the tax administration in a manner stipulated in the tax
code;

e The right to apply for and receive advance rulings about the position of the tax administration
with regard to a proposed business transaction;

e The right to receive credits, refunds, and interest for overpayment of taxes; and

e For those taxpayers who have filed tax returns, protection with statutes of limitations for
assessment and collection of taxes.

3.1.3. Provisions to Create and Organize the Tax Administration

The tax code must also provide the necessary organization and machinery to enforce and collect all
taxes, including provisions to:
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e Authorize creation of the tax administration, headed by a tax administrator/director

general/commissioner (the "Head");

e Organize the tax administration into headquarters, regional (if necessary), and local offices along
functional lines of core taxes in an efficient way that avoids duplication, overlap, and
underutilization of staff (see also the discussion of semi-autonomous revenue authorities in the
next sub-section);?

o Allow flexibility for future changes of the organization structure deemed necessary to the Head
of the tax administration, with concurrence by the Minister of Finance;

e Establish procedures to select employees based solely on merit and their ability to do the work
and to make promotions based on competitive procedures;

e Authorize the Head of the tax administration to determine whether, when, and how much tax is
due, as provided for in the tax code and regulations, and the authority to enforce collections,
perform audits, and otherwise perform the necessary administrative functions;

e With certain safeguards, authorize the Head of the tax administration to delegate his/her legal
authorities to designated subordinates; and

e Protect tax officials acting within the scope of their official duties from personal liability to
taxpayers.

The main responsibilities of the tax administration outlined in Chapter 2 — to facilitate and encourage
voluntary compliance by taxpayers with the country’s tax laws; administer the tax laws fairly and
impartially; minimize the cost and burden on taxpayers to comply with their tax obligations; monitor
compliance; enforce the country’s tax laws in cases of non-compliance; and use its resources efficiently
and effectively — should also be clearly stated in the tax code. Other, specific responsibilities of the tax
administration which should be included in the code are:

e QOrganize and carry out taxpayer service and education programs to provide information to
taxpayers which they need to comply with the tax laws;

e Design and implement effective presumptive schemes for small taxpayers and variable tax-filing
periods for medium taxpayers, to be published in regulations (to avoid stipulating in the code
systems which may prove unworkable and would require legislative action to change); and

e Safeguard and keep confidential all information provided by the taxpayer to the tax
administration.

3.1.4. Critical Compliance and Enforcement Provisions

The tax code must include certain very important provisions that encourage voluntary compliance and
grant a variety of compliance and enforcement tools to the tax administration. One of the most
important is the provision which requires banks and other financial institutions, contractors, and

% Hussey et al. (1996), p. 185, for example, contains a relatively general provision, stating that "The Tax Service
shall be mainly organized along functional lines. Functions shall be divided among the departments in such a way
that every function is allocated, but also in such a way that the duplication of tasks is avoided." This provision
defines only the broad principle and allows flexibility in the organization and avoids costly legislative amendments.
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employers to routinely and regularly submit to the tax administration for its matching and compliance

programs third-party financial information documents, such as the payment of interest, dividends,
wages, and other payments. In fact, under the requirements of the tax laws of many countries, an
extremely wide variety of transactions must be reported to the revenue body, generally in electronic
format, including agricultural payments, brokers’ transactions, capital gains distributions, non-employee
compensation and fees, commercial fish purchases for cash, interest, dividends, real estate transactions,
rents, sales of securities, wages, large cash purchases, etc. Such legal provisions enable the tax
administration to receive and match third-party financial data of taxpayers to its master file and mount
compliance programs for omissions and discrepancies detected from the matches. This use of third-
party financial data is one of the most effective tools that a tax administration has for identifying non-
filers and verifying the accuracy of the income and expenses reported by taxpayers.

The tax code should also legally require banks and financial institutions, as well as other government
institutions such as Customs, to furnish specific taxpayers’ financial information in their custody, when
such information is requested by tax administration officials engaged in official activities, such as audits
and enforcement. This provision not only is important for enforcement and compliance programs, but
also strengthens the legitimacy of international exchange of information agreements. For example, in
the context of negotiating a Tax Treaty or Tax Information Exchange Agreement, other countries are
often interested in financial information on large, multinational corporations and very complex
transactions, such as transfer pricing, between or among subsidiaries based in various countries.

The tax code needs to grant several other powers to the tax administration, if it is to perform its duties
and responsibilities effectively. Examples of such powers are (not all-inclusive):

e Administratively compel testimony or the production of documents, i.e., enable the subpoena of
documents or persons in order to conduct comprehensive audits and discover assets subject to
enforcement for non-payment, etc.;

o File a tax lien for unpaid taxes, a legal claim which attaches after assessment, notice, and
demand to all personal and real property of the taxpayer;

e Garnish funds due the taxpayer from third parties (accounts receivable) and funds of the
taxpayer on deposit in banks or other financial institutions;

e Seize and sell many types of personal and real property, after notice and demand;

e Subject individuals or corporations to investigations for tax fraud/evasion, if warranted, and
recommend criminal prosecution and severe penalties, including incarceration;

e Administratively determine and report certain tax arrears accounts as uncollectible, i.e.,
suspend collection activities in those cases where the likelihood of collection is nil or very low or
the taxpayer cannot be located; and

e In exceptional circumstances, where collection of the tax obligation is deemed to be in jeopardy,
as determined by the tax administrator, make a jeopardy assessment and enforce collection
without regard to the rights of taxpayers to object and appeal proposed assessments, subject to
a claim for refund and, if denied, subject to the right to file judicial proceedings for recovery.
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3.2. Common Trends

While a tax code is generally viewed as superior to separate tax laws for a country’s various tax types of
taxes, some countries have chosen to pursue other alternatives for improvement, such as a tax
procedures code, because of political or other circumstances. Also, in lieu of a tax code with specific
provisions, some countries have experimented with "framework laws" for their tax legislation, which
establish "intent" and defer procedural details for the subsequent regulations phase, thereby giving
much more discretion to the drafters of secondary legislation (regulations). On the limiting side of
trends, more and more countries are amending their tax laws to remove discretionary powers of the
Minister of Finance or other government officials to grant certain tax "favors". The following is a
discussion of these and similar trends.

3.2.1. Tax Procedures Code and Other Trends

While the Ministry of Finance and/or the tax administration may acknowledge the benefits of and wish
to enact a unified tax code to replace separate pieces of legislation for each type of tax, it may not be
feasible to do so, politically or otherwise. In such cases, the international best practice is for the
Government to extract the administrative provisions from each of the tax laws and consolidate them in
a single, uniform tax procedures code, separate from the substantive pieces of tax legislation. A uniform
tax procedures code enhances transparency, clarity, and consistency in the application of the country’s
tax laws. Recently, countries such as Indonesia, New Zealand, Republika Srpska, Montenegro, and
Serbia have implemented Tax Procedures Codes (Acts) successfully; and other countries are currently
developing them, including South Africa, Namibia, Ghana, Malawi, Tanzania, Botswana, and Turkey.*

Another trend is for countries to draft legal, administrative provisions of tax legislation in general terms
that grant "flexibility." For example, some countries, such as the United Kingdom?®, have relied on
"framework laws". Framework laws are statutes which are drafted in general terms and merely lay
down a framework, mostly in the form of overall principles, objectives and guidelines. With framework
tax laws, the details are left to regulations to be designed, published, and made available to taxpayers
by the tax administration. Examples of such flexibility are the general provisions described in Chapter 2
for presumptive assessment regimes for small taxpayers or, as may be required for e-filing and other
technological advances, for the provisions for where tax returns should be filed.

One change in tax legislation gaining international momentum is to remove the discretionary power of
the Minister of Finance or any other government official to grant exemptions or to negotiate "tax
agreements." The practice has been generally viewed by taxpayers as one that opens opportunities for
corruption and cronyism and one that treats taxpayers grossly unequally. Also, in some cases, countries

* Hook (2011), p. 1.

% The United Kingdom, with a decision of the House of the Lords in the case of Respondents vs. HM
Commissioners of Inland Revenue ex parte Wilkinson [2006] STC 270, is likely moving away from framework type
laws. The decision focused on the validity of concessions, but in general also discussed the power of HM Revenue
and Customs to choose how to apply the law. Since the United Kingdom has been and is a trend-setting model in tax
administration around the world, this type of "flexibility" trend in other parts of the world will likely vanish.
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are removing the power of the Head of the tax administration, Permanent Secretary, Minister, or any

other government official to remit taxes and interest. The majority of countries now have a
constitutional or statutory provision that allows exemptions only by a law of general application.?®

3.2.2. Legal Provisions to Meet Technological Changes

To succeed in the modern world, tax administrations must have well-designed Integrated Tax
Information Systems (see Chapter 12). Legal provisions, therefore, must be included in the tax
legislation to enable the tax administration to operate effectively alongside economic, business, and
social environments fully engaged and immersed in modern technology.

Tax authorities all around the world have been quickly moving to redesign their basic business processes
and to rapidly implement electronic receipt, processing, and delivery methods. They have been
facilitating increased use of the internet for transmission of information and access to tax forms by
taxpayers. More and more, all large taxpayers are being required to file their tax returns and
accompanying documents electronically. Electronic filing/electronic signatures improve the ease of
compliance for taxpayers.”’ At the same time, the tax administration enjoys decreased costs from
higher accuracy and greater compliance through electronic processing of tax returns.

Another very significant trend among tax administrators around the world is to legally authorize
commercial banks to receive and process tax returns and tax payments. Tax administrators have
recognized that cashier functions in their own operations represent a very outmoded method of doing
business which lends itself to corruption and risk of revenue loss. Given provisions in the tax code or
other tax legislation that enable alternative methods of cashiering, cashier functions in many countries
have been outsourced under contracts negotiated by the Ministry of Finance or by the tax
administration with commercial banks. Under these contracts, commercial banks receive and process
tax payments, send key taxpayer-entity and payment information to the tax administration for
reconciliation, and transfer funds electronically to the Ministry or the Central Bank. Many negotiated
contracts also require the banks to receive and process tax returns together with payments; provide
taxpayers with receipts; forward taxpayer-entity and payment information electronically daily to the tax
administration; and bundle and forward tax returns and related paper documents once or twice per
week. Free of charge, commercial banks have been provided software developed by the tax
administration to perform all these tasks.

3.2.3. International Taxation

As is readily obvious from some of the basic international provisions of tax codes, the variance in tax
rates across different countries gives rise to a number of complex international tax issues that confront
tax administrations all over the world, such as:

26 H

Ibid., p. 3.
" This, of course, depends on infrastructure levels and the actual requirements of the law. A recent tax compliance
cost survey of Nepal by the International Finance Corporation indicated a common perception that the e-filing
process is "tedious" (International Finance Corporation (n.d.), p. 42).
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e Deciding which parts of capital should be treated as "domestic" or "foreign" in residence based

taxation;
e Deciding what is "foreign" and what is "domestic" income (source rules);
e Matching of expenses and income to whichever expenses relate;
e Deciding which foreign taxes are paid against which income (cross-crediting); and
o Defining related-party transactions and arms-length transactions, including "transfer pricing".

Some basic legislative provisions to ease the tax administration in handling complex international tax
issues include:*®

e A clear definition of the object of taxation, including what constitutes residency, what
constitutes a permanent establishment and what income is attributed to it and is subject to tax;

e Providing for credit for taxes paid to other jurisdictions wherever income from outside of the
own jurisdiction is taxed, but setting limits on such credits to avoid transferring revenue to these
other jurisdictions;

o Allowing for the withholding of tax on payments to nonresidents;

e Providing for rules that prevent the recognition of income or loss from the reorganization of
entities;

e Providing for rules that do not allow deferral of taxation (e.g., taxing residents on income from
abroad only when this income is remitted to the own jurisdiction); and

e Providing for anti-avoidance related to tax havens, including treating income from a tax haven
as taxable, imposing restrictions on deductibility of expenses, imposing taxes on unrealized
capital gains when a taxable person leaves the own jurisdiction, and as discussed below,
adopting transfer pricing rules.

One of the most difficult international tax issues relates to transfer pricing. Transfer pricing is a way to
allocate the profits of the taxpayer by manipulating the prices charged on intra-group (within related
legal entities) cross-border transactions. This is done in such a way as to maximize taxable profits in low
tax jurisdictions and minimize such profits in high tax countries. The law should include provisions in
line with international practices to curb this type of tax avoidance, prescribing methodologies,
documentation requirements, and penalties.29

Of course, without access to financial information in other countries of cross-border corporations which
are residents, tax administrations are impotent. The increasingly important objectives of bringing large,
multinational taxpayers under control and their complex, cross-border financial transactions with
related entities under closer scrutiny have given rise to the urgent need for provisions in tax legislation
for tax treaties and international exchange of information. The tax administration has the responsibility

%8 In addition, many countries may impose additional levies on nonresidents or on specific transactions under the
argument that these are non-transparent.

2 Comprehensive transfer pricing guidelines are published, for example, by the OECD. See Transfer Pricing
Guidelines for Multinational Enterprises and Tax Administrations 2001, OECD Publishing, 2001.
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to participate with Ministry and/or foreign affairs officials in negotiations of tax treaties and agreements

for exchange of information.*

Box 3.2. Addressing international tax evasion in Canada

In 2005, CRA reported that over 16,000 Canadian corporate taxpayers were reporting some type of foreign
transactions amounting to over $1.5 trillion in taxes to the government.31 As a growing number of Canadian
individuals, trusts, and corporations undertook transactions with entities in foreign jurisdictions, it was
imperative for CRA to ensure that the correct amounts of taxes were withheld and that non-residents filed
returns and paid the taxes they owed. In the same year, CRA budgeted for an additional $30 million to
respond to the growing risk of international tax avoidance and implemented a new Aggressive International
Tax Planning initiative. The initiative placed emphasis on increasing audit coverage and research studies on
emerging international tax schemes, developing new risk assessment models, and recommending necessary
legislative or treaty changes. In addition, in 2004 Canada enacted changes to its Income tax act to allow the
government to deny a tax benefit under a tax treaty for abusive tax avoidance and, in 2006 CRA restructured
its Compliance Programs Branch. According to a 2012 testimony before Parliament, these reforms had a total
fiscal impact of over $2.5 billion in just four years.32

Canada's Economic Action Plan 2013 further enhances the capacity of CRA to combat international tax evasion
and aggressive avoidance.® The Plan:

e Includes a new Stop International Tax Evasion Program that allows the CRA to pay individuals who supply
knowledge of major international tax non-compliance;

e Requires financial institutions and others who currently report information on international electronic
funds transfers greater than $10,000 to the Financial Transactions and Reports Analysis Centre of Canada
to also report those transactions to the CRA;

e Streamlines the judicial process that provides the CRA authorization to obtain information from third
parties such as banks; and

e Introduces additional requirements for Canadian taxpayers with foreign income or properties to report
more detailed information, and extends the amount of time the CRA has to reassess those who have not
properly reported this income.

3.2.4. Semi-Autonomous Revenue Authority (SARA)

As noted, tax administrations in developing countries face many formidable obstacles to modernize
their institutions. Among their biggest challenges are meager budgets for space, equipment, and other
resources necessary for operations. In fact, it is common for tax administrations to face budget
shortfalls, even against meager preliminary budgets. Furthermore, under the Civil Service regulations of
most developing countries, staff remuneration is generally very low and far from competitive with the
private sector. Consequently, one often observes significant levels of corruption.

In response to these circumstances, one trend in developing countries (especially in Latin America and
Africa), is for tax administrations, usually through legislation, to become semi-autonomous revenue

% Exchange of information agreements, along with provisions to avoid double taxation and for conflict resolution,
are usually part of bilateral tax treaties between countries. See Model Tax Convention on Income and on Capital
2010, OECD Publishing, 2012.

1 Auditor General of Canada (2007), Chapter 7, p. 1.

%2 Downe (2012), para. 2.

% Canada Revenue Agency (2013), para. 5.
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authorities (SARAs) in hopes that this arrangement will lead to more adequate funding, higher salaries

and other benefits. With legal authority given to Tax Administration Jamaica in April of 2013 to establish
a SARA, SARAs currently exist in twelve LAC countries. The SARA model has received a great deal of
attention among tax and customs administration experts, Ministries of Finance and international donor
organizations. SARAs are tax administrations that have greater than usual autonomy along several
organizational design dimensions, including: legal character, financing, governance, personnel policy,
procurement policy, and accountability relationships.>* Many advocates see SARAs as solutions not only
to inadequate budgets and salaries, but also to low rates of tax compliance, ineffective tax
administration staff, and corruption.

As a SARA, in effect, the tax administration is taken out of the MOF and established as a semi-
autonomous entity. While there are many variations around a similar basic theme, the principal
characteristics include: personnel systems outside of the civil service purview; self-financing
mechanisms (usually with a given percentage of gross collections); and boards of directors that usually
include the Minister of Finance, other key Ministries, and private sector representatives. A recent IMF
conference listed several common arguments in favor of establishing SARAs, including easier reform,
addressing civil service rewards, reduced corruption, autonomy from political motivations, etc.
However, the IMF added that, except for "autonomy from political motivation", most of the expected
benefits have not been realized.

There are nearly 40 SARAs around the world clustered largely in Africa and Latin America®, according to
an IMF study in 2006. In another study conducted in 2004, Arthur Mann®® examined arguments in favor
of and against establishing SARAs, identified elements associated with the "success" or "failure" of the
SARA experiment, and offered estimates of overall performance through analyses of indicators such as
tax ratios and tax collection productivity measures. Among his major conclusions, he found that a clear
picture of success or failure of SARAs could not be detected.

Nevertheless, the objective of this sub-section is not to advocate for or against the SARA model, but to
recognize the trend and confirm that a legal framework is absolutely necessary to establish a SARA.
From among the many "lessons learned" cited in Mann’s study, he strongly recommended that SARAs
"be established under Parliamentary Acts to give the SARA sustainable legal and political legitimacy."*’
The legal framework to establish a SARA comprises too many required provisions to cover here, but the
articles cited by Mann and the World Bank offer practical guides for interested tax administration

officials.

¥ World Bank (2005), p. 1.
¥ Kidd et al. (2006), p. 11.
% Mann (2004), p. 98.

¥ Ibid., p. 56.
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3.3. Tax Administration Maturity

Four levels of maturity of the legal framework of tax administrations are presented below to help
interested officials make determinations about the level of legal maturity and as rules of thumb to make
self-assessments about strengths and weaknesses of their respective tax administration.

Legal Framework: Maturity Level 1
Key word: "Dispersed and Chaotic"

e The legal framework for taxation is dispersed across a series of tax-type laws, each with
separate provisions for tax administration, and each administered by a separate tax department,
with no coordination among them.

e There is no consistency among the administrative provisions of the separate income, corporate
income, and VAT laws, each with different rates of penalties and interest for the same offenses,
such as for late-filing, underpayments, etc.

e None of the tax laws establishes self-assessment or other principles of taxation. Consequently,
collection by the tax administration, rather than by self-assessment, is the rule.

e No regulations, which interpret the tax laws, are ever prepared, and taxpayers are always in a
state of confusion and subject to whatever interpretations are made by the tax administration.

e None of the laws officially creates its respective tax administration, and their organization
structures are left to the discretion and mandates of their top tax administrators, who make
frequent changes.

e None of the tax laws cites specific responsibilities of the tax administration nor rights of
taxpayers.

e Segmentation and control of large taxpayers are not mandated.

e What few compliance and enforcement provisions exist in the separate laws are vague and
conflict with laws at other levels of government. Enforcement is non-existent, and non-
compliance is widespread.

e None of the laws provides for possible incarceration for tax fraud/evasion.

e There are no legal provisions in the separate laws for the use of banks for receipt of tax returns
and payments. All payments are made at separate tax administration cashiers’ offices, with very
long queues the norm on payment due dates.

e Provisions for e-filing and electronic signatures do not exist in any of the tax laws.

e The Minister of Finance and/or other officials are given discretionary power in the tax laws to
grant tax exemptions or negotiate tax agreements with legal and physical persons.

Legal Framework: Maturity Level 2
Key word: "Still Dispersed but Seeking Codification"

e In the second level of maturity, there are still separate laws for each type of tax, but the tax
administrations may have been placed under one Director General/Commissioner (the Head),
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who, with Ministry backing, is exploring initiatives to prepare proposed legislation to enact a tax

code or a tax procedures code.

e There is still no consistency among the administrative provisions of the separate income and
corporate tax and VAT laws, which each have different rates of penalties and interest for the
same offenses, such as for late-filing or underpayments, etc.

e There is now recognition at Ministry and Head levels that relying on collection by the tax
administration, rather than by self-assessment, is failing to raise the levels of tax revenue
required by government.

e Taxpayers and their legal representatives have pushed the tax administration to prepare a few
regulations, which interpret the tax laws, but their timeliness and clarity are usually poor.

e None of the laws officially creates its respective tax administration, but the Head and Ministry
officials are exploring re-organizing from type of tax to functional structures™.

e The various tax laws have been amended to include a few rights of taxpayers, such as the right
to appeal proposed assessments, but there is little clarity about mechanisms and court levels
involved, and coordination with the judiciary is poor.

e There is no segmentation and control of large taxpayers mandated. However, there is general
recognition by the Head and management of the need to do both.

e There are no international tax treaties or exchange of information agreements with other
countries.

e What few compliance and enforcement provisions exist in the separate laws are still vague, and
they conflict with laws at other levels of government. Enforcement is rare, and non-compliance
is still widespread.

e None of the laws yet provide for possible incarceration for tax fraud/evasion.

e There are still no legal provisions in the separate laws for the use of banks for receipt of tax
returns and payments. All payments are made at the separate tax administration cashiers’
offices, with very long queues the norm on payment due dates.

e Provisions for e-filing and electronic signatures still do not exist in any of the tax laws, but there
are some locally initiated projects for e-filing.

e The Minister of Finance and/or other officials continue to have discretionary power in the tax
laws to grant tax exemptions or negotiate tax agreements with legal and physical persons.

Legal Framework: Maturity Level 3

Key word: "Codification"

e Either a tax code or a tax procedures code for administrative provisions applicable to all tax laws
has recently been enacted.

% Functional organizational structures group staff according to their special skills, training, and primary function. In
a functionally organized tax administration, for example, auditors will form an audit division and collectors will
form a collections division, irrespective of the type(s) of taxes or taxpayers they handle. Functional and other types
of organizational structures for tax administrations are discussed in Chapter 4.
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e There is now a high degree of consistency in the administrative provisions of the law for

violations, but what varies is interpretation and application by tax administration staff.

e The principle of self-assessment is established in the law, but some of the compliance staff still
act as if collection by the tax administration is the best method for dealing with taxpayers.

e The tax administration regularly prepares and issues regulations, which interpret the tax laws;
however, in too many cases each year, the timeliness and quality of the regulations are poor.

e The tax code/tax provisions code officially creates one tax administration, and generally requires
a functional structure, with headquarters, regional (if necessary), and local offices. The Head,
with concurrence by the Ministry of Finance, has discretion over the exact organizational
structure and future changes.

e The tax code or tax procedures code cites specific responsibilities of the tax administration and
rights of taxpayers. However, there are too many proven cases where taxpayers’ rights have
been violated by tax administration officials.

e Segmentation and control of large taxpayers are authorized by law.

e A few tax treaties and exchange of information agreements authorized by the tax code/tax
procedures code have been negotiated, but a few necessary ones are still pending.

e There are some compliance and enforcement provisions in the law, with a certain degree of
clarity about their position with regard to laws at other levels of government. There is some
ongoing enforcement, such as garnishing taxpayers’ funds on deposit in commercial banks.
However, seizure and sale of property for non-payment of taxes is rarely undertaken because of
conflicts with common law or other laws.

e There are still no provisions to require banks or other third parties to regularly provide
information on payments to taxpayers to the tax administration for matching with its master
file.

e The tax code/tax procedures code provide for fines, penalties, and/or possible incarceration for
tax fraud/evasion. However, the tax administration uses these provisions mainly to raise
revenue rather than to encourage voluntary compliance by setting examples of the
consequences of non-compliance.

e There are now legal provisions in the tax laws that provide the Ministry and the Head with the
option of using banks for receipt of tax returns and payments. However, the Ministry and Head
choose not to exercise this option and continue their cashier function.

e Provisions for e-filing and electronic signatures now exist, and there is a fair degree of e-filing,
including that of large taxpayers, whose e-filing is still optional in the law.

e There is now a statutory provision that allows exemptions only by a law of general application.
Therefore, the Minister of Finance and/or other officials do not have discretionary power in the
tax laws to grant tax exemptions or negotiate tax agreements with legal and physical persons.

Legal Framework: Maturity Level 4
Key word: "Model Tax Law"

e A comprehensive tax code is in place.
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e There is almost 100 percent consistency in the provisions of the law for violations of any type of

tax, and the application of these provisions by the tax administration is highly and consistently
accurate.

e Self-assessment is the established principle of taxation in the law, and the degree of voluntary
compliance determined by reliable compliance studies is consistently above 85 percent each
year.

e Regulations which interpret the tax laws are regularly prepared and issued, including advance
rulings requested by taxpayers, and their timeliness and quality are excellent.

e The tax code officially creates the tax administration with a functional structure and gives
authority to the Head of the tax administration, with concurrence by the Ministry of Finance, to
make future changes, as necessary. These are, in fact, made periodically, with very good results.

o All the rights of taxpayers and responsibilities of the tax administration cited above are
incorporated in the tax code and are realized regularly by both parties.

e A Large Taxpayer Office (LTO) for control of large taxpayers, mandated in the tax code, is
established and the tax administration and taxpayers are both satisfied with the LTO's
operations.

e Required tax treaties and exchange of information agreements authorized by the tax code have
all been negotiated and are updated periodically.

e Most, if not all, of the compliance and enforcement provisions critical for successful operations
of the tax administration are part of the tax code and fully applied by the tax administration.

e Provisions in the tax code require banks or other third parties to regularly provide information
about payments to taxpayers to the tax administration for matching with its master file, and the
tax administration enjoys a very successful matching/compliance program.

e The tax code’s provisions for sanctions, including possible incarceration, for tax fraud/evasion
are vigorously applied, and convictions and prison sentences are widely publicized.

e Under tax code provisions, banks handle 10-15 percent of filings of tax returns and 45-60
percent of tax payments for the tax administration, under contracts negotiated by the Ministry
and the Head.

e Provisions for e-filing and electronic signatures in the tax code have helped the tax
administration accomplish a 60-70 percent e-filing rate by general taxpayers, and a 100 percent
rate by large taxpayers, as required by law.

e A statutory provision that allows exemptions only by a law of general application has been part
of the tax code for several years.

3.4. Latin America and the Caribbean

With respect to many aspects of the overall legal framework for tax administration, several countries in
Latin America — Argentina, Brazil, Chile, Colombia, and Mexico, for example — have sophisticated tax
administrations. Overall, LAC countries generally are at the third level of maturity above. In a few very
important features of their legal frameworks, however, almost all LAC countries are at the second level
of maturity. Examples of legal features of LAC countries at the second level of maturity are:
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e Almost all Latin American countries now have and are required to follow a tax code as their

sole, respective legal authority for tax administration®®, but some Caribbean countries still have
their legal framework for taxation dispersed across a series of tax laws, each with its own set of
provisions for tax administration, together with the usual assortment of regulations, executive
instructions, and ad hoc decisions issued from a variety of sources. With some exceptions in
countries like Chile, Colombia, and Mexico, there is a general absence of implementing
regulations;

e Some principles of taxation, several rights of taxpayers, and several responsibilities of the tax
administration are either not part of the tax code or tax laws or are vague and widely dispersed;

e Substantial provisions to enhance compliance, which should be granted to the tax
administration in the laws, are lacking. For example, there are generally no legal requirements
in the tax codes or tax laws of LAC countries for financial institutions and other payers to
routinely and regularly provide information about payments to taxpayers in order to match
such information with the tax administrations’ files.”> For example:

o Judicial authorization is required for the tax administrations to access financial
information from banks in eight Latin American countries;

o Bank information can be requested individually only on case-related investigations in
seven countries; and

o Only three countries — Colombia, Chile and Peru — can access bank information that is
not case-related;

e Separately, bank secrecy laws, which further thwart compliance with tax laws, are widespread
throughout the region;

e Since tax legislation does not provide authorization to Ministries of Finance and tax
administrations of many countries to enter into agreements with banks or other financial
institutions to receive tax payments and tax returns on behalf of the tax administration, many
continue to operate antiquated cashier functions, which are not only inefficient and risk-prone,
but are also sources of dissatisfaction and frustration for taxpayers and their legal
representatives, particularly because of long queues and delays required simply to file tax
returns, make tax payments, and generally comply with tax obligations;

e There is limited authority to compel testimony or summons persons and documents and to
conduct criminal investigations for tax fraud and evasion (the latter is, on occasion, vested in
other agencies). Sanctions in the law for tax evasion/fraud consist mainly of monetary fines;

e Garnishment, seizure, and sale of personal and real property are very limited under the tax laws
of most LAC countries, and provisions are often in conflict with other national laws of the
country. For example, in Latin America,”* the tax administrations of Brazil, Costa Rica,
Guatemala, Honduras, and Paraguay have no authority to enforce collection of delinquent
taxes; judicial review before enforcement is required in Argentina, Nicaragua, and Paraguay;

** Inter-American Center for Tax Administrations (CIAT) et al. (2012), p. 31.
40 H

Ibid., p. 33.
“ Ibid., p 8, 15.
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and the tax administrations of Chile and El Salvador have no legal authority whatsoever to

collect delinquent taxes;

e Generally, throughout the LAC region, the use of sanctions to deter non-compliance is weak.
For example, sanctions are low in number and not rigorously applied, which "renders this
enforcement tool an ineffective instrument as a deterrent to non—compliance";42

e In most LAC countries, there is no authority to administratively report tax arrears accounts as
uncollectible, even in bankruptcy "no-asset" cases, no-asset death cases, etc. Coupled with
weak enforcement provisions, the lack of write-off authority swells the stock of tax arrears, of
which many are old and uncollectible, throughout the LAC region. For example, the percentage
of tax arrears inventory or stock older than 5 years in Latin American countries is quite high,
ranging as high as 86 percent (Peru), with an average of 42.37 percent for countries in Latin
America;43

e Almost universally in the tax codes or tax laws of most LAC countries, there is a general absence
of formal delegation of authority to the lowest appropriate levels in order for decisions on cases
and administrative issues to be promptly made, rather than to be routed to upper levels of
management for decisions; and

e With regard to the current prominence of international taxation issues, and specifically to
exchange-of-information and double taxation agreements, the maturity level of the legal
framework in LAC countries is mixed, as evidenced in part by the number of double taxation
agreements in the various countries. For example, in Latin America, three countries have no
double taxation agreements at all, four have only one each, and three other countries have only
10 in total among them.*

Of particular concern, in almost all LAC countries, legal sanctions for tax fraud/evasion are either very
weak and/or are seldom applied to the full extent of the law. In developed countries, every so often,
authorities pursue felony cases of tax fraud, which may receive a high profile in the news media and
serve to highlight for the general public consequences for tax non-compliance. In the developing world,
many countries have made tax fraud a criminal offense only recently. In some cases, despite having the
laws in place, these sanctions are seldom applied. In El Salvador, which enacted its tax fraud felony
legislation about ten years ago, for example, only a handful of cases have been brought to courts for
enforcement in recent years — none between 2006 and 2009 and only 3 cases in 2010. Generally, "the
number of convictions for tax fraud/evasion in too many Latin American countries is very low, while
there have been no convictions at all in other countries of the region during the last 5 years."*

However, there are promising developments. For example, the Inter-American Center of Tax
Administrations (CIAT) has drafted a model tax code to help member countries that are interested in
further improving their current legal frameworks, particularly those at the second level of maturity
described above. Also in the region, Jamaica, one of the few countries that do not have a tax code,

“2 Ibid., p. 36.

“ Ibid., p. 52.

* Gomez Sabaini et al. (2012), p. 56-57.

*® Inter-American Center of Tax Administrations (CIAT) et al. (2012), p. 38-41, 73.
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drafted a tax procedures code in 2011, which is being considered for possible enactment. There are also
positive developments with regard to collaboration with commercial banks to assist tax administrations
with the receipt and preliminary processing of tax returns and tax payments. Guatemala and El Salvador,
among other countries, have negotiated contracts with commercial banks and developed software for
processing payments that they provide to the banks free of charge. Under this arrangement,
commercial banks receive and process tax declarations, together with payments, and provide taxpayers
with receipts for tax declarations and payments received.*

Furthermore, LAC countries have led the way with regards to developing legislation for the
establishment of SARAs. The oldest SARA was established in Peru in 1988,%” and, as of 2010, Argentina,
Barbados, Bolivia, Colombia, the Dominican Republic, Ecuador, Guatemala, Guyana, Mexico, Peru, and
Trinidad and Tobago had Revenue Authorities.*®

3.5. Key Benchmarks and Guidelines

The key benchmarks for the legal framework of tax administrations are very similar to the fourth level of
maturity described in Section 3.3:

e A comprehensive tax code has been enacted and there is 100 percent consistency in the
provisions of the law for violations of any type of tax, and the application of these provisions by
the tax administration is highly and consistently accurate. If a tax code has not been enacted, a
tax procedures code which consolidates all the administrative provisions from the various tax
laws has been enacted;

e Self-assessment is the established principle of taxation in the law, and the degree of voluntary
compliance determined by reliable compliance studies is consistently above 85 percent each
year;

e Regulations which interpret the tax laws are regularly prepared and issued, including advance
rulings requested by taxpayers, and their timeliness and quality are excellent;

e The tax code officially creates the tax administration with a functional structure, and it gives
authority to the Head, with concurrence by the Ministry of Finance, to make future changes, as
necessary;

e All the rights of taxpayers and responsibilities of the tax administration cited in section 3.1.2.
above are incorporated in the tax code;

e Most, if not all, of the compliance and enforcement provisions critical for successful operations
of the tax administration cited in Section 3.1 are authorized in the tax code or the tax
procedures code;

e Provisions in the tax code require banks or other third parties to regularly provide information
on payments to taxpayers to the tax administration for matching with its master file, and the
tax administration enjoys a very successful matching/compliance program;

“® Gallagher et al. (2009), p. 69.
" Kidd et al. (2006), p. 11.
8 USAID's Collecting Taxes database (http://egateg.usaid.gov/collecting-taxes).
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e The tax code includes provisions for sanctions, including possible incarceration, for tax

fraud/evasion and authorizes publicity for convictions;

e Under tax code provisions, commercial banks are authorized to handle filings of tax returns and
tax payments for the tax administration, under contracts negotiated by the Ministry and the
Head;

e The tax code/tax procedures code authorizes e-filing and electronic signatures and requires 100
percent of large taxpayers to file electronically;

e A statutory provision that allows exemptions only by a law of general application is included in
the tax code/tax procedures code; and

e Required tax treaties and exchange of information agreements authorized by the tax code are
all negotiated and are updated, as required.

Detailed Guidelines for Improved Tax Administration Page 61
in Latin America and the Caribbean



Arturo Jacobs Chapter 4. Organizational Structure and Management

Chapter 4. Organizational Structure and
Management

Arturo Jacobs

The purpose of this chapter is to discuss the organizational and management structures and approaches
to tax administration. Specific focus is given to functional organizational structures, with segmentation
for certain types of taxpayers, as this has proven to be the most effective and efficient model. Typical
functional organizational structures for headquarters, regional, and district/field offices are presented
graphically. Several selected best practices by tax administrations are also discussed, such as those
relating to categories of staffing, centralization of staffing, and delegations of authority.

4.1. Leading Practice

To collect the national tax revenues, tax administrations around the world have organized the bulk of
their staff and other resources and executed their programs around one of four traditional types of
organizational structures:

e Type of tax (e.g., with departments responsible for income tax, value added tax, excise taxes,
and other taxes);

e Functions performed (e.g., with departments responsible for taxpayer audits, collection of tax
arrears, and other functions);

e Type of taxpayer/client (e.g., with departments responsible for large enterprises, small/medium
enterprises, wage and salary earners, and other taxpayers); or

e Combinations of two or more of the types of organizational structures above.

The type-of-tax organizational structure was the favored structure early on and for many years. The
British Empire has structured its tax administration — the Board of Taxes and the Board of Stamps, later
to become the Board of Inland Revenue — by type of tax since the 1690s. The United States also
structured its tax administration by type of tax for decades, then operated according to functions
performed from the early 1950s to the late 1990s, when it changed to a type-of-taxpayer structure
mandated by Congress’ 1998 IRS Restructuring and Reform Act, with 4 major divisions — Wage and
Investment Income, Small Business and Self-Employed, Large & Mid-Size Business; and Tax Exempt &
Government Entities. Other countries, like New Zealand and Australia originally structured their tax
administrations by type of tax, changed to functional structures for many years, and then restructured
according to the type of taxpayer/client in the early 1990s. Particularly in developed countries more
recently, combinations of two or more of the structures listed above have been designed and
implemented. Each of the four types of structures has advantages and disadvantages.
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4.1.1. Disadvantages of the Type-of-Tax Organizational Structure

The following are among the longstanding problems of prolonged operations by separate type-of-tax
departments, as cited by World Bank experts after in-depth studies of one LAC country during 1993-
94, but typical in many other countries as well:

e Duplication of effort was persistent among six front-line tax departments, because each
department had been conducting the same functions for its own tax, including taxpayer
registration, taxpayer audits, and compliance, separately and routinely for years.

e Fragmentation of resources for enforcement was widespread among the departments.

e Inefficiencies in operations, caused by this fragmentation, impacted on organizational
performance, resources, procedures, and staff development.

e Shortcomings in management and staff performance of all tax departments were persistent.

e Weaknesses in collections and poor control of tax evasion lessened the government’s revenue
for economic development.

e A widespread lack of voluntary compliance by taxpayers was evident.

e Coordination and data sharing among tax departments led to advantages for those taxpayers
who were evading or avoiding taxes.

Structuring by type of tax creates significant burdens for taxpayers, including increased time and
expense when they are subjected to multiple registrations, audits, and other interactions with the
separate tax departments.

4.1.2. Superiority of the Functional Organizational Structure

The most prevalent and successful organizational structure for many years has been the functional
organizational structure; that is, a tax administration structured on the basis of the type of work
performed, rather than the type of tax, business, product, or customer. The functional organizational
structure is based on the theory that, by grouping together activities that require similar skills or
specialties, real gains are achieved through an increased depth of knowledge in core areas of business
expertise.50

Most international experts, including from the International Monetary Fund (IMF), the World Bank, and
the Inter-American Development Bank, who have conducted countless tax reform missions all over the
world over a span of several decades, have strongly and consistently favored and recommended
functional organizational structures for national tax administrations. The functional structure has
proven again and again that it:

e Permits standardization of similar processes across all taxes, which enables easier and simpler
interactions by taxpayers, e.g., only one access point for registration, service and payment;

* KPMG Peat Marwick (1995), p. 1.
%0 Kidd (2008), p. 2.
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e Facilitates simplification of procedures which taxpayers are required to follow to comply with

their tax obligations;

e Permits greater uniformity across the organization enables grouping of all core functions
together geographically for better management oversight and control, and for design of the
same operating procedures for each core function in all field offices;

e Facilitates computerization of all work processes;

o Allows greater specialization, training and career development of staff;

e Promotes greater efficiency and higher productivity of the overall tax administration, as it avoids
the duplication of processes across types of taxes;

e With a complete view of taxpayer behavior across all tax types and early detection of non-
compliance trends, yields improved compliance results; and

e Decreases the incidence of intrusion on taxpayers common in organization by type of tax as it
avoids, for example, separate audits at different times by different tax officials focused solely on
income tax, value added tax, or other types of taxes.

Other benefits of functional organizations include:>!

e Functional organizations enable units to focus on primary activities, which promotes efficiency —
auditors, for example, are able to audit tax returns for all types of taxes;

e Functional organizations allow an integrated look at the taxpayer during registration, audit, and
collections, as well as at the taxpayer base for planning purposes;

e Functional organizations enhance control and accountability, because no single tax official is
responsible for all administrative elements related to a single taxpayer; and

e Functional organizations can accommodate major legislative changes, such as the introduction
of a new tax, with minimal changes to the organizational structure.

It is not surprising, therefore, that functional structures are in extensive use in most developed countries
and in developing countries as well. A recent study by the Organisation for Economic Cooperation and
Development’s Forum on Tax Administration®> confirms that, despite some significant variations in the
organizational structures of revenue bodies from country to country, "there appears to be a substantial
reliance on the functional model of organization—13 out of the 49 surveyed revenue bodies indicated
that the functional model has been adopted as the primary criterion for structuring their tax
administration operations, while 30 revenue bodies reported that a broad mix of criteria, including
function, are applied in practice.” In other words, 43 out of 49 tax administrations count on functional
structures. It should also be noted that those few countries that rely exclusively on taxpayer
segmentation (type of taxpayer) invariably organize the taxpayer segments, like Large Taxpayer Offices,
under a functional structure, with components for audit, collection, and taxpayer service.

*! Murdoch et al. (2012), p. 3.
%2 OECD (March 2011), p. 43.
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4.1.3. Pros and Cons of the Type-of-Taxpayer Organizational Structure

The main rationale for organizing tax administration by type-of-taxpayer, or taxpayer segments, is that
the various taxpayer groups have different characteristics, tax-compliance behavior, and levels of risk for
loss of tax revenue, and should each be handled differently. Advantages of this organization model
include:

e Ability to appoint and dedicate a fixed management team to oversee all compliance and service
operations of each unique taxpayer segment, which strengthens responsibility and
accountability for achieving organizational objectives;

e Ability to better research and understand compliance issues of each taxpayer segment;

e Ability to develop and implement compliance strategies unique to each segment, such as more
targeted audits;

e Facility to provide better service and taxpayer education to targeted groups;

e Better management of various risk levels unique to each group;

e Ability to allocate resources of the tax administration commensurate with the risk level of each
taxpayer segment; and

e Greater ability to closely monitor those taxpayers who account for the largest proportion of tax
revenue.

Functional organization structures, with partial segmentation for large taxpayers is most common, but
some countries have begun to establish Medium Taxpayer Offices (MTOs) as well to segment those
taxpayers who account for 10-15 percent of the tax revenue. The IRS "Large and Medium-Size Business"
established in 1999 is another example of segmentation based on this model.

Like with other organizational structures, there are disadvantages with the type-of-taxpayer structure:

e Administrative costs are likely to increase by duplicating common core and even some support
functions, like IT, across the taxpayer segments;

e Duplication and fragmentation of staffing limits the ability to apply the best practice of
centralized staffing, whereby adequate personnel is assigned to a limited number of centrally
located tax offices to carry out all of the core functions of tax administration efficiently and
effectively;

e Inconsistent application of tax laws, policies and procedures across different taxpayer segments
is more likely; and

e There is too much dependence on a limited and scarce number of highly skilled managers and
technical staff to design and administer the respective enforcement and educational programs
for each group.
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4.1.4. Core and Support Functions

Although listed in Chapter 2, the core or basic functions that a modern tax administration performs in its
direct operations are repeated here so that the reader may easily associate them with their placement
in the organizational charts introduced in the subsections that follow:

e Taxpayer registration — the collection, recording, and maintenance of basic identifying taxpayer
information in the tax administration's master database that permits the tax administration to
understands its taxpayer base and to plan accordingly;

e Taxpayer services — the information, forms, publications, and tax education that the tax
administration provides taxpayers to help them comply with their tax obligations, to
demonstrate that they are considered valued customers of the tax administration, and to
reduce the need for extensive enforcement, given limited resources;

e Filing and processing of tax declarations and tax payments — the processes and forms designed
by the tax administration for taxpayers to file their tax return(s) and pay their tax liabilities on
specified dates, and the processes used by the tax administration to receive, document, review,
correct if necessary, and archive the tax returns;

e Taxpayer audits — the processes used by the tax administration to monitor compliance, by
selecting filed tax returns to audit/verify income, expenses, and supporting information
reported by the taxpayer and to make additional assessments which require collection action;

e Taxpayer objections (administrative appeals) — the processes offered to taxpayers to first
dispute proposed additional tax assessments in forums within the tax administration’s field
offices;

e Taxpayer appeals — the formal processes available to taxpayers under the law to protest
proposed additional tax assessments or other actions by the tax administration at forums away
from the direct jurisdiction of the tax administration’s compliance offices, including judicial
reviews and hearings;

e Collection of tax arrears — the business processes used by the tax administration to collect taxes
which are due, assessed, and not paid by the due date under the law, including use of
enforcement measures, such as liens, levies, and seizure and sale of taxpayers’ property; and

e Tax-fraud investigations — the processes used to investigate financial transactions declared by
taxpayers on their tax returns in cases in which the tax administration has a reasonable cause to
suspect that the taxpayer has committed tax fraud. Tax-fraud investigations also involve cases
of tax evasion, when taxpayers subject to tax do not register, file, and pay their taxes.

The support functions which provide the resources, support, and guidance to the staff that perform the
core functions are:

o Information technology — computerization of systems and business processes of the tax
administration, and data networking;
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e lLegal services — services provided to technical and management personnel by a cadre of

attorneys of the tax administration, including legal interpretation of tax laws and regulations,
and representation of the tax administration in all judicial forums, including tax appeals;

e Human resources - personnel management and training functions;

e Budget planning and resource management (physical space, facilities, and other property);

e Strategic and operations planning — the formulation of long-term strategic plans of the tax
administration and the drafting, implementation, and monitoring of annual work plans for all its
departments, consistent with the objectives of the strategic plan;

e Internal audit — the processes of conducting periodic reviews to ensure that selected
regulations, operations, and administrative procedures and programs conform to specified
standards and are being implemented efficiently and effectively, including the analysis and
verification of accounts, financial transactions, and reports; and

e Integrity investigations — investigations about the conduct, such as alleged or suspected
corruption, of any member of the tax administration’s staff.

There are several features that distinguish successful tax administrations with functional organizations
around the world. A set of international leading practices from many of these features is discussed
below.

4.1.5. Taxpayer Segmentation

The most common segmentation strategy in many countries, as discussed in Chapter 2, has been to
establish a Large Taxpayer Office (LTO) program to control and provide service to those taxpayers, who
collectively account for between 60-75 percent of the government’s overall tax revenue each year. In
some countries, inclusion or exclusion for LTO control is simply determined by the amount of tax
liabilities of the taxpayer in a given period. However, simply using tax liabilities in a single period is a
flawed basis, because fluctuations of tax liabilities over several taxable periods usually distort the
classifications. Instead, a "size" for inclusion or exclusion should be determined by multiple factors, such
as the value of assets, gross/net income, the number of multinational entities, and the amount of tax
liabilities. More specifically, the following parameters can be considered: the volume of sales during the
past two years, the amount of taxes paid during the past two years, the amount of total assets from the
most recent financial statements, the volume of payroll, the number of employees, etc. The nature of
the business is another important factor in some countries, where all taxpayers in certain industries,
such as financial institutions, telecommunications, and mining, are included in the LTO program,
regardless of their turnover, tax liability, or other factors.”

Historically, many developing small/medium countries have established criteria that have initially
singled out around 500 large taxpayers in their respective countries for LTO control, but this figure has
gone up and down with time. The tax administration should define and abide by an "exit strategy",

*% Businesses in these sectors are usually large. This said, there are other reasons why a specific sector will require
additional control, including past experience of the tax administration with monitoring compliance in the sector or
the fact that businesses in the sector may be difficult to tax with the regular tax regime.
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removing taxpayers from LTO control when their economic and financial status for two consecutive

years have fallen below the initial classification status and they have consequently been re-classified as
medium taxpayers. Conversely, companies not under LTO control that later meet the LTO criteria for
two consecutive years should be inducted into the program. In short, since several of the parameters
can vary significantly from year-to-year for specific taxpayers, the list of large taxpayers should be
updated periodically. The most important consideration to determine the number of taxpayers for LTO
control at any given time is revenue risk. The number of taxpayers that contribute between 60-75
percent of the country’s tax revenue should be controlled, no matter how large or small the number.
Adequate staffing of the LTO at all times is of top priority, because the group of large taxpayers
represents the biggest risk of potential revenue loss to the government.

The segmentation and control of large taxpayers has been in practice for many years. For example, the
Internal Revenue Service (IRS) of the United States established and operated large taxpayer branches in
a few key district/field offices around the country in the 1970s. However, the staff of these large
taxpayer branches were tasked only with performing only audits and not any other core tax
administration functions. They were therefore placed in audit divisions in district/field offices around
the country, i.e., within branches responsible for audits of medium and small taxpayers. As of 2004, the
LTOs of the tax administrations in Austria, Canada, Japan, and Korea similarly operated only within the
audit function. On the other hand, LTOs established in recent years in developing small/medium
countries not only perform audits, but also carry out collection and compliance functions, provide
taxpayer service, and perform all duties associated with international exchange of information
agreements.

Additional segmentation of taxpayers has recently been extended in some countries to the design and
implementation of strategies and offices to control medium-size taxpayers, who usually contribute
around 10-15 percent of the government’s annual tax revenue. Medium Taxpayer Offices (MTOs), by
default, control those taxpayers that are not included in the large taxpayer program and those that are
not classified as small taxpayers. However, when multiple MTOs are established, each with a separate
organizational structure for the core functions of tax administration — audit, collection, taxpayer service,
etc. — there is a risk of fragmenting the tax administration’s functional staff into too many small,
ineffective, and inefficient units.* For effective and efficient audit and collections, tax administrations
should have integrated, computerized systems to grade and rank taxpayers on the basis of risk and
complexity. One option in lieu of MTOs is to establish in-office audit and collection work units, or to
assign audit and collection cases of less technical difficulty and lower risk to less experienced audit and
collection staff. Other disadvantages to too much taxpayer segmentation are discussed above.

> See the discussion on centralized staffing below.
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Box 4.1. Large Taxpayer Center in Egypt

USAID’s Technical Assistance for Policy Reform project in Egypt assisted the government during 2002-2005
with the establishment of a Model Customs and Tax Center (MCTC). The MCTC was open to taxpayers of
minimum size, located in Cairo, and classified as importers. Although participation in the MCTC was voluntary,
the number of participating taxpayers grew quickly from 300 in 2003 to 2,000 in 2005. Improvements in
taxpayer services, such as shortening the time for customs clearance from seven days to one day, were quoted
as the main reason for the interest. After the MCTC was converted into a Large Taxpayer Center (LTC) in 2005,
at the recommendation of the IMF, the center handled roughly 70 percent of total Egyptian tax revenue. The
LTC was cited as one of the reasons for the reduction of Egypt's overall negative fiscal balance from 9.6
percent in 2004-2005 to 6.8 percent in 2007-2008. USAID’s Technical Assistance for Policy Reform Il (2005-
2010) assisted the government of Egypt with the merger of its tax departments into a single Egyptian Tax
Authority (2006). As a result of the merger and other project activities, more than 1 million active self-
assessing taxpayers in 2006 and more than 600,000 in 2007 were added to the tax rolls, income tax collections
grew albeit lower income tax rates, and overall tax collections increased by reported record-breaking 20
percent year-over-yearin 2006.>

4.1.6. Integrated Administration of Withholding Taxes and Contributions

Taxpayers and employers in many developing countries experience a heavy and ongoing burden to
comply with laws and regulations related to withholding taxes and contributions.

Box 4.2. Withholding in Jamaica

For example, in Jamaica several years ago:

e Employers were required to withhold income tax (PAYE), Education Tax (EDTAX), National Insurance
Scheme (NIS), and National Housing Trust (NHT) from the employee compensation. They were also
required to pay a percentage of the employee compensation as EDTAX, NIS, NHT, and Human
Employment and Resource Training Fund (HEART);

e Employers were assigned multiple TINs by the different authorities responsible for the administration of
these transfers to the government; and

e Self-employed taxpayers were required to pay EDTAX, NIS, and NHT on their total earnings.

Applicable rates were different for each type of tax/contribution, as was the base (ceilings, exclusions, etc.),
and thus accurately computing the correct amounts due presented a challenge to taxpayers/employers.
Further complications for taxpayers and employers arose in dealing with the tax administration authorities.
The collection of all of these taxes and contributions was centralized in the country’s tax administration,
except for NHT and NIS. NHT was deposited in commercial banks. NIS was either collected by the tax
administration or through post offices, utilizing the sale of NIS stamps for the self-employed, domestic
workers, and voluntary contributors. Generally, separate monthly payments of each type of withholding were
required, as well as annual returns for PAYE, EDTAX, NIS, and NHT.

Recommendations were made to consolidate all audit activities under the jurisdiction of the audit function of
the country’s tax administration to enhance compliance monitoring and enforcement. Tax auditors
conducting either specific audits of withholding taxes or "package audits" of all types of taxes, for which a
taxpayer was liable, were given the responsibility to verify compliance with all withholding taxes and
contributions during the audit. The other functions of the tax administration — collection, taxpayer service,
etc. — similarly assumed their respective responsibilities regarding withholding taxes and social contributions.

% Murdoch et al. (2012), p. 5.
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The integration of tax revenue with social contributions has been the subject of recent analytical work
undertaken by officials of the OECD, who documented the following reasons a number of countries
chose to integrate operations over the last decade:

e Commonality of core processes involved in collection of tax and social contributions;
e Efficient use of resources;

e lLowering government administration costs; and

e Lowering taxpayer burden and costs.*

4.1.7. Roles of Headquarters, Regional, and Local Offices and Staff

In large countries with large, active® taxpayer populations of approximately 2.5 million or more and
more than 10,000 tax administration employees, the staff of the tax administration is organized around
a headquarters office, two or more regional offices, and multiple district/field offices. In medium and
smaller countries, with smaller numbers of taxpayers and tax administration staff (medium staff: 5,000 —
10,000; small staff: 5,000 or less), regional offices are usually not established, and their usual roles are
performed by the headquarters office. Roles of district/field offices are the same in either case. A
benchmark for the ratio of active taxpayers to administrative staff is 150-250:1.

The headquarters office of a country’s national tax administration is meant to provide planning, support
and normative guidance for all field operations, but not to actually carry out any of those operations in
dealings with taxpayers. The specific roles of the various organizational components in the
headquarters office generally include:

e Preparing strategic plans;

e Preparing, issuing, monitoring, and evaluating annual work plans for audit, collection, taxpayer
service, fraud Investigations, and monitoring progress on meeting objectives;

e Developing case selection criteria for the compliance functions in the field;

e Determining human resource needs and recruiting, training, and allocating personnel;

e Providing financial resources;

e Providing legal services;

e Providing IT hardware, software, and expertise; and

e Developing and providing the norms and procedures by which the entire organization is
governed.

The normative role that headquarters office staff performs, particularly setting organization-wide
policies and operating procedures and laying these out in written procedural manuals, is vital to the
success of any tax administration. Clear policies and methodologies — the norms — are the guides for
consistency in the application of tax laws, policies, and administrative procedures by staff at all levels,
and help ensure fairness, transparency, and predictability in the tax system.

% OECD (2004), p. 10.
% Active taxpayers are those, who filed tax returns in the latest year.
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The principal role of district/field offices and staff is simply to execute the annual work plans developed
by the headquarters office. In so doing, they perform the operations role of the tax administration. The
staff of district/field offices — auditors, collection officers, fraud investigators, customer service
specialists, and some of their managers — are the ones who represent the tax administration exclusively,
as they deal with taxpayers to provide information and assistance, perform audits, hear objections
cases, enforce compliance, collect tax arrears, and investigate cases of possible tax fraud/evasion.
Unfortunately, staff of headquarters offices in many developing countries either perform direct
operations, such as audits, regularly or get involved with taxpayers on selected cases. Either is
detrimental to the overall success of the tax administration, because such actions create confusion for
taxpayers and tax administration staff at all levels about "who is in charge" and dilute program
responsibility and accountability.

Large tax administrations should establish one or more regional offices, to provide technical assistance
to local office staff. They, rather than the headquarters office, should monitor, control, and evaluate the
execution of work plans by district/field offices. Progress reports should be delivered back from the
districts through regional offices to headquarters on a timely basis. Staff at the three levels of the
organization should have clear contact points for communication on a particular functional subject and,
at the headquarters office in particular, there should be one focal point for the formation of
administrative policy for a particular core function.

4.1.8. Centralized Staffing

Another important practice in successful functional organizations is to centralize staffing rather than
fragment it in small numbers at too many locations. Centralized staffing ensures the adequate provision
of personnel to a limited number of centrally located tax offices to carry out all of the core functions of
tax administration efficiently and effectively. The central geographic locations of offices around the
country make them accessible to a high percentage of the taxpayers in each tax jurisdiction, while also
ensuring that taxpayers in the wider geographic area are still aware of and "feel" the presence of the tax
authorities "nearby."

To provide adequate coverage in more remote areas, technical staff are assigned to travel periodically
from these central locations to perform audits, collect tax arrears, hear taxpayer objections, and
conduct taxpayer education sessions. Connectivity at all locations to centralized databases allows each
site to provide services to taxpayers anywhere in the country.

4.1.9. Adequate Budget to Support Operations

Management, supervisory, and technical officials in modern, successful tax administrations throughout
the world should be given the necessary human and financial resources to perform their principal core
and support operations efficiently and effectively. Managers must have certainty that the resources
allocated to them each year will be available as the expenditures become necessary. Furthermore, they
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must have the authority and independence to manage their own budgets, while being held accountable
for results and for efficient use of their allotments.*

4.1.10. Internal Audit and Integrity Functions

Internal audit and integrity functions are cited above as important support functions within tax
administration but are emphasized here, because, surprisingly, in many developing countries, these two
functions are often the responsibilities of other governmental jurisdictions. The term "internal audit"
refers to the process of conducting periodic reviews to ensure that selected regulations, operations, and
administrative procedures and programs conform to specified standards and are being implemented
efficiently and effectively. All modern tax administrations have internal audit staff in the headquarters
office who conduct independent and professional internal audits on behalf of the head of the tax
administration to detect and deter inefficiency and waste and identify better ways to carry out tax
administration operations. Audits by internal audit staff of the tax administration are much more
effective than audits conducted by external auditors of central government Auditor General
Departments, because, as discussed in Chapter 16, the former are much more knowledgeable about the
tax administration’s financial controls and complex operations.

The internal audit function is sometimes grouped with the integrity investigation function, although
these two functions are somewhat different. Whereas internal audit staff focus on the quality and
efficiency of tax administration systems, procedures, and processes, integrity staff focus on allegations
of corruption and misconduct by tax officials. Integrity staff conduct professional and timely
investigations of such misconduct and then recommend and carry out sanctions against those officials in
confirmed cases. An effective, independent integrity function helps to preserve public confidence in the
tax administration personnel. Since the internal audit and integrity investigation functions work closely
together on some integrity-related cases, as discussed in Chapter 16, both functions can be combined,
under one top-level official who reports to the Director General. However, the option to place them
separately in the organization structure is also acceptable.

4.1.11. Typical Functional Structure for Medium and Small Tax Administrations

Typical functional organizational structures for headquarters and district/field offices of medium and
small tax administrations are shown in Appendix 4.A. Note that the district/field organizational
structures mirror the structure of the headquarters to a large extent, but that their respective roles are
very different in that the Headquarters staff perform planning and normative roles, while field staff
execute work and programs. Note the very critical operational role designed in the functional structures
for the Deputy Director General of Operations. All district/field office Directors, including the Large Case
Director, report directly to him or her. In effect, he or she is responsible and accountable for successful
direct operations of the tax administration. He/she and all other Deputy Directors General, such as for
Administrative Services or for Planning as in Appendix 4.A, report to the Director General. The Large
Case Director has his/her own audit, collection, and taxpayer service staff, as well as the highly

%8 The budget planning and management for tax administrations is discussed in Chapter 14.
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specialized staff, which supports the Legal Department’s staff on international exchange of information

agreements with other countries.*

In smaller tax administrations, some core and/or support functions are integrated at the district/field
office level. For example, taxpayer registration, listed above as a separate core function, is a sub-
function of the taxpayer services division. This grouping together of activities that require similar skills
or specialties is an example of one of the strong advantages of functional organizations.

In addition, at the district/field office level, shown in Appendix 4.A, note that:

o  Where MTOs have not been established, the Collection Division has an Office Collection Section
with staff that handle less technically difficult or lower revenue risk in-office cases, and a Field
Collection Section with staff that handle the more technically difficult or higher revenue risk
cases during field visits to taxpayers and third parties;

e Similarly, the Audit Division has an Office Audit Section, which handles less difficult or lower
revenue risk in-office audit cases, and a Field Audit Section, which handles the more technically
difficult or higher revenue risk cases;

e The Audit Division relies on a Quality Review Section — a staff of experienced auditors who select
samples of audit cases completed by the division’s auditors, review them for compliance with all
provisions of the tax law, regulations, and administrative policies and procedures, and issue
advisory "common error" notices to improve the quality of the overall audit program;

e The Audit Division has an Objections Section — a staff of experienced auditors who preside over
objections or protests by taxpayers to proposed tax assessments in administrative proceedings;

e The Collection Division has a Special Procedures Section with experienced collection staff who
perform quality reviews from samples of completed collection cases and issue advisory notices
to improve the quality of collection work. In addition, the staff handle cases where the taxpayer
is involved in bankruptcy, insolvency, or other legal proceedings; and

e The Fraud Investigations Division has an Intelligence Gathering Section with staff, who not only
gather intelligence from within the tax administration, from third parties, and from the media to
develop fraud and evasion cases, but also review, accept, or reject potential cases referred by
the Audit and Collection Divisions or initiated by information obtained from informants. In
other words, the Intelligence Gathering Section determines which cases are assigned for
investigation to the Investigation Groups.

4.1.12. Typical Functional Structure for Large Tax Administrations

Typical functional organizational structures for headquarters, regional, and district/field offices of a
large tax administration are shown in Appendix 4.B.°° Note that regional and district/field organizations

> The Legal Service division, typically the Legislation, Treaties and International Tax Matters section, has the
primary responsibility for and works with Ministry of Finance officials on international tax matters. The
organization unit in the LTO supports the main unit in the Legal Department.

% OECD (2004), p. 15.
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also mirror the headquarters to a large extent, as they do for medium or small tax administrations, but
again, their respective roles are different.

Almost all the notes cited above for medium and small tax administrations apply to functional structures
for large tax administrations. One exception — in part, since it applies to small and medium tax
administrations as well, but to a lesser extent — is that in large countries with large tax administrations,
there are many external stakeholders, issues, and events, which requires much time and effort from
top-level officials. It is often necessary to have two top-level officials — a Director General (or
Commissioner) and a Deputy Director General (or Deputy Commissioner). The Director General tends to
external activities, while the Deputy Director General manages the day-to-day operations of the tax
administration. Usually, the Director General or Commissioner is the public "face" of the tax
administration and spends a great deal of time at the Ministry of Finance, at parliamentary hearings on
budget issues or complaints, at professional group meetings of accountants, lawyers, chambers of
commerce, industry groups, at media appearances. For example, in the IRS, the Commissioner, a
political appointee, usually performs this "external facing" role and the Deputy Commissioner performs
the "internal management" role. The roles are not mutually exclusive and some IRS Commissioners took
a more active role in operations, but also tended to the external activities.

A few other exceptions include:

e As shown in Appendix 4.B, the Director General has a Deputy Director General, rather than a
Deputy Director General (Operations), to whom the Regional Directors report;

e The District/Field Office Directors report to their Regional Directors, rather than directly to
headquarters;

e Regional Directors report to the Deputy Director General and so, in effect, the Deputy Director
General is responsible and accountable for operations; and

e A lLarge Case Section is part of the Audit Division (as it is in the regional and national structures),
and not a separate organizational unit, because a high number of large taxpayers throughout
the country require multiple large case units at various locations. Therefore, taxpayer service
and collection work targeting large taxpayers is assigned to top-level technical staff of the
regular collection and taxpayer service divisions.

4.1.13. Successful Management Practices

Roles as Managers

The principal functions of management at all levels are planning, organizing, staffing, coaching
(directing), and controlling. Organizational structures must have managers at all levels spend most of
their official work time performing managerial functions. Higher-level managers especially should spend
little time on the technical aspects of tax administration work. Of course, first-level
managers/supervisors must conduct sample technical reviews of case work and coach inexperienced
subordinates on technical issues. Nevertheless, even they need to spend much of their time on the
functions of management.
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Many international experts have noted the non-practice of the traditional roles of management

throughout the tax administrations of many developing countries. Specifically, these experts have
observed:

e Substantial time is spent by most of managers at all levels as technicians;
e Managers are often selected without proper credentials;

e Managers are selected and not given appropriate management training;
e Managers are not performing basic management tasks; and

e There is inadequate accountability for performance of managers.

Successful tax administrations all around the world invest in their management. They undertake
extensive and continuing management training. To institutionalize the profession and practice of
management, training programs are developed and specifically designed for each level of management
— first, mid, and top levels - with major emphasis on teaching methods which blend management theory
with everyday management tasks, such as assignment of work, reviewing work, and employee
development. International leading practice suggests that effective methods of instructions for
management training include lectures and discussions, case studies, and role plays which demonstrate
practical application in everyday work at the various management levels, with topics such as the
recruitment of personnel, the selection of personnel, postings, promotions, performance appraisals,
training, transfers, and discipline.

Delegations of Authority

Functional organizations have a strong, vertical chain of command. District/Field Office Directors in
large tax administrations report to their respective Regional Director, who reports to the Director
General and Deputy Director General. In small tax administrations with no regional offices, the
District/Field Office Directors report directly to the Deputy Director General (Operations). However,
District/Field Office Directors and their staff are also required to receive and accept technical work
assistance and guidance for their respective functions from Assistant Regional Directors or Headquarters
Directors for Audit, Collection, etc. if there are no regional offices.

In the most successful tax administrations, tax officials in headquarters offices, regional offices, and
district/field offices are given sufficient authority by law and delegated by the Director General to make

and carry out technical and administrative decisions with a high level of independence, while being held
61

fully accountable for their organization’s performance.” In fact, modern functional tax administrations
rely heavily on a system of cascading delegations of authority. Without such delegations, work piles up
as personnel await decisions from successive, higher level officials, stifling productivity and breeding
frustration among staff and taxpayers alike. In the traditional chain of command, authority is given in
the law to the Minister of Finance or/and to the Director General of Taxes to perform all duties
necessary to execute the country’s tax laws. The Director General is also authorized by law to delegate

authority to his or her Deputy Directors in headquarters, to Regional Directors, and to District/Field

81 These authorities are discussed in Chapter 3.
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Office Directors. In turn, District/Field Office Directors make similar written delegations of authority to
their respective Division managers and assistant senior managers, who then can delegate to their
managers and supervisors. Finally, managers are able to delegate sufficient authority to their trusted
technical staff to make necessary decisions relating to their work to ensure that work gets done
efficiently, effectively, and in a timely manner. Given sufficient, documented authority®’, employees at
each level of the tax administration are able to deal with most operational, personnel, and
administrative matters expeditiously and with a high degree of confidence and independence. Each
level of management periodically monitors the proper exercise of authority through monitoring reports,
on-site reviews, and internal audits.

Limit Taxpayer Access to Work Areas

Taxpayers and/or their legal representatives should not be allowed access to compliance work areas of
the audit, collection, and fraud investigation functions in the offices of the tax administration. This
management practice helps prevent the unauthorized disclosure of information on other taxpayers, and
at the same time reduces opportunities for improper, "closed door" contact between taxpayers and tax
officials. Interview rooms in taxpayer reception/customer service areas away from the work areas
should be made available for objections cases, in-office audits, in-office collection, and other compliance
cases.

Tax administrations should also explore innovative means for delivering customer services to further
reduce the need for taxpayer visits to compliance work areas. In Moldova, for instance, the State Tax
Inspectorate, the country’s tax administration, established "internet café"-style taxpayer service centers
inside municipal government facilities, where taxpayers were able to register, obtain forms and
instructions, update their status, or access their tax statement via an intranet portal. Increasingly, and
especially as tax administrations move to centralized processing and bank payments, taxpayer
information and assistance should be made available via their websites, call centers, and at "one-stop"
taxpayer service centers.”

Summary of Good Management Practices
The most successful functional tax administrations around the world are those whose management:

o Defines, communicates, and applies clear roles for the normative, functional support and
operations levels of the organization;

e Provides clear communication channels between different levels and among interdependent
units;

e Maintains a comprehensive, up-to-date record of all taxpayers and their tax obligations;

e Directs the allocation of the bulk of their financial and human resources to the front-line
functions and to those support functions directly related to tax compliance, enforcement, and
taxpayer service;

%2 The powers and responsibilities of the tax administration are discussed in Chapter 3.
8 Taxpayer services are discussed in Chapter 6.
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o Delegates authority to all operations levels and officials of the organization;

e Encourages development and application of technology in all functions, including integrated tax
information systems; and

e Provides functional and management training, career opportunities, and a work environment
that helps attract and retain a high caliber career workforce.

4.1.14. Legal Services

Tax laws are complex and becoming ever more so in most countries. Tax rulings often require extensive
legal analysis, can have significant tax revenue implications, and may require the involvement of legal
counsel with specialized tax knowledge. The complexity of the law can be used to the advantage of
large taxpayers, who often employ the best legal talent available. Often, provisions in the tax legislation
are prepared by different legal draftsmen, and possibly by persons with minimal tax knowledge, causing
provisions to have dissimilar wording or unintended consequences, introducing uncertainty into the
interpretation and application of the law, and requiring legal analysis. In some cases, the courts can
render decisions that are adverse to the intent of the law, which requires the tax administration to
appeal or seek legislative amendments with the services of legal counsel. Last but not least, tax
collection efforts may require the assistance of the court and legal counsel that is well-versed in the tax
collection requirements of the law.

Tax administrations use various approaches to obtain legal service counsel. These can include:

e Ad hoc assignments of legal counsel from the Ministry of Justice/Attorney General to represent
the tax administration for specific tax cases;

e Permanent assignment of legal counsel from the Ministry of Justice/Attorney General to
represent the tax administration in all tax matters;

e The hiring of practicing lawyers/barristers/solicitors to form an in-house legal department;

e The hiring of private practice lawyers to represent the tax administration for a particular case
(usually a tax arrears collection case);

e The hiring of law students (who may have graduated, but not yet passed the bar exam) to work
on tax rulings or in the collection divisions; and/or

e Using their most senior person, who may not have any legal training, to work on cases involving
legal issues, which may include legal drafting, collections, and rulings.

Many tax administrations do not have adequate access to specialized legal services. There are a variety
of reasons for this problem. In some countries, the Ministry of Justice/Attorney General has the sole
mandate to employ practicing lawyers. In some cases, the tax administration does not have adequate
funds or the government's pay scales are inadequate to attract talent. Often, the tax administration
lacks a career path for legal talent and, on rare occasions, may not recognize the need for in-house legal
services.

The absence of proper legal counsel in a tax administration is a serious threat to its ability to function
properly and apply the tax laws in an appropriate manner. The legal function within functionally
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organized tax administrations is subject to wide variation. For the purpose of this discussion and as
depicted in Appendix 4.B, a separate department has been presented that coordinates all legal activity
to ensure quality and consistency in the application of the tax laws. This 'legal department' is the
advocate of the tax administration, and its primary role is to represent the tax administration in all legal
proceedings with taxpayers. Secondary roles include providing legal advice to appeals, helping to
interpret legislation, assisting with tax collection and enforcement efforts that require court action, and
helping government officials to negotiate tax treaties and international exchange-of-information
agreements.

Operating Principles

Persons working in the legal department are public servants and must always represent and advocate
only on behalf of the tax administration. Adherence to the following principles is a requirement for legal
staff to ensure integrity, confidentiality, and professionalism.

e Legal staff must make their best efforts to resolve disputes between the tax administration and
taxpayers in a fair, timely, and professional manner;

e As with anyone who has access to tax information, legal staff must maintain strict confidentiality
and not reveal information or a litigation strategy to any person, unless necessary for the
resolution of the matter and specifically authorized by law;

e Legal staff must act free from outside influence;

e Each tax case may be unique, and legal staff must use their professional judgment when
deciding the most effective manner for handling a case; and

e As representatives of the tax administration and the government, legal staff must always
maintain professionalism and objectivity and not initiate or advance any actions that are not in
the interests of justice.

4.1.15. Computerization and Data Networking

As emphasized in Chapters 2 and 12, the successful execution of every function of a modern, functional
tax administration requires the effective use of computers, automation, and data networking systems.
To perform their respective jobs well, employees in all core and support functions rely heavily on
information, and unless this information is accurate and complete and can be retrieved in a timely
manner, the information becomes virtually meaningless. All levels of management rely on automated
integrated tax information systems (ITIS) to monitor progress on strategic and annual objectives and
report monthly and annual progress on objectives within the tax administration and to the Ministry of
Finance. Taxpayers also benefit when the tax administration makes effective use of computerization
and data networking systems, as this helps ensure timely registration and service and accurate taxpayer
accounts.
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4.2. Common Trends
4.2.1. Organizational Structure Trends

In recent years, tax administrations around the world have designed and tested new organizational
structures in order to deal with a diversity of challenges presented by the global economy. Despite the
clear advantages of functional organizational structures for tax administrations, recently some countries,
including Australia, New Zealand, and the United States, have moved away from the wholly functional
structure to either the client-type or to a hybrid structure, which combines elements of the functional
and the client-type, or segmented, structures.

For example, in the mid-1990s, the United States replaced the functional organizational structure that
the IRS had used very successfully for more than 40 years with a new structure organized under 4 client-
type divisions: (1) Wage and Investment Income; (2) Small Business/Self-Employed; (3) Large and Mid-
Size Business; and (4) Tax Exempt and Government Entities. Early in the 21st century, however, several
countries which had switched from functional to client-type structures exclusively, including the United
States, restored the major features of functional structures and combined them with client-type
structures.

The shapes and structures of tax administration field organizations have also changed in recent years. In
some cases, government pressure for greater efficiency has forced a review of the field office network
and resulted in a smaller number of larger offices. Equally, the increasing presence and power of
information technology as a tax administration tool has changed the nature of service delivery, with
more tax administrations relying less on physical presence and more on the Internet and telephone.
However, in many countries—and especially in developing economies—decisions on the field
organization continue to be driven by the need for a physical presence across the country.** Where tax
administrations have not been able to fund information technology throughout the country and where
taxpayers do not have access to modern technology, physical presence is paramount. Small offices, for
example, one that primarily provide taxpayer service, forms and publications are common throughout
many developing countries.

Segmentation for large taxpayers has been in use since at the least the 1970s, and the trend to establish
LTOs has gathered momentum in recent years. In 2010, 27 of 34 OECD countries had a "dedicated large
taxpayer office".”® In a sample of 17 member countries of CIAT taken in 2010, all but one had LTOs.*®

4.2.2. Creative Organizational Structures

Fiscal Compliance Centers

With ever-mounting needs for additional revenue for governments and their own budget shortfalls,
many tax administrations have attempted to boost tax revenue, incurring the least cost possible, by

% Kidd (2008), p. 5.
% OECD (March 2011), p. 43.
% CIAT etal. (2012), p. 59.
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experimenting with special organizational units. Those that have designed and implemented centralized
fiscal compliance centers, in conjunction with centralized automated tax returns and documents
processing centers, have enjoyed a very high degree of success.

The compliance programs that lend themselves to placement under a centralized fiscal compliance unit
include: (1) matching third-party information documents with amounts reported on tax returns; (2) non-
filers and stop-filers;®” (3) delinquent taxpayer accounts; (4) the collection of payroll and estimated tax;
and (5) auditing questionable deductions/exemptions through correspondence audits®®. Much of the
work of fiscal compliance centers is automated, including the issuing of notices for the various types of
non-compliance. Even some telephone calls to taxpayers can be automated.

Box 4.3. Automated call system in El Salvador

In El Salvador, for instance, the General Directorate of Internal Taxes deployed a new "robo-call" system — an
automated program that calls stop-filers and other non-compliers with recorded messages instructing them to
rectify their particular non-compliance issue by a specified date. In addition, there were compliance
technicians on live telephone systems to work on cases not resolved by such "robo-call" systems. Cases not
resolved by any of these methods were assigned to district/field offices for enforcement. This new approach
brought 2,685 stop-filers into compliance in the first half of 2009, compared to 917 who had responded to
mailed reminder notices in the first half of 2008. The call center was able to deliver 34,721 robo-calls in 2009
as opposed to 3,495 letter notices in 2008 and corresponding tax collections from stop-filers rose from $1.57
million to $3.12 million.®

Experience has shown that a large percentage of non-compliant cases are resolved by Fiscal Compliance
Centers much more efficiently than through one-on-one efforts in field operations. Some countries
have experienced a yield on average of 15:1 for their investment in fiscal compliance centers, i.e., an
additional $15 in taxes collected for every $1 authorized and invested in these centers. A functional
organization for a Centralized Fiscal Compliance Division recommended for Puerto Rico’s Tax
Administration by BearingPoint’s advisors in 2004, among many other tax reform recommendations, is
shown in Appendix 4.C. The Centralized Fiscal Compliance Division is still in operation to this date.

One-Stop Revenue Service Centers

"Voluntary compliance with tax laws creates more tax revenue and lowers the cost of
enforcement. In an effort to encourage voluntary compliance, some tax administrations
have found various ways to treat taxpayers like valued customers. For example, Jamaica
established two one-stop tax service centers a few years ago. These now issue taxpayer
identification numbers and tax compliance certificates, collect stamp duty and transfer
taxes, and receive tax returns and payments. One of the centers also maintains the
central motor-vehicle registry. Most transactions can be handled in a single visit by the

% Non-filers are taxpayers who should have, but did not file. Stop-filers are taxpayers who filed before, but not in
the current year.

% Correspondence audits are audits that the tax administration performs via mail. These are typically audits of low
risk activity.

% Murdoch et al. (2012), p. 8.
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taxpayers. These taxpayer services centers in Jamaica—and in several other countries—

are also equipped with electronic numbering systems ("QMatic Systems"), and taxpayers
are provided chairs to await their automatic, numbered turns in getting needed services.
Such efforts go a long way toward making taxpayers feel like real customers. World
Bank consultants recently proposed a one-stop revenue service center for Tanzania to
replace the current system, which required multiple visits to different agencies."

Gallagher et al., 2009

More recently, Jamaica’s tax administration combined part of its One-Stop Revenue Service
Center/Centralized Fiscal Compliance Branch with its Customer Care Center at one office that provides
very good telephone taxpayer service. Through October 2011 of fiscal year 2011/12 the center had
achieved 64 percent customer satisfaction against a target of 70 percent. The center also collects
substantial sums of early stage tax arrears accounts. Through March 2012 of the same fiscal year, the
center collected JMD 568.5 million ($5.68 million) from 12,140 accounts.

Problem Resolution Offices (Taxpayers’ Advocates)

Invariably, some taxpayers encounter a variety of non-case-related problems in dealing with the nature
and complexity of tax administration through normal channels. Therefore, there has been a trend
among tax administrations all around the world to establish Problem Resolution Offices to provide
special services to taxpayers.”” In the United States, the IRS established its Problems Resolution
Program in the mid-1980s. The objectives and everyday tasks of the Problem Resolution staff are to:

e Demonstrate quick responsiveness on the part of the tax administration to resolve difficult and
frustrating problems of taxpayers in dealing with tax administration officials;

e Show concern for taxpayers involved in various ways with the tax administration and encourage
their voluntary compliance with the country’s tax laws; and

e Provide the top officials of the tax administration with information to improve the organization’s
overall efficiency and effectiveness of its systems, procedures, and performance of its
personnel.

To qualify for referral to the Problem Resolution Office, a taxpayer must already have tried to resolve
the problem through normal channels without success. The nature of cases for which relief is sought by
taxpayers involves a variety of common tax problems, such as:

e  Getting proper VAT credits;

e Getting a TIN issued to them promptly;

e Securing proper action to correct payments applied to wrong tax periods;

e Getting correct answers to technical questions about tax forms and tax filing requirements; and
e  Getting necessary blank tax declarations timely.

0 Hussey et al. (1996), p. 221.
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Complaints about delays in the completion of audits or other investigations do not qualify for special

services. Instead, such complaints are referred to the respective Audit, Collection or other managers of
the technical employee handling the case for their intervention and resolution. Complaints about
offensive behavior of tax administration auditors, collectors, etc., are not the responsibility of the
Problem Resolutions Office, either. Such complaints are also routed to the manager of the named
technical employee for investigation and resolution, and information copies of the investigation and
resolution documents are sent to the proper management officials at higher levels.

In a functional organization, the Problem Resolution Officer and staff are most effective if they report
directly to the office of the Director General. In regional offices, Problem Resolution Offices report
directly to the Regional Directors. The traditional normative headquarters and technical guidance and
monitoring regional roles are performed by these officials. At district/field offices, the Problem
Resolution Offices are attached to the offices of District Directors. The District Problem Resolution
Officer and his/her staff receive special services cases and assign them to the Chief of the appropriate
division, control them, and follow-up on all cases assigned to division officials to ensure timely (usually
around 10 days) and satisfactory completion of work.

4.2.3. Outsourcing

Outsourcing some core and support functions to the private sector or to other government institutions
has become somewhat of a trend among tax administrations around the world. Information technology
(IT) is the most commonly outsourced function. Germany, Luxembourg, Slovak Republic, Denmark,
Iceland, Turkey, the U.K.’s Inland Revenue Department, and the U.K.’s Customs and Excise Tax
Administrations have all outsourced information technology, either to the private sector or to other
governmental entities. Maintaining IT as a support function within a tax administration, however, is
advisable. In some cases, even core compliance functions have been outsourced to the private sector.
For example, some countries' tax agencies have outsourced to the private sector the programs
described above for Centralized Fiscal Compliance Centers in hopes of improving compliance levels and
increasing tax revenues. Hungary has outsourced its fraud investigations function to a police body. In
the United States, the IRS outsourced a portion of its inventory of tax arrears cases to a private sector
company for collection a few years ago. However, after several reviews over a period of about three
years, the U.S. Treasury’s Inspector General concluded that the results were very poor, and the
outsourcing contract was soon terminated.

The common belief that everything can be done better by the private sector is, in fact, a myth.
Outsourcing to the private sector may work in some cases, but requires in-depth analysis of what
programs can be outsourced, the corresponding legal issues, the expected results and finances, and a
reference base to make meaningful comparisons of results periodically and thus determine success or
failure.
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4.2.4. Customs and Tax Administration - to Merge or Not

Mergers of tax departments in developing countries and/or, in particular, considerations to establish
revenue authorities often give rise to the question whether the tax administration and Customs should
be combined or separate. After all, most developing countries display a tax structure that relies heavily
on customs duties and the VAT and excises collected on imports.

It should be noted that even in merged bodies, in most cases, customs and tax functions under the same
Director General conduct their respective operations independently for a variety of reasons, including:

e Very dissimilar daily processes and procedures of the two agencies;
e Different historical, cultural, and functional bases;
e Different skills and processes:
o Customs operates in "real-time" border control and revenue collection on traded goods;
o The tax administration operates retrospectively;
e Customs is concerned about national health, security, and safety;
e Difficulty in integrating IT, which is almost always developed separately to meet the differing
needs of each agency; and
e Dissimilar status and rates of modernization between the two agencies, including risk-and-
strategic planning and information technology, where Customs lags tax administration in many
countries.

In his study of revenue authorities, Mann concluded that "many developing countries that have already
established SARAs have chosen to concentrate solely on strengthening internal tax administration (i.e.,
mainly income taxes, VAT, and excises), and have not incorporated customs operations into the SARA""".
With respect to OECD countries, as of 2010 only 9 member countries have aligned tax and customs
operations within a single agency/directorate and 36 have separate bodies.”” Clearly, the best
international practice is to keep the two agencies separate. However, the need for ongoing
cooperation, close coordination, and legal exchanges of information between tax administration and
Customs is of great importance to the work of either agency, as discussed in Chapter 3.

4.3. Tax Administration Maturity

The maturity levels of tax administrations, with regards to organizational structure and management,
are discussed below.

Organizational Structure and Management: Maturity Level 1

Key word: "To Each His / Her Own"

™ Ibid., p. 8.
2 OECD (March 2011), p. 19.
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e Based on the various tax laws, there are multiple tax administrations, each with its own
organizational structure based on type of tax.

e The administrations of withholdings and social contributions are separate.

e Each tax administration has its own audit, collection, and other units, and the staff of these units
conduct their compliance activities independently. Consequently, many taxpayers, and
especially businesses, are subjected to multiple, uncoordinated, time-consuming, and costly
audits and other compliance actions.

e Some core and support functions, such as investigation of tax fraud, internal audit, and integrity,
do not exist in any of the tax departments and are the responsibility of other government-wide
or Ministry institutions, whose staff are unfamiliar with tax administration programs and are
ineffective with infrequent audits, or totally absent.

e The tax administration does not have its own legal department and is not concerned with the
void in legal expertise. All litigation cases are referred to the Ministry of Justice or Attorney
General. Attorneys of the Ministry of Justice/Attorney General are not well versed in tax law
and, consequently, the majority of fraud, appeals, and seizure cases are lost in litigation.

e There are no advance-ruling services provided to taxpayers by the tax administration and so
taxpayers have to make high-risk business decisions with regard to possible tax consequences.

e Legal interpretation of recurring problematic tax provisions and positions of the tax
administration are not available either to taxpayers or to technical staff of the tax
administration and uncertainty is widespread.

e There are no international tax treaties or exchange-of-information agreements; so some
multinational taxpayers practice tax avoidance schemes extensively.

e Each tax department has separate headquarters and separate field offices scattered throughout
the country, seldom at the same location, with little rationale about the size of staff of each
department at each location.

o At the field office locations of all the tax departments, taxpayers that request by mail or
telephone to meet with case agents are routinely sent from reception areas to work stations to
meet and deal with the case agent, thereby facilitating possible collusion and risking possible
disclosure of tax information of other taxpayers.

o None of the tax administrations has defined specific, exclusive roles for headquarters and field
offices, and some headquarters staff in all tax administrations are heavily involved in direct
operations dealing with taxpayers, as are the staff of field offices. Consequently there is a
constant state of confusion among taxpayers and among staff of all tax administrations about
"who is in charge".

e Between 60-75 percent of managers and staff are political appointees, are not well qualified for
their jobs, and receive meager on-the-job training, but no formal training, for tax department
work.

e Managers of all tax administrations spend most of their time working cases and do little
management work.
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e There are no formal, written delegations of authority in any tax administration, and many

completed audits and other technical cases are submitted to successively higher levels of
management for review and approval, resulting in a constant backlog of semi-completed cases.

e None of the tax administrations has segmented organizational structures for control of their
large taxpayers.

e The number of taxpayer complaints is high in all tax departments.

e Productivity is low and inefficiency is high in each of the tax departments. For example, 40
percent of audited cases in a year result in no changes to original tax assessments, whereas the
standard is 10 percent. This shows the poor selection of cases to be audited or the inefficiency
of audit. For taxpayer service in tax administration offices, most taxpayers wait in queues or in
reception areas at least 40-45 minutes before given service requested, whereas the standard is
no more than 20 minutes. Other major program’s objectives fall short of international or
regional-country benchmarks.

Organizational Structure and Management: Maturity Level 2
Key word: "Floundering"

e Despite the country’s various tax laws, the formerly separate tax administrations in the country
have recently been merged under one Director General, except for withholding and social
contributions.

e A functional structure has been designed and has recently been implemented.

e Based on the functional structure, the locations of consolidated headquarters and district/field
offices around the country have been decided, and respective management and technical staff
have been assigned to the various functional departments, divisions, and units at headquarters
and district/field offices.

e Office and staff locations, however, have been decided without regard to the best practices of
centralized staffing, adequate spans-of-control, adequate budgets, and adequate
computerization and data networking. Consequently, functional staff at various office locations
are fragmented in small units with ineffective staff-to-workload ratios and without the
necessary equipment and information to perform their work efficiently and effectively.

e Some core and support functions, such as collection, internal audit, and integrity, still do not
exist in the tax administration and are the responsibility of other government-wide or Ministry
institutions, which are ineffective at best, or totally absent.

o The tax administration does not have its own legal department, but the Minister of Finance and
the head of the tax administration are aware that one is required and have initiated efforts to
establish it. Temporary assignments of attorneys from other agencies are occasionally
requested and represent the tax administration on particularly important prosecution cases for
tax fraud and appeals. Attorneys of the Ministry of Justice/Attorney General are not well versed
in tax law and, consequently, the majority of fraud, appeals, and seizure cases are lost in
litigation, but visiting attorneys from other agencies assigned to the tax administration
temporarily are winning a few cases.
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e There are no advance-ruling services provided taxpayers by the tax administration and so

taxpayers have to make high-risk business decisions with regard to possible tax consequences.

e lLegal interpretation of recurring problematic tax provisions and positions of the tax
administration are not available either to taxpayers or to technical staff of the tax
administration and uncertainty is widespread.

e There are no international tax treaties or exchange-of-information agreements and some large
multinational taxpayers practice tax avoidance schemes extensively.

e Despite the functional structures, because of unfamiliarity with other types of taxes and lack of
formal training for the transition, technical staff continue to work only in their own tax specialty
area.

e At the field office locations, taxpayers that request by mail or telephone to meet with case
agents are still routinely sent from reception areas to work stations to meet and deal with the
case agent, thereby facilitating possible collusion and risking possible disclosure of tax
information of other taxpayers.

e The Director General and his or her immediate staff have not defined specific, exclusive
normative and planning roles for headquarters and operations/execution roles for field offices,
and some headquarters staff of all tax departments continue to be heavily involved in direct
operations dealing with taxpayers, as are staff of field offices. Consequently, a constant state of
confusion among taxpayers and among staff of all tax departments about "who is in charge"
persists.

e  Civil service regulations have been enacted with pertinent qualifications criteria used for recent
recruitments into the tax administration. However, about half of current managers and staff are
still political appointees, are not well qualified for their jobs, and have received no formal
training for their functional work specialties.

e Managers in all tax departments spend too much of their time working cases and perform
management tasks sporadically.

o There are still no formal, written delegations of authority in the tax administration, and many
completed audits and other technical cases continue to be submitted to successively higher
levels of management for review and approval, such that a backlog of semi-completed cases is
an ongoing reality.

e The tax administration has begun to identify the country’s large taxpayers, but does so based on
one criteria only — the taxpayers’ tax liabilities for the prior year — and is organizing an LTO
based on a functional structure.

e The number of taxpayer complaints is high.

e Productivity is still low and inefficiency is still high throughout the tax administration. For
example, the audit and no additional assessment rate is 20-30 percent each year, whereas
should be no more than 10 percent. Average wait time for taxpayers in taxpayer service
reception areas is 35 minutes, whereas it should be 20 minutes or less. Other major program’s
objectives fall short of international benchmarks.
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Organizational Structure and Management: Maturity Level 3

Key word: "Shaping Up"

e A functional organizational structure has been in place for several years, as mandated by the
country’s tax code or tax procedures code, and the tax administration handles withholdings and
social contributions.

e Based on the functional structures, headquarters and district/field offices around the country
have been operational for several years and have been staffed according to workload studies,
centralized-staffing concepts, and acceptable manager-to-technical staff ratios.

e Some of the district/field offices and functional groups have limited and/or outdated
computerization and data networking equipment necessary to perform their work efficiently
and effectively.

e Some core and support functions, such as investigation of tax fraud, internal audit, and integrity,
have been operational in the tax administration for only a few years and are not yet very
effective.

e The tax administration has established its own legal department within the last five years and
has, only recently, fully staffed it with qualified attorneys assigned to the organizational units for
legislation, litigation, and advisory services, tax treaties, and international exchange-of-
information agreements. All litigation cases of the Tax Administration are handled by attorneys
of its legal department, who have attained a 60/40 win/loss rate the last two years.

e Advance-ruling services are provided to taxpayers by the legal department of the tax
administration, although 30 percent of the rulings are issued beyond the 60-day time objective.

e legal interpretation of recurring problematic tax provisions and positions of the tax
administration are regularly made available by the legal department to taxpayers and to
enforcement staff of the tax administration.

e Attorneys from the legal department have assisted in the successful negotiation of a few
international tax treaties and exchange-of-information agreements and control of multinational
taxpayers by the Large Taxpayer Office has improved somewhat.

e Taxpayers that requested by mail or telephone to meet auditors/collection officers/investigators
at field office locations are met and escorted to interview rooms in the taxpayer service
reception area, where they are met to conduct the necessary business by the case agent.
Taxpayers do not enter staff work spaces.

e The Director General and his immediate staff have defined specific, exclusive roles for
headquarters (normative and planning) and district/field offices (operations/execution) so that
any occasional contact between headquarters staff and taxpayers is usually detected and
corrected.

e Civil service regulations are in place, with pertinent qualifications criteria used for recruitment
into the tax administration, and existing staff are generally well qualified for their positions.
However, inordinate delays by the Civil Service Agency on new recruitment requests by the tax
administration are fairly common.
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e Good classroom training courses and formal on-the-job training programs, which include all tax

types for each of the specialized functions, have been in place several years, but they are not
regularly updated for changes in tax law, regulations, and procedures. Also, there is a lack of
continuing professional education programs to "refresh and update" those whose training is out
of date.

e All mid-level managers and first-level supervisors have attended management training, and they
mostly perform management functions, but there are no courses for top-level management.

e There are some formal, written delegations of authority in the tax administration, but they are
not granted below senior technical staff levels because of fear that authority will be abused or
opportunities for corruption will be given to too many people, and so experienced, journeyman
(fully qualified to act independently on the job) level auditors and collection staff are not as
efficient and productive as they could be.

e The country’s largest taxpayers, selected based on several criteria, have been under the control
of a functionally organized LTO for several years, but with no defined exit criteria or ongoing
monitoring, and some taxpayers who no longer meet the entry criteria are still under LTO
control.

e An effective problem resolution program has been in place for several years, and taxpayers
generally feel that their complaints are resolved in a timely manner by the tax administration.

e Productivity has been fairly high for the last several years throughout the tax administration and
performance indicators are generally being met. For example, the audit and no additional
assessment rate of at most 10 percent has been met 2 of the last 3 years. Taxpayers in
reception areas are usually given service requested within 20 minutes of their arrival in the
office. International or regional-country benchmarks for other major programs have been met
for 2 of the last 3 years.

Organizational Structure and Management: Maturity Level 4
Key word: "Ship Shape"

e A functional organizational structure has been in place for several years, as mandated by the
country’s tax code or tax procedures code.

e Based on the functional structures, headquarters and district/field offices around the country
have been operational for several years and have been staffed according to workload studies,
centralized-staffing concepts, and reasonable manager-to-technical-staff ratios.

e Up-to-date computerization, data networking equipment, and links to databases necessary to
perform work efficiently and effectively are provided and available to all necessary users.

e All core and support functions have been operational in the tax administration for several years
and are all consistently effective.

e The tax administration has had its own legal department for more than ten years, fully staffed
with qualified attorneys respectively assigned to the organizational units for legislation,
litigation, and advisory services, tax treaties, and international exchange-of-information
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agreements. All litigation cases of the tax administration are handled by attorneys of its legal

department, who have attained at least an 85/15 win/loss rate during the last five years.

e Advance-ruling services are timely provided to taxpayers by the legal department of the tax
administration 100 percent of the time.

e legal interpretation of recurring problematic tax provisions and positions of the tax
administration are regularly and timely made available by the legal department to taxpayers and
to enforcement staff of the tax administration.

e Attorneys from the legal department have assisted in the successful negotiation of a number of
international tax treaties and exchange-of-information agreements, and multi-national
corporations are all under full control of the Large Taxpayer Office.

e Taxpayers that requested (by mail or telephone) to meet auditors, collection officers, or
investigators at field office locations are escorted to interview rooms in the taxpayer service
reception area, where they are met to conduct the necessary business by the case agent.

e Specific, exclusive roles for headquarters (normative, planning) and district/field offices
(operations/execution) have been defined and in existence for several years, and respective
roles are generally practiced.

e Civil service regulations are in place, with pertinent qualifications criteria used for recruitment
into the tax administration, existing staff are very well qualified for their positions, and new
recruitment requests by the tax administration are usually met in a timely manner by Civil
Service officials.

e Excellent classroom training courses and formal on-the-job training programs, which include all
tax types for each of the specialized functions, have been in place for several years and are
regularly updated with changes in tax law, regulations, and procedures. Technical staff in need
of updated and refresher training are regularly sent to continuing professional education
courses.

e All top and mid-level managers and first-level supervisors have attended management training
and perform their respective management functions the majority of their time on the job.

e Formal, written delegations of authority have been granted to the lowest managerial and
journeyman (fully qualified to act independently on the job) technical levels throughout the
organization, and ongoing management and internal audit reviews monitor for violations of
authority for necessary corrective actions.

o The country’s largest taxpayers, selected based on several criteria, have been under control of a
functionally organized LTO for several years. Close monitoring by LTO officials every year has
resulted in new taxpayers being added and others being dropped from LTO control, based on
the qualifying criteria.

o An effective problem resolution program has been in place for several years, and taxpayers
generally feel that their complaints are resolved in a timely manner by the tax administration.

e Productivity for the last several years has been high throughout the tax administration and
performance indicators have been met or exceeded. For example, the audit and no additional
assessment rate of 10 percent has been met or exceeded in the last 5 years. Most taxpayers in
reception areas have been given service requested within 20 minutes of their arrival in the office
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for the last 5 years. International or regional-country benchmarks for other major programs
have been met for the last 5 years.

4.4, Latin America and the Caribbean

In developing countries, just as in developed countries, organization by type of tax was the dominant
structure for many years and still prevails in many countries. However, the functional structure has
been fast displacing tax-type structures during the last ten years in developing countries. For example,
in Latin America and the Caribbean (LAC), most of the member countries of Inter-American Center of
Tax Administrations (CIAT) have had functional structures and some level of taxpayer segmentation for
many years. In a study by the author from as early as 1999,” all of the 13 sample countries employed
functional organizational structures in both headquarters and at the operation level. All but two had
LTOs.”* A study published April 2012 by CIAT, IMF's Regional Center for Technical Assistance, Panama
and the Dominican Republic (CAPTAC-DR), and the Inter-American Development Bank confirms that the
functional organization structure prevails in most LAC countries, together with some form of type-of-
taxpayer feature, such as large taxpayer offices.”

With regard to the 4 levels of maturity in terms of organization and management, there is some degree
of diversity among LAC countries. A few countries are clearly between the third and fourth levels.
Several countries, however, should be placed between the second and third levels, for the following
common reasons:

e Respective roles for headquarters and district/field offices are understood but not well defined,
and some headquarters officials in some countries get involved with taxpayers on case-related
activities;

e The concepts of centralized staffing and optimum spans-of-control are not always practiced,
resulting in too many small offices around the country and too few technical staff under each
manager;

e Managers spend too little time on management functions and too much time on technical work;

e Formal delegations of authority are largely non-existent;

e Budgets each year are increasing but are still insufficient for necessary operations;

e Mainly because of inadequate budgets each year, computerization and data-networking
equipment are insufficient for necessary operations in all tax administration offices;

e Access to work areas in tax administration offices by taxpayers who visit the offices and others is
not strictly controlled;

e Some core and support functions do not exist within the tax administration. For example, as of
2010 the collection function in El Salvador had been carried out for many years by staff of the
Minister of Finance, and the integrity function in Jamaica as of 2012 is still being carried out by
the Revenue Protection Division, a unit under the Ministry of Finance;

® Unpublished.
™ Generally, LTO organizational structures in LAC countries include taxpayer services, collections, and audit.
™ Inter-American Center for Tax Administrations (CIAT) et al. (2012), p. 16.
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e One-stop-service centers and centralized fiscal compliance centers are not used (though there

are exceptions, such as Jamaica and El Salvador, respectively); and
e Problem Resolution Offices are largely non-existent.

4.5. Key Benchmarks and Guidelines

The following are key benchmarks for this chapter, discussed throughout the chapter and summarized
here.

e The tax administration should employ a functional organizational structure both at headquarters
and at operational offices, or an organizational structure that is a matrix of functional and type-
of-taxpayer divisions. All core and support functions should be included.

e Where there is a segmentation of large taxpayers, there should be multiple criteria for inclusion
in LTOs. Exit criteria should also be defined.

e Taxpayers should not be allowed to enter or exit LTO’s premises unescorted and, preferably, not
at all. They should instead be met in interview areas;

e A strict division of roles between headquarters, regional offices, and district and field offices
should be practiced. Headquarters should have normative and planning functions. Regional
offices should have advisory, guidance, and monitoring functions. District and field office should
have execution / operational functions.

e Successful management practices require that managers manage, that there is a formal
delegation of authority to the lowest practical level, and that staffing is located in a limited
number of centralized locations.

e |Institutional and professional credibility is achieved with high stability of top-level management
and with the recruitment of educated top-level and technical staff.

e The following ratios are indicative of international leading practice:

o Proportion of human and financial resources allocated to the core functions or field
operations in relation to those provided to the support functions in headquarters: 70
percent;

Technical positions/administrative and support positions: 3:1.
Ratio of active taxpayers to tax administrators: 850:1.
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Chapter 5. Registration
Terry Murdoch

This chapter defines and discusses the process of registering taxpayers and how this key activity can
significantly impact on other key tax administration functions. The registration and recording of
taxpayer information is one of the fundamental functions of the tax administration and, to a great
extent, drives how other core administrative functions operate.

An inaccurate taxpayer database will inevitably lead to ineffective compliance programs. The timely and
accurate collection and recording of basic identifying information of the taxpayer will permit the tax
administration to understand its taxpayer base, staff itself accordingly, and to effectively plan other core
tax administration functions. In short, the administration cannot manage its taxpayers if it does not
know who they are, where they are located, and whether they are active or inactive.

5.1. Leading Practice

Of course, there is no single ‘tax registration model’ and much is dictated by the content of the tax law
and/or regulations of the country. Whatever the size and the content of the register, there are leading
practices that should be adopted by the administration and that will go a long way to ensure the
integrity of the taxpayer database.

5.1.1. Definition of Registrant

The definition of ‘registrant’ is likely set out in the law and/or regulations, but invariably falls
somewhere in the spectrum between a regime where every individual or entity who is obliged to pay tax
and file a return (universal self-assessment) must register, to a more restricted regime where only
businesses or individuals with complex tax affairs must register. The latter scenario is common in a tax
system in which the overwhelming majority of salaried individuals pays tax at the source (i.e., through
their employers) and, therefore, is not obliged to file a tax return. Understandably, these different
definitions result in substantially differing sizes of taxpayer registration databases.

Registrants should be restricted to those who are obligated under the tax laws to file a return or pay tax
directly to the administration. The overall tax regime and breadth of taxes will affect the size of the
taxpayer register. Leading practice dictates a simplified tax system, such as the establishment of a
reasonably high income tax filing threshold, and the introduction of final tax withholding on salaries,
interest, and dividends. These and similar measures can significantly reduce the number of taxpayers
obliged to file returns.

5.1.2. Information Requirements

In keeping with the leading practice of reducing taxpayers’ cost of complying with their tax obligations,
the tax administration should be mindful of its own information needs. In general, the administration
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must oblige the taxpayer to provide any data required under the law and any additional data that it
deems necessary to allow it to provide some assurance of taxpayer compliance. Taxpayers should not
be instructed to provide superfluous data that is ‘nice to have,” but is never actually used. The following
checklist provides an indication of the minimum key data required of the taxpayer at the time of
registration:

e Name (plus trading name), address, and contact details;

e Type of legal entity (individual, partnership, corporation);

e Business registration details (for those entities required to notify the government's business
registry of a new business);

e Partner details (for partnerships only);

e Type of business activity;

e Financial year end;

e Actual (or estimated) annual turnover; and

e Type of tax(es), for which the taxpayer is liable.

The initial four bullets are base data that provide the tax administration with the ‘who’ and ‘where.” The
latter four bullets provide ample information for the administration to better inform its future planning
and the allocation of an initial compliance rating.”®

Registration data should be captured on a simple form, with the taxpayer obliged to provide the
minimum amount of verification data needed. After processing the registration application, the tax
administration should provide the taxpayer with a unique taxpayer identification number (TIN) and a
registration certificate.

Notwithstanding the above, some taxes, in particular property taxes, require ‘discovery’ and not just a
simple act of registration. That is, the tax administration not only needs to know who and what to tax,
but it also needs to know the value of the taxable base, including the name, address, and value of the
property. As such, a separate property valuation system will be necessary and must interact with the
taxpayer registration database.

5.1.3. Single Registration Process

Clearly, it is preferred that the tax administration have a single, integrated registration process for all
taxes. This reduces costs for both the administration and the taxpayer. It will also immediately give the
administration a complete picture of the taxpayer and permit it an integrated and comparable view
across taxes. There are occasions, however, when a single registration process is not possible, such as
when separate administrations administer different tax types (e.g., property taxes are often
administered locally rather than nationally).

"® Tax administrations generally use information from tax returns as a major input to their risk-based compliance
systems. Given that there is no such data at the time of registration, the administration must make use of what
limited data is available to make preliminary allocations according to perceived risk.
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Registration for all taxes may not be possible at business start-up. This is particularly relevant for the

value added tax (VAT), which normally has a compulsory registration threshold, i.e., the taxpayer is only
obligated to register for VAT when their taxable turnover exceeds the legal threshold (unless the
taxpayer wants to voluntarily register). As such, a taxpayer that has just started or is about to
commence activity will not necessarily be registrable for VAT at that time. Given the potential risks with
VAT registration, a more robust process is often put in place by the administration, as discussed below.

5.1.4. VAT Registration

The threshold level at which registration for the VAT becomes compulsory is critical for its successful
implementation. This is especially the case in countries with weak administrative capacity, where it is
obvious that the capacity of small businesses to issue invoices and maintain proper books and records is
problematic. In these countries, absent a sufficiently high (turnover) registration threshold,
implementation of an account-based, self-assessed VAT is unrealistic.

However, "a sufficiently high registration threshold" is difficult to determine and establish. Globally, in
2010”, the average VAT threshold was US$60,000, but thresholds varied widely, from $0 to over
$700,000. Among LAC countries, the average threshold was $37,000, but similarly varied. Average
thresholds are not very meaningful or useful. In short, VAT thresholds need to be determined for and
by each country based on its tax policies, its unique taxpayer population, and on the resources and
capabilities of its tax administration.

On a related issue, VAT registration can be the entry point to serious fraud, and it is important that the
administration take steps to detect and prevent abuse of the VAT system. This includes rigorous pre-
registration checks of businesses suspected of missing trader fraud’®, which involves the sale of
goods/services at a VAT inclusive price, after which the trader disappears without paying the VAT to the
tax administration. A key part of deterring this fraud is to deny the fraudsters the VAT registration,
without which the fraud cannot be perpetuated.

5.1.5. Taxpayer Identification Numbers

Problems in the registration database can often be traced back to poor control of the issuance and
allocation of TINs. A unique TIN controlled by the tax administration and used for all taxes, including
those collected at importation, is essential for effective tax administration. It is important that
responsibility for the issuance of TINs is restricted to the tax administration. Equally important is that
the administration identify and put in place controls to check that no TIN is assigned to more than one
taxpayer and that no taxpayer is assigned more than one TIN. This single and unique identifier for all tax
administration purposes simplifies taxpayer compliance and eases compliance monitoring. A unique TIN
also facilitates the exchange of information between government agencies and the matching of
information reports with tax records to detect non-compliance.

" USAID's Collecting Taxes database. http://egateq.usaid.gov/collecting-taxes.
"8 Missing trader fraud and VAT fraud in general are discussed in Chapter 7.
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While some differences of opinion remain on the allocation of identification numbers, there is a growing
consensus that a unique, single TIN for all taxes is essential for effective tax administration. Some
countries have opted for issuing separate TINs for different types of taxes, arguing that this protects
taxpayer information (e.g., having a VAT number that can be printed on invoices to customers but an
income tax number that will remain confidential). In general, those countries issuing multiple TINs are a
smaller group that have, or used to have, different administrations for the main direct and indirect
taxes. Clearly, having many identification numbers in use increases the likelihood of error and/or fraud.
In practical terms, however, having different identifiers for different taxes does not have to be a major
problem, provided they all map back to a single, unique TIN in the administration’s database.

5.1.6. Intra-Governmental Coordination

Effective compliance monitoring requires third-party data for comparison purposes. Specific to the
registration arena, there are two key government entities which gather and maintain data likely to assist
in the determination on whether an individual or legal entity is registrable for tax.

Invariably, countries require new businesses to register with the Ministry of Business/Trade, Companies
House, or other relevant entity before undertaking any activity. Although some of these businesses may
never trade, the vast majority will assume some level of taxable activity and, accordingly, must be
registered with the tax administration. It is, therefore, incumbent on the tax administration to obtain
(preferably in electronic format), a regular extract of new and/or amended business registrations, which
can be compared against the administration’s registry. Formal legislation should not be required for
such an exchange, but a bilateral memorandum of understanding between the agencies may prove
useful.”

The second key government entity is Customs. Customs may be within the same entity as the tax
administration, under the umbrella of the Ministry of Finance, or may be a separate agency reporting to
the Ministry of Finance. Given that Customs often collects a higher percentage of government tax
revenue than the tax administration, it is essential that the two liaise closely and share information
regularly. In general, Customs will be dealing with a sub-set of the tax administration’s registry. All
entities importing or exporting goods in commercial quantities are in business and must be registered
with the tax administration. To simplify the flow of information, it is preferable that both entities adopt
the same single TIN.

5.1.7. Registration and the Use of Automation

The use of automation is essential in order to create and maintain an effective registration database.
Automation also reduces the compliance cost for both the tax administration and taxpayers through a
significantly reduced and more efficient processing time and procedure. Indeed, tax administrations

™ Other forms of cooperation are possible and needed. For example, the government agency responsible for
business registration could make tax registration forms available to taxpayers. In all cases, however, the tax
administration should not be in a position to depend on other government agencies and should be able to register a
taxpayer whether or not that same taxpayer registered with the business registry.
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using automation to best effect will provide taxpayers the opportunity to complete and file an

application for registration online. This eradicates the need for the taxpayer to appear at the tax office
and interact in person. Automation refers not only to an automated tax administration system, but also
to the increasing use of email and mobile phones as communication channels.

Many tax administrations have emphasized the importance of reducing the burden of taxpayer
compliance, with improved operational efficiency as a clear secondary goal. A clear majority of OECD
tax bodies signaled increasing the range, quality, and take-up of their Internet-based services as their
number one priority.?® Indeed, there has been not only a massive expansion of e-government over the
last five years, but also the introduction of m-government services (using mobile phone technology).

5.1.8. Maintaining the Register

The creation of the registration database is critical to the ongoing compliance functions of the tax
administration. This can only be effective, however, if the registry is accurately maintained on a timely
basis. Given that the aim of the registry is to provide the administration with an accurate list of
taxpayers, where those taxpayers are located, and whether those taxpayers are active, it is essential
that mechanisms are in place to ensure that this aim is achieved at any time. The tax registry is
constantly dynamic as new taxpayers come into being, taxpayers cease operations, taxpayers’
particulars — name, address, contacts — change, entities change through mergers and acquisitions, etc.
Unless the administration keeps on top of these changes, it will lose its ability to identify the active
taxpayer population.

Perhaps one of the greatest challenges for the tax administration is to manage the process of how and
when it receives notifications of changes to the registry. One of the simplest and most effective
methods is through legislation and/or regulation, where taxpayers are obligated to notify the
administration of changes to registration particulars, for example, within 15 days of the change.
However, this method is likely to disappoint if the tax administration does not design and implement a
fixed penalty regime for failure to comply.

It is equally important to have a formal internal mechanism in place to detect and report changes to the
registry. Indeed, many changes will be discovered by other functions of the administration. For
example, an auditor might note a change while trying to fix an appointment to visit a taxpayer, or
otherwise during an audit. Likewise, collections might note a change while trying to contact a taxpayer
about an overdue liability, while pursuing stop-filers, or while trying to obtain an outstanding return,
and so on. Therefore, it becomes incumbent on the function that discovers a change in a taxpayer’s
particulars to notify the registration section for prompt correction.

8 OECD (January 2009), p. 166.
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Box 5.1. Maintaining the taxpayer register in Bosnia and Herzegovina®

USAID's Tax Administration Modernization Project in Bosnia and Herzegovina (2001-2006), with assistance
from the U.S. Treasury, focused in 2002-2003 on setting up of new taxpayer registration systems. Prior to this,
taxpayer registries were out of date, inconsistent, and contained entries for defunct taxpayers and "ghost"
taxpayers to whom real traders would book transactions in order to avoid tax liability. The project developed
automated taxpayer registries with harmonized administrative procedures and a standardized database across
the three entities of Bosnia and Herzegovina, and provided new forms, educational materials, and manuals for
registration. The systems enabled data sharing between the entities for the first time, providing an effective
tool for fraud abatement. The tax administrations in the three entities simultaneously launched campaigns to
clean up taxpayer registries and to assign unique taxpayer identification numbers. In Republika Srpska,
registered businesses grew by 35 percent between 2002 and 2004. In the Federation — one of Bosnia and
Herzegovina's entities — registered businesses almost tripled for the same period.

5.1.9. Registration/ Deregistration by the Tax Administration

The onus to register for tax and to notify the tax administration of changes which may lead to
deregistration, for example, is generally placed firmly with the taxpayer. Common practice, however,
shows that many taxpayers do not take this responsibility seriously® — knowingly or otherwise — which
means that tax administrations must have the legislative authority to compulsory register or deregister
taxpayers as it deems fit.

The power to compulsory register taxpayers is used relatively frequently when the tax administration
has credible information that an entity is in business and/or has exceeded a filing threshold (date or
monetary). This allows the administration to get the business on its register and then apply appropriate
compliance measures.

As noted above, the effective management of taxpayers will only happen when the tax register is
accurate. Allowing taxpayers who have ceased trading, are deceased, or have changed legal form to
remain on the register as active will seriously affect the efficiency of the administration. Unless these
taxpayers are deregistered and re-categorized as ‘inactive,’” they will continue to be sent returns to file,
identified as non-compliant, and flagged for action by audit or another function. Removing these
taxpayers from the active role will get rid of the clutter in the register and permit the administration to
focus on true non-compliance.

Of course, deregistration does not mean the removal of all taxpayer details from the database. All
details and information on the taxpayer should remain in the system, at a minimum, for the statute of
limitations duration, but changing status from active to inactive removes the taxpayer from the regular
compliance activities.

& Development Alternatives, Inc. (2006), p. 5.
8 particularly small businesses.
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5.1.10. Administration and Organization

Staffing needs to handle registration are generally fairly limited and, provided the taxpayer database is
automated in some form or another, it is likely that no more than one staff member is required to
process applications and maintain the register at each location open to the public. Additional staff may
be necessary if the tax administration also has some sort of centralized service facility. Registration
section staff normally come under the purview of the taxpayer service function, as this is where the
activity best fits operationally. Clearly, there is a close correlation between registering for tax and
providing education/service to new taxpayers. The provision of information on filing and payment
obligations to newly registered taxpayers is a common practice and needs to be applied vigorously in
countries with low levels of voluntary registrations.

5.2. Common Trends

The advent of web-based, taxpayer self-service systems has also brought about significant changes in
the way registrations are handled. The days when taxpayer-inspector interaction (and approval) was
required for registration and, indeed, most other functions have all but disappeared. Provided the
taxpayer enters his or her data accurately, and the data are subsequently validated by the system, a
taxpayer can be registered and allocated a TIN and electronic certificate in a matter of minutes. Indeed,
given the pressure on governments to reduce public spending but increase revenues concurrently,
administrations are focusing diminishing staff numbers more on front-line compliance activities rather
than routine administrative tasks. Secure and integrated tax administration systems allow the
administration to do just that.

Some significant differences remain in the ways in which highly developed and modern tax
administrations operate, as compared to those in developing countries. Much of the difference could
be attributed to the greater use of enhanced automation. However, one key area where the variance is
noticeable is the level of authorities required in the approval process. Developing countries, in
particular, remain unconvinced that the vast majority of taxpayers are voluntarily compliant, which,
coupled with a fear of questionable staff integrity, leads them to prescribe numerous layers of approvals
across the administrative functions, including registration. Excluding VAT, which deserves separate
treatment, there is no good reason to require the approval of tax registrations before granting them.
Indeed, voluntary registration gives the tax administration the benefit of knowing the identity of
taxpayers and where to find them. Many advanced tax administrations no longer insist on a completed
registration form with supporting evidence and will accept the taxpayer’s particulars over the telephone
or via email. Provided the details given pass computerized validation checks, the taxpayer is registered
and allocated a TIN automatically.

Some countries do not specifically provide for a taxpayer to register formally with the tax
administration. The only requirement of the taxpayer may be to file the appropriate tax return and pay
any tax liability by the due dates set out in the law. This means that the first contact some tax
administrations have with a taxpayer may be more than a year after the taxpayer commenced business.
For example, a taxpayer may start a business on 1st January 2013 and operate for a tax year ending on
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31st December 2013. With a likely minimum 3 month time limit to file a return for the period, the first

'notification' to the tax authorities will be 15 months after the business is initiated. This is not good
practice, and administrations may well be forced to issue regulations in order to build an information
register sufficient to permit proactive taxpayer management.

Registration is generally not regarded as one of the key ‘compliance’ functions of the tax administration,
but, technically, it does have responsibility for the discovery and registration of ‘non-filers.” A non-filer is
defined as a taxpayer who has never registered for tax and, therefore, has escaped his or her tax
obligations. Tax administrations must regularly conduct programs to detect those who are wholly
outside the net of the authorities and take steps to bring them under their control. ldentifying non-
filers, assessing their tax liability, and collecting their tax due is a multi-step process involving the
coordinated activity of several functional departments. Given the significant compliance aspect of this
work, the non-filer activity is generally allocated to the collections or audit functions to manage, with
the registration section only providing information and intelligence.®

Given its predominantly ‘service’ role, the registration function is normally a sub-section of the larger
taxpayer services function. This permits smooth coordination between initial tax registration and
education, providing newly registered taxpayers with information on their filing, payment, and
notification obligations. At a minimum, taxpayers should be advised of their obligations, but making
more guidance and assistance available contributes to a more voluntarily compliant taxpayer
population.

As noted below, registries of most LAC countries are either incomplete or out of date and generally
unreliable, as is the case with registries of many developing countries all over the world. With the
realization that improved operations of tax administration and revenue collection greatly depend on
clean and reliable taxpayer registration databases and systems, a current trend in many countries
around the world is to clean registries that have been poorly designed, mishandled, or neglected. There
is a wide variety of registry "woes" among tax administrations of developing countries and a few general
maintenance and "cleansing" concepts, techniques, and tools are provided below:

e Inthe first place, the TIN should include a check digit. This digit is computed from the remaining
digits of the TIN every time the TIN is entered into the system. If the system computation
results in a check digit that is different than the one included in the TIN, then there is an error in
the TIN entry. The inclusion of the check digit minimizes data entry errors;

e The computerized system must provide security to prevent unauthorized use of the taxpayer
registration system;

e The issue of TIN numbers should be automated, rather than manual. Usually, the system must
provide assignment of the next sequential TIN available to a new taxpayer;

e The TIN database structure must support the association or linking of taxpayers to other entities
(partnerships, companies) via the TIN. Examples of this would be identifying partners of a
partnership and owners or officers of a company. Such linking is extremely important in audit

8 Non-filers are discussed in Chapter 10.
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selection, since much can be learned from associated information about the liabilities of an

individual taxpayer;

e The system must include procedures to find TINs via alphabetic and other types of inquiry, to
determine if a taxpayer is already registered and prevent issuance of duplicate TINs;

e For "cleansing," the current TIN file should be validated and updated before assignment of the
unique TIN. This can be accomplished by sorting and printing the alphabetic registers by
surname and then by other names, rather than by surname and TIN only. Computer programs
that can assist in this and have worked in various countries look at other key data as potential
fields for detecting or eliminating the possibility of two or more TINs applying to the same
taxpayer (e.g., date of birth);

e As taxpayers with two or more TIN numbers are discovered, the TIN data must be consolidated
under a single TIN number. The taxpayer must be informed, since only one of the TIN numbers
will remain valid;

e In countries where taxpayers were registered with one or more tax departments, the taxpayer
registries must be converted to a unique TIN computerized database. Experience has proven
that it is best to concentrate on an initial database of only business and limited company
taxpayers, since this is a much smaller database and represents a large portion of the income tax
revenue. Income tax is the obvious tax to use for the building of this database, because all
businesses that pay other taxes (e.g., VAT and customs duties) should also pay income tax;

e The tax administration must send notification letters to taxpayers to inform them of their
unique TIN, together with taxpayer registration certificates with the taxpayer’s name, address,
and TIN;

e Taxpayer contact programs must be designed and mounted for stop-filers. The tax
administration must secure delinquent returns or determine if the taxpayer should be de-
registered because the taxpayer is deceased, bankrupt, out-of-business, etc.; and

e For inactive TINs, issued one year or longer ago to taxpayers who have never filed any tax
returns, the tax administration must design contact programs to determine whether the
taxpayer should be de-registered or whether delinquent tax returns should secured.

5.3. Tax Administration Maturity

Four levels of maturity are presented below to help interested officials make self-assessments about the
strengths and weaknesses of the registration function in their respective tax administrations.

Registration: Maturity Level 1
Key word: "Unaware"

e Limited registration information is recorded. Information for third-party data matching (e.g.,
business registry numbers) or information needed for good planning (e.g., expected turnover) is
not included.

o Necessary written policies and procedures for registration staff do not exist, and staff acts
independently, inconsistently, and erratically.
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e Tax file numbers are issued by different entities and are not controlled by the tax

administration. Taxpayers identify themselves by name and may be unaware of their assigned
file number, which may change from year to year.

e There are separate registration forms and procedures for each type of tax. Registration requires
visits to multiple tax offices and the approval of tax officials.

e Registration information is not properly maintained (e.g., during business reorganization or
liguidation) and contains taxpayers that are no longer in operation.

e The tax administration does not use third-party information to track non-compliance.

e Registration systems are manual, with little modern technology and equipment available.

Registration: Maturity Level 2
Key word: "Unreliable"

e Some basic registration information is recorded (e.g., taxpayer name, contact, responsible
parties, etc.); however, information for third-party data matching (e.g., business registry
numbers) or information needed for good planning (e.g., expected turnover) is not included.

e The issuance of new file numbers is done solely by the tax administration. Taxpayers continue to
identify themselves by name.

e There are separate registration forms for each type of tax, although registration procedures may
be similar. Registration requires a visit to a single tax office and, still, the approval of a tax
official.

e Some parts of the registration process have written instructions, but there is inconsistency in
application across the tax administration’s field offices.

e Registration information is not properly maintained (e.g., during business reorganization or
liquidation) and contains taxpayers that are no longer in operation.

e The tax administration does not use third-party information to track non-compliance.

e Most of the registration work is still done manually, with little modern technology and
equipment available. What little computerization equipment is available is supported by
outdated technology.

Registration: Maturity Level 3
Key word: "Formalized"

e Almost all registration information is recorded, including information for third-party data
matching (e.g., business registry numbers). However, information needed for good planning is
not available (e.g., expected turnover).

e TINs are issued by the tax administration and used by taxpayers to identify themselves. TINs are
not sufficiently well controlled by the tax administration to ensure uniqueness.

e Registration is integrated across taxes with a single form and a single facility to register for all
tax obligations. No tax administration official approval is needed, but taxpayers still experience
delays.
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e Step-by-step operational procedures for the registration process are available and are

consistently applied across the organization.

e Registration information is maintained through occasional ad hoc programs, but not in a timely
manner. Maintenance includes both adding new registrants as well as removing taxpayers, who
are no longer active. It does not include updating information upon taxpayer reorganization.

e The tax administration uses third-party information to track non-compliance, but does so in an
ad hoc manner and irregularly.

e Modern technology and equipment are available for registration, but there are often ongoing
maintenance issues and funds for purchase are often limited.

Registration: Maturity Level 4
Key word: "Timely and accurate”

e All necessary basic taxpayer information is recorded, including information that allows third-
party data matching (e.g., business registry numbers) and information that allows for good
planning (e.g., expected turnover).

e Unique TINs are issued and controlled by the tax administration and used by taxpayers to
identify themselves.

e Registration is integrated across taxes with a single form and a single facility to register for all
tax obligations. Registration is automated and expedited.

e Operational procedures are integrated into the IT tax administration system with as many steps
as possible being automated.

e Registration information is maintained regularly and in a timely manner, not only by adding new
registrants, but also by removing taxpayers who are no longer active, and by updating
information upon taxpayer reorganization.

e The tax administration regularly uses third-party information to track non-compliance.

5.4. Latin America and the Caribbean

With respect to registration, countries in Latin America and the Caribbean (LAC) should be placed
between the second and third level of the maturity model above. Registration in LAC is, in fact, similar
to that of many countries around the world that have undertaken significant efforts to institute a formal
registration process that is simple and expedited, but have yet to take steps to ensure that registration is
accurate and effective and that the information collected during the registration process is appropriately
used for planning and compliance.

On the one hand, taxpayer registration in LAC is formalized, with relatively simple and quick procedures.
Even in Venezuela, in which starting a business is time and labor intensive, registering with the 'fiscal
registry' of the tax administration and Customs only requires that the new registrant file an electronic
form, which is downloadable from the tax administration's site, and the time to obtain an identification
number is usually only one day. Another day may be needed to obtain a tax clearance certificate at the

Detailed Guidelines for Improved Tax Administration Page 102
in Latin America and the Caribbean



Terry Murdoch Chapter 5. Registration

municipal level®* According to a recent CIAT study®, all Latin American countries assign a unique TIN

(except Brazil) and, except in Uruguay, this TIN is used to record the transactions of the taxpayer with
the tax administration. In addition, in all countries except Panama, taxpayers are required to report
changes that would impact their registration status to the administration.

According to the World Bank's Doing Business survey®®, LAC countries have recently taken a number of
steps to facilitate the process of starting a business — streamlining procedures by setting up a one-stop
shop and making procedures simpler or faster by introducing technology — and a number of countries
have made recent advances in doing so with respect to tax registration. For example, Costa Rica moved
to electronic tax registration records and reduced the time to start a business considerably. Guyana
streamlined the registration with the tax authorities and introduced a unique TIN system and later
reduced the time needed for obtaining a TIN. Honduras improved the registration for tax purposes at its
one-stop business start-up shops. Brazil 'eased' business start-up by further enhancing the electronic
synchronization between federal and state tax authorities.

On the other hand, the registries of most LAC countries are either incomplete or out of date and
generally unreliable. For example, CIAT's report states that a number of countries have an urgent need
to cleanse the registry of a large number of taxpayers, who are registered but no longer have economic
activity, and notes that the ratio of the number of registered taxpayers to the population is low — 23
percent in Latin America versus 59.2 percent in OECD. In addition, a recent article by the Inter-American
Development Bank notes that countries in Latin America face low levels of registration of micro®” and
small businesses. Examples include Mexico, where nearly 70 percent of micro businesses are not
registered and pay no taxes and only 63 percent of small and medium enterprises are registered, and El
Salvador, where it is estimated that only 1 percent of all micro businesses and 3 percent of all other
businesses are registered.®

5.5. Key Benchmarks and Guidelines

Questioning the taxpayer database should be one of the first steps to take when assessing the current
state of a tax administration. As noted in the introduction to this chapter, an administration cannot
manage its taxpayers if it does not know who they are, where they are located, and whether they are
active or inactive. If the administration fails to maintain a consistently accurate taxpayer database, its
compliance programs will be incomplete and ineffective. The following are some key areas where
further inquiry may be warranted to test performance of the tax administration and to pinpoint areas
for improvement. Although two of the four activities below are compliance in nature, it is important to
include them here to highlight the absolute necessity for a clean and accurate registration database:

# International Finance Corporation (n.d.), para. 10-11. This is so even though in Venezuela the federal
government, the states, and municipalities all have taxing powers.

% Inter-American Center of Tax Administrations (CIAT) et al. (2012), section 5.1.

% |nternational Finance Corporation (2013), p. 17. Relevant report years are 2009-2012.

8 Companies with fewer than 10 employees.

8 Inter-American Development Bank (2010), para. 9-10.
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e The administration should be able to easily provide an accurate breakdown of total tax

registrants into active/inactive categories;

e The administration should operate an institutionalized ‘stop-filer’ program.®® Such a program
follows up on taxpayers who used to file tax returns but have ceased to file in a timely manner.
The program must be institutionalized within the organization’s formal roles and responsibilities
and not done on an ad hoc basis. This program requires an accurate taxpayer registration
database as well as a return filing register;

e The administration should perform formalized ‘non-filer’ programs. Such programs, which may
be ad hoc, should be initiated by the administration to discover taxpayers operating outside the
tax regime and to bring them within the tax net. These are often implemented across a trade
category or geographical area to ensure they are manageable; and

e Information collected during registration should be used to align the tax administration's
performance metrics to its operations. For example, the tax administration's knowledge of the
size and location of its active taxpayers should be used to rationalize the location and staffing of
its offices.

In terms of registration, the types of benchmarks or measures that a tax administration may consider
include:

e Time to complete the taxpayer registration process (assuming the taxpayer has provided an
accurate and complete application form) — administrations should aim to register a taxpayer
‘while you wait’;

e Percentage increase in the tax register due to the implementation of (a number of) non-filer
programs; and

e Time (number of days) to process all amendments to the register.

8 A robo —call automated system implemented in El Salvador in 2009 to call stop-filers and other taxpayers has had
excellent results as described in Chapter 4.
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Chapter 6. Taxpayer Services
Yassie Hodges

The international trend is for tax authorities to administer the tax regime in a way that encourages and
expects taxpayers to self-assess their tax liability and then remit the relevant amount of tax to the
government. Conceptually, this is a sound approach for two reasons:

e The taxpayer generally has better information on his/her sources of income and expenses; and
e Itis relatively expensive for the government to assess every taxpayer’s return.

Through the self-assessment process, tax administrations rely on a system of voluntary compliance,
where taxpayers pay what is due, when it is due, and without coercion. However, self-assessment will
only work if the majority of taxpayers know what their obligations are and are able to comply with
them. The overall level of compliance is also improved if the costs borne by taxpayers in carrying out
self-assessment are low. Therefore, an essential element of tax compliance is helping taxpayers
understand their tax obligations and promoting the inexpensive, voluntary, timely, and accurate
reporting of tax liabilities.

Taxpayer service plays a critical role in maximizing voluntary compliance by providing taxpayers with the
information and assistance they need to enable them to meet their tax obligations. Taxpayer services
curb compliance costs by providing programs that enable taxpayers to fulfill their obligations more
easily, thereby minimizing the need for the tax administration to expend more costly resources to
enforce compliance. With effective public information, forms, and services, and by convincing non-
compliant taxpayers that they can comply with relative ease, taxpayer services can also encourage and
help accomplish greater voluntary compliance.

The purpose of this chapter is to address capabilities of a modernized taxpayer service program, outline
strategies to assist tax administrations in developing and implementing effective taxpayer service
programs, and provide performance indicators to ensure taxpayer service programs are delivering the
results intended.

6.1. Leading Practice

Generally, the term "taxpayer services" refers to the manner in which taxpayers are treated (e.g.,
respectful, fair, professional, etc.). Although these are characteristics of an effective taxpayer services
program, taxpayer services in the context of this chapter is defined as a set of strategic initiatives
undertaken by the tax administration to assist taxpayers in complying with the tax laws. An effective
taxpayer services strategy integrates three broad themes:

e Tax simplification: Most tax administrations agree that simplified policies and procedures
greatly facilitate voluntary compliance. Without institutional simplification enabling taxpayers
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to fulfill their responsibilities more effectively, even the most comprehensive services offered to

taxpayers will not be effective;

e Taxpayer assistance: Taxpayer assistance means providing taxpayers with information to
prepare tax returns and to resolve issues of filing, as well as questions and adjustments that may
arise after the tax returns have been submitted to the tax administration. These areas of
assistance have also been referred to as the pre-filing, filing, and post-filing stages of assistance;
and

e Facilitation of tax collection and enforcement: The ultimate goal of the tax administration is to
collect the proper amount of taxes due to the government. Therefore, providing the mechanism
to facilitate the payment of taxes — especially for business taxpayers who are required to
regularly remit multiple tax payments for different taxes — is an essential enabling tool to
encourage voluntary compliance.

6.1.1. Organization of the Taxpayer Services Program

As a tax administration formulates its organizational structure around various functions and/or
activities, questions often arise relative to who is responsible for "taxpayer services." Although each
employee within the organization must embrace the concept of providing effective taxpayer services,
the tax administration should establish a dedicated unit responsible for programs, product design,
planning, and coordination of initiatives related to taxpayer services.

The section within a tax administration that is responsible for activities related to taxpayer services has
taken on various titles, including: Taxpayer Services Directorate (Costa Rica); Stakeholders, Partnership,
Education, and Communication (United States); Service and Collection (Mexico); etc. No matter what
the actual function is called, the core responsibilities consistently center on three basic activities:

e Registration/walk-in: The objective of this activity is to assist those taxpayers who believe their
issues are best handled face-to-face. The scope of the activity includes answering taxpayer
questions, furnishing tax forms and publications, and assisting in the preparation of tax returns;

e Taxpayer education/outreach: The objective of this activity is to develop and deliver integrated
strategic communications and educational products to employees, taxpayers, and other
stakeholders, including practitioners and industry groups. The scope of this activity is to develop
forms and publications and to review and update these periodically based on changes in law,
policies, and procedures; delivered via a variety of channels, e.g., face-to-face, online services,
telephone, written, etc.; and

e (Call center: This activity is dedicated to addressing telephone inquiries to minimize disruption to
normal operational activities. Call center operations supported by modern telephone
technology are becoming an increasingly significant element in service delivery.”

% While the tax administrations of some countries, such as El Salvador and Jamaica, have chosen to establish in-
house call centers as discussed in Chapter 4, some tax administrations around the world, such as India, have
outsourced selected core and support functions, including call centers.
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Figure 6.1. Taxpayer service organization

Director / Commissioner
Taxpayer Services

6.1.2. Responsibilities of the Taxpayer Services Program

The taxpayer services division, which generally consumes about 10 percent of a tax administration’s
human resources’, generally has responsibility for developing comprehensive taxpayer services
strategies linked to the organization's overall compliance strategy and taking into account taxpayer
demands, needs, geography, and service channel options.

Most modern taxpayer service functions are the centralized point for providing taxpayer information
and educational services and typically include the following activities:

e Registering taxpayers/assigning a unique taxpayer identification number (TIN);?

e Maintaining and updating taxpayer registers;

e Interacting with taxpayers who visit, call, or write;

e Providing and staffing taxpayer service counters and call-in operations;

e Responding to general inquiries, including but not limited to registration, filing or payment
requirements, basic tax law, and ensuring that taxpayers are routed to other areas as
appropriate;

e Providing tax returns and instructions;

e Developing informational and educational publications;

e Conducting seminars on changes to tax laws and procedures for targeted business audiences;

e Monitoring subjects of queries to determine the need for additional educational materials for
taxpayers, internal tax administration training, and/or internal operational changes; and

e Developing and maintaining the content of the tax administration website.

Of all the various operating functions of the tax administration, the taxpayer services staff has the most
interactions with the general public. They are, in effect, the public face of the tax administration. The
staff assigned should therefore have good inter-personal and communication skills, a genuine desire to

L IMF (2012), p. 31.
% For the reasons stated in Chapter 5, it is important that responsibility for the issuance of TINs be restricted to the
tax administration, although in some countries this function has been outsourced to IT service providers.
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assist the taxpaying public, the ability to listen effectively, and the ability to stay calm when faced with
adversity.  Since the taxpayer services function is the initial point of contact with taxpayers, the staff
should also have a good working knowledge of tax law, office procedures, and the tax obligations for all
tax types.

As the initial entry point for most walk-in, phone-in, or written (paper or electronic) contacts, taxpayer
services staff will generally respond to the most common questions and route more complex questions
to staff from other functions, such as audit or collections, when appropriate.

Since the information provided by the taxpayer services function may ultimately be utilized to
determine a taxpayer’s final tax liability, it is essential that advice given to a taxpayer be correct and
consistent. Unfortunately, in some jurisdictions, taxpayers have been penalized for relying on incorrect
advice provided by the tax authority. In the United States, for example, the courts have ruled that
incorrect information provided by Internal Revenue Service (IRS) employees is not binding on the
organization, and the taxpayer is ultimately responsible for any additional taxes due, although relief is
generally provided to the taxpayer in the form of penalty abatement. The correct tax ultimately has to
be computed according to the law, regardless of the quality or lack thereof of respective
Incorrect advice provided to a taxpayer can be extremely embarrassing to the administration and could

'inputs.”

negatively impact the public’s perception of the administration's overall effectiveness. As a result, staff
should be encouraged to seek assistance, when necessary, to ensure that the taxpayer receives the
correct information.

As a means to provide more consistent advice and to maximize resources, the international trend is to
focus on self-service channels (e.g., online services or telephone interactive tax assistance) for taxpayer
service delivery. These services direct taxpayers through a series of prompts for a range of services
including e-filing, registration, account balances, etc. However, the OECD 2012 report on "Working
Smarter" indicates a continued high demand among taxpayers for live telephone and walk-in assistance
— which is the most labor intensive and costly means of service delivery. Therefore, an increased focus
has been placed on determining the reason for the service demand and developing strategies to either
reduce the demand or shifting to more cost effective service delivery channels.

Figure 6.2. Identifying drivers and root causes of service demands®

Methodologies and technologies ’ Countries

Feedback through interviews with call center agents Belgium, Canada, Estonia, Finland, Korea, Poland,
Singapore, Switzerland

Coding by call center agents on the call topic or tax Australia, Canada, Hong Kong, New Zealand, United

type (also referred to as Fast Key Codes or Work Kingdom

Codes)

Interactive Voice Response (IVR) Systems Australia, Canada, New Zealand, Singapore, United
States

Call listening/Quality assurance data Australia

% OECD (January 2012), p. 18.
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Methodologies and technologies Countries
Caller surveys Australia, Canada, Finland, Hungry, United Kingdom
Databases information on the services provided to Chile, Italy, Mexico, Spain, United States
taxpayers
Contact / speech analytics Australia, New Zealand, United States
Customer relationship management (CRM) systems Belgium, Singapore

6.1.3. Developing and Implementing Effective Taxpayer Service Strategies

Taxpayers have come to expect the same level of service from public organizations as they receive from
the best private sector organizations. Taxpayers are increasingly becoming more comfortable using new
technology and are looking for easier, more efficient, and time effective ways to obtain information and
interact with government agencies. To effectively meet taxpayer demands, administration staff must
embrace the concept of viewing the taxpayer (customer) as the most important person to the
organization. Outlined below is a strategy for developing and implementing an effective taxpayer
services program.

A. Identify the Target Group

Customer segmentation approaches to the delivery of services have become increasingly significant, and
there is a growing understanding that taxpayers cannot be treated as a homogenous group.

1. The tax administration should begin by identifying the target taxpayers and by considering point
of service delivery or receipt;

2. Taxpayers should be clustered or segmented based on their common behaviors (e.g., small,
medium, and large taxpayers);

3. The tax administration should determine the priorities of various clusters of taxpayers; and

4. Consideration should also be given to the needs of tax practitioners, tax preparers, and other
third parties involved in facilitating taxpayer compliance.”

B. Determine What Taxpayers Want ... From the Taxpayer’s Perspective

The objective here is to understand the root causes of service demands. Utilizing the information
secured, the tax administration should develop strategies to reduce demand by identifying the most
effective and cost efficient means to address issues presented.

1. The tax administration should determine what target taxpayers want by simply asking them via
interviews, surveys, focus groups, etc.;

2. Taxpayer service can be improved by conducting periodic surveys™ to monitor taxpayer
perceptions about taxpayer service and other compliance issues;

% Such as the Taxpayer Representatives’ Center established in Puerto Rico (see Chapter 2).
% Guidance on these types of surveys is provided in World Bank (2011).
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3. The tax administration should use focus groups, surveys, and other feedback methods before

implementing new services and procedures. In order to minimize the burden on taxpayers,
these should be coordinated with other planned activities;

4. Trends from data collected in house reflecting type of service demand, volume, etc. should be
evaluated to enhance service delivery;

5. The tax administration should consider whether input secured via surveys, focus groups, etc. is
something that the organization does, is capable of doing, or wants to pursue;

6. Agreed upon feedback should be incorporated into business process improvement initiatives;
and

7. In order of priority, the tax administration should determine which input taxpayers provide
would most impact revenue, cost, trust, or compliance, if performance delivery were to be
improved.

Box 6.1. Taxpayer feedback in Sweden®

The Swedish population trusts the Swedish Tax Agency to a higher degree than any other Swedish government
agency. In 2011, 62 percent of citizens and 68 percent of businesses stated that they trust the way the agency
handles its duties, and 96 percent of visitors and 97 percent of callers stated that they were treated
respectfully. The following are extracts of a paper97 presented by the Swedish Tax Agency at the 2012 46"
CIAT general assembly:

e The agency understands that their service should not be built on their own internal view of reality, as
what its staff think is efficient or a good service may not be viewed as such from the perspective of the
taxpayer;

e The agency uses quantitative and qualitative methods to measure service quality and taxpayer feedback
and engages external companies to collect the information;

e In quantitative surveys, the agency scans taxpayer experiences with various taxpayer service channels.
These surveys are normally carried out four times during the year, with some broader surveys performed
once a year; and

e With qualitative studies, the agency hopes to get more information to understand the underlying factors
affecting taxpayer experiences. These studies are focused and are usually not repeated.

C. Establish an Organizational Culture Supportive of Taxpayer Service

Utilizing the information gathered from taxpayer feedback, the tax administration should establish its
taxpayer-focused vision and mission statements to help clarify and communicate the administration's
purpose.”® The mission and vision statements must be understood and shared by every staff member
within the agency.

1. The key function of a tax administration is to collect revenue. As a result, every activity
undertaken should be geared to the ultimate objective of enhancing revenue collection. At the
same time, the manner in which revenue is collected must be fair, professional, and respectful;

% Swedish Tax Agency (2012), p. 3-6.
" Ibid., p. 3-6.
% The tax administration's mission and vision are also discussed in Chapter 15.
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2.

3.

The vision and mission statements should clearly address both "Revenue" and "Service" — two
key elements that are essential to meeting the agency’s objectives; and

The tax administration should continually reflect on the vision, goals, and the way services are
delivered to taxpayers, and should be willing to change existing practices to integrate
improvements.”

D. Implement a Strategic Service Concept with a Focus on external Stakeholders

The strategic service concept with a focus on external stakeholders establishes how the tax

administration designs, markets, and delivers services to taxpayers.

Channel

The tax administration's strategy should focus on taxpayer/stakeholder needs, rather than on
organizational priorities. Offices (LTOs)
administrations around the world have their own taxpayer service units to handle their clients’

For example, Large Taxpayer in many tax
more complex issues, including international taxation issues;

It should incorporate agreed upon feedback solicited from taxpayers/stakeholders in
improvement initiatives;

Utilizing taxpayers’/stakeholders’ feedback, the tax administration should develop a range of
service options for interacting with taxpayers. These are also referred to as "channel" options
and may include face-to-face, telephone, online, and other interactions as presented in the
figure below;

Advertising/educational outreach strategies should meet appropriate taxpayer expectations;

A continuous feedback loop should be provided for incorporating taxpayer comments and
complaints into the planning processes; and

Taxpayer satisfaction with the services provided should be measured regularly, and feedback
should be used for continuous improvement.

Figure 6.3. Strengths and weaknesses of channel options'®

Strengths

Description Weaknesses

Internet

Electronic

Websites for one-way information | e Can be accessed 24 hours a .

The user must actively search

dispersion from one to many

Interactions, such as the use of
online calculators and other tools

Web portals that include
transactional services with secure
log-in options, such as e-filing

day/7 days a week

Low cost per visit. Cost per
visit decreases as
accessibility increases

Can address small segment
needs in a cost effective
manner

Can be personalized

Can present complex
information in an easy way,
Can push information to the
client, either through list
service or by placement of
account specific information

the information (pull)

Not all have access to internet
Content may be too general
Can be difficult to find
information

May require rigorous security
measures

Can trigger more contact with
revenue body.

% As discussed in Chapter 15.
1% OECD (2007), p. 24.
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Channel Description Strengths Weaknesses
in secure space
E-Mail Structured: mainly via web forms e Cansend e-mail 24/7 e Often not a secure solution
on the Internet e Many are familiar with use for sending personal
Unstructured: free text from an of email information
email program or website o Difficult to meet client
expectations, they often
expect immediate answer
NOTE: Used significantly less than (almost as a phone call)
other channels e Time sensitive and labor
intensive
e (Can trigger more contact with
revenue body.
Interactive Different types of unmanned e Can be available 24/7 ifin a e Security, vulnerable for
Kiosks kiosks. Can be used for public space hackers
information, interaction, or e Low cost e Can be uncomfortable to deal

Telephone -
Live
Representative

transactions.

Calls to local tax offices or
different types of call centers or
contact centers (which also
includes other channels)

NOTE: Most popular service
delivery

Immediate answer,
interactive

Ability to probe effectively
Facilitates channel
integration, e.g., co-
browsing, click-to-talk
Web/Phone integration and
making face-to-face
appointments

Often preferred channel by
taxpayers

Can handle large volumes

Telephone

with your personal data in a
public space.

Can be high cost

Can be challenging to
accommodate flexible
capacity, in particular for peak
periods

administration, or inbound from
taxpayers. Increased use of
scanning for automation of
handling process

NOTE: Downward trend in demand

comfortable with paper
products

Telephone - Automated services that can e Access 24/7. Independent of | ¢ May be limited to a narrow
Automated provide both information and time and geography range of services
interaction services, as well as e Easy to use if properly e Low client tolerance for
transactional services, in some configured automated systems
cases. e Low cost e Poor customer service when
e Flexibility, popular poorly configured
e |VR can be expensive and
difficult to configure
e Phone Charges Can be
expensive
SMS Messaging via mobile phone. Can e Access 24/7. Independent of | e Limited options, small screen
be used for notification services time and space * Security
(outbound) and for filing or e Mobile phone readily e People changing mobile
ordering forms (inbound) in a few available numbers
countries e Low cost e Not yet the acceptance as
e Easytouse channel for self-service (still
e Appeals to young people an emerging technology)
Written
Letter Outbound letters from the tax e Most people are very e Takes time from sender to

receiver
Time consuming handling.
Expensive to process
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Channel Description Strengths Weaknesses
Mass Distribution of mass-produced e Proactive from tax e Can be very expensive
Distribution written material, like forms and administrative perspective e Received by users who may
brochures, from the tax (push) not need info
administration to target groupsor | e Most people are very e Uncertainty related to
all taxpayers comfortable with paper recipients level of
products understanding
e Suited for presenting e Tends to prompt high volume
information in a logical of low value inbound contact
order. e Encourages traditional
e Easy for taxpayer to study behavior
content as many times as
needed
Face-to-face101
Walk-in Counters at local tax offices, or e Provides direct and personal | e Limited access in time and
counters at local public offices contact place.
shared with several other public e Allows for assisted self- e High cost
agencies service to encourage channel | o Less equitable, limited
migration number of office mostly in
NOTE: One of the primary service e [f by appointment, larger urban communities
delivery channels eliminates waiting times
Outreach Tax officers offer face-to-face e Can target special user e Time consuming
Activities services in public spaces like groups. From one to many —
shopping malls, libraries, schools, meet many at once
railway stations, airports, place of e Proactive. Can prevent
business, etc. unnecessary contact

E. Implement a Strategic Service Concept with a Focus on Internal Stakeholders

The internally oriented strategic service concept establishes how the internal processes of the tax

administration will support the taxpayer-focused vision. The premise is capable workers, who are well

trained and fairly compensated, provide better service, need less supervision, and are much more likely

to stay on the job.

1. The tax administration should ensure leaders of the organization exhibit the administration's

values.

Leaders must foster the creation and testing of new ideas and be willing to change

existing practices to integrate improvements;

2. The tax administration should identify employee groups that are important to implementing the

externally oriented service concept. Frontline workers are of central importance;

3. There should be a focus on continuous training and employee development;

4. The tax administration should not assume staff knows how to treat taxpayers in a friendly,

helpful, and professional manner. These skills can — and should — be taught to ensure that

everyone in the organization is on the same page in terms of taxpayer service;

1% Face-to-face interaction is not limited to public offices. The tax administration can partner with local chambers
of commerce, industry associations, and other private or commercial groups and use their premises to provide
taxpayer services.
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5. Frontline employees should be empowered to take initiative to satisfy the taxpayer.

Management must support employee empowerment, while clearly defining the parameters of
that empowerment and remaining flexible to encourage creativity;

6. In addition to skills and empowerment, frontline personnel should be equipped with the
technology, information, and internal resources to meet taxpayers’ needs;

7. The tax administration should ensure that individuals throughout the organization
communicate. Frontline employees need information and a support network.

The overall objective of a strategy for taxpayer services is to educate the taxpayer, develop effective
processes and procedures, and make access to appropriate information so easy that the taxpayer will
have minimal or no need to contact the tax administration in order to comply with tax payment
responsibilities.

6.2. Common Trends

As a result of advances in technology and service delivery in the private sector, taxpayer’s expectations
of tax agencies have increased. However, with increased budget constraints, agencies are continuously
exploring ways to deliver services better, faster, and at lower cost. From these efforts, several trends are
emerging, including use of taxpayer feedback / involvement, increased focus on the use of technology,
and analyzing root cause of service demands to determine appropriate service delivery channel.

Taxpayer feedback and taxpayer involvement: Agencies are increasingly engaging taxpayers, soliciting
their feedback, and making improvements based on information received. The feedback received is
used to help determine the service enhancements needed to improve taxpayer satisfaction.
Improvement initiatives and new service strategies are incorporated into the Agency Strategic Plan and
Annual Performance Plan to ensure agreed upon actions are pursued.

Use of technology: Tax administrators are aggressively exploring the use of technology to enhance
service delivery. The trend is to migrate to self-service channels, which are deemed to be more cost
effective than face-to-face and/or live telephone interactions.

Box 6.2. Self-service options in the United States

The U.S. IRS provides a number of self-service options. Through the IRS online portal, and without
interventions by tax officials, taxpayers can:

e Use the "Where's My Refund?" portal functionality to check on the status of their refunds and the
estimated date of refund payment.

e Use the "Free File" functionality, maintained by an IRS authorized e-file provider, and electronic fillable
forms to file and pay electronically.

e Pay via the Internet or by phone through the U.S. Department of Treasury's Electronic Federal Tax
Payment System.

e Use the Interactive Tax Assistant to obtain responses to tax law questions on a limited set of common
topics.

e Apply for a TIN and receive one immediately.
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e Register to become a tax preparer or an "enrolled agent" — a person who can represent taxpayers before
the tax administration.

The service options range from a simple list of frequently asked questions to advanced online
applications that give taxpayers access to detailed information and services to address their inquiry.
Instead of contacting taxpayer service representatives, they can access information via telephone or
online to find a solution twenty-four hours per day - seven days per week. Some agencies have closed
offices and promoted online services as a viable option for service delivery. Examples of the type
services that may be available include:

e Securing copies of forms and publications;

e Securing transcripts of accounts;

e Registering a business;

e Checking the status of refunds;

e Filing returns;

e Paying taxes;

e Securing installment payment agreements; and
e Accessing responses to tax questions, etc.

Root cause analysis: In order to develop the most effective channels to assist taxpayers, a trend is
leaning towards evaluating root causes for service demands — the reason the taxpayer needed to
contact the agency, the rationale for the channel option they decided to use, as well as the reason for

the taxpayer experience with the service.'®?

For example, if significant resources have been invested in
developing responses to Frequently Asked Questions and access to this information is readily available
via online or automated telephone delivery channels - yet taxpayers continue to utilize face-to-face
options — the question should be why? The answers may be poor website design, difficult to use,
improper links, lack of awareness, etc. The root cause analysis would help in addressing the core of the
problem in an effort to devise mitigating strategies to eliminate, reduce, or shift taxpayer demands to

more efficient service delivery channels.

Other trends in taxpayer service delivery are outlined in the table below.

Figure 6.4. Trends in taxpayer services'®

. Trends in Taxpayer Service '

1. Understanding an appropriate balance of resources between enforcement and service is a critical tool in
achieving higher overall tax compliance as a measure to improve voluntary compliance.

2. Treating taxpayers as clients with rights that are codified in the form of charters, etc., and publicized.

3. Public Agencies work together to provide coordinated services to clients.

192 1n the case of the latter and as discussed in the example above, the Swedish Tax Agency has opted for qualitative
taxpayer surveys to get a better understanding of the experiences of taxpayers with specific, focused issues.
183 IMF (2012), p. 31.
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Trends in Taxpayer Service

4. Tailored approach of service delivery to match the needs of various taxpayer segments and the risk to
revenue.

5. Modern marketing techniques are extensively utilized to influence taxpayer behavior.

6. Services staff are highly qualified in terms of being able to match the expectations of taxpayers and those
of professional tax accountants and advisors.

7. Establishment of client call centers and a move towards larger and more centralized service centers to
ensure delivery of consistent, high quality service that enables specialization (e.g., by taxpayer segment or
tax type and procedure).

8. Services are available independent of time and place in step with the growing possibilities for electronic
services (e.g., interactive telephones, e-services, and websites).

9. Provision of dedicated inquiry services for tax professionals.

10. Goal to move taxpayers to web and e-services with compulsory e-filing and payments requirements for
certain taxpayer segments (e.g., large taxpayers) and annual targets for take-up rate.

11. Taxpayer services (excluding staff involved with returns filing and coding) consume about 10 percent of
tax agencies’ human resources.

12. Consulting widely with taxpayers and/or their representatives prior to the implementation of changes.

13. Establishing and monitoring service delivery performance according to prescribed performance standards;
measuring client satisfaction; and demonstrating accountability by publicizing the levels of performance
achieved against service standards set.

6.3. Tax Administration Maturity

The use of a maturity model allows an organization to assess its policies and procedures against a set of
benchmarks. The four levels of maturity with respect to taxpayer services are described below to help
interested officials make self-assessments about strengths and weaknesses in their respective tax
administrations. It is estimated that an organization can take two to four years to progress through the
first three levels of the maturity model. Therefore, management must view the taxpayer service
improvement process as a multi-year effort.

Taxpayer Services: Maturity Level 1

Key word: "Ad hoc"

e The tax administration may undertake a number of different initiatives to improve taxpayer
services as a vehicle for improved voluntary compliance and enhanced revenue, but without
making any major investments. A series of uncoordinated taxpayer services efforts have been
initiated.

e Taxpayer service units are severely understaffed, with personnel not trained to do the job
effectively, resulting in a high level of taxpayer contact.
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o New employees only receive informal on-the-job training on procedures (e.g., for visits),

communications techniques, and managing conflict. Existing employees do not receive
refresher courses or other training.

e Information, support, and education are usually limited to a single channel — a visit to the tax
office — and are hence specific to each taxpayer's individual inquiry and provided only when the
taxpayer visits the office.

e Taxpayers frequently wander into work areas to deal with technical staff, increasing potential
for collusion and disclosure of confidential information.

e One-on-one assessments, rather than self-assessment, are the rule and create extensive face-to-
face contact with the taxpayer.

e Unreliable registration, TINs, and taxpayer accounts create difficulty for taxpayer service staff in
resolving taxpayer accounts, thereby negatively impacting the level of service provided.

e Most of the work is done manually since little modern technology and equipment is available,
and that which does exist is supported by outdated technology, thereby limiting access to
taxpayer account information and hindering the level of service provided.

e The level of service is ad hoc and inconsistent, with little communication between functions, due
to different levels of institutionalization of procedures across taxpayer service units and varying
staff skill levels. Minimal procedural manuals are developed on an ad hoc basis.

e Efforts by top-level officials to establish good relationships with some public and private sector
groups — particularly with public accountants — are initiated but lack coherence and stability.

Taxpayer Services: Maturity Level 2
Key word: "Formalized"

e The tax administration recognizes that it is worth investing capital and personnel in taxpayer
services. The overall approach to taxpayer service becomes more organized with an emphasis
on fixing problems.

e Managers focus on the level of service provided to taxpayers via the goals and objectives
outlined in strategic plans, along with the development of vision and mission statements with an
emphasis on service.

e Recruitment of personnel with customer service friendly skills is undertaken, and staff
development and training are initiated. New tax administration staff receive some formal
course training and on-the-job training on procedures (e.g., for visits), but ad hoc, irregular
training on communication techniques and managing conflict. Existing staff receive occasional,
but irregular, refresher courses.

e Within tax offices, taxpayers may on occasion be sent from reception areas to work stations to
meet and deal with technical staff, thereby facilitating possible collusion and risking disclosure
of information.

e Brochures, informational publications, and Frequently Asked Questions have been developed
and are available in hard copies and via the administration’s website.
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e Information, support, and education are limited to ad hoc, very high-level instructions for

common processes (e.g., filing). These are updated very rarely, usually with changes in the law.

e Information, support, and education are tailored to type of tax, but not to types of taxpayers.
Information, support, and education are limited to a couple of channels and vehicles (typically
narratives on the government's web sites and paper brochures).

e Coordination between the functional areas is initiated in an effort to enhance the level of
service provided. There is a somewhat proactive effort to promote the concept of voluntary
compliance through outreach and educational campaigns.

e Taxpayer service personnel are aided by more aggressive campaigns to clean up the registry,
TINs, and taxpayer accounts.

o The level of taxpayer service provided is more consistent due to procedural and policy manuals
for each of the functional units.

e Relationships with public and private sector groups are improving.

e Only limited modern technology and equipment are available to enable access to information to
assist in resolving taxpayer concerns.

e Because of the investments made in taxpayer services, senior management becomes anxious
and wants quick results, adding pressure on a function that is not yet at a sufficient level of
development to make significant improvements.

Taxpayer Services: Maturity Level 3

Key word: "Integrated"

e The tax administration embraces taxpayer services, because it understands the direct impact on
domestic revenue mobilization. Taxpayer service is no longer limited to the Taxpayer Services
Department, but rather has become a major transformational effort across the administration.
Instead of fixing problems, the focus turns to business process reengineering to enhance the
level of taxpayer service provided. There is a focus on improving the level of service provided
across the full life cycle of a taxpayer interaction with the organization — from registration to
deregistration.

e Units are properly staffed with personnel trained in effective communication, conflict
resolution, etc. New and existing tax administration staff receive formal course and on-the-job
training on procedures (e.g., for visits), communication techniques, and managing conflict.
However, the curriculum and course content are not updated regularly.

e Separate interview rooms have been established to protect taxpayer privacy and to secure
confidential information. Technical functional staff meet taxpayers in interview rooms in the
taxpayer service reception area, and taxpayers are permitted to enter staff work spaces only on
rare occasions.

e Various channels have been established to interact with the tax administration, including face-
to-face, telephone, and online. There is, however, a need for expert technicians for complex
queries.
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e Information, support, and education are provided through somewhat detailed instructions and

usually for common processes (e.g., filing, but not audit or collections). These are updated
rarely and not on the basis of taxpayer feedback. Taxpayer services are tailored by taxpayer
segment (individual / business, large / small, etc.) and by type of tax.

e A business process review begins, with an evaluation of current practices, through an analysis of
people, process, and technology focusing on efforts to enhance the level of service provided.

e The tax IT system ensures that taxpayer service personnel have ready access to appropriate
information to properly address taxpayer concerns.

e The administration places increased focus on training and enabling employees to deliver
excellent taxpayer service.

e Relationships with public and private sector groups have improved, and regular outreach forums
have been initiated.

Taxpayer Services: Maturity Level 4
Key word: "Strategic"

e Taxpayer experience is a key concern of every initiative undertaken. All employees feel
ownership for maintaining a culture of strong taxpayer service, and executives no long focus on
change management.

e Every decision within the organization takes into consideration the needs of the taxpayer.

e Units are properly staffed with personnel trained in effective communication, conflict
resolution, etc.

e New and existing tax administration staff are subject to formal course and on-the-job training on
procedures (e.g., for visits), communication techniques, and managing conflict. The curriculum
and course content are updated regularly.

e At the field office locations, technical functional staff meet taxpayers in interview rooms in the
taxpayer service reception area, and taxpayers do not enter staff work spaces.

e Information, support, and education are provided across all tax administration functions (e.g.,
registration, filing, payment, etc.). These are detailed and are updated regularly based on
taxpayer feedback. Taxpayer services are tailored by taxpayer segment (individual / business,
large / small, etc.) and by type of tax.

e Taxpayer services use multiple channels (telephone, web, paper) and vehicles (FAQs,
instructional brochures, expert technicians responding to complex questions, and generalists for
other questions).

o Stakeholder boards consisting of members from the general taxpayer population of small,
medium, and large taxpayers, accounting firms, and chamber of commerce groups have been
established to provide feedback/input prior to initiating new laws, policies, and procedures.

e Employees are fully aware of the administration’s service policies, which are part of the hiring
process, the new employee training programs, and reinforced by management leading by
example on a day-to-day basis.
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e As a result of a robust tax IT system, taxpayer service personnel have ready access to

appropriate information to properly address taxpayer concerns.

e Taxpayers can interact with the administration’s data base to file returns, make payments,
secure account information, and quickly secure answers to tax questions via self-assessment
tools.

e The tax administration has achieved its overall objective of educating the taxpayer, developing
effective laws, processes, and procedures, and making access to appropriate information so
easy that taxpayers have minimal or no need to contact the tax administration in order to
comply with tax filing and payment responsibilities.

6.4. Latin America and the Caribbean

Almost all Latin America and the Caribbean (LAC) countries have initiated some form of taxpayer service
program. For example, Peru's tax administration — Superintendencia Nacional de Administracién
Tributaria (SUNAT) — makes constant outreach and education efforts among taxpayers to inform them of
their tax rights and obligations as a means to facilitate voluntary compliance. Costa Rica has adopted a
similar approach via its tax reform bill — Proyecto de Ley de Ordenamiento Fiscal — and incorporated a
one-stop filing process, in conjunction with other government agencies, for taxpayers registering a
business. Bolivia has developed a series of brochures for its outreach programs. Chile has made
intensive use of IT to facilitate taxpayer assistance. Several countries (Argentina, Chile, Dominican
Republic, and Mexico) have increased reliance on web portals to provide services and confidence to
taxpayers."™

The Chilean tax agency can be viewed as leader in LAC in terms of its strategic decision to use the
Internet as its main channel of interaction with taxpayers, as highlighted in the box below.

Box 6.3. Taxpayer services in Chile

In 2003, the tax administration of Chile Servicio de Impuestos Internos (Sll) won the United Nations Good
Practices and Innovations in Public Governance Award for its web-based tax management system, which aided
in making tax compliance easier and less costly for taxpayers. The site has also won several other awards,
including the "Technology Innovation Award" from the Chilean IT Association, a Management Innovation
Award from the Chilean government, and the award for the best public institution website in the country from
readers of E/ Diario newspaper. Sl data show 155 million visitors to the website annually.

The SII website performs two key functions: 1) it enables taxpayers to communicate directly with the tax
administration online; and 2) it serves as a channel for providing an array of information. The information
available can be grouped into the following categories:

e Informative: Provides taxpayer (general and specific) information relative to tax regulations, personal
information contained in the Sl databases, opinion studies, news, etc.

e Transactional, oriented towards compliance: Facilitates business registration, tax declarations filing,
deregistration at end of business activity, the issue of electronic tax documents, and tax payment of all
types.

e Transactional, auditing: Allows the taxpayer to provide and/or correct information.

e Tax portal for foreign investors: Provides information on investing in Chile.

194 Inter-American Center of Tax Administrations (CIAT) et al. (2012), section 6.5.
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e Tax portal for micro, small, and medium businesses: Allows micro, small, and medium-sized enterprises to
obtain electronic tax documents, at no cost to them, directly from the website.

e Tax education portal: In conjunction with the Ministry of Education, SIl has made a Portal of Tax Education
available to teachers and children, with a focus on educating children about taxes and the social benefits
they produce.

e Pre-populated returns: Contains electronically pre-populated returns based upon information received
from third-party sources.

LAC taxpayer assistance programs should generally be placed in the second level of the maturity model
above, noting of course, that there are differences, including some countries that are much further
along. The approaches utilized to enhance service delivery in LAC are centered on the following key
areas:

e Information services: The most common tools include advertising campaigns, informational
brochures, letters, and practical handbooks, instructions, and guides.

o Advertising campaigns: This is the principal tool used by the tax administrations to offer
assistance services or raise tax awareness around issues of special interest and
significance for compliance.

o Informational brochures: These are designed to provide taxpayer specific information
on a range of topics impacting voluntary compliance, while also making the public aware
of services provided.

o Letters: Letters are mailed to groups of taxpayers as reminder notices or to make them
aware of changes that impact them.

o Practical handbooks, instruction, and guides: These guidelines are developed to assist
taxpayers in preparing their own tax returns.

e Assistance services: Telephone and face-to-face channels are the primary methods made
available to taxpayers to facilitate their compliance with tax obligations through assistance on
preparing tax returns, explanations relative to technical aspects of the law, information on
procedural requirements, etc.

e Information technology: As noted above, there have been increased efforts to provide online
taxpayer services. Available online services include those for general and restricted use, as
described below:

o General use: Through these services, any taxpayer can have access to general
information, such as forms, brochures, frequently asked questions, etc.

o Restricted use: These require some form of secured login to file returns and make
payments, inquire about taxpayers’ account status, etc. These uses are typically at the
early stages of development in LAC.

Quality taxpayer service is a main goal in the strategies of many LAC tax administrations. In Belize, the
tax administration's strategic plan calls for improving and providing service and education in the pursuit
of voluntary compliance through available information, quality service, an accurate taxpayer register,
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communication programs, the development of the capacity of staff, and a pilot one-stop shop.'®
Ecuador has conceptualized a "model citizen service" approach based on establishing the proper
processes, opening assistance channels, and developing the appropriate culture of tax administration.*®
A recent CIAT study'®, however, notes that, while such goals may be comprehensive and there has been
some improvement, implementation lags in certain areas. For example, while taxpayer satisfaction
surveys are common, allowing taxpayers the ability to view their records is largely non-existent. While it

is possible to file through the web in all Latin American countries, seven do not allow online payments.
6.5. Key Benchmarks and Guidelines

Once an administration has implemented a taxpayer service program, performance indicators will help
define and measure progress towards established goals and objectives.

Taxpayer service performance measures generally center on the level of service provided in terms of
timeliness and quality. The table below reflects common performance activities along with international
standard benchmarks as reflected in OECD Comparative Information Series (2010). As the taxpayer
service program progresses through the maturity model, the time expended should be reduced
accordingly.

Figure 6.5. Benchmark standards in taxpayer services

Performance activities Benchmark standards
1. Responding to written correspondence: electronic or paper 15 -30 days
2. Handling face-to-face inquires 10 - 15 minutes
3. Answering telephone inquiries 2 — 5 minutes
4. Resolving taxpayers complaints 15 —30 days

Other types of activities related to taxpayer service, which are often tracked in conjunction with the
performance activities reflected above, are as follows:

Total number of taxpayers assisted: face-to-face / telephone;

Total amount of correspondence received and responded to: paper / electronic;
Total number of electronic hits: Internet / kiosks;

Total number of advisory visits made;

Total number of educational seminars conducted; and
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Total number of media coverage received.

The ultimate performance measures, however, are used to determine how the service provided
impacted voluntary compliance. For example:

105 Belize Department of General Sales Tax (n.d.), p. 9.
1% Servicio de Rentas Internas Ecuador (2012), p. 3.
97 Inter-American Center of Tax Administrations (CIAT) et al. (2012), section 6.5.
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What was the percentage reduction in inquiries following an educational or outreach effort?

Was there a spike in self corrections of previously filed returns?

Was there a spike in voluntary filings?

Was there a spike in voluntary payments?

Was there a difference in the compliance level of taxpayers who received assistance as
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compared with those who did not?
6. Was there a difference in the compliance level of taxpayers who attended educational or
outreach events as compared with those who did not?

Once the tax administration has established the appropriate measures, it must communicate them to all
stakeholders and put in place a regular reporting mechanism to gauge progress. At a minimum, results
should be evaluated monthly and appropriate action taken to continuously improve performance.
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Chapter 7. Filing and Payment
David Crawford

This chapter is intended as a tax admin