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Cash economy is a significant and
complex problem for many countries

o The cash or underground econcmy is economic
laciivi!y which is not accounted for as requirad by tha
aw., L .

» Eslimates {by acadamics)of the size of the cash
economy in QECD and other countries show an
consistent upward trend. There are serious doubts
howevaer on if accurate estimates can be made
realistically )

« Governmenis are Increasingly concerned 1o
undearsiand the drivers of this growth and find
mecharism for its containment
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A growing cash economy challenges
governance in a number of ways
« ltreduces the legitimacy of the taxation system
« {ldislors macroeconomic policy

« [ threatens the social contract between government
and the community
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Gifficulty o measure the size of cash
economy’

o Different definitions, different éssumptions and
different caicudation methods produce different resulls
in the size of cash economy

e Many revenue bedies strongly question the extent to
which accurale measurement of the enlire tax gap
are reatistically altainable, given that 2 a fair amount
of income goes unrecorded in economic terms as
part of the cash/hidden econoray and is difficult to
readily quantify lhrough Iraditional tax verification
process
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Definitions of cash economy

¢ There is no commoniy agreed or used dafinition of
the underground, or cash economy

o Terms such as "underground”, “grey”, “hidden™,
“shadow” asd cash economy are often considered to
represend the same thing, bul their definitions
genarally include or exclude different activities




Different definitions of cash economy

» "all economic activities that contribute to the officially
catculated (or observed) grass national product but
are currenlly unregislered” (Schneidorand Enste)

» “all production, both legal and iflegal, that is hidden
from income {ax. Restricting the conceptto
production excludes such activities as thell and
extortion, which produces no added value in the
aconomy and may be regarded as transfers tatoche}
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Narrow definition from tax evasion
perspective sajaca, Tanz)

e Underground economy consists of aclivities which
would normaily be measured in the pational
accounts, but because of the failure to report income
In whole or in-part are neither measured nor taxed

o All forms of erimina! aclivities, such as thel}, drug
trafficking and prostitution, are generally not part of
the underground ecoenomy

e Alltypes of do-it-yourself activities, such as
household repairs and maintenzance by the
homeowner as well as non-market aclivities, do not
form part of the underground economy
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Different terminology — different meaning

™ Unreﬁoned economy: tax 'evas_ion, benefit fraud

o Unracarded economy: income-producing activilies
are concealed and not included in national income
accounts, accounting conventions are violated

o Magal ecanomy: corption, extortion, financiat
fraud, smuggling, (crgaraiz_acf) crime, theft -

» Informal economy: activities circumvent the burdens
and are excluded from the benefils and righls
incorporated in the laws and regulations covering
prapesty refationships, commercial Heensing, labour
contracts, financial credit, and soclal secusity systems
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Overall Tax Gap

Tha total amount of tax not collected rasulting
from all forms of non-compliance for alf taxes
administerad by a revenue body
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Methodologies for calculating the size of
the cash economy

3 main methods:

» Direct or micro approaches; random audiling
methods and survey methods

@ Indirect or macro approaches: based on national
aceounts {discrepancy between legitimale income
and expenditure, relationship between volume of
transactions and officlal GNP, paricipation rate on
fabour market} and (maost popular among
academics) monetary methods {variations on
cugrency demand)

e Model approaches with muttiple indicaiors

OECD ( .

Tax gap estimales by revenue bodies

o Many revenue bodies strongly question the exlend to
which aecurate measuremenis of the enlire tax gap
are realistically attainable, given that a fair amount of
income goes unrecorded and Is difficul} to readily
quamify through traditional tax verification processes

o To the extent that gichal estimales can be made they
may niot really help the revenue body pinpoint what
are the major specific compliance risk areas lo be
addressed by them

» Mostravenue bodies that undertake research are
yuite retuctant to make their resulls public
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Random audit programmes

» Properly-execuled random audit programs can
idantify imporiant elements of non-compliznce

» The conduct of such programmes on a broad scale is
very expansive in terms of resources

» Random audit programs fay an exira compliance
burden an taxpayers, many of them being compliant
taxpayers

o Neither randorm audi programs or any other method
do fully accurate measure the entire tax gap

Published estimations by tax authorities

» Sweden has published an overal) estimale of its tax
gap of around 8% of the theoretical revenue base
{consisting of 60% informal seclar, 15% intermnalionat
transactions, 15% large companies and 10% olhars}

» UK has measured and published its compliance rale
far VAT {87%). They have aiso done research on the
income tax gag, but hava not published the resulis

» US has also published estimales of compliance
levels. Most recent estimales suggast and initial
comphance rale of 84% (and 86% alter the results of
various enforcement eflofts are included) ’
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US Tax Gap

e GrossTaxGap

Difference between the taxes that lax pégsfs should pay and
the gies thay acluaky pay befora tha (RS snforcement actions
are taken )

» NotTax Gap
Difference afler enforcement actions

Gross tax gag comprised of 3 components:

1. Nondfiling {failure fo fite a ratum), accounts for 8% of total tax
gap .

2 Underraporing tundarstating income, overstating deductions),
82% of total tax gap ’

3 Undar?aymuht {faflure to fully pay reported taxes cwed), 10%
of tolal tax gap
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Swedish analysis of tax audits .

o Established seff-employed business owners
compared with employees in the same sector have
considerable lower "white” declared income.

e Other living standard indicators, Including home size
and car owpership show that entrepreneurs have a
standard of living that is commensurate with a .
considerable higher incorne than is officlally decfared

» Anestimate of the true income in an enirepreneur
househoid, compared with that for 2 wage eamer -
based on foodstuff consumplion, provides resuits in
respect of undar-deciaration among business owners
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Mare useful approach (reflected in tax
administration work at the OECD)

» Well-developed compliance risk management
processes for the identification, assessment and
treatment of major comphliance risks for each of the
malor groupings of taxpayers

» Risk assessment approach entails an element of
estimating the revenue potential of a particufar risk (
e.g. undeciared business income of self-employed
persons, ovar ¢laimead employee work-related
expenses}

» Once the major risk areas are assessed and
priorilized, freatment sirategies are developed

oen {(

Classical examples of Cash intensive
busingss(t)

» Sireet markels

» Home production workers {cloth, shoes, fiquor,
cigars)

o Small undertakers assemblage work

# Agriculture {temporary workers)

» Building and construction

o Fishery and related work

o Holels/rastauramss/ café’s

» Tourism {renting beach chairs, diving schools,
quides)
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Classicat examples of Cash inlensive
business(2)

o Regl estaie

« Carsales

e Anists  musicians

e Sporismen

» Taxi drivers

& Shoe cleaners

& Housekeeping, baby silting

# Cleaning

» Painting, plumbing, gardening

Mega trends with deep impact on the
structure of society

Mega trends such as Glabalization, developments in
Technology (especially ICT) , Cltizens' Norms and
Values, and Demaographic shifts will ikely have a
significant impact on tax compliance issues

» Small companies are becoming increasingly global

» Non-harmanized tax regimes and noa-harmonized
administralive procedures are rapidly ingreasing risks

o international trends and cross-border risks have an
increased impact on domestic taxation risks
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Globalization

» Today even small companies are able to compaete
and exploit globat niche markets. An Imporlant driver
for this frend is communication through the internat

o Yol small companies face the same complex
regutatory tax environment that larger companies do,
hawever with mich less resources to comply with
international tax regulations

o The existence of global intesmediaries and “low fax”
jurisdictions have increased the possibifity of non-
compliance
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E-commerce

» Theabsencs of physical location makas i dfloull i idenily the
3% Jurlsdiction for @ particular source of income

» Tradiicnal forms of control, such as physical border controls ans
not faasible In virtual seltings

» Wabsites can be centrolied remotely from anywhare in the workd
and may gaslly be moved acress tax regimas.

o Proof of identity can be vary weak on the Inlernet and it may
svan ba prolected by privacy faws

» Mew paymend systorms can polantially be cperallng cutside the
existing banking systems in electronic envirconments
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Economic importance of SME

» SME palentiaily the most dynamic sector of economy

» SME growth is key for overali economic well-being

« SME represents 99% of all companies in EU

o Dueto their small size and lean structures, SME are
potentially more dynamic than big enterprises, which
make Ihem particularly important for job creation

» Bul SME are also more vulnerable, lacking often
access {o capital and to funding sources

o SME are suffering from the administrative burden,
espacially SME doing cross-border business
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OECD's policy brief of January 2007
Culling Red Tape: National Stralegies

» Culting red tape is a priority on the politica agenda

o Business spend to much fime lo aclivities such as
filing out forms, applying for parmils and ficencas,
reporting business information, nolifying changes

» This is parlicularly busdensome to smaller business,
and may even discourage people from stattingup a
new business

o W8 Doing Business annual repor includes
administrative burdens as a key variablein
competitiveness

oren {(
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The field of taxation places a significant
administrative (compliance) burden on
business

o Al the Forum on Tax Administration FTA) meeting
held in Seout 2066 both the Netherlands and UK tax
commissicners noted the signifisant efforts underway
to reduce administrative burdens on business

o« The OECD Secretariat is working on 2 report for the
FTA Taxpayer Services Subgroup to identify datails
of the key sirategies of revenue bodies and of thair
impacts to be presented to the CFA Tn January 2008

oEC §

Reducing the Compliance Burden for
SME

» The vompliance burden created by the complexity of
tax law and administration is of special concem to
SME '

« The fixed comnponent of slart-up and compliance
casts can place SME at a compelitive disadvantage,
and may also have an adverse distibulional impact

« Governments must strive 1o find measures thal
reduce the compliance burden, without undermining
the guality or availability of the Information needed to
enforce compliance

Challenge to seek the minimum
necessary information for effective control

e Whalare the major burdens that SMEs face in
complying with the 1ax system, and how arge are
they? '

» What siralegies have been most effective in reducing
the compliance burden [simplifying tax leglsiation,
improving forms and procedurss, streamlining
processes, intergovernmental co-operation)

o Whatrole can information lechnology play in
reducing the compliance burden

oten {

Measures taken by governmenis

e Harmonizing/standardisation of definilions and
language in {tax) |egistation

» Uss of single {Tax)} Ideniification Nurmbar across
government

o (Elecironic) single business information point
delivering govemment wide information

» Reuse cf information

o Standardisation of electronic information {processes,
architecture, infrastructure
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Taxation and small and medium-sized
enterprises (SMEs):

Overview of key iax policy issues for SME

oECD

QECD's policy work en tax and SMEs

“¥axation and smali business™ (1994} report by WP2 of the OECD Committes
on Flscat Alltairs

“Yaxation and SMEs™ subjoct of the glabai forum of tha Intarnational Tax
Diatogua (Buenes Alres, Oclober 2007}

2AF P Werld Bank Survey, daveloping countries
QECH Burvay: QECD Member counliies

+ Whichaspectsof fax systems [ lax policias anc tax adenimigleaton pragiices
ate unfavourable lor SME treation and their greath?
+ Which phstacfes discouranathe SME sector from paying their far shargof

A% fevenues?
= ¥Whatarathe best practioes n designing tax policks and 1ax adminstration
Fysterns b red knents and obstacles 1o hese goals?
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Six policy reasons for SME tax relief

1. Posilive externalities from vibrant SME secioe:
- creation of xnowladge
~ overall dynarmism
~ growth in seif-employment tuns counter-cyclically

2. Ralatively high costs {compliance costsz:for SMEs in complying
with tax policy and administration (P!
envirenmantal and other :egutauons. efg.)

3. Tha high administrative costs for governmants of imposing
particular tax rules might excead corresponding tax revenues

4, Retalvely hagher cost of capital for sl Firms than lor igger frms dye
to financial market impedections

5. ifthe tax systam lavours 13rge businesses {a ., actelertod
deprociation aliowances), providing additionzt tax relied 1o small
businussos miph! rastore npitrality

6. Olhercost disadvantages of small relatively to large businesses:

+  Economies of scale it produclion
+  Economies of seols it inngvidion

Bt governmen nlsevantion would antail an economic loss ta the econemy
¥ lass profitable frmas that oparata at higher averags Couts 2re supporied

OECD {{ » orcn { =
. . . 3. !mpmvinq tachnalpgical 2nd econpmic emdrpamant:
How to provide reltef for SMEs: tax and non-tax issues - aid o o o it} 35500 2 Ko
how ol SMES
t. Addmsing tax compliance cosl daadvantaga& . sm,m, h promote innavation and qum,.,r SMES
' Directway . poducthity gy
diffusion 91 kecmclowm skills .
= indiract tax reliat - T Faciinte accers 1o findings
» TaxcredRudoe prpandiure on reaaen .
2. Addressing capital markel impede:iémx + Schemasto diffuse the uas of comp ind aut d
« Dirsctway . . + Gunersl expont promation )
-~ Lreatonol ali i it vt log
. gm;ﬁmmiﬁ:gﬁ’;ﬁg’frmmj 4. Assistance i tha establishment staga:
w Diect subsidias to SMEs, for istance I arsas wih high «  Schemesio ensure avalabiity of capial lor new start-ups _
unemplayment « Adfeviation of tax burdent lor new entorprises (Lme-limied b,
haligays)
= Indirect tax retief . ik o and coungeling
- Redu:m tax mtes-‘:chedu!s . +  Traiting @1 entreprensurstip
- A tax {fax deduetions, £ax C1odts, ate.}
oren § » »
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‘Tha choice lor sithes tax of non-1ax instruments and the choica for a
aamwlar instrumeant should be based on the ailteria of ecanomic
v, tRirness, admdnt shnplitity, ransparency and
minknisation of cosls in tenns of ravenuo loregone,

In what follows: for amall unincorporated or smal incorporated businesses

DIFFERENT WAYS OF PROVIBING TAX RELIEF FOR SMEs

OECDH

Tax rolief for small unincorporated businesses

Definitlon: an unincorporated business {8 usually cwned by 3 single
parsan {» sola proprietarship), typically a sell-employad person [an
owa-account worker), wha might birg other woekers as welt.

Differentiax characleristics of unincorporated and incteporated
businesses:
Determination of lax base:

+ Tacbin businass hicome (labouringome and capitad ncomayincuded
I totad taxabla oomaof the cwner of the unhoomorsed businesy ad

tazext 24 progressive PiT sotes
. buginess wiges in
pmms pricfis s CIT txbour and rebum on capiul taved al
parsonallavet
Tax ratesfschaduia

Tax paymaent: labour ncome i farporsion & kxed 1 source »<
pariodical labour tanes (¢ 3% end of year) for seil-empioyed,

oran {(




Birecily addressing the compliance costs disadyaniages:

~ Simplifisdtaccounting: cash accaunting rather than accrual accounting,
often when turnoveris below a ghven threshold.

« Fodaltairearang t laxalh ol astual prefits
{simplifiatiiax base), oflenundera simpillled tax schedula and wilh
simpilied reporting requiremenis

Indirestly addrassing capiial markel bnporfactions and tax comphiance
costs through the fax sysiem:

— Basis of assassment: sell- empkrfacf might choase a tax yaar
commencement date that differs trom 151 of January axgainil lax
bracrets ang othar provisions ars ndexed for inflation. Adhtional 1)
gain i Iinal dale for payment of tax is delayesd

« Other tax reliefs {in 2ddilion o !unartairuarmne%emem acdtional tax
Sipwances, lax cradits, special Lix freatment of Capitd gains

n
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Tax relief for small Incorporated businesses

Simptified ling diractly add) the compllance cosis
Gium‘nnmms <ash actounting rather $an atcrual accounting,
simphifiediax retums (ower information tequirements)

indirasity addressing capital markaet imperfactions and tix compliance
osts ihrough tax syslem:

Prefereniial business tax raiesfschedules: tered, progressive rate
schedule o coporateincoms of alf carporaticns OR lower cupprale
tax rake only f profila are below 3 threshold

General tax incentivas fmose generous than those peovided o famge
corporatians) and additional largeled tax ingentives (0.4, targeled at
SMES und g R&D, for 15 in castan regions}

otep ({
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Reducing tax':_:qmpiiance costs wor.l. VAT

{Optionalj rellef from segisteation for VAT

Advantages
Honeed by accountfor tax on sales and purchases: reduced record keeping
Honend s pacodicaliy pay YAT.

Disavhantige:
Inability k3 clakr o o cradi fyr the VAT paid on imermedinte npuls.

Modified administiatian requiremants
+ Thaoption 1o submit retumns and VAT payments less traguenty
* Traoplionis acountfortaxona cash'paymlnu bm witt VAT compitedd
o DEGFegt ighs (snlas) loss
« Thacateulatin n{VAT Fnbiay on 3t asumnoa has-zs ta q BLT pancumaqu
arpurﬁlasss sales)

Reduction In not lax payable: waling affor sama fraction of tha net VAT payable

OEGH {

Reducing tax compliance costs w.rt. other taxes

Transfer taxes:

Tetacitate ik lonal ransfars of bus

or sthet ass0%s {aither at
death or ) mas:cumﬂms levey rather kow tax 1244, Those priviaong
genarally dre st Lugerted 2t smail businesses, butland 1o provide greater
parcentags tas refied f the vaiug of the traessfer iy relatieely low.

Capital gaing laxes, propedylaxes, woalth taxes and SSC:
All of thase lues migh prvide cocen relief for small unincomonated and
Eborprated bumesses

orcn {{

Tax distortion of choice of legal form

Tax system shoukd ba neulral ovet tha ehtice of oganizationat form o 2
business. The tax system shoukd not provide small businesseswith a
tax-inducedideentive to thoase lor he incorporatedegal form {and
vice versal

Rofevant tax cmsmralians

pnof the fax basa (g tulpy et gpoeinl

~ 81 ratew and CIT

~ Shareheider et 2aatrent of distruted profits and tatained profty
- 350 ratgs and theeshalds

~ Traatment of business losses

- FRuydeslor iquidatizn or transfer of the gwnership ol the businass

orcnD
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Cash intensive economy

Tax administration

42
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Core Task Tax Administration

» Core activities of a Tax Administration are
concenirated around the implemantation and
enforcement of tax legistation and reguiations

# Caore activities include:
- Registration of laxpayers
- Assessing, collecling and auditing taxes
- Prevenling and combating fraud
- Service delivery lo laxpayers

OEGD {{

Administering tax laws should serve the
public interest

o The revenue service and its employees must have
the confidence of the public they serve

» The tax agency should collect the proper amount of
tax due to the law at the least possible cost

e There should be public confidence in the efficiency,
gifectiveness and fairness of the agency

» Consistent and equal treatment of taxpayers
& Good value for mongy

oD

Voluntary compliance
Critical factors:

» Public perception of the falmess of the tax system

# Public perception of the faimess of the public
expenditure policy and praclice

» Public perception of the faimess and perfermange of
the tax administraicn

4%
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- Improvement of compliance

o Simple and understandable legislation

o Transpareni and clear procedures '

o Fastand efficien! processes

» Low costs to comply

e Treatment of the laxpayer as a client

o Taxpayer saervice

» Visible supervision and fraud detection
o Use of third party information {banks alc)
» Enforcement communication

£

Mission statement Tax Administration

Mission statements describe the sirategle direction of the
arganization, common elemants in mission statemants Incuda:

» Impraving (voluntary} compliance

& Service praviding in accordance with compliance goals

» Strangthen public's confidence in Tax Adminstration's integrity
and fairness

» Ensurng faimass, equity and equality

o improving productivity and guality

» Oplimal pravention of fraud in society

o ldotivaled, competent and well-trained slaff

» Efficiont and proper use of resources

ar

Public confidence

o Rights and obligaticns of taxpayers

o Clear guidance in dealing with the revenue authority
# Ethical standards and sules of conduct

» Confidenilality of information

o Professlonal staff

» Feadback from slakeholders

» Performarnce measurement

43
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Tax administrations don't make the laws

Maost Tax Administrations are not responsible for Tax
Policy and Tax Law Design and drafting,

Tax administrations hewever shouid promote that tax
legislation can be implemented and enforced
efficiently and effectively, that tax laws strike the right
batance between the detail of legisiation and its
applicability, that is sufficiently stable and constant in
s general nules and mis-usa proof,

a3

Selected list of criteria enforcement ability
of tax legisiation

Contsibution tax payer in proportion to aim of iule

Reasenable burden of procf for taxpayer

Legat prolection laxpayer (including tha right to appeal}
Reasonable compliance burden for the taxpayer

Use of cloar definitions and criteria {simpla, ciear and objective)

Avoidance of unpecassary thresholds # exemptions / Emitations f
diffarent oplions

Availability of {third party) information for verification
Sanchion possibilities available

« Availability of resources for implementation (staff/ IT suppor
Imoaey)

o
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Organisational Structures of revenue
bodies, trend over thelast 30 years(1)

The Type of tax model

o inafficient duplication of functions

» Insonvenient for laxpayers dealing with differant
depariments on similarissues

» Difficult compliance management with separate audit
and collection funclions

» increased likelihood of uneven and inconsisient
treatment of taxpayers across taxes

» Complicated planning and lack of coordination

OEGo{ 5

Organisalional structures of revenue
bodies, frend over the last 30 years(2)

The functional modet

» Functional grougings includa registration, assessing, information
processing, audit, collection, appeals elc,

o Greater standardizalion of work prr 85 across faxes

o Simphfied computerization

» \nifiod taxpayer registration systam

o More effective management of tax audi and debt collection

e Weaknesses: fragmeniation by funclion and standardisation
may fead lo pooriinconsisfent service and anforcarmand

oD ({8

Organisational structures of revenue
bodies, trend over the last 30 years(3)

The Taxpayer segmont mode|

» Service and enforcement funclions primarily organized around
segments of taxpayers (large laxpayars, smallimedium
husinesses, privale individuals, ale.)

» Different sirategios for diferent groups of taxpayers with their
own characlerdstics and tax compliance behaviours, and 35 2
resull ditferent risks to the revenue

o Many countries have partially applind this approach by creating
dedicated large faxpaysr divisions/units

OECD (

Voluntary compliance

It most CECD couniries, the tax syslem is designed on seif-
assessment principles.

The objactive is to achieve the highest possible level of
volunitary compliance wilh the laws, at minimal cost.

-

Why "volunitary” complianca?

« Revenus bodies cannol enlorce compliance from each & avery
taxpayer: they dos't have the resources.

- Governments will not provide more rasources, which are both
costly and inlrusive.

- Volunlary campliance is a cheapesl & most efficient means of
administering a tax system.

oEen {4




Barriers to achieving voluntary compliance
« Thare are many bamiers 10 achieving voluntary compliance:

~ Taxpayers’ lgnorange of tha kaw- | didt no! know! You did nol tell
ma what { needed to dot
-Tax laws ara often complex ~ | made an error!

- Tax laws & rules may put 2 high cormpliance burden on
taxpayers- ity loo costly/ difficult {o camply!

- Some txpayers have poor! no records —They dont know how fo
#aop good records or can't be bothered.

- Some citizens and businass are not prepared to eomply-
They detiberalely don't comply & are prapared (o lake 3 sk of

Taxpayer services

« Effeclive taxpayer services heip achieve voluniary
compliance by:

« Improving taxpayers’ understanding of the law
~ Making it easier and less costly 1o comply
- Informing taxpayers on what they need to do 1o properly comply

- Discouraging taxpayers from non-compilance

bging caught.
= aEch {( o
Complexity of {non-jcompliant behaviour
R Classification of determinants of tax
Academic research.......... _ o compiiance
» Academic research over last two decades has led to pi
e T of s ol o Politalprspoctivacat pliy
G ? ) Tax syslem (comptexity, tax rates, etc}
+ The research has largely shifled from lhe “persuasion » Social psychological perspactive
versus punishment” (or service versus anforcement) Mental (social) representations
debate to what Is the right mix of lhe two. Tax knovwledge and mental concepts
Altitudes: beliefs and evaluations
SERVICE + ENFORCEMENT = COMPLIANCE Norms:
- Emphasis cn a regulatory modek: Attemgpling co-operalion Personal norms
remains the best! first choice for achieving compliance in Social norms and identity
most situations. Societal norms
57 =

0ECH {
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Classification of detarminants of tax
compliance (2}

o Mantal {social) representations (2)
Perceived opportunity to evade
Fairmess perceplions:
Distributive falmess
Procedural fairess
Relrihutive fairmess

Motivation to comply
Moftivalional postures
Tax morale

OEGD £

Classification of determinants of tax
compliance

» Declslon making perspective
Rationat dacision making
Audit prebability, fnes, 1ax rale and ingome
Psychologicat aspects of dacision making
Seguencs of audits: ipaming procosses
Heurislics, biases, fraomes
Withholding phenomsana
» Self-emgloymaent (paying cut of pocket}
s Interaction batwaen tax authorities and laxpayers
{Cops against robbers versus service for cllents perspegtive)

oncn
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interaction with taxpayers the crucial
variable thal determines tax climate

o Tox authorities whe perceive taxpayers as robbers rather then
as clients are ikely to establish a command and controt cimate
with taxpayers engaging in escaping the authorities by taking
exlensive (rational} dacisions. Tax behavicur depends on aydit
probabitity and fines

» Taxauthorties who parcaive laxpayers as ¢hents and
govarnments commilted to responsive regulation arg Bkely o
establish u chimate of coopeoration and trust, Voluntary
compliance depends on the faxpayers' social representations of
taxation.

Emergence of ‘Taxpayers’ Rights

- Increasing acknowledgment that taxpayers have rights

- Examples of (basic) rights:
- to be informed, heard, and assisted;
- lo pay e more than the coract amount of lax due;
- 10 appeal decisions of the tax body; and
1o have certainty, privacy, and confidentiadty

- Examples of (advanced) “rights”

- Services ara comprehensive, easlly accessible, low costlo
taxpayer, & timely,

oEcD {{

The purposeo of compliance risk managernont
. Intax administrations

To use resources in the most efficient way so that the
actions of the tax administration In the long run have the
best possibie effect on the size of the tax gap

Compliance Risk management ks mors and much
broader than better selettion of cases for audit

Whatis compliance risk?

# Riskis understood in 3 negative senset
- Risk means being exposed o the possibiity of a bat oulcoms
— For lax administraions risk is related f5 evenis that could make the
achiavemant of establisherd gm(:_s_'mbo‘;; cifficuit
® Atax administration's major goal should always be 1o close
the tax gap by addressing: :

Errors made {on purpose or by mistake)
by taxpayers that resuits in a tax gap

OECH § & oD ({4 o
The tax gap defined through an example Objociives, Risk model
stratepie
Clperating Context gnatysis
Estimated
.~ Tax gap (9%} Yeenity risks
Extra revenue S rw -
ralsed by Tamtor P - e Eveluate
audits {1%) S by : o
% 5 G TESe CINNPLANCE batiav Fi « Repuren
b {¢auses, options for treatment} 75 - e
Voluntary e ; PR snimetiny
comp%ance Dererrmineg braatient strategies * Dayrierd
{90%} s ] o
Plan and Emplement strategiad
, Risk Traatry e
oEen e onRen §
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Risk identification

» ldentify al} types of behaviour that have a negative
influence on the lax administration’s objectives

e Full risk idenlification typically requires brainstorming
sessions and subsequent calagarisation to Jead
faeward into a systematic analysis of risky behaviour

47

identification of non-compliant behaviour

or tax gap risk

eg lnder repatig oficome. Chariristio of the
Omtmimdope 2000 TR
Duplizate books

orcD {

g b of Inowledge
{ost of complionce
Perczived inegty
Cisheresty

Risk identification on different lavels

H © GENERALVIEWOFRISK . ¢

. ¥ . - " 4
t Sepmentt of tapayers § § . Specific issues § } Risk groas
L J ¥

§ individual taxpayer kevsl

oECn §

Major risk issues

® No registration as a taxpaysr

e No filing of relurns

» None or poor payment retord

» Carelass filing

» Poorcompliance record

» Poor bookkeeping

¢ Evasive behaviour when interviewed
@ Certain types of businesses

» Ralios oul of fine

aEen

The dimensions of risk

» Probability for the evenlt oceuring

» The negalive consequences for 1he tax revenue of the
event ooturing

Risk = prababitity of event*emesca conseguences

High product = high risk
Low produet = low fisk

n

OECH ((

Sample Compliance Risk Likelihcod Matrix

Rating | Likelhood Ttustrative definitions to help determine tha
Description Hketihood rating C
Subjectivadafinitlons Qbjrctive delinitions
1 Rars ‘May ocour only in “Likedy ta ootur once i 25
exteptions] drourvstances’  §years’
2 Unilkely *Could occur af some tine”  §*Likely to octur once i 10
yours'
3 Moderataty ‘Mightoccur at some time’ 3 'Likaly (o octur once in the
likety nogd theee years
4 Likeky Wil probably oczur in mast §'Likely to occur enore than
circumstances’ onge in the next three years *
5 Almoxt *1s expected to occur in most §'Likely 1 octur this year or a2
Cartain circumstances” Eequant btesvals”

oEcD ¢
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Risk assessment - estimation of
probability of non-compliance

« Inferential siatislics
— Based on random sample of laxpayers

& Intuitive method

- Based on the judgement of “experis” (a.g. peapls
with field experience)

orc

Estimation of consequences

» Infarontial statistics
« Based on the size of the adjusiments made during
the randam audit

« For the estimate fo bo reliable a large sample is neaded
which is expensive in lerms of opportunity costs

o Analysis of internatl data
- databases

» Intuitive methods
- Expertjudgements

orcp 4

Risk malrix

: Conseguentas
Probability

Extreme ] Serlous Harmsful' | Minor Hepliglnis

Almost Crticalrlsk | Severersk iHighrsk | Majorrsk | Impodantrisk
certain

Vary likety ;Saeverarsk [Highrisk Majorrish | importan! | Modarate risk
fisk

Possiblia righrisk Majoreisk | Important | Moderate  § Lowrisk
rigk risk

Uniikely Majorrisk | fmporiant | Moderale | Lowrisk Trivial Fisk
risk rigk

Rﬁ'ﬁ‘ gy 4 imporiant | Moderats | Lowrisk Trivigheisk  § Trivialsisk
JEEDH sk risk

Risk assessment and trends

o Tax bodies must identify lrends in the environment refevant to the
futura tax gap
* demographit rends
v plBnmie ChanGes
- gbsization
- Ahanost lnacin weditewin
» ipchnological deve'opmeant,
+ changes kr the organboation of work
. gl .
e This cai ba a very chalienging task and demands both information
collection, analysis and evan building of scenarios

ki

orep {{

Risk assessment in practice

Thera is a real danger of creating an iljusion
of accuracy that does not axist

Often our estimates of risk are golng to be
subjective and exporionced judgement will
always be an essantial part of the risk
assessMent process

A structured and systemalic approach Incorporating
conscious choicas ara main benefits from the risk modet

orn (¢

Factors fo consider when making pricrities

» Limiled tasources can make it impossible to deal with an
axisiing, high-rankad risk

» Lack of stalf competeacies may ba an cbstacle to sk treatment
of an important risk at feast in the short run

» Cost-efficiency considerations are always rafevant when
conlamplating to address a sk area

« Different types of risk must be given peiority at the appropriale
levelin the organisation

- Exampla: gyslemic riska can only be reduced through ackion by
execytive managament and evenluaily through new legistaton

T

O ((

13




Major conclusions

1. Risk assessmentis not a
precise science and sound
judgement is always needed

2. Risk prioritization shouid
always be influenced by the
resource situation

0ECD {{

Risk treatment

Cbiectives,
strataglie

Cperating Context analysiz

Identty risks

.
Assess 3 prioflise risks

W comphance i ’
{¢auzes, options for trestment}

Analyse compliance behaviour: four catagories of taxpayers

Willingness .
Urderstands the rufes and -~ { Uinderstands the rules butin
wants to foliow tham un-willing {o follow them
(supporters) {resistersy -
“Tha pedect taxpayer” "Force o compliance through
g : ’ close attention”
= [Doesnotundersiandthe | Dioes not undersland tha

tules, bt wants to follow

tutas and is un-willing to

tham {ilers} follow them (disengaged}
"With a fittle help from my “Saboteur that must be put
friands™ oul of circulation”

oran {

L]

oEcD u
Factors influencing the compliance behaviour of Factors influencing Ihe compliance behaviour of
businesses, part 1 businesses, part 2
Catapary Gaevari¢ Charactaristicn Parthal Txamphe « £ Soclofogical Bactors skh as: Low leveis of Srevacy
Small Busionss Buldlng Leftrst poam. S viigee D2 SO D) Sae 13 OF
& & Comatruction industry in Austrads b Bachgronnd S L A popalstions
Wisinaes v RN oF tidtint ettt ey srepaend By a0 AT T (OVETETENL
+ Sbramre - sobe racHt partveig, K . iy, Garder
- Tew wngd of The Dt berel
i T
. T Fnbinciod Gaty ~ fupattal immeiitney e m‘r’;‘:‘f&mm& m';’;jmc’m
= DTy aphen inserest s
JThe tax Systat
e ples
B icnaé 2]
Ry imivieed Airdssen
mmm Harkets
Lo ehacron
Lovw Bueriocy iy aory w Prychologicat fackort tuch o3 [ETrr——
JGeeed, Risk, Feas, That
salues
P fEQaTy
Lppartnity b evide
= oecn { »
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Knowledge is essential

#”

Know the enemy and know yourself, and in a
hundred battles you will never be defgated, If
you know only yourself, not the enemy, your
chances of winning and losing are equal. If you
are ignerant of either the enemy or yourself,
you will surely be defeated in every battle.”

Sun Ty, 5CO0R C

Strategic approach

+ Starting point: ihe taxpayer’s futura comptiance is Infiuencedby the
way we ireat him
- Wrongtreatmentmakes bad matiers worse

Traditienat appreach:
Punish non-comphantain off cases, but
Puenishmentturns out to not always baing the most efficlentweapon
against potentiatnule breaking

~ Creatas unnecessary hale tawards Iha tax sysiam

- Taxpayerbsﬁavas he will be loff 3tone for soma Ume altar having

been punishad

o Newerapprozches: tax suthoritios must when hiaving detected nome
compiance not necessart!y punish but altemativety a3sist the taxpayer
to comply with the nites

OECD {{ s oecn {{ &
_ Determining treatment strategies —
Research results the compliance pyramide
o« Compliance Improves whan
B Bortwant la
" P oty Bl will f we
- Parsuasion has been fripd before kugh eaforcemant pay atiation
methods are deploved .
’ “. Trins b bt
- Both pariles al the beginning show mubkral trust dort dweys Aasiatto compy

~ Mostsificlent wher the Laxpayer's misuss of the tax
adminisirilion's frust is met by unambiglous, firm sanclions {< if
you mess with ma, {1 mess with you »)

ar

o {

Wihng lodo the

) Qur strategles alm to
nghd thang

craate pressure
downwards

Maka it wayy
ta

Aftitude to complisnca

QECD «

Compllance strateglas
]

Practical use of the compliance modat

o Tha model actually provides us with several directions:
« When detecting a case of non-compliance behaviour find ouf what
lies bahlind
- Misundarstandings of the law, deliberate misinigrpretation of the law,
cunning falsification of documenis efe
o it also tells us to fook for the factors that Bave caused the non-
coempliant behaviour sincs that witl influence our cholca of
treainient
~ Low leveis otilleracy, wide spraad non-compliance witiin tha groun,
fear of tax autherity, returns not prepared by tax agenris ale

oEen

The full compliance model
Fectorsindincrgtimpenys bohoviowr  AtfRudeto complianve {

oD §
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Advise: pursue a flexible treatment
approach

» Information activilies and individual assistance
¢ Change rules that easily opens for noscatnpliance
» Audils
— Guitanca and support
~ Saactions
» Alliances and network building
~ Cooparation with interest o
» Gootwill building
- Explain why wo pay laxes
~ Effactve amitargeled axpayer servites

9t

ouco (&

Risk treatment based on openness
and frust building

» The tax administration make public the risk areas and
whk:h laxpayer groups ihat a:e in facus

o Tellthe taxpayers openty in advance what will not be accepted
- Thewhelaspecireof long i cases of I announcedia
the taspayers
» The tax guiliority signalises in a clear way that they are wiling
T cooperate with the axpayer
~ “Fhetamayer mist be i in fan terms € he & mlm»cmmms W
administration wi! follow 3 feugh, no-nonsenss. e

Ex]

orco (€

Some weaknesses in the comphance
model

» Too focused on nen-observable atikides rather than cbservalila
behaviour
~ Negledts the importance of keeping track of the taxpayars
ccmphanca nigtory
o Lacks an analysis of the inferaction between the taxpayer and
ihe fax authoribies
— Intha taxpayer's sell-interest to appear as move leyal than what he
in reality is thereby hophg for milder sanctions
e Tha danger of tompliance detoriation by wrong treatment is still
pra?en! although to a lesser extent than under the ol « panat
teghme »

M

nscn {

Effective implementation of the trealmant
' strategios.

» Bullding treatment capability

—~ Rasources

= Traking of stall
~ Clasign

+ Coflaburation with stakehaiders
- Expeution

+ Corroct behaviour

+ Porceivediaimess

oxen {

Compliance strategy implementation -
summary

o Organisation siructure should ba adjusted to the
(new) strategy
¢ Resource planning and alfocation must reflact (new)
sirategies
» People and systems
- Cultyrai change
« Conirol and feadback syslems
« inteslive and reward systams
~ Trdining schemes
— Change managemen? elc

oEe §§

9%

Strengthening Tax Audit Capabilities
General Principles and Approaches

The audt programmae of a revenue body perfarms a numbar of
important roles:

o Promote voluniary compliance

o Detectnon-comphiance al individual laapayer level

o Gathar informalion on the “health” of the tax system {inclading
palterns of taxpayers’ compliance bahaviour)

» Gathar Inleligence

» Educate taxpayers

» ldentify areas of the law that require clarfication

orcn
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Key principles audit programmes

There should Be a comprahensive documentad set of audit
palicles and procedurss that is readily accessible to af audit
staff

» Audit peficies and proceduras should be based on principles of
accuracy, efficiency, faimess, ohjectivity, rmnsparency,
complataness, consistoncy, and defensibitty

Revenue bodies require 5 systamalic approach o tha planning
of individual audits

» Necessary suppert tools include industry benchmark data,
business spacific guidance malerials, IT faciities, and the usa of
indirect incoma measurament techniques

L4

otcd (&

Indirect income measurement methods

For many laxpayers there is a considerable risk that some

incoma wi not be reporied by them In their retums in order to

minimise their xable incoma,

Especiaily where it is sasy to conceal Income, as he Incoma is

nol subject to any systemalic third party reporting to the revenue

body andfor it is dgifficult for auditors to otharwise directly verify

skich Income with third party sources

» Thereis also a risk that expenses against business Intome may
ba gversialed by taxpayors

o Theteis also a risk of poor gualily, of non-exdstent, books and

records

orcp {

Ferma! mdrrect methods used by revenue
* bodies to varying degrees

* Source and appiication of funds method
(compansan of expenditures and recelpls for the perlod; the
excess of expend;turas over the sum of reported and non
taxable income is unreported taxable income)

¢ Bank dapnsl%s and cash axpendllura methods
{computing incoma by showing what happened to a kxpayers
funds baged on the idea thatwhat 3 taxpayer receives can
aither be deposited or it can be spant)

o Mark-up mathod

(reconstruction of incomsa based on the use of percentages o
raties considered typical for tha businass under examination}

oECH

Format indirect methods used by revenue
badies to varying degrees(2)

» Unit and voiume method
{gross receipts delermined or verified by applying the
sales price to the volume of blisiness dane by the
taxpayer; volume might be determined from
laxpayers cost of goods sold or expenses)

o Net worth method
{increases in a laxpayer's nel worth during a taxable
year, adjusted for non deduclible expenditures and
nen faxable income, indicate taxable income)

oseD i

When to use a format indirect method

» A laxpayers known business and personal expenses sxcead
tha reported income per the relurn and non-taxable sotréas of
funds have not bean ideatified 1o explain the cifference

. irre%:gasities in a taxpayer's books and weaknesses in intenal
con

o Gross profl percentages differ significantty from yoar 1o year or
are unusuatly high of low for that markel

» Bank accounts show unexplained itams of deposit

» Ataxpayer does not make regular depesits of incoms, but uses
cash instead

o Asignificant increase in taxpayer's net worth not supported by
reported income
» Nobook and records avallable

oECD

Enforcement communication targeted on
consumers

¢ Consumers also play a role in cash economy

« Explain lo consumers the risks of cash deals hiring
condraciors who don't issue recelpts and don't
prepare contracts (accldents, mistakes, losing
advance payments, poor quality or incomplete work
and no assurance)

# Explain to consumers that if they participate in the
underground economy , they affect the governments
ability to provide services such as education, health
care, pensions and infrastructure

o (i
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WORKSHOPS 5x5x5x5x5

» Create 5 groups of people from different countries
» Each group consists of {around) 5 people

« Work on 5 different topics related to cash intensive
economy

& Select 5 cash intensive branches per fopic
» Develop a strategy on 5 relévani aspects per topic

oEcD {{!

Group 1
Taxpayer identification and registration

¢ Choose 5 cash inlensive branches where laxpayer
identification and registralion forms a serious problem

» Develop 5 different tools / methods to improve
taxpayer identification / regisiration for the 5 chosen
braaches

» Deveiop a strategy to implement {hese 5 measures

Group 2 _
Compliance burden reduction

« Choose 5 cash intensive branches

» Select 5 ilems per bradch causing significant
adsministrative compliance burdens

» Kentify possible solutions to minimize these burdens
{simplifcalion, cooperation with other bodles, IT
solutions elc} ’

# Develop a strategy to implemeant these solutions

OECE {4

Group 3
Taxpayer rights and service delivery

® Choose 5 cashintensive branches -

» Selfect5 baslc taxpayer rights that you see as mos!
relevand for these 5 chosen branches

» identify also 5§ advanced taxpayer Fghts that you see
as highly relevant for these branches

o Develop a strategy for sesvice delivary {n particularly
related to these taxpayer rights) for these branches

Group 4
Non-compliance detection and audit

» Choose 5 cash intensive branches

« Identify 5 types of signals / Indicalors for non-
comglianca behaviour by taxpayers belonging o
these branches

» Develop an audit strategy (including indirect income
measurement methods) to tackle these forms of non-
compliance

orco ({4

Group 5
Communication sirategy

o Choose 5 cashinlensive branches

» ldentify 5 different complianse factors that you see as
highily relevant to cemrmunicate lo taxpayers
beionging o these ranches

o Develop a communication strategy targeted at the
taxpayers belonging to these branches and also
targeled at their clients being the consumers of their
products and sendces.

orco
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Bu first: for all & groups
Research

» Choose S cash intensive branches

» Select 5 llems vou see as highly retevant indicators
to identity the tax cbligations of faxpayers belonging
to these branches, What you need {o know Io assess
their real turn aver / profit f cost etc.

¢ Develop a strategy / methodology to research these
selected items.

orGCD {(€

Whatio do?

. Gather with your group

2z Select @ chair person and a reporter

2. Biscuss the iopics (both research and the topic
belonging to your group number) with your group

1 Prepare & brief report

s Presenithis to the whole group

oEcn {(

19




it

Australia £243 %

Audit and verification strategies and the
use of risk management techniques
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Audit and verification strategies and the use of rigk
management techniques
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|Wha! is the Cash Economy?

“The cash economy arises from that area of
business activity which takes advantage of
the opportunity offered by cash transactions
fo evade taxation obligations. Typically, this
involves the under-reporting or non-reporting
of cash income or cash surrogates (for
example, through barter activities) by
businesses or individuals.”

3 [ At ond varbaston suategie ok v wis o 24 e i Lachvgued o ddagav.o |
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The cash economy in Australia

The Australian tax system

Population of Ausiralia

»  Since the cash econtmy |5 3 *hidden’
o % of tax revenue paid

aclvily, it 15 difficult 1o quaniify axactly,
Dul the introduction of the GST has

cerainly sasurad that nearly o peopts
pay atieast some lax Ho tax paid

*  Thecash econdery is & significant
issue bacause i results in lost tax
revenus snd unfaimess to thosawho

= income tax

= Capital gains tax

* Fringe benefits tax

* Goods and services tax
= Wine equatisation lax

are paying tax *  Luxury car tax
»  The Tax Offica ahma to cplismise * Excise
ravenus gid malntdn community
conlidence whilst avoiding excessive
€0842 O taxpayers
[ et s0d varitiaion v stogoen ard e v of it managerrend eeheoas s M3 gzt | T Bect ped vartortion 50 - wowes 382Gl 0 |
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Qvarview: Self assessment in Australia

+ Alm of the Tax Office is o efficiently raise revenue and
distributed to the communily in accordance with
government priotities

* Collect revenue while reducing qur administration and

cost to Lhe laxpayer

Since 1988-87, Australia has operated a system of seif

assessment of income fax - we rely on laxpayers

willingnass 1o be part of the tax system called voluntary
comgliance

[t ol o e of rirk

e 910 g0 ) |

| Airt ot it w8 st 4ok G ot o o obrasgormrond toerigron |

!ATO Compiiance Model

» Consurpers pay G387 on purchasaes of a product or service
* Anli-avoidance

J sttt vnttaton sisiwpive weed o uas of roh mansgumenn beshniyied weorve et pov.ant |

J it e ot S ——— - [

1" bmeretun Tomnn (e

Cash Economy - Risk management

: Process oy Identifylng and managing risks in
the Cash Econamy

Cash gconomy

» Tradilional cash economy indusiries

* Cutliers cash identification process

» Omission of cash income

= Gther non cash issues - misciassificalion, capital gains
» Quistanding lodgments

» Poor record keeping

* Risks to raevenue

Al pr] 1er RO MY a8 W D bt OF V3 Actaitond Lnthregud weorve ol gov me |

{ Aurtd aect it srategior mnf e 10 of 43 maregumand St w20 g e |




Gurrent activities

Compliance products

» Benchmarking [
* Data matching

= Information from the public pld
{Tax evasion referral cenlra) @

» Conspicuous consumption
= Non-compliance across multiple obligations

» interaction between approaches

- A number of different audit
techniques are applied, audits
range from:

- simple, single issue audits to
- very complex, in-depth audits

[ d csbmpisn 2o T yrae 4 rirk gy www 2l g e

[ Stk ot rmeibcation ehangun 4 it a4 g anagured heivearuot i MO M |

Conclusion

* No guick fix

= [ndustry-based approach was valuable in undarstanding

industry behavicurs

The design of the Austratian tax system is generally

working as inlended

= Change our focus to omission of income In the
bustness-lo-consumer area

» Use of third party information 1o aid in selecting case's

that appear to involve the non-rapording of cash
lransactions

[t j#0 aned b oas oF 110 wevewr 20 000 M|
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Taxpayer Education
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Tax Items & Taxpayers

[ Fundamental Taxes:

{Self-assessed & Withholding) Income
Tax, Corporation Tax, Consumption
Tax

[J Enterprise Taxpayers:
Corporations & Sole Proprietors
{Individuais)

Organization, Taxpayer, Tax Item

Group In Tax Office | Taxpayer Tax ltems

Self-assessed Income Tax,
Individual Taxation | Individual }withholding Income Tax,
Consumption Tax, etc.

inheritance Yax, Gift Tax,

Property Taxation | individual ete.

Corporation Tax,
Corporation | Withholding Income Tax,
Consumption Tax, ete,

Corporation
Taxatlan

Revanug
Management &
Colection

Individial &

Corporation | A1t Kinds




Organization and Taxpayer Service

O No Departments/Divisions/Groups
Specializing in Taxpayer Service in
General

[ Taxpayer Service is Conducted by
Many Tax Officials

1I. Mission and Tasks of the NTA

Helping taxpayers to voluntarily Fulfili
their tax responsibilities, under the self-
assessment system, properly & smoothly

{3 To Provide Favorable Environment for
Taxpavyers

8 To Promote Proper and Fair Taxation

II1. Taxpayer Service in General

{1 Public Relations, Tax Education, Tax
Consultations, and Information Provision

{0 Making Filing Final Tax Returns More
Convenlent

3 Promotion of Taxpayer Service Using IT

0 Proper Payment of Taxeas

1. PR, Tax Education, Tax Consultations,
and Information Provision

(1) Tax Education
(2) Taxpaver Briefings
(3) Tax Consultations at Tax Counsel Offices

(4) Responses to Taxpayer Inquiries

1. {1} Tax Education

00 Establishing Tax Education Committee;
publishing and distributing supplementary
textbooks for tax education

O Hoiding Tax Education Class for School
Children

{J Setting Up Permanent Facilities
Exclusively for Tax Education at some Tax
Offices

1. £2) Taxpayer Briefings

11 Briefings for Compiling Financial
Statements for Those Filing a Final
Return or a Blue Return

O Year-end Adjustment Briefings for
Withholding Agents

{J Briefings on Tax Law Revisions

{1 Briefings for Newly Established
Corporations




1. (3) Tax Consultations at Tax Counse}
Offices

1. (4) Responses to Advance Inguiries

£] Tax Counselors with Rich Experiences
in All Aspects of Tax

0 Telephone and In-Person Consultation

[0 Tax Answers

O Taxpayers who have questions about
the detailed application of the tax law to
their particular transactions may inguire
in advance at the Tax Office and receive
an aral answer

0 In September 2001, the NTA began to
make and publish written responses to
inquires about tax-related treatment of
individual transaction and facts as part
of its taxpayer services

2. Making Filing Final Tax Returns
More Convenient

3. Promotion of Taxpayer Service Using IT

{1 Online Tax Return Filing and Tax
Payment System Using IT (e-Tax) or
Filing Assistance on the NTA Website

O Weekend Tax Consultation

£ e-Tax
[1 Filing Assistance on the NTA Website

O Touch-Screen Computers

4, Proper Payment of Taxes

IV. Taxpayer Management

L] Fostering a Cooperative Attitude
Regarding Voluntary Payment

11 Tax Paymeni Call Center

01 Detecting Changes in Corporations

£3 Management Based on Grouping, efc.




Detecting Changes in Corporations

O through Notifications of Changes
3 by Checking Registrations

0 through Information from Other Groups,
District Tax Offices and LEE Departments
of RTBs

£} through Final Tax Return, ete.
O through Field Audits, etc,

Management Based on Grouping, etc.

0 Basic Management System
- Sorting taxpayers by some factors
{a) Sales ranking
(b} Industry category, etc.
{¢) Actual situation category

0 Monitoring Family Corporation Groups/
Low Compliance Groups

[ Excelient Return Filing Record

V. Blue Return System
& Bookkeeping Guidance

Enhancement of Bookkeeping Standard

O Enhancement of Boakkeeping
Standard

[3 Self-Assessment System and Blue
Return System

O Bookkeeping Guidance
O Private Organization

Why is “Bookkeeping” Necessary?

0 From the Point of Management:
- Help the development of the business
- Promote the rationalization of management

O From the Point of Tax Matters:
- Self-Assessment System

Enhancement of Bockkeeping Standard

History

1947 Introduction of
Self-Assessment System

1950 Establishment of
Biue Return System

1984 Enactment of Bookkeeping
and Record-keeping Obligation
for White Return Taxpayers

Self-Assessment System
and Blue Return System

1 Reasons for
Estabiishing Blue Return System

Praper Operation of the Self-Assessment System

]

Regular and Accurate Bookkeeping
on the Part of Taxpayer




Key Benefits for Blue Return Taxpavyers

What is "Blue Return System"? {on Income Tax)
.. .
0 Who can File? 0 In Income Calcutation
I(:%ss:':ho earn income from reai estate, business or 1. Salaries deemed reasonable of the family employess

are allowed as necessary expenses

2. Speciat deduction {up to 650 thousand yen)

3. Carry-forward (for the following three years} and
carsy-back to the previous year of net loss

0 Requirements

- Submit application forms and obtain the approval of the
District Director of a Tax Office in advance, and

- Malntain books and keep continuaus accounting records 0 In Procedural Treatments
that meet a certain stardards 1. Restrictions on correction
, . N 2. Disclosure of reasons on notice of correction
{1 Various Benefits in Income Calculation 3. Direct request for appealing to Mational Tax Tribunat

and Preferential Treatments

Bookkeeping Obligation
for White Return Taxpavyers Bookkeeping Guidance

3 Fostering and Establishing Practices for
Bookkeeping and Record-Keeping

Obligatory bookkeeping system and related
provisions were enacted in order to

encourage taxpavyers to accept the self- : Gusdance for boakketpng conperates
assessment system and enhance falrness in s tdednd it
taxation. C.':) M”;'L::i\:m (:j wrganizations
* Guitarce al Lha Guidarcs for gosng of

0O Keeping records and documents, made or received, oo of examiaten scconnls d urimartof
of transactions .

) Keeping books of transactions {a simple farm Is & Promotion of Blue Return System
acceptad) - Public Refations

L Appending incoma statement to the final tax raturn - Recommendations by tax authorities or private

organizations

Measures to Improve Bookkeeping Measures to Improve Bookkeeping

O Benefi
enefits for Blue Return Taxpayers £1 Cooperation with Private Organizations

3 Bookkeeping Guidance in Tax Audits - Guidance for bookkesping with private
organizations

{0 Posting Specials for Bookkeeping in
Regional Taxation Bureau and Tax Office £ Strict Tax Audit to the Dishonest

- Recommendaticns of Biue Return System to Taxpavers
the enterprises that newly start businesses pay

- Staff training




Classification of Bookkeeping Situation

Private Organization

| Rank Situation

A - Keep books carrectly
- Calculate and keep hooks by oneself

B « Bockkeeping is behind or Jacks a part of it
- Heeds another 1 or 2 more Instruction(s)

¢ |- Bookkeeping is behind considerable periad
{about 3 manths} or lacks considerakle amount

- Meeds cther instructions for a certain period

[ |- Mo bookkeeping af alt
~ Meeds other instructions fer a certain period

{1 Blue Return Association

- A voluntary organization of blue return taxpayers,
alrmed ty achieve proper self-assessment, payment of
taxes, snd management's rationatization through spread
and promotion of blue return to sele proprietor

{0 Certified Public Tax Accountant
Association

- Assoclatlon of tax agcountants organized under the
Certified Public Tax Accountant Law

Private Organization

I The Japan Tax Association
- Established to promate poficles of the government
concerning taxation affairs, provide assistance toward
tax administration and expangd and instil tax comptiance
in taxpayers

O Chamber of Commerce and Industry,
Society of Commerce and Industry

- A “regional general economic organization” with the alm
of general improvement and development of commarce
and industry and the Improvement of public welfare

Thank you
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Cash Economy & Cash Intensive
Business in Thailand

Cash Economy &

Cash intensive Business

in Thailand

Revenue Department of
Thatlland

Topic

Cash intensive businesses in Thailand
Strategies and policies of RD toward CIB
Supervision plan

Taxpayers under Supervision Base
Supervision regulations and procedures

What is Cash Intensive Business in

our analysis 7
» Cash Intensive Business

- market-based production of legal good
and services {not mentioning legat sector)

- High pereentage of cash transaciion

- Underreported or unreported lncome

> No exact figure of the size of cash inlensive

business

> Look al the size of Shadow economylll

- 54.1% of Thai GDP

RD’s Strategies 2004-2008

Our general strategies to tackle
CIB include:

~Build Sustainable Tax Base
—Preactive ICT Utilization

—Driving the Organization towards
the Knowledge Base Sociaty




Identification and registration of taxpayers

RD makes advantages of;

> Internal data:
— Data from tax return forms
~ Information from intranet;

¥ External data

- information from other public and private
orgs.: MOL , MOC, Social security office

identification and registration of taxpayers

> Center of investigating and tracking non-
compliance business

3 Call centre:

» Supervision sysftem

RD Strategy : Build Sustainable Tax Base

g

Supervision Plan

Regulations and Procedures

Comparing Audit System

VAT
1915 1992

2001 w07
’ I

i T
Summens System Supervision System

* Reducing debt delinqueney
* Dezreasing time

+ Increasing Taxpayer’s willingness to pay tax

+ Issuing a sumrons only if there is no co-aperation

-l

ain Aspects of Taxpayers’ Supervision

lh‘lniﬂ Aspects of Taxpayers’ Supervision

E-supervision Tax return &

Financin} statement

Company ¥Ylisit

| Provide consulting services i'—_J

lAudlt {in case of no compliance) ‘~—————

Analysis

LR T S L T L
LT N e TR PRI
PRETIAALIONTS BROTRIITSIAL
Fargriamda

Pay proper tax today ahd no back
~taxes tomorrow: .




Palicy of Supervision Base

“closely supervise each taxpayer "

Taxpayers : “If tax is paid aceurately today
No more penalty will be paid”

Tax officers : - Supervision team
- Ownership

e_Supervision Database

Darabase

e-Sup & e-Search

S
Egternst Dats.

Government revenue in 2006

274,095
ms
18.56%;

}RD’S tax collection in 2006

Data : bapo// wawipogarh

Target RI)’s tax coliection in 2007

Supervision fax collection in 2006

Non Supervision Supervision
304,807, 268,783 s




Who are taxpayers under Supervision Base? RD ’s Taxpayers
D s Taxpayery
CIT taxpayers : VAT and Non VAT 0% a3sd0
PIT ttpayers : VAT and Non VAT f > 1
. Supervision fase | Not nipervisian
For PIT taxpayers : W pay more attention to FETTRITRNNN PEEA 7% 4,495,098
individuals who receive T (onky PIT Non VATS
income from L 1
® zantof pro err T
o liberal pfo f:::rgm 402384 | 22 8% ] 118921 |
l
*» contract of works I f
*business, commerce, VAT NON - VAT VAT NON - VAT
ag:iculture, imiustry 7R, 694 123,690 | t32.603 1189324
etc,
Taxpayer under Supervision Base RDr’s officers
Supervision taxpayers .
| Officers Taxpayers
i
i } Rb Supervision RD Supervision
ciT Pt
481,384 4Ly 12437 6136 6,310,402 F 1,814.311
I ]
R ——] 180% 2134% 100% | 28.75%
VAT NON - VAT VAT NON . VAT
278,694 123,699 122,683 1L289,314
e
(B4} NON - LTD Approximately 306 taxpayers (VAT + Non VAT)/ 1officer
2,423 21621

Supervision Team Supervision Plan 2007

96 Area Revenue Offices

5

I £2 Regional Revenue Offices 1 1. T&X Pa}meng moniggﬁng

i 2. Business visit
3. Database adjusting

686 Head Teams

1.E40 Sub ~Teams ]

6,536 Total QMsers l




Supervision Plan 2007

1. Tax payment monitoring

» On the system

« VAT : once in every two months

* Non VAT : twice a year

» Criterions

+ filing or not ?

» Income and taxes appropnate or not ?
+ make decision :

» whatto do ?

How to make decision on the system?
{Tax payment monitoring)

Srart

Lhg taxpayer hile ﬁm:l pay appropuate taxy I

=
No
Choose one of the following choires
1. Waiting
| 2. bnquiry

| 3- kvite
4. Business visit

Supervision Plan 2007

2. Business visit

+ Visiting and Recording any changes in a
business once a year

= Two or more officers visiting at the same
time

« QOfficers give advices about the type of tax
relurn and other tax services

Supervision Plan 2007

3. Database Adjusting

Ex

s ISICCode

* Tax identdfication number (TIN)

* Updating taxpayers’ information ie., Name,
Address, Office code

Who are the taxpayer that
we should to visit?

1. Risky taxpayer
*  Low gross profit {G/P} and net profit (N/P) ratio
*  High purchase to sale (P*/5) ratio

¢ Decreasing 1ax revents

2. Large VAT raxpayers

3. Good or registration exporter
4. New business

5. Growing business

Supervision Regulations and Procedures




What should we do before business visit?

1. Studying the types, rules and regulations of the
business.
2, Analyzing tax return and identifying critical points
* Filing 1ax or not
* Examine income & expense and profit & loss
3. Preparing other raxpayer’s descriptions
* Asset
* Business map
* Concerned data

What do we do affer business visit ?

# record the visit description

#attach business picture and map

4 cvaluate :
* the appropnate income and tax payment

» creditability of business

To conclude, our Audit and verification strategies
involve;

» Business visit : to acquire the business
information
> Incomne & expenditure analysis:
—Compare the visited taxpayer with other
taxpayers wilhin \he same business
» Estimation technique:
- Estimate the business' income from
expenditure information
» Information crosschecking:

- Make use of avaitable information in the
witlhhaiding tax return forms

Next steps:

> implementing GIS (Geographic
information system and Tax map

* Information sharing

Case studies
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Cash Economy & Cash Intensive
Business in Thailand

Taxation of

Cash Intensive Business

in Thailand

“Case Studies in Supervision”

1

CONTENTS

* Natures of cash intensive business
* Types of cash intensive business
* Tax collection methods

* Tax collection Techniques

Natures of CIB

. No record of tax payment

. Normally SMEs

. Implicit businesses

« No registered Iocation / address

. No standard for sccounting system

. Payment normaliy through personal cheque
. Rotation of income on day to day basis
without recording

NP o g R e

Types of CIB

1, Flea market , Bazaar , Caravan

2, Small - sized business on agricultural produet ;
+ Animal Farming : pouliry, pig, etc.,
+ Sales of animal food
+ Sales of fertilizer

3. Sales of Electronic tools , Computers , Mobile phone

Types of CIB

4, Provision of services
+ Beauty Salon, Dress making service
+ Contractor , Subcontractors , other kinds
of labor based services
+ Nightelubs , Pubs , Restaurants
+ Diving Business , Beach chair rental
+ Insurance Agent , Loan Business
3. Car dealer
6. Personal Taxi Services
7. Sales of gald and jewelry




Tax Collection methods

+ Horizontal Tax Coellection

» Vertical Tax Collection

Horizontal Tax Collection

Procedures :
1. Explore the targeted area

+ Daytime Busincsses
+ Nighttime Businesses
2. Searching Information from other agencies

Performance :
Acquire new registrants to tax system

Vertical methed

Procedures :

1. Business Analysis

1.1 Consider the number of businesses
in each business sector
1.2 ldentify the business by size :
- Large - Medium - Small
1.3 Identify family Business or Partnership

Vertical method

2. Consider :
Types of Tax payment
2.1 Individual
« 1o book keeping
2.2 Corporate

- Book keeping done by Accounting firm

{no complete documents)
- Accounting system is not standard

Performance:

Tax smount increases w

Tax Collection Techniques

1. Negotintion is appropriate for :
1.1 Large numbers of Taxpayers :
- Local Mini - bus
- Beach chair rental

1.2 Local Mafia

Technigues used :

- Communicate with the group representatives

~ Legat issues would be avoided (10 reduce social pressure)

- Social welfare / benefit should be raised.

2. Small proup meeting
Is appropriate for taxpayers who gothers in agsociation.

[H




MAIN BUSINESSES IN CHONBURI PROVINCE

1. Industrial Business
2, Agricultural Business
3. Tourism Business

4. Sales Business

5. Services Business

Examples
on
Case studies

m

Chonburi Province

PIG FARM

Before Investigation
1. Investigate the number of taxpayers

2. ldentify the businesses according 1o antmal income

Grouping
Grade A annual income over 25 M, Bakt
Grade B annual income from 10 to 25 M.Baht
Grade € annual iscome from 5 to 10 M.Baht
Grade D annual income under 5 M.Balit

During Investigation
1. Analyze information
1.t numbers of barns
1.2 aumbers of breeding pigs {male/female)
1.} numbers of meat pigs
1.4 numbers of pregnation per year

{Avg. 2.2 times per years)

1.5 Fenilization rate per time
{Avg. 80% perlime}
1.6 Number of piglets per 1 pregnation
{Avg. 1 breeding pip = 9 piglets)
1.7 Survival rate

{Avg. 90% per | pregnation)

2. Caleutlate the number of piglets from the formuia as
the following ;
No. of piglets

= Ne, of femate breeding pigs x fenilizntion rate x 2.2 x 9




Alter Investigation
1. Calculate the numbers of piglets according to the 3. Calculate the farm’ s income = No, of piglets
colfected information {Avg.weight 100 Kgs) market price per Kgs
2. Caleulate the number of survived piplets 4. Compare the income caleulated by the tax
{by deducting the total number of piglets from the officer with the income repotted by the laxpayers
{oss rate)}
" »

infermation from Iavestigation
Example ¢ Personal Income Tax Coilection 1. Area of Pig farm 185 Rai
Case ¢ Mrs.Usa Chaiarceratch 2. No. of Barns (meat pig and piglets) 20 Bams
Type ofbusiness = Pig Farm 3. No. of Barns (Female Breeding pigs) _ 5 Bams
Ne. of female breeding pigs 500 Pigs
4. No. of Bamns {Male Breeding pigs) 1 Bam
No, of male breeding pigs 10 Pigs
5. Price per unit of piglets 1,000 Baht | Estimation of income
. 1* Method : Estimate from expenditure per menth
Price per Kg. of meat pig 40 Baht
- Salary 300,750 Baht
Price per Kg. of unfertilized 32 Bah - Cost of animal food 3,3743%  Baht
female breeding pig - Medical cost 54,168 Baht
6. No. of employees 50  mans - Electric bill 200,000 Baht
salary per moath 300,750 Baht -+ Fued cost 10,000 Baht
7 Sates of fomte o ) o Total 3939308  Balt
. Sales of female pigs per mom igs
mgs P i | Giross profit margin 15%
Sales of piglets per month 150 piglats Estimated income per month 4,634,480 Baht
Sales of meat pigs per month 708 pigs, Estimated annual tncome 55,613,760 Baht,,




2™ Method : Estimate from value of sales

Type Sulefmonth Price weight Income per morth
{pigs} (baht) (g} {Bak)
Fomale 0 32 Bakt i kg 20 76,300
Breoding Pigs
(FRP)
Pigleis 150 1 L.0o0 Baht/ Pigiar i 150,009
Mear Pigs T 1 4 Bal/kg, 45~ Log 2300000

Income per month 3,026,800  Baht

Annual income 36,321,600 Baht

3" Methed : (Estimate from No. of piglets)

#

No. of plglets No. of FBPs x fertilizationrate x 22 x §

1

500 x 80% x 22 x 9

7920 - lossrate 10%

I}

No. of alive piglets = 7,128 pigles

Annual Income from sale of meat pigs

¥

1

7,128 x 100 x 40

28,512,000 Bahu

No. of alive piglets x weight x price per kg,

]

Annual Income from sale of FBPs 76,800 x 12 (months}

It

921,600 Baht

Annual Income from sale of piglets

#

150,000 x 12 (months)

#

1,800,600 Baht

Total annual income 31,233,660 Baht

Comparison on 3 methods of income estimation
Assessment of annuval income

33,613,760 Baht

Annual Tax liability 500,300 Baht

RESTAURANT

Befere Investigation
1. Coltect the number of taxpayers
2. idemtify size of businesses as
- Large
- Medium

- Small




Buring Investigation
L. Consider the type of business
.1 Family Business / Partnership
1.2 Nawmres of service provided /
Services only at the store /

Home delivery / Office delivery

2. Appmise from assets , tools , Equipment ;
- No. of Tables / chairs
- No. of Refrigerators or Quantity in Inventory
- No. of gas tanks / reserved gas tank

- No, of dishes / plates / bowls / speons / forks

3. Consider the number of workers and pumber of shifts

4. Consider the cycle of customer wrnover per table

5. Investigate taxpayers on all clues regarding to incomes
and Expenses

- Name list of the top three Suppliers

- Quantities and amount of fresh purchases pur month

= Quantities and amoun! of drinks purchased per menth
- Quantities and amount of ice purchased per day

- Ratio of eat-in customers and take - home customer

- Numbers of holidays per motth

= Service hours of restaurant

- Peak period
- Electric bill, water bill, wlephone bill, and salary , ect,
~ Personal and family expeases

- Social and charity expenses

After investigation
1* Method ; Calsulate pross profit margin using the
income and expense information reported by
axpayers
2" Method : Estimate restanrant’s inceme based on

cost of sales




3" Method : Estimate restaurant’s income based on the
number of customers at the time of inspection

4™ Method : Compare the iaxpaycr’s income with the
income of other restaurants that have similar size

and natures to caleulate the average income

Sale of jewelry and gold

Before Investigation

1. Cotlect the number of taxpayers

2, ldentify businesses by monthly sales of gold
Grade A Income over 408,000 Baht
Grade B

Grade C Inceme under 200,000 Baht

Income between 200,008 — 400,000 Baht

During Investigation
1. Rendom check the inventory on the day of investigation
1.1 Weight / Value of gold ornament and gold bar
1.2 Amount and Vatue of jewelry
2. Analyze information oa income
2.1 lncome from sales of gold ormament per month
2.2 Income from sales of jewelry per month

1.3 Income from pawn business per month

3. Analyze information on expenses
3.1 Cost of buying new gold and jewelry
3.2 Number of employees and salasy per month

3.3 Space rental
4. Analyze other information
4.1 Number of holidays per month
4.2 Office hours {opening - clesing periods)

4.3 Electric bill , water bill , telephone bill

-

After investigation
b, Caleulate amount of income auributed
to gold ornament
2. Calculate amount of income attributed

to jewelry from the actual sale price

Local Mini - bus

Before Investigation

t. Search for list of taxpayers from any possible sourees

2. Analyze by routes such o5 ;

Destinztion from Distance Fare
Cholburi {(Km.} {Balht}
Nongmon Market 17 7
Ang Siia Market I5 15

Ban-Puk Market 12 12




3. Income Analysis

Route : Chonburi Market - Ang Sila Market

Tax Calcukation

1 Method :

1 th = 30 d
month s Income from transportation service = 224,640 Baht
No. of holidays = 4 days
Less deduction rate 80% = 179,712 Baht
No. of working days = 26  days —
Income after deduction = 44,928 Bai
Seats per van = 12 seals
No. of trips / day - 4 tips Less Allowance (Single) = 30,000 Balut
Income = fare 15 Baht perseat x 12 seasx 4 trips Net Income = 14928 Bain
x 26 days Exempted amount 160,000 Balu
= {8,720 Baht per month - Tax Hability - Baht
2™ method 2. Inform taxpayers about their incomes and tax Habilities ;
Income from transportation service = 224,640 Bals Destiration from Annual income  Tax linbility

tax Hability (05% x 224,640)

It

1,123.20  Bain
(rax rate [05%)
Procedures
1. Invire of manaper of transportation cooperative and

axpayers , represesiatives for negotiation

Chalburi (Baht) (Baht)
Nongmon Market 240,000 1,200
Ang Sila Market 220,000 1,100
Ban-Puk Market 200,000 1,000

3. Inform Taxpayers about their Interest from Public
~ Public services
- Infra structure
- road construction project. . .

4. Legal penalty issues should not be mentioned

Wholesale business on Animal food

Before Investigation
- . ?
1. Search for information on truck s owners from other
government offices

2. Selection of owners




During Investigation
1. Consider the business information
1.1 number of storages
1.2 number of emptoyees
1.3 number of grinding machines

1.4 number of packages fsacks)

2. Investigate information on income
2.1 number of deliveries per weeks
2.2 income on each delivery
3. Iavestigate expenditure infoemation
3.1 Cost of materials
1.2 Salary per month
1.3 Sulary of truck driver per month

3.4 Rent per month (land and offices)

After Investigation
1. Consider the business information
1.1 Labor - intensive business
1.2 Trucks as defivery vehicles
1.3 High cost of electric {for grinding }

2. Tax Calculation

2.1 Estimation of income from expenditure information

- cost of material

- wages of employees / wages of truck drivers

- electric bill / fuet cost

Example : Personat Income Tax collection
Case 1 Mr. Somauk  Inthithebpana

Type of business : Whoiesale business on animal food

Information from lavestigntion
1. Land area

rent per month

1 Rai
5,008 Baht

Storage condition 1 repularly used {fair / moderate)

W

. No, of mucks :

Truck drivers’ wages ! 200 Bahv/driver
3. No. of permanent workers
No. of temporary workers

wages per day

6 trucks

13 workers

7 workers

1530 babt / worker
"

4. Matzrial per month 150 Tons
- By - product from rice Frice perkg. 630  Bal
- Cormn Price perk.g. 5.30 Baht
- Broken rice Price per k.g. 7.60  Ba
- By - product from bean Price perk.g. 9.00  Balt

- Grinding fish Price perk.g. 21,00 Baht




5. Cost of material per month 1,100,000  Balt

Techniques on Estimation of income

1% Method 1 Estimate from expenditure per month

6. No of deliveries per month 40-48  Trips - Electric bill 60.000 Baht
- Capacity of truck S0-60  Sacks - Telephone Bill 2000 Baht
- Price per sack 3 ~600  Balt - Water Bill 1,000 Bakt
- Income per delivery 20,000 ~30,000  Baln - Rent 5.000 Baht
7 Profitperkp. 03-.10 Bahe - Family expenditure 6,000 Baht
u 3
2" Methed : Estimate from cost of material
- Wages 59,000 Bah
- Purchase of materiat permonth 1,100,000 Baht
R . ; 2 .
Wages of driver 1000 Baht Calculate material cost 80 %
- Fuelbilt 144,000  Baht Estimated income per month 1,375,000 Baht
Total 298000  Baht Estimated annual income 16,500,000 Baht
Gross profit margin 20%

Estimated income per month £,490,000 Baht

Estimated annual income 17,880,008 Balt

Consider by comparing 1 Methods and 2! Mathods

Assessed income per year [7.880,000 Balt

Anpual tax liability 37,000  Baine

Conclusion :

* Generally investigation is used by the tax officers t get
information on day to day business operations.

+ Information from within and outside the agency have
proved to be very useful to bring non-taxpayers into the tax
system,

» Different businesses require differeat investigation techniques.

* By doing so, it will lead to the government to be able o collect
taxes based on the actual business incomes.

b

Thank you
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