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he primary purpose of taxation is to raise revenue to finance government expenditure. With the revenue

collected, governments are able to provide a wide range of public goods and services such as maintaining

security; constructing infrastructure; and providing education, health systems, and social safety nets.
Robust and sustainable tax collection requires a well-designed set of tax administration arrangements that are
managed competently.

This report of the Asian Development Bank’s (ADB) comparative series on tax administration analyzes
the administrative frameworks, functions, and performance of 21 economies in the Asia and Pacific region.
The primary objective of the series is to help governments and revenue officials by sharing knowledge
of important developments and trends in tax administration practice and performance, and to identify
opportunities to enhance the operation of their tax systems.

Before getting into matters of substance, it is important to recognize that the economies covered by this series
represent a broad mix of advanced, emerging, and developing economies that can also be distinguished by a
diverse range of cultural, political, economic, social, and historical factors. It is therefore to be expected that
the analyses made reflect economies where the tax administration setups in place and their respective levels of
performance are at widely varying levels of maturity.

Some broad observations and conclusions emerging from the analyses made are as follows:

B Data for the vast majority of economies reveal an increasing tax to gross domestic product ratio (tax-GDP
ratio) in the years up to 2013, although there is significant variation in the tax mix relied on.

B In line with international practice, in the vast majority of economies there is a unified revenue body
(administering both direct and indirect taxes), with an internal structure based on functional principles and
undertaking the full range of recognized tax administration processes, and with a dedicated large taxpayer
division.

B Revenue bodies in many developing economies have fairly limited autonomy, particularly in relation to the
flexible use of budgeted expenditure, the design of their internal structure, and/or the ability to influence
the recruitment and mix of staff.

B Many revenue bodies appear to have a limited planning horizon (i.e., the immediate fiscal year).
Consideration should be given to adopting a longer planning horizon and developing a more robust strategic
planning framework that includes a comprehensive set of performance measures for the key objectives set.
This report provides some useful examples in this regard.

B Many revenue bodies reported a diverse mix of strategic tax compliance risks, with the more frequently
reported risks being: (i) nonpayment of tax debts; (ii) non-filing of returns; (iii) profit shifting; (iv) tax
avoidance schemes; (v) value-added tax (VAT) fraud; and (vi) hidden economy-related tax evasion.
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Executive Summary

Chapter V (Human Resource Management) draws attention to factors driving the need for sound human
resource management policies, and provides a framework for developing an effective human resource
management strategy based on recognized international practice.

Applying a variety of comparative measures, the total resources invested in tax administration in many
developing economies are at very low levels; in all likelihood, many of these revenue bodies will require
significant further investments of resources to achieve improved levels of voluntary compliance, and to
support growth in their economic and revenue base.

There was a wide disparity in the relative amounts reported across economies for information technology
(IT)-related expenditure for tax administration, although there was correlation between revenue bodies
reporting relatively low amounts of I T-related expenditure and other indicators of low levels of automation
(e.g., non-use or low uptake of electronic filing).

Chapter VII draws attention to the mix of programs and processes that are required to conduct day-to-day
tax operations, and uses material from the IMF’s Tax Administration Diagnostic Assessment Tool (TADAT)
Field Guide to provide guidance on aspects of good tax administration practice, along with an array of
performance-related data. However, from the survey data reported, many revenue bodies appear to have
gaps in their management reporting systems. This limited the scope for any comprehensive analysis in
this regard.

The vast majority of economies reported having a formal plan or strategy for improving the range and
quality of their electronic services over the medium term. The areas for priority attention most frequently
reported were (i) online filing of tax returns; (i) online payment of taxes; (iii) upgraded websites, offering
additional tax system information and applications; (iv) other online transactions; and (v) integrated
taxpayer accounts.

Good levels of progress with the use of online filing of tax returns is being achieved by a number of emerging
and developing economies (e.g., Malaysia, Mongolia, and Thailand). However, for many developing
economies (e.g.,, Cambodia; Hong Kong, China; the Kyrgyz Republic; Papua New Guinea; the Philippines;
and Tajikistan), either very limited progress has been made in this regard, or such services are yet to be
offered.

Most emerging and developing economies appear to have significant potential to make substantially
greater use of fully electronic payment services, and to dispense with other more costly payment services
(e.g, in-person and agency payments). Similarly, many revenue bodies do not appear to monitor the usage
of the different payment methods used and, as a result, do not have a good understanding of their related
costs and benefits.

There appears to be potential for many revenue bodies to improve tax compliance levels and increase
revenue by deploying an ongoing voluntary disclosure program, as described in the report and practiced by
some revenue bodies in the region (e.g., Australia, New Zealand, and Singapore).



his report, the second in this series, analyzes the administrative frameworks, functions, and performance
of revenue bodies in selected economies in the Asia and Pacific region. The analysis and practical
guidance provided in the report are based on surveys of revenue bodies conducted in 2014 and 2015,
along with accompanying research of revenue bodies’ corporate documents, and guidance and diagnostic
materials published by international organizations that seek to promote improvements in tax administration
(e.g.,, the European Commission’s Fiscal Blueprints, the International Monetary Fund’s Tax Administration
Diagnostic Assessment Tool [TADAT], and the Organisation for Economic Co-operation and Development

[OECDY]).

Twenty-one economies in Asia and the Pacific are included in the study, although not all of these participated
in both years’ surveys. The economies are Australia; Brunei Darussalam; Cambodia; the People’s Republic
of China (PRC, or China); Hong Kong, China; Indonesia; Japan; the Republic of Korea; the Kyrgyz Republic;
the Lao People’s Democratic Republic; Malaysia; the Maldives; Mongolia; Myanmar; New Zealand; Papua New
Guinea; the Philippines; Singapore; Taipei,China; Tajikistan; and Thailand.

Survey data for 10 economies (i.e., Australia; the People’s Republic of China; Hong Kong, China; Indonesia;
Japan; the Republic of Korea; Malaysia; New Zealand; Singapore; and Thailand) are based on the OECD’s
comparative information series, Tax Administration 2015. Data for the remainder of the economies were
obtained from surveys conducted by the Asian Development Bank (ADB) in 2013 and 2015, and accompanying
research. ADB’s survey instrument is based largely on the OECD’s survey model, albeit in a slightly abbreviated
format.

The objective of the series is to help revenue bodies and governments to identify opportunities for enhancing
the operation of their tax systems by sharing internationally comparable data on aspects of tax systems and their
administration. However, considerable care needs be taken with international comparisons of tax administration
setups and performance-related data. The functioning of tax systems is influenced by many factors, including
the size and composition of the tax base, tax reforms, the level of economic development, the structure and
openness of economies, business cycle fluctuations, and the rate of political, economic, and social development.
All of these factors and others are likely to be relevant to varying degrees to the information presented in this
series, particularly as it includes a mix of advanced, emerging, and developing economies.

The remainder of the report is structured as follows: Chapter Il provides a general overview on tax revenue
collections (for all levels of government) and tax structure, while Chapter Il describes the institutional and
organizational arrangements in place to administer national tax laws. Chapter IV addresses aspects of strategic
management, while Chapter V looks briefly at some aspects of human resource management. Chapter VI
analyzes the resources used by revenue bodies to administer tax laws, while Chapter VII deals with key aspects
of tax administration operations. Chapter VIII deals with the use of electronic services, while the concluding
Chapter IX addresses selected aspects of the legislated administrative framework in place in each economy.
An appendix to the report includes various statistical data (e.g.,, GDP, currency, and population) and details of
participating revenue bodies.



n important consideration in understanding the administrative frameworks, functions, and performance

of national revenue bodies is the size and composition of their respective tax bases. This chapter briefly

reviews the revenue performance (i.e., tax burdens) and structure of the tax system for the economies
included in this series.

A. Tax System Revenue Collections

1. Tax Ratios

Information on aggregate net tax revenue collections for all levels of government, often expressed in terms of
tax ratio” or “tax burden” is typically presented, for cross-country comparative purposes, as a
percentage share of gross domestic product. In practice, most tax revenue is collected by the national revenue
body, although the relative proportion of tax collected by tax bodies at the various levels of government can
vary significantly from economy to economy. This is due to a variety of factors, such as the degree of reliance
on taxes on imports (which are collected by customs bodies) as opposed to subnational taxes, and institutional

)«

a country’'s

design issues.

For the purpose of presenting internationally comparable data on the tax revenues of the economies included
for all levels of government, this series generally follows the Organisation for Economic Co-operation and
Development’s (OECD) definition of taxes (i.e., “taxes” are confined to compulsory, unrequited payments to
general government). As outlined in the Interpretative Guide to its publication Revenue Statistics, taxes are
“unrequited” in the sense that benefits provided by government to taxpayers are not normally in proportion
to their payments. Applying this definition, regimes of social security contributions (SSC) that have been
established by governments in many developed economies, including a number covered by this series, are
generally regarded as a “tax” and form part of a country’s computed tax ratio or tax burden.

Itis also important to recognize that the tax ratios computed for each economy rely as much on the denominator
(GDP) as the numerator (net revenue collected), and that the denominator is subject to periodic revision by the
statistical body of the economy concerned.

2. Revenue Productivity

Tax system performance can also be viewed across economies by contrasting the “revenue productivity” of
individual taxes. The revenue productivity of a tax is calculated by dividing its tax ratio by the statutory (standard)
rate of the tax. For example, a value-added tax (VAT) with a 10% standard rate of tax that produces tax revenue
equivalent to 5% of GDP will have a rate of revenue productivity equal to 0.5.
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In practice, the revenue productivity of a tax is determined by both policy design choices and administration-
related factors. Concerning the former, decisions by policy makers to, for example, exclude specific items from
the scope of a tax and/or to tax specific items at a concessional rate of tax by their very nature reduce the
amount of tax otherwise potentially collectable. On the administration side, revenue productivity is impacted
by the incidence of taxpayers’ noncompliance that is not detected by the revenue body. Revenue productivity
can generally be calculated for VAT and corporate income tax (CIT) where it is generally the practice to have a
standard rate, but not for the personal income tax (PIT) where it is normally the practice to have a progressive
or multiple rate structure.

B. Tax Structure

The term “tax structure” generally refers to the mix of taxes that is relied on for overall government revenue
purposes, and the relative amount of tax revenue each contributes to aggregate revenue collections, expressed
as a percentage of total taxes. Tax structures are impacted by a range of factors, such as the following, that can
vary significantly from country to country:

1. policy choices regarding the extent of reliance on direct taxes (e.g., personal income tax) vis-a-vis indirect
taxes (e.g., a general consumption tax such as a VAT and excise taxes);

2. policy choices concerning whether to establish a regime of social security contributions to fund specific
social needs (e.g., unemployment and health insurance,and old-age pensions), or to fund such requirements
from general taxation revenue and/or non-taxation sources of revenue;

3. the scope of taxing powers of subnational governments and how those powers are applied in a revenue-
raising context;

4. the extent of taxes raised from natural resources, especially oil and gas, and
5. the availability of non-taxation sources of revenue (e.g, sales of mineral resources and real property, and

investment income).

Across the OECD grouping of 34 largely advanced economies, the average tax structure in 2013 reflected
considerable reliance on direct taxes and SSC, followed by general consumption taxes and excise taxes
(Figure 1).

Figure 1: Tax Structure in OECD Economies in 2013

Specific consumption taxes, 10% Other taxes, 3%

) ) Taxes on income and profits, 33%
General consumption taxes, 20%

Property taxes, 6%

Payroll taxes, 1% Y

Social security contributions, 26%

Source: OECD Revenue Statistics 1965-2014.
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However, these averages cloud the fact that even across OECD economies, there are considerable variations
in the degree of reliance placed on the different tax types for national revenue-raising purposes. For example,
neither Australia nor New Zealand has a regime of SSC. These economies instead rely largely on general
government revenue to fund their respective social programs. On the other hand, social security regimes are
the primary source of government tax revenue in many European economies (e.g., Austria, 14.6% of GDP, and
France, 16.7% of GDP). Reliance on the VAT also varies enormously, with tax ratios ranging from 2.8% of GDP
to 11.4% of GDP. In this regard, economies at the lower end of the scale include Australia (3.6% of GDP),
Japan (2.8% of GDP), and the Republic of Korea (4.1% of GDP), while economies at the high end of the scale
include Hungary (11.4% of GDP), Denmark (9.6% of GDP), and New Zealand (9.4% of GDP).

C. Key Observations

Data collected on tax ratios, revenue productivity, and tax structures for the economies included in this series
are set out in Figures 2 and 3 and Tables 1, 2, and 3. The key observations in this regard are as follows:

1. Tax Ratios

B Overall, the unweighted measure of the ratio of average tax to GDP (average tax-GDP) for fiscal year 2013
was 18.8%, up marginally from 2011 and 2012, although significantly short of the OECD average tax burden
of 34.2%.

Figure 2: Total Tax to GDP Ratio (%) in 2013 of Economies in This Study
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B Compared to 2012, the ratio of tax revenue to GDP rose in 14 of the 21 economies surveyed, while it fell in 7.

B The taxratios of the economies surveyed vary enormously, reflecting the mix of a few advanced economies
and many newly emerging economies, as well as the fact that governments in a number of the economies
surveyed have significant streams of non-taxation revenue (e.g,, sales of oil and minerals, real property, and
investment income) that reduce the need for taxation revenue:

O For fiscal year 2013, three economies (Australia, Japan, and New Zealand) had a tax-GDP ratio in
excess of 27%, while in seven economies the tax ratio was below 14% (Brunei Darussalam; Cambodia;
Hong Kong, China; Indonesia; Myanmar; Singapore; and Taipei,China).

[ Economies with significant non-taxation revenue streams (i.e., equivalent to 6.0% of GDP or more)
included Brunei Darussalam; the People’s Republic of China (PRC, or China); Hong Kong, China;
the Lao People’s Democratic Republic (Lao PDR); the Maldives; Myanmar; and Singapore.

B The tax ratios for a number of developing economies (Cambodia, the PRC, the Kyrgyz Republic, the
Lao PDR, the Maldives, the Philippines, Tajikistan, and Thailand) reflect a trend of consistent year-on-year
growth over the period 2010-2013.

Figure 3: Total Tax to GDP Ratio for Economies with Consistent Year-on-Year Growth
over the Period 2010-2013
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2. Tax Structures

B Across all of the economies included in the study, the distribution of tax types aligns closely with the
overall OECD position, although there are significant variations between the survey economies (both
advanced and newly emerging).

B Direct taxes are the main source of tax revenue, although this outcome masks significant variation between
individual economies:

O Ineight economies (i.e., Cambodia, the PRC, the Republic of Korea, the Kyrgyz Republic, the Lao PDR,
the Maldives, Mongolia, and Tajikistan), direct taxes represented less than 25% of the overall tax burden.

[ Consumption taxes in the form of VAT and excise taxes represented over 45% of the total tax burden
in five economies (Cambodia, the PRC, the Lao PDR, Tajikistan, and Thailand).

Table 1: Tax Revenues (Including SSC) as a Percentage of GDP, 2009 to 2013
(for All Levels of Government)

Total Tax Revenue,

Economy 20M 2012 2013

Australia 258 25.6 26.3 27.3 27.5
Brunei Darussalam 2.6 2.5 19 2.9
Cambodia 10.1 10.2 113 117
China, People’s Rep. of 17.5 18.2 19.0 194 195
Hong Kong, China 13.0 12.8 13.6 141 13.6
Indonesia 119 121 12.2 12.5 12.5
Japan 27.0 27.6 28.6 29.5 30.3
Korea, Rep. of 23.6 232 24.0 24.8 243
Kyrgyz Republic 223 231 25.5 26.3
Lao PDR 14.0 14.7 155 15.8
Malaysia 16.1 14.8 16.3 17.1 16.9
Maldives 13.6 17.6 20.4
Mongolia 319 29.7 25.7 26.8
Myanmar 3.9 7.1
New Zealand 31.0 31.0 314 33.0 314
Papua New Guinea 24.8 27.0 26.3 25.6
Philippines 15.0 14.8 151 15.8 16.2
Singapore 12.7 12.6 131 13.7
Taipei,China 118 115 12.3 12.2 12.0
Tajikistan 18.0 19.4 19.8 21.0
Thailand 17.6 18.8 19.7 19.6 20.6
Average 19.0 18.1 18.5 18.3 18.8
OECD 34 Average 327 328 333 337 34.2

... = data not available, GDP = gross domestic product, Lao PDR = Lao People’s Democratic Republic, OECD = Organisation for Economic
Co-operation and Development, SSC = social security contribution.

Sources: OECD Revenue Statistics 2014; OECD Revenue Statistics in Asian Countries, Trends in Indonesia, Malaysia, and Philippines, 2015; various IMF
Article IV reports (see bibliography); and Taipei Ministry of Finance, Yearbook of Financial Statistics 2014.



Tax System Revenue Collections and Structure

B Regimes of SSC are largely non-existent in the economies included in the study, although they represent a
significant source of government revenue in Japan, the Republic of Korea, and the Kyrgyz Republic.

B Forfiscal year 2013, a VAT form of consumption tax was in place in all but two economies (i.e., Hong Kong,
China and Malaysia). Malaysia introduced a VAT system in early 2015.

3. Revenue Productivity

B The relative revenue productivity of both corporate income tax and VAT systems varies enormously
across the selected economies highlighted in Table 2. This outcome is impacted to varying degrees by
policy design choices and compliance factors:

O Although only calculated for a small sample of economies, revenue productivity for the corporate
income tax varies by a factor of more than three, ranging from 0.100% in Indonesia to 0.356% in
Malaysia.

[0 Revenue productivity for the VAT also varies markedly, ranging from 0.183% in the Philippines to
0.710% in the Kyrgyz Republic.

Table 2: Revenue Productivity of Corporate Income Tax and Value-Added Tax in Selected Economies

Corporate Income Tax Value-Added Tax

Tax-GDP | Standard Revenue Tax-GDP | Standard Revenue
Economy Year ) EL Productivity Year (%) Rate Productivity
49 30 3.6 10

Australia 2013 0.163 2013 0.360
Indonesia 2013 4.0 25 0.100 2013 4.2 10 0.420
Japan 2013 4.0 30 0.133 2013 2.8 5 0.560
Korea, Rep. of 2013 3.4 22 0.154 2013 4.1 10 0.410
Kyrgyz Republic 2013 3.4 10 0.340 2013 8.5 12 0.710
New Zealand 2013 4.4 28 0.157 2013 9.4 15 0.626
Malaysia 2013 8.9 25 0356 | - No VAT before 2015------------
Philippines 2013 4.2 30 0.140 2013 2.2 12 0.183
Singapore 2012 4.1 17 0.241 2012 2.5 7 0.357
Thailand 2011 6.1 20 0.305 2011 4.2 7 0.600

Sources: OECD Tax Database, OECD Revenue Statistics 2014, OECD Revenue Statistics in Asian Countries 2015, and IMF reports.
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Table 3: Tax Revenue Categories as a Share of Total Taxes in 2013

Percentage Share in Total Tax Revenue Collected in 2013

Taxes on General Specific
Income/ Social Consumption | Consumption

Economy Profits Security Payroll | Property Taxes EVGS

Australia 57 0 5 9 13 11 5
Brunei Darussalam 100 0 0 0 0 0 0
Cambodia 21 0 0 0 58 0 21
China, People’s Rep. of 25 0 0 14 54 4 3
Hong Kong, China 65 0 0 1 35 26
Indonesia 45 0 (in ‘other”) 32 9 14
Japan 32 41 0 9 9 7 2
Korea, Rep. of 29 26 1 10 17 12 5
Kyrgyz Republic 18 22 - 2 32 5 21
Lao PDR 24 0 0 (in ‘other’) 27 22 27
Malaysia 69 1 0 3 6 14 7
Maldives 21 0 0 0 42 0 37
Mongolia 22 17 - (in ‘other’) 28 9 24
Myanmar

New Zealand 56 0 0 6 30 6 2
Papua New Guinea 31 | e 36-------- 1 31 1
Philippines 41 13 0 3 14 25 4
Singapore 48 0 0 8 17 4 17
Taipei,China 46 0 0 13 18 19 4
Tajikistan 18 13 0 1 42 17 9
Thailand 39 4 49 8
Average 39 7 <1 4 35 16
OECD average 34 26 1 6 20 10 3

... = data not available, Lao PDR = Lao People’s Democratic Republic, OECD = Organisation for Economic Co-operation and Development.

Sources: OECD Revenue Statistics 2014; OECD Revenue Statistics in Asian Countries, Trends in Indonesia, Malaysia, and Philippines, 2015; and
various IMF Article IV reports (2014 to 2016) that are referenced in the bibliography appearing at the end of the series.



ith few exceptions, countries rely on their tax systems to generate the bulk of revenue required to

fund the services their respective governments deliver. Administering a range of complex taxes

across a large population of citizens and businesses is inevitably a complex and costly undertaking.
Further, it is a task that requires that the national revenue body be equipped with sufficient powers, autonomy,
and resources to be able to carry out its mandate efficiently and effectively. At the same time, revenue bodies
are subject to their respective governments’ laws and regulations, systems of checks and balances, and codes of
conduct. Further, they must be seen to operate in a fair and impartial manner, while also demonstrating a proper
level of accountability for their performance. These considerations raise many important questions including
the following:

1. What are the appropriate institutional and organizational arrangements for national tax administration?

2. How much autonomy should a revenue body be given?

Such matters have not been the subject of detailed study by ADB. However, practical guidance concerning
the features and characteristics of institutional and organizational design and governance arrangements
appropriate for national tax administration, can be found in reports provided by international bodies (e.g., the
International Monetary Fund [IMF], OECD, and World Bank) and the European Commission (EC) as part of
their efforts to assist countries to improve their standards of tax administration. A summary description of this
guidance, as reflected in the OECD’s comparative series Tax Administration 2015, is set out in the following
sections.

A. Institutional and Organizational Design and
Governance Arrangements for Tax Administration

Guidance provided by the IMF’s Fiscal Affairs Department concerning institutional design, governance, and
organization structure can largely be found in various working papers prepared by IMF staff and published
over a number of years, and can be seen in much of the practical advice and recommendations provided to
individual countries as part of IMF technical assistance efforts and, for some countries, as part of formal IMF
program requirements.

For its part, the EC developed a set of fiscal blueprints in the late 1990s to guide EU candidate countries—all
emerging economies—and member countries in strengthening their revenue bodies. These blueprints were
updated and republished in 2007. The blueprints, structured in the form of a diagnostic tool, are organized into
five groups. One group addresses frameworks, structures, and basis, and contains valuable practical guidance
for policy makers and revenue officials. This advice and guidance is expressed in the form of strategic objectives
(or principles), relative weightings reflecting their perceived importance, and a range of key indicators to help
gauge the effectiveness of their application in practice.
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Generally speaking, the guidance provided by both the IMF and EC concerning institutional and organizational
setups are in close alignment and emphasize the following desirable features:

There is a unified body responsible for the administration of both direct and indirect taxes, and with linkages to
the collection of social security contributions (SSC). This body comprises all the functions necessary for
effective and efficient administration of tax laws.

The revenue body is structured primarily on a functional basis, but also includes divisions and units to manage the
compliance of different taxpayer segments (e.g., large taxpayers).

The revenue body has a sufficiently resourced and empowered headquarters operation to oversee all aspects
of administration conducted at the regional and local levels, but is not primarily responsible for tax policy
matters, which are seen to best fall within the province of a dedicated policy function within the ministry of
finance.

Office networks for tax administration operations (e.g., information processing, service delivery, verification, and
debt collection) take account of viable critical mass and economic considerations, with specialist regional and
national centers for some functions (e.g., tax return and payment processing).

Concerning the desirable features of arrangements for effective governance of a revenue body, the guidance

gives emphasis to the following:

The revenue body has adequate autonomy, sometimes described as being “semi-autonomous,” particularly
concerning organizational design, managing budgets, and human resource management. This aspect is
discussed in more detail later in this chapter.

The revenue body has a robust strategic management framework to prepare medium- and short-term
business plans, underpinned by clear statements of mission, vision, and objectives.

The revenue body employs modern risk management approaches, particularly for managing taxpayer
compliance.

There is a common and stable legal framework for the administration of all taxes, as opposed to a separate
framework for each tax.

The revenue body has a flexible strategic approach to managing its staff resources, making adjustments to how
they are allocated, taking account of emerging priorities.

The revenue body’s administrative operations are assessed on the basis of a performance management system.

The revenue body is accountable for its operations and is subject to control and assessment.

These features and characteristics provide a useful frame of reference for analysis of the institutional setups
for national tax administration in the economies studied by this series.
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B. The Revenue Body as an Institution
For this series, revenue bodies are classified within five categories of “institutional setup”

B A single directorate within the ministry of finance (SDMOF): Tax administration functions are the
responsibility of a single organizational unit (e.g., a directorate) located within the structure of the ministry
of finance (or its equivalent).

B Multiple directorates within the ministry of finance (MDMOF): Tax administration functions are the
responsibility of multiple organizational units (e.g., directorates) within the ministry of finance that often
share support functions (e.g., information technology and human resources).

B A separate unified semi-autonomous body (USB): Tax administration functions, along with support
functions (e.g.,information technology and humanresources), are carried out by a unified semi-autonomous
body, with the head reporting to a government minister.

B A unified semi-autonomous body with a management or oversight board (USBB): Tax administration
functions, along with necessary support functions (e.g. information technology, human resources) are
carried out by a unified semi-autonomous body, the head of which reports to a government minister and
oversight body or board of management that comprises external officials.

B A category of “Other”: Types of setups not falling within the above mentioned categories.

Revenue bodies were requested to specify the category that, in their view, best matched their current setup, and
to identify the major taxes administered by them (Table 4). Key findings and observations in this regard are as
follows:

B Nine of the 21 economies surveyed reported the existence of a unified semi-autonomous body or, in the
case of the PRC, a separate ministry responsible for tax administration. In the Maldives and Singapore,
the unified semi-autonomous revenue body is overseen by a management board comprising government
and nonexecutive officials. This board reports to the minister of finance or, in the case of the Maldives,
is directly accountable to Parliament.

B Inall but one economy (Malaysia), a unified revenue body is responsible for collection of both direct and
indirect taxes. This unified revenue body is generally structured on a functional basis, with a single large
taxpayer service.

Malaysia has separate bodies for direct and indirect tax administration. The Inland Revenue Board
of Malaysia (IRBM) is responsible for collection of direct taxes, while the Royal Malaysian Customs
Department (RMCD) is responsible for administration of both customs duties and indirect taxes,
including Malaysia’s new Goods and Services Tax (VAT) which became operational in early 2015. IRBM
is largely self-autonomous and reports to a board of directors comprising external officials. In contrast,
RMCD operates as a normal government department without a board comprising nonexecutive officials,
and reports to a government minister.

B Unlike the arrangements in many African and South American economies and some European economies,
nearly all of the economies included in the study have separate tax and customs administration bodies.
In approximately 50% of the economies surveyed, excise taxes are collected by the customs administration body,
as opposed to the national revenue body.
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Table 4: Institutional Arrangements for Tax Administration

Major Tax Types Administered by the Revenue Body in 2013

fo-[ylg:t?::at;ql'ya . (v where applicable)
Economy Administration
Australia USB v v v v
Brunei Darussalam MDMOF v
Cambodia SDMOF v v
China, People’s Rep. of Other (separate ministry) v v
Hong Kong, China SDMOF v v
Indonesia SDMOF v v v
Japan USB v v v
Korea, Rep. of USB v v v
Kyrgyz Republic Other v v v
Lao PDR SDMOF v v 4
Malaysia Other (two agencies) v v
Maldives USBB v 4
Mongolia SDMOF v v v v v
Myanmar SDMOF v v v
New Zealand usB v v v
Papua New Guinea UsB v v v
Philippines SDMOF v 4 v v
Singapore USBB v v v
Taipei,China SDMOF v v v
Tajikistan Other v v v v
Thailand SDMOF v

CIT = corporate income tax, Lao PDR = Lao People’s Democratic Republic, MDMOF = multiple directorates within the Ministry of Finance,

OECD = Organisation for Economic Co-operation and Development, PIT = personal income tax, SODMOF = single directorate within the Ministry of
Finance, SSC = social security contributions, USB = unified semi-autonomous body, USBB = unified semi-autonomous body with board comprised
of external officials, VAT = value-added tax.

Note: The absence of a tick mark (v') means “not applicable.”

Sources: ADB and OECD survey responses and research (e.g., revenue body reports).

1. Boards of Management

As noted earlier in this chapter, revenue bodies in Malaysia (for direct taxes), the Maldives, and Singapore have a
governance structure that has at its apex a board of management that comprises government and nonexecutive
officials. This arrangement is similar to that in many African economies in which semi-autonomous revenue
authorities have been established to strengthen tax administration. This form of institutional setup, which
is also seen in some advanced OECD economies (e.g., Canada and the United Kingdom), typically sees the
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establishment of a governance framework in which the revenue body is given considerable autonomy in exchange
for greater accountability. International experience reveals that these arrangements, where properly applied, can

have a number of benefits:

(i)  strengthened accountability,

(i) private sector experience is injected into the strategic management of the tax agency,

(i) animproved reputation and public image for the revenue body,

(iv)  amore effective mechanism for addressing taxpayers’ concerns, and

(v)  reinforcement of the notion that the tax system is a “community asset.”

Key features of management board setups in Malaysia and Singapore are shown in Table 5.

Table 5: Malaysia and Singapore: Boards of Management

Subject Malaysia Singapore

Role The Board of Directors is responsible for overall The board oversees the Inland Revenue Authority of
management of the Inland Revenue Board of Singapore (IRAS) and ensures that it carries out its
Malaysia (IRBM). It is wholly involved in strategic functions competently. The board meets three times a
planning, analyzing IRBM’s operational performance, year to review major corporate policies and to approve
implementing internal controls, and enforcing financial statements, the annual budget, and major
compliance with legal requirements as outlined for expenditure projects.
IRBM.

The board operates with two committees. The Audit

Concerning human resource management matters Committee reviews whether IRAS’ accounting and
affecting IRBM, the board also finalizes proposals for financial policies and internal controls are in place,
the creation of posts, approves proposals for terms adequate, and adhered to. The Staff Committee is
and conditions of service, approves proposals for the approving authority for IRAS’ key remuneration
organizational restructuring of IRBM, and approves policies, as well as key appointments, promotions, and
structures of salaries, allowances, and other facilities. remuneration of senior IRAS executives.

Composition The board comprises the secretary general (treasury) The board comprises the chairperson, who is also
who is the chairperson, the attorney general or the permanent secretary of the Ministry of Finance,
designated representative, the director general of public the commissioner of inland revenue, and seven other
service or designated representative, the chief executive members that comprise public and private sector
officer, no more than two other persons representing representatives approved by the minister.
the government, and no more than three other persons
of standing and experience in financial, commercial, tax,
or legal matters.

Features of The board is required to meet once every 2 months. The board determines its own operating procedures and

Operation Decisions at meetings are adopted by a simple majority meets three times a year. A quorum of five members is
of members present at the meeting. The chairperson required to make decisions, which are made by simple
has a casting vote in the case of an equality of votes. majority, with the chair having a casting vote, if needed.
Board members are obliged to disclose any interest in any project or transaction of the revenue body. Such an interest
must be recorded in meeting minutes. Members are excluded from deliberations on such matters.

Sources: Revenue bodies’ websites and annual performance reports.
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2. Revenue Body Autonomy

As noted earlier in this chapter, the conventional guidance of international organizations is that a revenue
body should be given “sufficient autonomy” to properly carry out its mandate. Such guidance raises questions
of what constitutes “sufficient” autonomy, and which powers or delegated responsibilities are particularly
critical for a revenue body to carry out its mandate effectively. The answers to these questions are not entirely
straightforward, and vary from country to country, depending on a variety of factors (e.g., the system of
government, and the degree of maturity [i.e., development] of public sector administration).

Over recent decades, governments have sought to reform their institutions and management practices in
response to a variety of pressures (e.g., increasing demands of citizens and businesses for improved services,
changing societal needs and business models, and reduced budgets). Generally speaking, these reforms have
seen many governments take steps to make their institutions (including revenue bodies) more autonomous,
but in return for increased accountability. In the context of public sector administration, Crandall (2010) observes
that autonomy generally refers to

“... The degree to which a government department or agency is able to operate independently from
government in terms of legal form and status, funding, and budget, and financial, human resources, and
administrative practices.”

a. Importance of Autonomy

Generally speaking, the granting of increased autonomy to institutions responsible for revenue administration
(and other government activities) has been seen as the most appropriate response to the sorts of pressures and
challenges that traditional government line departments have been unable to address. As observed by Taliercio
(2004):

“A useful way to think about autonomy is in terms of the problems it is intended to solve. Autonomy is a
response to inadequate central government civil service and public expenditure management (PEM)
systems. Autonomy is also considered an antidote to the failure of the political system to build in effective
accountability mechanisms that channel political influence around and through the public administration
in appropriate, salutary ways. When the political system fails to do these things, undue political influence,
which distorts and undermines public service provision, is exerted over public administration. Autonomy
is then the vehicle by which the intended outcome—competent, effective, and fair administration—is
supposed to be attained.

Viewed through this lens, then, autonomy is intended as a remedy for administrative as well as political
problems. On the administrative side, there are many cases in which sclerotic civil service systems impeded
the development of a competent and effective tax administration. Centralized civil service commissions
may not recruit the professional, specialized employees that tax agencies need. Moreover, civil service
salaries, which may be quite low by private sector standards, are often insufficient for attracting high caliber
professionals. This problem no doubt affects the entire government, but it is especially acute in the area
of tax administration which requires professional accountants and lawyers with skills easily employed in
private sector firms and consulting practices. In addition, civil service systems are often unable to provide
the specialized training needed by tax agencies. All of these problems are made worse by the slow, red-tape-
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laden processes and procedures of typical developing country civil services. So though the problems of a weak
civil service affect the whole of government, one can make an argument that those problems are felt much
more acutely in the tax administration as compared to most other public sector agencies....

Autonomy is also seen as a remedy for weak corporate governance, in both the administrative and political
senses. On the administrative side the idea is to empower a manager to have enough control over personnel,
funding, budgeting, and procurement to manage the tax agency effectively and efficiently. Note, however,
that each of these dimensions—personnel, funding, budgeting, and procurement—are characterized by
separate autonomy enhancing mechanisms. Even given these separate mechanisms, many autonomous
revenue agencies also grant a certain amount of autonomy to the tax agency chief.... The additional
autonomy granted to agency management has to do more with the political motivation for reform.”

In short, increased autonomy is a response to a broad mix of systemic shortcomings, intended to empower
a revenue administration’s management with the tools it requires to become more responsive, adaptable,
innovative, professional, outward-looking, and in an overall sense, better equipped to perform its primary
mandate.

b. Specific Powers Important in an Autonomy Context

Against this background, the OECD, in its comparative studies of tax administration, sets out a menu (Box 1)
of the sorts of powers typically delegated to semi-autonomous bodies, and uses this to contrast the setups
of over 50 of the largest advanced and emerging economies. This series uses a similar menu to contrast the
economies covered by this series.

Box 1: Typical Powers of Semi-Autonomous Revenue Bodies

v/ Budget expenditure management: Discretion to allocate or adjust budgeted administrative funds across administrative
functions to take account of changed circumstances, or to meet emerging priorities without seeking higher approval.

v/ Organization and planning: Empowered to (i) determine the revenue body’s internal organizational structure to conduct tax
administration operations, including its network size and the geographical location of tax offices; and (i) formulate strategic
and operational plans.

v Performance standards: Discretion to set its own administrative performance standards (e.g., for taxpayer service delivery).

v/ Personnel recruitment, development, and remuneration: Ability to set academic or technical qualification standards for
categories of recruits, and to recruit and dismiss staff in accordance with public sector policies and procedures; ability to
establish and operate staff training and development programs; and ability to negotiate staff remuneration levels, generally in
accordance with broader public-sector-wide policies and arrangements.

v Information technology: Authority to administer the revenue body’s own in-house information technology systems, or to
outsource the provision of such services to private contractors.

v Taxlaw interpretation: Authority to interpret, both in the form of public and private rulings, how tax laws will be interpreted,
subject only to review by judicial bodies.

v/ Enforcement: Authority to exercise, without referral to another body, certain enforcement powers associated with
administration of laws (e.g,, to obtain information from taxpayers and third parties and to impose liens over property in respect
of unpaid debts).

v Penalties and interest: Authority to impose administrative sanctions (i.e., penalties and interest) for acts of noncompliance,
and to remit such sanctions in appropriate circumstances.

Source: OECD Tax Administration 2015, p. 33.
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Drawing on the survey responses (Table 6), key findings and observations regarding autonomy of revenue
bodies are as follows:

B The areas of least autonomy observed in the study economies were in the areas of (i) negotiating pay
levels (7 economies); (i) allocating budget (13 economies); (iii) setting staffing levels and the mix of staff
(13 economies); and (iv) designing the body’s own internal structure (13 economies).

B Among the non-OECD economies included in the study, the level of autonomy available to the revenue
body is relatively limited in Brunei Darussalam; Cambodia; Hong Kong, China; Indonesia; Mongolia;
Myanmar; Tajikistan; and Taipei,China. Among the OECD economies included in the study, the overall
degree of autonomy appears relatively limited in both Japan and the Republic of Korea.

Table 6: Delegated Authority of National Revenue Bodies

Authority Delegated to Revenue Body (v where applicable)

Make Remit | Design Own Set Staff Influence | Hireand | Negotiate
Tax | Interestor | Internal | Allocate | Levels/ Staff Dismiss | Staff Pay
Economy Rulings | Penalties | Structure | Budget | Staff Mix | Recruitment Staff Levels
Australia v v v v v v v v
Brunei Darussalam v v
Cambodia v v
China, People’s Rep. of 4 v v v
Hong Kong, China v v
Indonesia 4
Japan 4 v
Korea, Rep. of v v v
Kyrgyz Republic v v v v v
Lao PDR v v v v
Malaysia v v v v
Maldives v v v v
Mongolia v
Myanmar
New Zealand v v v v v v
Papua New Guinea v v v v v v
Philippines v v v v v v
Singapore v v v v v v v v
Taipei,China
Tajikistan v v v v v
Thailand v v v v

... = data not available, Lao PDR = Lao People’s Democratic Republic.
Note: The absence of a tick mark (v') means “not applicable.”

Sources: ADB and OECD survey responses.
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C. Recent and Expected Developments in Institutional Reform

The research underlying this series identified a number of economies in which major institutional and
organizational reform has recently been introduced or is anticipated over the medium term. These reforms are
described briefly below:

B The Government of Indonesia recently announced that its national tax administration is to be upgraded to
a semi-autonomous revenue agency from early 2017. At present, its Directorate General of Taxes (DGT)
operates from within the Ministry of Finance and has fairly limited autonomy, as indicated earlier in this
chapter. A preliminary legislative framework for the new body is expected to be finalized by the end of 2015
or early 2016.

B Officials of Papua New Guinea’s revenue body reported that in 2013, transformation of the revenue body
into a statutory organization had begun. The process involves establishing the legal framework required
for such an organization, and having the relevant legislation passed by Parliament. Once this has occurred,
the revenue body is expected to be more independent, and to have more flexibility, especially in relation
to staff recruitment and equipment procurement, thereby enabling it to better serve taxpayers and to
function more efficiently.

In an effort to cut costs, introduce new policies, or generally simplify the workings of the public sector, over
recent decades the governments of the economies under study have increasingly expanded the scope of work
undertaken by revenue bodies by giving them additional responsibilities not directly related to administration of
tax laws. In this series, such responsibilities are referred to as “non-tax roles.” This has been driven by a variety of
factors, including (i) taking advantage of a revenue body’s competency in collecting revenues; (i) using the tax
system or infrastructure to deliver a variety of benefits and concessions; and (iii) taking advantage of a revenue
body’s large client base. Internationally, the more common non-tax roles allocated to national revenue bodies
have been

1. responsibility for registration of businesses for all government purposes,

2. administration of certain welfare-related benefits,

3. administration of government retirement income policy (particularly in cases in which elements of such
policy are associated with the tax system),

4. collection of student loans and other non-tax revenues (e.g., from licenses),

5. property valuation, and

6. customs administration.

Table 7 summarizes the information gathered under the study regarding non-tax roles. Generally, in most of
the economies surveyed, governments have not allocated extensive non-tax roles to their respective revenue

bodies, the most important exceptions being Australia and New Zealand. The most common non-tax role
reported was property valuation.
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Concerning customs administration, it is worth noting that while the practice of establishing combined tax and
customs administration bodies is followed fairly extensively across economies in Central and South America as
well as in Africa, it is notably absent in the economies included in this series. Of the 21 economies included in
the study, only Malaysia has integrated tax and customs operations, although this integration is limited only to
the administration of indirect taxes.

Table 7: Non-Tax Roles of Revenue Bodies

Non-Tax Role Economies Where Revenue Bodies Are Assigned This Role

Administers customs laws

Malaysia

Administers certain welfare-related benefits

New Zealand

Administers property valuation

Cambodia, Lao People’s Democratic Republic, Indonesia,
Philippines, Singapore

Collects student loans

Australia, Republic of Korea, New Zealand

Collects certain non-tax revenues

Maldives

Administers registration of businesses and/or individuals for all
government purposes

Australia; Hong Kong, China; Tajikistan

Administers aspects of the government’s retirement incomes policy

Australia, New Zealand

Licenses public accountants, administers accountancy standards,
negotiates bilateral investment treaties

Brunei Darussalam

Collects miscellaneous fees and charges

Lao People’s Democratic Republic, Maldives

Administers child support

New Zealand

Regulates liquor industry

Japan

Sources: ADB and OECD Tax Administration Series 2015.

D. Organizational Structure of Revenue Bodies

1. Organizational Design

Organizational design is the process by which an organization aligns its structure and internal coordinating
processes with its mission and strategy. As observed in PriceWaterhouseCoopers (2009):

“Organizational structures exist to enable the performance of work activities in line with the company’s
strategy. This definition applies at every level of the organization, from corporate layers to functional subunits.
As in devising strategy, designing an effective structure requires making trade-offs. In addition there is never
a single best structure for any company or function. All structures have inherent strengths and weaknesses,
and all companies have different capabilities and strategic positions.

Good organization design is finely tailored to deliver the company’s competitive strategy through enabling its
work activities. The design can be evaluated by specific criteria, such as what strategic initiatives and critical

operational capabilities the structure should enable.”
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This definition is equally relevant to both private and public sector bodies. Further, in an environment of rapid
change it is not surprising that the organizational structure of revenue bodies has been an ongoing focus of
international agencies over recent decades as they seek to improve the performance of tax administration
bodies. As observed in OECD (2015a):

“International organizations promoting reform of tax administration have consistently drawn attention
to the importance of revenue bodies having a coherent organizational structure for the administration of
national taxes....

The EC’s Fiscal Blueprints establish two strategic objectives dealing directly with organizational structure:
(D) the tax administration is structured and organized to identify and manage all significant risks and
priorities; and (ii) there is a unified tax administration. In relation to these objectives, the blueprints draw
attention to a range of indicators, including:

* Isit(therevenuebody) structured to understand and meet the needs of key taxpayer groups or segments?

* Isthere alarge taxpayer unit in place, at a national level, to deal with the most important companies?

*  Are there special units with specific skills, offering operational economies of scale (e.g., intelligence,
enforced collection)?

* Isitresponsible for all taxes and linked to social contributions?

* st responsible for all fiscal functions (assessment, collection, data processing, audit, taxpayer service
and claim investigation) and organized accordingly (i.e., by function)?

*  Are there special units with specific skills, offering operational economies of scale (e.g., intelligence,
enforced collection)?

Theseindicators all point to the preference for a body structured primarily on a functional basis, with divisions
to deal with key taxpayer segments (e.g.,, large entities). Similar views on the importance of structure can be
found in IMF guidance materials, drawing on extensive experience in tax reform projects.

As described in OECD (2015a), the earliest organizational model employed by tax administrators was based
principally on the “type of tax” criterion. Applying this model, separate multifunctional departments were
responsible for direct and indirect taxes respectively, and were largely self-sufficient and independent of each
other. While serving its original objectives, this model was eventually seen to have a number of shortcomings,
including the following;

B ltwasinefficient and excessively costly, largely as a result of its inherent duplication of operational functions
across different taxes.

B It was particularly burdensome on those taxpayers with multiple tax dealings, requiring them to deal with
different departments on similar issues (e.g., debts).

B It led to complications and additional costs, both to revenue bodies and taxpayers, in coordinating
compliance actions across different taxes.

B It contributed to inconsistent treatment of taxpayers (e.g,, service delivery and debt).
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B It entailed the inflexible use of staff whose skills (and often entire careers) were largely confined to a
particular tax.

B It overly fragmented management of the overall tax system, complicating organizational planning and
coordination.

To address these and other shortcomings, many revenue bodies saw merit in restructuring their operations,
adopting a model based on functional principles.

With the functional model, work processes and staff are organized largely within functional groupings and
work across taxes. Such an approach enables greater standardization of work processes and assists their
computerization, thereby contributing to increased efficiency. It can also simplify dealings with taxpayers and
help reduce their compliance burden. The functional approach is particularly relevant to the performance of
routine tax administration tasks (e.g., taxpayer registration, accounting, and inquiry services, data processing,
and debt collection) and organization-wide support activities (e.g., personnel, information technology, finance,
and public relations).

However, the functional principle has been found to be less suitable in relation to the conduct of compliance
programs. Here, there has been a clear trend internationally for revenue bodies to organize around different
“taxpayer segments” (e.g, large businesses and small businesses). The rationale for this approach is that
each segment of taxpayers has different characteristics and behaviors and as a result presents different tax
compliance risks that require more tailored treatment. Delivering compliance programs effectively “segment by
segment” is best executed by separate organizational divisions with their own management and risk management
approaches.

Given these sorts of trends, international bodies such as the EC and IMF have consistently emphasized in
their practical guidance the merits of an internal organizational structure for a revenue body based largely on
functional principles and with a dedicated large taxpayer division for compliance program purposes.'

For this series, revenue bodies were asked to describe the type of organizational structure in place, and to
indicate features of its structure (Table 8). Key findings and observations in this regard are as follows:

B The vast majority of revenue bodies reported having a structure based largely along functional lines.

B Over 75% reported having a dedicated large taxpayer division.

B Theuse of dedicated processing centersin which bulk taxpayer information processing work is concentrated
was reported by around 50% of the revenue bodies surveyed.

B Most or all of the revenue bodies surveyed reported having separate dedicated functions such as enforced
tax debt collection and handling of disputes and appeals. However, only around half reported having
a dedicated tax fraud investigation function that examines and addresses serious cases of tax fraud and
evasion.

B The vast majority of revenue bodies surveyed reported having a comprehensive in-house information
technology capability to support their administration.

! Useful guidance on these matters can be found in M. Kidd. 2010. Revenue Administration: Functionally Organised Administration. Washington, DC:

IMF; and European Commission. 2007. Fiscal Blueprints—A Path to a Robust, Modern and Efficient Tax Administration. Luxembourg;: Office for
Official Publications of the European Commission.
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Table 8: Revenue Bodies’ Internal Organization Design

Selected Units of Internal Organization Structure (v where applicable)

Dedicated
Fraud/ Disputes | Full In-House
Large Dedicated Debt Serious and Information
Structural Taxpayer | Processing | Collection | Evasion Appeals Technology
Economy Criteria Division Center Function Function Function Function
Australia T,F v v v v v v
Brunei Darussalam F v
Cambodia F v v v
China, People’s Rep. of All v v v v v v
Hong Kong, China All v v 4 v v
Indonesia F v v v v v v
Japan All 4 v v v v v
Korea, Rep. of All * * * v v
Kyrgyz Republic F v v v v
Lao PDR F 4
Malaysia F v v v v v v
Maldives Al v v v v v v
Mongolia F, TP v v v v
Myanmar F
New Zealand All v v v v v v
Papua New Guinea All v v v
Philippines All v v v v v v
Singapore T,F v v v v v
Taipei,China F
Tajikistan All v v v v
Thailand F,TP v v v v v

F = function, Lao PDR = Lao People’s Democratic Republic, T = tax, TP = taxpayer.
Note: The absence of a tick mark (v') means the feature is “not applicable” as per heading.
* These divisions and units operate only at the regional level.
** There are separate large taxpayer units for both corporate tax and goods and services tax.

Sources: ADB and OECD survey responses.

2. Examples of Organizational Structure of Revenue Bodies

The prior edition of this series provided examples of the organizational structure of revenue bodies from
Papua New Guinea and Singapore. This series uses three revenue bodies as examples to illustrate two approaches
to organizational design observed:

B Alargely functional structure with a dedicated large taxpayer service: Cambodia’s General Department
of Taxation and the Philippines Bureau of Internal Revenue (Figures 4 and 5 respectively), and

B A structure depicting a mix of tax types and functional units and with no dedicated large taxpayer
division: Taipei,China’s Tax Administration Department (Figure 6).
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Figure 4: Organizational Structure of Cambodia’s General Department of Taxation
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Figure 5: Organizational Structure of the Philippines’ Bureau of Internal Revenue
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Figure 6: Organizational Structure of Taipei,China’s Tax Administration
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Examples of organizational structures of other revenue bodies can be found in the OECD’s Tax Administration
2015 located at http://www.oecd.org/ctp/administration/tax-administration-23077727.htm (pp. 64-66) and in
prior editions of the series.

3. Office Networks

Office networks are another important consideration in determining a revenue body’s overall structure, its
costs of operation, and overall efficiency. With few exceptions (e.g., small island economies such as Hong Kong,
China as well as Singapore), revenue bodies require a network of offices across their main population centers
to conduct routine tax administration processes, including those processes requiring face-to-face contact with
taxpayers (e.g., taxpayer inquiries and audits).

Historically, office networks were designed having regard largely to demographic factors and judgments as to
the appropriate size for offices and the role of the headquarters function. In some economies, political factors
also came into play. For many economies, these sorts of considerations led to the establishment of fairly
large networks of relatively small offices located reasonably close to their respective taxpayer bases, which
reported to a regional layer of management which in turn reported to the national headquarters. Over recent
decades, thinking in many economies around how best to structure their office networks for more efficient tax
administration has led to considerable rationalization, in large part assisted by greater use of technology that
has considerably reduced the need for face-to-face contact with taxpayers, and by greater attention by revenue
body management to achieving more efficient use of resources. For example,

B The introduction of new electronic services (e.g,, electronic filing and payment) has encouraged some
revenue bodies to shift routine processing work from local offices to a smaller number of dedicated
processing centers.
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The emergence of modern “call center” arrangements to support phone inquiry services, assisted by use of
advanced telephony technology, has encouraged many revenue bodies to establish a small number of call
center sites to handle taxpayer inquiries.

Many revenue bodies are using their Internet sites to provide an increasing array of online services directly
to taxpayers and scaling back their in-person counter services.

Many revenue bodies have abandoned facilities enabling taxpayers to make “in-person” payments of tax at
the revenue body, relying instead on less costly payment collection methods such as those offered by third
parties (e.g., banks and post offices) and/or electronic payment methods that taxpayers themselves can use.

With an eye to reducing operational costs for their routine processes, many revenue bodies have
reconceptualized the “ideal” size of local offices required for efficient administration within their respective
environments, amalgamating relatively small local offices into larger regional centers with sufficient critical
mass. Also driving this approach has been a recognition of the dangers associated with having tax audit
officials located too close and being too familiar with the taxpayers they are expected to administer.

For some revenue bodies, the role of the headquarters function has been broadened while regional layers of
management have been significantly reduced or eliminated.

Examples of revenue bodies that have undertaken significant office network rationalization in recent years
include Austria, Croatia, Greece, and Norway, all of which have downsized their office networks by over 50%,”

as well as the United Kingdom.

Tables 9 and 10 present data concerning the office networks as of the end of 2013 for the revenue bodies

covered by this series. Key observations and findings in this regard are as follows:

B Having regard to their respective aggregate staffing levels, relatively large office networks are observed in a

few economies (e.g., Indonesia, Japan, Myanmar, and Thailand).

Headquarters operations appear relatively large, in staffing terms, in a small number of economies (e.g,
Cambodia, New Zealand, and the Philippines). A factor relevant in the case of New Zealand concerns the
significant scale of Internal Revenue’s non-tax responsibilities that account for around 30% of its overall
staffing level of around 5,300.

The use of call center operations of reasonable scale were noticeably absent in many economies, including
some advanced economies (e.g., Japan).

2

Organisation for Economic Co-operation and Development (OECD). 2015. Tax Administration 2015. Paris: OECD Centre for Tax Policy and
Administration, p. 81.



Institutional and Organizational Design of Tax Administration

Table 9: Office Network for Tax Administration (Number of Offices)

Number of Operational Units at End of 2013

Local and Branch Data Processing

Economy Regional Offices Offices Centers Call Centers Other Offices
Australia 17 11 0 10 5
Brunei Darussalam (Headquarters and all tax operations performed from one office)

Cambodia 23 9 0 0 0
China, People’s Rep. of 71 6,667 0 68 0
Hong Kong, China (Headquarters and all tax operations performed from one office)

Indonesia 31 538 4 1 0
Japan 12 518 0 0 33
Korea, Rep. of 6 111 1 1 2
Kyrgyz Republic 9 57 0 1 0
Lao PDR 0 17 0 0 0
Malaysia 12 77 1 2 0
Maldives 1 0 1 0
Mongolia 9 21 1 1 0
Myanmar 16 262 0 0 0
New Zealand 0 17 3 6 0
Papua New Guinea 3 18 0 0 0
Philippines 19 124 5 1 0
Singapore (Headquarters and all tax operations performed from one office)

Taipei,China 5 82 0 0 0
Tajikistan 5 79 0 1 0
Thailand 12 968 1 1 0

Lao PDR = Lao People’s Democratic Republic.
Sources: ADB and OECD.

4. Major Reforms Recently Implemented or Under Development

A number of revenue bodies reported, either in response to the ADB survey or as part of the OECD’s
Tax Administration Series, on recently implemented or planned developments concerning institutional and
organizational design for improving efficiency and effectiveness. These reforms are briefly summarized directly
below.

B Australia reported that its new leadership team is driving a transformation program that seeks to
“reinvent” the Australian Tax Office in order to achieve its vision of being known for contemporary
services, expertise, and integrity. This includes transforming how clients and staff experience the tax and
superannuation systems, with this reform being underpinned by significant cultural change. The program
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Table 10: Office Network for Tax Administration (Office Types and Staff Usage in 2013)

Staff Usage in 2013 (expressed in FTE positions)

Local or Data Total for HQ Staff
Regional | Branch | Processing Call Other | AllOffice | Usageas % of

Economy Offices Offices Centers Centers | Offices Types Total Usage
Australia 2,927 16,189 80 0 1,010 42 20,248 14.5
Brunei Darussalam 34 0 0 0 0 0 34 (100)
Cambodia 346 772 299 0 0 0 1,417 244
China, People’s Rep. of 800 11,000 | 740,700 0 3,500 0 756,000 0.1
Hong Kong, China 2,826 0 0 0 0 0 2,826 (100)
Indonesia 3,910 3,137 24,863 246 117 0 32,273 121
Japan 787 11,439 42,830 0 0 800 56,194 14
Korea, Rep. of 702 4161 13,617 156 114 91 18,841 3.7
Kyrgyz Republic 169 222 1,865 0 6 0 2,262 7.5
Malaysia 2,169 309 7,975 509 87 0 11,049 19.6
Maldives 175 3 0 0 3 0 181 99.0
Mongolia 110 788 926 17 4 0 1,845 6.0
New Zealand 1,030 0 1,515 329 558 0 3,432 30.0
Papua New Guinea 353 12 34 0 0 0 399 0
Philippines 2,060 1,730 5,881 158 20 0 9,849 20.9
Singapore 1,870 0 0 0 0 0 1,870 (100)
Tajikistan 185 205 1,341 0 4 0 1,735 10.7
Thailand 2,490 1,696 18,978 226 119 0 23,509 10.6

FTE = full-time equivalent, HQ = headquarters.
Sources: ADB and OECD.

challenges thinking around concepts such as compliance and participation, and managing the pressures
of being a useful and sustainable large public service organization. Other reforms recently implemented
include abolition of the Australian Valuation Office (previously under the Australian Tax Office), closure
of 10 regional (shop front) sites from 31 October 2014, and transfer of responsibility for individual taxpayer
complaints from the Australian Ombudsman Office to the Office of Inspector General of Taxation.

B The People’s Republic of China’s State Administration of Taxation reported that since 2012, in
accordance with the central government requirement to deepen reforms of administrative systems, it
has been advancing organizational changes of tax bodies to accelerate their functional transformation
and institutional improvement. To accommodate the demand for a “one-level tax investigation” and a
specialized tax administration for large businesses, the reforms focus on: (i) optimizing the assignment
of working responsibilities, organizational structure, and staffing; (ii) streamlining superior-subordinate
relationships; and (iii) encouraging high-level tax bodies to assume more significant functions. The aim of
the reforms is to establish a flat tax organizational system, scientifically designed functions, and efficient
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management that adapts to reforms to the tax system and its administration, and optimizes taxpayer
services. Through these reforms, human resources within the tax system are expected to be more
centralized, and tax administration resources are expected to be allocated in a manner that better accords
with the distributional status of tax revenue sources. In addition, the reforms are expected to further
improve taxpayer service and compliance.

Indonesian authorities reported that in 2012, the Ministry of Finance established an Oil and Gas Tax
Office to oversee the administration of companies operating in the oil and gas sector. Action was also
taken to unify and streamline the Foreign Enterprise and Individual Tax Office to allow it to handle all tax
matters relating to foreign enterprises and individual taxpayers. In early 2015, three new senior executive
positions immediately under the director general were created to strengthen executive leadership and
management. The government has also decided to transform the Directorate General of Taxation into
a semi-autonomous authority from the beginning of 2017, with a view to improving its effectiveness and
overall administration.

The Kyrgyz Republic’s State Tax Service reported that its structure has been reviewed and modified to a
largely functional setup. In addition, a series of activities related to the automation of tax administration
operation processes have been implemented as part of a broader program of modernization. A recent
IMF report also notes that authorities will carry out a reform of the State Tax Service and strengthen the
Large Taxpayer Unit (LTU) by (i) reorganizing the institutional structure of the tax service so as to reduce
duplication of functions with respect to interregional tax service departments, (ii) analyzing the taxpayer
population to determine the optimum number of taxpayers administered by the LTU, and (jii) providing
LTU coverage of all large taxpayers including electronic filing by such taxpayers.

Malaysia reported that its headquarters has been restructured, and now includes a Dispute Resolution
Department, a Special Task Department (Investigation), and divisions for Intelligence, Risk Management,
Petroleum, and Development and Facility Management. The objectives of this restructuring are to
strengthen operations, simplify and expedite appeal processes, and expedite reporting and decision making.
In addition, 10 new Revenue Service Centres were opened in 2012 and 2013. The Inland Revenue Board
of Malaysia took part in opening counters at six Urban Transformation Centres (public amenities centers
established by the government for the urban community) together with other government agencies.
The objectives of these changes are to provide services to the taxpayer, and to improve operational
efficiency in revenue collection.

The Maldives’ Internal Revenue Authority (MIRA) reported that numerous activities were carried out in
2013 and 2014 to improve the administration of the tax system. These included the establishment of the
SAP-based software Tax and Revenue Management System. Also, online tax returns services were set up
through “MIRAconnect,” which paved the way for a more convenient mechanism for taxpayers to fulfill
their tax obligations. MIRAconnect was further expanded in 2015 by introducing online payment options.
One of the most notable activities carried forward from 2013 was the establishment of the Large Taxpayer
Service Department from January 2014. Additionally, to make services more accessible, two new regional
offices and collection centers were to be opened in 2015 (in addition to the two existing regional offices).

3

International Monetary Fund (IMF). 2015. Kyrgyz Republic: Request for a Three-Year Arrangement Under the Extended Credit Facility—Staff Report.
Washington, DC. p. 73.
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B New Zealand’s Inland Revenue: In late 2012, Inland Revenue (IR) reviewed its senior management

structure and approach to governance. The review established a new Executive Leadership Team with
nine second-tier managers reporting directly to the commissioner. The new structure includes changes
to the responsibilities of some deputy commissioners, new deputy commissioner roles, and the addition
of three chief officer roles to the Executive Leadership Team. The Executive Leadership Team took up
its role in February 2013. It provides greater focus on delivering IR’s services for customers, and ensures
that the leadership required to drive its change program over the coming few years is in place. Reporting
lines in the new structure were aligned progressively during the first half of 2013. Inland Revenue has
also recently created three new governance boards: (i) a Strategy Board, which focuses on longer-term
organizational strategy development including environmental scanning, strategic planning, and resourcing
implications; (ii) an Investment Board, which focuses on investment-related decisions for Inland Revenue;
and (iii) a Business Performance Board, which focuses on shorter-term financial and business performance,
resource management, and operational and financial planning. The new governance boards are expected
to significantly strengthen the quality of Inland Revenue’s governance and decision making, particularly as
it increases the pace of change.

Inland Revenue is also increasingly working with other government agencies to make the public sector more
effective and provide better services. It is contributing to the government’s Better Public Services results,
sharing information with other agencies to improve performance, and sharing service delivery and facilities.
These efforts include (i) helping design the future “one-stop online shop” for business, a shared online
“front door” that integrates all information, government-to-business transactions, and online services
provided by the public and private sectors; (i) supporting the introduction of the New Zealand Business
Number, which is a key enabler for delivering integrated services for business across government; and
(iii) helping create an integrated New Zealand business register.

In addition to undertaking work to establish the revenue body as an independent tax authority, Papua
New Guinea reported that it is also establishing new revenue accounting systems. As part of this change,
there will be moves toward partial self-assessment and introduction of electronic filing and payment
capabilities.

Singapore reported that it set up an International Tax Affairs and Relations Branch in September 2013.
The branch maintains strategic oversight of the Internal Revenue Authority of Singapore’s international
engagement framework and programs. It drives international engagement efforts to advance Singapore’s
interest on the international tax front, and advises the government on international tax matters. It
manages the exchange of information function, and is the liaison office for all international engagements.
The International Tax Affairs and Relations Branch complements the existing Tax Policy and International
Tax Division that provides technical advice in the formulation of tax policies and fair application of tax laws,
reviews tax policies, initiates tax rules changes, and safeguards Singapore’s economic interest through tax
treaty negotiations and resolution of international tax issues.

Since 2013, Tajikistan’s Tax Committee has been implementing a project, supported by World Bank loan
funding, to modernize its tax administration. The project involves reforms to organizational arrangements
and business processes, and is underpinned by the use of enhanced information and communication
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technologies in all areas of the revenue body. A recent report prepared by the World Bank on the progress
being made highlights a range of developments and matters receiving attention:*

O  The Tax Committee is preparing four new regional training centers and refurbishing the main training
center in Dushanbe. The first of the new regional training centers was commissioned in 2015 (with
capacity to train 80 students at a time), while a second is under construction. The remaining centers
are in the planning stage.

[0 The audit function is being strengthened. The number of auditors is being increased; in the Large
Taxpayer Office, the number has increased from 12 to 33. Auditors are also being trained more
regularly. The Tax Committee is also using a risk model developed with technical assistance, which will
be strengthened under the project.

[0 Taxarrears management hasimproved, but more needs to be done. While the level of overall tax debt as
a share of revenue collections has improved, the Tax Committee is taking further steps to help manage
tax arrears, including the development of new software.

O The Call Centre is functioning well and providing a useful service to taxpayers. The Tax Committee
reported that over 5,000 queries were answered in 2014, while the number in the first quarter of 2015
was 2,379. The project will support further development of the Call Centre by providing call tracking
and other relevant software and equipment.

[0 The use of third party information for risk management is growing. The Tax Committee now routinely
receives data from the Customs Committee for developing risk profiles of taxpayers for audit purposes.
Data are also being received from other agencies that will assist risk management in the future.
In addition, a project is under way to digitize property data. Once completed, this will provide an
additional source of revenue.

O The Tax Committee will introduce electronic VAT invoices from July 2015, which is expected to
improve VAT management. Currently, the Tax Committee is conducting training of taxpayers on the
proper use of electronic invoices.

5. Operation of Dedicated Large Taxpayer Divisions

As noted earlier in this chapter, there has been a trend to organize revenue bodies’ compliance programs around
“taxpayer segments.” Such an approach has been strongly encouraged by international organizations over recent
decades, particularly for large taxpayers. The reasons for the focus on large taxpayers are largely as follows:

1. High tax contribution: In any country, large taxpayers contribute the bulk of tax revenue, taking account of
all the taxes for which they are responsible.

2. Complex business and tax affairs: Large taxpayers often have complex business and tax affairs for a variety
of reasons: (a) they may have multiple operating entities or operate across multiple industries; (b) they may
operate in industries that raise novel or complex taxissues (e.g., oil and gas, and banking); (c) their business
dealings may extend across international boundaries and raise complex tax issues (e.g., profit-shifting and
thin capitalization); (d) their operations may be widely spread or located in remote locations (e.g., oil and
mining); and (e) they may use complex tax planning arrangements.

4 World Bank. 2015. Implementation Status & Results Report. May, Washington, DC.
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3. Unique and significant tax compliance risks: As a result of the types of factors referred to in (2) above,
large taxpayers may present tax compliance risks with significant tax revenue potential.

4. Use of professional tax experts: Large taxpayers typically employ top-end tax experts to represent them in
their tax affairs, or have their own in-house tax expertise.

Given the above characteristics, revenue bodies in the vast majority of countries have established dedicated
large taxpayer units (LTU) to manage the tax affairs of these taxpayers, with many incorporating the features
setout in Box 2.

Box 2: Commonly Observed Features of Large Taxpayer Units in Advanced Economies

v Alarge taxpayer unit’s (LTU) responsibilities tend to cover both direct and indirect taxes, enabling a “whole of taxpayer” focus
to be given to administering taxpayers’ affairs.

v/ Business units typically provide both service and verification functions. Reflecting this and the significant revenue and
compliance risks they present, considerable resources are devoted to large taxpayer administration in many economies
(e.g, Australia, Canada, Italy, Japan, Mexico, the Netherlands, Poland, Spain, Turkey, the United Kingdom, and the United
States).

v/ Afair number of economies have specialized industry-focused setups within their LTUs. For example:

o United Kingdom: Compliance operations are organized into 17 industry-based sectors: agriculture and food, alcohol
and tobacco, automotive, banking, business services, chemicals, construction, general retailing, healthcare and
pharmaceuticals, insurance, leisure and media, manufacturing, oil and gas, public bodies, real estate, telecommunications
and information technology, transport, and utilities.

o United States: The Large Business and International (LBI) Division of the Internal Revenue Service is organized
along six domestic industries and four international functions. LBI’s field specialist functions are now integrated
into LBI’s domestic industries. The domestic industries are (i) communications, technology, and media; (ii) financial
services; (iii) heavy manufacturing and pharmaceuticals; (iv) natural resources and construction; (v) retailers, food,
transportation, and healthcare; and (vi) global high wealth.

In addition to tax and accounting skills, specialist teams or expertise for support in areas such as industry knowledge, economics,
international tax issues and computer-based examination techniques are included in the LTU. To optimize performance,
considerable emphasis is given to the development of industry knowledge through the use of industry-based teams and experts for
key sectors of each country’s economy.

v An“account manager” concept to provide designated large businesses with a nominated contact point for interactions with
the revenue body.

v Increasing emphasis is being placed on the use of cooperative compliance strategies with large taxpayers to encourage
increased levels of voluntary compliance.

Source: OECD Tax Administration 2015.

This series assembles basic information on the setups established in the economies covered by the series,
and identifies relevant developments and experience. Table 11 sets out details of the criteria used by revenue
bodies to identify large taxpayers, the resources allocated for their administration in 2013 (expressed as full-time
equivalents (FTE), and the number of taxpayers and economic groups under administration in 2013. The key
observations and findings in this regard are set out below:

B The vast majority of economies covered by this series have established LTUs, although the resource data
provided indicates that many of these are relatively small scale and suggests that they are at an early stage
of their development. Box 3 outlines the approach of Mongolia’s administration and its early positive results.
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Table 11: Large Taxpayer Unit Operations

Economy

Criteria Applied to Identify Large Taxpayers

Number of
Taxpayers
in 2013

Dedicated
Staff in 2013
(FTE)

Verification
Results
Reported

Australia Turnover over A$250 million 24,000 1,280 v
Cambodia Turnover over KR1,000 million 2,419 107

China, People’s Cross-regional businesses, complex tax issues, or certain scale of 45,144 3,515 v
Rep. of tax revenue (45 groups)

Indonesia Weighted average of tax payment (80%) and turnover (20%) for 2,730 529 v

last 3 fiscal years, and discretion by the Directorate General of Taxes

Japan Capital over ¥100 million 29,705 2,352 v
Kyrgyz Republic Business income over Som50 million, non-business income 308 45

over Som20 million, tax paid over Som2.5 million or assets over
Somb5 million

Lao PDR Turnover over KN5 billion
Malaysia Specific sectors
Maldives Top 100 business profits and GST taxpayers, along with next top 100 LTU set up in 2014 with 23 staff and
taxpayers, and all banks 150 taxpayers
Mongolia Turnover and specific industries 398 84
New Zealand Large enterprise customers with gross turnover over NZ$100 million, 16,700 177 (est.)
or operating in specialist industries or subject to specialized tax laws
Papua New There is no dedicated division for managing the tax affairs of designated large taxpayers. However, v
Guinea the Tax Office has sections within Audit, Assessing, and Advising that have large business units for
managing the largest 200 taxpayers.
Philippines All public corporations and others based on size (i.e., authorized 2,028 610 v
capital, tax paid, annual sales, purchases, and/or net worth)
Singapore (i) CIT: net tax assessed, turnover, complexity; (i) GST: annual GST | CIT- 1,600 CIT-53
supplies over $$100 million GST-1,741 GST-25
Tajikistan Legal entities with annual turnover over TJS15 million 303 77 v
Thailand Turnover over B2 billion 3,450 547

... = data not available, CIT = corporate income tax, FTE = full-time equivalents, GST = goods and services tax, Lao PDR = Lao People’s Democratic

Republic.

Sources: ADB survey responses and OECD Tax Administration 2015.

B The vast majority of revenue bodies reported having a dedicated organizational division or unit that
manages the tax affairs of designated large taxpayers. Exceptions to this included Brunei Darussalam;
Hong Kong, China; the Republic of Korea; Myanmar; Papua New Guinea; and Taipei,China.

B Forsome revenue bodies (e.g, Tajikistan) the operation of a large taxpayer office is a relatively new venture
that has yet to be fully established. As a result, the level of resources allocated for administration of
designated large taxpayers is relatively small (i.e., less than 1% of overall staff resources). On the other hand,
there were a fair number of revenue bodies (e.g., Australia, Indonesia, Japan, the Philippines, and Thailand)
reporting relatively large LTU operations (i.e., more than 5% of total resources).
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Box 3: Mongolia’s Initiative to Strengthen Its Large Taxpayer Office

In Mongolia, just under 400 large enterprises contribute about 60% of state tax revenue, with mining companies accounting for
more than 70%. Improving large taxpayer administration is therefore critical for greater revenue mobilization.

The Approach: With technical assistance from a variety of sources (e.g., IMF, the United States Treasury, and the World Bank),
Mongolia’s Large Taxpayer Office has been reorganized along functional lines with specialized units for mining companies. A new
mining sector compliance strategy has been implemented. Legislation is being amended to fill gaps and remove ambiguities.
Taxpayer services have been improved, and new audit methods introduced for the mining, construction, and banking sectors. Finally,
agreements for exchange of information have been arranged with the Mineral Resources Authority and the Petroleum Authority
of Mongolia. Over the coming year, Mongolia’s Large Taxpayer Office intends to introduce a comprehensive set of performance
measures including tax administration results, taxpayer satisfaction, and tax officer engagement.

The Results: Early results from Mongolia’s Large Taxpayer Office operations are impressive. The large taxpayer reforms have had a
positive impact on tax collection. High rates of timely tax return filing (nearly 100%) and payment have been achieved. Audit results
in both 2012 and 2013, in respect of 105 and 135 taxpayers respectively, amounted to around 60% of total verification outputs
(i.e., taxes, penalties, and interest).

Sources: IMF. 2015. Fiscal Affairs Department at a Glance, 2015. Washington, DC: IMF; and Mongolia’s survey response.

B Revenue bodies tend to use a mix of criteria (e.g,, turnover, tax payments, and specific industries) to

identify taxpayers for their large taxpayer segment, although for ease of identification a few revenue bodies
(e.g., Australia, Cambodia, and Japan) use a single criterion to readily identify those to be included.

B A number of revenue bodies failed to report the results of verification activities for their LTUs. This raises

questions as to the scope and nature of the arrangements in place for monitoring these taxpayers’ affairs.



ollecting taxes efficiently and effectively is a considerable challenge for all revenue bodies. It is

particularly demanding on those revenue bodies in developing or emerging economies that face low

levels of tax morale and understanding, limited or inexperienced resources for revenue administration,
complex tax laws, economic difficulties, widespread corruption, or regular natural disasters. Addressing such
challenges requires, among other things, a structured, systematic and comprehensive approach to planning and
managing revenue body operations.

A. General Guidance on Strategic Planning and Management

The guidance provided for revenue bodies provided by international organizations on strategic planning and
management of the tax system is fairly limited. However, for the purposes of this series, some useful practical
guidance can be found in the European Community’s (EC’s) Fiscal Blueprints and the International Monetary
Fund’s (IMF’s) recently disseminated field guide for its tax administration diagnostic assessment tool (TADAT).>
Guidance drawn from these sources is set out in Box 4.

Box 4: General Guidance on Strategic Planning for and Management of Tax Systems

Setting the direction Monitoring performance

v/ The obligations of the revenue body are clearly translated v/ The revenue body is managed applying benchmarks and

into its mission, vision, and objectives, which are
publicized among taxpayers and other stakeholders, as
well as among its personnel.

Developing the plan

v

The revenue body’s budget planning cycle covers several
years, allowing comprehensive strategic planning and the
carryover of funding surpluses.

indicators agreed with stakeholders while the results of
its activities are constantly monitored. There is a proper
reporting system to ensure that performance reports are
delivered to management, while there is also a quality
management system to monitor the standard of services
rendered to taxpayers and other parties.

Accountability and transparency

v Thereisarobust and adequately resourced headquarters A revenue 7B NS gperat!ons t.hat
Smeiien, dsle fm wrcme stede s are subject to control and assessment, including via a
planningy 2l il Aweess 1 Gsetie CERATTEE o system of internal audit and external assessment by an
sl el el (e bl ek e independent external institution (e.g., the national audit
the establishment of performance objectives and g Ol BT,
targets; the measurement, monitoring, and evaluation v The revenue body engages with taxpayers and other
of field operations; and the identification, gathering, and stakeholders through consultation and surveys to
dissemination of good practices and knowledge. evaluate its performance and obtain feedback on ideas

) - fori :

v The revenue body draws up strategies providing orimprovements

objectives, benchmarks, targets, and plans for its v The revenue body prepares and publishes a

operations, and takes account of the views of taxpayers
and other stakeholders.

Sources: EC Fiscal Blueprints and IMF TADAT Field Guide, November 2015.

5

comprehensive annual report of its performance, ideally
reporting on its performance vis-a-vis objectives and
targets reflected in its strategic plan.

IMF. 2015. Tax Administration Diagnostic Assessment Tool (TADAT) Field Guide. Washington, DC.
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B. Planning and Management Approaches of Revenue Bodies

For this series, revenue bodies were asked a number of general questions concerning their planning processes
(e.g., the preparation and publication of an annual or multiyear business plan, the setting of quantified targets
for improved performance, the publication of an annual performance report, compliance risk management,
and gathering of feedback from stakeholders). In addition, efforts were made identify and examine published
materials (e.g., revenue body plans, corporate planning-related statements, and annual performance reports)
to gatherinsights as to the approaches and practices adopted, revenue bodies’ priorities, and key developments.
Survey responses are summarized in Tables 12 and 13. The key observations and findings from the responses
and related research are as follows:

B Most revenue bodies reported that they prepare and publish an annual or multiyear business plan. However,
efforts to locate copies of such plans from revenue bodies’ websites were relatively unsuccessful, raising
doubts as to their public availability.

Table 12: Selected Management Practices: Business Plans, Annual Reports, Surveys

Annual Report Surveys of Taxpayers | Consultative
Forum for
Economy Made Public Made Public m Tax Advisors
v v v v v v

Australia

Brunei Darussalam 4

Cambodia

China, People’s Rep. of

Hong Kong, China

AU IRENEEEN

Indonesia

Japan

Korea, Rep. of

Kyrgyz Republic

Malaysia

NN N N N N RN

RN N NN

Maldives

Mongolia

NN N N N N Y RN RN
RN N N N N N N N

New Zealand

Papua New Guinea

Philippines

Singapore

Tajikistan

R N s ]
NN N N N N N RN N N N N N N IR NN

NI N N NN

Thailand 4

Note: The absence of a tick mark (v') means the feature is “not applicable” as per heading.
Sources: ADB survey responses and OECD Tax Administration 2015.
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B From the documents and other references examined (e.g, revenue bodies’ websites), the strategic

statements and plans of many revenue bodies appeared to have only a single-year focus, and performance

indicators were generally lacking in relation to stated objectives. On a positive note, there were a number
of revenue bodies (e.g., Australia, New Zealand, Papua New Guinea, Malaysia, and most recently the
Maldives) that publish comprehensive planning documents. Further details of these planning approaches

and documents are provided later in this chapter.

B Just half of the revenue bodies reported that there were formal quantified targets for improved performance

in 2014 in one of more of the following areas:

1. reductions in aggregate tax debt (seven revenue bodies),

2. improved taxpayer satisfaction (seven revenue bodies),

3. reductions in administrative burden (two revenue bodies), and

4. reductions in administrative expenditure (two revenue bodies).

Examples of the targets reported by revenue bodies are set out in Table 13.

Table 13: Quantified Targets of Revenue Bodies for Key Areas of Performance

Description of Targets Reported

Tax debt
reduction

35% reduction in aggregate tax debt outstanding

Indonesia

Reduce aggregate tax debt by 10%

Kyrgyz Republic

Reduce total tax debt at beginning of year by 56.2%

Malaysia

Annual reduction in arrears to collections ratio (a key performance indicator in the
Maldives Inland Revenue Authority’s 2015-2019 strategic plan)

Maldives

6% of arrears collected as % of potentially recoverable arrears

Philippines

Aggregate year-end debt should not exceed 16,442 million baht at the end of 2014

Thailand

Improved
taxpayer
satisfaction

Level of satisfaction with the State Administration of Taxation reported by surveyed taxpayers
reaches 80%

China, People’s
Rep. of

Increased taxpayer satisfaction level from 3.9 to 4.2 (as per 2014-2019 Ministry of Finance’s
transformation plan)

Indonesia

Taxpayer satisfaction with the online return filing and tax payment system: target of 60%

Japan

Taxpayer satisfaction with filing assistance on the National Tax Agency website: target of 80%

Japan

Improvements in taxpayer satisfaction levels (as per feedback given in service centers)

Maldives

Minimum % of customers who are satisfied with the quality of (i) phone and correspondence
contacts (target 85%); and (ii) online services (target: 90%)

Minimum % of customers who are confident Inland Revenue takes action to ensure people receive

their proper social support entitlements (target 70%)

New Zealand

Reductions in processing time of applications for primary registration and a tax file number

35% of tax refund claims for value-added tax were processed

Philippines

Compliance
burden
reduction

Australian Tax Office’s share of $1 billion savings required from across government

Australia

Enable online payment and filing for all taxes so that at least 75% of tax returns are filed online
and 50% of payments are made online (as per strategic priorities for 2015-2019)

Maldives

Cost
reductions

Fixed % efficiency dividend—annual funding reduction of total administrative budget

Australia

Reduce operating expenditure/staffing by around 5% per year.

Thailand

Sources: ADB survey responses and OECD Tax Administration 2015.
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Annual performance reports

B The practice of preparing and publishing an annual performance report is just about universal. Research
undertaken indicates that revenue bodies in Australia; Hong Kong, China; Indonesia; Japan; the Republic
of Korea; Malaysia; New Zealand; and Singapore provide comprehensive and informative reports of their
annual performance. These reports all serve as useful models for others seeking to make improvements in
this area.

Evaluating performance through taxpayer surveys

B Around 80% of revenue bodies reported that they conduct regular surveys of taxpayers (i.e., both citizens
and businesses) to gauge their views and perceptions of the quality of services delivered and the general
standards of tax administration.

Consultative arrangements with the tax professions

B Around three-quarters of revenue bodies reported having a formal consultative forum for engaging with
representatives of the tax profession.

Tax professionals play an important role in the Box 5: Consultation with the Tax and
operation of the tax system in many economies, Legal Professions in Hong Kong, China
with experience from advanced economies

indicating that the revenue body—tax profession To maintain effective communication with the

) ) accounting profession on tax matters, the Inland Revenue
relationship becomes more critical as economies Department holds annual meetings with the Hong Kong

grow and business activities (and related aspects Institute of Certified Public Accountants to exchange

ftaxation) b | d slobal. and views and discuss issues of common interest. Meeting
of taxation) become more complex and global, an agendas reflect matters of interest raised by both the tax

wealth generally increases. For this reason, mature profession and the Inland Revenue Department. Agreed
revenue bodies typically have formal consultative minutes of the meeting are published in the form of an
electronic tax bulletin on the institute’s and the Inland
Revenue Department’s home pages. (See example from
of the main tax professional bodies to facilitate October 2014 at www.hkicpa.org hk/file/media/section5_
membership/Professional%20Representation/pdf-file/
tax-b/25.pdf)

mechanisms in place involving representatives

regular dialogue on important tax system matters.
Two examples from the region are Australia and
Hong Kong, China (BOXES 5and 6) Source: Inland Revenue Department website (September 2015).

Box 6: Consultation with the Tax and Legal Professions in Australia

The Australian Taxation Office’s (ATO) National Tax Liaison Group is a stewardship committee focusing on significant matters in
the national interest, and supports key relationships reflecting the broader community. The National Tax Liaison Group providesan
opportunity to discuss the strategic direction of the tax system, and provides opportunities for improvements to its administration.
It is chaired by the second commissioner, Law Design, and Practice, and its membership comprises representatives of the major
tax, law, and accounting professional associations, and senior members of the ATO and Treasury. The group meets quarterly and
detailed minutes of its meetings are published on the ATO’s website.

In addition, the ATO’s Tax Practitioner Advisory Group is a stewardship committee that focuses on the “system in operation” and
deals with significant issues in the national interest that are specific to tax practitioners. It meets quarterly, and its minutes are also
published by the ATO.

Source: ATO website (September 2015).
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C. Strategic Plans of National Revenue Bodies

Research carried out for this series indicates that while most revenue bodies have developed statements of
mission, vision, values, and strategic objectives or themes and priorities, for most revenue bodies in Asian
economies, the planning framework does not extend beyond the current or upcoming fiscal year period.
While the circumstances of individual economies has not been examined, there are a number of possible
reasons for this, including the following (i) the government’s budgetary planning framework also has a 1-year
window, limiting the scope for the revenue body’s senior management to adopt a longer-term planning horizon
with any degree of confidence; (ii) there is a policy of regularly rotating the revenue body’s senior management
(e.g., every 1or 2 years); and (iii) a general lack of experience in longer-term planning. There are, however, some
exceptions, with a few revenue bodies in advanced and emerging economies adopting a longer planning horizon.

In its first strategic plan released in early 2015, the Maldives Inland Revenue Authority (MIRA) observes that it
was established in 2010 to administer a modern tax system which was introduced in 2011. During its initial years,
its main focus was on the successful implementation of a range of the newly introduced taxes. At the same
time, it was also required to establish a credible organization and organizational setup. Having largely met those
objectives, MIRA’s senior management decided in early 2015 that it was time....

“to develop a strong strategic vision in order for it to sail smoothly to the next level. Consequently, MIRA
reflected on its achievements over the past four years to set the tone for the next stage.”

MIRA's first strategic plan accordingly sets out its strategic priorities for the period 2015-2019 under six
programs, and defines a set of key performance indicators for each program. Table 16 provides an extract of
the plan. The plan also outlines the process undertaken by MIRA, which may be of interest to other revenue
bodies (Box 7).

Box 7: Steps in Building a Strategic Plan: The Maldives’ Experience

As stated in MIRA's strategic plan:

“The strategic planning process in MIRA involves a multitude of steps to gauge the opinion of various stakeholders with respect to
MIRA and the services it provides. It is followed by brainstorming sessions to analyze the external and internal environments and to
identify the risks and challenges facing MIRA. Further, MIRAs strengths, together with the opportunities available, are also considered.
All these analyses are carried out using management analysis tools such as PESTEL (i.e., political, economic, social, technological,
environmental, and legal) and SWOT (ie, strengths, weaknesses, opportunities, and threats), and a risk matrix used by highly regarded
institutions. The factors identified are then prioritized based on a risk score, and strategies are formulated to address high-risk factors.
Strategic priorities are then formed by grouping these strategies.

The strategic planning process identified the most crucial strategies that MIRA should focus on over the next five years. In the meantime,
there will also be other complementary strategies that will be pursued. MIRA’s strategic framework will be embedded to the annual
budgetary process, and strategic priorities will be listed high up in the annual action plan drawn up for budgeting and annual planning
purposes. The strategic plan, together with the annual action plan, provides strategic and operational guidance on all activities that will
be carried out by MIRA.”

Source: Strategic Plan 2015-2019 - Maldives Inland Revenue Authority, p. 4.
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D. Examples of Revenue Bodies’ Strategic Plans and Statements

Extracts of the key elements of published strategic plans and other related statements of a sample of revenue
bodies (i.e., Australia, the Republic of Korea, the Maldives, New Zealand, and Papua New Guinea) are set out
in Tables 14(a-e). They are presented to highlight both their common and distinctive elements, the strategies
being adopted to achieve stated goals and, where available, the measures of success that will be used to gauge
progress toward each goal—in other words, expected impacts and outcomes from each goal. From the examples
provided and others observed, a few points are worth noting:

B Published plans and related statements (e.g., on revenue bodies’ websites) generally provide a relatively
brief account of a revenue body’s mission or mandate, vision, values, and key goals or objectives. For some,
there is a set of key performance measures and a stated commitment to regularly report on progress against
the goals.

B Statements of mission generally describe the primary role of the revenue body and, for some, the broader
societal role or the benefits of a well-performing tax system. For example,

O “We contribute to the economic and social well-being of Australians, etc...” (ATO);
O “Finance the national budget while supporting economic revitalization...” (NTS [of the Republic of Korea]).

B Statements of revenue bodies’ values (i.e., expected norms of behavior) typically refer to integrity, fairness,
respect, trust, and professionalism, while for a few there are expressed aspirations of innovation and
continual improvement to raise performance.

B Oftenin advanced or some developing economies, the plan includes a summary of the key environmental
factors that have been taken into account in formulating the plan and, in particular, have influenced the
strategies outlined in the plan.

B Formally expressed strategic goals tend to be relatively few in number and tend to give emphasis to four
strategic aspects of tax administration:

O improving the overall level of taxpayers’ voluntary compliance,

O improving service delivery performance,

O increasing organizational efficiency, and

O strengthening internal capabilities (especially human resources).

B Measures of success for each goal, where identified in plans, tend to be focused on output and on outcome
and impact. Examples of both output and outcome measures frequently used by revenue bodies are set out

administration

below:

Output-Related Measures Outcome- and Impact-Related Measures

v Numbers of taxpayers registered v % of returns filed on time (by tax type)

v Numbers of returns processed v % of tax paid on time (by tax type)

v % of returns filed electronically v % of collectable tax outstanding or annual net revenues
v Numbers of rulings provided v % of taxpayers expressing satisfaction with specific

v Numbers of letters answered revenue body services

v Numbers of tax debt cases finalized v % of taxpayers expressing confidence in revenue body’s
v

Numbers of audit cases or the value of assessments
from completed audits
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Table 14a: Key Elements of Strategic Plans—Australian Taxation Office

WIESEIIE We contribute to the economic and social well-being of Australians by fostering willing participation in our tax and
superannuation systems.

Vision We are a leading tax and superannuation administration known for our contemporary service, expertise, and integrity.

Goals Easy for people to participate: We will design and operate the tax and superannuation systems for the majority of taxpayers
who do the right thing, rather than for the few who do not.

Contemporary and tailored service: People expect convenient and accessible service in their dealings with a contemporary
service organization.

Purposeful and respectful relationships: To succeed we must have a greater connection with, and understanding of,
the community, government, and stakeholders.

Professional and productive organization: Delivering our change agenda and business improvements is about transforming
our words into actions. It is about leading and managing well, and mobilizing and motivating our people.

SIEHEAESS ¢ Build a culture that embodies our values and transforms the client experience.
+  Simplify interactions, maximize automation and reduce costs.

*  Connect with the community and other agencies in meaningful ways.

* Influence policy and law design for more certain outcomes.

* Use datain a smarter way to improve decisions, services, and compliance.

*  Reshape the workforce to optimize capability and performance.

WEESITESS We have four interconnected impacts that we are setting out to achieve which are integrity, willing participation, revenue,
and productivity. These impacts are based on internationally recognized categories from the OECD and provide a high-level
indication of the health of our administration. Under each of these broad impacts we have developed more specific impact
indicators with supporting performance measures, including:

+ community and key stakeholder engagement and satisfaction with ATO performance;

+ employee engagement compared to previous years and other large Australian Public Service organizations;
* number of customer service interactions delivered through our multi-channel environment;
*  proportion of businesses and individuals registered in the system;

* proportion of businesses and individuals that lodge on time;

* proportion of liabilities paid on time by value for each of the major tax revenue types;

* adjusted average cost to individual taxpayers of managing their tax affairs;

*  net cost to collect $100;

* earlier resolution of disputed cases;

* ratio of collectable debt to net tax collections;

*  GST gap as a proportion of GST revenue;

*  operating within budget;

* expected revenue—actual revenue collections against forecast revenue; and

* audit yield—cash collected from direct audit activities.

ATO = Australian Tax Office, GST = goods and services tax, OECD = Organisation for Economic Co-operation and Development.
Source: ATO Corporate Plan 2015-2019.
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Table 14b: Key Elements of Strategic Plans—Maldives Inland Revenue Authority

Mission To establish a highly committed and competent organization, delivering effective and fair
administration of the tax laws, promoting voluntary compliance, and providing quality
services to taxpayers

Vision To be recognized as a leading professional organization engaged in collection of revenue in
an effective and efficient manner and proving quality services to taxpayers

Core values

Taxpayer Education: Design and
implement innovative [programs],
and target education and awareness
programs.

Fairness, professionalism, integrity, neutrality, and transparency

Program and Strategic Pri S Key Performance Indicators (2015 to 2019)

Establish a regionally recognized tax training institute

95% of taxpayers scoring at least 90% in the survey examining knowledge of taxpayers on
basic tax matters

Tax Administration Services:
Seek mechanisms to minimize
the tax gap, and strengthen the
tax administration.

Determine the tax gap and yearly reduction of the tax gap

Enable online filing and payment for all taxes

Ensure that at least 75% of tax returns are filed online, and 50% of payments are
made online

MIRA presence in all atolls

Establish a strong relationship with other tax authorities and build a network of treaties

Compliance and Debt Collection:
Protect the revenue base by promoting
voluntary compliance and deterring
abuse of the tax system.

Improve the ability to provide assistance
to taxpayers and manage debt
collection.

Achieve at least 95% on-time filing and payment rate

Annual increment in the % of returns filed without errors

Establish a fully automated risk profiling and audit case selection system

Annual reduction in the arrears to collection ratio

Annual reduction in the number of days taken to collect arrears from taxpayers

Corporate Governance: Implement
sustainable cost saving strategies and
strengthen governance.

Improve the spending to collection ratio to 40 laari per 100 rufiyaa collected.
(NB: 1 rufiyaa = 100 laari.)

Communicate the organizational risks to staff and take steps to minimize them

Publication of information at continuous and regular intervals

People and Place: Implement resource
management strategies aimed at
increasing productivity.

At least 80% of staff achieve 75% marks in the quarterly performance appraisal

Improve the graduate employees ratio to 70%

At least 20% of staff are members of professional body

Retain at least 90% of staff annually

Increase the working area per staff

Information Technology:

Provide business solutions and state of
the art technology to strengthen both
corporate affairs and tax administration.

Improve service standards to fulfill requirements of ISO9001

Integrate all revenue collection into a single platform

Zero errors in data

Source: Strategic Plan 2015-2019 - Maldives Inland Revenue Authority.
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Table 14c: Key Elements of Strategic Plans—New Zealand Inland Revenue

AVLETANERETEN R @ We contribute to the economic and social well-being of New Zealand by collecting and distributing money.

What we want to be A world-class revenue organization recognized for service and excellence.

To help achieve IR for the future, we will focus on three main areas: (i) implementing our transformation
Strategic change agenda; (i) contributing to government policy and priorities; and (iii) delivering and improving
intentions our core business, including enhancing the customer experience. We will work in these three linked areas
concurrently, balancing our need to deliver today and transform for tomorrow.

We have a responsibility as a government agency to contribute to the government’s priorities. These are to
Contributing to (i) responsibly manage the government’s finances; (ii) build a more competitive and productive economy;
government (i) deliver better public services within tight fiscal constraints; and (iv) rebuild Canterbury.

priorities We will also continue to participate in a range of all-of-government activities, and collaborate with other
agencies to reduce costs and improve efficiency and effectiveness.

Improve the customer experience: We want customer interactions with us to be as convenient and easy as
possible. We will continue to do this by enhancing and expanding our services.

Improve compliance: A key aspect of our core business is helping to maximize voluntary compliance.
Delivering and We assist customers who are willing to meet their compliance obligations but are unaware or uncertain how
improving our to do so. Influencing voluntary compliance, targeting inadvertent noncompliance by providing information,
core business assistance and tools, and detecting and deterring deliberate noncompliance are part of our core activities.

Improve business efficiency: We will continue to increase the value for money we deliver through improving
our processes, strengthening our capital asset management, maintaining our ICT environment, and reducing
property overheads.

IMPACT INDICATORS TARGET LATEST
More customers self-manage:
* % of customers aware of their obligations and entitlements increases 85% 82%
* % of customers who find it easy to comply increases 80% 79%

More customers register and report accurate information when required:

* % of returns filed without errors increases 88% 85%
* % of applications submitted without errors increases 90% 83%
* % of correct student loan deductions for New Zealand-based borrowers 98% 99%
is maintained
Measuring our o .
performance Employer registrations follow an appropriate trend n/a
(2018 targets *  GST assessed to consumer spending follows an appropriate trend n/a

vs 2013 performance)

More customers claim their correct entitlements:

* % of accurate Working for Families Tax Credits payments increases 70% 67%
o %of child support assessments collected increases 75% 73%
* Working for Families Tax Credits registrations follow an appropriate trend n/a
* Donation rebates claimed follow an appropriate trend n/a

More customers pay and file information on time:

*  Y%returns filed on time is maintained 83% 83%
* % payments made by customers on time is maintained 86% 86%
* % child support assessments paid on time increases 68% 64%

Source: Internal Revenue’s Statement of Intent 2014-2018.
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Table 14d: Key Elements of Strategic Plan—Papua New Guinea’s Internal Revenue Commission

To efficiently and appropriately collect revenue on behalf of the people of Papua New Guinea (PNG) to fund

Mission . !
government services and programs that develop our nation

To be the best performing public sector agency in PNG and the leading tax administration in the Pacific

Values Fairness and respect, professionalism, and openness and honesty

Tax Administration and Revenue Collection

*  Objective 1.1: Administer taxes and collect revenue.

*  Objective 1.2: Simplify legislation and improve the tax administration framework.
*  Objective 1.3: Develop and refine core tax administration processes.

*  Objective 1.4: Improve compliance and broaden the tax base.

Leadership and Governance
*  Objective 2.1: IRC’s leadership and accountability arrangements are developed and strengthened.

Strategic

themes and ¢ Objective 2.2: IRC’s organizational structure is progressively refined and redefined.

objectives People and Training
(accompanied

by a set of

strategies to
achieve each *  Objective 3.2: IRC’s resource management capability is defined and developed.

*  Objective 3.1: Populate the IRC structure through recruitment and lateral movement of the best and brightest
employees to carry out our mission.

objective) +  Objective 3.3: IRC’s training packages are developed, approved, and delivered to provide staff with quality tax
administration training that is recognized under PNG’s National Qualification Framework.

Core Enabling Functions

*  Objective 4.1: IRC’s business activities are fully supported by appropriate and effective information, technology
and communications systems.

*  Objective 4.2: IRC’s budget, assets, and facilities are efficiently, effectively, and accountably managed and
administered.

*  Objective 4.3: IRC’s productivity is enhanced through compliance and anticorruption activities.

IRC = Internal Revenue Commission.

Source: Internal Revenue Commission Strategic Plan 2013-2017.

Table 14e: Strategic Statements of the Republic of Korea’s National Tax Service

*  Finance the national budget while supporting economic revitalization.

— * Realize a fair tax administration by addressing tax evasion and avoidance.
Mission

. *  Establish a sustainable base for tax compliance.
(core activities)

*  Comply with laws and basic principles as a tax administration.

*  Build a strong and transparent tax administration.

Trustworthy and fair administration

NTS will focus on supporting its taxpayers by creating an easier and simpler tax filing environment.
Specifically the NTS plans to (i) shift from “post verification of tax returns” to “prior support for tax compliance”;
and (i) promote a taxpayer-oriented tax administration so that taxpayers may concentrate on their daily lives.

NTS will achieve fairness in taxation by countering deliberate and intelligent tax evasion. Specifically the

NTS plans to (i) innovate investigation management and litigation system to better respond to tax evasion;

(i) continue to take action against offshore tax evasion and underground economy created by MNE’s, high net
worth individuals, and high-income earners; and (jii) strengthen capabilities to trace hidden assets and to respond
to tax appeals.

Strategies

NTS will effectively respond to future fiscal demand by strengthening infrastructure for tax compliance.
Specifically, the NTS plans to (i) launch a new database (“Next Generation Tax Integrated System”) for better
risk analysis and internal work process; (i) enhance the capability to capture tax evasion through timely analysis
using cash transaction data (e.g., e-tax invoice, cash receipt system); and (iii) continue the current efforts to
improve the NTS system (e.g., offshore tax evasion, tracing of tax resources), thereby increasing transparency in
tax administration.

Source: The Republic of Korea’s National Tax Service Annual Report 2015.
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E. Managing Taxpayers’ Compliance

Improving taxpayers’ voluntary compliance is the major challenge for all revenue bodies, as this is the only
way to enhance revenue collection performance in an efficient manner while also strengthening community
confidence in the administration. To this end, how revenue bodies go about managing their major tax compliance
risks is critical. There is a general consensus among international bodies of the elements of a sound approach
to managing compliance risks, and a large number of practical guidance materials have been developed and
published on this topic. The IMF’s field guide prepared to accompany its Tax Administration Diagnostic
Assessment Tool (TADAT), described more fully in Chapter VII, provides a useful summary that is set out in
Box 8.

Box 8: Good Practice in Compliance Risk Management

Context and relevance

Tax administrations face numerous risks that have the potential to adversely affect revenue and/or tax administration operations.
For convenience, these risks can be classified as compliance risks and institutional risks (e.g,, failure of IT system). Risk management
is essential to effective tax administration and involves a structured approach to identifying, assessing, prioritizing, and mitigating
risks. It is an integral part of multiyear strategic and annual operational planning. While there is no single right way to identify and
assess risks, methodologies and standards exist in management literature and guidelines promoted by various bodies such as the
International Organisation for Standardization (ISO). Moreover, both the IMF and the OECD publications provide examples of risk
management processes suitable for use by tax administrations.

Recognized good practice

Good practice in compliance risk management includes the following:
v Gathering risk-related information from internal and external sources, including,

e analysis of results of environmental scanning undertaken by the tax administration—as part of its strategic planning—to
identify emerging compliance risks;

e analysis of tax audits and tax declarations—these provide insights into areas where taxpayers do not understand the
requirements of the law, are prone to making errors, or are inclined not to comply (e.g,, in failing to report income);

o third party information (e.g., from banks, credit card providers, online vendors, stock exchanges, Customs, and other
government agencies such as antimoney-laundering bodies and registrars of land and property ownership);

o studies of taxpayer behavior and attitudes toward paying taxes;

o research on topical compliance issues internationally, such as potential revenue losses from transfer pricing and other
forms of profit shifting by taxpayers with cross-border operations, and aggressive tax planning, especially by high-wealth
or high-income individuals;

e studies into hidden economic activity of businesses; and
e tax compliance gap analysis.

v Identifying, assessing, and ranking risks within a framework of taxpayer segments (i.e., where market segmentation principles
are applied to divide the taxpayer population into smaller, more manageable groupings based on common characteristics and
risks), core taxes, and key obligations (registration, filing, payment, and reporting).

v Managing major risks via development and implementation of a compliance improvement plan, the features of which are
described in the TADAT Field Guide.

Source: IMF. 2015. Tax Administration Diagnostic Assessment Tool (TADAT) Field Guide. Washington, DC.
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In addition to the IMF’s guidance, the OECD’s Forum on Tax Administration has over the last decade or so
produced a broad array of practical guidance materials on aspects of managing taxpayers’ compliance, drawing
on the extensive practical experience of its member revenue bodies. A brief summary of these materials, all of
which can be located on the OECD’s website at www.oecd.org/tax/administration/, is set out in Table 15.

Table 15: Compliance Risk Management: Practical Guidance Prepared
by the OECD’s Forum on Tax Administration

OECD Forum on

Tax Administration Publication Brief Description of Content

Compliance Risk Management: Managing and Describes elements of a tax compliance risk management framework to help
Improving Tax Compliance (2004) revenue bodies prioritize risks and choose appropriate treatment strategies.
Study into the Role of Tax Intermediaries (2008) Addresses the topic of aggressive tax planning and analyses the tripartite

relationship between revenue bodies, taxpayers, and tax intermediaries.
It encourages revenue bodies and large taxpayers to engage in a relationship
based on cooperation and trust and spells out how this might be achieved.

Cooperative Compliance: A Framework (2013) Builds on the 2008 study and explores how revenue bodies have evolved their
risk management framework for large taxpayers, applying approaches founded on
cooperation and trust.

Understanding and Influencing Taxpayers’ Drawing on a wide body of research, describes the more important drivers of
Compliance Behavior (2010) individual taxpayers’ compliance behavior.

Right from the Start: Influencing the Provides a practical framework to help revenue bodies explore the development
Compliance Environment for Small and of systematic and coherent strategies for creating an environment that influences
Medium-Sized Enterprises (SME) (2012) compliance processes and behaviors to achieve compliance “right from the start.”
Together for Better Outcomes (2014) Explores how engaging and involving SME taxpayers and stakeholders can lead to

improved outcomes and reduced costs.

Tax Compliance by Design (2014) Draws attention to opportunities for improving tax compliance at the point
taxpayers’ liabilities are determined by leveraging developments in technology.

Monitoring Taxpayers’ Compliance: Explores the idea of revenue bodies having a compliance monitoring framework at
A Practical Guide Based on Revenue Body the aggregate level that includes a range of measures and indicators for their main
Experience (2008) tax compliance risk categories—registration, filing, payment, and reporting.
Evaluating the Effectiveness of Compliance Risk Provides a practical methodology for conducting outcome evaluations of
Treatment Strategies (2010) compliance risk treatment strategies.

Measures of Tax Compliance Outcomes (2014) Provides a comprehensive summary of contemporary approaches for measuring

tax compliance outcomes.

Sources: OECD Tax Administration 2015 and OECD Forum on Tax Administration website.

This background provides context for the issues raised with revenue bodies in the survey undertaken:
(i) Does the revenue body use a formal risk management process for identifying, assessing, and prioritizing
its key compliance risks as part of its annual planning processes? and (i) What are the main compliance risk
areas (from a menu provided) identified for 2014-20152 The key findings from survey responses (Table 16) are
set out below:

B Just about all revenue bodies reported having a formal risk management process for identifying, assessing,
and prioritizing their key compliance risks. Further information would be required to understand the nature
and robustness of the processes in place.
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Table 16: Main Reported Areas of Tax Compliance Risks

Major Area of Tax Compliance Risk (v where applicable)

Profit

Shifting/ | Other Tax Evasion-

Transfer | Avoidance lllegal Other Non-filing
Economy Pricing Schemes Evasion of Returns
Australia v v v v v
Brunei Darussalam v v v
Cambodia v v v v 4 v v v
China, People’s Rep. of v 4 v v
Hong Kong, China v v v v
Indonesia v v v v
Japan - - - - - - - - -
Korea, Rep. of v v v v
Kyrgyz Republic v v v v v v v
Malaysia v v v v v
Maldives v v
Mongolia v v v v v v v v
New Zealand v
Papua New Guinea - - - - - - - - .
Philippines v v v v v v v
Singapore v v v v
Tajikistan 4 v v v
Thailand v v v v

- =means country did not respond to question asked.
Note: The absence of a tick mark (v') means country did not deem risk type to be major.
Sources: ADB survey responses and OECD Tax Administration 2015.

B From a menu provided in the survey process, just about all revenue bodies were able to specify their main
risk areas, with the most frequently reported risk types being

1. unpaid tax debts (14 revenue bodies),
tax avoidance schemes (13),
corporate profit shifting (1),

2

3

4. non-filing of tax returns (17),

5. hidden economy activities (i.e., unreported cash transactions) (11), and
6

VAT fraud (12).



he revenue bodies covered by this series invest, on average, around 60% of their overall taxadministration

budget on staff remuneration. When account is taken of the additional costs associated with employing

staff (e.g., accommodation, furniture, and equipment), the proportion of all costs directly attributable
to employing staff is likely to be in the range, on average, of 70%-80% of total administrative expenditure.
The staff of revenue bodies clearly constitutes a significant investment, and one that should be managed with
considerable care and attention, particularly when account is taken of their important role in the overall system
of government.

A recent OECD discussion paper draws attention to the broader environmental context in which public sector
bodies must today operate, and the implications for internal human resource policies (OECDc):

“Today’s public administrations face numerous challenges which appear to be increasingly intertwined,
cross-jurisdictional and less predictable. Globalization, the fast pace of technology, the impact of
demographic and societal changes, and the shifting values of an increasingly diverse population all challenge
public administrations to respond to the ever-changing diverse needs of the populations they serve. And this
is occurring within the context of post-economic crisis fiscal consolidation and public sector downsizing.
This fast changing world requires organizations to innovate, to use a diverse range of competencies to meet
citizens’ expectations, and to promote often tailor-made solutions for citizens and other stakeholders...

Human resource management is a strategic enabler to achieve organizational success

The strategic orientation of human resource management is playing an increasingly important role in
supporting sustainable reform efforts in public administration. To improve innovative capacity in public
administration, as well as to implement reforms on a sustainable basis, the administration needs employees
who not only identify strongly with their job tasks as contributors to public value, but who also identify
strongly with their employer and its organizational goals. In terms of the structure of the body of personnel,
new strategies are needed that take into account the needs and expectations of a diverse and, in part, aging
workforce. In the future, three or four generations—each with different values, needs, and expectations (e.g,
working conditions, work-life balance)—will work alongside one another, raising new challenges of finding
appropriate management and communication styles. [t is important to utilize, maintain, and foster their
numerous and diverse competencies (e.g., intercultural competencies) in each phase of life (i.e., to value and
foster diversity) in order to address the similarly diverse demands of citizens. This will require changes in
knowledge management, with regard to, for example, intergenerational cooperation and knowledge transfer.
The needs for such policies are often linked to the results of strategic workforce planning.”

6 OECD. 2015. Lead-Engage-Perform, Public Sector Leadership for Improved Employee Engagement and Organisational Success, p. 2.
http://www.oecd.org/gov/pem/lead-engage-perform-expert-meeting.htm
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A. National Revenue Body Practice in Human Resource Management

There is relatively little information publically available on the approaches and practices of national revenue
bodies for managing and developing their staff, even in respect of advanced economies. And needless to say,
how revenue bodies go about this aspect of their responsibilities will vary enormously across continents and
countries, given the many cultural, economic, political, and social factors that come into play. To provide some
context and a potentially useful comparative analysis, this series relies on a framework for exploring human
resource management matters that is set out in the EC’s set of fiscal blueprints dealing with human resource
management.”® The fiscal blueprint for human resource management, which is expressed in fairly generic terms,
seeks to promote

“The development of a human resource management strategy, policies, systems and procedures that support
the achievement of the tax administration’s objectives and the development of members of staff through
structured training and professional development.”

The fiscal blueprint for human resource management sets out the key components of a modern and efficient
human resource management function. Within the blueprint itself, these are expressed in terms of a set of
strategic objectives and accompanying indicators that taken together provide a summary of what a revenue
body’s human resource management setup should look like in practice. These are depicted in Figure 7.

This chapter provides a brief snapshot of national revenue body approaches to these matters drawing on survey
responses that are tabulated in Tables 17 and 18, and revenue bodies’ annual performance reports and other
documents. The key observations and findings, along with a few country examples of particular approaches, are
set out below:

Human Resource Management Strategy and Plan

B Most revenue bodies reporting having a formal plan for their human resource management requirements,
and at least half indicated that major policy changes were being planned or implemented concerning
recruitment, training and development, performance management, or remuneration. However, very little
information was provided concerning the nature of the policy changes being planned or implemented.

Staff Recruitment, Appointment, and Dismissal

B Thevast majority of revenue bodies reported having some level of autonomy in relation to staff recruitment
and dismissal. However, a much smaller number reported having autonomy in relation to being able to fix
the numbers and mix of staff, acknowledging the budget constraints that all revenue bodies face.

Assessment of Staff Satisfaction and Engagement

B Around two-thirds of revenue bodies indicated that they undertake regular surveys of staff to assess levels
of engagement, motivation, and satisfaction.

7 EC.2007. Fiscal Blueprints—A Path to a Robust, Modern, and Efficient Tax Administration. Luxembourg. p. 25.
& The OECD’s Tax Administration Series 2015 also relies on this same framework for its comparative analyses.
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Figure 7: Essential Elements of a Human Resource Management Strategy

Aim: The development of a human resources management strategy, policies, systems, and procedures that support the achievement

of the revenue body’s objectives, and the development of staff through structured training and professional development.

Thereisahuman *  Therevenue body has developed and published a human resource management strategy

resource management and policy and substrategies for each of its business areas.
strategy with policies

and systems which

fully support the tax
administration’s business
strategy. * Thereis a human resource planning system to predict and meet future employment needs.

’ *  The strategy is clearly linked to delivering the revenue body’s business strategy, and the
human resource management strategy, policies, and systems fully support achievement of
objectives in the business strategy.

The tax administration
is autonomous in
making decisions
about recruitment,
retention, performance
management * Thereis a personnel planning system in place to identify the number of new employees to be
and assessment, ' recruited and the qualifications required for jobs.

* Roles and responsibilities of each function and all employees (including managers) are
clearly defined. The revenue body has prepared job descriptions (including the minimum
level of knowledge, skills, and aptitudes required for competent performance) for all
categories of jobs.

promotion, career * Performance management reports are made periodically to evaluate staff performance. Al

progression, training and managers are trained to carry out appraisal interviews and manage the performance of staff.
development, transfer,

S * Thereis a transparent assessment system, with its relative criteria published, that is
severance, dismissal, and

accessible to applicants for a higher, specialist, or managerial post.

retirement.
+  Senior management is committed to securing the best working conditions for all employees.
*  Employees are given sufficiently challenging tasks within the framework of their grade and job.
There are human *  There are forms of financial bonus to offer additional incentives for higher levels of
resource policies and performance.

practices that motivate, ' *  The work environment is designed to provide all employees with modern accommodation,

support, and protect facilities, computers, and equipment. There is a safety policy defined, set, and regularly
employees. enforced.

* There are systems to establish the causes of absenteeism, to support employees with health
and abuse problems, and to understand staff turnover.

Thereis a long-

term training and * Thereis atraining and development strategy for employees as part of the business strategy.
development strategy ' Training policies and programs are based on present and future training needs and priorities.
for employees that *  Managerial training programs provide managers with the knowledge, skills, and attitudes

is endorsed at top required to perform their jobs to a high standard.

management level.

Thereis an * Thereis a training coordinator responsible for the training function within the revenue body.
organizational structure The training unit has clearly defined responsibilities established and assesses the quality and
and systems that effectiveness of the training segments attended.

support the delivery of _} * The revenue body provides off-the-job training courses in-house or externally, conducted
employee training and by trainers with the required qualifications and experience using a range of methodologies
development needs in reflecting the particular training requirement. There are also systematic on-the-job training
the revenue body. courses with the instruction provided by trained trainers with the required experience.

Source: Compiled from EC Fiscal Blueprints, 2007.
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Seeking feedback from staff in a systematic way can be a useful means of gauging the impacts of a revenue
body’s human resource management strategy and its general management. Revenue bodies in many
advanced economies seek to obtain such feedback through regular surveys (e.g., conducted annually or
biannually) using external researchers. In many cases, the results of such surveys are shared and discussed
with staff. In some economies (e.g., the United Kingdom and the United States) there is a government-wide
approach to measuring staff engagement, and agencies are ranked according to their overall performance
levels, enabling them to gauge their “human resource health” vis-a-vis other government agencies, along
with trends in their own performance.

Box 9 sets out furtherinformation on assessing staff satisfaction and engagement, including a brief reference
to the approaches adopted by revenue bodies in both Hong Kong, China and Singapore.

Box 9: Assessing Revenue Body Staff Satisfaction and Engagement

Many government organizations, including revenue bodies, seek to monitor the level of staff morale, job satisfaction, and overall
staff motivation by conducting regular surveys of staff. These surveys serve as barometer of staff engagement and can assist in
gauging whether organizational human resource management objectives are being met, and point to factors that may be negatively
impacting aspects of organizational performance (e.g., productivity, taxpayers’ perceptions, and organizational reputation).
Many revenue bodies regularly conduct such surveys, or have other processes with a similar objective; for example,

v Singapore’s Inland Revenue has an Organisational Climate Survey (OCS) that measures the effectiveness of the overall
employee engagement process and identifies ways to enhance it. Inland Revenue analyses the results of each OCS and
formulates organizational, divisional, or branch action plans to address the gaps identified. The OCS results and related
outcomes are communicated to staff at a divisional and branch level. Besides OCS, Inland Revenue monitors staff feedback
from various channels such as exit interviews with resigning staff and staff focus groups. Inland Revenue monitors the results
from these channels and incorporates them in the review of engagement mechanisms.

v Hong Kong’s Inland Revenue, while not conducting regular surveys of staff, has a number of processes in place that seek to
promote staff engagement. As described in its 2014-2015 annual performance report, these include (i) a Departmental
Consultative Committee that provides a formal and effective platform for the management and staff to exchange views
on matters of mutual concern such as recruitment, promotion, career posting, training, working environment, staff welfare,
office security, and safety; (ii) the General Grades Consultative Committee, chaired by the departmental secretary, which
allows staff members of the secretarial and clerical grades to discuss with the management issues of specific interest to their
grades; and (iii) a Meet-the-Staff Programme first launched in 1996-1997 that enables senior management of each unit and
staff of Inland Revenue’s various sections and groups to exchange ideas face-to-face regarding departmental and service-
wide issues in an open and relaxed manner. It aims to supplement the formal consultative channel, and effectively enhances
communication between staff and the management.

Sources: OECD Tax Administration 2015 and Hong Kong Inland Revenue website (August 2015).

Staff Development and Performance Management

B Allrevenue bodies reported that they were undertaking staff development in the area of risk management
although more information is required to assess the nature and scale of such activities across all surveyed
economies.

As described in the OECD’s Tax Administration 2015, the Australian Taxation Office (ATO) has a range
of initiatives in place to enhance the risk management skills and commercial awareness of its staff.
It has informal relationships with large-scale industries and it engages with many industries through

®  OECD Tax Administration 2015. p. 155.
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attendance atindustry and professional conferences and external learning events. It also has regular contact
with external organizations to discuss learning opportunities with the ATO. For example, the ATO has built
a Learning and Development Community of Practice with several government and private organizations
in Melbourne, Australia. It also engages external providers and subject matter experts for specific learning
needs such as a quarterly tax update series provided by the Certified Practising Accountants Society, one of
the professional bodies in Australia, with a special focus on real case studies. The ATO has also instituted an
Expert Speaker Series that brings specialists in from the private sector to make presentations on specialized
tax topics and management topics.

The ATO has a range of internal and externally facilitated formal courses that build capability around tax-
effective activities of business; financial instruments; the oil, gas, and resource industries; and employer
obligations. In addition, it uses external conferences to build commercial awareness in a wide range of
client industries and professions. The ATO has a focus on private industry and public sector secondments
designed to enhance capability. This has the potential to apply to a diverse range of technical and specialist
roles where exposure to external operating environments would be beneficial.

Finally, the ATO has developed a Dispute Management Curriculum that provides a range of foundation,
intermediate, and advanced level courses to address learning needs with respect to; prevention of disputes,
recognizing emerging disputes, managing conflict situations, client relationship management, negotiation
and influencing skills, facilitation, and understanding alternative dispute resolution.

Staff Remuneration

B Less than half of revenue bodies reported that their remuneration levels are tied directly to civil service
levels, meaning that for the majority, some flexibility exists. However, little information was forthcoming
on the nature of the specific remuneration systems in place. As most revenue bodies reported that they
do not have any autonomy in negotiating wage levels, it is more than likely that the flexibility which exists
is limited to setting amounts of year-end bonuses that are relatively limited in their value.

As described in the OECD’s Tax Administration 2015 series, the Inland Revenue Authority of Singapore
(IRAS) has considerable power and flexibility concerning staff remuneration levels. IRAS, which is
established as a semi-autonomous revenue body, has its own scheme of service and a set of salary pay
grades which are benchmarked to the jobs market. A performance-based remuneration system that ties
rewards to performance has been adopted. Performance bonus and salary increments are given in addition
to monthly salaries to recognize good performance and motivate staff to continue their good performance.
Under this performance-based remuneration system, better performing staff are rewarded with higher
performance bonuses and increments. The bonus payments corresponding to each performance grade are
transparent, so staff can see the differentiated payments and be motivated to strive for better performance,
thus reinforcing superior performance.

IRAS’s Organisation Bonus Framework helps to strengthen the linkage between organization bonuses and
business needs, and makes it more transparent to all staff. Key performance indicators are selected as the
payment criteria for the Organisation Bonus Framework. The key performance indicators cover the critical
areas of the business and affect all branches. All staff are familiar with the key performance indicators, and
are able to relate and influence the outcomes. The number of key performance indicators met determines
the amount of organisation bonus that IRAS can pay to staff, providing a direct linkage between staff
performance and organizational performance.
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Table 17: Revenue Bodies’ Human Resource Management Strategies

Major Policy Changes Implemented or Planned
(v where applicable)
Human Resource

Management Training and Performance
Economy Strategic Plan Recruitment Development Management Remuneration

Australia v

Brunei Darussalam

Cambodia

China, People’s Rep. of

Hong Kong, China

Indonesia

Japan

Korea, Rep. of

Kyrgyz Republic

Malaysia
Maldives

Mongolia

New Zealand

NN N N N N N N N N RN
<
<
<
<

Papua New Guinea

Philippines 4 v v v

AN

Singapore

Tajikistan 4 v v v v

Thailand v v

... = data not available.
Note: No tick mark (v') means not a priority area.

Sources: ADB survey responses and OECD Tax Administration 2015.

B. Staffing Metrics

The survey sought limited quantitative data on staffing levels, numbers of recruits and departures, and
educational qualifications. Unlike the OECD’s survey, it did not seek data on staff age profiles, meaning that
such information is only available for a subset of economies in this series. From all of the information gathered,
it is possible to make some broad conclusions and observations on staff turnover and attrition rates, age profiles,
and educational qualifications.

1. Staff Turnover and Attrition Rates

The staff turnover and attrition rate reflects the rate at which staff leave an organization over the course of
a year. Staff attrition, which is measured as a percentage, equals the number of staff departures in a particular
year, divided by the average staffing level.
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Table 18: Aspects of Human Resource Management

Aspects of Revenue Body’s Human Resource Management Strategy and Approaches
(v where applicable)

Periodic Risk Performance Civil Service Rewards for
Economy Surveys Management Management Remuneration Performance
v v v v

Australia

Brunei Darussalam 4

Cambodia

China, People’s Rep. of v

Hong Kong, China

Indonesia

Japan

<

Korea, Rep. of

Kyrgyz Republic

Malaysia

Maldives

Mongolia

AR

New Zealand

Papua New Guinea

Philippines

Singapore

SUIRNEIEN

Tajikistan

NN N N N N Y N N N N N N N NI NN

NN N N N Y Y RN R N N NN NN
\

NIRNRNIRN

Thailand 4

Note: No tick mark (v") means not a priority area.

Sources: ADB and OECD survey responses.

The average staffing level is calculated by adding the number of staff at the beginning of the year to the number
of staff at the end of the year and dividing the result by 2, and then multiplying the figure obtained by 100.

A high turnover rate can result from a variety of factors, for example, (i) high levels of staff dissatisfaction;
(ii) significant downsizing impacts resulting from cuts in staffing expenditure; and (jii) age demographics (i.e.,
an aged workforce that sees significant numbers of retirements). The staff attrition rates computed for 2013
where data were available are set out in Figure 8, and generally show relatively low rates of staff movement for
most revenue bodies. The sole major exception to this (e.g., the Maldives) experienced a relatively large number
of staff recruits as part of a general expansion program and, at the same time, a fair number of staff departures.
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Figure 8: Staff Attrition Rates in Revenue Bodies in 2013 (%)
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Sources: ADB survey responses and OECD Tax Administration 2015.

2. Educational Qualifications

Revenue bodies typically perform a large volume of technical tax law related work, and for this reason require
academically or professionally qualified lawyers, tax accountants, auditors, and investigators. Other areas of
administration requiring professionally qualified staff typically include information technology, human resource
management, economic analysis, and senior management. Figure 9 sets out responses from roughly two-thirds
of the revenue bodies surveyed in relation to a question concerning the proportion of staff that had qualified
at university or an equivalent level as of the end of 2013. As is evident from Figure 8, the reported rates vary
significantly. Additional information would be required to understand all of the factors influencing the reported
outcome.

Figure 9: Percent of Staff with University Degree or Equivalent
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Sources: ADB survey responses and OECD Tax Administration 2015.
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3. Age Profiles of Revenue Body Staffing

Data on the age profiles of revenue body staff are limited to the economies covered by the OECD’s series
and these are set out in Table 19, which also provides international comparative data from the OECD’s
Tax Administration 2015. Generally speaking, the profiles of revenue bodies in Asia reflect a considerably
younger workforce than seen, on average, across OECD economies and this is also likely to be the case for the
additional economies covered by this series.

Table 19: Age Profile of Revenue Body Staff in the Region

Average Percentage of Staff Aged:

Region and Number of Economies <30 years 30-49 years 50-59 years Over 60 years
North America (2) 9 48 33 10
Latin/South America (5) 6 47 31 14
Europe (25) 8 49 36 7
Nordic countries (5) 4 43 37 16
Russian Federation (1) 27 56 14 3
Middle East/Africa (4) 20 59 20 1
Asia (7) 10 71 19 <1
Pacific (2) 13 51 29 7
OECD economies (32) 9 50 34 7
Non-OECD economies (30) 12 67 20 1

OECD = Organisation for Economic Co-operation and Development.
Source: OECD Tax Administration 2015.



he overall level of resources (including staff) devoted to tax system administration is an important and

topical issue for governments, their revenue bodies, and external observers. It is particularly critical in

emerging economies, where the funds available for public sector administration are likely be quite limited,
where the tax payment culture is low, or where comprehensive use of modern technology for tax administration
is yet to be fully realized.

A central issue for all revenue bodies concerns how to make optimal use of the funds allocated to them to
administer the laws in the most efficient and effective manner. As noted earlier in this series, most revenue
bodies have some flexibility in deciding how their available funding is used for carrying out their responsibilities.
For some, it is possible to carry over unspent funds into the following fiscal year. Where such flexibility exists,
resource allocation can be a critical part of planning, enabling resource shifts to be made to meet newly emerging
priorities.

This chapter provides an account of the aggregate resource allocations made to revenue bodies to carry out
their mandate and how those resources are used in broad terms, and uses an array of comparative ratios
and trend data pointing to their relative performance across the economies covered by the series. As the
revenue bodies included in this series administer a similar range of taxes, comparisons across economies can
provide useful benchmarks. However, considerable care needs to be taken in making such comparisons and
drawing conclusions around the relative efficiency or the adequacy of resource investments, particularly when
contrasting the performance of revenue bodies in advanced and developing economies.

A. Aggregate Resource Budgets and Expenditure

This section deals with revenue bodies’ resource budgets, particularly the amounts expended for employing
staff and investments in information technology (IT) and staff development (referred to as “human resource
management expenditure”). For this series, the following definitions are used:

1. Aggregate salary expenditure: The total expenditure attributable to direct employee costs (including
contributions to pension plans) for all roles performed by the revenue body. The reported amount should
not include payments to contractors or consultants.

2. Information technology expenditure: The actual or estimated cost of providing all IT support from the
revenue body’s budget for all tax and non-tax roles.

3. Human resource management expenditure: The actual or estimated cost of providing all human resource
management support functions (e.g., personnel, payroll, recruitment, learning and development) for
administrative operations (including non-tax roles).

Tables 20 and 21 present comparative ratios dealing with salary expenditure, total expenditure on information
technology, and human resource management expenditure as a share of total administrative expenditure
for each year over the period 2010-2013. Figure 10 complements this data with a graphic representation of
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Table 20: Salary Expenditure as a Share of All Tax Administration Expenditure

Percentage Share of Salary Expenditure in Total Expenditure
on Tax Administration and Support Functions

Factors Affecting Comparability
Economy 2010 201 2012 2013 of Data Across Survey Economies

Australia 62.1 63.1 64.8 62.5

Brunei Darussalam

Cambodia

China, People’s Rep. of

Hong Kong, China 86.6 88.9 88.0 86.4

Indonesia 65.0 50.5 311 315 Total expenses include interest on
overpayments - 2012/2013

Japan 80.5 80.7 81.4 81.0

Korea, Rep. of 61.9 64.4 68.1 68.2

Kyrgyz Republic 90.7 89.8 90.7 86.7

Lao PDR

Malaysia 79.2 82.4 75.4 78.4

Maldives 68.1 78.1 36.8 79.7 Significant IT expenditure

Mongolia 42.4 18.6 414 43.6 Significant IT expenditure

Myanmar 49.7 45.2

New Zealand 59.9 59.2 553 55.0

Papua New Guinea 441 38.3 31.2 34.7 Significant IT expenditure

Philippines 53.6 53.4 63.1 53.6

Singapore 52.8 55.3 56.7 54.0

Taipei,China

Tajikistan 51.6 27.2 20.4 20.8

Thailand 60.5 59.1 63.5 62.8

Average 63.2 59.6 57.9 59.8

OECD (34 economies) 72.0 71.9 71.8 71.2

... = data not available, IT = information technology, Lao PDR = Lao People’s Democratic Republic.

Sources: ADB and OECD survey responses.

the percentage share of expenditure on information technology in total expenditure over the 4-year period
2010-2013 for revenue bodies able to report this data. The key observations that may be drawn from Tables 20
and 21 and Figure 10 are summarized immediately below.

1. Aggregate Salary Expenditure

The percentage share of salary expenditure in total expenditure on tax administration varies significantly across
the economies surveyed. For the Maldives, Mongolia, and Papua New Guinea, large investments in information
technology in one or more of the survey years significantly influenced this percentage share.
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Table 21: IT Expenditure and HRM Expenditure as a Share of Total Expenditure

Percentage Share of Expenditure on IT in Percentage Share of Expenditure on HRM in
Total Expenditure on Tax Administration Total Expenditure on Tax Administration

Australia 217 215 211 21.2 53 6.0 4.7 4.2
Brunei Darussalam

Cambodia 34 43

China, People’s Rep. of 19 19

Hong Kong, China 9.1 9.6 9.6 10.0 1.2 13 11 11
Indonesia 2.8 27 0.6 0.4
Japan 85 8.6 7.1 6.9 0.0 0.0 0.0 0.0
Korea, Rep. of 8.8 7.1 7.7 6.6 0.7 0.7 0.7 0.7
Kyrgyz Republic 2.7 29 <1.0 <1.0 15 14

Lao PDR

Malaysia 5.9 2.4 3.0 1.9 2.7 3.0 3.8 35
Maldives 23.4 13.0 40.3 8.7 17.0 11.8

Mongolia 27.5 12.4 47.1 53.8 11 18
Myanmar

New Zealand 245 225 18.8 183 15 16 15 18
Papua New Guinea 22.3 235 28.6 28.8 4.0 57

Philippines 126 16.5 10.2 137 0.8 0.6 0.7 0.5
Singapore 40.4 394 36.6 39.6 16 18 18 17
Taipei,China

Tajikistan 7.6 3.0 2.2 17 03 01 0.5 0.5
Thailand 13 03 16 17 23 2.2
Average 16.5 141 14.6 13.6 29 2.8 1.6 1.6
OECD average 9.7 111 10.9 113 18 2.0 21 2.0
(34 economies)

... = data not available, HRM = human resource management, IT = information technology, Lao PDR = Lao People’s Democratic Republic.
Sources: ADB survey responses (2014) and (2015), and OECD Tax Administration Series 20715.

Over the 4-year reporting period covered, the percentage share of expenditure on salaries in total expenditure
on tax administration in the surveyed economies remained relatively stable at around 60%, a level well below
that reported for OECD economies. While not examined in depth, this lower investment in staffing costs may
reflect the relatively lower salaries of public sector officials in many of the developing economies included in
the series.

In validating the expenditure data reported, a number of unusual expenditure accounting practices were
identified in the official reports that, had they gone undetected, would have significantly impacted the results
presented. For example, for Indonesia, the revenue body’s reported administrative expenditure included
outlays for “interest on overpayments of tax” made to taxpayers, while for the Philippines, total administrative
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expenditure included the “value of tax refunds” made to taxpayers. For comparative purposes, neither of these
items is regarded as an administrative expense item. As a result, they were excluded when calculating the
percentage share of salary expenditure in total expenditure on tax administration.

2. Expenditure on Information Technology

Reported information technology costs in relation to total expenditure on tax administration can also vary
enormously in size, particularly for economies that have made major investments in information technology
for business system modernization programs (e.g., the Maldives). For others, the amounts reported remain
at consistently low levels over the entire 4-year reporting period, a result that suggests relatively low levels of
automation.

The average level of investment in information technology for all economies for which data are available suggests
that expenditure on information technology is higher, on average, than in the OECD economies (Figure 10).
However, the values presented in Figure 10 are abnormally impacted by data from a small number of economies
for some years (e.g., Singapore, Maldives, Mongolia, and Papua New Guinea).

Figure 10: Total IT Expenditure as a Share of All Administrative Expenditure in Selected Economies,
2010-2013 (%)

. L

. ]] - -} L = L

Bl T expenditure/total expenditure 2010 Bl T expenditure/total expenditure 2012

[0 IT expenditure/total expenditure 2011 IT expenditure/total expenditure 2013

Sources: ADB and OECD survey responses.

A fair number of revenue bodies were unable to report their amounts of information-technology-related
expenditure, suggesting possible deficiencies in revenue bodies’ resource management systems. On a more
positive note, as reported in Chapter VII, the vast majority of revenue bodies reported that they have a
formalized plan for improving the range and quality of electronic services provided to taxpayers, suggesting
likely increased investment in information technology over the medium term.
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3. Expenditure on Human Resource Management

Many economies were unable to report this item, and for a few, the information provided may not be entirely
consistent with the survey information sought, particularly for the years 2010 and 20711.

B. Cross-Economy Comparisons of the Relative Costs
of Tax Administration

1. Ratio of Net Administrative Expenditure to Net Revenue Collected

As observed by the OECD,° it has become a fairly common practice for revenue bodies to compute and
publish a “cost of collection ratio” as one of their measures of organizational efficiency and effectiveness. This
ratio, which is computed by comparing the annual cost of tax administration (including support functions)
with annual net revenue collections, is expressed as the cost to collect 100 units of revenue. Observed over
a number of years, a downward trend in the value of the ratio may result from improvements in efficiency or
effectiveness.

However, as observed by the OECD," the ratio can also be significantly impacted by other factors unrelated to
changes in administrative efficiency and effectiveness over time. For example, changes in the value of the ratio
may be due to (i) major changes in tax rates and policies, (ii) abnormal levels of revenue body expenditure (e.g,,
major investments in information technology), (iii) economic factors, and (iv) changes in the scope of taxes
collected by the revenue body.

When interpreting the ratio and its trend, analysts should remember that such factors may be at play, and that
additional indicators may be required to reach definitive conclusions concerning changes in a revenue body’s
efficiency and effectiveness over time.

The cost of collection ratio is also often used to make cross-country comparisons of revenue bodies’ performance.
In this context, there are additional factors to be taken into account before drawing conclusions concerning
relative efficiency and effectiveness. These include the following:

1. differences in tax rates and structures,

2. differences in the scope of taxes administered by revenue bodies,

3. whether the revenue body is responsible for collecting social security contributions,

4

differences in the scope of functions undertaken by the respective revenue bodies (which can impact their
underlying cost structure), and

5. differences in the measurement methodology used for deriving the ratio.

For these reasons, use of the ratio in international comparisons should take account of, or at least acknowledge,
the existence of such factors.

1©° OECD Tax Administration 2015, p. 178.
" OECD Tax Administration 2015, p.179.
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Table 22: Tax Administration Expenditure as Percent of Net Revenue Collected

Ratio of Total Costs of Tax Administration to Net Revenue Collected

Factors Affecting
Economy Comparability of Ratios
Australia 1.05 0.99 0.98 0.93
Brunei Darussalam
Cambodia 0.25 0.35 Costs may be slightly understated
China, People’s Rep. of
Hong Kong, China 0.85 0.75 0.65 0.66 Excise taxes not included
Indonesia 0.48 0.55 0.60 0.56 Excise taxes not included
Japan 1.93 175 1.84 1.74
Korea, Rep. of 0.81 0.76 0.70 0.74
Kyrgyz Republic 1.44 115 1.66 178
Lao PDR
Malaysia 0.78 0.70 0.82 1.00 Direct taxes only
Maldives 0.37 0.87 0.52 No personal income tax
Mongolia 0.09 0.22 0.10 0.08
Myanmar 0.50 0.40
New Zealand 0.81 0.89 0.92 0.85 Excise taxes not included
Papua New Guinea 0.61 0.47 0.72 0.69
Philippines 0.79 0.71 0.59 0.61
Singapore 0.89 0.87 0.78 0.79 Excise taxes not included
Taipei,China 0.71 0.65
Tajikistan 1.20 2.02 1.86 1.98 SSCsincluded in tax revenue
Thailand 0.83 0.76 0.73 0.71

... = data not available, Lao PDR = Lao People’s Democratic Republic, SSC = social security contribution.
Sources: ADB survey responses, OECD Tax Administration 2015, and Sri Lanka Annual Report 2013.

Table 22 presents annual values for the cost of collection ratio for the period 2010-2013 for the economies
covered by this series. Given that the economies included in the series cover a broad mix of advanced,
emerging, and developing economies, all of these factors are likely influence the value of the ratios reported.
Key observations from the information provided in Table 22 are as follows:

B Computed ratios tend to be relatively low for economies with a low tax-GDP (e.g., Cambodia, Indonesia,
and Myanmar). In the case of Mongolia, the ratio is heavily influenced by the large amount of tax revenue
from resource extraction.

B Forafeweconomies (e.g., Australia; Hong Kong, China; the Philippines; and Thailand) there is a consistently
declining trend in the reported values for the ratio. This may be attributable to a variety of factors (e.g,
positive macroeconomic developments, increased levels of taxation, and increased administrative efficiency
or effectiveness).
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2. Percentage Share of Tax Administration Expenditure in GDP

The total resources devoted by governments to tax administration can also be viewed in a comparative context
by relating tax administration expenditure to the gross domestic product (GDP) of the economy in question and
observing the trend in the values for this variable over time. In other words, what proportion of an economy’s
total domestic income is devoted to national tax administration? While such a ratio is useful in that it removes
the influence of tax law changes that can impact the cost of collection ratio, there are factors unrelated to
changes in efficiency that can influence the value of this ratio over time (e.g,, significant one-time investments
in information technology). Table 23 presents annual values for the tax administration expenditure to GDP ratio
for the economies included in the series.

Table 23: Tax Administration Expenditures as Percent of Gross Domestic Product

Percentage Share of Tax Administration Expenditure in GDP

(measured at market prices) CoI:;:::\sbﬁiftf;g?Bga -
Australia 0.206 0.193 0.198 0.191
Brunei Darussalam
Cambodia 0.010 0.015
China, People’s Rep. of 0.130 0.121
Hong Kong, China 0.059 0.056 0.056 0.057
Indonesia 0.041 0.050 0.061 0.057
Japan 0.143 0.142 0.152 0.148
Korea, Rep. of 0.106 0.103 0.098 0.099
Kyrgyz Republic 0.304 0.234 0.187 0.186
Lao PDR
Malaysia 0.078 0.081 0.102 0.122 Expenditure for direct taxes only
Maldives 0.017 0.054 0.016 0.011
Mongolia 0.016 0.042 0.015 0.014
Myanmar 0.015 0.013
New Zealand 0.187 0.201 0.214 0.202
Papua New Guinea 0.134 0.109 0.152 0.150
Philippines 0.072 0.074 0.059 0.064
Singapore 0.083 0.088 0.083 0.088
Taipei,China 0.085 0.085
Tajikistan 0.143 0.259 0.259 0.319
Thailand 0.104 0.109 0.087 0.087

... = data not available, Lao PDR = Lao People’s Democratic Republic.
Sources: ADB survey responses, OECD Tax Administration 2015, and IMF.
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The key observations that may be drawn from the data presented in Table 23 are as follows:

B As would be expected, values for the ratios vary significantly across the advanced, developing, and
emerging economies included in the series, with the more advanced economies (e.g., Australia, Japan, and
New Zealand) generally spending a far greater percentage share of their GDP on national tax administration
than the developing and emerging economies . For many of the advanced economies, the values presented
range from 0.15% to 0.25% of GDP.

B While the series includes a fair number of developing economies for which the percentage share of tax
administration expenditure in GDP appears to be quite low (e.g., Cambodia, Mongolia, and Indonesia), the
corresponding value for Tajikistan over most of the years reported appears to be abnormally high.

3. Relative Staffing Levels

Table 24 presents values for four different variables relating to the staff strength of the national revenue bodies
included in the series. The first of these variables reports the total number of full-time equivalent staff positions
(FTEs) used by the national tax bodies for all tax-related functions performed. The second variable reports the
number of FTE positions used solely for tax administration and related support functions.

The third variable presented in Table 24 is the ratio of the number of FTE staff positions used solely for tax
administration and related support functions to the total population of the economy in question. This variable
in essence reports the number of taxpayers served by one FTE staff position in tax administration and related
support functions.

The fourth variable presented is the ratio of the number of FTE staff positions used solely for tax administration
and related support functions to the total labor force of the economy in question. This variable in essence
reports the number of labor force participants served by one FTE staff position in tax administration and related
support functions.

Note the relatively low tax administration staff strength both per taxpayer and per labor force participant in
Cambodia, Indonesia, Papua New Guinea, and the Philippines.

4. Allocation of Staff Resources among Tax Administration Functions

Revenue bodies have important choices to make concerning how their limited resources are allocated to
undertake the tasks required for effective administration of the laws. On the one hand, staff resources must
be allocated to deal with mandatory work streams (e.g., registering taxpayers, processing tax returns and tax
payments, and answering taxpayer inquiries). On the other, while resources must be devoted to other important
work categories (e.g., taxpayer education, audits, and debt collection), these latter work categories are subject
to a degree of discretion. However, adequate resources must also be allocated to critical support capabilities
(e.g., information and communication technology, staff development, and finance).

Ideally, revenue bodies should be able to optimize their use of technology,and employ clever organizational design
and business practices that minimize the resources required for mandatory work streams and organizational
support capabilities, thereby maximizing the amount of remaining resources available for discretionary work
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Table 24: Revenue Body Staff Usage and Selected Staff Usage Ratios

Aggregate Staff Usage Staff Usage Ratios Factors Affecting

Comparability of

Taxand Related | Taxpayers/ Labor Force Computed Staff Usage
Economy All Roles Support Roles FTE Participants/FTE Ratios
Australia 20,248 17,477 1,323 699
Brunei Darussalam 34 34 12,352 5,882 Corporate tax only
Cambodia 1,417 1,412 10,694 6,090
China, People’s Rep. of 756,000 1,795 1,048
Hong Kong, China 2,826 2,588 2,790 1,491
Indonesia 32,273 32,273 7,742 3,724
Japan 56,194 56,194 2,265 1,170
Korea, Rep. of 18,841 18,841 2,665 1,373
Kyrgyz Republic 2,255 22,255 2,456 1,152
Lao PDR
Malaysia 11,049 9,005 3,299 1,488 Only direct taxes
Maldives 178 178 1,910 899 No personal income tax
Mongolia 1,824 1,824 1,557 713
Myanmar
New Zealand 5,282 3,433 1,302 705
Papua New Guinea 399 399 18,345 8,220
Philippines 9,849 9,849 9,990 4,291
Singapore 1,898 1,898 2,845 1,128
Taipei,China
Tajikistan 1,783 1,627 5,039 2,200
Thailand 23,129 23,129 2,897 1,706

... = data not available, FTE = full-time equivalent, Lao PDR = Lao People’s Democratic Republic.
Sources: ADB survey responses, OECD Tax Administration 2015, and Sri Lanka Annual Report 2013.

that can secure additional tax revenue and improve overall voluntary compliance. Table 25 sets out data on how
revenue bodies reported their allocations of staff resources to broadly defined work groupings.

The reader should note that the survey data presented in Table 25 should be interpreted with considerable
care, as the work groupings presented in the table may not readily align with the organizational structures of
some revenue bodies. Further, it is possible that these work groupings may have been misinterpreted by the
revenue bodies reporting the data presented. In sum, readers should view the data presented in Table 25 as
estimates of the values they represent rather than as absolute numerical values. Bearing this qualification in
mind, the key observations that may be drawn from the data presented in Table 25 are as follows.

B The average allocation of staff resources to each work grouping is broadly consistent with those of national
tax bodies in the OECD economies, although there are large variations in the values presented for the
individual survey economies.
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B Allocations for verification functions appear to be abnormally high in a few economies (e.g., Japan and
the Philippines), and may include resources devoted to the clerical vetting of returns rather than actual
verification of the data reported.

B Allocations for verification functions appear to be relatively low for Cambodia; Hong Kong, China; the
Kyrgyz Republic; Papua New Guinea; and Tajikistan.

B Allocations for debt collection appear to be very low for Cambodia, Indonesia, and the Philippines.

B A number of economies (e.g, Brunei Darussalam, Cambodia, Indonesia, and the Philippines) reported
abnormally large allocations to support functions, which may warrant further examination.

Table 25: Staff Usage (2013) by Major Tax Functional Groupings (% of Total Usage)

Percentage Share of Total Staff Strength Allocated to:

Account Tax Debt Other Tax | Support: Human | Support: Other
Economy Management | Verification | Collection Functions Resources Functions
Australia 175 35.0 9.8 16.5 6.0 15.2
Brunei Darussalam 0.0 55.9 8.8 0.0 0.0 353
Cambodia 8.6 212 45 10.1 5.5 49.9
China, People’s Rep. of
Hong Kong, China 58.8 9.3 17.2 2.0 0.1 125
Indonesia 20.8 14.0 2.0 21 9.2 51.9
Japan? 0.0 633 21.2 23 0.7 124
Korea, Rep. of° 58.0 24.0 1.0 9.3 0.6 7.1
Kyrgyz Republic 159 155 18.7 41.6 3.6 5.4
Malaysia 9.1 37.9 23.6 151 2.0 12.2
Maldives 6.2 40.4 22.5 20.8 2.2 14.0
Mongolia 13.0 25.0 39.0 23.0
New Zealand 374 22.4 9.4 6.4 2.0 22.5
Papua New Guinea 26.1 21.3 221 <1 30.1
Philippines 18 58.5 2.6 53 29.9 19
Singapore 8.7 52.2 111 9.7 16 16.8
Tajikistan 20.6 121 6.6 54.4 12 4.0
Thailand
Average 18.8 317 125 134 5.6 18.0
OECD (average) 27.2 36.2 10.8 9.2 29 13.6

... = data not available.
2 Japan: Staff involved in verification and tax debt collection functions also perform account management functions.
® Republic of Korea: No dedicated function. Taxpayer account management and verification staff engage in debt collection.

Sources: ADB survey responses and OECD Tax Administration 2015.



his chapter provides a summary of recommended practices and observed features and operational

performance-related information for selected aspects of revenue body operations. These aspects

include (i) taxpayer registration, (ii) taxpayer services, (iii) tax verification, (iv) tax dispute resolution,
and (v) tax debt collection. Performance-related information on the use of electronic services for filing of
returns and tax payment operations is set out in Chapter VIII.

The provision of recommended guidance aims to give readers a sense of the importance and relevance of the
subject area in question, and help them judge the significance of any findings and observations reported for
individual bodies or groups. The recommended guidance provided in this chapter has been adapted from the
IMF’s Field Guide that supports tax administration officials in the use of the Tax Administration Diagnostic
Assessment Tool (TADAT), and is presented in abbreviated form. An outline of the assessment tool is given in
Box 10, while more comprehensive information on TADAT can be found at www.tadat.org/

Box 10: The IMF’s Tax Administration Diagnostic Assessment Tool

Purpose

The aim of the Tax Administration Diagnostic Assessment Tool (TADAT) is to provide a standardized means of assessing the health
of key components of a country’s tax administration system and its level of maturity in the context of international good practice.
TADAT assessments are particularly helpful in

v identifying the relative strengths and weaknesses in tax administration,

v facilitating a shared view on the condition of the tax administration among all stakeholders (e.g,, national authorities,
international organizations, donor countries, and technical assistance providers),

v setting the reform agenda, including reform objectives, priorities, initiatives, and implementation sequencing,

v facilitating management and coordination of external support for reforms, and achieving faster and more efficient
implementation, and

v/ monitoring and evaluating reform progress by way of repeat assessments each 2 to 3 years.
Scope of TADAT Assessments

TADAT is a global tool that can be used by any economy to assess the relative strengths and weaknesses of its tax administration
system. TADAT assessments focus on administration of the major direct and indirect taxes critical to central or federal government
revenues. Social security contributions may also be included in assessments where they are a major source of government revenue
and are collected by the tax administration, as is the case in many European economies. By assessing outcomes in relation
to administration of these core taxes, a picture can be developed of the relative strengths and weaknesses of an economy’s tax
administration system. TADAT provides an assessment within the economy’s existing revenue policy framework, with assessments
referencing nine outcome areas and highlighting performance issues that may be best dealt with by a mix of administrative and
policy responses. The nine outcome areas referenced are as follows

1. integrity of the registered taxpayer database, 6. accurate reporting in tax declarations,
2. effective risk management, 7. effective dispute resolution,

3. supporting voluntary compliance, 8. efficient revenue management, and
4. timely filing of tax declarations, 9. accountability and transparency.

5. timely payment of taxes,

Source: IMF. 2015. Tax Administration Diagnostic Assessment Tool (TADAT) Field Guide. Washington, DC.
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A. The Processes of Tax Administration

Regardless of the taxes or the economy in which they are levied, there is a common set of processes that
must be undertaken by revenue bodies to effectively carry out their mandate. These processes are depicted
in Figure 11.

Figure 11: The Functions of Tax Administration

Name Description

Activities to record the registration and numbering of taxpayers

These functions
should be
designed and
carried out so as to All activities associated with informing taxpayers of their
encourage and obligations and responsibilities in complying with the tax laws

help taxpayers
voluntarily comply
with the tax laws.

This category includes all activities associated with providing
information to taxpayers and their agents, responding to inquiries
(in person, by phone, in writing, or online) and requests for rulings

Activities associated with processing taxpayers’ tax returns
and payments

This includes a range of actions to validate the reporting of tax
liabilities: return checks, correspondence and field audits,
inspections of businesses’ records, and in-depth investigations

These functions
are carried out to
record taxpayers’
liabilities and to
detect and address
noncompliance
with tax laws,
ideally in a manner
that deters others
from future
noncompliance.

Activities associated with resolving taxpayers’ objections and
appeals concerning adjusted assessments and rulings

Activities to secure the filing of outstanding tax returns and
payment of tax debts (e.g., payment arrangements, garnishing of
bank accounts, asset seizure)

Activities to initiate prosecution of taxpayers for tax
noncompliance-related offences

Includes a range of activities that support the execution of all the
above processes (e.g., human resource management, finance,
information technology, corporate planning, internal audit)

il

Source: Author.
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Given the comparative nature of this series, efforts were made when gathering survey data to ensure that
common definitions were used by revenue bodies in interpreting the various terms used. Furthermore, steps
have been taken to validate the data, computations, and related observations made in this chapter with all
participating revenue bodies.

B. Registration and Taxpayer Identification

The identification and registration of taxpayers, both individuals and entities, is fundamental to a revenue body’s
system of managing all aspects of taxpayers’ tax affairs. The systematic registration of taxpayers’ identification
data (and its updating) and the allocation of a unique high-integrity taxpayer identifier enable the efficient
conduct of all downstream administration processes. Practical guidance for achieving an effective system of
taxpayer identification and registration is set out in Box 11.

Box 11: Good Practices in Taxpayer Registration and Identification

A fundamental initial step in administering taxes is taxpayer registration and numbering. Tax administrations must compile and
maintain a complete database of businesses and individuals required by law to register; these will include business and individual
taxpayers in their own right, as well as others such as employers with pay-as-you-earn withholding responsibilities. Additionally,
there may be some who choose to register even though they are not required to do so (e.g., voluntary registration for VAT by small
traders seeking to claim input tax credits). Registration and numbering of each taxpayer underpins key administrative processes
associated with filing, payment, assessment, collection, and reporting to other government agencies (e.g., Ministry of Finance,
government auditor, and legislature and its committees).

Good practices adopted by tax administrations to achieve an effective and efficient system of taxpayer registration and identification
include the following:

v Use of a unique taxpayer identification number (TIN) that facilitates routine identification of taxpayers for administrative
actions (e.g., detection of non-filers), third party information reporting and data matching (e.g., data matching in respect of
interest earned on bank deposits, dividends paid by public companies, contract income, and asset sales), and exchange of
information with other government agencies. High-integrity TINs are typically straightforward numbers with no embedded
information (i.e., contain no alphabetic or special characters) and have a self-validating mechanism (e.g., a check digit).

v/ Having an information technology system to support all aspects of registration and identification, and related administrative
processes (see TADAT guide for more detailed features).

v/ Maintaining a database of sufficient, accurate, and reliable identifying information (e.g., name, address, contact details, nature
and size of business activity, and tax obligations by tax type) to assist interactions with the taxpayer and tax intermediaries (i.e.,
tax advisors and accountants), especially in relation to filing, payment, and assessment matters.

v/ ldentifying and flagging dormant registrations (e.g., seasonal businesses and taxpayers temporarily residing in other countries)
and keeping the database clean of inactive (deceased persons and defunct businesses), invalid, and duplicate records—noting
that inactive and erroneous records produce unnecessary costs (e.g., through wasted enforcement actions initiated against
defunct businesses or deceased persons) and distort filing statistics.

v Ensuring that applications for registration are authentic—this includes, for example, carrying out proof of identity checks to
prevent bogus entities from registering, given that both VAT and income tax are targets for refund fraud.

v/ Undertaking initiatives to detect unregistered businesses and individuals, especially those representing high revenue risks (e.g.,
high-income self-employed). Initiatives would include, for example, use of third party information to identify new business
start-ups and economic activity of existing businesses that have failed to register; use of labor force data in specific industries
to gauge levels of personal taxpayer registration; and unannounced visits to businesses in commercial districts to uncover
unregistered traders or unregistered workers.

Source: IMF. 2015. Tax Administration Diagnostic Assessment Tool (TADAT) Field Guide. Washington, DC.
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Table 26: Numbers of Registrations for Major Taxes (end of 2013)

Number of Taxpayers Registered at End of 2013 (millions)

Personal Income Corporate Income Value-Added Tax Total PIT Registrants as a
Economy Tax (PIT) Tax (CIT) (VAT) % of Labor Force
2.7

Australia 27.2 31 223
Brunei Darussalam No PIT 0.015 No VAT Not applicable
Cambodia <0.01 <0.01

China, People’s Rep. of 7.71 24.24

Hong Kong, China 3.30 0.96 No VAT 85
Indonesia 25.06 2.32 0.51 21
Japan 22.0(2012) 3.0(2012) 3.0(2012) 33
Korea, Rep. of 21.4(2012) 0.57 5.9 (2012) 83
Kyrgyz Republic 0.4 0.09 0.009 15
Malaysia 6.79 0.77 No VAT 51
Maldives No PIT 0.005 0.006 Not applicable
Mongolia 1.05 0.11 0.026 81

New Zealand 3.70 0.45 0.63 153
Papua New Guinea 0.026 0.041 0.020 <1
Philippines 143 0.72 0.44 33
Singapore 2.0(2014) 0.18 (2014) 0.09 93
Tajikistan 0.0003 0.004

Thailand 16.76 0.72 0.49 42

.. = data not available.
Sources: ADB survey responses, OECD Tax Administration 2015, and Sri Lanka Inland Revenue Annual Report 2013.

For this series, revenue bodies were requested to describe the features of their system of taxpayer identifiers for
each of their major taxes and the volumes of registrations recorded as of the end of 2013 (Table 26). The key
findings and observations regarding these data are as follows:

1. Personal Income Tax

B The vast majority of revenue bodies reported having a unique taxpayer identifier for their personal income
tax. Survey responses generally reflected a preference by revenue bodies for an identifier that is fully
numeric, incorporates a check digit, and does not contain taxpayer-specific characters (e.g., date of birth
and office of registration).

B Using labor force population data as a benchmark, the relative size of the registered taxpayer populations
varies enormously, reflecting widely varying degrees of reliance on the personal income tax and features of
tax system design.
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B Only three economies appear to have a comprehensive database of their personal taxpayers (i.e., Australia,
New Zealand, and Singapore), while both Hong Kong, China and the Republic of Korea are approaching this
position. Japan is also likely to achieve this outcome once its new taxpayer registration system comes on
line from late 2015 (Box 12). As a general observation, the vast majority of revenue bodies in developing and
emerging economies have a relatively small database of personal taxpayers.

Box 12: Japan’s New Taxpayer Identification and Numbering System

In 2013, the Government of Japan announced its intention to establish a new taxpayer identification and numbering system for tax
and social security contribution administration. The proposal is one of many efforts being made to enhance taxpayer convenience
and to boost efficiency of tax administration. A brief description of this proposal from the National Tax Agency’s (NTA) 2015 annual
report is set out below.

1. Outline of the Social Security and Tax Number System

The social security and tax number system is the base of a more fair social security and tax system, and will contribute to peoples’
convenience and a higher degree of efficiency of administration, as it forms part of the infrastructure of an information society.
Upon the introduction of the new system, the NTA will act as an entity assigning corporate numbers, and also as an entity utilizing
individual and corporate numbers.

¢ Individuals’ social security and tax numbers: From October 2015, a 12-digit individual number will be designated to anyone
holding residential registration. Individuals will be notified of their number by municipal offices that will send a notification
card to the residential registration address. The use of individual numbers is limited to the procedures prescribed by law or
municipal regulations, such as procedures in the fields of social security, taxes, and disaster measures.

v/ Corporate numbers: From October 2015, a 13-digit corporate number will be designated to each corporation, such as stock
companies. The NTA will send a written notice to the corporation’s registered location notifying the corporation concerned
of the new number. The following three types of information on the corporation will be publicly announced and available to
anyone: (i) trade name or name, (ii) location of headquarters or main office, and (jii) corporate number.

2. Actions as an entity utilizing individual and corporate numbers

v Utilization in the national tax field: Upon the introduction of the Social Security and Tax Number System, an individual
or corporation will have to fill in the numbers (individual or corporate numbers) of payment-submitting parties, and parties
receiving payments. These numbers will be filled in on the statutory statements and declaration forms they submit to the tax
authority. When individual numbers are provided, it is necessary to confirm the identity of the individual to prevent identity
fraud. Therefore, the NTA enacts a notice that establishes specific procedures to confirm the identity of individuals in the
national tax field.

Improving convenience for taxpayers: Taking the opportunity of the introduction of the Social Security and Tax Number
System, the NTA is considering further improving convenience for taxpayers. Specifically, (i) attaching a certificate of
residence can be omitted in a declaration procedure to receive, for instance, a housing loan tax credit; and (ii) electronic filing
can be centralized for the withholding record and the payment record of salaries and pensions, which are currently submitted
to both the national and local governments. Thus, under the FY2015 tax reform, attaching certificates of residence to various
declarations is no longer required.

v Recognizing income properly and more efficiently: In the field of national taxes, as numbers will be required on documents
such as declaration forms and statutory statements, the NTA expects that name-based aggregation of statutory statements
and matching with declaration forms will become more accurate and efficient, and, in turn, income will be recognized more
accurately. As a matter of course, it is difficult to recognize and verify some transactions, including information on business
income and foreign assets and transactions, with statutory statements only. Therefore, recognizing all income is difficult even
with these numbers.

v/ Conducting public relations activities: To facilitate the introduction of the Social Security and Tax Number System, the NTA
is actively conducting public relations campaigns by publishing frequently asked questions and other information regarding
the Social Security and Tax Number System on its website, and communicating this information to relevant private sector
entities and industrial associations.

Source: National Tax Agency Annual Report 2015.
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2. Corporate Income Tax and Value-Added Tax

B Thevast majority of revenue bodies reported having a unique taxpayer identifier for their corporate income
tax and, where applicable, value-added tax systems. Generally speaking, survey responses reflected a
preference for a unique identifier that is fully numeric, incorporates a check digit, and does not contain
taxpayer-specific characters (e.g., date of birth, office of registration).

B For many revenue bodies, the numbers of registered VAT taxpayers appears to be relatively low,
possibly as a result of high levels of VAT registration thresholds, and inevitably in part due to registration
noncompliance.

C. Taxpayer Services

With their primary goal to achieve high levels of voluntary compliance, revenue bodies are expected to provide
a comprehensive, well-targeted, and responsive range of services for taxpayers and their representatives. Tax
laws are inevitably complex, and citizens and business owners are often unfamiliar with the technical jargon of
tax-related topics as well as changes in tax policy and administrative requirements that impose new obligations.
Practical guidance from the TADAT Field Guide on the importance of service delivery and critical features of a
comprehensive service program are set out in Box 13.

D. Verification Programs

Revenue bodies typically undertake a large variety of activities to check taxpayers’ compliance with the laws.
For this series, the OECD’s term “verification” is used as a generic descriptor to encompass all such activities,
and is defined as “comprising all of the activities typically undertaken by revenue bodies to check whether taxpayers
have properly reported their tax liabilities in the returns filed by them.” The primary verification activity undertaken
by revenue bodies is usually described by the term “tax audit” (including field, desk, or correspondence audits)
or “tax control.” Less frequently used terms are “examinations” and “enquiries.” It is also known that across
revenue bodies, “audit” activities vary in their scope and intensity, and indeed in the precise nature of actions
taken by officials that are deemed to constitute an audit. Revenue bodies also carry out various other activities
(e.g.,, in-depth fraud investigations, income-and-document matching checks, phone inquiries, computer-based
audit and mathematical checks, and inspections of books and records) that can result in changes to taxpayers’
reported liabilities. For this series, the information provided aims to reflect all forms of revenue body verification
activity. However, it does not include work, and resultant taxes and penalties, generated from returns filed by
taxpayers after follow-up actions related to non-filing enforcement.

1. International Guidance on Good Practice

The requirement of revenue bodies to have systems and measures in place to validate the accuracy of reported
tax liabilities is specifically addressed in the IMF’s diagnostic tool (TADAT) and advice offered on good practice,
as described in Box 14.
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Box 13: Good Practices in Service Delivery

To promote voluntary compliance and public confidence in the tax system, tax administrations must adopt a service-oriented
attitude toward taxpayers, ensuring that taxpayers have the information and support they need to meet their obligations and claim
their entitlements under the law. Because few taxpayers use the law itself as a primary source of information, assistance from the
tax administration plays a crucial role in bridging the knowledge gap. Taxpayers expect that the tax administration will provide
summarized, understandable information on which they can rely. Efforts to reduce taxpayer costs of compliance are also important.
Furthermore, taxpayers can gain greater flexibility in managing their tax affairs when provided with an online taxpayer portal that
allows them and their authorized agents 24-hour access to registration and tax account details. Additionally, adoption of electronic
filing and payment and other e-services can reduce taxpayer costs of doing business with the tax administration. Good practices
adopted by tax administrations to achieve improved voluntary compliance include the following:

v Providing taxpayers with information through a variety of user-friendly products (e.g., in the form of guides, brochures, fact
sheets, forms, web pages, frequently asked questions, practice notes, rulings and other written information, media articles, and
oral information) and public education programs (e.g., outreach programs for people starting or running a business and first-
time employers, and course material for teaching school students about taxes).

v Customizing information to meet the specific needs of particular taxpayer segments, such as small traders who cannot afford
the services of tax intermediaries, and disadvantaged groups in society (e.g,, citizens with literacy or language difficulties).

v Delivering cost-effective services through means convenient to taxpayers. Traditional service delivery methods—such as walk-
in inquiry centers, telephone, and letters—are giving way to e-products and e-services. Tax administrations are increasingly
adopting service delivery channel strategies aimed at eliminating, or at least shifting taxpayer service demand from costly to
more cost-efficient service channels. Self-service via the Internet is considerably cheaper and easier to support than in-person
and telephone enquiries.

v Committing to service delivery standards (e.g., maximum wait and response times) associated with taxpayer requests for
information. These standards are often set out in a taxpayer charter.

v Regularly updating information products to reflect changes in the law and administrative procedures, and undertaking
initiatives to raise taxpayer awareness of the changes.

v Introducing measures to reduce compliance costs for taxpayers (e.g., simplified record keeping and reporting requirements for
small businesses; pre-filling of tax declarations and/or systems that eliminate the need to file; automated telephone and online
[including through mobile platforms] facilities that allow taxpayers to notify the tax administration of “nil” declarations; and
taxpayer portals that provide 24-hour online access to information and services).

v Monitoring frequently asked questions and common misunderstandings of the law detected through audit and other
verification or outreach activities to help target and refine information products and services.

v/ Monitoring taxpayer perceptions of service, and seeking taxpayer feedback on information products and services (such as
web page content and layout, and forms design).

Source: IMF. 2015. Tax Administration Diagnostic Assessment Tool (TADAT) Field Guide. Washington, DC.

2 Information and Access Powers

The ability of revenue body officials to readily and efficiently obtain information required to validate taxpayers’
liabilities is essential for the smooth functioning of the tax system. To this end, tax laws typically include
provisions that enable tax officials to obtain information from taxpayers and other parties on request, either
orally or in writing, and to have adequate access to taxpayers’ books and records. For this series, a menu of
powers was identified and revenue bodies were requested to indicate their applicability under their respective
tax laws. Tables 27a-b summarize their responses in this regard. The key points with regard to information and
access powers are as follows:

B With one exception (i.e., the People’s Republic of China [PRC]), all revenue bodies have powers to obtain
relevant information, and all these powers extend to requests to third parties.
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Box 14: Good Practices in Ensuring Accuracy of Reporting

Tax systems rely heavily on complete and accurate reporting of information by taxpayers in their tax declarations. This is especially
the case inrelation to the income tax affairs of business taxpayers where, compared with employee and investor-type taxpayers, there
is often less use of withholding at source and systematic use of third party information reporting obligations. Tax administrations
therefore need to regularly monitor tax revenue losses from inaccurate reporting, especially by business taxpayers, and take a range
of actions to ensure compliance. These actions fall into two broad groups: (i) verification activities (e.g,, tax audits, investigations,
and income matching against third party information sources); and (ii) proactive initiatives (e.g., taxpayer assistance and education).

Good practices adopted by tax administrations to ensure the accuracy of reporting include:

v Implementing a program of verification activities that has far wider impact than simply raising additional revenue from
detected discrepancies. Programs of this kind—which aim to improve accurate reporting across the board—focus on the
highest compliance risks.

v/ Building capacity in systematic cross-checking of third party information (e.g., from banks, stock exchanges, and government
agencies) with amounts reported in tax declarations.

v Supporting audit operations with: (i) an information technology system that provides a consolidated view of the taxpayer’s
compliance history across all core taxes; (ii) centralized audit case selection using analytics to select the highest risk cases
within a target population of taxpayers; (i) an automated case management system that allocates audit cases, monitors
progress, records decisions, stores working papers and data, and generates management reports; (iv) computer-assisted
audit tools that automate the extraction, analysis, and cross-checking of large volumes of data from the taxpayer’s accounting
system; and (v) a uniform set of administrative penalties (i.e,, that apply irrespective of the core tax involved) for inaccurate
reporting (e.g., omitting income), and judicial penalties for tax offenses such as falsification of records.

v Developing benchmark economic performance parameters for key industries, business activities, professions, and occupations
to identify taxpayers who file out-of-pattern tax declarations.

v Issuing binding tax rulings (e.g., public rulings and private rulings) to provide taxpayers with certainty as to how the tax
administration will apply the tax law to particular transactions.

v/ Adopting cooperative compliance approaches to manage risks of inaccurate reporting. This involves building collaborative
and trust-based relationships with taxpayers (especially large taxpayers) and intermediaries to resolve tax issues and bring
certainty to companies’ tax positions in advance of a tax declaration being filed, or before a transaction is actually entered into.
Typically, cooperative compliance arrangements are based on the following:

e the taxpayer demonstrating (a) good governance of their tax affairs, including an appropriate level of validation and
review of their accounting systems; and (b) a willingness to operate in an open and transparent manner and make full
disclosure of their tax risks as they occur; and

o the tax administration providing enhanced service to the taxpayer through, for example (a) dedicated points of contact,
including the use of client relationship management approaches; (b) speedier resolution of technical and administrative
issues; (c) assignment of a reduced risk rating to the taxpayer for audit purposes; and (d) reduced penalties.

v/ Monitoring the overall level of inaccurate reporting through various methods, for example (i) tax gap analysis; (i) use of
advanced analytics using large data sets to determine the likelihood of taxpayers making full and accurate disclosures of
income; and (jii) surveys monitoring taxpayer attitudes toward the accurate reporting of income.

Source: IMF. 2015. Tax Administration Diagnostic Assessment Tool (TADAT) Field Guide. Washington, DC.

B With one exception (i.e,, the Kyrgyz Republic), taxpayers are required to produce all records on request
from revenue bodies.

B Less than half of surveyed revenue bodies have powers of access to taxpayers’ business premises and
dwellings for the purpose of obtaining information required to verify or establish tax liabilities without the
need for taxpayers’ consent or search warrants. For a few, such access is permitted only in business hours.
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B Just over half of surveyed revenue bodies require a warrant to seize taxpayers’ documents. A minority of
revenue bodies can request a search warrant without the help of other government agencies.

B Looking across the full range of powers specified, the information-gathering and access powers of revenue
bodies in Cambodia, the PRC, Indonesia, Japan, the Republic of Korea, the Kyrgyz Republic, and the
Maldives appear fairly limited in scope.

Table 27a: Verification: Information Access and Search Powers of Tax Officials

Type of Power Available to Tax Administration Officials (v" where applicable)

Taxpayers Must Obtain Information
Obtain All Relevant Powers Extend to Produce Records on from Other
Economy Information Third Parties Request Government Bodies

Australia v v v v

Brunei Darussalam v v

Cambodia v v

China, People’s Rep. of

Hong Kong, China

Indonesia

Japan

NN N N RN R

Korea, Rep. of

NN N N RN RN

Kyrgyz Republic

3

Malaysia
Maldives

Mongolia

New Zealand

RN N NN

Papua New Guinea

Philippines

Singapore

NN N N N N N N N N N NN
NN N N N N Y RN RN NN

NN N N RN NN

Thailand

Tajikistan - - - -

Thailand 4 v 4 4

Note: The absence of a tick mark (v') means the feature is “not applicable” as per heading.

2 Malaysia: Does not apply to a public officer who is under statutory obligation to observe secrecy.

® Philippines: Exception applies to certain information such as bank deposits and privileged documents.
Sources: ADB and OECD survey responses.
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Table 27b: Information Access and Search Powers of Tax Administration Officials

Type of Power Available to Tax Administration Officials (v" where applicable)

Enter Business Request Search Serve a Search
Premises: Enter Taxpayers’ | Seize Taxpayers’ Warrant Warrant:
No Taxpayer’s Dwellings: Documents: Without Help No Help of Other
Consent and No Consentand | No Consent and of Government Government
Economy Search Warrant | Search Warrant | Search Warrant Agencies Agencies
Australia v v
Brunei Darussalam v v v v
Cambodia
China, People’s Rep. of v
Hong Kong, China v v
Indonesia v
Japan v
Korea, Rep. of v
Kyrgyz Republic v
Malaysia v v v
Maldives v v
Mongolia v v
New Zealand v v v
Papua New Guinea v v
Philippines v o v v v
Singapore v v v v v
Thailand v v v v
Tajikistan - - - - -
Thailand v v v v

Note: The absence of a tick mark (v') means the feature is “not applicable” as per heading.
* Philippines: only with respect to the warrant of distraint and levy as appropriately authorized under relevant laws.
** Philippines: generally no, but exception may apply to goods subject to excise taxes.

Sources: ADB and OECD survey responses.

E. Verification Activities

Taxpayer verification activities typically account for a major share of revenue body resources. As reported in
Table 24 (Chapter V), allocations to verification-related functions and processes often represent a substantial
share of a revenue body’s overall staff resources. For this reason, how these resources are used and the
contribution they make to revenue collections and improving taxpayers’ compliance are key considerations for
all revenue bodies.

For this series, information was sought on the numbers of completed verification actions and resultant taxes,
interest, and penalties for 2012 and 2013, for both large taxpayers and other segments of taxpayers. The survey
also sought an indication of whether revenue bodies use computer-based information processing systems
for third party income-data matching or for the cross-checking of VAT invoice data with taxpayers’ reported
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Table 28: Verification: Number Completed for ALL and LARGE Taxpayers

Number of Completed Verification Number of Completed Verification Actions for
Actions for All Taxpayers (nearest 000s) Large Taxpayers (actual number)

Economy 2010 2011 2012 2013
808 898

Australia 1,268/2 | 749/2 11,519 12,369 12,405 8,425
Brunei Darussalam T No dedicated large taxpayer program------
Cambodia 515 451
China, People’s Rep. of 191 177 191 177
Hong Kong, China 81 92 104 120 | - No dedicated large taxpayer program------
Indonesia 65 61 35 51 730 2,130
Japan 1,270 1,216 1,310 1,095 3,809 3,447 3,357 2,910
Korea, Rep. of 18 18 18

Kyrgyz Republic 8 9 9 10

Malaysia 1,732 1,911 1,935 1,758

Maldives 0.18 1 2

Mongolia 10 11 11 14 105 135
New Zealand 8 8 7 7 582 491 586 593
Papua New Guinea 0.6 03 0.4 3 1 0
Philippines 20 27 24 23 424 628
Singapore 8 10 12 11

Tajikistan 3 3 3 8 149 151
Thailand 64 67

... = data not available.

Sources: ADB survey responses for current and prior series and OECD.

obligations. Tables 28 and 29 summarize the results reported by revenue bodies both for overall verification
outputs and for designated large taxpayers. Where available, data from the previous series are also provided
to give an indication of trends over time. The key observations and findings relating to the data presented in
Tables 28 and 29 are as follows:

B Many revenue bodies that reported the operation of a dedicated large taxpayer division did not report
outputs in respect of large taxpayers for 2012 and 2013. This raises doubts as to the adequacy of the
monitoring arrangements in place.

B There is insufficient multiyear data to draw any well-founded conclusions on the performance of many
revenue bodies. However, based on the data provided, there appears to be a trend of increasing verification
outputs in six economies (i.e., Hong Kong, China; the Kyrgyz Republic; the Maldives; Mongolia; the
Philippines; and Tajikistan), with substantial increases also being reported for large taxpayers in Mongolia.
Cambodia’s results, albeit for 2 years only, have also increased significantly.

B With few exceptions, the number of completed verification actions reported each year represents a minor
fraction of the respective registered taxpayer populations, meaning that revenue bodies must use a variety
of tools, in addition to verification programs, to achieve improved compliance.
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Table 29: Verification: Value of Assessments/Net Revenue Collections (%)

Ratio of Value of Assessments to Net Ratio of Value of Assessments to Net
Revenue Collected for All Taxpayers Revenue Collected for Large Taxpayers

Economy m 2011 2012 2013
37 3.8 3.8 39

Australia 13 0.9 0.8 0.8
Brunei Darussalam ----No dedicated large taxpayer program----
Cambodia 4.3 181
China, People’s Rep. of

Hong Kong, China 21 2.7 34 39 ----No dedicated large taxpayer program----
Indonesia 3.0 2.4 31 4.2 13 11
Japan 2.0 15 13 11 0.6 03 0.2 0.2
Korea, Rep. of 3.6

Kyrgyz Republic 3.8 3.0 8.8 8.6

Malaysia 3.6 2.6 15 31

Maldives 0.3 14 17

Mongolia 1.0 0.6 51 6.8 33 3.6
New Zealand 6.2 31 2.4 2.3 4.6 1.6 0.7 1.2
Papua New Guinea 2.2 2.5 3.7 3.1 0.9 0
Philippines 1.6 32 6.3 73 2.5 2.5
Singapore 0.9 0.8 0.7 0.7

Tajikistan 4.2 4.8 5.6 6.4 16 2.1
Thailand 0.9 1.0

... = data not available.

Sources: ADB survey responses for current and prior series and OECD.

1. Income Taxes: Use of Computer-Based Income-Matching Programs

B Computer-based information processing systems to systematically match third party income reports with
taxpayers’ records are used by less than half of surveyed revenue bodies (i.e., Australia; the PRC; Hong Kong,
China; Indonesia; the Republic of Korea; Malaysia; New Zealand; the Philippines; and Singapore).

This relatively low use across revenue bodies in the region is likely to be attributable to a range of factors
that vary from economy to economy. For example, in many developing economies, employee withholdings
are made on a cumulative basis, and most employees are not required to file annual tax returns. Under
such circumstances, the need for individual employee taxpayers to register for tax purposes has not been
considered necessary or even feasible to achieve. For many tax systems, it is also the policy to deduct a flat
amount of tax on interest or dividend incomes at the source, which is a final tax and not creditable to tax
returns. Of course, some revenue bodies do not have the data capture, computing capacity, or experience
to undertake large-scale information matching processes.
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2. Use of Computer-Based Programs for Cross-Checking VAT Invoices
and Reported Liabilities

B The use of computer-based processing systems to cross-check VAT invoice data with taxpayers’ reported
VAT liabilities was reported by relatively few revenue bodies (i.e., Indonesia, the Republic of Korea,
Mongolia, the Philippines, and Singapore).

B OECD (2015) observes that growth in the use by businesses of modern computer-based accounting
systems, including for VAT invoicing purposes, has seen new opportunities emerge for revenue bodies to
strengthen their VAT compliance checking activities.” The need for this has intensified in a number of
economies where the VAT tax gap (i.e,, the estimated difference between the amount of VAT that should
be paid and what was actually received) has grown to unacceptably high levels. Although not studied in
detail by the OECD, it notes that economies such as Chile, the Republic of Korea, Mexico, and Portugal have
developed computer systems that enable bulk processing of large volumes of VAT invoice data obtained
from businesses to validate the VAT liabilities reported by taxpayers, as well as to detect non-filers and
non-registrants.

F. Taxpayer Disputes

Where revenue bodies review taxpayers’ returns and make adjustments to assessments raised, or provide rulings
on specific issues as a result of taxpayers’ requests, taxpayers should be entitled to a review if they disagree
with the decisions made. This basic right is typically recognized in the tax law itself or in a revenue body’s
administrative statements (e.g., a taxpayers’ charter). In the event that taxpayers’ only recourse was to file an
action for judicial review with a court, the proceedings would inevitably be lengthy and costly, and significantly
complicate the smooth functioning of the tax system. For this reason, providing access to a process for reviewing
arevenue body’s decisions before seeking recourse through a judicial procedure is generally expected to lead to
more efficient dispute resolution that benefits taxpayers, revenue bodies, and governments at large. This section
briefly discusses the features of administrative review systems, and provides some data on the operational
performance of revenue bodies.

1. International Guidance on Good Practice

Arrangements for the handling and resolution of tax disputes is specifically addressed in the Field Guide for the
IMF’s diagnostic tool (TADAT) and advice offered on good practices, as described in Box 15.

2. Features of the Institutional Framework for Administrative Review
and Dispute Resolution

Information was sought on the basic features of the frameworks and arrangements in place for administrative
review. The responses of the survey revenue bodies are summarized in Tables 30a and 30b.

2. OECD Tax Administration 2015, p. 136.
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Box 15: Good Practices in Tax Dispute Resolution

Above all, a dispute process must safeguard a taxpayer’s right to challenge an assessment resulting from an audit and to get a fair
hearing. The process should be based on a legal framework, be known and understood by taxpayers, be easily accessible, guarantee
transparent independent decision making, and resolve disputed matters in a timely manner. A taxpayer should be entitled to dispute
three elements of a tax assessment: (i) the accuracy of the facts relied upon by the auditor, (i) the correctness of the tax law’s
interpretation, and (jii) the amount of penalties imposed.

Good practices adopted to achieve the desired outcome include the following:
v Codifying the dispute resolution process in a general tax administration law that has uniform application across all core taxes.
v Publishing clear explanations of taxpayers’ rights and legal avenues for review of decisions made by the tax administration.

v/ Requiring auditors to provide taxpayers with a clear explanation of (i) adjustments made to tax liabilities following an audit,
(i) reasons for penalties imposed, and (jii) rights and avenues of review.

v Minimizing the incidence of disputes by (i) regularly up-skilling auditors in audit techniques and interpretation of the tax laws;
(i) having effective audit case management frameworks, including supervisory review and approval processes throughout
the conduct of an audit; (i) monitoring the underlying causes of disputes (e.g., weaknesses in the audit process) and taking
remedial action (e.g., retraining staff and changing administrative procedures).

v Having a simple, transparent, and graduated dispute resolution mechanism comprising the following stages:

o First stage—independent review by the tax administration (i.e., reviews are undertaken by designated review officers
independent of the audit department). Internal review of this kind is variously referred to as objection, complaint, appeal,
or administrative review.

e Second stage—review by an independent external specialist tax tribunal, review board, or court where the taxpayer is
dissatisfied with the outcome of an administrative review (an alternative fast-track dispute resolution process involving
arbitration may also be in place);

e Final stage—review by a higher appellate court to resolve remaining disputes concerning legal interpretation and facts.

v Allowing taxpayers to escalate a dispute directly to the second stage where the tax administration fails to complete an
administrative review within a reasonable time frame.

v/ Allowing collection of all or some of a disputed amount to be suspended for the duration of the appeal process if recovery of
the debt is not considered to be at risk (e.g., is secured by a lien on an asset owned by the taxpayer or a third party guarantee).

v Promptly refunding overpaid tax where a dispute is resolved in the taxpayer’s favor.

v/ Making public the conditions under which the tax administration may reach an out-of-court settlement in respect of a tax
dispute.

v/ Having an information technology system that (i) records receipt of all disputes, (ii) uses an automated case management
system, and (i) generates comprehensive management information.

Source: IMF. 2015. Tax Administration Diagnostic Assessment Tool (TADAT) Field Guide. Washington, DC.

The key observations regarding Table 30a are as follows:

B Anadministrative review is generally compulsory in all surveyed economies before a taxpayer can seek legal
recourse. One exception concerns New Zealand where, if both the revenue body and the taxpayer agree, the
dispute can proceed directly to an external judicial body if the dispute would be resolved more efficiently by
doing so. In the vast majority of surveyed economies, the process is undertaken by the revenue body itself.
For some economies (e.g., Australia and New Zealand), the review is conducted by officers independent of
the original decision. For a small number of revenue bodies, further assistance can be provided by another
government body (e.g., in the Republic of Korea, the Tax Tribunal and Board of Audit and Inspection; and in
Thailand, the Commission of Appeal).
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Table 30a: Selected Features of Tax Disputes of Assessment or Rulings

Feature of Administrative Review (v where applicable)

Compulsory Legal Time Legal Time

before Court Organization(s) Limit to Request Limit to Resolve
Economy Availability Review in Charge Review Dispute
Australia v v Revenue * 60 days
Brunei Darussalam v v Revenue 30 days
Cambodia v v Revenue 30 days 60 days
China, People’s Rep. of v v Revenue 60 days 60 days
Hong Kong, China v v Revenue 1 month None
Indonesia v 4 Revenue 3 months 12 months
Japan v v Revenue 2 months*
Korea, Rep. of v v Revenue 90 days 90 days
Kyrgyz Republic v v Revenue 30 days 30 days
Malaysia v v Revenue 30 days 12 months
Maldives v v Revenue 30 days None
Mongolia v v Revenue None None
New Zealand 4 v Revenue 2 months None
Papua New Guinea v v Revenue
Philippines v v Revenue 15/30 days * 15/180 days **
Tajikistan v v Revenue 30 days 30 days
Singapore v v Revenue 30/21 days 6 months
Thailand v v Revenue 30 days 90 days

... = data not available.

* Australia - large corporate taxpayers eligible for an independent review of audit adjustments must request review within 10 days of receiving a
Statement of Audit Position.

* Japan - in addition, within 3 months for a reinvestigation request and 1year for a reconsideration request.
* Philippines: 15 days for preliminary assessment notice and 30 days for final assessment notice.

** Philippines: 15 days for revenue body to decide on taxpayer’s response to preliminary assessment notice; with respect to final assessment notice
there is no time limit on revenue body but taxpayer can seek court resolution after 180 days.

Sources: ADB survey responses and OECD Tax Administration 2015.

B The period of time taxpayers have to request an administrative review varies considerably across
economies. The minimum time reported was 30 days while the maximum extended out to 2 years; periods
of 30-60 days were frequently reported.

B The period specified in the law for revenue bodies to make a decision in relation to a request for
administrative view ranged from 30 days to 2 years. Six revenue bodies reported that their tax laws do not
specify any time limit.

B Around two-thirds of revenue bodies reported (one with qualification) that they can collect disputed tax
where a case is under administrative review or under court review.

B Specialized tax courts exist in relatively few economies (e.g., Indonesia and the Philippines).
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Table 30b: Selected Features of Tax Disputes of Assessment or Rulings

Feature of Administrative Review (v" where applicable)

Collection of Disputed Tax Is Possible during:

Revenue Body Can
Make Risk-Based There Is a Court Administrative
Economy Settlement Specialized in Tax Review Court Review
v v

Australia v

Brunei Darussalam 4 v v
Cambodia 4 v v
China, People’s Rep. of v v
Hong Kong, China v v v
Indonesia v

Japan v v
Korea, Rep. of

Kyrgyz Republic

Malaysia v

Maldives

Mongolia v v
New Zealand v Vb

Papua New Guinea v v v
Philippines 4 v v v
Tajikistan v v v
Singapore v v v
Thailand v v v

.. = data not available.

Note: The absence of a tick mark (v') means the feature is “not applicable” as per heading.

2 Ability to settle is exercised mostly after the taxpayer has filed challenge proceedings with external appellate body.
® There is a tribunal, but no appellate court.

Sources: ADB survey responses and OECD Tax Administration 2015.

3. Dispute Resolution Workloads

Table 31 sets out data reported by revenue bodies on the numbers of dispute cases finalized in 2011, 2012,
and 2013, along with the numbers of unfinalized cases at year end. Data were not reported by a few revenue
bodies. Within individual economies, further information is required to make observations with any acceptable
degree of confidence. Across the economies for which data are available, there are substantial differences in
the volumes reported, suggesting the possibility that the respective workloads reported relate to different stages
of the dispute resolution process.
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Table 31: Tax Disputes: Numbers of Cases Finalized and Unfinalized

Number of Cases Finalized during Year Number of Unfinalized Cases at Year End

Economy

Australia 24,513 33,272 32,642 4,693 5,565 4,430
Brunei Darussalam

Cambodia 37 6 45 26
China, People’s Rep. of

Hong Kong, China 66,186 70,365 70,120 26,689 28,986 31,165
Indonesia 16,130 15,790 14,286 9,384 8,569 9,161
Japan 8,463 7,478 6,904 3,580 3,486 3604
Korea, Rep. of 5,905 5,953 5,443 534 592 544
Kyrgyz Republic 196 336 373 9 41 67
Malaysia 101 215 265 19 51 125
Maldives 12 34 44 0 20 19
Mongolia 149 60 367 41 95 93
New Zealand 90 75 66 16 8 3
Papua New Guinea 217 283 271 336 102 130
Philippines 139 143 136 459 506 614
Singapore

Tajikistan 14,300 21,000 18,000

Thailand 1,019 644 289 433

... = data not available.

Sources: ADB survey responses and OECD Tax Administration 2015.

G. Collection of Tax Payments, Including Enforced Debt Collection

Tax laws typically prescribe the due date(s) and basis of computation for taxes to be paid, and it is generally the
responsibility of revenue bodies to specify the precise payment requirements: (i) when to pay, (i) who is to pay,
and (i) the methods available for making payments. To encourage the payment of taxes on time, tax laws also
generally provide an interest sanction for late payment and, in some cases, a penalty. Given the importance of
meeting government budget revenue targets, revenue bodies must also have effective processes for ensuring
the timely follow-up action in relation to overdue tax payments.

1. International Guidance on Good Practice

The features of tax system design and administration that contribute to achieving high levels of effectiveness
in collecting taxes are specifically addressed in the IMF’s diagnostic tool (TADAT). Advice offered on good
practices is summarized in Box 16.
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Box 16: Good Practices in Collecting Tax Obligations

Taxpayers are expected to pay taxes on time. Tax laws, regulations, and administrative procedures specify payment requirements,
including deadlines (or due dates) for payment, who is required to pay, and payment methods. Depending on the system in place,
payments due will be either self-assessed or administratively assessed. Failure by a taxpayer to pay on time results in imposition of
interest and penalties and follow-up action by the tax administration, including legal debt recovery action.

The desired outcome is more likely to be achieved when the following practices are in place:

v

AN

Collection systems that reduce the incidence of unpaid taxes, especially
e withholding of tax at source (e.g., for employment, dividend, and interest income); and

o advance payment regimes that ensure that the bulk of income tax payable by businesses is collected at regular intervals
(e.g., quarterly) during the year in which the income is earned.

Use of electronic payment methods.
An appropriate legal framework encompassing

o effective debt recovery powers (e.g., authority to close the business of a tax debtor, obtain a lien over assets, and collect
amounts owing from third parties);

e suitable late payment penalties and interest that are uniform across core taxes; and

e authority to grant time-payment arrangements to viable businesses with a good payment record, but which are
experiencing temporary cash flow problems.

Dedicated collection enforcement units with full-time specialist staff trained in collection techniques, customer (debtor)
relationships, and negotiation.

Use of outbound call centers and e-communication facilities to contact debtors during and outside regular business hours.
Active management of the arrears inventory by reference to value, age, and collectability of cases.

Prompt write-off of uncollectible arrears (e.g., where the taxpayer has no funds or other assets or cannot be located, or the
debt is not legally recoverable because of bankruptcy).

Special attention to new debts, given that the rate of recovery of tax arrears tends to decline as arrears get older.
Tax clearance required to gain access to government contracts, grants, and subsidies.

An information technology system that supports all aspects of the debt collection process. See the TADAT Field Guide for a
detailed description of these desirable features.

Source: IMF. 2015. Tax Administration Diagnostic Assessment Tool (TADAT) Field Guide. Washington, DC.

2.

Comparative Analyses of Powers of Enforcement
and Debt Collection Performance

For this series, aggregate tax debts are defined as the total amount of tax (including interest and penalties)
that is overdue for payment at the end of each fiscal period. By virtue of this definition, the overall level of
outstanding tax debts is intended to include tax debts for which collection has been deferred (e.g., as part of

an agreed payment arrangement).
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For this edition of the series, data were sought for aggregate year-end tax debts that include amounts that are
subject to dispute between taxpayers and the revenue body, and the aggregate amount of debt that excludes
disputed tax debts. This aspect of the survey caused difficulties for some revenue bodies for which it is not
the practice to separately identify and monitor the amounts of tax in dispute. Data were also sought in respect
of the number of tax debt cases at year end, and the aggregate amounts of tax debt written off in both 2012
and 2013. Revenue bodies were also requested to indicate the nature of powers available for the enforced
collection of taxes (using a menu of powers provided for survey purposes), to identify the range of payment
methods used, and, if possible, the extent of their usage in relative terms.

Data on debt inventories are summarized in Tables 33 and 34, while Tables 32a and 32b address the powers
available to assist in the enforced collection of taxes. Information reported in respect of payment methods
is set out in Chapter VIII. The key findings and observations with respect to these matters are summarized
immediately below.

3. Powers of Revenue Bodies

B The most commonly reported powers for enforced debt collection were (i) to grant taxpayer further time
to pay (17 revenue bodies), (i) to make payment arrangements (19 bodies), (jii) to collect from third parties
(16 bodies), (iv) to seize taxpayers’ assets (15 bodies), and (v) to offset tax debts against tax credits or
refunds (15 bodies).

B The least frequently reported powers were (i) the ability to close a business or cancel a business license,
(i) existence of provisions enabling denial of access to government services, and (iii) restricting overseas
travel by tax debtors.

B Revenue bodies reporting a more limited set of enforced debt collection powers were Brunei Darussalam;
the People’s Republic of China; Cambodia; Hong Kong, China; Japan; Indonesia; the Kyrgyz Republic;
New Zealand; and Thailand. However, for some of these bodies (e.g., both Hong Kong, China and Japan)
this does not appear to be a major limitation, given the good levels of payment compliance apparent from
other data reported (Table 33).

4, Tax Debt Inventories

B Many revenue bodies do not appear to have a good level of management information on their debt
inventories, in particular concerning the collection status of their tax debts.

B There are significant variations in the incidence of year-end aggregate debt (both with and without disputed
debts), reflecting substantial variations in rates of payment compliance and the incidence of disputes that
can delay the payment of tax debts.

B Revenue bodies reporting a high overall incidence of aggregate debt with a relatively large proportion of
disputed tax debts were Hong Kong, China and Papua New Guinea. However, for Hong Kong, China, the
incidence of disputed debt appears to be on a positive downward trend.

B Revenue bodies displaying a consistent downward trend in the level of debt (exclusive of disputed debt)
were Hong Kong, China; Malaysia; New Zealand; and Singapore.
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5. Tax Debts Written Off

B There is insufficient cross-country data available to make meaningful comparisons of the incidence of
tax debts written off or its trend over time. It is worth noting that the OECD’s Tax Administration Series
reports that for the OECD economies for which such data are available, it is not uncommon to see revenue
bodies in advanced economies writing off tax debts annually equivalent to 10%-20% of their year-end debt
inventory.

Table 32a: Enforced Tax Debt Collection Powers

Power Available to Revenue Body for Enforced Payment of Taxes (v where applicable)

Grant Restrict Ability Close

Further Collect Overseas to Seize Business Offset

Timeto | Make Payment | from Third | Travel by Debtors’ or Cancel Debits on
Economy Pay Arrangements Parties Debtors Assets License Tax Credits
Australia 4 v v v v v
Brunei Darussalam v v v
Cambodia v v
China, People’s Rep. of v v v v
Hong Kong, China 4 v v* v v
Indonesia v v v v v
Japan v v v v v
Korea, Rep. of v v v v v v v
Kyrgyz Republic 4 v v
Malaysia v v v v v v
Maldives v v v v v v
Mongolia v v v v
New Zealand v v v v v
Papua New Guinea v v v v v
Philippines v v v v v
Singapore v v v v v
Tajikistan v 4 v v
Thailand v v v

Note: The absence of a tick mark (v') means the feature is “not applicable” as per heading.

*Hong Kong, China—A departure prevention direction can only be sought from a district judge to prevent a delinquent taxpayer leaving Hong Kong,
China without paying taxes.

Sources: ADB survey responses and OECD Tax Administration 2015.
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Table 32b: Enforced Tax Debt Collection Powers

Economy

Australia

Power Available to Revenue Body for Enforced Payment of Taxes (v where applicable)

Obtain
Lien Over
Assets

Withhold
Government
Payments to

Debtors

Require Tax
Clearance for
Government

Contracts

Deny Access
to Certain
Government
Services

Impose Tax
Debts on
Company
Directors

Publish
Debtors’
Names

Initiate
Bankruptcy

Brunei Darussalam

Cambodia

China, People’s Rep. of

Hong Kong, China

Indonesia

Japan

Korea, Rep. of

Kyrgyz Republic

NI NN

Malaysia

Maldives

Mongolia

New Zealand

AN N NN

Papua New Guinea

Philippines

Singapore

Tajikistan

v

Thailand

v

ANIIRNIIRNIIEN

Note: The absence of a tick mark (v') means the feature is “not applicable” as per heading.

Sources: ADB survey responses and OECD Tax Administration 2015.
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Table 33: Year-End Tax Debt as a Share of Net Revenue Collections (%)

Total Year-End Tax Debt Total Year-End Tax Debt

(including disputed debt) as a Percentage of (excluding disputed debt) as a Percentage of

Total Net Tax Revenue Collected Total Net Tax Revenue Collected
Australia 10.1 10.5 10.7 5.2 55 57
Brunei Darussalam
Cambodia 30.0
China, People’s Rep. of
Hong Kong, China 40.8 324 29.1 49 4.2 4.0
Indonesia 13.0 85 8.4 6.0 0.8 1.2
Japan 3.7 35 31
Korea, Rep. of 3.0 31 34
Kyrgyz Republic 6.1 5.4 2.8 4.3 4.0
Malaysia 15.0 12.8 114 10.3 7.6 7.1
Maldives 3.6 6.2
Mongolia 19.9 17.0 13.4 4.1 4.0
New Zealand 10.3 10.3 9.2 9.4 9.1 8.2
Papua New Guinea 255 29.5 325 9.0 9.4 9.9
Philippines 28.3 24.6 6.5 5.7 10.9
Singapore 17 13 0.9
Taipei,China 115
Tajikistan 13.8 131 15.2
Thailand 6.8 0.9 1.0

... = data not available.

Sources: ADB survey responses for current and prior series and OECD.
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Table 34: Debts Written Off and Number of Debt Cases

Number of Tax Debts Written Off Number of Debt Cases at Year-End Tax (000’s)

Economy

Australia 3,849 2,617 4,600 1,487 1,469 1,620 1,670
Brunei Darussalam

Cambodia 343 406

China, People’s Rep. of 545

Hong Kong, China 554 497 518

Indonesia 28,075

Japan 130,919 4,111 4,034 4,021 3,857
Korea, Rep. of 7,880,400 744 805 798 838
Kyrgyz Republic 12 12 29 66
Malaysia 791 921 530 1,083 996 1,050 973
Maldives 0.111 0.082 0.175 1.9
Mongolia 120 121

New Zealand 737 849 925 257 264 280 293
Papua New Guinea 5 7 13 12 9 9
Philippines 4,518 14,690 4,800 50 59 68 70
Singapore

Taipei,China 946 754

Tajikistan 5 4 5 6
Thailand 17,454 3,988 1,684 01 0.1

... = data not available.

Sources: ADB survey responses for current and prior series and OECD.



evelopments in information and communication technology (ICT) over recent decades have presented

many opportunities for revenue bodies to improve their overall performance in terms of increasing

government revenue, improving efficiency, and enhancing the quality of services delivered to taxpayers,
while at the same time reducing their compliance burdens. While the attention of revenue bodies was initially
focused on computerization of routine tax administration processes (e.g., taxpayer registration and revenue
accounting), more recent advances in the use of ICT have seen a range of new opportunities for revenue bodies
to further automate much of their work. For example,

B comprehensive websites that can provide a large range of information and transaction services, and online
forms and calculators for taxpayers;

B systems for the electronic filing of tax returns for the major taxes, and for the electronic payment of taxes;

B automated systems and processes for exchanging taxpayer data between businesses, government bodies,
and revenue bodies; and

B systems that, subject to security safeguards, provide taxpayers with online access to their own personal
taxpayer information (e.g., registration and accounting details).

However, while the range of such opportunities continues to grow, successful harnessing of these opportunities
presents numerous challenges for revenue bodies, their staff, and taxpayers. As observed in a recent ADB
publication:”

“Leveraging information and communication technologies (ICTs), in particulat, for the modernization of
publicadministration and service delivery has received wider attention fromgovernments and donor agencies.
Governments have benefitted substantially by adopting ICT to minimize the time, cost, and resources used
in administration and service delivery, which has led to enhanced convenience, transparency, and trust in
public service delivery. At the same time, public sector ICT projects have received criticism for not being able
to deliver the desired results and/or leading to unproductive investments in ICT systems and infrastructure
without much enhancement in the quality of service delivery. The experiences of ICT investments have been
diverse, and many factors—such as strategic planning, commitment from the government, ICT maturity
levels among stakeholders, acceptance of the systems within and outside the government, and technological
complexities—have influenced the outcomes of these projects.”

The referenced work makes a number of recommendations for revenue bodies, especially those in developing
economies that are in an early stage of developing modern ICT applications and gives particular emphasis to the
following factors:

(i)  theimportance of proper planning and prioritization for IT investments;

(i) standardization of work processes;

3 ADB. 2014. Tool Kit for Tax Administration Management Information Systems. Manila. p. 1.
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(i)  instituting strong governance structures; and

(iv) starting small, and implementing full scale only as the realization of the potential benefits of the
application in question becomes more certain.

A. Revenue Bodies’ Plans for the Development of Electronic Services

As acknowledged above, the successful implementation of enhanced electronic services requires resources and
a range of carefully executed actions to be undertaken. Critically, revenue bodies require a carefully developed
plan of action with priorities clearly identified and properly sequenced. For this series, revenue bodies were
asked whether they had a formal strategy or plan for improving the range and quality of electronic services
to taxpayers and their representatives and, where this was the case, to indicate the five most important areas
receiving attention from a specified menu of capabilities. Survey responses in this regard are summarized in
Table 35, the key findings and observations concerning these responses being as follows:

B Allrevenue bodies reported having a formal plan for improving the range and quality of their services over
the medium term.

B The most commonly reported areas of planned development were
O online or electronic filing of tax returns for the major taxes (20 revenue bodies),
O online or electronic tax payments for the major taxes (13 revenue bodies),

enhanced web sites that include more information and applications) (12 revenue bodies),

other new online or electronic transactions (10 revenue bodies),

integrated taxpayer accounts (8 revenue bodies), and

O o o O

enhanced data capture methods (8 revenue bodies).

B. Use of Electronic Filing for Major Taxes

As observed in the prior edition of this series, electronic tax return filing systems are arguably one of the most
visible IT-based taxpayer services available to taxpayers. For many personal taxpayers, submission of annual
income tax returns where required is the most significant contact with the revenue body, and a system enabling
taxpayers to submit their tax returns electronically can benefit them as well as revenue bodies. Similarly,
businesses can also benefit from systems of electronic filing for the major taxes they are responsible for, in
particular the corporate income tax (CIT) value-added tax (VAT), and employees’ personal income tax (PIT)
withholdings.

The priority given by many revenue bodies to implementing systems of electronic filing can largely be explained
by the significant potential benefits that can be realized from systems that are well designed and used widely by
taxpayers and their representatives. These include the following:

()  Reductions in taxpayers’ compliance burden. For example, returns can be completed online, and
taxpayers do not have to waste time obtaining paper returns and instructions. Similarly, refunds of
overpaid taxes can be delivered more quickly than when paper documentation systems are used.
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(i) Improved data quality (i.e, many data items can be validated as they are input by taxpayers, meaning that
the quality of data transmitted is of a higher standard).

(i)~ Reductions in revenue bodies’ operational costs (e.g., considerably fewer staff are required to process
electronically filed returns).

(iv)  Improved overall management of the tax system (e.g., taxpayer records can be updated more quickly,
and management information can be more readily compiled and shared).

Table 35: Strategic Priorities for Increasing Use of Online Services

Type of Electronic Service (v where applicable)

Website | Integrated | Other | Enhanced

Prefilled Online Service Taxpayer Online Data
Economy Returns | Payment | orTools | Accounts | Services | Capture
Australia v v v v v v v v
Brunei Darussalam v v v v
Cambodia 4 v v
China, People’s Rep. of No specific priority areas reported
Hong Kong, China v 4
Indonesia v v v
Japan v v v
Korea, Rep. of v v v
Kyrgyz Republic v v v v
Lao PDR
Malaysia v v v v
Maldives 4 v v v
Mongolia v v v v
New Zealand v v v v v
Papua New Guinea v 4 v
Philippines v v v v
Singapore v v v
Tajikistan v
Thailand v v v v v

Lao PDR = Lao People’s Democratic Republic.
Note: The absence of a tick mark (v) means the type of service is not a priority.
Sources: ADB and OECD survey responses.
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C. Achieving Success with Electronic Filing

Experience from many economies suggests that successfully implementing systems of electronic filing can
present many challenges for revenue bodies, particularly those with limited ICT experience. As a result, it can
take quite a few years’ effort to achieve substantial progress with their use by taxpayers. Box 17 outlines the
findings of studies made by the OECD in this area.

D. Use of Electronic Tax Return Filing in 2013

For this series, revenue bodies were requested to report the take-up rates achieved with their electronic filing
systems for PIT, CIT, and VAT in 2013, and to identify any planned developments. Table 36 sets out the take-
up rates reported, and includes prior series’ data for 2011 to indicate the changes that have occurred. The key
findings and observations in this regard are as follows:

S

Personal Income Tax

Generally speaking, revenue bodies in most advanced economies have made substantial progress with the
implementation of electronic filing, although for many this has resulted only after many years of promotion
and refinement of the service offered.

There s significant potential for revenue bodies in many developing economies to make substantial progress
with electronic filing; Mongolia and Thailand are two economies in which rapid advances have been made
in recent years.

Corporate Income Tax

Generally speaking, revenue bodies in most advanced economies have made substantial progress with the
implementation of electronic filing, although for many this progress has resulted only after many years of
experience.

Revenue bodies in a number of developing economies (e.g., Malaysia, Mongolia, and Thailand) have made
rapid advances with electronic filing in recent years. Internationally, many revenue bodies have achieved
success with electronic filing by mandating, following government support, its use for larger businesses.

Thereis significant potential for revenue bodies in many developing economies to make substantial progress
with electronic filing for the CIT.

c¢. Value-Added Tax

Generally speaking, more progress has been made with the electronic filing of VAT returns, in some cases
assisted by mandating its use by larger businesses. Revenue bodies in emerging economies that have made
significant progress include Indonesia; Mongolia; Taipei,China; and Thailand.
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All Taxes

B The Maldives reported that e-filing commenced in December 2014, and that its strategic priorities for the
period 2015-2019 include enabling online payment and filing for all taxes, ensuring that at least 75% of tax
returns are filed online, and that 50% of payments are made online. Papua New Guinea also reported that
use of electronic filing commenced in 2014.

Box 17: Achieving Success with Electronic Filing: What the Experience Shows

Studies carried out by the OECD’s Forum on Tax Administration in both 2006 and 2010 provide some useful insights and
suggestions for revenue bodies considering the use of systems of electronic filing or that are in the early stages of implementing
such systems:

v Focus on the quality of the electronic filing services to be offered: Important lessons learned concerning the design of
e-filing services include the following: (i) the range of electronic filing services being offered should have a common “look”
and “feel”; (ii) the services should be relatively easy to access and not too complex to use; (iii) the service options should be
sufficiently personalized or differentiated to make them attractive to use; (iv) the service should not entail an excessive level
of rework; and (v) registration and security requirements should be relatively simple to use and low cost.

v Support the delivery of electronic filing services: Potential users of e-filing services expect that the revenue body will have
online and telephone help capabilities available at peak filing times to quickly resolve any issues that arise; users are also more
confident when they receive confirmation that their electronic transmissions have been received by the revenue body.

v/ Optimize data needs: Critically review all return information requirements when designing electronic returns in order to
simplify the burden on taxpayers and the design of the electronic transactions—avoid simply automating burdensome
paper-based processes!

v Sell the product! Revenue bodies that have achieved a relatively high take-up of electronic services typically applied a multi-
faceted set of strategies to promote usage by taxpayers.

v/ Aim to maximize reach of messages: Information campaigns using a variety of channels should be an essential component
of the strategy of revenue bodies.

v Encourage use: Incentives (e.g, faster refunds of overpaid taxes and longer return filing periods) appear to be very effective in
encouraging increased take-up, particularly for the personal income tax.

v Engage key stakeholders: Tax professionals, who prepare a large share of tax returns in some economies, are seen as
critical stakeholders in the effective operation of electronic filing systems, suggesting the need for close collaboration in the
development and operation of these systems.

v Recognize limitations of potential users: Revenue bodies that have implemented successful mandatory electronic filing
arrangements have typically targeted larger businesses and taken a cautious “softly, softly approach” in the early years when
using these arrangements.

Sources: OECD Forum on Tax Administration Paris. 2006. Strategies for Improving the Take-up Rates of Electronic Services.
www.oecd.org/ctp/administration/36280699.pdf; and OECD Forum on Tax Administration. 2010. Survey of Trends

and Developments in the Use of Electronic Services for Taxpayer Service Delivery. p. 41. www.oecd.org/ctp/administration/
surveyoftrendsanddevelopmentsintheuseofelectronicservicesfortaxpayerservicedelivery.htm
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Table 36: Rates of Electronic Tax Filing for the Major Taxes (2011 and 2013)

Percent of Total Number of Returns Filed Electronically

Personal Income Tax Corporate Income Tax Value-Added Tax

Economy 20M 2013
Australia 92 93 92 88 54 59

Brunei Darussalam ----No PIT in place---- 51 ----No VAT in place----
Cambodia 0 0 0 0 0 0

China, People’s Rep. of

Hong Kong, China 14 15 <1 <1 ----No VAT in place----
Indonesia <1 5 57

Japan 44 50 58 64 53 63

Korea, Rep. of 87 91 97 98 79 83

Kyrgyz Republic 0.6 0.33 3 8 37 15

Malaysia 69 83 49 76 ----No VAT in place----
Maldives ----No PIT in place---- 0 0 0 0

Mongolia 76 80 96 92

New Zealand 71 83 80 87 28 48

Papua New Guinea 0 0 0 0 0 0

Philippines <1 1 9 14 12 16

Singapore 96 97 63 69 100 100

Taipei,China 82 98 94

Tajikistan 0 0 0 0 0 0

Thailand 45 34 10 75 14 69

.. = data not available.
Sources: ADB survey responses and OECD Tax Administration 2015.

E. Use of Electronic Payment Methods for Collecting Taxes

The payment of taxes is another important and significant work stream between taxpayers (particularly
businesses) and revenue bodies, and one where the use of ICT can deliver significant benefits to taxpayers,
revenue bodies, government, and the financial sector. For taxpayers, there can be significant costs in visiting
a revenue office (or its agent such as a bank) during business hours to make a payment of tax. Even paying by
mailed checks presents a fair compliance cost to the taxpayer. For payments made in either of these ways, there
is also the cost of manually processing these payments, and there can be a time delay before a taxpayer’s account
is updated. On the other hand, payment methods that are fully electronic have been shown to be significantly
less costly to administer, and typically enable quicker updating of taxpayers’ accounts.

Historically, virtually all revenue bodies provided in-person payment services or promoted the use of mailed
payments by check. In this series, such payment methods are referred to as non-electronic payment methods.
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However, over time with the advent of computerization, it became more cost effective for revenue bodies to use
third parties such as banks to collect tax payments, with relevant payment data being transmitted electronically
to them by banks to update taxpayers’ records. This series refers to this latter set of payment methods as partially
electronic payment methods. A more recent development is fully electronic payment methods, in which taxpayers
make their own payments online (or arrange for this to be done automatically via their bank with a direct-debit
type of arrangement). Studies undertaken thus far clearly indicate that fully electronic payment methods are
by far the most cost-effective means of collecting tax payments.

Table 37: Tax Payment Methods Available and Volume Usage in 2013

Type of Payment Method (" where applicable) and
Percentage Share in Total Number of Payments (where known)

Non Electronic Partially Electronic Fully Electronic

Mailed In-Person Agency Phone Payment
Economy Check at Office Payment Bankmg Internet Direct Debit Kiosk

Australia v (8) v (19) v (1) v Q2

Brunei Darussalam v v v v v

Cambodia v v

China, People’s Rep. of v v v v v v

Hong Kong, China v (6) v (38) v (17) -V (31)---- v (8)
Indonesia v v

Japan v'(75) v (2) v'(15)

Korea, Rep. of v(5) v (60) v (<1) v (25) v (4) v (6)
Kyrgyz Republic 4 v v v
Malaysia 4 v (51) v (43) v v (6) v v
Maldives v/(100)

Mongolia v v(in2014) | v(in2014) = v/(in2014)

New Zealand v'(26) v | e vV (70)--------

Papua New Guinea v'(20) v (70) v (5) v (5)

Philippines v (<1 v'(93) v (7)

Singapore v(12) v (7 - (10)--- v (50) v (17) v (5)
Taipei,China v v v v

Tajikistan

Thailand v (70) v (<1) v(29)

.. = data not available.
Note: The absence of a tick mark (v') means method is not available.
Sources: ADB and OECD survey responses.
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a. Use of Electronic Tax Payment Methods in 2013

For this series, revenue bodies were asked to identify the payment methods used (from a menu of payment
methods) and to provide an indication of their relative degree of usage (Table 37), the key observations and
findings in this regard being set out below.

F.

While many economies report the use of a comprehensive suite of electronic and non-electronic payment
methods, quite a number do not appear to have knowledge of the level of use of each method, thereby
limiting their understanding and knowledge of taxpayer practices and the costs and value of their respective
methods.

Around half of revenue bodies surveyed reported the use of in-person at-office payment methods in 2013
which, as already indicated, are generally the most costly payment method used for collecting taxes. For a
few economies (e.g., Malaysia, the Maldives, Papua New Guinea, and Thailand), the reported volumes of
such payments were relatively high.

Very high rates of usage of fully electronic methods were reported by a number of advanced economies
(i.e,, Australia, New Zealand, and Singapore).

The Maldives and Mongolia both reported that new online payment services were implemented in 2014
or 2015, while Papua New Guinea reported that more taxpayers made direct debit payments in 2014
and 2015 than previously.

Further Reading

Revenue body officials and others wishing to locate further material on developments with the use of technology
by revenue bodies for improving service delivery may be interested in the following reports prepared by the
OECD Forum on Tax Administration (FTA) in 2016 and 2014, both of which have been posed to the FTA website
at https://www.oecd.org/tax/forum-on-tax-administration/publications-and-products/service/

Name of Report Content

)

Technologies for Better Tax Administration This report looks at effective e-service provision by tax administrations.
- A Practical Guide for Revenue Bodies It summarizes eight critical areas, and explores big data management and
portals, as well as natural systems, in detail.

* Advanced Analytics for Better Tax This report highlights the key opportunities and challenges in establishing,
Administration - Putting Data to Work operating, or improving advanced analytics functions in tax administrations.
* Increasing the Use of Self-Service Channels This report explores the strategies revenue bodies can use to improve take-up

of self-service channels in the context of a proposed future service experience
for individuals, businesses, and tax intermediaries.

Managing Service Demand - A Practical This book provides guidance on a whole-of-revenue body approach for
Guide to Help Revenue Bodies Better Meet managing service demand effectively. It sets out a possible model for
Taxpayers’ Service Expectations governance arrangements based on leading revenue body practice—in this case

the Australian Taxation Office. It also sets out practical steps in the form of a
step-by-step framework to support revenue bodies in their efforts to better
identify, analyze, and address the causes of service demand.




he system of tax administration in all economies is underpinned by legislative provisions that define the

administrative framework for collecting taxes. Included are elements such as taxpayers’ rights, return

filing and tax payment obligations, withholding and reporting regimes, powers of access to information
and enforced debt collection, and sanctions for noncompliance. The specific elements covered briefly in this
chapter are (i) taxpayers’ rights and obligations, (ii) access to tax rulings, (iii) withholding and reporting regimes
for the personal income tax, and (iv) tax offenses (including the use of voluntary disclosure policies).

A. Taxpayers’ Rights and Obligations

Citizens in all democratic societies have a number of basic rights and obligations in relation to their government
and its agencies. This applies to the operation of the tax system and most countries have elements of legislation
governing taxpayers’ obligations and, ideally, their rights.

1. International Guidance and Practice

Given the importance of taxpayers’ rights to the smooth functioning of the tax system, international bodies
involved with promoting better tax administration have actively encouraged the idea of revenue bodies having
a comprehensive set of taxpayers’ rights (and obligations) that are transparent and actively promoted to the
taxpayer population at large. Examples including the following:

B In 2003, the OECD’s Committee on Fiscal Affairs approved the publication of a practice note entitled
Taxpayers’ Rights and Obligations." This note identified a core set of taxpayers’ rights and obligations that
might generally be regarded as universally applicable, and presented these in the form of an illustrative
Taxpayer Charter. The note concluded by encouraging revenue bodies to develop a similar charter if they
had not already done so.

The core set of rights and obligations suggested are set out below:

Taxpayers’ Rights Taxpayers’ Obligations

*  Your right to be informed, assisted, and heard *  Your obligation to be honest
* Your right of appeal * Your obligation to be cooperative
* Your right to pay no more than the correct amount of tax * Your obligation to provide accurate information and

* Yourright to certainty documents on time

+ Yourright to privacy * Your obligation to keep records

*  Your right to confidentiality and secrecy * Your obligation to pay taxes on time

B The IMF’s Manual on Fiscal Transparency also recognizes the importance of taxpayers’ rights, and its
guidance explicitly emphasizes specific rights, including confidentiality, appeal, proper notice of liabilities,
explanations of legal and administrative decisions, and representation.”

* OECD.2003. Taxpayers Rights and Obligations. Paris.
' IMF.2007. Manual on Fiscal Transparency. Washington, DC: International Monetary Fund.
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Today, revenue bodies in many economies administer a set of taxpayers’ rights and make these transparent in a
variety of ways, including by way of a taxpayer service or customer charter. An example drawn from Hong Kong,
China’s Inland Revenue Department is set out in Box 18.

Box 18: Hong Kong Inland Revenue’s Taxpayer Charter

Your Rights as a Taxpayer

v/ Tax Liability: You only have to pay the amount of tax due under the law.
v/ Courteous Treatment: You are entitled to courteous treatment in your dealings with us.

v Professional Service: You are entitled to receive our service in a timely manner in accordance with our pledged standards. You
can expect assistance from us to help you understand and meet your tax obligations. You can expect us to act in an impartial,
professional, and fair manner.

v/ Privacy and Confidentiality: You are entitled to expect that the information you provide us will be used only for purposes the
law allows; that it will not be disclosed to anyone, except as authorized by law.

v Access to Information: You are entitled access to your own tax information held by us as permitted by the law.

S

Bilingual Service: You are entitled to our service in Chinese or English, at your choice.
v Complaints and Appeals: If you are not satisfied with our service, you have the right to give comments and complain to us
or to the Ombudsman. If you disagree with the amount of your tax assessment, you have the right of objection and appeal.

Your Obligations as a Taxpayer

v/ Honesty: You should be honest in your dealings with us.

v Lodgment of Returns, Documents, and Information: You should file correct returns and documents and provide complete
and accurate information within time limits specified.

S

Tax Payment: You should pay your tax due on time.

<

Record Keeping: You should keep sufficient records to enable your tax liability to be ascertained accurately.

v Keeping IRD Posted: You should keep us informed upon change of business or correspondence address.

Source: Hong Kong Inland Revenue website (July 2015).

Hong Kong, China’s revenue body complements its charter with a performance pledge that sets out the
standards of service it aims to achieve for 25 specific types of services, and publishes the results it achieves in
an annual report of its performance pledge. Examples of specific services, the performance targets set, and the

actual results achieved in recent years are set out below:

Actual Achievement
Service Standard Target (%) 2014-2015 2013-2014

Counter enquiries 99.5 99.2
+ attended to within 10 minutes (in peak times)

Telephone enquiries 80 87.2 88.4
* answered within 3 minutes (in peak period)

Written enquiries - simple matters 95 99.9 99.9
* replied within 7 working days

Written enquiries - technical matters 98 99.9 99.9
* replied within 21 working days

Source: Annual Report on Performance Pledge 2014-15, Hong Kong Inland Revenue.
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For this series, revenue bodies were asked to indicate whether they had a set of taxpayers’ rights codified in the
law or elaborated in administrative documents (e.g., a taxpayer or service charter). As indicated in Table 38, just
about all surveyed revenue bodies reported that their tax laws codify a set of taxpayers’ rights, while many also
reported that these rights were elaborated in administrative documents that can be made available to taxpayers.

Table 38: Taxpayers’ Rights and Selected Features of the Revenue Rulings System

Features (v where applicable)

Rights are Formalized in: Public Rulings Are: Private Rulings Are:

I
Economy Laws Documents Binding Binding
Australia v v v v v v
Brunei Darussalam v v
Cambodia v v v v

China, People’s Rep. of v

Hong Kong, China v v v v
Indonesia v v v

Japan v v v v

Korea, Rep. of v 4 v v v v
Kyrgyz Republic v v v v

Malaysia v v v v v v
Maldives v v v v

Mongolia v v v v v

New Zealand v v v v

Papua New Guinea v v

Philippines v v v v

Singapore v v v v v

Taipei,China

Tajikistan v v v v

Thailand v v v v v v

... = data not available.
Note: The absence of a tick mark (v') means the feature is not applicable.
Sources: ADB survey responses and OECD Tax Administration 2015.

2. Access to Tax Rulings

Tax laws are invariably complex for many taxpayers. This presents challenges for both taxpayers and revenue
bodies. On the one hand, taxpayers may be uncertain how the tax laws apply to their circumstances or in relation
to particular transactions they are contemplating. Those wishing to fully comply with their obligations require
a degree of certainty in order to be confident they are not exposed to the prospect of a subsequent dispute or
penalties.
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For their part, revenue bodies seeking to improve overall compliance with tax laws are likely to find it valuable to
clarify application of the law in relation to those areas of the tax law that have been wrongly interpreted by large
numbers of taxpayers or are otherwise being abused, with significant negative consequences for tax revenue
collections. These mutual interests in ensuring certainty in the laws’ application have led to the emergence of
practices that entail the preparation and issue of public and private tax rulings in many economies. For some,
these rulings are binding on the revenue body. Box 19 briefly outlines the advance ruling system administered
by the Republic of Korea’s National Tax Service.

Box 19: The Republic of Korea’s Advance Ruling System

Purpose and Background

The National Tax Service (NTS) introduced the Advance Ruling System in October 2008 to provide clear and expected rulings
with regard to a specific transaction of a taxpayer’s business, provided that a ruling is requested by the legal due date for tax return
filing with the disclosure of the taxpayer’s identity, and the specific facts and circumstances of the transaction in question. The NTS
Advance Ruling System aims to help eliminate tax uncertainties faced by business enterprises, enhance predictability of tax matters,
and encourage active business investments, and thereby contribute to fostering a business-friendly tax environment for enterprises
conducting businesses in the Republic of Korea.

Application Requirements: Only business taxpayers (including those who may assume a tax responsibility from future business
transactions) as defined in the Republic of Korea’s VAT Act, Individual Income Tax Act, and Corporate Income Tax Act are eligible
to apply for an advance ruling. As an exception, non-residents and foreign corporations without permanent establishment in the
Republic of Korea are also eligible for application. Advance rulings are provided only to taxpayers who request a ruling on tax
matters with regard to a specific transaction of their business, where such a transaction could be objectively verified with relevant
documents that it has actually occurred or will occur in the near future. Applications in relation to any of the following matters,
however, are excluded from consideration for an advance ruling: (i) requests which involve application of the Tax Law that is not
relevant to the taxpayer; (i) requests which require judgment of facts and circumstances involved; (iii) requests regarding assumed
facts; (iv) requests which involve transactions that have violated laws or have concerns for violation; (v) requests which have been
submitted after the application deadline; and (vi) requests which appear to have been applied for means of tax evasion or tax
avoidance.

Application Method: An advance ruling request must be filed by the taxpayer on the required advance ruling application form with
the NTS by the relevant legal filing date. Alternatively, the taxpayer may authorize a tax representative (i.e., certified tax accountant,
certified public accountant, lawyer) to file an advance ruling request on his or her behalf. At the time of an advance ruling request
submission, the taxpayer must submit relevant materials necessary to verify facts and circumstances involved, and examine the
appropriateness of such a request. Where the NTS determines that additional materials are necessary, and subsequently requests
for such materials, the taxpayer must promptly submit the requested materials.

Source: National Tax Service. Annual Report 2015. p. 32.

For this series, revenue bodies were requested to indicate whether they provide public and private rulings and,
if the case, whether such rulings were binding on the revenue body. Table 38 sets out their responses, the key
findings of which are as follows:

B With two exceptions (e.g., Brunei Darussalam and the People’s Republic of China [PRC]), all revenue
bodies reported the operation of a public rulings system. Where applicable, most reported that such
rulings were generally binding on the revenue body.

B The ability to obtain a private ruling that was binding on the revenue body was less common, and is not a
feature of the tax system in Cambodia, the PRC, Indonesia, the Maldives, or Tajikistan.
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B. Withholding and Reporting Regimes for Personal Income Tax

It has become largely a principle of modern tax system design that the most efficient and effective means of
collecting taxes on personal income is through comprehensive use of tax withholding arrangements. Imposing
the obligation on intermediaries such as employers and financial institutions to withhold tax from income paid
to payees generally ensures that the vast bulk of tax due on such income is paid to government in a timely
manner, and that taxpayers generally meet their tax obligations in respect of such income. In practice, the use of
withholding is just about universal for employment income, while its use for other categories of income such as
dividends and interest is also quite extensive. The benefits of withholding mechanisms are particularly important
to developing and emerging economies where the level of tax morale and understanding may be low, and most
taxpayers are not required to file annual tax returns.

In practice, withholding regimes vary considerably in their design to take account of a variety of tax policy
choices (e.g., the tax rate structure in place, final or creditable withholdings, residency, and annual assessment
requirements). These factors, coupled with the fact that some intermediaries will be tempted to avoid their
tax withholding obligations, mean that revenue bodies must be prepared to provide adequate education and
support services, as well as be vigilant to noncompliance behavior that requires an administrative response.
This latter requirement generally sees revenue bodies undertake a program of risk-based compliance checks on
withholding agents to ensure that the laws are being properly applied.

Withholding regimes are also often accompanied by a system of third party reporting to the revenue body.
This is particularly important where the tax withheld at the source is creditable (i.e., not final) and applied
in the tax assessment process. Such reporting provides the revenue body with relevant payee identity and
income information that can be used in a variety of ways (e.g,, to detect income omitted from tax returns and to
identify late filers and persons who have failed to register for tax purposes). In some advanced economies (e.g.,
Australia and Singapore) the data are used to prepare prefilled tax returns (or their equivalent) that are sent to
taxpayers for their review.

Features of the withholding regimes in place for employment income and other income categories are set out
in Tables 39 to 41, as reported in survey responses or obtained from research (e.g., International Bureau of
Fiscal Documentation). The key observations in this regard are as follows:

1. Employment Income

B Cumulative regimes are widely used in developing economies, with the objective of limiting the numbers of
employees who are required to file an annual tax return.

B Inafew economies such as Hong Kong, China and Singapore, tax withholding at source on employment
income is not used, and employees must make their own advance payments and file an annual tax return.

B Employers are generally required to withhold taxes and remit payments to the revenue body on a monthly
basis. However, in a few economies (e.g., Australia and New Zealand) payments are required from very
large employers on a weekly or fortnightly basis.

B To reduce the administrative burden of small businesses, a few revenue bodies (i.e., Australia, Japan, and
the Republic of Korea) permit less frequent remittance of withholdings (e.g., on a quarterly or semiannual
basis).
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2. Other Categories of Income

B Around two-thirds of the revenue bodies surveyed reported that tax withholding provisions apply to
prescribed categories of interest and dividend income, with relevant income and taxpayer identity
information being reported to the revenue body. In Australia, tax need only be withheld by payers in the
absence of a taxpayer identifier.

B Withholding and reporting obligations were far less prevalent for other categories of income (i.e., rents and
prescribed business income). However, the Philippines makes extensive provision of withholding for a large
variety of miscellaneous income types.

Table 39: Employer (Personal Income Tax) Withholding Obligations

Payment Frequency (by size of employer
Type of Withholding Y a y (by ployer) Reporting

Economy Regime Medium Frequency
Australia Noncumulative Weekly Monthly Quarterly Annual
Brunei Darussalam No personal income tax in place

Cambodia Noncumulative Monthly Monthly Monthly

China, People’s Rep. of Cumulative Monthly Monthly Monthly Varies
Hong Kong, China |  ===mmmmn No withholding on employment income --------- Annual
Indonesia Cumulative Monthly Monthly Monthly Annual
Japan Cumulative Monthly Monthly Semi-annual Annual
Korea, Rep. of Cumulative Monthly Monthly Semi-annual Annual
Kyrgyz Republic Noncumulative/flat rate Monthly Monthly Monthly

Malaysia Cumulative Monthly Monthly Monthly Annual
Maldives | e No personal tax on employment income---------

Mongolia Cumulative Monthly Monthly Monthly Annual
New Zealand Cumulative Twice monthly Monthly Monthly Monthly
Papua New Guinea Cumulative Monthly Monthly Monthly

Philippines Cumulative Monthly Monthly Monthly

Singapore | —emmmee No withholding on employment income of residents--------- Annual
Tajikistan Cumulative

Thailand Noncumulative Monthly Monthly Monthly Monthly

... = data not available.
Sources: ADB survey responses, OECD Tax Administration 2015, and International Bureau of Fiscal Documentation database.
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Table 40: Withholding and Reporting Regimes for Income of Resident Taxpayers (2013)

Type of Income Subject to Withholding (W) or Reporting (R) for Resident Taxpayers

Prescribed
Economy Employment Dividends Interest Business
Australia W, R R R - -
Brunei Darussalam No personal income tax in place
Cambodia W,R W,R W,R W,R -
China, People’s Rep. of W W W - -
Hong Kong, China R - - - R
Indonesia W, R W, R W, R W, R W, R
Japan W, R W, R W, R R W, R
Korea, Rep. of W, R W, R W, R R W, R
Kyrgyz Republic W, R - - R R
Lao PDR W,R W,R W,R - -
Malaysia W, R - - - R
Maldives No personal income tax in place
Mongolia W, R W, R W, R - -
Myanmar W, R - - - -
New Zealand W, R W, R W, R - W, R
Papua New Guinea W, R W, R W, R R W, R
Philippines W,R W,R W,R W,R W,R
Singapore R - - - -
Taipei,China W - W
Tajikistan W, R W, R W, R - -
Thailand W,R W,R W,R W,R W,R

... = data not available., - = not applicable, Lao PDR = Lao People’s Democratic Republic.
Sources: ADB survey responses and OECD Tax Administration 2015.

C. Tax Offenses

Tax laws typically include provisions setting out sanctions for various offenses of noncompliance (e.g,, failure
to file returns and pay taxes on time, and failure to correctly report tax liabilities). Sanctions are intended
to act as a deterrent to noncompliance and to punish offenders. Historically, a tax-by-tax approach to tax
administration often led to a situation in which there was a separate set of sanctions for each tax, sometimes
resulting in different sanctions being applied by revenue bodies across taxes for the same offense. Over time,
the inconsistency inherent in this approach was recognized, and it was accordingly decided to standardize and
streamline the sanctions regime in place by adopting a common administrative framework for all tax offenses.
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Table 41: Withholding and Reporting Regimes for Income of Non-Resident Taxpayers (2013)

Type of Income Subject to Withholding (W) or Reporting (R) for Non-Resident Taxpayers

Economy Employment Dividends Interest Prescribed Business
Australia W, R W, R W, R - W, R
Brunei Darussalam No PIT in place

Cambodia W, R W, R W, R W, R -
China, People’s Rep. of W W W - -
Hong Kong, China R - - - W, R
Indonesia W W W W W
Japan W,R W,R W, R W,R W,R
Korea, Rep. of W, R W, R W, R R W, R
Kyrgyz Republic W, R W, R W, R - -
Lao PDR W W W

Malaysia W, R - W, R W, R W, R
Maldives No PIT in place

Mongolia W, R W, R W, R - -
Myanmar W, R - - - -
New Zealand W,R W,R W,R - W,R
Papua New Guinea W, R W, R W, R R W, R
Philippines W, R W, R W W, R W, R
Singapore W, R - W, R W, R W, R
Taipei,China W, R - W - -
Tajikistan W, R W, R W, R W, R W, R
Thailand W,R W,R W,R W,R W,R

... = data not available, - = not applicable, Lao PDR = Lao People’s Democratic Republic.

Sources: ADB survey responses and OECD Tax Administration 2015.

This chapter focuses on the offense of taxpayers failing to properly declare their tax liabilities. It also addresses
the issue of voluntary disclosures, as policies of this nature are used by some revenue bodies, either periodically
or as a permanent or ongoing feature of their administration, to encourage the correct reporting of tax liabilities,
thereby reducing the requirement for costly verification programs. Tables 42 and 43 set out survey responses in
this regard, while the summarized key findings and observations are as follows:

B The vast majority of surveyed revenue bodies reported having a common penalty framework for their
major taxes.

B Threerevenue bodies (i.e., Japan, the Maldives, and Papua New Guinea) reported that taxpayers’ degree of
culpability is not a factor addressed when imposing penalties.
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B Less than one-third reported having the authority to publish the details of detected offenders as a general
deterrent to the underreporting of tax liabilities.

B Less than half of surveyed revenue bodies are permitted under the terms of their existing tax laws to offer
reduced penalties or some other inducement for voluntary disclosures, while an even smaller proportion
have a policy in place to do so.

B Revenue bodies in a number of advanced and emerging economies (e.g., Malaysia and Singapore) have
achieved good levels of success in administering voluntary disclosure programs.

Table 42: Incorrect Reporting of Tax Liabilities—Framework for Sanctions

Features of Sanction Frameworks and Their Administration (v' where applicable)

Common Penalties Can Be | Taxpayer’s Reduced Policy to
Framework Taxpayer Remitted in Details Penalties for Encourage
for PIT,CIT, | Culpabilityis Appropriate Can Be Voluntary Voluntary
Economy and VAT Considered Circumstances Published Disclosure Disclosure
Australia v v v v v
Brunei Darussalam CIT only
Cambodia v v
China, People’s Rep. of v v v
Hong Kong, China v v v v
Indonesia v v v
Japan v v v
Korea, Rep. of v v
Kyrgyz Republic v v
Malaysia v (No VAT) 4
Maldives v v
Mongolia v v
New Zealand v v v
Papua New Guinea v
Philippines 4 v v
Tajikistan v v v v
Singapore 4 v v v
Thailand 4 v v

CIT = corporate income tax, PIT = personal income tax, VAT = value-added tax.
Note: The absence of a tick mark (v') means the feature is not applicable.

2 Hong Kong, China: Only for PIT and CIT, as there is no VAT in Hong Kong, China.
Sources: ADB survey responses and OECD Tax Administration 2015.
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D. Voluntary Disclosure Policies

The detection of unreported tax liabilities through traditional verification programs such as audits and
investigations is costly, and in practice, such programs typically achieve a relatively low coverage of taxpayers.
Revenue bodies worldwide are generally seeking additional approaches that offer the prospect of improved
compliance and increased revenue without incurring significant administrative costs. It is with this objective in
mind that a number of revenue bodies have introduced what are known as policies and programs of “voluntary
disclosure.”

As successfully practiced by a number of revenue bodies (e.g., Australia, Canada, New Zealand, and Singapore),
voluntary disclosures are opportunities offered by revenue bodies to encourage noncompliant taxpayers to
correct their tax affairs under specified terms. In economies in which these policies are regularly applied, the
tax laws typically contain provisions that give some discretion to revenue bodies to frame the terms of their
voluntary disclosure policy (e.g., reduced rates of penalty). The terms offered under such programs vary from
economy to economy, but generally they include incentives in the form of

()  reduced penalties,
(i) noaudit provided a full disclosure is made,
(i) acommitment to no prosecution, and

(iv)  no publicity where it is the normal practice to publish details of detected tax evaders.

Revenue bodies that administer such programs tend to make them available to the population at large, although
from time to time, special programs are mounted for specific types of noncompliance, for example, undeclared
income associated with income and assets concealed in offshore bank accounts, as discussed later in this
chapter. These revenue bodies also take steps to ensure that their voluntary disclosure programs are actively
promoted, and it is a fairly common practice to make explanatory material available for taxpayers on revenue
bodies’ websites, for example,

B Australia: Correct a mistake or amend a return: Make a voluntary disclosure, Australian Taxation Office, www.
ato.gov.au/general/correct-a-mistake-or-amend-a-return/make-a-voluntary-disclosure/

B New Zealand: Voluntary Disclosure Policy, Inland Revenue, www.ird.govt.nz/income-tax-individual/filing-
your-return/making-disclosures/running-puttingtaxaffairsright.ntml#incentives

B Singapore: [RAS Voluntary Disclosure Program, Inland Revenue Authority of Singapore, https://www.iras.gov.
sg/irashome/About-Us/Taxes-in-Singapore/Helping-and-Encouraging-Compliance/IRAS--Voluntary-
Disclosure-Programme/

Authorities seeking further information on this matter may also benefit from reviewing the content of an OECD
report publishedin August 2015 Update on Voluntary Disclosure Programmes—A Pathway to Tax Compliance, which
is located at www.oecd.org/ctp/exchange-of-tax-information/update-on-voluntary-disclosure-programmes-a-
pathwaypto-tax-compliance.htm. This publication shares details of the practical experience gained by over 40
economies in relation to voluntary disclosure programs, and provides guidance on the guidance and design of
such programs.
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1. The Difference between a Voluntary Disclosure and a Tax Amnesty

As practiced in the economies mentioned, voluntary disclosure programs can be distinguished from what are
sometimes referred to as tax amnesty programs, although the terms are often used interchangeably in the
media and elsewhere. Unlike a voluntary disclosure, a tax amnesty typically includes an incentive in the form of
areduction or waiver in a taxpayer’s primary tax liability, along with other conditions and concessions. Research
conducted by the IMF suggests that tax amnesties are unlikely to deliver benefits that exceed their true overall
costs and that repeated stand-alone amnesties as seen in some countries may well have led, over time, to reduced
compliance levels and resultant reductions in tax revenue."® Revenue bodies (and their respective governments)
that have a history of offering tax amnesties, as defined, invariably continue to suffer from poor compliance
levels and, for this and other reasons, international bodies such as the IMF and OECD strongly discourage the
use of tax amnesty-like initiatives.

2. Results of Voluntary Disclosure Programs

The survey conducted by ADB did not seek to capture information from revenue bodies on the results of
voluntary disclosure programs, where such programs were being used. However, such information is available
for a few revenue bodies covered by this series (Table 43). These results, along with those reported by other
revenue bodies (e.g.,, Canada, the United Kingdom, and the United States) indicate that such programs, where
carefully designed and administered, can achieve considerable success.

Table 43: Revenue Bodies’ Use of Voluntary Disclosure Programs

Taxes, Penalties, and Interest
Numbers of Cases Processed (in millions of local currency units)

Economy 201 2012 2013 2010 201 2012 2013
Australia 9,776 13,742 10,945 11,216 582 764 838 836
New Zealand 1,301 1,120 2,527 3,077 188 265 407 489
Singapore 818 745 13,209 13,851 68 36 17 20

Source: OECD Tax Administration 2015.

3. Voluntary Disclosure Programs Targeting Assets
and Income in Offshore Bank Accounts

In conjunction with the significant efforts being mounted by the OECD, which are supported by the G20 group
of nations, to eliminate bank secrecy practices and to establish robust systems for automatically exchanging
investment-related information between treaty partners, many economies have used the opportunity to
introduce special voluntary disclosure initiatives targeting income and assets concealed in offshore bank
accounts. Australia is one of a number of such countries, and has reported considerable success in this regard,
as described in the OECD’s series Tax Administration 2015.”

6 K.Baerand E. Le Borgne. 2008. Tax Amnesties: Theory, Trends, and Some Alternatives. Washington, DC: International Monetary Fund.
7" OECD.2015a. Tax Administration 2075. Paris: OECD Publishing, p. 329.
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In March 2014, Australian tax authorities announced an initiative (Project DO IT) to allow eligible taxpayers
to come forward and voluntarily disclose unreported foreign income and assets. In announcing the initiative,
the Australian Tax Office Commissioner urged taxpayers with offshore assets to declare their interests ahead
of a global crackdown on people using international tax havens. The initiative covers amounts not reported
or incorrectly reported in tax returns, including foreign income or transactions with an offshore structure,
deductions relating to foreign income that have been claimed incorrectly, capital gains in respect of foreign
assets or Australian assets transferred offshore, income from an offshore entity that is taxable in your hands, and
offshore deductions relating to domestic income. The initiative closed on 19 December 2014, with more than
5,600 taxpayers coming forward. More background on this initiative can be found on the ATO website (www.
ato.gov.au/projectdoit).

4. Looking to the Future

With many countries preparing to implement the OECD’s Common Reporting Standard (CRS) (Box 20) for
the automatic exchange of prescribed investment-related information between economies in 2017 and 2018,
there is both an incentive and an opportunity for many revenue bodies to mount voluntary disclosure-type
initiatives in the lead-up period, using the prospect of CRS implementation as a means of leveraging non-
compliant taxpayers to come forward and report their previously undeclared income. The results achieved from
such initiatives by revenue bodies in Australia, the United Kingdom, and the United States demonstrate that
such policies can be very productive in terms of increased tax revenues and improved tax compliance.

Box 20: The OECD’s Standard for Automatic Exchange of Financial Account Information in Tax Matters

The standard, hereafter called “the common reporting standard” (CRS), calls on economies to obtain
information from their financial institutions and automatically exchange that information with other
economies on an annual basis.

G20 leaders endorsed the CRS as the global standard for the automatic exchange of information in
November 2014 and agreed to exchange information automatically with each other and with other
countries. The first exchanges under the CRS will commence in September 2017.

The CRS sets out the financial account information to be exchanged, the financial institutions
that need to report, and the different types of accounts and taxpayers covered, as well as common
due diligence procedures to be followed by financial institutions.

The OECD has developed a comprehensive package of the documentation that includes (i) a model competent authority
agreement; (i) a common reporting standard; (i) commentaries; and (iv) annexes: other competent authority agreement models,
an information technology schema, and a confidentiality questionnaire.

OECD = Organisation for Economic Co-operation and Development.

Source: OECD website. www.oecd.org/ctp/exchange-of-tax-information/automatic-exchange-of-financial-account-information.htm
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Table A1: Gross Domestic Product, Total Population, and Size of Labor Force
in the Survey Economies, 2010-2013

Gross Domestic Product 2013
(billions of units domestic currency) (millions of persons)

Economy 2013 ‘ Population ‘ Labor Force
Australia 1,296 1,407 1,486 1,521 2313 1221
Brunei Darussalam 16,867 20,996 21,185 20,158 0.42 0.2
Cambodia 47,102 52,154 56,711 62,559 15.13 8.60
China, People’s Rep. 40,151 47,310 51,894 56,885 1,357.38 793.0
Hong Kong, China 1,776 1,934 2,037 2,125 7.22 3.86
Indonesia 6,422,918 7,419,187 8,229,439 9,083,972 249.87 120.17
Japan 482,384 471,311 473,777 478,368 127.3 65.77
Korea, Republic of 1,265,308 1,332,681 1,377,457 1,428,295 50.22 25.87
Kyrgyz Republic 310 355 5.54 2.6
Lao PDR 56,523 64,727 75,251 84,572 6.77 3.41
Malaysia 797 884 941 984 29.71 134
Maldives 35,931 38,943 41,569 0.34 0.16
Mongolia 13,174 16,688 19,118 2.84 13
Myanmar 43,238 47,722 53.26 31.44
New Zealand 199 207 212 227 4.47 2.42
Papua New Guinea 26.4 30.5 321 34.6 7.32 3.28
Philippines 9,003 9,708 10,561 11,548 98.4 42.26
Singapore 322 345 359 373 5.40 2.14
Taipei,China 14,119 14,312 14,686 15,221 23.38

Tajikistan 30 36 41 8.2 3.58
Thailand 11,300 12,349 12,901 67.01 39.47

... = data not available, Lao PDR = Lao People’s Democratic Republic.
Sources: OECD Statistics, IMF, World Bank Statistics, International Labour Organization Statistics, and Taipei,China Ministry of Finance.
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Table A2: Participating Revenue Bodies and Related Information

Appendix

Australia Australian Taxation Office www.ato.gov.au Australian dollar (A$) 30 June
Brunei Darussalam Revenue Division www.mof.gov.bn, Brunei dollar (B$) 31 March
www.stars.gov.bn
Cambodia General Department of Taxation www.tax.gov.kh riel (KR) 31 December
China, People’s State Administration of Taxation www.chinatax.gov.cn yuan (CNY) 31 December
Rep. of
Hong Kong, China Inland Revenue Department www.ird.gov.hk Hong Kong dollar (HK$) 31 December
Indonesia Directorate General of Taxes www.pajak.go.id rupiah (Rp) 31 December
Japan National Tax Agency www.nta.go.jp yen (¥) 31 March
Korea, Rep. of National Tax Service www.nts.go.kr won (W) 31 December
Kyrgyz Republic State Taxation Service www.sti.gov.kg som (Som) 31 December
Lao PDR Tax Department www.tax.gov.la kip (KN)
Malaysia Inland Revenue Board of Malaysia www.hasil.gov.my ringgit (RM) 31 December
Maldives Maldives Inland Revenue Authority www.mira.gov.mv rufiyaa (Rf) 31 December
Mongolia General Department of Taxation www.mta.mn togrog (MNT) 31 December
Myanmar Internal Revenue Department www.irdmyanmar.gov.mm kyat (MK)
New Zealand Inland Revenue www.ird.govt.nz New Zealand dollar (NZ$) 31 March
Papua New Guinea Internal Revenue Commission WWW.irc.gov.pg kina (K) 31 December
Philippines Bureau of Internal Revenue www.bir.gov.ph peso (P) 31 December
Singapore Inland Revenue Authority WWW.iras.gov.sg Singapore dollar (5$) 31 March
of Singapore
Taipei,China Taxation Administration www.dot.gov.tw NT dollar (NT$)
Tajikistan Tax Committee of the www.andoz.tj somoni (TJS) 31 December
Government of Tajikistan
Thailand Revenue Department www.rd.go.th baht (B) 30 September

Lao PDR = Lao People’s Democratic Republic.

Sources: ADB survey responses and OECD Tax Administration 2015.
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