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Introduction

The paper first seeks to describe an income tax
administration; its objectives, programmes and ac-
tivities. It then elaborates strengths and weaknesses
of such administrations in developed and developing
countries. The reader should be reminded that much
of what is reported applies to the collection of indi-
rect as well as to direct taxes with which the paper is
primarily concerned. Lastly some comparisons are
made and conclusions drawn with a view to prompt
further discussion of strategies available to strengthen
income tax administrations in developing countries.

The paper concentrates on two aspects of man-
agement which are peculiar to the business of tax
administration that is taxpayer service and monitor-
ing and enforcement.

Income Tax Administration -
Programmes and Activities

Objectives,

Objectives

It is self evident that the collection of taxes is a
mandate unique to revenue administrations with its
own peculiarities in terms of programmes and activi-
ties. It is equally evident that this uniqueness does
not exclude revenue administrations from the same
sound management practices expected from any
successful enterprise in the public or private sector.

One should expect a tax administration to exer-
cise high standards in the management of expendi-
tures and human resources. Therefore finance and
human resource management Programmes and ensu-
ing activities are not essentially different in tax ad-
ministration from those found for example in a large
private sector enterprise. Value for money spent and
sound management of people are as essential to
objectives achievement in a tax administration as
they are in any worthwhile endeavour.

The distinctiveness of tax administration has to
do with its statutory obligation to interpret, facilitate
understanding of and administer enacted revenue
laws. The mandate is interpretation of these Laws
and their application in a manner such as to retrieve
what is due. The tax administration is accountable
to the political authority and to all taxpayers for en-
suring there is fairness and equity; recovering from
each person what is due - no more and no less. This
clearly implies rights and obligations for both the tax
administration and the taxpayers it serves.

For the former the obligations to serve its clients
and to sustain equity in accordance with the laws
administered are indisputable. For the latter the right
to receive service and equitable treatment are equally
mandatory. The obligations of a tax administration
correspond directly with the rights of its taxpayers.

- The taxpayer's obligation is to pay his or her fair
share in accordance with an informed interpretation
and uniform application of the revenue laws.
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The taxpayer has a right to equity but the corre-
sponding obligation to help achieve it by paying what
is determined to be due.

Before expanding further on the objectives of a
tax administration it is important to relate these to the
accountability obligations of Government. The ulti-
mate responsibility for equitable application of any
statutes lies with those in authority to enact and
amend the laws. Therefore a Government must insist
on mechanisms to report on the actual results of
enacted laws. There must be a process to measure,
assess and evaluate the impact of enacted legislation.
Otherwise a Government abdicates the obligation to
account to its citizens. The examples where Govern-
ments have lost control are too numerous to relate.
The recent abuse in the U.S.A. of the Savings and
Loans statutes is a good example of a Government
failing to insist on vigilance. As usual it will cost a
great deal more to deal with a financial fiasco after it
has been allowed to occur as opposed to an orderly
“up front” investment towards sustained equity.

We can therefore isolate two very special objec-
tives peculiar to an income tax administration:

- Interpret and effectively facilitate adherence with
the revenue laws.

- Effectively determine assess and evaluate adher-
ence with the revenue laws and take appropriate
corrective action where it is necessary.

Programmes

These two objectives to facilitate and assess

adherence of the revenue laws convert to two broad
programmes:
".  Taxpayer service

Monitoring and enforcement

Taxpayer service means a capability to educate,
assist and advise all those affected by the revenue
Laws. It implies overt activities rendering the tax ad-
ministration visible and accessible to all who are
interested and have obligations because of these
Laws. Tax officials have no right to expect prompt
and accurate filings and payments from taxpayers
unless they first foresee and meet their needs and
demands.

Monitoring and enforcement is necessary to meet
the objective of assessing adherence to the laws and
the related accountability obligation of Government.
A revenue administration must have a capability to
assess and respond to taxpayer behaviour, The first
step should not be confused with enforcement activi-
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ties which may result from the monitoring efforts.
The fundamental first step has to do with monitoring
and analysis. This programme must produce data for
measuring degree of adherence with the laws.

Monitoring and enforcement goes further and
envisages activities to correct behaviour. The narrow
view that would have this programme conceived as
one to apply penalties and prosecute taxpayers is
unfortunate and stems from the resource starved en-
vironment of revenue administrations. The activities
to correct behaviour are as likely to fall under the
categories of focussed taxpayer education; taxpayer
consultation; forms design; technical advice and other
assistance; amendments to the statutes etc. The
fundamental issue is the need to equip the revenue
administration with resources and technical skills to
do a reasonable job of assessing taxpayer behaviour
with respect to legislated provisions and then take
appropriate action.

This monitoring and enforcement capacity must
also encompass the impact of the laws. The revenue
administration must assist the authors of tax policy in
their fundamental task of evaluating proposed and
enacted legisiation. In most countries tax policy is
properly a distinct and separate responsibility from
revenue administration. There is justification and
wisdom in this separation of mandates.

The setting of fiscal policy which ecompasses tax
policy is a major and broader responsibility of Gov-
ernment and ecompasses many matters other than
authoring tax laws and should remain separate from
the revenue administration.

However, the revenue administration is expected
to contribute to the tax policy authorship process and
its evaluation after enactment. It must assist the
authors in their evaluation of new tax policy initia-
tives which they will be required to administer.
Secondly the revenue officials must report on unin-
tended consequences and administrative concemns
with respect to enacted laws and seek appropriate
amendments. They must also assist in every way
possible in the tax measures evaluation process which
the authors will wish to conduct.

Activities
a) Taxpayer service objective
Activities one should expect to find in a revenue

administration in order to meet the objective of
taxpayer service include:
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- systems to account for revenues assessed, paid
and due and to control and finalize returns re-
ceived and due;

- a capacity to respond promptly and accurately to
enquiries in person, in writing or by telephone;

- a capacity to provide forms and guides to meet
the needs of those who have filing obligations;

- technical bulletins to assist taxpayers and their
advisors to meet their obligations and to intro-
duce greater certainty of interpretation;

- a public affairs endeavour which results in pro-
active and overt activities which respond and
seek out media and other opportunities for public
contact with revenue officials;

- education activities to assist specific groups to
instruct on legislation and significant revisions
to statutes; expanded to schools if funding per-
mits;

- activities to involve volunteers from the commu-
nity to assist taxpayers meet their obligations;

- information circulars to explain in greater detail
administrative policies and practices with re-
spect to judgemental issues such as waivers,
voluntary disclosures, sanctions, exemptions;

- advance rulings to remove uncertainty of tax in-
cidence in intended financial transactions;

- pamphlets and booklets which consisely articu-
late and clarify provisions which enjoy broad
application such as for example; child care de-
ductions; medical deductions; education deduc-
tion; filing obligations; interest and gratuity income
reporting etc.

- an advisory committee to the head of the revenue
administration and its senior officials encom-
passing appropriate representation from the pri-
vate sector.

b) Monitoring and enforcement activities:

As explained earlier, are meant first to establish
if taxpayer behaviour is consistent with what the laws
intended and secondly where warranted to take ap-
propriate corrective action. They compel an orderly
and coordinated effort to gather data for analysis con-
cerning taxpayer compliance with the laws. Where
the laws are not being adhered to at all or where they
are being adhered to in a manner different than
intended then corrective measures must follow.
Monitoring and enforcement activities include:

- a capacity to assist significantly the tax policy
authors; when considering new or revised poli-

cies; evaluating as well as monitoring enacted
legislation;

- a coordinated compliance measurement process
which permeates throughout the revenue admini-
stration to extract data for analysis;

- data analysis and research to determine the desir-
able nature and scope of enforcement activities;

- technical enforcement skills to:

expeditiously generate written material and
conduct educational, advisory, comnsultative
sessions for taxpayers, advisors and other in-
terested groups;

screen, monitor, assess quality of returns filed;
collect unpaid accounts;

conduct tax audits of selected returns;
conduct audits of entities with withholding,
third party filing or similar obligations;
conduct audits of complex avoidance cases
and to apply appropriate sanctions when needed;
conduct investigations of evasion cases and
obtain conviction in criminal court where
appropriate;

sustain and develop bilateral and multilateral
administrative arrangements consistent with
the law to prevent double taxation and identify
for appropriate action avoidance and evasion
practices,

Adam Smith (1723-1790)

Adam Smith defined sound tax policy and reve-
nue administration emphasizing the four principles
of equity, certainty, convenience and economy as
follows:

The subjects of every state ought to contribute
towards the support of the government, as nearly as
possible, in proportion to their respective abilities.

The tax which each individual is bound to pay
ought to be certain and not arbitrary. The time of
payment, the manner of payment, the quantity to be
paid, ought all to be clear and plain to the contribu-
tor, and to every other person. Where it is otherwise
“the taxpayer” is put more or less in the hands of the
tax gatherer.

Every tax ought to be levied at the time, or in the
manner, in which it is most convenient for the con-.
tributor to pay it.

Every tax ought to be so contrived as both to take
out and keep out of the pockets of the people as little
as possible over and above what it brings into the
public treasury of the state.
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Income Tax Administration in Developed
Countries

Introduction

It would be too ambitious to explore in depth the
income tax administrations of even a representative
group of developed countries. The observations in
this paper are therefore based on the considerable
published material generated by the Organization for
Economic Cooperation and Development (OECD)
concerning its 24 members. They are also based on
the personal experience of the author as well as the
more in depth examination of income tax administra-
tions in Canada (Revenue Canada Taxation - RCT)
and the U.S.A. (Internal Revenue Service - IRS).

There is as well the considerable public material
generated by these two latter agencies. Both are
required to seek resourcing through a budgetary
exercise, are the object of examinations by commit-
tees (House or Senatorial) plus probing evaluations
by supreme audit authorities (Auditor General in
Canada and General Accounting Office in U.S.A.)
and generate considerable administrative and proce-
dural printed information for public consumption.
Both agencies are also extremely cooperative in
assisting any endeavours which contribute to a better
understanding of their challenging mandates.

A reading and understanding of the objectives,
programmes and activities described for a model
revenue administration in the first part of this paper
is essential to an understanding of strengths and
weaknesses of these two administrations. Both have
pursued the two major objectives already mentioned
L in part I of this paper.

In the U.S.A, and Canada there have been spas-
modic significant shifts of resources towards achieve-
ment of one objective at the expense of the other. It
has not been possible in recent years to sustain
resource levels necessary to satisfactorily achieve
either of these objectives. A closer examination of
these two administrations and the two fundamental
programmes follows.

The Taxpayer Service Programme

This is the programme which has enjoyed the
greater attention in developed countries in recent
years. It stems from a variety of factors. In Revenue
Canada’s case (RCT) a political attack in the early
eighties by the opposition of the then Minister of
Revenue plus ever increasing tax policy initiatives
which seek through the revenue administration to
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deliver social and economic programmes have re-
sulted in resource shifts to meet expanded inade-
quately resourced taxpayer service obligations.

The IRS deliberately reduced service in the early
1980s to meet increases in resource requirements for
the monitoring and enforcement programme. It proved
to be an unpopular decision, atracted public criticism
and was compounded subsequently by unrealiable
automated processing systems. The solution has
been considerably greater focus and funding of tax-
payer service activities including considerable in-
vestment in hardware and software for processing
systems.

In both countries, and this appears to be true in all
developed countries, it has proved impossible to
meet satisfactorily the technical advice requirements
of taxpayers and their advisors. The shortcoming is
despite many progressive and excellent inifiatives by
administrations such as RCT and IRS. These con-
tinue to include pamphlets, technical bulletins, infor-
mation circulars, public enquiries automated infor-
mation banks, advance rulings and taxpayers, prob-
lem resolution activities.

The response particularly from the taxpayer advisor
audience has been that the services are not timely nor
sufficiently ambitious in scope. For the ordinary
taxpayer in both these countries the media have
regularly alleged, from its own unscientific but nev-
ertheless much reported samplings, that the taxpayer
enquiry service is unsatisfactory because it often
gives incorrect answers.

The truth of the matter is that the Income Tax Act
in Canada and the Revenue code in the U.S.A. are
extremely complex statutes which are regularly sig-
nificantly amended. Without a concerted and excep-
tionally well coordinated effort these tax administra-
tions are simply unable to provide timely and com-
plete interpretative technical material particularly to
the vocal, large and thriving audience of professional
advisors.

The case against the enquiry service is largely a
media issue although there is enough evidence to
suggest that answers by revenue officials are not
always correct. It is nevertheless damaging to the
public’s perception of revenue administration.

Overall in developed countries much creativity
and effort have gone into providing service to taxpay-
ers. The laws to be administered are extremely
diverse and impose tremendous complexity. This
has resulted in sophisticated, elaborate and costly
automated, processing and accounting systems.
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Monitoring and Enforcement Programme

This programme and its various activities to

sustain equity of treatment is often alleged to be the
“tax man's” preferred passion in developed coun-

tries. Yet the programme’s goal is essentially to
serve taxpayers; that is ensure each pays a fair share
and no more nor less than what is due. This unfortu-
nate misconception of this programme stems from a
considerable misunderstanding of its objective not
only amongst those who are empowered to fund it but
within tax administrations as well. The emphasis has
repeatedly been on very few and very specific en-
forcement activities rather than on an orderly general
monitoring. For the central agencies who authorize
funding their appeal to revenue administrations has
been to “make the case”, “prove to us that there is
significant non compliance”, “show us that for every
enforcement dollar spent there will result a signifi-
cant revenue yield”.

For the revenue administration desperate for
resources even to show a very modest and absolutely
inadequate presence, the effort to “prove its case” has
not been scientific. In Canada’s case testimony at a

public accounts commifttee in the late 1970s con-
firmed that there was no sense in attempting to scien-
tifically monitor taxpayer behaviour to determine
scope and nature of deviations from intended appli-
cations of the laws.

The conviction was that there were serious prob-
lems and the few resources available for this pro-

gramme had therefore to focus on the more serious
known abuses.

The right answer was and still is, to fund an
adequate monitoring initiative and to spend the money
now as apposed to allowing further erosion of the
system and associated further revenue losses. To
restore a tax system which has lost its integrity is far
more expensive than to spend “up front” to prevent
its erosion.

In this context it should be noted that the LR.S.
has persisted with a taxpayer compliance measure-
ment activity and has wisely made use of these
findings to obtain some funding for its monitoring
and enforcement programme. The initiative has
enjoyed the support of Government and the consider-
able interest, attention and encouragement of the
General Accounting Office. The initiative has also
helped greatly in the information exchange relation-
ship between state revenue administrations and the
IRS. This should not be construed to suggest that the
IRS has enjoyed generous or even appropriate fund-
ing for its monitoring and enforcement programme.

The figures in schedule I and IA reflect the
historical pattern of staff years (human resources)
dedicated by Canada’s RCT and USA’s IRS for the
more recent years. These administrations particu-
larly RCT continue to dedicate an ever increasing
percentage of their scarce resources to what is often
referred to as mandatory work (taxpayer service)
with no corresponding growth in resourcing for moni-
toring and enforcement.
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Equally revealing are audit coverage figures as shown on schedule II and IIA. Here again is visible
evidence of the eroding monitoring and enforcement presence of these two administrations.
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Further evidence can be found from increasing unpaid taxes. The year end accounts receivable for six year
periods as shown for both revenue administrations (Canada and USA) are given in schedule III and ITIA. The

significant growth can only to a small extent be attributed to inflation,

The LR.S. (U.S.A)) is one of the few income tax
administrations in the world with some degree of
sophistication in its monitoring and enforcement
programme.

Yet the underfunding for this programme contin-
ues to be a serious concern. For typical enforcement
activities such as audit, examination, investigation
and advanced collections, the required skill levels in
developed countries such as Canada and the U.S.A.
are difficult to sustain at all levels, but the skills
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actually deployed are nevertheless often impressive.
Training plans to provide appropriate skills continue
to enjoy a high priority. There is of course the
ongoing difficulty of competing with earning poten-
tial in the private sector for the very highly technical
specialists.

The capacity to follow up on delinquencies and
take appropriate action is also impressive although
more effective use could be made of information
returns filed.

These initiatives depend on the basic and exten-
sive automated systems to account for revenues and




returns which is a strong feature of income tax ad-
ministration in most developed countries.

As to tax policy, revenue administrations in
developed countries work closely with those respon-
sible for authoring the legislation (usually the Minis-
try of Finance). The influence of revenue administra-
tions is usually considerable. Tax models are essen-
tial to this exercise and the revenue administrations
must provide the data.

There are two main issues however which repeat-
edly surface in this working relationship. First the
authors of the laws often find fault with what they
construe to be narrow technical interpretations of the
statutes by the administrators. The latter are alleged
to complicate the application of the law, insisting
very often on further precision in already very com-
plex statutes. The authors of the laws are in turn
repeatedly criticized because of the never-ending
stream of amendments.

These are simply symptoms of the considerable
complexity and taxpayer interest in these statutes.
The laws attempt to provide relief, concessions,
deferments, exemptions, special credits etc. to many
taxpayers in a great variety of ways. The result is an
immense industry of tax advisors and considerable
interest and activity by an ever increasing number of
taxpayers to minimize taxes payable.

The second issue has to do with assessment and
evaluation of tax policies prior to and after implem-
entation. Supreme audit authorities in developed
countries such as Canada and the U.S.A. repeatedly
express interest in tax expenditure analysis and evalu-
ation.

The argument is that Governments redistribute
and forego revenues through tax abatements and that
there should be an evaluation of these abatements
because a revenue foregone to government is tanta-
mount to an expenditure of government money. The
further point made is that such tax expenditures are
not different from grant or subsidy programmes which
Governments are expected to regularly report upon,
through ongoing evaluations.
~ Both these issues of exceptionally complex Laws
and tax expenditure evaluation compel revenue
administration involvement in the tax policy setting
and evaluation process. The extent and sophistica-
tion of the evaluation effort is entirely determined by
the authors of tax Policy and at the direction of
Government. Generally it appears that efforts to
evaluate tax expenditures are spasmodic and often
superficial.
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Overall therefore in developed countries moni-
toring and enforcement takes second place to tax-
payer service activities. There is a conviction that the
tax gap (the difference between the amount that
whould be paid if laws were adhered to, and the
amount actually paid) is significant. Some attempt at
measurement has been made by the IRS and it ap-
pears to indicate cause for concern about the tax gap
in that country.

It therefore appears more than timely for devel-
oped countries to reconsider what they have a right to
expect from their income tax administrations. There
should be concern about the incapacity of these ad-
ministrations to report with reasonable exactitude on
whether the laws they are expected to administer are
adhered to.

Supreme Court of Canada - March 29, 1990
Canada versus McKinlay Transport Limited

“Detecting non compliance serves an important
public purpose”. “The state has legitimate require-
ments which must be satisfied” - and use must be
made of the “least intrusive means by which effective
monitoring of compliance with the act can be ef-
fected.”

Income Tax Administration in Developing
Countries

Introduction

It would take much time and effort to explore in
depth the income tax administrations of a large number
of developing countries.

There is considerable information available
however from the extensive mission work completed
by various U.N. agencies. Income tax administra-
tions in a number of African and Asian countries have
been reported upon as a result of missions and are in
some cases the object of technical assistance proj-
ects. UNDTCD continues to find itself as it has over
many years in projects and mission work concerning
revenue administrations in developing countries.

This paper attempts to elaborate generally on the
strengths and weaknesses of income tax administra-
tions in developing countries. First it is essential to
return to the two basic programmes of taxpayer
service and monitoring and enforcement.
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Taxpayer Service

Developing countries rarely have mature tax-
payer service systems. Often the basic systems to
assist taxpayers which identify and follow up on
actual or potential obligations or returns do not work.
Yet this is the first fundamental priority to be at-
tained. Automated systems where they exist are fre-
quently not operating satisfactorily. In some cases
manual systems which had not been operating rea-
sonably well were prematurely replaced by auto-
mated systems which had not been satisfactorily
tested and proven.

Similarly well communicated, up to date, in
house administrative policies, procedures and in-
structions to support the processing systems are often
uncoordinated, incomplete and out of date. What is
often in place is a series of memos and directives
emanating irregularly from a variety of authors and
not kept up to date.

Taxpayers also need forms, instructional mate-
rial with these forms, guides, accessible and well
informed tax officials, and comprehensive written
technical material to enable them to meet their obli-
gations. The technical material must be in under-
standable format for specific audiences. It is meant
to serve all those who have obligations under the law
as well as employees at all levels in the income tax
administration. Such material is scarce in most de-
veloping countries.

Other activities which might seek to educate
children, taxpayers or specific taxpayer groups; in-
volve volunteers to assist taxpayers; and communi-
cate through the media are also modest in most
developing countries.

Monitoring and Enforcement

The concentration in developing countries is on
enforcement. There is no orderly endeavour to monitor
taxpayer behaviour before applying resources to correct
whatever may be inconsistent with the intent of the
Laws.

Much of the enforcement activities are reactive
operating by “gut” feeling and there is an attempt to
develop skills on many fronts at the same time. All
of this often goes on in an environment where the
basic systems referred to earlier to serve taxpayers,
are not operating satisfactorily. For example the
processing of annual returns from individuals and
corporations plus more frequent returns from em-

ployers and others is rarely managed in a satisfactory
manner. There are often unacceptable delays, lost
returns, and misplaced assessments.

Other enforcement activities are often uncoordi-
nated and the skills to perform these tasks are rarely
adequate and never in the numbers required. For
example investigations activity is almost always
limited to prosecution for evasion. Yet in countries
where such investigations occur there have been few
or no successful prosecutions and the skill levels and
investigation methodology are not likely to produce
this result. It is often difficult to distinguish this
work from ordinary field tax audit work.

Similarly audit activity, (tax audits at taxpayer
premises) often selects its workload randomly. Al-
though this is an environment where audit resources
and skills are scarce, rarely is an orderly process in
place to identify those most worthy of this expensive
attention. In audit work a tax return must enjoy a
special reason for its selection and the investment
must be worthwhile, Tax auditors in developing
countries often need some hands-on leadership from
those who have recent successful experience with
this work.

Collections of persistent cases of unpaid taxes
require special skills and knowledge from those who
would engage in this difficult task. Yet the technical
training essential to success has rarely been provided
to collectors. These technical skills should not re-
strict themselves to a knowledge of the appropriate
provisions in an Income Tax statute but accounting,
auditing and legal training as well. It is quite unrea-
sonable to expect collectors to take on large business
accounts where cash flow analysis is essential, if they
have not been trained to do this work.

Receivables are not like wine - they do not
improve with age - source unknown.

Income tax administrations do not enjoy the
luxury of selecting their clients - D. Brooks a
former canadian tax official

There is also the essential link that must be made
between enforcement activities. Collectors, auditors
and investigators, (the major players who contribute
to the monitoring and enforcement programme in
must developing countries) must share information
towards one coordinated effort. )

As to tax policy it is not unfair to say that first of
all the macro fiscal policy capacity is often not
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sustained in developing countries. More pertinent to
this paper, there is rarely a tax policy strength within
the appropriate ministry.

Comparisons and observations for discussions

Comparisons developed versus developing coun-
tries

Tax Policy

Tax policy, as explained in the paper, stems and
flows from fiscal policy. There is no given level and
structure of taxation that is suitable for all countries.
What is required is an individual country approach
that is responsive to the conditions that exist in that
particular country. The macroeconomic conditions,
its social structure and priorities, its external debt
situation, its administrative capabilities and other
relevant considerations must be taken into account in
developing tax policies best suited to a particular
country.

Before proceeding to the development of tax
policy (specific tax recommendations) the country’s
social and economic objectives must be expressed in
official documents, The country’s expectations should
be realistic and explicit about the ranking (or the
trade-offs among) the objectives that they wish to
achieve through taxation.

Developed countries generally have the skills,
capacity and discipline to examine macro economic
issues in order to arrive at and articulate fiscal policy
objectives. From these, Tax Policy recommenda-
tions, best suited to achieving these objectives, can
be authored and evaluated for eventual enactment.
Developed countries also have the skills to-evaluate
proposed or enacted amendments to tax laws al-
though this is rarely done to everyone's satisfaction.

For developing countries the orderly process of
articulating fiscal objectives and authoring/evaluat-
ing appropriately supportive tax policy recommen-
dations is rarely adhered to. The technical capacity
to author tax laws consistent with specific fiscal
policy objectives and to evaluate their impact before
enactment is often not well developed.

Monitoring and Enforcement
There is first the science of monitoring to deter-

mine taxpayer behaviour with respect to revenue
laws. It has to do with establishing with some
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acceptable degree of confidence the nature and scope
of non adherence with the laws. It assumes that non
compliance with tax laws raises serious social prob-
lems and that a revenue administration has the obli-
gation to determine if equity prevails (each paying a
fair share).

There is then the capacity of a revenue admini-
stration to do something about non adherence with
the tax laws; technical skills to interpret explain,
educate, and advise taxpayers and their advisors as
well as to audit, investigate, prosecute and collect
arrears where appropriate to do so are essential capa-
bilities.

In developed countries the extensive, modern
and effective automated systems which serve to rec-
ord and control the many administrative contracts
with taxpayers also contribute to the data base for
monitoring taxpayer adherence with tax laws.

There is creative use of this data towards identi-
fication of non adherence practices. There are also
design initiatives in the tax paying process to make
non adherence easier to detect. This involves for
example the use of computers to audit tax returns and
match third party information reports. It can also
involve legislative measures to make income more
visible through information reports.

The United States (IRS) appears to be leading the
way with its taxpayer compliance measurement pro-
gram. Document 7430 (3-89) entitled taxpayer com-
pliance Volume I: An Agenda for Research pub-
lished by the University of Pennsylvania Press is an
initiative funded by the IRS which is essential read-
ing for anyone interested in compliance meassure-
ment.

In developing countries the monitoring is not
orderly nor is it scientific. The automated data base
of considerable use to developed countries in their
monitoring efforts is often non existent or unreali-
able in developing countries. As explained in this
paper the basic systems to determine and control
returns and monies received or due are generally not
satisfactory in developing countries.

Enforcement

There is considerable successful experience in
developed countries with enforcement work. The
emphasis has historically been on audits, investiga-
tions, and collection of arrears. There are usually
orderly processes to identify and meet training needs.
The emphasis has not been on exploring other ways
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to influence actual or potential non compliance.
Making compliance easier by simplifying tax laws or
by defining compliance requirements in terms of in-
formation that taxpayers may already record for
other purposes has often not obtained the serious
attention deserved; nor has the practice of reminding
taxpayers of social commitments and of tax sup-
ported services they receive. Another enforcement
support activity which receives little attention is en-
couraging compliance through tax practitioners. These
practitioners review more tax returns each year than
the revenue admnistration itself.

In developing countries tax administrations lack
the skill and knowledge levels to conduct audits,
investigations and collect taxes. In-country skills
need to be developed and sustained. There are very
few other activities in most of these countries which
seek to improve adherence with the laws.

Observations for discussion

There are 3 stages in the process before revenue
laws can be complied with by all those required to do
50.

First the Government must determine, articulate
and communicate its objectives, that is its fiscal plan.
Secondly the fiscal objectives must to the extent ap-
propriate, convert to and be supported with tax poli-
cies. These tax policies must enjoy pre nactment
evaluation and be administratable by the revenue ad-
ministration.

Thirdly the revenue admnistration must have the
capacity to:

a) interpret the laws and effectively permit and
facilitate compliance for all those affected.

b) monitor adherence with the laws and take
appropriate action to sustain their equitable
application.

These 3 phases when matched to what appears to
be in place in most developing countries raise a
number of questions including:

- What steps have been taken to articulate fiscal
policy and what in-country capacity is there to
do this? Should this not be the first step

towards effective and efficient administration
of tax policies?

- What process has been used in order to arrive
at enacted tax policies? Was there a clear link
to fiscal policy and was there a pre enactment
evaluation? Was the revenue administration
thoroughly involved in the process? Is there
an in-country capacity to develop, evaluate,
enact and monitor tax policies? Is there a
capacity in the revenue administration to sig-
nificantly assist in policy setting and monitor-
ing process? As in the case of fiscal policy
what priority should this tax policy capacity
enjoy?

- How does a revenue administration proceed to
put in place the diverse activities essential to
an effective taxpayer assistance programme?
Which activities amongst many are t0 enjoy
the priority?

- Similarly with respect to monitoring and en-
forcement how does onme proceed to put in
place the capacity to deliver these various ac-
tivites; and which of the many should receive
priority?

Mandate of an Income Tax Official

The first part of this paper reflects an effort to
express, clarify and justify the main objectives of a
revenue administration, What follows to “close” the
paper are two concise versions of this mandate.

Long Version

Demonstrate your understanding, as well ascompel
and embarass, your human, recalcitrant and unwill-
ing legislated clients, to adherence of the laws, through
sincere, creative, impecable and visible service
activities and overtly, unflinchingly and equitably
identify and address those who innocently or deliber-
ately still fail to satisfactorily comply.

Short Version

Taxpayers and tax officials have rights and obli-
gations - all are of equal importance.
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