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Introduction

Following the Executive Council meeting of IOTA in May 2012 it was agreed to establish
two task teams to collect information and provide an overview of innovative
approaches being taken by IOTA member tax administrations to promote voluntary
payment of tax debts. This team was tasked with exploring the various approaches that
IOTA member administrations’ adopt to support and assist the debtors. The decision to
explore the provision of support systems in the area of debt management was driven by
the impact of the global economic crisis which has eroded the government coffers for
many economies. The biggest challenge for many economies is to protect the cash flow
to the Exchequer and reduce the accumulation of debt, particularly when there are
challenging economic and financial environments impacting on the effectiveness of
debt recovery.

This report is an attempt to capture in a particular time frame the responses that
various tax administrations have undertaken to support the cash flow and prevent the
accumulation of debt. It is evident from this report that there is a concerted effort
across the various IOTA members to revise existing strategies and policies that in the
current financial environment that are not ‘fit for purpose’. As the impact of the current
economic and financial environment varies across the IOTA membership the responses
also vary in accordance to severity of the challenge. This report sets out to identify the
various responses that tax administrations have undertaken, gives a short description of
the policy or strategy supporting the response and gives some indication of its success.

In particular the report focuses on the extent to which various tax administrations
attempt to influence the behaviour of taxpayers, particularly those who want to pay but
are unable at a particular point in time due to external financial difficulties. An
improved understanding of taxpayer behaviour in challenging financial environment will
help develop policies that are stronger and more effective in ensuring compliance with
tax laws and also help to improve customer service satisfaction. Therefore there is
considerable coverage in this report given to how various tax administrations provide
assistance to those debtors that wish to pay but are struggling to do so.

While deterrence is a vital tool for any tax administration, it would appear that simply
increasing the level of deterrence is not guaranteed to result in improved compliance. A
key factor in improving compliance is perhaps the widespread desire to do the right
thing. Taxpayers seek to comply because they think it is the right thing to do, not
because of fear of punishment if they do not comply. Therefore the extent to which a
tax administration assists struggling taxpayers will have a positive impact on the overall
compliance achieved. The overall objective of the paper is to establish a repository of

potential best practice whereby IOTA tax administrations could use as a first point of




contact in their examination of how they could assist and encourage voluntary
compliance in difficult financial circumstances. As part of the process in collating
information a questionnaire was developed and forwarded to each member of I0TA.
The replies were analyzed and the content of the report attempts to reflect as
accurately as possible the main findings. However, as this report is based on data provided
by IOTA member tax administrations participating in the series of surveys conducted in 2013
and in beginning of 2014, some of the findings may not reflect the developments undertaken
in various IOTA member tax administrations since the report was compiled.

During the development of the material used in this publication, input was provided by the
members of Area Group on Debt Management, who supported the efforts to collect experiences
of using innovative ways to support and assist tax debtors and encourage voluntary compliance.
We would like to thank them all, but more specifically the five Task Team members, Eddie Horgan,

Ireland; Bruno Dufayard, France; Sandra Serste-Boelman, the Netherlands; Joao Pedro Vieira Cordeiro,

Portugal and Tanja Vukovic, Sweden, who compiled this report.




1. Executive Summary

Tax Administrations play a critical role in securing and delivering most of the financial
resources required by Governments to provide services and facilities that improve the
quality of life of all its citizens. Tax laws are administered to ensure that tax revenue is
collected on time. The consequences of a delay in payments or a shortfall have a direct
correlation on the financial resources available to the Government. In general most Tax
Administrations have developed a twin strategy approach in the collection of taxes, firstly
delivering a quality service to customers so as to make it as easy as possible for them to
comply with the due date by delivering significant information and guidance, and secondly
developing communications technology based solutions to simplify their systems, reduce
costs of compliance and speed up the delivery of services. Allied to the objective of making
it as easy as possible to be compliant in due time, Tax Administrations aim to provide a
sharp and focused response to those who fail to meet their obligations occasionally or not
at all.

In recent times the economic and financial environment has given rise to a number of
challenges to the collection activities of Tax Administrations. Experience shows that
perhaps the single common feature associated with failure of a business is that, when a
company is under extreme financial pressure, payment of tax liabilities is not on the top of
its agenda. Unfortunately, and incomprehensible as it is from a Tax Administration
perspective, when an enterprise is struggling for its very survival, payments to staff and
creditors that enables the company to remain in business, will always have a higher priority
than payments of tax liabilities. The impact of the global economic and financial crisis is
making it more difficult for some businesses and taxpayers to meet their tax payment
obligations on time, even where they are fully committed to do so. The challenge for the
Tax Administration is to understand that the compliance risk will vary across a spectrum
from those who can’t pay to those who won’t be paying at all. Therefore, Tax
Administrations must focus on the quality and timeliness of their interventions with a
particular regard to the scale and nature of the compliance problem to be addressed and
resolved and setting a clear and tight timeframe for any remedial action. It is evident from
this report that Tax Administrations strive to work with a business or taxpayer towards
resolution of the issues that gave rise to the default.

The focus of this paper is to identify those measures and interventions that are used across
the various Tax Administrations to assist those debtors that are struggling and therefore to
avoid the use of enforcement measures. The development of support strategies for those
who wish to pay but have temporary cash flow difficulties is as important as developing
direct collection strategies or enforcement strategies. Through the development of support
strategies Tax Administrations can, over time, isolate those cases where taxpayers are

willing to take the risk of noncompliance as opposed to those who are unable to comply.




This approach has also an impact on how the resources and energies of a tax organisation
can be used both effectively and efficiently. It is in this context that the focus of this report
is directed to summarise as much information as possible as to how various Tax
Administrations across Europe have developed systems, strategies and structures that
assist debtors in addressing their difficulties. The report itself does not merely identify
several actions, but also tries to name and describe examples of good practice.

There are many examples of situations where a viable business has substantial payments
owed by another company that ultimately goes into liquidation leaving the viable business
in a situation where its potential income is drastically reduced, or perhaps in times of
financial difficulty the banks may reduce a business overdraft without due notice thereby
impacting on the ability of the business to meet current tax payment deadlines. The
challenge for Tax Administration is to ensure that they get the engagement of those
businesses without resorting to the application of enforced confiscation. In getting such
engagement the Tax Administration will be required to make available payment flexibilities
that in ‘normal’ compliance circumstances are not made available; while at the same time
balance this requirement with the understanding that the tax payment deadlines are the
same for all taxpayers.

This report sets out how the various European Tax Administrations address this issue.
Information was collected with the help of a questionnaire circulated to the twenty six Tax
Administrations that participated in the survey (list of participating countries and links to
their website is on Appendix 2) under the following five headings:

1. Support and assistance by the use of information technology (IT) developments
Challenges that affect the Tax Administration’s ability to provide support and
assistance to tax debtors
a.) Internal structure and organisation
b.) On-Going arrangements and other measures introduced to provide support and

assistance to debtors

3. External structures: the importance of involving key stakeholders in developing

innovative approaches

4. Public communication

5. Future plans

Analysis from the questionnaire clearly indicates that all Tax Administrations that
participated in the survey are exploiting the various information technology (IT) services
and solutions that are currently available to increase the ability of businesses and
individuals to access information on the various Tax Administration websites. The analysis

also indicates that the levels of sophistication and interaction varies widely from one




country to another, however there is a common strategy emerging that clearly shows that
all Tax Administrations are striving to deliver top quality services and proactively engage
with taxpayers, particularly in cases of late or non-payment of due taxes.

This report attempts to be a snapshot of what is currently emerging across Europe in the
field of offering assistance to tax debtors that wish to pay but face payment difficulties. The
report attempts to achieve a general overview of developments across Europe and
highlight some of the emerging good practices. The report does not attempt to give a
detailed analysis of how each country addresses the tax debt collection issue, but it does
point the reader to issues of interest and learning as well as provides references to
websites that can be accessed to facilitate a more detailed analysis of support and
assistance to tax debtors.

The report is divided into six headings reflecting how the questionnaire was structured in
the first instance. The key theme of the report is the level of support and assistance that is
made available to tax debtors and how European tax administrations have significantly
advanced in this field with special focus on the following measures:

IT Developments

The result of the questionnaire shows that Tax Administrations across Europe are
developing their websites and investing in IT. The focus in this chapter is to examine to
what extent Tax Administrations have developed their IT capability to support the payment
flexibilities that some debtors will require due to cash flow difficulties. What is emerging
across the various Tax Administrations in the context of supporting tax debtors by the use
of IT developments can be summarised in three clear stages:

e Providing and Accessing Information - Stage 1
e Facilitating - Stage 2
e Enabling - Stage 3

1. The Providing and Accessing Information Stage is the basic framework by which
businesses and individuals can interact with the various Tax Administrations. Tax
Administrations across Europe are making use of IT in this context. Nowadays most Tax
Administrations have information on their official websites that is directed to tax
debtors that are struggling with their tax payment obligations. Tax debtors can find
both general and specific/individual information on the various Tax Administration
websites. They can obtain information on various tax obligations, payment deadlines,
payment possibilities, terms and conditions regarding payment by instalment and
contact information. The majority of the Tax Administrations also provide on-line self-

services where tax debtors can see their tax debts and upcoming tax payments on-line.




2. It is evident from the responses to the questionnaire that Stage 2 or the Facilitating
Stage is key to provide appropriate supports to tax debtors that are struggling to pay
their revenue obligations. It facilitates the tax debtor or agent to apply for instalment
arrangements, submit tax returns and tax payment on-line in a secure environment, in
most instances giving customers all year round access to such services. It is evident
from the information collected through the questionnaire that those Administrations
which developed IT systems solutions that facilitate interaction are also at the forefront
of increasing the electronic submission of returns and payments combined with the on-
line requests for repayments or refunds.

3. The IT infrastructure that facilitates a two way interaction has the potential, capacity
and capability to automate routine decision making and, in the process, free up
resources and enable the tax debtor within the parameters chosen by the Tax
Administration. Those Tax Administrations that provide access, enable taxpayers to
interact and make on-line submissions of applications for deferred payment
arrangements are in effect using their IT systems to empower those businesses and
individuals to make decisions that assist them in resolving their cash flow difficulties
without having to contact a tax official. Information systems that facilitate the
application, process the application and put in place the automatic arrangement are at
the Stage 3 or Enabling stage. Those Tax Administrations that can deliver such services
set a benchmark for others to follow. Such Administrations are identified in this report,
along with those who are in the process of developing such a service.

The more efficient a tax collection IT system is, the more potential it has to enable
automation of deferred payment applications. Automated IT systems could potentially
check certain criteria as set down by the Tax Administration, and automatically generate
the payment schedule without the need for manual processing.

The Internal Structures of the Tax Administration

The focus of the questionnaire was to identify the administrative frameworks that have
been introduced or are currently in place to support managing tax debtors who experience
debt payment difficulties. In addition to the legal framework, the surveyed countries were
asked whether their Tax Administrations had implemented new internal
structures/arrangements to facilitate activities providing support and assistance to tax
debtors. In summary this area of the report is focussed on identifying how Tax
Administrations have adapted to their changing economic and financial environment and
how the key outcomes of such adaptation have improved provision of support and

assistance to tax debtors.




Arising from the responses received to the questionnaire all participating Tax
Administrations have various administrative structures in place that provide a range of
concessions to those tax debtors that are struggling to meet their tax obligations. Such
concessions range from:

1. Providing additional time in which to pay the tax debt
2. Extending the due date
3. Phasing Payment Arrangement

Such concessions are given when the debtor gives clear financial evidence showing an
inability to pay and the reason why a concession should be given. In some Tax
Administrations the general idea is to consider if it is beneficial for the ‘Public Good’ that a
business should be allowed such a concession.

It is worthwhile noting that since the commencement of the current economic and financial
downturn, 45% of the surveyed Tax Administrations confirmed that conditions set down for
granting additional flexibility had not changed. While on the other hand, 48% replied that
the conditions for instalment plans had changed by increased flexibility, extended debt
payment period, stricter conditions, additional special schemes and use of ‘hard & soft’
approach.

Tax Administrations’ capacity and ability to timely respond to its economic and financial
environment in many ways is pre-determined by a number of key factors.

e Whether a Tax Administration can administer payment flexibilities as a concession
rather than a statutory right.

e The efficiency of a Tax Administration’s organisation structure and procedures would
appear to influence the ability of an organisation to respond rapidly to its environment.

e Technological capabilities vary from Tax Administration to Tax Administration and this
gives rise to an increased diversity of responses that can be delivered to the customer.

e The capability of a Tax Administration to deliver supports to struggling debtors is
influenced by the ability of the various IT systems to support change and enable
interaction between the Tax Administration and its customer base.

The chapter focuses on the current capability of the various Tax Administrations in the
delivery of inbound and outbound communication with the organisation. It also discusses
the various flexibilities that the surveyed countries can offer. It asks the question: how does
an organisational structure influence the ability of the administration to respond to its
economic environment. Examples of organisational structures are used to demonstrate the
various structures in place and how they respond to their customer needs for support and
assistance. The question of what is the best structure and its capability is addressed

following a review of the responses received to the questionnaire.




Finally, this chapter examines the various risk controls that are in place when monitoring
the various phased payment arrangements as well as other flexibilities and concludes by
offering insights into developing internal structures that enable rapid responses when
support and assistance to tax debtors is required.

External Structures

The main business for Tax Administrations is to generate cash flow for the State. While
performing this duty it is important to prevent as many risks as possible in this process.
Nowadays the resources available to any Tax Administration are limited and therefore it is
imperative to organise as much support as possible for tax debtors through influence on
other stakeholders. Therefore, it is strategically important for Tax Administrations to
establish relationships with those organisations or groups that can assist with increasing tax
compliance and reducing debt. For examples: Relationships with groups such as Tax Agents,
Industry Associations, Tax Professionals, Trade groupings such as Hauliers Associations,
Farming Associations, Retail Trade etc.

It is evident from the survey that Tax Administrations within IOTA membership recognise
the importance of establishing links with these external bodies as this leads to
improvements in voluntary tax payment.

There are three key components that influence positive outcomes for Tax Administrations:

1. Keeping all external bodies well informed of the services available to tax debtors, via
the website, seminars, conferences and information sessions so that they can be aware
of their obligations and engage with the Administration regarding any concerns that
they may have. This will ensure that the external parties will deliver the correct
message to the wider public making the collection job less challenging.

2. Strive to understand taxpayer’s requirements. All of the external bodies are well placed
to ascertain what the taxpayer difficulties are and how they can be addressed. External
bodies identify issues sooner which will lead to quicker resolutions.

3. Working with external bodies can assist Tax Administrations to develop new strategies
in supporting and assisting tax debtors who want to pay. External bodies can advise and
collaborate with Tax Administrations in delivering and developing viable solutions and
communicate those solutions to taxpayers.

There are many examples arising when co-operation with external bodies leads to reducing
and simplifying the administrative burden through the increase of different tax debt

payment methods and the flexibility in the timing of such payments.




Public Communication

While the focus on this part of the survey was to gather information on the various means
by which Tax Administrations communicates and supports debtors that are struggling with
meeting payment deadlines, it also demonstrates how administrations inform and
influence the general public. Through effective Public Communication each taxpayer is kept
aware of their tax entitlements and obligations, as well as new procedures or policies
implemented to address tax payment issues that arise from the current economic
environment.

It is evident from the replies received that Tax Administrations uses the method of
communication most suited to their needs so as to reach a wide and varied audience.
Public Communication is designed to act as a pre-emptive measure to provide information
in a compliance stage before they become tax debtors.

The methodology of communication can vary from the traditional standard approach of
communication aiming to:

e Issue reminders of new taxes and payment deadlines

e Create a collective awareness in order to avoid the tax penalties, that the tax debtor
incurs with the non-payment of taxes, encouraging voluntary payment

e Inform the tax payers when annual taxes are due

e Create a personalised telephone answering service where taxpayers could have their
issues resolved

e Improve the search methods of information on-line

e Or modern way of communication, bidirectional or two-way such as:

e Interaction and information exchange via E-services

e Social media: Twitter and Facebook are used to share new and general information,
increasing awareness of entitlements and obligations; YouTube clips could assist
taxpayers, e.g. how to complete a form.

It is also evident from the country replies received that the cost effectiveness or expertise
required for the different methods of communication is reviewed, in that some Tax
Administrations may have its own internal press office with necessary structures, or
depending on the issue it maybe more efficient to outsource certain aspects, i.e. issues of
National Importance.

Future Plans

This section of the questionnaire attempts to capture the strategic opportunities that the
various Tax Administrations are considering in the area of viable support specifically
directed to struggling tax debtors. It is clear from the various examples presented that

there are many on-going ‘experimental’ initiatives undertaken to try and position the




organisations in the most advantageous way so as to exploit their IT systems to deliver the
optimum capacity and capability.

It is interesting to note that almost half of the surveyed IOTA member Tax Administrations
indicated that they have new plans to assist tax debtors, but when they were asked to give
an account of those future plans they were not yet available.

The future initiatives or plans can be summarised as follows:

e |T Development
On-line payments: direct payment via web portal or via e-bill payment
E-taxing — reducing paper work and manual payments to free up manpower to
be used in other areas

o IT as a tool for pubic communication via social media for discussions,
explanations and analyses of tax questions, enabling the taxpayer to exchange
experience and present opinions and discussions

o Increase work efficiency through IT Development

e Internal Organisation Structure
Centralize the functions of debt recovery units for all tax types
Merge departments to organise debt collection in a more modern and
professional way

o Establish teams to deal with the entire recovery process, without being
restricted to specific functions

o Establish a Cross Government debt recovery service

e Amend Policies
o Amend legislation to enable the Tax Administration to publish paid taxes or to
write-off interest if outstanding taxes are paid

e Use Behavioural Analysis to influence the tax debtor. The Tax Administration
intends to carry out various actions to analyse the impact that those actions
have on tax debtors:

Amend the tone of written communication, particularly in letter reminders
Automate responses via phone call or warning letters via email or post
Outbound call reminders

e Set-up Behaviour Analytics to assess the risk of non-compliance for tax debtors

o Form predictive systems based on economical and legal movement
considerations

o ldentify risk categories and take monitoring measures or insurances from the

beginning of their activity




2. Support and Assistance by the use of
Information Technology (IT) Developments

New technologies offer new possibilities for Tax Administrations and other authorities to
provide information and assistance to the public. As technology develops the expectations
from the public increases regarding what service level they can expect from the authorities.
Most people have become used to being able to access whatever information they want
whenever they want. Authorities are therefore developing their websites and E-services24.
E-government is now a well-known term that refers to ‘The utilization of Information
Technology (IT), Information and Communication Technologies (ICTs), and other web-based
telecommunication technologies to improve and/or enhance on the efficiency and
effectiveness of service delivery in the public sector.’25 Section number 2 of the
guestionnaire focused on identifying if and how tax agencies are making use of IT in order
to assist tax debtors that are encountering payment difficulties.

The result of the questionnaire shows that there is a three stage development process
emerging that consists of:

e Providing and Accessing Information
The information provision and accessing capability is the basic information and
guidance service that all Tax Administrations are currently providing. The majority of
the surveyed Tax Administrations have information on their official websites that is
directed to tax debtors that are struggling with their tax payment obligations, for
example information about payment by instalment.

o Facilitating
In the facilitating stage, Tax Administrations allow the tax debtors to move from
information to action by having IT systems in place that for instance facilitates on-
line payment and submission of returns and provide on-line instalment applications.

e Enabling
The final stage, the enabling, refers to those Tax Administrations that have
developed their IT capacity to automate the decision making process that was
previously undertaken by a Tax Official.

The findings from the questionnaire will be presented more extensively below.

* Evans, D. och Yen, D. (2005). E-government: An analysis for implementation: Framework for understanding cultural and social impact.
Government Information Quarterly, 18.

 Jeong Chun Hai @Ibrahim. (2007). Fundamental of Development Administration. Selangor: Scholar Press. ISBN 978-967-5-04508-0.



http://en.wikipedia.org/wiki/Special:BookSources/9789675045080

2.1 Information and guidance to tax debtors on the official Tax
Administration websites

A Benchmarking Pilot Report published by IOTA shows that the Tax Administrations most
preferred channel for information and guidance towards the individual taxpayer is the
Internet site. Do Tax 