Mr Jim Kelly

Secretary

Commission on Taxation

Le Pole House

Ship Street Great
Dublin 8 

	107/FT

	20 May 2008


By post and email: info@taxcommission.ie

Dear Mr Kelly

I wish to make the following submission to the Commission on Taxation.

1. Structure of the taxation system – self-assessment model.

1.1 During the past 20 year it is clear that the assessing and collection structure chosen and applied by the Revenue Commissioners is that of self-assessment.  Self-assessment was introduced for Income Tax for the 1988/89 tax year, for Corporation Tax for all accounting periods ending on or after 1 October 1989 and for Capital Gains Tax for the tax year 1990/91.  The submission will focus on these three taxes.

1.2 To the best of my knowledge there has been no detailed review of the impact of the introduction and application of the self-assessment system on taxpayers and the taxpayer’s agents.  Such a review is important because a major component of self-assessment is the transfer of functions previously carried out by the Revenue to the taxpayer and the agents of the taxpayer.  This transfer has imposed an economic cost on the taxpayers and a heavy administrative burden on the agents of the taxpayers, to the extent that it can be strongly argued that the structure now incorporates an imbalance as between the Revenue Commissioners and the taxpayers and their agents.  Clearly, an imbalanced structure is not desirable.

1.3 Prior to the introduction of self-assessment, as a normal part of its functions, the Revenue Commissioners provided an ongoing service to taxpayers and to agents, of assisting and supporting the fulfilment of the compliance obligations of taxpayers.  Parallel to the introduction and application of self-assessment, this service at worst has virtually ceased and at best is extremely patchy.  Over the past 20 years there has been a substantial burden placed on taxpayers and their agents allied to tight deadlines and heavy penalties with a consequent freeing up of Revenue resources but there has been little quid pro quo on the part of the Revenue Commissioners in terms of quality support, apart from the introduction, extension and improvement in respect of on-line services.   Recently, the Revenue Commissioners have given some recognition to this lack but on the basis of the experience of the last 20 years, there is no basis for confidence that an acceptable level of service will be consistently provided by the mainstream districts.  One of the reasons for the demise of the quality of this service is a “skills deficit” amongst the general staff in the mainstream Revenue districts, which I would imagine is due to inadequate training (a topic to which I shall return).
1.4 Prior to the introduction of self-assessment, each district provided the facility whereby the taxpayer could call in person to deal with any issue in respect of their tax affairs, and to obtain assistance in the completion of their tax return.  The provision of this service was an integral part of the functions carried out by every district.  These facilities have been long withdrawn and now in the Dublin region there are only two central public offices to which the taxpayer has access, one in the city centre and one in Tallaght.  The near elimination of this service in the Dublin Region by curtailing access to two offices, whereby previously there was access to at least a dozen offices, (the specific district dealing with each taxpayers affairs) has never been justified and explained but is clearly part of the general Revenue policy to effectively “contract out” an increasing number of functions, with consequent increased costs to the taxpayer.
1.5 The core principles behind self-assessment is to transfer functions historically carried out by the Revenue Commissioners to taxpayers and to the best of my knowledge, this core principle has never been publically debated or justified.  I would strongly suggest that the Commission on Taxation should review and debate that principle and justify its adoption, because it is clear that the policy of the Revenue Commissioners is to expand its application as much as possible.
1.6 Belatedly, the Revenue Commissioners have in principle recognised that there is an obligation on them in the context of self-assessment to support and assist taxpayers and their agents in interpreting and applying the extremely complex legislation and they have given this task primarily to the mainstream districts, which deal with the tax affairs of each specific taxpayer.  However, at this juncture, there is no confidence that the mainstream districts are in a position to provide this service on a timely and consistent basis.  The foundation of taxation is the legislation and any survey of the mainstream districts, I would venture to say, would conclude that the reference, access and knowledge of the staff in the mainstream districts in the normal course of their work to the body of legislation is the exception rather than the rule.  Prior to the introduction of self-assessment, there were extensive and high level exams, which officers were required to sit and pass to qualify for promotion but these exams were abolished and as a result there was a sharp decline in the primary skill required which is knowledge of the legislation.  This position has caused many difficulties and one recurring difficulty is when a taxpayer actually phones a district on an issue, it is not uncommon that they are wrongly advised as the matter.  Recently, the Revenue Commissioners have put in place, in conjunction with the University of Limerick, a course, but it remains to be seen how this recent action will address the foregoing problem.  The question must be asked, why instead of embarking on that option, the option of obliging Revenue staff to obtain the qualifications provided by the Irish Taxation Institute, was not adopted, given that this Institute has established a benchmark in taxation qualifications in Ireland.  Clearly, training is an important part of the taxation structure as its quality and extent has a major impact on service delivery and I would suggest that the training and educational policy and implementation by the Revenue Commissioners should be reviewed by the Commission on Taxation.
1.7 A prime feature of the self-assessment structure is that the taxpayer is responsible without any prompting from the Revenue to calculate his liabilities and to make a timely payment of same.  A large number of taxpayers de facto delegate this responsibility to their agents (tax consultants and accountants) and therefore the agents play as important a role as the Revenue in the collection of taxes, but this fact is not sufficiently acknowledged or recognised by the service provided by the districts.  One would surmise from the results of various surveys published by the Revenue, that all districts provided an efficient and timely service but this certainly is not the situation on the ground in relation to all districts and the position is masked by the fact that the survey results are only published in respect of the total country, whereas they should be published in relation to each specific district.  In spite of the surveys, features such as delay in answering phone calls, no responses to letters, faxes and emails, returns being mislaid, lack of capability to give accurate technical information, are still a too frequent occurrence in dealing with some districts.  I would suggest that regular monitoring and assessment of service delivery by the Revenue Commissioners should be carried out, say on a three yearly basis, under the auspices of the Oireachtas Committee on Finance and the Public Service with their report being published.  The foregoing is an important matter for the Commission on Taxation to review.
1.8 The following is an example of suggestions which if applied would assist the tax agents in fulfilling their role as a major component of self-assessment ;

· As well as having a media campaign to encourage and remind taxpayers to meet the pay and file deadline of 31 October, the Revenue should also have a media campaign in April of each year to coincide with Irish Taxation Institute’s “tax week” promotions, to encourage taxpayers to prepare and assemble the material necessary to prepare their tax returns and forward same to their tax agents, rather than defer this task until September/October, because the universal experience is that the majority of clients only respond in September/October and to meet the deadline requires the working of excessive hours and days in that period, which clearly could be mitigated if clients forwarded their material a lot earlier. Therefore it would be helpful if the Revenue embarked on a campaign to encourage taxpayers to forward to their tax agents, the relevant material, prior to the summer holidays.
· The termination of the practice of staff in the ROS helpline area and in the case of ROS liaison officers, to take leave on work days prior to and after the October bank holiday (tax agents have to work throughout the bank holiday weekend), which, unfortunately, coincides with the 31 October deadline.  These staff play a crucial role and their non-availability the days before the deadline, results in the withdrawal of support at the most crucial time.

· The incorporation into the ROS offline system of the facility for the carrying forward of last year’s data, as is the case in all private section software systems.  Clearly, having to input all recurring details each and every year by taxpayers and their agents is a major inefficiency in the ROS offline system and should be rectified.

· Each year the private sector software applications for the completion of returns, are only available towards the end of April and the reason given is delay in reaching agreement with the Revenue.  This means that such essential software is not available for the first four months after the end of the tax year.  Steps should be taken to ensure the availability of this software a lot earlier.
· Increase the tolerance levels for “human error” which because of the short timeframe effectively available and the consequent 24/7 work time demands before the pay and file deadline to complete returns, computations and accounts, it is inevitable that in such a pressurised environment errors will occur.  In respect of Income Tax payment shortfalls, only a window of 2 months in allowed to make “top up” payments and avoid an interest charge but there is an effective ceiling of €3,175 on the “top up” amount.  The quantum ceiling should be removed and replaced by 10% of the tax payable ceiling.  
· Revenue do not impose penalties if errors are “self corrected” within 12 months of the filing deadline, however, this concession does not apply if the Revenue has notified the taxpayer of an audit or contacted the taxpayer regarding an enquiry or investigation relating to his or her tax affairs within the 12 month period.  This restriction on availing of a penalty free self correction should be removed because the first opportunity to review submissions in respect of a previous tax year is when the following year’s submission is being prepared and inevitably the latter will not be completed in most cases within 12 months of the filing deadline for the submission requiring correction.  Additionally, as well as a mitigation for penalties, there should also be a 75% mitigation for interest in valid cases of “self correction” in view of the penal rates of interest applied.  
· In summary in the highly pressurised and stressful weeks leading up to the pay and file deadline, genuine human errors are inevitable.  The Revenue Commissioners have in many instances apologised for “human error” on their part with no compensation being made to taxpayers, notwithstanding the additional costs these errors have generated.  Fairness demands that genuine human errors on the part of taxpayers or their agents are not punished by the imposition of full interest and penalties.  Finally, the Revenue should issue a statement of practice on the whole area of human error so that all taxpayers and their agents are fully cognisant with the Revenue policy in this area.
· In addition to the services of ROS helpline and ROS liaison, staff being provided, in the period before the pay and file deadline, dedicated specific tax technical support staff should be on hand in the districts to provide the service of answering tax technical queries.

· A permanent online pay and file deadline should be enshrined in legislation and it should be 21 November which was the first such deadline, rather than a moveable deadline decided each year by the Revenue.

1.9 In summary, what I am suggesting is that the Commission on Taxation should carry out an overall review of the self-assessment structure (now that it is 20 years in existence) with special focus on its impact on taxpayers, on tax agents and on the support services provided by the Revenue to assist and facilitate the carrying out by taxpayers and tax agents of the onerous obligations imposed upon them.  Secondly, to consider the issue of introducing a regular independent monitoring and evaluation assessment in respect of all services that impact on taxpayers, which the Revenue Commissioners are entrusted to carryout.
2. Unregistered taxpayers – “the black economy”

2.1 The Revenue have in the past decade been very successful with the assistance of tax agents in completing special projects of tackling past tax evasion practices, e.g. bogus non-resident accounts, life assurance products, off-shore assets, etc.  With the completion of these projects, the inclination would appear to be that the Revenue’s sole focus on tackling evasion will relate to already registered taxpayers, e.g. the new “drop-in” scheme.  It would appear that very little resources are being specifically allocated to tackling the tax evasion which arises by persons not registering their economic/business activity for tax purposes.  The Commission on Taxation should review the Revenue’s policies and structures in relation to tackling the tax evasion practiced by such persons with a view to ensuring that incorporated in the Revenue structure will be a sufficiently resourced district to tackle this issue on an on-going basis in a comprehensive, systematic and focused manner.  Due to the fact that tackling such unregistered persons is a much more difficult task than tackling unreported income by registered persons, there is a feeling abroad that the former is neglected by the Revenue Commissioners and resources which should be focused on the former, are allocated to the latter.
3. Equal service and access for all taxpayers.

3.1 All taxpayers should be afforded equal treatment by the Revenue Commissioners in relation to support and access.  Under the current structure implemented by the Revenue, those taxpayers who are dealt with by the Large Cases District  are  afforded much greater access and support than the taxpayers dealt with by the other mainstream districts.  Clearly the rationale on the Revenue Commissioners part is that the taxpayers dealt with by Large Cases District generate proportionally more revenue, notwithstanding that they constitute a small numerical minority.  However, in a democracy, such discriminatory treatment cannot be justified.  Therefore, I suggest that the Commission on Taxation examine the issue of all taxpayers and their agents being afforded the same and equal treatment in relation to access and support as afforded to Large Cases District taxpayers.
4. Employee tax credit.

4.1 A tax credit which currently stands at €1,830 is denied to self-employed individuals and to directors of companies who own more than 15% of the ordinary share capital of the company (proprietary directors).  This tax credit was introduced in the late 1980s, prior to the introduction of self-assessment and was granted only to “PAYE taxpayers” on the grounds that self-employed individuals and proprietary directors (notwithstanding that proprietary directors are subject to PAYE) there was a greater scope for the latter to claim private expenses as business expenses and to under report their income.  This justification no longer is valid in the context of a well embedded self-assessment system, because to maintain that it is still valid is to admit that the whole range of sophisticated procedures and tests applied by the Revenue Commissioners as part of this system are totally ineffective.  What this justification amounts to is that a tax credit is to be denied to a specific category of taxpayers on the grounds that the system applied by the Revenue Commissioners is not sufficiently efficient to eliminate material overstatement of expenses and understatement of income.  The Commission on Taxation should examine this matter to ascertain whether the justification is still tenable.  Clearly, there would be a tax cost of eliminating this denial but the elimination could be spread over several tax years.
5. Experience

5.1 Finally, I would point out that the foregoing observations and suggestions are based on 35 years of working in the “tax sector” incorporating service with the Revenue Commissioners, large private practice firms, sole practitioner and a two member partnership.
Yours sincerely

Mel Ó Cuinneagáin

