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1
Introduction

1.1 This document is Revenue’s response to an invitation received from the Commission on Taxation to make a submission.  

1.2 The main purpose of our submission is to emphasise to the Commission the critical linkage between tax policy and tax administration.  The efficacy and practicality of tax policy – its “administrability”, if you like – is in our view almost as important as the policy itself.  In our experience, for tax policy to pass the administrability test it should:


Be easy to comprehend

· Be fair and equitable 

· Minimise the potential for fraud and evasion 

· Keep the compliance burden to a minimum, consistent with Revenue’s ability to operate the tax effectively and the need to collect information for validation and evaluation purposes


Provide reasonable certainty, particularly for business. 

1.3 We are available to discuss administrative aspects of proposals as the Commission is considering them. We will also, of course, be very happy to respond to any requests from the Commission for information, statistics, analysis etc. that may be required.

2 Broad content of the submission

2.1 Administrative issues clearly arise in relation to tax expenditures, which the Commission is specifically charged with reviewing.  How tax policy is administered also has a significant bearing on issues of competitiveness and equitable incidence, both of which are specifically mentioned in the Commission’s terms of reference. The question of administration of possible new fiscal measures, including measures to protect the environment or to finance local government may also be considered by the Commission. 

2.2 The Government’s target for a reduction in the burden of regulation on business is an important backdrop to the Commission’s work as is the commitment, as noted in the Commission’s Terms of Reference, of ensuring that our regulatory framework remains flexible, proportionate and up to date.

2.3 In these contexts we wish to set out some general propositions relating to tax administration, which we hope the Commission will bear in mind in its deliberations.  Of necessity, there is some overlap between the various topic headings.

3

Better Regulation 

3.1 Revenue is working closely with other Departments to implement the Government target of reducing the burden of regulation on business.  In this regard, it is clear that regulation imposed by the tax system is of concern, although the work that Revenue has done in recent years has been noted.
3.2 While public comment tends to focus on the cost of regulation at the level of individual business, the cost of weak regulation on an economy can be very significant, both in financial and reputational terms. This does not, of course, imply that large quantities of regulation are required.
3.3 Rather it is Revenue’s view that quality regulation which supports compliance, and the development of a compliance culture is of general benefit – it benefits other regulators because non-compliant taxpayers are unlikely to confine their non-compliance to tax, and it benefits business by supporting a level playing field.
3.4 There are a number of principles which, if borne in mind in relation to existing and any new taxes, will, it is submitted, support the better regulation effort:

· Self Assessment
· Pay and File
· Low frequency of filing 
· Information sharing by public authorities
4

Tax expenditures

4.1 As part of its assessment of the economic and social benefits of tax expenditures, we would ask the Commission to measure these benefits not just against the direct exchequer costs, but also against administrative and compliance costs which can be significant in many instances for both business and Revenue, particularly in relation to low value expenditures.

4.2 Where the Commission is recommending retention of a tax expenditure, we would ask that, where appropriate, it might recommend suitable simplifications to its “design” (and possibly to the delivery mechanism). There are many examples of overly complex tax expenditures that have developed in an incremental way and that could benefit from “re-design”.  

4.3 If new tax expenditures or incentives are being proposed, we would ask the Commission to bear in mind the balance between the value of the incentive and the potential cost to the Exchequer of abusive avoidance.

4.4 We would also ask the Commission to consider the relative efficiency of tax expenditures and direct subsidies, as there may be cases where one or other would be more efficient.  It is our view that too much may sometimes be expected of the tax system as a vehicle for incentivising certain spending or investment choices, or as a vehicle for providing social supports. This not only generates unnecessary complexity but also increasingly tests Revenue’s capacity to explain tax “entitlements” and to facilitate the making of claims.
4.5 Finally, to validate entitlement or to support evaluation, cost benefit analysis and parliamentary oversight in relation to outcomes, the collection of substantial amounts of data via tax returns may be stipulated - recent requirements in tax returns for additional data in relation to sub-categories of capital allowances are a good example.  However, such “micro” data requirements add both complexity and volume to standard tax return forms and increase compliance costs.  Alternative methodologies may be adequate for evaluation purposes, or data may be available on a 3rd party basis. 
4.6 We would ask the Commission to consider this aspect in the context of removing unnecessary complexity and compliance costs.  Specifically, the Commission may wish to propose that excessively detailed data gathering via tax returns (over and above what is necessary to determine a tax assessment) should be required only where alternative methodologies will not allow for review/evaluation.  Furthermore, we would welcome a recommendation that, where detailed data gathering relating to certain tax incentives is required via a tax return, e-filing of tax returns should be mandatory for taxpayers and businesses availing of those incentives. 
5 Competitiveness

5.1 Complexity, uncertainty and costs arising from administration of the tax code undoubtedly damage business competitiveness.  While achieving greater simplicity is difficult – the tax code necessarily tends to reflect the complexity of modern business – nonetheless there is significant scope for further sensible and achievable simplification. 


5.2 Our experience tells us that taxes that are easy to explain and easy for the taxpayer to understand, are easier to administer.  The aim should be to make the system as simple and straightforward as possible consistent with the effective implementation of the particular tax, duty or relief in question. The greater the complexity, the greater the challenge presented to the taxpayer and the administration. 

5.3 It is submitted that at the extreme, administrative complexity has the potential to become a driver to non-compliance

5.4 There is also a particular cause for concern in relation to those taxpayers whose main source of income is taxed under the PAYE system and who do not as a rule have recourse to tax advisers. In this sector, complexity may both hinder compliance and deter availing of entitlements.

5.5 In considering the structure of the tax system and how it can best support economic activity, we would welcome a strong message from the Commission that simplicity of administration should be a key element of that structure.  

6 Equitable incidence

6.1 Revenue’s success in improving compliance in the tax system is heavily influenced by perceptions of fairness  -  the view that everybody is “paying their fair share”.  Fairness in this context is not, in our experience, a mathematical construct or a legal one  -  it is more a notion of “felt fairness”.  

6.2 Achieving the right balance of horizontal and vertical equity is therefore very important to the whole concept of “voluntary compliance” with tax laws. While decisions about where to strike that balance are, of course, in large part a policy matter, we would certainly suggest to the Commission that it is an important element also in relation to administration of the tax system, particularly in relation to the structure of the tax system and tax expenditures.


6.3 There is an important link between administrability and fairness. With the legitimacy of Revenue intrinsically linked to public perception, we will have difficulties administering a particular tax measure if the public considers that the measure itself, or the policy associated with it, is unfair. 


6.4 The administration of a tax is also helped greatly if it is easy for the taxpayer to comply with the tax and, furthermore, minimising the potential for fraud or evasion will help in no small way in facilitating administration.


6.5 While we feel we have much improved powers to tackle tax evasion, one of the biggest ongoing threats to the perception of equitable incidence is artificial tax avoidance.  


6.6 We have a range of specific anti-avoidance provisions in the tax code, supplemented by a general anti-avoidance measure and an encouragement-to-disclose provision.  However artificial avoidance is still all too common and corrosively undermines the perceived fairness of the tax system.  We would welcome broad support from the Commission for ensuring that the tax system can be administered in a manner which reduces the scope for artificial avoidance.  


7 Flexibility  

7.1 Electronic filing and payment of taxes and associated data enables efficient, effective and flexible administration for Revenue, fiduciary agents, tax practitioners and the taxpaying public.  We see the electronic medium as the way the majority of business will be done between the taxpayer and Revenue in the future.

7.2 We believe we have reached the stage where e-solutions should be the standard default design feature of all future taxes and reliefs.  A paper solution should be the exception, though it will of course be necessary to facilitate those individuals who may not be comfortable with electronic processes.   We are reviewing all existing taxes and reliefs to e-enable them and we would ask the Commission to bear this position in mind in regard to any proposals it might make.

8

International Obligations

8.1 We feel it is important to highlight for the Commission the need to take account of international obligations (under EU law and other Treaties), which can impose significant constraints on the design principles being applied to any new tax proposals, quite apart from constraints on policy.

8.2 In the area of indirect taxation in particular the design may be prescribed in a very detailed manner, including forms, data capture, frequency of filing etc.  

8.3 Globalisation of business and of movements of capital means that international co-operation in relation to tax administration is also growing.  Under the auspices of both the EU and OECD work is underway to develop enhanced relationships between tax administrations, including greater transparency, sharing best practice and information sharing where there is an appropriate legal basis.
9
Administration of possible new taxes

9.1 Revenue has an efficient and effective tax administration and collection system which scores highly in international benchmark studies. We also have a track record in working with relevant stakeholders when a new measure is being introduced. We would welcome the opportunity to administer any new taxes that the Commission may propose.  

9.2 While the extent of the fit and alignment with existing tax collection machinery will have an impact on the efficiency with which we can administer any new tax,  we have demonstrated that where a measure is designed in consultation with us,  the results have been successful.

9.3 A very large investment in computer systems, processes, structures and people has taken place to align our systems and organisation to reflect tax policy developed over the past decade. A new tax or initiative that is radically different and not compatible with these systems may, however, have a significant lead in time. 


10
Tax Policy

Revenue plays a significant role in the development of tax policy – in particular by bringing our operational knowledge and experience to the table. The Department of Finance has the primary role and responsibility in this area.  We understand that that Department will be making a submission on the wider policy issues relating to the terms of reference and we therefore felt it appropriate to limit our own submission to matters touching upon tax administration.  

11
Conclusion

Revenue welcomes the setting up of the Commission on Taxation. One of our performance indicators in our recently published Statement of Strategy relates to a positive engagement with the Commission.  We thank the Commission for the opportunity to make this submission, as part of that engagement process. We look forward to dealing constructively with the Commission and assisting it in its work. 

