Fitth Report

of the

Commuission on Taxation

(imcludimg index to the five reports)

TAX
ADMINISTRATION

October 1985

DUBLIN:
PUBLISHLD BY THE STATIONERY OFFICE.

Terhe purchased through amy Bookseller. or directly from the
GOVERNMENT PUBLICATIONS SALE OFFICT.
SUN ALLIANCE HOUSE. MOLESWORTH STREET. DUBLIN 2

Pl. 3142 £15.50




THE COMMISSION ON TAXATION

Meiihers:
Mirtan Hederman OV Boen cCharmoar
Donad 8. AL Carroll
Derek Chambers
James R. Gallagher
Daniel Muarphyv
Donal Murphy
Donal Nevin
Patrick P, O'Neill
Ravmond O'Neill
W. J. Louden Ryvan

Secretariat:

Séamus P Rele (Secretary)
[2cirdre Dowdall {Assistant Scorctary
Kealin Ireland (Research Otticer)

Linda Bergin
Clodagh Brady

I‘-‘

Irish Taxation Institute
Library

Accessi
ion Number ———e_ Classification Number
——




TABLE OF CONTENTS
1)12"&’[}
Preface 17
I'he Key Elements ot Proposed Retorms . 21
List of Recommendatons 33
Glossary ... +7
PART I
GENERAL APPROACH
Chapter Daragraph Page
1. General Principles

Introduction U | 55
Basic Principles ... .o 1.2 55

The Existing System-—
Broad Impressions ... .o 15 36
Criticisns of the System 1.10 57
Assessment 1.11 38
Collection and Enforcement 1.14 59
Appeals .. 1.13 39
Consultation Procedures 1.16 59
Effects of Our Proposals U O i 59
Conclusion... .. 1.18 60

2. The Legislative Process

Introduction .21 62
Present System .o 2.2 62
A Range of Views ... L. 2.4 62




Chapter Paragmph Page Chapter Paragraph Page
The Options o211 65 Compliance Code ... .. .. 449 98
Technical Finance Blll e 212 65 Arrangements for Payment of Tax ... 453 99
Advance Publication of Legislation 214 66 Checking and Auditing of Returns ... 4.55 100
Joint Oireachtas Committee . 215 66 Enforcement .. .. 458 100
Advisory Committee 2.16 67 Revenue Imphcauons .. 4.61 101
Permanent Review Body 221 H8 Treatment of Capital Gam@ and Lapltal
Statt Mobility - 2.23 68 Acquisitions . 463 102
Consolidation of Tax Leglshrlon 223 69 Conclusion. .. . 468 103
Recommendations 2.28 69 Recommendations . o4 103
3. Revenue Practice 5. Withholding Taxes
Introduction 3.1 71 Introduction 5.1 105
Present Position 3.2 71 The Issue in General 3.2 105
Criticisms of the Present Pomum 3.3 72 Withholding by Income Source— _
Advance Rulings .., 3.4 73 An Qvervicw 5.8 106
Revenue Discretion 3.12 74 Government Securitics 5.9 17 1
Specific Aspects of Revenue Prlcmce 3.21 77 Deposit Interest 5.13 107 ‘
The Board of the Revenue Comrmissioners 3.27 78 Distributions 5.20 109
Conclusion... 3.32 79 Capital Gamns 5.26 110
Recommendations 3.33 79 (ifts and Inheritances 5.28 111
Construction Industry Scheme ... 5.33 112
Appeals ... 5.38 113
PART 11 Rate of Tax ... ... . . .. 542 114
Other Sectors ... 543 114
TAX ASSESSMENT Recommendations ... 5.46 115
4. Assessment Procedures 6. PAYE
Introduction o4 83 Introduction .o 64 116
Main Features of Present System e 6.2 116
Existing Procedures .. . .. 4.3 84 Effects of Our Proposals ... .. 611 119
Large Number of Appeals o 47 85
Backlog of Appeals ... ... ... ... 438 85 Other Issues .. P A £ 120
The 1983 Legislation Lo 412 87 Non-cumulative System .. 615 120
Self-asessment for PAYE Taxpayers 6.24 123
Self-Assessment .. .. 417 89 Conclusion.. .. 6.3 125
Main Features .. 422 91 Rccommendanon ... 6.33 125
Experience with Self- Asscssment in Ireland 4.24 92
Advantages and Disadvantages of Self- 7. Tax Appeals
Assessment . 433 93
Basis of Assessment .. .. o 440 96 Introduction . . A 127
A New Style Return Form.. e 442 97 Appeals under Self- Assessment .. e 1.2 127
Filing of Returns ... . 445 97 Appointment of Appeal (.ommlssmners e 7.3 127




bl
Chapter Para '
o graph Page Chapter Paragraph Page
glrcult Cou;t Appeals ... ... 7.5 128 Attitude of the Courts towards Tax Avoid-
I pgeal to High Court ... ... 7.9 129 ance . .. 118 158
r[fl amera Appeals - o7 130 Attitude of the Leglslaturc ‘towards Tax
RaXpayerS Right to have Appeal Heard ... 7.3 130 Avoidance L a2 159
ecommendations O A 131 The Specific Approach . 1113 159
; . . The Transactions at Arm’s LLngth Apprm(h 11.16 160
% Compliance Costs and Taxpayer Assistance The Administrative Control Approach ooy 160
Introducti The General Approach .. . L2z 161
Co ¢ )IULUOI() 8.1 132 Retrospective Anti-Av oldance ng]shuon 11.27 162
e anee Losts ' 8.2 132 Conclusions oo 11,30 163
- Compensation for omphmcc ( osts 8.7 133 Recommendations oo 1132 163
Laxpayer Assistance - ' '
Direct Assistance to Taxpavers 812 135
Forms and Publications . 8 va iy
X : 2L o 13
Parliamentary Questions 8.26 1 %(7] PART IV
Recommendations 929 I:q)H
EXAMINATION, COLLECTION AND
ENFORCEMENT
PART III 12. Infm:mation Powers of the Revenue Com-
missioners
TAX EVASION AND AVOIDANCE Introduction 121 167
Principles . .. 12.2 167
¢ : . .
- Public Perceptions of Tax Evasion Scepe of Information Powu\ . t2.4 168
Introduct; Income Tax and Corporation Tax 12.5 168
ntroduction TS .91 143 PAYE/Construction Industry Sub- Con— :
Public P;rcepnons .o 92 143 tractors Lo 1213 170
Conclusions ... .. .. 94 145 VAT ... i L1214 170
10. Tax Evasion The Issues .. . e 1213 170
Introduct Powers of Entry and Inspection of
fttroduction s .10 146 Records ... 1216 171
The Administrative Background 103 146 Code of Conduct ... 1223 173
gf{lie Ex_tent c_)f the Problem . 1013 149 Search of Premises ... L1227 174
T ';:f,ms{mt""? Data oo 1017 150 Power to Search Persons .. 12.32 175
C&C lmg_ Evasion .. o 10028 153 Power to Obtain Information about Named
R,(,mC us.lon... o o 10.33 133 Taxpavers ... 12.36 176
ecommendations . 10.35 135 Power to Obtain Informatlon about Ia\
. Avoidance ... o124 177
H. Tax Avoidance Treatment ot Bankmg Busmess oo 12044 178
[ ducti QOccasional Information Returns .. o 12,49 180
Tllﬁro(ucnon 11.1 136 Compliance Costs ... ... .. . 1239 183
o ﬂ‘; ‘Cl"gext ¥ 11.3 136 International Exchanges ... ... ... 12,60 183
icial Attitudes to Avoidance... 1.3 157 Obligation to Keep Records . 1263 184




Chapter

13,

14

10

Period of Retention ...
Micro-film Records ...
Recommendations

Tax Offences and Penalties

Introduction
Present Range of Offences and Level ot Penalties
Imposition of Penaities
Back-duty Settlements
Publication of Names of Tay Defaulters
Summary
Recommendations

A New Scheme of Offences and Penalties

Introduction .

General Principles ... .

Incorrect Returns {Defaults)

Penaltv Scale :

Failure to Submir Returns
Failure to Notify Chargeability ...
Appeals Against Penalties

Mitgation of Penalties
Criminal Offences Related to Taxation
Criminal Investigations ...
Recommendations

Collection and Enforcement of Payment

Introduction
Broad Impressions
The Collection System
Compliance ...
The Office of the Collector General
Enforcement of Payment . . .
County Registrar/Sheriff Enforcement
Conclusion ..
Proposed Enforcement Stivctures
Powers to Enforce Collection
The Power of Seizure .
Other Powers and Procedures
Conclusion . .. .
Recommendations

Paragraph

12,65
12.68
12.69

13.1
13.2
13.7
13.13
13.21
13.25
13.30

141

14.4

14.7

14,14
14.19
14.23
14.26
14.28
14.29
14.36
14.37

[l LN I

15.17
15.23
28
38
A
.49
.30
15.58
15.68
15.69

—_ e e
A1 oo oL i

—_— e e

Page
184
185
185

88
188
189
191
194
195
196

197
197
199
200
201
202
203
204
204
206
207

209
209
210
211
214
215
217
219
220
222
223
224
227
227

Chapter

16.

17. Administration of Direct Expenditure Tax

18.

Special Collection Arrangements

Introduction
Instalment Arrangements and Deferred Pay-

ments
Write-oft of Uncollected Taxes and Tnterest
Preterential Claims in Liquidation or Receiver-
ship -
The Case tor Revenue Preference
The Phoenix Syndrome
[dentification ...
Special Measures
Recommendations

PART V

Paragraph

16.1

16.3
16.11

16.16
16,24
16.36
16.41
16.42
16.47

Page

229

229
23

233
235
239
240
24)
24}

ADMINISTRATION OF SPECIFIC TAXES

Introduction - .. ...
Developments in the United Kingdom
Assessment of Tax
Information Required
Collection of Tax ... ST
Certificates from Financial [nstitutions...
Treatment of Assets...

Housing
Relief for Savings Made Before the Transition

The Total Assets Method ...

The Net Assets Method

The Credit Method ...

The Capital Gains Tax Method

The Transitional Period
Conclusion...

Administration of Value-Added Tax

Introduction .
Accounting for Value-Added Tax ...
VAT Accounting Periods ...

17.1
17.3
17.5
17.8
17.11
17.14
17.16
17.19
17.25
17.30
17.32
17.34
17.35
17.38
17.40

18.1
18.2
18.8

245
245 -
246
247
248
248
249
250
251
252
252
252
233
233
254

255
255
257

i1




Chapter

20

VA T on Import_q

VAT Waiver on Imports for Re-Export

Deferred Payment of VAT on Imports

Imported Goods of £200 or less
Registration for VAT

Anomalies in VAT Regist t‘
Second-Hand Goods : srner

Recommendations

Administration
of Customs and
Duties Excisc

Introduction
Broad Impressions
Legislation y
Appeal Procedures
Customs Clearasice Procedires
Infand Clearance Depots
Computerisation
Eutorcement and Penaltios
Scizure
Offences and Penaltices
Recommendations

Administration of Motor Vehicle Duties

Introduction

Problems of Present 9\5&"1}1
Rates

Administration

Mortor Insurers

An Post

Evasion
Recommendations

Re-structuring the System of Taxation

liitroduction

Classtfication of Taxes

Rising Level of Taxation...

Constraints. .

Revenue Effem ofOrsr Prc)pma:’\
Timing .
Possible Tax Strucruns ’
Basis of Estimates

Paragmph

18.20
18.25
18.30
18.36
18.40
18.48
[8.53
158.5%

191

9.2

19.6

1911
1920
19.21
1924
19.29
19.33
19.43
19.48

201
20.2
203
20.4
205
20013
20.17
20.27

211
2
21
21
21
21.

21

21

o

’—*—‘C@Lu
[ 1 B

Page
259
261
262
264
265
268
2069
271

272
272
273
274
270
276
7%
27K
279
282
283

285
285
285
286
286
288
288
291

292
292
203
293
294
294
294
296

Chapter Paragraph
Income Distribution Effects ofOur Pmposals L2121
Incidence . Lo 21.22
Equity... 21.24

Reservation by Mr Daniel Murphy

APPENDICES

Appendix

1.

2 e o

1
12

13,

Constructnion Industry: Tax Deduction Scheme

The PAYE Svstem. .
Anti-Avoidance — Tr111sf(r of Assus Abrmd

Maintenance and Preservation ot Records
Tax Otfences and Penaloes

Collecrion Procedures

Solicitor Enforcement

. County Registrars and Sheritts
. VAT on lmports
11,

Organisation and Proadures mn ( USTOMS md F\uqe
Customs and Excise Legislation ... .
Customs and Excise Offences and Pen 11[169

Revenue Effects of Our Proposals

ANNEXES'

Annex
To Appendix 6  Comparison of the History of Collection of

To Appendix 10

VAT Periods, March/April, 1982, March/April,
1983 and March/April, 1984,
Periods of Deferment on Customs and E)\CIRL

Duties

To Appendix 13 Personal Allowances md Tax Credits ...
To Appendix 13 Proposed Number of Taxpayers
To Appendix 13 Revenue Yield from Second Report

INDEX
(to the five reports of the Commission on Taxation)

Index

First Report: Direct Taxation .. .

Second Report: Direct Taxation, The Role ot Incentives ...
Third Report: Indirect Taxation

Fourth Report: Special Taxation

Fifth Report: Tax Administration

Puage
297
298
298

301

Page
305
309
312
315
32l
327
333
336
3349
343
333

335
358

Page
332

330

N
372
374

Page
377
386
391
397
399

13




Table

oo =

L

9,
in.

1.

12

13.

14.
15.
16,

26.

14

LIST OF TABLES
(m body of report)

Title

Income Tax Appeals as at 31 December, 1984
Corporation Tax Appeals as at 31 December, 1984
Number of Appeals Heard by tiie Appeal Commissioners
I nstribution of Specified Amounts for Taxpayers Making
Timely Appeals
Normal Basts on which Income is Charged to Tax Under
the Present System ..
Complicating Factors in PAYE
Indicators of Volume of Work in PAYE
Complicating Factors in PAYE Compared with New
Svstem :
Parliamentary Questions in Individual Cases, 1984
Atttudes to Tax Evasion and Other Forms of Civie Dis-
honesty — Permissiveness Scores. .
Irish Attitudes to Tax Evasion and Other Forms of Civic
Dishonesty — Permissiveness Scores
Customs and Excise Offences .
Back-Duty Settlements for Income Tax and Corporation
Tax ...
PAYE Audits ...
Yicld from VAT Audits
New Cases Identified by Special Enquiry Units ...
Reporting Requirements of Financial Insututions. .. .
Penalty Proccedings: Failure by an Individual or a Com-
pany to Make a Return of Income
Suggested Scales of Defaults and Tariffs
Level of Compliance in Making Returns and Payments of
Level of Compliance in Making Returns and Payments of
PAYE...
Cases on Hands of County Registrars/Sheriffs, 981 and
1983
Remissions and Amounts Irrecoverable
Details of the Numbers of Companies Cases which Went
into Liquidation/Receivership, 1981 to 1984 -
Assessment Form for Comprehensive Direct Expenditure
Value-Added Tax Registration Thresholds for Small Busi-
nesses in EEC Countries, October, 1983
Details of the Total Customs Seizures {Excluding Cars) for
1983 . .

Page

86
86
87

93

96
117
18

120
1.3%

144

144
150

151
152
152
153
181

190
201

R
I

[ 2]
—_
(2]

217
L)

235
247

267

Table
28.
29.
30,

31

le

—
o
=

~1 v ON O L
L o L [ —

®
—

13.2

13.3

Title P;‘gg
Prosecutions for Motor Tax Offence.s 1974-1983 .... ...
Number of On-the-Spot Fine Notices Issued for Non-

i 290

Display of Tax Discs
Convirz:tizns for Motor Tax Offences, June to November, -

1984 e
Share of Total Taxation in Gross Domestic Product in "
Ireland S 293
Possible Tax Structures under Proposed New System 295

LIST OF TABLES
(in Appendices)
Title Page
. 9

Income Tax and Capital Gains Tax Penaleies 25;
Corporation Tax Penalties 32
Value-Added Tax Penalties ... 7{_)6

iminal Penalties ...
ggl?é?:;011 of VAT — Taxable Period March/April, 1982 333
Collection of VAT — Taxable Period March/April, 1983 ;;2
Collection of VAT — Taxable Period Marcthpnl, 1‘984
Cost of Enforcement by County Registrars/Sheritts Com- s
pared with Solicitor Enforcement, 1983/84 3
Number and Proportion of Certificates Issued by the Col-
fector General in Respect of the Main Taxes to Sheriffs
d County Registrars, 1980 to 1984 ... ...
Rea\?enue CoI}(ected by County Registrars/Sheriffs as a Pro- _
portion of the Face Value of Certificates, 1980 to 1984 222
Customs and Excise Offences and Penalties R
Revenue Effects of our Proposals, 1983/84, assuming Single
Tax Rate 35 per cent, Tax Credits £385/£770, Single VAT
Rate 13.4percent ... ... ... .. .. .
Rivenue E%fccts of our Proposals, 1983/84, assuming S%ngle
Tax Rate 35 per cent, Tax Credits £508/£1,016, Single
VAT Rate 16 per cent... e
Revenue Effeclt)s of our Proposals, 1983/84, assuming Single
Tax Rate 38 per cent, Tax Credits £550/8£1,100, Single
VAT Rate 13.4 per cent e e
Revenue Effects of our Proposals, 1983/84, assuming S}ngle
Tax Rate 40 per cent, Tax Credits £580/£1,160, Single o
VAT Rate 11.75 per cent ... : 2
Estimates of Tax Base and Net Produce of Tax, 1983/84 363
Extension to Income Tax Base, 1983/84 ... 364

15

337

359

360

361




16

Table
13.7

13.8

13.9

13.10
1311
1312
13.13
13.14
13,15

Title
Net Produce of Tax i
Bace, 1ogase, at. 35 per cen‘r“on the Adjusted Tax
Ne_t Produce of Income Tax at Various Ratc's“on él-l.e
Adjusted Income Tax Base, 1983/84
Adjusted Corporation Tax Base, 1983/84 .
Adjusted Capital Gains Tax Basc. 1983784 .
Adjusted Capital Acquisitions Tax Base. 1983
Value-Added Tax Base, 1983
Soctal Security Tax Base .
Personal Allowances and Equivalent Tax ('jrcdits:”i‘)ﬂ%’—gil
Revenue Yield from Recommendations in the Sn‘c:(>11d
Report

Page
366

366
367
369
30
370
371

372

375

PREFACE

I Thisis our fitth and fimal report based on the results ot our examination
of the Irish tax system under the terms of reference given to us when we
were established in March. 19800, These were

“To enquire generally into the present system of taxation and to
recommend such changes as appear desirable and practicable so as to
achieve an equitable incidence of taxation. due attention being paid to
the need to encourage development of the national cconomy and to
maintain an adequate revenue yickl and to provide interin reports on
such matters as the Commission considers desirable or as may be
reterred to 1t by the Minister for Finance for specitic consideration.”

2. The tirst fonr reports contain our proposals for a comprehensive
retorm of the tax structure. This report gives our recommendations on the
administration of the tfax system. We concentrate on the advantages of our
simphfied tax system but many of our recommendations on administration
can be read in the context of any tax structure.

3. The report is divided into six parts. The principles which should
underpin the administration of 2 good tax system and our general approach
to tax administration are discussed in part one. In part two we give our
views on the way income should be assessed to tax. Part three deals with
tax avordance and tax evasion. In part four we consider the powers of the
Revenue Commissioners to examine and vertfy tax returns, to assess
statutory penalties and to collect and enforce pavment of tax. Part five
discusses the administration of specific taxes. Finally, part six contains
cstimates of the revenue cffects and the income distribution effects of the
reforms proposed in this and earlier reports.

Meetings of the Commission

4. The Commission has met formally on seventy five occasions over a
period of cighty four davs.

Format

5. The tormat and styie of our first four reports has been followed to a
large extent. The use of the pronoun ‘he” has been made in the same context
as betore, embracing both male and female.
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Consultations

6. In preparing this report we received specialist advice to supplement
the work_by the secretariat. Mr John Avery Jones gave us the benefit of
his experience as 2 member of the Keith Committee on Enforcement
Powers of Revenue Departments in the United Kingdom. Professor Cedric
Sandford of the University of Bath undertook 3 critical review of the

final firaf_r of this report. We are very grateful to them for the valuahle
contribution they made to our work.

7. Du_rm_g the iproduction of this report, the Office of the Revenue
Commissioners, in particular, officers dealing with income tax corporation
tax, customs and excise duties and value-added tax, gave us,consjderable
assistance. We also consulted with the Departments of the Environment
Fman_ce, Justice, the Public Service and Industry, Trade Commerce anci
Tourism, the Appeal Commissioners, the Comfnroller a}ld Auditor Gen-
eral, the'Ombudsman, the Chief State Solicitor, the Director of Pu]blic
Prosecutions. the County Registrars and the Dublin County Sheriff Bodies
such as the Confederation of Irish Industry, the Consultative Coﬁunittcé
of Accountancy Bedies — Ireland. the Institute of Taxation Jthe Civil
S\erwpe Exccutive Union, the Irish Customs Union, the Irish instjtute of
Credit Management and many specialists involved in the arcas which w

studred gave us most valuable help. e
8. Dr Miriam Hederman O’Brien (Chairman), Mr Derek Chambers Mr
Patrick P. O'Neill of the Commission and Mr Séamus P. Reic and Ms
Delrd;e Dowdall of the secretariat visited the Internal Revenue Service in
Washm_gton D.C. to discuss aspects of tax administration in the United
States, including self-assessment. Discussions were also held in Washington
D.C. with officials of the Department of the Treasury, chartered acco%mt—
ants and tax experts from Arthur Andersen & Co, Ernst & Whinney and
a director of the tax prepaning firm H. & R. Block. In addition megtin $
were held with Professor Harvey Galper of the Brookings Ins:titute [%r
Joseph J. Minarik of the Urban Institute, Dr Vito Tangzi and members of
the International Monetary Fund and 2 number of public representatives

9. The Chairman visitec% the EEC Commission in Brussels to discuss
aspects of customs and excise duties and value-added tax. Discussions were
also held in London with officials of H.M. Inland Revenue.

Acknowledgements

10. In producing this report we have again benefitted from the generous
help given by individuals and organisations involved in the areas under
review. Many experts, both in Ireland and elsewhere, gave freely of their
time to help us clarify the issues and understand their implications. Qur
thanks are due to officials connected with income tax administration in
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Washington D.C. and to the others we met there for their open and frank
discussion of tax administration in the United States. We are also grateful
to the Revenue Commissioners, the officials of the Department of Foreign
Aftairs and Mr Graham Williams, President of the Institute of Taxation,
for their help in organising the visit to Washington D.C.

11, We have been impressed by the continuing co-operation we received
trom H.M. [nland Revenue and Customs and Excise since we began our
work five vears ago and 1t is hoped that a special mention of Mr John Isaac
C.B.. Deputy Chairman of the Board of Inland Revenue will be taken as
a gesture not only to him but to his collcagues who were of grear assistance
0N Many occasions.

12, The Dircctors and staff of the Irish Offices of the European Com-
munity and of the European Parliament and their counterparts in Brussels
have been consistently helpful whenever we needed them.

13, As this1s our final report we feel it 1s appropriate to acknowledge the
generous response we have had from many organisations and people to
requests for information and ideas. Some wish to remain anonymous,
others have already been mentioned. We would like to put on record that
our work has bencfitted greatly as a result of their contribution.

14, Throughout our work we maintained a dialogue with those respon-
sible for the operation of the existing tax structure. We are very conscious
of the problems with which the Revenue Commissioners have to contend.
We are grateful for their co-operation under difficult circumstances over
the years. We consider that we share a common aim in improving the tax
system for both taxpayer and administrator. We believe that despite the
mconvenience which change inevitably causes, our proposals would achieve
this aim.

15, The Commission has been serviced by staff scconded from the Depart-
ment of Finance and the Revenue Commissioners. We wish to underline
our previous tributes to their ability, dedication and hard work. The
Secretary for the first four reports, Dr Donal de Buitléir, made an outstand-
ing contribution to the Commission. Dr de Buitléir was promoted to the
rank of Superintending Inspector of Taxes in March, 1985. He resigned as
Secretary to take up his new position. His successor, Séamus P, Reic, has
taken over the role of Sccretary for this final report and continued the
impressive record which he established when acting as Assistant Sccretary
for the second, third and fourth reports. Deirdre Dowdall, who has acted
as Assistant Secretary for this report and Kealin Ircland, who has been our
haison with many outside groups, have supplied an exceptionally high level
of service. The other officers who have been with us during the past five
years maintained an excellent standard of work. We would also like to pay
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tribute to the valuable assistance of Clodagh Brady and Linda Bero;

and thglr‘pr?decessors who coped with the many demands wahiclfrglin
Commission’s work made upon them. Kathleen Morrissey and the tv e
in the Department of Finance were most co-operative in dealin .Pl?tﬁ
requests for urgent help in processing our considerable needs for re%'is‘?gfls

and final drafts.

](). 7o B I -
We haxg recetved tavourable comments on the quality and Lovout of
our re ; $ 18 lareeiv i of K Butler of
rreports. This s fargely due o the skill of Mr Frank Butler of Cahill

Printers : ‘ere ible t Nt
N nters Ltd, who were responsible tor printing our work and we would
1ke to acknowledge his help and experience.

Criticism

17, Finally. we wish to acknowledge the conerit
b,\: those who have challenged our\proposals.
mistaken t_ht‘ terms of reference which we were given and to which w

have been faithful. Some have tried to draw us into the arena wi (')‘l“ roperly
belongs to the politicians. Some, agam, - cont
2 tax system must be considered in its entirery rather than only in isolace

parts. Others have given us an OppoTtunity to éxplain IHO;C tull e

which led to our proposals. All have made
undertaken,

ution made to our work
Some of our critics have

: 1properly
1ave 1gnored our contention that

vthe reasons
us reflect on the task we have

18, Ttis ’
Ciefendt tlfslel;lrg?ht that]t_l;ose who aclivocate change should be called upon to
ests. Lhere must, however, evenruyal
el , , ually be an end to debate
and a decision taken whether or not to reform the tax system

THE KEY ELEMENTS OF PROPOSED
REFORMS

1. Administration is an essential part of anv tax system. Deficiencies in
tax administration may themselves thwart the design of the legislature and
the objectives of the svstem. The measures proposed in our first tour
reports would simplify taxation but our work as a Commission must
include a review of the machinery of tax administration to make it complete.
The administration of a tax svstem also contributes to ity tairmess, ctficiency
and simplicity.

2. The admimistration of taxation i Ireland has virtually broken down.
Non-compiiance is a major problem. The situation will get worse unless
the evident problems are tackled quickly and with dererminanion. Radical
measures are necded.

3. The first priority is an immediate programme of simplificaton of the
tax code. The importance of such a programme cannot be overstressed.
Without it, the system is in danger of rapid disintegration. The changes in
the tax structure outlined in our first four reports show how the system

could be simplfied.

® The large number of allowances, special deductions and reliefs in the
income tax code should be phased out and the range as well as the

~level of tax rates reduced accordingly until a single rate of tax applies
to all income.

® Further progress towards a single rate of value-added tax should be
made.

4. The key elements of the system of administration we propose are

(i) self-assessment for all sources of personal and corporate income
(which come within our definition of income) except wages and
salaries. The system of self-assessment would replace the existing
Revenue-assessment and would take out of the hands of the Rev-
cnue Commissioners and place upon taxpayers the responsibility
for calculating and paving on time their tax liabilites,

(i1) the retention of a cumulative system of PAYE which, together
with our proposals for simplified taxation, would ensure accurate
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deduction of tax for the vast majority of wage and salary carners
throughout the year,

(i1i) a more general system of deduction of tax at source on other types
of income,

(iv) an ntegrated collection and enforcement systemn operated by the
[{t‘\"L*IlLle Lommmssmncrs with statutory powers to levy the income
or financial assets ot a taxpaver and to scize goods to satisfv 1 rax

debt, and

(v} a new penalty code with powers to cnable the Revenue Com-
missioners to assess and collect statutory penaltics for tax offences
subject to a right of appeal. l
d. NThcse proposals are designed to improve the level of compliance
to free the resources of the Revenue Commissioners to deal with Hon-.
cmjlphancc where it exists and to impose effective sanctions when obli
gations or tax liabilities are not met. A cumulative PAYE system in the
context of the proposals for simplified taxation in our first réport would
ensure accurate deduction of tax for the vast majoritv of taxpavers through-
out the year. Self-assessment for non-PAYE income tax Cofpofation t:;w
capital gains tax and capital acquisitions tax would relieve much of the day-
to-day burden of administration, allowing the Revenue Commissioners zo
concentrate more on tdentifying, auditing and settling complex or suspect
cases. The streamlining of the appeals, offences and penalties systems
would provide an effective penalty code. Finally, the new collection and
enforcement procedures would ensure the efficient collection of the revenue
by the Revenue Commissioners. Overall, the simplification of the tax
structure proposed in earlier reports, together with the administrative
changes we recommend in this report, would reduce greatly the risk of
breakdlown in tax administration and would improve administration in
general,

The Scope of Tax Administration

tf). Taxation is a practical matter; the tax code has to work. Administration
mvolves several stages: drafting clear legislation; Interpreting  and
implementing this legislation; keeping taxpayers and administrators abreast
of new legislation and interpretation; identifying taxpayers, their income
and wealth and on that basis assessing their tax liabilities: providing machin-
ery whichallows collectors and taxpayers to agree on assessments: operatin
a.ppeal procedures in cases of dispute; ensuring timely payrnen’t of estab%
lished liabilities and imposing penalties when liabilities are not met. Review
procedures are needed to ensure that the law and the practice remain in line
with the original intention of the legislation.
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7. This report deals with these administrative issues, while investigating
whether a good tax code can be kept fair, efficient and equitable in
practice. We have not examined the organisational structure of the Revenue
Commissioners. However, we consider that there is a prima facie case for
closer integration of VAT, employers’ liability to remit PAYE and PRSI,
tax on directors’ remuneration and corporation tax in the case of limited
companies and corresponding tax heads for self-employed persons:

Legislation and Revenue Practice

8. Generally speaking, the public service is satistied with the present
legislative processes and the procedures for consultation with interested
parties and sees no need for change. Others are dissatisfied. We believe that
legislation which is passed after proper consultation is better than legislation
introduced without it. Lack of consultation over the past few years has
contributed to defects in legislation. In our view, the argument 1s not about
whether there should be more consultation but rather the form it should
take. We make recommendations designed to improve the legislative pro-

CESS,

9 Even with full consultation and perfect drafting there will be certain
‘grey’ arcas. These require interpretations by the Revenue Commussioners
and give rise to a code of practice. Present Revenue practice has several

unsatisfactory aspects:

(i) the powers of the Revenue Commissioners are unclear,
(i) all taxpayers are not treated alike,

(iii} no information on Revenue practice is published, and
{iv) there is no independent review procedure.

These defects must be rectified. Our recommendations in this area are sct
out in Chapter 3.

Tax Assessment

10.  The present system of Revenue-assessment is not working efficiently.
Initial assessments on an estimated basis are generally excessive; final tax
collected is only about one-quarter of the tax charged in the original
assessments. These high estimates seem to be made to elicit information
from taxpayers. While they may have this effect, they also lcad to large
numbers of undetermined liabilities which can run over several years. We
do not believe that the 1983 changes in the appeal procedures will improve
the situation. The changes which might make the system work satisfactorily
include an extension of the due dates for payment of tax by the self-
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employed or choosing an earlier basis of assessment. These solutions are
undesirable on equity grounds.

1. We examined the tax system of other countries and found that self~
assessmient in various forms operates in many different countries mcluding
Canada, Japan, New Zealand and Sweden. However, the best known
example of full self-assessment is the United States system. We scudied the

United States svstem in detai] and 4 delegation from the Commission

visited Washingron 1D.C. to mvestigate the administration and operation
ot selt-assessment.

12, We recommend that the existing system of Revenuc-assessment be
replaced by self-assessment. The Revenue Commissioners would con tinue
to have the power to make estimated asscssments bur, over time. this
would become the exception and not, as now., the normal rule. Under selfs
assessment, taxpayers would be required o complete an annual return and
to calculate their own liability. To secure compliance, the new systemn
would rely on audit of a small proportion ot cases and penalties which are
both specific and automaric, Self-assessment would relieve Inspectors of
much of the routine work associated with the present assessment and appeal
procedures. Examination of cases could then proceed in 2 way i which
the skills ot inspectors of taxes would be directed away from purely
arithmetical computations into areas where they are most likely to achieve
results by correctly bringing more profits into assessment. We are satisfied
that self-assessment on this basis offers a means of securing greater rather
than less compliance on the part of taxpayers. An outline of the selt-
assessment system we recommend is set out in Chapter 4.

13, This system of self-assessment would cover all sources of personal and
corporate mcome which come within our definition of income, including
capttal gains and capital acquisitions. However, wages and salaries would
be excluded where they are the only or main source of income of the
taxpayer. PAYE on a cumulative basis would continue to operate. This
would ensure that most wage and salary earners would have their tax
lability worked out in full by their employers during the tax year. With-
holding taxes at the single rate would satisfy any additional liability to tax
on other income, such as deposit interest. Only those PAYE taxpayers
with significant other untaxed income or more complex financial affairs
would have to submit a self-assessment return. Gifts and inheritances
received by PAYE taxpavers could be either self-assessed or directly
assessed by the Revenue Commissioners.

14, Self-employed taxpayers and companies already have to comply with
many of the requirements of self-assessment. The most important element
of sclf-assessment mcorporated in present administration of income tax and
corporation tax is the onus placed on the taxpayer in appeal cases to specify
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an amount of tax which he consicler(s:1 tto be d:et.a g(;\;r:;ez,n :iottljzll:]ﬁtj\tjee ;2:
I I the new system and to give ' ¢
lgct)rr?lcrl;g;li(:)?le?'g familiarityyand con_ﬁdencp with se(lif—fa_asse(s:erru:g;ta;ti\g&f:l E:)C(_
ommend in the first instance that it be mtrodduce :arter };Oportion x
Compliance for corporation tax 1s 'hlgher 311. a ‘grAISO (}:)Qmpanies o
corporate taxpavers cmploys spemahst t_qx a .\.n:"?f:rsi. mm‘mw permd e
already raxed on the basis of income arls?l?g ?n 1? fc)t unting

the complexities of different bases of assessmient do not arise.

Withholding Taxes

' ' ' ax | : Orther

15, PAYE is the most important withholding tax in lrel’md.v (rhe

wi.thholding taxes in operation include taxi] crciiltsldqu COII}'E?\HEGPOSM

. ducti ' ; ' has Ing soclety :
10118 ctions of tax from interest such as building \

butions, deductions ot tax | St SuC Hdi ety deposits
and land bond interest and deduction of tax from payvments to sub

tors.

16, Deduction of tax ar source can have many (1\1\'¢1£1t;1gcs.!grrsrc\al/tiﬁi
official administrative costs Ta;ld the Co;n}:l;atlz)cslcciiésh(;;lts);i):;}éinélc b
helding also curbs e\'asio_n. 1c more tha ‘ : : le a¢ a single rate.
the more will withholding at the smglg rate mrn out” accure
: nent of labihity. Thus, withholding becomes even more att :
;1332;5;1;6 under the system of taxation we have prvoposed.fli ;lsfiagrsttl:;l:;\t
effective when operated in conjunction with a S}-Stel}l (;)h_ cli-asscssinen:
because there is a greater tendency to declare income w‘dlc S

tax and tax at the single rate would already have been paid.

i as
17. We consider that deduction of tax at source should b((:-l: ex_tend(::tgitax
much as possible. We examine some existing schemes gide uc;l)on o
| ich 1 ith in Chapter 6) and w
E which is dealt with in Chap
at source {other than PAY ' ‘ d we
consider al('eas to which the system might be extended. Our recom

dations are given in Chapter 5.

18.  In our first report we recommended that the income frlomlilltl?}-tler?j;
: I > extent only that the
' rged to tax to the ex ,_
bearing deposits should be cha 0 tax: _ 1 ¢ e
at whi%h itzccrues exceeds the rate of inflation during the pcngd pfackyithi]]
In this report we consider how to implement this recommendation v

a scheme of deduction of tax at source.

Assessment under PAYE

ich sce /1 correct

19, Inrecent years the PAYE system, which sceks to w 1;h1}:0ld theLar o
- h en ince 1 : : ax vear,
tax due from an employee’s income during the course of the tu]a{ive ; has
become more complicated. The operation of_PAYItE on gdc;gllat tive basis
' ' -ms under the existing tax ¢

has run into so many problem . : s Jost
many of the advantages over a non-cumulative system. Thf1 nurri0 O
reviews imposes high costs on the Revenue Commussioners ana employers,
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then? are delays and taxpayers get poor
continue, we would recommend a cha
system and a final settlement after the en
of the complicating factors of the prese
adoption of our previous recommend
context of the general scheme of taxatio
that the present cumulative system sh
proposals are not adopted, the

nt code would disappear with the
ations on income taxation. In the
n i our first report, we recommend
' ould be retained. However, if our
case 1s more finely balanc e W
recommend that the Revenue : e i oald

e aroone that the R ue Commissioners should review and publish
g $ 101 and against a change to a non-cumulatj ;
e e ative system of

Tax Appeals

20. We have some recommendations to make on t}
generally, we feel that the present arrangements w
given our other proposals on taxation and assess
assessment would relieve much of the burdeﬁ on
a fcsuh there would be more time to consider te
ation of the law and to adjudicate in cases whe
about the amounts of income assessed to tax.

1¢ appeal svstem but,
ould work much better,
ment. In particular, self-
the appeal machinery. As
chnical cases of intcrﬁrﬁt—
re there is a genuine dispute

Compliance Costs and Taxpayer Assistance

21, Comphance costs are the amounts of mone
on the private sector in meeting its obligations

phance costs may be borne by the tax
as collector of the tax. We believe thar

balance away from private com
costs.

y. time and effort imposed
under the tax code. Com-
payer and/or by a third party acting
that there are good reasons for tipping the
pliance costs towards official administrative

° Ei . .
b;rztly, ad.mmlstl_'atlve costs are met from taxation, which can itself
etermined with reference to fairness of the tax burden whereas

»

compliance costs fall on the pri T _
ated inequitably on the private individual and may be distrib-

. ,
Sehcondly, compliance costs are resented b
when they are incurred to show little or n

L] I hlrdly ' i d V

22, Nonetheless, the most efficient wa
: , y to collect VAT a '
:izet tgc; gslrvit(;: I;ecetr?sr ?.S an agent of the Revenue Commiss?;{nz?s?‘?(/fdtg
pot favo Commgsmz 10nhpayments to offset compliance costs bur the
e venue C i CIs have a responsibility to reduce compliance
possible. This should be done by simplifying the tax sys(t:giizs
;

Yy taxpayers, particular]
o liability to tax. !

service. If this situation were to
nge to a non-cumulative PAYE
d of the tax year. However, many

providing adequate information to traders and improving forms and pro-
cedures. This would benefit both the public and private sectors.

23.  The recommendations in our first four reports involve a considerable
simplification of the tax system. This would reduce significantly the com-
pliance costs of taxpayers, employers and VAT-registered traders. The
improvements in tax administration. recommended in this report, would
also contribute to a lessening in the burdens on the private sector. However,
self-assessment could give rise to greater compliance costs for the small
proportion of self-assessed taxpayers sclected for investigation but overall
compliance and administrative costs for self-assessed taxpayers would be
reduced. The compliance expenses of PAYE taxpavers would be redeced
to a minimum.

24, General assistance to taxpavers is usually provided in response to
telephone calls. personal visits to tax othices and wrtten enquinies. We
make recommiendations to unprove the service to taxpayers.

Tax Evasion

o

perception that it is widespread and increasing. It s ditticult to gauge the
exact extent of tax evasion but we are convinced by a number of partial
indicators that it results in serious revenue losses. The evidence of the
Revenue Commissioners shows it to be a problem in some areas. There 13
a clear need to increase the probability of detection.

5. We share the public concern with tax evasion and we note the

26. The Revenue Commissioners have two methods of curbing evasion.
The first is to use to the best advantage, in the routine examination of cases,
all the information already in their possession. The second is to increase
the proportion of their resources applied to investigative work and to
deploy this as effectively as possible.

27. It seems to us that too great a proportion of the resources of the
Revenue Commissioners is being devoted to the routine processing of the
cases of those taxpayers who are generally compliant. Hence, too litt'e
attention can be devoted to persistent defaulters. A simplified tax code and
self-assessment would help here. They would free resources and allow
greater attention to be paid to critical examination of the affairs of a
relatively small number of taxpayers. These critical examinations should
be on an integrated basis, raking account of all aspects of a taxpayer’s
affairs, including PAYE and VAT liability. Improved audit arrangements,
together with an extension of the powers of the Revenue Commissioners
to get information and to visit premises, could increase the detection of
evasion and hence control it more effectively. The new system of penaliies
and the streamlining of the procedures for imposing penalties proposed in
Chapter 13 would ensure that effective sanctions are automatically imposed.
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We are satisfied that th
. €5€ measures w : _
and compliance, ould lead to higher levels of detection

28.  We beli it is i Tl
e ilézv_e that it is in the public interest to establish the degree ¢
sion is detectable and to measure it more accuratel}if; Th'0
. This

could be done alon i
! g the lines of the Taxpaver i
Programme in the United States. pryer Compliance Measurement

Tax Avoidance

29, Lhereare many views of what consti
6 posmy e man: E Sreonstltutes tax avoidance. For example,
afcq};mmc < revhci?sc;(l)j irgr‘novle’ t;_m hability by choosing among perfcftl\'
¢ oo produc el and L{t‘nm ¢s or even by refraining from Ck(mm,zminjgr
s the et Howey t‘. ' (}r purposes of this report we define avoidance
oy imimisa Ofprovi;‘x tability thrgugh taking advantage of some
berconar oy ok of prov loTl m.the I'aw. " arcumstances other than those
i to be in .,e- by Fhe tegislature, We distinguish b ;
5 X evasion. dince tax avoidance is tak;
epportunitics provided by the law. it excludes fra "
meome or other illegal measures which c01‘1stitutch‘ rar;id.

crween tax
g advantage of
concealmenr of
vasion.
30, The ‘
). res ax sy '
- Thispsmf?:' td}"S}]sLﬂf] creates the ideal environment for tax avold
ance. aton 1s likely to remain as Tates in
1 : \ amn as long ; argin; '
reland Lo i b oy O e 'S fong as marginal tax rates iy
gy ey e taxes vary on different forms of income Mucl
Jupler Wcofinprehenswe taxation scems the most obvious and eff ive
o ’ : ective
e e & sziethaiready _szmdc proposals along these lines. Piece
ax avoidance are likely ;
empLs o : ely toend up merely as s
1taxpayers, legislators and the Revenue Conmlissiozers

meal
kirmishes

31. Non 5 ith si i

A avgggjll]ecs‘:, zrggtwnh stmpler taxation, there wili still be some scope

oror i voidance, o oln a much smaller scale. General anti-avoidance

Provisions ; Furthyerm icult to apply In practice and they give rise to great

i oy B herr Iore,_ since avmdancg is, by definition, compliance

ath the la . lg al anti-avoidance provision would be in conflict with
g tax law. In the context of the system of taxation proposed in

our fll"St fbur I'epOI"tS ‘on i 1 ]] t I I) [I[“\,’ S10NS ar

I .
nformation Powers of the Revenue Commissioners

32. Th i
l‘ndj\,jdu:]fiinsjlg lof_p(;wers to the_ Revenue Commissioners to compel
the affirs of other txpayers. resule ytop s UIEIT 0w affirs or
fhe affairs of yers, ¥ in taxpayers bein
infon:;'?;jlgscsi,ot:ﬁiurblle ?nd fixpense. The_refqre. any requiv)rzement t§ si;tplt\?
true Tabiy oo jn?a eonly to that' which is strictly necessary to ascerrain
O Jabili i[. et li)rtmbatlon provided should be both usetul and used
upphying e porhd ? e sought. Regard should be had to the costs of
oupplying 1 ation and a reasonable balance struck between these
¢ utility of the information to the Revenue Commissioners .
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33. We see no merit in having draconian provisions on the statute book
which are used rarely, if ever. Any powers given to the Revenue Com-
missioners should be operated and the Revenue Commissioners should be
accountable for their use. Wide-ranging powers should not be provided on
the grounds that they will be used only in a small number of serious cases
unless the legislation specifically limits their use to such cases.

34 There are manyv inconsistencies between the powers avalable tor
ditferent taxes and the obligations laid upon difterent sectors. Therce 15
a need tor a review. We examine the existing powers of the Revenue
Commissioners and we make some recommendations for change. We
recommend that the powers of the Revenue Commissioners to visit traders’
premises to verify tax returns should be harmonised over the direct taxes
and VAT. We do not recommend any signiticant increase in the powers
of the Revenue Commissioners but. mn some instances, we envisage that
the present powers should be more widely used. Any increase 1 powers
should be matched by additional safeguards for the taxpaver. The aim of
our proposals 1s to achieve a correct balance berween the interests of the
individual and the Exchequer and to mmprove the fairness and efticiency ot

tax administraton.

Tax Offences and Penalties

35, The main object of the system of taxation is to raise revenue. Accord-
mgly, the effective, efficient and timely collection of that revenuc 1s
extremely important. Any delay in the payment of tax should therefore
give rise to an interest charge on a commercial basis. Interest on late
payment of tax liability should be treated separately from any penalty for

non-compliance.

36. In principle, we favour the use of civil penalties rather than criminal
sanctions for tax offences. Criminal sanctions should be reserved for the
most serious cases of evasion involving fraud. We recommend civil penalnies
for a new range of tax offences, with clearer distinction between the minor
inadvertent offences and serious cases of tax evasion. Qur proposals also
limit the scope of the Revenue Commissioners to mitigate penalties. Miti-
gation of penalties would continue in cases involving civil fraud in recog-
nition of the degree of co-operation by the taxpayer. This would preserve
the basis for negotiated settlements in such cases. The Revenue Com-
missioners should continue to have a general power to mitigate penalties
at the collection stage but this should be confined to exceptional cases.

37. At present, penalties cannot be imposed by the Revenue Com-
missioners; they can be imposed only in proceedings before a court. In
practice, however, most penalties relating to mcorrect returns are collected
following a settlement by agreement with the Revenue Commissioners.
We believe that the Revenue Commissioners should be given the power to
assess and collect statutory penalties, subject to a right of appeal.
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38.  Finally, we recommend that the
» WE names of tax evad i :
.ShOUId be Pl_lthhed, irrespective of whether t)l(ieva ers liable to penalties

Collection and Enforcement of Payment

39. E,()l[@(‘Fi()]] of the main taxes is centralised under the Collecror-(
eral. Collection activity imvolves 1ssuing postal demands ro m\.;rv ('(*.f'r_'} el
are tollowed up by further postal demands unti a staée i; r(}azc\}::(sf \ ’;IL‘I
the tax debt is passed to the county registrar/sheriff for enforcem y l;“
recent vears, the enforcement agencies, especially the couney r*fe‘m: .
h:l ve been unable to cope with the volume of Revenue cnforccin Uotm'mrlj
Court proceedings are initiated in only 3 small number of c'mtjn f“orhl
recovery ot outstanding taxes and there js relatively ¢ 10 extend
the usc of court procecdings. '

wn

little scope to extend

4@. The failure to collect revenue s 4 major defect of our tax syste
}I)V;;l{-};);f;{psl;allu m making returns and pavments, GSpL‘CiZ{HV“VA}f[:I]I]a
- I8 putting a severe strain on the collection and anfireerm.
procedures to a point where there 1s near breakdown of :}'?S §i5112;CLI¥T]?F
i turn encourages further non-compliance because tfadcrs E{I‘(. Lll.t H’S
competitive disadvantage if they pay their taxes while others vore. the
demands of the Collector General " tenore the

41, W_e recommend that the Revenue Commissioners should be direct]

responsible for all aspects of collection of tax and enforcement of pa ment.
They should set up a formal and integrated system to collect ang g:?;(f:t.
revenue dcbts. The county registrars should be relieved of the res ons'b'l'Ce
for collection of revenue debts other than those resultin fp oty
Judgements. 5 o coun

5 o
42. The power of distraint is necessary to enable the Revenue Come
innssmners to f{l]allltalrl cffective enforcement of payment but essentially it
s a '

course of last resort. Other powers and changes in the collection

B . .
-

43. ieve '

; We belcllc_vc that local action would be much more effective in securin
f, yment and in Eelectlr}g cases for further enforcement action where taxe%
dcemamdunpald. Lﬁgllectzon and enforcement systems based largely on postal

mands are inettective. A telephone
. call or a personal call f;
office can be more effective j 1 P
Clive in securing payment th
: an an anonymous
C(r)mputerldcmand. Traders respond to those creditors who exert} most
pressure. In many cases, reluctance rather than inability to pay is ar the
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root of non-compliance and a personal approach by a collector before
enforcement proceedings are taken would be more successful, provided it
is backed up with adequate enforcement powers. In addition, a local
collection system would be in a position to communicate directly with the
inspectors responsible for assessment of tax and would be more aware of
the circumstances of the defaulting taxpayer. We, thercfore, recommend
that certain collection functions be decentralised. There is a number of
wavs m which decentralisation could be organised. The preaise details of
the organisation at local level 15 a matter for the Revenue Commissioners.

44, In the United States. the main collection activity mvolves the use of
alevy on a defaulter’s mcome or bank account. Under the levy procedure,
the Internal Revenue Service may take all bur a very small amount of a
taxpayer’'s net mcome to meet his tax liability. Alternatively, they mav
requirce a bank to hand over the full balance on an account. The tracing of
bank accounts is tacilitated by a requirement that taxpayers list all bank
accounts on thelir income tax return, Generally, court authorisation is not
required but three legal requirements must be satistied before levy action
can be taken:

(1) the tax must be owed.

(i1) a notice and demand for pavment must have been sent to the
taxpayer’s last known address, and

(111) 1f payment is not made, a notice of intent to levy must be given at
lcast ten days in advance.

If collection is in jeopardy, the ten day waiting period and the notice of
intent to levy are not required. While the use of this levy 1s controversial,
it has not been successfully challenged in the courts.

45, We believe that this type of levy is the only effective answer to the
problems of collecting outstanding taxes. The vast majority of taxpayers
pays tax by deduction at source under PAYE. This ensures a high level of
compliance. It also creates a demand for and lends support to revenue
enforcement efforts in other sectors. Much of the tax outstanding has
already been taken in the form of VAT and PAYE from other taxpayers.
It is unacceptable that this should be used to finance the business or spending
of those who hold it on behalf of the state. We recommend that the Revenue
Commissioners be given the power to levy the income or financial assets
of a taxpayer to satisfy a tax hability.

Special Collection Arrangements

46.  We have also examined a number of special collection arrangements
to deal with difficult collection cases or to recover outstanding tax in certain
situations. Our recommendations are set out in Chapter 16.
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47.  Section 285 of the Companies Act, 1963 puts the Revenue Com-
missioners in a favourable position in the event of receivership or liquidation
of a company. In general, the Revenue Commissioners are preferential
creditors in respect of one year's tax. This provision is criticised on the
basis that it puts other less well informed creditors, particularly smaller
creditors, at a disadvantage. We recommend that the preferential position
of the Revenue Commissioners be abolished in relacion to assessed income
tax. corporanon tax and capital gains tx. fhe preference of the jocal
authorities 1 relatton o rates and motor vehiele duties should also be
removed,

8. Different considerations arise in relation to PAYE. cmplovees’ PRSI
contributions, value-added tax and excise dutics. In these cases, the Revenue
Commissioners” claim is for money collected by the debror as an agent
rather than his liability as a taxpaver. Unless some measure of prioricy were
accorded 1 these cases, taxes due would £o to swell the insolvent's estare
to the advantage of the general body of creditors. We do nor think 1t right
that statutory provisions enacted for the nmore conventent collection of
the revenue should accrue to the benefit of private creditors. In these
circumstances we believe that the retention of 4 measure of Revenue
preference is justiticd. Our recommendations are given i Chapter 16,

Administration of Direct Expenditure Tax

49 Because this tax would be new to Ireland, we wanted to satisfy
ourselves that the proposal was practicable so we dealt with a great many
of the administrative issues in our first report. However, now that we are
making recommendations on the administration of taxatron, it is casier to

see how the operation of the direct expenditure tax would fit into the
general svstem,

0. Our proposals for the reform of the Irish tax system are designed to
be implemented in three phases. The introduction of a direct expenditure
tax is the final element in phase three. The existing income tax systern
needs to be greaty simplified before the direct expenditure rax stage is

reached. In this report we amplify the guidelines for the adnunistration of
a direct expenditure tax set out in our first report.

1. Following the publication of the first report, there were criticisms
that the proposal to introduce a progressive expenditure tax for a relatively
small number of taxpayers at the top of the scale was impracticable on

administrative grounds. We remain convinced that a progressive expendi-

ture tax is desirable and feasible. The problems of transition may be solved
in different ways.
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Value-Added Tax

52. In our third report we examined the structure of VAT in detail. lMan;;_
of-our recommendations would have an impact on the administration o

1 ni tive issues:
VAT. Here we examine a number of administra

(i) the determination and settlement of VAT liabilities, including the
appropriate taxable period.

(i) VAT on mmperts.
(i) registration for VAT, and
(iv) VAT on sccond-hand goods.

: L .
Our recommendations are given m Chapter 18,

Customs and Excise Duties

53. Customs is now largely a European Community tax_o\'cr{ which
To ! L - . ’ ) -1 a V)' TEv - gty T ](_).Llr
Ireland has little independent control. Excise duties were rLyluu({ 1 our
rhird report. Our discussion of these duties m this report is confinec

some general 1ssues of administration.

34, The administration of customs ar_qd excise duties 1s qulﬁe d1ffere;1(§
from any other area of tax. The questions of assessm_gnt. 1;_o}ec(:ltlcn; sof
appeals arisc in a different way to direct tax and t}clicrcam zjh_x.% 1 ignel o
physical control. Much of the legislation and procedures which g.(fable the
administration of customs and excise duties is old and is notdziivaé o
consolidated form as in the case of income tax and value-adde tax.datct
recommend that a review of legislation be undertaken in this area to update,

simplify and consolidate the law.

55.  We review the enforcement powcers ovfgthe Cusctlcl)lt;rlls atlgzitezlc;:epi)u\ii(r)r;
Hes. in particular the power of seizure. ¢ conclud _ ‘
Egi‘csl;rs' but should lfc operated under strict gluldehnc\s \v}lf:j]u?(l;: ?Sf;
known to the public. We also review customs ¢ earEn?c. pro dures. Such
procedures may causc delays and increasc costs for business. nclude
that there is a need for some ratloilahsatlon.of_thc existing arra?fcedurcs
for checking and clearing goods. Computensation of customs p

would help to improve efficiency.

Motor Vehicle Duties

56. Motor vehicle duties arc administered by local authorltleil a:}nld col;
lected at twenty ninc local offices throughout the country.hB? ‘t ctcsje
of administration and the level of evasion are high. In our third repor
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made recommendations for the simplification of these duties. Such a

57. We believe that there is a c
high level of evasion of these duties. We consider Imposing
seizure of the vehicle in certain cases

minimum penalties for all offences.

ase for effective action to deal with the

a penalty of
and the prescribing of statutory

Re-Structuring the Tax System

58, Finally, we draw together the implications of our proposals for the
structure of raxation and give our view on the considerations which
in allocating the overall burden of taxation between various caxes, We
set out the estimated revenue effects of the retorms we h
this report and our earlier reports and we comn
the income distribution ctfeets,

arise
also
ave proposed n
Ient on certam aspects ot

Conclusion

39, In summary, the key elements in our proposals in this report are

(1) self~assessment for non-PAYE in

gains and capital acquisitions tax
as possible,

COme tax, corporation tax, caprtal
should be introduced as quickly

(i) the retention of a cumulative system of PAYE w

with our proposals for simplified taxation, w
deduction of tax for the vas

throughout the year,

hich, together
ould ensure accurace
majority of wage and salary earners

(i) a more general system of d

eduction of tax at source on other types
of income,

(1v) an integrated collection and enforcement system operated by the

Revenue Commissioners with statutory powers to levy the income

or financial assets of a taxpayer and to seize goods to satisty a rax
debt, and

(v) a new penalty code with powers to enable the Rey
Mmissioners to assess and coll

subject to a right of appeal.

enue Com-
eCt statutory penalties for tax offences.
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LIST OF RECOMMENDATIONS

Chapter 2: The Legislative Process

1 1che 3 - - . hC
1. Draft legislation on taxatuon should be pubhshc_d n ild\ ance [{0);0
g.rcatcst extent possibie to allow more ume for public evaluation of t
posals.

2. A Standing Joint Oireachtas Commuttee on Fiscal Attalrs ShOU]?tFL
N k s -1 N e 36 G Or et 1€
cstablished. This committee should deal with the commltu; stage o e

‘ . : 1 ave TS oS¢ TS a1
finance bill and other fiscal matters and htl_\( powers (o .stnd_ ;)r papc'_t] nd
records, hear witnesses and report the bill to the Dail, with or with
amendments.

3 A l’{.‘(‘hni("l] /1('1\"i§()f'\’ committee r(‘pr(‘scntarivc ot thc maim ]pl’()ll;t’sﬁl()lla]

b " A - i o ass1s 2 cvenue
ics 1 axati should be established to assist the

bodies in the taxation area s : dt st Of

Commissioners and the Department of Finance in 1dent1f3mg aspects

taxation law and administration which need to be improved.

4. Temporary transters of staff at middle-management level be}uif_en the
Office of the Revenue Commissioners and the Department of Finance
should be instituted on a systematic basis.

5. Statutory consolidation of tax legistation should take place at regular
intervals.

Chapter 3: Revenue Practice

6. Revenue interpretations and rulings should be published regularly.

7. Thereshould be no general extension of advance rulings by the Bevenue
Commissioners on the proposed treatment of particular situations.

8. The present range of extra-statutory concessions shgulccil be n_u:()lrpolré
. islati : ' :re this cannot be done, it shou
1 : as possible. Where this cam
ated into legislation as far ] / ° i
be published at regular intervals in the form of practice notes

9. It should be within the terms of reference of t};c-Joa(lzlt!'l()tlgaghtsg
Committee on Fiscal Affairs, which we rccommen‘c lu']t i,t IF prop,erly
oversee and review Revenue practice and to ensure tha S
published and consistently and fairly apphied.
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10. Given the size of the expenses’ deductions allowed to members of the
Oireachtas, these deductions should be allowed by the Revenue Com-

missioners on an individual basis subject to the rules applicable to other
taxpayers.

11, The functions of the Minister for Finance in relation to determining the

allowable expenses of the Judiciary for rax purposes should be transferred ro
the Revenue Commissioners,

Chapter 4: Assessment Procedures

12 Self-assessinent should be introduced tor non-PAYE mcome tax,

corporation tax and all other direct-assessment cases, It should be intro-
duced for corporation tax in the tirst instance.

13, The itroduction of selt-assessment for Income tax purposes would
be tacilitated if tax for the current year were charged on the hasis of the
income of the accounting period ending in that vear.

4. Sclf-assessed taxpavers should make three provisional payments of
tax at tour monthly intervals during the tax vear. Interest at commerciaj
rates should run trom these dares on any underpayment found ultimacely
to be due. The balance of tax together with any interest due should be
remitted with the tax recurn on the due date for the rax return. To avoid

interest charges in EVery case, a de minimis provision or 3 tolerance facror
should be built into the legislation.

15, There should be 2 requirement for self-assessment returns for com-
panies, including supporting accounts, to be submitted within six months
of the end of the relevant accounting year. Trading taxpayers should be
required to submit self-assessed returns within nine months of the end of
the relevant accountng year or within three months of the end of the rax
year, whichever is the later, Non-trading taxpavers should he

under a system of self-assessment, to submit their tax returns wit
months of the end of the tax year.

required,
hin three

16. There should be an dutomatic late filing penalty for returns not
received by the new revised filing dates related to the amount of unpaid

tax due and to the delay. There should also be 4 simple and automatic
penalty for not making a return.

Chapter 5: Withholding Taxes

7. In principle, deduction of tax at source should be extended 35 much
as possible,
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18. Interest payable to Irish residents on all new governm_enthsecurl)lzlézz
should be payable under deduction of tax once these securities have
made chargeable assets for capital gains tax purposes.

19.  Inflation adjustment for tax purposes on all interest-bearing deposits
: = . . . . . te
by Irish residents with financial institutions should be made on an aggrega

basis.

ion i > retained, subject
200 The existing construction industry scheme should be retamned, subj

to a right ot appeal to the Appeal Commissioners and the courts against a
. 1851 1551C itic: Xemption
retusal by the Revenue Commissioners to issuc a certificate of o(u‘ Ptg
from deduction of tax for payments made under construction contracts.

T as 3

21. The rate ot deduction of tax from pavments under construction
contracts should be tied to the standard rate.

. . ion of tax which,
22, The extension to other arcas of schemes of deduction of{mx ‘.\-hlt
e iteria 1 3 5 > ke TreVIew,
meet the criteria set down in paragraph 5.43 should be kepr under re

Chapter 6: PAYE

23, In the context of the general scheme of taxation in our ﬁ;st report,
the lati : i ver, 1f our pro-
; 1 should be retained. However,
e present cumulative systen : !

tl’:)salis are not adopted, the case is more finely balanced and the jlevqluf;
' ] 3 £ =3 S

léommissioners should review and publish the arguments for and again

a change to a non-cumulative system of PAYE.

Chapter 7: Tax Appeals

i hould be made following
4. Appomntments as Appeal COI’I’IIDISSI-‘C.)H.C]”S‘ s de
ii openpgublic competition held by the Civil Service Commission.

25.  Sufhcient staff, including, if necessary, an additional Comr}r111§s1?ncc-
hould be appointed to enable the Commissioners to carry out their fun
5

tions in a satisfactory manner.

I 155at1 lon 1 1ately after the deter-
nt to express dissatisfaction 1mmedlate y after th
26'. t?oh; ;?qal:ilr:g;ial by thpe Appeal Commlsslo_ne_rs or the Circuit Co?rt
Jl’Eglﬂe should be abolished. Any request made within twenty one days for
the%tatcmcnt of a case for the High Court should be allowed.

27.  Appeals to the High Court and the Supreme Court should be held in

camera.

. : »
28.  An inspector of taxes should be required to list a case for heartliicge
before the Appeal Commissioners within threc months of receiving a no
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from a taxpayer requiring hi imi .
! / g him to do so. A similar
m cases of claims to relief by PAYE taxpayers. provision should apply

Chapter 8: Compliance Costs and Taxpayer Assistance

B f\' pas

30. 'he vising  fi b
accou}illL;‘l ldulsmg forms. the Revenue Commissioners should take
of the needs of traders by presenting forms in a clear manner

3t Arange ot specialist publications should be produced for small traders
and people starting new businesses and for the classroom to prey 1r(e st FSL*US
for tl_l@lr_ tax responsibilities and to encourage voluntary cor}n IFi);nC-‘ liﬂin‘ts
publications should be produced by expert writers. subject ’ h " e'sc
of the Revenue Comuussioners, e fsprow

- The scope tor accepting PAYE and VAT returns and other mntor-
1ot m 3 computertsed form should be extended and the obligations on

traders Intai I ' Mvo]
prade S to maintam supporting records. such as Imvorces, should be satistied
y records held in new forms, such as micro fiim -

?{3. A Central Enquiry Office {CEQ) shoul
light of the experience of the operation of 3 C
should be given 1o opening similar office
lation where the volume of demand woul

d be_sct up in Dublin, In the
CEO in Dublin, consideration
s 1n other large centres of popu-
d appear to justify such 4 course.

3h4. A “freefone’ system should be st up to enable
the Revenue Commissioners from anywhe
of a local call. l

. taxpayers to contact
re mn the country for the price

Chapter 10: Tax Evasion

35. The Reyenue Commissioners should undertake

r 1sti 1 :

Mg:ncy, a vahd statistical survey on the lines of the Taxpayer Compliance
surement Programme in the United States to ascertain the level of

T. IS Q

as a matter of

36. The Revenue Commissioners shoul
structures to ensure closer integration of VAT employers’ PAYE and
‘ Al, 3 n
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Chapter 11: Tax Avoidance

37. The system of taxation should be simplified as quickly and as widely
as possible in line with our previous proposals. Simplified taxation is the
best way to remove the conditions conducive to widespread tax avoidance.

38. In the context of the general system of taxation proposed in our carlier
reports, tax avoidance should be dealt with by the enactment of appropriate

spectflc provisions,

39, Anti-avoidance legislation should not apply before the date when the
intention to legislate was announced.

Chapter 12: Information Powers of the Revenue Commissioners

400.  There should be a single power of entry to business premuses, on
notice, to ¢nsure that returns are made for all businesses and to check the
accuracy of returns of VAT, PAYE/PRSTand trading profits. All inspectors
of taxes should be authorised to exercise this power.

41. A booklet setting out the rights and duties of traders should be
prepared by the Revenue Comissioners and issued to all traders. The
booklet should be re-issued before a checking visit begins.

42. The power to search premises should be available under warrant
issued by a District Justice where there is reasonable ground for suspecting
that an offence of fraud in relation to tax has been committed and where
there is reasonable ground for suspecting that evidence of that oftence is to
be found on specified premises (whether or not the offence was committed

there).

43, The existing VAT power to search premises should be brought into
line with recommendation 42 above.

44, An officer of the Revenue Commuissioners acting under the authority
of a search warrant should have power to search persons whom there is
reasonable cause to believe are in possession of evidence of an offence of
fraud in relation to VAT or the direct taxes. The person executing the
search warrant should also be empowered to take with him such other
persons as appear to him to be necessary.

45. The powers of the Revenue Commissioners to seek independent
information about a taxpayer’s accounts and returns from his business
suppliers and business customers, by virtue of Section 21 of the Finance
Act, 1979, should be retained.
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46.  There should be an appropriate criminal penalty for any person who

conceals, exports or destroys documents which are subject to a production
notice.

47.  Information regarding specific anti-avoidance transactions and con-
nected operations should be required to be notified to the Revenue Com.
missioners on a current basis rather than retrospectively over long periods.
Such obligations should be cnacted in cach siuation when thev are required.
There should be substantial penalues for tailure o comply. We do not
favour a general power to enable the Revenue Commissioners to seek
information about anti-avoidance,

48. All financial institutions. ncluding building socicties. shouid be sub-
Ject to the same reporting requirements.

49, The automatic reporting limit for interest paid b y financial institutions
should be raised substantially. This should be done when Interest paid by
such nstitutions s subject to withholding tax on the basis recommended
in Chapter 3. For the purposes of the return, an mstitution should aggregate

all the accounts held by a single individual with that Institution.

0. Insurance companies should be obliged to turnish information returns
to the Revenue Commissioners in relation to certain policies.

5t The Revenue Commissioners should explore with information
reporters improved means of matching information with taxpavers’ files.
In particular, the possibilities of requiring taxpayers to advise information
reporters of their Revenue and Social Insurance number or the Revenue

Commissioners supplying such information to the institutions appear desir-
able and should be investigated.

52.  Any person or body who makes general information returns to the

Revenue Commissioners concerning a taxpayer should be obliged to inform
the taxpayer of the information reported.

53. The costs of complying with specific, as opposed to general, requests
for information about the affairs of other taxpayers should be borne by the
Revenue Commissioners where they are shown to be material

54. Since international conventions for exchange of information provide
that the Revenue Commissioners may refuse to make available intormation
if to do so would, in their opinion, involve disclosure of an industrial.
commercial or professional secret, they should be required to notify the
taxpayer of a request for information. He should then have the

opportunity
to object to disclosure on the grounds that the information is commercially

secret, with any dispute being adjudicated by the Appeal Commissioners.
40
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. - . r-
55. The period of retention of business records for income tax, Corf;;s
3'-0n tax, value-added tax and PAYE/PRSI should remambat SIX y ars.
a\XF/lh n the change to a system of sclf-assessment for_all usiness e
Elended in Chapter 4 i1s made, the general time hmit for assessme
om :
and repayment claims should be reduced to six years.

Chapter 13: Tax Offences and Penalties

' v e assess and
56, The Revenue Commissioners should be given power o dbbtib‘ini OL{
collect statutory penalties in the same way as tax, subject to a rig
appeal by the taxpaver.
57.  Details ot all penalties and negotiated settlements should be publishe

1 T : $41 - : ey Tk - . . r‘
The names of defaulters who, on their own initaive, make a voluntary
disclosure of past detaults, should not be published.

Chapter 14: A New Scheme of Offences and Penalties

58, Tax paid as a result of an understatement or undcrlchargc should
53, Tax paid a ; : I n v o
attract interest at a commercial rate for the period of the delay

39.  The existing scale of defaults should be abolished and replaced with
three new categorics:

() civil fraud,

(ii) substantial misdeclarations, and

{ili) marginal errors or omissions.

60. The new code of offences might attract penalties of the following

VN

order: - -
Civil Fraud: 50 per cent of the evaded tax mitigable down to 30 per

cent of the tax due for co-operation in the investigation. The minimum
penalty should not be less than 30 per cent of the evaded tax,

Substantial Misdeclaration: 25 per cent of the tax lost. Hog;feveil,si
1ve 1l 1 ' sonable ca
a penalty if there is a rea _
default should not give rise to : e 15 a ¢
for the default or the taxpayer on his own initiative provides full
information about the understatement.
; 1 s or
Marginal Cases: There should be no penalty for lgm}lor errf(;LrnC(;S
e ' g these offe
1551 e * more serious instances o
omissions. However, the scri e thes nes
could be considered under the civil fraud provisions where they
been committed with an intent to deceive.

61. A system of surcharges should be introduced to deal with failure ;3
submit PAYE and VAT returns or pay the tax due. The system wou

involve
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Chapter 15: Collection and Enforcement of Payment

() a warning to any trader who failed to submit by the required dates
tWO returns or payments within any period of one year,

(i) an initial surcharge of 5 per cent of the tax due or £50, whichever

is the greater, for the first default in the year following the issue
of the warning,

(ii1) an increased surcharge, rising in steps of 5 per cent for repeated
fatlures to submit timely returns durmeg the surcharge period,

(v} late returns during the surcharge period would also extend the tme
during which the trader would be liable to surcharge, and

(v) hability to surcharge would only lapse after a period of one vear's
satistactory compliance.,

62. The penalty in respect of failure to notity chargeability to tax should

be related to the amount of the tax unpaid 1 respect of each separate
obligation.

63.  The avil penalties should be imposed administratively bur would be
subject to appeal.

&+ There should be a nght of appeal to the Appeal Commissioners i

respect of penalties and surcharges. The Appeal Commissioners should
have powers to

(1) mitigate the penalties, within the limits set out in recommendation
61 above, in cases of civil fraud,

(1) waive the penalty for substantial misdeclaration but not to mitigate
the penaity, and

(1) determine the underpavment and the period of delay giving rise o
nterest charges but nor to mitigate interest.

65.  The Revenue Commissioners should continue to have gencral power
to mitigate penalties at the collection stage but the use of the power should
be restricted to exceptional cases. The Revenue Commissioners should be

required to report to the Comptroller and Auditor Genera upon the use
made of mitigation.

66.  There should be a set of spectfic criminal offences of dishonesty in
respect of direct taxes and value-added tax. The criminal sanction should

only apply where certain things are done or not done with ap ntent to
deceive.

67.  The Revenue Commissioners should explore with the Garda authori-

ties the possibility of setting up a unit within the Fraud Squad to deal with
criminal tax offences.
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68. The Revenue Commissioners should be responsible for all aspects of

' : and
collection and enforcement of tax. They should set up a SoggalThis
integrated system to carry out the enforcement of revenue debts.

would involve

(1) the decentralisation of certain collection functions.

(1) greater use of legal action i local areas to entorce payment through
the courts, and | |

(i1} the appointment of focal collectors on a tull-time cstablished basis
with powers to seize goods.

: SO G on
69, County registrars should be relieved of the responsibility tor collect
of revenue debrs other than those resulting trom court judgements.

1551 e vy the
70, The Revenue Commissioners should be unpo;ye{;;lc_i to levy
mmcome or financial assets of a taxpaver to sausty a tax labiliry.

{ . 047
71. The doubts concerning Section 480 of the Inc_oll"ng Tax {?](iz,nli)i:
should be resolved without delay, c;Eher by further h?gw ané)_n or o o tha‘[
so as to ensure that the Coilcctor'(Jene_ral has pow eﬁ i? 1strain a
other officers may distrain at his discretion on his behalf,

72. The power of scizure should be extended to en’ablc the Revenue
Commissioners and sheriffs to take ‘walking possessien’ of goods.

73.  The possibility of extending the power of distraint to real property,
squect to court authorisation, should be examined.

74. - The requirement that a nuufla bona certiﬁcat@ must be r_etgrnf:(;i ?a{lltt}::
sheriff before a judgement mortgage can be_reglstgred ag;ijmsia fti her
or before legal proceedings to petition for hiquidation (;lr én rupit(t:'):rC an
be initiated should be abolished as recommended by the Committe

Court Practice and Procedure.

75.  The limits on Revenue debts which may be pursued in the lower
courts should be increased substantially.

76.  Collection of tax on gifts and inheritances should be the responsibility
of the Collector Gengeral.

Chapter 16: Special Collection Arrangements

77.  The Public Accounts Committee should review the procedures to
clear arrears of tax by instalments.
43




78.  The Revenue Commissioners should have a general power to mitigate
mterest. The use of the power should be restricted to exceptional cases and

the Comptroller and Auditor General should review the use made of
mitigation in these cases.

79. Inrelation to PAYE, employees’ PRSI contributions, value-added tax
and excise duties, a measure of preterence should be retained. In general.
the period of preference should be twelve months, However, where returns
have been made but the liabilitics shown have not been discharged, the

period ot preference in relation to the established tax debt should be limited
to three months.

80. The preferential position of the Revenye Commissioners in cases of
msolvency should be abolished in relation to assessed income tax, corpor-
ation tax and capital gains tax. The preterence of the local authorities in
relation to rates and motor vehicle dutics should also be removed.

8L The preferential position of the Revenue Commiissioners in relation
tointerest on preterendal tax debrs should be abolished.

82. Consideration should be given to the
of accounts to identify in financial state
of these preferred debrs,

possibility of requiring preparers
ments amounts overdue in respect

83.  Where the directors of a company which went into liquidation owing

tax debts agam set up business in any capacity, they should be obliged to
notify the Revenue Commissioners.

84. The Revenue Commissioners should have power to request security
for PAYE, employees’ PRSI contributions and VAT payments where the
promoters of a company/business which went nto liquidation without
discharging tax liabilities again set up in business. If sausfactory security is
not given, it should be an offence to continue trading.

85. The Appeal Commissioners and the courts should have the power,

on appeal, to waive any requirement for the provision of security if there
15 no culpability.

Chapter 18: Administration of Value-Added Tax

86.  There should be no change in the length of the VAT accounting
period or the timing of VAT payments.
87. VAT should continue to be charged on imports at the point of entry,
subject to recommendations 88 and 89 below.
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jmarily i ] cturi for export should continue

i marily involved in manufacturing - [

o Flﬁms (I:(?to im}};ort raw materials and components without payrrrtlie:

tofb\?;TOWThere should be no relaxation of the 75 per cent exporting
o .

condition.

; Tegls traders
89 The waiver of VAT on imports of up to £200 bg relimkt)irc;cllbiccr s
%h;mld be retained but the operation of the schemlc'sl (])u ! be subject to
itorine. The mitshould be inereased onlv in Iine
revular moenitoring,

l 511 5C5. }-115

) l au l 4 sIn l{. 1 giS atio 11 1t 1’0 d

]’1(,1’6 Sh l( b{. 11 g c fration m T “ )10 1255C¢ {)]

S}(j Llld set bﬁi()\\ t}l( E\Albtlllg 10\\61 111“1( Oi i.]._..()UU, 5()[]1(. Ildl.l(tl 117

[}lLO 5 Ej X P ]O *Sno ) A% llL! SIT10
XISt eXeIm €S as Cg £ WAL < (‘(! (l g Y th(‘ transit

to a single rate of VAT,

[ S 3 5 bed-and-
91 The anemalv in the treatment of hotels. guest houses and
br.cakfast establishments should be removed.

~ - S - - 2 OF . hUU]d l [y

— } ‘ ’ > ]L‘[“ng of mmov lll lt I. I R : -

s I h(_\ excmmpuoen Ut [—h(. ’ ) r s l‘ VoS \—Olv Y
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[}(':1)(: lettlllg Of 11’1‘11]10 \:llblﬂ. pI Opel’t\' S}]Ould bL C}l(ll g(. ll) e vA [ 1 4

1 ion hmits ‘ing to other businesses.
to the registration lmits applying t

93. In principle, we belicve that second-hand goods 50{? b\,:' ;;S;I}llfif;
,.istcrelsl for VAT should be charged to VAT and ;hat t eh;r:e o
rbtega-llcm-'ed a credit in respect of the residual \QATlm the }:)turifl ase European
. However, pending developments :
t]é)f Secﬁiliccl_gi)nnii?lii; v:r): make 11310 recommendation for change in the
cono ,

15t - oods.
existing treatment of second-hand g

)4 A rey lCW Of CUSIOms dnd CXCl1se 1Lg15 anon Sh{)uid bC Uild(.] tak
. i CX -
Llpdate Sll’Ilp]lfV al]d LOI]SOllda e [hﬁ 13 W l’e]atlng tO CUSLOIS 311(1 C15¢€

3 ¢ SC rith full
95. A small number of inland clearance depots should be set up wit
tiﬁle cus;toms and excise staff and facifitics available on site.

] : : actice
96. The power of seizure should be retained but a ggnera] code of ;1311; ctiee
Fo)r scized goods should be published and made available to person:

cerned at the time of seizure.

1 5 b(, rey ISEd
; ¢ ] .] (ol ) ms al]d CXC1sg arca bhOuld

islat 15 TEVISION § account
as part of the consolidation of legislation. Thls revision should ta?c;ther tax
oflihc gencral principles which we have laid down m respect o

offences.
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98.  Customs and i .
categorised, excise offences and penalties should be banded and

to the duty paid value of th '

penaley on & o aie 0 degoods. In the case of prohibited goods, a fixed ‘ |
_ ¥ related to the value of the goods. whi hever 1

dppropraate, should be imposed. i e more

GLOSSARY OF TERMS i
Chapter 20: Motor Vehicle Duties

— : Administrative Costs: The costs of assessment and collection of tax

- 100, The recom mendue . - , e
= motor vt rlccgnuncnflanons m our third report to simplify the rates of borne by the public sector.
: “hicle duties should be | ' : ates o
mplemented. .
Advance Ruling: A statement by the Revenue Commissioners
et o . . . . .
101 An Post should be given the agency to collect hicl on how they will interpret legislative pro-
: gency cet moror vehiele duries e ' ven situati
: S. VISIONS 111 2 given situation.
102, The lev : P k
= ¢ level of penalties in ed fi
) 1posed for non-payvm -
- . avmen ohic . ;
duties should be reviewed and scizure of the pay t of motor vehicle Bonded Warehonse: Place used to store goods hable to customs

; vy vehicle sho R ) , N
as a penaley. ald be introduced andsor excise dutv which s covered by a bond

or sccurity for the payvment of duty.

(Cach Flayp: The Aow of money paviments to or from a
business.
Compliance Costs: The costs to the private sector in money, time

and effort of assessment and collection of tax.

Consolidation: The combination of various parliamentary
- acts into onc single act.

Cumulative System: The cumulative system of PAYE is designed
to calculate an emplovee’s exact hability to
Income tax on any pay day. The tax lability
on that date is the difference between the total
_ net pay to date since the start of the income
_— tax year and the total accumulated tax free
: allowance to date since the start of the income
tax year.

Customs Duties: Charges levied on imported goods from non-
EEC countries.

Customs Entry: A formal, signed declaration presented to the
customs authorities by an importer or his
agent to enable goods to be cleared for import-
ation. It contains a description of the goods,
gives the relevant tariff code number and rel-

46 evant excise number which govern the rates
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Direct Assessimens:
Distraing:
Double Tavarion:

Double Taxation Reficf:

Dury Paid 1alye:
Eiticiency:

Effective Tax Incidence:

Equity, Tax:

Excise Duties:

Extra-Statutory Concession:

Finance Acr:
Income Distribution:

Insolvency:

48

of customs and excise duty chargeable, It is

normally accomnpanied by an invoice showing
the value of the goods.

Assessment of one’s tax hability by the Revy-
enue Commissioners. ’
The leeal sei oy

gal scizure of goods and chateels
order to pav a debt.
The situation in which the same tax base is
taxed more than once. k
Relief given against one country’s t
tor certain raxes paid in anothe
the same income.

ax charge
wr country on

Phe retaid price of an jtem mclusive of any
duty or rax, ’

Allocating economic FUSOUIYs o tiat opr-
mal output is achieved.
Idcnltlhcatlon of where tax actaally falls as a
re: ' : ic behavi
result of adqutmcnts to ecconomic behaviour
atter the tax is legally assessed.

Standards of fairness. The ta
o 55 X payable
accord with ability to pay. payable should

Selective taxes imposed on certain goods, the

ost common being on tobacco. alcohol and
petrol.

Relaxa.tlon. which  gives the taxpaver a
rcd_uctlon m tax liability to which he js not
entitled under the strict letter of the law

AQ annual act which contains tiscal legis-
lation. o

}ht_‘ way in which total national income 15
vided among individuals or households

A Sl';l].]atlon where a person or organisation is
unable to pay debts when they become due.

Liguidation:

Mitigation:

Movements Systent

Nudla Bona:

PAYL

Pheenix Syndromie:

Receivership:
!

Revenue Preference:

Revenne Practice:

Schedules, Tncome Tax:

The winding up of the affairs of a company
when 1t ceases business.

A reduction n the severity of punishment.

A system used when an emplovee changes
job which ensures that all the relevant tax
information 1 passed tronm one cmplover o
the next. The system 1s operated by means ot
the form P45

Literally having no geods. The debtor has no
assets which can be scized to settle a debe.

Svstem ot collecting meome tax through reg-
ular deduction by che emiplover from earnings
as thev are paid.

This occurs when a company begins rrading,
builds up a signiticant tax debt. disposes ot its
assets and hquidates without pavment ot the
tax due. Trading 1s then resumed by one or
more of the directors of the previous com-
pany. often in the same premises and using
the same equipment but under the protection
of the limited hability of the new company.

Having one's property or business adminis-
tered by a person appointed by the courts
until debts arc paid in tull.

In the event of the receivership or iquidation
of a company, the Revenue Commissioners’
claim for one year's tax 1s met before that of
unsecured creditors.

The way n which the Revenue Com-
missioners apply tax law.

For mcome tax purposes income is classitied
under certain heads or schedules. Schedule C
covers income from interest {taxed at source)
on certain government or other sccurities,
Schedule 1) covers income from sclf-employ-
ment, rents or investments, Schedule E covers
income from an office, employment or pen-
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Seizure:

Selfassessment:

Stnimary Poyeys-

Tax Avoidance:

Tax Base:

Tax Code:

Tax Credit:

Tax Evasion:

Tax Free Allowance,
Certificate of:

Tax-geared Penalty:

Tax Yield:
5()

sion and Schedule F covers Income from dis-
tribution received on or after 6 April, 1976
from a resident company.

The legal confiscation of goods, documents
ct¢,

A system which requires the taxpaver to com-
plete an annual return and be responsible for
caleulating his own hability. There would be
athorough audit of a limired number of cases,

Powers which are exercised without al] the
formalitics required by common law.

The minimisarion of rax lrabidiry through
taking advantage of some brovision or lack
of provision in the law. iy Cireumstances other
than that perceived to be intended by the
legislature.

The object w0 which the tax rate 15 to be
applied, for example, income, wealth, con-
sumption,

The body of statutes and regulations which
relates to tax.

An offset against rax liability.

An illegal understarement of income or assets
oroverstatement of allowances, in an attempt
to escape payment of tax. It ranges from delib-
Crate errors or omissions to concealment, falsc
declarations and major fraud.

A statement issued to an employee and his
employer showing the rotal amount of the
tax-free allowances to which the emplovee is
entitled together with the cquivalent weekly
and monthly figures.

A penalty which distinguishes berweer, larger
and smaller cases by relating the penaley to
the amount of tax involved.

The amount of revenue which is collected

Time-geared Penalty:

PP upur Ced

Withholding Tax:

from a particular tax or the tax system as a
whole.

A penalty which disunguishes _betwe_efl
greater and lesser delay in complying with

obligations.

A credic which o VA T-reaistered rrader
eives for VAT paid by him o his supphcr\f

rece 5 v in

or to the customs authorites at the pomt o

imporaton.

Deduction of tax at source. for cxample.

PAYE.
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CHAPTER 1
GENERAL PRINCIPLES

Introduction

1.1 Inthis chapter we set down general principles which should underpin
cood administration of a tax system. We then outline our broad impressions
of the administranion ot the present svstem and exanine some ot the
administrative implications of the recommendations inour frse four
reports.

Basic Principles

1.2 The administration of a tax system must ensure that taxation is fair,
cfticient and simple. Equitable and efficient administration requires that all
tax provisions can be administered with reasonable uniformity between
taxpavers. Tax provisions which can only be enforced in some areas are
unfair and result in distortions. Simplicity is achieved if the relationship
between the taxpayer and the collecting authority is clear and unambiguous,
if the administrative costs of tax collection are small and if the comphance
costs for the taxpaver in terms of money, time and cffort are also small.

1.3 Certainty about how much 1s due and when it 1s due requires clear
and precise legislation. The scope for administrative discretion should be
reduced to a minimum. In such circumstances. evervone is seen to be
treated alike and grounds for complaint are minimised. Provisions which
rely unduly on administrative discretion risk being applied arbitrarily,
unfairly and selectively,

1.4 Clearly, the costs of collecting tax should be kept as low as possible.
This requires some straightforward measures such as keeping rax forms
and procedures as simple as possible, previding adequare information to
taxpavers and proper staff training. However, collection costs include not
only otficial administrative costs but also private compliance costs. In some
cases, the cheapest method of collecting a tax may be to use companies or
private individuals as agents. This is the case with PAYE, where the
employer has the relevant information for a number of taxpayers in fairly

55




-n

conventent form. However, this method should only be used when it is
clearly the most efficient means available. There are good reasons for

tipping the_balance away from private compliance costs towards official
administrative costs.

® Firstly, ad‘mlmstrative costs are met from taxation, which can itself
be determined with reference to fairness of the tax burden. whereas

compliance costs fall on the private mdividual and mav be distributed
unequally. ‘ |

® S - - o Y TNE T C .
bc}condl}. com.plldnu Ccosts are resented by taxpavers, particularly
when they are incurred to show litdde or no hability to tax. '

® Thirdly, it is much easier to ascertain the level of administrative
costs than private compliance costs. If the former rises, thérc will
be greater pressure on fegislators and administrators to climinate
unnecessary work and to keep procedures as simple as possible.

The Existing System — Broad Impressions

?.3' Faxpayers often find it difficult to establish their correct hability and
vnm]emems. Many reasons have been cited for this bue it scems( 10 us th,

the main administrative problems are rooted in the cmﬁplexitv of t];;
present tax system. This has arisen from frequent changes in legislatio

})10;6@631 additions to the existing system and incrcasiné rates ofgtax onnq.
shrinking tax base. We have also been struck by the low priority whi }‘
problems of administration scem to be accorded in framing po]iéy Plll';j

visions have been passed by the Oireachtas which are not being enforced
and may even be unenforceable.

1.6 Thcf tax system which now operates in Ireland was designed to raise
revenue 1n a fairly straightforward way. As recently as ten \:ears ago ]S't'
sta'ndard rate of income tax was the only rate which ’applicd to 99 fr Cé‘llltt
of income taxpayers. When VAT was introduced in 1972 to replace tErnov :

tax and wholesale tax, there were four rates of VAT but the zero e
covered a much narrower base and the 35.26 per cent rate applied to 88 er
cent ofall transactions. There was no capital gains tax until 1974 and It)}fr
explosion in anti-avoidance legislation had not vet occurred. Each vy N
since then has seen additions and changes. Compﬁterisation ha; hel ed}telar
system to operate but there is a limit to the burden which tcchm)lopn' ‘-]e
carry. It has been argued to us! that the limit has now been reacl }Oci 'C‘]”
that the machinery is breaking down. e and

III]b'tj[U ¢ of T axat I i =
= B on 1n i L’l;llld. lIISh ]Qdflﬂ o o C v ! SOr
8] Is® Union. on oot ¢ S En p]O‘ Ld lCI'. ons, | lSh ax
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1.7 The administration of PAYE is a good example of increasing com-
plexity. New provisions over the last ten years have brought an increase
in the number of amended certificates of tax-free allowances required in
the course of the year, thereby creating more work for employers and the
Revenue Commissioners. The number of complicating factors has also
increased the number of end-of-year reviews of hability which the Revenue
Commissioners have to undertake so that about half of all cases must be
reviewed annually. As 2 result the PAYE svstem 1s strained and taxpavers

are getung inadequate service.

1.8  Non-complance 1s a major problem. Too many raxpayers do not
send 1n their personal, PAYE and VAT returns on time or within a
reasonable period of the due date. The assessment, appeals and enforcement
systems are all used by the Revenue Comimissioners to try to secure receipt
of returns and accounts rather than the direct collection of revenue. Failure
to send in a return will probably lead to reecipt of a tax bill from the
Revenue Commissioncers: a bill which tends to be excessive rather than a
good estimate of the true habilitv. This procedure is designed to provoke
a response but the response generally comes in the form of an appeal only |
rather than an appcal supported by sufficient information to cnable the
matter to be settled. Accounts and returns mav be recerved eventuatly only
atter a number of appeal hearings. This 15 methicient and wastetul. The
natural answer 1s to ser a realistic tume limut for returns and accounts which
is propetly enforced and backed up with appropriate sanctions. Too often.
unrealistic obligations are placed on taxpavers and they are not enforced
when found to be unworkable. This brings tax administration nto disrepute
and encourages non-compliance.

1.9 To sum up, the compliance problem seems to be linked to high levels
of taxation on a narrow base, the complexity of the system and the use of
exaggerated assessments instead of an effective compliance code in an effort
to obtain returns. As a result, the system 1s overwhelmed by appeals which
arc slow to clear. Tax finally collected 1s about 25 per cent of tax charged
n assessments. The picture 1s one of a large administrative machine raising
assessments which bear little relation to reality and then labouring mighuly
over the next two years to process the large number of appeals. One
result is that too great a proportion of the resources of the Revenue
Commissioners 1s devoted to routine processing of cases, leaving msuffi-
clent attention to persistent defaulters.

CRITICISMS OF THE SYSTEM

1.10 Werecelved many submissions which support our broad impressions
of tax administration, The complexity of taxation came in for much
criticism, giving rise to frustration among taxpayers, suspicion that they
are not obtaining fair treatment, administrative delays and a heavy burden
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in terms of money, effort and time, particularly on small businesses. A
typical submission argued that

“there is a need to arrest recent trends in tax legislation which have
ncreased complexity without significantly unproving the tax yields
and which have added to the difficulties, on the part of taxpayers and
their advisers, in understanding the real intentions of the legislature.”

Assessment

L11 Most of the criticisms of the Income tax system related to assessment
procedures for the self-employed. Many of these critictsms apply also to
PAYE. It was argued that taxpayers lack sufficient information and guid-
ance in making tax returns. Although information and guidance is available
from the Revenue Commissioners. the onus is on the taxpayer to seek this
out. Many submissions instanced poor quality of service from the Revenue
Commissioners in sceking the simplest of information: for example, long
delays in dealing with postal correspondence, lack of privacy and nadequate
tacilities to deal with personal callers to tax offices also caused concern.

112 With regard to income from self-employment, some subiissions
were critical of the unrealistic assessments made by the Revenue Com-
missioners. Others criticised the mixture of present and preceding year
bascs of assessment. A number suggested that a system of self-assessment
should be introduced for the self-employed, o be accompanied by stiffer
penaltics for tax evasion and more audic staff in the Revenue Com-
missioners. Others argued against the introduction of self-assessment,
claiming that it was unlikely to succeed, given their view that the level of
evasion was already high and non-compliance was widespread.

113 Many representations drew our attention to the compliance costs of
the present tax system. The VAT system with many different rates?
attracted particular criticism. Compliance costs are particularly high for
the small business with a few employees. Such a business must cope with
the complexity of the PAYE system. In addition, the owner, if self-
employed, must deal with his own income tax. Finally, VAT returns must
be made on the basis of purchases and sales at the various rates of VAT. All
these obligations require the keeping of careful records. Some submissions
favoured dircct compensation for the costs involved in gathering taxes for
the state. Others suggested that the costs could be reduced if the Revenue
Commissioners simplified many forms and procedures and provided better
information for employers and employees,

“The number of rates was reduced from six to four in March, 1985,
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Collection and Enforcement

1.14 A number of submissions expressed concern about a deterl_oramin'
in collection and enforcement in recent years. This concern was particularly
evident among the business community, When legitimate business is being
taxed heavily, the ‘black economy’ escapes the net and enjoys a cor‘n_petle&{‘
advantage. Other submissions pointed out that ineffective CQllc:LUon-]am
enforcement procedures only encouraged people to delay paviment and. in
solne wdses. to evade thenr tas labihnes,

Appeals

115 Some submissions argued that the appeal procedure 15_111.ac?eﬂuatrlt()‘
deal with the present complex s system and suggc;th P)lmla_sl_ngj []:L,
number of Appeal Commissioners. Others suggmtcd that st-l.L amlining [} c‘
administration of the tax svstem 111‘tru)ducmg _.u‘lt-aasgsujlcr]t t\o‘r]t‘li
self-emploved. decentralisiyg tax collection and smcﬂy en{tgzimg‘; 2;}:; tt'l‘:,r
would help clear the permanent backlog of appeals and allow )

consideration ot complex cases.

Consultation Procedures

[.16 A number of protessional organisations expressed concern gt poo;
communications with the Revenue Commissioners and the Departm_et}llt 0

Finance. Many were concerned that lcglslat1qn_ was 1ntroduce_d vimt out,
adequate consultation and/or passed by the Oireachtas \\-1t}1k:1331{f351Lzate
consideration. Most suggested, by way oflmprovement, t_hatt ¢ qenut—;
Commissioners should publish statements of practice on interpretation o

legislation and a list of concessions generally allowed.

EFFECTS OF OUR PROPOSALS

1.17  The recommendations in our first four reports involve considerable
simplification of the tax system arising from the following:

' ' : ital
(1) the replacement of multiple rates Qf income tax, separate cbzltp
gains and corporation taxes by a single rate of tax chargeable on

all income.

(1) the abolition of exemptions, deductions and reliefs in the income
tax system except for a single tax credit,

{m) thereplacement of social insurance contributions by a social security
tax fully integrated with income tax,

(1v) the abolition of special income levies,




(v) the reduction in the number of personal taxpayers liable to pro-
gressive rates of direct taxation,

(vi) the ultimate replacement of different rates of value-added tax by a
single rate on a wide base,

(vi1} the abolition of some excise duties,
{vii1) the rationalisation of motor vehicle duties (car tax), and

(ix) the removal of many stamp duties and the eventual abolition of all
stamp duties.

These simplifications, the broader income base, the abolition of deductions.
. allowances and rehiets, lower tax rates and the taxation of the majority of
; Income taxpayers at a single ratc would greatly lighten the administrative
burden. We bear this in mind throughout this report.

i Conclusion

.18 Tax administration should contain the following elements:

(1) legislanion which is precise and free from ambiguity. Looselv-
worded or vague legislative provisions cause uncertainty as to what
15 taxed, when it is taxed and how much is due,

(i) adequate arrangements for identifying the taxpayer and obtaining

other information necessary to impose the tax. Only as much
: information as can be processed cfficiently should be gathered
' and there must be an efficient system for converting the selected
= information into a form usable for enforcement purposes,

(111) adequate control and enforcement in order to protect those who
comply voluntarily. Otherwise compliance will deteriorate,

(v} a procedure for resolving disputes between the taxpayer and the
administration. Ultmately judicial review is the only reliable and
satisfactory check against arbitrary, erroneous or unfair adminis-
tration,

(v) a high level of collection of tax. A sure sign of ineffective tax
administration is the existence of large default in tax payments,
and

(vi) etfective sanctions available through the courts where there has
been serious and deliberate fraud.

1.19  The present administration of taxation in Ireland falls too far short
of these requirements. The measures proposed in our first four reports
would simplify taxation so that the risk of breakdown is reduced and
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administration in general is improved. However, reform of assessment,
collection and enforcement procedures is also necessary.
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CHAPTER 2
THE LEGISLATIVE PROCESS

Introduction

2.1 In this chapter we examine the legislative processes related to fiscal
matters. In particular we discuss the need tor consultation with interested
parties, We conclude that the argument 1s not about whcther there shquld
be more consultation but rather the torm this should take. Then we consider
the options tor improving the legislative process and mamzaining a general
review of tax fegislation.

PRESENT SYSTEM

2.2 Proposed tax legislation tirst appears in a finance bill, This is usually
published in the spring of cach vear. The Provisional Collection of Taxes
Act, 1927 requires that a bill having the same effect as a financial resolution
must receive its second reading n Diil Eireann within the next thirty days
on which the Dl sits after the resolution is passed by the Dail. The bill
must be passed within four months from the date on which the resolution
is expressed to take effect or, where no such date is expressed, from the
passing of the resolution by the Diil. This means, in effect, that the finance

bill must be passed within four months of budget day each year.

2.3 Finance bills are debated in the Dail. There is a discussion of general
principles at second stage, a lengthy and detailed discussion of at least some
of the provisions at committee stage, followed by a much shortcr report
stage. The bill is then passed to the Seanad which considers it but has no
power of amendment. In theory, this enables each clause and schedule to
be carefully scrutinised and debated before being enacted. However, in
practice there is often intense pressure on time and many of the provisions
appearing in a modern finance bill are of such complexity that they cannot
be examined adequately in the time available.

A Range of Views

2.4 Dissatisfaction with existing procedures was clear from submissions.
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One stated that:

“In recent years the debates have been brought to an end by the
guillotine because Bills have been too long for full discussion in
the time available. The 1980 Finance Bill of ninety-six sections was
guillotined at Sccrion 33. As the remaining sections were not debated
in the Dail, the necessary details for a proper understanding of the
legislation could not be clicited. ™

2.5 Another submission summarised the criticisms of present arrange-

ments:

“The delay in the publication of the bill after the budget; the hurried
drafting of complicated provisions in the bill; the lack of consideration
at commuictee stage ot the bilt in the Diil. As a result the implications
of many complex technical provisions were not tully appreciated or
discussed betore they were enacred.”

2.6 Weasked the Department of Finance and the Revenue Commissioners
tor their views on whether the present svstem could be improved. They

Ucannot accept that the tinance bill legisiation is cnacted without
adeguate consideration and consultation, Lhe tull resources ot the
budger section in the Department of Finance and the appropriate
sections in the Office of the Revenue Commissioners are made available
to deal with this work. Those employed in drafting legisiation have
considerable experience of doing so. While the bill is frequently
amended after publication, the amendments are usually in response to
representations or are additions to the bill of material that could not
be finalised in time for the publication date,”

2.7 On the question of consultation, the Department of Finance told us
that in their experience

“'therce is no shortage of professional advice available when a finance bill
i1s being prepared. Indeed. once the budget proposals are announced,
mterest groups make representations in regard to virtually every pro-
posal. When the Minister considers that a useful purpose would be
served. it has been the practice to consult interested parties. Experience
of both representations and consultation is. however. that generally
the aim of the interest groups involved is to press for concessions
rather than to ofter impartial advice.

" The basic constraint on consultation with outside interests is created
by the limited time available under present legal arrangements between
the announcement of measures in the budget and the introduction of

‘Letter of 2 November, 1984,
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the finance bill. Because of budget confidentiality, it is not possible to
consult interest groups before budget day on proposals affecting them.
Once the budget is announced, the finance bill must be introduced as
early as possible. The financial resolutions passed at budget time have
only limited legal life and must be given full legal effect in a finance
act before the expiry of four months from the date of the budget. In
addition the tax changes announced in the budget are generally tor
nnplementation i the new tax vear (i.c. from early April} so that they
must also have carly Jegal eftect”

2.8 We are taced with a clear conflict of evidence. Generally speaking.
the public service is satisfied with the present legislative processes and the
procedures for consultation with nterested parties and sces no need for
change, Others are dissanstied.

2.9 The 1984 Finance Bill contained one hundred and sixteen clanses. Tn
cach of the vears 1983 and 1982 there were over one hundred clauses. Some
of the clauses enacted were not debated in Dail Eireann because of pressure
of time. This seems to us prima facie evidence ot overburdened procedures.

210 There is evidence to suggest that some questions recetve inadequate
consideration by government betore being included n the budget or timance
bill. ‘This is indicated by a number of instances ot confusion and reversals
of policy after marters have been announced. For example,

(i) in 1973, it was announced in the Budget Statement that the rax-
free margin accorded to certain bank deposits was being with-
drawn. This proposal was dropped after further consideration,

(i1} in 1979, it was announced in the Budget Statement that capital
allowances on ncw plant and machinery would in future be given
on the net cost after taking account of grants received. This proposal
was later dropped,

(ii) in 1984, there was confusion following the proposed measures
against bond-washing announced in the 1984 Budger Statement,

(iv) in 1984, the changes m proposals on tax-related lending during the
1984 Finance Bill suggest that the implications of the proposals
announced in the Budget were not fully understood at the time,
and

(v) in 1985, Budget proposals on the taxation of building socicties and
value-added tax on the building mndustry were amended.

It is right and proper that changes should be made to policy and draft

Letter of 2 November, 1984,
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legislation in the course of debate where these are shown to be necessary
and lobbying may also have played a role in the examples above, Nonethe-
less, we consider that some of the changes mentioned above were merely
nstances of nadequate consideration of the issues involved and hasty
preparation of the legislation. The resulting confusion could have been
reduced or avoided if consultation and debate had taken place in a calmer
atmosphere, with more time than allowed by present procedures.

THE OPTIONS

211 We have considered the following changes as a means of improving
the legislative process and maintaining a general review of the legislation:
(i) the enactmentofa technical finance bill separate from the budgerary
process,
() the publicanon ot dratt legislation in advance,
{m) the appomtment ot a Joint Otreachtas Commitee on biscal Attairs.
(iv) the creation ot a technical advisory committee drawn from account-

ants. tax advisors and lawvers to assist the Department of Finance
and the Revenue Commissioners,

(v} the creation of a permanent review body to report to the govern-
ment on different aspects of tax legislation and admimistration (as
exasts in France),

(vi) greater mobility of staff between the Office of the Revenue Com-
missioners and the Department of Finance, and

(vin) the consolidation of existing tax legislation.

Technical Finance Bill

2,12 We asked the Revenue Commissioners about the possibility of
cnacting a signthcant amount of fiscal legislation in a technical finance bill
separately from the budgetary process. They told us that

“we are opposed to having a separate finance bill to deal with technical
matcers. This would be impracticable due to

(1) a shortage of skilled personnel to undertake the necessary work
involved in two bills, Two finance bills would impose an impossible
burden on the staff involved,

(i) theneed to negotiate a large number of double taxation agreements.
This important work has fallen into arrears and can only be tackled
in the autumn of each year when finance bill pressures have eased,

(i1} a separate technical bill which would not have to be passed within
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four months as is required for the ordinary finance bill would take
much longer to get through the Diil; skilled staff would be involved
for that much longer, and

(iv) 1n any event, the number of purely technical items is quite small”?

2.13 We do not favour the introduction of a second finance bill. It could
be difficult to identfy purely technical measures which have no other
implications. We would prefer to sce pressure on the finance bill being
relieved by introducing new taxes in separate legislation. This would also
allow more time for the drafting of legislation and for full consultation and
debate. In the past,value-added tax, capital gains tax and corporation tax
were introduced in separate legislation. The residential property tax could
also have been introduced in this way.

Advance Publication of Legislation

2.14.  Routme advance publication of legislation can never be a tull sol-
ution since decisions on what is included 1n the budger statement are otten
taken only days beforehand and where there are budgetary implications.
prior warning cannot be given. Nevertheless, it has happened on occasion
in the past; for example, the proposals for value-added tax, corporation tax
and new capital taxes were all the subject of white papers which provided,
in some detail, advance information on the proposed legislation. The
white papers did not incorporate draft legislation buc they did provide an
opportunity for consultation. There have been more recent occasions when
advance publication of draft legislation would have been appropriate, the
reduced rate of tax on manufacturing profits being a good example. This
legisiation did not take effect until 1 January, 1981. It was introduced in
the 1980 Finance Bill but time-pressure prevented debate in the Dail. The
alternative of publishing the legislation in draft form and enacting the final
legislation in the autumn of 1980 would have allowed much more time for
consultation and debate. We recommend that draft legislation covering
important policy changes be published wellin advance, even if confidential-
ity requires keeping back some key details such as specific rates at which a
new tax would be levied.

Joint Oireachtas Committee

2.15  Despite the relative priority given to fiscal legislation each year, it is
clear that consideration of this by the Diil 1s hopelessly inadequate. It is
unrealistic to expect the Dail itself to provide more time for this, Much of
the legislation 1s complicated and few deputies have sufficient interest or
knowledge to consider it fully. We recommend the establishment of a Joint

*Agreed note of meeting with the Revenue Commissioners. 12 December, 1984,
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QOireachtas Committee on Fiscal Affairs. This Committee would have
powers to investigate matters within its brief on its own initiative and
would also deal with the committee stage of those parts of the annual
finance bill which were referred to it by the Dail. This Committee would
function like the Joint Committee on Consolidation Bills which has powers
to send for papers and records, hear witnesses and reports on the bill with
or without amendments to both Houses.

Advisory Committee

216 It has been suggested to us that a technical advisery committee of
accountants, tax advisors, lawyers and revenue law experts could advise
the Department of Finance and the Revenue Commissioners on anomalies in
legislation or aspects which hamper administration and suggest appropriate
amendments or other legislation.

2.17  The Department of Finance advised us that

“We do not consider thatan informal advisory committee would be an
improvement but would merely add another layer to the administrative
work needed for the finance bill. The value of a committee would also
be limited by the fact that much of the prepararory work for the finance
bill is of a confidential nature which could not be discussed with
outside persons.”™

218 The Revenue Commissioners were also opposed to this. They told
us there was no shortage of advice. All tax legislation and proposals for
change are reviewed annually. Account 1s taken of anomalies 1dentified in
submissions and the views of representative bodies.

2.19 An advisory committee exists in the United Kingdom and appears
to work satisfactorily., Our own cxperience during our work strongly
endorses the value of discussion and consultatton. We believe that the
present unsatisfactory experience of consultation to which the Department
of Finance and the Revenue Commissioners have referred arises because
representative bodies feel their views are virtually ignored and no dialogue
takes place. There 1s benefit to be gained from impartial advice on technical
aspects of taxation law and admimstration. We see a distinction between
making submissions and having consultations. There is also a difference
between special pleading for sectoral interests and comment on the practical
effects of technical measures.

2.2(b  We recommend the establishment of a technical advisory committee
representative of the main professional bodies in the taxation arca, to assist

*Letter of 2 November, 1984,
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the Revenue Commissioners and the Department of Finance in identifying
aspects of taxation law and administration which need to be improved.

Permanent Review Body

221 We have considered whether or not it is desirable to establish a
permanent review body to report to the government on different aspects
of tax legislation and administravion. This body could be organised on the
lines of the Conseil des Impéts in France.

2.22  Such a body would tunction very much on the lines ot a permanent
Commission on Taxation. Our experience over the last five vears confirms
the value of such a body. However. we think thisis bkelv to be tar more
effective if it 1s set up on a temporary basts when the need arises: perhaps
ongce every thirey years.

Staft Mobility

223  Under the existing system, the Revenue Commissioners advise the
Department of Finance on technical changes to legislation. The Department
of Finance is responsible for policy and the Revenue Commissioners tor
administration. The rigid division between the personnel involved in policy
and administration leads to imnadequacies in tax policy-making. The Depart-
ment of the Public Service advised us that m relation to the technical
shortcomings in legislation

“deployment of senior inspectors from the Revenue Commissioners
to the Department of Finance would improve matters™.?

The Report of the Public Services Organisation Review Group (Devlin
Report)® in 1969 also envisaged transfers between the Department of
Finance and the Office of the Revenue Commuissioners and vice versa.

2.24 We consider that both the Office of the Revenue Commissioners
and the Department of Finance would benefit from staff mobility between
them. We note that this is possible under the new arrangements for
appointment to posts of principal and higher which were instituted in 1984
and 1985. However, we think that temporary transters between the two
bodies are desirable at middle-management level on a more svstemaric
basts. We so recommend.

SAgreed note of mecting with the Department ot the Public Service. 10 December, 1954,
°Prl 792 paragraph 33.4.9.
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Consolidation of Tax Legislation -

2.25 Taxpayers and their advisors should find tax legislation easily access-
ible. The most recent consolidation of income tax law, the Income Tax
Act, 1967, came into force on 6 April, 1967. This legislation has been
amended by subsequent annual finance acts. Corporation tax was intro-
duced by the Corporation Tax Act, 1976 and Capital Gains Tax by the
Capital Gains Tax Act. 1975. These taxes have also been amended in annual
tmance acts and in addinon the Capital Gains Tax (Amendment) Act was
enacted m 1978, The volume ot fiscal legislation relating to income tax.
corporation tax and capital gains tax to be found outside the original
cnacunents or the latest consolidaton m the case of income tax is now
almost equal to the legislation m the principal sources.

2,26 The law relating to value-added tax has been consolidated on a non-
statutorv basis by the Revenue Commissioners. The law relating to customs
and excise is scattered through a series of acts (some of great antiquity) and
statutory orders and regulations. Customs and excise legislation in the
United Kingdom has been consolidated twice — tirstly in 19532 which
simplified and updated the legislation and secondly in 1979 which mercly
consolidated the 1932 legislation and the legislation enacted berween 1932
and 1979 — without making any substantial changes.

2.27 Tax legislation is umque in its frequency. No other areas of law
require the same degree of annual change. Thus, there 1s a special need to
consolidate the enormous mass of such legislation at more frequent intervals
than for most other forms of legislation. Statutory consolidation of tax
legtslation should take place at regular intervals, say every ten years.

Recommendations

2.28  We believe that legislation that is passed after consultation is better
than legislation introduced without it. In our view, the argument is not
about whether there should be more consultation but rather the form this
should take. Against this background, we make the following recommen-
dations:

1. Draft legislation on taxation should be published in advance to the
greatest extent possible to allow more time for public evaluation
of proposals.

1o

A Standing Joint Oireachtas Committee on Fiscal Affairs should
be established. This committee should deal with the committee
stage of the finance bill and other fiscal matters and have powers
to send for papers and records, hear witnesses and report the bill
to the Ddil, with or without amendments.
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. A technical advisory committee representative of the main pro-
fessional bodies in the taxation area should be established to assist
the Revenue Commissioners and the Department of Finance in
identifying aspects of taxation law and administration which need
to be improved.

Temporary transfers of staff at middle-management level between
the Office of the Revenue Commissioners and the Department of
Finance should be instituted on a systematic basis.

Statutory consolidanon of tax legislation should take place at reguiar
intervals.

CHAPTER 3
REVENUE PRACTICE

Introduction

3.1 In this chapter we consider the question of Revenue practice. By this
we mean the way in which the Revenue Comnussioners apply the tax
svstem where

(1) the legisiation does not cover the case in question or 1s unclear,

(i1) the legislation cannot be implemented strictly or in a cost-efficient
manner.

(i11) the legislative detail appears deficient, unjust or in conflict with the
general spirit of the legislation in question, or

(iv) the legislation confers some discretionary powers in its operation
on the Revenue Commissioners.

In short, Revenue practice covers interpretation, concession and discretion.
Among the issues which arise under this heading are advance rulings, extra-
statutory concessions and the exercise of administrative discretion by the
Revenue Commissioners.

Present Position

3.2 Revenue practice in Ireland is not directed by legislation. It is estab-
lished by Revenue decision. When requested, the Revenue Commissioners
may express their view of the interpretation or application of the tax
system. There 1s, however, no general clearance or rulings procedure for
transactions. The Revenue Commissioners told us that they do not, in
general, provide advance rulings. An exception is made in the case of
incentive reliefs for projects with which the Industrial Development Auth-
ority or another state agency is associated.' Apart from questions of
interpretation of the law there are aspects of the law which are clear but
which are considered to require alleviation in some way. This is done by

ISee also ‘Industrial Policy’, White Paper, July 1984, P1. 249t paragraph 8.5,
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extra-statutory concession in individual cases. Finally, there are some
instances where the legislation confers some discretion on the Revenue
Commissioners in the operation of particular provisions.

3.3 A good example of Revenue practice in operation is the treatment of
expenses incurred by employees charged to tax under Schedule E. In
theorv. the admissable expenses of all emplovees should be precisely
determined. However. in certain mstances the Revenue Commissioners
allow certain groups of emplovees a flat-rate expenses allowance in cases
in which experience suggests that large numbers ot the emplovees m
question incur much the same expenses during the course of the year. We
think this is justifiable on grounds of admimstrative etficiency but should
be confined to instances in which the amount of expenses does not vary
much between particular employees in the group and the deduction is
relatively small.

3.4 The decisions. interpretations and rulings wiich consttute Revenue
practice are not published on a systematic basis. Occastonally the Revenue
Commissioners issue a statement of their policy relaung to particular rax
provisions but this rarely happens.

Criticisms of the Present Position

3.5 A number of submissions suggested that the absence of official infor-
mation concerning the existence and extent of Revenue practice and, in
particular, extra-statutory concessions creates inequity between taxpayers
and hinders decision-making. One submission argued that

““a trader who has a tax advantage of which a competitor, because of
lack of information, is not aware. has received a hidden subsidy from
the Revenue”

Another submission contended that

“tax practitioners may not be aware of a concession in relation to a
specific marter and an investment proposal which is postponed, or
even abandoned, might be proceeded with if the Revenue concessions
were known”’

3.6 Information on Revenue practice concerning cxtra-statutory con-
cessions may not always be available even to the general body of inspectors
of taxes, This anomaly arises because concessions are granted on an individ-
ual basis and the Revenue Commissioners are a decentralised organisation
operating through a number of offices in Dublin and around the country.
This in turn can lead to some inconsistency in the application of Revenuc
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practice. The present arrangements, while trying to introduce some flexi-
bility into the tax code and to remove inequities, create others by the failure
to provide information.

3.7 We consider that two basic principles should govern Revenue practice:

(1) that it is known or easily available to those who need or wish to
know. and

(i1} that it 1s apphed consistently between all those to whom it relates.

3.8 Better and more clearly drawn legislation would restrict the dis-
cretionary element in Revenue practice. Nevertheless, 10 15 ditticult o
envisage a tax system in which execunve discretion 1s absent. Revenue
practice should be accepted as an essentiai part of our tax system and should
be regulated properly. At the very least. the concessionmal element of
Revenue practice should be recognised in legislation. Revenue interpret-
ations and rulings should be published regularly and thev should be subject
to independent scrutiny,

Advance Rulings

3.9 The complexity of tiscal legislation 1s such that busiessmen and their
advisors find it necessary to approach the Revenue Commissioners for
clarification of legislative provisions. Except in the cases noted in
paragraph 3.2, the Revenue Commissioners do not give advance rulings
which are binding on the inspector of taxes when the tax computations and
liabilitics come to be agreed. They told us that this 1s because

(i) the volume of work to which this would give nse would be
enormous,

(i) the facts put before the Revenue Commissioners are often inconsist-
ent with the final position,

(ii1) the Revenue Commissioners could be lLable for damages if the
courts overturned their opinion, and

(iv) they do not wish to facilitate tax avoidance.”

3.10  Advance rulings cannot replace tax advice. It is the tax advisor’s
function to advise and he should be able to do this in the light of the latest
information available to him. A procedure for advance rulings may merely
provide an cxcuse for the advisor not to give advice. In any case, where
there is some reasonable doubt on the position such that the advisor finds
it difficult to advisc with any certainty, it is unlikely that the Revenue

*Agreed note of meeting with the Revenue Commissioners, 12 December, 1984,
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Commissioners would prejudice their own position by giving a ruling
favourable to the taxpayer.

3.11 We sec no case for a general extension of advance rulings on the
basis that the measures we propose later for more public information and
scrutiny of Revenue practice will contribute to greater certainty in this area.
We also belicve that our proposals. by removing seme of the curious
distinctions that exist in the present tax code, will make the svstem much
clearer and more certain and reduce the need for advance ruliligs.

Revenue Discretion

3.12° As part of their duty to administer the tax system, the Revenue
Commissioners must be free to take a view on the law which prescribes
that system. The Revenue Commissioners have a power of interpretation
but the tinal word on what the law means rests with the courts. The
Revenue Commissioners’ responsibility to administer the system also gives
them authority to devise the best practice of dealing with particular situ-
ations under the legislation. There is a thin linc between what amounts to
a proper way to run the tax system and what is a1 concession to 2 faxpayer.

3.13 Some legislation confers specific discretionary powers on the Rev-
enue Commissioners. For example, where the normal taxation provisions
relating to resident employees who exercise their employment wholly
abroad would give rise to hardship, the Revenue Commissioners are
empowered to grant such relief as, in their opinion, is just.? In addition,
the Reveriue Commissioners are charged with the ‘care and management’
of all taxes and duties (except rates and excise duties on mechanically
propelied vehicles). The extent of the discretion conferred on the Revenue
Commissioners by this general provision has never been clearly defined
and recently has been called into question.

3.14 In evidence before the Public Accounts Committee, the Accounting
Officer for the Revenue Commissioners stated that

“while the Revenue Commissioners have no precise statutory discre-
tion to remit such interest (that is. interest on overdue VAT and
PAYE/PRSI deducted by emplovers), thev regard themselves as
having general discretion under the ‘care and management’ pro-
visions. ™

Seetion 76 {) Income Tax Act. 1967,
“Committee of Public Accounts, Interim and Final Reports 1977, (Prl. 8362), page 49.
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3.15  The Public Accounts Committee had difficulty in accepting unre-
servedly the view that the ‘care and management’ provisions allowed the
Revenue Commissioners discretion not to pursue the collection of statutory
interest on overdue PAYE and VAT. It felt that there must be some limits
to what those provisions could comprehend. It did not seem reasonable
that the Revenue Commissioners could ignore the requirement of tax
legislation on administrative grounds. The Committee called for

“ctaritication by the Attornev General as to whether the *Care and
Management’ provisions ahow the Revenue Commissioners to adopt
a policy of not pursuing the statutory interest charge on overdue PAYE

and VAT.”

3.16  The 1ssue of the extent of the Revenue Commissioners” discretion
under the ‘care and management” provisions has not vet been clarified by
the Attorney General, However, we asked the Revenue Commissioners for
their view on the powers conferred on them by the “care and management’
provisions. They replied that

“the carc and management provisions have not as far as we are aware
ever been legally interpreted. However, these provisions place on the
Revenue Commussioners the responsibility tor admunistering the law
m relation to taxes, subject to the general direction of the Minister for
Finance and subject to a right of appeal to the Appcal Commissioners
and the courts. The management provision enables us to exercise
administrative discretion in allocating the resources available to us.
We are not required to implement the letter of the law in all cases,
regardless of cost. Under the care provision, we mitigate the appli-
cation of the law if its literal interpretation would not be in accord
with the intention of the Oireachtas or if it would result in hardship.

“In general, the care and management provisions in Ireland are more
limited than in the United Kingdom, due to the constraints imposed
by a written Constitution. The operation of ‘care and management’ is
subject to the supervision of the Comptroller and Auditor General and
the Public Accounts Committee. Therce are strict rules to be followed
before tax would be written off.

“There is a major difference in relation to extra-statutory concessions
between Ircland and the United Kingdom. In Irefand, the Revenue
Commissioners are bound by both legistation and the Constitution.
This precludes us from making general extra-statutory concessions.
Any such concessions would have to be provided for in legislation.
We could apply an extra-statutory concession in an individual case
under the care provisions. Since gencral extra-statutory concessions
are not allowed, they do not exist and cannot be published.

“The care and management powers are rather slight. Their application
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varies as different problems arise. In practice, more discretion is needed
in relation to assessment than to collection. We do not have to account
to the Comptroller and Auditor General in relation to assessment but.
against this, assessments are subject to appeal. As far as assessment is
concerned, individual inspectors of taxes must cnjoy a degree of
autononty but they are subject to close supervision by the Superintend-
ing [nspectors of Taxes. The most that can be said is that. under the
care and management provisions. we are allowed 1o fail to collect tax
but not to give an exemption.

317 The whole area of tax concessions is a difficult one. On the one
hand, the tax code s practically unworkable without the flexibility of some
tax concessions. On the other hand, o grant too much power to the
Revenue Commissioners to make concessions could lead to widespread
legislation by bureaucracy.

318 The views of the Revenue Commissioners quoted i paragraph 3. 16
that

Usiice gencral extra-statutory concessions arc not allowed. thev do
not exist and cannot be published.™

are disingenuous. The way certain legislation is interpreted in a given
situation may amount in practice to an extra-statutory concession. It should
follow that the Revenue Commissioners apply the same interpretation in
all similar situations, in which case there can be no objection to its being
published. It is entirely reasonable that this interpretation or practice should
be available to the public in a readily accessible way. This is the only
defence against administration which may become arbitrary and against
suspicion which may be unfounded.

3.19 We recommend that concessions embodied in present practice
should, as far as possible, be incorporated into the gencral body of legis-
lation. Where practice results in interpretations of general application in
particular circumstances and there is reason not to include them in legis-
lation, they should be published at regular intervals in the form of practice
notes. It is essential that changes in Revenue practice should be brought to
the attention of the public. This includes any decision by the Revenue
Commissioners to use provisions in the law which have remained dormant
or fallen into disuse. While the Revenue Commissioners are entitled to use
any provisions in tax law, the public should be notfied of anv change in
Revenuc practice. However, we recognise that some provisions in tax law
are rarely used but are nonetheless necessary from time to time.

*Agreed note of meeting with the Revenue Commissioners, 17 December, 1954
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3.20. As we noted in paragraph 3.8, it is desirable that in all questions of
interpretation and concession, some form of independent public scrutiny
should operate. We recommend that it should be within the terms of
reference of the Joint Committee on Fiscal Affairs, which we recommendcd
in Chapter 2, to oversee and review the operation of Revenue practice.
The Committee should be charged with seeing that Revenue practice is
published in a form that s easily available to those who wish to know or
need to know. The Committee should also see that Revenue practice 1s
consistently and tairlv applied.

Specific Aspects of Revenue Practice

3.21  One aspect of Revenue practice which has given rise to criticism in
submissions is the treatment for tax purposes of Schedule E expenses
incurred by members of the Dl and Seanad. There is public concern that
these taxp;iycrs are not on an equal footing with all others. For this reason
we propose to deal with this issue.

3,22 The current position may be summarised as follows:

1) a flat rate deduction equivalent to 30 per cent of the parliamentary
allowance as at April, 1983 is allowed to members of the Qireachras,

(i1) office holders, n addition to the deduction at (i), get a further
deduction of 123 per cent of their salary, and

(ii) in addition to the combined deductions at (i) a}nd (i1) _abovc_, a
dual abode deduction may be claimed by any Minister (including
Ministers of State) but not by other office holders, in respect of
expenses incurred on the provision of a second place of residence.
The deduction 1s granted for expenditure up to a maximum of one-
half of a Minister’s salary.

3.23 We think the existing treatment of the expenses of Dail Deputies
and Senators 1s inappropriate for the following reasons:

(i} the amounts involved are too large to be passed on a rule of thumb
basis,

(i) the amounts appear generous, given the restrictions on the allow-
ability of expenses which are applied to other Schedule E taxpayers
and the very large clement of reimbursement of expenses which is
allowed,

(i) 1n no circumstances should expenses be allowed as a percentage of
salary,

{iv) the basis for the dual abode allowance to certain Ministers 1s
guestionable, and
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(v) the expenses incurred by members of the Oireachtas vary consider-
ably.®

3.24 We recommend that salaries payable to Ddil Deputies, Senators,
Ministers and other office holders be subject to PAYE in the normal way.
Given the size of the expenses’ allowances, we recommend that thev be
assessed on an individual basis under the rules applicable to other taxpavers.

3.25 The expenses tor tax purposes of members of the Judiciary are set
by the Minister for Finance. We think it 1s inappropriate for the Minister
for Finance to set the expenses allowable for any group of taxpayers. We
recommend that this function be transferred to the Revenue Com-
MiISSI0NCTS.

3.20.  We are conscious that there may be an element of remuneration in
the existing deductions for expenses allowed to Dail Deputies and others

It mav be chatinereases in remuneration nmav be justihed if our recommen-
dations are put into ettect. We think this would be a much better wav of
remunerating our politicians than paving them inadequate salaries and
trving to compensate for this bv mitgating the taxation arrangements
which apply to other taxpavers. It 1s desirable. in principle. that our
fegislators face the same tax regime as other taxpavers.

The Board of the Revenue Commissioners

3.27 One general feeling coming through from submissions and the
discussions we had with various representative bodies was that there
should be more communication between the Revenue Commissioners, the
business community and its professional advisors. The perception is that
the Revenue Commissioners do not appreciate many of the problems of
business and trading since, generally speaking, they have little or no direct
experience of business.

3.28 At present, the Board of the Revenue Commissioners consists of
three members appointed by the Taoiseach. Invariably these are career civil
servants drawn from the Office of the Revenue Commissioners. The
Chairman is appeinted by the Mimster for Finance and is head of the
Revenue Department and accounting officer tor the Revenue Vote. The
two Commissioners are ex-officio Secretaries to the Department, In prac-
tice, one normally acts as Secretary for customs and cxase and the other
as Secretary for inland revenue.

“Review Bedy on Higher Remuneration in the Public Sector’. Report No. 20, Qctober. 1979
Pl. 8148, paragraph 12.34.
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3.29 The Board of the Revenue Commissicners does not function as a
Board in the conventional sense. It

“does not have regular meetings or act as a committee but does
consider matters which affect the office as a whole such as planning,
internal policy, finance, organisation and personnel. Board functions
may be exercised ‘jointly and severally’. Therefore, each member of

the Board may excrcise the functions of anv other member.””

330 We discussed with the Department of the Public Service a suggestion
thar non-executive directors be appointed to the Board of the Revenue
Commissioners., They

“do not favour the appointment of Board members from the private
sector as conflicts of interest could arise . . . such a Board could not
operate within the existing structure™.*

331 Conflicts of interest arise in all walks of lite and there are well
cstablished procedures for dealing with them. Conflicts of interest mav also
arise even when Board members are cival servants. The problem of non-
executive members lies more in the difficulties of finding a method of
appointment which would ensure that the appointments would be seen to
be made solely i the pubiic interest, than n the principle wselt. However,
in the interests of public perception of the impartiality of the Board we do
not recommend such appointments. Other wavs of bridging the gap
between the Revenue Commussioners and the taxpayer must be found. We
believe that our proposals in this chapter and the proposals in Chapter 2 to
improve consultation procedures will make a significant contribution in
this area.

Conclusion

3.32 There are various unsatisfactory aspects of Revenue practice. The
powers of the Revenue Commissioners arc unclear. There 1s a lack of
uniformity in the treatment of taxpayers because informatien on Revenue
practice is not published and there is no independent review procedure. It
is essential that these defects arc rectified.

Recommendations

3.33  We make the following recommendations:
1. Revenuc interpretations and rulings should be published regularly.
2. There should be no general extension of advance rulings by the

“Agreed note of meeting with the Revenue Comuussioners, 12 December. 1984,
*Agreed note of meeting, 10 December, 1984,
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Revenue Commissioners on the proposed treatment of particular
situations.

The present range of extra-statutory concessions should be incor-
porated into legislation as far as possible. Where this cannot be
done, it should be published at regular intervals in the form of
practice notes.

It should be within the terms of reference of the Joint Onreachras
Committee on Fiscal Affairs, which we recommend in Chaprer 2,
to oversce and review Revenue practice and to ensure that it is
properly published and consistently and fairly applied.

Given the size of the expenses’ deductions allowed to members of
the Oircachtas, these deductions should be allowed bv rhe Revenue
Commissioners on an individual basis subject to the rules applicable
to other taxpavers.

The functions of the Minister for Finance in relation to derermining
the allowabie expenses ot the Judiciary for tax purposes should be
transterred to the Revenue Commissioners,

Part 11

Tax Assessment




CHAPTER 4
ASSESSMENT PROCEDURES

Introduction

4.1 Inthis chaprer we consider the general procedures for assessing income
tax and corporation tax habilines. The present system of assessment by the
Revenue Commissioners has beconme cumbersome and metheient. Initial
assessimients on an ostimated basis are generallv exeessiver tax finally col-
lected 15 only about one-quarter of the tax in the original assessments.
These high estimates seem to be made to elicit mformation from taxpayers,
While they mav have this effect, they also lead to appeals in almost all
cases, The large number of appeals then overloads the machinery and leaves
very many liabilities undertermined. sometimes for several vears. We
conclude that a system of self-assessment should be introduced where
taxpavers would complete an annual return and be responsible for calcular-
ing their own liability. The onus to comply is shifted directly onto the
taxpayer and is reinforced by an effective penalty code in respect of returns
and accounts and late payment of tax. There would be a thorough audit of
a limited number of cases. We are satisfied that self-assessment on this basis
offers a means of securing greater rather than less compliance on the part
of taxpayers.

4.2 This system of self-assessment would cover all sources ot personal and
corporate income which come within our definition of income, including
capital gains and capital acquisitions, However, wages and salaries would
be excluded where they are the only or main source of income of the
taxpayer. PAYE on 2 cumulative basis would continuc to operate to ensure
that most wage and salary earners would have their tax liability worked
out in full by their employers during the tax vear. Withholding raxes at the
single rate would satisfy any additional liability to tax on other income,
such as deposit interest. Only those PAYE taxpayers with significant other
untaxed income or more complex financial affairs would have to submir a
self-assessment return. We consider the administration of PAYE in Chapter
6 and we examine the scope for extending withholding taxes in Chapter 5.
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EXISTING PROCEDURES

4.3 Every taxpayer directly assessable to income tax should receive a rax
return each year in early April. By law he is required to complete and
return this to his inspector of taxes within twenty-one days. The return
requires him to disclose his income from all sources for the previous tax
vear {ending 5 April) and details of disposals and acquisitions of certain
assets for capital gains tax purposes. The inspector should receive the
completed return m early Mav to enable him to ssue an assessinent i June
or July setting out his estimate of the taxpayer's income and the rax payable.
This is intended to allow taxpavers sufficient time to todge appeals before
demands are issued by the Collector General. In most cases the tax is
pavable in one instalment by the following 1 October. It a taxpayer appeals
{and hc must take the initative if the appeal machinery is to operate), he
can postpone pavment of tax which he thinks is not due. The claborarte
provisions dealing with mterest on overdue tax apply atu later stage. These
are set out in Chapter 31 of our first report.

4.4 Appeals must be made within thirty days ot the date of the notice ot
assessment but there are provisions for late appeals in certain circumstances.
When a taxpayer appeals an assessment he is required to specifv the amount
of tax, if any, which he considers will be pavable on determination ot the
appeal. This amount is payable on demand and collection of the excess of
the tax charged over this specified amount is suspended. In order to avold
interest charges on any balance of tax due, the specified amount must turn
out to be at lcast 85 per cent' of the taxpayer’s final liability. Thus, a
taxpayer must make a rough assessment of his own liability before making
the initial tax payment or ¢lse pay the amount assessed.

4.5 If the inspector of taxes and taxpaver cannot agrec the tax liability,
the appeal is listed for determination by the Appeal Commissioners. If the
taxpayer is not satisfied with the Commissioner’s determination he may
request a rehearing by the Circuit Court. In that event the amount of tax
determined by the Appeal Commissioners becomes payable pending the
Circuit Court decision. The taxpayer may appeal on a point of law to the
High Court against a decision of the Appeal Commissioners or of the
Circuit Court Judge.

4.6 The determination of the appeal can take a considerable length of time
becausc of delays in submitting accounts and other information required
bv the nspector and because of disagreements as to the tax liability. The

'The requirement that the specified amount should be 85 per cent of the final Liability applies to
assessments to income tax. In the case of any other assessment to tax the requirement 1s 80 per
cent of the tax found to be due.
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process can involve a number of listings before the Appeal Commissioners
and in some cases also before the Circuit Court, before agreement is
reached.

Large Number of Appeals

4.7 The Revenue Commissioners told us that appeals are made against a
very high percentage of assessments.

“Timeh appeals are made i about 70 per cent of mcome tax cases
judging by the fact that our of 163,146 income tax assessments made
tor the vear 1984/85 in Julv, 1984, 116,514 (71 per cent) had been
appealed n August. Late appeals will increase the percentage consider-

ably.

“Precise intormation of a simtlar kind 15 not available for corporation
tax or capital gains tax butin the case of corporation tax, the proportion
ot assessiments appealed 15 probabiv Ingher than i the case of income
Tax.

“The total number of incoming appeals recorded on the computer
collection tiles for income tax. corporation tax and capiral gains tax in
the rwelve months to mid-November, 1984 was 207,900, which 1s
about 80 per cent of the number of assessments made annually under
these three taxheads (approximately 260,000). This suggests that the
proportion of assessments appealed must be somewhere near 90 per
cent allowing that the numbers of assessments made annually have
been increasing and that many of the appeals made in a year relate to
assessments made in carlier years.”?

Backlog of Appeals

4.8 Table 1 shows figures for income tax appeals on hand during the year
1984. At 31 December, 1984 a total of 71,851 assessments made 1n the year
ended 5 April, 1984 which gave rise to a tax charge was under appeal. The
due date for payment of the tax in relation to most of these assessments
was 1 October, 1983, In any event, a substantial payment on account was
due on that date. Therefore, fiftcen months after the due date for payment
of the tax, 71,851 assessments had not been finalised even though a substan-
tial part of the ultimate hability mayv have been paid. In addition, there
were 42,086 cases in which assessments for earlier vears had not been
finalised. In any one of those cases a number of carlier vears could have
been under appeal. At the rate appeals were scttled in 1984, 1t would take
tourteen months to clear this backlog,

“Material supplied at meeting with the Revenue Commissioners. 12 Pecember, 1984,




TABLE 1

Income Tax Appeals’ as at 31 December, 1984

Income Tax Year of Account* All Years of Account to
(Schedules D and E) 1983/19842 1982/1983°
Number unsettled at 1 January, 1884 107,925 87,208
Number recewed in year 13,777 6,803
Number settled n year ; 49,851 51925
Number unsettfed at 31 Decerber, 1384 ! 71801 42,088

Source Revenue Corrimissianers

Notes:

The figures relate to ardgnary appeas 10 the Appeal Comm ssioners. Circuit Court appeals
are not included.

‘Represents assessments appealed
‘Represents cases in which one or morse years of assessment are wnder appea:

*Year of account refers 1o assessments actually made :n that year regardless of wnether or
not they relate to that year of assessment

4.9 A similar position emerges in Table 2 in relation to corporation tax
assessments. However. [h(,' Hllﬂlbc‘!’ Of (‘UI’]JOI'HU.UH fax élppcals ()utstanding
was less sertous than for income tax. A greater proportion of assessments
under appeal was tinalised during the vear. The arrears constituted about
nine months work. In addition to the income tax and corporation tax
appeals there was a total of 11,562 unsettled appeals relating to VAT, capital
gains tax and PAYE cstimates on emplovers.

TABLE 2

Corporation Tax Appeals’ as at 31 December, 1984

Accounting Periods
Corporation Tax ending
6:4/82 1o H/4/837

All Accounting Periods
ending prior to 6:4/82%

Number unsettled at 1 January, 1984 22,841 14,073
Number received in year 2,775 1,782
Number settled in year 13,569 10,206
Number unsettled at 31 December, 1984 12,047 5,647

Source: Revenue Commissioners.

Notes:

The figures relate to crdinary appeals to the Appeal Commissioners. Circuit Court appeals
are not included.

‘Represents assessments appeated.
‘Represents cases in which one or more accounting periods are under appeal.

410 The growth in appeals is partly due to increases in the numbers of
taxpayers subject to direct assessment. Self-employed people at work in
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the non-agricultural sector increased by 28,000 or over 38 per cent between
1971 and 19812, In addition some 44,000 farmers have been assessed.

4.11  Table 3 shows that the number of appeal hearings more than doubled
in the period between 1975 and 1983. The drop in the number of hearings
mn 1984 was due to the fact that only two Commissioners were available
during the first half of that year. The difference berween the number of
hearings and determinations 1s explained by the fact rthat some cases are
settled by agreement atter thev are adjourned at initial hearing before the
Appeal Commuissioners.

TABLE 3

Numbers of Appeals Heard by the Appeat Commissioners

Year ‘ No. of hearings : Mo, of Determinations
1964 ‘ 5,571 . 1,825
1970 ! 11,492 . 5,252
1975 ) 20,150 i 53901
1979 . 1" 612 4314
1983 42 697 ' 19192
1984 36,532 i 17,866

Source: Appeal Commissioners .

The 1983 Legislation

4.12 Major changes were made in the appeal procedures for assessments
made after 8 June, 1983. These changes were designed to reduce delays in
settlement of appeals and to counteract abuses of the appeals system.

4.13  An application for adjournment of the hearing of an appeal by the
Appeal Commussioners may not be refused if made

(1) within nine months of the end of the tax year to which the
assessment relates, or :

(1) within nine months ot the date on which the notice of assessment
was given to appellant,
whichever of these dates 1s the earlier. Where such an application has been
refused by the Appeat Commissioners, and
(1) the appellant has not madc a return of income, or

(11) the appellant has madce a return of income but all the statenents of
protits and gams. schedules and other evidence relating to such a
return have not been turnished by the appellant,

“Census of Populanon 1971 and 1981, The Census figures have been adjusted as in Sexton

{1981
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the Commissioners shall make an order dismissing the appeal. They may,
however, determine the appeal if they are satsfied that sufficient infor-
mation has been furnished to enable them to do this. The distinction
between dismissal and determination is of the utmost importance as the
right of re-hearing of appeals by the Circuit Court i1s now confined to those
which have been determined by the Appeal Commissioners. Late appeals
are not admitted more than twelve months after the date of the notice of
assessment unless the taxpaver has made a return ot income and furnished
such other mformation as the mspector of taxes may require and has paid
the tax charged together with accrued interest,

4.14  The Reverue Commissioners told us that they

“are expecting a big improvement m the working of the appeals
procedure following the changes introduced n 1983, Tt is too early o
say how these will work but 1t 15 hoped that thev will resule in appeals
being made carhier and will reduce duphicanion between the Circuit
Court and the Appeal Commnusstoners. ™™

+.15  The Appeal Commissioners were less oprimistic about the ettects of
the 1983 legislation. They told us that

“the appeal process will have to be taken much more slowly in dismissal
cases because the Commussioners are now the final arbiters. We would
be yery reluctant to disimiss massive estimated assessments now that
there 1s no further appeal to the Circuit Court. We do not see ourselves
dismissing appeals automatically. One of the problems we face is
dismissing an appeal in the absence of the taxpayer who might be
represented by his agent. We would like the Revenue Commissioners
to advise the taxpayer in the notice of the appeal hearing that they are
sceking dismissal. It would also help it the inspectors of taxes were in
a position to give details of tax paid for the current and previous years
at appeal hearings. While we have no option but to dismiss appeals in
certain circumstances under the 1983 legislation, we are not precluded
from adjourning the appeal to allow the taxpayer time to comply. We
may also determine an appeal if we consider that we have sufficient
informaton to do so. We envisage that we will make some determi-
nations on the basis of information for previous vears. The determi-
nation of the appeal as opposcd to 1ts dismissal preserves the right of
appeal to the Circuit Court. The 1983 legislauon will not aftect the
majority of tax asscssments until the middle of 1983 and it will be

‘Agreed note of meeting with the Revenue Commissioners. 12 December, 1984
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some time after that before any judgement could be made about
the effectiveness of the provisions. However, it 1s already clear that
taxpayers and their agents are trying to circumvent the legislation.
This 1s being done by exploring other legal remedies and by various
ploys such as not attending the appeal hearing when there is a danger
that the appeal will be dismissed. The taxpayer then has an opportunity
to seek re-admaission of the appeal. In 1978 there were 782 applications
tor re-admission to the Appeal Commnussioners. This inereased to 1,654
in 1984 1 he vast majority of these appeals are re-admitted. ™

+.16 It 18 no exaggeration to sav that the existing svstem of assessment
and appeals has virtually broken down. Because of the time constraints
involved under the present svstem, virtually all assessments must be made
on an estimated basts in the absence of completed recurns. The requirement
that a tax return has to be tiled within twenty one davs of 1t being delivered
1o the taxpaver is totally unreabistic and 1s never enforced. Not surprisingly,
the present system has fallen largely into disrepute. The existing return is.
in any event, not 1tselt a particularly helpful document for the Revenue
Commissioners to have even when it is fully completed. The raw marterial
which the inspector needs to make an assessment consists of a set of accounts
and supporting tax computations, vet there Is no statutory requirement for
the submission of accounts. If they are not submitted, the elaborate and
incfficient process of estimated assessments. appeals and postponements
has to be activated to cnsure that they are. As a result, the whole system
1s deluged with a huge number ot appeals which is slow to clear so that 1t
is overwhelmed by a large backlog of work. The picture is onc of a large
administrative machine raising assessments which bear little relation to
reahity and then fabouring mighuly over the next two vears to reduce them
to realistic levels. We do not believe that the 1983 changes in the appeal
procedures will lead to a significant improvement. The only realistic
prospect of solving the existing problems is to change to a system of self-
assessment. We consider the case for this in the next section.

SELF-ASSESSMENT

4.17 Inthis section we consider whether the present system of assessment
by the Revenue Commissioners could be replaced by a system which would
put the responsibility on the taxpayer to assess his own liability. This
assessment would be subject to routine arithmetical check in all cases and
critical examination in a small minority of cases.

*Agreed note of meeting. 4 January, 19835
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4.18 The term ‘self-assessment’ causes some confusion and misunder-
standing. Self-assessment does not allow a taxpayer to determine his own
level of taxation and there is no reason to believe that self-assessment would
fail to collect large sums of revenue due from taxpavers. The level of
surveillance of incomes would be at least comparable to that exercised at
present and inspectors of taxes would have more time to carry out effective
examinations of tax returns selected for audit. The prospect of being
subjected to tax audit would in itself be a strong inducement to voluntary
comphance. Automatic penalties for fatlure to submit a return and for
understatement of income 1n recurns, by showing taxpayers the penaltics
they would face 1f caught evading, would maintain high levels of com-
pliance.

4.19  We examined the tax systems of other countries and found that selt-
assessment in various forms operates in many different countries including
Canada, Japan, New Zealand and Sweden. However, the best known
example of full self-assessment is the United States system. We srudied the
United States system in detail and a delegation from the Commission
visited Washington D.C. to wnvestigate the operation of self-assessment.

4.20  Our discussions with the United States Internal Revenue, the Depart-
ment of the Treasury, public representatives, tax practitioners, accountants,
lawyers, economists and members of the largest commercial ‘tax preparing’
firm in the United States, gave us a very full picture of the operation of
self-assessment. We raised the arguments which had been made to us
concerning the system and we investigated all aspects of the self-assessment
procedures.

4.21  One of the questions in which we were interested, for example, was
whether the system of self-assessment was responsible for the problems
currently agitating tax-reformers in the U.S. If it was, was this due to an
inherent defect in the system or not? The answer, from all sides, 1s that
difficulties have arisen mainly because of frequent changes in legislation in
recent years which resulted in complexities and anomalies in the U.S. tax
structure and, to a lesser extent, the level of taxation. Self-assessment is
not seen as the villain. Another fundamental question is whether self-
assessment would work without the system of draconian penalties and
armed revenue officials enforcing collection. Detection is seen as the most
important weapon and self-assessment frees resources for work on examin-
ation, leading to detection. Freedom to freeze assets and levy bank accounts
and powers to seize real and personal property subject to court authorisation
are much more useful than the power to look for jail sentences since,
except in cases of aggravated fraud (and where other criminal activities are
involved), the courts are reluctant to impose imprisonment.
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Main Features

4.22 The objective of self-assessment is to take out of the hands of the
Revenue Commissioners and place upon taxpayers as much responsibility
as possible for calculating and paying on time their own tax habilities. In
outline, a self-assessment system would work as follows:

(1) taxpayers would be required to calculate their own tax liability and
renut the tax,

(i1} every taxpaver would be responsible for obraining and completing
a return form annually. In practice, the Revenue Commissioners
would continue to issue return torms to taxpavers for whom records
were held, as a matter of convenience to taxpayers and their account-
ants. But non-delivery of a form would not relieve a taxpaver of
his obligation to obtain and submit a statutory return.

(i) the recurn form would reguire a taxpayer to provide
(a) a full report of his taxable income and gains,
(b) a calculation of the tax payable (or repavable), and
(c) supporting schedules to show how the figures of income and
gains arose,

(iv) traders would make provisional payments of tax during the
accounting year,

(v) the return would have to be filed and the balance of tax paid by a
specified date,

(vi) all tax that was due but not paid by the payment date would be
hable to an interest charge. Overpayment of tax would be repaid
with interest, subject to a suitable interval to enable the Revenue
Commissioners to make the repayment,

late filing of a return would attract a penalty,

—

(vii
(viii) inaccurate returns as a result of fraud or substantial misdeclaration
of income would attract a penalty,

(ix) in certain closely defined circumstances, taxpayers would be able
to meet their filing obligations by making a provisicnal return.
This would allow subsequent adjustments to be made in the light
of claims, for example, for group relief, where longer time limits

apply,

(x) the Revenue Commissioners would continue to make assessments
In certain circumstances, for example, where no return was filed,
or where a return was subsequently amended following examin-
ation by the Revenue Commissioners.
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{xi) the Revenue Commissioners would subject all returns to an initial
check, probably for arithmetic and other straightforward com-
pletion errors, and to ensure that the tax paid was in accordance
with the returns and it time, and

(x11) some returns would be selected for more detailed examination.

+.23  Inlreland. virtually all of the elements of sclf-assessment are present
for selt-emploved taxpavers and for companies. except that the auditing
tunction 1s critically deficient, However. superimposed on this selfzassess-
ment process there 1s a system of Revenue-assessment and an appeals
procedure which are used largely to compel raxpavers to submit their
returns and accounts. This is very inefticient. The kev to greater cthicieney
in tax administration 1s to have a svstem of full self-assessment with an
ctfective compliance code.

Experience with Self-Assessment in Ireland

+.24  Experience with selt-assessment in Ireland is limited but there are
examples within the tax system where responsibitity has been placed on
persons to estimate their own liability to certain taxes and remit the amounts
due to the Revenue Commissioners.

4.25 Valuc-added tax is a self-assessed tax; traders must compute and pay
their VAT liability every two months. In addition. the 1975 wealth tax
contained a genuine element of self-assessment since sufficient information
was not available to identify assessable persons. Although it was provided
that details of taxable wealth should be returned on a prescribed form
and that assessments would be made by the Revenue Commissioners, in
practice, most taxpayers made a payment of tax on the basis of their own
estlmations.

426 The Revenue Commissioners regard their experience with wealth
tax to be unsatisfactory in that they had great difficulty in obtaining returns,
The amounts paid by self-assessment proved to be only about one-half of
the true liability and considerable effort had to be expended by the Revenue
Commissioners over many years to obtain payment of the unpaid one-half
of the lability.

4.27 The residential property tax which was introduced in 1983 requires
assessable persons to submit returns to the Revenue Commissioners esti-
mating the market value of their property on 5 April each year. Returns
must be submitted on or before 1 October after cach valuation date and
tax 1s payable on 1 October without the making of an assessment.
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4.28 We asked the Revenue Commissioners for their experience with this
tax. They replied that

“The level of compliance can be gauged to some extent by the fact
that the estimated vield from the tax for 1983 was £3 million. While
actual payments in that year totalled £1.04 million only. Up to
31 August, 1984, only a further £0.3 million was added to that total
despite the issue of estimated assessments (selected on the basis of
rateable valuations) by the Revenue from carly 1984 (The picture as
regards residenuial property tax s, of course, considerably distorted
because of the legal proceedings taken 1o test the consururionality of
the tax)™. 0

The low return mn relation to the cstimate could also indicate thar the

estlmate was over Optimistic.

4.29  The experience with the residential properry tax should not be used
as a basis to reject the concept of selt-assessed taxes. The residennal property
rax was a new tax whose consnrutional validity was challenged in the
courts. Fhis had an adverse effect on comphance, In addition. manvy of
those liable tor tax were PAYE taxpayers who had no experience of selt-
assessment betorehand., unlike self-employed taxpavers who already have
to comply with virtually all the requirements of self-assessment.

+.30° The most impaortant element of self-assessment already incorporated
into the administration of income tax and corporation tax relates to the
onus placed on the taxpayer in appeal cases to specify an amount of tax
which he considers to be due, as noted in paragraph 4.4.

4.31  The Revenne Commissioners’ experience in relation to specified
amounts 1in recent years is shown in Table 4.

4.32  The Revenue Commissioners told us that

“1n general the number of taxpayers specifying is becoming satisfactory
while the amounts specified appear to be reasonably accurate,””

Advantages and Disadvantages of Self-Assessment

4.33  The existing procedures for assessment and collection of tax operate
In a most unsatisfactory manner. At times the assessment is no more than
a reminder to the taxpayer to self-assess the amount of tax which he
considers to be due, that is, the specified amount and a reminder to the
inspector that the taxpayer is on record but has not yet submitted a return
and accounts. The system places too much emphasis on the 1ssuing of
estimated assessments and on the routine processing of the response these
generate at the expense of auditing the liability of taxpayers. As a result,

"Material supplicd at meeting with the Revenve Commissioners. 12 December, 1984,
Matenial supplied at meeting with the Revenue Commissioners. 12 December, 1984,
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inspectors of taxes spend far too much time looking at the affairs of
compliant taxpayers and too little time examining the affairs of defaulters.
Self-assessment would relieve the Revenue Commissioners of the burden
of assessing all taxpayers. Large backlogs of appeals would not arise. Self-
assessment offers the only prospect of restoring an effective system of
assessment of tax on income other than wages and salaries.

TABLE 4

Distribution of Specified Amounts’ for Taxpayers making Timely Appeals

Specified Amount Income Tax Corporation Tax Recent Years
1984:85
% Yy
Nil 37 80
Positive Amounts 57 30
Did not Specify: 6 g

Source’ Revenue Commissioners.

Notes:

The specified amount 15 the amount of tax whick tne taxpayer ‘s prepared o pay oending
determination of his appeal. [nadequate specified amounts give rise 1o interest charges.

TTaxpayers in this category either neglected to specify an amount of tax due when appealing
or were satisfied to have the amount assessed remain payable despite the appeal.

*The information availabie on the adeguacy of specified amounts is very limited A 1982
study to gauge the adequacy of amcunts specified in cases where appeals had been settled
concentrated on cases where the amount specified was more than nil and less than the tax
assessed. 150 income tax cases and 150 corporation tax cases were examined for the years
1979/80 and 1980/81 {later years were not considered as they would not have been settled in
a sufficiently high proportion of cases when the study was being donel. The specified amounts
as a proportion of the actual liability averaged 74 per cent in the case of income tax and 99 per
cent in the case of corporation tax.

4.34  Given the inefficient operation of the existing procedures with regard
to tax returns, assessments, payments on account and the duplication of
work for inspectors of taxes, taxpayers and their professional advisors,
self-assessment would result in a reduction in the overall cost of tax
administration for taxpayers and companies.

4.35  Any proposal for self-assessment has to confront the inertia argument
that in Ireland people have traditionally had their assessments issued by tax
offices. Why change the existing system which is familiar and works
reasonably well for a new system with unknown pitfalls? However, as we
have seen, the present system does not work well and has been deteriorating
steadily. Also, a change to self-assessment tor Schedule D taxpayers does
not require the institution of a radical new procedure with which taxpayers
are unfamiliar. Following the introduction of specified amounts in 1976,
Schedule I taxpayers already have to perform most of the tasks which are
required to operate under self-assessment. Indeed, it could be argued that
the present system gives us the worst of both worlds. Taxpayers already
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suffer most of the compliance costs of self-assessment and revenue assess-
ment and the Revenue Commissioners receive none of the benefits which
self-assessment would allow.

4.36 We raised with a number of professional bodies the issue of self-
assessment for income tax and corporation tax. The Institute of Taxation
considered that such a system was feasible and

“tavoured a system whereby the taxpaver paid quarterly instalmenrs
on an actual basis so that by the fourth quarter 80 or 85 per cent of the
liability would be met. The balance should be due after review at
the end of the vear when accounts had been submitted and agreed.
Underpayments and overpayments should attract interest ar normal
commercial rates. This system cannot be adopted now because of the
mixture of present and preceding vear bases of assessment,”’®

4.37 'The Consultative Committee of Accountancy Bodies — lreland
tavoured self-assessment but said that i

“is teasible only 1f it 15 operated intelligently by the Revenue Com-
missioners and in a spirit of co-operation. Initial compliance costs
would be high. It'would have to be clear that these would be offset
by the administratve savings which would arise in later years.”™

4.38  The Irish Tax Officials’ Union, while recognising that any proposal
to implement self-assessment would require considerable study, went on
to say that

“there could be some benefits if aspects of the United States system
were used for the self-employed here. It would be a pre-requisite for
any change to self-assessment to have a simplified income tax system
and to assess all incomes on a current vear basis.”

4.39  We have concluded that a system of self-assessment is desirable for
all persons liable to income tax and corporation tax who are, at present,
subject to direct assessment. We now deal with certain 1ssues which need
to be resolved before such a system could be introduced. These are

(1) the basis of assessment,

(i1) a new style of return form,
(in) filing of returns and a compliance code,

(1iv) the arrangements for payment of tax,

"Agreed note of meeting with the Institute of Taxation. 12 June, 1984,
*Agreed note of meeting with the Consultative Committee of Accountancy Bodies—Ireland.
12 November, 1984,
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enforcement,

(v) the checking and auditing of returns,
(w1
)

(vii) revenue implications, and

{vil) treatment of capital gains and capital acquisitions.

Basis of Assessment

440 While selt-assessment can, in principle, be operated on any basis of

assessment, some rationalisation of the existing svstem would facilitare 1ts
introduction. The present position in relation to the assessment of incone
1s particularly confusing. This s clear trom Table 5. Some torms of income
are assessed on a current vear basis while others are assessed on the basis
ot the income of the preceding vear. There are special provisions m relation
to commencements and cessations of particular sources ot income. Most
deductions are on a current basts but somce are not

TABLE 5

Normal Basis on which Income is Charged to Income Tax Under the Present System

Income Normal Basis of Assessment

Profits [Case | and Case (1] income of accounting period ending in preceding

income tax year

Interest and Dividends {Case IlI] Income of preceding year ended b April

Other Income {Case V] Inceme of current year

Rents [Case V] Income of preceding year ended 5 April

Schedule E
PAYE inciuding Pensions Inceme of current year
Other Schedule E including Non-Contribu- | Income of preceding year ended 5 April
tory Social Welfare Pensions
Schedule F (Irish Company Dividends) [ncome of current year
Building Society Interest Income of current year

4.41 In our first report we recommended the abolition of many of the
existing deductions and reliefs. We also recommended' that all income
should be charged on the basis of the income arising in the current fiscat
year. Where accounts are not made up to the end of the fiscal vear
{5 Aprl or 31 March}, apportionments would be required. However, the
introduction of self-assessment would be facilitated 1f the raxation of self-
cmployed persons for the current tax vear were charged on the basis of the
income of the accounting period ending in that vear. Companies are already
taxed on the basis of income arising in an accounting period.

"“Paragraph 31.11L
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A New Style Return Form

4.42 A standardised return form is an essential ingredient of a self-
assessment system to allow processing of the information by the Revenue
Commissioners. Just as important is general acceptability, since widespread
public resistance to the use of the form could result in a high failure rate in
completing the form accurately. This would jeopardise the administration
and undermine confidence in the implementation of self-assessment.

443 Onlvexperience can provide a firm basis on which to judge the most
suitable format for a new stvle return form. However. the new form would
be essentially a tax working sheet. It would enable the taxpayer to compute
his tax liability and would allow routine checking by the Revenue Com-
missioners. Considerable effort would have to be put inte designing an
experimental return and 1t would have to be ficld-tested under realistic
conditions. Censultations with accountants. tax practitioners and trade
associations would be essential to gain genceral acceptability. Separate forms
would be necessary tor companies and sole traders.

+44 In the United Kmgdom. a field test of an experimental return
for corporaton tax was carried out in 1983 in co-operation with the
Contederation of Brinsh Industry and the accountancy bodics to see if the
way could be prepared for self-assessment. The exercise proved very
successful. Starting in the autumn of 1983, the Inland Revenuce will send
out a new document with corporation tax returns. This new form is
for companies or their accountants to usc when sending accounts and
computations to their inspector of taxes. To begin with, its use will be
optional, although in time it may become part of the formal tax return.
No decision has yet been taken to move to self-assessment. The intention
for the moment 1s to ensure greater compliance and more efficient use of
Revenue resources.

Filing of Returns

4.45 In most sclf-assessment systems, the filing date is the same as the
date for payment of tax. In Ireland, all corporation tax for companies is
due for payment six months'' after the end of the accounting period.
Income tax on trading profits is due for payment between six and cighteen
months after the end of the accounting vear. This arises because there is a
single due date for payment ot income tax. that is 1 October, even though
the accounting periods of traders vary. Thus, to link the filing date with

"The Finance Act. 1983 sets the duc date for payment of all corporation tax six months after
the end of the accounting period. At present. corporation tax is pavable in two instalments. The
new provision will apply to all companies by 1987 at the latest,
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the existing due dates for payment would mean that companies would have
to file a return and accounts six months after the end of the accounting
period and sole traders would have between six and eighteen months,
depending on the accounting period used.

4.46  We believe that a filing date six months after the accounting period
would be reasonable for all companies. However. there would need to be
a facility for exercising options to revise certain entries on the return, such
as group relief, where the statutory tme limit for a claim to reliet was
tonger than that allowed for filing. Sateguards would be needed to prevent
abuse of these options. We are confident that a reasonabiy secure and
workable framework could be constructed.

4.47 In the case of sole traders. a standard time limit for the submission
of accounts and returns is necessary. Anv time limit shouid relate to the
end of the relevant accounting year. We consider that, with a reasonable
rransition period, a time limit of nine months atter the trader’s accounting
vear 1s realisuc.

4,48 We recommend that there should be 2 requirement tor selt-assess-
ment recurns tor companies, including supporting accounts, to be submitted
within six months of the end of the relevant accounung vear. Trading
taxpayers should be required to submit self-assessed returns nine months
after the end of the relevant accounting vear or within three months of the
end of tax year, whichever is the later. There should be a similar requirement
for companics, with a time limit of six months. Non-trading taxpayers
should be required under a system of self-assessment to submit their tax
returns within three months of the end of the tax year.

Compliance Code

4.49 To sccure compliance, any system of assessmient requires a regime
of penalties or surcharges which are enforced. The main special requirement
under a system of sclf-assessment 1s the effecave imposition of a penalty
for failure to make a return or for the late submission of a return. We
consider that there should be an automatic late filing penalty for returns
not received by the new revised filing dates, related to the amount of tax
payable but not paid by the due date and to the degree of lateness. This
could be supplemented by a simple and automatic non-filing penalty which
would be initiated by the tax office and be of particular value in cases where
the late filing penalty proved to be an ineffective sanction, for example,
where the tax return showed a loss. The existing penalties for failure to
submit income tax returns do not distinguish enough between greater and
lesser delay and they are not related to the tax underpaid.
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4.50 We envisage that if a self-assessed return is not submitted by the due
date

(i) the penalty would be, say, 5 per cent of the tax unpaid for each
month, or part of a month, that the return is late unless the taxpayer
can show reasonable cause for the delay,

(11) the maximum penalty would be limited to, say, 30 per cent of the
tax unpaid. and

(1) there would be a fixed penalty of not less than. sav, Y1000 it a
return 1s more than two months late.

Interest should apply to late payments arising as a result of delavs in
submitring tax rerurns.

4.51 At present. penalties for fatlure to submit returns are imposed bv
the High Court by means of formal proceedings. The cumbersome nature
of the proceedings is part of the reason why penalties arc not used to enforce
comphance. In Chapter 13 we recommend that the Revenue Com-
missioncers should be given the power to assess and collect statutory
penalties in the same way as tax, subject to a right of appeal.

4+.52 A sunple and streamlined approach along those lines would move
the emphasis very firmly away from the use of estimated assessments as a
means of obtaining basic information. The Revenue Commissioners would
continuc to have the power to make estimated assessments but, over time,
this would become the exception and not, as now, the normal rule. The
new system would rely on penalties which are both specific and automatic
to secure compliance.

Arrangements for Payment of Tax

4.53. In our first report, we recommended that Schedule D taxpayers
should make four equal payments of provisional tax on or before 5 July,
5 October, 3 January and 5 April in the vear of assessment. On the basis
that self-employed persons paid 80 per cent of the liability ultimately found
to be due, no interest should be payable. We suggested that the requirement
of four equal instalments could be relaxed in the case of taxpayers, for
example farmers, who can show that the bulk of their income accrues in
the second half of the fiscal year.

4.54  Under a system of self-assessment, we consider that some changes
are necessary to these arrangements. There should be three provisional
payments during the tax vear on 5 August, 5 December and 3 April. Interest
at commercial rates should run from these dates on any underpayment {or
overpayment) found ultimately to be due. The balance of tax together with
any interest due should be remitted with the tax return on the duc date for
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the tax return. T'o avoid interest charges arising in every case, a de minimis
provision or a tolerance factor should be built into the legislation.

Checking and Auditing of Returns

4.55 Anessential feature of self-assessment 1s a routine check of all returns
and an in-depth audit of a sample of cases. The basis for such a system of
checking and auditing already exasts in Ireland. Because of the pressures on
the assessing system and some doubts about the benetits of examining all
cases 1n detail, the Revenue Commissioners in recent years have moved
away from the tradittonal svstem of checking every entry n everv account
submutted. In 1977, instructions were issued to mspectors of taxes about
a new system of examination of accounts ot traders, partmerships and
professionals. It was envisaged that there would be

(i} a basic examination 1n ail cases. and

(1) a critical exammation where the basic examinarion indicated a need
tor a critical exaniunation.

A crincal examinaton would be carried our m anyv case where the basic
examination revealed that the receipts had been understated, or the pur-
chases overstated, or significant amounts n respect of cash introduced. or
new Joans received had not been satisfactortly explamed.

4,536 So far, the Revenue Commissioners have not succeeded in
implementing this scheme in full. The main reason why the scheme has
not been fully implemented 1s that the volume ot routine work generated
by the assessing and appeal procedures has made 1t difficult to set up a
programme of critical examinations. The latest attempt to launch the long-
delayed second phase of the programme of examinations was made in
June 1984. Howecver, as long as inspectors of taxes are required to meet
the twin targets of maintaining a programme ot critical ¢xamination and
assessing all taxpayers, this system 1s unlikely to be very effective.

4.57 Self-assessment would relieve inspectors of the routine work associ-
ated with the assessing and appeals procedures. The new system of examin-
ation of accounts could then proceed in a way in which the skills of
inspectors of taxes would be directed away from purely computational
matters into areas where they are most likelv to achieve worthwhile results
in terms of additions to profits brought into assessment.

Enforcement

4,38 The Revenue Commissioners expressed the view that to counter
the opportunities which self-assessment would provide to underpay tax,
substantial deterrents would be necessary.
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“In the United States the tax authorities have been given powers
which, it may be thought, would not be acceptable here. Such powers
include the imposition of severe and automatic penalties for not filing
returns and by way of interest charges in respect of underpayments,
tree access to private homes, business premises and bank accounts
(without the necessity for intervention by a Court) and, ultimarely,
imprisonment. The fear of penalties has such an impact in the United
States that many taxpavers feel 1t necessary to have their tax atfairs
handled by agents, making the United States a “tax consultants” para-
dis¢” according to a United Kingdom observer when the introduction
of self-assessment was last being considered in Britain, ™"’

439 The Revenue Commissioners concluded that, given the level of
non-complance in Ireland 1n the making of returns, the furnishing of
mformation and the payment of tax. the mtroduction of a system of self-
assessment of tax would, to be successtul, need to be supported by draconian
enforcement powers, most of which would have to be capable of being
applied automanically without the intervention ot the courts. It the Revenue
Commissioners were not accorded such powers they argued, anv system
of self-assessment would undoubtedly adversely affect the tax vield from
the setf~cmployed.

4.60  Any system of assessment and collection requires that the authorities
have effective methods of enforcement. We consider in Chapter 12 the
enforcement powers of the Revenue Commuissioners to enter premises,
check taxpayers records and verify tax returns. It is not obvious from our
review that a change to a system of full self-assessment would require any
enforcement powers beyond those which are already largely in place. The
changes we recommend in the powers of the Revenue Commissioners to
collect outstanding taxes are necessary, irrespective of any change to self-
assessment. As we noted earlier, the emphasis in the United States system
is on detection and collection of the revenue and not on putting people in
Jail,

Revenue Implications

4.61 There may be concern that any change to self-assessment for self-
cmployed persons would resultin a drop in revenue from this sector, unless
and until penalties for non-compliance were shown to be effective, In 1983,
Schedule D taxpayers (mainly the self-employed) paid £237 million in tax.
Of this, £57 million was paid by building socicties under the composite
rate arrangement leaving a net £180 million paid by self-cmployed persons

“Material supplied at meeting with the Revenue Commissioners, 12 Diccember, 1984,
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as normally understood. This amounts to about 3 per cent of total tax
revenue (including social insurance contributions).

4.62 The administrative costs of assessing and collecting this tax are very
high. The staff involved contains a disproportionate number of the most
highly trained revenue officials. We are confident that if these were
redeployed from largely routine examination of the affairs of compliant
taxpavers to a more critical examination of the aftairs ot detaulters, the
odds are that tax collected from the selt-emploved sector would increase.

Treatment of Capital Gains and Capital Acquisitions

4.63 The administration of capital gains tax is fully integrated with income
tax administration. Taxpavers are required to include details ot disposals
and acquisitions on their income tax returns and the assessments are made

by the local inspector of taxes.

1.64 The administration of capital acquisitions tax is centralised in the
Capital Taxes Branch of the Revenue Commussioners and 1s located in
Dublin. Centralised and separate assessment for capital acquisitions tax
exists entirely as an historical accident. This system was suitable for assess-
ment and collection of death duties. Following the change to the donee-
based capital acquisitions tax, the existing system was let stand. A further
major change was made in 1984. Lifetime cumulation of gifts and inherit-
ances received on or after 2 June, 1982 by a donee from all sources is now
aggregated to determine the amount of tax payable on the latest taxable
gift or inheritance.

4.65 Qur proposals take the integration of taxation of gifts and inherit-
ances with other taxes even further. They come within our definition of
income. Following the introduction of lifetime cumulation of gifts and
inheritances, the administration of these taxes should no longer be divorced
from the administration of income tax and capital gains tax. We consider
that the work of the Capital Taxes Branch should be transferred to the
Superintending Inspectors of Taxes. In addition to leading to a more
rational organisation structure this change would strengthen the skill and
experience of the Superintending Inspectors Branch in areas such as the
administration of capital gains tax when our proposal to make death a
disposal is implemented.

4.66 The donee of a gift or the successor to an inheritance is liable to
deliver a return within three months of the gift or inheritance. No return
is required where 80 per cent of the exemption threshold has not been
exceeded. A return must be made on request by the Revenue Com-
missloners.

102

4.67 We recommend that individuals should be required to include gifts
and inheritances received in their income tax return. Such receipts would
then be subject to self-assessment by taxpayers who are within the ambit
of self-assessment for income tax. Gifts and inheritances received by PAYE
taxpayers could either be self-assessed or directly assessed by the Revenue
Commuissioners.

Conclusion

4.68  The present system of Revenue-assessment is not working, Because
of the time constraints involved, virtually all assessments must be made on
an estimated basis in the absence of completed returns. Caution requires
these estimates to be high. As a result, the system is deluged with appeals
which are slow to clear. We do not believe that the 1983 changes in the
appeals procedure will improve the situation. The changes which would
make the system work satisfactorily include an extension of the due dates
for pavment of tax by the self-employed or choosing an earlicr basis of
assessment. These solutions are unacceptable on equity grounds.

4.69  We recommend that the existing system of Revenue-assessment be
replaced by self-assessment. The Revenue Commissioners would continue
to have the power to make estimated assessments but, over time, this
would become the exception and not, as now, the rule. The new system
would rely on audit of a small proportion of cases and on penalties which
are both specific and automatic to secure compliance.

4.70  Self-employed taxpayers and companies already have to comply
with many of the requirements of self-assessment. The most important
u?lement of self-assessment already incorporated into the administration of
mcome tax and corporation tax is the onus placed on the taxpayer in appeal
cases to specify an amount of tax which he considers to be due. However
to facilitate the introduction of the new system and to give taxpayer;
and the Revenue Commissioners familiarity and confidence with it, we
recommend in the first instance that it be introduced for corporation tax.
Compliance for corporation tax is higher and a greater proportion of
corporate taxpayers employs specialist tax advisors. Also, companies are
already taxed on the basis of income arising in an accounting period and
the complexities of different bases of assessment do not arise.

Recommendations
4.71  We make the following recommendations:

1. Self-assessment should be introduced for non-PAYE income tax,
corporation tax and all other direct-assessment cases. It should be
introduced for corporation tax in the first instance.
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2. The introduction of self-assessment for income tax purposes would

be facilitated if tax for the current year were charged on the basis
of the income of the accounting period ending in that year.

Self-assessed taxpayers should make three provisional payments
of tax at four monthly intervals during the tax year. Interest at
commercial rates should run from these dates on any underpayment
found ultimately to be due. The balance of tax together with any
interest due should be remitted with the tax return on the due date
for the tax return. To avoid mrerest charges i cvery case. a de
minimis provision or a tolerance factor should be built into the
legislation.

There should be a requirement for selt-assessment returns for
companies, including supporting accounts, to be submitted within
six months ot the end of the relevant accountng year. Trading
taxpayers should be required to submit selt-assessed returns within
nine months of the end of the relevant accounting vear or within
three months of the end of the tax vear. wiichever is the fater.
Non-trading taxpavers should be required, under a system of selt-
assessment. to submit their tax returns within three months of the
end of the tax vear.

There should be an automatic late filing penalty tor returns not
received by the new revised filing dates, related to the amount of
unpaid tax due and to the delay. There should also be a simple and
automatic penalty for not makmg a return.

CHAPTER 5
WITHHOLDING TAXES

Introduction

3.1 In this chapter we consider the question of withholding taxes or
deduction of taxes at source. PAYE, the most important withholding tax
in Ireland. 1s dealt with separately in Chapter 6. However, there are other
forms of withholding taxes and other income to which withhelding taxes
could be extended and these are examined.

The Issuc in General

3.2. Deduction of tax at source has a long history. It was the essental
element in Addington’s scheme of 1803 which ensured the success of his
income tax system over the earlier failures. The principle is now accepted
and widely operated and includes PAYE, advance corporation tax, deduct-

ion of tax from interest on, for example, building society deposits and land

bonds and deduction of tax from payments to sub-contractors.

5.3 Deduction of tax at source can have many advantages. For instance,
it is a relatively simple matter for a company distributing income (wages
and salaries, interest on bonds or dividends on shares} to deduct a standard
rate of tax from all the payments. Although this involves the company in
some compliance costs, the overall collection costs, both administrative
and compliance are reduced. In other words, the costs to the company of
acting as the tax collecting agent are smaller than would be the costs to the
revenue service and individuals if they were to follow up each distribution.
Withholding also reduces evasion.

5.4 Deduction of tax at source works best when applied under a single-
rate tax system. This means that the number of calculations by individual
taxpayers is greatly reduced, as 1s the number of settlements between the
revenue authorities and taxpayers. In other words, the more that people
are liable at a single rate, the more will withhelding at the single rate turn
out to be an accurate assessment of liability.
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5.5 Hence, withholding is a very attractive principle under the system of
taxation we have proposed, reducing overall costs and relieving most
taxpayers of the drudgery associated with meeting their tax liability. It is
particularly effective when operated in conjunction with a system of self-
assessment. Under these circumstances, most taxpayers would have little
or no compliance costs. Only those in more complex tax positions (for
example, liable for income tax on capital gains or liable for expenditure
tax) would have to go into detail about their liability and make a balancing
settlement with the tax authornities after the close of the fiscal year. Even
in these cases, the tax withheld and the details of income would be casily
accommodated in the final calculation and settlement.

5.6 We also feel that wide-scale deduction of tax at source has the import-
ant side-effect of cstablishing public support for revenue enforcement
efforts. Compliant taxpavers tend to demand efforts to ensure compliance
from other taxpavers. There are some administrative implications, notably.
resources must be devoted to ensuring that those who are charged with
deducting tax at source do so and promptly remit tax deducted to the
Revenue Commissioners. Another critical element in any system ot deduct-
ion at source is that excess amounts withheld are refunded quickly.

5.7 We consider that deduction of tax at source should be extended as
much as possible. In the rest of this chapter we examine some existing
schemes of deduction at source (other than PAYE, which 1s dealt with in
Chapter 6) and consider areas to which the system might be extended.

Withholding by Income Source — An Overview

5.8 The main types of income {other than wages and salaries) which are
at present subject to deduction of tax at source are the following:

(1) income chargeable under Schedule C, thatis, interest and dividends
out of any public revenue pavable i Ireland and certain foreign
dividends,

(ii) building society interest,

(i11) dividends paid by Irish resident companies,
(iv) sums paid for the purchase of a capital asset where the vendor does

not have a capital gains tax clearance certificate issued bv the
Revenue Commissioners, and

(v) monies paid to certain subcontractors in the construction industry.

All of these schemes for withholding tax on income could be integrated
into a general system of withholding at the single rate under our proposals.
The scope of some of the schemes could be extended to other simiiar
income.
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Government Securities

5.9 Income tax is charged at the standard rate under Schedule C on
persons entrusted with the payment of ‘public revenue dividends’ and
certain foreign dividends. Such persons are usually banks or paying agents.
‘Public revenue dividends’ include dividends, interest and annuities payable
out of the public revenue of any government and the revenue of any foreign
pubhic authority or nstitution.

5,10 The paying agent or bank at which the dividend 1s presented for
encashment generally deducts tax at the standard rate from the amount of
the dividend or interest received 1n Ireland. For example, in the case of
forcign dividends the paying agent will generally deducr tax at 35 per cent
on the amount of the dividend, net of foreign tax. However, British
treasury stock is an exception as the tax 1s deducted on the gross amount.

5.11 Interest on Irish government securities 1ssued under the authority of
the Minister for Finance is excluded from the charging provisions of
Schedule C and 1s thus paid n tull. Interest on securities of certain state-
sponsored bodies including Aer Lingus, the Agricultural Credit Corpor-
ation, the Electricity Supply Board and Céras lompair Eireann are also
exempt trom withholding.

5.12 The existing arrangements for taxation of income from Irish govern-
ment and certain other securities are unsatisfactory and should be changed.
Holders of these securities do not have the effects of inflation taken into

account for income tax purposes. Problems arise in making changes in the

tax treatment of existing securities due to undertakings in prospectuses,
even where thesec would favour certain holders. In our first report, we
recommended' that allowance be made for inflation by making all new
government securities chargeable assets for capital gains tax purposes. The
annual returns from the asset should therefore be charged to tax-in full as
they arise. We recommend that interest payable to Irish residents on all
new government securities be payable under deduction of tax.

Deposit Interest

5.13 In our first report, we recommended?® that the income from all
interest-bearing deposits should be charged to tax to the extent only that
the rate at which it accrues exceeds the rate of inflation during the period
of accrual. In so far as the interest carned is insutficient to compensate for
the crosion of the capital value of the deposit, the shortfall should be

*Paragraph 13.54.
*Pzragraph 11.15.
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allowed against other income. In this report we consider how to implement
this recommendation within a scheme of deduction of tax at source.

5.14 At present, tax on interest payable by building societies is collected
under an arrangement between the societies and the Revenue Com-
missioners under Section 31 of the Corporation Tax Act, 1976. In our first
report, we referred® to certain unsatisfactory features of the composite rate
arrangement and we recommended that it should be termunated and the
tax treatment of interest on building society deposits be aligned with that
accorded to other interest-bearing deposits.

5.15  We recommend that the inflation adjustiment on all interest bearing
deposits with financial institutions be made on an aggregate basis, This is
the only effective and efficient method of doing so. The method we envisage
for doing this is best illustrated by an example.

Example

Assuming an average rate of mterest of 6.25 per cent by the Associated
Banks on deposits under £5.000 and average inflation of 3 per cent, the real
income from deposits would be 1.25 per cent on average. The tax on this
at the single rate, say 30 per cent. would amount to 0.373 per cent.
Theretore, the Associated Banks would pay to the Revenue Commissioners
{0.375 per cent of the value of deposits under £5,000. No further tax Lability
would arise on this interest tor the vast majority of taxpayers.

5.16 The position in relation to building societies would be as follows.
The average rate of interest on share accounts in building societies in
1984/85 was 7.4 per cent net which is equivalent to 11.4 per cent gross.
With average inflation at 7.6 per cent in 1984/85 the tax properly due on
this income 1s 3.8 per cent at, say, 30 per cent or 1.14 per cent. Therefore,
the building societies would pay to the Revenue Commissioners 1.14 per
cent of the value of their shares and no further income tax would be due
on building socicty interest. At the rates of interest and inflation 1 1984/85,
tlis would result in a substantial reduction n taxation on building society
interest which could be reflected in lending rates.

5.17 The issuc arises how non-liable taxpayers should be treated under
this procedure. We consider that the Revenue Commissioners should repay

the tax deducted to persons not liable for tax.

518 Another issue which arises 1s whether or not thus procedure should
apply to non-resident accounts. Under double taxation agreements, deposit

*Paragraph 11.39.
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interest is generally taxed only in the country of residence of the depositor
and under the existing reporting arrangements, the Associated Banks and
other deposit taking institutions are not obliged to make returns of interest
payable to non-resident account holders. In principle, we think that non-
residents should be excluded, since if tax were deducted it would have to
be repaid in certain instances, which would only increase administrative
costs. Ata practical level, if non-residents are not excluded they are unlikely
to invest their monev in Ireland anvwav, unless the real rate of return is
exceptionally lgh,

5.19  There 1s concern that the exclusion of non-resident accounts from
existing reporting requirements 1s being abused by residents masquerading
as non-residents. We do not think that bringing non-resident accounts
within the scope of deduction of tax at source 1s the solution to any problem
of abuse. Firstlv. the application of the deduction of tax to the real gain
reduces substantially the ncentive for residents to trv to achieve non-
resident status for their holdings. Secondly, the depositor must now sign
an aftidavit as to his residence if the bank 1s not sausfied with the hona fides
of a declaration ot non-residence. Thirdly, we consider that rules, properly
made, should be enforced rather than replaced. thus avoiding the penalis-
ation of legitimate non-resident investors whose funds could be useful for
Irish business and emplovment. For these reasons we recommend that no
change should be made in the treatment of non-resident accounts.

Distributions

5.20  Distributions (usually of dividends) made by a resident company are

not subject to deduction of tax at source but do qualify for appropriate tax .

credits. However, the 1983 advance corporation tax will ensure, at the end
of the transitional period, that there is effective deduction of tax at source
by the company.

5.21 Where a dividend is paid by a resident company, part of the corpor-
ation tax on the income underlying the distribution 1s imputed to the
recipient by way of a tax credit, The tax credit normally amounts to
35/65ths of the distribution. Special arrangements relate to companies liable
to tax at the rate of 10 per cent applicable to manufacturing companies.

5.22  An individual resident in Ireland 1s hable to income tax (under
Schedule F) on any distributions received from a resident company. This
liability 1s on the aggregate of the distribution and the tax credit but the
tax credit is set against the income tax due. Where the shareholder 1s hable
to income tax at a higher rate than the amount of the credit, the tax credit
is deducted from the tax payable. A shareholder who is not lable to tax or
is hable at a rate less than the amount of the credit may claim payment of
all or part of the tax credit as appropriate.
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5.23 Where a resident company makes a distribution on or after 9 Febru-
ary, 1983, it is liable to pay advance corporation tax (ACT). The amount
of the ACT is, subject to transitional rehef, equal to the tax credit attaching
to the distribution.* ACT on distributions made on or before 31 December,
1985 will be reduced to 50 per cent. The example below illustrates the
operation of ACT.

Example

If a company pays a dividend of £6.500, the tax credit attaching to the
dividend is 35/65ths, which amounts to £3.30¢ The company will as a
result have a liablilty to ACT of £3,500.

5.24 ACT paid by a company can be set off, in so far as i1s possible,
against the company's corporation tax habilicy for the accounting period
in which the distribution is made. 1t can, however, only be set ot against
corporation tax on the company’s income and not against corporation tax
arising on the company’s capital gains. Any surplus ACT may be ser oft
against corporation tax on the company’s income of an earlier accounting
period (ending within the previous twelve months) or carried forward and
set against corporation tax on future income.

5.25 Under our proposals the single rate of tax would apply to personal
and corporate income, including capital gains. The rate of imputation
would be 100 per cent of the underlying corporation tax. In these circum-
stances, ACT would be an effective withholding tax on all company
distributions which would meet the tax liability on dividend income for all
shareholders not liable to expenditure tax.

Capital Gains

5.26  On the salc of certain assets after 5 April, 1978, the person by or
through whom the payment is made is obliged to withhold capital gains
tax at 30 per cent on half the sale proceeds and pay it over to the Revenue
Commissioners. The obligation to deduct tax applies only on the disposal
of certain specified assets, such as land and buildings and there 1s no need
to deduct tax unless the sale price exceeds £30,000. The scheme 1s basically
designed to collect tax in the case of a non-resident where later collection
may be impossible. Irish residents may apply to the Revenue Com-
missioners for a clearance certificate which will enable the proceeds to be
paid without deduction of capital gains tax. The certificate 15 normally
issued solely on the grounds of Irish residence. Non-residents may apply

*There is also provision to set off tax credits on distributions received by the company against
the ACT due on distributions made.
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for a clearance certificate on the grounds that there is no liability or that
the tax has been paid.

5.27 It is obvious that this is not a general scheme of withholding but a
means of dealing with a particular collection problem. The sale price of an
asset does not give any indication of the gain or indeed the loss arising on
the disposal of the asset. Indexation 1s a further complication in arriving at
the chargeable gans. These difficultics would continue to exist under our
proposats. We do not theretore envisage any general scheme of withholding
on the sale proceeds of assets to meet income tax labilities on possible
gains.

Gifts and Inheritances

5.28 We recommended in our first report that gifts and inheritances
should be subject to the single rate of tax. We hold different views on
whether there should be an exemption threshold for tax purposes and if so
how much it should be. We agree, however, that the existing threshold for
immediate relatives should be substantially reduced in the context of our
proposals and the number of classes of consanguinity reliefs should be
reduced. We also recommended that the problem of financing payment of
tax where the amount of liguid assets is relatively low, or where the assets
are not readily realisable, should be dealt with through insurance schemes
and more liberal arrangements for payment of tax by instalments.

5.29 In principle, we favour a withholding tax on gifts and inheritances
since these would form an important new part of income as we define it.
Taking, first, inheritances which are likely to give rise to fewer difficulties,
executors could be accountable for payment of tax before inheritances are
distributed. Inheritance thresholds could be dealt with as repayment claims
by the beneficiary on the Revenue, except m cases where it would be
onerous to pay the tax by deduction. In these cases it should be possible to
have the beneficiary and the executor agree an assessment with the Revenue
Commissioners.

5.30  Where the beneficiary would wish to receive the inheritance and to
be accountable himself for the taxacion, for example, in the case of an
inheritance of a farm or business, it seems possible to us that the Revenue
Commissioners’ consent could be obtained in cases where deferred payment
arrangements were acceptable or beneficiaries could provide the executors
with cheques in scttlement for forwarding by the executors to the Revenue
Commissioners.

3.31 Inso far as gifts are concerned, we beheve that the same procedures
could be pursued substantially, except where the gift could not be transmit-
ted to the donee without the donor having to use other financal resources
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to make the payment. A withholding tax on gifts is not likely to reduce

the number of persons accountable for payment of tax burt the donor is
more likely to ensure that tax is paid.

5.32 We conclude that withholding tax on gifts and inheritances should
operate as widely as possible. The difficulties which arise could be resolved
by treating the issues of thresholds as a matter tor monetary settlement
berween the Revenue Commissioners and the beneficiary and by separaung
the treatment of assets which are not readily realisable so that these are
dealt with by exception. Special treatment may also have to apply 1o certain
gifts.

CONSTRUCTION INDUSTRY SCHEME

5.33  There are special rules relating to deduction of tax trom payments
made to sclf-emploved sub-contractors in the building industry. Principal
contractors must deduct tax at the rate of 33 per cent from such payvments
and remit this tax to the Collector General, unless the sub-contractor
produces a certificate issucd by the Revenue Commissioners authorising
the receipt of the amount without deduction of tax. This scheme is designed
to deal with the partcular problems of collecting tax and controlling
cvasion in the construction industry. Full details of the tax deduction
scheme are in Appendix 1,

5.34 A submission from the Construction Industry Federation referred to

“the extremely complex requirements of the sub-contractor’s legis-
lation. The amount of detail which must be recorded and checked with
regard to each sub-contractor is astonishing when multiplied by many
hundreds of sub-contractors. Due to the structuring of the legislation
even a small error can Involve a contractor in substantial penalties or
tax liabilities. Even though the sub-contractor involved may have
accounted for the tax already the company 1s still liable for the penalties
or tax. Simplification of this complex system would boost the effici-
ency of the industry and would reduce the amount of money spent by
the government in administering the system.”

5.35 Other issues which arise in considering the tax deduction scheme in
the construction industry arc

1) whether there should be an appeal against a refusal by the Revenue
Commnussioners to issue a certificate,

(1) the rate at which tax should be deducted under the scheme, and

{ii1) whether the deduction scheme should be extended to other sectors.
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5.36 We asked the Revenue Commissioners for their views on the oper-
ation of the scheme and particularly whether the scheme could be simplified
to reduce compliance costs. They replied that

“the scheme of tax deduction from sub-contractors in the construction
industry was introduced in 1971 to deal with large-scale evasion of
tax. It was revised in 1976 with some further minor revisions in 1981.
The scheme operates satisfactorily. It 1s reasenably simple and there
arc adequate explanatory leaflets. Further simplitication could onlv be
at the risk of increasing evasion, The deduction ot tax 1s only at the
standard rate so there 1s no question of it being 4 penal system ™.

5.37 Prior to the mntroduction of the scheme. there was widespread tax
evasion in the construction industry. Experience prior to 1976 suggests that
this can only be controlled by using very stringent controls. For this reason,
we cannot recommend any relaxation m the exisung arrangements.

Appeals

3.38  As we noted carlier. there 1s no appeal trom a decision by the
Revenue Commissioners to refuse to issuc a certificate to a sub-contractor
entithing him to receive paviment m full.

3.3% The Revenue Commissioners said that

“there should be no appeal against this refusal to issuc a certificate
allowing payment without deduction of tax. This would be mappropri-
ate since there is no appeal against deductions under PAYE and the

sub-contractors’ scheme is, like PAYE, a system of payment of rax™.® .

5.40 Thelack of an appeal procedure may perhaps be justified on the basis
that it is very difficult for an independent tribunal to assess whether the
Revenuce Commissioners arc correct in believing that there is good reason
to expect that the applicant will not keep proper records in the tuture. This
can onlv be objectively determined with hindsight.

5.41 Asagainst this, the powers conferred on the Revenue Commissioners
under this legislation are very wide. An individual’s livelihood may depend
on whether he qualifies for a certificate or not. It 1s important, therefore,
to have procedures to ensure that these powers are exercised in a reasonable
way. We recommend that provision be introduced to enable appeals to be
made to the Appeal Commissioners and the courts against a refusal by
the Revenue Commissioners to Issue an exemption certificate under the
scheme.

*Agreed note of mecting with the Revenue Commissioners, 12 December, 1984
“Agreed note of mecting with the Revenue Commissioners, 12 December. 1984,




Rate of Tax

5.42 Theeffective rate of tax due on any gross payment to a sub-contractor
varies widely and 1s difficult to estimate with precision in advance. It will
depend, for example, on whether the sub-contractor supplies materials or
not, whether or not he has employees and the level of taxation generally,
both income tax and value-added tax. Clearly, any single rate of tax
deduction will give rise to some underpavments of tax and substantial
overpavments in certain cases. It is imperative in these circumstances that
refunds be made promptly. The existing arrangements for monthly refunds
are reasonable and we recommend no change. In the context of our general
scheme of taxation, tax should be deducted at the single rate. In the
meantime, we recommend that the rate of tax deducton be tied to the the
standard rate.

OTHER SECTORS

543 Before a deduction scheme could be extended, in whole or in part.
to other sectors, the following conditions should be satisfied:

(ij asscssment and collection of tax from that seetor should be vperat-
ing unsatistactonly under existing arrangements,

(i) the ratio of value-added to gross turnover should be reasonably

high,

(1) accountable persons should already be required to keep records and
be reliable, and

(iv) there should be fewer accountable persons than taxpayers.

5.44 The Revenue Commissioners said that

“while collection of tax in the entertainment and other industries is
very unsatisfactory, there are very few areas in which deduction
schemes could be introduced in practice. One possible area is payment
to non-residents in connection with sporting or entertainment events.’

545 We recommend that the extension of deduction schemes to areas
which meet the criteria in paragraph 5.43 be kept under review. However,
we make no specific recommendations.

“Agreed note of meeting with the Revenue Commissioners, 12 December, 1984,
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Recommendations

5.46  We make the following recommendations:

1.

I~

3

£,

In principle, deduction of tax at source should be extended as much
as possible.

Interest payable to Irish residents on all new government securities
should be pavable under deduction of tax once these securities have
been made chargeable assets for capital gains tax purposcs.

Inflation adjustment for tax purposes on all interest-bearing deposits
by Irish residents with financial institutions should be made on an
aggregate basis.

The existing construction industry scheme should be retained,
subject to a right of appeal to the Appeal Commissioners and the
courts against a retusal by the Revenue Commissioners to issuc a
certificare ot exempuion from deduction of tax for payments made
under construction contracts.

The rate of deduction of tax from pavments under construction
contracts should be tied to the standard rate.

The extension to other arcas of schemes of deduction of tax which
meet the criteria sct down in paragraph 5.43 should be kept under
review,
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CHAPTER 6
PAYE

Introduction

6.1 In this chapter we consider withholding of tax on wages and salaries
under PAYE. In recent vears, the system has become more comphcated,
This has increased the burdens on emplovers and on the Revenue Com-
missioners as well as reducing the qualiey of service to taxpavers. There is
a great need to simplity the system and this would be possible under our
proposals. In these circumstances we believe there 1s a strong case for
continuing PAYE on a cumulative basis. This would cnsure that most
wage and salary earners would have their tax liability collected 1n full by
their employers during the tax vear without the need for a review and a
final settlement after the end of the tax vear. The historical background to
the introduction of PAYE 1n Ireland and the main features of the system
are in Appendix 2.

Main Features of Present System
6.2 The distinguishing characteristics of the PAYE system are

(1) a ‘cumulative’ system of deductions designed to ensure that the
employee’s tax is calculated on each pay day on the basis that his
income will be received until the end of the tax year at the same
rate as it has been received since the start of the tax vear and taking
account of total tax deducted already in the vear, and

(i1) the main responsibility for operating the scheme falls on employers
and the Revenue Commissioners.

6.3 The Irish PAYE system incorporates three important features for
deducting tax from wages and salaries which tend to distinguish it from
systems in other countries (except that of the United Kingdom). Firstly,
in many cases an end of the year adjustment of liability is unnecessary and
is not carried out. Secondly, the need to amend certificates of tax-free
allowances, to keep current tax deductions tuned to the individual tax-
paver’s circumstances as they develop, calls for frequent contact between
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the tax office and the employer. In general, the employees of a particular
employer are dealt with by the same tax office, irrespective of where they
live or work. It follows that when an employee changes his job, he more
often than not changes his tax office too. Thirdly, the system tends to be
more expensive for employers to administer than other systems and, for
the same reasons, cheaper in terms of compliance costs for employees.

64 Over the last ten vears the administration ot PAYE has become more
complex. Table 6 shows that the number of complicating factors per case
more than doubied between 1973 and 1980 and has risen by a further 15
per cent smce then.

TABLE 6

Compilicating Factors in PAYE

T

| 1873 1880 | 1984
. 000s , 000s | 00Os
i
Total Live Employments 901 2 i 1,1903 1.146.8
| i |
Reliets Granted” 9895, 14685 | 1.4448
Non-PAYE Income Coded? 554 1371 164 4
Table Allowances and Exemptions 1198 585.7 4155
PAYE and PRSI Allowances Nil 1,.0147 15233
Total Comglicating Factors 1,164 8 32059 3.5480
Complicating Factors per Case 1.18 268 3.09

Source: Revenue Commissioners.

Notes:
'Reliefs mclude interest, expenses, life assurance etc.
IIncomne assessed under Schedule E. investment income, farm profits etc,

As a result of these complicating factors there has been an increase in the
number of amended certificates of tax-free allowances required in the course
of the year, thereby creating more work for employers and the Revenue
Commuissioners. The number of complicating factors has also increased the
number of end-of-vear reviews of liability which the Revenue Com-
missioners have to undertake. This has increased compliance costs for a
rising number of PAYE taxpavers who find that the correct amount of tax
1s not deducted from them,

6.5 The net result of this is shown in Table 7 which indicates the growth
in the volume of work generated by changing circumstances and added
complexity.
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TABLE 7

indicators of Volume of Work in PAYE

Year ended April 1973 1980 1984

000s 000s 000s
Unemployment Repayments 313 52.8 723
Reviews (Underpayments and Overpayments} 149.3 3353 3338
Total 806 338.1 406 2

6.6 The volume of work can also be judged from the fact that it is necessary
to send out aver 768,000 amended certificates of tax-free allowances to
cmployees and over one million copy ceruficates and amended tax deduct-
ion cards to employers cach year. In the year to April 1984, 333,899 reviews
of liability represented 35 per cent of live main emplovment cases. These
reviews covered 474,076 tax years, as some reviews covered more than one
vear. This suggests that about 50 per cent of PAYE cases in anv vear require
adjustment.

6.7 The increasing inability of the PAYE system to ensure that the correct
deductions are made 1s shown by the rise in the average repayment of tax
trom £19,70 in 1973 to £102.30 in 1980 — an increase ot 30.1 per cent in
real terms.

6.8 The Revenue Commissioners told us! that on the basis of an examin-
ation which was last done on 1979/80 figures, it would be advisable from
the revenue standpoint to review about 50 per cent of cases. In the district
check computer programme, which s a type of review by computer process
done twelve to fourteen months after the end of the tax year, lists are
produced categorising cases under different headings. Of these, four types
are regarded as meriting review of liability:

(i) suspected undercharges greater than £20,
(ii) cessations and changes of job,

(11) subsidiary employment cases where the tax-free allowances are
allocated between employments, and

(iv) cases in which the deductions were not wholly cumulative (week
1/month 1 basis).

All these cases are the subject of monthly reports by each district to the
Superintending Inspectors of Taxes.

6.9 Many taxpayers request that their liability be reviewed. While separate

Letter of 30 November, 1984,
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statistics are not kept for each of the two types of review, that is, those
initiated by the inspector of taxes and the taxpayer, it is estimated that
about 30 per cent of the reviews being done are initiated by the inspector
of taxes.

6.10  The Revenue Commissioners summarised the position for us as
follows:

“When PAYE was mtroduced on 6 October, 1960 it was intended that
each case would be reviewed annually. There was far less need to do
a review 1n those earlier years as PAYE deductions in many cases
equated with true liability due to the single rate of tax apphcab]e and
the less complex svstem of allowances and relicfs. While the district list
computer programme highlights the cases which should be reviewed in
the Revenue interest, the bulk of reviews actually done are not those
nitiated by the Inspectors because of the increasing number of requests
for a review received trom taxpavers. in the context of dininishing
staff resources™.”

Effects of Our Proposals

611 Implementation of the recommendations in our first report would
greatly simplify the admunistration of PAYE. Simplification would result
in particular from the following proposals:

(i) the application of a single rate of incomc tax to all income arising
in the personal and corporate sectors,

(i) the removal of nearly all exemptions and deductions from income
for tax purposes,

(i) the replacement of social insurance contributions by a social security
tax which has the same tax base as income tax and would work in
the same way, and

(iv) the imputation in full of tax paid at the company level to the
shareholder when distributions are made out of company profits.

6.12 The new scheme would consist only of allowances in respect of
Schedule E expenses and personal allowances in the form of a tax credit.
Under such a new svstem the tax-free allowance could be determined at
the beginning of the vear. Changes 1n the flat rate expenses agreed with
the Revenue Commissioners and changes in tax credits by reference to
indexation or budget changes could be handled automatically by computer.

6,13 In Table 8 we estimate the complicating factors in PAYE under the

“Letter of 30t November., 1984,
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new system compared with that in the year ended April, 1984. The effect
would be to reduce these to one quarter of their present level.

TABLE 8

Complicating Factors in PAYE compared with Proposed System

1984 Proposed
System
¢ 000s 000s
|
Reliefs Granted 1445 636
MNon-PAYE Income Coded 164 155
PAYE and PRSI Allowance 1,623 Nil
Table Allowances 400 94
Exemnptions {incl Marginal Relief} 16 Nil
Total PAYE Allowances, Reliefs and Coded Income. 3,548 885

Source: The 1984 figures were supplied by the Revenue Commiss.aners.

It 1s clear that che ctfects would be

(1) reduced administrative and comphance costs ansing trom routine
operation of PAYE,

/i) improved standards of service. and

(1) scope for redeployment ot otticial resources to tackle evasion.

OTHER ISSUES

6.14 We now turn to examine a number of other issues in relation to

PAYE. These are
(i) the introduction of a non-cumulative system of PAYE, and

(i) self~assessment for PAYE taxpayers.

Non-cumulative System

6.15 The system of PAYE operated in Ireland (and the United Kingdomj}
is cumulative. Under the cumulative system, the emplovee’s liability to
income tax on any pay-day is calculated on the difference at that date
between

(i) total net pay to date since the start of the income tax year (cumulat-
ve pay), and

(i) total accumulated tax-free allowances to date since the start of the
income tax year {cumulative tax-free allowances).

Other countries operate a non-cumulative system under which there is no
carry-forward of pay or allowances from one period to another. However,
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the cumulative PAYE system is more than just a means of spreading
allowances; it is designed to withhold the correct tax on wages and salaries
during the tax year.

6.16 In theory, a cumulative system is fairer because it should succeed in
collecting the correct tax in the vast majority of cases. However, as we
have alrcady seen, the present camulative system meets this test very badly
in that it is necessary to adjust the Tabihty m half the cases ar the end of
the vear and ideally the Revenue Commnussioners would like to review
more. Thus, the number of cases requuring adjustment under a non-
cumulative system is unlikely to be very much greater than is required
now. so the loss in equity would not be sigmficant. If we were considering
the administration of the existing tax system only, a cumulative PAYE
systemt would not have significant advantages on cquity grounds over 4
non-cumulative svsteni

6.17  Our proposals for reform of income tax mvolve considerable sim-
plification of the svstem. As noted in paragraph 6.13. these would bring a
big reduction in the number of cases requirmg end of the vear adjustment
under a cumulative svstem. The number of adjustments under a non-
cumulative svstem would also be less than s required now buta cumulative
system would have a bigger advantage than under present arrangements.
There is one complication, however. Even under our proposals. it1s aiways
going to be difficult to include short-term social welfare benefits in the
tax base under a cumulative system, croding the equity advantages of this
system over non-cumulation.

6.18 A non-cumulative system would be simpler and cheaper to operate
during the course of the year for the Revenue Commissioners. One great
advantage would be that there would be no further need for the ‘movements
system’. The present system of movements is a very cumbersome procedure
required when an employee changes jobs. It revolves around the cessation
certificate {(form P43) which has four parts containing mformation {in
quadruplicate) about the pay and tax deducted to date in the tax year and
the tax-free allowances to which the emplovyee is entitled.” If the former
emplovyer, the employee, the new employer or either tax office fails to play
its part on time the movements system breaks down and the employee is
charged to tax on the emergency basis until his affairs are put in order.

6.19  The number of cessations of emplovment each year varies with the
level of economic activity. In the vear ended Apnl, 1984 it was almost

Part | is a notiticatnon to the mspector of taxes, Parts 2 and 3 are in most cases given by an
employee to a new emplover who retains part 2 and sends part 3 1o the tax office as a request for
acertificate of tax-free allowances or tax deduction card. Part4is for use in claiming unemployment
benefit from the Department of Social Welfare,
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287,000 compared with over 438,000 four years earlier. In a tax district
dealing with PAYE, the work on the movements system alone occupies a
significant percentage of total staff resources. Also, the difficulties of the
movements system has been the principal administrative problem in relation
to any proposal to include short-term social welfare benefits in the tax base.
Unemployment would be regarded as a commencement and cessation
under the PAYE regulations. The abolition of the movements system
would greatly simplify the operation of PAYE and would considerably
lessen the administrative problems m relation to the inclusion of short-term
social welfare benetits in the tax base.

6.20  Under a non~-cumulative system, the link between emplovers and the
Revenue Commissioners would be broken. The Revenue Commissioners
would notify employees of their tax-free allowances and employees would
have to notify their employer. This would require a system like the old
social welfare cards which were surrendered to employees when they left
an employment. Non-cumulation would eliminate the need to restore
cumulation after a breakdown in the P45 series of procedures. which is
expensive to put right. Employers, particularly those with computerised
payrolls, would not welcome receiving instructions from emplovees in a
haphazard fashion, compared with the present system where they receive
them en bloc from the tax office and in a readily transcribable form.

6.21 A non-cumulative system would mean considerable re-organisation
of work for the Revenue Commissioners at the end of the year. Under the
present system the employer’s end of the year return of what he has paid
his employees and the amount of tax he has in each case deducted are
linked with the employees’ files and, where necessary, compared with the
employces’ tax returns. In Ireland, because the employer’s tax office in the
majority of cases deals also with the affairs of all his staff, this job of
‘matching’ is relatively easy. In other countries which do not have this
link between the employer and the tax office, the ‘matching’ is often a
considerable problem. '

6.22  To summarise, a cumulative system is more complicated to operate
than a non-cumulative system. However, it should result in the correct
amount of tax being deducted in a greater number of cases than a non-
cumulative system.. A non-cumulative system would tend to result in
overpayments of tax in the following cases:

(1} those who commenced employment for the first time after the start
of the tax year, or permanently ceased employment before the end
of the year,

(1) those who qualified for addirional deductions during the course of
the tax year, and
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(i) those whose income fluctuated considerably over the tax year.

The number of overpayments would be very much reduced under a system
with relatively low tax thresholds, a long band of income chargeable at a
standard rate and relatively few reliefs and deductions such as the system
we proposed in our first report. Nonetheless, end-of-year reviews and final
settlements would be necessary.

(.23 The choice between the cumulative and non-cumulative systems of
PAYE 1s finely balanced. The closer the system approaches that outlined
in our first report. the greater 1s the advantage of the cumulative system.
We have now the worst of both worlds; all the extra costs and complexity
of a cumulative system and little of the benefits of fewer end of the year
adjustments of hability. The greater the weight that 1s attached to the need
to bring short-term social welfare benetits into the PAYE system the
stronger 1s the case for a non-cumulative system.

Self-Assessment for PAYE Taxpayers

6.24  Self-assessment for PAYE taxpayers could take a number of forms
but the most sensible and efficient would involve provisional deductions
from wages or salarv on a non-cumulative basis during the vear. with a
setthing up with the Revenue Commissioners after the end of the tax vear,
The essential features of self-assessment would therefore be

(1) determination of tax-free allowances by taxpayers themselves and
notification of tax-free allowances to employers by taxpayers,

(ii) employer deductions during the year on a non-cumulative basis,
and

(iif) completion of annual returns by all taxpayers together with pay-
ments of final instalments of taxes due or claims for refunds.
Employers would also be required to submit to the Revenue
Commissioners details of pay and tax deducted for all employees.

6.25 Under a system of selt-assessment, the Revenue Commissioners
would cease to be involved with taxpayers and employers during the tax
vear. Instead, they would concentrate on the one million or so self-
assessment returns. This operation would involve some relatively simple
checks on arithmetical accuracy (preferably by computer), the internal
consistency of the information supplied and the correct enclosure of sup-
porting documents. There would also be an in-depth audit of a small
number of cases at a later stage.

6.26 Self-assessment may provide a way of achieving significant cost
savings in the administration of the tax system by allowing the Revenue
Commussioners to withdraw from the day to dav administration of the
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PAYE system and to concentrate its resources mainly on the end-of-
year adjustments and audits. Advocates of self-assessment point to the
comparisons which have been made between the relative costs of collection
of income tax in the United States and in the United Kingdom where
the income tax system closely resembles the Inish system. The relative
administrative costs of collection in the United States with a self-assessment
system have been estimated to be under half the costs in the United
Kingdom and [reland.

6.27  The scope tor cost savings within a sclt-assessment svstem derives
not from the self-assessment process itself (which would, in fact, create
greater end-of-vear work) but from the other changes in the PAYE svstem
which would reduce the Revenue Commissioners’ involvement with tax-
payers and employers to low levels during the course of the year. However,
our proposed simplified system of direct taxation would provide most of
these savings independently of a change to self-assessment.

6.28  Tradinonallv. PAYE taxpavers have had little involvement in the
calculation ot their tax habilities. Most ot the work 15 done cither by the
Revenue Commissioners or by the emplovers. In practice, the vast majority
of PAYE taxpayers no longer has to complete an annual return of income,
though the legal obligation to do so remais, The degree of active partici-
pation by the mdividual taxpayer is limited to keeping the Revenue Com-
missioners informed of changes in circumstances aftecting his tax-free
allowances. His role is thus, largely, a passive one. Any move towards
self-assessment would involve the taxpayer in the calculation of his own
liability and would increase the compliance costs of PAYE taxpayers.

6.29 The case of self-assessment for PAYE taxpayers in Ireland must be
Judged on the scope for a reduction in the overall cost of administration of
the tax system, including the compliance costs of taxpayers and their
employers. The scope for such a reduction in costs must be measured
against the costs under our proposed system of direct taxation and not
against existing costs. Under our proposals, major benefits would flow
from increased simplicity. The integration of income tax and social sccurity
tax would reduce compliance costs, particularly for small businesses. The
collection of PAYE would be a simple and straightforward matter with
no need for end-of-year reviews, save in exceptional cases. Against this
background, a move towards self-assessment is unlikely to lead to further
significant costs savings. Indeed it is possible that self-assessment would
result in a higher overall cost. The overriding consideration in deciding the
nature of the tax adnunistration is that the total cost of the system, including
private compliance costs, should be kept to a minimum. Where a choice
has to be made between two systems of equal overall cost, we would
favour the system which places the lower burden in terms of private
compliance costs on taxpayers and their employers. In the circumstances,
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we do not recommend the introduction of self-assessment for PAYE
taxpayers but this should be kept under review. Any decision to change to
a non-cumulative PAYE system would change the balance of the argument
in favour of self assessment.

6.30 Under the general system of self-assessment we recommended in
Chapter 4, some wage and salary carners with income from other sources
would be obliged to complete a self=assessment return form. These would
be taxpavers with meome not subject to withhiolding ac the smgle rate.
Sources of income such as deposit nterest would be subyject to a withholding
tax which would satisty the Hability in most cases. Tax on small amounts
of untaxed non-PAYE income could be collected through the PAYE svstem
by reducing the personal allowances by the amount ofincome, Self-assessed
PAYL taxpavers would be obliged to include capital gains and capital
acquisitions in their returns and caleulate thetr own labilinv: gifts and
inheritances received by other PAYE txpavers and capital gains could
cither be selt-assessed or directly assessed by the Revenue Commissioners,

Conclusion

6.31  The present svstem of PAYE on a cumulative basis has run mto so
many problems under the existing tax code that 1t has lost many of the
advantages over a non-cumulative system. The number of reviews imposes
high costs on the Revenue Commissioners and employers, there are delays
and taxpayers get poor scrvice. If this situation were to continue we would
recommend a change to a non-cumulative PAYE svstem. with a final
settlement after the end of the tax vear.

6.32 However, many of the complicating factors of the present code
would disappear with the adoption of our previous recommendations on
income taxation. In these circumstances we feel there would be a strong
case for continuing PAYE assessment on a cumulative basis. The com-
pliance costs for many individual taxpayers would be reduced, in fact most
wage and salary earners would have their tax liabilicy collected in tull by
their emplovers. For wage and salary earners with other sources of income
than those recorded through the PAYE system, the same PAYE record
would fit in well as part of their income tax return under the general self-
assessment svstem we recommend.

Recommendation

6.33  We make the following recommendation in relation to the operation
of PAYE:

1. In the context of the general scheme of taxation in our first report,
the present curnulative system should be retained. However, if our
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proposals are not adopted, the case is more finely balanced and the
Revenue Commissioners should review and publish the arguments
for and against a change to a non-cumulative system of PAYE.

CHAPTER 7
TAX APPEALS

Introduction

7.1 In Chaprer 4 we described the present appeal procedure and we noted
that the svstem is overburdened by cases concerning delay in the submission
| of returns and accounts. This makes it difficult to allocate sufficient time
to hear technical argument appeals. In this chapter we consider the operation
of the appeals system under self-assessment. We also examine certain
aspects of the machinery for dealing with appeals and we make recommen-
dations tor change. |

a Appeals under Self-assessment
Lf 7.2 At present almost 90 per cent of assessments are appealed and in 1984
¥ more than 36,000 appeals were considered by the Appeal Commissioners.

Selt-assessment would greatly relieve the pressure on the appeals system.
j Most self-assessment returns would be accepted by the Revenue Com-
missioners after a routine check only; appeals would not arise in such cases.
The Revenue Commissioners would continue to have the power to make
estimated assessments but, over time, this would become the exception
and not, as now, the normal rule. Under self-assessment, appeals would
be largely confined to cases selected for investigation where there is a
dispute between the inspector of taxes and the taxpayer about the tax
liability. The appeal process would then become a proper dispute procedure
under which the taxpayer could complain to an independent tribunal and
the Appeal Commissioners would have the time to consider fully the
arguments presented.

ﬂ

Appointment of Appeal Commissioners

7.3 Appeal Commissioners are appointed by the Minister for Finance.
| The practice has been to appoint civil servants from the Office of the
" ‘ Revenue Commissioners or members of the accountancy or legal pro-
i fessions. The Appeal Commissioners perform a very important function.
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We recommend that any vacancies be filled following an open public
competition to be organised by the Civil Service Commission.

7.4 We noted in Chapter 4 (Table 3) that the number of appeals heard by
the Appeal Commissioners in 1984 was almost seven times the number in
1964 and the number of hearings has more than doubled in the past ten
vears. While the number of hearings increased dramatically during this
period the number of Appeal Commissioners increased by only one in 1980
(trom two Commissioners to three as at present]. We expect a reduction
in the number of hearings as a result of our proposals for changes m the
assessment procedures, However, undue delays are bad tor both taxpavers
and the administration and metfective operation brings any system into
disrepute. We recommend that sufficient staff, including. it necessary. an
additional Commissioner. should be appointed to enable the Com-
missioners carry out their functions 1 a satisfactory manner.

Circuit Court Appeals

7.5 One general aspect of the appeal procedures 1s whether the taxpayer
should in all cases be entitled to a re-hearing by the Circuit Court. With
regard to all assessments made on or before 8 June. 1983, the taxpayer has
the right to request a rehearing by the Cireuit Court Judge if he is dissatisfied
with the decision of the Appeal Commissioners. New provisions Intro-
duced in 1983 ensure, in relation to assessments made after 8 June, 1983,
that the taxpayer has no right to a rehearing by the Circuit Court Judge if
the appeal to the Appeal Commissioners has been dismissed on the grounds
that no accounts have been furnished. The new provisions are an attempt
to stop taxpayers using the appeal procedures to delay the submission of
returns and accounts and payment of any balance of tax. At 31 December,
1984 there was a total of 10,924 income tax and corporation tax assessments
under appeal to the Circuit Court.

7.6 While it is too early to say how the new provisions will work, the
Revenue Commissioners hope that they will result in appeals being made
earlier and will reduce duplication between the Circuit Court and the
Appeal Commussioners. We take a less optimistic view. It may be that the
1983 provisions will reduce the pressure on the appeal system but they will
only do so at the cost of confirming as due and payable amounts of tax
which in many cases are hopelessly unrealistic. The already overburdened
collection system will have to cope with this, either by running up even
greater amounts of uncollectable tax due for collection or. alternatively.
liberalising the arrangements for writing off tax which has been assessed.

7.7 The Circuit Court hearing is a full re-hearing of the appeal without
reference to what has gone before. Therc 1s no transmission to the judge
of evidence, arguments or the reasons for the decision of the Appeal
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Commissioners. All that the judge knows is that the taxpayer has been
unsuccessful before the Commissioners. Since the Circuit Court is a rehear-
ing of the appeal, issues not raised or even hinted at before the Appeal
Commissioners may be taken. There is, however, an obvious need for an
informal hearing on tax matters. Disputes arise and should be resolved
every year and most cases should be capable of settlement without recourse
to a court of law. In principle, the Appeal Commissioners serve this
function well.

7.8 Ataxpaver should have a nght of appeal to the Cireuit Court but we
considered whether the rehearing should be only on the basis of evidence
presented betore the Appeal Commussioners. This restriction would under-
mime the traditional intormality of hearings before the Appeal Com-
missioners and tmpose additional costs and delavs. We do not think that
the Appeal Commissioners. as currently constituted. would be in a position
to produce written arguments and decisions mcorporating a record of the
cvidence presented to them in every case. Nevertheless. if abuse arises.
steps may have to be taken to contine hearings i the Circurr Court o
mateers rased inevidence betore the Appeal Commissioners, except, of
course, with the express permission of the Court.

Appeal to High Court

7.9 A taxpaycr or the inspector of taxes may appeal to the High Court
by way of a casc stated. The procedure is that on determination of the
appeal by the Appeal Commissioners or the Circuit Court Judge the
aggrieved party must immediately express dissatisfaction with the determi-
nhation as being erroneous on a point of law. Having done this he then has
twenty one days within which he must give notice in writing to the clerk
to the Appeal Commissioners requiring the Commissioners to state and
sign a case for the opinion of the High Court. A fec of £20 must be paid.

7.10° The requirement that either party to an appeal must express dissatis-
faction immediately in order to secure the right to have a case stated for
the High Court can give rise to difficulties and could deprive the taxpayer
or the Revenue Commissioners of the right of appeal. As a separate
procedural step, the expression of dissatisfaction does serve as a warmng
to preserve a note of the evidence for incorporation in the stated case. We
do not think there is great force in this argument, particularly as the request
for the statement of case must be made within twenty one days and it
would therefore be reasonable for any party or Appeal Commissioner or
Circuit Court Judge to retain his notes for at least this long. Furthermore,
in practice there is considerable discussion among the partics about the
content of the case and it is only when agreement is reached that the case
is forwarded to the High Court. We therefore, recommend the abolition
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of the requirement to declare dissatisfaction ‘immediately’ after the determi-
nation of an appeal.

In Camera Appeals

7.11  There is no specific proviston for hearings before the Appeal Com-
missioners to be held in camera. No provisions are necessary as the hearings
are in private rather than m open court. However. provision 1s made for
the rehearing of an appeal by the Circuie Court to be held i camera, Unul
recently tax appeals to the High Court and the Supreme Court were held
in camera 1f the taxpaver so desired. This option was withdrawn in 1983
and such appeals are now held in open court. Circuit Court appeals are still
held in camera.

712 The raxpaver’s nght of appeal to the High Court hies only on a point
of law. Such cases generally relate o the mterpretation of some aspect ot
legislation or docuntents in support of a clain ro a particular tax reatment.
The matter at issue mayv be one which would have wmplications for other
taxpayers in similar circumstances and tor that reason 1t 1s important that
the facts and the decsion should be made known. However, we are not
convinced that there 1s a need to idenuty the taxpaver involved in the
appeal. We recommend that tax appeals to the High Court and the Supreme
Court should be held in camera.

Taxpayers Right to have Appeal Heard

7.13  Under existing law the taxpaver cannot force the mspector of taxes
to have his case heard before the Appeal Commissioners. An aggrieved
taxpayer cannot hasten the hearing of his appeal without the co-operation
of the inspector of taxes. If an inspector, for whatever reason, is not
disposed to list an appeal for hearing. the taxpaver appears to have no right
of access to the Appeal Commissioners. A taxpayer may procecd bv way
of a Writ of Mandamus which would ask the High Court to direct the
hearing of the appeal but this procedure is expensive and should not be
necessary for such matters.

7.14  We raiscd this issue with the Revenue Commissioners who favoured
no change in this area. In their experience

“taxpayers can get their cases heard when thev want to. The main
problemt 1s the large volume of cases which sometimes leads o delay.™

We see no compelling reasons why taxpavers should not have the right 10

have their cases heard by the Appeal Commissioners if the inspector of

"Agreed noted of meeting, 12 December, 1984
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taxes is delaying unduly the settlement of an appeal. We recommend that
an inspector of taxes be required to list a case for hearing before the Appeal
Commissioners within three months of receiving a notice from a taxpayer
requiring him to do so. A similar provision should apply in the case of
claims to relief by PAYE taxpayers.

Recommendations

2150 We make the tollowing recommendations:

I Appointments as Appeal Commissioners should be made following
an open public competition held by the Civil Service Commission.

to

Sufficient staff. including. i necessary. an additional Com-
missioner. should be appointed to enable the Commissioners to
carry out their tunctions in a satisfactorv manner.

3 The requirement to express dissatisfaction immediately after the
determination of an appeal bv the Appeal Commissioners or the
Crrcuie Court Judge should be abolished. Anv request made within
twenty one days tor the starement of a case tor the High Court
should be allowed.

4 Appeals 1o the High Conrt and the Supreme Courr chould he held
ncamera,

5. An inspector of taxes should be required to list a case for hearing
before the Appeal Commissioners within three months of receiving
anotice from a taxpayer requiring him to do so. A similar provision
should apply in cases of claims to relief by PAYE taxpayers.
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CHAPTER 8

COMPLIANCE COSTS AND TAXPAYER
ASSISTANCE

Introduction

8.1 In this chapter we examine the ettects on the comphance costs of
taxpavers of our proposals for simplification of the tax svstem and of
proposed changes in administraton. We discuss the question ot compen-
sation for compilance costs, particelarly those mceurred by the business
community. and we consider the extent to which the Revenue Com-
missioners could alleviate compliance costs by providing general assistance
(O TAXPAYCTS.

COMPLIANCE COSTS

8.2 The costs of the tax system include the administrative costs of assess-
ment and collection of tax in the public sector and the compliance costs of
the private sector. Compliance costs are the amounts of money, time and
effort imposed on the private sector in meeting its obligations under the
tax code. Compliance costs may be borne by the taxpayer and/or by a third
party acting as collector of the tax. In the case of PAYE some compliance
costs are borne by PAYE taxpavyers but it seems probable that most of the
expense of compliance with the PAYE system 1s borne by emplovers. The
compliance costs of VAT fall on the business community. Compliance
costs of PAYE and VAT may be oftset by gains in the torm of managerial
and cash flow benefits. These benefits may even result in actual gains for
the very large employers and businesses.

8.3 The recommendations in our first four reports involve a considerable
stmplification of the tax system. This would reduce significanty the com-
pliance costs of taxpayers. The improvements in tax administration, rec-
ommended in this report, would also contribute to a lessening of the
burdens on the private sector. However, self-assessment could give rise to
greater compliance costs for the small proportion of selt-assessed taxpayers
selected for investigation but overall compliance and administration costs
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for self-assessed taxpayers would be reduced. The Revenue Commissioners
would accept most returns after an arithmetical check only.

8.4 Our proposals for reform of direct personal taxation and the replace-
ment of social insurance contributions by a social security tax tully inte-
grated with income tax would reduce significantly the compliance costs of
operating the PAYE system for employers. The compliance expenses of
PAYTE taxpayers would then be reduced to a minimum.

8.5 The recommendation in our third report to move towards a single
rate of VAT applicable to all goods and services, save exports and a fow
agricultural inpurs. would bring a dramatic reduction in the compliance
and adnunistrative costs of VAT, A value-added tax applicd at a uniform
rateis a relatively simple tax to operate: most of the complications and hence
the comphance costs of VAT result from exemptions and the existence of
several rates. Records of purchases and sales would be streamlined. There
would no longer be a need for special schemes for retailers to enable them
to apportion their sales at the various rates of VAT, The completion of
VAT returns would be simplified by a dramatic reduction in the number
of entries to be made.

8.6 Against this background we consider the claims made in submissions
for compensation for compliance costs and the need for more assistance for
taxpavyers and traders.

Compensation for Compliance Costs

8.7 A large number of submissions complained of the excessive burden
placed on businesses to keep detailed records and to account for monies
collected under the PAYE and VAT systems. This burden is deeply resented
by small traders in particular who pressed the case that they should be
compensated for acting as ‘unpaid tax collectors’.

8.8 A recent Irish study' estimated that the compliance costs of PAYE
for employers amounted to almost 6 per cent of net PAYE receipts in 1984,
Managerial and cash-flow benefits reduced the gross costs for all firms and
resulted in actual gains for the very large employers. The vast majority of
firms, that is, those employing twenty people or less, incurred a net cost
per cmployee of around £60 whereas firms employing onc hundred or
more received a net benefit of up to £35 per employece. Another important
finding to emerge from the study was that compliance costs in the private

‘Robert |. Leonard and John N. O’Hagan, ‘PAYE. Casts of Compliance and Admunistration’.
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sector were more than three times the administrative costs in the public
2
sector.?

8.9 We have no information on the size of VAT compliance costs in
Ireland. However, we have examined the results of a study® of the costs
and benefits of VAT in the United Kingdom. This concluded that the toral
admunistrative and compliance costs of operating VAT? in 1977/78 were
tustover 11 per cent of VAT revenue in that vear. Private sector costs were
roughly five nimes greater than public sector costs. The compliance costs
and benetits of VAT in Ireland may well be of the same order. given the
strmilarities in the VAT system in the United Kingdom and Ireland. The
same study showed a clear pattern in the distribution of compliance costs
across firms of difterent sizes. Expressed in relation to rarnover, the average
compliance costs of small traders was some thirty to forty times that of
very large traders.

8.10  The most ctheent way to collect VAT and PAYE is to use the
private scctor as agents of the Revenue Commissioners despite the high
compliance costs. Nevertheless. we recognise that the cffect of the much
higher net compliance costs of small firms vis-d-vis large firms is to put
small firms at a competitive disadvantage whenever large and small firms
compete in the same marker. This is 1 state-created disadvantage and the
state has a responsibility to offset it or to alleviate it. We do not favour
compensation payments to offset compliance costs because we cannot
envisage any tailor-made method of compensation that would be both fair
and simple. The government and the Revenue Commissioners therefore
have a responsibility to reduce compliance costs as far as possible. This
should be done by simplifying the tax system, providing adequate infor-
mation to traders and simplifving forms and procedures. These measures
would enhance the efficiency of both the public and private sectors.

8.11 Many taxpayers, employers and VAT-registered traders find it

“A United Kingdom study on the compliance costs of PAYE relating te 1981-82 (PAYE: Costs
v. Benefits” Michael Godwin, Peter Hardwick and Cedric Sandford. Accounrancy. November.
1983) estimated that for the United Kingdom total operating costs of collecting PAYE and
National Insurance contributions combined was under 3 per cent. with compliance costs being
slightly more than admumistrative costs. This total operating cost is much lower than the 8 per
cent of the Inish study. In other respects the conclusions were similar, for example, the much
higher burden on small firms. the cash flow benefits exceeding the compliance costs of large
emplovers.

*Cedric Sandford. Michael Godwin, Peter Hardwick and lan Butterworth, *Costs and Benefics
of VAT, Heinemann Educational Books, 1981, An up-dating of chis study to 1983-84 duc to be
published shortly shows combined administrative and compliance costs at around 8 per cent, with
admumustrative costs down to 1.1 per cent and compliance costs at 6-7 per cent of VAT revenue
This reduction 13 partly a preduer of the abalition of the higher rate of VAT {the United Kingdom
now has only one positive rate but widespread zero rating) bur mamly a result of 2 much higher
standard rate of VAT than i 1977-78 (13 per cent as against 8 per cent). The differentials between
large and small firms remain.

*In the United Kingdom in 1977/78, there were two positive rates of VAT,
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necessary to telephone tax offices for tax information or the Collector
General’s Office about tax payments. Very often this means that taxpayers
must make trunk calls and the costs increase when taxpayers experience
difficulty in finding officers who can deal with their queries. To alleviate
the costs imposed on the private sector we recommend that a ‘freefone’
system should be established to enable taxpayers to contact the Revenue
Commuissioners for the price of a local telephone call. This would shift
costs to the administranon and would be more equitable

TAXPAYER ASSISTANCE

Direct Assistance to Taxpayers

8.12  Dircet assistance to taxpavers is usually provided in response 1o
quertes by telephone. personal visits to tax ottices and written enquities.

8.13  Under present arrangements, most Schedule D taxpavers engage the
assistance of qualitied accountants or tax specialists. Nevertheless, some
directly-assessed taxpayers with low incomes (particularly pensioners with
fow mvestment incomes) rely to a great extent on the Revenue Com-
mussioners to finalise their tax aftairs. The advice has traditionally been
available locally for most directly-assessed taxpayers because in the main
their affairs have been dealt with at the local offices. It would be essential
that such assistance would continue to be available under a system of self-
assessment.

8.14 The operation of the PAYE system requires closc links between the
Revenue Commissioners and employers. Because of this, taxpayers’ records
are generally organised to bring together details of all employees of a
particular employer in the tax office which deals withrthe employer. Thus,
although the Revenue Commissioners is a decentralised organisation with
offices around the country, the local tax offices do not handle the affairs of
all local employees. Many employees around the country find that their
atfairs are dealt with in Dublin.

8.15 The Dublin PAYE districts are organised by vocation or employ-
ment and are housed in offices at a number of different locations. When a
taxpayer has a query about his tax lability which he wishes to have
answered directly, he must find out which district deals with his affairs and
its location. This causes confusion and often results in a taxpayer having
to spend a considerable time locating the relevant office.

8.16  The Department of the Public Service recently examined a proposal
for a Central Enquiry Office (CEQ) for the Dublin area. The proposal for
a CEQ was originally submitted to the Revenue Commissioners by the

135



Irish Tax Officials’ Union. The idea was inspired by the British model
which established an Enquiry Office in each tax district and Principal Local
Enquiry Offices in centre city locations.

8.17 The CEQ, as proposed, would provide a convenient location where
taxpayers could have their queries answered, whatever their tax district.
Staff would have considerable experience of taxation and be specially
trained to handle queries from the public and back-up services in the form
of telephones, visual display units and smicrofilm would be available. The
CEQ would therefore provide a better service to the public while reducing
the disruption caused by callers in tax offices.

8.18  The CEO, as proposed, is primarily aimed at PAYE taxpavers who
make the greatest number of enquiries to tax offices. Under our proposals
for simphfication of the tax svstem. complicated allowances and reliefs
would be removed and the vast majority of PAYE taxpavers would pay
tax at the single rate. Hence. the number of callers would be reduced but
some taxpavers would still need assistance. The CEQ would provide a
readily accessible oftice for PAYE callers and self-assessed taxpayers need-
ing help to complete their returns,

8.19  We endorsc the proposal to establish a Central Enquiry Office in
Dublin. In the light of the experience of the operation of a CEQ in Dublin.
consideration should be given to opening similar offices in other large
centres of population, where the volume of demand would appear to justfy
such a course.

Forms and Publications

8.20 We have seen that our proposals for reform of the tax system,
especially VAT, offer scope for a simplification of the information required
in returns. A lot more could be achicved by consistent uncluttered presen-
tation, clearer form description and titles, the use of standard type face and
paper and improved layout to allow completion by typewriter or small
computer. Too often, forms are designed to meet the requirements of the
Revenue Commissioners and not the needs of the traders. The material
1ssued to an employer when he registers initially for PAYE is intimidating
in its volume and complexity. Some progress has been made in this area
but further improvement would meet a real need. Consultation wich
business and trade associations is necessary. We consider that this is best
done on an informal basis with the accountancy bodics, tax pracritioners
and the business community generally.

8.21 Tax forms and explanatory leaflets should be available in Post

© Offices. We also think tax forms should be issued in duplicate to enable
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the taxpayer to keep more easily a copy of any return made to the Revenue
Commissioners.

8.22 A simplification of the booklets and guides published by the Revenue
Commissioners would also be very helpful. There is the problem of
accurately expressing complex legal provisions in simple terms; we recog-
nisc that a balance has to be maintained between being simple and being
accurare bur it scems to us that simplicity 1s accorded too low a priority.
Greater clarity is attainable and could be best acineved by employing expert
writers rather than tax experts to produce tax guides. Taxpayers and traders
understand that the guides are not intended to be a substitute for legislation
or statntory reguiations.

8.23  The Revenue Commissioners produce one comprehensive guide for
cach tax and some addinonal publications are avalable. We see merit in
having a comprehensive guide to PAYE and VAT but there 15 a need for
more specialist publications aimed at the small trader or entreprencur setting
up a new business.®

8.24 It would also be useful to have specialist publications to help edu-
cators to prepare students for their tax responsibilitics through a programme
m schools. Such a programme could examine not only the mechanics of
preparing a tax return but also the theory and foundations of the concept
of taxation with a view to improving voluntary compliance.

8.25 Finally, in their dealings with taxpayers and in particular with the
business community, the Revenue Commissioners should continue to be
aware of the changes which are occurring in commercial and accounting
procedures and practices because of new technology. Already, some PAYE
returns are accepted by the Revenue Commissioners in a computerised
form. The facilities for accepting returns in this way should be extended.
The obligation to keep certain records, for example, invoices or other
supporting records, should be satsfied by microfilm records or records in
other new technology forms.

Parliamentary Questions

8.26  Inrelation to their dealings with the Revenue Commissioners, some
taxpayers seck the assistance of Dail Deputies. These in consequence may
put down parliamentary questions. The extent to which this arises is
shown in Table 9 which gives the total number of parliamentary questions
answered on individual cases in 1984.

*A very good example of what can be done in this arca is “Your Own Business — a guide to
setting up and running a small firm’, published by the Induserial Development Authority.
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TABLE 9

Parliamentary Questions in Individual Cases, 1984

No. of

Tax Questions
Income tax 178
Value-added tax 29
Customs and excise duties 18
Stamp dulies 2
Capital gains tax 1
Capital acquisitions tax ! 1

Total 229

Source: Department of = nance and tre Revenue Commissoners

The total number of questions put down in individual cases is increasing
rapidly. The estimated number of such questions in 1981 was only seventy.

8.27 The procedures which must be followed in preparing replies to
parhamentary questions are cumbersome and involve considerable adminis-
wrative cttore, partcularly tor guesnons which require oral answers, The
Revenue Commussioners told us that

“the cost of preparing answers varies considerably from question te
question depending on the matters raised. A rough estimate of the cost
would suggest 2 range of £30) to {707 ¢

8.28  We consider that there arc undesirable aspects to raising questions
in the Ddif regarding the affairs of individual taxpavers. It is inappropriate
for the following reasons. Firstly, the Minister for Finance has no responsi-
bility for individual cascs as this is devolved on the Revenue Comimnissioners
under the ‘care and management’ provisions. He shouid not be held
accountable in these cases. Secondly, there are adequate procedures designed
to safeguard taxpavers from maladministration. The taxpaver can appeal
to the Appeal Commissioners and the courts on questions of law and fact
or to the Ombudsman where maladministration is concerned. Thirdly.
under rules of contidentiality, the Revenue Commissioners should not

disclose the taxpaver's aftfairs to the Minister for Finance and officials of

his Department.

Recommendations
8.29  We make the tollowing recommendarions;

1. Every cttort should be made to reduce compliance costs by simplity-
ing the tax svstem. tax forms and procedures.

"Memorandum of 16 April. 1985.
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When devising forms, the Revenue Commissioners should take
account of the needs of traders by presenting forms 1n a clear
manner.

A range of specialist publications should be produced for small
traders and people starting new businesses and for the classroom to
prepare students for their tax responsibiliics and to encourage
voluntary compliance. These publications should be produced by
expert writers. subject to the approval ot the Revenue Com-
MISSIONCTS.

The scope for accepting PAYE and VAT returns and other infor-
mation in a computerised form should be extended and the obhi-
gations on traders 1o maintaln supporting records, such as mvorces,
should be satisticd by records held in nesw torms, such as micro
filn.

A Cenrtral Enquiry Ottice should be set up in Dublin. In the hght
of the experience ot the operation of a CEO 1 Dubling consideration
should be given to opening simlar otfices i other large centres of
population where the volume of demand would appear to justify
such a course,

A Cfreefone’ svstem should be set up to enable taapayers to contact
the Revenue Commuissioners fronm anywhere in the country for the
price of a local call.
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Tax Evasion and Avoidance




CHAPTER 9

PUBLIC PERCEPTIONS OF TAX
EVASION

Introduction

9.1 In our discussions we have frequenty come across the problems of
tax ovasion (dlegal understatement of tax babilitv, tor example. by ot
declaring all mcome; and tax avordanee degal reductiion of tax liabilie, tor
example, by arranging to receive mcome o those forms which are least
taxed}. These are vexed problems. sometimes confused. by no mcans
Lul;\.JLlL vo 1 taind gind Hioi sevitis 1o be a wade )}..i\.d.\.}l. il'lli..fu..\a;\,)il hiat 1}]\.}
are getting more severe, We wish to disunguish beoween avoldance and
evasion, so we deal with them separately in the following two chapters.

Public Perceptions

9.2 In many of our submissions and discussions we received complaints
about individuals and groups not paving their fair share of tax. Anecdotal
evidence of evasion abounds. The tax svstem’s credibility also has suftered
from press reports of companies and ndeed statc-owned enterprises not
making PAYE and VAT remittances on ume and more trequent legal or
commercial evidence of tax default, There also seems to be resentment of
legitimate use of mcentive reliefs when nstitutions or individuals with
targe incomes are seen to pay little tax. Yet, at the same time, ‘penal’ rates
of tax were quoted to us as a justification for attempts to avoid or evade
rax and we were told of a general falling off in standards of "tax honesty”,

9.3 There 1s some limited survey evidence of Irish attitudes to these
matters. Tabie 10 shows the results of a J981 survev. suggesting that the
Irish take a laxer view of tax evaston than do other European countries and
that disapproval of evasion is less than for other forms of civil dishonesty.
However. the tigures mdicate general disapproval of tax evasion.
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TABLE 10

Attitudes to Tax Evasion and Other Forms of Civic Dishonesty — Permissiveness Scores’

Republic
of h{?ggﬁén Britain | All Europe

Ireland
Cheating on Tax 3.35 2.86 2.69 264
Avoid Paying Fare on Public Transport 249 179 ) 206 . 214
Claim State Benefits: not Entitled 83 1 156 . 167 1 2m2
Brbery .n Course of Duties 150 131 e e
Average 229 | 188 | 201 | 218

'Question: whether each form of conduct can be justified. atways iscore 100, never iscore 1]
or something in between.

Source: Irish Values and Attitudes: The Irish Report of the European Values Systems Study
Domimican Publications 1984. Table 7 ib) 1)

94 The Irish attitudes are broken down by age group and shown in

Table 11, The vounger a person s, the more tolerant is the view of tax
evasion.

TABLE 11

Irish Attitudes to Tax Evasion and Other Forms of Civic Dishonesty — Permissiveness
Scores by Age

Age Group 1824 | 2534 | 35-44 | 45-54 | 55-64 | 65-74 | Tb+
Cheating on Tax 405 | 336 | 338 | 338 | 302 265 | 2.1
Avoid Paying Fare on Public Transport 319 | 264 | 244 |1 2241 203|188} 180
Claim State Benefits: not Entitled 227|170 1187 | 168 | 182 | 174 138
Bribery in Course of Duties 1751144 1 149 | 144 | 1410 141 | 128
Average 282 1229|230 219 202 | 1921 184

Source: Table 8 (b} (i).

9.5 A more limited survey was carried out in the spring of 1983 on a
sample of adults registered for evening classes in the Commerce Faculty of
University College, Dublin.' The study concluded that

“policy directed against tax evasion should urgencly address the com-
plex issues of tax ethics and the perceived nequity of the taxation
system. Tax evasion could primarily be a reflection of low moral
standards throughout society. If this is true it may be argued that
control of tax evasion transcends the power and competence of the tax
authorities. If perceived inequity generates the motivation to evade.
but if these perceptions are incorrect, then government policy should
be directed towards correcting these perceptions. On the other hand.
it the perceptions of inequity are accurate and supported by economic
reality, then government must urgently redistribute the burden of

"Tax Evasion: An Empirical Studv of Taxpayers’ Behaviour Peter ). Clark and Joseph
Mahoney. Journal of Inish Business and Administrative Rescarch. Vol 6 No. 2. Ocrober. 1984,
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taxation in a more equitable manner and therefore reform our taxation
system. The perceived probability of being detected was not found to
be a deterring factor in the noncompliance decision. This suggests that
the absolute probability of being caught as a tax evader is extremely
low which is reflected by the respondents’ perceptions at the time of
the study.”

Conclusion

Y.6 We have presented the evidence above asatis the most balanced we
have come across. However. while there is a general problem ot attitudes
and perceptions, the survey evidence dues not allow exploranion ot the root
causes of the problems. Nevertheless, 1t is clear that apparent injustices
strike some people particularly hard.
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CHAPTER 10
TAX EVASION

Introduction

10,1 We recall that tax evasion 1s an illegal understatement ot income or
assets or overstatenient ot allowances in an attempt to escape pavment ot
tax. [t ranges trom deliberate errors or omission to concealment. talse
declarations and major traud. Tt excludes tax which is not paid for any
reason onee Habilios Tras been established: thar is o collection problem
we deal with it in Chapter 15.

1.2 We have noted the public concern about tax evasion and the pereep-
tion that it is widespread and mereasing. In this chapter we give a lirtie
more background and then outline the measures taken by the Revenue
Commissioners to control evasion. We conclude that irﬁprovcd audit
arrangements could increase the detection of evasion and hence control it
more effectively. Penalties for tax evasion are considered in Chapter 13.

The Administrative Background

10.3 The dithiculties of quantifving the amount of tax evasion were noted
by the Revenue Commissioners in evidence to the Commission on Income
I'axation in 1939 as follows:

“Sice evasion impiies concealment it will be appreciated that a reliable
estimate of the extent to which evasion is practised is not feasible.
References to tax evasion are heard from time to time, and occasionally
even an estimate of its magnitude will be offered, but statements of
this kind cannot be property judged in the absence of evidence: and
turthermore pu)pln are liable to confuse favoured treatment under tax
law with evasion,

10,4 Despite the lack of clear evidence about the extent of evasion. the

‘Cormnussion on Income Taxation, Seventh Repore, Pr 6381 para. 267,
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subject has worried Ministers for Finance over the last decade. In the 1973
Budget Statement, the Minister said

“As far back as 1962, the Commission on Income Taxation referred.
in their seventh report, to the belief that evasion was widespread. This
belief is probably even more generally held today, and has serious
psvchological as well as revenue consequences in that it tends to create
a climate where evasion becomes sociallyv acceptable. Steps have been
raken 1 recent vears to counter evasion. Phese have not, however.
proved adequate to deal with the problem. and further comprehensive
provisions to ensure that the burden of the tax will fall more equitably
are being studied.

10,5 In January, 1976, the Mimister tor Finance announced the launching
of an even more rigorous anti-evasion operation by the Revenue Com-
misstoners, Under this campatgn, a special stath unit was sct up to oversee
the anti-evasion drive and to devise new procedures to pursuc rax detauleers.
Cases which appeared to warrant special attention were to be subject to
intensive investigation and where evidence was tound ot tax evasion, the
otfenders were to be brought to court and prosccuted. In furure there was
to be no question, in serious evasion cases. of allowing an option tor a
fnancial settement out of court.

10.6 Ininaugurating the new regime, the Minister announced an amnesty
to allow

“those who have detaulted in the past a last chance to put themselves
right with the law so they can start the future with a slate wiped
clean”.?

10,7  The amnesty was made available to tax defaulters who, within a
strictly limited period of three months

(1) discloscd to the Revenue Commussioners the fact that they had
been understating their incomes,

{11} detailed the manner and extent of all their evasions,

(iii) produced full details of their assets, deposits and other holdings,
and

(iv) made a substantial pavment on account of the tax evaded.

10.8  The Revenue Commissioners told us that the 1976 amnesty was a
tailure.

‘Budget Speech. 16 May, 1973,
“Budget Speech. 28 January, 1976
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10.9 By 1979, the Minister conceded that anti-evasion measures

“are proving inadequate and it is clear that existing Revenue staff
resources are not sufficient to deal with the problem. I am therefore
making provision for a substantial strengthening of the staffing of the
Revenue Commissioners in order to enable them to mount an effective
and comprehensive attack on evasion. The campaign will include such
measures as examination in depth of particular accounts and. where
there are indications of evasion. reconciling them with the general
state of the business and the taxpaver’s life style. Evasion will also be
tollowed up more intensivelv in the case of PAYE and VAT. In
future, more emphasis will be placed on legal proceedings, rather than
compromuse action, where the making of false returns is uncovered™

10,10 In 1981, the Minister for Finance was able to report that the new
resources enabled the Revenue Commissioners o strengthen their srafts,
particularly in the tax districts where counter-evasion is part of the dayv’s
work. Specialist divisions were also set up to deal with the more difficult
cases. The Mimster went on to say that

“In the past year, the number of staff — inspectors and accountants
— attached to the Taxes Investigation Branch has been doubled and
the number of cases referred to that Branch for investigation has

doubled also.

“The special enquiry units set up in 1979 to seek out those not
already on record brought in 14,000 cases and the remainder arc under
investigation. In 1979 alone, £2.75 million was recovered in back duty.
Court proceedings were initiated in over 900 cases, the majority
for failure to make returns. Penalty proceedings in connection with
underpayments of tax were taken in a number of cases’.®

10.11  In 1983, the Minister noted that while it was not possible to estimate
the precise extent of evasion, it was evident that it was widespread. He
announced a number of new provisions to deal with the problem. These
were

(1) the provision of a term of imprisonment of up to two years, in
addition or as an alternative to a heavy monetary penalty, on
conviction or indictment for major tax offences involving deliberate

fraud,
(11) the requirement to disclose the purchase and sale of government

securitics in tax returns and for nominee holders of such securities to

‘Budget Speech, 7 February, 1979.
*Budget Speech, 28 January, 1981
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disclose particulars of transactions to the Revenue Commissioners,
and

(i) a reduction in the disclosure limit for bank interest from £70 to
£50.

10.12  The Minister also announced that, in future, the Revenue Com-
misstoners would publish annually a list of persons and companics who
lad been convicted of a tax offence or with whom scerdements had been
reached 1n the larger back-duty cases mvolving detault by the raxpaver,
Publication would not be made where settlements were made and agreed
amounts paid before the end of 1983 or where there was a full and voluntary
disclosure in advance of any investigation. The first list of evaders was

published in 1983,

The Extent of the Problem

10,13, No otticial estimates of the size of tax cvasion in lIrcland are
available. A widely quoted estimate of the size of the black economy in the
United Kingdom 1s that of Sir William Pile. then Chairman ot the Board
of Inland Revenue, who told the Expenditure Committee ot the House of
Commons that 1t was “"not implausible’ that undeclared income might
amount to some 73 per cent of gross domestic product in 1977. If applied
to Ireland. such an estimate would imply that income was underdeclared
in 1984 by £1,200 million. Ata 30 per cent tax rate, this would be equivalent
to 23 per cent of GNP and about one third of the current budget deficit.

10.14  In the United States, the Internal Revenue Service has attempted
to estimate the amount of unreported income in that country. Under its
Taxpayer Compliance Measurement Programme, the Internal Revenue
Service uses information from detadled audits of selected taxpavers to
analvse the characteristics of those who are likely to conceal income.
The primary purpose 15 to facilitate computer selection of taxpayers for
subsequent audit but an incidental merit 15 the capacity to estimate the
additional revenue which could be raised from all taxpavers if their affairs
were subject to this degree of scrutiny. The study concludes that between
91 per cent and 94 per cent of income from legal sources in the United
States 1s reported.

10.15  The concealment of 6 to @ per cent of income does not include an
additional 2 to 3 per cent ot income trom illegal sources. the bulk of which
relates to trathic in drugs. Of legal but unreported incomes, somewhat less
than halt relates to self-employment, one quarter to investment income
{for which withholding provisions are more hmited than in Ireland) and
the remainder to incomes from employment. About one-third of additional
income attributed to taxpavers relates to deductions (of which the United
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States’ tax code provides a wide range) which do not survive detailed
scrutiny.

10,16 Experience in the United States confirms that voluntary reporting
of income is very high where incomes are subject to withholding taxes.
Voluntary reporting is lower where income paid to recipients is reported
by third parties but 1t 15 still considerably better than where incomes are
subject to neither withholdmy nor information reportng.

Administrative Data

10,17 - Administrative data are sometimes used to assess trends in evasion
but the results can be musleading because changes may result from changes
i detecnon methods, in the tax structure or 1 the extent of evasion.
However. the mtormation also gives some insight into the present detection
ArTANZCINCNts.

1018 The Revenue Commissioners publish in their Annual Reports an
increasing volume of nformation about their enforcement activities, We
reproduce some of this in the following rables. Table 12 shows the growth
m detections of customs and excise offences,

TABLE 12

Customs and Excise Offences

Year Seizures for Smuggling lllegal Use of Rebated O
1975 2,904 634

1976 2,357 541

1977 2,937 244

1978 3.475 379*

1979 2827 755

1980 3,711 760

1981 4,089 1,381

1982 4,747 1,600

Source: Annual Reports of the Revenue Commissioners.

*The figures for 1978 and subsequent years refer to total detections of illegal use of rebated
cil. The figures for eariier years refer to the number of convictions.

10.19  The number of seizures for smuggling doubled in the six vears to
1982 but the overall level of scizures of thirteen per day in 1982 does nor,
of itself, indicate that smuggling is a serious problem. However, the average
duty-paid value of seizures at the border of £1,475 for 1983, compared with
£217 elsewhere, is an indication of a more serious problem at the land
frontier with Northern Ireland. There has also beeen substantial growth in
the number of cases detected of illegal use of rebated oil commonly known
as ‘red diesel’. In 1982, this was over four times its 1978 level.
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10.20 Table 13 gives details of back-duty settlements in relation to income
tax and corporation tax. An amnesty was announced in 1976. This offered
freedom from prosecution and penalties to defaulters who, within three
months, made a full disclosure of their default and a substantial payment
on account of tax evaded. Amnesty cases are identified separately.

TABLE 13

Back-Duty Settlements for Income Tax and Corporation Tax

T

I o0 whien
‘ ‘ Penalties and
Interest Amrnesty

|

‘ ‘ : % of | i

| Cases ' Settlorent Tets 0 Cases Setler-ert

‘Year | Completed]  £000s £000s \ Tax Due Comoletedl £000s

1973 208 E10.6 662 0 22 | i
1970 i 102 ‘ 8330.8 131 187 \ i
‘976 i 109 | 89t 3 1265 1 168 | i 765
‘977 | 158 I 12199 22711 379 | 145 : 225
“3vE ; ot} CoiGiZo 9370 4tz ’ 477
1879 | 96 25184 5563 284 ‘ 24 . 240
1980 ! 107 ;1he68 4295 | 368 3 ‘ 8
1981 9y 1,446 1 4266 | 418 4 i 101
10972 08 3r7%E4 cEeqc ) 47T : 3

/ ¢
[P o4 (e .

Saurce. Annval Reports of the Revenue Commissioners

Notes 1. Settements nclude payments on account of £226.000
2 The figures for 1973 relate tc the vear ended 31 Marcn 1973, all other figures are
for calander vears

10.21  In 1981, back-duty sertlements for value-added tax were identified
separately for the first time. In that vear. forty two cases were completed.
The amount involved in settdement of the cases was £1.25 million which
mcluded 174,000 in penalues and interest charges (13,9 per cent of the
total seeclement). Thirty two cases were completed in 1982 vielding £2.5
mullion. The addinon for penalties was 12.6 per cent.

10.22 A number ot'mteresting teatures is clear from Table 13:

{1) the number of back-duty cases completed in 1982 was about half
the number completed in 1973,

() the proportion of the total final settdements accounted for by
penalties and interest has increased verv substantially i recent
vears. suggesting that the Revenue Commissioners have adopted
a much tougher approach in relation to tax evasion. and

i) the teral value of sertlements rose by almost 30 per cent in real
terms between 1976 and 1982 but declined by over one-third from
the exceptionally high figurc m 1978,
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10.23 A unit to audit operation of PAYE by employers was set up in mid
1979. Details regarding the operation of this unit are in Table 14.

TABLE 14
PAYE Audits

record for tax. The number of new cases not previously on record identified
by these units is in Table 16.

TABLE 16

New Cases Identified by Special Enquiry Units

’ % of Registered Employers Year Number of Cases
Year Ended ! No. of Audts Audited Average Settlerent” 1579 5 145
| F 1age 10284
May 1982 | 3.669 & 3276 1981 7,664
May 1983 | 4,088 a4 7,802 1982 4,268
May, 1984 | 3,900 41 6219 1983 2245
Source. Tre Revenue Comrm.ssioners Total 29,586

Notes: 1. Many of the settlements cover g period of more than one tax year.

[f the cases in which settlements are reached are representative of emplovers
as a whole. the total amount of PAYE recoverable by comprehensive audits
would be ¥578 million in respect of the period covered by the settlements.
However, the yield of PAYE is highly concentrated in that 70 per cent of
the vield arises from six hundred and fifty cmployers (less than 1 per cent).
Therefore. care must be exercised in drawing conclusions based on average
settlements.

10.24 The yield from VAT audits is shown m Table 15.

TABLE 15

Yield from VAT Audits

Source. Annual Reports of the Revenue Cammiss-oners

Most ot these cases {about Y0 per cent) were traders representing a wide
range ot acuvitics and the remainder were persons engaged in professions
and vocations. The 1981 Revenue Commissioners’ Repert states in relation
to these cases that

“the outcome in these cases will depend upon their individual circum-
stances but, in a number of instances, there will be liability tor earlier
vears and 1Cis anticipated that some cases will require to be examined
in depth by the Investigation Branch™.®

10.27  Not all cases of evasion which come to light are referred to the
Investigation Branch and included i back-duty figures. However, if eva-
sion 1s taking place on any substantial scale, the figures suggest that the

Year Yield as % of Total Net Receipt of VAT possibility of being caught is relatively small. The figure of just over £2

Em million for recovery in 1982 of tax evaded” translates into an income figure
:gg? ;Zg 43173 of £5.9 million, assuming an average rate of tax of 35 per cent. If evasion
1982 344 15 in 1981 amounted to 5 per cent of national income, the probability of being
1983 716 6.0 caught would be about ene in a hundred. If it is assumed that tax evasion is
1984 69 ] o] confined to non-agricultural, non-employee remuncration and that evasion

Source: The Revenue Commissioners.

10.25  We were informed by the Revenue Commissioners that a significant
proportion of the yield from VAT audits does not reflect non-compliance.
It represents adjustments made in the method of calculating hability arising
from errors made by accountable persons which are attributable to the
complexity of the system. In addition to the underpayments shown in
Tables 14 and 15 further VAT and PAYE underpayments amounting to
£17.9 million were detected by the Anti Evasion (Audit) Branch in the four
vears to 1983,

10.26  Also, in 1979, the Revenue Commissioners estahlished special
enquiry units in Dublin and the provinces to uncover liable petrsons not on

amounts to 1 per cent of such income, the chances of being caught are
about one in two. Since evasion is not confined to this type of income, on
the assumption made about the extent of evasion, the chances of detection
are even less. This analysis suggests that unless evasion is trivial, there is a
clear need to increase the probability of detection.

Tackling Evasion
10.28  The Revenue Commissioners have two methods of curbing eva-

ston. The first is to use to the best advantage, in the routine examination

“Annual Report of the Revenue Commissioners. 1981, pl 1437 p. 42,
“See Table 13. The tax evaded. excluding penalties and interest, was £2.081 millicn.
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of cases, all the information already in their possession. The second is to
increase the proportion of their resources applied to investigative work and
to deploy this as eftectively as possible.

10.29  We have not examined the organisational structure of the Revenue
Commissioners. However, we are aware that different sections deal with
the various tax hcads such as VAT, PAYE/PRSI, corporation tax and
meome tax of the directors or proprictors of « single business entirv. The
existence of ditterent sections dealing wirh ditterent elements of a case mav
hinder rather than help control and anti-cvasion work. Lack of cffective
communication could result in one section not fully understanding or
appreciating the significance of informadon being sought by the other
section. At present. outdoor visits o traders’ premises are largely contined
to VAT and PAYE audits. Under our proposals tor selt-assessment, there
would also be visits to traders” premises to verify income tax and corpor-
ation tax returns. It would be extremely irritating and expensive for a
taxpayer to have separate visits in respect of cach different tax head. Tt
would also be incfficient use of staff resources. We consider thar there is 4
prima facie case for closer integration of VAT, employers’ liability to remit
PAYE and PRSL tax on directors” remuncration, capital gains tax and
corporation tax in the case ot limited companies and the corresponding
tax heads tor self-emploved persons. We recommend that the Revenue
Commuissioners give serious consideration to a re-organisation of their
structures on these lines,

10.30 It also seems to us that too great a proportion of the resources of
the Revenue Commissioners 1s being devoted to routine processing of the
cases of taxpayers who are generally compliant. Hence too little attention
can be devoted to persistent defaulters. A simplified tax code and self-
assessment would help here. They would allow greater attention to be
paid to critical examination of the affairs of a relatively small number of
taxpayers. These critical examinations should be integrated, taking account
of all aspects of a taxpayer’s affairs, including PAYE and VAT liability,

10.31  On the general question of redeploying staff, we recognise that the
direct yields in terms of tax, although extremely important, should not be
the sole criterion in determining the allocation of investigative resourees.
Account must be taken of the unquantifiable deterrent effect of being seen
to be active against all forms of tax evasion and non-compliance,

10.32 " Finally. the penalties for tax offences have to be high enough to be
a deterrent but realistic enough to ensure that they are enforced. Ideally,
all penalties should be imposed automatically, subject to a right of appeal.
Our proposals for penalties for tax offences are in Chapter 13.
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Conclusion

10.33 We are convinced by a variety of partial indicators that tax evasion
results in serious revenue losses. The evidence of the Revenue Com-
missioners shows 1t to be a problem in certain areas. Yet, the possibility of
being caught seems relatively low. There is a clear need to increase the
probability of detection.

10,34 W believe that o s the pubhic mterest to estabhish the degree ot
tax cvasion that 1s detectable by applying a consistent and rehable method
of scrutny at a given level. This could be done along the lines of the
Taxpaver COInp]ianCC Mcasurement Programme in the United States.

Recommendations

{0.35 In rhe context of the need o deal with tax ovasion. we stress the
necessity of implementing those proposals we have made to simplity the
svstem, broaden the tax base and reduce rax rates. This would free
!'L’sourt"cs. now engaged n dess productive work, for ant-evasion duties.
We make the following recommendations:

1. The Revenue Commissioners should undertake. as a matter of
urgency. a valid statistical survey on the lines of the Taxpaver
Compliance Measurement Programme in the Umited States to
ascertain the level of detectable tax evasion and the characteristics
of tax evaders. The results of this survey should be published.

1o

The Revenue Commissioners should consider reorganising their
structures to ensure closer integration of VAT, employers’ PAYE
and PRSI, taxation of directors’ remuneration, capital gains tax
and corporation tax in the case of limited companies and the
corresponding tax heads in the case of selt-employed persons.
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CHAPTER 11
TAX AVOIDANCE

Introduction

i1.1 There are many views on what constitutes tax avoidance. For exam-
ple. 1t is possible to reduce or remove tax liability by choosing among
pertectly acceprable tax rehefs and incentives or even by refraining from
consuming a taxed product. However. for purposes ot this report we define
tax avoidance as the minimisation of tax liability through taking advantage
ot some provision or lack of provision in the law in circumstances other
than that perceived to be intended by the legislature. Since tax avoidance
1s taking advantage ot opportunitics provided by the law. it excludes fraud.
concealment or other illegal measures.

11.2 Tax avoidance flourishes when large differences in rax liability rest
on fine legal distinctions. The most effective way of dealing with avoidance
1s to simplify the tax code, as outlined in our previous reports. Nonetheless,
we consider some other issues, including the introduction of a general
power for the Revenue Commissioners to disregard legal transactions
aimed at avoiding tax and whether or not anti-avoidance legislation should
have retrospective effect.

The Context

11.3  The present tax system of high nominal rates of tax, different tax
treatment of income earned or expenditure made in different ways and a
multiplicity of special exemptions and reliefs creates the ideal environment
for tax avoidance. High nominal rates encourage efforts to minimise
taxation. The existence in the law of alternative treatments of income not
only affords the opportunity for tax planning but makes it necessary.

11.4 Our proposals for tax reform in Ireland involve a new approach. We
have recommended a comprehensive definition of income under which all
income, no matter how it is earned, would be taxed at the same rate.
Irrelevant distinctions about how it accrues would be avoided. Rates of tax
would be much lower. Incentives would be given directly rather than

156

tax-based. Under such a system, the scope for tax avoidance would be
significantly reduced. Lower marginal tax rates would prove effective
against tax avoidance, especially in the upper income groups. We believe
that the introduction of such a system is the only means of controlling tax
avoldance.

Official Attitudes to Avoidance

1.5 A major stacement ot the otticial atntude to tax averdance was made
m the 1931 Budger Statement. This went so far bevond previous official
atritudes that 1t deserves to be quoted in full.

“Tax avoidance and fax evasion are subjects which arouse strong
condemnation m the general body of taxpavers, who rightly condemn
such activities which clearly operate to their detriment. Sometimes.
much is made of the legal disunction between these nwo arcas, tax
cvasion being detined as a straight-forward breach of the tax law while
tax avordance 15 a carctul and well-planned exploitation of that law
and is detended on the ground that che letter of the law 1s not breached.
As has been stated before, the margin between avoidance and evasion
m many cases is no more than hairline. This is particularly so where
the device used by the rax avoider mvolves the use of artificial and
legalistic arrangements which serve no economic or commercial pur-
pose but are entered into for the sole purpose of avoiding tax. There
i no justification for ambivalent thinking on this subject. The taxes
payable are imposed in the name of the community and arce expended
on purposes determined by the community in a democratic process.

“Whatever merit the distinction between evasion and avoidance may
carry in law, it carries none for the general body of taxpayers who
must bear, In addition to their own share of the total tax burden, that
part of the tax load of which the evader and the avoider have divested
themselves™.!

11.6 The Minister for Finance went on to threaten that in future anti-
avoidance provisions would have retrospective effect.

"A major problem in relation to tax avoidance schemes is that, tra-
ditionally, the corrective legislation applies only from a current date,
so that the tax avoider will already have secured the benefit of his
avoldance devices for an extended period. Fam concerned that greater
control should be exercised to ensure that our taxation systein is not
subjected to this abuse. [ would advise tax planners and tax avoiders

'Budget Speech., 28 January. 1981,
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that they should not assume that future anti-avoidance legislation will

mnvariably apply from a current date”.?

11.7 The threat of retrospective legislation was repeated in the 1983
Budget Statement:

“Tax avoidance has become a veritable industry in its own right and
it is clear that there is a considerable loss of revenue from artificial
transacuions designed 1o avoid rax, Tax planners who engage in these
activities can expect that greater attenuion will be wiy Cu i future o
closing ott loopholes which they exploit. They would be unwise to
assumic that anti-avoidance legislation will invariably apply from 4
current date only™ .- ’

Attitude of the Courts Towards Tax Avoidance

1.8 Before examining the proper legislative approach to tax avordance .
we consider the attitude of the courts o the subject. The traditional judicial
approach to the determination of tax Hability is to determine

(i) the meaning of the law in accordance with certain well-established
rules of construction, and

(1) the true legal ettect of the taxpaver's transactions and arraneements

and then decide whether they fall within the scope of the law.

11.9 The eftect of this rraditional judicial approach to taxation is to favour
the taxpayer who carefully arranges his affairs so as to bring his gains
outside the scope of the tax law which he expects will be strictly and
hicerally interpreted by the courts.* However, it works against the unwary
taxpayer who runs foul of a technical provision. He may incur a tax liability
which was never intended. /

1110 Since 1935, the principle in the Westminister decision has formed
the cornerstone of tax planning. However, a new approach has evolved in
recent years, following a series of decisions by the House of Lords in
Britain. This new approach, while not fully overruling the Westminister
case, has been described as an ‘emerging principle’. The judge in one key
case summed up the situation as follows: {

"I shall attempt no exhaustive exposition of all the criteria by which,
for the purpose L suggest, form and substance are to be distinguished.
Once a basic doctrine of form and substance is accepted, the drawing

“Budget Speech, 28 January, 1981,
“Budger Speech, 9 February, 1983,
‘Established in the Duke of Westminister case i 1933,
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of precise boundaries will need to be worked out on a case by case
basis. . .. 7.3

11.11 Tt is not clear what the attitudes of the Irish courts will be to the
issues arising in the House of Lord’s decisions. These will not emerge until
similar cases are brought to the Irish courts,

Attitude of the Legislature to Tax Avoidance

11.12 Inthe tinal analysis, action to counter tax avoidance is the responsi-
bility of the legislature. There are four main approaches possible:

() tire specific approach envisages enactiment ot provisions which ident-
i) die spec ges en
iy with precision the type of transaction to be dealt with and
prescribes exactly the tax consequences of such a transaction,

(1) the 'travsactions ot at arm's length” approach may be applied where
the parties to particular transactions are not dealing with cach other
at arm’s fength and dhere s scope o alter the tay consequences of
the transactions as a result.

(113) the administraiive conrrol approach contemplates the grant ot wide
powers o an offiaal or admimstrative body in order to countear
tax avoidance transactions, and

(iv) the 'general’ approach involves the enactment of a broadlv framed
provision which imposes tax on transactions defined in a general
way.

The Specific Approach

11.13  Most of the anti-avoidance provisions in tax law arc specific. This
approach has a number of advantages. Firstly, it may be held that a
taxpaver's liability should be tmposed in exphcit terms by the Oireachras
and this does not happen where control of tax avoidance 1s governed by
general prohibitions or departmental discretion. Secondly, where specific
provisions are enacted, they produce certainty in the law, If they are found
to be inadequate they can be amended. Thirdly, it may be argued that
specific provisions are adequate to deal with most forms of tax avoidance
and that thev may be supplemented by court decisions.

t1.14  The problem with the specific approach is that it is impossible to
foresee every schenmie of tax avoidance. so avoidance can never be prevented
totatlv. Indeed. poor drafting of the law can open new loopholes or extend
the law to situations which were not meant to be included. One inherent

*Furniss v Dawson [1984] STC 133, 139,




difficulty is thar the use of specific language assists the potential avoider
because it defines the problem for him. This may give rise to a tendency
to use more vague language in an attempt to cover unforseen situations,
yet more vague language is the antithesis of the specific approach. Another
problem of the specific approach is that it leads to a great deal of anti-
avoidance legislation and this is responsible for much of the length and
obscurity of tax law.

HLI5 A specitic approach may not alwavs be wholly effective. This is
mevitable, grven the complexity of the existing svstem. Unless the basic
problem is tackled by ensuring that the same tax is charged on income.
however it accrues, specific anti-avoidance measures are doomed to failure
cven though isolated successes may occur.

The Transactions At Arm’s Length Approach

I1.16 Animportant element of tax avoidance, mainlv relevant in the field
of business income, arises where the parties with a common cconomic
mterest arrange transactions t reduce their joint tax liabiliey. Persons m
such circumstances are said not to deal with each other “at arm's length’,

1117 The Finance (Miscellancous Provisions) Act. 1968 contains ¢ definie
ton of ‘connected persons’ which is also incorporated into a number of
other provisions of tax law. The definition of what constitutes a connected
person is very wide and includes spouses, close relatives, in-laws, trustecs.
partners and controlled companies.

11.18  Under the proposals made in our first report for reform of the tax
system, there would be much less need for special provisions dealing with
transactions not at ‘arm’s length.” In the first place, transactions within a
family unit would be free of tax and the income received by all members
of a family unit would be aggregated for tax purposes. This would eliminate
the need for some of the provisions or at least would reduce the scope
of their application. Secondly, the single rate of tax on companics and
individuals, together with a full imputation system of company taxation,
would remove the need for much of the close company anti-avoidance
legislation. Despite this, some probiems would remain and it would be
necessary to retain provisions to deal with transactions or arrangements
between persons not dealing with each other at arm’s length. Such pro-
vIsions arc a necessary complement to the specific approach to tax-avoid-
ance.

The Administrative Control Approach

11.19 In some countries, the Revenue authorities are given discretionary
anti-avoidance powers for a variety of purposes which may be subject to
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supervision by the courts. To take an Irish example, Section 530 of the
Income Tax Act (since repealed) provided that

“With a view to preventing the avoidance of the payment of tax at the
higher rates through the witholding from distribution of income of a
company which would otherwise be distributed, it is hereby ¢nacted
that where it appears to the Revenue Commissioners that any company to
which this section applies has not, within a reasonable time after the
end of any vear .. distributed to 1ts members L d redasenable
part ot its actual mcome trom all sources . ... the Commissioners
may . . . . direct that tor purposes of assessment to tax, the said income
of the company shall . . . be deemed to be the income of the members
and the amount thereot shall be apportioned among the members. ™

11.20 In exercising thar power to make “sur-tax directions’, the Revenue
Commissioners were to have regard not only to the current requirements
ot the business but also to “such other requirements as mayv be necessary
or advisable tor the mamtenance and development™ of the business.

1121 We consider that such discretionary powers are highly undesirable.
Where they exist, taxpavers cannot be certain that they will be judged by
the same standard as other taxpavers. There is no guarantee that such
powers would not be used in an arbitrary fashion. We recommend against
any attempt to control tax avoidance by extending the discretionary powers
of the Revenue Commissioners.

The General Approach

11.22  Recognising the difficulty of drafting watertight specific provisions,
an omnibus anti-avoidance clause is often called for.” It is argued that this
would be sufficient to deter a great deal of tax avoidance. This general
approach would, presumably, regard as null and void transactions which
were deemed to be ‘artificial” or intended wholly (or perhaps mainly) ro
secure a tax advantage. There ts such a provision in tax legislation in the
Federal Republic of Germany which provides that where there is a normal
method of carrving out 2 given transaction, it is taxed as though this
method has been adopted, unless the taxpayer can prove commercial
necessity or some legitimate reason, other than rax avoidance. for departing
trom the norm.

11.23  The Revenue Commissioners told us that they did not favour the
introduction of general anti-avoidance legislation. It was tried in relation
to estate dutyv in 1963 and gave rise to great uncertainty. Specific provisions

"The italics are ours. )
“Confronting the Jobs Crisis’. lrish Congress of Trade Unien. September, 1984, Page 16.
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are far better. A general anti-avoidance provision inevitably leads to greater Conclusions

uncertainty and hence to greater bureaucratic discretion since advance
clearance would be necessary in many cases. We do not consider this
desirable for the reasons stated in paragraph 11.21.

11.30  The present tax system creates the ideal environment for tax avoid-
ance. This situation will remain as long as marginal tax rates in Ireland are
very high and taxes vary on different forms of income and different forms
of transactions. Much simpler and comprehensive taxation seems the only

11.24  General anti-avoidance provisions are very difficult to apply in avenue towards a solution and we feel that we have already made proposals
practice. T'ransactions which have valid legal consequences are not easy to along such lines. Piecemeal attempts to deal with tax avoidance are likelv
characterise as ‘artificial’ unless some standard can be established to deter- to end up merely as skinmishes between taxpavers, legislature and the
mine what 1s “natural” for the same purpose. Such standards are not casy KRevenue Commussioners.
. to establish. Wide and general provisions may go too far and catch innocent
I transactions. 11.31  Even with simpler taxation, there will still be some scope for tax
- avoidance, albeit on a much smaller scale. We consider that appropriate
g 11.25 A further problem is that, like beauty. tax avoidance often lies in specitic provisions arce the best means ot dealing with such avoidance.

the eye of the beholder. Tt was clear to us in discussions that some regarded

{ tax-related iet}dmg a5 4 severe case of‘.tag avoidance. while others chought Recommendations

1 it was an efficient and effective industrial incentive. Under existing arrange-

4 . . . . . . ’ p] ake - £ 1 e - at1 :

‘;I; ments, is a family buving a bigger house doing so because it needs more 11,32 We make the following recommendations:

- space or wholly or mainly for tax reasons? It scems to us that it is very L. The system of taxation should be simplified as quickly and as

ditticult to apply general ant-avoidance provisions except in an arbitrary

e _ widely as possible in line with our previous proposals. Simplified
and subjective fashion.

taxation is the best way to remove the conditions conducive to |
widespread tax avoeidance.

.[\')

In the context of the general system of taxation proposed in our |
earlier reports, tax avoidance should be dealt with by the enactment
of appropriate specific provisions.

allows the legislature’s intentions to be taken into account. Otherwise a
general anti-avoidance provision would be in conflict with the general law.
Itis not possible to foresee the attitude of Irish courts to a general provision
! such as the German one, whereas specific measures, if properly drafred, 3. Anti-avoidance legislation should not apply before the date when
"*‘!"‘ would be enforced. the intention to legislate was announced.

i

i

i

1 . . . .

§ 11.26  Finally, a general provision only has an advantage if the legal system

Retrospective Anti-Avoidance Legislation

11.27° We now consider the question of retrospective or retroactive anti-
avoidance legislation. By this we mean the enactment of provisions which
have effect before a date when the intention to legislate was announced in
the Oireachtas.

11.28  Such an approach would not be tolerated in the general law. Article
15.5 of the Constitution expressly states that

“The Otreachtas shall not declare acts to be infringements of the law
which were not so at the date of their commission. ™

11.29 We consider that the same principle should apply to taxation; indeed
the Courts may well take this view. This has not been tested as ver. We
recommend that anti-avoidance legislation should not apply before the dace
when the intention to legislate was announced.
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Part IV

Examination, Collection and
Enforcement
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CHAPTER 12

INFORMATION POWERS OF THE
REVENUE COMMISSIONERS

Introduction

12,1 In this chapter we examine the powers of the Revenue Com-
missioners to seck information trom taxpayers and to verify the accuracy
of returns made by trading taxpavers and the corporate sector. These
include powers to call for information and documents and to mspect
records. In this context we consider the obligations of traders to keep
records. We also examine and make recommendations regarding the report-
ing requirements of banks, building socicties and other third parties.

Principles

12.2° The granting of powers to the Revenue Commissioners to compel
individuals to supply information, either concerning their own affairs or
the affairs of other taxpayers, results nevitably in taxpayers being put to
inconvenience, trouble and expense to supply the information. Therefore,
any requirernent to supply information should relate only to that which is
strictly necessary to ascertain true lability. The information provided
should be both useful and used. Otherwise it should not be sought. Regard
should also be had to the costs of supplying the information and a reasonable
balance struck between these and the utility of the information to the
Revenue Commissioners.

12.3 We see no merit in having draconian provisions on the statute
book which are used rarely, if ever. Any powers given to the Revenue
Commissioners should be used and the Revenue Commissioners should be
accountable for their use. Wide-ranging powers should not be provided on
the grounds that they will be applied only in a small number of serious
cases unless the legislation specifically limits their use to such cases.
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SCOPE OF INFORMATION POWERS

12.4  The basic information power of the Revenue Commiissioners in
relation to taxpayers is the power to call for a return of income. In the case
of the business sector, other powers are available to verify the accuracy of
returns. The existing information powers of the Revenue Commissioners
n relation to trading taxpayers and the corporate sector have grown up on
an ad hec basis. There are many inconsistencies berween the requirements
for ditferent taxes and between the obligations laid upon different sectors

A review 1s needed. We begin by summarising the information powers
prescribed for income tax and corporation tax, PAYE and value-added tax.

We then consider the persons from whon information about tax liabilities

can be obtained and the nature of the information which should properiv
be available.

Income Tax and Corporation Tax

12.5 The Revenue Commissioners may call for production of a company’s
or a trader’s books and records, inspect them on the premises and verify
transactions with business customers or suppliers.

12.6. Where a person tails to dehiver the statement of his income when
required to do so by an inspector of taxes or where the inspector is not
satistied with the statement, an inspector or authorised officer may require
him to produce accounts, (including balance sheets) books and records.
There 1s also provision for the inspector of taxes to rake copies of or extracts
from any books, accounts or documents made available for his inspection.

12,7 An authorised officer' may enter business premises to obtain infor-
mation from the taxpayer in connection with his own tax liabilities and

(1} require the person carrying on the trade or profession or any
person who is employed by the person carrying on the trade or
profession, to produce any books, records. accounts or other
documents relating to the trade and may remove and retain such
books, records, accounts or other documents for such period as
may be reasonable for their examination,

(i) examine such books, records, accounts or other documents and
may take copies of or extracts from the books. records. accounts
or other documents,

(i) examine any property listed in any balance shects, stock sheets or
other such statements, and

'Section 34 of the Finance Act, 1976, (Power to obtain intormation trom the taxpaver and to
enter the trading premises).
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(iv) require the person carrying on the trade or profession or his
employees to give to the authorised officer all reasonable assist-
ance.

Banking business 1s excluded from the scope of the power. There is also
protection for professional communications of a confidential nature.

12,8 While all inspectors of taxes can call for production of books and
accounts, only some officers are authorised w enter business preniises and
remove and retain the records: this includes the mspectors and accountants
in the Investigation Branch, The local district inspectors do not have a
general authorisation but they can scek it

12,9 Where an mspector of taxes is not satisfied with the accounts of a
business and where acceptable reasons for the apparent discrepancies are
not forthcoming. the records can be checked zgainst information” sought
from the taxpaver’s business suppliers or business customers. This power
does not appiy to banking business. In the case of the taxpaver's professional
advisors, there is protection tor protessional communications of a confiden-
tial nature and only information and documents relating to the payment of
fees or otherwise relevant to the tax lability of the taxpayer may be sought.

12,10 As noted in paragraph 12.8, a limited number of officers is specially
authorised to enter traders’ premises to check books and records. The
power to obtain information from a trader’s business suppliers or customers
is also exercised by a limited number of officers. The Revenue Com-
nussioners can effectively authorise any officer serving in the department
but in practice they do not. When introducing the provision to enable
authorised officers of the Revenue Commissioners to enter premises, the
Minister for Finance stated that

“I'am prepared to give an assurance that as far as [ am concerned I will
be at pains to impress on the Revenue Commissioners that this power
15 to be exercised very carefully and that only people who are in the
investigation branch or work which is necessarily related to this
particular branch should be given this power. We can be assured
that the Revenue Commissioners will not proceed to use this power
recklessly or widely because they would not wish that junior officers
should have power of this kind which obviously is one which must
be exercised with very great caution in the interests of the taxpayers
and thosc of the Revenue Commissioners themselves™.

However, the power rests with the Revenue Commissioners to appoint
more officers to carry out these duties.

"The power to seek such information is conferred on the Revenue Commissioners by Section
31 of the Finance Act, 197%. (Power to obtain mformation from persons other than the taxpaver).
*Diil Debates, — Vol. 290 Co. 1653, 19 May, 1976,
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12.11  Although the Revenue Commissioners do not have a general power
to seek information from a bank about transactions with its customers,
they may apply to a judge of the High Court for an order requiring a
financial institution to furnish particulars of all accounts maintained by any
individual resident in the state. This power? does not extend to the accounts

(1) the powers of entry and inspection of records,

a code of conduct for visits to business premises,

V.
b +
=

)
(111) the search of premises,
)

) . ; e i r to search persons
of companies. Information may be sought regarding accounts maintained (1v) the power to sc P '
during a period of ten years prior to the date of the application, despite the {v) the power to obtain information from business customers and
fact that banks, like any other business. are required to keep records for suppliers.

only six years. Where a judge makes an order he may alse prohibir any - ; - -
o . = : - ’ k i(vi) the power to obtam intormation about tax avordance,

transactions in relation to any account without his consent. o

the treatment of banking.

1212 In addition to the specific powers to seek information, obligations

. R ST - : (vii1) general information returns,
arc laid upon persons or institutions paying income, fees or interest to make :

information returns to the Revenue Commissioners. The most Important (ix) international exchanges of information, and
1 .
4 of these, in terms of the volume of work gencrated, is the retu - ha -
0 T - 8 - cturn by banks (x) the obliganions on traders to keep records,
1 and fimancial institutions of interest paid on deposits. We discuss chese
RE general information recurns later in this chapter.
4 Powers of Entry and Inspection of Records
f - PAYE/Construction Industrv Sub-Contract . 12.16 The powers to cnter premises for income tax and corporation tax
y ors : . .
{i 12.13  Specitic inf ! . : purposes are, as we have noted, restricted in practice to a small number of
F 1 ag ~ g ~ - " N . J . . . . B . .
f " Sfulm information powers prescribed for the control ot PAYE : senior officers of the Revenue Commissioners. Their use 1s Himited. such
5 1:}]( ude [lw pOWCT [0 Inspect an c.mployer $ rec_ords_rrom ume to nme at ; powers are used on average n about four cases a year. The powers to enter
i the employer’s premises. A similar power exists for the control of tax premises for VAT purposes are exercised on a datly basis by officers of the
i deducted under the construction industry scheme for sub-contractors. Revenue Commissioners. There were 30,111 visies in 1984, Over a period
]

of vears virtually every trader registered for VAT is visited.

VAT
12.17 Since VAT i1s a self-assessed tax with registered traders themselves

12,14 VAT 15 a sclf-assessed tax. As such, the information powers
required are extensive. The VAT information powers® may be exercised
without need to show grounds for dissatisfaction. They are there to enable
the Revenue Commissioners to check the accuracy of returns. An authorised
officer of the Revenue Commissioners may enter any preinises in which

responsible for submitting returns of their own liability, it is essential for
the effective verification of tax declarations that the officers of the Revenue
Commissioners should be able to compare the declared tax liabilities in the
returns against both the records and accounts of the business. It is also
necessary to be able to examine the systems used to record transactions.

b
N

he has reason to believe that business 1s being carried on, he may request
or search for any business records, inspect them and remove them for a 12.18 In relation to the examination of accounts for income tax and
reasonable period. Since 1984 the powers have been extended to allow corporation tax, we consider that the Revenue Commissioners need the
scarch for goods which, it is suspected, have been excluded from the trading same level of assurance about the rc?ality of transactions and the complete-
records. ness of records as any auditor carrying out a statutory audit. In this regard
;5 we note the emphasis which Irish and international audit guidelines now
lay on the need for an auditor to carry out personal checks at the business
THE ISSUES premises. Section 163 of the Companies Act, 1963 provides that

M 1 — . . . . . . . .
e 12.15 In this section we consider the issues which arise in relation to the
i . information powers of the Revenue Commissioners. These are

A s

“Every auditor of a company shall have aright of access at all reasonable
times to the books and accounts and vouchers of the company, and
shall be entitled to require from the officers of the company such
information and explanations as he thinks necessary for the perform-
ance of the duties of the auditors.
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12.19 We asked the Revenue Commissioners why the power to visit
traders’ premises in relation to income tax and corporation tax is limited
at present to a small number of senior officers and only rarely used. They
replied that

“independent audits by officers of the Revenue Commissioners would
not produce much revenue. More attention is being paid to non-
accounts cases which are more fruitful and certified accounts where
the auditor’s report indicates that there are fundamental weaknesses in
the accounting procedures. OQur policy 1s one ot critical rather than
‘in-depth’ examination of accounts. ‘In-depth’ examination which
attempts to reconstruct the profits of a case can be very costly to the
taxpayer and wasteful of our resources. If results are not forthcoming,
the investigative system is discredited. The power to enter premises
and check records tor income tax and corporation tax has not been
widely used and 15 limited to a small number of our senior officers.
The Dail Debates at the Committee Stage on Section 34 of the Finance
Act. 1976 indicated a fack of willingness to allow us to use this power
widely. Nevertheless. 1t 1s hoped that 1t will be possible to have each
District Inspector made an ‘authorised officer’ for the purposes of
Section 34 of the Finance Act, 1976 thus enabling him to enter business
premises and remove and retain records where necessary. The existing
provisions are considered defective in that they do not allow the
‘authorised officer” to search for documents and records. In this area
our policy is ‘to hasten stowly’.”"

12.20 The Consultative Committee of Accountancy Bodies — Ireland
advised us that

“Evasion could be tackled more effectively by increasing field staff.
The CCAB-I would not object to audits on business premises by
senior, trained, Revenue personnel.””’

12.21 We conclude that the powers of the Revenue Commissioners to
visit business premises to inspect books and records and to get a firsthand
impression of the business arc necessary to check the accuracy of returns
of trading profits. In order to deal with evasion and to ensure that tax
returns are made for all businesses it 1s also necessary that powers extend
to premises where there is reason to believe that a business is being carried
on. Once on the premises, the powers of an ‘authorised officer’ in relation
to the inspection of books and records. the checking of stocks and the
recording of transactions should be the same as those of an auditor carrying
out a statutory audit.

"Agreed note of meeting. 12 December, 1984,
"Agreed note of meeting. 12 November. 1984
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12.22  We recommend that the powers of the Revenue Commissioners to
enter premises and check books and records should be harmonised for all
direct taxes (income tax, including PAYE, deductions under the construc-
tion industry scheme and corporation tax) and VAT. This could best be
done under a general provision allowing checks at business premises for
any tax. The provision should enable the inspector of taxes and any other
authorised officer to exercise such powers. The harmonisation of the
powers of entry to business premises would case the change to a svstem of
integrated units to deal with all the tax attairs of o trading entity, as
discussed m Chapter 10.

Code of Conduct

12,23 Visits from the taxman are a burden on the taxpayer. They can
causc anxiety even when the taxpaver is making cvery effort to make a full
return. Since VAT is the only tax for which businesses are likely to be
visited at present, this burden is limited, in practice, by the long intervals
between visits. In such circumstances we do not find the burden excessive
nor the mtrusion unwarranted. We envisage a similar situation in relation
to the checking of self-assessed returns of Schedule D profits.

12,24, Because checking visits are an intrusion, 1t 1s vital that officials
behave in a reasonable way and that the taxpayer is made aware of his
rights and duties in relation to such visits and of the statutory provisions
which apply. We consider that this requirement can best be met by inform-
ing the taxpayer in writing of his rights, duties and the statutory safeguards.
The taxpayer should also be afforded the opportunity of having his account-
ant present during checking visits if he so wishes.

12.25  The following matters require to be covered in any notification to
the taxpayer:

(i) the purpose of the visit,

(i) the possibility of having the taxpayer’s accountant present,

(i) the inspection and information powers of the visiting officer and,
in particular

a) what the official may inspect,

(

(b) what information the official may ask for,

(c) where the records and documents should be produced, and
(

d) what the requirements relating to the removal of documents
arc and similar information relating to the giving of receipts
and the provision of copies of documents removed and the
taxpayers’ right of access to the records,
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(iv) the possible consequences of the discovery of errors, and

(v) the taxpayer’s rights of appeal in cases of dispute.

12,26 We recommend that an explanatory booklet covering these matters
should be prepared by the Revenue Commissioners and issued to all traders.
The booklet should be re-issued to traders before 4 checking visit begins.

Search of Premises

12.27 We have alrcady noted that the value-added tax legislation includes
a provision to allow an authorised officer of the Revenue Coemmissioners
to search for books. vouchers and for goods which may have been excluded
trom the trading records. indeed the VAT scarch power1s so widelv drawn
that 1t mav cven allow Revenue officials ro carry out personal searches.
The direct tax legislation contains no comparable search powers.

1228 The Revenue Commissioners told us thar

“the power of scarch is necessary tor VAT control and has becen
extended m the Finance Act. 1984 to allow a search for goods which
may not have been included in the trading records.

By international
standards the power is quite narrow.

12.29In the United Kingdom, if there are reasonable grounds to suspect
that an offence in connection with value-added tax has been committed, a
justice of the peace or 2 magistrate may issue a warrant authorising the
entry and search of premises, whether business or private. A person acting
under such a warrant may seize and remove any documents or othe
found on the premises reasonably required for cvidence and ma
any person found there whom he reasonably be
about to commit an offence.

r things
v search
licves has committed or js

12.30 In their evidence to the Keith Committee,” the Department of
Customs and Excise in the United Kingdom, which has responsibility for
the administration of VAT, stated that

“they regarded the search warrant powerin VAT as essential in serious
cases, to protect the revenue from the minority who dcliberarely
engaged in fraud, particularly in respect of VAT repavments and
postponed accounting. Such persons were unhikely to produce evidence
of their fraud voluntarily. Since the start of VAT, Departmental

*Meeting with the Revenue Commissioners, 12 December, 1984,

*Report of the Committee on Enforcement Powers of the Revenue Departiments. The Rt Hon
The Lord Keith of Kinkel PC, Volume 1, PPs 235-234.
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guidelines for the use and execution of VAT search warrants had been
kept under review. . . Against this background, and given the number
and scale of frauds proved where the evidence could only have been
obtained by means of search under warrant, the Department considered
that the power was well justified.”

The Department of Customs and Excise in the United Kingdom did not
scek a general power to search without the procedure of getting a warrant
from a justice of the peace or a magistrate.

12.31 In cases involving deliberate fraud. documents containing cvidence
of the fraud would be largely in the possession of the taxpayer himself and
might not be kept on the business premises. Such documents would not
be produced voluntarily if demanded, even if the dem.and were made on
the spot without notice. If notice of suspicion were given, ncriminating
documents would likely be destroved or removed to an unknown place.
With this in mind, we consider that for VAT 1t 1s reasonable for the
Revenue Commissioners to have a power to search premises. However. it
1s undestrable that the VAT search power should be any wider than it needs
to be. We therefore recommend that the power to search should only be
available under warrant issued by a District Justice where there is reasonable
ground for suspecting that an offence of fraud in relation to, or i connection
with, VAT has been committed and where there is reasonable ground for
suspecting that evidence of that offence is to be found on specified premises
(whether or not the offence was commlittcd therc). Thtl} considerations
applicable to the direct taxes are in our view the same as m VAT and we
sec no good grounds for differentiating between the various taxes. We
therefore recommend that a similar power be enacted in respect of direct
tax searches under warrant.

Power to Search Persons

12.32° We have already noted that the VAT search power is very widely
drawn and may even extend to personal searches of persons found on the
premises. However, this is not clearly set out in the legislation.

12.33.  In the United Kingdom, an officer acting under the authority of a
VAT search warrant may search any person found on the premises whom
he has reasonable cause to believe has committed or is about to commit a
VAT offence or is in possession of evidence of such an offence, No woman
or girl 1s to be scarched except by a woman. The Keith Committee
recommended that

(1) the power be limited to the search of persons whom there is
reasonable cause to believe are in possession of evidence of an
offence of fraud in relation to or in connection with VAT, and
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(11) the existing safeguard that 2 woman or girl should only be searched
by a woman be retained.

12.34 1f a substantial fraud has taken place, the documentation may be
too bulky to conceal about the person. However, it is possible that in the
course of VAT searches, evidence of fraud could be concealed on the person
of suspects. If the Revenue Commissioners are to combat fraud successfully.
thev must have a sanction against anvone who, to avoid prosccmior’l.
blatantly conceals evidence of fraud about his person during the course ot
a search of premises. We believe a power of scarch on reasonable suspicion
is justified. The direct tax legislation contains no power to search persons.
The considerations applicable are in our view the same as in VAT and we
see no good grounds for differentiating between the various taxes.

1235 We recommend that an officer of the Revenue Commuissioners,
acting under the authority ot a scarch warrant, should have the power to
search persons whom there is reasonable cause to believe are in possession
of evidence of an offence or fraud in relation to or in connection with VAT
or the direct taxes. The person exceuting the search warrant should also be
empowered to take with him such other persons as appear to him w be
necessary. This would enable the person entering the premises to be
accompanied by a Garda to provide reassurance to the occupier or. if
necessary, to prevent a breach of the peace.

Power to Obtain Information about Named Taxpayers

12.36  The Revenue Commissioners have power to serve a formal notice
for the production of documents on the business suppliers and business
customers of a named taxpayer for the purposes of enquiring into the tax
liability of the taxpayer. The scope of the power extends to particulars of
any business transactions but notice may only be served on persons who
themselves carry on a business or profession. Thus, non-business customers
canmot be asked to produce information about their transactions with
traders. Banking business is also excluded and there is protection for
professional communications of a confidential nature. Before a notice may
be served on a business supplier or business customer, an inspector of taxes
must advisc the taxpayer under investigation that he is not satisfied with
the accounts submitted and that he has requested an authorised officer to
issue a notice sceking independent information.

12.37 In our discussions with them the Revenue Commuissioners did not
indicate a wish to extend the existing scope of the information power,
other than to comment on banking business which we discuss later, Neither
did we receive any submissions about the operation of this aspect of the
information powers of the Revenue Commissioners. However, this is a
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relatively new provision introduced by the Finance Act, 1979 and, so far,
its use has been limited.

12.38 This power is invoked in selected cases under investigation. A
trader who is required to provide information about transactions with
another trader under investigation is placed in a very difficult position. He
will undoubtedly feel aggrieved that he should be singled out to provide
infermation and. from a commeraal point of view. he must reconsider
whether he should continue to do business with someone whose attairs are
under mvestigation by the Revenue Commissioners. In extreme criminal
cases there is the possibility that the trader might be intimidated by the
taxpaver under investigation. The alternative to the existing powers is to
place a general obligation on all traders to deliver information returns
showing sales to business customers and purchases from business supplicrs.
This would place heavy compliance costs on traders and the Revenue
Commissioners would not be able to cope with the volume of information.

12,39 In Chapter T we set out the clements of a good system of rax
administration. In our view, only as much intormation as can be ethciently
processed shouid be gathered and there must be an efficient svstem for
converring the selected information into a form useable for enforcement
purposcs. The independent information necessary o verity transactions
and to establish tax Habilities in cases under investgation for tax cvasion
can be efficiently gathered only 1f it 15 done in seiected cases. Against this
background we consider that the existing power is necessary and justified.
We recommend that the power to obtain independent information from
business suppliers and business customers should be retained.

12.40  Anyone who conceals, exports or destroys documents which are
subject tora notice requiring their production should be liable to a penalty.
In our view, the appropriate penalty should be a cnminal, not a civil, one
in order to mark the seriousness of attempting to obstruct due process.

Power to Obtain Information about Tax Avoidance

12.41,  An information power is included in the anti-avoidance legislation
regarding the transfer of assets abroad. This can be used by the Revenue
Commissioners even if they cannot speafy any specific transaction or
identify a taxpaver for whom they require information. Indeed the power
is used largely to get details of the names and addresses of persons involved
in particular types of transactions. For example. in a case’ which reached
the courts in the United Kingdom under an exactly similar provision, the
London representative of a Bermuda bank was asked for particulars of the

M'Clinch V CIR (1973), 49TL32.
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formation and management of foreign companies and partnerships. The
court upheld the validity of the notice issued by the Inland Revenue.

12._42 In December, 1982, an officer of the Revenue Commissioners

acting under the authority of this legisiation, issued notices to a number of
firms of accountants and solicitors, seeking information about the formation
and management of foreign companies, foreign partnerships and foreign
settlements and the transfer of assets to such bodies. The information
sought referred to the period from 6 April. 1972 to the date of the notice

even though the legislation was mtroduced only in 1974, The firms were
required to give details of any transactions or operation of a kind spéciﬁed
in the notice which had been carried out by any partner or anv member of
the staff_ovcr the period of some ten and a half years. The 'scope of the
mformat%on required extended to cases where advice had been given and
\-\’her.c clients had been introduced to other persons with a view to the
carrying out ot specified transactions or operations. The firms were given
torty davs to comply with the terms of the notice. This type of all-
embracing request for information s unreasorable and effectively Imposs-
ible to comply with. It highlights the need for the Revenue Commissioners

go act reasonably. A specimen copy of a notice is reproduced in Appendix

1243 In Chapter 10 we recommended that appropriate specific provisions
are the best means of dealing with avoidance. Such anti-avoidance pro-
visions in legislation must be backed up with powers which enable the
Revenu‘e Commissioners to operate them, including, in particular, powers
to obtain information. We do not favour a general provision for anti-
avoidance enquiries. The information powers of the Revenue Com-
missioners in connection with the transfer of assets abroad are clearly
too widely drawn. We consider that information regarding specific anti-
avoidance transactions and connected operations should be required to be
notified to the Revenue Commissioners by tax practitioners and pro-
fessional advisers on a current basis, rather than retrospectively over long
periods. Such obligations should be enacted in cach situation when thev
are required and there should be substantial penalties for failure to comply.

Treatment of Banking Business

12.4(4 Banking business is largely excluded from the scope of the infor-
mation powers of the Revenue Commissioners. In particular, the Revenue
Commissioners nay not enter banking premises to inspect books and
records, although it is open to the mspector of raxcs to require banks to
forward their books for examination. Information may not be sought from
other businesses in order to check the accounts of a bank nor may banks
be asked to supply particulars of business transactions with other taxpayers

The Revenue Commissioners advised us that the Irish Banks® Standine
Committee successfully argued that if third party information powers wer%
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extended to domestic institutions only, their competitive position vis--vis
foreign institutions operating here would be undermined. If the powers
were extended to all institutions it could have serious effects on the domestic
money market. There are some £2.5 billion external deposits (including
foreign currency deposits) with Irish banks and exchange controls are
ineffective. The Revenue Commissioners have, nonetheless, tried to have
the powers cxtended.

1245 Tt was put to us that the justification for this differential treatment
of banking business, as a source of informarion available to the Revenue
Commissioncers. lies in the fact that. unlike other businesses. the relationship
of banker and customer gives rise to a duty of secrecy on cthe part ot the
bank. This duty is not merely a moral dury, it is actuallv enshrined in the
consntution ot banks generally, that is. in the Articles of Association or
Bye Law of a bank. However, the banks” duty to secrecy is not an absolure
duty and compulsory disclosure by a bank ot the affairs of a customer may
bu required from time Lo time under provisions of law or orders of court.

[2.46 The main departure’’ from the general exclusion of banking busi-
ness as a source of information available to the Revenue Commissioners is
Section 1R ot the Finance Act. 1983 which cnables the Revenue Conne
missioners to apply to the High Court for an order requiring financial
mstitutions to furnish full particulars of all accounts maintained by anv
person. This legislation strikes a balance between the conflicting interests
of the traditional kind of confidentiality berween a banker and his customer
and the need for an effective means of preventing and detecting tax evasion.
In addition, tax legislation'? treats banking business in the same way as any
other business in respect of production of the bank’s books for the purpose
of the bank’s own assessment of tax.

12,47 We asked the Central Bank for its view of an extension of the
powers of the Revenue Commissioners as they apply to banks. It replied
that

“the Bank agrees in principle that banking business should be treated
in the same way as any other business as regards the checking of banks’
records by the tax authorities. It is of the view, however, that it would
be extremely difficult to maintain confidence in the normal relationship
between banks and their customers if there were to be unrestricted

“The anti-aveidunce legisiation regarding transter of assets abroad docs nat mnpose any obli-
gation on a bank to supply information zhout ordinary banking transactions between hanker and
customer carried out in the ordmary course of banking business, unless the bank has acted or is
acting on behalf of the customer in connection with rhe formation or management of a closely
beld company resident or incorporated outside the state or in connection with the creation or
exccution of certain trusts or settlements.

"Section 174 of the Income Tax Act, 1967,
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access to the customers’ accounts by the Revenue Commissioners.
The Bank would be concerned that an erosion of that confidence

would result in an outflow of funds abroad from both resident and
non-resident accounts. 13,

12.48  The existing powers ensure that the Revenue Commissioners may
scek from financial institutions particulars of all accounts maintained by 2
taxpaver and intormation relating to the financial transactions of the .
paver recorded in the books of the financial institution goltig back over a
period of ten years. We are satisfied that this tacility should continue to
operate, subject to the safeguard that when the Revenue Commissioners
seek such particulars, they must apply to the High Court tor an appropriate
order. We make no recommendations for change in the existing treatment

of banking business as a source of information available to the Revenue
Commissioners,

Occasional Information Returns

12,49 The most widely known and most extensively used general infor-
mation requirement is the return by banks of interest paid or credited to a
depositor. The Revenue Commissioners also have powers to require a
persen to deliver

(1) a return of fees and commissions paid by a person carrying on a
trade or business,

(11} information concerning interest paid without deduction of tax by
persons other than financial nstitutions, for example, solicitors
who hold clients” money on which interest becomes payable,

(1) details of receipt of taxable income belonging to others,

(1v) Dists of lodgers and inmates, and

(v) lists of employees, together with particulars of any preferential
10;1115 made to any employee and the payments made to employees
including wages, salaries, expenses and expense allowances.

12.50  Table 17 shows the present reporting requirements of financial
institutions. Most financial institutions are required" to report to the
Revenue Commissioners all interest exceeding £50 per annum paid or
.crcdited to depositors. Particular arrangments apply to the disclosure of
interest paid to non-residents, We discussed these in Chapter 5. Building
socicties are not subject to these disclosure requirements, )

PLetter of 23 July, 1985,
“Section 175 of the [ncome Tax Act, 1967
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TABLE 17

Reporting Requirements of Financial Institutions

Institution Revenue Commissioners to be Notified of
Interest Paid or Credited in Excess of:

Associated Banks £60

All non-associated Banks 50

Building Sccieties No Disclosure Reguired

ACC and ICC £50

“ost Office Savings Banks £60

Trustee Savings Banks £50

Source: Taxes Acts

12.5t  In a submssion. the Central Bank of Ireland said that

“In order to remove the mequities and inefficiencies resulting from
the difterences between institutions in reporting requirements and any
consequent distortions in the allocation of deposits, 1t is recommended
that all tinancial msccutions be required to supply information to
the Revenue Commissioners on a comparable basis. It is proposed.
theretore, that all mterest on deposits of residents with tinancial insti-
tutions be notified by these institutions to the Revenue Commissioners.
Banks which operate branch networks should be required to aggregare
interest on all accounts helonging to a1 customer (even it held i
different branches) for the purpose of reporting to the Revenue Com-
missioners.

12,52 The Insh Building Societies’ Association submission rejected any
suggestion that they be brought within the Scope of Section 175 of the
Income Tax Act, 1967 on the grounds that

“it would have disastrous effects on investors’ confidence in the socie-
tics. It has always been accepted that savings with building societies
arc not subject to scrutiny by the Revenue (Commissioners).”

12.53  We behieve that the Revenue Commissioners should receive infor-
mation trom financial institutions to ¢nable them to verify tax returns made
by taxpayers. The exclusion of building societies from the obligation to
return information to the Revenue Commissioners facilitates tax evasion
and creates an anomaly in the tax treatment of financial institutions.
We rccommend that building societies be subject to the same disclosure
requircments in respect of interest as other financial institutions.

12,54 It 1t 1s thought that the existing reporting requirements are 100
onerous to impose on building soctenies, the reporting requirements for
other fmancial institutions should be brought into line with those which
apply to building societies. Unless disclosure requirements are comprehen-
sive, they are virtually useless in tracking evasion and merelyv succeed in
distorting the market for deposits.
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12.55  Under our proposals for the taxation of banks and building societies,
income tax on real interest would be paid in full through the composite
payment system we have already recommended in Chapter 5. We think
that this reduces the need to have relatively small amounts of interest
returned. In this context we recommend that the automatic reporting limit
be raised substantially and applied to all financial institutions. We stress
that there is no necessary link between any exemption threshold for deposit
mterest and the limit for reporting requirements. '

12,56 Insurance companies also ofter a range of investment policies to the
public. These provide a sate haven for untaxed income because insurance
companies are under no obligation to make information returns to the
Revenue Commussioners. We consider that insurance companies should be
obliged to make returns relating to certain forms of investmentrelared
policies on the same basis as other institutions. We have in mind transactions
involving the pavment of large single premiums.

12.57 " Details of merest should be submitted on computer tape by tinan-
cial institutions and other information reporters with computer tacilities.
The simplest way to achieve linkage of the information retumns with the
correct taxpaver's file 1s for the taxpaver himselt to be required to provide
detatls of his Revenue Social Insurance ‘RSD number to the iformation
reporter. In our view, such an additional requirement would not breach
the confidentiality of the individual's tax affairs in relation to his bank or
building society. Businesses are already required to show their tax reference
number on receipts and other documents. We also think that the Revenue
Commissioners could supply tax reference numbers to financial institutions
m cases in which they had already identified accounts.

12,58 Present requirements about notifying the taxpaver are not uniform.
We find it difficult to sec the reason for any distinction between them,
other than the obvious one of scale and certainly we see no difference of
principle between an employer’s PAYE rcturn and a bank’s return of
interest credited, a trader’s return of fees or conmission paid and an agent’s
return of the income of others. Yet only in the first case is there an obligation
on the person giving the information to tell the third party what he has
told the Revenue Commissioners. Notifying the taxpayer as well as the
Revenue Commissioners of the particulars in the returns might, over time,
be expected to tend to reduce the work of the Revenue Commissioners by
reducing the number of discrepancies between returns made by taxpavers
and information returns. We recommend that all information reporters
should be placed under a statutory obligation to notify the taxpaver of the
amount of income reported to the Revenue Commissioners and the period

PChanges in the exemnption limits for certain categories of taxpavers in 1984 and 1985 mean
that the exemption limits and the limit for reporting requircments no longer coincide in all cases.
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to which it relates. The precise method of satisfying this requirement would
have to be agreed with the bodies obliged to comply.

Compliance Costs

12.59 We consider that compliance with the obligation to make general
information returns of pavments made 1s part of 2 civic duty and that costs
of compliance should remain the responsibilicy ot the citizen and should
1ot be recoverable from the Revenue Comnassioners. Neither should the
costs ot advising the taxpaver ot the amount ot income reported be
recoverable. Specific requests to provide detalled information relevant to
the tax liabilities of another taxpaver could put a person to a great deal of
work tor which he may be unable to charge the taxpaver. We feel that the
costs ot complyving with specific, as opposed to general, requests for
intormation about the affairs of other taxpavers should be borne by the
Revenue Commissioners where they are shown to be maternal. We recog-
nise that there can be difficulties in quantifving such costs but we do not
cansider this to be an insuperable problem.

International Exchanges

i2.00 The Revenue Commissioners are imvolved in exchange ot infor-
mation on an nternational basis under various double taxation treaties. an
EEC directive and under customs’ conventions. some involving European
Community members only and others of wider application. In addition,
in respect of VAT, customs’ duties and agricultural levies, exchange of
information takes place under various Community directives relating to
Mutual Assistance and the Mutual Recovery of Debes.

12.61  All the conventions and instruments under which exchange of
information takes place provide. with httle difterence in wording, thaF fhe
Revenue Commissioners may retuse to make available information if to
do so would, in their opinion, involve disclosure of an industrial, commier-
cial or professional sceret. However, while the Revenue Commissioners
may refuse to pass on such information when requested to do so, they may
not be always 1n a position to recognise when information of this nature is
being requested.

12,62  Since both the Revenue Commussioners and taxpavers are con-
cerned to ensure that commeraally secret intormation 1s not passed on, we
recomniend that

(1) there should be a procedure whereby. when the Revenue Com-
missioners are requested to pass on to foreign revenue authorities
information which they hold, the taxpayer should be informed,

(11) the taxpaver should have the opportunity of stating either that he
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1s content with the information being passed on, or that he regards

such mforma_tion_as commercally secret, together with his reasons
for so regarding it, and

(ii1) where a dispute arises between the taxpayer and the Revenue
Comml'ssmners as to whether information is commercially secree
or not, 1t should be referred to the Appeal Commissioners.

Obligation to Keep Records

12.63 The legislation governing the records to be kept tor income tax and
COTpOration tax purposes is 1 gencral terms because of the varicty of
records held by different trades and businesses, The list of records and the
form of records to be kept for VAT and PAYE is more specific and
Is governed by regulations made by the Revenue Commissioners. The
provisions governing the records to be kept by businesses for incomle tax
corporation tax, value-added tax and PAYE are set our in Appendix 4. h
12.64 We accept the arguments against attempting to prescribe the form
ot records to be kept for income tax purposes. This choice shouid be made
by the taxpaver. subject to certain minimum standards, We make no
recommendations for change in the legislation governing the records to be
kept for income tax and corporation tax. '

Period of Retention

12.65 The period of retention for all books, records and documents is the
same for Income tax, corporation tax, value-added rax and PAYE/PRS]
Thesu? business records must be preserved for six years unless the written
permussion of the inspector of taxes has been obtained for their retention
for a shorter period. This permission is given subject to conditions.

12,66 Weare concerned to strike a balance berween IMpOSIng an untreason-
able burden on individual traders and the Revenue Commissioners’ poten-
tial need to examine original records for control or Investigation purposes
One problem is that the period of retention does not coincide with the
period of years ‘in date’ for normal assessment purposes or the purposes of
Irish repayment claims. An assessment may be made within ten vears of
the end of the year of assessment to which it relates. Where fraud or neglect
1s involved, an assessment may be made at any time for any vear tor w%lich
tax would otherwise be lost to the Exchequer. The time limit for repay
claims is ten vears. e

12.67 It is desirable that the period of retention of records and the time
limits for assessment and repayment purposes should coincide. A change
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to a self-assessment system would not change the argument in favour of a
fixed period of retention for most business records. In the United States,
records must be kept as long as they may be needed in the administration
of any Internal Revenue Law. In practice, records supporting items on a
tax return are needed for a maximum of three vears.!® However, some
records must be kept indefinitely, for example, records supporting a
decision to change the method of accountng for stocks and records relating
to property. We tavour a fixed pertod tor the retenuon of busmess records
under selt-assessment. The present tme limit ot six vears should be kept
under review in the light of the operation of selt-assessment. When the
change to a svstem of self-assessment for all business as recommended in
Chapter 4 is made. the general tume limic tor assessments and repavment
claims should be reduced to six vears,

Micro-film Records

1268 We also realise that the retennon of supporting records. such
as invoices, places a burden on traders in terms of storage costs. We
recommended in Chapter 8 that traders be allowed to retain supporting
records on microfilm, subject to technical specifications to be laid down
by the Revenue Commussioners to deal with the quality of film and
equipment.

Recommendations
12.69 We rccommend that:

1. There should be a single power of entry to business premises, on
notice, to cnsure that returns are made for all businesses and to
check the accuracy of returns of VAT, PAYE/PRSI and trading
profits. All inspectors of taxes should be authorised to exercise this
pU\VCr.

[

A booklet setting out the rights and duties of traders should be
prepared by the Revenue Commissioners and 1ssued to all traders.
The booklet should be re-issued before a checking visit begins.

3. The power to search premises should be available under warrant
issucd by a District Justice where there is reasonable ground for

“Inothe United States. individuals muse keep records of mcome. deductions and credits shown
on their tax return. as well as any worksheets used to tigure them, until the starate of imitations
runs out for that return. Usually this is three vears from the date the return was due or tiled or
two vears trom the date the tax was paid. whichever is the later. Copies of the tax return must
also be kept. Certain records must be kept longer. For example, property records, including those
relating to a taxpaver's residence, must be kept as long as they are needed to tigure the basis of
the original or replacement property.
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suspecting that an offence of fraud in relation to tax has been
committed and where there is reasonable ground for suspecting
that evidence of that offence is to be found on specified premises
(whether or not the offence was committed ther ).

4. The existing VAT power to search premises should be brought

into line with recommendation 3 above.

3. An ofticer ot the Revenue Commissioners acting under the auth-

ority of a search warrant should have power to scarch persons
whom there is reasonable cause to believe are in possession of
evidence of an offence of fraud in relation to VAT or the direct
taxes. The person executing the search warrant should also be
empowered to take with him such other persons as appear to him
to be necessary.

6. The powers of the Revenue Commissioners to seck independent

~.]

information about a taxpaver’s accounts and rezrurns from his busi-
ness suppliers and business customers, by virtue of Section 2] of
the Finance Act, 1979, should be retained.

There should be an approprate criminal penaley for anv person
who conceals, exports or destroys documents which are subject to
a production notice.

8. Information regarding specific anti-avoidance transactions and con.

nected operations should be required to be notified to the Revenue
Commissioners on a current basis rather than retrospectively over
long periods. Such obligations should be set down in each situation
when they are required. There should be substantial penalties for
failure to comply. We do not favour a general power to enable the
Revenue Commissioners to seck information about anti-avoidance,

9. All financial institutions, including building societies, should be

10.

11.

12

subject to the same reporting requirements,

The automatic reporting limit for interest paid by financial insti-
tutions should be raised substantially. This should be done when
interest paid by such institutions is subject to withholding tax on
the basis recommended in Chapter 5. For the purposes of the return,
an institution should aggregate all the accounts held by a single
mdividual with that institution.

Insurance companies should be obliged to furnish information
returns to the Revenue Commissioners in relation to certain poli-
cies.

. The Revenue Commissioners should explore with information
reporters improved means of matching information with taxpayers’

13,

—
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files. In particular, the possibilities of requiring taxpayers to advise
information reporters of their Revenue and Social Insurance number
or the Revenue Commissioners supplying such information to the
institutions appear desirable and should be investigated.

Any person or body who makes general information returns o the
Revenue Commissioners concerning a taxpayer should be obliged
to inform the taxpaver of the information reported.

The costs of complying with specific, as opposed 10 gcncrudi
requests for information about the aftairs ot other taxpavers shouk
be borne by the Revenue Commissioners where thev are shown to

be material.

Since international conventions for exchange of information pro-
vide that the Revenue Commissioners may refuse to make available
information if to do so would. in thetr opimion. mvelve disclosure
of an industrial, commercial or protessional secrei they should be
required to notify the taxpayer of a request for mformation. HL’
should then have the opportunity to object to disclosure on the
grounds that the information 1s commez’aally_ sceret, with any
aispute being adjudicated by the Appeal Commissioners,

The period of retention of business records tor mcome ax. corpor-
ation tax, value-added tax and PAYE/PRSI should remain at six
years. When the change to a system of selt-assessment for all
business recommended in Chapter 4 is made, the general time limit
for assessments and repayment claims should be reduced to six

vears.
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CHAPTER 13
TAX OFFENCES AND PENALTIES

Introduction

13.1  The system of penaltics for tax offences exists to encourage taxpayers
to comply with the law, to cnable the Revenue Commissioners to collect
the right amount of tax due, to make offences unprofitable and punish the
most Ascri_ous offenders. In this chapter we describe the present svstem and
examine 1ts application in gencral. We conclude that in order to establish
an effective compliance code it is essential to have penalty procedures
capable of being applied in 2 summary way, subject to a right of appeal by
the taxpaver. We make our proposals for a new scheme of offences and
penalties in the next chapter.

Present Range of Offences and Level of Penalties

13.2° The Taxes Acts recognise two categories of offences in relation to
dlrgct taxes: minor regulatory offences (simple failure to comply with a
notice within the prescribed time) and major offences (sustained failure to
comply with obligations, or negligence or fraud in complying).! In addition
to n@gligcnce and fraud, there is the concept of a wilful act or omission n
rclation to certain criminal offences. The tax code also recognises the
possib_ility of innocent error on the part of the taxpayer. An error initially
made innocently but which subsequently comes to the taxpayer’s attention
must be remedied without unreasonable delay. Otherwise the inspector

Canvckri[{n negligence. Broadly similar categories of offences apply in relation
to .

13.3 The primary form of sanction imposed is a monetary penalty,

'Simple fulure by an individual to make a return for income tax runs for a maximum of tw
years before the offence tums into ‘sustained failure’, thereby falling into the major off; o
category. The penalty for simple failure is £300 increasing to 800 for sustained téildrc sn;niz
fatlure to submit a corporation tax return carries 2 penalty of £300 plus a daily rate of £30 for eapch
day on which che failure occurs where a company fails to comply with a notice to deliver a return

within a year from the date of the notice. There is a higher flat-rate penalty for sustainéd failure,

188

PO i o

although the Finance Act, 1983 widened the scope of criminal penalties.
For minor offences involving failure to submit returns, there is commonly
a flat rate fixed amount and sometimes a fixed additional daily amount if
failure continues after it has been established in penalty proceedings. Major
offences consisting of sustained failure to submit a return or other document
attract higher fixed penalties. The distinction between simple and sustained
failure to make a return is not recognised in relation to employers” PAYE
returns. VAT returns or certain information returns, All of these offences
carry a level of penalty which suggest that they are regarded as major
offences, irrespective of the length ot the delay,

13.4  Where the oftence involves the fraedulent or negligent delivery of
imcorrect returns of the taxpayer's own liabilities, the statutory penalty
generally incorporates an element of tax-gearing, that is, the penalty
increases in proportion to the amount of tax due on the mcome under-
declared. The tax-geared penaluies for fraud and negligence are 200 per cent
and 100 per cent respectivelv of the unpaid tax. Similar penalties apply in
relation to the delivery of incorrect returns for VAT but they do not applv
in relation to incorrect returns by emplovers i respect of PAYE. Fraud or
negligence in relation to third party returns normally attraces a flat-rate
penaley.

13.5 DBesides the various penaltics, interest 1s chargeable at a rate of 13 per
cent per annum on late pavment of tax. This interest 1s not deductible in
computing profits for tax purposes. The effective rate of interest, for a
taxpayer or company paying tax at 30 per cent, Is therefore twice as high
as a comparable commercial rate of interest on money borrowed from a
bank. Thus, the interest now chargeable has a penalty element. In the case
of income tax and corporation tax, an even higher rate of interest of 24 per
cent per annum is chargeable back to the original due date where an
assessment 1s made to recover an undercharge attributable to fraud or
neglect. The rate 1s set at a very high level because, in some cases, this
special rate of interest may be the only significant monetary penalty which
can be imposed. Since the interest is not deductible for tax purposes the
effective rate of interest can amount to 30 per cent or more, depending on
the rates of tax. The normal interest on late payment is not chargeable for
any period for which the higher rate is due.

13.6 A complete list of penalty provisions in relation to income tax,
capital gains tax, corporation tax and value-added tax is in Appendix 3.

IMPOSITION OF PENALTIES

13,7 DPenalties may be imposed only in proceedings before a court. The
procedures are cumbersome, with the result that relatively few cases are
pursued. Proceedings arc generally in the name of the Director of Public
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Prosecutions (DPP), however, the Collector General is authorised to insti-
tute proceedings in his own name for certain penalties. The Revenue
Solicitor, the Chief State Selicitor or the local State Solicitors conduct the
proceedings in the appropriate courts. Proceedings for certain penalties are
taken in the High Court, irrespective of the amount involved, under
legislation which allows the penalties to be recovered like civil debts. This
means that juries are not involved in such cases. Proceedings in respect of
Incorrect returns involving fraud or neglect would only be taken where a
scttlement has not been reached. Where a settlement is reached, it is the
practice of the Revenue Commissioners not to initiate legal proceedings,

138 Table 18 shows the number of cases in which penalty proceedings
for failure to make a return were commenced in each of the years 1977 to
1982 together with the numbers finalised and the penalties awarded. The
overall number of cases in which proceedings are initiated is small, How-
ever, the number of proccedings commenced in 1982 increased substanrially
in relation to earlier vears. The Revenue Commissioners advised us that

“as the penalty action is undertaken primarily to force production of
the required data in order to enable the inspector of taxes to correctly
assess the tax liability. it is the practice to withdraw 2 case from the
Revenue Solicitor where the relevant items are submitted by the
taxpayer before legal action is commenced., that is, before a summons
has been issued and served.”?

TABLE 18
Penalty Proceedings: Failure by an Individual or a Company to Make a Return of
Income
Year No. Commenced No. Finalised Total Penalties Average Penalty
£ £
1977 n.a. B4 45,176 837
1978 16 34 19,900 585
19479 82 33 27.805 843
1980 29 34 35,525 1,045
1981 95 33 29,480 833
1982 166 38 36,071 949

Source: Revenue Commissioners.

13.9  The existing penalty code is clearly ineffective in securing com-
pliance. There is an urgent need for penalties which are specific and
automatic to secure basic information.

13.10° Legal proceedings for the imposition of penalties are ordered by
the Collector General for failure to remit PAYE tax and PRSI contributions
monthly and for failure to furnish P35 end-of-year returns of PAYE and

“Letter 15 July, 1983.

190

a,

b A A e ol

PRSI particulars. Proceedings under income tax legislation are taken for
failure to remit tax and furnish P35s; under powers devolved on the
Collector General by the Minister for Social Welfare, Proceedings are taken
simultaneously for failure to pay PRSI and to furmsh PRSI end-of-year
particulars. The penalty sanction is directed mainly at P35 defaulterg and
is invoked in only a relatively small number of cases for non-compliance
with PAYE/PRSI monthly payment obligations. The Revenue Com-
missioncers advised us that

“the more appropriate action against payment defaulters is by way of
estimation of amounts due and enforcement recovery action by the
ssues of certificates to sheriffs and county registrars or by legal
proceedings through the courts. . ..

“Penalues, like interest, are seen as an additional item of charge and
taxpayers are very reluctant to pay them. The Collector Gt‘]lc‘l‘k'll haﬂs
m some cases to deal with three 1tems ot charge, viz. the rax itseif,
penalties and interest. The additional items are a burdenon the adnli?is—
tration and deflect attention away from the collection of the tax.™

13.11  Penalty proceedings in respect of a total of 3.724 PAYE/PRSI

offences were ordered as follows in 1984:

failure to pay PAYE tax — income tax law 28
failure to pay PRSI — social welfare law 28
failure to furnish P35s — income tax law 2,008

— social welfarc law } 1,660

Total 3,724

13.12 The penalty sanction is invoked in only a relatively small number
of cases for non-compliance with VAT payment obligations. As with
PAYE, the Revenue Commissioners consider that action by way of esti-
mation of amounts due and enforcement recovery action 1S more appropri-
ate, although the number of penalty proceedings ordered has more tl(lan
doubled in the past two years. Penalty proceedings were ordered in 917
cases in 1984 for failure to make VAT returns and payments.

Back-duty Settlements

13.13  Formal penalty procecdings in relation to incorrect returns involv-
ing fraud or negligence are rarely taken. The Revenue Commissioners are
empowered to mitigate any penalties and the normal course 1s to effect
back-duty settlements without recourse to legal action. In the period from

Letter of 15 July, 1983 and agreed note of meeung with the Revenue Commissioners, 12
December, 1984,
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1977 to 1982 only two cases were fully processed through the courts; one
defendant was adjudicated bankrupt and penalties of £4,391 were imposed

in another case. A further three cases were withdrawn on the basis of agreed
settlements.

13.14  We asked the Revenue Commissioners to outline the basis on which
back-duty settlements are made. They advised us that

“(1) The rax is agreed. Tt is not negotiable.

{1} The wmspector then decides the amount he is prepared to accept
i settlement of the liabilicy to penalties and interest having regard
to the various factors involved including
(a) the gravity ot the offence
(b} the level of co-operation
{¢) the strength of the penalty/interest position
(d) ability to pay.

For example. i a straightforward case. he mav be prepared to
accept U per cent of the tax but, if the circumstances are particu-
larly bad, he may lock for 73 per cent. (In some cases, prosecution
will be considered).

(1) He will consider what penalties and interest are exigible. In many
nstances, the intended settlement will be less than either of these
and, in most, much less than both combined. Consequently, it is
not necessary for him in most cases, to compute the penalties and
interest precisely. He only does so in exceptional cases where they
are less than the normal settlement.

(tv} He then negotiates the settlement with the taxpayer on the basis
of the foregoing."™

1315 We noted earlier that the statutory penalties for fraud and neglect
are tax geared, being calculated on 200 per cent or 100 per cent respectively
of the unpaid tax. The actual settlements in the period 1977 to 1982, as
shown in Chapter 10 (Table 13), reveal that penalties and interest accounted
on average for less than 42 per cent of the tax lost in cases settled up to
1981. Penalties and interest amounted on average to almost 48 per cent of
the tax lost in cases settled in 1982, A composite settlement in respect of
penalties and interest is normally made and no breakdown between the
two is available. However, if interest at a rate sufficient to comprise
commercial restitution and no more were to be regarded as included in the
settlement for penalties and interest, the actual level of penalties would be
much lower. In fact it is doubtful whether the total settlements in some
cases cover 1nterest chargeable at commercial rates.

*Mateniai supplied at meeting held on 12 December, 1984,
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13.16 Besides back-duty settlements, which are dealt with by Investi-
gation Branch, a programme of critical examination is carried out in the
local tax districts in selected cases. This programme of critical examinations
began during 1984. Where an examination reveals an underpayment of tax,
the taxpayer may also be liable for penalties and interest. It is intended that
the vast majority of cases will be finalised by settlement with the taxpayer
for the agreed tax and a sum in lieu of penalties and interest. Very few
settlements have vet been reached.

13.17 There would clearly be significant difficultics in any procedure
which required every Revenuc investigation, which identified a d_efault‘ to
be referred to the courts, to determine the penalty. Investigation cases
would take longer to settle and possibly tewer cases would be taken up.
The number of back-duty settlements involving penaltics amounts to more
than one hundred in anv vear. The programme of critical examinations
will eventually add hundreds more. In order to establish an effective
compliance code it is essential to have penalty procedures capable of being
applied 1 a summary wav. subject to a ight of appeal by the taxpaver.

13.18 Many countries allow their Revenue authorities or bodies other
than the courts to impose penalties. In Australia and New Zealand, the
Inland Revenue impose penalties by raising assessments for “penal tax’.
These assessments are subject to the normal rights of appeal. In the United
Kingdom, the General and Special Commissioners have a role in imposing
penalties. The Keith Committee recommended that the Inland Revenue
should assess penalties and interest, subject to certain rights of appeal.
Already in Ireland, the interest in back-dury cases chargeable under
Section 20 of the Finance Act, 1971 is required to be assessed by the Revenue
Commissioners and the assessment may be appealed. We recommend that
the Revenue Commissioners be given power to assess and collect statutory
penalties in the same way as tax, subject always to a right of appeal.

13.19 The practice of agreeing settlements in default cases works effec-
tively and it has stood the test of time. One of its advantages is that it
generally secures payment of the tax and penalties and interest without the
need to resort to the enforcement agencies.

13.20  We consider that the practice of negotiating settlements should be
retained as a means of dealing with tax offences. Nevertheless, we recognise
that the present procedures and the mitigation of penalties, in particular,
leave a great deal to the discretion of the Revenue Commissioners. Until
recently, virtually all scrtlements involving a penalty element were nego-
tiated in Investigation Branch. This made it possible to exercise a high
degree of control to ensure consistency of treatment 1n relation to compar-
able offences. However, under the programme of critical examinations, an
increasing number of settlements will, in future, be negotiated in the local

G 193




R -

tax districts. This could lead to wide variations in the level of penalties in
negotiated settlements. Our proposals for change, set out in Chapter
14, while preserving the basis of negotiated scttlements, seek to impose
automatic penalties as far as possible and to limit the scope of the power
of the Revenue Commissioners to mitigate penalties. This we believe will
lead to a fairer system of penalties for tax offences.

Publication of Names of Tax Defaulters

13.21  The Finance Act, 1984 which requires the Revenue Commissioners
to prepare and publish a list of names of tax defaulters will make negotiated
settlements more open. Settlements exceeding £10,000 in 1984 and sub-
sequent years will be published in the Annual Reports of the Revenue
Commissioners or in Iris Oifigitil. The names of the evaders who, on their
own mtiative, voluntarily disclose information about past defaults will not

be published.

13.22 The obligation to publish names and details of sertlements. coupled
with anonymity for those who make voluntary disclosures of defaults,
might be expected to enhance the attractions of confession and full cooper-
ation. In fact the result of the publication of names mav be to make tax
evaders less cooperative in negotiating settlements. The Revenue Com-
missioners advised us that

“we have no evidence that tax evaders ever wished to disclose anything
until torced to do so.”

13.23 In view of this it seems that the number of tax evaders likely to
avail of the anonymity provision by making a spontaneous disclosure will be
very small. Most tax evaders do not disclose their defaults until challenged in
an investigation. Some may be fully cooperative from this point onwards.
However, the incentive to cooperate is likely to be reduced if the tax evader
1s aware that his name and details of the settlement will be published at the
end of the investigation,

13.24  Whilst publication of names of tax evaders may slow down settle-
ments, it is likely to improve compliance generally. There is a cleat conflict
here between the public’s right to know that tax evasion is being tackled
and efficiency in administration. We think our proposal in Chapter 14, to
allow the Revenue Commissioners to mitigate penalties in fraud settlements
in recognition of the degree of cooperation by the taxpayer, 1s sufficient
Incentive to maintain the system of negotiated settlement. We recommend
that the names of tax evaders liable to penalties should be published,
irrespective of whether the penalties are formally imposed or included as
part of a negotiated settlement. The names of defaulters who, on their own
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initiative, make a voluntary disclosure of past detaults, should not be
published.

Summary

13.25 A wide range of penalties may be imposed for failure to comply
with the Taxes Acts. There are some inconsistencies in the statutory
penaltics and. in many instances, the Revenue Commissioners may invoke
morce than one penalty for a particular tax offence, The penalty provisions
are used in only a very small number of cases but the threat of penalty
proceedings s sometimes made to compel a taxpayer to submit outstanding
returns. The Revenue Commissioners do not consider penalty sanctions to
be the most appropriate way to enforce compliance with obligations to
make PAYE and VAT returns and remit the payments due.

13.26  Penalties cannot be imposed by the Revenue Commissioners; they
can be imposed only in proceedings before a court, In pr:_lcticc, however,
most penalties relating to unpaid taxes are collected foll()wu}g asettlement®
by agreement. The mitigation ot penaltics by the Revenue Lom_m15510ners,
which results in the payment of less than the statutory penalties, may be
arbitrary but it offers the advantage that every case does not have to be
processed through the courts.

13.27 It scems to us that the relative rarity of penalty proceedings, due in
part to their inherently cumbersome nature, contributes to the apparent
failure of the penalty code to operate as an effective sanction. The existing
penalty code is also clearly ineffective in securing comphgnce. There is an
urgent need for penalties which are specific and automatic to secure basic
information. However, because of the frequency of PAYE and VAT returns
which are due every month and every two months respectively, special
provisions may be necessary to deal with non-compliance in these areas.

13.28 As regards penalties for incorrect returns, we consider that the
categories of offences should be redefined and their statutory penalties
revised. Statutory penalties of up to 200 per cent of the evaded tax may
have been realistic in an age when tax rates did not exceed 5 per cent (as
was the case until 1908). However, in modern conditions, with rates of tax
of up to 60 per cent, they produce absurd results. The total tax and penalties
on an undeclared sum of £10,000 assuming liability at 60 per cent, amounts
to £18,000 and this does not take account of interest charges which may
also be due. On the other hand, the actual settlements reached by the
Revenue Commissioners in back-duty cases may amount to less than the
taxes unpaid in real terms.

*Paragraph 13.13.
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13.29  We conclude that for the system to work efficiently, it is necessary
to have penalty procedures capable of being applied in a summary way,
subject to a right of appeal by the taxpayer.

Recommendations
13.30 We recommend that:

1. The Revenue Commissioners should be given power to assess and
collect statutory penaltics in the same wav as tax. subject to a right
of appeal by the taxpaver.

_[x_)

Details of all penaltics and negotiated settlements should be pub-
lished. The names of defaulters who., on their own initative, make
a voluntary disclosure of past defaults, should not be published.
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CHAPTER 14

A NEW SCHEME OF OFFENCES AND
PENALTIES

Introduction

14.1 In Chapter 13 we noted the wide powers of the Revenue Com-
missioners to mitigate penalties and the need to revise the present unrealistic
penalties and the scale of offences involving underpayments of tax. Our
objective is to establish a penalty scale and rarift which is simpler and more
certain than the present one and which gives cquitable results, while
protecting the revenue. In this chapter we recommend the abolition of the
old scale of oftences, a revised penalry tanft with limits on the scope tor
mirigation of penalties and interest levied at a rate sufficient to ensure
commercial restitution and no more. We have used figures to illustrate the
possible limits for defaults and the level of certain penalties. These are
intended only as guidelines. The correct level of penalties 1s a matter of
judgement for the legislature and once set it would need to be adjusted to
take account of the standard of compliance.

14.2  Let us make it clear at the outset that we are dealing with penalties
which are in addition to the payment of outstanding tax bills. Understate-
ment or omission in returns should be corrected, the appropriate tax
collected and a commercial rate of interest paid on the sum due over the
period between liability occurring and payment being made. This chapter
deals with penalties in addition to this normal restitution and the circum-
stances under which such penalties should arise.

14.3  First, we set out some general principles which we teel should apply.
Then we deal with offences related to incorrect returns, failure to submit
returns and failure to notify chargeability to a particular tax. Finally, we
consider appeals against penalties and criminal offences related to taxation.

General Principles

14.4 Before setting out our proposals we consider some general principles
which should apply in relation to the imposition of penalties.
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14.5 The main object of the system of taxation is to raise revenue.
Accordingly, the effective, efficient and timely collection of that revenue
1s extremely important. Any delay in the payment of tax should, therefore,
give rise to an interest charge on a commercial basis. Default interest should
be treated separately from any penalty for non-compliance.

14.6  The Keith Committee,' which carried out an extensive review of the
cnforcement powers of the Revenue Departments in the United Kingdom.
cstablished a number of principles which relate the tax offences and penal-
tics. We endorse these principles. They are:

(1) penalties should be precise and logically formulated, and should so
far as practicable be harmonised over the whole direct and indirect
tax field,

(11) the scope for administrative discretion should be reduced to a
minmum, so that it is available only where required for strictly
practical rcasons. As a general rule. particular consequences should
follow particular acts or omissions in cvery case. In this way.
everyone knows where they stand., and compliance is likely to be
improved. If everyone is treated alike, grounds for complaint are
minimised, provided always that the sanction is regarded as broadly
tair,

(in) every routine obligation should not, in the tax field, be fenced with
criminal sanctions. Automatic civil surcharges and penalties are
more appropriate, and more reliable in their application,

(iv) all penalty procedures should be capable of being applied in a
summary and expeditious way, subject to a right of appeal by the
taxpavyer,

{v) m general, and wherever possible, penalties should be adjusted in
line with the tax due (tax gearing). Where tax gearing is impracti-
cable, a ime-geared penalty, for example, at a monthly rate, might
be appropriate. On occasions, a combination of tax-gearing and
time-gearing may be necessary to reflect most appropriately the
seriousness of the default,

(vi) frequent changes in fixed penalties would be disruptive. However,
there should be some procedure for keeping all penalties under
regular review, coupled with some mechanism that would enable
comprehensive uprating to be accomplished more readily than at
present, and

'Report of the Committee on Enforcement Powers of Revenue Departments, Volumes 1 and
2, March 1983,
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(vii) effective criminal sanctions should be available to check the ind-
dence of deliberate and serious frauds.

Incorrect Returns (Defaults)

14.7 We propose that there should be three categories of default: civil
fraud; substantial misdeclaration: and marginal errors and omissions. These
categorics are close to those which operate now but we teel that claricy
requires their formal definition.

14.8  Civil fraud 1s the most serious category. We usce the term “civil fraud’
to distinguish between conduct being dealt with as a default and conduct
(fraud) which is prosecuted as a criminal offence before the courts. To
establish civil fraud it must be possible to prove, on a balance of probabili-
tics, the presence of a dishonest intention, normally an intention to deceive
the mspector of taxes with the object of evading tax.

14.9  The second category consists of cases in which the taxpaycer cannot
effectively plead error or inadvertence, yet the Revenue Commisstoners
cannot prove civil fraud. We suggest the term ‘substantial misdeclaration’
as we consider that the size of the understatement or omission from the tax
return ought to be the principal determinant of conduct falling within this
default category. The principle 1s that the size of the discrepancy 1s such
that a reasonable man, paying the proper attention to his tax affairs, could
not have failed to notice the error in question. Where the omission or
understatement of income in a tax return amounts to 10 per cent or more
of the total taxable income, we consider that proof of the fact should by
itself constitute absence of due care and be deserving of a penalty. However,
an understatement or omission would not be regarded as a substantial
misdeclaration, provided the tax return was made in accordance with the
practice generally prevailing at the ume.

14.10 In the interests of securing fairness in relation to the tax paying
public in general, some alternative tests for measuring substantial mis-
declaration are desirable. For example, in order to prevent taxpayers with
very considerable tax bills gaining an unfair advantage over the majority,
there ought to be an alternative minimum measure of substantial misdeclar-
ation for such cases. For illustrative purposes we suggest a figure of £1,000
of income or one half of one per cent of the total taxable amount, whichever
Is greater.

14.11 The arithmetic test ought, in our view, to apply equally in circum-
stances where a taxpayer accepts an estimated assessment which has been
made in the absence of a tax return and which 1s less than the true bill. A
similar measure of substantial misdeclarations would also be appropriate
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for such taxes as advance corporation tax. We discuss later the tests to be
applied to VAT and employers’ PAYE returns.

1412 We also consider that fairness demands that some provision be
made for dealing with a defaulting taxpayer whose standard of care, while
just on the nght side of the objective standard of substantial misdeclaration
ncvertheless leads him to make repeated understatements in this tax returns.
This situation could be met also by applying penaldes for cumulated
understatements over a number of vears even it each of these were less than
the limit for substantal misdeclaration.

14.13  The least serious of the detaults would be omissions or understate-
ments in tax returns which are smaller than substantial default. They would
mclude relatively small errors arising innocently from simple inadvertence
or negligence. Whart these would have i common in our proposed scheme
is that none of them would give rise to a presumption of culpability which
descrves to be penalised. Above all. there would be no question of the
presence of a dehiberate intention ro deceive the revenue authorities. Where
such an mtention is present and can be proved, the objective arithmetical
tests are irrelevant. The default could be considered under the civil fraud
provisions, regardless of the amount of underdeclaration or omission.

Penalty Scale

1414 Civil fraud at present attracts a maximum penalty loading of 200
per cent of the unpaid tax. Given Ireland’s very high marginal rates of tax,
this can result in almost twice the undeclared income being confiscated in
tax and penalties. In addition, a penal rate of interest may also be chargeable.
We have recommended thar all underpayments should be made up and
should be hable to interest charges at a commercial rate for the period of
delay. The money penalty should be 30 per cent of the rax evaded.
However, we consider that a power to mitigate down to 30 per cent (but
no further) in recognition of the degree of the taxpayer's co-operation in
the investigation is desirable. The minimum penalty for civil fraud should
be 30 per cent of the tax evaded.

14,15 Inthe case of substantial misdeclarations, the straightforward defini-
tion of the offence could be matched by an automatic, non-negotiable
penalty. We consider, therefore, that there should be a flat-rate penalty of
25 per cent of the evaded tax. However, a default should not give risc to
a penalty if there is a reasonable cause for the default or if the taxpaver on his
own initiative provides full information wich respect to the understatement,

1416 Offences in the third default category, marginal errors and omis-
sions would not attract a penalty but interest would be charged on the tax
unpaid, by virtue of the understatement.
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14.17 The new scale of defaults would also apply to incorrect returns of
tax for which a taxpayer is required to account as employer or construction
industry contractor or VAT-registered trader. Civil fraud would attract a
maximum penalty of 50 per cent of the underpaid tax mitigable down to
30 per cent. We consider that a measure of substantial misdeclaration similar
to that set out in paragraphs 14.9 and 14.10 would be appropriate. Although
in these instances the amount of the omission or understatement would be
measured aganst the total tax tor which the taxpaver was required to

account 1n the year i questuon.

14.18 For ease of reference we have summarised in Table 19 cur proposals
in respect ot defaults and the taritf of surcharges, both interest and penalties,

TABLE 19

Suggested Scales of Defaults and Tariff

Defautt

Tar ff

Civit fraud: tne deliberate omission or under-
statement of amounts in tax returns with the
intention 1o deceive the revepue authortes
and the abject of evading tax

Substantial misdeclaration: the omission or
understatement in tax returns of an amount
equal to 10 per cent or more of the total taxable
amount, or if less, the greater of £1,000 of
income or gains or one half of 1 per cent of
the total taxable amount. Alternatively, omis-
sions or undersiatements below these limits

Tax due plJs interest plus a maximum penaity

of 60 per cent of the tax underpaid by reason
the default. mitigable to 30 ver cent for cooper-
ation in the investigation. Minimurm penalty of
30 per cent of ne 1ax gue.

Tax due plus interest plus a penalty of 25 per
cent of the tax underpaid by reason of the
default. A default should not give rise to a
penalty if there Is a reasonable cause for the
default or the taxplayer on his own initiative
provides full information about the under-
statement.

which occur over a number of years.

Marginal cases: any error feading to the omis- | Tax due plus interest
sion or understatement from tax returns of any
amount not within the above.

Failure to Submit Returns

14.19 In Chapter 4 we recommended a new scheme of penalties for failure
to submit self-assessed returns of income tax and corporation tax. Here we
consider the system of penalties for fatture to submit VAT and PAYE/PRSI

returns.

14,20 The typical pattern of progress of receipt ot VAT and PAYE/PRSI
returns is shown in Chapter 15 where we deal with the problems of
collecting tax. The standard of compliance 1s poor and compares unfavour-
ably with that for similar taxes in the United Kingdom. The changes we
recommend later in the collection procedures, involving much more action
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at local level, should help to improve compliance but an effective penalty

code is also needed. The existing penalties are imposed in only a very small
number of cases.

14.21  We consider that to pursue penalty proceeding for every failure to
submit VAT and PAYE returns on time would be impossible because of
the vast number of returns due each year. More than half a million VAT
returns forms were issued in 1984. Nevertheless, the compliance problem
is sutficiently sertous to justify some further action, We proposc the
implementation of a system of surcharges. The system would involve

(1} a warning to any trader who failed to submit by the required dates
two returns or payments within any period of one vear,

(1) an ininal surcharge of 3 per cent of the tax duc or £30, whichever
is the greater, for the first default in the vear tollowing the issuc
of the wamning,

(1) an increased surcharge. rising in steps of 3 per cent, for repeated
tailures to submit timely returns during the surcharge period,

(iv) late returns during the surcharge period would also extend the time
during which the trader would be liable to surcharge, and

(v} hability to surcharge would only lapse atter a period of one vear's
satisfactory compliance.

14.22 Failure to remit PAYE/PRSI or VAT due within the times specified
1s a criminal offence under the provisions of the Finance Act, 1983 We
comment on this later but our view is that criminal sanctions should only
be invoked as a last resort for very serious offences.

Failure to Notify Chargeabitity

14.23 It 1s essential for the proper functioning of the tax system that all
persons with a potential liability to pay or account for tax should take the
mitiative m getting in touch with the appropriate authoritics. The law
places an obligation on taxpayers, employers and VAT-registered traders
to bring themselves to the notice of the Revenue Commissioners. Penalties
are imposed for failure to meet the statutory obligations. At present. the

penalties vary in amount, depending on the obligation but in general thev
are flat rate amounts.

14.24 We see no grounds for distinguishing between notifying personal
liability and notifying an obligation to account for tax whether as emplover,
VAT-registered trader or company payer. It should not be a defence to a
charge of failing to notify a particular obligation that the taxpayer is already
known to the revenue authorities. This is of particular importance in
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circumstances where there is no longer, for some classes of tap.(pay}(irs,lg
universal issue of tax returns every year. The obligation to_notlfy shou
run in respect of each separate source of income and obligation to account

for tax.

14.25 We recommend that the penalty for failure to noFify .the Revenue
Commissioners, within the time limits allowed, c_)f an obligation to pay or
account for tax should be tax-geared on the basis of the offence scale Tg
out in paragraph 14.7. The offence 0ff31_1urc to notify chargeability wou
constitute a substantial misdeclaration 1if the objectuive tests were sansﬁ(_ed.
or civil fraud. where there was evidence of a dishonest intention to deceive
the inspector of taxes. There should be no fixed clement but there would
be an interest change i minor cases.

Appeals Against Penalties

14.26  We have proposed that a power of mitigation"fro‘m 5(). per cent
down to not less than 30 per cent should exist i respect ot detaults involving
civil fraud. We consider that wherever there is a failure to agree a settlement,

the inspector of taxes, after due notification to the taxpayer, shou(id bs
empowered to ralse an assessment to recover .the tax underdeclare and
that he should include in it, separately distinguished, charges in respect of
interest and up to a 50 per cent penalty. The taxpayer would then lk.la}\lr_e a
right to appeal to the Appeal Commlsspner.s. The .burden of establis %r}:g
liability to interest and a penalty wou]d lie w1t'h'the mspector of taxes. Ccl
Appeal Commissioner would then be in a position to adjudicate at one an :
the same hearing upon the amount of the underassessment, the nature o

the default and the interest and penalty charge appropriate. The Appea]
Commissioners would, on our proposals, have the power to mitigate
the penalty from 30 per cent down as far as 30 per cent. The Appeal
Commissioners would not have the power to mitigate interest charges but
they would determine the period of delay.

14.27  As regards the imposition of penalties for substantial misdec.larat%on
of income the inspector of taxes should be empowered, after due notification
to the taxpayer, to make assessments to recover the tax underdeclared and
include thereon, separately distinguished, charges in respect of default
interest and a penalty calculated at 25'per cent of the tax underdeclared.
The penalty is intended to be automatic and is non-negotiable. Howeyer’,
the taxpayer would have a right of appeal on the grc_;)upds that there 15 a
reasonable excuse for the default. The Appeal (;(?mm1§51oners would have
the power to waive the penalty but not to mitigate it. They woqld 3159
have the power to determine the period of delay in respect of interest

charges.
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Mitigation of Penalties

14.28 In addition to our proposal to allow the Revenue Commissioners
to mitigate penalties in respect of civil fraud in recognition of the degree
of cooperation in the investigation we considered whether the Revenue
Commissioners should have a general power to mitigate penalties. Some
flexibility should exist but the correct place for this is at the collection stage
and it should be confined to exceptional cases.

Criminal Offences Related to Taxation

14.29 The imposition of monctary penalties does not preclude the possi-
bility of proceedings under common law. It is a matter for the Director of
Public Prosecutions to decide upon and to initiate proceedings in relation
to common traud or conspiracy to defraud. However, criminal penalties
are specified in the Taxes Acts in refation to certain revenue offences. Until
recendy the specitied ottences related mainly to making or assisting in the
making of false statements or false representations for the purpose of
obtaining any allowance, reduction, rebatc or repavment of tax. The
maximum penalty was a term of imprisonment not exceeding six months.

14.30  The Finance Act, 1983, imposes, without prejudice to any other
penalty to which a person may be liable, more stringent penalties for serious
tax offences, including imprisonment for some otfences which up to now
have attracted monetary sanctions only. This legislation, which relates to
all taxes under the care and management of the Revenue Commissioners,
applies to serious offences involving

(i) refusal to comply with statutory provisions designed to allow tax
liabilities to be ascertained. for example, notifving the Revenue
Commissioners that one has commenced a business or has become
chargeable to tax, keeping proper business records and producing
them when asked and furnishing returns and other documents
when obliged to do so,

(i) deliberate furnishing of incorrect information in return and other
documents or assisting others to furnish such information,

(111) failure to make PAYE and VAT remittances when duc, and

(iv) obstruction of persons exercising statutory powers for tax pur-
poses.

Persons found guilty by the courts under this legislation of committing

204

p v Al < e o

such offences? will be punishable on summary conviction, by a fine of up
to £1,000, or a term of imprisonment not exceeding twelve months, or
both fine and imprisonment, and on conviction on indictment, by a fine
of up to £10,000, or a term of imprisonment not exceeding five years, or
both fine and imprisonment.

14,31 Criminal proceedings for income tax offences under the Taxes Acts
were initiated in four cases in the period from 1977 to 1984, Two of these
were taken in 1978, One resulted in the taxpaver being sentenced in the
District Courr to three months imprisonment but on appeal to the District
Court the sentence was suspended. The other case was dismissed in the
District Court. The third case was mitiated during 1981 and the case was
heard in March 1982, The taxpaver was convicted and was given a sus-
pended sentence of one month’s imprisonment. A further case was dis-
missed 1 1984

R

14.32  Criminal proceedings for the new revenue offences under the pro-
visions of the Finance Act, 1983 have not vet been mitated. The Revenue
Commissioners advised us that

“In the light of actual and threatened challenges to earher legislation
Counsel’s advice has been sought on procedures to be tollowed prior
to a prosecution. Several cases are awaiting processing when the
procedures are settled.”

14.33 We have expressed a preference for civil sanctions for regulatory
matters and for civil proceedings in respect of offences ranging from
substantial misdeclaration to civil fraud. This does not, however, mean
that we wish to exclude the possibility of the revenue authorities ever
instituting criminal proceedings for oftences of dishonesty. It is emphati-
cally not the case that the criminal law has no role to play in tax enforcement.
Rather the principle should be that the criminal law is invoked as a last
resort for ‘heinous’ cases. These include cases where there is an intention
to deceive and

(i) there is evidence of collusion between the taxpayer and others,

(i) evidence that documents have been forged with intent to deceive
the Revenue Commissioners,

(i1i) evidence of other irregularities which are denied on challenge,

(iv} the taxpavyer has already enjoyed the benefit of a negotiated civil
fraud settlement following a previous investigation,

{v) the taxpaver while making a show of cooperation. withholds

*Section 94, Finance Act. 1983 applies only to offences committed on or after 8 fune, 1983, that
15, the date of enactment of the 1983 Finance Act.
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significant information leading to a materially incomplete dis-
closure in a current investigation,

(vi) obstruction of persons exercising statutory powers for tax pur-
poses, and

(vi1) the Board of the Revenue Commissioners takes a view about either
the status of the potential offender or about particular exceptional
arcumstances in relation to the offence itself. for example. the

amount of the tax at risk 1 absolute terms or where the nature of

the fraud is particularly blatant.

Criminal penalties may also be necessary where there is persistent failure
to comply with obhgations to submit returns but the criminal sanction
should be reserved for the most serious cases.

i4.34 It follows that we have no proposals to do away with the CXISTNg
crimnal offences in the direct tax penalty code. However, some changes
in the existing provisions are desirable. Section 516, Income Tax Act, 1967
and Section 94, Finance Act. 1983 should be consolidated into one provision
to deal with criminal ottences. Each offence should be specifically formu-
lated and sct out in the new provision. We consider that an intention to
deccive is crucial to anv criminal offence of dishonestv in relation to tax
matters. The phrase “with intent to deccive’ could be included in the
legislation. The present legislation, except in relation to failure to remit
PAYE and VAT, makes it an oftence to ‘knowingly or *wilfully" deliver
an incorrect return or to fail to meet certain obligations.

14.35  The state of mind of the employer or VAT-registered trader is not
an issue in deciding whether failure to remit pavments due is a criminal
offence. Penalties of up to £10,000 or five years imprisonment or both may
be imposed for failure to remit PAYE and VAT due within the specified
time limits. We think this is undesirable. In the first instance the monetary
sanctions we have proposed should apply. Criminal sanctions should only
be invoked as a last resort for very serious offences. We recommend that
the provisions of Section 94 of the Finance Act, 1983 should be amended
to restrict the circumstances in which a criminal sanction can be invoked
for PAYE and VAT offences.

Criminal Investigations
14.36  The Director of Public Prosecutions advised us that

“early Garda involvement is desirable in criminal cases involving
fraud. A spectal section of the ‘Fraud Squad’ would help to ensure that
the appropriate procedures are followed in criminal cases. Ideally, the
Revenue Commissioners should end an investigation which indicaces
that fraud might be involved and the Fraud Squad should be alerted”
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We recommend that the Revenue Commissioners explore with the Garda
authorities the possibility of setting up a unit within the Fraud Squad to
deal with criminal tax offences.

Recommendations
14.37 We recommend that:

I. Tax paid late as a result of an understatement or undercharge should
attract interest at a commercial rate for the period ot the delav.

1

The existing scale of defaults should be abolished and replaced with
three new categories:

(1) civil fraud,

(11) substantial nmsdeclaranons, and

(i) marginal errors or omissions.

3. The new code of otfences might attract penaltics of the tollowing
order:

Civil fraud: 50 per cent ot the evaded tax mitigable down to 30 per

cent for co-operation in the investigation. The minimum penalty

should not be less than 30 per cent of the evaded tax.

Substantial Misdeclaration: 25 per cent of the tax lost. However,

a default should not give rise to a penalty if there 1s a reasonable

causc for the default or the taxpaver on his own initiative provides

full information about the understatement.

Marginal cases: there should be no penalty for minor crrors or

omissions. However, the more serious instances of these offences

could be considered under the civil fraud provisions where they

had been committed with an intent to deceive.

4. A system of surcharges should be introduced to deal with failure
to submit PAYE and VAT returns or pay the tax due. The system
would involve
(i) a warning to any trader who failed to submit by the required

dates two returns or payments within any period of onc year,
{11) aninitial surcharge of 5 per cent of the tax due or £50, whichever
is the greater, for the first default in the vear following the 1ssue
of the warning,
(i1} an increased surcharge, rising in steps of 5 per cent for repeated
tailures to submit timely returns during the surcharge pertod.
(iv) late returns during the surcharge period would also extend the
nme during which the trader would be liable to surcharge, and
{v) liability to surcharge would only lapsc after a period of one
vear’s satisfactory compliance.
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6.

The penalty in respect of failure to notify chargeability to tax should
be related to the amount of the tax unpaid in respect of each separate
obligation.

The civil penalties should be imposed administratively but would
be subject to appeal.

There should be a right of appeal to the Appeal Commissioners in

respect of penaitics and surcharges. The Appeal Commissioners

should have powers to

(1) mitigate the penaltics, within the limies set out in recommen.
dation 3 above. in cases of civil fraud.

(1) waive the penalty for substantial misdeclaration bur not to
mitigate the penalty, and

(111) dct.crmme the underpavment and the pertod of delav giving rise
to mterest charges but not to minteate interese. ‘

Thc' Rcvefn_lg (,()111111135;()11(‘rs should continue to have a general
power to mutigate penalues at the collection stage bur the use of the
power should be restricted to exceptional cascs, The Revenue
Commissioners sht\mld be required to report upon the use made of
mitigation to the Comptroller and Auditor General,

There should be a sct of specific criminal offences of dishonesty
respect of direct taxes and value-added tax. The criminal sanction
shquld only apply where certain things are done or not done with
an mtent to deceive. '

The Revenue Commissioners should explore with the Garda autho-

rities the possibility of setting up a unit within the Fraud Squad to
deal with criminal rax offences.
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CHAPTER 15

COLLECTION AND ENFORCEMENT OF
PAYMENT

Introduction

13.1 In this chapter we examine the collection and enforcement of pav-
ment ot tax. Non-compilance by taxpavers has resulted m delays 1n collect-
ing tax to the point where there 15 a near breakdown 1 the system. We
believe that simplified taxation, selt-assessment, more systemaric auditing
and the application of our scheme of penalties and surcharges would
improve compliance and casc the difficulties of collection. We also suggest
changes in the present system to make the Revenue Commissioners respon-
sible for all aspects of collection and enforcement of payment and we
recommend some alternative methods of enforcing pavment. In Chapter 16
we consider a number of special collection arrangemenits and the preferential
claims of the Revenue Comissioners in receiverships and liquidations.

Broad Impressions

15.2  In submissions made to us and in discussions we have had with
various bodies, the view was expressed that communication between the
assessing and collection arms of the Revenue Commissioners needs to be
improved and that much more action at local level in collection matters 1s
needed.

15.3. Many of the problems of collection and enforcement arise because
taxpayers will not send in returns promptly and in some cases will not
send them in at all. Non-compliance by traders in relation to VAT and
PAYE/PRSI returns causes particular difficulties because returns are due
every two months and every month respectively. The enforcement machin-
ery is being used to force compliance in making returns in addition to its
primary function of collecting tax. When taxpayers fail to submit returns
the Revenue Commissioners must raise estimates of tax liabilities. These
estimates, although they are legally enforceable debts, cause problems for
the enforcement agencies. Where enforcement action leads the trader to
submit outstanding VAT or PAYE/PRSI returns, the estimates are with-
drawn. This action may be seen as successful in terms of forcing compliance
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but it undermines the credibility of the enforcement agencies as tax collec-
tors. The confidence of the enforcement agencies in the validity of revenue
debts is also eroded.

15.4  The increased volume of enforcement work in recent years has placed
enormous burdens on the agencies responsible. Most of the burden falls on
the sheriffs and county registrars who have summary powers to enforce
payment of tax debts. There has also been some increase in the number of
cases processed through the courts, although court proceedings are used
only as a last resort or in special circumstances.

15.5 Besides the volume of enforcement work and the particalar problems
of entorcing collection of estimated sums. there are deficiencies in the
enforcement system and in the range of powers available ro enforce payment
of outstanding tax. The county registrars. who are responsible for revenue
debt collection in twenty four counties, have other duties and responsibiii-
ties, most of which take precedence over their role as revenue debr collec-
tors. The powers available to county registrars/sheriffs have their origins
1 the last century when scizure of goods was a relatvely simple affair as
most wealth lay in property, livestock and physical possessions. Today.
wealth can take torms which cannot be touched under sherifflaw to enforce
pavment of tax debrs. The deterioration in revenue debt collection and the
faiture to keep the range of enforcement powers up to date have resulted
from the division of responsibility for collection and enforcement between
two government departments, namely, the Revenue Commissioners and

the Department of Justice. There is no effective accountability for the
enforcement of revenue debts. '

THE COLLECTION SYSTEM

15.6 The Office of the Collector General is responsible for collecting
Income tax, corporation tax and capital gains tax. It is also responsible for
collecting income tax deducted by emplovers under PAYE and associated
pay-related social insurance contributions, tax deducted from paynments to
sub-contractors under the construction industry scheme, value-added tax
and interest on late payment of taxes. Health contributions and the youth
employment levy are collected on behalf of the Deparement of Health and
the Department of Labour from self-emploved persons, including farmers.
We recommended in our first report that the collection of health contri-
butions and the youth employment levy should be discontinued and the
revenue foregone collected from general taxation. The collection pro-

cedures vary for the different taxes. A full description of the procedures is
in Appendix 6.

15.7 In our first report we concluded that the arrangements for payment
of gifts and inheritances’ taxes in instalments should be rationalised. At
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present, this tax is collected by Capital Taxes Branch and is accounted for
by the Accountant General of Revenue. We recommend that collection of
tax on gifts and inheritances should be the responsibility of the Collector
General.

15.8 The collection of VAT and PAYE/PRSI places the greatest burdens
on the collection machinery. The total number of VAT-registered traders
is 107,000 and approximately 100,000 emplovers are registered for PAYE.
Collection procedures are geared to gather in the bulk of the estmated
Exchequer receipts as soon as possible after the due dates. In this process
there is understandable emphasis on those cases from which the bulk of
total payments will be collected. It is worth neting that one thousand
companics account for 70 per cent ot the revenue from VAT and some
seven hundred emplovers account for more than 80 per cent of the PAYE
vield and 75 per cent of the PRSI contributions.

5.9 Tt was put to us that the Revenue Commissioners were over-con-
cerned with money management, that thev were excessively vigilant in the
case of large companies with large tax labilines. While we reject this
criticismi. we understand that to the compliant taxpaver the amounts due
m respect of VAT and PAYE/PRSI bv even a small business appear large
enough to warrant immediate and vigorous collection and enforcement
action. We examine later how the collection and enforcement of tax debes
could be improved, given the existing constraints on the resources of the
Revenue Commissioners. Before doing so it is worthwhile considering the
extent to which taxpayers fail to comply with their obligations.

Compliance

15.10  Collection of tax depends on information about the labilities of
taxpayers under different tax heads. This information must be supplied to
the Revenue Commissioners by the taxpayer. The necessary information
is usually required in the form of a tax return for the relevant tax. When
taxpayers fail to submit returns the Revenue Commissioners raise assess-
ments or estimates to establish enforceable debts.

15.11 The Revenue Commissioners advised us that the compliance rate
in VAT is generally lower than that in PAYE/PRSI There seems to be a
greater resistance to the timely submission of VAT returns and payments.
This may be because VAT payments tend to be bigger for many businesses.
Table 20 shows the level of compliance in making returns and payments
of VAT for the taxable period March/April 1983. A more detailed break-
down of this pattern and a comparison with other years 1s in Annex 1 to
Appendix 6. The pattern of compliance does not vary greatly from year to
year.
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TABLE 20

Level of Compliance in Making Returns and Payments of VAT

Taxable Period March/April 1983

Returns J Tax

F{ecejved by End of Due Month ;/jl l %

Received by End of Following Manth 41 J g

Received by End of 31:12:83 | 6" | o
L S S

Source: The Revenue Commissioners

Note: The percentage for returng
The percentage for tax is expresse
twelve months after the due date.

Ic? expressed by referancs 1o the number of returns 1ssued
by reference to the total tax received for the month at

510 2kl .
[5.13 Table 21 shows the monthly return pattern for PAYE
TABLE 21
Level of Compliance in Making Returns and Payments of PAYE
Month ended Month ended
5 May, 1983 5 June, 1983
Returns Tax Returns Tax
- Cy ) 9,
Received by End of Due Maonth Y 5 4 ¥
i 33.
Received by End of Following Month 48 ? ggg pi 0
Received by 31/12/83 69.8 98.8 5 08
. . . g
Source: The Revenue Commissioners. -

Note: The percentage for returns is expressed by reference to the n

The percentage for tax is ex
pressed by referen
twelve months after the due date. ’ e fo the tota

umber of retumns issued.
lax received for the rmonth at

15. I3 VAT returns are generally submitted later than PAYE returns. |

addl‘ug)r}, the proportion of total tax paid is significantly lower for VAT in
the initial period after the due date for payment. About six months aftm
the due month, the proportion of rax paid is still lower for VAT but o
significantly so. There is a number of factors which may influen YLQE
dlfferf?nt pattern between PAYE and VAT. PAYE is paid monthl':e t 1dS
there is a shorter period for making the payment, PAYE is also concenE]r atrfd
among large employers and includes public secror agencies and fi N 'Ll
mstitutions which are not normally liable for VAT, e

15.14  The compliance rates of VAT
. . and PAYE rew d
n Ireland than in the United Kingdom where 60 per crel:}St zrft t
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much lower
raders make

their VAT returns within a month of the due date and 95 per cent of
employers pay their PAYE income tax liabilities within a fortnight of the
due date. However, when comparing the compliance rates of VAT in
freland and the United Kingdom, it must be borne in mind that VAT
returns in the United Kingdom are three-monthly with payment by the
end of the following month as against Ireland’s two-monthly return with
payment after nineteen days. The period of time allowed for payment of
PAYE is the same in both countries.

15.15 When a trader or cmplover fails to submit a return declaring his
tax liability, an estimate is issued by the Collector General to establish an
enforceable debt. The trader or employer has a right of appeal against such
an estimate but, n practice, formal appeals are seldom made and the
estimate is withdrawn if a return is submitted. Payvment of an estimated
amount of tax does not relieve a person of the obligation to furnish a return
and failure to do so leaves a person liable to a penalty. Penalties are not
considered bv the Revenue Commissioners to be the most appropriate
form of action to deal with non-compliance in this area because of the
frequency of returns and the cumbersome nature of the procedures. The
taxpayer is generally pursued for a return by estimating the tax hability
and by taking action to collect the debt estabhished by the estimate. dince
the objective of raising an estimate is to prompt the trader or employer to
forward the return and the remitrance, there is an inclination to overestimate
the liability. However, estimates which are wildly off the mark create
problems for the enforcement agencies. Estimates frequently have to be
withdrawn from enforcement and the credibility of the system 1is under-
mined.

15.16 We accept that it is difficult for the Revenue Commussioners to
make good estimates of tax due for collection when the information is in
the hands of the trader or employer. This is certainly the case in relation
to VAT. Value-added tax labilities can fluctuate greatly not only from one
period to the next but for the same period in different years. Nevertheless,
we consider that the approach should be to estimate the true liability rather
than to use the system of estimates to force the trader to submit returns.
Where there is a history of repeated payments on estimates it 1s likely that
they are significantly less than the true liability. Graduated increases in
estimates would encourage traders to submit returns and thus provide a
more accurate base for any subsequent estimates that may be necessary.
The more long-running cases of payment on estimates should be audited
to establish the correct liability and penalties for any underpayments should
be imposed in accordance with our recommendations in Chapter 14. Apart
from these mecasures, it seenis to us that the principal need is to reduce the
time it takes for the Collector General to respond effectively to failure by
a taxpayer to submit his return and remistance. We believe that there 15
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little prospect of improying the present collection system until there is
more local involvement in collection matters.

The Office of the Collector General

15.17° The collection of taxes is centralised in the Collector General’s
Office in Dublin. Because of the enormous volume of work collection is
conducred on the basis of process rather than case work. Th!is means that
dny one taxpayer's case can be handled by many ditferent people at the
various stages in the collection process. The margin of crror is, therefore
wide. The Revenue Commissioners advised us that collection i’s ’

“undertaken by staffat atow level of grading relative to the com lexity
of the wor_k done. The cost in terms of resources of securing ?()r‘ the
taxpaver significantly less exposure to error would be proinibitivc
Under any system, however costlv. errors could not be complctel\l

eliminated and accordingly some level of error would have to be
tolerated as inevitable.”!

15.18  Given the strength of the statutory power ta enforce payment, i.¢
seizure of goods. we are concerned about the existing situation. A high
level of errors makes it almost impossible to use the ultimate aaml'tion argzd
the collection and enforcement machinery is undermined.

1519 Itis widely felt that centralisation of collection and a lack of effective
communtcation between the collecting and assessing branches of the Rev-
enue Commissioners has led to inefficiencies in the collection system. The
separation of the assessment and collection branches is not Just ph ‘sical'
th; fpnctlons and responsibilities are entirely separate. The Revenfe éom—,
missioners strongly reject this criticism. They assured us that

any breakdown is not between assessment and collection but between
the inspector of taxes and the taxpayer. Inspectors have ready access
to the computer file in the Collector General’s Ofttice.”?

Nevertheless,_evidence from outside the Revenue Commissioners indicates
that communication between the two sections needs to be improved sub-
stantially. We are aware that some improvement has taken place since
Inspectors now have access to collection information on the computer file.

_15t;20 The Collector General does not always have the benefit of the
H[}) ormation available to the inspector nor the more general local knowledge
about the most appropriate cases to pursue for collection or the most

:Agreed note of meeting, 12 December, 1984,
“Agreed note of meeting, 12 December, 1984.
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suitable time at which to pursue them. Elaborate procedures are necessary
to ensure that all relevant information is in the hands of the enforcement
agent before he takes enforcement action.

15.21 We conclude that non-compliance in making returns and payments
is putting a severe strain on the collection and enforcement procedures to
a point where there is near breakdown of the system. Many of the changes
we have reccommended in our first three reports involving simplified
taxation together with the scheme of penalties and surcharges recommended
in this report would improve the rate of compliance. Nonetheless, we
belicve that decentralisation of certain collection functions 1s necessary to
establish an efficient and effective collection system capable ot responding
quickly to counter non-compliance. While some ot the ninal collection
procedures, such as issuing demands, should continue to be organised by
a central collection unit. it is clear to us that there is considerable scope for
follow-up action at a local level.

[3.22 We believe that local action would be much more effecive in
securing pavment and in sclecting cases for further enforcement action
where taxes remain unpaid. Collection and enforcement systems based
largely on postal demands arc ineffective. A telephone call or a personal
call from a local office is more effective in sccuring payment than an
anonvmous computer demand. Traders respond to those creditors who
exert most pressure. In many cases, reluctance rather than inability to pay
is at the root of non-compliance and a personal approach by a collector
before enforcement proceedings are taken would be more successtul, pro-
vided it is backed up with adequate enforcement powers. In addition. a
local collection system would be in a position to communicate directly
with the inspectors responsible for assessment of tax and would be more
aware of the circumstances of the defaulting taxpaver. We, therefore.
recommend that certain collection functions be decentralised. There 1s a
number of ways in which decentralisation could be organised. The prease
details of the organisation at local level are a matter for the Revenue
Commissioners,

ENFORCEMENT OF PAYMENT

15.23 Ifany tax remains unpaid, enforcement proceedings are undertaken.
Under the present system the Collector General may

(1) issuc a certificate directly to the appropriate county registrar or
sheriff certifving the amount of tax due, or

(i) notiy the Revenue Selicitor to initiate court proceedings for the
recovery of outstanding taxes.

13.24  The county registrar/sherift has a power of summary distraint. On
receipt of a certiticate from the Collector General ke applies to the detaulter
for pavment. under threat of seizure of goods. If payment is not forth-
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coming he is legally entitled to seize and eventually sell enough of the
defaulter’s goods (if these are so available) to realise the amount due on the
certificate plus his costs.

15.25 Where action by the county registrar/sheriff is unsuccessful or
seizure of goods is inappropriate, (for example, goods which can only be
sold under licence}, recovery action is conducted through the courts. This
18 the only area where the Revenue Commissioners have responsibility for
cnforcing payment of taxes, The Commissioncrs have available to them
the services of the Revenue Solicitor. There are also two external solicitors
— one in Dublin and onc in Cork — who are contracred on a fee and
commission basis. At present, all court cases where the debt exceeds V15,000
are referred to the Revenue Solicitor for High Court action. The external
solicitors deal with cases appropriate to the Circuit Court and the District
Court. In the sceond half of 1983, a limited number of High Court cases
where the debt exceeds £13.000 but does not exceed C100.000 will be
reterred to these two external solicitors.

15.26  Enforcement by county registrars/sheriffs is preferred to court
proceedings by the Revenue Commissioners for administrative reasons.
Entorcement through the courts is not very satistactory. lncome tax andd
corporation tax cases require an intense level of preparation before acrual
referral to solicitors. The court processis lengthy, taking up to nine months
to get a judgement, In addition, the frequency of due datcs, cvery month
for PAYE and every second month for VAT, means that a large liabaliey
accrues while judgement is being sought. The High Court and Circuit
Court recess for up to four months in the aggregate each year and this in
turn limits the availability of the procedure. Also, the costs of collection
through court proceedings are considerably higher than through summary
distraint. A full description of the procedures for court proceedings and a
comparison of the costs of solicitor enforcement and cnforcement by the
county registrar/sherift arc in Appendix 7.

15.27 In the vast majority of cases, ordinary enforcement procedures
should be sufficient to collect taxes from even the most recalcitrant of
taxpayers. However, solicitor enforcement is a necessary part of recovering
unpaid taxes, especially as an action of last resort. There are obvious
constraints on the number of cases which can be referred to the courts,
Nonetheless, we consider that there is some scope for extending the systen:.
This could be done by using the state solicitors in provincial arcas or
extending the use of solicitors in private practice and by increasing the
limits® for Revenue debts in the lower courts, We so recommend.

I o - |y : 0 o ~ - N y

There are no monetary limits in respect of summary prot‘ecdmgs by summons tor the recovery
of arrears of rates and it has been the practice of the district courts o entertain proceedings
rrespective of the amount.
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County Registrar/Sheriff Enforcement

15.28 There are twenty eight sheriffs in Irelanﬁ. Out;1de}l?ufp11n artldo%c:;]?
: 1 i cour
i 1 ’ tv registrar who 1s the chie
their role is played by the county registra : ;
for the county circuit court. There are four mdependen_t sherifts who hlandc §
enforcement action in Dublin and Cork. County reglst.rz;rs are emp Sjybv
by the Department of Justice on a salarv basis. Tfle sh;nf 5 alre engtggc by
‘ F ] : “duty of cou
: : a fee and commission basis. The primary duty \
the government ona fee anc ! 1 o of county
y ifs Oree ¢ ders, although the county
1SLLe : Tiffs 38 te entorce court orders, a
registrars and shert 1 ourt orders ough the county
o , eXOTCLS r of other othicial functions. Unc
registrars exercise a number ¢ ou ‘ ‘
Tz%\c Act, 1967 arrears of tax are collectable by the same progesslas. cou[r{g
or(‘iers A large number of certificates for unpaid t;lxll(jgljsu_eg 76::1(C h yea(ru
N { ifts fi cme : 56 tax cer-
" : i ' fts for enforcement. In . 28, 7F ¢ ¢
county registrars and sherifts f - ! B 8. 700 tx e
ificates were issucd for o tion with a face value of over L2330 }
rificates were issued for collec _ of over
The revenue collected by county registrars and sherifts in 1)84‘g1r1.(1llljteci
to £32.1 millionr. Full details of the operations of county registrars anc

sheriffs are in Appendix 8.

15.29  There is cvidence that the enforcement agents, especially the (}:)u;;;
registrars, arc unable to cope with tl_1c \'O}UHlC of_tax ((Q%liftfm-] \t\tz)lrlti.on ¢
R:'port of the Comptroller and Auditor Ceneral tor_ ! )8‘ _rlm\}a fnion ¢
the system of enforcement by sheriffs and county registrars n the tollowing
terms: |
“A review carried out by my officers of the statistics relatng to
cases referred to the Sheriffs/County Registrars under all tax he_aimﬁs
indicated that the level of collection was not keeping pace with t §
number of cases referred with the result that the number of uncleare

: - ' LE |
cases was progressively increasing ™.

15.30  Bv 1983 there had been a further deterioration, as Table 22 shows.

TABLE 22

Cases on Hands of County Registrars/Sheriffs, 1981 and 1983

Number of Cases Face Value of Certificates
1981 1983 19871 1983
£m fm
826
Income Tax 22,080 36,835 %3 Z sl
Corporation Tax 5,446 8,406 iy s
PAYE PRSI 9.013 34 894 oo
VAT 16,150 34,420 303 .
Total 52,689 114,555 85.3 299.1

Source. Appropriation Accounts, 1981 and 1983

‘A riation Accounts, 1981,
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Of the 114,555 cases on hands at th inni
| % . ¢ beginning of 1983 and
sheriffs/registrars during the year, only 5 pergcent werea:enjfril;e;a;g tgg

per cent returned unpaid or withdra
; wn and :
following year. 69 per cent carried over to the

15.31 We d_lscussed with county registrars and sheriffs the problems of
er_]fgn‘ftng this vast number of certificates. While their expericnces ‘O=
different. both highlighted the difticulties of enforcing cstima‘tgd ccrt;‘h" -
from the Collector General, Thev told us thar only a small .ro ) ;‘L‘““‘
the tho'usands of certificates issued each year is for the colﬁct?onr lct)’n 'O‘t
det.ermmcd on the basis of final lability. The rest are issued in erroro 't‘n
estimates which in many cases are clearly excessive and designed Ol: in
a return from the taxpayer. f o oo

{3.32 Whl_le it may be necessary to use the county registrars/sheriffs

foree Comphancc. this can only be successtul if used on ahlimite-d scale Tho
present widespread use of the enforcement agencics to deal with :
compliance is contributing to the breakdown in tax enforcement Itm;n_
seriously lessens the effectiveness of these agencies in recovering establi ?153
tax habilities. The difficulties of attempting to use the cnforccmgcnt i l‘sl N

ery to solve the problem of non-compliance in the submission of r::u];::;
E}ii (I){pposed t((:) non-payment of tax) would be more clearly recognised by
the ei\;grrl::m;?mlssmners if they had overall responsibility for collection

5. o . :
135; t33 Deﬁae?cws in sherift law, which has not been updated since the
century, also contribute to the
entury, problems of tax enforcement. It
. In a
iubmls;lo?l topthe (]Ii)epartment of the Public Service, a copy of which we
ccetved, the President of the Associari ) ’ 1
1 tion of County Regist
recel : : v Registrars stated that
" 6;/], when the county registrars were given responsibility for enforcing
o (:t':;1 ection, they were aware that sheriff law was seriouély out of date
and d;at_ it was becom.mg mcreasingly difficult to enforce court orders
Ihe addition of collei)ctmg tax arrears in 1967 not only overburdened thcl'
rcement agents but demonstrated ev
even more clearly that with
enio . ‘ ' y that without a
deali(r)]ugh .ogelrjhaul, sh;rlff law is an unsuitable and inefficient vehicle for
: g with the collection of tax arrears. We consider the issue of ade uat
entorcement powers later in this chaprer. e

15.3 spi 1 ies of sheri
N 4 f?csplte the inadequacies of sheriff law, the sheriff appears to be a
ore ettective enforcement agent than the county registrar because

(i) he has no staffing constraints. He can determine his staft require-
ments and select the most qualified personnel
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(ii) being employed on a commission basis, he has a financial incentive
to finalise cases, and

(iii) disposal of seized goods is easier in the more anonymous urban
environment.

15.35 We sought the observations of the Revenue Commissioners on the
cffectivencss of the enforcement system. They said that

“The County Registrar system 15 not working well. Manpower 1s
scarce and there is the problem of providing adequate resources to
enable the system to operate efficiently. The City and County Sheritfs
are more effective. The Sheriffs want to enforce collection. The per-
formance of County Registrars is variable between different arcas.”

15.36  The Department of Justice tokd us that

“Mast of the actual enforcement work is done by court messengers.
There are forty court messengers at the moment and three vacancies.
Most countics have only one messenger but twelve counties have two
each and two counties have three each. In view of these difficulties
and the priority of other functions of the county registrars we would
like to see the burden of enforcing revenue debts removed from county

registrars.”®

15.37 In November, 1984, the Minister for Finance in reply to a parha-
mentary question said that
“neither my Department nor the Revenue Commissioners have any
statutory function in relation to the performance of the duties imposed
on Sheriffs and County Registrars in connection with the enforcement

of revenue and civil debt collection. Any matters arising in relation to
such duties are primarily the concern of the Minister for Justice.™

It is clear that responsibility for enforcement of tax debts is divided. It
seems to us that this division is the fundamental defect in the present
structure. It has hindered the effective collection of unpaid taxes and, as a
result, the credibility and efficiency of tax enforcement is threatened.

Conclusion

1538 We conclude that the enforcement of collection is in a very sorry
state. The system is incapable of processing the large number of cases cach

*Agreed note of meeting, 12 December. 1984,
sAgreed note of meeting, 19 June, 1985.
"Dail Debates, 15 November. 1984, Col. 2326.
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year aFd the situation is deteriorating. The reasons for this are many. Non
C - - B . -
agén}; 1?nce by taxpayeﬁs 15 having serious effects down the line to collection
nforcement so that too many cas
] es for enforcement are b
ased on
Ezté?a:fs and gre nci)t lactua] amounts due. The Revenue Commissioners
attempted to deal with the probl i i
ve ems of non-compliance in th
mission of returns by using th s, e
’ e enforcement agencies. The divisi
responsibility for collection be issionere i
etween the Revenue C 1551
Debra i ¢ : | omnussioners and the
stice. with the resulting lack of ace ili
: ot accountability, has led tc
‘ f Justice. _ g lack : v, ed to
the enforcement system becoming more inetticient and ineffective

15.39 Our proposals for ¢ i
Cffecti\LOaLn[_ propolsalsltlor clhange in the collection system, with more
‘¢ action at local level, should 1im : .

’ ! prove the general levels of ¢
pliance and the selection of cases f ! aive
a s cases tor enforcement. How 1

¢ an . - However, effective
P _ ' , Ve
Cgltgrcltemmp of outstanding taxes is cssential to sustain high levels of
1ance ;L 7S ] - |
Wor]}{)m T]Cfnin ?.n} tax system. The present svstem of enforcement is not
N & Lhe county registrars, because of the demands on their time and
CS0UTCes CArry ir fi I 1 .
lusl to L(l!‘lr‘)bl()u[ their functions as officers of the courts, are a
completety unsuitable and inefficient vehicle fi ' 1 A
) y ; ethicient vehicle for dealing wi '
| I ‘ vith the coll
of revenue debrs. We cons ! ; e in
. . onsider that there is 4 need f i
s a need for a radical change
i revenac debrs, We con ‘ adical change in
enfor&?;? rtn(.Ft structure. hWe recommend that overall responsibilit% for
‘ment of tax arrears should be give A :
§ wen to the Revenue Commissi
“ ; te arrea : nmnissioners
1d that the county registrars should be relieved of the responsibility for

LOH6Ctl()'l Q cnt d
e 2 ()th(r thr.nl hO“ o
1 I evenue b[ﬁ t 5 resultin i

PROPOSED ENFORCEMENT STRUCTURES

15,40 We now consider the issues involved in handing over the responsi
bility for enforcement to the Revenue Commissioners. It is essentisl nhSl_
glzlet [lle;t?nue Commissioners have powers to enforce the p.enymentt 3;
standing taxes. However, although the over ibility
Sl?hforcement of payment should rest \%ith the Rcvzillluer eéiomn;{llijélslitgnei(:r
D:Jsbﬁigjngotcgiviem them from engaging the services of the sheriffs in
; n connection with enforcement. We examine the type
of structure needed to enable the Revenue Commissioners to establi hp
collection/enforcement system of their own. We also consider th ary
powers to establish an effective enforcement procedure S

15.41 '
oA In many (])lthgr countries the Revenue authorities have responsibility
KingdoorcmgI coEectllon(:] for example, the United States and the United
m. In England, Wales and Nor
_ 0 , thern Ireland colle

’ . : ctors are
t}]}afoul]lted to collect _uppald taxes. After the issue of a final notice to pay
the collector either visits or telephones the defaulter. In only 12 per cent of

¢s, payment 1s not forthcoming after the call.’ Collectors are usually

5(‘ H E . " ]
-0mm reeme Power t Re\ 1 e trene Y n q
1tee on ﬂ{D Ce nt A s Of he nue par mt 5 olu 1< March 1 83
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accompanied by a bailiff who provides assistance and expertise in the
valuation of distrainable goods. If no payment is made, the collector takes
‘walking possession™ of the goods. A period of a few days is allowed to
elapse before goods are put up for sale or auction. Payment often takes
place in this period and in only a tny fraction of cases is sale at auction
necessary. The system is regarded by the UK Revenue authorities as simple
and cost-effective. 1 The taxpaver is liable for payment of costs for appraisal,
removal. storage and sale of goods. The prospect of having 10 pay costs n
addition to the tax due is in itselt often scen as an inducement to scttle
before distraine and statistics show that the debtor can and almost always
does stop the process of distraint at any stage up to the actual sale.!!

15.42 The enforcement system we envisage is connected closely to the
locally based collection system we recommended in paragraph 1321
Local collectors should be at the centre of anv enforcement structure and
responsible for collection and enforcementin a detined arca. Local coilecrors
would also have the advantage of having close liaison with the mspector
of taxes. thus improving communication.

15.43  Such a structure is not new to the Revenue Commissioners, Prior
to the appointment of a Collector General, collectors of taxes werc
appointed on an annual. contractual basts. The contract covercd payment
of a specific sum which included provision for remunerating his staff it he
found it necessary to employ them. These collectors were located through-
out the country. This local collection system had its faults, some of which
were identified by the Commission on Income Taxation. The collectors
were not established civil servants and were a low level staff grade. Their
offices were separate from the inspectors’ offices so they did not have the
benefit of up to date information on taxpayers. Finally, there were doubts
about declarations of secrecy once a person ceased to be employed by a
collector'?, Nevertheless, they were successful in collecting revenue.

15.44 In the early seventies when problems with collection arose to such
an extent as to cause concern,'® the Revenue Commissioners appointed
assistants to the Collector General in some districts to call on defaulters
and deliver a final demand for tax outstanding. The appointments again
were at a low level of grading relative to tax office staff generally and the
people involved had ne powers. This scheme was not particularly successtul

“Walking possession’ means that the defaulter 1s given ap inventory of the distrained goods and
signs an acknowledgement, in effect a contract. that the goods remain under distraint and that in
consideration of the collector refraining from taking actual possession, the defaulter undertakes
not o remove them or permit their removal from the premises.

“Commitiee on Enforcement Powers of the Revenue Departments, Volume 2. March, 1983

" Committee on Enforcement Powers of the Revenue Departments. Volume 2, March, 1983,

2 ammission on Income Taxation, Sixth Report, March. 1941,

SCommittee of Public Accounts Report, 1973/74.
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as the agents, as they were known, were diverted to more general duties
as messengers and paperkeepers.

15.45  We believe that it is possible to avoid the faults and preserve the
benefits of a local collection system. We favour a system with a number of
local collectors who have powers of summiary distraint. We believe that it
1s vital for the success of any collection system that the right staff are
recruited for the job. They should have a degree of discretion in pursuing
tax detaulters enabling them to defer rax payments or to agree instalment
arrangements where this is appropriate to secure the collection of the
revenue. Their most powerful asset, however, will be their breadth of
local knowledge. We recommend that the collectors should be full tine

established civil servants and should be of 2 grade comparable to credit

managers in private business so that they can deal adequately with the
complexities of collection and enforcement. A

15.46 Wc asked the Revenue Commissioners for their views on sctting
up an entorcement arm. They replied l

“we recognise frailties in the civil enforcement svstem which affect
the collection of revenue. It may be necessary to introduce a separate
system to gpllect revenue. We would be unable to do this given the
current statting constraints’”, ' :

15.47  We acknowledge that a structure of local collectors with responsi-
bility for enforcement would have financial implications for the Exchequér
Debt collection is a time-consuming and labour intensive activity. How-
ever, we believe that the additional costs would be more than offset by
increased returns to the Exchequer. The alternative is to move to a system
of taxation by voluntary donations and arbitrary penalties.

15.48 It is clear that the structure of tax enforcement could be organised
in different ways. We favour a locally based system. However, the precise
details are a matter for the Revenue Commissioners. We content ourselves
with endorsing the principle that the Revenue Commissioners should be
accountable for all aspects of the collection and enforcement of outstanding
taxes. This entails having powers to enforce payment.

Powers to Enforce Collection

1_5.49_ The principal power of any enforcement agent 1s the power to
distrain goods. The alternative is to recover debts through the normal
process of the courts. In paragraph 15.25 above we examined the court
process and concluded that it was unsatisfactory as the main method of

“Agrecd note of meeting, 12 December, 1984,
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enforcement. It is too lengthy, costly and cumbersome, given the present
scale of failure to pay taxes promptly and the willingness to delay to the
bitter end. There are constraints also on the use of the power of seizure.
The law relates to certain goods only and these may not always be available
for seizure. Traditionally, seizures are emotive, particularly in rural areas,
where they are met with some resistance. Nevertheless, we consider that
seizure of goods is essential for enforcement. However, seizure should be
a weapon of last resort. the final act in a process of collection which has at
its disposal a variety of other means to obtamn pavment. We now examine
the power of scizure and consider a number ot other wavs to entorce
collection.

The Power of Seizure

15.50  Section 480 of the Income Tax Act. 1967 provides the power to
distrain goods. This section, however. has fallen into disuse since the
county registrars and sheriffs are the enforcement agents and thev operate
their seizure powers under shentt faw. The Revenue Commissioners have
some doubts thar Section 430 of the Income Tax Act, 1967 would conter
a power of distraint on the Collector General or any Revenue Officer. We
recommend thac the doubts concerning Section 480 of the Income Tax Act
1967 be resolved without delav. either by turther legislanon or otherwise,
so as to ensurc that the Collector General has power to distrain and that
other officers may distrain at his discretion on his behalf.

15.51 Questions may be raised about whether the power of summary
distraint by the Collector General 1s repugnant to the Constitution. It is
the responsibility of the courts to determine this, if it is challenged.
However, if there is to be effective enforcement a constitutionally acceptable
method of enforcement must be provided.

15.52 We now consider whether the power of distraint, as it exists under
Section 480 of the Income Tax Act, should be extended from goods and
chattels to include all property both real and personal.

15.53 Seizure of goods was a relatively simple affair when most wealth
lay in property, livestock and physical possessions. It has little place in the
fate twenticth century when many people live and trade on credit and when
wealth takes the form of income and financial assets. These things cannot
be touched under sheriff law to enforce payment.

15.54  Goods, to be available for seizure under shernift law, must be the
sole unencumbered property of the debtor and must be saleable. Nowadays,
a great proportion of the more valuable items of houschold equipment are
held on hire-purchase or credit sale. Many other articles are leased. Stock
in trade in very many businesses is held subject to a ‘retention of title’
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clause, that is, ownership remains with the supplier until the moment of
sale to a retail customer. None of these goods is available for seizure because
they are not, in law, the property of the apparent possessor.

15.55  Seizure of cattle is also difficult. There are discase regulations which
restrict the movement of cattle. Livestock has to be kept in suitable pounds
pending sale, and local authorities are reluctant to provide these facilities.

15.56 "Walking possession’. such as exists in the United Kingdom. would
solve some of the problems of storage and movement of physical goods.
We recommend that goods be subject to seizure in such a manner.

15.57 1t the power of seizure is to be cffective it may be necessary to
extend it to real property. In the United States and in Denmark the Revenue
authonues have power to seize real property. subject to the authorisation
ot the courts. We recommend that the possibility of extending the power
of distraint to real property. subject to court authorisation, should be
exanuned.

Other Powers and Procedures

15.58  Court proceedings and seizures are essential measures to secure
the revenue in cases of default but it is impossible to have an efficient
administration which depends solely on these measures. Other summary
powers are necessary to enforce collection of tax arrears. Collection of tax
from PAYE taxpayers is a straightforward and efficient procedure. The
taxpayer does not receive a bill which has to be pursued to collection and
enforcement, his tax liability is deducted throughout the year from his
main source of income. The PAYE taxpayer does not have the opportunity
to pay at his discretion. A similar or comparable procedure is necessary to
achieve efficient collection of other tax debts. Tax provisions which can
only be enforced in some areas are unfair and result in distortions.

15.59  Thereisanumber of other enforcement procedures already available
as a means of executing judgement against a debtor. Proceedings allow
sums owed to the debtor by third parties to be diverted to the creditor to
satisty the debt owed to him. For example, charging orders charge the
amount of the judgement upon stocks or shares belonging to the judgement
debtor. In these procedures and in others that are available, some kind of
court proceedings are necessary. These are all valuable additions o the
power of distraint but they do not provide a basis for an efficient and
effective collection system.

15.60  In the United States, the main enforcement procedure involves the
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use of a levy on taxpayers’ income or bank accounts. Under the levy
procedure the Internal Revenue Service may take all but a very small
amount of a taxpayer’s net income to meet his tax liability.*® Alternatively,
they may require a bank to hand over the full balance on an account. The
tracing of bank accounts is facilitated by a requirement that taxpayers list
all bank accounts on their income tax return. Generally, court authorisation
is not required but three legal requirements must be satisfied before levy
action can be taken:

(1) the rax must be owed.

(i1) a notice and demand tfor payment must be sent to the taxpavers
last known address, and

(in}) if payment is not made, a notice ot intent to levy must be given at
least ten days in advance.

It collection 15 in jeopardy, the ten day waiting period and the notice of
intent to levy are not required. While the use of this levy is controversial,
it has not been successfully challenged in the courts.

15.61 We believe that this tvpe of levy is the onlv etfective answer to the
problems of collecting outstanding taxes. We do not accept that this 1s a
measure which 1s inapproprate for Ircland. We consider that it does no
more than place the colicetion of other taxes on the same footing as the
collection of PAYE from employces. We recommend that the Revenuce
Commissioners be given the power to levy the income or financial assets
of a taxpayer to satisfy a tax liability.

15.62 There is also a number of other enforcement procedures which
might be useful additions to the general armoury for enforcing collection
of unpaid taxes.

15.63 In 1972 the Committee on Court Practice and Procedure rec-
ommended that stop orders on banks and other financial institutions be
used to enforce debt collection. ' Stop orders on financial institutions would
allow a judgement creditor to prevent a judgement debtor who has funds
to his credit in an account with a financial institution from disposing
of those funds before the judgement creditor can realise his debt. This
recommendation falls short of the levy procedure used in the United States
but nevertheless would be a useful addition to the powers of an enforcement
agent.

153.64 In Scotland there 1s a power known as assessment and mhibition

“There 1s 2 minimum exemptien from levy for wages, salary and other income of $75 per
week, plus an addinonal $25 for each legal dependant. _ o
"Eighteenth Interim Report of The Committee on Court Practice and Procedure, GPSO 1972
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on the dependence of a civil action. This allows a creditor to freeze any
movables, debts and money belonging or owing to the debtor while the
creditor is commencing legal action to recover the debts. This measure
ensures that any assets belonging to the debtor remain in the jurisdiction.
Such assessments do not have to be justified by demonstrating grounds for
apptrehension that assets will vanish from the jurisdiction and frivolous
attempts to freeze assets are severely penalised. In practice, freezing assets
bv this measure induces speedy payment of undisputed sums in the great
bulk of cases as a condition of unfreezing, without the need for a decrec.

15.65 Iflegal proceedings have to be taken against a detaulter, the Revenue
Commussioners must first seek a judgement from the courts that a debt 1s
owed. The judgement is formally 1ssued, then registered and finally given
to the county registrar or sherift for execution. The county registrar or
sheriff then must attempt to seize the goods of a defaulter. If there is nothing
to be seized which would satisty the debr, the registrar or sherift has to
return a nufla bona'” certificate. The Revenue Commissioners may then
register a judgement mortgage or return to court to petition for liquidation
or bankruptcy. The requirement to seek a nulla bona certificate may be a
waste of time if it is apparent from the start that there are no goods to be
seized. The Committee on Court Practice and Procedure examined this
issite and concluded that the creditor should not he required to concern
himself with the question of whether the judgement debtor has goods
which can be seized. The creditor should be entitled to dispense with the
process of obtaining a nulla bona certificate in the first place and to proceed
immediately to enforce his judgement by other means ac his disposal.’® We
endorse this recommendation.

15.66 Finally, the Revenue Commissioners can exert pressure to ensure
that outstanding taxes are paid by the use of tax clearance procedures in
relation to certain transactions. For example, in June, 1984 a tax clearance
certificate scheme for public sector contracts was introduced. Under this
scheme firms applying for government contracts must obtain a certificate
from the Revenue Commissioners stating that all outstanding tax habilities
have been paid. We have been told by the Department of Finance that this
initiative is working eftectively and large sums of tax arrears have been
paid over to the Revenue Commissioners.

15.67 In Chapter 5 we described a procedure under capital gains tax which
allows the proceeds of a sale to be handed over to the vendor’s solicitor
without any provisional deduction for the capital gains tax liability if the
vendor is resident in the state. The procedure nvolves the issue of a clearance
certificate by the Revenue Commissioners which may not normally be

"Literally, having 1o goads. The debtor has no goods that can be legally scized ro settle a debt.
Eighteenth Interim Repart of the Committee on Court Pracuce and Procedure, GPSO 1972,
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refused if the vendor is an Irish resident. We consider that such certificates
should be refused if there are outstanding taxes or should only be given
where the solicitor gives an undertaking to discharge all established tax debts
out of the sale proceeds. However, where there are no taxes outstanding it
1s the duty of the Revenue Commissioners to see that clearance certificates
are issued promptly.

Conclusion

15.68 Radical changes are nccessary in the collection and enforcement
of outstanding taxes to improve the standard of compliance. Effective
enforcement would secure and maintain high levels of compliance. The
lack of effective enforcement at present undermines the willingness of even
the most compliant taxpayers to meet their obligations and to pay their
taxes on time. The failure to collect outstanding taxes encourages non-
comphance. Traders and businessces are put at a competitive disadvantage
if they pay their taxes while others ignore the demands of the Collector
Generai. The changes we recommend in the collection and enforcement
system would improve the fairness and efficiency of the administration.

Recommendations
15.69  We make the following recommendations:

1. The Revenue Commissioners should be responsible for all aspects
of collection and enforcement of tax. They should set up a formal

and 1ntegrated system to carry out the enforcement of revenue
debts. This would involve

(i) the decentralisation of certain collection functions,

(11) greater use of legal action in local areas to enforce payment
through the courts, and

(i1} the appointment of local collectors on a full time established
basis with powers to seize goods.

2. County registrars should be relieved of the responsibility for collec-
tion of revenue debts other than those resulting from court judge-
ments.

3. The Revenue Commissioners should be empowered to levy the
income and/or financial assets of a taxpayer to satisfy a tax liability.

4. The doubts concerning Section 480 of the Income Tax Act, 1967
should be resolved without delay, either by further legislation or
otherwise, so as to ensure that the Collector General has power to
distrain and that other officers may distrain at his discretion on his

behalf.
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5. The power of seizure should be extended to enable the Revenue
Commissioners and sheriffs to take ‘walking possession’ of goods.

6. The possibility of extending the power of distraint to real property,

subject to court authorisation, should be examined. i
‘ 7. The requirement that a nufla bona certificate must be returned by ;-
b the sheriff before a judgement mortgage can be registered against H CHAPTER 16
a detaulter or before legal proceedings to petition for liquidation or

: bankruptey can be imtiated should be abolished as recommended : SPECIAL COLLECTION ARRANGEMENTS

. by the Commuttee on Court Practice and Procedure. .

b 8. The limits on Revenue debts which may be pursued in the lower

: courts should be increased substantially, : Introduction

: 9. Collection of tax on gifts and inheritances should be the responsi- 16.1  The Revenue Commissioners use a number of special arrangements

: bility of the Collector General. to deal with ditficult collection cases or 1o recover outstanding tax in certain

; situations. In this chapter we examine these special collection arrangements

_ and discuss

8 z

* . . -

i . (1) instaiment arrangements and deferred payments,
b3

l F (11) the write-off of uncollected taxes and interest, and

| P o
5 (1) preferennal claims in liquidation or receivership.
K 16.2 We also consider the ‘phoenix syndrome’ which occurs when a
company begins trading, builds up a sigmficant tax debt, disposes of its
Kl

assets and liquidates without payment of the tax due. Trading is then
resumed by one or more of the directors of the previous company, often
in the same premises and using the same equipment but under the protection
of the limited liability of the new company.

Instalment Arrangements and Deferred Payments

] - 16.3 Instalment arrangements are formal agreements for arrears totalling
; : more than £20,000 negotiated as a result of approaches from traders. These
approaches are made on foot of enforcement action by the Collector
General, investigation by the inspector of taxes and to a lesser extent
refusals by lending institutions to advance money until tax liabilities are
cleared up. These arrangements are made for PAYE/PRSI and VAT. They
are not a significant feature in the collection of other taxes.

: - 16.4 Normally, a trader in financial difficulties will propose instalment
i ] terms to the Revenue Commissioners. The Revenue Commissioners seek
; ‘ confirmation ot this proposal in writing. The proposal is examined and

ulumately a period of time for clearance of the arrears may be agreed.

{ ‘ , While negotiations may proceed for some time, these are not allowed to
It - interrupt the momentum of collection and enforcement of outstanding
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taxes and the trader is advised that current taxes must be paid. The
arrangement, when completed, is put into an agreement (signed by the
trader) stating the time period and the number of cheques, plus interest to
be paid. The conditions regarding interest in instalment arrangements have
been tightened recently. Once the agreement is signed, enforcement action
1s suspended.

16.5  Arrangements are monitored to ensure pavment by due date of

current taxes and honouring of all post-dated instalment cheques. In the
event of non-compliance. a decision may be taken to end the arrangement
and to refer collection of all outstanding taxes to the Revenue Solicitor or
sherift. In some cases the termination of an arrangement may be succeeded
by proposals from the trader for a further arrangement. Only in very
exceptional circumstances is a further arrangement agreed. In such circum-
stances, 1t 1s not unusual for the banks. Foir Teo or the IDA to be involved
m a rescue package.

16.6  Deferred payments are a commaon feature of collection of all taxes.
These apply to payments of arrears of tax not considered large enough to
Justity formal instalment arrangements. The arrears in these cases do not
exceed £20,000 or extend over a long period. If it is decided that an
arrangement may be allowed, post-dated cheques are accepted and the
trader is advised that current payments must be paid as they fall due and
interest on the late payments must be paid when demanded. There is none
of the elements of formal instalment arrangements, such as protracted
negotiations, formal agreement signed by the trader, inclusion of interest in
each instalment, application of current paymients to protect the preferential
rights of the Revenue Commissioners and close monitoring of progress of
the arrangement and current tax position.

16.7 We are satistied that the Revenue Commissioners should have some
discretion in relation to the approach to be adopted to secure payment of
outstanding taxes. However, the procedures should operate within stated
guidelines and should be subject to independent review. Instalment arrange-
ments should be based on practical collection considerations and the Rev-
enue Commissioners should not have the option to take account of
considerations, such as the implications for employment, in deciding
whether or not to collect overdue tax. If a financial analysis shows that a
taxpayer must use tax money to remain in business, no permanent cure for
the problem can be gained through granting instalment payments. There
is a number of state agencies operating under the aegis of the Department
of Industry, Trade, Commerce and Tourism and the Department of Finance
whose function it 1s to provide financial assistance in circumstances where
it is considered wise, as a matter of policy, to do so and it is for them
and not for the Revenue Commissioners to provide such assistance, We
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recommend that the Public Accounts Committee should review the pro-
cedures to clear arrears of tax by instalments.

16.8 In instalment cases, current tax and the instalment payments are
sometimes offset against the oldest arrears. The effect of this is to preserve
at all times a full twelve months’ preferential indebtedness to the Revenue
Commissioners, even though this indebtedness has been specifically paid
as it arises. This practice gives the Revenue Commissioners a significant
advantage over other creditors at a time when the ability of a company 10
survive may be in question.

16.9  The Insh Institute of Credit Management told us that

“By rapidly reducing the older liability while continuing to preserve
and indeed increase its preferential claim against the company the
Revenue Commissioners gain a significant double advantage over
suppliers.”

16.10  We examine later the need for preferential status for tax debts and
we conclude that there are grounds for retaiming the preferential status of
VAT and PAYE/PRSL However, where current taxes have been paid it is
reasonable that the Revenue Commissioners should stand in line with other
unsecured creditors. Even then, the Revenue Comimissioners may be
entitled to the lion’s share of any assets available because tax debts due are
often substantial in relation to other debts. We recommend that the practice
in instalment cases of setting payments of current tax liabilities against the
oldest arrears should be terminated.

Write-off of Uncollected Taxes and Interest

16.11 The approved procedures in the Office of the Revenue Com-
missioners for passing unpaid tax as irrecoverable require that any case in
which there is no realistic prospect of collecting unpaid tax be submitted
formally to the Commissioners to have such tax so designated. Schedules
of all such cases involving a tax loss of £100 or upwards are passed to the
Comptroller and Auditor General who carries out a test examination on
the items included and reports his findings to Diil Eireann in his Report
on the Appropriation Accounts. The Comptroller and Auditor General
does not lay down guidelines on the amount of tax which may be written
off. However, he must be informed of and be satisfied with the reasons.

16.12 Table 23 shows that tax remitted or written off as a proportion of
total tax revenue is very small. However, the absolute amounts of tax
written oft each year are increasing. Over one third of the amounts written
off each year relates to VAT. Other significant amounts relate to income
tax and PAYE (between 23 and 29 per cent).
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TABLE 23

Remissions and Amounts Irrecoverahle

Year Amount % of Totat Tax Revenue
£

1981 492,564 0.02

1882 1,077,879 003

1983 1,380,807 0.03

Source Appropriat-on Accounts

16,13 There are no approved procedures for bringing details of interest
not collected to the notice of the Dail, although we understand that suitable
procedures will be devised shortlv. Collection of interest 1s very haphazard
and it is unclear whether the Revenue Commissioners have powers to
decide not to pursue statutorv interest.!

16.14  Weasked the Revenue Commissioners for a statenment of the current
policy and practice i relation to the collection of interest on overdue rax.
They replied that

“Interest is reported tor enforcement when overdue tax is reported. It
is generally collected with the tax in these circumstances. In some
Instances taxpavers pay the tax to the enforcement agency but not the
interest and the pursuit of such interest items is affected by the same
considerations as arise in relation to interest on late payments.

“Very many payments are paid late but not so late as to become
mvolved in the enforcement process. There are severe limitations in
regard to the enforcement of interest arising on these late payments as
will be evident from the overloading of the enforcement agencies
which arises in connection with enforcement of tax. In practice only
a very small minority of cases are pursued for interest on late payment.
Selection is by reference to the scale of the accumulated interest charges
in individual cases.’”?

16.15  Under our proposals, interest on lare payments would be charged
at a commercial rate. Because of this we envisage that, in general, interest
would be pursued to collection in all cases. Nevertheless, we recognise that
administrative considerations may require some measures of latitude in
refation to interest. However, the Revenue Commissioners should be
obliged to report annually any mitigation of interest to the Comptroller
and Auditor General in the same wav as tax written off as irrecoverable.

'See paragraphs 3.14 t0 3.16
“Agreed note of meeting with the Revenue Commissioners, 12 December, 1984,
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We recommend that

(i) the Revenue Commissioners should have a general power to miti-
gate interest but the use of the power should be restricted to
exceptional cases, and

(i) the Comptroller and Auditor General should review the use made
of mitigation in these exceptional cases.

Preferential Claims in Liquidation or Receivership

16.16  Section 283 of the Companies Act, 1963 puts the Revenue Com-
missioners in a favourable position in the event of receivership or liquidation
of a company. In gencral, the Revenue Commissioners are preferential
creditors in respect of one vear's tax. The provision applies to all of the
main direct taxes including corporation tax, income tax, capital gains tax,
PAYE and to VAT. Similar provisions apply mn relation to bankruptey.
However, capital acquisitions tax and wealth tax do not rank as preferential
debts. Revenue preference extends also to interest on amounts claimed in
prioricy.

16.17 It was put to us that the Revenue Commissioners have played a
negative role in business faiure, acting like a supportive bank by not
dcrﬁanding back taxes. If the Revenue Conimissioners, soilictinies 'by f‘ar’
the biggest creditor, had moved earlier and thqs gtasured some kind of
corrective action, many of the trade creditors of big firms which have gone
to the wall would not have collapsed. The perception of the Revenue
Commissioners’ attitude is that they rely on the fact that money will flow
in from a preference claim in the event of insolvency.

16.18 This perception was reflected in the submission of the Irish Institute
of Credit Management which stated that

“it is most improper, unfair and potentially disastrous for the Revenue
Commissioncrs to allow ailing companies to continue trading ar:_ld
incurring further credit from suppliers of goods and services while in
receipt of vital information which may indeed cast serious doubt on
the ability of such companies to survive.

“The Institute believes that the provision of a twelve month period of
preferential status has allowed companies in the past to falsely survive™.

16.19 We discussed the question of revenue priority in liquidation or
receivership with the Institute of Taxation which suggested that

“there should be some mechanism whereby the Revenue Com-
missioners would have to register a charge publicly against a trader to
obtain priority. Businesses which extend credit and then find that
Revenue have a priority have a genuine complaint. However, a more
efficient local collection system dealing with arrears would lessen the
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argument for revenue priority in liquidation. Most felt that it was
unfair that the Revenue Commissioners by deferring tax liabilities
should decide whether a business should continue or go into liqui-

dation. Revenue officials do not have sufficient expertise to decide
this”.?

16.20 The Consultanve Committee of Accountancy Bodies — Ireland
advised us that

“because the collection system operates so inefficiently, collection is
not prompt, tax debts are allowed to accumulate and are seen as a
source of working capital by a number of companies. It is cssential
that the Revenue Commissioners collect promptly. The Revenue
Commissioners’ status as preferential creditors would be unnecessary
it a more cfficient collection systern was operated.”™

16.21  We discussed thesc criticisms with the Revenue Commissioners.
They told us that

“By reference to the overall numbers of employers and traders the
incidence of tormal insolvency is low. (Sec Table 24 below). Collection
procedures are geared to gather in the bulk of the estimated Exchequer
recelpts as soon as possible after the due dates. In this process there is
understandably emphasis on those cases from which the bulk of the
total payments will be collected. Cases with lesser amounts due are
processed as soon as possible thereafter by raising estimates where
returns and payments remain outstanding and by referral for enforce-
ment collection if necessary. Any undue delay in securing payment is
attributable in the main to the problems associated with civil debt
collection. There is absolutely no question of relying upon the preferen-
tial status accorded to portion of the taxes to protect the moneys due
to the Exchequer. In particular cases, some of which may have been
the subject of comment by the media, efforts by the Revenue to secure
High Court judgements were obstructed by abuse of the legal system
by the companies for as long as possible and it was only when it was
clear that the Revenue was on the verge of obtaining and registering
Jjudgements that the companies went into liquidation/receivership.

“Agreed note of meeting with the Institute of Taxation, 12 June. 1984,
*Agreed note of meeting with the Consultative Committee of Accountancy Bodies — Ireland,
12 November. 1984,

*Agreed note of meeting with the Revenue Commissioners. 12 December, 1984,
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TABLE 24
Details of the Numbers of Companies Cases which Went into Liquidation/Receivership,
1981 to 1984

Year Liquidation Receivership Total
1881 432 28 460
16882 608 95 703
1983 522 136 658
1984 19 months to 30 September! 434 o 100 i 534
Totals: 1,996 ! 359 | 2385

L ikt ol T R

Source: The Revenue Commissicners.

16.22 We regard as mustaken the criticism that the Revenue Com-
missioners frequently allow non-viable businesses with tax debts to con-
tinue to trade and to continue to incur lability for PAYE tax in reliance
on the tact that unpaid tax is preferential in an insolvency. We have already
recognised the particular problems of dealing with non-compliance in
relation to such taxes as VAT and PAYE/PRSL Time to pav outstanding
tax 15 allowed only in exceptional cases. Postponed payments are allowed
only to businesses which are able to continue operating and only on the basis
that current hiabilities are paid as they arise. The Revenue Commissioners do
not rely on the expectation of recovery in an insolvency as an cxcuse for
refraining from pursuing arrears of tax.

16.23 A frequent complaint of unsecured creditors is that they suffer from
a lack of vital information in relation to the likely preferential debts of a
company, particularly VAT and PAYE/PRSI payments due to the Revenue
Commissioners. The published accounts of a company, if available, nor-
mally show the corporation tax liability of the company but amounts due
for VAT and PAYE/PRSI are usually included in the figures for trade
creditors and they are not separately identified. This information would be
very useful to those attempting to assess the credit worthiness of existing
and new customers. We recommend that consideration be given to the
teasibility of requiring preparers of accounts to identify in financial state-
ments amounts overdue in respect of these preferred debts.

The éase for Revenue Preference

16.24 The justification advanced for revenue preference is firstly that
debts owed to the community should have priority over others and secondly
because the Revenue Commissioners, unlike others who give credit, do so
mvoluntarily. Different considerations arise where the debtor is an agent
of the tax collector rather than a taxpayer. Unless some measure of priority
were accorded in these cases, the money collected would go to swell the
insolvent’s estate to the advantage of the general body of creditors.
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16.25 Theissue of revenue preference was dealt with by the Cork commit-
tee in the United Kingdom.® We agree with the conclusions of the Cormmii-
tee which unhesitatingly rejected the argument that debts owed to the
community ought to be paid in priority to debts owed to private creditors.
A bad debt owed to the state is likely to be insignificant in terms of total
government receipts. The loss of a similar sum by a private creditor may
cause substantial hardship and lead to further insolvencies.

16.26  Uniike other creditors, the Revenue Commissioners cannot choosc
those with whom they will transact business. Even if there are no defays
on the part of the taxpayer, there will incvitably be a significant lapse of
time after the transactions giving rise to tax liability before any attempt to
collect the tax can be made. There is no means, such as may be available
to private creditors, to restrict the amount of credit which is extended or
to require existing tax liabilitics to be discharged before further transactions.
giving rise to fresh tax liabilities, are entered into. Moreover, it is common
expertence to find that the taxpaver, in his efforts to avoid impending
msolvency, has ignored the demands for payment ot tax while continuing
to pay suppliers and other important creditors who will not continue to
supply unless they are paid.

16.27  The Cork Committec was not persuaded that these facts Justified
the conclusion that debts due in respect of unpaid tax ought to be paid in
an insolvency in priority to other debts. While the Revenue Commissioners
are an involuntary creditor, they have much greater powers than other
creditors. They may impose penalties, charge interest and have remarkable
powers to obtain information including powers of entry and in some cases
powers of search and seizure.

16.28 In any event, the Revenue Commissioners are not alone in being
an involuntary creditor. The Cork Committee noted that

“Many suppliets of goods and services are constrained to extend credit
facilities in accordance with the custom of the trade. In 2 practical
sense they have no real choice in the matter and are sometimes
unable to exercise credit control. Many other categories of involuntary
creditors may readily be called to mind: litigants who obtain judge-
ments for costs, for example, and the victims of breach of contract
and tort do not normally extend credit voluntarily to their debtors. It
1s no fault of theirs that they find themselves owed money by an
insolvent. In many cases, such creditors are deserving of much sym-
pathy, yet their debts are subordinated to the Revenue Commissioners’

SReport of Committee on Insolvency Law and Practice (Cork Report). HMSO. CMND 8358,
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preferential claim to tax. Sympathy for the misfortune of an involun-
tary creditor is not a sufficient ground for setting aside the over-riding
principle of fair distribution of an insolvent’s estate.

16.29 We recommend that the preferential position of the Revenue Com-
missioners be abolished in relation to assessed incomt? tax, corporation tax
and capital gains tax. The preference of local authorities in relation to rates
and motor vehicle duties should alse be removed.

16.30 Different considerations arise in relation to PAYE, employees
PRSI contributions, value-added tax and excise duties. In these cases, the
Revenue Commissioners’ claim is for money collected b\ the debtor,
whether by deduction or charge and for which the debtor is accountable.
The debtor is to be regarded as an agent of the tax coilector rather than a
taxpayer. Unless some measure of priority were accorded in these cases,
the money collected would become part of the inso]ven;’s estate to the
advantage of the general body of creditors. We do not think 1t right that
statutory provisions enacted for the more convenient collection of the
revenue should accrue to the benefit of private creditors. In these special
circumstances we believe the retention ot a measure of Revenue preference

1s justitied.

16.31  PAYE and PRSI returns are made monthly; returns for value-added
tax are made very two months. We have considered whether the present
twelve month period for preference in these and other cases is appropriate.
To illustrate the nature of the problem, we set out below the procedure for
collecting PAYE and PRSI contributions:

(1) employers have a duty to deduct income tax from the pay of
employees whether or not there has been a direction to do so from
the tax office. The amount which should be deducted is ascertained
from tax deduction cards, certificates of tax free allowances and
tax tables which are supplied to employers,

(i1} the net total of the tax deducted during each income tax month
(beginning on the 6th of one month and ending on the 5th of the
next) must be paid to the Collector General within nine days of
the end of that month. There should thus be a payment by the 14th
of each calendar month. There is no breakdown of the monthly
payment to show the attribution of amounts to individual
en{plovccs: that breakdown 1s made only at tk}c end of each tax
year. The only breakdown that the Collector General will expect
to sce in the monthly remittances is between PAYE tax and PRSI
contributions which employers pay to him at the same time,

the practical effect of these rules is that a response of some kind is
expected from employers every month, usually in the form of a
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remittance. Where there is no payment when one is expected, the
Collector General raises an estimate of the lability to establish an
enforceable debt. An employer is not expected to justify the amount
of his monthly remittance and fluctuations from month to month
are the common pattern, and

(iv) the adequacy of the total remittances by an employer over the year
is normally checked only at the end of the tax vear and any
underpayment is then recovered as quickly as possible.

16.32  It1s obvious that the procedure is not proof against exploitation by
dishonest or unscrupulous emplovers but there would be a very large cost
to employers, as well as to the Revenue Commissioners in tightening up
the procedure, for example, by monitoring emplovers’ PAYE returns as a
matter of course more frequently than at the end of each twelve months.
Moreover. even it employers’ underpavments were established more otten
than every twelve months, that would not necessarily reduce the time it
takes to recover arrears. Speedy action to recover tax debts depends on
establishing an etficient and effective collection system, as recommended
in Chapter 15.

16.33  The vast numbers of VAT and PAYE/PRSI returmns issued every
year make it virtually impossible to take immediate and effective action to
cnsure compliance in every instance of failure to submit returns. We
recognised this in Chapter 14 where we recommended a new system of
penalties for failure to submit VAT and PAYE/PRSI returns. We also
recommended that surcharges should be imposed only where there is
repeated failure to submit timely returns in any period of one year.

16.34 In these circumstances, we have reached the conclusion that the
present twelve month period for preference is not excessive. We rec-
ommend that the period for preference for each tax should continue to be
twelve months. However, in the context of our proposed new structure
for enforcement of revenue debr, we believe that a shorter period of
preference is justified where returns have been made but the liabilities
shown have not been discharged. The period of preference in relation to
established tax debts for VAT and PAYE/PRSI should be limited to three
months.

16.35 The question remains whether the Revenue Commissioners should
have a preferential claim in respect of interest on preferential VAT and
PAYE/PRSI debts. The underlying principle is that tax collected on an
agency basis should not go to benefit the insolvent’s estate. In view of this
we see no grounds for the Revenue Commissioners to recover any more
than the tax collected. We recommend that the preferential position of the
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Revenue Commissioners in relation to interest on preferential debts be

abolished.

THE ‘PHOENIX SYNDROME’

16.36  The so-called ‘phoenix syndrome’ occurs where a company begins
trading, builds up a significant tax debt, particularly in relation to VAT and
PAYE/PRSI but disposes of its asscts and liquidates without discharging the
debt. Trading is then resumed almost immedtately by one or more of the
directors of the previous company, often in the same premises and using
the samc equipment but under the name of a different company which
then registers for VAT and PAYE/PRSL Ordinary trade creditors and
consumers may also suffer from this abuse of limited liability. The customs
and excise authorities in the United Kingdom sce this as an increasingly
worrying collection problem in relation to VAT, There is also evidence
that the phoenix syndrome could present collection problems in Ireland.

16.37  The Revenue Commissioners informed us that there is no definite
information available on the scale of disposal of assets without first discharg-
ing amounts due m respect of PAYE/PRSI and VAT. Very often, the
remaintng surplus 1s too small to meet the creditors’ claims, let alone the
cxpense of an investigation by the liquidator into any such activities.

16.38 The Revenue Commissioners operate specific procedures where
revenue is at risk. Publication of any development which might have an
impact on the financial status of a company is noted and a check made to
see how that company stands in the Collector General's records. In cases
where charges are registered, there is a detailed examination of the com-
pany’s tax payments. if payments are up-to-date, no further action is taken.
This happens in about half of the cases checked. In the other cases action
is taken to speed nup payment if, by reference to the perceived level of
liability, such action is desirable. Information of this nature is particularly
relevant in cases where instalment arrangements to clear arrears have been
made with the Revenue Commissioners.

16.39  The presence of a Collector General’s certificate issued to a county
registrar/sheriff inhibits the disposal of land and premises held under a lease
because the vendor will be unable to give clear title. In particular cases,
certificates are issued at short notice if the Revenue Commissioners become
aware of an attempt to dispose of land or premises by a company which
has arrears due. The company is then forced to go to the Revenue Com-
missioners and would have to provide a solicitor’s undertaking to hold the
net proceeds of the disposal to pay the arrears.

16.40  While these arrangements help to identify potential defaulters and
go some way toward securing the revenue, in such cases they do not deal
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adequately with the phoenix syndrome. There are two problems here; one
is identifying phoenix cases, the other s devising special measures to deal
with them.

Identification

16.41  Apart from the usual investigative procedure undertaken by the
Revenue Commissioners. we believe that persons who have been respon-
sible for previous VAT, PAYE/PRSI detaults should be required to notiry
the Revenue authorities if they have become involved in a new business,
whether as sole proprictor, parter or director. Such a notification require-
ment should be backed up by substantial penalties for failure to comply.

Special Measures

16,42 A number of special measures has been considered by the Govern-
ment i the United Kingdom to deal with the wider issue of irresponsible
directors and to end the phoenix svodrome as it affects creditors and
consumers generally. A White Paper on Insolvency Reform was published
n 1984, It holds that the most cffective way to stop irresponsible directors
is to introduce tough penalties. including a measure of personal liability for
wrongtul trading. Under existing law. a dirccror is only held personally
liable if found to have traded fraudulently, a criminal action which is very
difficult to prove in court. Under the UK Government’s plans, as set out
in the White Paper, wrongful trading arises when directors allow a companv
to trade beyond the point where they know, or oughr to have knows, that
there 1s no reasonable prospect of meeting its liabilities. Other penaltics
proposed include automatic disqualification for three years from being a
director of any company in the case of a director of a company which goes
into compulsory liquidation.

16,43 In Ireland, there 1s a similar need to check rogue directors. The
Department of Industry. Trade. Commerce and Tourism is carrying out a
review of company law in this area and is preparing proposals for legislative
change in 1986. This is a very complex area. In principle we agree that
there is a necd to check rogue directors but honest and respounsible directors
should not be deterred from joining companies needing their skills. The
means by which these objectives could be achieved involve fundamental
changes in the concept of limited liability. Such remedies are outside our
brief. We therefore make no recommendations for change in company law.

16.44  However, there 1s a number of measures in the tax area which could
be taken to secure revenue from businesses invalving promoters of other
companics which went bankrupt owing substantial amounts of PAYE and
VAT. Once identitied. such cases could be carefully monitored to ensure
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that tax returns and payments are made on time. Early and vigorous
enforcement action should be taken to deal with non-compliance.

16.45  Another option is to require some form of security from a phoenix
company for taxes such as VAT. In the United Kingdom, the Com-
missioners of Customs and Excise may require a trader to give security,
normally in the form of a bank guarantee, before registering him for VAT,
Generallv, the power is invoked where the directors of a company which
wishes to register have been mvolved in other businesses which went
bankrupt owing substantial amounts of VAT. We believe that some sort
of sccurity 1s justified where the revenue is at risk. The security could take
the form of a bank guarantee or personal guarantees from the directors.

16.46  We recommend that the Revenue Commissioners should have the
power to request security for any tax collected on an agency basis in cases
where thev are satished that the promoters of the busmess have been
mvolved in other businesses which went into liquidation owing substantial
amounts of PAYE or VAT, We do not speaty the torm the secunity should
take. A company which 1s required to give security should have the right
of appeal to the Appeal Comimissioners and subscquently to the courts. It
satisfactory security 1s not given it should be an offence to continue trading,.

Recommendations
16.47  We make the following recommendations:

1. The Public Accounts Committee should review the procedures to
clear arrears of tax by instalments.

r

The Revenue Commissioners should have a general power to
mitigate interest. The use of the power should be restricted to
exceptional cases and the Comptroller and Auditor General should
review the use made of mitigation in these cases.

3. In relation to PAYE, cmployees’ PRSI contributions, value-added
rax and excise duties, a measure of preference should be retained.
In general, the period of preference should be twelve months.
However, where returns have been made but the liabilities shown
have not been discharged, the period of preference m relation to
the established tax debt should be limited to three months.

4. The preferential position of the Revenue Commissioners in cases
of msolvency should be abolished in relation to assessed mmcome
tax, corporation tax and capital gains tax. The preference of the
local authorities in relation to rates and motor vehicle duties should
also be removed.
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9.

The preferential position of the Revenue Commissioners in relation
to interest on preferential tax debts should be abolished.

- Consideration should be given to the possibility of requiring pre-

parers of accounts to identify in financial statemens amounts over-
due in respect of these preferred debts.
p p

Where the directors of a company which went into liquidation
owing tax debts again set up in business in any capacity, they should
be obliged to notify the Revenue Comunissioners.

The Revenue Commissioners should have power to request security
for PAYE, employees’ PRSI contributions and VAT payments
where the promoters of a company/ business which went into
liquidation without discharging rax liabilities again set up in busi-
ness. If satisfactory security is not given, it should be an offence to
continue trading.

The Appeal Commissioners and the courts should have the power,
on appeal, to waive any requirement for the provision of sccuriey
it there is no culpability.
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CHAPTER 17

ADMINISTRATION OF DIRECT
EXPENDITURE TAX

Introduction

17.1  In this chapter we deal with administration of the direct expenditure
tax proposed in our first report. Because this tax would be new to Ircland
we wanted to satisfy ourselves that the proposal was practicable so we dealt
with a great number of the administrative issues in our first report. We
repeat some of the arguments here. Now that we are making recommen-
dations on the administration of taxation, it is casier to see how the
operation of the direct expenditure tax would fit into the general system.

17.2  Our proposals for the reform of the Irish tax system are designed to
be implemented in three phases. The introduction of a direct expenditure
tax is the final element in phase three. The existing income tax system
needs to be greatly simplified before the direct expenditure tax stage is
reached.

Developments in the United Kingdom

17.3 Following the publication of the Meade Report’ which rec-
ommended a universal expenditure tax to replace income tax entirely, the
Board of Inland Revenue in the United Kingdom published a memor-
andum® which commented on various aspects of the proposal including the
administrative implications. While the memorandum deals mainly with the
possibility of a complete change to an expenditure tax, it also deals with
the effects of replacing the higher rates of income tax with a progressive
expenditure tax of the type recommended in our first report. The import-
ance of the memorandum from our point of view 1s that the Revenue

“The Structure and Reform of Direct Taxation” Instirute of Fiscal Studies. 1978,
*An Expenditure Tax’. Board of Inland Revenue, Central Division. 1978.
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Commissioners told us that they are in general agreement with its con-
ane 3
clusions.

17.4 " The United Kingdom Inland Revenue memorandum sets out the
difficulties to be overcome before 2 progressive expenditure tax could be
introduced, provided this is confined to a relatively small number of
taxpayers at the top of the scale of income and wealth as we have rec.
ommended. These difficulties appear to us ro be capable of being overcome.

Assessment of Tax

17.5  The United Kingdom Inland Revenue memorandum concluded that
a unversal expenditure tax would only be possible if taxpavers assessed
themselves. However, it went on to say that

“there would be less of a problem with an EST {expenditure sur-tax)
only. There would be far fewer EST payers and (it can be argued)
they would be more capable ot assessing themselves, or ot employing
financial advisers to do it for them. Under such a regime, all taxpayers
would continue to pay VAT or income tax at the basic rate and
presumably the latter would be administered by the Department on
the same lines as now. The question would be how to operate the ES']
to which the minority . . . would be liable. Meade assumes that this
minority would be sophisticated enough to cope with self-assessment,
although twenty years ago Kaldor thought otherwise. On the other
hand, since there would be comparatively few EST payers, Revenue
assessment would seem a possibility”.

17.6  We have already recommended a change from the existing system
of direct assessment to self-assessment for non-PAYE income, Such a
system should be well established before the beginning of phase three when
the direct expenditure tax is due to be introduced. The basis of assessment
for direct expenditure tax should be the same as that for income tax.

17.7 Liability to direct expenditure tax will be confined to a relatively
small mmority of taxpayers. These taxpayers generally will either have
high incomes or substantial wealth and can be expected to be able to
cope with compliance requirements more casily than the vast majority of
taxpayers. Self-assessment would help to avoid some of the problems
discussed in our first report of identifying taxpayers. The substantial
administrative savings which would flow from the simplification of income
tax which we have recommended would release sufficient resources to
enable the direct expenditure tax to be administered properly.

*Extract from paper representing views of the Department of Finance and the Revenue Com-
missioners, November, 1981,
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Information Required

17.8 We envisage that liability to direct expenditure tax would be com-
puted on the basis of the income adjustment method. This method of
assessment is best understood by examining a sample assessment for these
purposes. This is shown in Table 25 which is reproduced from our first

report.

TABLE 25

Assessment Form for Comprehensive Direct Expenditure Tax

Add
{1} Personal Income
Wages and salar.es 20,000
Dividends 2,000
Interest 500
Rent 1,500
Net Profits (Losses! m
[
Rovalties 5,000
2} Capital receipts
Realisation of capital assets 2,600
Amount borrowed 5,000
Receipt of repayment of past loans 1NQ|00
t money balances i
Reduction in vy 6,000
{3} Windfalls
Inheritances received Nil
Gifts received 2,000 2,000
Total chargeable items 34,000
Deduct _ _
{4} Non-Consumption Outgoings
Acquisition of assets 10,000
Amount lent _ NIl
Capital repayment of past borrowings 1,000
Increase in money balances 1{,\%00
Gifts made i
" 12,000
5 Chargeable Balance ,
(Representing expenditure on consumption) 22,000

17.9  The tax return required for a direct expenditure tax would be little
more detailed than the present income tax return. Details under item 1 are
always required in the present return of income. The first categories under
items 2 and 4 are generally also included 1f the assets dlSPOSCd of_or ac.qulred
are chargeable assets for capital gains tax purposes. Gifts and mherl_ta_nces
might also be returned for capital acquisitions tax purposes. Some additional
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1nforma-t10n‘ would be required but this would be offset, at least in part, by
a red_upuon in the information required for income tax purposes due to the
abolition of some reliefs and allowances which we have recommended

17.10  Separate returns would not be required for direct expenditure tax
purposes. We consider that the exssting Form 11 could be expanded
slightly to provide the additional information required. This procedlfre was
followed swhen capital gains was introduced and we see no reason why

could not be foliowed for direct expenditure tax. | B o

Collection of Tax

17. 1.1 The Department of Finance and the Revenue Commissioners have
advised us that |

“There would be collection problems because an expenditure tax docs
not lend itself to a pay-as-vou-go system like PAYE. Theﬁilse of
estimates tor a pay-as-vou-spend svstem would require a total review
ot each case at the end of the vear since there is no way of knowin
i advance what savings and dissavings are likely to arise in each cas%
during the course of a year, The PAYE system would nevertheless
have to be retained i full to deal with the collection ot basic rate
tax although this would be simplified, for example, through the
elimination of all but one of the tax tables and a reduction in the
number of end-of-year reviews. '™ |

17.12 Those liable to direct expenditure tax whose income arises mainly
from wages and salaries should continue to use the PAYE system as a
means of paying their direct expenditure tax on a provisional basis. End of
the year reviews would be required in a significant number of direct
expenditure tax cases. However, the overall number of reviews would be

substantially less than is needed now. due to the present complexity of the
IICOME tax system. ’

17.13  As far as other forms of income are concerned, the arrangements

for payment of direct expenditure tax should be the same as for income
tax.

Certificates from Financial Institutions

17.14 Under existing law, deposits and withdrawals from bank, building
society and other accounts are ignored for tax purposes, Changes in these
accounts would affect direct expenditure tax liability.

‘Extract from pa L i ’
‘E: PET representing views of the Department of Finance » -
missioners, November, 1981, : e and the Revenu Com-
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17.15 To assist taxpayers in preparing their returns, financial institutions
would have to send them a certificate at the end of each year showing the
net change in the balance of each account. This should not cause any
difficulty. It was required under the transitional arrangements for phasing
out income tax relief on personal borrowings after 1982,

TREATMENT OF ASSETS

17.16 A direct expenditure tax must be operated by the income adjustment
method outlined in paragraph 17.8. In principle, this adjustment, which
we reter to as the ‘expenditure tax adjustment’, requires that all purchascs
of assets should be deducted from the tax basc and all sales of assets as well
as the income yield should be added to the tax base. In most cases, it 1s a
simple matter to say whether a particular item ot expenditure should be
regarded as saving or as consumption. [ifficulties would arise when an
individual acquires assets which do not fall clearly into either category. To
overcome this problem, the Meade Report suggests that assets be divided
into two distinct classes which we refer to as “listed assets” and ‘unlisted
assets’>. Only transactions in listed assets would be debited or credited to
taxable income so that the expenditure tax adjustment would include
disposals less acquisitions of listed assets. All transactions in unlisted assets
would be omitted from the calculation. The income vield on unlisted assets
would normally be included in the tax base. This would mean that unlisted
assets would receive the normal income tax treatment. Any income out of
which they were purchased would be subject to tax but the capital proceeds
from their sale would not be subject to tax if spent on consumption.

17.17 In determining whether or not a particular type of asset should be
listed, the Meade Report suggests that

(1) listed assets should include all those items on which substantial
capital gains can be made,

(11) durable consumer goods should be unlisted, and
(i1) private houses should be listed assets.

We believe that a workable dividing line is that all assets which are
chargeable assets for the purposes of capital gains tax would be listed assets,
while all other assets would generally be unlisted.

17.18  The most serious difficuliies arise in the treatment of the following
assets:
(1) housing,

The terms ‘listed” and ‘unlisted” are used to distinguish between the tax treatment given to the
two types of asset. It does not mean that there would be any formal register of assets.
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(i) loans,
(i) consumer durables and
{iv) antiques.

These issues were considered our first report. However, we return here to
the treatment of housing.

Housing

17.19 A dwelling-house purchased for owner-occupation represents an
important form of saving and investment. For this reason, we believe that
owner-occupied houses should be listed assets for direct expenditure tax
purposes. This is consistent with our recommendation to regard all houses
as chargeable assets for capitals gains tax purposes.

17.20  In principle, this would require that the annual benefit arising from
such assets should be included in the tax base. This would be measured by
the notional expenditure which the occupler would be deenied o make on
the dwelling house. In this case, notional expenditure is the same as notional
income which we discussed in Chapter 10 of our first report. The notional
rent for the dwelling is the imputed rent on the dwelling, less an allowance
tor repairs and maintenance. Therefore, in principle, the occupier’s tax base
for direct expenditure tax purposes should be increased by the excess of
the net annual rental value of the house over the net rent paid, if any.

17.21  The local property tax proposed in our fourth report is a simpler
method of taking into account the notional income which arises from the
occupation of houses. Whether or not this income is taxed as heavily as
other income depends on the relative rates of property tax and income tax.
In principle, a higher tax would be justified on houses occupied by those
liable to expenditure tax or indeed income tax at the higher rates.

17.22  If this is not done, a person on the higher tax scale can distort his
Post=tax return on mvestment by putting his money mostly into his private
dwelling. This raises the question of whether this treatment should be
allowed to an unrestricted extent where the notional income from the
Investment is not fully charged to tax. One possible solution is to place an
upper limit, both for acquisition and for improvement, on the amount of
Investment in private housing entitled to investment treatment and to treat
outlay in excess of this limit as consumption. This leads to complications
and distorts the housing market at the level of the upper limi.

17.23 It is important that genuine saving and investment should neither
be over-taxed nor allowed to escape tax completely. The treatment of the
purchase and maintenance of a dwelling house as tax-free saving therefore
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requires a certain level of taxation in its use. The altern.atlve 1}51; to treat the
acquisition of a home as consumption, which wou!d bring ot herw1se ?or;
liable taxpayers into the direct expenditure tax net just when they can lea
afford to be there.

17.24 The widening of the direct expenditure tax base to 1nch;d§. thctt'
notional income from property would help to reduce tht\?xfr,ate‘s.o ni:;d
expenditure tax or to broaden the bands bgt\\'een 1"ates.h lLdr;chIUded
that the notional income from owner-occupied housing sl ou xelmc pded
in the tax basc for direct expenditure tax purposes. T.he,_]mm(]jl‘c s(lf}Jlu b
calculated by reference to the value of the property as envisaged in Chaprers
5 and 6 of our fourth report.

RELIEF FOR SAVINGS MADE BEFORE THE TRANSITION

17.25 If it were decided that relief should be given to avoid tc}ll'e d?L;Eie
taxation of savings made before thc‘ transition to a direct gxpen 1ltiL(1)r\i o
it would be possible to do s0. The _ob;ecu.\'c w(_)uld yel'tc[;'ﬁt v he
consumption of accumulated savings without incurring tax hia Jdizlure -
disallow repayments of existing loans qualifying for an exper} e, fax
credit. Such an approach could also have ad\_ranmges mn pl’ﬁ;ﬁi fg fa
avoidance and avoiding changes in consumption patterns solely tor ta:
reasons.

17.26  There is a number of methqu o_f giviqg_ r_chef for ac}clubr:;l(:iatsg
savings.® Most of these involve a registration of 1n1tlallc?eg wofrtminor Lo
a detailed return. The concealment of savings wou ¢ of r or egd
nificance since it is immaterial whether a deduction for savings is obtain <
at the transition or later. There wpuld be no reason fora tazpayer to conce
property in order to obtain a savings deduction at a later date.

17.27 The verification of a taxpayer’s indebtedness would belgxlfie;;ets(i
important. If this item were under-reported, the.taxpayer wou d have to
continue this under-reporting when thg tax came into opemtmn,f%r, ! che
amount reported were increased, the increase n tbe amount o S e;:ttract
indebtedness would be registered as new borrowmg and wou o
liability to tax. However, if part of the indebtedness continue o
concealed, there could be no gains to the taxpayer becausedaréloup]:tjeapp

to the repayments of the debts in question would not be deductible.

17.28 Neutrality in the transitional phase, both on the assets and liabilities

side, would mean that neither tax gains nor tax losses could bﬁ m;cie !z)yf
arra’nging for consumption to be brought forward before the date

#Progressive Expenditare Tax — an alternative?” Sven-Olof Lodin, p. 123.
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mtroduction of the direct expenditure tax. The question to be answered in
determining liability would be whether or not the consumption was
frnanced from income earned before the introduction of direct expenditure
tax. Thus, the transitional rules would not lead either to a rush to consume
or to increase savings before the introduction of the new system. Nor
would there by any reason for a taxpayer to increase cash holdings.

1729 The problem of arranging for CXISUNg savings to be free of rax if
consumed and ensuring that the repayment ot existing loans would nor
qualify for a tax credit could be rackled, as previeusly mentioned, by any

one of the following methods.

The Total Assets Method

¥7.30  Under this method, the taxpaver's total assets and total liabilities
arc established. So long as gross savings remain above the wnitial level, all
new savings and dissavings arc taken into account in determining rax
liability. The same apphies to all new borrowing and loan TepavIents, so
long as the aggregate indebtedness does not fall below the initial level. On
the other hand, the consumption of savings existing at the time of the

changeover would not involve Inability to tax. The repaymencs of existing
debts would not carry a right of deduction,

17.31 Under this method, the problems of control are minimised as it is
only an overstatement of the asset side of the account which can vield a
tax advantage. However, it would be difficult to achieve this, since any

overstatement could give rise to a re-opening of income tax hability for
earlier years.

The Net Assets Method

17.32 Under this method, the taxpayer’s net assets would be established
at the time of the changeover. If net assets were to fall below the initial

level, then consumption would not attract tax liability. Other changes in
uet assets would be taken into account.

17.33  If the taxpayer had net liabilities at the outset, he would not obtain
a credit when subsequently his net assets increased or his net indebtedness
diminished. So long as net liabilities remained above the initial level, or
the level when non-deductible repayments had been made. all changes in
net assets would be treated in accordance with the new rules.

The Credit Method

17.34  Another transitional method which would allow 1 direct expendi-
ture tax to be introduced with immediate effect would be through the
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credit method. If the taxpayer had net savings, he would be glzen a tasx
credit, obtained by applying an average rate of tax to the amount o sa\crll_?gré
He could use this credit subsequently by setting it off agamslt (3:)_(1361}11 1(:1;Se
tax liability incurred later as a result of dlssavmg.‘Conv;rﬁe v, 1n tli :bilit
of net indebtedness, the taxpayer would be debited wit afl;axb ! tﬁ
which would be set off against future savings or repaym_entsio _ e_l ts. 0h
credits and debits would be indexed. This method, lWthh 15 s;m{l ar‘ to t a—ﬁi
net assets method. has the advantage that the transitional period requirec
is shorter than with either of the other methods.

The Capital Gains Tax Method

17.35  The final method” does not require initial staremen.t;s of nclt Iw%r}tlh
at the transition date. Assets and liabihties are treated 'ssnpa;ate )‘.‘i ){e
method takes account of assets and habilities when they were ¢ isposed of,
In many cases disposal would involve returns for capital gains tax purposes
— hence the name capital gains tax method.

17.36  To make things clearer, the d‘atc of _ilﬁat_rodu?tlon ot‘ t}he d}}llfglcé
expenditure tax is referred to as “E day’. Qualifving %?.:t.ls arzl st(fostefr ol
by the taxpaver before E dav. Taxpavers would be allow ed t{o 'CTL;C) va(hm
oross cxpénditurc the value ofqualltymg assets sold aftc‘r E (.ﬁ.}- . dl(f(;-r lue
of qualifying assets is the original cost less any dcprematlc?n_ a o}x-t-i(iC o
purposes indexed from E day. Indexation removes jné ncet

qualifving assets for tax reasons immediately after E day.

1fyi E day. Repay-
37 alifying loans are those held by the taxpayer on y
31;/6?]{3 ontlllle inydeged amount of these loans are disregarded as savings after

E day.

The Transitional Period

17.38 None of the transitional method§ outline_d above needs to l;ehugesti
after a person’s death. This is because, m assessing the ta}i(atcllon 0 de;}zé
there is no need to take account of the extent to which the Ecc?ase pad
taxed savings or untaxed loans. In other cases some forr_n_ ) ]tlme. an
would be desirable. In general, we favour as short a transitional perio

possible.

17.39 It is, of course, possible to introduce a direct expenditure taﬁ
without any relief for taxed savings and untaxed loans. In this ’cas.lv.@:(i ;e
forms of cénsumption after the introduction of the new tax wou d be
treated equally. We do not think that such an approach causes uraccep

“Assessing Tax Reforms’. Henry |. Aaron and Harvey Galper. The Brookings institution,
Washington. 1983. pps. 99 to 100.
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problems of equity between taxpayers, bearing in mind that so much savin

has alrgady been untaxed by virtue of income tax concessions and reliefsg
We believe that the transitional method should be the one which offfers the
few'est administrative problems, provides the greatest protection against
av01dance' and the least possible disruption to economic life. We em %asisc
that the direct expenditure tax would apply over a single rate of taf on all

income and not in the existing context of progressive rates of tax on
inadequately defined income.

Conclusion

17.40  Following the publication of first report, there were criticisms that
the proposals to introduce a progressive expenditure tax for a relatively
small number of taxpayers at the top of the scale was impracticable on
admlmspranve grounds. We remain convinced that a progressive expendi-
ture tax 1s desirable and feasible. The problems of transition may be solved
in different ways. It has also been argued that proposals for an e;(penditurc
tax tor other countries have not been implemented and it would theretore
be unwise to mtroduce even a limited expenditure tax here. The possibility
that Ireland could be in the vanguard of tax reform should not be discounted
as impossible. Otherwise we condemn oursclves to perpetual copving

p o : .
gr_u_j,-or revision of systems designed for other countries and other con-
itions,
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CHAPTER 18

ADMINISTRATION OF VALUE-ADDED
TAX

Introduction

18.1 In our third report we dealt with the goods and services which
should form the base for value-added tax. Here we consider a number of
administrative issues which have caused particular difficulties:

(i) the determination and settlement of VAT habilities, including the
appropriate taxable period,

(1) VAT on imports,
(ii1) registration for VAT, and
(iv) VAT on second-hand goods.

ACCOUNTING FOR VALUE-ADDED TAX

18.2 In general, VAT liabilities are determined on the basis of invoiced
sales. However, some traders may opt to account for tax on the basis of
cash receipts instead of invoiced sales. These are persons

(1) who provide services, and

(i) those who sell goods almost exclusively to final consumers.

18.3 A number of submissions claimed that the use of the invoice basis
creates a cash flow problem for those firms which make a large proportion
of their sales on credit because VAT may have to be paid to the Revenue
Commissioners before payment is received from the customer. The pro-
posals put forward to offset this disadvantage included an extension of the
time allowed for payment of VAT, an extension of the interval between
submission of VAT returns and a suggestion that the cash receipts basis be
extended to all traders.

18.4 Value-added tax on an invoice basis does not of itself directly affect
the cash flow position of taxable persons. However, a trader’s credit terms
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and the taxable period for VAT, when combined with the invoice method,
may affect his cash flow either to his advantage or disadvantage. This arises
because VAT is paid on the basis of a trader's sales and purchase invoices
but there is no requirement that the rax charged on sales has actually been
collected or that the tax invoiced on purchases has actually been paid. In
general, a trader accounting for VAT on cash receipts’ benetits because he

accounts for the tax an average of fifty days' after collection from his
customers.

8.5 We sought the views of the Revenue Commissioners on extending
the cash receipts basis to all traders, They advised us that

VIt the cash receipts basis were made available to aff traders there
would be a serious change-over problem in that traders would have
to pay tax on all monevs received after the date of change notwithstand-
ing that the transactions to which the monevs referred may have been
the subject of taxation on the invoiced sales basis. ™

I8.6  The alternative is to grant a ‘tax holiday” during the transition from
the invoice basis to the sales basis. Besides che transitional problems. there
are other revenue implications for the Exchequer. In general. a charge to
tax on cash receipts would arise later than the present charge on invoice
sales; in effect, there would be 1 deferral of the VAT Lability on sales
compared with the present situation. However, traders would continue to
claim credit for VAT paid to suppliers on the basis of invoices received. It
would be impracticable to allow the credit by reference to the actuat
payment of the tax to the suppliers. Thus, the Exchequer would be required
to finance claims for VAT refunds to traders before the due date for
payment of the tax charged by their suppliers. At present, a refund or credit
to one trader is matched by a payment from another. The operation of the

cash receipts basis also gives rise to greater control problems, particularly
In group companies.

18.7 While some traders may have an adverse cash flow with VAT
payments because they give extended credit, the private sector as a whole
enjoys a very large cash flow benefit under existing arrangements, Where
extended credit is given, the recipient of the credit gets the cash low benefit
and one would expect this to be taken into account in relation to all the
circumstances surrounding competitive marketing. We do not favour any
extension of the cash receipts basis of accounting for VAT,

'Nineteen days and half the taxable period of two months.
*Material supplied at mecting with the Revenue Commissioners. 12 Thecember. 1684,
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VAT Accounting Periods

18.8 The taxable period for VAT purposes is two calendar n_lonths
{January/February, March/April, etc). Returns for each taxable period are
required to be lodged with the Collector General by the. 19th day of the
month following the end of a taxable period. Persons continuously entitled
to repayments (mostly exporters and traders selling zero-rated goods) are
allowed to make monthly returns. Small traders dealing mainly m zero-
rated goods may be permitted to lodge returns annually.

18.9  The appropriate VAT accounting periods and the timing of the
pavments should take account of

(1) the constraints imposed by the Sixth Iirective ot the European
Economic Communiry.

(i) the compliance cost of traders, and

(1} the administrative costs ot the Revenue Commissioners.

18.10  The Sixth Directive provides that the frequency of VAT returns is
at the discretion of each member state but returns may not be made less
than once each year. The uming of payments of any VAT lhability 1s also
at the discretion of member states.

18.11 A major study” in the United Kingdom of the costs and benefits of
VAT estimated the effects of cash flow benefits for VAT-registered traders.
The distribution of benefits and costs varied between businesses pf different
sizes and between different sectors. The greatest advantage in -absolutc
terms accrued to the largest firms, that is, those with a turnover in excess
of £1 million. The benefits to such firms accounted for over 90 per cent of
the overall benefits, The scctors which gained most were manufacturing
and utilities and the retail sector which had mainly cash sales. The study
showed that many large firms obtained a substantial net benefnt trom YAT
— the value of their cash flow benefit greatly exceeded their compha}ncc
costs. Because of this, the study suggested that monthly payments might
be appropriate tor such firms. Despite the cash flow a_nd managerlal;fivz;n—
tages for some smaller firms, compliance costs remained a real .bur en for
most of them. Annual accountng for small traders was considered as a
means of cutting compliance costs.

18.12 No similar study has been carried out in Ireland to establish the

Sandford and Orhers, ‘Costs and Benefits of VAT, 1981.
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costs and benefits of VAT.* The United Kingdom study provides an
indication of the likely distribution of the costs and benefits but the taxable
periods for VAT and the length of time allowed for payment of tax in the
United Kingdom differ from Ireland. The distribution of commercial credit
n the United Kingdom may, also, be very different. The research findings
in the United Kingdom are, therefore, of limited value in deciding the

appropriate taxable periods and the timing of tax payments for businesses
in Ireland.

1813 The Working Party on Simplificd Accounts also favoured annuaj
accounting for some traders. They recommended that

“the Revenue Commissioners should examine whether those traders
with VAT liabilities of up to £50 per two-month period might be
given the option of making an annual return for VAT whilst those
paying between £50 and £500 per period might be allowed to pay tax
for the current two-month period by reference to the turnover of the

same period of the preceding vear with an adjustment on the agreement
ot their trading accounts. "™

18.14  The Working Party acknowledged that the proprictors of small
businesses devote long hours to the preparation of VAT returns and in this
recommendation they sought to relieve small traders of the obligation to
submit six VAT returns annually. The recommendarion envisaged that
very small businesses would be allowed to account for VAT in a lump sum
atthe end of the year; other small businesses would have to make provisional
payments on the normal due dates for VAT, with a settling up at the end
of the year. The recommendation does not set out whether the period of a
year 1s to be the calendar year, some other period of a year determined by

the Revenue Commissioners or the normal accounting year of the trader
for income tax purposes.

18.15  Annual accounting would reduce the number of returns but the
volume of information summarised in each return would be multiplied,
even with a single rate of VAT. Many traders have ditficulty in completing
two-monthly returns based on information which is reasonably current.
These difficulties must surely increase if similar returns are to be prepared

annually by inserting information relating to events which took place many
months earlier.

“In 1976, the National Prices Commission engaged consultants to examine ways in which
mformatien and data required from firms by state agencies could be simplified. The consultants
estimated that savings of over £0.5 million could be made by simplifying VAT records and bi-
monthly returns.

*The Working Party on Simplified Accounts was sct up by the Minster for Finance on 26 April,
1983. A report was recently presented to the Minister but it has not vet been published.
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18.16" The suggestion thart there should be a longer accounting period for
small traders as a means of alleviating the burden of compliance costs is
less relevant in the context of the single rate value-added tax system
proposed in our third report. The single rate would significantly reduce
the compliance costs of all businesses selling goods at different rates of
VAT and in particular the compliance of small traders.

18.17  We have also considered whether the accounting period should be
reduced to one month for large traders. While a case could be made for
changing to a monthly accounting period tor the one thousand or so ca:fes
which account for 70 per cent of the total VAT revenue under the present
three rate system, these cases are now monitored to ensure that payments
are made as they become due.

18.18  Any increase in the number of payment dates for VAT would
increase the volume of work and hence the administrative costs of the
Revenue Commissioners. There would be some administrative savings if
the number of pavment dates in a year was reduced from six to, say. four
by extending the VAT accounting period to three months.

18.19 In the light of the foregoing, we consider that a two-monthly
accounting system strikes a reasonable balance between the mterests ot
traders, the workload of the Revenue Commlssmners_and the needs of the
Exchequer. We make no recommendation for change in the VAT account-

ing periods.

VAT ON IMPORTS

18.20  In general, imported goods are liable to VAT at the same rate as
applies within the state to the sales of similar goods. Manufac'turmg firms
which export 75 per cent of their production arc allowed to import their
raw materials and components without making VAT payments. ﬁVAT on
taxable imports is payable before the goods are released by the Customs,
unless the importer is using the deferred payment scheme. This sc_hemef
enables VAT-registered traders to defer_ payment of VATlto the 15th o

the month following the month in which the goods are imported. The
deferred payment arrangements were devised originally for customs duties.
VAT payable on imports is treated as a duty of customs. A full description
of the operation of VAT on imported goods, together with details of the
deferred payment scheme, is in Appendix 9.

18.21 VAT on imports at the point of entry was introduced on 1 Sep-
tember, 1982. This means that VAT-registered traders have to pay VAT
before the goods are released, thus losilng the gdvantgge of the earhier
arrangements whereby a VAT liability did not arise until the goods were
sold. It was estimated that earlier payment of VAT would result in a cash
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flow gain of about £140 million for the Exchequer in 1982. While there is
no continuing net revenue yield from the new system any change back to
the old system would delay the flow of funds to the Exchequer with a loss
of revenue in the year of change. This could be offset to some extent by
gradual re-introduction of the former system. However, the postponed
accounting system for imports would continue to delay the flow of funds
to the Exchequer because VAT liability on imports would not arise until
the goods are sold. This system also weakens the control of VAT and could
lead to evasion and fraud in relation to impotted goods.

18.22 VAT on imports removes a bias in favour of certain imports. A
systern in which traders import goods without payment of VAT means
that the importer has an advantage in buying goads free of tax from a
toreign supplier rather than on a taxed basis from a home supplier but the
extent of such benefit depends on the amount of credit allowed to him by
his supphiers and on the length of the VAT accountng period, Since the
VAT accounting period 1s two months and returns have to be lodged by
the 19th ot the third month. a trader whose purchases are made on a regular
basts has to wait, on average, ity days to claim credit for tax invoiced to
him. Thus, if less than an average of fifty days’ credit were being allowed
by both the foreign and home supplier, there would be an incentive to buy
from the foreign supplicr. If more than fitty days” credit were allowed, it
would favour the home supplier because a tax credit would on average be
allowed to the trader before he had paid the tax invoiced by the supplier.
Any gain to the trader would of course be at the expense of the home
supplier and would not represent a gain to the community. To compete
with foreign supplicrs, Irish manufacturers would, in general, have to give
longer credit terms to their customers.

18.23  Any discussion of VAT must have regard to the EEC context. It
is clear that much of the future development of VAT will inevitably flow
from EEC attempts to move closer to the realisation of the leng-standing
objective to abolish fiscal frontiers between member countries. The pro-
posed Fourteenth Directive favours the system of postponed accounting
for VAT on imports because it shifts the accountancy procedures for VAT
from frontiers to inland tax offices. However, all member states, apart
from the Benelux countries, operate some form of VAT at the point of
entry at present. After the common basis of assessment specified in the Sixth
Directive 1s fully operational, further movements towards the removal of
fiscal frontiers would involve the imposition of a common rate structure.
When both the common base and rate structure have been implemented
throughout the Communiry the way will then be open for the abolition of
fiscal frontiers. This implies a move from the present destination basis to
an origin basis for intra-Community trade. In other words, a sale would
be taxable in the hands of the vendor and the VAT incurred by the purchaser
would be deductible irrespective of the member state in which it has been
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charged. It seems likely at this stage that such a move will require a uniform
rate of VAT within the Community. However, progress in this direction
is likely to be slow.®

18.24  We recommend that VAT should continue to apply to imports at
the point of entry subject to compliance with EEC obligations. We now
consider three associated administrative issues:

(1) VAT waiver tor imports tor re-export,
(if) Deterred VAT payments tor imports, and

(i) VAT waiver for imports worth £206) or less.

Vat Waiver on Imports for Re-export

18.25  We noted carlier that manufacturing firms which export 75 per
cent of their production may import their raw materials and components
without payment of VAT. However, VAT applies to the imports of other
export tirms and to all other purchases of raw materials imported into

Ireland.

18.26  The Contederation of Irish Industry advised us that

“The anomalous situation created by the collection of VAT at the
peint of entry 1s illustrated by the fact that the relief on raw materials
imported by firms who export more than 75 per cent of their output,
while very welcome to our major exporting ﬁrn_ls_, does d1scr1m1naFe
against indigenous Irish firms and distorts competition on the domestic
market in respect of those goods produced by qualifying ﬁrms'whlch
are not exported. The very high level of 75 per cent requires an
indigenous firm to have developed an export market some three times
its domestic market which is an unrealistic expectation.”

18.27 By keeping the export requirement high, the distortion of compe-
tition created by sales on the home market by qualifying export firms is
minimised. There are also adminstrative reasons why the export require-
ment should be high. Export sales are zero-rated. Thus, a manufacturing
firm exporting 75 per cent or more of tts production might not have
sufficient VAT liability on sales to absorb the tax credits on imported
purchases of raw materials if they were to be‘taxed at importation. This
would give rise to repavments of tax with an increase in tl_le workload of
the Revenue Commissioners. A firm exporting less than 75 per cent of its
production would be more likely to have a net VAT liability.

*The White Paper from the EEC Commission to the European Council (jt' Milan, July, 1985
proposes measures to complete the internal market of the Community which include the removal
of physical, technical and fiscal barriers within the Communiry.
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18.28 A further consideration is the possible competitive distortion in
favour of qualifying export firms which rely on imported raw materials.
This would arise where the average credit period allowed by Irish suppliers
is less than thirty four days,” that is, the average period an export firm
paying tax on Irish raw materials would have to wait to claim a repayment
of tax. Because of the limited period involved, any distortion is not likely
to be significant. The impact 1s further reduced by the fact that most
companies receive some credit from their suppliers. Any attempt to remove
this possible distortion by treating the imported inputs of export firms in
the same way as other imports would not be effective and would only add
to administrative and compliance costs.

18.29 We consider that export manufacturing firms should continue to
be allowed to import raw materials and components without payment of
VAT. We do not recommend a relaxation of the 75 per cent exporting
condition.

Deferred Payment of VAT on Imports

18.30 VAT is trcated as a duty of customs when payable on imports.
Accordingly, it must be paid or otherwise accounted for before the imported
goods are released by the customs authorities. Facilities for deferred pay-
ment of VAT are normally given on application to the Collector of Customs
and Excise. Under the scheme VAT is deferred until the 15th of the month
following importation.

18.31 Payment of deferred taxes and duties 1s made through the banks’
direct debiting scheme. The essential feature of this scheme is that the
creditor, with the authority of the debtor, makes payments by the issue of
a direct debit voucher drawn on the debtor’s bank. To avail of the VAT
and customs scheme (both taxes may be deferred at the same time, provided
sufficient guarantee has been given to the Collector), the importer must
apply to his local Collector of Customs and Excise by providing

(1) astandard application showing the maximum amount of VAT and
customs duties to be deferred in any one month. The amount must
be broken down on the form and allocated over the various customs
stations through which the importer intends importing his goods,

(i) a guarantee by the importer’s bank (which is established in Treland)
that 1t will pay to the Collector on demand, VAT and customs
duties deferred by the company in any one month up to the amount
stated on the application,

"Repaynients to export companies are normally dealt with on the basis of menthly rather than
the usual two-monthly returns. The thirty four days is half of a month plus nincteen davs.
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(it} a debit mandate signed by the importer’s bank enabling the Collec-
tor to debit the importer’s bank account on the 15th of each month
for VAT and customs duties deferred during the previous month,
H.I'ld

(iv) an undertaking from the importer not to terminate the agreement
without giving one week’s notice.

18.32 It the importer exceeds the amount of guarantee in any port, then
he must pay VAT and customs duties on all further imports through that
port during the remainder of the month. There is an arrangement to ‘top
up’ the guarantee by cash or cheque if it is short at the end of a month. In
addition, an amount of guarantee may be moved from one import station
to another. If the guarantee is exhausted in, say, Limerick and the importer
does not wish to use the ‘top up’ facility, he may get the import documents
(Le. customs entry) passed in, say, Dublin where the guarantee is not
exhausted and use those documents to clear the consignment in Limerick.
In addition, permission may be obtained to use another person’s deferral
arrangement. However, in these circumstances, it is the importer and not
the person with the deferred payment facility who can reclaim the VAT.
Further details of the deferred payment scheme are in Appendix 9.

18.33  The bank guarantees required under the deferred payment scheme
impose a cost on traders but the scheme allows traders to defer their VAT
liability on imports for up to forty five days. The need to allocate the bank
guarantee between different points of entry and the control of the guarantees
causes some problems for traders. The Revenue Commissioners acknowl-
edge that there have been complaints about this. They told us that

“the problem is essentially one of communications. A computer could
deal with this problem but there are financial constraints and such a
system would be expensive.”

We consider in Chapter 19 the advantages of a computerised customs
clearance system which would also deal with VAT at the point of entry.

18.34 There are practical difficulties in attempting to remove the syster
of bank guarantees for the deferred payment of VAT on imports. The
essence of VAT at the point of entry is that the tax should be paid before
credit can be taken for it in the normal way. Otherwise, the system would
be undermined because VAT on imports, like any other VAT on purchases,
15 all reclaimable by VAT-registered traders. It would be impracticable to
require traders to make separate returns and remittances for imports before
the usual VAT returns for the same accounting period are made. The only
way to minimise the administration and the inconvenience to traders is to
have the VAT payments on imports made by direct debit to the importer’s
bank account. Under the direct debit system, itis necessary for the Revenue
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Commissioners to have some assurance that adequate funds are available
to cover the tax payments due. This can only be achieved by Insisting on

a guarantee from the importer’s bank to meet the tax liabilities as they
become due.

18.35 It would not be possible to abandon the system of guarantees for
deferred payment of VAT on imports unless the deferred payment scheme
itself were abolished or VAT on imports were removed. The abolition of
the deferred payment scheme would mean thar importers would have to
pay VAT on imports before the goods were released. This would 1mpose
its own additional costs on importers. We have already outlined the advan-
tages of VAT ar the point of entry and we have recommended that it should
be retained. We see no satisfactory alternative to the svstem of guarantees
for deferred payment of VAT on imports.

Imported Goods of £200 or Less

18,36 VAT is not pavable on parcel post importations of taxable gouds
by VAT-registered traders for the purposcs of their business. provided the
value of such goods is £200 or less. Goods of up to €200 may also be
imported free of VAT if the VAT registration number is quoted and the
goods are accompanicd by the trader or a courier. These arrangements do
not apply to commercial freight operators.

18.37  The Institute of Freight Forwarders of Ireland and the Irish Air
Cargo Institute advised us that

“Multinational courier companies regularly bring in 600-700 items on
aflight into Dublin Airport and they can be cleared by customs within
an hour. No VAT is payable. This is undermining the business of
established Irish customs clearance agents. The same goods imported
by the commercial clearance agents would be subject to the normal
entry procedures and would be subject to VAT not only on the cost
of the goods but also on the freight costs which are added to the value
of the goods before calculating VAT,

18.38 We asked the Revenue Commissioners for their views on the

operation of this special procedure for goods with a value of less than £200.
They told us that

“Couriers are allowed to bring in goods without making cntry only
if the aggregate value of all the goods in their possession does not
exceed £200. In such cases invoices are retained by customs and the
goods are released without payment of VAT at import and after a

*Agreed note of meetng, 21 January, 1983.
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certain proportion of the goods have been exgmined. Where a courier
brings in goods with an aggregate value in excess of £200, each
consignment involved must be the subject of a formal entry, the duty,
and VAT being secured under a deferred arrangement. A special
investigation which we have carried out reveals no evidence of such

abuse.”

18.39  There is a clear conflict of evidence here which we have not been
able to resolve. However, the tundamental question s whether there 1s a
justification for this scheme. In principle, all imports should be subject

‘to VAT irrespective of how they are imported. Nevertheless, there are

administrative reasons for alowing VAT 1o be waived on goods of limited
value. It is also convenient for traders. We recommend that the waiver of
VAT for goods of £200 or less should be retained but the operation of the
scheme should be subject to regular moenitoring. The limit should be
increased only in hine with inflation.

REGISTRATION FOR VAT

18.40 Traders are obliged to register for VAT if their annual turnover
exceeds or is likely to exceed the following amounts:

(i) £25.000 a year for traders selling goods only and tor traders who
obtain not less than 90 per cent of their turnover from the sale of

goods, and

(if) £12,000 a vear for other traders, including traders supplying ser-
vices.

Further details of the persons who must register for VAT including the
special provisions which apply to farmers and fishermen are in Appendix
5 of our third report.

18.41 High valuc-added tax exemption thresholds for small businesses
lead to a loss of VAT revenue, increased opportunities for income tax
evasion and unfair competition between registered and unrcglste.red traders.
Different excmption limits for different trades causc confusion among
traders, particularly where more than one activity 1s carried on. The initial
loss of revenue as a result of an exemption threshold may, therefore, be
increased by traders failing to register for VAT when their turnover is in
excess of the appropriate limits.

18.42  Traders who are not within the VAT system are more likely to be

outside the income tax records of the Revenue Commissioners. Even where
such traders are known to the Revenue Commissioners, the standard of

“Letter of 15 April, 1985,




records maintained and the possibilities of verifying transactions by cross-
checking invoices are likely to be less than in businesses accounting for
VAT. However, registration for value-added tax purposes does provide

traders with an opportunity to evade tax by reclaiming the VAT on
purchases of personal consumer durables.

18.43  There is undoubtedly competitive distortion between a trader Just
above the registration limit and obliged to register and one just below the
ltmit and not obliged to register. In effect the non-registered trader pays
tax on his purchases while the VAT-registered trader accounts for VAT
on his sales. The greatest benefits accrue to unregistered businesses with
high rates of gross profit. The example below illustrates the difference in
treatment between two retailers, one being registered and the other being
unregistered, with similar turnover from dealing in the same goods.

Example
Registerea Lnregisterea
Trader Trader
£ £
Annual turnover (tax inclusive) 25,001 256,000
VAT at 23 per cent 4675 Nl
Purchases {tax exclusive) 12,000 12,000
VAT on purchases Nil? 2,780
Total tax paid 4,675 2,760
Ditference in VAT payable £1,815
Note:

'The registered trader pays £2,760 on purchases but can recover this sum.

The discrimination of £1,915 in this example in favour of the unregistered
trader would be aggravated by an increase in the registration threshold, an
increase in the rate of gross profit or an increase in the rate of tax.

18.44  The distortion of competition between registered traders just above
the limit and unregistered traders on or just below the limit, is even more
marked in the case of services because of the relatively low level of purchases
and the high rates of gross profit. The lower registration threshold of
£12,000 reduces the distortions in the service sector. However, it should
be borne in mind that the registered trader has an advantage over the
unregistered in relation to zero-rated goods sold because, while there is no
tax liability in respect of sales, the trader is entitled to claim input VAT,
Even under our proposals, zero-ratmg would apply to exports and some
agricultural raw materials. There is also a more general advantage in that
registered traders will want to buy from registered supplicrs (not from
unregistered) in order to obtain input tax credit,

18.45  Attitudes of traders on registration limits are conflicting. On the
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one hand, associations representing small traders seek increases El;l] RhTe
registration limits to remove certain small traders from the scope o !
and on the other, there is pressure to extend the scope of VAT to curtai

the *black economy’. The attempt to remove small traders from the scope
of VAT is understandable under the multi-rate value-added tax system we
have in Ireland. The reduction in the number of rates from six tohf0111(11'
announced by the Minister for Finance in his 1985 Budget Statement s (th ‘
be of some assistance to small traders required to operate VAT. The
situation would be further improved by the adopuon of the single rate of
VAT proposed in our third report.

18.46 It is intended that VAT should eventually become a fully ham_lon&
ised tax within the EEC and the scope for national adjustments is restricte
by various directives. The Irish registration hmit of £25,000 is the hlghe}sf
in the EEC. the next highest being the UK limit of 119,500 sterling. The
EEC Sixth VAT Directve prescribes a very low registration limit of
approximately £3,600 but permits member states to retain their c'x1st}in.g
limits and, pending full harmonisation, to mcrease them to maintain t ellr
real value. Ireland’s present thresholds are, it wogld appear, only bar; y
acceptable to the EEC. The value-added tax registration thresholds for
small businesses in EEC countries are shown in Table 26.

TABLE 26

i i i in EEC Countries,
- ed Tax Registration Thresholds for Sma!l Businesses in
Value-Add x Reg et fogs

— —
Country! Annugé limit Type of limit

i i 22,690 Taxable turnover
e oo 3,158 Tax-exclusive
Luxembourg e excl
Denmark 895 Turnover
freland . . _

Businesses mainly involved in supplying services ;éggg Turngver

Other pusinesses 6:473 Tax-inclusive
Germany turnover

592 Tax

Netherlands o9 =
Eraln;e no exemption
Ite?I\?lum no exemption

Notes:

'Greece does not yet have a value-added tax.

’Exchange rates as at 11 October, 1983. ‘ N

*As Shoam in the table, registration limits differ in kind between EEC countnes. In addition
they are often cperated in conjunction with special schemes for small traders.

18.47 The answer to the problems of small traders wtou_ld seem to lic not
in excluding them from the VAT system but in modifying the system to
reduce the burden that falls on them. In our third report we concluded that

267




considerable savings in administrative and compliance costs would arise
from reducing the number of different rates of value-added tax and by
having one single rate applied to all goods and services. The proposed new
structure provides the most efficient means of relieving small traders of the
burden of compliance costs and the difficulties of complying with their
obligations. In principle, we consider that all persons carrying on a business
activity should be registered for value-added tax. In practice, some thres-
hold below which businesses would not have to be registered would almost
certainly have to be provided. though ar a level substannially lower than
the existing limits of £25.000 and £12.000. In the context of our proposed
rationalisation of the value-added tax system, we recommend that there
should be a single registration limit for all businesses below the existing
limit ot ¥12,000 for traders supplving services. Some reduction in the
existing exemption thresholds could be achieved during the transition
pertod involving a two-tier rate structure.

Anomalies in VAT Registration

18,48 The letting of immovable property is gencerally exempt trom value-
added tax. except in the course of carrving on a hotel business or operating
a car park. This exemption gives rise to a number of anomalies and
inconsistencies in the businesses required to register and account for VA 1,
In our third report we stated that rented residential accommodation should
continue to be exempt from value-added tax. However. the exIsting exenip-
tion is much wider than that and a number of business activities is excluded
from the scope of VAT or has more favourable registration limits because
of the exemption of the letting of immovable property.

18.49  Under existing VAT legislation, a bed-and-breakfast business,
registered as a guest house by Bord Fiilic," has a VAT registration
threshold of £12,000 but for other bed-and-breakfast establishments the
threshold is £48,000. This goes down to £24,000 if an evening meal is
provided. The differentiation between registered guest houses and other
bed-and-breakfast establishments arises because a guest house is included
in the definition of a hotel for VAT purposes and. as in the case of a hotel.
it must account for VAT on all revenuc if the turnover exceeds £12,000.
However, because of the domestic character of other bed and breakfast

"The approval of accommodation for tourists by Bord Fiilte has two different torms. The
commercial categonces (for example hotels. guesthouses, caravan parks. etch are dealt with under
a very formal process of ‘registration’ under the Tourist Tralfic Acts 1939-83. The approval ot
‘Irish Homes Accommodation’ is dealt with under 4 less formal process of "listing” which is more
suntable te the mainly domestic character of the premises concerned. These are divided inte three
ditferent categorics — Farmheuses, Country Homes and Town Homes, Approximately 2,100 are
listed by Berd Filte under this process. Listing is done on a veluntary basis. Bord Fdilte estimates
that there could be 4,000-6,000 premiscs operating on a “bed-and-breaktast basis withour any
approval system.
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accommodation, revenue from letting the bedrooms is not liable to VAT;
only that proportion of the revenue relating to the meals or sales.of. wine
is reckonable for VAT purposes. In 1978, the Revenue Commissioners
decided that it would be essential to have a basic apportionment of the
inclusive bed/breakfast, partial and full board charges. Following con_sul-
tations with Bord Fiilte and other representative organisations, they decided
on apportionments of 25 per cent of the bed and breakfast charge and 50
per cent of the partial and full board charges as VAT-liable turnover. Hence
the registration thresholds of 48,000 and 24,0400

18.50  The application of different registration limits to businesses provid-
ing similar services, even though the scale of the business may be very
much less, gives rise to unfair competition. We have recommended in
paragraph 18.44 that the same registration limit should apply to all busi-
nEsSSCs.

18.51  The general exemption of the letting of immovable property also
means that subscriptions to sports clubs and other entertamment complexes
are generally outside the scope of VAT and the operators do not have to
register and account for VAT. There are one or two exceptions, for
example, the revenue of snooker hails 1s regarded as arising from the letting
of the rables and not the rooms and thus s fiabie 1o VAT, A bar or shop
operated as part of a club would be required to register tor VAT and to
account for VAT on its sales in the same way as any other business.

18.52 We do not think that this form of expenditure should be exempt
from VAT. The exemption of the letting of immovable property should
be confined to rented residential accommodation. The case for this is argued
in our third report.!" All other activities involving the letting of immovable
property should be chargeable to VAT, subject to the registration limits
applving to other businesses.

SECOND-HAND GOODS

18.33 Sales of second-hand goods (other than zero-rated goods) are liable
at the 23 per cent rate, regardless of the rate which would apply to the
same article if sold as new. In order to qualify as sccond-hand for this
purpose,an article must have been the subject of substantial use. Shpp-
soiled or damaged goods or goods returned as defective do not qualify.
This treatment gives rise to an element of double taxation because a trader
is liable on the full selhing price of goods purchased from final consumers
but he is not entitled to a credit for any residual VAT in the purchase price

paid.

"Paragraphs 3.68-3.70.
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18.54  Where second-hand goods are traded in against goods of the same
kind, only the actual amount of money paid is taxable. For example, if a
customer is allowed £1,000 on his old car against a new car selling for
£6,000, the dealer’s VAT liability is related to the £5,000 cash he receives.
The dealer is, of course, accountable for tax on the traded-in car when he
sells it and his liability will be based on the actual selling price, not the
traded-in value. This treatment of trade-ins overcomes the problem of
double taxation in such transactions by taxing the trader only on the money
received. thus in effect granting him a deduction for tax included in the
trade-in alfowances.

18.55 The Commission of the European Communities has initiated an
action against Ircland in the Court of Justice because of Ireland's failure
to charge the full sale consideration where trade-ins are accepted. The
Commission contends that traders should be taxable on the full price of
the goods sold in accordance with the Sixth Directive. This would include
the value of a trade-in accepted in part-exchange for the goods sold. Any
deduction tor the residual VAT in the amount allowed for the trade-in is
a separate issue which 1s addressed in the Commussion’s proposals for a
Seventh Directive.

I8.56  The Commission's proposal for a Seventh Dircctive envisages a
special scheme to apply VAT to works of art, collectors’ items, antiques
and uscd goods. The taxable amount in respect of sales of works of art,
collectors” items, antiques and used goods other than cars, pleasure boats,
private aircraft cte. would be 30 per cent of the selling price. This is an
attempt to tax only the gross margin of the trader, that is, the value-added.
The full selling price would be taxable in the case of cars and boats but the
trader would be allowed to deduct an amount of value-added tax based on
the purchase price of the item at the rate in force at the time of purchase.
The deduction would only arise, however, when the item is sold. Although
presented to the Council in 1978, the proposals in the draft Seventh
Directive have not yet been agreed and there has been no attempt to
introduce the scheme.

18.57 1In principle, we believe that second-hand goods sold by businesses
and taxable persons registered for VAT should be charged to VAT and
that the trader should be allowed a credit in respect of the residual VAT in
the purchase price paid for second-hand goods. We are satisfied that the
existing arrangements for the treatment of trade-ins grant in effect a credit
for the residual VAT in second-hand goods acquired in this way. Despite
the fact that there is no provision for a credit where second-hand goods are
acquired other than by accepting goods in part exchange, we sce no
compelling reason to change the existing arrangements, unless it is shown
that these conflict with our EEC obligations. Pending developments in the
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European Community we make no recommendation for change in the
treatment of second-hand goods.

Recommendations

18.58 We make the following recommendations in the context of the
general proposals for reform of value-added tax in our third report:

1. There should be no change in the length of the VAT accounting
period or the uming of VAT payments.

!\.)

VAT should continue to be charged on tmports at the point of
entry, subject to recommendations 3 and 4 below.

3. Firms primarily involved 1 manufacturing for export should con-
tinue to be allowed to import raw materials and components
without payment of VAT, There should be no relaxation of the 73
per cent expotting condition.

4. The waiver of VAT on imports of up to £200 by registered traders
should be retained but the operation of the scheme should be subject
to regular monitoring. The limit should be increased only in line
with inflatton,

5. There should be a singte registration limit tor ali businesses. This
should be set below the existing lower limit of £12,000. Some
reduction in the existing exemption thresholds could be achieved
during the transition to a single rate of VAT,

6. The anomaly in the treatment of hotels, guest houses and bed-and-
breakfast establishments should be removed.

7. The exemption of the letting of immovable property should be
confined to rented residential accommodation. All other activities
involving the letting of immovable property should be chargeable to
VAT, subject to the registration limits applying to other businesses.

8. In principle, we believe that second-hand goods sold by businesses
registered for VAT should be charged to VAT and that the trader
should be allowed a credit in respect of the residual VAT in the
purchase price paid for second-hand goods. However, pending
developments in the European Economic Community, we make
no recommendation for change in the existing treatment of second-
hand goods.
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CHAPTER 19

ADMINISTRATION OF CUSTOMS AND
EXCISE DUTIES

Introduction

191 In this chapter we examine the general administration of castors
and excise dunes. We recetved relatively fow submissions about customs
and cxcise matters but some 1ssues were raised in discussions with various
bodies. Customs did not form part of the review of indirect taxes in our
third repore becanse these duries are now lirgehy Community tanes oved
which Ireland has no independent control. Many customs procedures are
also governed by EEC rules. However, VAT at the peoint of entry is
administered as a customs dury and this led us 10 examine a number of
procedures. The issues we consider are

(i) the consolidation of customs and excise legislation,
(1) appeal procedures,
{1} customs clearance procedures, and
(1v) entorcement and penalties.

A brief description of the organisation and procedures of the customs and
excise service is in Appendix 10,

Broad Impressions

19.2 We have been struck by the complete dissimilarity of customs and
excise to any other area of tax. The questions of assessment. collection and
appeals arise in a different wav trom direet taxes and there is a high degrec
of physical control. It is often difficult to find the basis, legal or otherwise,
for a particular practice or procedure, In part, the impenctrability of customs
and excise stems from its antiquity as a form of taxation. The rules that
govern the assessment and collection of customs and excise are contained
in old legislation which has been added to and amended for over one
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hundred and fifty years. Administrative procedures have also developed
over a long period of time.

19.3  Thekey to the administration of customs and excise duties is control.
The goods subject to duty are almost always physically present for examin-
ation by a customs and excise officer. Without adequate control of these
goods, large amounts of revenue are at risk. Over the past few vears
eftectve control has been hampered by failure to redeploy existing staft,
to streamline procedures and to introduce computerised back-up control
and intormation systems. We were told, for instance, that the scale of
physical examination prescribed in regulations is not being followed. There
scems litdde 1mmpetus towards reform and improvement of the adminis-
tration.

19,4 Public dissatistaction with the tax syvstem has not been directed
towards customs and excise because 1t 1s only occasionally that the general
public comes into contact with the customs and excise authorities. The
administranon of customs and excise is not subtect to checks which exise
in other rax areas. We believe that this arbitrary character can be counter-
acted by making the rules and procedures of admmistration clearer and
better known and by improving the existing appeal procedures.

19.5 Despite the fact that there is a relatively small number of people
involved with customs regarding commercial transactions, there seems to
be alack of communication and consultation between the customs authori-
ties and their ‘clients’. As a result, we were faced with conflicting ¢vidence,
We think commumcation should be improved.

Legislation

19.6  There are very extensive legislative and administrative provisions
for the collection and management of customs and excise dutics, many
dating from the carly nineteenth century. A brief description of these
provisions 1s in Appendix 11.

19.7  Over thirty five years ago the United Kingdom initiated a thorough
examination of the customs and excise legislation with a view to consoli-
dation resulting in the Customs and Excise Act, 1932, This Act repealed
and amended about two hundred Acts of Parliament for a period of over
one hundred and fitty vears. Manv of these Acts are still in foree in Ireland.
The main purpose of the 1952 Act was to simplify the law relating to
customs and excise and to make it conform with modern requirements. A
turther consolidation ook place in 1979 when the Customs and Excise
Management Act, 1979 was passed. This consolidated but did not change
the substance of the law or any customs and excise practice or procedure.
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19.8  In the absence of consolidating legislation in Ireland, the provisions
governing customs and excise are widely scattered. All customs regulations
made by the EEC are published in the Official Journal of the European
Communities. National custorms and excise law has been published but
some of 1t is 50 old that it is no longer in print. Other customs and excise
information is contained in the Customs and Excise Tariff of Ireland and
in public notices issued periodically.

199 We asked the Revenue Commissioners whether there was a need o
review customs and excise legislation. They replied that

“We would not object to a consolidation of customs and excise
legislation but it would demand a lot of time and resources. We also
believe there is little demand for it since it is only a small number of
large traders and manufacturers who are affected by excise legislation
and these people make it their business to be acquainted with the
legislation related to their own businesses. Customs and excise officers
are given a variety of specific operating instructions rather than a
grounding in legislation. EEC codification of customs law is in course
of preparation. This will bring together the present scattered legislative
provisions. However, the volume of legislation will remain large and

highly complex. Some national legislation will remain in force despite
the EEC consolidation.”"!

19.10 We have already stated that onc of the principles of tax adminis-
tration is clear and precise legislation. This is patently not the case with
customs and excise legislation in Ireland. In our review of customs and
excise we frequently found ourselves greatly handicapped by the lack of a
single coherent body of legislation. We recommend that a review of
legislation be undertaken in this area to update, simplify and consolidate
the faw relating to customs and cxcise.

Appeal Procedures

19.11  The method of resolving disputes with the Revenue Commissioners
on customs and excise matters differs from the procedure regarding inland
revenue. The principal difference is that there is no independent Appeal
Tribunal, other than the High Court, where disputes with the customs
authoritics may be taken. There is, however, an administrative appeal
procedure. The initial appeal is made to the local customs and excisc staff
If the dispute cannot be resolved locally, it is referred to the Office of the
Revenue Commissioners. Consideration will be at Board level, if this is
warranted and any type of case may come before the Board. In certain

'Meeting with the Revenue Commissioners, 10 March, 1983,
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cases, goods may be released subject to payment of the higher duty ‘on
deposit’ pending a determination on appeal. If on appeal a loweI: duty Is
found to be due there 1s a provision for the differencc? between the “deposit
and the duty found to be due, or the whole deposit to be returned with
interest at 5 per cent.

19.12  Most disputes which arise in the commercial area relate to classifica-
tions and valuation ot goods. Since customs matters are now governeq
bv EEC rules. disputes on these issues can be rctcrrc-‘d to various EE(;
nianagmncnt comuuittees. An indiwdgal can appeal directly to [hs EEC
Commission on a dispute over valuation and have the matter considered
by the relevant EEC Commirttec. In practice, it is ALm‘derstood that a person
who makes a direct appeal to the EEC Commission on a classmc_iatlon
matter would be referred by the Commission to the Revenue Com-
missioners. [t the question was not resolved at that stage, 1t \jvould‘thcn be
referred by the Commissioners to the EEC Nomenclature Committee. In
cach case. the relevant committee would require background mformation
and views from the nattonal administranon. The Revenue Commissioners
may, on their own initlaave, refer a difficult case to the Valuation or
Nomenclature Committees or thev mav do so at the request of a trader.

19,13 Thercare noindependentappeal procedures in other EEC countries.
In 1981, the Commission of the European Communities put forward a
proposal for a council directive to harmonise the exercise of the rfht of
appeal in respect of customs mattetfs.2 The proposal env1s'ag<:('i that ag
appeal would be lodged initially with the customs authority itself ax:i‘
subsequently with an independent authority. No progress has been made
n agreeing the proposals put forward.

19.14  We are satisfied with the present administrative appeal procedures
in relation to disputes on classification and valuation. The administration
is best suited to deal with these issucs and there is a rlght of a.p.peal to the
High Court. Further appeal may be made undgr’certam conditions to the
European Court. Where sums are paid ‘on dep.051t .pel?dmg a determination
on administrative appeal, they should be repaid with interest at a commer-
cial rate if they are found not to be due.

19.15 The question remains whether there should be an'independené
appeal procedure for disputes other than those over cl_asm_ﬁcatlon an
valuation. Such disputes would generally concern penalties imposed for
evasion of duty or infringement of regulations.

19.16 Most customs and excise offences are criminal rather than civil

"EEC Dratt Directive on the nght of appeal in customs mateers. (O] No. C33/2, 14 February
1981).
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matters, although there is also a range of monetary penalties. The criminal
nature of the offences would preclude them for consideration by an appeals
tribunal such as the Appeal Commissioners. In practice, minor offences of
a non-commercial nature are generally settled on the basis of compromise
settlements as an alternative to legal proceedings and forfeiture of the
goods. Many larger cases are also scttled by the acceptance of compromise
settlements in lieu of court proceedings. These compromise settlements are
made possible because of the power of the Revenue Commissioners to
mingate the monetary penalties. The majoriey of offenders seeks to settle
Cases.

1917 We considered the possibility ot decriminalising customs and excise
offences and allowing che Revenue Commissioners to impose statutory
civil penalties for less serious offences. subject to a right of appeal along
the lines ot the svstem described in Chapter 14 for other taxes. The nature
ot customs and excise offences is such that anv appeal would require
consideration ot evidence relating to possession ot goods withour payment
of duty and the concealment of goods, Such matters are closely related o
the laws of evidence and criminal law,

1918 We tavour the retention of criminal oftences tor customs and excise
offences. In practice. criminal proceedings are invoked as a last resort bur
they are a necessary ultimate sanction where there is persistent failure to
comply with obligations and to c¢vade large amounts of duty. This means
that there can be no independent appeal other than to a judicial authority.

1919 We conclude that the existing appeal arrangements are sufficient to
deal with any appeals which might occur in the customs and excise area.
However, we believe that the procedures need some review and we deal
with this later in the section on scizures (paragraphs 19.33-19.42).

CUSTOMS CLEARANCE PROCEDURES

19.20 Two 1ssues arose in our discussions with various bodies regarding
the clearance of goods by customs. These are

(1) inland clearance depots, and

(1) computerisation

Inland Clearance Depots

19.21 Imported goods mayv be cleared at an approved premises of the
consignee, an inland clearance depot, rather than at the port. An importer
or clearance agent must apply to the Revenue Commissioners to open such
a premises. In order to be permitted to remove goods to this approved
premises, the consignee (or his agent) must present customs with a manifest.
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If the documentation is in order, the container is allowed to proceed under
bond and seal to the approved premises. The goods may be unloaded from
the container at the approved premises if not selected for examination. The
tormal entry document to secure the release of the goods from bond must,
however, be presented at a recognised customs office and may not be
cleared at the premises.

19.22 The use of inland clearance depots has many advantages for both
the Customs and the importers and agents. Customs officers have the
opportunity of examining goods in detail if they decide to do a physical
check. Importers and agents are not defayed at ports, their handling and
storage charges are reduced and the transport and containers are freed for
use again much more quickly,

19.23 However. the operation of these depots is not entirely satisfactory.
The number of deports has mushroomed over the past few years to a point
where there are now over sixty in Dublin alone. The number of customs
entries has also increased substantially in recent vears and there are now
cnorimous pressures from businesses to have therr goods cleared immedi-
ately. As aresultinland clearance depots are not being controlled adequately
by the customs authorities, In recent vears some of the larger operators
were permutted to present customs entries at these approved depots rather
than at a recognised customs office. This temporary measure has now been
withdrawn by the Revenue Commissioners. The present system of inland
clearance depots makes it impossible to exercise effective control without
increasing the staff of the Revenue Commissioners to unacceptably high
levels.

19.24 We consider that the proliferation of inland clearance depots has
seriously reduced the degree of physical control by the Revenue Com-
missioners. While we fully accept the need for physical checks we also
acknowledge that there is a balance to be struck between the cost to
importers of delays in getting goods cleared bv customs and the control
funcrion of the Revenue Commissioners.

19.25  We believe that a small number of large inland clearance depots
with permanent customs staff and all other facilities on site is the only
solution to the conflicting needs of the customs authorities and the importers
for adequate control and quick clearance. Such a svstem is operated success-
fully in other European countries, particularly in the United Kingdom and
France. While it is mainly up to the importers to provide such premises,
the Revenue Commissioners could provide the encouragement by refusing
applications for unsuitable premises and limiting clearance facilities to a
few big depots. We recommend that the number of inland clearance depots
be limited to a tew which have full customs clearance facilities on site.
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Computerisation

19.26 Some of the complaints we reccived about customs and excise
related to the outdated procedures operated by the Revenue Commissioners
in checking and clearing goods. Such procedures cause delays and increase
the cost to the importers, are inefficient and wasteful of valuable manpower
resources. Most of the difficulties with these procedures could be resolved
by computerisation.

19.27  The EEC has approved a plan for computerisation of Community
custems procedures.” It is estimated that customs formalities add stgnificant
costs averaging 6 per cent to trade in manufactured goods. The plan
aims o automate customs procedures and speed up the preparation of
informanon.

19.28  The Revenue Commissioners told us that they have been planning
tor the installation of a computerised clearance system, The problem is
mainly one of cost. Customs and excise trade union representatives told us
that computerisation would considerably case the burden of paperwork on
them. Tt would free them to improve their physical control of goods and
would improve enforcement generally.

ENFORCEMENT AND PENALTIES

19.29  The Customs and Excise authorities have very wide enforcement
powers. These include the power to interrogate, require production of
documentation, enter and search, arrest and charge and seize goods. The
statutory basis of these powers are scattered over many acts, orders and
regulations; some of great antiquity.

19.30  Powers such as arrest and charge may be exercised by the customs
and excise authorities in their role as a law enforcement agency 1in the
control of various classes of prohibited or restricted goods, for example,
drugs, firearms and indecent or obscene books etc. These powers are rarely
used 1n practice. We do not propose to consider these law enforcement
powers other than to say that they should be exercised subject to the same

controls as apply to the Gardaf and customs and excise officers should be
accountable in the same way as the Gardai.

19.31  One of the features of customs and excise enforcement is the high
degree of physical control. Imported goods are subjected to selective
physical examination. Excise duty controls for home-produced goods take

3CAI)Dl[A; Co-operation 1 Automation of Data and Documentation for Imports/Exports and
the Financial Control and Management of the Agriculrural Markets,
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the form of both physical and documentary checks with greater emphasis
placed on physical checks for commodities which bear high excise charges.
Some examples of the various control methods used to check excise duties
are given in Appendix 10. Adequate powers to require production of
documentation and to enter and search premises are a necessary part of this
physical control.

19.32  Because customs and excise legislation is not consolidated, it is
exceedingly difficult to know the precise extent of the enforcement powers
ot customs and excise officers and the penalty provisions tor various
infringements. This has led to the exercise of considerable administrative
discretion in the interpretation and application of customs and excise law.
The scope of the discretion is governed to some extent by administrative
provisions which are in General Orders and Customs Codes. These orders
are not published and the public perception is that procedures are arbitrary
and open to abuse, particutarly in relation to powers ot scizure.

Seizure

19.33  Under customs and cxcise legislation any goods which are liable to
forfeiture may be seized. The legislative authority for seizing smuggled
goods 1s contained in the Customs Consolidation Act, 1876 for goods
liable o customs duties {these would also include goods liable to VAT at
importation and agricultural levies) and in the Finance Act, 1946 for goods
liable to excise duties. Specific instructions are also given to customs and
excise officers and these are not available for public scrutiny.

19.34 Table 27 shows details of the total seizures, excluding cars, for
1983. Seizures at the border and in border areas account for only 21 per
cent of all seizures but for 63 per cent of the duty paid value* of smuggled
goods. The average duty paid value of a seizure at the border is £1,475
compared with £217 elsewhere, that is mainly the ports and airports. These
figures seem to confirm that, in addition to the legitimate duty free
importations in baggage by travellers to Northern Ireland, there is a
significant problem of evasion. The duty content in the 1983 seizures is
£1.3 mllion making the average dutv evaded £266.

19.35  The power of seizure is the same for all smuggled goods, irrespec-
tive of the amount of duty evaded. The duty evaded can vary: a few pounds
on a bottle of spirits, a hundred pounds or more on a television set, a few
thousand pounds on a motor vehicle or a large consignment of alcohol or
tobacco. Seizures of prohibited or restricted goods such as drugs, arms or
ammunition are also made by customs and excise officers. In the case of
serious smuggling where large amounts of duty are involved or where the
goods are prohibited, the power of seizure is one which has to be exercised
to ensure that the goods do not circulate freely while tegal proceedings are

‘Duty paid value is the retail price of a good, 1.¢. the price of the good plus the amount of duty.
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initiated. In cases of less serious smuggling, where only small amounts of
duty are involved, the power of seizure often appears excessive in relation
to the revenue at risk. It may also be inefficient in terms of the handling
costs of goods seized. The Revenue Commissioners regard the power of
seizure as a vital and essential part of the control of evasion.

TABLE 27

Details of Total Customs Seizures (Excluding Cars} for 1983

] Number of

0 Propartion | Dty Pad Proport.on Average
Seizures of Total Value of Value of Value of
Seizures Total Seizures
Seizures
o IRE % IRE
Seizures at Border ana
Border Areas 1,040 : 21 . 1.533.600 63 1.475
I
Seizures eisewhere 3.800 78 825,400 34 217
Fraud Cases [Customs 1 !
invest gation Brancn; 35 1 , 78,100 | 3 2237
Total Seizures 4875 | 100 2,437,000 100 500°
Source.  Tne Revenue Comm.ssioners
Notes: 1) Refers to seizures of goods an whicn duty is pavable Figures ‘or seizuras of

prohibited gocds such as pornograpnic books, cbscene articles etc. are not included.

{21 In addition, there were fifty five cases of commercial fraud where no goods were
seized by Investigation Branch,

13} This figure represents the average value of all seizares

19.36 The Ombudsman advised us that

“the procedures (for appeals in customs and excise) can be arbitrary
and the compromise settlements mav be open to abuse. There is a
procedure knows as ‘condemnation proceedings’ which can be used

to bring a case before a court but people are generally unaware of
thig”?

19.37  Under the Customs Consolidation Act, a person may dispute a
sctzure if he gives notice in writing to the Revenue Commissioners within
one month of the seizure. If no notice is received within a month. the seized
goods are duly condemmned as forfeited, If notice is given, the Revenue
Commissioners are obliged to take proceedings for the condemnation of
the serzed goods by the court. If the court finds that che goods were liabie
to forfeiture, the court shall condemn them as forfeiced and this transfers
the whole property of the goods to customs and excise. extinguishing third

*Meeting with the Ombudsman. 19 Seprenther, 1984
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party interests, if any. If the court finds in favour of the claimant, the goods
are returned to him. Such proceedings are rarely taken.

19.38  Despite the existence of some genuine cases of wrongful seizures
and the fact that the seizure of goods sometimes appears excessive in relation
to the duty being evaded, we see no alternative to granting a general power
of scizure to the customs and excise authorities. Any attempt to remove
this power. even where relanvely small amounts of dury are due on
individual items. would give rise to turther detays at ports, airports and
other pomts ot entry, increased documentation and possible abuse. How-
ever. 1f the power of seizure 15 to be maintained it should be operated
within stated guidelines which are made known to the public.

1939 The guidelines we recommend are as follows:

(1) upon seizure ot anv goods other than prohibited goods, the owner
should be issued with a receipt for the items scized. At present,
customs and excise officers are not obliged under statute to 1ssue
recelpts for goods scized unless the seizure 1s done in the absence
of the owner m which case a notice of seizare is sent to the owner,

(1) persons from whom goods are seized should be informed that thev
may appcal or, 1t they do not wish to contest the vahditv of the
seizure, how they may have the goods restored, and

(i) court proceedings for the imposition of a penalty should be
initiated within six months of the seizure.

19.40  We asked the Revenue Commissioners to comment on the publi-
cation of a general code of procedure for seizures. They told us that a public
general code of procedure appeared to be unnecessary for two reasons:

“In regard to the importation and exportation of goods, traders
are  already famibar  with procedures. Traders and  private
importers/exporters are informed of their legal entitlements and of the
law and regulations by various means, for example, information
leaflets. pubiic notices, dispiav notices, newspaper advertiscments
which also caution, where necessary, about consequences if legal
obligations are not fulfitled.

“Persons from whom goods are seized are informed that they may
appeal to the Commussioners, and it rarely happens that appeals are
not made cither directly or through legal advisers or public representa-
. 0

uves.

1941 We believe 1t is not enough to assume that traders and citizens in

*Meeting with the Revenue Commissioners, 19 March, 1983,




general know their entitlements. At present, the citizen has to depend too
much on the co-operation and goodwill of the customs and excise authori-
ties to initiate and finalise their enquiries before they return goods wrong-
fully seized and even then goods are only released on the basis that no claim
1s made for damage while the goods are in official custody. We recommend
that a general code of procedure for seized goods be published and made
available to all persons at the time of sejzure.

19.42° Under Section 213 of the 1876 Customs Consolidation Act, a
reward is paid for every seizurc made. The rewards are based on the amount
of duty that might have been lost, and the moncy raised by the disposal of
the seized goods. A total of £86,961 was paid to customs officers in 1984,
The value of the reward to the individual customs officer is somewhat
reduced by the fact that it is shared between all officers on duty at the time
and there is a maximum of ‘something in excess of £100° which may be
paid for any one seizure. Nevertheless, there is a direct financial incentive
to customs officials to scize goods. Rewards are regarded by the Revenue
Commuissioners as being a desirable incentive to customs officers. We
believe that rewards are an anomaly. They do not apply to any other taxes.
We think that they should be abolished.

Offences and Penalties

19.43  Customs and excise legislation provides for a large range of oftences
and penalties. Many of these are set out in the original Victorian legislation.
Other specific offences, for example, irregular use of rebated hydrocarbon
oil, evasion of betting duty, breach of the Motor Vehicles (Temporary
Importation) Regulations, are dealt with in the act introducing the excise
duty. Most finance acts since the foundation of the state contain updated
penalties for various offences. In addition to the normal penalties under the
customs acts, the Finance Act, 1983 applied new penalties to tax offences
including offences involving customs duties, excise duties and VAT. These
provisions allow for fines up to £10,000 and jail sentences up to five years.
A small range of various offences and penalties is listed in Appendix 12,

19.44 In the absence of any consolidated legislation in the customs and
excise area it is extremely difficult to ascertain the full range of offences
and the exact penalty which is due. In the consolidation of customs and
excise legistation which we have recommended in paragraph 19.10, we
recommend that particular attention be given to revising and consolidating
oftences and penalties.

19.45 In Chapter 14 we set out a number of general principles which
relates to tax offences and penalties. All of these principles can and should
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apply to offences and penalties in the customs and excise area. We rec-
ommend that offences be set down in legislation which would incorporate
these principles.

19.46 In any revision of offence and penalty codes the objective should be
to create modern, consistent and more readily understandable enforcement
provisions. One means of achieving this standard is to band and categorize
the whole range of offences and penalties. In Chapter 14 we proppscd th'rcc
categories of offences with specific penaltics tor_ea_ch category in re];_lqon
to direct taxes. We believe it is possible to follow similar lines in categorising
offences and penaltics for customs and excise and we gccoxnlnend that such
banding be adopted in the general revision of legislation.

19.47 Many of the monetary penalties in cusioms and excise legislation
relate to the duty paid value of the goods i.c. the price of the goods. rath;r
than the amount of duty evaded. The basic penaley ot trcb]_c the duty paid
value of goods is unrealistic given the level of compromise settlements.
For cxample. a £600 TV set smuggled nto Ireland from_Northcrn Irgland
would carry a penalty of £1,800 while the duty evaded might only be £230.
The wide difference between the dutv evaded and the penalty oftrcblf the
duty paid value gives considerable discretion to t}_le RC.VCIIUC Com-
missioners to mitigate the penalty. We believe this discretion should be
limited. We recommend therefore that penalties be related to the duty
evaded rather than the value of the goods. We do not recommend that any
particular multiple of the duty evaded should be fixed as Fhe pcnalAty.
However, it should be set sufficiently high to be a deterrent without being
unrealistic. In the case of prohibited goods where no duty 1s evaded, the
penalty might be fixed or might be related to the value of the goods
whichever is more appropnate. If the goods have little or no commel.'mal
value, for example budgerigars or meat sandw.lchcs. a tixed penalty _mlght
be appropriate. If the goods have a commercial value such as textiles or
footwear from certain countries, a monetary penalty related to the value
of the goods might be approprate.

Recommendations
19.48 We make the following recommendations:

1. A review of customs and excise legislation should be undertaken
to update, simplify and consolidate the law relating to customs and
eXCISe.

)

A small number of inland clearance depots should be set up with
full time customs and excise staft and facilities available on site.

3. The power of seizure should be retained but a general code of
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6.

practice for seized goods should be published and made available
to persons concerned at the time of seizure.

Oftences and penalties in the customs and excise area should be
revised as part of the consolidation of legislation. This revision
should take account of the general principles which we have laid
down in respect of other tax offences.

Customs and excise otfences and penalues should be banded and
categorised.

Monetary penaities should be related to the dury evaded racher than
to the duty paid value of the goods. In the case of prohibited goods.
a fixed penalty or a penalty related to the value of the goods,
whichever is the more appropriate. should be imposed.

CHAPTER 20

ADMINISTRATION OF MOTOR VEHICLE
DUTIES

Introduction

20.1 Inour third report. we made recommendations for the simphification
of the unnecessarily complex system of motor vehicle duties. The present
system substantially increases compliance costs as taxpayers rarcly know
the appropriate rate of tax on their cars or other vehicles, The cost of
admmistration is also high at over 5 per cent of the total revenue. We
believe thar the simplification we have proposed would radically improve
the administration of motor vehicle duties. In the rest of this chapter we
discuss additional ways of improving administration.

Problems of Present System

20.2° The main problems with the present system of motor vehicle duties
are

{1) the complex structure of the rates,
(i) the high administrative and compliance costs, and

(m) the high level of evasion.

Rates

20.3  There is a total of thirteen classes of vehicle for duty purposes and
there are five different rates of duty on private cars and nine different rates
on motor cvcles. A detailed description of the structure and rates of these
duties is in Appendix 20 to our third report. We concluded in our third
report that these structures were unnecessarily complex and we rec-
ommended considerable simplification.  Simplification would mprove
administration, collection and enforcement.

b
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Administration

20.4  Since 1982 the cost of administration has fallen from 6.1 per cent to
5.4 per cent in 1984 We think this cost is still too high. In our third report
we raised the question of handing over the collection of motor vehicle
duties to motor insurers on an agency basis.! We now examine this proposal
together with the possibility of the agency being given to An Post. Since
the Gardai are involved in the enforcement of motor vehicle duties, we
also looked at whether thev should be mvolved in the administration of
the dutes. However, we do not favour any proposal which would add o
the administrative duties ot the Gardai.

Motor Insurers

20.5  Under this proposal, motor vehicle duties would be collected at the
same time as insurance premiums. There would be a single payment to the
insurance companyv or broker. A disc covering both insurance and tax
would be 1ssued to the driver for display on the windscreen. Responsibility
tor remitting motor vehicle duties to the Exchequer would be imposed on
the msurer or broker in the same manner as traders are now obliged to
remit PAYE and VAT. The same audit procedures which apply to the
coliection of vther taxes would apply to motor vehicle duties. Registration
which is used by the Garda and customs authorities, would continue to be
operated by local authorities.

20.6  The reaction of the insurance industry to this proposal was negative.
The Irish Insurance Associatton advised us that

“Members could not envisage any worthwhile saving to the Govern-
ment in operating a collection system via insurance companies’.”

20.7 Thereis a number of problems with this proposal. Firstly, a consider-
able amount of motor insurance business 1s done through brokers or agents.
These brokers usually retain the premium collected for a period of ninety
days. This type of structure would complicate the collection of tax and
would militate against accountabihty. It would also put revenue at risk.

20.8 Secondly, the renewal dates of insurance and motor vehicle duty
would have to be aligned for this scheme to operate. Under the present
system of motor vehicle duty, the vehicle owner may opt for annual, semi-
annual or quarterly payments. An increasing proportion of motorists is
opting to renew motor tax on a quarterly or half-yearly basis. Insurance

"Paragraphs 10.27 ta 10.50.
“Letter of 13 November, 1984
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premiums are so high that the payment of motor vehicle duty on the same
date would represent a substantial financial burden on the motorist, unless
an casy payments’ scheme were introduced. Such schemes are currently
operated by some insurance companies.

20.9 Thirdly, changes of vehicle ownership would impose special admin-
istrative burdens and legal difficulties. Under the present system, motor
vehicle dury stavs with che vehicle and transfers to the new owner. Insurance
remains with the owner and transters to the new vehicle. In order to
avoid the administrative complexity of additional transactions, further re-
alignment arrangements, refunds and motor vehicle duty would have to
transfer 1n the same way as insurance. There are legal problems with this
arrangement because insurance covers the driver or drivers while the motor
vehicle duty covers the vehicle.

20,10 Tv 1s argued that despite the legal and administratve difficulties
involved in alignmng the two pavments, there would be some gans through
reducing the opportunity for evasion ot both payments. At present, the
law only requires that the insurance be current on the date of motor vehicle
duty renewal. The insurance, theretore, may lapse some time betore the
motor vehicle duty runs out. The synchronisation ot insurance and motor
vehicle duties would rule out that possibility. A report into the motor
insurance industry concluded that adopting the same date for payment of
insurance and motor vehicle duties would

“entail administrative and legal problems which we do not think it
would be worth incurring because the system would fail to catch those
uninsured drivers, whom we believe to be the great majority, who do

not licence their vehicles either”.?

20.11 1t is more than likely that those who fail to pay tax are largely those
who also tail to pay insurance. We do not accept therefore, that aligning
insurance and motor vehicle duty would yield significant benefits through
a reduction in evasion.

20.12  The major benefit that would result from the proposal is a reduction
in costs of the public sector. To the extent that msurers or brokers would
collect the duty at a marginal cost less than total public sector costs, there
would be an increase in overall efficiency. In all the drcumstances we
conclude that motor insurers should not be asked to collect motor vehicle
duties on an agency basis.

*Report of Enquiry into the Cost and Methods of Providing Motor [nsurance, 1982
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An Post

20.13  We believe that a better solution lies with An Post which already
provides agency services to other government departments and state-
sponsored bodies, handling TV licences, children’s allowances and dog
licences. It has a network of offices and staff through the country and a
large number of offices in the Dublin area where difficuities with the
payment of motor vchicle duties have been experienced. If the agency were
handled by An Post. no legal dithiculdes would arise as insurance and motor
taxanon would remain separate. There would also be no need to align the
dates of renewal of msurance and tax.

20014 It could be dittficulr to implement this proposal under the present
system with thirteen different classes of vehicle duty and five ditterent
rates. Qur recommendation to simplify the system by reducing to one the
number of classes and rates as well as abolishing some minor classes would
overcome this ditheulty,

2015 Postothice staff could not be expeeted to advise about motor vehicle
registration. They can only be expected to deal with the completed form
and the remittance. The present form has a rate of error of 25 per cent, The
Department of the Environment told us* that its Vehicle Registration Unir
at Shannon will soon be able to issue computerised motor tax renewal
notices in advance of the renewal date. The notices will have all the
registered particulars of the vehicle as well as the rate of tax payable. The
applicant will confirm these details by signing the form. This will simplify
form completion for the public and enable payment to be handled by an
agent.

20.16  Finally, we do not envisage the complete abolition of motor taxation
offices if An Post acts as the agent. New cars will always have to be
registered at the motor taxation office, changes of ownership and verifica-
ton of claims for exemption would also have to be handled there. In
addition, the motor taxation office would deal with general public enquiries
and keep all the records. We recommend that An Post take over the
collection of motor vehicle duties on an agency basis.

Evasion

20.17 There 1s a very high level of evasion of motor vehicle duties in
Ireland. Latest estimates from the Department of the Environment reveal
that the level of evasion is about 20 per cent.

20.18  To deal with the high level of ¢vasion in the United Kingdom, a

Letter of 17 May. 1985
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system of continuouns lability for tax was proposed, whether a vehicle was
on the road or not.

20.19  The case for continuous Lability for motor vehicle duties rests on
the simplitication that this would allow in the administration of the duties
and the degree to which it would facilitate the collection and enforcement
of the existing duties.

200200 A syvstem of continuous abihoy was abandoned i the United
Kimgdom because 10 was seen as mequitable. We agree with this assessiment
and see no case for irs application here. The justification for special taxes
on transport Is to cover the depreciation on the roads, to oftset the costs
mmposcd on the community by motonng and to regulate the imports of
private cars. The first two clements do not apply when motor vehicles are
not being used on the roads. Given that the excise duties on motor vehicles
are pavable trrespective of the degree of use 1t 18 reasonable I principlie
not to levy motor vehicle duties in respect of periods when vehicles are not
m use

2021 We consider that evasion could be reduced it the law were enforeed
more vigorously. Entorcement ot the fegal requirements relating to motor
tax s generally a matter tor the Garda Siochana. Lable 28 shows the sharp
upward rrend 1n the numbers of prosecurions for motor tax offences.

TABLE 28

Prosecutions for Motor Tax Offences, 1974-1983

Year |Number of Offences in| Number of Convictions |Proceedings Taken as a
which Proceedings Taken Proportion  of  Vehicles
Licensed
000 ‘000 %
1974 44 30 6.6
1978 57 37 6.9
1980 85 44 71
5987 76 48 8.0
1982 97 58 11.0
1983 174 g8 19.0
1984 226 95 250

Source: Garda Commiss:oner, Annuai Heports on Cnme.,

Note: The difference between rumbers of proceedings taken snd cocnvictions 1s accounted
for by cases where charges were dropped or dismissed, charges proved and an order made
wItnOJt Convict ons or wnere cases were adjpurned or otherwise d sposed of

20.22  The upward trend 1 the number of proceedings taken is marched
bv the increase in the number ot on-the-spot fine notices 1ssued for non-
displav of tax disc, as Table 29 shows.
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TABLE 29

Number of On-the-Spot Fine Notices Issued for Non-Display of Tax Discs

Year Number
000
1978 38
1880 58
1981 B3
19827 94
1983 | 149
1984 [ 161

Source: Garda Conrr ssioner, Annaal Reports on Crime.

20.23 Under present law, the maximum tine for driving an untaxed
vehicle 1s Y200 or three times the appropriate annual tax rare. whichever is
the greater. The Department of Justice has supplicd the details in Table 30
of motor tax oftences for the period June, 1984 to November, 1984,

TABLE 30

Convictions for Motor Tax Offences, June to Novembher, 1984,

Type of Offence Total Prosecutions Average Fine
a
No Tax Paid by Driver‘Owner 434 91
No Tax Paid where Driver is not 63 83
Owner
Prosecutions where Qwners 2773 35
Fail to Pay Fines on-the-Spot

Source: Department of Justice

20.24  The average finc is well below the £200 level. However. no infor-
mation is available on the number of cases where defendants produced
evidence that arrears of dury had been paid to cover the dates of offences.
[t is the view of the Department of Justice that such payment would have
a mitigating effect in the determination of the level of fines by the courts.

20.25  We believe that the penalty for non-pavment of motor vehicle dury
should be strengthened. A mintmum penaley should be prescribed and
some of the protection of the Criminal Jurisdiction Act. 1914 should be
withdrawn. This requires a court, when fixing the amount of a fine. to
take into consideration the means of the offender in so far as they arc known
to the court. The justification for this withdrawal is that anvone who has
sufficient resources to put a car on the road should be deemed capable of
paying road tax fines. There can be no sense in requiring a motorist by law
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to pay, say, £300 annually in car insurance and £90 annually in taxation
and then holding him unable to pay £200 by way of a fine when he fails to
pay the legally due amounts.

20.26 We also considered the penalty of scizure. This penalty is used
under customs and excise legislation, sometimes for a lesser offence than
non-payment of motor vehicle duty. for example, inadvertently driving a
foreign registered car. Seizure would present practical problems at the
present high level of evasion. We think. theretore. that setzure mighe be
considered for a second offence. A number of well publicised seizures
would have a considerable impact on the level of evasion. We recommend
that seizure be introduced as a penalty tor non-pavment of motor vehicle
duty.

Recommendations
20.27  We make the following recommendations:

1. The recommendations in our third report to simplity the rates of
motor vehicle dunies should be implemented.

|

An Post should be given the agency to collect motor vehicle dutics.

3. The level of penaltics imposcd for non-payment of motor vehicle
duties should be reviewed and seizure of the vehicle should be
introduced as a penalty.




CHAPTER 21

RE-STRUCTURING THE SYSTEM
OF TAXATION

Introduction

201 Indhis chaprer we draw together the implications of our proposals
for the structure of taxation and give our views on the considerations which
arisean allocatng the overall burden of txation between the VATTIOUY faxes.
Weaho set our the estimated revenue effects of the reforms we have
proposed m our reports and we comment on certain aspects ot the income
distribution effects of our proposals,

Classification of Taxes

21.2 There is a number of classifications of taxes. The most commonly

known and understood is that of direct and indirect taxes. As we noted in
our third report’, apart from the Gairly clear cases ot personal income taxes
and consumption taxes, it is difficult to classify raxes as either direct or
indirect. The classification of taxes as taxcs on income and wealth, raxes
on capital, and taxes on expenditure also causes problems. For example,
captal gains tax is regarded as a capital tax, while we would clearly see it
{(when there s full indexation) as a tax on inconie. Given these definitional
problems we consider that the distinctions between direct and indirect taxes
and between taxes on income and taxes on capital uare not very helpful in
analysing tax structures.

21.3  Almost any proposition can be proved about the direction of tax
policy ifa particular classification of taxes is choser to support the argument.
Given that reductions, or increases. in particular classes of taxes give rise
to considerable political debate. we believe that great care must be exercised
here. For that reason, we do not propose to otter guiding principles
concerning the aggregate amount of revenue it is appropriate to raise from
various groups of taxes. However, we do indicate eertam levels appropriate

"Third Report. Appendix 2
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to individual taxes and we identify the constraints both on the overall level
of taxation and on the level of some particular taxes.

Rising Level of Taxation

21.4  The level of raxation in Ireland is high and has been rising over the
tast thirey vears, Table 31 shows that the share of raxation in aross domestic

product has almost doubled i the past twenty five vears.

TABLE 31

Share of Total Taxation in Gross Domestic Product in Ireland

Yar Snare
19h5 225
1960 218
‘965 | 26.0
1870 312
1975 321
1980 365
tgea e

\
Source: Revenue Statistics of OECD Member Countres and Department of Finance.

Constraints

21.5 Ireland is a poorer country than most of its neighbours in Western
Europe. In the absence of significant transfers of income from abroad,
Ireland’s relative poverty must be refiected in lower private consumption,
lower public expenditure, high taxation or some co'mblnlatlon'of these
clements. If any of these elements gess seriously out of line with neighbour-
ing countries to which there is reasonably free access, there will be move-
ment from Ireland to other countries. This movement may take the form
ot emigration of individuals, diversion of trade, transfer of capital, or loss
of foreign investment.

21.6  Therefore, a major constraint on the overall level of taxation in
Ireland and of its distribution between various taxes is the position in other
countrics, particularly the United Kingdom. Irish governments may find
this inconvenient, but they can ignore it only at the cost of increasing
Ireland’s relative poverty.

21.7 The international constraint is very severe in rclation to some taxes
and less so for others. Ireland has little or no freedom in relation to t_hc
level of value-added tax and excise duties on certain goods. This also applies
to taxes which enter into industrial costs, such as employers” social insurance
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contributions. Corporation tax payable by the exposed market sector is
also subject to some constraints. However, there is more freedom in relation
to the level of income tax and capital taxes. There is considerable treedom
in setting the level of property taxes and motor vehicle duties {car tax)
where the external constraint is virtually non-existent. The lack of external
constraints 1s one of the factors which makes property taxes suitable sources
of local revenue.,

REVENUE EFFECTS OF OUR PROPOSALS

21.8  In this section we set out the estimated revenue effects of the retorms
we have proposed in our reports. This follows from our terms of reference
which required us to consider an adequate revenue vield in making our
recommendations. One of the advantages of our proposed svstem is irg
Hexibility. The same revenue vield could be raised by a number of ditferent
combinations of a single rate of income tax, personal tax credits and a
single rate of VAT, It is clear that there is scope to alter the structure of
taxation while maintaining an adequate revenue vield.

Timing

21.9  We have set out 2 timetable for implementing our proposals on
dircet and indirect taxation. Some proposals could be implemented at the
start of the next tax year, others would have to be phased in. If implemen-
tation started in 1986/87 we would not expect our proposals to be fully
operational until at least 1990. In assessing the revenue effects of our
proposals we have had to assume a situation in which all our proposals are
operational in the year 1983/84. This is the latest year for which an accurate
tax base is available. It is also a period during which taxation as a share of
gross domestic product was at very high levels.

Possible Tax Structures

21.10 Some of the possible single rates of income tax and VAT and the
level of personal credits for a given rate structure are set out in Table 32.
We emphasise that these alternative tax structures are intended to show
only that there is a relationship between the rate of income tax, the level
of credit and the amount of revenue raised in VAT, We use four illustrations
but many others could equally be made since thev merely provide indi-
cations of the choices available in a particular vear. We did not recommend
any rate of tax or tax credit in our first report. These must be determined
together and are matters for political decision. The higher the credit — the
higher the rate — if the same revenue is to be raised. An increase in VAT
revenue would allow an increase in tax credits or a reduction in the rate of
Income tax.
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TABLE 32
Possible Tax Structures under Proposed New Systermn, 1983/84
Credits Equivalent to
Single Rate of Tax Credits Equivalent to F‘ersc-nalL
Ingle Ra Personal Allowances, Less . te of VAT
tincluding & per cent Allowances for a Adjustment for Social Single Rate o
Social Security Tax) Given Rate of Tax Insurance
Contributions )
T £ £ ) o
35 - 38L:770 134
3b 508:10186 — 18.0
38 560:1100 134
40 580:1160 : 1175

Note: The net revenue effects of these tax structures are set out in Tables 13.1 to 13.4 in
Appendix 13

2111 The net revenue etfect of our propoesals, assuming a single rate of
income tax ot 33 per cent (including 3 per cent social securiry tax) with a
persenal credit for a single person of €383 and £770 for a married person,
a single rate of valuc-added tax of 13.4 per cent and other taxes set at levels
which would be consistent with our proposals, is shown in Table 13.1.
(Appendix 13).

21.12  The VAT yield for 1983, on which our estimates are based, is
broadly equivalent to a single rate of 13.4 per cent, arithmetically calculated.
The tax credits represent the amounts necessary to ensure that persons \_Jvho
are not liable to income tax but who pay social insurance contributions
would pay only an amount of tax equal to the PRSI contributions which
they pay now. For example, in 1983/84 a married employee earning £2,900
was exempt from income tax but was liable for £248 in social insurance
contributions. The tax credit of £770 is computed on the basis that he
would still be liabe for that amount of tax while all employees earning less
than that would gain. If it were desired to grant tax credits equivalent to
personal allowances, without any adjustment for the savings to taxpayers
from abolishing social insurance contributions, higher crec_hts wquld be
needed. The additional revenue required could be raised by increasing the
rate of income tax to 38 per cent or the rate of VAT to 16 per cent.

21,13 If it were desired to reduce the income tax rate below 35 per cent
to, say, 34 per cent, this could be done without any loss of revenue by
allowing tax credits of £370/£740 and adopting a VAT ratc of 14.5 per
cent. The higher VAT rate would increase VAT revenue by some £90
million.

21.14  Alternatively, it is possible to reduce the revenue from indirect
taxation by setting the income tax rate at 40 per cent and allowing tax
credits equivalent to personal allowances. If this were done, a single VAT
rate of 11,75 per cent could be achieved without a loss of revenue.
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Basis of Estimates

21,15 We have based our figures on estimates supplied by the Revenue
Commissioners where they could supply them. The data on which to
calculate estimates of changes in tax policy of the type we proposed are
variable. In some instances the data are inadequate and make reliable
esttmates difficult. However, the figures provide an indication of the orders
of magnitude mvolved. In most cases we have taken the figures supplhied
and the assumprions made by the Revenue Commissioners. We have used
QUL OWIL CSUINATEs 1 a very sinall number of cases i winch we are satstied
that the Revenue Commissioners have both insutticient data and are being
unduly pessimistic in their assumptions. We specitically identify these areas
ot disagreement. The bases on which our revenue estimates are made are
sct out 1n Appendix 13,

2016 In making caleulations about the revenue effecrs of mmplementing
our proposals. we have taken no account of anv merease n revenue which
would arise from adopring a tax svstem that encourages economic growth
m place of one which inhibits 1t Tt would be naive to assume that juse
because we are unable to measure 1t the present fax svstem has no cost in
lost growth. To take one example: there is great concern about the fact
that the cthiciency of investment in Ireland 1s very low by international
saandards. Much ot this mav be related to tax which distorts investment
decisions to an extraordinary degree. By changing to a svstem which
encourages productive rather than just tax-cfficient nvestment, we could
reasonably expect an increase in the ctticiency of investment.

21.17  In our second report we considered the possible approaches to a
change from free depreciation to normal depreciation of assets on an
indexed basis. If the new system were related to the written down value
of assets for tax purposes. there would be a significant low of cash to the
Exchequer in the transitional period. If the change in the basis of
depreciation were confined to new investment onlv, special provisions
would be necessary to allow relief for assets which had not been fully
written off. We recommended that normal depreciation on an indexed basis
should be extended to existing assets on the basis of their written down
values, assuming normal depreciation. The costings in Appendix 13 take
account of this scheme which would benefit those who had imvested in the
past by re-instating investment in plant and machinery and other assets for
capital allowances under the proposed new svstem of taxation.

21,18 Our proposals involve a significant change in the structure of VAT,
The present structure with rates ranging from zero to 23 per cent would
be replaced by a single rate. The VAT vield tor 1983, on which our
estimates arc based. is broadly equivalent to a single rate of 13.4 per cent,
arithmetically calculated. The Revenue Commissioners told us that some
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allowance should be made for the increased etficiency and better compliance
which could be expected under a single rate. We have not taken account
of this in our calculations. In addition, some goods and services would
benefit under our proposals from a reduction in value-added tax. This
could lead to increased demand for certain types of goods. Most excise
goods would benefit from a reduction in VAT. The question arises as to
whether or not excise duties should be increased to compensate. We would
have no objection in principle. provided the excise dutes conform o the
criteria woe lad down i our third report,

2119 Teshould also be borne in mind that under our proposals the existing
emplovers’ social insurance contributions would be abolished. We take the
view that this is mainly passed on to consumers in the form of higher
prices. Theretore, 1f the basis of emplovers” social insurance contributions
is changed from pavroll to protits. we believe that indirect taxation could
be raised by up to v400 million without any net mcrease m prices.

21.200 We have assumed tor the purposes of these calculations that there
will be no revenue from stamp duties, which we recommended should be
abolished. We have also said that we do not regard the abolition of stamp
duties as a priority marter but rather as a change thac should be implemented
in the longer term, as resources permit. The introduction of a property tax
would involve the removal of stamp duties on conveyances of residential
property. However, during the transition to the proposed new system of
taxation there would be an annual revenue vield of some £20 million from
other stamp duties and fees.

INCOME DISTRIBUTION EFFECTS OF OUR
PROPOSALS

21.21 In this section we comment on certain aspects of the income
distribution effects of our proposals. We have noted that our proposed
system 1s flexible. Varlous combinations of tax rates and credits in the
direct tax system, variations in the yicld of direct expenditure tax and
progressive accessions tax, changes in the balance of dircct and indirect
taxation and adjustments in the application of public expenditure schemes
provide the scope for a total rax and public expenditure svstem which is
capable of satisfying the distributional preferences of all parts of the political
spectrum. This enables the structure of the system to be taken outside the
political debate, thereby ensuring a stability which is essential if investiment
decisions are not to be inhibited and if administration of the tax system is
to be efficient.
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Incidence

21.22 In our reports we have paid particular attention to the effective
incidence of taxes rather than to their formal incidence. Following our
analysis we are unable to put any reliance on simple assumptions about
incidence of certain taxes which underlie published studies in this area. For
this reason, it can be misleading to construct examples which would purport
to show the income distribution effects of our proposals. The assumptions
necessary before such examples could be constructed would be clearly
unrealistic,

21.23 - Inmost income distribution models. no attempt is made to allocate
the burden of taxes such as corporation taxes and emplovers” social
msurance contributions. These taxes are paid. in effect, by individual
taxpavers rather than by institutions which cannot. by definition. bear the
burden of anv tx. Our proposals generally imply a shift from these
‘mvisible’ taxes to taxes which are more clearlv borne by the personal
sector. Any mcome distribution analysis of our svstem compared to the
existing svstent, which tails to allocare the burden ot mvisible raxcs, will
give a false impression that the real burden on the personal sector has been
mcreased.

Equity

21.24  In looking at equity. the tax system cannot be judged n isolation
but must be examined in conjunction with government expenditure which
1s financed ulumately from tax revenue.

21.25  In this context we agree with the view chat

“lhe tax system is only one part of the redistributive process. the
other main clement of which is public expenditure. Given the increas-
ing cxtent to which current public expenditure has been financed by
borrowing and the growth in the carrent budger deficit relative o
GNP, the impact of public expenditure on the distribution on income
1s now greater than that of the tax system. In the pursuit of equity and
of reducing inequality in living standards. the tax svstem must there-
forc be judged in conjunction with the composition of Government
expenditures. In pursuing greater cquitv, the Board believe that a
greater contribution should come in the vears immediately shead trom
the side of Government expenditure ™.

“Proposals for Plan 1984-87 Py,
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21.26  Our recommendations have been consistent with such an approach.
The main areas in which we have pursued this strategy are

— the substitution of a nominally progressive direct tax code by a clearer
and faircr system applicable to all — not merely some — forms of
income,

— the substantial reduction in the number of income tax payers liable
at the higher rates.

— the elimination ot manv secondary mcome tax allowances and their
consolidation, when necessary, with direct social weltare pavinents,

— the discontinuwmg of futile and inetficient attempts to make the indirect
tax structure progressive, and

— the placing ot tull responsibility tor imcome mamtenance on the
svstem of direct pavments.

21.27  The question abourt the impact of our propesals has been frcql.{ently
put to us over the last three vears — who gains and who loses? Unfortu-
nately there 1s no simple answer to that question. It depends very much on
how the svstem 1s apphied. The first thing to be said 1s that we could all
gain because steps to reduce tax rates bv widening the tax base, even
without anv reduction in revenue, could m themselves make a major
contribution to the growth in national output. By removing the distortions
which now exist. the efficiency of investment would be improved.

21.28 Secondly, those who have ordered their affairs to take maximum
advantage of relicfs and allowances in the existing system may well change
their behaviour while the new regime is being phased in. It would be foolish
to assumec that taxpayers will not adjust to face the changed conditions under
the new system.

21.29 Thirdly, we proposed a system of taxation which is, like any good
system. capable of producing widely difterent income distribution effects.
Different tax credits can be associated with various single tax rates — the
higher the rate, the higher the credits can be, Variations i_n the yield
of direct expenditure tax and progressive accessions tax will gltcr the
redistributive impact of the system. Changes in the balance of direct and
indirect taxation also allow further freedom on distributional issues.

21.30 When these factors are associated with possible adjustments in the
application of public expenditur(? schemes, 1tis _Clcar that tl.)C tax system we
propose, taken in conjunction with the dlstrlbpnqn ofpubllc expenditure, is
capable of satisfying a very wide range of distributional aspirations. T_hls
should be sufficient to cnable the structure of the system to remain outside
the political arena. The political debate could concentrate on adjustments

299




within the same overall system to achieve different objectives. The dis-
cussion on the level of taxation, the distribution of its burden and the way

in which its yield should be spent could then be pursued in a more open
and effective way.

Miram Hederman O Brien (Chairnan
Lonal 5. A, Carroll

Derek Chambers

James R Gallagher

Daniel Murphv*

Donal Murphv

Donal Nevin

Patrick P, O'Naill

Ravmond )'Neilt

W I Louden Rvan

Séamuns P Reie
Secretarvy

Deirdre Dowdall
Assistant Secretary
30 Julv, 1985

*Subject to Reservation — See page 3iH,
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RESERVATION
by
Mr Daniel Murphy

I While T am in general agreement with the other members ot the
Commission on the recommendations contained m this report, there are
rwo aspects of the recommendations with which Tdo notagree.

2 One concerns the recommendation tor o change i the administration
of Motor Taxartion. The report recommends that the collection of Motor
Taxation should be handled by the Post Ofttice on an agency basis. The
report also envisages thar 1t would be necessary o retam Motor Taxation
Offices to cairy vut fnctions relating o the reglstration of new velileles
and changes of registration. Thus there would be two separate agencies
involved. There 1s no assessment made ot the likely cost of the new system
of administration which might very well turn out to be greater than the
existing cost. Thave no strong feeling of principle as to whether the funcrion
should be transferred to the Post Ofice or not but, unless 1t can be shown
that it would be more economic to do so and the report has not done this,
[ would be opposcd to the change recommended.

3. The other issue on which I must part company with the report 1s the
suggestion to the effect that the system of scizure rewards payable to
Customs Officers should be discontinued. I consider that this 1s outside our
terms of reference since it concerns a matter of conditions of emplovment of
some staff in the Revenue Commissioners which is an issue we have not
dealt with in anv other respect. It 1s completely mappropriate for the
Commission to deal with issues relating to Conditions of Employvment ot
the staff of the Revenue Commissioners which are a matter for regulation
in accordance with the normal industrial relations procedures.

DANIEL MURPHY

15t August, 1985
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APPENDIX !
CONSTRUCTION INDUSTRY : TAX DEDUCTION SCHEME
Introduction

I o this appendix we outline the operation of the seheme for deduction
ot tax trom certam selt-emploved sub-contractors in the construction
mdusery,

Background

200 The vrigitial tas dedecion sdlicine for tie construction mdusiry was
mtroduced in 1970 and was inrended to curb tax evasion by self-emploved
sub-contractors in the industry. Itimposed an obligation on persons making
payments under construction contracts to sub-contractors to deduct and
pay over to the Revenue Commissioners tax amounting to 33 per cent of
the gross payment. It was accepted that this scheme of deduction ought
not to apply to well-established sub-contractors who had been making
regular returns for tax purposes and who complied with their tax obli-
gations. Provision was made for the issue to them of certificates which
enabled them to obtain payment without deduction of tax. This scheme of
certiticates was abused in many wavs and on an extensive scale. A new
scheme was introduced in 1976 with the object of climinating these abuscs
and nightening controls generally,

Construction Contracts

3. The legislation applies to pavments made as part of a “construction
contract’ to a sub-contractor. The definition of “construction contract’ is
tundamental to the operation of the legislation. Contracts of emplovment
are excluded and. 1n effect. a construction contract is one under which a
contractor 1s liable ro a principal to carry out construction operations or to
be answerable for carrving out these operations by others. The definition
of "construction operations” is framed in very wide terms so as to include
most operations related to the construction industry.
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Principals

4. The legislation requires a principal to deduct tax at 35 per cent from
payments which he makes to a sub-contractor and to pay the tax over to
the Collector General. In general, 2 principal is a person who is himself a
contractor under another construction contract or who is what is popularly
known as a builder. The definition also extends ro local authorities, Minis-
ters of State and statutory bodies of various kinds. As result. the legislation
covers most sub-contract work in the construction mdustry, jr \‘inc: naot
Alp_\_pl_\'. however, 1o a client and s contractor and. therefore. does nort
attect the ordmary houscholder,

Sub-contractors

5. When the profits of the sub-contractor are belng computed tor tay
purposes. the gross amount ot <V payment s mcluded m o his accounts and
not merely the net sum which he receives atter deduction of wx, iHe 1y
arven credit agaimst his tas labiline ror the ras deducted. Jess any s wiich
has been repaid to him. ’

6. Tax deduction from a pavmenr mav be repaid after the end of die
ncome tax month in which the pavment was made, The refund is based
on the estimarted income tax liability for the vear and the proportion of 1t
corresponding to the proportion of the vear from 6 April to the end of the
period covered by the claim is taken. To this is added anv other amount
of tax tor which the sub-contractor is lizble. plus any amounts of VAT,
PAYE and PRSI contributions which he 1s liable to remit. If the tax

deducted in the period of claim excecds this amount. then the excess is
repaid.

Certificate of Authorisation

/. A sub-contractor mav applyv to the Revenue Comumissioners for a
certificate of authorisation to receive payments in full. The conditions for
the issuc of such a certificate are

(1) that the applicant is. or is about to become. a sub-contractor in the
construction indusery,

(1) that the business 15, or will be., carried on from a fixed place of
business established in 4 permanent building wich such equipment,
stock and other facilities as arc. in the opmion of the Revenue
Commissioners, required for the purposcs of the business,

(1) that records which will cnable true returns to be made for the
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purposes of computing the profits or gains of the trade will be
kept,

(iv) that the applicant has, throughout the qualifying period of three
years, complied with his tax obligation in relation to

(a) the payment of tax,
(b) the delivery of returns of income.

{¢1 the supphv ot accounts or other information to the mspecior off
taxes. and

(v) that there is good reason ro expect that the appheant will continue
to Keep proper records in respect of pertods ending after the end
of the qualitving period.

8. The Revenue Commissioners have discretion to disregard the failure
ro tultilany of the conditions tor the grantny ot a coruticate 1f they consider
that the fatlure ought ro be so disregarded. A sub-contractor has no right
of appeal against a refisal byvothe Revenne Commissioners 1o 1ssue a
cerniticate.

9. There is also provision tor the cancellation of a certificate in certam
crreumstances. Where it s considered that o cerditicate of authorisation
should be withdrawn trom a sub-contractor on the grounds that he no
longer complies with the statutory requirements, he is given advance notice
to enable him to arrange his affairs so as 1o continue ro qualify for a
certiticate.

10, When a sub-contractor’s certificate ofauthorisation has been cancelled,
the principal contractor is notified to this effect and informed that thereafter
he is required to deduct tax from any payments made to that sub-contractor.

Construction Payments’ Card

1. To obtain payment in full, a sub-contractor must produce his cer-
tificate to the principal, who in trn applies to the Revenue Commissioners
for a construction payments’ card. On the first occasion in each vear of
assessment in which an authorised sub-contractor produces his certificate
of authorisation to a principal, the latter prepares a form signed by both
himself and the sub-contractor. The principal sends the form to the local
Inspector of taxes requesting a construction pavments’ card in respect of
the sub-contractor. The form indicates where the work is to be done and
whether the payment is to be made in respect of a group of persons and
whether pavment is to be made

(1) bv cash on the site,
(11) by cheque on the site, or
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(i1} by cheque to a given postal address.

The inspector compares the sub-contractor’s signature on the form with
that on the office file and, if satisfied, he prepares and issues a construction
payments’ card to the principal.

12, The principal is not entitled to make the payment without deduction
of tax until he receives the construction pavments’ card. He 1s required to
obram the signature of the sub-contractor on the card betore making the
st pay ment. As turther pavments are made wo the sub-contractor during
the vear, he enters detals of the paviments on the card. The card at all times
remains in the possession of the principal untl he returns it to the inspector
with the end-ot=vear balancing documents,
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APPENDIX 2
THE PAYE SYSTEM

Introduction

Lo Inthis appendiv wesctout the historical background to the introduction
of PAYE In Ircland. We also deseribe the main features of the present
SVStem.

Historical Background
200 Up o 19600 remumeranon 1w the tform of wages. salaries. toes and
certain pensions was charged to tax by direcr assessment under Schedule E.
Leaving aside commencement and cessation of emplovment. the taxpaver
was normally charged to rav by reference to his carnimgs in the previous
meome tax year. The tax due was pavable i two equal instalments. Many
wage-carners found it extremely difficult to make provision out of their
earnings for payments on that basis. The problem was aggravated by the
increasing numbers of emplovees who became lable to tax for the first
time in the years leading up to 1960, This situation created a demand,
especially from employees and their trade union representatives, for the
introduction of a statutory system of tax deduction which would ensure as
far as possible that the correct amount of tax was deducted during the
course of the tax year.

3. Fellowing receipt of the First Report of the Commission on Income
Taxation. the Minister for Finance on 3 April, 1959, announced that the
Government had decided to introduce a scheme of deduction of income
tax from remuneration which would spread the pavment of tax more
evenly over the vear.

4. The scheme devised is fundamentally similar to the ‘Pav As You Earn’
(PAYE) scheme operated in the United Kindgom' but it was modified to
suit Irish conditions. The characteristic of the svstem is that icis “cumulative’
and 1s designed to ensure that the employee's tax is corrected on cach pay-
day to be accurate to that date. The principal difference between the Irish
and the British systems is the manner in which the amount of the tax- free

"The PAYE svstem was introduced in the United Kingdom on f April, 1944
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allowance is notified. In the British system, code numbers are used. Fach
employee is allotted a code number representing the allowances and reliefs
due to him for the tax year. When used in conjunction with tax tables
produced by the Revenue Commissioners, the code ensures that at the end
of each pay period the employee reccives the appropriate proportion of the
total tax allowances and reliefs to which he is entitled for that vear. Under
the Irish system the actual monetary total of tax-free allowances is notified
to the emplovee and the emplover. The figures of cumulative tax-free
allowances for cach week:month of the rax vear are printed on the
emplovee’s tax deduction card.

3. When the PAYE system came into etfect in Ireland on 6 October. 1960
1twas weleomed by emplovers and emplovees alike because it was thought
easicr for the taxpaver. imposing less hardship. In view of the developments
which have raken place since 1960, it is ironic that opposition to the
mtroducrion of PAYE should have come from the Revenue Conn-
missioners.

The Present System

0. People in receipt of wages. salaries and certain pensions pav tax on
them by deduction ai source under the PAYE svstem. Lhe total tax 1o
caleulated on current year income. The employee provides details of his
personal circumstances to the Revenue Commissioners by completing a
tax return when he commences employment and from time to time there-
after. The allowances due in any pay period (that is. weekly or monthly)
and the rate of tax or tax table are determined by the inspector of taxes.
A notice showing how his allowances have been calculated (Notice of
Determination of Tax-Free Allowances) together with a detachable cer-
tificate showing his total allowances (Certificate of Tax-Free Allowances)
are sent to the employee. It is the emplovee's responsibility to pass this
certificate to his employer. In practice, however, employers receive copies
of the certificates of tax-free allowances in respect of their emplovees direct
from the inspector of taxes. Official tax deduction cards are also supplied
to employers by the tax office in respect of all emplovees unless an employer
has been authorised to use some other system (usually computers) in lieu
of tax deduction cards.

7. Where a taxpayer has additional income to his main source of carnings,
particularly a state pension, his tax-free allowances can be so reduced that
the amount of tax duc on both sources of income can be collected from his
carnings. Similarly, if an employee has underpaid tax for a previous vear,
that too can be collected by reducing his tax-free allowances for the current

*Commission on [ncome Taxation First Report. pr 4891, Chapter 6.
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year or for some future year. Thus, underpayments ‘coded-in’ in this way
are collected by casy instalments some time in the future rather than in a
lump sum. This arrangement for the collection of underpayments also suits
the Revenue Commissioners who might otherwise find it very difficult to
collect such tax.

8. PAYE is a ‘cumulative’ system of deductions. under which the tax
deducted i any week or month does not depend selely on the pay of that
week or mont but is armnved a after taking account ot total pav recerved
and tax deducted since the start ot 'the tax year, so ensuring that the correct
amount ot tax 15 withheld over the vear as a whole. Because PAYT s a
cumulative svstem, emplovers need to take into account an emplovec’s
earnings trom a previous emplovment during the vear in order w be able
to withhold the correct amount of tax. Form P43 provides the intormation
needed. When an emiplovee Teaves an employment during the tax vear his
cmplover must fill in torm P43 summarising s pay and tax deducred and
wive e to hime The emplover must also noufy the tax office. On aking up
anew emplovment. the emplovee gives the form 143 to is new emplover
who m turn notities the tax othice. During @ pertod of unemploviment an
employee mav claim retunds from the Revenue Commissioners as his tax-
tree allowances accumulate, there being no income to place against then.
11 a new emplovee has neither a tax-tree allowance certiticate nor a P43,
tax is deducted on an ‘emergency basis” undl such time as regular tax
deductions can be organised.
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APPENDIX 3

ANTI-AVOIDANCE — TRANSFER OF ASSETS ABROAD

Introduction

Lo Inthis appendis we reproduce a copy ot a specimen nouee issued under

Section 39 of the Finance Act. 1974 0 connection with the transter ot

assets abroad. This legishcion enables the Revenue Commissioners to seck
mtornuation about possible avoidance transactions.

Notice under Section 59, Finance Act, 1974. {Specimen)

Lo being an officer duly appointed by the Revenue Coni-
misstoners by virtue of the powers vested in them by Section 59 (1) and (2) (b} of the
Fmance Act 1974 and of anv other powers them so enabling in exercise of thar
appomtment hereby require vou to furnish within ... davs from the date ot this notice.

at the address given above the information indicated in paragraph 3 below.

Interpretation

2. For the purposes of this notice—

{1) “the company™ means

{11} reference to things dene by vou are to things done by vou or by the company
or by any director of the company or by staff emploved by rhcfomp.anv: and
references o matters within vour knowledge are to matters coming within
vour knowledge or within the knowledge of directors or of staff employed by
the company or recorded in any recerds maintamed by vou. by the directors
or by the company., o -

(1} reterences to the company “acting in or in connection with a specitied
transaction or operation include—

i) the wiving of advice to a customer it but onlv it a specttied transaction or
operation has within vour knowledge been carried our as 2 result of the
advice. and

(b} the introducing of'a customer to the company or to anv other person with
4 view to the carrving out of a specitied transaction or operation.

(V) “customer” includes any person (whether or not a customer of the COmpany

v e i

for other purposes) for whom you have acted in or in connection with any
specified transaction or operation; and “‘Republic of Ireland customer™ means
any customer with whom you dealt. not being a customer who is known to you
to have had at all times during your dealings with him since a
permanent address outside the Republic of Ireland but no permanent address
in the Republic of Ireland;

(v) “forcign company’ means any company incorporated n a specified rerritory.
and anv other company which withm vour knowledge was. or was intended
ACamy eanie i the tuture o beo so nanaced and controlled chae o gualined or
would qualife for purposes of Republic of Treland fncome wis as resdens
specified werrtery. bue does mot mddude w compan s ar the subsidiary o o
company. of which the ordinary shares have atall omes simcee
for, 1f later, sinee the firseanniversary of such a company’s meorporation’ been
quoted on a stock exchange:

ivit Ctercign partnership” means any partnership constituted under the laws of »
specified territory and any other parmership which withim vour knowledye
wits, or was mtended arany nme mthe futore e bessenmanaged and controlled
that it gualihied or would quality for purposes of Repablic of Lrelimd mean:e
tax as resident in a specttied rereitory

Vi Crorcien sertement’ means iy serriemens or trust oxpressed o beceverned
by the law of a speatied territory. and any other sertlement or trust which
within vour knowledge was, or was intended at any time inthe tuture to be
a0 constitured that meone arising under the sculament or wrust qualitied or

weuld qualite for purpeses of Republic of Irelind income sav acrhe ineonne ot

4 person resident ina specihed rerrrory:
{viil) “specified territory” means any of the tollowing territories:—
Bahama Islands. Barbados. Bermuda. Brinsh Virgin islands. Cavinan Islands,

Channel Tslands. Isle ot Man. Netherlands Analles, Gibralar, Repubhe of
Panama;

(ix) “specificd transaction or operation”’ means a transaction or operation ot any
kind mentioned in the first column in paragraph 3 below,

Information required

3. (1) Inany case where vou have since acted for a Republic of Treland
custonier In or in connection with any fransaction or operation of a kind
mentioned in the first column below vou are hereby required to give—

(a0 the name and address of the customer (or. where that 35 not known, the
name and address of any agent who has dealt with vou on the customer’s

behalf),

tb) the respective particulars speciticd in the sccond column below so far o
within vour knowledge. and

it the name and address of any other person to whom vou mrroduced the

custonier for the purpose ot completing er carrving out the transaction or
aperation.

(1) You are also required to state whether vou have taken or are taking any, and it
so whart, part mn anv, and it so what transactuons of a description Spu‘mcd n
the tirst column below.
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Transaction or Operation
(1} The formation or management of a
foreign company.

2) The formation or management of a

foreign partnership.

131 The creanon, or the execntion of the
trusts of, a forcign sertlement.

i+

The transfer of assers to any forcien
company, foreign partacrship or
torcign sertlement,

(9) the acqusition (by purchase or
otherwise) of any nterest (or option
o acquire capital) of any toreign
company. or in or under amy foreian
partaership or toreign settlement. (In
the case of such a company having
no share capital the reference to any
nterest in share capiral shall be taken
as a reference to any corresponding
interest in that company).

Nothing in this Notice shall impose on
any bank the obligation to furnish any
particulars of any ordinary banking
transactions berween the bank and a cus-
tomer carried out in the ordinary course
of banking business, unless the bank has
acted or 1s acting on behalf of the cus-
tomer in connection with the formation
or management of any such body cor-
porate as is mentioned in subsection (3)
(b} of Section 39 Finance Act, 1974 or
in connection with the exccution of the
trusts of any such settlement as is men-
tioned in subsection (3} (&) of that Act.

Dated

{(S1gned)
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Particulars
The name of the foreign company, the
date and place of its incorporation, its
registered or other known address.

The name and address of the partnership,
the country in which it is constituted.
the names and addresses of the partiers,
the dare of anv deed or other document
regulating rhe partnership.

I'he name and address of the serdor. the
date and narure ofany document or orher
act consttuting or regulating the sertle
ment. the names and addresses of the
TTLSTECs.

Desenption of the assets ransterred. par-
tieulars relating to the foreign COMpany,
partnership or settlement as required
under {15025 or (3] abuve,

Deseription of the interest acquired. par-
ticulars relating to the foreign company.
partnership or sertlemnent as required
ander [ 20 w3 abos e,
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APPENDIX 4

MAINTENANCE AND PRESERVATION OF RECORDS

Introduction

1. In this appendix we set out the provisions governing the maintenance
and preservation of records for income tx. corporation tax. VAT and

PAYEL.

Income Tax and Corporation Tax

2. Section 6 of the Finance Act. 1968, which 1s reproduced here, provides
that every person carrving on a trade or protession shall kgep such records
as will enable true returns to be made tor the purposes ot mcomie tax and
retain them tor six years. Secvion 147 of the Corporation Tax Act, 1976

applies the same provision to companies in respect of corporation tax.

Section 6, Finance Act, 1968
(1) In this section ‘records’ includes books of account relating to

{a) all sums of money received and e¢xpended in the course of the carrying on or.
exercising of a trade, profession or other activity and the matters i respect of
which the receipt and expenditure takes place, and

(b} allsales and purchases ot goods and services where the carrving on or exercising
of a trade. profession or other activiry involves the purchase or sale of goods
OF $CTVICes,

(2) (a) cverv person who, on his own behalf or on behalf of any other person, carries
on or exerciscs any trade, profession or other activity the profits or gains of
which are chargeable under Schedule D shall keep such records as will enable
truc returns to be made. for the purposes of income tax of such profits or
gams,

(b1 where any such trade, profession or other activity is carned on in partership,

 the pruccdcnt partner. within the meaning of section 69 of the Income Tax

Act. 1907, shall. for the purposes of this scction, be deemed to be the person

carrving on that trade. prefession or other activity.

(3} Subscction (2) shall

{a) in the case of a trade. protession or other activity which is commenced after
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tthassing ofthis Act, have effect on and from the datc of such commencement
an ’

(b} in any other case, have effect on and from the 1st day of September 1968,
(4)  Records kept pursuant to che preceding provisions of this section shall be retained

by the person required to keep the records fora period of six vears after the completion
of the transactions, acts or operations te which thev relate:

Provided that this subsecrion sha!l pet require the retention of records 10 respect of

. N
which the mspector notifies the prrsor whe s regquired o keep them that retoino, L
not required. nor shall v applv o the books and papers of a company which have been

disposed of i acvordanice with section 305 (1) ot the Companies Acr. [963.

i Anv person who contravenes subsection 23 in respect ot any records 1 relaton
T TELUTTE FOP 4Dy Vedr of assessuient or contravenes subsection {4, morclation to those
records shall be Tiable to a penalry of v8tn:

p . . N .o . .

Provided that & penaley shall nor be rposed ander this subsecton it is proved that
noperson s chargeable tootsm respect of the sand Prone or gains tor that vear of
dssessment. ‘

' N _;1 : . . . - i i N
! .\}um(l \'aﬁ ot the Il.u.\nf\. Las Ao 196700 nereby amended by the msertien
subscection (1} alter *230 01 296" of “or section 6 of the Finance Act, 19687

Value-Added Tax

3. The provisions governing the records to be kept for valuc-added tax
are contamed in Section 16 of the Value-Added Tax Act, 1972 and
Regulaton 9. The provisions are reproduced here.

Section 16, Value-Added Tax Act, 1972

(1) Every taxable person shall. in accordance with regulations. keep full and true
records of all cransactions which affect or may affect his lability to tax.

Retention of invoices by unregistered persons

{2 Every person. other than a taxable person. who supplics voods or services in the
course of turtherance of anvy business shall keep all invoices issued to him in cnnﬁcction
with the supply of goods or services to him for the purpose of such business and
In respect of goods imperted by him. copics stamped on behalf of the Revenue
Commissioners, of the relevant customs entrics.

Period of retention

(3} Records kept by 2 person pursuant to this section and anv books. invoices. copies
stamped on behalf of the Revenue Commissioners, of customs entrics, credit notes.
debitnotes, recetpts, accounts, vouchers. bank statcments or other documents wharso-
ever which relate to the supply of goods or services. or the mmportation of goods by
the person and are in the power. DOSSESSION or procurement of the person and. in the
case of any such boek. mvoice. credit note. debir note, receipt. account. voucher or
other document which has been issued by the person or ancther person, any copy
thereof which is in the power. possession or procurement of the person shall be reained
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in his power, possession or procurement for a period of six years from the date of the
latest transaction to which the records or invoices or any of the other documents relate:

Provided that this section shall not require the retention of records or invoices or any
of the other documents in respect of which the Revenue Commissioners notify the
person concerned that retention is not required, nor shall it apply to the books and
papers of a company which have been disposed of in accordance with section 305 (1)
of the Companies Act. 1963.7

Regulation 9 — Statutory Instrument No. 63 of 1979
"o Lvery taxable person shall heep tull and true accounts eutered up to date of

a1 orelapon o constderanion recervable from registered persons, the anount
receivable Jrom cach such person in respect of cach transaction for whicl an
myvewe 13 regquired o be issued ander section 17 of the Act together with o
cross-reterenice to the copy of the relevaut mvoice.

b rdadon wo consideration recetvable from unregistered persons. a daiby ol
of the consideration recevable from all such persons together wath 4 cross-
reference to the relevant counter books. copies ot sales dockers, cash regisrer
rallv rolls or other documents which are in v ter the purpeses ot the busimess,

n relanon to inportations. a description of the goods imported together with
partculars of the value thereot as determined maccordance with seerlon 15 of
the Act, the amount of the consideranon relating to the purchase of the goods
HPUTCHASCD I Connectan with the IMportton, the amount ot tax. i any,
paid on miportation and a4 cross-reterence to the invelces and customs docu-
ments used m conmection with the importation,

.

(d) m relanon to goods. being goods developed. constructed., assembled. manufac-
tured, produced. extracted. purchased or imported by the taxable persen or
by anather persen on his behalt and applied by him (otherwise than by wav
ot disposal to another person) for the purposes of any business carned on by
him. a description of the goods in question and the cost excluding tax. to the
taxable person of acquiring or producing them except where tax chargeable in
relation ro the applicanon of the goods would. if it were charged. be wholly
deductible under section 12 of the Act,

in relation to goods, bemnyg goods which were appropriated by a2 taxable person
tor any purpose other than the purpose of his business or disposed of free of
charge. where rax chargeable in relation to the goods, upen their acquisition
by the taxable person. if they had been so acquired. or upon their development,
construction, assembly, manutacture. production, extraction, importation or
application in accordance with paragraph (d). as the case may be. was wholly
or partly deductible under section 12 of the Act, a description of the goods in
question and the cost. excluding tax. o the taxable persen, of acquiring or
producing them,

el

47 relanon o services regarded moaccordanee with section 5 031 of the Ace as
supplicd by a person in the course of furtherance of busmess. a description of
the services 1 guestion together with parnculars of the cost. excluding rax, ro
the taxable person of suppiving the services and of the consideration. it anv,
recelvable by hint in respeet ot the supply.

() in relarion to serviees referred o in section 3 (6) (¢} (1) of the Act in respect of

which a person is lable to pav tax in accordance with section 8 (2) ot the Act,

317




a description of the services in question together with particulars of the cost to (11) the charge for admission to each dance,

the person of acquiring the service, .
P d & (1) the number of persons admitted to cach dance,

(h) in the case of services deemed, in accordance with clause (i) or (i1) of subpara-
graph 5 (6) (c) of the Act to be supplied at places outside the State, the name
and address of the person to whom the service is supplied, the nature of the
service and the amount of the consideration receivable in respect of the supply, (v

the total amount of money received or receivable from the persons admitted
to cach dance 1 respeet of admission, and

(1v

e

e

where goods or services are supplied in connection with a dance and
pavment of the consideration therefor is a condition of admission to the

(1) m relation to discounts allowed or price reductions made to a registered person dance. the amount of such consideration in respect of cach dance,

subsequent to the issue of an invoice to such person. the amount credited to
such person and. except i a case i which secnon 17 195 (a) of the Act applics.,

oo respeet of supphies of aoods specitied s paragraph (0 ot the Second Schedule
o Cross-relerence to the corresponding eredi note.

to the Act. the name and address of the person to whom the goods are supplied.

. T . . . . 8 - . . 3 . é - S ') - 2 .I l ~ ---.7

0) m relation to - discounts allowed or price reducnons made te unregistered a deseription or the goods SUPPh“{‘_ thc_zmouint ot the u_llsld“trat OIL a frt,)“
persons. a daily total of the amount se allowed together with @ cross-reference reference to the copy of the refevantinvoice and 4 cross-reterence to the relevane

r o the goods returned book. cash book or other record used 1 connection wich Customs and transport decuments. and

T the marter.

(T 10 the case of the supply of services i circumstances that, by virtue ot any of
" k) 10 relation to bad debts written oil] particulars of the name and address of the the provisiens of scction 3 of the Act. are deemed to be supplied outade the
N debror, the nature of the goeds or services 1o which the debr relates and the State. the name and address of the person to whom the services are supplicd.
. dare ar dates upon which the debt was incenrred. the emount of the constderation and @ cross-reference to the copy ot the relevant

T ; - invoree or other document.
Aiin relanon to goods and services supplicd o the taxable person by another

taxahle person. che amount of the consideration. the corresponding tax invoiced
by the other taxable person and a cross-reterence to the corresponding invoice, (2) The accounts kept i accordance with paragraph (1) shall set out separately, the
consideration, discounts, price reductions. bad debts and values at importatien under
separate headings m relanion to

{m] i relation to goods and services supplied by unregistered persons. other than

goods and services in respect of which fat-race farmers are required,
accordance wath section 12A (1) et the Act o 1ssuc tnvoices, 2 dailv total of 0y evempred activities
the consideration payable to such persons and 4 cross-reference to the purchases e B
book, cash book, purchases dockets or other records which are in use in (b)

: , _ g00ds and services chargeable at each rate of tax, including the zero rare. and
conncction with the business, B
{¢) goeds and services a percentage only of the consideradon for the supply of

(n) in relation to goods and services supplicd by Aat-rate farmers but in respect of ;
c which s chargeable to rax.

which such persons are required, in accordance with section 12A (1) of the
Act, to issuc invoices, the ameunt of the consideration (exclusive of the fat-

; . St A . . ] 3) (a) In relation to a person for the time being authorised m accordance with section
gl r.ate adc}t{E](in) and Ohf the ﬂat—ratc};dd{tlovn_m‘\ oiced by each such person and a B 14 (1) (a) ufthe[;\ct to determine the ameunt of tax which becomes due by him
o crossiclerence to tac corresponding mvolce. by reference to the amount of moneys which he receives, references in this
(0) in relation to discounts or price reductions received from registered persons. Regulation to consideration in respect of the supplv of goods or services shall
subsequent to the receipt of invoices from such persons. CXCEpt in a Casc in be construed as references to the monevs received in respeet of such supply,
which section 17 (%) (a) of the Act applics, the amount of the discount or price whether made befere, on or after the specified dav.
reduction and the corresponding tax received from cach such persen and a
g cross-reference to the corresponding credit note, (b} In refation to a person tor the time being authorised, in accordance with section
: - ~ - - . . : : 14 (1) (b) of the Act, to determune the amount of tax reterable to taxable services ‘
{p) in relation to discounts or price reductions in relan_on to goods.and services which becomes due by him by reference to the amount of monevs which he
referrec_l fo in subparagraph (), the amount of the discount or price reduction receIves in respect of such supp'l\-', references in this Regulation to consideration |
(t‘.‘fcluswc of tht‘r ﬂatjratej addm_on) and of the ﬂat—rate addition and a cross- in respect of the supply of services shall be construed as references o the monevs
' reference to the invoice 1ssued in connection with the goods and services in pect PP} - e e |
question, N received m respect of such supply, whether made before, on er atter the specified |
da. 1
() w relation to discounts or price reductions (received other than these referred |
to in subparagraphs (o) and (p). a daily total of the amounts so received and 4 ) . . . - N s ..
cruss-rcfgrcngc t(F: [hf‘ cash bffbk or other record used in connection with such ) Where the Revenue Comnussioners are Sat‘?f_ICd that the accounts of 2 taxable
marters. person are kept m such a torm as to enable his hability to tax o be computed accurately
and veritied by them. they mav, by nonce in writing given to the taxable person.
(r) in relation to dances dispense hum from keepmyg accounts in che form preseribed by paragraphs (1) and (2},
(i) the date upon which cach dance was held and the address of the place at and any such dispensation mav be cancelled by them by notice In writing given to the
which it was held, : taxable persen.”
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PAYE

4. The provisions governing the records to be kept for PAYE are in
Regulation 37 of the Income Tax (Employments) Regulations, 1960 (Statu-
tory Instrument No. 28 of 1960). This regulation is reproduced here,

“(1) Upon request made to him at any premises of an emplover by an
officer. any person, being the emplover or a person emploved by the émp]m‘ur ar the
prentises, shall produce 1o the authorised officer for mspection all auel w dn et
certieates o tan-tree allow ances, v deduction « e red thier ot Teeutds
whatsoever relating to the caleulition or pavment of the cine!
the emplover or the deduction of tax theretrom as may t
POSRCMSION 0T procurenient -

authorised

Linents of coiplovees o
e m such person’s powers,

P e s - . - g 17
20 Where m pursiance of this Revulation an aathorised ofijcor reguests production

ol any documents or records, he shall, on request. show his authorisation for the
purposes ot this Regulation to the person coneerned

S tnthis Reeulation “authorised offieer e anetteer of the Revenue Comne
mssicners authorsed by chem in W {or the purposes of this Revnlation:

o The docomene and records spediiied T paragraph L of this Rewuation. other
than cernticates of tax-tree allowances and the wemporary s deduction forns, dud
cmergency cards, and the Jocuments corresponding to such torme and cards, reterred
tw in Regulation 33, shall be retamed by the eimplover for a pertod of six verre itrer the

e dhe v L Wi GICY TUICT. O for such shorter period as the Revenue
Commissioners nav authorise &y notice in w riting to the enplover.

-
a

APPENDIX 5

TAX OFFENCES AND PENALTIES

1. In this appendix we set out the full range of tax offences in relation to
income tax, capital gains tax. corporation tax and value-added tax. together
with the statutory penaitics.

TABLE 5.1 — Income Tax and Capital Gains Tax Penalties

TABLE 5.2 — Corporation Tax Penalties

TABLE 3.3 — Value-Added Tax Penalties

TADBLE 5.4 — Criminal Penalties

TABLE 51

Income Tax and Capital Gains Tax Penalties

{Penalty provisions of the income tax acts are applied where appropriate for capital gains
tax by Schedule 4 of the Capital Gains Tax Act 1975)

Section of the Taxes Acts

Offence

Present Penalty
{Finance Act, 1982)

128 Income Tax Act{ITA), 1867

Failure to remit PAYE tax or
documents.

£800

173 1TA ‘67 Failure to supply returns of | £800
fees or commissions

238 ITA '67 False statement in respect of | £500
retirement annuities.

240 1TA '87 False statement in respect of | £500
purchased Iife annuities.

286 ITA '67 False statement in respect of | £500
annual aliowances
{capital expenditure).

339 1TA '67 False claim, far example, chari- | £100
table exemption.

426 ITA 87 Refusal to attend or answer at [ £600
an appeal meeting.

500 (1) ITA '67 Person failing to make return, | £500
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Section of the Taxes Acts

Offence

Present Penalty
{Finance Act, 1982)

458 ITA '67

Failure to annex proper state-
ments to warrants for pay-
ment  of interest not
regarded as a distribution
under CTA 1978,

£10 each offence.
£100 max aggregate,

500 (2) ITA '67

Person failing to make return
‘ after end of vear of assess-
ment

501 {11 1TA 67

Person making incorrect return
{Sch. 15 Col. 1),

£800

£100 plus amount evaded, i
negligence.

100 plus  twice  amount
evaded if fraud

501 (2) ITA 87

Person making incorrect return
{Scn. 15 Col 243)

£100 if negligence.
£250 if fraug.

503 111 {a) 1) ITA 87

Body of persons failing to make

£1.000 plus £50 per day after

return after end of vear o
as5essment.

Judgement.

503 1) {a) 1iil ITA "67

| Body of persons failing tc make
[ return,

£500 plus £50 Der'gév after
judgernent

503 (14 (b (i) ITA 67

Secretary of body of persons
failing to make return after
| end of year of assessment

SUS Ty i TA 67

‘Secretarv of body of personsg
failing to make return.

£200

503 (2] (a} (1 1TA '67

Body of persons negligently or
fraudulently making incor-
rect return (Sch. 15 Col. 1)

£500 plus amount evaded if
negligence.

£1.000 plus twice amount
evaded if fraud.

503 (2} {a) (i) ITA ‘67

Secretary of body of persans
negligently or fraudulently
making incorrect return (Sch.
15 Col. 1),

£100 if negligence.
£200 if fraud.

503 (2) (b} (i} ITA ‘67

rectreturn {Sch. 15 Col 2+3).

Body of persons negligently or | £500 i negligence
fraudulently making incor- | £1,000 if fraud.

503 (2} (b) (i) ITA '67

making incorrect return {Sch.
15 Col. 2+3)

Secretary of body of persons | £100 if negligence.
negligently or fraudulently | £200 if fraud.

505 ITA '67 Perscn  assisting/inducing £500
return  etc. known to be
incorrect,

515 ITA '67 Person obstructing etc. Rev- | £100
enue Officer.

520 1TA '67 Person refusing to  allow | £50
deduction of tax.

539 (1) ITA '867 Farlure to deliver books ¢rl|f£50

papers relating to tax after
notice by Revenue Com-

missioners.

Section of the Taxes Acts

Offence

Present Penalty
{Finance Act, 1982)

6 {5} Finance Act (FA), 1968

Failure to keep records (Sch.
D) and/or retain them for 6
years.

£800

7 (10) {a) FA 70 Misuse of sub-contractor's | £500 (and/or 6 months’ impris-
certificate. onment}

74100 {b) FA 70 Person assisting misuse of | £500 {and/or 6 months’ impris-
sub-contracter’s certificate onment)

7 (10} {c) FA 70 Failure to keep or produce rec- | £500
ords {construction industry).

34 (4) FA'76 Obstructing  an  authorised | £800
officer during visit to place of
business.

31 (B)FA 79 Failure to comply with notice | £800
reguiring information about
business transactions with a
taxpayer.

19 (b} FA 82 Obstruction  of authorised | £500
perscn — significant building
relief

20 FA'83 Failure to make a return of|£500
property.

21 FA'83 Failure to make a return Qf 500
nominee holders of securk-
ties.

22 FA'83 Obligation to show tax refer-| £500

ENCE numMber on receipts.

TABLE 5.2
Corporation Tax Penalties

Section of the Taxes Acts

Offence

Present Penalty
{(Finance Act 1982)

5 (2] Corporation Tax Act {CTA)
1976

Failure to annex expianation_ o_f
tax credit to interest and divi-
dend warrants.

£10 each offence
{£100 maximum]

63 (2) CTA 76

Failure to produce documents
and records {exports sales
relief).

£100

64 (9) CTA 76

Failure to furnish information
about distributions (exports
sales relief).

£800

141 12) CTA '76

Failure by a company to notif_y
commencement ¢f busi-
ness.

Company £500 plus £50 per
day after judgement.
Secretary £100.

142 {2} CTA'76

Failure 1o give notice of liability
to corporaticn tax.

Company £500 plus £50 per
day after judgement.
Secretary £100.

143 (8} {(a) (i) CTA '76

Failure by company to cor_'nply
with notice requiring delivery
of a return.

Company £500 plus £50 per
day after judgement.
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Section of the Taxes Acts

Offence

Present Penalty
{Finance Act, 1982)

143 (8) (a) (i) CTA 76

pany to comply with notice
requesting delivery of a
return,

Failure by secretary of com- Secretary £100

Present Penalty

143 (8) (b} CTA 78

14319 CTA 76

Fallure continuing for more
than 1 year to comply with
notice requiring delivery of a
return.

Company £1,000.
Secretary £200

Company fraudulently or negl-
gently  making incorrect
return or accounts

Secretary of company fraudu-
lently or negligently making
INCOrrect return or accounts

Company:

£500 plus ameunt evaded if
negligence.

£1,000 plus twice amount
evaded if fraud

Secretary:

£100 if negligence

£200 if fraud

14901 CTA 76

I Failure by individual to comply
WIth notice requiring infor-
mation

£100 pius £10 per day after
judgement

149120 CTA 78

gently furnishing incorrect
information

!
Indrwvdual fraudulentiy er negli- lf100 ¢ negl gence

£200 if fraud

149 (3} {a) CTA 76

Failure by company to comply
with notice requinng wnfor-
mation.

Company:
£500 plus £50 per tay atter
judgement.

149 (3} (b) CTA 78

Failure by secretary of com-
pany 1o comply with notice
requiring information.

Secretary £100

149 (4) {a) CTA 78

Company fraudulently or negl-
gently furnishing incorrect
information.

Company:
£600 if negligence
£1,000 if fraud.

143 {4) (b} CTA '76

Secretary of company fraudu-
tently or negligently furnish-
ing incorrect information.

Secretary:
£100 if negligence,
£200 if fraud.

45 {8) Finance Act 1980 Failure to furnish information | £800
about distributions (manu-
facturing companies).

TABLE 5.3
Value-added Tax Penalties
Section of Value-Added Tax
Act, 1972 Cffence Penalty
26 (1) Failure to register for tax £800
26 (1) Failure to supply information | F800
regarding holding of dances
26 {1} Failure to issue mvoice by flat- | £800
rate farmer
26 {1} Failure to keep proper records | £800

andior retain them for six
Years.

Section of the Taxes Acts Qffence (Finance Act, 1982}

26 (1) Non-compliance  with obli- { £800
gations (o Issue invoices,
credit notes etc.

26 (1 Non-compliance  with  obli- | £800
gation to produce records 1o
adthor:sed officer

2640 Non-compliance  witn obli- | £800
gation 10 fumish  two-
monthly returns and remit
tax pavable

26N Non-compliance with anv_V_AT £800
regulation where a provision
therein I1s refated to an obli-
gation imposed by the VAT
Acts and breach of which 1s
an  offence  mentionad
above.

268121 Non-registered person ssuing | £600
nvaice  which  states  an
amount of tax.

26 {2Al Person «mproperly issuing | £500
invoice which states an
amount of flat-rate addstion.

26 (3) Secretary’s liability where any | £500
of the offences mentioned
above are committed by a
body of persons.

26 (3A) Obstruction of an authorised | £800
officer.

27 (1) Fraudulent or negligent use of | £100 plus amount evaded, If
incorrect return or invoice. negligence; £100 plus twice

amount evaded, if fraud.

27 (2) Fraudulent or negligent use of | £600 plus amount evaded, if
incorrect return orinvoice by | negligence; £1.000 plu;i
body of persons. twice amount evaded, if

fraug.

27 (2} Secretary’s liability where body | £100 if negligence.
of persons makes use of | £200 if fraud.
ncorrect return Orl nvaice,
fraudulently cr negligently.

27 (4) Misrepresentation to procure | £500
improper tax-free import-
ation of goods.

27 () Frauduient or negligent issue | £100 plus amount of Iiabrlity in
of invoice or credit note respect of issue of invoice

or credit note, if negligence;
£100 plus twice the amount
of the liability, if fraud.

28 Assisting in or including the | £500

making or delivery of incor-

rect return, invoice, etc.
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TABLE 5.4

Criminal Penaities

{lncome Tax, Capital Gains Tax, Corporation Tax and Value-Added Tax)

Section of the Taxes Acts

Offence

Penalty

Section 516 ITA 1967.

Parsons knowingly making or
assisting another perscn to
make a false statement with
reference to tax to obtain ar
allowance.

Section 94 FA 1983,

— .

(I} Refusal to comply with

statutory Drovisions

designed to enable tax
liabilities o be deter-
mined, for example, keep-
INg  proper  husiness
records  and  producing
thermn when asked and fur-
nishing returns and other
documents when obhiged
to do so.

Deliberate furmishing  of
incorrect information  in
returns and other docu-
mMents or assisting ancther
person to furnish such
information.

{m Failure to make PAYE and
VAT remittances  when
due

(ivi Obstruction of persons
exercising statutory
powers for tax purposes,

On summary conviction — six
months’ imprisonment

On  summary  conviction
£1.006 cr twelve months’
mprisonment, or both

On canviction on indictment -
E]0,000orfrveyearsj-mpris-
onment, or both

APPENDIX 6

COLLECTION PROCEDURES

1. In this appendix we describe the collection procedures for the main
raxes.

Income Tax (non-PAYE)

2 Assessments for income tax are raised mainly during the months May
Y ¥

to July preceding the duc date. As the income rax assessments are virtually
all estimated, there are appeals in the vast majority of cases.

3. When an assessment 1s appealed. the appeHant is expecred to specify
the amount he considers will be payable on determination of the appeal.
Where this 1s done, only this amount is collectable pending the outcome
of the appeal and collection of the balance 1s suspended. In order to avoid
interest, the amount specified must be at least 85 per cent of the liability
eventually found to be due and it must be paid within two months of the
due date. Any balance found to be payable on scttlement of the appeal is
payable within two months of agreement; failing timely payment, interest
charges arise. Interest will not arise i cases where the full amount of the
original assessment is paid on time even if this amount is not 85 per cent
(80 per cent for Corporation Tax) of the final lability.

4. Where an appeal is made and no amount is specified, the tax charge is
merely marked as appealed on the record and remains open for collection.

5. Where a nil amount is specified on appeal, collection of the entire
charge 1s suspended pending disposal of the appeal.

6. The Collector General’s demand follows in September/QOctober and
the surge in receipts in October/December reflects, in the main, payment
of specified amounts.

7. In addition to the main assessment referred to in paragraph 2, there is
a continuing assessment process during the year. Such assessments are
known as additional assessments and most refer to tax due in respect of
years carlier than the current year. This is tax which arises on the basis of
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new information becoming available to the inspector. Additional assess-
ments are made in about 50,000 cases per annum,

8. The raising of additional assessments and the settlement of appeals and
completion of enquiries give rise to a continuous flow of income tax for
collection during the vear, notwithstanding that the bulk of each year’s

income tax is due on 1 QOcrober.

Vo Where, despite the 1ssue of demands. tax remains unpaid. the case iy
sentto one of the entorcement agencies for collection. At the stage where
the certificate of the amount of tax for enforcement is being produced by
the computer. the interest due at thar point is calculated and included on
the certificate for collection by the enforcement agency.

Corporation Tax and Capital Gains Tax

10 In the case of Corporation Tax and Capital Gains Tax there is no
standardised due date corresponding to 1 October for income tax, In
Corporation Tax the due darte is dependent on the financial vear of the
company. In Capital Gans Tax the tay is duce three months after the end
of the vear of assessment, i.e. on 6 Tnlvor two months after the dute of
assessment it later. The collection svstem is similar to that applyving to
mcome tax.

1. The number of assessments made annually for corporation tax and
capital gains tax is about 43,000 1nd 6,500 respectively. The number of
demands issued annually is about 120,000 and 10,000 respectively,

12 Interest provisions apply where tax is paid more than rwo months
after the due date or one month in respect of corporation tax assessments
raised on or after 17 Julyv, 1982, In the case of appealed Corporation Tax
assessments where the specified amoune is adequate (80 per cent) and is
paid on time (i.e. within one month), the duc date for any balance found
to be payable on settlement of the appeal is advanced to the date of
agreement of the liability and the taxpaver has a turther two months in
which to pay the balance without Incurring an interest penalty. Where,
however, the specified amount was paid late. was inadequate or was not

paid at all, no advancement of the due date js provided in respect of the
balance payable on settlement of the appeal.

Value Added Tax

13, The VAT return (Form VAT 3} is issucd automaticaliv to registered
traders every two months. The trader is required to complete the form
showing trading details and the amount of tax pavable or repavable and to
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forward it to the Collector General with a remittance of any tax payable.
A comparison of collection of VAT periods is in Annex 1.

14, Ifa trader fails to submit a return, an estimate of his liability 1s rzltjlsed
and a nouce 1s issued to the trader. .ThlS 15 followed, if necessary, hyha
demand and enforcement by the sheriff or county registrar or_thrOL\lg the
courts. Another sanction against a trader for failure to submit aﬁ‘rLt‘ugn‘ is
the taking ot penaley proceedings. It _tollo\\'mg an examinaton _al)_t 1 t}ra\ er ;
accounts, the inspector ot taxes considers that the total tax lability has no
been paid, he may raise an estimate.

15, Approximately 63 per cent ofin.tcrnal VAT comes from s];omﬁ lq,tiQ[J:j
cases. These cases are specially monitored outside the normal collec gf
svstem. Forty four of them are extremely ]argf: {(remitting 34_ per‘ Ac.err_lrt 0
total collection) and their Progress 1s undc‘r dlrtC§ personal 511p11\1§10n,
Some returns, showimg labilities, arce received with parna! pag«'l‘nen[ or
without payment and these generate undcrpa}'n'lcm Ch&rgtﬁ\.} lrl({n: t(‘) j
recent redesign of the computerised VAT collectmp sVStem. suc \1 u:j(- L}'pa}‘d
ments had to be pursucd manually on a very selective basis. The I‘t: egltgm
svstem allows automatic pursuit of these Lmderpaymc.'nts by \\iq\ ot;o?l—
puter-produced demand notices. The bulk autoplaflcv 155(;;@40? demands for
underpavments commenced towards the end of Mav. 1984

PAYE/PRSI

16, Persons and companies who have liable employces are obliged to
reéister as employers for PAYE and PRSI purposes. There are currently
some 100,000 hve employers on the PAYE/PRSI register.

17.  There are two major obligation_s on cmploy;rs. The ﬁrsf of tl;ese 15
to pay each month the tax and contributions due in respect of cmfp}?yees
and the second is to make an annual deta\ﬂ;d account at the end of the tax
year of their operation of PAYE and PRSI in the course of the vear.

18, Employers are obliged to remit to the Collector General, Wllthlg
nine days of the end of each income tax m_onthj the tax and payh-re ate

contributions appropriate to employees” earnings in the month. Int Evt‘Vﬁltlt
that no amount is due, the employer is obliged to make a dgcla;atl?n ho
this etfect. In cases where there 15 a very sn}all monthly h)a\bllﬂlt‘y. t, F.t'
emplover may be permitted to remit the contributions on a less fI"L(.}U.LIl
basis. To enable employers  to .make the monthly pay.m.ents.
payment/declaration forms (P.30s) are issued before the end of the income
tax month.

19. When amounts of tax/contributions due for any month are recelv;:d
after the due date. simple interest at 1.25 per cent per month or part of a
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month is payable in accordance with Section 129 of the Income Tax Act,
1967, as amended.

20.  Where the employer fails to make a payment or to furnish a declaration
that no amount is due, an estimate of the tax and contributions due for the
month may be made under Section 7 of the Finance Act, 1968 on the basis
of the payments and declared liabilities already on record and a formal
nouce of estimation is issued. If the default continues, a demand for
payment of the estimated liability, plus interest at the ratc ot 1.25 per cent
per month. mav then be issued after fourteen davs. It there is still no
response trom the emplovyer, the estimated amounts plus interest may then
be referred for enforcement by the issue of 3 certiticate to the sherift/county
registrar or by legal action through the courts.

21, The clapsed tmie from the due date of payment cach month o the
dace ot reterral for enforcement varies i relation to the amount of the
expected monthly pavment, Approximately 75 per cont of the vield of
PAYE/PRSI is paid by some nine hundred emplovers, Detaulters 1 this
category. who are tew in number., are pursued sceparately m respect of each
month and usually reach enforcement within two months of the duc date.
The remaining defauiters are divided into further categories for collection
purposes by reference ro the size of the nornidl monthly pavment.
Detaulters in these further categorles are pursued at appropriately longer
intervals,

22 Within twenty five days of the end of the tax vear. emplovers are
obliged to submit an annual return to the Collector General on Form P35,
declaring the total lability for the vear and providing details of the pav.
tax, contributions and social insurance data relating o each emplovee. P33
returns are used to identify those emplovers who have either underpaid or
overpaid their liabilities for the vear and to highlight instances of under-
declaration in making monthly pavments. In recent vears, there have been
onaverage some 17.000 underpayment cases and some 10,000 overpayvment
cases cach year. The PRSI particulars on the P35 returns are supplied
to the Department of Soctal Welfare where thev are used o determine
entitlement to social welfare benefits. Employers who fail to lodge the end-
of-year returns are issued with reminders and warnings of court proceedings
for the imposition of penaltics. Suitable cases are selected for proceedings.
particular attention being paid to the larger emplovers. In addition. the
Revenue Commissioners mount a press and TV advertising campaign
emphasising the importance of the P33 ind drawmg attention o the
penaltics which mav be invoked agamst non-complance.

23, The Revenue Commissioners are cmpowered under Seetion s of the
Finance Act. 1968 to mske estimaces on ag annual basis where there is
reason to believe that liabilicy for a year or a number ot vears has not been

330

T )

met in full. Such estimates are raised in al?proximately 15,000 cases ;a}f'h
year. Discrepancies between an emp_lqyf:r S PAYE/PRSI returns and his
business accounts can result in the raising of such estimates by_lmpv::ctor(s1
of taxes. There i1s provision for appeal against thes; annual esmmate_s] an;l
where this occurs, collection of the balance due is suspended until t f;
liability is finalised. Payments made on foot of arz}n_ual estimates .ormoh
underpayments disclosed on P35s attract interest at 1.25 per cent p?rllr)}?_
from: the last day of the tax year in question. The procedures ‘t_or U)',um),li
of underpayments disclosed on P35s and of balances due on foot 01} ‘in‘nua‘
estimates are similar to those described tor monthly payments and t uf sgnic
considerations m relation to the amounts of money and number of cases
involved dictate the speed with which the charges reach the enforcement

stage.




ANNEX 1

COMPARISON OF THE HISTORY OF COLLECTION OF VAT
PERi
MARCH/APRIL, 1982, MARCH/APRIL, 1983 AND MARCH/APRIL, ?gsi

TABLE 6.1
TAXABLE PERIOD MARCH APRIL, 1982 Total number of VAT3s 1ssuad for perod = 78,648
J Returns l‘ J Aeturns J Amount paid as
| receved or received as | % of tota! paid
r no longer r Paid % of at 31 May of
| cutstending | Ere issued | icllowing year
Position at 31 May. 1982 19,772 1026 25 -‘ 54
Position at 30 June. 1982 33,008 1505 | 42 | 79
Posjt!on at 31 Jury, 1982 39.093 164 5 | 50 87
Position at 31 August, 1982 43.89 171.2 ‘ 56 ‘ 0
Position at 31 December, I | i I -
1982 52,277 184 0
Position at 31 May, 1983 57,535 |’ 189.4 J % J v
TABLE 6.2
TAXABLE PERIOD MARCH/APRIL, 1983 Total number of VAT3s issued for period = 82 000
Returns Returns Am I
_ ount paid as
received or received as | % of total paid
no longer Paid % of at 31 May of
_ outstanding £m issued following year
Position at 31 May, 1983 19,866 784 24 57
Posyt!on at 30 June, 1983 33.384 107.4 41 77
Fosition at 31 July, 1983 39,220 118.0 48 85
Position at 31 August, 1983 43,986 1239 54
Position at 31 December, ' %
1983 52,522 1333 64
Position at 31 May, 1984 59,679 138.6 73 *
TABLE 6.3
TAXABLE PERIOD MARCH/APRIL, 1984 Total number of VAT3s issued for period = 89.000
Returns Returns Amount paid as
received or received as % of total paid
no longer Paid % of at 31 May of
_ outstanding £m ssued | following year
Pasition at 31 May, 1984 24,018 98 3 27 67
Position at 30 June, 1984 37.347 130.2 47 i 81
POS}UOH at 31 July, 1984 45,051 142 1 51 ‘ 88
Position at 31 August, 1984 49,862 147.8 56 i 82
Position at 31 December,
1984 59,872 1559 67
Position at 31 May, 1985 66.475 161.3 75 v
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APPENDIX 7
SOLICITOR ENFORCEMENT

1. The principal method of enforcing the collection of unpaid taxes 1s
through the issue of certificates to sheriffs and county registrars. However.
where action by way of these certificates has been unsuccesstul, cases are
pr()ubxd through the courts. Examples of such cases are where the goods
m possession of the defaulter are perishable. sold under licence or are the
property ot a third party. In sull other cases. where the amount of the
arrears 1s clearlv far greater than the realisable value of the assets of a
defaulter available to be scized. enforcement collection is bv wav of court
proceedings, as the threat of publication of the judgement in such cases
often sccures pavment without having to complete the legal process.

2. The Revenue Commissioners have available to them, tor the recovery
of the various taxes through the courts, the services ot the Revenue Solicitor
and of two external solicitors {one in Dublin and onc in Cerk) who are

contracted on a fee and commission basis.

3. All cases where the debt exceeds £15,000 are referred to the Revenue
Solicitor for High Court action. The external solicitors deal with cases
appropriate to the Circuit Court (where the debt exceeds £2,500 burt does
not exceed £13,000) and the District Court (where the debt does not exceed
£2,500). The solicitor based in Cork takes cases in Cork, Kerry, Limerick,
Tipperarv, Waterford and Wexford and the Dublin solicitor covers the rest
of the country. In the sccond halt of 1985, a limited number of High Court
cases where the debt exceeds £15,000 but does not exceed £100,000 will be
referred to the two external solicitors who alreadv deal with District and
Circuit Court cases on behalf of the Revenue Commissioners.

4. Before a case 1s reported, a final warning that legal action 1s imminent
15 issued to the defaulter. If there 18 no response, details of the debt and the
accrued interest are notified to the solicitor.

5. Proceedings are started by the 1ssue of a Summary Summons in High
Court cases, by a Civil Bill in Circuit Court cases and by a Civil Process
in District Court cases. The next stage in the process is an application for
Judgement. Where there is a defence, the case 15 heard in court, otherwise
the judgement is given out of court. The application for judgement must
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be supported by affidavits furnished by the Collector General and mspector
of taxes.

6. The sequence of events where there is continued failure to pay is,
firstly, formal notice of the issue of the judgement, then registration and
finally the issue of an exccution order to the sheriff or county registrar to
collecr the amount duc or 1o seire coods 1o 1ts value.

7. Where the sheriff or county registrar is unable to secure sarisfaction of
the debt a nulla bona return is filed. The Revenue Commissioners may then
register a judgement mortgage. This is feasible only 1t the defaulter owns
property. Alternatively, they may return o the court where the available
options are

(1) petitions to bankrupt in the case of individuals,
{m} pertions to wind them up in the case ot companices.,

() entorcement ot Court Order Acts proceedings which involves
exammaton by the court of the defaulter's means. the making of
an nstalment order and, eventually, if the instalments are not paid,
comnuttal to prison. The expericnce of the Revenue Com-
missioners 1s that the results to be expected from these proceedings
are not worth the time and expense they entail and this course is
not generally availed of,

8. In 1982, a total of 3,215 cases was referred to the solicitors. The total
n 1983 was 7,209 comprised of 62 per cent tor PAYE/PRSI and VAT cases
and 38 per cent income tax and corporation tax. In 1983, 250 judgements
were registered in both the Circuit and High Courts. The total amount
included was £9.7 million. There were some further Judgements obtained
m the District Court but details are not readily available. A total of 949
cases i which the arrears totalled £12.7 million was closed in that vear
either by payment at a stage in the proceedings prior to judgement or by
other action such as withdrawal to allow mvestigation of returns and
accounts lodged. The total payment received in 1983 a5 o result of court
proceedings was £3.037 million.

Costs of Solicitor Enforcement

9. The costs of collection through court praceedings are considerably
higher than through summary distraint as Table 7.1 indicates.
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TABLE 7.1

Cost of Enforcement by County Registrars/Sheriffs Compared with Solicitor Enforcement,

1983 and 1984
Sheriff/Registrar Solicitor
1983 1984 1983 | 1984
Total Cost ifrml 068 057 | nes 083
Total Cotiected (£mi | 30.60 32.10 | 3.04 < 5.09
Cost as % of total collected 2% 1.78% 212% ‘ 13.6%

Source. The Revenue Commissioners

10, Proceedings through the courts frcqqcndy have to be termm;}ted
when the defaulting company goes into liquidation as a direct result of the
Revenue Commussioners action. This d1stor[f. to some degree the ratio
between costs and results expressed in terms of money collected. ﬁf’\lso. the
initial stages of proceedings. 1.¢. issuc of summons. may o 1t§€l?ﬁpt0_\fok‘cj
a response resulumg i the case being t;ll_\"cz? back tor negotanon ot .Llafnanuﬁ
of arrears in the Collector General’s Office. Any money paid on t_m‘)t ot
such negotiation 1s not treated as having been collected by wav of court

procecdings.




APPENDIX 8

COUNTY REGISTRARS AND SHERIFFS

County Registrars

. Every county has a county regustrar responsible for the admmiserative
functions of a registrar in the Circuit Court on both it civil and criminal
sides. County registrars also act as under-sheriffs with powers to enforce
anexecuton order issued by a courtin g ¢ivil matter directing or authorising
the execution of an order of the coure by scizure and sale of a person’s
properey. The certificates issued by the Collector General are entorceable
1 the same manner as an execution order issued by a court

2 . R - AR - -
2 The county registrars are officers of the Department of Justice and as

such they are paid o salary for their sers ices. Ay fees collected 1 respect
of the entorcement of exeeution orders or other certificates are paid to the
Department of Justice.

Sheriffs

3. The functions of an under-sheriff are exercised by county registrars
everywhere except in Dublin County and Dublin Blorough’ and Cork
County and Cork Borough where thev are performed by sherifts appointed
by the government. The sheriff is answerable only to the courts.

+ The county and borough sheriffs are paid a small reainer (£600/£400
per annum) and make up their income by way of a levy for fees and
eXpenses 1n connection with the enforcement of exceution orders and other
certificates. The scale of fees and expenses to be charged by and paid to the
sheriffs ts set by the Minister for Justice with the cansent of the Minister
for Finance under the Sheriff's Fees Order, 1903, The fee for carrving out
an execution order 1s 3 per cent of the first £100 collected and 24 'perL cent
of the portion exceeding £100.

Number of Certificates for Enforcement

>, Under Section 485 of the Income Tax Act. 1967, arrears of tax are
collectable by the same process as court orders, County registrars/sheriffs
estimate that tax certificates now account for 50-74) per cent ot all orders
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issued to them.’ Table 8.1 shows the number of certificates referred to
sheriffs and county registrars during the period 1980 to 1984. In 1980 and
1981, the ceruificates issued to county registrars accounted for more than
60 per cent of the total. This proportion declined to 48 per cent in 1982.
While the proportion rose again in 1983, enforcement activity by county
registrars accounted for only 27 per cent of the total number of certificates
issued in 1984, According to the Revenue Commissioners, the decrease in
1982 was duce to cheir restramt m issuing certificates to COUNTV registrars
because ot the burden of work on county registrars arising from general
clections held i February and November of that vear. The issue of
certificates is also restricted in some vears in order to limit enforcement to
cases where agreement on the amount due has been reached berween the
imspector and the taxpaver. [tis clear, however. that more cases are being
reterred to sherifts than to county registrars. In order to facilitate county
registrars dealing with cortiticates on hands, issues to them were restricted
during 1984 10 cases where the amount outstanding was substantial.

TABLE 8.1

Number and Proportion of Certificates Issued by the Collector General in Respect of the
Main Taxes to Sheriffs and County Registrars, 1980 to 1984,

Sher f Co. Reg strar
Year Number o % of Number of Yoot Total
Certificates Total Certificates Totai |
1980 17,420 398 26,345 i 602 43,765
1981 21447 3986 32,738 60 4 54,185
1982 73823 513 22628 48.7 46,451
1983 37.119 384 59,571 6816 56,690
1384 42,881 73.0 15,875 27.0 58,756

Source: The Revenue Comm:ssioners

Note (1} The taxes covered by the certificates nclude ‘ncome tax, carporation 1ax, PAYE and
PRSI and VAT.

6. The sheriffs are also marginally more effective in collecting revenue
than are county registrars. Table 8.2 shows the actual amounts collected
by the sheriffs and the registrars. The sheriffs collect more tax in absolute
terms than the registrars. Tax collected by sheriffs as a proportion of the
face value of certificates is also higher. It is interesting to note that the
proportion of revenue collected to the face value of certificates is declining
for both county registrars and sheriffs. This may be duc to an increase in
over-estimation ot tax due or to a decline in the etfectiveness of enforce-
ment. However. great care must be exercised in drawing conclusions based
on the tace values of certificates which represent estimated liabilities.
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APPENDIX 9

VAT ON IMPORTS

Introduction

1. Asa general rule, imported goods are liable to VAT at the same rate
as apples to the sale within the state of similar goods. Accordingly, goods
which are hable to VAT on sale within the stare (most goods) are hable 1o
VAT atimportation and goods which are not lable to VAT on sale within
the state (food. books. horses, grevhounds and certain ships and aircraft)
are not hable to VAT at importation.

Goods not Chargeable to VAT at Importation

2. Goods imported in some circumstances are not chargeablic to VAT ar

importation. These include the following:

(i) certain goods imported temporarily, such as moror vehicles, cara-
vans, commercial trailers, commercial travellers” samples, goods
imported for use in competitions, exhibitions, etc., professional

equipmient imported by non-residents, aircraft, vachts and boats
and goods imported for testing,

(1} goods imported under transit arrangements.
} goods entered for trans-shipment,
(1v) goods imported into Shannon customs-free airport,

goods imported by parcel post the value of which is £200 or less.

This relief s restricted to imports by VAT-registered persons for
business purposes,

{(vi) goods imported in circumstances which entitle them to admission
without payment of customs duty, for example, used personal and
houschold effects and portable wedding presents imported on
transter of residence. goods imported within travellers’ personal
luggage allowance etc, and

(vi1) raw materials and components imported by manufacturers who
export at least 75 per cent of goods manufactured by them and
ncorporating those materials and components.
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Payment Date

3. Unless an importer is approved for and is participating in the deferred
payment scheme, in which case the tax is payable on the 15th day of the
month following the month of importation, VAT (and duty, if any) is
payable before imported goods are released by the customs.

Value for Tax

4. The value of imported goods tor the purpose oF assessiment ot tax 15
the value for customs purposes, determined on a delivery to state basis,
together with any taxes, duties and other charges levied either outside o,
by reason of importation, inside the state (excluding VAT) on the goods
and not meluded in the determination,

3. The value of goods which are imported temporarily (for example, on
hire, Toan. for processing, ere.) is the same value as applies to goods which
arc permenently imported.

6. Where dara such as invoices used to determine the value of imported
goods are expressed in foreign currency, the rate of exchange to be used is
the selling rate in this country of the currency in question at the material
time tor valuation (usually the date ot presentation ot the relevant customs
entry).

Deferred Payment

7. Provision exists under the deferred payment scheme for deferment of
payment of VAT to the 15th day of the month following the month in
which VAT becomes due. The essential feature of the scheme is that
collectors of customs and excise, with the authority of the debtor, initiate
payment by the issue of a direct debit voucher drawn on the debtor’s bank.

8. Importers and agents wishing to participate in the deferred payment
scheme must make prior application to the appropriate collector of customs
and excise. Where it is intended to claim deferment in more than one
collection, a separate application must be made to each collector concerned
(Cork, Dublin, Galway, Limerick, Waterford).

9. Importers and agents who are not approved for deferred pavment or
who do not fulfil all the conditions of the scheme will be required to pay
VAT betore imported goods will be released.

10. A valuation declaration form 1s required if the customs value of the
goods, prima facie, exceeds £1,000 and the goods are imported by an
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unregistered trader. This declaration must be completed by the importer.
VAT-registered persons will not normally be required to produce a valu-
ation declaration.

Credit in VAT Returns for VAT on Imported Goods

11, VAT-registered persons are entitled to take credit in their VAT
returns for VAT paid or pavable in respect of goods imported in the taxable
periods covered by the returns and used for the purposes of their taxable
businesses. For example, a VAT-registered person who qualities tor the
deferred payment faciity and who imports goods in, say. January and
February will pay the VAT due on the January mports on 15 February
and the VAT due on the February imports on 13 March. In his VAT return
tor the period January/February he 1s entitled to a credit for all of that tax
even though. if he submitted his return betore 15 March. he would not
have vet paid the VAT due on the February imports. Customs provide
importers or agents with proof of amounts of VAT paid or deferred on
mmported goods 1 the form ot a stamped copy of the entrv. as passed.

12, VAT-registered persons who are in a permanent repavment position
as a result of VAT paid at importation mav be permitted to make monthly
returns. This Is a matter tor arrangement with the mspecror of raxes.

Bulk Importations

13. Bulk importations or groupage of taxable goods (that is, the import-
ation of ditferent consignments of goods in one container by several
persons) are treated as if each separatc consignment was scparately
imported. In these cases, entitlement to the deferred accounting facility
depends on the entitlement of cach individual importer or his agent.

Parcel Post Importations of Taxable Goods

14 VAT 1s not payable on parcel post importations of taxable goods by
VAT-registered persons for the purposes of their business, provided the
value of such goods is £200 or less. If the registration number is not shown,
the rax will be charged by the customs and must be paid before the
consignment will be released from official custody. VAT is pavable on
parcel post importations of taxable goods exceeding £200 in value whether
or not the importer is registered for VAT,

Import and Export Services

15, The zero-rating for services related to the import and export of goods
is regarded as covering such items as quay rent. demurrage and storage
rent on imported goods in an approved bonded transit shed or area, labour
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charges for stripping or stufting groupage containers for customs clearance
or for sampling or examining cargo, payments for customs attendance and
harbour dues.

Shannon Customs-Free Airport

16, Goods brought into Shannon Customs-Free Airport from outside the
state are not liable to VAT,

17. Goods supplied within (but not outside) the customs-free area to a
registered person who is trading within the customs-free area by arcgistered
person from outside the customs-free arca qualify for ZCTO-rating In cereain
arcumstances. Goods supplied by a registered person who is trading within
the customs-free area to another registered person who is trading within
the customs-free area also gualify for zero rating, Taxable goods supplicd
outside the customs-tree area by a registered person trading at Shannon
Customs-Free Airport are alwavs lable to VAT,

5. Goods brougit mnto another part ot the state from the Shannon
Customs-Free Airport will not be liable to VAT it they have already been
taxed. Goods will already have been taxed if they are supplied by a VAT-
registered person trading in the customs-free drca to anvone othier than
another VAT-registered person trading in the area.

19, The supply of raxable services to persons within the duty-frec area,
whether or not they are registered, does not qualify for zero-rating,

20.  Firms operating within the duty-free area are regarded as taxable
persons and are required to register and to make returns for VAT m the
usual way. They are entitled to have goods supplied to them within
{but not outside) the customs-free arca at the zero rate by quoting their
registration numbers and declaring that they are trading within the duty-
free zone. In the case of goods such as cars and petrol, the VAT on which
is generally not deductible. these firms are liable for VAT on any such
goods acquired free of tax. The tax must be accounted for in VAT returns.
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APPENDIX 10

ORGANISATION AND PROCEDURES IN CUSTOMS AND
EXCISE

1. Inthis appendix we outline the organisation and general procedures of
the Customs and Excise Branch of the Revenue Commissioners.

ORGANISATION
5

2. The Customs and Excise Branch of the Revenue Commnussioners 1s
responsible tor the administration and collection of customs and CXCISC
duties (including VAT on importation and Common Agricultural Policy
(CAP) charges onimports and exports) and for the prevention and detection
ot smuggling. It1s also responsible for the enforcement of importand export
controls and restrictions (tor example, prohibitions on the importation of
certain agricultural products, certain textile goods. Indecent and obscene
publications, drugs, firearms and ammunition) and for the collection of
import and export trade statistics. Customs and Excise Officers also per-
form certain work under the Merchant Shipping Acts on behalf of the
Department of Communications.

3. The Customs and Excise headquarters structure is composed of

(1) the Customs and Excise Secretariat, which is organised in a number
ot ditterent divisions. cach specialising 1 a sector of the work of
the Customs and Excise. and

(1) the Office of the Superintendents. Customs and Excise. which is
responsible for the efticient working of the ex-headquarters services
and which advises the Revenue Board and the Sccrerariar op

practical and technical questions arising out of the work of the
SETVICL,

4 The ex-headquarters staff. under the direction of the Collectors of
Customs and Excise. are responsible for applving the various provisions
governing importation and exportation of goods. mcluding collection of
duty and tor the policing of ports, airports and land fronter. Various excise
controls are also operated on a countrywide basis. Matters not covered by
the standing instructions and cases of doubrt or diff cultyas well as ali fraud
and oftence cases are referred to the Secretariar,
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5. The ex-headquarters service is divided, on a regional basis, into six
areas known as ‘collections’ — these are the Dublin, Dundalk, Cork,
Galway, Limerick and Waterford collections. Each collection is divided
into districts controlled by a Surveyor of Customs and Excise and sub-
divided into a number of stations {which forms the basic unit). There are
broadly three types of station:

(1} customs landing or shipping station—which mav cover a wharf,
harbour. land fronter powt. airport. parcel post depor,

() station for general excise duties, prevention of illegal use of excis-
able products, control of goods imported for further manufacture
and cxportation and control of exporters operating under the
Common Agricultural Policy. and

(111} specialised excise stations which supervise trade units such as distil-
feries, breweries, oil retineries and bonded spirits ete. warchouses
— othcers are usually in tull-tme arcendance.

6. Approximately 2,150 people are cmploved in the Customs and Fxcise
service (including headquarters statt).

PROCEDURES

Customs Duties

7. Customs duties are levied under the EEC Common Customs Tariff
on imports originating in third countries, i.e. non-member states of the
EEC and not already duty-paid in another member state. The rates of
customns duties and the categories covered are set out in the Customs and
Excisc Tariff of Ireland which conforms to the internationally agreed
system of classification of all goods in international trade for customs
purposes. Rates of customs duties are set by the EEC and individual
member states are not empowered to alter rates unilaterally. Customs
duties collected in Ireland are remitted in full to the European Communities
as part of their Own Resources. A reimbursement of 10 per cent of the
amount paid is made to cover the member state’s costs of collection.

8. Certain charges levied at importation are treated as if they were customs
dutes viz. value-added tax (as applied to imports), excise {(import} duties
and certain charges raised under the Common Agricultural Policy of the
EEC. These charges are mentioned individually below but the procedures
in relation to customs duties, now described, also apply, mutatis mutandis,
to these import charges.

9. Goods may be legally imported only through approved places, such
as ports, airports and land frontier stations. where facilities for landing and
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examination are provided. Each arrival is notified to Customs. For example,
the master of each ship must, by law, formally report his vessel and cargo
to Customs. In turn, the overall cargo’s contents are accounted for by the
presentation, by the importers or their agents, of customs entries for. all
the goods making up the cargo. The customs entry is a s1gned declaration
form which includes a description of the goods and their relative Taritf
Code Number and a statement of their origin, quantity and value. An
invoice showing the value of the goods normally accompanies the entry:a
separate valuation declaration is required m respect of high-value items.
Where the goods are of a kind subject to import restriction, tor example,
import surveillance. a further document mav also be required.

10.  When the entrv is lodged, anv customs duty due must be paid at that
point unless deferred payment arrangements apply_. Such arrangements
enable payment to be deferred. generally untl the 15th day of the month
following the month of importation. Details of the deferred payment
arrangements for customs and excise duties and VAT at imporration are in
Anncx 1 to this appendix,

11. On lodgment of the entry. there are. broadly speaking, two pro-
cedures available tor clearance of the goods trom the place ot arrival; special
clearance (an accelerated procedure) and standard clearance. Both rely
on presentation of complete and correct documentation and appropriate
discharge of duty hability and are designed to facilitate speedy dchvcry of
goods. At lodgment, the intended disposal of the goods 15 declared, t.e.
whether for home use. for warehousing. for inward processing or other-
wise.

12. Under the special clearance procedure, delivery of goods to the
trader’s premises directly on lodgment and acceptance of the entry may be
obtained, 1.e. in advance of full processing of the relevant documentation.
Depending on the circumstances of the importation, there is provision for
lodgment of such entries at the actual place ot landmg of the goods.
Participation in the procedure is by prior arrangement with Customs and
impites a high standard of entry-preparation and presentation. A direct
debit provision makes rapid accounting possible for any duties due and
for any adjustment found necessary on post-clearance processing of the
documentation. Certain conditions, including a mandate for direct debit,
must be tulfilled by the trader. Any cxamination of the goods would be
on a selective basisdonly. It is estimated that over 60 per cent of clearances
arc dealt with under the special clearance procedure.

13. Apart from the special clearance procedure and dependmng on the
accuracy and comprehensiveness of the documentangn produced, Cus{_‘oms
are ordinarily in a position to return the entry quickly to the trader for
prompt clearance of the goods. Any examination of the goods would be
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on a selective basis. Under this standard clearance method, payment or
securing of duty is dealt with at the same time as the processing of the
documentation; the goods are not cleared until the documentation has been
processed satisfactorily. Entries would usually be dealt with in the Cystoms
Houses. There is provision for lodgment of entry at a Customs House
remote from the location of the goods — at Cork, for example, for goods
which arrived at Dublin.

I4. Animporter may not wish to take immediate delivery of his goods.
[n that case there is provision for warchousing the goods, in approved
warehouses under Customs control, pending their final disposal.

15 Certain consignees are designated authorised consignees under the
Community transit procedure and production of goods to Customs at the
authorised consignee’s premises is allowed instead of at the point of first
arrval. Allted with this, participation by individual importers/agents in the
special clearance procedure makes for greater emphasis on the physical
clearance of goods inland ar authorised premises rather than at the place of
tirst arrival in the state.

16, Whichever method of clearance is used, the same elements of the
clearance  process  are dpparent;  lodgment  of documentation;
acceptance/checking procedures; accounting for duties; selective goods
examination in association with the documentation; rectification of discre-
pancies; clearance of goods from the point of landing; certain post-clearance
checks and controls. Customs entries are subject to selective post-clearance

scrutiny and both original and copy entries are retained for a number of
years.

17. Goods arriving by air, rail or road are treated in the same way as
goods arriving by ship. There is provision for waiver of entry for low-
value packages.

18. Customs control is exercised principally through checks and exarnin-
ations at ports and atrports and at land frontier customs stations and posts.
This control is complemented by mobile patrols. Selective investigations
are also carried out on a country-wide scale, principally by way of the
activities of the Investigation Branch. In addition, control is exercised by
means of post-importation checks.

19. The general policy of the Revenue Commissioners is to suit the
convenience of traders and the public as far as possible and to keep checks
and controls to the minimum consistent with the maintenance of adequate
revenue security. Accordingly, imported commercial consignments are
subject to selective examination only and, in the case of passenger traffic,
the red-green channel system provides for travellers to make their own
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declarations, with selective checking of those who opt for the green
(nothing-to-declare) channel.

Common Agricultural Policy

20.  Criteria for charging and methods of collection applicable to dcustocrln‘s
duties generally apply to import and export chgrges on C‘Et.“tan_} goods 1C11n’ t\r'
the Commen Agricultural Policy of the EEC. The customs acts and any
instruments made thereunder apply to these charges as 1t they were duties

of Customs.

21.  Customs and Excise Officers are responsible for the certification of
exports of agricultural products for the purpose of payment of export
subsidies out ot the EEC Farm Fund.

VAT on Imported Goods

22 Under the Finance Act. 1982, VAT on imports is charged in the same
way as customs duties but on the duty-inclusive value.

Excise Duties

23.  The present system of excise duties in Ircland is outlﬁxled in Appencilx
11 of our Third Report. As was indicated in that Appendix, the same ruHes
and methods of collection relating to customs duties also apply generally
to excise duties on imported goods.

i 1e-produced
24, The procedures for the control of excise dutics 011! hovn p duced
goods vary berween the different commodicies. The following examp

illustrate the types of controls applied.

25. Home-brewed Beer. Officers are located onﬁthe premises of the lat:glfr
breweries. Small breweries are visited by an officer at least once a V\gL :
The excise duty on beer 1s charged as soon as thc_\yorts (un'ﬁmshedb eer}
are collected by the brewer by reference to the original speaﬁc gravuy}(l)
the worts. Brewers must keep an officially supplied Brewing ﬁook ont le
brewery premises and must enter therein for each brewing the crlnatc_ri?_ s
intended to be used, the times at which brewing W1H take place an (;vn (1jn
one hour after collection of the worts) the quanuty of wo%—t; ;}ro ucené
together with their gravity. Worts must legal]\y _bc hrcmove fr[())::w?n
ap&proved vessel to another ina prescribed sequence in th egour{?e 0 | accoungt
operations, until finally collected n the vessel in which the officia

is taken for charge of duty.

26.  Selective control is exercised over each stage of the brew;nlg _opc}i—
ations. For example, the officer may check the volume of materials in the
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mash tun and the condition of the brewing plant and sample materials used.
After the worts have been collected for charge, an official account is taken
by the officer in officially gauged vessels of the quantity collected and
the apparent gravity of the worts. He checks the apparent gravity by a
saccharometer reading. The control of breweries is aimed at preventing the
use of materials not entered in the brewing book, the use of substances
prohibited on health grounds, the fraudulent mixture of uncharged worts
or sugar with worts alrcady charged with duty and. in general. the preven-
ton of any practices which might obstruct the revenue from receiving a
true account of the beer produced. A proportion of the brewings is sampled
by the officer for analysis as to the accuracy of the declared original gravity,
This analysis is carried our in the State Laboratory.

27 Home-manutactured Table Waters. Excise duty ontable waters is charged
on the quantity sent out from the manufacturer’s premises. The acrual
manutacturing processes are not officially supervised. The manufacturer is
required to keep an entry book in which must be recorded the quantity of
dutiable table waters sent out on the previous dayv. The entries in the book
must be capable of veritication by reference to the trader's records, for
example, invoices. delivery dockets, credit notes. Manufacturers must
furnish periodic returns (usually monthly) ot the quantity of dutiable table
waters delivered for home consumption. Ofticers visit the manufacrurer’s
premises at least monthly. Trade records are checked to ensure that the
correct quantity of table warers is being returned for duty. The capacity of
bottles and other containers in which the table waters are sold is occasionally
checked by physical measurement of the content, as a further check on the
quantity charged with duty. Normally, table warers are not officiaily
sampled.

Trade Statistics

28.  The Customs and Excise Branch is also responsible for the collection
of trade statistical data relating to imports and exports as extracted from
customs documentation. The statistical information supplied includes

(1) the monthly import and export trade statistics for publication by
the Central Statistics Office. These statistics are widely used for
economic forecasting, planning, etc.,

(1) monthly trade statistics (Special Trade) for the Statistical Office of
the European Communities in Luxembourg to enable them to
compile statistics on Community external trade and trade between
member states,

(111) statistics required by the EEC for customs SUpPervision purposes,
for example, quotas, cetlings, surveillance, associate agreements,
etc., and

{iv) information required at national and international levels for the
examination of various proposals, trade negotiations, monitoring
of economic trends, balance of payments, etc. and by individual
companies for market research purposes, cte.

Cost of Administration of Customs and Excise

29, The cost ot admimstration of the Customs and Excise service. stated
as a percentage ot the net vield from the various duties, 1s approximatelyv
2.3 per cent.
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I In this annex we set out the periods of deferment for customs and
excse dutes and VAT at importation.
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PERIODS OF DEFERMENT ALLOWED FOR PAYMENT OF
EXCISE DUTY ON MAIN EXCISABLE COMMODITIES

Mlhf e |

Beer Duty mav be deferred to a date not
A.  Home-brewed beer later than the 8th dav of the second
{a) Normal deferment, month following that in which the

duty is charged. However, in the
case of beer charged with duty in
the month of November in any
vear, duty must be paid not later
than the 28th day of December in
the same vear.

(b) Extended deferment— Duty may be deferred to a date not
(which applies to bright later than the 8th day of the third
beers which are kept in the month following that in which the
brewery for a period of duty 1s charged. However, in
two months after manu- respect of beer charged with duty
facture for conditioning in the month of October in any
purposes). year, duty must be paid not later

than the 28th day of December in
the same year.

(c) Special deferment— Duty may be deferred to a date not
(which applies to lager later than the 25th day of the fourth
beer which is kept in the month following that in which the
brewery for a period of at duty is charged.
least three months after
manufacture).

B, Imported beer. Duty may be deferred to a day not

later than the 15th day of the month
following that in which the duty is
charged.

EEIH: R

Spirits
Home and Imported.

Tobacco

Home and Imported.

Motor Vehicles

Home and Imported.

Wine

Payment may be deferred to a day
not later than the last day of the
month following the month in
which the spirits are entered for
house use. However, in the case of
spirits entered for home use
between  the  Ist and  20th
December in any vear. pavment
must be made by the last day of
that month; and no deferment is
permitted 1 respect of spirits
entered for home use on or after
21st December in any year.

Payment may be deferred o a day
not later than the last day of the
month tollowmy that in which the
duty s charged. However, one-
halt’ of the duty charged in the
month of December (other than on
the last working day in that monch)
in any year must be paid not later
than the last day of that month: and
payment of the balance of the duty
charged in that month may be
deferred until the end of the month
of January following.

Duty may be deferred to a day not
later than the last day of the month
following that in which the duty is
charged,

Payment may be deferred to a day
not later than the 15th day of the
month tollowing the month in
which the wine is entered for home
use. In the case of wine entered for
home use between the 1st and 20th
December in any year, payment
must be made by the last day of
that month; and no deferment is
permitted in respect of wine
entered for home use on or after
21st December in any year.
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PERIOD OF DEFERMENT ALLOWED FOR PAYMENT OF
CUSTOMS DUTIES AND VAT AT IMPORTATION

2. The extent of customs deferral which may be allowed is governed by
the EEC. The maximum deferral is forty five days. Because VAT on
imports is treated as a customs duty the same period of deferment is
allowed.

APPENDIX 11
CUSTOMS AND EXCISE LEGISLATION

Lo Inthisappendix we set out the important EEC and national legislation
relating ro customs and excise. (Amendments to these provisions are not
shown)

Important Customs Legislation

hy EEC

Common Customs |anft Regulation 950/ 1968

Valuanion of Goods Regulation 1224780

Non-Preterential Origin Regulation 802/68

Preterential Origin Agreements with various coun-

tries, for example, Regulation
3390/84 (EEC/Sweden  Agree-
ment)

Inward Processing Directive 69/73/EEC
Warehousing Directive 69/74/EEC
Free Zones Directive 69/75/EEC

Outward Processing Directive 76/119/EEC

Transit Regulations 222/77
Deferment of Customs Duties Directive 1978/4532/EEC

Harmonisation of Procedures
Imports: Directuve 1979/693/EEC
Exports: Directive 1981/177/EEC

Customs Debt Dhrective 1979/623/FEC
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(11} National

Customs Consolidation Act, 1876

Finance Act, 1932
Customs Free Alrport Act. 1947
Customs Act. 1936

European Communitics  (Customs)
Regulations, 1972

Important Excise Legislation

Excise Management Acts. 1827, 1934 and 1841
Inland Revenue Act. 1880 (beer)

Spirit Act, 1880

Finance {Tobacco Products) Act. 1977

Imposition of Duties Act, 1957 and orders made thereunder, particu-
larly:

Imposition of Duties (No. 221) (Excise Duties) Order, 1975

Imposition of Duties (No. 236} (Excise Duties on Motor Vehicles,
Televisions and Gramophone Records) Order. 1979, as amended
by the imposition of Duties (No. 272} (Excise Duties on Motor
Vehicles) Order, 1984,

Various provisions affecting excise duty may also be found in the
annual Finance Acts.

b
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APPENDIX 12

CUSTOMS AND EXCISE OFFENCES AND PENALTIES

1. In this appendix we sct out the penalties for certamn customs and excise
offences.

Excise Duties

2. The excise statutes contain a wide range of penalties for intringemnents
of the law and of controt regulations. The general penalty and enforcement
provisions applicable to excise duties are

(1)

(1)

(i)

Section 29 of Finance Act. 1935 which provides for a penalty of
L300 for false statements in relation to excise duty.

Section 23 of Finance Act, 1946, as amended, which provides for
forfeiture of (1} goods and (ii) materials ete, used for the making
of such goods where the goods/materials etc. are removed or
concealed with intent to defraud and for a penalty of £1,000 for
any such offence. The section also provides for forfeiture of goods
where duty remains unpaid after the due date,

Section 11 of Inland Revenue Regulation Act, 1890 and Sections
24 and 39 of the Excise Management Act, 1827 which provide for
varying penalties for obstruction of officers in the exercise of their
dutics,

Section 22 of Excise Management Act, 1827 which gives Excise
Officers the power to enter any premises engaged in any business
subject to the excise law and to inspect and take account of all
goods and matters connected with that business, and

Section 28 of the Excise Management Act 1827 and Section 24 of
the Excise Management Act, 1841 which provide, inter alia, that
where cxcise duty is in arrear or owing, all goods subject to excise
duties and all materials and preparations from which such goods
are made and all vessels, utensils, machines etc. used in the manu-
facture of such goods, shall be subject and liable to all duties
incurred while in the custody of a trader and may, with a view to
recovering any such duties, be seized and sold.
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In addition, the Act imposing the particular excise duty normally contains
specific provisions for penalties. Sections 10 (5) and 11, of the Finance
(Excise Duty on Tobacco Products) Act, 1977 and subsections (6), (9) and
(10) of Section 65, of the Finance Act, 1982 are fairly typical of such
penalties and deal with penaltics for contravention of regulations made and
obstruction of customs and cxcise officers in the exercise ot their statutory
POWETS.

Other Customs and Excise Penalties

3. A number of specific penalty provisions for certannn customs and excise
offences 1s set out in Table 12,1 Customs and excise duties and penalties
mayv be sued tor in the High Court under vanous statutes. tor example,
Section 38, Finance Act. 1924, The new penalties applicd to tax ottences.
obstruction, cre. by Section Y+, ot the Finance Act 1983 adso apply o
oftences mvolving customs and excise auties. The 1983 Act provides tor
fines of up to L1000 and jail sentences of up to nwelve months on summary
convicton and tor fines of up e THLO00 and jail sentences of up to bove
vears on conviction of mdictment. These penalties are additional o the
normal penalties under the customs acts.

FABLE 123

Customs and Excise Offences and Penalties

Offence Penaliies and relevant statutory authority

Evasion of duty or import prohib-| £100 or treble tne duty-paid value of goods, whichever is
itions. greater (section 186 Customs Consclidation Act, 1876, as
amended by section 34, Finance Act, 1983).

Goods are liable to forfeiture (section 177, Customs Consol -
dation Act, 1876}, convayance is liable to forfeiture {section
202, Customs Consolidation Act, 1876].

Evasion of export prohibitions £100 or treble the duty-paid value of goods, whichever 1s
greater {section 3, Customs Act, 1856, as amended by
i section 34, Finance Act, 1363

Goods and any conveyance are liable to forfeiture (secticn
5, Customs Act, 1956).

Breach of Customs {Land Frontier}| Not exceeding £100. Goods liable tc forefeiture tsection 13,

- !

Regulations, 1968 and 1978

Adaptation of Enactment Act, 19221

Fraud e.g falsification ot customs
documents, under-declaration of
value, false clams to preference
etc

£500 or ‘mprisonment for a term not exceeding 2 vears
{section 168, Customs Consolidation Act, 1876, as amended
by sectcn 18, Finance (o, 20 Act 1916

Assault obstruction, rescuing of
seized goods etc

Not exceeding £100 isector "2, Custems and Inland Sev-
enue Act, 1881}

Breach of the Motor Vehicles
{Temporary Importation} Regu-
lations, 1970

£1.000. Maotor vehicle abie to forfe ture [section 28, Finance
Act, 1963, as amended by section 79, Finance Act, 1984},
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Offence

Penalties and relevant statutory authority

Evasion of, or failure to pay. bet-
ting duty; unlicensed bookmaking.

£800C. (section 69, Finance Act, 1982).

Bookmaking in unregistered prem-
ises

£1,0600. {section 76, Finance Act, 1984).

[rreqular use of rebated hydro-
carbon oil

£1,000. Section 7G, Finance Act, 1983). The vehicle is liable
to forfeiture if it is a second or subseguent offence by the
same pearsor or if a cancealed tark or ather container. or
ary device, cantrivance or method of any kind s emoloved
10 conceal the presence - the vehicle of rebated hydro-
carbon ol ntendea for use for combust on 0 the engime of
the vehicle.
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APPENDIX 13

REVENUE EFFECTS OF OUR PROPOSALS

1. In this appendix we set out the revenue effects of our proposals which
were summarised in Chapter 21, In the first section we show four possible
tax structures with varving single rates, tax credits and rates of value-added
tax. The calculations are made on a revenue-neutral basis as required in our
terms of reference. In the sccond section we set out in detail the bases for
our estimates and our methodology.

7 We have outtined a timetable for implementing our proposals on direct
and indirect taxation. Some proposals could be implemented at the start of
the next tax vear, others would have to be phased in. If implementation
started in 1986/87, we would not expect our proposals to be tully oper-
ational until at least 1990. In assessing the revenuc ctfects ot our proposals
we have had to assume a situation in which all our proposals are operational
in the year 1983/84. This is the latest year tor which an accurate tax base
is available. It is also a period during which taxation as a share of gross
domestic product was at very high levels. The exercise 15 therefore set 1n
a somewhat artificial context and is undertaken to give examples of just
some of the options available in a particular year under the tax system we
have proposed.

3. We have based our figures on estimates supplied by the Revenue
Commissioners where they could supply them. The data on which to
calculate estimates of changes in tax policy of the type we proposed are
variable. In some instances the data arc inadequate and make reliable
estimates difficult. However, the figures provide an indication of the orders
of magnitude involved. In most cases we have taken the figures supplied
and the assumptions made by the Revenue Commissioners. We have used
our own estimates in a very small number of cases in which we are satistied
that the Revenue Commissioners have both insufficient data and are being
unduly pessimistic in their assumptions. We specifically identify thesc areas
of disagreement. The tax yield from the direct expenditure tax and the
property tax recommended n our reports 1s estimated at 3 per cent and 3
per cent respectively of rotal tax revenue.

4. The net revenue effect of our proposals, assuming a single rate of tax
of 35 per cent (including 5 per cent social security tax) with a personal
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credit for a single person of £385 and £770 for a married person, a single
rate of value-added tax of 13.4 per cent and other taxes set at levels which
would be consistent with our proposals, is shown in Table 13.1. In this tax
structure personal allowances have been converted to tax credits which
Fake account o‘f the savings to employees from the abolition of social
insurance contributions. A detailed explanation of how personal allowances
are converted mto tax credits is contained in Annex [.

TABLE 13.1

Revenue Effects of Our Proposals 1983/84, assuming Si
: ) g Single Tax Rate 35 pe
Credits £385/£770, Single VAT Rate 13.4 per cent. per cent, Tax

Net Produce of Tax
Tax
Present System | Proposed System Change
_ ] £m fm’ £m
income Tax 1,775 2,396 t 521
Corparation Tax 246 383 + 137
Capital Gains Tax 6 ‘ 7 + 1
Capital Acquisitions Tax 17 % 40 + 23
D ract Fyperditare Tay : N ' 1TE b178
Discretionary Trusts NIl 3 + 3
Property Tax Nil 283 + 293
Rates 110 Nit - 10
Social Insurance Contributicns 1.074% 6 -1,028
Total Direct Taxes 3,228 3,304 + 116
Excise Duties 1,182 1.182 —
Customs Duties 78 78 —
VAT 1,193 1,193 —
Stamp Duties 104 Nl - 104
Motor Vehicle Duties 94 94 —
Total Indirect Taxes 2,657 2,547 - 104
Total Taxes 5879 5.851 + 12

Notes: (1) The_calcuiati_cns for the net produce of income tax, corporation tax, capital gains
tax, capital acquisitions tax and value-added tax as shown in this column are set out
in tables 137 t¢c 13.12 of this appendix.

{2) Of this, £817 million 1s paid by employers including £90 million paid by the state
as an e:’np&oyer. The cost of repiacing secondary allowances, for example, blind
persons’ allowance, under the tax code with social welfare payments where apiaropn—
ate_would not exceed £50 million. The Revenue Commissioners estimate that £6
million in PRSI would be paid by export sales relief and Shannon relief companies.

The net change on social insurance payments s, theref i
Foo L ErSnange on so , refore, £1,028 million (£1,074-
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5. Ifit were desired to grant tax credits equivalent to personal allowances,
without any adjustment for the savings to taxpayers from abolishing social
insurance contributions, credits of £508 and £1,016 at a rate of 35 per cent
would be needed. The additional revenue required could be raised by
increasing the rate of VAT to 16 per cent. The revenuc eftects of this tax
structure are shown in Table 13.2.

TABLE 13.2

Revenue Effects of Our Proposals 1983/84, assuming Single Tax Rate 35 per cent, Tax
Credits £508/£1,016, Single VAT Rate 16 per cent.

‘ Net ®roduce of Tax

TABLE 13.3

Revenue Effects of Our Proposals 1983/84, assuming Single Tax Rate 38 per cent, Tax
Credits £550/£1,100, Single VAT Rate 13.4 per cent

Net Produce of Tax

Tax .

, Present System | Proposed Systen*l Change

: o . frr* ! £
ncomre Tav : RS “ 215k l 380
Carporatuon Tax i 246 ‘ 3483 | -~ i
Capta Gams Tax | &) 7 | -+
Cap tal Acgus nons Tax i 17 ‘ 40 + 23

1 |
Direct Expenditure Tax i il ‘ 7h | + 75
[iscretionary Trusts ! Nil 3 + 3
Property Tax Nil 297 + 292
Rates 110 Nil - 110
Social Insurance Contributions 1.074*% 6 —1,028
Total Direct Taxes 3,228 3.061 - 127
Excise Duties 1,182 1,182 -
Customs Duties 78 78 —

|

VAT 1,193 1,420 | + 227
Stamp Duties 104 Nl - 104
Motor Vehicle Duties 94 94 —
Total Indirect Taxes 2,651 2,774 + 123
Totat Taxes 5,879 5,835 - 4

*See notes to Table 13.1 in this appendix

6. Alternanively. the additional revenue required to grant tax credits
equivalent to personal allowances could be raised by mcreasing the simgle

ratc of tax to 38 per cent. At this rate, credits ot £330 and €1 100 would be
necessary, It this were done 1t would be possible to maintain the VAT rate

of 13.4 per cent. The revenue ettects of such a tax structure are shown in
Table 13.3
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Tax Present System | Proposed System Change
£m £fm* £m

roore Tax | YT _ 2347 . 572

Corooraton Tax 246 427 I - 175

Capital Gains Tax 6 8 I + 2
|

Caprtal Acguisitons Tax 17 43 | .28
|

U rect Expendiure Tax i ML ; 175 | + 175

Dscrevonary Trusts ' il : 3 ! - 3

Property Tax . N j 292 » - 297
| \ !

Aates | e | N © 10

Social Insurance Contrbutions 1,074~ & —1,028

Total Direct Taxes 3,228 3.295 + 107

Excise Dutes | 1.182 1\ ©182 —

i

Customs Duties 78 78 -

VAT 1.193 1.193 —

Stamp Duties 104 Nil - 104

Motor Vehicle Duties 94 94 —
Total Indirect Taxes 2.651 2,547 - 104
Total Taxes 5,879 5,842 + 3

*See notes to Table 13.1 in this appendix

7. Table 13.4 shows that it is possible to reduce the revenue from indirect
taxation by sctting the single tax rate at 40 per cent and allowing tax credits
of £380 and £1,160, that is, cquivalent to personal allowances. If this were
done. a single VAT rate of 11.75 per cent could be achieved.
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TABLE 13.4 ESTIMATES AND CALCULATIONS

We now set out in more detail the estimates we have used in making
our calculations. In Table 13.5 we summarise the estimates of the tax bases

Revenue Effects of Our Proposals 1983/84, assuming Single Tax Rate 40 per cent, Tax ]
Credits £580/£1,160, Single VAT Rate 11.75 per cent. ’

+
i
i
|
ki
s

. Net Produce of Tax and net produce of tax for 1983/84. In the following tables 13.6 to 13.13
: Tax Present System |Proposed System Change we set out in detail the extensions and deductions from these base figures
£m e £m which would arise as a result of our proposals.
) Income Tax 1.775 2470 + 695
. : Corporation Tan ' 545 ‘ ad; ‘ - 0 9. The figures in Table 13.5 for the tax base and net produce of tax under
¥ : | | various headings have been supphed by the Revenue Commissioners.
e Capital Gains Tax 6 I 8 + 2
z 3
3 : Capital Acquisitions Tax W7 45 ~ 28
- TABLE 13.5
: Direct Expenditure Tax Nil 175 + 175
| Estimates of Tax Base and Net Produce of Tax in 1983/84
Discretionary Trasts ‘ Nl 32 - 3
! ! Tax Base Net Proguce of Tax
Property Tax MNil i 292 i ~ 297 £m £m
. ’ . | Income Tax 4744 1775
. 10 i i | -
Hates o N : e Corporation Tax 729 246
; e M i Capital Gains Tax 12 6
Social Insurance Contributions 1.074 | 6 —1,028 Capital Acquisitions Tax _ 10 17
Total Direct Taxes | 3,228 ‘[ 3,446 i258 Social insurance Contrnbutions and Levies — 1.074 |
Fxcise Dut'es ! - e ! “ e ! |
Source: The Revenue Comm: ssioners.
Customs Duties 78 78 —

Note (1) The social Insurance contributions and levies of £1,074 million include contributions
VAT 1183 1.043 - 150 by employers, employees and the self-employed, as follows: Employees, £457; Employers,
£596; Self-employed, £27.

Stamp Duties 104 Nil - 104

Motor Vehicle Duties 94 94 ,,,

Total Indirect Taxes 2,651 2,397 - 254 I T
Total Taxes 5,879 5,843 + 4 ncome lax

: 10, In Table 13.6 we take the base figure supplied by the Revenue

*See notes to Table 131 in this appendix Commissioners for income tax of £4,744 million. To this figure we add
back the deductions allowed under the existing system but which we |

propose should be abolished. We deduct from the base nominal interest |

trom bank and building society deposits as this income would not be taxed

under our proposals. Estimates of the amount of income exempt under

some headings have to be tentative since the information on which to

caiculate reliable estimates is not collected.
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TABLE 13.6
Extension to Income Tax Base 1983/84
fm fm

Taxable Income 4,744
Additions to Base
Married Persons’ Allowance 1,087.6
Single Persons’ Allowance 636.6
Widowed Persons' Allowance (ho Children) 45

twith Children! 26
s nale Parents’ Alowarco G2
Chid Allowance op
Sccial Welfare Allowance 'G6
Deduction for Schedule € Taxpayers 485
Exempt Income of Taxpayers Subject to Marg-nal Rele’ 1
Income of Person Exempted Under Exerrption Lirts prus 502
Short-term Social Welfare Benetts
income of Persons Currently Outsiae the “ax Net 317
[nterest Paid 0 Full 17
Med-cal Insurance Premams 27
L fe Assurance 33
Retrement Penson Lumpg S 3G
Schedule D Current Bass 50
Hates’ Deducton 38
Age Allowance 2
Dependent Relative Allowance 1z
Blind Persons’ Allowance 0.2
Allowance for Employed Ferson te Care Toi aicapacitaied indw dua, 3.5
Expenditure on Residertial Premisps R
Health Expenses’ Relief’ 3
Prermiums under Permanent Healin Benefit Schemes- P.0
Loans to Employees at Preferential Rates of Interest 27
Artists” Relief 2
Convenanted Subscriptions 7
Statutary Redundancy Payments 23
Income from Certain industnal Companies to Indvidual investors 15
Compensation Payments for Loss of Office” 25
Profits of Sweepstakes under Public Hospitals Act, 1933 04
Prize Bond and Sweepstake Winnings by Residents 6
Fringe Benefits® 170
Employers’ Social Insurance Contributions as Deduction® 132
Treat Persons .n Year of Marriage as Single 26
Additions to Base as Result of 1983 Budget 30
Deductions from Base
Bank Deposit tnterest® 166
Building Society Interest” 4 4,538
Adjusted Income Tax Base 9,283

Notes:

(11 We recommended in our first report that healtn expenses’ relie’ be retained for persons
who incur substantial expenses in the treatment of long-term or recurrent illngss. Expenses in
excess of £600 should be allowed. However, we cons:dered that the Most appropriate method
of helping persons in these categor: eswas through drrect expend ture arder the nea'th serv ces
and that Jltimately health expenses’ relief should pe abolished

(2} We recommended in our first report that premiums pa:d under parmanent neaith benefit
schemes should not be allowed as a deduct on for tax. However, any benefits pa.d under tnese
policies snould be free of tax

{3) The Revenue Commissicners were anable 1o supply figures under tnis nead.ng. We
estimated the addition 10 the base at £26 milion
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{4} The Revenue Commissioners regard this figure as high but it was let stand for working
purposes.

{6} Employers’ contributions for 1983/84 are estimated to be £617 million. OFf this amount,
£30 million is estimated to be paid by the state as an employer. The balance of £627 million has
been divided between corporate and non-corporate employers in the ratio 3:1. The non-corporate
employers’ contribution s included in this table. The corporate employers’ contribution is
included in Table 13.9 (Adjusted Corporation Tax Base).

[8) Bank deposit interest and building society interest would be taxable on the basis of real
interest only. We are deducting an estimated amount for nominal interest from the tax base
because in 1983 the interest rate was :ess than the rate of nflation. These estimates were
supphed by tne Severae O

7+ Ruidirg soo ety de Corpesie raie Ly tre boldirg

Umeues is not meluded riy deducton approprate sz

amaodni forespect of sucn Nersst ARG S ouD]eCl 10 iax al tne higher ratgs and wnich s

reluded n the base

oL

t1. Fhe Revenue Commissioners estimated that a swirch ro the current
vear basis would result in an increase in profits of the order of 30 per cent
ot zhe basis of a long cerm rare ot inflation ot 15 per cent. The 30 per cont
addition to the rax base was estimared at £1534 mullion for 1981/82. The
rate of mflaton s now Jdose to 3 ser cent bue Scheduke 1 income has
mereased mthe meantme. While there s agreement that a change to current
vear basis of assessment for Schedule 13 taxpavers would result m an
addition to the tax base, the Revenue Comuussioners have estmated that
‘r)\ (T 1]'7 17"]‘«1[7(7 T f\l]‘if—{ hf f'\f‘F‘q( r i’\‘ "ﬁb“ .iﬁC& r\f resTenue re 11]"‘?1!" "T"'\f'ﬂ rh‘.,‘
nnplemematlon of the mflanion adpnnnems proposcd 1n recommendations
123 t¢ 133 of our first report. However, the inflation adjustments in respect
of capital allowances are included in the Revenue Commissioners’ costings
of the sccond report (See Annex 3). We believe that the remaining inflation
adjustments have a nil cost. An increase in the tax base of 30 million has
been substituted.

2

12, The net produce of tax for a given rate 15 calculated by reducing total
income tax by the cost of tax credits. The credits to be deducted include
personal tax credits for all taxpavers, credits for distributions chargeable
under Schedule F and a credit for rates paid by businesses. The net produce
of tax on the adjusted income tax base at a rate of 35 per cent with personal
tax credits of ¥383 (single person} and 770 (married person) is shown in

Table 13.7.
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TABLE 13.7

Net Produce of Tax at 35 per cent on the Adjusted Tax Base, 1983/84

£m £m

Adjusted Income Tax Base 8,283
Total Tax at 35 per cent 3,249
Cost of Credits

Married Persons {£770x587,000) 452

Other Persons (£385x 763,000 294

Credit for Rates Paid (Schedue D= R

Credit for Distributions {Schedute Fi 5a

Head of Household Credit (£385x25,000) 10 853
Net Produce of Tax 2,396

Notes

111 Details of the conversion of ex sting persora’ allowances to tax credits are in Annex . "he
number of taxpavers under our proposals would increase. Detals of how we arrved at the
number of taxpayers are in Annex 2

12t Tris s the est.mated rates paid by tne non corporate bus.ross secior It correspords w.in
the figure of £38 million 'n Table 13.6

31 This is the esumated Scneduse F credit al & single tax rate of 35 per cent. Tne cred.ts at
sngle 1ax rates of 38 per cent and 40 per cort would amo.m 1o (83 v 2 and F86 -~ op
respectively

13. The net produce ot income tax under our proposals at tax rates of 35
per cent. 38 per cent and 40 per cent with personal tax credits equivalent
to 1983/84 personal allowances 1s summarised in Tabic 13.8.

TABLE 13.8

Net Produce of Income Tax at Various Rates on the Adjusted Income Tax Base, 1983/84

Rate of Personal Tax Total Tax Cost of Net Produce
Tax Credits Credits of Tax
Y £ £m £m fm
35 508:1016 3.249 1,094 2,155
33 5650/1100 3828 1181 2,347
40 580:1160 3.713 1,243 2,470

Corporation Tax

14, Table 13.9 contains details of the base tor corporation tax in 1983/84
together with additions to the base which arise from our proposals.

TABLE 13.9

Adjusted Corporation Tax Base, 1983/84

£m £m
Amount Chargeable to Corporation Tax 667
Add
ESR Profits Switched to 10 per cent Rate’ 62
Corporate Tax Base 729
AQULONs due Lo 0Ur proposals
Aates Deduction 7
PRSI Deduction? 374
Recommendations :n our Second Report 115 556
Adjusted Tax Base 1,285
Produce of Tax at 35 per cent - 450
Produce of Tax at 38 per cent = 488
Froduce of Tax at 40 per cet = 514
Deduct
Rates Creds g7
Net Produce of Tax at 35 per cent 383 (see Tables 13.1

and 13.2]
421 tsee Table 13 3)
447 [see Table 13.4;

Net Preduce of Tax at 38 per cent
el Frotace G Tax al 40 per cent

Notes.

{1} This figure is no more than a guess supplied by the Revenue Commissioners to cover
firms who switch from exgort sales’ relief to the 10 per cent manufactunng rate. it is estimated
that 20 per cent of profits of export sales relieved companies might become subject to the 10
per cent. Only companies with a mix of home and export sales would make such a switch and
then only where the ratio of exports 1o home sales was less than 4: 1,

{2} Employers’ contributions for 1983/84 are estimated to be £817 million. OFf this amount
£90 million is estimated to be paid by the state as an empioyer. The balance of £527 million has
been divided between corporate and nor-corporate employers in the ratio of 3:7. A further
downward adjustment of £21 million has been made in the corporate element of £395 million
1o exclude export sales relieved and Shannon relieved companies.

(3} This represents the addition 10 the tax base as a result of the recommendations in our
second report. The addition to the base of £115 million was calculated by the Revenue
Commussioners. Full details of the figures are set out in Annex 3.

15.  The Revenue Commussioners have estimated that the corporate tax
base (£729 million) after the inflation adjustments proposed in recommen-
dations 123 to 133 of our first report would fall to £292 miilion. This
represents a drop of 60 per cent in the corporate tax base. The inflation
adjustments in respect of capital allowances have been taken into account
m the Revenue Commissioners’ costings of our second report (see
Anncx 3. The information on which to base an cstimate of inflation-
adjusted protits is sparse. As a result, there is ample room for argument.
We believe that the Revenue Commissioners’ estimate is too high.
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16.  Stewart' examined six companies in 1979 and found that the difference
between inflation adjusted profits and profits as conventionally measured
was about 28 per cent. The Revenue Commissioners take the view that
Stewart’s study is not particularly relevant since it specifically excludes
financial and investment companies and “the greatest effects occur in the
case of these very companies”.

17 A United Kingdom estimate” of the cost of changing to 1 Current
Cost Accomnting (CCAY basis 10 the case of tinancial companies imdicared
that the profits of such companics would have been reduced by abour 21
per cent on average m the vears 1976 to 1980,

I To compute protits on a current cost basis. four adjustments are made
to the historical cost profit as follows:

(1) a cost ot sales” adjustment.
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{11y a monctary working capital adjustment. and

AN

\

gearmy adjusomient.
19, Inour tirst report we recommended the introduction of the equivalent
of the first three ot these adjustments. We did not recommiend the cquivalent
ot a gearing adjustment because we took the view thar tax should be
charged on profits betore deduction of interest. These are higher than CCA
profits. In this regard. it is interesting to note the estimate in the UK.
Green Paper “Corporation Tax' that if corporation tax had been charged
on CCA profits on a revenue-neutral basis, the rate would have beer: on
average about 48 per cent compared with 32 per cent on a historical cost
basis. There would have been very large variations in the revenuce-neutral
rate from year to vear.

20. The Revenue Commissioners’ estimate of the cost of inflation adjust-
ments would add up to 2 per cent to the single tax rate or up to 1.7 per
cent to the rate of VAT, However. it is worth noting that their costings
were made at a time when the annual rate of inflation was over 17 per cent.
Inflation is likely to be about 5.5 per cent on average in 19837

Capital Gains Tax

21, Table 13.10 sets out the base for capital gains tax in 1983/84. The base
tor capital gains tax tell substantially in 1983 with the decline in real terms
i the value of assets. Any recovery in asset prices could be expected to
lead to a significant increase m these tigures.

"Company Tax — Eftecrive Tax Rates on Profits”. | CL Stewart. Paper read o the Stacistical
and Social Inquary Souety of Ireland. 2 April, 1981

“Corporation Tax. Gireen Paper, January, 19820 Cinmd 3456 Table YA,

*Central Bank of Ircland. Quarterly Bulletin, Summer 1685,
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TABLE 13.10

Adjusted Capital Gains Tax Base, 1983/84

£m £rm
Chargeable Gains 12

Additions to Base
Rall-over Retet 6
Deposa of Rowneas ~r Dares ’
Tsaln & sn0sa
Pracipal Prvate Besdence T3

smar Gams

CPO Relig N 28

Deductons from Base
Tax Credton Corpary D sl sutons
ndexahon Losses 1

[we)
4%

Bt oago s or “

New Base 20

Nt P 3 fTalan,
Net Progdce of Tax at 38 per cent
Net Procdce of Tax ot 40 per cert

o Toy gt PN ALEM

Aore A nf tnega fim racupora ©orn od b tna Reon o Toeees oo meses

Capital Acquisitions Tax

22, The Revenue Commissioners estimate the taxable value of gifts and
inheritances m 1983 to be ©110 million. Table 13.11 shows cur estimate of
the addition and deduction to this base as a result of our recommendations.

TABLE 13.11

Adjusted Capital Acquisitions Tax Base, 1983

fr~ £

Estimate of taxable value of gitts and inheritances 110
Add )
Abolition of agricuttural valuatior 12
Deduct )
Exermptor o inter-spousa. ransfers 3
Net Aaditor 2

Adjustec Base 113

40 isee Tables 13.1 and 3.2
43 (see Table 13 3i
45 isee Table 13 4]

Net produce of tax at 35 per cent
Net produce of tax at 38 per cent
Net produce of tax at 40 per cent
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Expenditure Tax

23.  In 1983/84, the tax yield from the higher rates of tax was £223 million
— representing 14 per cent of total income tax revenue or 4 per cent of
total tax revenue. We do not envisage the yield from expenditure tax
amounting to more than 3 per cent of total tax revenue.

Property Tax

24 It is difficult to assess the revenue vield from imposing a property
tax. However, it scems possible that based on international comparisons
this could account for up to 5 per cent of total tax revenue.

Other Taxes

25. No figures are available on the amount of capital in discretionary
trusts, An estimate of £3 million is included as the likelv vield from the
annual charge on such capital recommended by us. No vield has been
assumed from the accessions’ tax put forward by us as the most etfecrive
means of achieving redistribution of wealth.

Indirect Taxes

26, Customs and excise duties as well as motor vehicle duties have been
calculated on a revenuc-neutral basis. Stamp duties have been completely
abolished for the purposes of these calculations. However, we have said
that we do not regard them as priority matters but rather as items which
should be implemented in the longer term as resources permit.

27. Table 13.12 shows the VAT base for 1983 supplied by the Revenue
Commissioners. VAT is calculated on a calendar basis rather than on a tax
year basis.

TABLE 13.12

Value-Added Tax Base, 1983

fm fm
Total Tax Base 9,607
Deduct
Animal Feed Stuffs. Fertilisers, Seed Plants etc. 726
Animal Medicines 4
730
Total Adjusted Base 8877

14720 (see Table 13.2)
1,043 {see Table 13.4)

Net Produce of Tax at 16 per cent
Net Produce of Tax at 11.75 per cent

Source: The Revenue Commissionars
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Social Security Tax Base

28.  We recommended in our first report that social insurance contri-
butions should be replaced by a social security tax levied at a uniform
rate on all income including realised capital gains and taxable gifts and
inheritances. Table 13.13 summarises the tax basc for all taxes on income.

TABLE 13.13

Social Security Tax Base

Income Tax Base
Corporation 7ax Base | 9.283

_ 1,285
Capital Gains Tax Base ZWJ
Capital Acqu:stions Tax Base | P13
[
- o _ \ 10,702
Estirated Gross income of Zerson Funas i20
Add possible’ extia benefits pavable 1o sel®-employed and ¢ vl servants or the |
Nroduction of a social secunty ax i 300
| 11122
Notes
‘1 \."\."Q dC Pt oA mamn ot mee ool a1y b P : H
Cren Dol wnas 0luds SUCLn iy wda WOl O TSDad tu gasIlipl Tulids sihiLe LHigse

effectively bear some of the burder of tne present erployers’ soc.al -nsurance contr butior
whicn the tax is designed to replace. [See paragraph 21.38 of the first repart) Howe{/er \;'ve
have not included any revenue from this source in our calculations in this appendix ‘

{21 1t does not necessarly follow that the introduction of a sccial security tax muét ingvitabi
lead 1o the extension of benefits. Thera is no longer a close relationship between sacial msur;mcg
contrbutions and benefits Many people who have absclutely no entitlerrent to benefits at
present bear the burden of the existing social insurance contributions. Of course, if thelben\eﬁts.

were to become payatle, they would be included in the tax base. Itis assum i
benefits would become pavable . ¢ thatno adattiona
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ANNEX 1
Personal Allowances and Tax Credits

Lo Inras Annex we snow the conversion of personal allowances mto tax
credies. The evel of rx credic s determimed by the level of personal
allowances and the vate of rax. For example. in 1983/84 4 married cminlovee
earning £2,900 was not lable tor tax. At a single rate of 33 per cent he
would need a tax credit of Y1013 ro leave him in a similar situation (£2 900
235 ner centy Table 1214 below shows the tax credits cquialent 1o
F983/84 persenal silowances at various rates of tax tor both smgle and
married peonle.

TABLE 13.14

Personai Allowances and Equivalent Tax Credits, 1983/84

| Tax Credit eguivaient to Single Tax Cred.t equivaient 10 Marned
Tax Aate Persons’ Aiicwance (£1,450; Fersons’ Aliowance (£2,900)
% | £ £
36 ! 508 1,018
38 i 550 1,100
40 i £80 1,160

Note: The tax credits have been rounded for warking purpcses

2. However, the straightforward conversion of personal allowances into
tax credits at a single rate of tax does not take into account the savings to
emplovees from the abolition of social insurance contributions. For exami-
ple, in 1983/84 a married emplovee earning £2,900 was not liable for income
tax but was liabie for £248 in social insurance contributions, It is arguable.
theretore, that 248 should be deducted from his tax credit when converted
from a personal allowance. Taking 1983/84 personal allowances, the equiva-
lent tax credits at a rate of 35 per cent would be as follows:

Single Person Marred Perscn
£ £
Income . 450 2.900
Tax iability at 35 ver zent i 508 ! 1.015
Present liab:l ty 1c PRSI at 8 5 per cent 123 ‘ 247
Credit required 385 1 768

Note: (1) For working purposes this credit has been rounded to £770 i the calculations.

ANNEX 2
Proposed Number of Taxpayers

I. The Revenue Commissioners have estimarted that the number of people
mn the tax ner. assuming implementation of our proposals. would be
1.350.000. This figure is based on the estimated labour force for 1983 and
ncludes the abolition of the exemption limits except in the case of <hose
over seventy five. The breakdown is as follows:

Estimated total labour “arce per 7981 Censes < 260 000
Estmated total labour *orce for 983 ! 1.288.00C
Add occasiong ard seascral wor<ers | 30,000
I .
i i 318.000
i ess mymher of wrrling as maanted comnegept | P2 RVIS Y]
1,193,000
Estimated number of persons aged B85 and over per the 1979 i
Census 361.000
Less estimated 50,000 included in the labour force figures abave 50,000
Balance 37 1,%
Deduct most of those over 75 on the basis that most weuld be
excluded by virtue of the exemption limits 100,000
211,000

Of thesg about 50 per cent are marned, 75 per cent are single and 25 per cent
are widowed {See Table 1A 1979 Censusi. Therefore, add tonal cases for
inclusion in the tax net {211,000 x Z:4) 158,000

1.351,006°
Round to 1,350,000

‘Per CSO estimate.

This figure does not take nto account young persons looking for their first job inct includsd
inthe labour force). However, th's omissian w.ll ma<e little dif‘erence Since thelr income, manly
state payments, would not be sufficient to absorb their tax credt In any event, many of tnese
are lxely 10 be single and #ving ard mairtained at home
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2. We have apportioned this number of 1,350,000 taxpayers by marital
status in the same ratio as the existing marital status breakdown:

Existing Proposed

Status Numbers Numbers
{000} {"000)
Married 375 587
Single 435 687
Widowed 37 58
Sirgle Pyreris 1 18
Total 362 1,350
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ANNEX 3
Revenue Yield from Second Report

1. TIn this annex we show the revenue vield, as estimated by the Revenue
Commissioners,' from the recommendations in our second report. Table
13.15 sets out the details of the gains and losses to the Exchequer.

TABLE 13.15

Revenue Yield from Recommendations in the Second Report

Recommendation | | Tax | Tax
AR Tal ‘ RECONTMENCET 50 : Can ' L3353
fre ; £rr
N . — T
3 Taxation of co-operatives 5 |
6 Indexation of allewances — machinery \
and plant g
7 Indexation of allowances motor
vehicies 9
18 Non-renewal of section 23 relief 1
20 Confining capital allowances for machin-
gry and plant to cost net of grants 16
23 Ceductions m computing prohits 0

respect of wages should be net of
amounts received under employment

schemes 05
26 Ending of Preference Share
Financing:Section 84 loans 40
32 'Retention of emplovers’ PRSI for firms
whe nsist on retaming  their tax
I releved status 1M
[ 735 10

QOverall implications for Exchequer — Tax Gain of £63.5 million

Note (1] The number relates to the summary of recommendations in the second report.

2. This additonal gain of £63.5 million is comprised of £32.5 million in
pure corporation tax plus £11 millior from employers who retain their tax-
relieved status. that 1s. companies with entitlements to cxport sales’ relief
and Shannon relief. It is estimarted that such emplovers will pay L6 million
ot PRSI and ¥5 mullion ot corporation tax. The total impact of the rec-
ommendations in the second report would be to raise an additional £37.3
militon trom corporation tax and £6 million from PRSI The £6 million of
PRSI would reduce the revenue requirement bv that amount while the

‘Letter dated 26 Julv. 1983,
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£57.5 million of corporation tax would — at the 50 per cent corporation
tax rate upon which the estimates were based — increase the tax base by

£115 million.

3. The Revenue Commissioners made the following assumptions in calcu-
lating the losses and gains to the Exchequer:

® All 10 per cent manuafacturing firms could be expected to opt
tor normal corporation tax at the new single rate — with their
shareholders claimme tull reliet for the additional corporation tax

paid by the companes.

® Export sales-relieved and  Shannon-relieved  companes coul-d
arrange their affairs to minimise their habilities by channelling their
profits into holding companies with very tew statt \\'}.11‘('11 would
remain within the existing svstem (tax relief plus PRSIV The profit-
senerating part of the enterprise would opr nte the new scheme.
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tax 1858

self~assessment 3133

Unsheltered activities

defrmtion SR

determination of prices of goods and scr-
vices 5.9

Wealth tax

efficiency 417, 35.12- 35.14

equity 417, 35.5- 3511

main provisions of 1975 - 1977 tax, Appendix
30

redistributive effects 36.10-36.12

simplicicy 35.15

Williams, Lady Rhys 2315

Wilson Committee
disadvantages of equity finance 27.19

Wrenbury, Lord 8.4

Youth Employment Levy (see Assigned
revenues)



'
T
i
i
1
1
i

PRETREY L ey

Index to the Second Report of the Commission on Taxation —
Direct Taxation — The Role of Incentives

Absenteeism
mceniives t combart 1u.37 = 1u.6l

Accelerated capital allowances (sce abso
Eree depreciation)

CNETEY CONSErvation 0,78 - 1079

cvalnation 223 500,312 315 - 510
9722 761 1120

hotels 731

industrial buildings e 11 IR

multi-storev car parks 1.1

rented accommodanon 1111

Accelerated depreciation {sec Accelerated
capital allowances

Added-value i<cc Value-added®
Advance corporation tax

primary fund 1142-11.46
section 84 loans 9.4, 9.19-92

Agriculcure
capital taxation 10,14, 10,30 - 10,34
incentives 10.5 - 10.38

land leasing 10,14, 11125 - 10.29
land rax {sce Resource tax) .
livestock 111,35 - 10.38, Appendix 8

transfer of land 10,12 - 10,13, 10,25,

10,30 - 10,34
utilisation ot land 1.6 - 10,13, 10.24

Annual allowance
dredging 741742

multi-storey car parks 7.36

Bridges (sce Toll roads and bridges)

Capital

ncentives 26, 204, 2240 4100 515 -
3.16, 8.3

taxation 2.19-2.20

Capital allowances

agriculture 10,33

dredging 7.23 7 =742

farm bwidings 7.23,7.32-7.33
historical developnent, Appendix 2

hotels 723 7.3

386

lornes and mator vehicles

machmery and plant RS R S VR N
1118

mult-storey car parks 7230756 - 73T
Appendix 2

patent righey and royalues TN VAT -
751

quarrices 230759 - 7oA )

rented accommodation TR TR AN
Appendix 2

rescarch and development F23OT 43 -
T4

ships TOA T TGS

tax-related lending DT09E 9T~
9.13

toll roads and bridges T2 T - T
Appendix 2

Capital gains tax

buildings 7.2%

employee shareholdings Y.28
present tax svstem 23.28.225
QUArTies 7.3Y

transter of land 2.28, 1030

Competitiveness

costs 3.7

economic growth 1.5, 114118, 2.13
employment 1.8

factors aftecting 1.9

Consultative Committee of Accountancy
Bodies — Ireland
primery fund 11.40

Co-operative societies ,
taxation 6.1, 6.16 - 6.21, Appendix 6

Coéras Trichtala
export salesmen fo.42

Corporation tax

advance corporation tax Y1y

emplovee shareholdings 9.3 =931

employment incentive, Appendix 2

loans to certain farmers 922

manufacturing  profits tax 6.1 1AL
Appendix 2

primary fund 11.39- 1146

Shannon relief  6.9-6.10

transitional arrangements for depreciation
11.25

woodlands 6.30

Credits, tax

as incentives 5.10,5.14, 5,17, 5.19, 5.22

COTPOraton tax 11.31,11.39, 11.41, 11.44
-11.45

indexation 220

personal 1113

TCROUICE 1AX TN = Ta 1Y

tax-related lending G916

Department of Agriculture
land leasing 10,27

Department of Finance

machinery and plant 7.25.7.62

tax-related lending IR N

Depreciation

evaluation of allowances T7-7022

transitional ArTENZeNICnTy N W
11.2q

Direct aids (sec also Grants)

furure rare Mmi3-ne

mncentives 3.20 -5 3]

market development 11.17

Dredging

capital allowances 723,741 -742

Efficiency, tax

effects of proposals in first report 2.1
2.26, 2.32

)

incentives 33-54

TESOCE tax 10.14 - 10.15

Employment

abroad 10.46 - 10.31

agriculture 1005, 10016

disincentives 212

cconomic development L1 -1.3 1.7 -
110, 1.13-1.19

effects of proposals in first report 2,32,
7.6

exemption of income from stallion fecs
6.24-6.25

incentives 4.6-4.7. 415 511, 8.1-8.12,
Appendix 2

leasing 9.0

manufacturing profits’ tax 614

soclal msurance contrihutions 2.6, 2,13,
2.16

Energy
incentives for conservation 1078 = 11).79,

Appendix 3

Equity

incentives 10.80

TESOUTCE tax 10,8, 10.16, 10.18
salesmen 10.45

wage/salary earners 10.55

European Economic Community

competitors 3.6

export sales” relief 6.3

farm modernisation scheme, Appa
torestry 633

wdiv 2

MCentives 3.9.5.23 Appendix ¢
mterest subsidy schemes, Appendix 3
manufacturing profits' tax 11.32

research and development 74
tax-related lending 911

Exchange rate

COmPpetitiveress 37.312.11.8
meentives A0t

Export sales’ relief

assessment 515523 527 AL -F7

description. Appendix 3

dividends 6.8, 11.32-11.33

EEC. Appendix 4

films 1. 70

future 11.27 1129

historical  development 311 611,
Appendix 2

Shannon relief  6.10

tax-relared lending 9.17,9.19

Farm buildings

capital allowances 7.23,7.32-7.33

Film industry
incentives 10,69 - 10,75

Foreign employment (see also Salesmen}

taxation 10,46 — 10.51

Foreign workers

tax incentives 212, 11.12- 1114

Free depreciation

analysis T11=-722

effect 2.6

farmers, Appendix 2

hotels 7.31, Appendix 2
industrial buildings. Appendix 2
leasing 9.14

machmery and plant 7.24, 1118, Appen-
dix 2
phased withdrawal 11.20-11.24

Gifts* and inheritances’ tax
agriculture 10,30, 10,33 -10.34
effects of proposals in first report




Grants

capital allowances 7.61 =7.63, 11.18
capital equipment 4.4

effect 2.6

employment schemes 8.11
hotels 7.3
incentives 3.20-5.3]

leasing 9.7-9.8.9.11, 914
livestock, Appendix 8

multi-storey car parks 7.37

cuthne of avatlible crane., Appendin 2
vverseds sales” personned T 44
Hotels

capital allowances R R

Incidence, tax
[STERITRIYEN +1 =415

Income tax

Abscnteenm |

Compam 220 23T e

CO-OPCTANveS t 2]

defocts ol prosent svstem 20 250 U
S,

dnvidends 1137 — 11.5n

emplovee sharcholdimus 2T -U 33

tirmers AR L N S L

mdesarion 221 =222

margnmal taxrares 200 2110 2002 2 22 10043
= L4 Tso, Toel

patents T - T

proposals i tirst report 2302922
222231

research mid development TG

TCSOUTUC [ax L 1S

stallion owners 6.22-6.23

woodlands 6.30 - 6,33

Industrial buildings

capital allowances F2372M-T7 30T 64,
1118, Appendix 2
CHETEY Conservation 1078

Industrial Development Authority
export sales” relief 6.2 - 6.3

grant schemes, Appendis 3. Appendix 4
leasing 9.8

Shannon relief 6.9

Initial allowance

capital allowanees 701 - 705

dredging 7.41

mdustrial buildings T4 - 708

machimery and plant S04 = Ted 1S,
Appendix 2

mulri-storey car parks 736

ships 7.3 Appendin 2

Institute of Taxation in Ireland
primary tund 11.41

388

Interest

loans to farmers 9.22

subsidies 3.20, 11.6, Appendix 3
tax deduction 2.34,2.07
tax-related lending 9.18

Inventors
incentives 14,67 - 10.68

Investment {see Venture capital’
avvelerated capita? wikow i s T

deprecianon ey

CCONOIINIG wruw 1o 1.4

;.‘Irirl(iL‘IIL"\ 226,04

export sales” reliet hdoa”

rarestry 6.3 -6 32634

HICCTITIves R R T U E A T Y B S e
5241121123

lreland -7
manutacturing probe” Gy fil?
rsk 2.3- 24

o

tan neutralicy PR T

Investment allowance

cvalaces AR PN I T
nuachiners and plant 17N
ships T3 - T35

Irish Bloodstoch Breeders' Association
stallions (21

Labour

substitution 4.1 8.5
taxarion 26 214
TIX exenptions 315

Land leasing (scc Agriculture)
Land tax (scc Resource rax)
Land transfer {sce Agriculturel
Livestock {scc Agriculture)

Loans to certain farmers isee Tax-related
lending)

Lorries and motor vehicles
capital allowances P23 727

Machinery and plant

capital alowances S S
=AM T2 =T 0 N Y TR 1A,
Appendix 2

17 =718, 723

Manufacturing profits’ tax
dividends I1.30 - 1138

emplovment incentive N7

tuture 6.1 61 —6.15 112721129
history S0 Appendix 2 Appendiy 3
ncidence 4.4

primary fund 11.39, 11.41
selectivity 523,528
tax-related lending 9.19
tourism 10.76

Market development 11.17

Minister for Finance
accelerated depreciation 712-714

Motor wvehicles o0 [ orrcs 0l iotul
vehieles?

Multi-storey car parks
capital allowances TN VA6 T3

National Board for Science and Tech-
nology

HIventors lin g™

research and developieni

13

National Economic and Social Council

woodlands fi A3

Neutrality, tax

efficiency 232053

retamed  and  distributed profis 20h
Y20, 11,34 - 1135

Normal depreciation

anaiysis J13-7.22

hotels 731, 1118

industrial buildings 7001118

machinery and plant F24-7200 1108
tax-related lending 914
transition 11.20-11.26

Patent rights and royalties

capital allowances 7230 747 - 751,
11.18, Appendix 2

Plant (se¢ Machinery and planr)

Primary fund A03 1039~ 1147

Productivity

competitivencess 37,047,119

earnings 11,32 - 10.56

cconomic development Pl - 1217 -
1.9

leasing 9. 1iy

Profit

detmition 6.21

distributed 2.7.2.26,92011.31 - 11,36

citect of depreciation allowances 7.16

export sales” reliet 6.2

refief 4.2, 4.4, 410
retained 270226, 9200 11,31, 11.33 -
11.36

Profit-sharing schemes  9.1,9.27.9.32,
10.2, 11.11, Appendix 2

Quarries
capital allowances 7.23.7.39 - 760

Rate of return

agriculeure 1.6

meentives JUL A5 49 - 40
REANTHTAIS 403 401

STALe INVesTnenes [

Rented accommodation
capital allowanees FARTRI-T AR T

Research and development

capital allowances T T AT A T o0
grants, Appendix 3
special allowanee A

Resource tax

agricultural lina, 1w — Dot dnl4
il - 1024
detinimon T4

Revenue Commissioners

absentecism 10,59

capiral allowances 724

emplovees working abroad 1046, 1048
direct expendirture tax 1113

film industry 10,70

free depreciation 317,719
manufacturing profits’ tax 11.32
patent rights 7.50

primary fund 11.42, 11.45

stamnp duty on agricultural land 10.32
taxation of profits 11.34

tax-related lending 9.3, 9.11

Salesmen

carnings from work done abroad 101,39 -
101,45

recruitment grants, Appendix 10

Savings

economic growth 1.4

Incentives 413 - 414, Appendix 2

taxation 24,27, 217219, 298 2.32,
7.6

Section 84 loans {sec tax-related lending)

Selectivity
neentives 33-5.6.531

Shannon relief

future 69-6.11[,11.29
history, Appendix 5
tax-related lending 9.19
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Sheltered sector

definition 1.5

employment 1.7-1.8

incentives 4.3, 4.8, 4.11, 4.15, 7.58

Ships
capital allowances 723 7.34 - 7.35,
Appendix 2

Social insurance

emplovers” contributions f15 87 1N
cmplovment 2620420 8 RS

Social security tax 2.7 2,13 7 6011 08

Stallion fees
exemption of income T4 61.622-020

Stock relief 223 Appendix 2

agriculture T30 - 1037

Subsidy

capieal mvesenene T3

coenstrucnen industry 758

cmplovment 52

housing 025 -9 20

Inferest 32009 15901 11 A Appendiv 3
labour 3200 8.3

livestock, Appendix 3

wage 8.7

Tax avoidance

CO-OpETatve $OCIees 618
export sales’ reliet 6.6

present tax svstem 22-23.28
tax-related lending 9.3

venture capital 11.16

Tax evasion
bigh marginal tax rates 2529201222

390

Tax exemptions

co-operative socleties 6.16 — 6.17, 6.20
evaluation 5.15, 5.18, 5.31

inventors 10.67 - 10.68

role 5H

stallions 6.1, 6.22 - 6.29, Appendix 2
woodlands 6.1, 6.30, Appendix 2

Tax-related lending

cvaluation 3.25,9.1-926

history, Appendis 2

housing purchase loans 2U2E

Incentive for capital 2.6, 4.4

mcidence +.11

leasing 929397915 Appendis 2

loans to farniers 9.2, 9.22 -9 24

preterence share financing Y420 uh -
Y21, Appendix 2

section 84 loans Y2 - Y U1 = w2l
1146, Appendiy 2

Toll roads and bridges

capital allowances T2 T M- T 40
Tourism

meengives 10,76 - 10 77

Unsheltered sector

defininon [
MCentives oo Tm 4.3 47 415

Value-added
cconomic growth LI-1.317-1811.4
meentives 5110614, 8.4

Venture capital

investment incentive 10.62-10.66, 11,15
-11.16

United Kingdom, Appendix 12

United States. Appendix 11

Woodlands
taxation of protits 4461, 6.30-6.33

Index to the Third Report of the Commission on Taxation —

Indirect Taxation

Agricultural Levies

definition 212-215
EREC CAP 2.014-215
MCAs 214

Alcohol

abuse B3 HT7-%12
beer (see Beer)
cider fsee Cider and perry:
costs of abuse R7 =812 Appendix 13}
cross-horder simuggling ¥ lo- 8.1
excise duties 8.1 - 8.46, Appendix 12
EEC harmonisation 6. 31-6.34
ethiciency 8.5-8.14
cquity 8.4
justificatzon 83-419
other countries 815-81¥
present svstem 8.2
rate differentiation 8.20-8.45
home-made alcohol {see Home-made alcohol)
road traffic acadents R10-811
small brewers 8.31
spirits (see Spirits)

Alumina
excise duty 12.18

Animal food stuff
VAT 5.48

Animal medicine
VAT 5.48

Balance of payments
consideration 6.14-6.17

Banks
stamp dutv (levy) 13.40

Beer
excise duty 8.28 — 8.30, Appendix 12

Betting and gambling

excise duties 1171120
card games 11.10
evasion i1 - 1116

football pools 11.10
games of chance 11.10

gaming premises and machines 1119
Justification 11.7-11.%
on/off course betting 1117 - 1118
present system 11.9-11.19
history of taxes and levies. Appendix 21
FEC Sixth Council Directive 1.

PepOrts 112-11.3
social costs 1i3-11.6
SUPTCSSIion 114

Birth/marriage/death certificates
Miscellancous fees)

RNy

Books
EEC Sixth Counal Dircativ, 5,46
VAT 345 -5.47

Bord Failte
foreign tourism revenue 3.86

Broadcasting licence fees (see Miscel-
lancous fees)

Broadly-based taxes
multi-stage 2.6

25—
single-stage 2.4

Building and associated services
VAT 5.57 - 5.67

Business charges (scc Miscellancous Fees)

Business expenses
input tax 5.90-5.96

Cascade taxes (see Broadlv-based taxcs)

Censorship of Films Act
stamp duty on fees 13.43

Cheques and bills of exchange
stamp duties 13.32-13.33

Cider and perry
excise duties, Appendix 12

Cigarettes (see also Tobacco)
EEC system of excise duty 6.31 - 6.33
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Clothes® dryers
case for excise duty 12.5

Clothing and footwear
VAT 5.37 - 5.38, Appendix 5
expenditure, Appendix 9

Cominon Agricultural Policy (CAP) 2.14
- 215, Appendix 4

Companies’ capital duty
stamp duty 1323713 3]

Companies’ registration fees
stamp duty 1343

Construction Industry Federation
stamp duty 13.7-13.14

Consular service fees

stamp dutv 13,43
Conveyances
stamp duty 1321 -13.22

Céras lompair Eireann
VAT ATT - AR

Court fees
stamp duty 13.43

Credit cards and charge cards
stamp duty 13.34- 1336

Customs’ duties
definition 211
origins, Appendix 1

Deep freezes
case for excise duty 12,5

Department of the Environment, the
motor vehicle duties 136

Department of Finance, the

adjustment of excise duties for inflation
7.4

Direct taxes

structural changes 114-1.15
Dishwashers
case for excise duty 12,5

Dog licences
excise duty 2.8, Appendix 3

Domestic heating oil
excise duty 12251226

392

Drinks’ industry

economic importance 8.13-8.14, Appen-
dix 14

taxation of alcohol 8.16

Drinks’ Industry Group ~ 8.13
cross-border smuggling of alcohol 8.16
home-made alcohol — 8.42

Driving licences (see Miscellanecus fees

EEC

Common Agricultural Policy iSee Common
Agncultural Policy)

Council of Ministers 413

General Agreement om Tarrifs and Trade
.13

own resources (see VAT, own resourcess

sixth Council Directive {see Sixth Couneil
Directive)

Treary of Rome isee Treary of Rom

[welith Counail Directive 594 - 5596

vilue-added tax 12417 3320 135

EEC Commission

harmonisation of stamp duties 13.17
harmonisation of tax svstems .31
rransinon o single rare of VAT 4.6

Electrical Industries’ Federation of Ire-
land

iilegal importation of tclevisions 12,9

Electricity
expenditure, Appendix ¥
VAT 342-5.44

Electricity Supply Board

Bord na Ména 3.4

EEC grants 3.4

fuel o1l 12,18, 12.12-12.23

Insh Nawonal Perroleum Corporation
5944

Narional Prices” Commission 344

taxation 3243-5.44

Excise duties

ad alorem rate 29%,63.72-75

adjustment for inflation 7.6~ 7,15

definition 28-29

efficiency 6.26 - 6.27

Cquity 6.24-6.235

lmportance. Appendix 11 - Annex 2

imported goods. Appendix 11

Jusnification 610~ 622

merthods of collection, Appendix 1

imscellaneous fees 217 - 2,18, Appendix 3

periods of deferment, Appendix 11 -
Annex 3

rates as at February, 1984, Appendix 11 -
Amnex 1

reduction of present level 14.2-14.14
revenue aspects 6.7-69

specific rate 29,63, 72-75
simplicity 6.28 - 6.30

structural changes 117 - 1.18

system 6.2 — 6.6, Appendix 11

Farmers
VAT 5.48 - 5.56. Appendix 5

Fee stamps 1343 - 1344

Fertilisers
VAT 348

Film censorship [sce Miscellencous fees!

Fishermen
VAT, Appendix 3

Fixtures and fittings
VAT 3.660

Food
VAT 5.33 - 5300 Appendiv B
expenditure. Appendix 9

Footwear (sce Clothing and tootwear,

Foreign tourism
revenue 3.86—5.89

Foreign travel
taxation 12.15-12.17

Forklift trucks

motor vehicle duties 10.28, Appendix 20
Fuel oil
excise duty 12,18 -12.24

Gambling (Sce Betting and gambling)

Gaming licences
excise duey 2.4

Goods vehicles _
Motor vehicle duties 10.37 - 10.39,
Appendix 20

Gramophone records

excise duty 12.2-12.11
Greyhounds

betting dury 11.18 L
VAT exemption on supply 373

Home-made alcohol
excse duty 8.37-8.43

Horses )
VAT exemption on supply 3.75

Household expenditure
analysis of goods and services, Appendix 9

Hydrocarbon oil

excise duty, Appendix 18

excise duty on oils not used 1 road
vehicles 12.18-12.26

transport 10.8 - 10.19

VAT, Appendix 5

indirect taxation

administrative costs 310
comphiance costs 3T

definition 1.2

ethiciency 33-39

equity 32

nternational constraints ER B
jastification 13- 101

simplicity 310

structural changes 1i2 -y

Industrial oil
exaase duty 12200 1224

Inspection fees {Sec Miscellaneous tees;

Insurance transactions
stamp dury 13.41-13.42

International System of Tax Classifica-
tion, Appendix 2

Irish Hospitals’ Sweepstakes
stamp duty 13.18-13.39

Irish National Bookmakers’ Association |
evasion of bettng duty 11.11

Irish Tobacco Industry, Appendix 17

Joint Committee of the Secondary Legislanon

|
|
|
Irish Tobacco Manufacturers ‘

of the European Communitics 6.33 |

Irish Tobacco Manufacturers’ Advisory
Committee ‘
social costs of smoking  9.10 |

Law Society of Ireland
stamp duty 13.8-13.9

Life insurance
stamp duty on policies 13,37

Liquefied petroleumn gas (LPG) 10,8 -
10.9, 10,16 - 10.17

Luxury goods
case for higher VAT rates 5.27, 6.18 -
.20
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Matches and mechanical lighters
excise duty 12,12 -12.14

Mineral oils
EEC harmonisation of excise dutics 6.34

Minister for Finance
bloodstock and greyhound industries
5.73
farming inpurs 55
1
1

foreien trave] 1213
hvdrocarbon <l t2qu

video plavers (13
Miscellaneous fees 217 - 218

Monetary  Compensatory  Amounts

(MCAs)
definition 24
development, Appendiv 4
erfects, Appendin 4

Money lending

exaise dury R

Motor cycles

excise duty, Appendix 19

motor  vetude  dunes,
Appendix 2

JUL 30100 3y,

Motor vehicles
excise duty, Appendix 19

Motor vehicles duties, Appendix 20
definition 218
engins, Appendix 1

Multi-stage taxes (sec Broadlv-hased taxes)

Narrowly-based taxes
types 2.7-2.14

National Prices’ Commission
clectricity 5.4

Oral medicine
expenditure, Appendix 9
VAT 539 - 541

Passenger transport
expenditure, Appendix 9

VAT exemption 5.77 - 583

Passports
stamp duey 13.43

Plants and seeds

VAT 3.48
Pollution
taxation 6.12

394

‘Preftrick’, the 13.25

Private cars

excise duty 10.21 - 10.23, Appendix 19

motor  vehicle  duties 10.27-10.46,
Appendix 20

Promissory notes
stamp duty 13.32-13.33

Property taxes
structural clianges (AR
Public records’ fees

stamp Juty 13,43

Public Service vehicles
motor vehicle duties 100 41

Racing Board, the
evasion of bettng duty 112

Radio Telefis Eireann
hroadeasting heence foes 247

Rates
Orgms. Appendix |

Refigerators
case for exaise duty 12,5

Rented accommodation
Sixth Counctl Directive 3.68
VAT 2.68 ~3.70

Revenue Commissioners, the
alcohol 8.21-8.23
beer 8.29

betting dury 11.13
inflation 714

perfume 8.34

single rate of VAT 14.3
stamp duties 13.10
tobacco products 9.7
VAT 5.3.5.9.521. 5. 40

Sales tax, Appendix 8
Searches (sce Miscellanecus fees)

Seed and plants
VAT 3.48

Single stage taxes (sce Broadlv-based taxes)

Sixth EEC Council Directive

books {see Books)

cheques and bills of exchange 1332 -
13.33

description .17

impact in Ireland +33-4 35

e i < 2t e i [

rented accommodation (see Rented accom-
modation}

restrictions and limitations for Ireland
5.71-5.84

transitional provisions, Appendix 6

Small brewers

rebate of excise duty - 8.31
Smuggling

aleahal Nolh - XY

tuel mnn

televisions 1260129

Spirits

excise duty B.32 - 8.36, Appendix 12

Sporting events
VAT exemption on admission 374

Stamp duties

abolition 1415 -1421
adomistrative costs 13, 1
backeround 132

case 13.3

compliance costs 1311
definttion 215

EEC 1317

etheiency 13141310

equiey 1312 -13.13

furure 13.18

incidence 13.5-136

Qrigms. Appendix {

present system 13.19 - 13.20. Appendix
22

receipts, Appendix 23

Stocks and shares
stamp ducy 13.23-13.26

Table waters
exeise duty B4 - 845

Taxis
moror vehicle duties 10,28, Appendix 20

Telecommunications® services
household expenditure, Appendix ¥
VAT exemption 376

Telephones
case for excise duev 125

Televisions
cross-border smuggling 126-129
excise durey 12.2-12.11

Tobacco

excise duty 2.1 =925 Appendix 16
ethciency 9.6-9.10
equity 9.3

justification 9.3-6.13

other countries  9.11-6.12

present system 9.2, Appendix 16

rate differentiation  9.14 - %.24
health consequences of smoking 9.4
growth of smoking, Appendix 15
socia] costs of smoking  9.6-9.7

Tobacco Industry

CLONONTI HINPOTLANG ERA AL
Tourism
purchase of goods, Appendix 10
Tractors
motor vehicle dunes [ys
Transport
excise duey 10.F = 10310 Appendhx 19
revenue collecred 102
wstfication of special rate M3 — 107
LTSt registration fegs, Appendix 21t

E:()Udh' vehicles Lin 24
hydrocarbon oil (see Hydrocarbon oil)
lead in petrol 10,15
liguetied petroleum gas (see Liquened Pet-
roleunt (as
motor vehicke duties (road tax) 10.27 -
1046, Appendix 20
exempt vehicles 10.41 = 10.46
forklift trucks {see Forklift trucks)
goods” vehicles (see Goods™ vehicles)
motor cyeles fsee Motor cvcles)
private cars (sec Private cars)
public service vehicles (see Public Service
vehicles)
taxis (see Taxis}
parts and accessories 10.23 - 10.26
rebates for fuel used in passenger service
119
Road Fund 16147 — 10,50
smuggling of fuel 10,11
vehicles used by invalids 101,42 - 1044

Travel agents
journeys within the EEC 5.84

Treaty of Rome
Article 93, 6.33

Tyres
excise duty. Appendix 19

United Nations’ Systemn of National
Accounts 218

Vacuum Cleaners
case for excise duty 123
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Value-added tax
administrative costs, Appendix 5
advantages 4,18 -4.23
base-from-base method 4.7-48
books (see Books)
broadening of tax base  5.31 -5.97
changes since introduction, Appendix 3 —
Annex |
clothing and footwear (see Clothing and foot-
wear)
comparison with sale
compllanee wosts
defininon 4.2
development, Appendix 3
EEC (sce EEC
efficiency 5.29-5 3
cquiry 3 13-35.28
consumprion 314 =517
higher rate 5.27 - 3.2%
NegAtve HCoIme tay 2,23
single rare 314
2010 rate 322-52
evasion 421 - 423
evolution. Appendix
exemplon 3.29-554
expenditure at present rares 143
farmers {see Farmers)
fisherman (sce Fishermen)
foed {see Foold:

4250

s lan
35-23.
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future  4.32

incidence  5.18 -5.2]

inequities and anomalies 5.9-5.12

inflation  4.24

methods 43-46

operation 4.7-41

oral medicinc (see Oral medicine)

own resources, Appendix 7, Appendix 7 -
Annex 1

present system, Appendin 3

rafe structure 54-512

Lx=trom-tax nicthod 1Y —4 00

transinon tw single rawe (RIS R

zerg-rating 5.32-534

Veterinary surgeons

VAT 348

Video players

excise duey G312 21201
Visas

staamp duny 13,43

Washing machines

case tor excise duty 123
Wine
wauise duty. APPendx 12

e

Special Taxation

Administrative costs
environmental taxes T23—T 0%
local income tax 315

Agricultural land

tarm tax 327 -5
local property rax 326 - 533
rages 300

Charges for specific services
miposinon ot LI PR IR I e

Charitable donations

taxaton 9.23 -9 3

Charities

capital acquistions tax Y024, 9.0,
capital gains tax 9.8

convenants 911~ G.12

definition 9.3-94.920-922
MCOMe tax 43-96,924-928
indirect taxcs 99,917, 49.36 -~ 9.38

mvestment income 9.33

size of charitv sector 9.2

taxarion of charitable donations G923 —
9.30

tax credit on dividends 9.18
trading mecome 931-934

Compliance costs

local income tax 313
local motor vehicle duties 1.9
Covenants

chanitable purposes  9.10-9.12. 9. 16

Department of the Environment, the
equalisation of local raxes .18

level of local raxation 1.9

local motor vehicle duties 1.8
pollution charges 7.2

unit of local taxation 1.13

Derelict sites

raxation F2T -7 M
Efficiency

local taxation 112
property taxes 3.24

Environment

taxation T-724

Equity

local taxation 111

PrOperty taxes 3.5-3.8,5.28

Expenditure tax
charitable donations 9.29 - 930

Externalities
taNation 2T 713

Farm tax 327528

Gas
rovalties 8.9
raxaton 87812

Grants
central government L1 1 th=119,
level 22-23%

Industrial and commercial property
local property tax 522 -325
rates 23522

Local authorities

accountability 1.15

central government grants Lio-1.1
charges 1.2

mcome 23

local motor vehicle duties 4.7

local sales tax 4.2-43 4.3

SErvices 1.5-17

valuations 3.15

Local government

reasons for 1.2
revenue 19214 543

Local income tax

admunistration 3.2-335
company profits 3.19
investment income 317 -318

PAYE J20-321
residence J1-316
types 36-39

Index to the Fourth Report of the Commission on Taxation —

1.24
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Local indirect tax
motor vehicle duties 4.7-49
sales tax 4.1-46

Local property tax

historical background 5.2-5.6

industrial and commercial property  5.22
-5.25

justitication 5.7-5.9

land 5.26-5.31

liabiliey 333

GTI g INerest 507 A0

national property tax 01603

paviment 534 =530

real property 532

relief for low incomes 5.37-5.42

rented residential property. 520 -52]

valuations 5.11-514

Local taxation
case for 11 1A-1.8 1.24

criterna Lin—1.13
level 24-210
share of gross domestic product 344

Mineral development
oft-shore operations 8.7 - 4.38
on-shore operations B39 - 4]

Mortgage interest
local property tax 5.17-5.19
residential property tax 6.4 -6.5

Natural resources
development B1-82 835-8+6
taxation 83-8.4

Qil

1985 policy statement 8.11
rovalties 8.8-89
taxation 8.7, 8.12

398

Pollution
control 712-7.13
taxation 7.14-7.23

Rates

agricultural land 2.3,5.26
criticisms 53-54,534

historical background 5.2

industrial and commercial properry 2.3
5.23

local authority tenanrs 5.21

mOortgage interest 217

Rented residential property
local property tax 320-35.21

Residential property tax

CIIICISIMS 6.4-6.13

introduction 3.2

MOrtgage Interest 317

valuations ERE

Ring fence

off-shore mineral development 413 -
8.23. 8.43

Royalties

basis 8.28 - 8.36

corperation tax ~ 8.38

natural resources 8.1 -84 82 827,

8.47
1985 policy statement B.11
1973 policy statement 8.8-8.10
rate structure 8.37

Waiver schemes
local property tax

n
(%]
3
|
w
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Administration

Administrative Costs

informing taxpavers 1.4

statf training 14

Appeals

AgAINST dSSCsSIment 43-416.72

Appeal Commissioners 415, 7.3-7 4. 7.14
tackloyg 4 -4

to court Ta-702

o camera 7AL-712

legislation +12 4th

munbers 17

rights of taxpavers 13-714
Appeals procedure
inadequacies 1.15

Assessment procedures

appeals {see Appeals)

existing svstem 13-456
sclt-assessment (see Sel-assessment)

Capital gains and capital acquisitions
collection procedures, Appendix 5
self-assessment 463 - 467 6.30
withholding rax 3.26-5.32

Central Bank of Ireland
informauon powers of the Revenue Com-
Missioners 1247, 12,51

Compliance costs

collection agents L4 100113

compensation 8.7

cffecrs of Commission’s propoesals 8.3 -
8.6

financial costs 8.8-8.11
mtormation returns 12,34
VAT 8.9

United Kingdom (see United Kingdom

Construction Industry Federation
tax deduction scheme 5.33-5.420 Appen-

div 1

Corporation tax

collection procedures. Appendix 6

maimntenance and preservation ol records,
Appendix 4

County registrars/sheriffs

Diepartment of Justice (see Department of Jus-
e

duties and description 13.28. Appendix 7

enforcement of  estimated  certificates
1531 - 1533

level of tax collection 15.29-15.33

Minsster for Finanee {see Manister for Finance:

Revenue Commissioners (see Revenue Com-
ITHSSIONCTS )

summary diseraing 13,24, 15351

Customs and excise duties
appeal procedures 1911 =199

customs  clearance  procedures 1y 20 -
1028
enfarcement and penalties 19,29 — 19,47,

Appendix 12
legislation 19.6— 19. 1t Appendix 11
organisation and procedures,  Appendix 10
periods of deferment, Appendix 10 — Annex 1
United Kingdom (see United Kingdom)

Department of Finance, the

communication with the Revenue Com-
missioners 116

direct expenditure tax 17.11

legistation 26-27

mobiliey of statt with the Revenue Com-
missioners {sce Staff mobility)

technical  advisory  committee on  legis-
lation 217

Department of Justice, the
enforcement proceedings 13.36

Department of the Public Service, the

Board of the Revenue Commissioners
3.30

central enquiry office 816

stafl mobiliny 223

Direct expenditure tax
{See Tax. direct expenditure}

Director of Public Prosecutions, the
crimmnal oftences reladng 1o taxation
14.36
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Finance bills
establishment of technical finance bills
212

Income distribution effects of Com-
mission’s proposals 2118 -21.27

equity  21.21-21.27

incidence 21.19 - 21.20

Information powers of the Revenue
Cominissioners

banks butldine socicties (Y44 - i1 55

comphiance costs 1259

CONSIruction mdustry sub-contractors’
scheme 12.13

COTpOrATIon Tax 1251212

INCOme tax 125-1212

INSUrANCE COUITPAICs 12.26

interrational exchange of intormarion
12,60 -12.62

Mimister for Finance [see Minbnr tor Fua

obligation o keep records 12.63 126

PAYE 1213

POWCT ot enory inspoction ul revords
120612 26

power o obrun intormation ahout named
faANpPavers 12,36 - 12,40

power to obtaimmtormacon about tax avond-
ance 1241 -12.43

power 1o scearch persons 1232 — 1233

power to search premises P20 1227 -
123

principles 122-123

scepe 12.4

Institute of Freight Forwarders of Ireland
VAT on impeorts 18.37

Institute of Taxation
Revenue preference in tax debrs 16.19
self-assessment +4.36

Irish Buildings Societies” Association
information powers of the Revenue Com-
MISSIONCTS 12,32

Irish Congress of Trade Unions
tax avoidance 11.22

Irish Institute of Credit Management
Revenue preterence in tax debts 16.9,
16,18

Irish Tax Officials’ Union
central enquiry othce 5.16
self-assessment 1.38

Joint OQireachtas Committee on Fiscal
Affairs 215 320

400

Judiciary
Revenue practice on members’ expenses
3.21-3.26

Legislation
clarity 1.13
dissatisfaction 2.4 - 2.10
improving 211-227
advance publication of draft legislation

214

apponoment of Jornt Credchitas Connsgi-
ree om Frecel Atraes 215

comsolidanion of existing legnlaion
225-227

permanent review hods 221-222

statt mobiliey 223-224

techmeal advisery commirree R TR
220

technical finance bill 212213

iitial appearance 22-23

Minister for Finance

county registrars sheritts 1
POWETs 1O sedIeh preiniacs

Lax avondanee [
rax evasion 14— 12

—

e

Motor vehicle duties

collecnion by An Pose 20013 — 20 1A

costs of prosent administranon RO

cvasion 2017 — 20.26

bnkage with insurance premuums A3 -
20.12

number of rates 2103

Office of the Collector General 15,17
-15.20

Qireachtas

Joint Committee on Fiscal Affairs (see Joine
Committee on Fiscal Aftairs)

Revenue pracuce on members’ expenses
321-326

Ombudsman
customs and cxcise appeals 19.36
maladmynistratzon 5.28

Parliamentary questions (see Taxpaver
assistance)

PAYE

collection procedures, Appendix 3

ettects of Commission s proposals 61—
613

maintenance and  preservanon of records,

Appendix 4

non-cumulation 6,15 -6.23
present system 6.2 =610, Appendix 2
selt-assessment 6,24 —6.30

‘Phoenix syndrome’ 16.36 - 16.46
United Kingdom {see United Kingdom)

Present system of tax administration
broad impressions 15-19
CTITICISINS Lio=-1.16

simplification 1.17-1.19

Public Accounts Committee
Revenue diseretion A14-313

Revenue Commissioners, the

ASSCNNITIONL Appeais R E N
hack-duty seeclements 1314

Buard 327 - 331

care and mamgement’ 26

collecuon of interest on overdue tax EE

contmunicaton  wirh e Departmens of
Finance 116

COLTEY PUgsirars $aorirs HEI

crinnndl proceadings for s orfene-
14,32

CUstomis dnid cxoiae legintatiom T
custonts ad cneise scisares 195 2
direct expenditure tax Lol
entorcement of paviment 1346

IOrIAton powers sce Information pewers
ol the Revenue Conimissioners;

s lation ERY

moniliry of statt with the Department ot
Finance {sce Staft mobility

parliamentary gquestions 8.27

PAYE 6.8, 610
penaltics 138

preferental status as creditor 1616 —
16 35

residential property tax 4.2%

Revenue discretion 314-318

tax avoidance 11.23

rax collection 13.17. 1319

tax evasion 1031026, 13.22

technical advisory  committee on legis-
latign 218

technical finance bills 212

VAT 13.5

VAT onimports 1838

VAT registration 18.49

withholding taxes 5.4

Revenue effects of our proposals,
Appendix 13

hasis of estimates 2Mol5 - 2100

income distribution ettects isee lncome distri-
bution eftecrs:

tminyg 214

Revenue practice

advance rulmgs 3Y-311

[SIGINEIIN Ja-3n

expenses meurred by fudiciary (see Judiciary)

expenses incurred by TDs and Senators (see
Oireachras)

present postion 32-34

Revenue Commissioners’ discretion 312
-3.20

Self-assessment

advantages and disadvantages 433-4.39

basis 440 - 4.4]

capital gains and capital acquisitions (see Capi-
tal gains and capital acquisitions)

comiplance 44— 332 AN -
TSR TTTIE [ I I

cuxperience m Ireland 420 45
mam features 422 - 423

PAYE (see PAYES

PAVITICNL ATTANZCIIICNTS 453 - 454
residennal property iy 127 -3y
return torms 442448, 453
revenue eltects 01 =462

sustetins 51 othe: cauntries .19 - 1.2

Unnired Kingdont coe Coeed Kingdonn
Untted States of Amenica ssee United States
Al Aamerica

Solicitor enforcement of debt collection,
Appendix ¥

Staff mobility 223-224

Tax avoidance

ant-avordance, transfer of assers abroad,
Appendix 3

werdence 1P3-11.4

Irish Congress of Trade Unions fsee Irish
Congress of Trade Unions)

Judicial attitudes 18— 1111

fegislative atritudes 11.12-11.26

Mirmister for Finance (see Minister for Finanee)

otficial artitudes 11.5-11.7

Revenue Comnussioners {see Revenue Com-
IMISSIONCTS)

Unired Kingdon {see United Kingdom;

Tax collection and enforcement of pay-
ment

collection svstem 15.6-15.22

compliance 15.10-15.16

county  registrars/sheriffs  (sce County
registrars/sheriffs)

COUTt recovery actien 13.23-15.26

deferred pavment of arrears 16.6

detenioration .14

entorcement proceedings 15.23-15.37

instalment  arrangements for pavment of
arrcars 163 =165, 16.7 =16 10

mvolvement of local tax offices 15.22

Trish Institute of Credit Management {see Irish
nstitute of Credie Management)

Mintster tor Fimance (see Minister for Finanee)

problems  and  deficiencwes of  present
svstem 132 —13.5. 1338 —13.39
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proposed enforcement structure 1540 —
15.68

Revenue Commissioners (see Revenue Com-

missioners)

United Kingdom {see United Kingdom)

United States of America (see United States

of America)

write-off of unpaid tax and mterest 16.11
- 14.15

Tax, direct expenditure

ASSCSSIICHT 175 — [0 10

collecnion ol — 1505

savings” reliet’ 1725173
rreatment of assets 17.16 -17.24
United Kingdon isee United Kingdom;

Tax evasion

administrative data 1017 — 101,27

ant-evasion campaign 10.3-10.12

entorcenient activitics Tois — Jo 27

Minuster for Finance isee Manister tor Finance.

preventative measures 10,28 - 1032

public perceptions 92-96

Revenue Commussioners fsee Revenue Conge
IMISS10NCTS )

United Kingdom (see United Kingdom)

United States of America isee United States
of America)

Tax offences and penalties

appeals 1426 -14.27

back-duty settlerncents 13131320

crimunal oftences 14.29 - 1436

default 147 -11.18

Director of Public Proscuctions {see Director
of Public Prosecutions)

failure to notify chargeability 14.23 -
14.25

farllure to submit returns 14.19 - 1422

imposition of penaltics 13.7-13.12

Inconsistency of present svstem 13.25 -
13.29

mitigation of penaltics 14.28

objectives of revised svstem 145 - 140

present range 13.2-13.6

publication of names of detaulters 13.2t -
13.24

Revenue Commissioncrs {s¢¢ Revenue Con-
MI$S10NETS)

United Kingdom (sce United Kingdom)

Taxpayer assistance 8.12-8.28

central enquiry office BRI -819

parlinmentary questions 826 - §.28

simplification ot forms and publications
H 20— 825
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United Kingdom
back-duty settlements 13.18
collection enforcement 15.41, 15.64

costs and benefits of VAT 8.9, 18.11 -
18.12
customs and excise legislation 19.7

cxpenditure tax 17.3-17.5,17.16-17.17
motor vehicle duty 20.18, 20.20
‘phoenix syndrome’ 16.42

Revenue preference 1625 16.27 - 16.28

scarch of persons 12,33

search of premuses 12 30
selt-assessment 4 44

tax avorlance PLob 12,41

tax cvasion 11,13

tax otfences and penalties 146
taxpavers complianee 1514

United States of America

collection enforcement 1541, 1~ fu

retention of documents for t purposes
12651267

selt-assessiment

LIN Cvasion

£20- 4210458, 6.2
Tl = T

University College, Dublin

(AN CVAsSIOn K

Value-added Tax

accounting 18.2

collection procedures, Appendix 6, Appendix
6 — Annex 1

EEC Sixth Council Directive 18.9

imports 18.20 - 18.39, Appendix 9

maintenance and preservation of records.
Appendix 4

registranon

returns 1.13

second-hand goods 18.33 - 18.37

United Kingdom (see United Kingdom)

18,40 — 18.32

Withholding taxes
Construction Industry tax deduction scheme
{scc Construction Industry tax deducnon

scheme)
extension to other areas 343545
income subject to withholding 5.8

Working Party on Simplified Accounts
VAT 1813




