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Country-by-country reporting: An assessment 
of its objective and scope 

 

Monique Longhorn1, Mia Rahim2 and Kerrie Sadiq3 

 

 

Abstract 
Australia has recently introduced what is known as country-by-country (CbC) reporting.  CbC reporting will  require certain 
multinationals to provide reports to the Australian Tax Office outlining their global financial activities.  The introduction of 
CbC reporting is a result of the OECD�¶s recommendations on Action 13 of the Base Erosion and Profit Shifting program.  
Despite its introduction, civil  society groups, international organisations and businesses lack consensus as to the objective 
and scope of CbC reporting.  



 

 

eJournal of Tax Research Country-by-country reporting: An assessment of its objective and scope 

2 

 

 

1. I



 

 

eJournal of Tax Research Country-by-country reporting: An assessment of its objective and scope 



 

 

eJournal of Tax Research Country-by-country reporting: An assessment of its objective and scope 

4 

 

 

financial performance figures (apportioned between third party and intra-firm), certain 
financial position figures (such as fixed assets), and detailed tax charges (including 
actual tax paid and deferred tax liabilities), all on an individual country basis (Murphy, 
2009).  �0�X�U�S�K�\�¶�V influence in both the UK and globally can be seen in subsequent 
legislative enactments. 

In March 2011 Caroline Lucas, leader of the UK Green Party, introduced the Tax and 
Financial Transparency Bill  into the House of Commons, which under Clause 3 would 
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Beyond the UK, wider acceptance of CbC reporting as a useful tool can be seen in 
consultations as early as 2010, such as that conducted by the European Commission.  
From 26 October 2010 to 22 December 2010, the European Union conducted a public 
consultation to gather stakeholders�¶ opinions on CbC reporting for large companies 
operating internationally 



 

 

eJournal of Tax Research Country-by-country reporting: An assessment of its objective and scope 

6 

 

 

The first pillar enables stakeholders in resource-rich countries to make informed 
decisions concerning whether or not to extract and associated extraction rights, in 
addition to influencing and examining the terms and conditions of extraction contracts 
established between extractive companies and local governments (PWYP, 2012).  The 
second pillar is the �F�R�D�O�L�W�L�R�Q�¶�V founding objective concerning revenue transparency, as 
discussed above.  Primarily through budget monitoring, the third pillar achieves 
accountability from extractive companies and governments to ensure the revenues 
generated from natural resources benefit the local citizens (PWYP, 2012).  The fourth 
�S�L�O�O�D�U�� �L�V�� �D�L�P�H�G�� �D�W�� �3�X�E�O�L�V�K�� �:�K�D�W�� �<�R�X�� �3�D�\�¶�V�� �R�Z�Q�� �J�R�Y�H�U�Q�D�Q�F�H�� �D�Q�G�� �D�F�F�R�X�Q�W�D�E�L�O�L�W�\��
(PWYP, 2012).  The coalition campaigns for these four pillars to be considered in the 
development of international regulation

re
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commonly recognised as part of the commercial development of oil, natural gas, or 
minerals.  The Act requires extractive companies to report any payment of 
US$100 000 or more made on every individual project they operate (SEC, 2012).  
Adopted into United States federal law in July 2010, the Act does not represent a 
comprehensive version of CbC reporting as it is only demands oil, gas and mining 
companies to disclose payments made to United States and foreign governments.  
However, due to 
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investors that is too important to be left to voluntarism.  The authors ultimately found 
the Board is hindered in its objective of serving the public interest as it �µdoes not 
straightforwardly apply its principles.  It is unable
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(European Commission, 2016).  Despite opposition from businesses, which preferred 
the adoption of a narrow approach to CbC reporting by following the OECD/G20 
BEPS Action Plan to disclose only to tax authorities, the current proposal goes much 
further. 

3.4 Accountability  of corporates 

A recent discussion paper by Fuest et al (2014) considers the adequacy of CbC 
reporting to address profit shifting and tax avoidance by multinational entities.  Fuest 
et al (2014) present a comprehensive version of CbC reporting for analysis, including 
disclosures on a multinational 
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literature in that it is one of few studies to consider information disclosures 
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could serve as a useful and efficient tool to identify profit-shifting activities by 
multinational entities, with some studies suggesting alternative recommendations 
primarily relating to tax legislation reform.  Furthermore, whilst some studies referred 
to the benefits of public disclosure, others argued for confidential disclosures to tax 
administrations.  Whilst the studies commonly highlighted concerns for �µinformation 
overload�¶��and potential misuse of information, these concerns were disregarded by 
some authors on the basis of the perceived knowledge levels of2oad
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As functionalist economic theories, they concentrate on financial stakeholders and 
market outcomes.  They do not consider the social responsibility practices of 
multinational entities (Gray, Kouhy and Lavers, 1995).  Therefore, in this article, the 
focus is on social and political theories such as legitimacy theory, stakeholder theory, 
and new governance theory.  These theories provide more interesting and insightful 
perspectives on the depth of CbC reporting.  Essentially they underpin the idea that 
CbC reporting should respond to societal expectations.  This article looks at 
stakeholder theory in particular to explain the reasons why and how multinational 
entities should use CbC reporting for disclosure.  In this section, the article discusses 
the main principles of stakeholder theory and links it to the normative explanation of 
the objectives and scope of CbC reporting. 

The manner in which corporations communicate with broader society has changed.  
Industrial structures and economic relationships are different now than in the past.  
Business entities and political bodies are compelled by the community

.   m o r e.   m o r e to t o t o m o r e  a t
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Customers are concerned with product quality, potential associated health impacts, 
and the manufacturing process including information on how and where products are 
produced and under what working conditions (UN Conference on Trade and 
Development, 2008).  Suppliers are concerned with the financial performance of a 
corporation to the extent the latter is able to repay outstanding credit amounts and 
continue the requisition of goods and/or services.  Suppliers may also utilise 
information concerning a �F�R�U�S�R�U�D�W�L�R�Q�¶�V reputation to make informed decisions as to 
whom they should supply to and consequently be associated with.  Local communities 
are concerned with a �F�R�U�S�R�U�D�W�L�R�Q�¶�V impact on jobs, contributions to the tax base and on 
other local businesses (eg, through local business connections and influence on local 
remuneration rates) in addition to local health, safety and security risks and how 
community complaints are processed (UN Conference on Trade and Development, 
2008). 

to
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The core differences between the formats prepared by the TJN and the OECD relate to 
the dissemination of the report and the reporting location.  The table below provides a 
synopsis of the differences in these two CbC reporting formats. 

 
Table 1: TJN and OECD CbC Reporting Templates 

Template Sector Dissemination  Compulsory/
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multinational �H�Q�W�L�W�\�¶�V sales were identified as originating from a politically unstable or 
generally risky jurisdiction, an investor may question the probability of the income 
�V�W�U�H�D�P�¶�V continuance. 

Sales data is also relevant in reference to any purchases information to be disclosed.  
Notably, the OECD proposal does not suggest multinational entities disclose any 
purchase data, whilst the TJN proposes both third party and intra-group purchases be 
disclosed.  Purchase information, apportioned between third party and intra-firm, may 
increase the decision usefulness of the report 
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Furthermore, the detailed disclosure of tax charges applicable to individual countries 
enables investors to better assess the potential impact of the reversal of deferred taxes 
on future cash flows, in addition to the extent to which deferred taxes are used as a 
source of finance in each jurisdiction.  CbC reporting would enable investors to assess 
the sustainability of tax rates by determining if  a �F�R�U�S�R�U�D�W�L�R�Q�V�¶ reported tax rate was 
dependent upon basing activities in secrecy jurisdictions (ie tax havens) (Murphy, 
2009).  This would also influence an �L�Q�Y�H�V�W�R�U�¶�V perception of share value due to the 
use of after tax earnings in common valuation ratios.  The disclosure of taxes paid to 
governments, on a cash basis as suggested
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on this 
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A comparative analysis of Australian and 
Hong Kong retirement systems 

 

Christopher Strano1 and Dale Pinto2 

 

 

Abstract 
�,�Q�� �W�K�H�� �G�H�Y�H�O�R�S�H�G�� �Z�R�U�O�G���� �W�K�H�U�H�� �F�R�P�H�V�� �D�� �S�R�L�Q�W�� �L�Q�� �D�� �S�H�U�V�R�Q�¶�V�� �O�L�I�H�� �Z�K�H�Q�� �L�W�� �L�V�� �V�R�F�L�D�O�O�\�� �D�F�F�H�S�W�H�G�� �W�K�D�W�� �W�K�H�\�� �V�K�R�X�O�G�� �Q�R�� �O�R�Q�J�H�U�� �E�H��
required to earn an income through personal exertion �²  generally quantitatively determined by their age. 
The level of support an older person receives is often correlated with the economic stability of the jurisdiction in which they 
reside.  This support can range from basic services through to modest level pensions and healthcare.  All support is funded by 
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1. INTRODUCTION  

The World Bank has played an integral part in worldwide pension systems over the 
past 30 years.  The major focus initially was on social security support for older 
people, which became an issue predominately due to a global aging population.  
However, this issue was exacerbated by deficiencies in traditional government and 
employment-linked retirement plans, as well as changing work patterns resulting in a 
lack of job stability, and local and international labour migration.  A weakening of 
communities and family-based arrangements also contributed.7 

�7�K�H���:�R�U�O�G���%�D�Q�N�¶�V���H�[�S�H�U�L�H�Q�F�H���O�H�G���W�K�H�P���L�Q�W�R���U�H�V�H�D�U�F�K���R�Q���Z�K�D�W���Z�D�V���T�X�L�F�N�O�\���E�H�F�R�P�L�Q�J��
an old age crisis by the mid-1990s; subsequently releasing a report, Averting the Old 
Age Crisis.  Their agenda was a focus on the refinement of pension systems, by 
establishing key principles and concepts, to accommodate diverse populations and 
mitigate the financial risks associated with the older generation.8 

The World Bank identified that the expected significant growth in individuals over age 
60 around the world would put major strains on global healthcare and financial 
security.  They noted that the economic affect was not restricted to older people, but 
extended to all age groups.  While the growth in population and ensuing economic 
stresses was anticipated to be greater in developing countries, particularly Asia and 
specifically China, developed countries faced the same problems.9
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�7�K�H�� �:�R�U�O�G�� �%�D�Q�N�¶�V�� �L�Q�Y�R�O�Y�H�P�H�Q�W�� �L�Q�� �S�H�Q�V�L�R�Q�� �V�\�V�W�H�P�V�� �G�L�G�Q�¶�W�� �V�W�R�S�� �W�K�H�U�H.  In 2005, they 
released a report, Old Age Income Support in the 21st Century: An International 
Perspective on Pension Systems and Reform.  Through involvement with policy 
makers and pension experts during implementation of pension reform, this 2005 report 
extended the three-pillar system to a five-pillar system.  The addition of a zero, basic, 
pillar to deal more explicitly with the poverty objective and a non-financial fourth-
pillar consisting of access to support and social programs, healthcare and housing.  
This inclusion of both a zero and a fourth pillar did not result from flaws in the three-
pillar approach, but rather to further strengthen the overall pension framework.11 

Ultimately, the World Bank has made it clear that the five-pillar pension system 
should be utilised as a benchmark, not a blueprint.  The experience of the World Bank 
and its intimate involvement in pension reform has identified widely varied 
circumstances across numerous jurisdictions around the world.  It recognises many 
differing starting points, objectives and economic circumstances.  For this reason, the 
five-pillar system has intentionally been created as a flexible benchmark and guide for 
pension reform, rather than a prescriptive model that would define or limit possible 
alternatives.12 

�:�K�H�Q�� �W�K�H�� �:�R�U�O�G�� �%�D�Q�N�¶s first report was released in the mid-90s, recommending a 
three-�S�L�O�O�D�U���S�H�Q�V�L�R�Q���V�\�V�W�H�P�����+�R�Q�J���.�R�Q�J�¶�V���S�H�Q�V�L�R�Q���V�\�V�W�H�P���D�O�U�H�D�G�\���F�R�Q�V�L�V�W�H�G���R�I���W�Z�R���R�I��
the three pillars: a social security scheme and a voluntary personal savings plan.  
�&�R�Q�V�L�G�H�U�D�W�L�R�Q���Z�D�V���J�L�Y�H�Q���W�R���+�R�Q�J���.�R�Q�J�¶�V���S�R�S�X�O�D�W�L�R�Q���D�Q�G���V�D�Y�L�Q�J�V���K�D�E�L�W�V���D�Q�G�����V�H�H�L�Q�J���L�W��
as a good fit, they immediately began the process of implementation of the third pillar 
�²  a mandatory employment-related contribution system �²  The Mandatory Provident 
Fund system, which began operation in December 2000.13
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2. COMPARING AUSTRALIA AND HONG KONG AGAINST THE WORL D BANK 

CONCEPTUAL F RAMEWORK  

The first pillar, the non-contributory �µZero Pillar�¶, has the primary objective of 
alleviating poverty.  It achieves a minimal level of protection for the elderly by 
providing basic income support.  Non-contributory refers to the fact that eligibility for 
old age pension payments is not determined by any form of pre-retirement 
contributions made by the recipient.  Instead, the Zero Pillar is structured to support 
residents with low lifetime incomes, including those with limited participation in the 
formal economy.19 

Hong Kong has three non-contributory Zero Pillar social security income support 
payments to older residents.  The first is the Comprehensive Social Security Assistance 
(CSSA) Scheme, a means tested payment of up to HK$3,200 per month providing 



 

 

eJournal of Tax Research A comparative analysis of Australian and Hong Kong retirement systems 

38 

 

 

eligible for the part-age pension (and some DVA pensions); specifically those with a 
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�$�V�� �Z�L�W�K�� �+�R�Q�J�� �.�R�Q�J���� �$�X�V�W�U�D�O�L�D�� �G�R�H�V�� �Q�R�W�� �K�D�Y�H�� �D�Q�� �H�T�X�L�Y�D�O�H�Q�W�� �W�R�� �W�K�H�� �:�R�U�O�G�� �%�D�Q�N�¶�V��
mandatory First Pillar.  It too has built its retirement system around the remaining four 
of the five pillars.  Defined benefit plans funded through mandatory contributions are 
�L�Q�J�U�D�L�Q�H�G���L�Q���$�X�V�W�U�D�O�L�D�¶�V���U�H�W�L�U�H�P�H�Q�W���V�\�V�W�H�P�����K�R�Z�H�Y�H�U, such plans are being phased out 
with a preference for individual retirement savings accounts.  Irrespective of this, 
�$�X�V�W�U�D�O�L�D�¶�V�� �G�H�I�L�Q�H�G�� �E�H�Q�H�I�L�W�� �S�O�D�Q�V�� �D�U�H�� �L�Q�G�X�V�W�U�\-sector specific rather than all-inclusive 
as intended by the First Pillar World Bank framework.  30 

2.2 A mandatory �µSecond Pillar �¶ 
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expenses.  Such plans afford maximum predictability, yet are said to be unsustainable 
and unaffordable for their sponsors.35
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and was specifically established as Pillar Two �X�Q�G�H�U�� �W�K�H�� �:�R�U�O�G�� �%�D�Q�N�¶�V�� �I�L�Y�H-pillar 
retirement protection approach.45 

�2�Q�H�� �Q�R�W�L�F�H�D�E�O�H�� �G�L�I�I�H�U�H�Q�F�H�� �E�H�W�Z�H�H�Q�� �$�X�V�W�U�D�O�L�D�� �D�Q�G�� �+�R�Q�J�� �.�R�Q�J�¶�V�� �P�D�Q�G�D�W�R�U�\��
contribution system is that non-employees (i.e. self-employed persons) in Australia are 
not obligated to make mandatory contributions into superannuation on their own 
behalf.  �,�Q�� �I�D�F�W���� �W�K�H�\�¶�U�H�� �Q�R�W�� �H�Y�H�Q�� �U�H�T�X�L�U�H�G�� �W�R�� �K�D�Y�H�� �D�� �U�H�W�L�U�H�P�H�Q�W�� �D�F�F�R�X�Q�W��46  In Hong 
Kong, self-employed persons must contribute five percent of their own income into 
their retirement plan.47 

2.3 A voluntary �µThird P illar �¶ 

A voluntary �µThird Pillar�¶ can be loosely defined and broad in nature.  It generally 
consists of personal savings and non-mandatory contributions to retirement plans.  
Such voluntary savings used for consumption through retirement are derived from 
sources that are not formally defined as pensions.48  
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Voluntary contributions can be concessional (tax deductible) or non-concessional 
(post-tax).  Voluntary contributions are limited, with each limit determined by the 
�P�H�P�E�H�U�¶�V���D�J�H���D�Q�G���W�\�S�H of contribution.  Levels of income or wealth of an individual 
are irrelevant in determining contributions limits.54   Lower income earners are 
encouraged to voluntarily contribute to superannuation, with post-tax savings, in order 
to receive a co-contribution from the government.  Lower income earners can receive 
a co-contribution of 50 percent up to A$500 on their contribution.55  Despite not being 
mandated, voluntary superannuation contributions are also preserved until a condition 
of release is met (e.g. p
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Hong Kong also delivers social services and benefits to their elderly, including 
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�P�L�G�G�O�H���L�Q�F�R�P�H���H�D�U�Q�H�U�V�¶���F�D�S�D�F�L�W�\���W�R���P�D�L�Q�W�D�L�Q���F�X�U�U�H�Q�W���V�W�D�Q�G�D�U�G�V���R�I���O�L�Y�L�Q�J���G�X�H���W�R���O�R�Z�H�U��
pre-retirement incomes.91 
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Women, in particular those who leave the workforce at a young age due to family 
commitments, become completely excluded from the compulsory Third Pillar of both 
�F�R�X�Q�W�U�L�H�V�¶���U�H�W�L�U�H�P�H�Q�W���V�\�V�W�H�P�V.  Any savings that are accumulated prior to leaving the 
workforce are too meagre to provide any meaningful contribution towards retirement 
adequacy and achieving replacement rates.  While women can be protected against 
poverty through social support or an earning spouse, the current system does not make 
provision for the women who would like more in retirement, or to at least achieve 
modest replacement rates equivalent to their male counterparts, irrelevant of their 
previous employment earnings.  Because of this, achieving adequacy can be especially 
difficult for women entering retirement as single persons. 

�$�� �Q�R�W�L�F�H�D�E�O�H�� �L�Q�H�T�X�L�W�\�� �W�K�D�W�� �L�V�� �L�Q�J�U�D�L�Q�H�G�� �L�Q�� �$�X�V�W�U�D�O�L�D�¶�V��voluntary Third Pillar and to a 
certain degree, mandatory Second Pillar is that of tax concessions relating to 
superannuation contributions and earnings on superannuation benefits. 

Firstly, concessional superannuation contributions are effectively taxed at 15 percent 
upon entry (contributions tax).108  This is a flat rate and allows an individual to reduce 
their marginal tax rate from up to 47 percent109 down to 15 percent through salary 
sacrifice or personal deductible contributions, significantly reducing tax payable.  
Such a saving favours higher income earners over low-middle income earners, as the 
reduction in tax, both in dollar terms and percent is greater.  Further, higher income 
earners arguably have greater capacity to make additional contributions, increasing 
their advantage.110  It should be noted that recent progressive decreases to contribution 
level limits has negated the once significant tax advantages, as has the introduction of 
an additional 15 percent contributions tax (totalling 30%) for income earners above 
A$300,000 per annum.111 

Secondly, earnings on investments within superannuation are capped at 15 percent, 
reducing to zero percent once an income stream commences.  Again, this favours 
wealthier individuals, as transferring their wealth into superannuation translates into 
less tax payable than if those same earnings were retained in their individual names 
and taxed at their marginal tax rates, which are higher than the tax rates for low-
middle income earners. 

Considering superannuation has been developed as a retirement funding mechanism 
aimed at consumption smoothing ultimately intended to minimise social support, the 
motive of current Australian superannuation tax concessions, which are amongst the 
highest in the world, remains inequitable.112  The retirement system in Australia would 
likely not be adversely affected if contribution limits were further reduced, forcing the 
wealthy to partake in consumption smoothing outside of superannuation.113  This is in 
�F�R�Q�W�U�D�V�W���W�R���+�R�Q�J���.�R�Q�J�¶�V��MPF whereby the maximum deductible contributions are at a 
modest HK$18,000 per year �²  
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objectives of equitable consumption smoothing rather than a bias towards tax planning 
for higher income earners.114 

 
3.6 Predictability: Australia and Hong Kong 

A predictable system provides benefit that (i) are specified by law and not 
subject to the discretion of policymakers or administrators, (ii) includes 
indexation provisions designed to insulate the individual from inflation, 
wage and interest adjustments before and after retirement, and (iii) as much 
as possible insulates the retiree from longevity risks 

�²  World Bank Pension Conceptual Framework115 

The necessity of a multi-pillar retirement system creates diversity and flexibility 
which in turn reduces predictability. 

�$�X�V�W�U�D�O�L�D�¶�V��non-contributory Zero Pillar age pension assessment and level of payments 
has remained reasonably consistent over recent decades.116 In 1997, the Howard 
Government enacted the �6�R�F�L�D�O���6�H�F�X�U�L�W�\���D�Q�G���9�H�W�H�U�D�Q�V�¶���$�I�I�D�L�U�V���/�H�J�L�V�O�D�W�L�R�Q���$�P�H�Q�G�P�H�Q�W��
(Male Total Average Weekly Earnings Benchmark) Act 1997 which would ensure the 
minimum full rate of the age pension would be equal to at least 25 percent of male 
total average weekly earnings (MTAWE).117  Legislated consistency such as this 
creates a predictable outcome for individuals in and nearing retirement.  It allows for 
future planning of finances and generates confidence and certainty in the system. 

However, a change to the eligibility assessment criteria, in the form of asset 
thresholds, in September 2007 has affected a number of people.  From that date, 
around 300,000 additional people became eligible for social security income, who 
�K�D�G�Q�¶�W�� �S�U�H�Y�L�R�X�Vly been entitled, resulting from more generous thresholds. 118  These 
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token payment in respect for the elderly, will be difficult to overcome politically, but 
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3.7 Robustness: Australia and Hong Kong 

A robust system is one that has the capacity to withstand major shocks, 
including those coming from economic, demographic and political volatility. 

�²  World Bank Pension Conceptual Framework127 
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This paper is presented in six parts.  It begins with a short discussion of the 
complexity of the current US tax law and provides the context for the balance of the 
paper.  The second part reviews prior research regarding tax complexity and includes 
�D�Q���D�Q�D�O�\�V�L�V���R�I���W�K�H���¿�Q�G�L�Q�J�V���R�I���W�K�H���Y�D�U�L�R�X�V���V�W�X�G�L�H�V�������7�K�H���W�K�L�U�G���S�D�U�W���G�L�V�F�X�V�V�H�V���W�K�H���U�H�V�H�D�U�F�K��
methodology and hypotheses used in the study.  The fourth part reports the results of 
the study.  The fifth part lists some of the limitations and strengths in the study.   The 
final section reviews the conclusions that can be reached from the study and includes 
some recommendations on how the results can impact tax policy. 

 
2. TAX COMPLEXITY  

Many US tax practitioners cynically and realistically assume that when Congress adds 
�W�K�H���Z�R�U�G���µ�V�L�P�S�O�L�I�L�F�D�W�L�R�Q�¶���W�R���D���Q�H�Z���O�D�Z���L�W���P�H�D�Q�V���W�K�H���R�S�S�R�V�L�W�H�����W�K�H���W�D�[���F�R�G�H���Z�L�O�O���E�H�F�R�P�H��
even more complex.  The effect of this complexity results in a significant cost to both 
taxpayers and the government.  According to Olsen (2013), tax compliance translated 
into 6.1B work hours.  If one compares this number to the 2001 estimate of 4.6B 
(Moody, 2001), one can see that complexity is increasing rapidly.  In her 2012 report 
to Congres
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consolidated groups.  Interestingly, the results of the current study found some of the 
same issues among the most complex, 35 years later.  This reminds one that the more 
things change, the more they stay the same. 

�2�¶�1�H�L�O����Samelson and Harkness (1997) investigated the complexity of the US 
Schedule C (sole proprietors reporting schedule) but did not examine other small 
business entities such as partnerships and S corporations.  They found the major 
factors of complexity for sole proprietorships were rules related to auto expense, 
depreciation expense and the office-in-home deduction.  Davies, Carpenter and 
Iverson (2001) surveyed tax practitioners and tax educators regarding their perception 
of tax complexity.  Their survey included 39 tax issues that mainly concentrated on 
individual tax.  They found support for the idea that the US tax laws are 
extraordinarily complex.   

Both Ingraham and Karlinsky (2005) and McKerchar, Ingraham and Karlinsky (2005) 
�H�[�D�P�L�Q�H�G�� �W�D�[�� �S�U�D�F�W�L�W�L�R�Q�H�U�V�¶�� �Y�L�H�Z�V�� �R�Q�� �W�K�H�� �F�R�P�S�O�H�[�Lty of tax issues relative to small 
businesses.  Ingraham and Karlinsky examined the perception of US tax preparers 
while McKerchar, Ingraham and Karlinsky compared the perception of tax preparers 
in the US and Australia.  Ingraham and Karlinsky (2005) examined 37 areas of tax 
law.  They found the five most complex areas to be partnership taxation, estate and 
gift taxation, tax deferred exchanges, frequency of tax law changes and retirement 
plans.  
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Of the ten most complex LB&I tax provisions identified by the participants the 
average score ranged from 1.637 to 2.300.  Of those ten, five related to the 
international arena.  Issues related to domestic mergers and acquisitions were rated as 
the sixth and seventh most complex signifying that determining the taxability and the 
tax attributes that come with a merger or acquisition still give sophisticated 
practitioners problems.  As with the 2005 small business survey done by Ingraham and 
Karlinsky, partnership tax issues were included in the ten most complicated areas.  
Many people perceive partnerships as a small business issue but this ranking 
emphasises the increased complexity engendered by using partnerships and limited 
liability companies (LLCs) to transact business (e.g. joint ventures, strategic 
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To determine if the difference in perception is statistically significant between the two 
groups, a t-test for each factor was performed.  Table 4 shows the average rating for 
both groups.  Based on the t-test, the perception of the complexity of 13 of the 40 tax 
issues was significant at either the .01, .05 or .10 level11.   In all cases where the 
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Table 4: Forty factors in descending order of complexity �²  experience 

 
 >20 

Years 
< 20 

Years 
T-test 
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Table 5: Forty factors in descending order of complexity �²  public versus private 

 
 Total 

Aver 
Overall 
Rank 

 
Public 

 
Private 

Foreign mergers and acquisitions (Section 367)  1.637 1 1 1 
Deferred income taxes (FAS 109, 123R, 141, FIN 
48, etc.) 

 
1.840 

 
2 

 
2 

 
3 

Section 482  1.953 3 11 2 
Foreign tax credit 
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5.6 Within job description analysis 



 

 



 

 

eJournal of Tax Research Tax �S�U�R�I�H�V�V�L�R�Q�D�O�V�¶���S�H�U�F�H�S�W�L�R�Q���R�I���O�D�U�J�H���D�Q�G���P�L�G-size business US tax law complexity 

83 

 

 

Table 8: Forty factors in descending order of complexity 
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Table 10: Forty factors in descending order of complexity �²  less experienced 

 

 

 External 
Advisor 

Corporate T-test 

Foreign mergers and acquisitions (Section 367)  1.682 1.762  
Deferred income taxes (FAS 109, 123R, 141, FIN 48, 
etc.) 

 
1.619 1.850 

 

Section 482  2.455 2.000 *  
Foreign tax credit (including sourcing rules)  2.000 2.000  
Subpart F  2.091 2.190  
Domestic mergers and acquisitions (including corp. 
divisions) 

 
1.955 2.238 

 

Sections 381�±384 Loss carryover limitations  1.955 
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participants were tax professionals who were many years away from working 
regularly with financial accounting.  However, the results do point to the importance 
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Book-tax conformity: The review of recent 
research and its implication for the IFRS 
adoption in Europe 
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Abstract 
As the goal of corporate taxation contradicts substantially the accounting principles of true and fair view, distinct measures of 
income are used in corporate and tax accounting.  This dichotomy may facilitate an opportunistic behaviour of executives to 
manage earnings upwards in financial reporting and taxable profits downwards simultaneously.  Aligning both measures may 
restrict the misbehaviour of management, however at cost of losing informativeness of accounting information.  The 
deliberations on the level of book-tax conformity are complicated by international capital mobility, which facilitate the cross-
border profit shifting.  Finally, the worldwide adoption of IFRS challenges the governments to decide, whether to allow IFRS 
to be a tax base for corporate taxation.  The growing number of opportunities to relocate profits to more favourable 
jurisdiction constitutes risks, but also opportunities, for governments struggling to retain control over taxation.  The decision 
may influence both the regulatory frameworks and the business practices of companies.  The paper analyses the advantages 
and disadvantages of low/high book-tax conformity.  Our analysis rests on the review of respective literature and it is 
complemented by the classification of real corporate and tax accounting systems of the EU countries after the IFRS adoption.  
The classification can be employed in research studies, when the control for different aspect of �µde jure book-tax conformity�¶ 
is needed.   
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Both studies, although, do not contain any satisfactory empirical evidence, whether 
double-opportunistic behaviour of firms is really a phenomenon expanding over the 
economy.  Some supportive arguments on dichotomy of accounting and tax profits are 
shown by 
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quality, as each system assists to completely different pue9earch
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substantially extend or contract the base, which is subject to taxation.  The impact on 
tax revenues then depends on the type of earnings management behaviour.  Besides 
the general evidence in the previous section, additional stream of research methods 
may be applied for the evaluation of the phenomena of IFRS adoption.  
Methodologically, the introduction of new accounting principles for determination of 
taxable profit is equivalent to the changes in other tax-relevant variables.   

The impact of IFRS adoption on tax collection may be estimated by the findings of 
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calculated under impairment testing (IAS 36) or disposing assets (IFRS 5).  In some 
instances, market-based fair values are not available and have to be estimated.  The 
estimate based on projected discounted cash 
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�x are required to prepare their individual financial statements in conformity 
with local GAAP; or 

�x are allowed to opt between IFRS and local GAAP.   
 

The third level of classification of corporate and tax accounting systems refers to the 
link between separate financial statements and tax fillings, as far as the calculation of 
taxable profits concerns.  Depending on whether accounting income from statutory 
accounts is relevant for the determination of tax base or not, the systems may be sorted 
out into two extreme groups: 

�x systems with zero book-tax conformity (ie absolute independence of 
accounting and 





 

 

eJournal of Tax Research Book-tax conformity 

107 

 

 

Figure 1 captures the classification of mutual relationship of corporate and tax 
accounting regimes in the European Union after the IFRS adoption.  The classification 
follows the principles outlined above; each country is assign to respective group with 
reference to (a) the analysis of legal acts regulating financial reporting and taxation in 
given country;7 (b) studies of EY (2014), PwC (2014a), PwC (2014b) and review of 
jurisdiction profiles by (IASB 2014).  Contrary to
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enterprise over a ten-year period; tax burden is expressed as the difference between 
the pre-tax value and the post-tax value of the enterprise at the end of simulation 
period (Spengel and Oestreicher 2012).  The model can control for all relevant tax 
rules and it 
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4. CONCLUSION  

The uncertainty of future economic development 
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1. INTRODUCTION  

Sales tax enforcement efforts in the states are structurally similar to the income tax 
enforcement model utilised by the Internal Revenue Service (IRS).  Adoption of this 
structure assumes the same voluntary reporting scheme with enforcement carried out 
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2003; Mikesell & Birskyte, 2006; Korobow, Johnson & Axtell, 2007).  Results of 
surveys and experiments suggest that most taxpayers would never consider tax 
evasion even though the probabilities of audit are tiny (Long & Swingen, 1991).  
Varma and Doob (1998) found that harsh penalties under the deterrence model are 
ineffective in controlling tax evasion if people do not believe they will get caught.   

Braithwaite (2011) argues that regulators tend to rush toward law enforcement 
solutions to compliance enforcement problems before giving adequate consideration 
to the full range of possible approaches that support building more compliance 
capacity on the part of the noncompliant business.  The concept of responsive 
regulation holds that beginning the enforcement process with less dominating, more 
respectful options tends to provide legitimacy for the more coercive processes of 
deterrence should they become necessary after less harsh measures fail. 

In the continuing search for a robust theory of tax evasion, researchers have evaluated 
cultural, administrative and individual factors that act as potential determinants of 
evasion behaviour.  Among these factors are the quality of services provided by the 
government, the existence of high tax rates, the complexity of tax laws, social norms, 
morality, tax amnesty policy, income levels, size of businesses, tax ethics and source 
of income (Madeo, Schepanski & Uecker, 1987; Reckers, Sanders & Roark, 1994; 
Alm, 1999; Cummings et al, 2004; Torgler & Murphy, 2004; Christian & Frank, 2006; 
Hyun, 2006).  These determinants can be thought of as contributors to tax morale, 
defined by Torgler and Murphy (2004, p.4) as �µthe intrinsic motivation one has to pay 
their tax�¶�� 
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businesses are generally required to register, collect and remit sales tax) and cannot 





 

 

eJournal of Tax Research A typology of sales tax noncompliance: Targeting Enforcement to diverse intentions 

125 

 

 

The typology of sales tax noncompliance was developed primarily through content 
analysis of interviews of subjects in criminal investigations from Miami�±Dade County 
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3.2 Cases closed without prosecution 

Case closings without prosecution occur where there is insufficient evidence to prove 
all of the elements of a crime, but often do result in the collection of substantial 
unremitted tax as a result of the investigation.  If the failure to remit tax is due to, for 
example, a lack of understanding of the law, illness of the taxpayer, or mistakes by 
accounting personnel within the organisation, there is generally no evidence of intent 
to commit sales tax theft or evasion, which is required for criminal prosecution.  Taxes 
and penalties would still be due, but the amounts not paid would be collected using 
civil rather than criminal procedures.  In other cases it may be rather obvious to the 
investigator that a crime was committed, but there is no evidence available with which 
to prove the crime.  
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that some are noncompliant with no overt intent to evade while others carefully map 
strategies to steal large amounts of sales tax collections.  The results of this study 
suggest a typology of sales tax noncompliance to help guide the appropriate choice of 
enforcement measures and provides a basis from which a realistic evaluation of 
current and proposed enforcement methodologies can be derived.  A summary of this 
typology is presented in Table 4 and is followed by a discussion of how the 
characteristics of each type of noncompliant agent might inform enforcement choices.  
The typology suggests that current enforcement methodologies are inadequate for 
addressing theft and evasion by most types of evaders, and particularly those evaders 
most likely to steal and/or evade large amounts of sales tax over extended periods of 
time. 
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Table 4:  Typology of Sales Tax Noncompliance 

Type Subtype Description 
Delinquent  The most understood type.  They either fail to file a return or file a return 

and fail to pay the taxes reported on the return.  This type of 
noncompliance is called a �µdelinquency�¶����Delinquents are 
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4.1 Current enforcement tools 

Before looking more closely at the typology, it may be useful to review the tools 
currently used by state revenue agencies to enforce the sales tax laws.  There are a 
number of general enforcement tools available.  �)�L�U�V�W���� �W�K�H�� �D�J�H�Q�F�\�¶�V�� �F�R�O�O�H�F�W�L�R�Q�V��
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The �µNegligent�¶ evader is normally discovered only when an audit or criminal 
investigation is undertaken and detailed analysis of the business source records is 
performed.  Even if the �µNegligent�¶ evader becomes delinquent, collections activity 
will generally not be sufficient to identify the additional tax due.  When pressed to file 
a return or provide sales and tax collection information, the owner will provide 
information with respect to his or her �µofficial�¶ sales only, not those of his or her 
associates, or sales accumulated from their inadequate accounting systems, and those 
sales will likely be consistent with prior filings, ending any further inquiry on the part 
of collectors. 

�µStressed�¶ evaders are motivated by finance-related pressures on their business.  
�µSurvivor�¶ subtypes do not generally set out to evade sales taxes: many do so to 
compete.  A business stealing sales tax gains a 4�±11 per cent profit advantage over 
their competitors.  In many business models, particularly in industries with low profit 
margins, this advantage results in doubling profit or better.  Many �µSurvivor�¶ business 
owners interviewed indicated that they engage in intelligence gathering and know 
when these anticompetitive situations are created and which competitors create them.  
A business owner faced with this situation must decide whether to compete by 
becoming noncompliant also or by taking alternative action, such as cooperating with 
the authorities to address the noncompliant behaviour of their competitors.  Even 
when an unfair tax advantage is not specifically identified by the compliant 
competitor, the impact of unfair competition may nevertheless force the same choice.   

The preferred tool for ensuring compliance among �µSurvivors�¶ is the fair application 
of the law to everyone and immediate attention to complaints of unfair competition 
through evasion.  If it becomes impossible to fairly apply a specific statute, then it is 
imperative that the statute be changed so that it can be enforced, or repealed if changes 
are likely to be ineffective.  A lack of fair enforcement causes distortions in the market 
and damages the tax morale of compliant businesses, making them more likely to be 
noncompliant generally.  Equity theory, for example, posits that when the system of 
taxation is considered fair, compliance will be high, or at least higher than when the 
system is considered unfair (Thibalt, Fredland & Walker, 1974).  An example of states 
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and stratified random audits.  The least compliant industries will receive the most 
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Figure 1: TILD Program and Random Audit Process 
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2. Who prepares the cash register summaries of sales and taxes collected 
at the end of each day? 

3. Who is responsible for accumulating the amount of taxes collected 
during the month? 

4. Who is responsible for completing the sales tax return each month? 

5. Who signs the sales tax returns before they are filed? 

6. Who remits the sales tax payments to the Florida Department of 
Revenue? 

7. What is your relationship to ________, Inc.? 

8. How are you related to the owners of _____, Inc.? 

9. Who is authorized to sign checks on the bank accounts of _______, 
Inc.? 

10. (If he indicates he is not an authorized signer, show him a copy of one 
of the _____ checks issued to DOR with his signature).  If you are not 
authorized to sign checks on the bank account of ______, why are you 
remitting taxes for ______ using a _____ check signed by you? 

11. Why does the bank honor checks on the _____ account that you sign? 

12. Are you current on your payments of other expenses of ___________, 
such as rent, electric, telephone, payments to food wholesalers and so 
forth? 

13. If not, what type of arrangements have you made for these payments? 

14. (If necessary) How do you stay in business without paying these 
vendors? 

15. How do you pay these vendors?  (For example, cash, money order, 
______ check). 

16. Can you explain why you have failed to file so many sales tax returns 
for _______ and continue to fail to file?   

17. Can you explain why you have failed to remit the sales taxes you have 
collected to the Department of Revenue? 
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22. How many ____________ locations are currently open and operating? 

23. Where are they located? 

24. Were proceeds from _________ sales deposited into the _________ 
account? 

25. Were funds generated by any other businesses deposited into the 
_______ account? 

26. ___________ had more than $500,000 deposited into its bank account 
after leaving ___________ Mall.  If _______ was no longer in business, 
what was the source of these funds? 

27. Even while _______ was doing business at the ________ location, 
bank deposits were much hig
BT

1 03.

27.
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3. Please state your full name as though you were signing a legal 
document. 

4. Present and assisting during this interview is/are 
__________________________(name person(s).  Have the person(s) 
state their name, title, and agency. 

5. 
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Section three explains the methods used to calculate the levels of consumption, 
deadweight loss, total expenditure, total government revenue, total consumer surplus 
and total net benefits.  Section four describes the data used in estimating the amount 
consumed by heavy drinkers.  Section five presents the results derived from 
simulating tax rate rises of, respectively, 5 and 10 per cent under assumed price 
elasticity estimates.  Section six draws conclusions from the analysis. 
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way of reporting costs is as the cost per unit of alcohol consumed (Manning et al, 
1989). 

Literature on estimating costs of alcohol consumption has applied AAFs under two 
main methodologies.  A widely used methodological approach employed in estimating 
cost of alcohol consumption is the prevalence-based approach.  In deriving the cost of 
health care, this approach estimates the number of cases of death and hospitalisations 
attributable 



 

 

eJournal of Tax Research The net benefit of increasing alcohol taxation in Thailand 

153 

 

 

Jarl et al.  (2008) estimated the societal 



 

 

eJournal of Tax Research The net benefit of increasing alcohol taxation in Thailand 

154 

 

 

households (A$2558.2 million), business (A$5576.3 million) and government 
(A$2923.2 million). 

Luce and Schweitzer (1978) adopted a cross-sectional approach for the USA in 1976 
with disease specific AAFs for neoplasms, circulatory system, respiratory system, fire 
losses, motor vehicle accident losses, costs of violent crime to estimate gross costs of 
alcohol abuse in the USA.  The total estimated costs were US$44.2 billion, which 
corresponded to US$20.6 billion for lost earning, US$11.9 billion for direct healthcare 
costs, US$0.38 billion for fire losses, US$6.6 billion for motor vehicle accident losses, 
US$2.1 billion for cost of violent crime and US$2.7 billion for cost of certain social 
responses. 

Single et al.  (1998) used death and hospitalisation records due to substance abuse in 
Canada in 1992.  The total cost of misuse of alcohol in Canada was estimated to be 
approximately C$7.52 billion, consisting of C$4.14 billion for lost productivity, 
C$1.36 billion for law enforcement and C$1.3 billion in direct health care costs 
respectively.   
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Total external costs of alcohol consumption were estimated to be THB156 billion in 
Thailand in 2006 (Thavorncharoensap et al, 2010).  This amount adjusted for inflation 
is THB167 billion in 2009.  Cost of premature mortality is the largest component, 
amounting to THB111 billion.  Cost of reduced productivity and health care costs are 
the second and third largest items, amounting to THB48.6 and 5.87 billion.  Cost of 
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Where �6�' is total expenditure, �2�6 is price paid after a tax rise and �3�6 is quantity 
consumed after the tax rise. 

Increase in tax revenue is: 
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Figure 1: Average drinking per day in litre, 2007 (per cent) 

 
Source: National Statistics Office (2007) 

 

The 2007 report of alcoholic drinking behaviour in Thailand has shown the 
distribution of drinkers in terms of amounts of alcohol drinking per day.  From Figure 
1, the trend shows there are few drinkers who consume at greater amounts of alcohol 
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1. less than 1 unit  

2. 1 unit but less than 3 units 

3. 3 units but less than 5 units 

4. 7 units but less than 9 units and 

5. over 9 units 

and also multiply by number of drinkers from various groups given in this report.   

A heavy drinker is defined as a person who consumes 60 or more grams of pure 
alcohol per drinking occasion and drinks at least a day monthly (World Health 
Organisation, 2004;2014). Sixty or more grams of pure alcohol is approximately 1300 
cc of beer drinking per day or 200 cc of whisky drinking per day (Assanakornchai et 
al, 2000).  





 

 

eJournal of Tax Research The net benefit of increasing alcohol taxation in Thailand 

160 

 

 

Table 2: Estimated decrease in cost of alcohol consumption (billion baht) 

 Change in tax rate in per centage 

5 10 
Health  0.048 0.095 

Court  0.0014 0.0027 

Police  0.0008 0.0015 

Traffic accident  0.0068 0.014 
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Drinkers who consume less than three glasses of alcoholic beverages per day are 
viewed as light drinkers.  These consumers account for approximately 81 per cent of 
total alcohol consumption.  Table 3 presents the effects of alcohol tax increase of 5 
and 10 per cent on various economic indicators for light drinkers only.  As a 
consequence, tax increases cause consumption and consumer surplus to fall, but 
expenditure, tax revenue and net benefit to rise, assuming these responsible drinkers 
impose no external costs.  There is a falling deadweight loss given its small proportion 
to increased expenditure, while falling consumption due to a tax rise reduces the 
impact on benefits. 

 
Table 4: Estimated change in benefit of alcohol consumption of 5 and 10 per cent 
tax increase, under different price elasticities of heavy drinkers only  

 Change in tax rate in per centage 
5 10 

Price elasticity of demand 0.1 0.25 0.1 0.25 
Increase in price (THB/L) 15.06 15.06 30.12 30.12 
Decrease in consumption (ML) 0.19 0.47 0.37 0.93 

 



 

 

eJournal of Tax Research The net benefit of increasing alcohol taxation in Thailand 

162 

 

 

Alcohol tax increases reduce in total costs of alcohol consumption by only THB0.54 
billion compared to THB1.36 billion if demand for heavy drinkers was as elastic as 
demand for drinkers as a whole.  Alcohol tax increases also reduce total costs (private 
and external), outweighing the deadweight loss.  Total net benefits estimates increase 
from THB1.32 billion to THB1.99 billion, under the assumption that heavy are less 
sensitive to price changes.   

 
Table 5: Estimated decrease in cost of alcohol consumption of tax increase 
(billion baht)  

 Change in tax rate in per centage 
5 10 

Price elasticity
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Abstract 
A Value Added Tax (VAT) is seen as critical in providing the tax revenue base for governments, especially developing 
nations.  However, prior research about VAT compliance costs has largely occurre
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1. INTRODUCTION  

Small and Medium Enterprises (SMEs) are considered as a key engine of economic 
growth in developing countries.5  Due to the importance of the SME sector to a 
�F�R�X�Q�W�U�\�¶�V economy, governments around the world have commonly emphasised the 
importance of a healthy SME sector and geared public policy toward fostering SME 
development and growth.6  Bangladesh is no exception;  SMEs create large scale and 
low-cost employment opportunities using mainly locally available inputs and 
technologies, and develop entrepreneurship by mobilising private savings.7 

In Bangladesh, 





 

 

eJournal of Tax Research The hidden compliance cost of VAT 

169 

 

 

In Bangladesh, Saleheen conducted a field survey in 2012 and showed that 49 per cent 
of the surveyed population considered that VAT Law in Bangladesh was not at all 
clear, and 45 per cent considered the VAT law to be complex and not trade-friendly.21 

More recently Faridy et al (2014) found, in terms of Bangladesh SME compliance 
with VAT law, that the complexity of the law can influence �W�D�[�S�D�\�H�U�V�¶ ability to 
comply.22  
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Table 1: Average Compliance Costs of Compliant Taxpayers 

Group VAT  Payment Group 

(BDT) 

VAT  Compliance Costs for  CT 

  Monetary Costs 
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less than BDT2.4 million (USD32 000) and capital machinery of up to BDT300 000 
(USD4000) in value �± and their consumers are exempt from VAT and turnover tax.  
Finally, for some taxable products listed in the �1�%�5�¶�V �µ�V�S�H�F�L�D�O regulatory �R�U�G�H�U�V�¶��37 if  
the NBR considers that market prices have increased too much, it can determine and 
set a lower so-called 
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resources is an important factor when assessing stress levels.51  It is recognised by 
researchers that positive events help neutralise the distress caused by negative events, 
and that �O�L�I�H�¶�V daily hassles are better predictors of stress than major life events.52  
Kanner et al described concerns about owing money, financial responsibility, fear of 
rejection, and unexpected company as the daily hassles of life.53  Epstein and Kanner 
et al noted that pleasant experiences and �µ�G�D�L�O�\ �X�S�O�L�I�W�V�¶ can help to reduce and prevents 
anxiety and stress for both humans and infra-humans.54  Cousins mentioned that 
positively toned experiences (such as uplifts) might serve as emotional 
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Some 20 per cent of all taxpayers reported psychological costs, although 80 per cent 
of all taxpayers reported no psychological costs.  At first glance, these results appear 
to indicate that taxpayers in Portugal experience relatively low levels of psychological 
cost in relation to tax compliance.62  However, elderly taxpayers (those aged 56 years 
or more) and less educated 
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account of social or community norms that can be utilised to help encourage 
greater tax compliance through the administrative services provided by the tax 
authority.70 

3.2 Corruption  costs 

Perceptions about fairness and corruption have been identified as crucial factors in tax 
compliance.71  Feld and Frey argued that taxpayers show more willingness to comply 
with tax law when governments are seen to be fair, not corrupt, and to treat taxpayers 
respectfully.72  Taxpayer willingness to comply with tax �D�X�W�K�R�U�L�W�L�H�V�¶ requirements is 
also related to the degree of satisfaction with public services.73 Kirchler noted that 
mutual respect and trust between tax authorities and taxpayers has an important role in 
voluntary compliance.  Trust is (inversely) related to perceptions of corruption.74  In 
2012, a survey of the European Commission revealed that
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Flatters and Macleod have identified three agents in developing countries that can be 
involved in corruption. 78   They are the Minister of Finance (or government or 
President) who sets the revenue target; the collector who collects the revenue for the 
Ministry of Finance; and the taxpayer who pays the tax to the collector.  The first 
agent might inadvertently facilitate or exacerbate the risk of corruption by formulating 
complex tax law and policies, while the last two agents might be directly involved in 
corruption and tax evasion.79  In the case of most developing countries, tax officials 
can be lowly paid, the monitoring system is inefficient, and the taxation system is 
complex.  In addition, the tax system can be manually operated and the tax collectors 
might overlook various types of intentional non-compliance activities in exchange for 
bribes from taxpayers.   

Obid has examined the effect of corrupt tax administration on tax compliance.80  She 
points out that a poorly paid tax official with poor ethics might choose to maximise 
personal benefit by colluding with taxpayers, including by utilising the complexities of 
the tax system and the inadequate resources of the tax administration to their 
advantage.  She argues further that corruption negatively affects the equity and 
fairness of the tax system, as well as the efficiency of the tax administration.   

Despite its importance, very little empirical research has been conducted to date on 
corruption and �W�D�[�S�D�\�H�U�V�¶ non-compliance in Bangladesh
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�x What is the value of any psychological costs, as a proportion of �W�D�[�S�D�\�H�U�V�¶ 
total compliance costs?  

�x What factors contribute to psychological costs among taxpayers?  

�x What effect does corruption have on VAT compliance cost? 

It appears that most previous studies of psychological costs were qualitative in nature.  
In this study, an attempt has been made to estimate psychological costs both 
qualitatively and quantitatively.  Having said that, our psychological cost estimates 
must be interpreted in the light of the myriad of difficulties faced by researchers 
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2013.  The SME VAT payers were selected based on purposive sampling from �1�%�5�¶�V 
taxpayers list.  Out of this total, 200 questionnaires were distributed to NCTs group 
and remaining 300 questionnaires were distributed to CTs.  Two reminders were sent 
to the taxpayers to improve the response rate.  This process yielded 240 usable sets of 
responses (152 from CTs and 88 from NCTs).  This represented an overall response 
rate of 48 per cent, comprising a response rate of 51 per cent from CTs, and a response 
rate of 44 per cent from NCTs.   

Since VAT extends to the whole of Bangladesh,
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These results indicate that the psychological costs of VAT in Bangladesh in the year 
under consideration were generally higher for the manufacturing sector than other 
sectors.94  There are five main reasons why greater psychological costs are generally 
likely to be

be
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businesses, and some manufacturers believe that such costs of doing business are (or 
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willing to pay to make this entire process go away if  you knew the NBR would 
reimburse you?�¶ �µ�3�V�\�F�K�R�O�R�J�L�F�D�O�¶ cost estimates by taxpayers could then 
understandably include the costs of engaging VAT advisors or accountants to transfer 
the stress away from taxpayers,102 as well as the value of bribes or �µ�V�S�H�H�G �P�R�Q�H�\�¶ paid 
to VAT Officials to progress matters.  It is also possible that the figures which 
taxpayers report they would claim (if  they could) from the NBR for stress or anxiety 
are simply ambit claims, although 
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In the present study six attitudinal statements were included in the survey relating to 
psychological costs (stress and anxiety) of VAT compliance, as shown in Table 7. 

Table 7: Psychological Costs of VAT  

Psychological Costs of VAT  

(CT = 152, NCT = 88) 

Agree / 
Strongly Agree 

Disagree / 
Strongly 
Disagree 

Not Sure / 
Neutral 
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mechanism in 1999 and then published an Audit Manual in 2006.  According to the 
VAT Audit Manual, each VAT unit [registered business] is supposed to be audited at 
least once in three years.117  However, as 
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The NBR has recently established a help desk at all VAT commissionerates and local 
VAT offices, with the aim of providing services to assist taxpayers in complying with 
the VAT Law.  The �1�%�5�¶�V use of this help desk concept should be extended in order 
to increase the collection rate, to reduce the cost of collecting taxes, and to increase 
voluntary compliance by SME taxpayers.  The NBR 
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findings also suggest that psychological costs are a substantial component of VAT 
compliance costs for SMEs in Bangladesh at arouph81 Tm
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The evolution of electronic filing process at 
�W�K�H���8�.�¶�V���+�0���5�H�Y�H�Q�X�H���D�Q�G���&�X�V�W�R�P�V�����7�K�H���F�D�V�H��
of XBRL adoption 

 

 
Rania Mousa1 

 

 

Abstract 
Electronic filing was introduced to HM Revenue and Customs (HMRC) in the United Kingdom (UK) over fifty years ago.  
The filing process at HMRC evolved from relying on a simple batch system in the 1960s for performing simple data-
processing tasks to adopting an open-source reporting technology, Extensible Business Reporting Language (XBRL), in 
2010.  HMRC championed the use of XBRL to standardis�H���W�K�H���S�U�R�F�H�V�V�L�Q�J���D�Q�G���S�U�H�V�H�Q�W�D�W�L�R�Q���R�I���G�D�W�D���L�Q���W�K�H���&�R�U�S�R�U�D�W�L�R�Q���7�D�[�¶�V��
supporting documents (accounts and computations).  XBRL aims to improve the efficiency of case management, enhance the 
data quality, and add value to the evidence-based decision-making at HMRC.  This research chronicles the evolution of 
�+�0�5�&�¶�V�� �H�O�H�F�W�U�R�Q�L�F�� �I�L�O�L�Q�J�� �S�U�R�F�H�V�V���� �Z�K�L�F�K�� �X�O�W�L�P�D�W�H�O�\�� �G�U�R�Y�H�� �W�K�H�� �D�J�H�Q�F�\�¶�V�� �G�H�F�L�V�L�R�Q�� �W�R�� �G�H�Y�H�O�R�S�� �,�Q�O�L�Q�H�� �;�%�5�/�� ���W�K�H�� �D�G�Y�D�Q�F�H�G��
version of XBRL).  The UK government required all private, limited, not-for-profit and charity organisations to file their tax 
returns using Inline XBRL from April 2011.  This case study captures and analyse
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Computer Sciences and Pactel, were signed at the beginning of 1981 to review the 
implementation of the COP Project (NAO, 1987, 15). 

 The COP P�U�R�M�H�F�W�¶�V���F�R�P�S�O�H�W�L�R�Q���F�R�L�Q�F�L�G�H�G���Z�L�W�K���W�K�H���H�Q�G���R�I���W�K�H���J�R�Y�H�U�Q�P�H�Q�W�¶�V���S�U�H�I�H�U�U�H�G��
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data in the attachment.  The IR normally conducts two types of tax enquiries in such 
cases (HoC, 2005).  Full Enquiries focus on the disclosure of accounting for the entire 
income and assets of a business, and this is typically associated with small companies.  
Aspect Enquiries examine the accuracy and tax treatment of one or more particular 
features of complex CT600 tax returns, which is associated with larger companies.  
However, Aspect Enquiries could be also applied to smaller companies if only limited 
aspects of the tax returns are considered necessary to examine.  Enquiries may result 
in securing additional Corporation Tax or profit adjustment for IR. 

The IR found that even though Aspect Enquiries generated lower yield than Full 
Enquiries; they produced a higher payback rate because they are much less costly than 
Full Enquiries. Table 1 presents a comparison between the Full and Aspect Enquiries. 
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  XBRL  TESTING : MID 2006 10.

During an XBRL UK conference in 2006, a live demonstration of XBRL filing was 
�F�R�Q�G�X�F�W�H�G�� �E�\�� �$�G�R�E�H�� �6�\�V�W�H�P�V�� �D�Q�G�� �&�R�U�H�)�L�O�L�Q�J���� �Z�K�L�F�K�� �E�H�F�D�P�H�� �+�0�5�&�¶�V�� �P�D�L�Q�� �,�7��
business partners in XBRL adoption process.xxxi  CoreFiling played an important role 
in assisting HMRC by introducing its �µTrue North�¶ validation and processing engine.  
This tool was necessary in validating and processing XBRL content.  CoreFiling also 
provided specialised support in �µ�F�R�Q�Y�H�U�W�L�Q�J�� �+�0�5�&�¶�V�� �E�X�V�L�Q�H�V�V�� �Q�H�H�G�V���� �H�[�S�U�H�V�V�H�G�� �D�V��
preliminary taxonomies prepared in Microsoft Excel, into a fully compliant XBRL 
taxonomy.�¶xxxii 

�,�Q�� �V�X�E�V�H�T�X�H�Q�W�� �P�H�H�W�L�Q�J�V�� �Z�L�W�K�� �L�W�V�� �,�7�� �S�D�U�W�Q�H�U�V�� �D�Q�G�� �V�S�H�F�L�D�O�L�V�W�V���� �+�0�5�&�¶�V�� �;�%�5�/�� �S�U�R�M�H�F�W��
�W�H�D�P�� �P�H�P�E�H�U�V�� �V�W�D�U�W�H�G�� �G�H�Y�H�O�R�S�L�Q�J�� �;�%�5�/�¶�V�� �W�H�F�K�Q�L�F�D�O�� �F�D�S�D�E�L�O�L�W�L�H�V�� �R�I�� �;�%�5�/-based 
accounts and computations.  HMRC conducted several live XBRL demonstrations 
with tax software vendors, after which, it was determined that tax inspectors would 
face some difficulties in viewing the submitted data in a human-readable form.  In 
March 2006, HMRC provided a viewer of the XBRL tax computation, which would 
be used by potential corporate users.  However, the process of generating XBRL style 
sheets was very slow and computations were not easily understood due to the poor 
�G�L�V�S�O�D�\���R�I���G�D�W�D���D�V���L�Q�G�L�F�D�W�H�G���E�\���+�0�5�&�¶�V���7�H�F�K�Q�L�F�D�O���$�U�F�K�L�W�H�F�W���� In addition, many data 
elements were omitted from the computation style sheets.xxxiii   �+�0�5�&�¶�V�� �7�H�F�K�Q�L�F�D�O��
�$�U�F�K�L�W�H�F�W�� �I�X�U�W�K�H�U�� �H�[�S�O�D�L�Q�H�G�� �W�K�H�� �S�U�R�E�O�H�P�� �I�D�F�L�Q�J�� �+�0�5�&�¶�V�� �W�D�[�� �L�Q�V�S�H�F�W�R�U�V�� �Z�K�R�� �F�R�O�O�H�F�W��
�G�D�W�D�����W�\�S�L�F�D�O�O�\���V�W�R�U�H�G���L�Q���+�0�5�&�¶�V���G�D�W�D�E�D�V�H�V�����W�R���D�Q�D�O�\se it for risk assessment purposes.  
He indicated that the human element is essential to the risk assessment process along 
with the assistance of technology to run assessment checks on certain companies.  He 
also pointed out that in some cases, risk assessment services do not work according to 
risk rules, which require human intervention to solve such a problem.  Another 
difficulty was faced because the information reported in the accounts and 
�F�R�P�S�X�W�D�W�L�R�Q�V���K�D�G���W�R���E�H���X�Q�G�H�U�V�W�D�Q�G�D�E�O�H���E�\���E�R�W�K���W�D�[���L�Q�V�S�H�F�W�R�U�V���D�Q�G���W�K�H���F�R�U�S�R�U�D�W�H���I�L�O�H�U�V�¶��
systems.  This necessitated the need to render XBRL data in a way that it can be 
�µ
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in Inline XBRL format.  In December 2009, the approval was granted and was 
included in the amendments of the law governing electronic communication and data 
handling techniques employed by HMRC.xxxix  
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previously limited internal access and ability to use CT600 filings to facilitate the risk 
assessment process.  �$�F�F�R�U�G�L�Q�J���W�R���+�0�5�&�¶�V���0�D�Q�D�J�H�U���R�I���2�Q�O�L�Q�H���6�H�U�Y�L�F�H�V�����L�W���K�D�V��always 
been �+�0�5�&�¶�V�� �J�R�D�O�� �R�I�� �D�G�R�S�W�L�Q�J�� �;�%�5L as a potential filing solution for CT600 
accounts and computations.  �7�K�L�V�� �J�R�D�O�� �Z�D�V�� �D�O�V�R�� �V�X�S�S�R�U�W�H�G�� �E�\�� �1�$�2�¶�V�� �U�H�S�R�U�W�� �R�Q��
�+�0�5�&�¶�V���H-Revenue project initiated in 1999 (NAO, 2002).  �+�0�5�&�¶�V���;�%�5�/���S�U�R�M�H�F�W��
team members were diligent to promote XBRL potential as not just a government-
mandated electronic filing medium, but also an �µe-filing solution�¶ that would facilitate 
�W�K�H�� �I�O�R�Z�� �R�I�� �G�D�W�D�� �E�H�W�Z�H�H�Q�� �W�D�[�� �S�U�H�S�D�U�H�U�V�� �D�Q�G�� �+�0�5�&�¶�V�� �I�L�O�L�Q�J�� �V�\�V�W�H�P�V���� The use of 
technology in tax reporting contributes to reducing tax preparation time (Hampton, 
2005).  �7�K�L�V���L�V���F�R�Q�V�L�V�W�H�Q�W���Z�L�W�K���+�0�5�&�¶�V���H�[�S�H�U�L�H�Q�F�H���Z�L�W�K���S�U�H�Y�L�R�X�V���W�H�F�K�Q�R�O�R�J�L�H�V���Z�K�H�Q��
the agency prioritised the need for achieving efficiencies through the development of 
ELS and FBI to provide additional processing power and reduce the compliance 
burden on taxpayers. 

As government agencies are often faced with limited financial resources, especially 
during tough economic conditions, careful spending cuts have to be undertaken to 
alleviate the financial burden.  In that regard, HMRC was not any different from 
financially-strained tax regulators.  HMRC perceived the adoption and mandating of 
XBRL technology as an innovative response to manage its administrative costs.  The 
agency made a strategic decision to use XBRL after it identified the variation in yield 
and cost of case enquiries, which motivated the agency to deploy additional resources 
into the processing of Aspect Enquiries of the Corporation Tax.  This strategy 
�E�R�O�V�W�H�U�H�G���+�0�5�&�¶�V���H�I�I�R�U�W�V���L�Q���H�[�S�H�G�L�W�L�Q�J���W�K�H���F�R�O�O�H�F�W�L�R�Q���R�I���F�R�U�S�R�U�D�W�H���W�D�[���U�H�Y�H�Q�X�H���Z�Kile 
maintaining lower operating staff costs. 

HMRC was also essentially driven by the need to receive and process CT600 accounts 
and computations in standardiET
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sole information technology provider for the self-assessment system at the time.  
During the adoption of XBRL, HMRC ensured that all XBRL-enabled software 
packages are vetted before offering them to the general public.  It worked extensively 
with Adobe Systems and CoreFiling to develop the technical infrastructure of XBRL 
taxonomy, which is the most difficult task in XBRL adoption process due to the 
complexity of the data in accounts and computations filings. 

HMRC has also strengthened its ties with government bodies, XBRL UK, accounting 
firms and professional entities.  Stakeholder participation is regarded as one of the 
�µsuccess�¶ factors in the adoption of any electronic government initiative.  For example, 
Hirschheim, Klein and Lyytinen (1995) argue 
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traditional XML-based filing facility.  The key difference between XBRL and any 
another electronic reporting technology is that XBRL is �µwidely agreed upon by 
accountants�¶ (Hamscher, 2002).  In addition, as the case with any technology 
adoption, there is always a potential resistance to change, which could be lessened by 
�E�X�L�O�G�L�Q�J���E�H�W�W�H�U���D�Z�D�U�H�Q�H�V�V���R�I���W�K�H���W�H�F�K�Q�R�O�R�J�\�¶�V realised benefits. 

The case study shows that most important obstacle faced during XBRL adoption was 
�E�X�L�O�G�L�Q�J���;�%�5�/�¶�V���W�H�F�K�Q�L�F�D�O���L�Q�I�U�D�V�W�U�X�F�W�X�U�H�����W�D�[�R�Q�R�P�\������ The sheer number of financial 
data elements that have to be tagged in XBRL, and the possibility of extending the 
taxonomy to incorporate company-specific tagging added an additional challenge.  
The tagging process is tedious, as it requires great investment in technical resources 
and expertise.  A UK-based research conducted by Dunne et al. (2009) indicates that 
many potential corporate users are deterred by the proliferation of XBRL taxonomy.  
This was also supported by findings of Cordery, Fowler and Mustafa (2011), who 
�V�X�U�Y�H�\�H�G���D���J�U�R�X�S���R�I���1�H�Z���=�H�D�O�D�Q�G�¶�V���J�R�Y�H�U�Q�P�H�Q�W���D�J�H�Q�F�L�H�V���D�Q�G���E�X�V�L�Q�H�V�V���R�U�J�D�Q�Lsations.  
In the Australian context, large business organisations pointed out the significance of 
mobilising technical and financial resources to build XBRL taxonomy infrastructure.  
They were concerned about the sophistication of XBRL as a technology and whether 
they have the technical expertise to build a taxonomy structure that would 
accommodate the tagging of hundreds of financial elements in financial reports using 
XBRL (Doolin and Troshani, 2007).  The challenge is amplified as companies would 
be required to extend certain financial data elements based on their needs to disclose 
corporate information. 

Finally, the case study fosters the importance of project �µchampions�¶ in implementing 
technological innovations in regulatory authorities.  The key role of project 
�µchampions�¶ has been acknowledged by prior literature.  Turner and Apelt (2004), 
who have examined the adoption of an electronic filing initiative in Australia, 
supported the importance of cultivating project championship culture in tax 
authorities.  The existence of XBRL project �µchampions�¶���� �U�H�S�U�H�V�H�Q�W�H�G�� �E�\�� �+�0�5�&�¶�V��
manager of online services and technical architect, has provided a great example of 
resourceful leadership and technical excellence.  Their rich experience (amounting to a 
combined 60 years) was one of the most success factors that supported the process of 
building XBRL taxonomy structure.  They worked with their IT partners to build, tag 
and define 12°000 data elements in the accounts and computations documents.  
Championing the technology and possessing the right IT skill-set for XBRL set the 
tone of XBRL adoption process.  It also steered the process of XBRL development 
into the right direction when HMRC faced rendering issues with the older version of 
XBRL, which affected the data presentation of the XBRL-based accounts and 
computation. 

 
  CONCLUSIONS 
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computations).  In addition, the agency embraced the technology to standardi
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A psychological perspective on tax avoidance: 
Deferential avoidance vs. defiant avoidance 

 

 
Minjo Kang1 

 

 

Abstract 
Is a taxpayer�¶s act of tax avoidance deemed compliant or non-compliant? Academic researchers, investigating tax compliance 
behaviour, address the term tax avoidance differently for a variety of purposes.  In order to gain insight into compliance 
behaviour, it is important to get a clear understanding of the meaning of tax compliance.  In addition, how to classify and 
perceive the various behavioural responses to taxation is of crucial importance not only for academic researchers and policy 
makers, but for ordinary taxpayers whose tax behaviour is embedded in social structure and influenced by social 
representations.  In this paper, I discuss relevant issues regarding the conventional conceptualisations of tax avoidance, and 
present a distinguished concept of tax avoidance which represents two different statuses with insights from psychological 
approaches to tax behaviour in general and Abstract
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2. CONVENTIONAL DEFINITI ON OF COMPLIANCE , EVASION , AND AVOIDANCE IN 

TAXATION  

Roth et al. (1989) claim that tax compliance is accomplished provided the taxpayer 
files all required tax returns at the proper time, and that the returns accurately report 
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(1978) reported that the typical taxpayer considers tax evasion only slightly more 
serious than stealing a bicycle. 

McBarnet (2003) views game playing as a particular kind of attitude towards the law, 
in which one regards the law as something to be utili sed to meet one�¶s purposes rather 
than as something to be respected as defining the limits of acceptable activity.  
Similarly, Salter (2010) addresses the game playing with of society�¶s rules which 
involves the use of technically legal means to subvert the intent of society�¶.  He argues 
that a rule-following game (or compliance game) involves the actual exploitation of 
these gaming opportunities.  This involves following the letter of the law but not 
necessarily its intent or spirit, as well as violating grey areas of the law in ways that 
are not easily understood or recognised as violations.  In this regard, tax avoidance can 
be characterised as a rule-following game in tax compliance decisions.  McBarnet 
(2003) also argues that one of the functions of creative compliance is �µfraud insurance�¶: 
a tax planning device may fail in court without being branded a tax fraud.  He refers to 
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lawyers and accountants view testing the outer limits of the law as a natural and 
acceptable feature.  As entrepreneurial businesses, accountancy firms have developed 
organisational structures and strategies to sell tax avoidance schemes to corporations 
and wealthy individuals, which they refer to as tax solutions or tax strategies (Sikka 
and Hampton, 2005).  As Braithwaite (2003a) points out, the industry of tax avoidance 
primarily rests on the talents of financial advisors.  Furthermore, the tax preparer has a 
direct interest in whether a position is determined ex-post in an IRS audit to be overly 
aggressive. An overly aggressive position may result in a loss of client goodwill or a 
preparer penalty in such a jurisdiction as the US (Kaplan et al., 1988).  Brock and 
Russell (2015) further illustrate the role of professionals in designing, promoting and 
implementing abusive tax avoidance strategies as the prerogative of wealthy 
individuals and large corporations.  

 

7. MOTIVATIONAL POSTURES  OF TAX AVOIDANCE : DEFERENTIAL AVOIDANC E AND 

DEFIANT AVOIDANCE  

In some cases, avoidance is encouraged by legislation granting favourable tax 
treatment to specific activities and no additional risk exposure to be challenged as 
illegal.  For example, investing in municipal bonds or paying into superannuation 
schemes to minimise tax is explicitly encouraged, whereas off-shore tax havens are 
explicitly discouraged and put the taxpayer in an uncertain tax position.  Thus, a tax 
planning activity or a tax strategy as an act of tax avoidance could be anywhere along 
the continuum of tax compliance depending upon ex ante intentions as well as ex-post 
enforcement.  Seldon (1979) coined the term �µavoision�¶ to capture the problem 
associated with differentiating legal and illegal tax schemes.  Braithwaite (2003b) 
argues that it is possible to divide the strategies of tax avoidance in terms of the degree 
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the letter to gaming with the law, and also to cheating the government.  The thesis is 
that avoidance in itself should not imply any negative connotation. 

As noted above, some researchers have tried to differentiate two different aspects of 
tax avoidance such as aggressive tax planning or abusive tax planning.  However, the 
aggressiveness and abusiveness rest primarily on subjective interpretations of attitudes 
towards risk and morality, respectively.  Essentially, they fail to capture the different 
behavioural intentions of a taxpayer in terms of compliance with the provision and 
spirit of the law.  Defiant avoidance refers to the potentially unacceptable avoidance, 
which has the capacity to be challenged by the tax inspector and disallowed by the tax 
court.  On the contrary, deferential avoidance is in compliance not only with the 
provision of the law, but also with the spirit and purpose of the law and fiscal policy.  
In this respect, tax evasion can be conceptualised as illegal avoidance, whereby the 
term avoidance itself should be treated as being neutral.  Therefore, the concept of tax 
non-compliance should include defiant avoidance and illegal avoidance (tax evasion), 
but exclude deferential avoidance. 

Although traditional economic models of tax evasion tend to frame the evasion 
decision as rational taxpayers�¶ gambling with tax authorities (Baldry, 1986), it seems 
more like a �µcheating�µ rather than a fair gambling.  



 

 

eJournal of Tax Research A psychological perspective on tax avoidance 

244 

 

 

9. REFERENCES 

Alm, J. 1999. �µTax compliance and administration�¶, Public Administration And Public Policy, 72, 
741�±768. 

Alm, J. 2014. �µDoes an uncertain tax system encourage �µaggressive tax planning�µ?�¶, Economic 
Analysis and Policy, 44, 30�±38. 

Alm, J., Kirchler, E. & Muehlbacher, S. 2012. �µCombining psychology and economics in the analysis 
of compliance: from enforcement to cooperation�¶, Economic Analysis and Policy, 42, 133�±151. 

Baldry, J. C. (1986). �µTax evasion is not a gamble: A report on two experiments�¶, Economics Letters 
22, 333-335. 

Becker, G. S. 1968. �µCrime and punishment: an economic approach�¶, Journal of 

R





 

 

eJournal of Tax Research A psychological perspective on tax avoidance 

246 

 

 

Song, Y.-D. & Yarbrough, T. E. 1978. �µTax ethics and taxpayer attitudes: A 


	Cover Page Vol 14-1
	01_LonghornRahimSadiq_Country By Country Reporting
	02_StranoPinto_A comparative anaylsis of Australian and Hong Kong retirement systems
	03_BurtonKarlinsky_Tax Professionals Perception of Large and mid-size buiness US tax law complexity
	04_ProchazkaMolin_Book tax confirmity
	05_Christian_A typology of sales tax noncompliance
	06_ChonviharnpanLewis_The net benefit of increasing alcohol taxation in Thailand
	07_FaridyFreudenbergSarkerCopp_The hidden compliance cost of VAT
	08_Mousa_The evolution of electronic filing processes
	09_Kang_A psychological perspective on tax avoidance

