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I. Introduction

1. The pressing demand for increased government outlays for socic—eccnonic
development underscores the need to asceriain commensurate levels of putlic
revenues to meet the demand. Apart from determining the sprropriate levels
and scope for additional revemnes, attention ought tc be relentlessly
focused upon the erficiency of the tax system whick is 2 c~rucial factor
in the successful exploitation of a country's tax revenue potentials or
base. A country's tax base is composed of 2 wide range of economic
activities. From some activities, it may be easy o collect tax revenues,
yet from others it may be difficult to collect the tux revenue.

e The differences in the revenue collection may, by and large, derive
from the structure of a country's eccnomy. For example, in small poor
countries, <there may be diseconomies of rproducing only for domestic
consumption since the population <cannot absorbh any lsrge portion of
potential output. The surplus production is then exported to earn foreign
exchange with which %o buy goods and services not available 2t home. There
are, therefore, more possibilities of taxing exports with lesser degree
of the difficulties in collecting the tax revenues therefrom. Similarly,
the relative scarcity of natural rescurces in smell countrics which makes
it necessary to import resources, goods =nd services. opens the way lor
imposing of a range of import duties. Since the demand for import is
less elastic in most developing countries, the govrernments of such countries
view import duties as a reliable source of revenue often applying very
high rates of revenue. 1/ Agnin, revenue collection is administratively
easy from this type of source of revenue.

3. However, owing to¢ the declining trends in the world markets for rrices
of <he commodities from the developing countries, these countries have
and continue to experience ercrmous dovnturn in tax receipts from the
international irade. It is a known fact that any siumpr in the world market
quickly affecls economic activities and trade trx receipts.  For example
{Zawbia 1987/88), it was observed that government revenues had been a
major casualty of the slump in the world copper oprices 2/ on which
government trade taxes depended. -

1/ Hareold Codrington., Journal of Development Studies, Volume 25 No.
b July, 1980 Frank Cass and Co. Ttd. Gainsborough House, Gainsborough
Road, London E11l FRS.
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Country Prefile on Zambia 1G87-88, The Economist Tntelligent Unit
London WIA JDW, United Kingdom.
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b, The decline in irtern"t’onal trade sources of tax revenue, then,
impsratively demands the diversification of the tax base whinh entalls
the tntroduction of a4 bplethors of miccellarsous nestic taxes. But
reedless to say, some of the taxes on domestic ez have eliber a very
low base or are very 4iff7cult to rcllect +han *uxes on interpatiosnal
+trade, hence any exercise undertaker seeking *to initiate Throad and
fundamental tax reforms regulres coordinatad elforts at  strenghhening
tax sdministraticn. A soundly broad ovase ougnt ot least to be composed
of =211 *the country's tax potentials and efficient, +tax admipistration.
Teyx administration is in eflect, a namponernt  of  the tax base. it
strengthened, it may a5 well provide substantial portlon of the regulred
l(dA,lOnal domestic revenue tﬂ*ouwh succesaful implementation of the

exizting laws and regulaticns. d, greatesr and nore efficient domestic
financial resourve nmobiliza” ion bt to he regarded as one of Lhe eriacial
policy Airections taking into account hhe dire need fcr Af?ican developing
countrizss to increasingly dopend upon domestic Financi regources owing

ioc the ever weakening and wweertain guantum of external resource 1i0Ws
to Africa., coupled with tho increasingly ‘bough conditions attached yet
to the very reduced inflows of the cxternal resources.

5. Inefficiency ipn %ax administration leads *to ineguity in tTerms of

after-tay income of people in similar economic circumstances arizing out
or under-assessments and cvasion. This causes pec pie in T samnc egononls

cirpomstances not to pay egual tax. Jnder~fssessmentq result rorpelly
from lack of appropriate ‘coounting skills in the tax admirnistrations
for the verification and examination of income Zax returns, in aprticular,
the complicated supporting accounts anﬁ other finarcial statements. 5o
mich would-be-taxable income sscepes ban in the*torm ol inflated expenditure
and lcsses carvied forward. The individual income LfvﬁfJﬁ_‘eSiﬁeﬂwq usually
occir because of the inatility of tax officers to cope with the workload,
that is toc many returns, too few officers and Lo ﬂany' short-cuts in
{the examination of the returns. The result 1o thet thode taxpavers whose

returns do not get exhaustivo verification and Ckhp¢natinnq pay less Lax
than those whose returns were throughly evamined, even though. Tha taxpayers
were in the same economic olrcumstances. Jiis leads to ineguity not as
a result of the tax rate ~acture, bul as a result of inefficiency in
the tax administration. Similarly, where taxes sssezsed are not collected
at all, or partly colilected. et A'CthELy Tafpevers in gimiiar coconomic

wirruns+anoec pay unequally. AlsO cvrsion non—-filing or under—,
Jeclaration of incore wichourn detection by % soministration, leads
to incguity. .

6. ‘m +he other hand, inefficiency In tax sdministration, may lead to
oversaxation of the existing tax bases. For cxample jven the Trequent

and high proportion of revenue losses through inefficis in administration
+he alternative.for tax aufhorltles ig to raise ine rates of tax on existing
hase: in order to recoup the revenue losses. The =ffert of thess inereased

+os is increass in tox evasion which in +he end, further leads to soaring
of tax rates: and so the cycle goes. If tax administration is, therefore,
revamped or strengbhened, +the inequity would be eradicated and evasion
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minimized and more or less, the revenue-yielding capacity of the existing
tax bases would be ascertained. The near-maximum revenue capacity level
can then be used as a basis or a guide for the choice of zlternative sources
shou:1ld the demands of revenue dictate.

1. It 1is true that establishing an effTicient tax administration is an
expensive venture, and the cost may be too high, But administrative
efficlency must be gesn in a dynamic sense. Expenditure on improved
administration in the short run is amply vindicated in the long run by
the increased revenue productivity of a more develcped system. It is
along this line thst =211 costs incurred . on improving tax administration
should be seen.

8. It was against this background that the Econcmic Commission for Africa
(ECA), in collaboration with the Association of African Tax Administrators
(AATA) organised the regional taxation workshop on improvement in Tax.

Administration.

I1. Organization and Venue

9, The rég;onalA taxation workshop was held in Addls Ababa (Ethiopia)
from 27-29 March, 199C. It was orgenized by the Economic Commission for
Africa (ECA) in c¢ollaboration with +the Association of African Tex

Administrators (AATA).

IT1. Attendsance

10. The reglonal taxation workshop was attended by 31 senior officials.

representing the following member states: Algeriaz, Burkina Faso, Cameroon,
Congo. Egypt, Ethiopia, Gabon, Guinea, Nigeria, Sieira Leone, Togo, Uganda,
Zambia and Zimbabwe. There were also individual observers, in attendance,
from the Addis Ababa University {Ethiopia} Law Faculty and the Ethiopian
Chamber of Commerce. -

IV. The Objective of the Taxation Workshop

1l. The primary objective of the workshop. was to provide a forum for.

the African tax .administrators, to review, in general the taxation systems
and policies in Africa, and in pdrflcular to exchange ideas and experiences
or the taxation of the hard-to—tax sectors and alsco on the improvement
of revenue collection through the withholding tix systems.

V. Methodology

12. Background country papers were presented by the participants on each
theme and that was followed by discussions and surmmary of findings and
recommendations. In addition to the country papers presented, some
participants made 2lso oral presentations.

T e
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VI. Toplcs Discussed

lﬁ;,;Thé following topics were discussed:

- Approaches and Methods of Tmproving Compliance Within the Self-
Employed and or Small Business Sectors.

:;_‘“f‘ Improving Tax Revenue Collection Through the Withholding Tax
System,

14, The thrust of the workshop as regards theme I, was to identify the
types of taxes which vere common in the seif-employed and or small hisiness
sectors of the African economies, to examine their origin (i.e., the policy
and legislative aspects), the mechanisms used to enforce the collection
of revenue from these taxes, to 1ldentity the problems encountered in the
routine adminstration thereof and to provide . ideas and suggestions on
ways and means of improving their administrations for increased revenue
collection.

15. As regards theme II, the focus of the workshop was to identify the
types - of the witiholding tax systems in operation iIn the African tax
systems, examine their scope and coverage of the tax sowrces, identify
the problems encountered in the routine administration thereof and make
suggestions on the ways and means of improving them fcr increased revenue
collectiomn,

Vii. O0fficial Opening of the Workshop

16. ﬂhe Regional Taxation Workshop was opened by Dr. Tsegaye Habte, Vice-
Minister, Ministry of Finance, Ethiopia. The Vice-Minister, in his opening
speech welcomed, on behalf of his government, the delegates to Addis Ababa
and expressed the hope that their stay in Addis would be a pleasant one.
He then pointed out that in the wake of the changing world, in particular
with regerd to Africa’s cconomi: stasnstion and in some cases decline,
concerted effort needed to be made to mobilize domestic and interngational
resources in order to lay down 4t least ‘the infrastructure necessdary for
modest and econcmic development, 't was that task of generating and
managing resources for development ertrustel to finance ministries and
to tax revenue agencies that brought the delegates. together on this
occassion he said. de called for greater concentration for mobilization
of resources at national, regional and international fronts.

17. He mentioned thet the two msjor functions of taxation. werg the
generation of tax revenue and the provision of incentives ‘through the
legal framework. Tc be able o discharge much of thess: responsibilities,
it was necessary to relentlesly strengthen tax administrations. He then
concluded dy wishing the delegates successful and frultful deliberations.
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18. On behalf of Prof. Adebayo Adedeji, Un Under-Becretary-General and
Executive Secretary of ECA. the Deputy Executive Secretary, Mr. Tchouta
Moussa also addressed the workshop. In bhis statement, he welcomed the
delegates to ECA Headguarters. Ye slsc expressed vrofound avoreciation

to the Government oI the People's Democratic Republic of Ethiopia for

cordially hosting the Jfoint ECA and AATA regional workshop. He reiterated
the aim of AATA as being "to promote co-operation in the field of taxation
policy, legislation and administration in Africa”. Indeed, the workshop
was taking place in the wake of the growing need for resional co~operation
among Africsn countries in the field of fiscal policy in general, and
taxation issues in particular, due to the continent's continuing ecoromic
crisis, spurred in part bty the inadequate mobilization of domestic financial
resources for socico~eccnomic Adevelopment.

19. To redress the persistent and general decline in economic activity,
social welfare and living standards, Mr. Tchouta Moussa szid that African
countries had Iimplemented policy reforms and structural ad justment
progrommes which had failed to arrest the crizis. Indeed, it became evident
to all concerned that adjustment must be pursued in tandem with
iranzformation of the structures of the Africar economies, if sustained
and self-reliant growth and development were to take place. For that
pwpose, the African Alternative Framework to Structural Adjustment
Programmes for Socio—~Economic Recovery and Transformation (AAP-SAP}, was
adopted in April 1989 oy the ECA Joint Conference of African Ministers
of Finance and Development and approved by the African Heads of State
and Government in July 1909, It was also endorsed by the General Assenhly
of the United Fations.

20. tr. Tchoute Moussa pointed out +theot within AAP-TAP, greater and more
efficlent domestic resource mobilization was considered as one of the
crucisl policy directions in view of the need to increasingly rely on
domestic resources because of the ~ncertainties surrcounding the quantum
of external resource flows to Africa arnd the increasingly stiff conditions
attached to those iaflows. He further shated -ut that the capabilities
of African tax departments had great bearing on how much tax revenues
¢ould be collected and on the economic effects of collecting the taxes
due. it was, therefore, important to have the Tax Administrators to
reriodically come together +tc¢ exchange ideas. and experiences on how to
improve taxstion policies and systems in the contirert.

2. Mr. Tchouta Moussa concluded by saying that thr themes selected for
deliberations were very ilmportant since they addressed the complex practical
situations where revenue collection was haré e accemplish and hence called
for revamped measures tc bring to the tax net the eligihle taxpayers hidden
in the herd-to-reach trade,
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- Closing of the Workshop

22, The workshop was officially closed by Ato Tesfaye Andargle, hHead
of +the Inland Revenue Ethiopia whose. country was host to the regional
taxation workshcp. In his closing remarks, he commended the participants
for their active deliberstions at the workshop and expressed the hope
that their Tfindings and recommendations would be useful to the African
tax administrations in their quest for better and improved tax revenue
collection. :

Recommendations

1

23. After thorough deliberations on the themes, the participants. made -
the following recommendations:-

{a) That the tax systems of African countries should be streamiinad
in order to reflect the countries' economic and soclai order.

(b} That the African governments should TFocus greater attention
on the role of taxpayer education as means of instiling, -in .
the mind of taxpayers tex awareness, btax consciousness and to
develop taxpayer confidence for enhanced veluntary compliance
and in that regard, the governments should invest more on taxpayer
education programmes.

—
o
——

That African Tax administrations should intensify the use of .
tax 'Clearance Certificate’ systems in order to increase tax
revenue ccllection from the self-emplioyed and or small business
sectors.. : '

(d) Tha* greater autonomy should be granted to the tax administration
in order to curtail institutional <couastraints .and =zllow for
better organisation of the Tax administration for increased
efficiency.

{e} That the Tax administration should embark on complete and
exhaustive census of taxpuyers in order to have full knowledge
about the taxpavers (i.e.., where they live and what they do).

(f) That, consdering the incidents of history on the African tax
systems, African tex administrators should focus more atiention
on the broadening of the tax bases and the simplification of
the tax laws.

(g} That tax administrators should create good relationship between
+hemselves and the taxpayers in order %o reduce the opinion
gap that often exists Tbetween the taxpayers and the tax
administrators.
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Sumpary of Discussions

Theme I. Approaches and Methods of Improvmg Compliance Within the Self-
Employed and or Smell Business Sectors

24.  The r:epresentatives of Congo, Ethicpia, Togo and Zambie prepared
and presented country papers on the above thenme, The country papers
delivered, provided background documents for discussions.

25. The papers presented gave brief accounts of the historic development
of the tax systems prevailing in the respective courtries. The overall
historical picture porirayed hy those country papers was that, almost
invariably, the »revailing tax regimes of African developing -ountries
were a legacy of the colonial era. As a consequence, the citizens cf
Africe had always vieved the African tax systems as foreign and superimposed
upcn them and as & result, the systems were incompatible with the basic
traditicnal values of the African vpeople. Further, the advent of the
colonial regime, in most African countriés), led te the creation of dual
systems of the economies composed of the modern and the traditional models:
and with the modern model dominating the economies not much enthusiasm
‘was  shown, even after independence, to formulate tax policy directions
best suited for the traditional model though in some countries (Congd)
the post independence tax regime did reflect the picture of the dual nature
of the econcmy, which reflected the sccizl and economic realities in that
country. Consequently, the complex +tax laws applied in the modern models
bad since penetrated into tThe traditional model. That develovment was
not without serious compliance problems to the traditional Africarn people
wnc hed least knowledge of those tax systems, the presentations revealed.
Indeed, the feeling of the people was that the actual purpose of the tax
systems as imposed by the colonial regimes was to support the colonial
economic enclaves and other institutions. Hencé, the participants felt
that there was always a linkage between the taxpayers' refusal to ey
tax and the colonial elements enshrined in the African tax rogimes.

26. Addressing ‘the main issues in general, the preséntations observed
that, in‘general, there was a very high rate of illteracy in most African
countries. It was common, therefore, that most cases of non-compliance
with the tax obligations were caused by ignorance and non-awareness of
the tax laws. In the case of small traders or small businessmen, the
problems manifested themselves in poor maintenance of proper book~keeping
records or, in some rases, tclal sbsence therect, However, there was
a collorary to that observation that wee in practice, illeteracy could
be a benefit in taxation. For example. illetrste, taxpayers by definition
of illeteracy, could not exploit the tax laws., Instead, nly the experts
in tax laws, generally, could exploit the tax laws in order to reduce
the burden of tax. What was of d{oportance was the establishment of
effective tax systems that would monitor the activities cof the illeterate
taxpayers and render assistance to them.
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27. Further observed was the problem of locating the taxpayers in the
nard-to-tax sectors of the economy. The traders cor businessmen in ihat
category of taxpayers vere scattered throughout the country, in some cases,
ipn remote unaccessible sreas. thus making tracing them almost impossible.
Tven those traders who would otherwise ve within the reach of the taxman,
could not, in some cases, be easily traced owirg to the fact that they
frequently moved from one locality to the other. it was observed that
easy mobility in some cases, was 4ds result that those taxpeyers never
organised themselves into well-established trade and Irstead, they nperated
wit}.‘aout permanent establishments. The problem of the geogravhlcal spread
of the traders was further made worse by lack of adequate decentralization
of the tax administrations. It was comrmon thkat the tax administrations
were ocentralized and +hat even where there were rvegicnal or district
branches, those branches tended to concentrate “thelir services in near-
by areas without reaching out to the remocte country ‘sides. ‘The failure
of those branches *+o cover remote areas was due, arong other factors,
to shortage of staff hoth In quantity and quality and alseo lack of mobile
gervice egulpnent. Even where equipment were available, the revenue
collected from those remote areas did not justiiy the costs incurrea.
is 2 result, in some countries (Et‘niopia),'where it was found that the
tax yields were small and the administrative costs toc high, the tax law
did not require the tax administration to assess every taxpayer annually.
The participants had a common view that the African situation, in many
forms, was a spacial one and therefcere. required special “act or art that
would he best suited te it. The informal sector was particularly very
difficult to tax anrd needed exclusive consideration.

28. The participants alsc agreed with the observations made in the ¢ountry
papers presented that the experience of most African countries was thawv
the taxpayers' illiteracy and the complexity of the *tax laws made recovery
of tax from the informal sectors difficult. In addition to that, there
was the problem of lack of co-operation from the firms which had financial
informetion ¢n the taxpayers encaged ian trade in the formal sectors. In
most cases, those firms were not willing to supply the tax administrations
with +he fTinancial information at their Jisposal. There wae, therefore,
a very strong feeling among the participants to urge for tougher legal
messures +to compel thoge firms to declare the information required. it
wae, however, also felt that, where no information was available, the
~process of estimating tne income af the taxpeyers in the informal sections
could still be accomplished through reconciling the external wealth of
‘those taxpayers on *the basis of determined parameters, with the income
declarec in their returns.

26. In discussing estimation of income where taxpayers records did not
exist, some participants (Algeria) cbserved that there were problems,
for example, as to who should do the estimation or evaluation of the
taxpayers’ wealth. Should the duty be assignea con gspeciaslization basis
(i.e., a tax inspectcr tc be specifically trained for particular areas
or should & grouo of specialised persons cor committees be assigned the
responsibilities). In fact the latter was the practice in Nigeria where
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specialization of inspectors was the answer. One of the advantages was
that inspecilors would get to know +he characters and hotits of the taxpayers
in ihe_category assigned them, and the way they conducted their businecses
in their locality. Likewise, the taxpayers would »now the tax offitvials
closer.. ang‘ ther develop positive atiitudes towards compliance:  But it
was pointed out, on the otherhand, that the same tax inspectors, ‘knowing
they were exclusively assigned, were tempted into corrupt -praciices,
varticularly where there was nc standardization of turnovers as parameters
for income estimation or guidelines for evzlustion. The inspectors could
easily +%wist the methods of estimation or engare in corruption. Again
vhere committees were used, there was a problem of adrinistrative delays
in gathering the committses together to carry out the work. :

30. Te¢ ercourage taxpayers 1in the informal sectors to comply, the
participants examined the possibility of providing incentives. - Some
participants, based on their country -experiences, (Camercon), pointed
out that certain incentives, in the form of concensus, granting .grace
period to taxpayers, were not effective since the beneficiary taxpavers
exploited them by aceumulating prorits during the grace period and winding
up business before it expired. They either left the country wWith no “ax
paid on the accumulated profits or they formed themselves into new
businesses. That was comnon, in particular where the  .entefprises did
not have "fixed life span”’ determired. [hat meant that the law became
necessary to provide that those taxpayers should have "fixed life span”
of +heir businesses before they could gqualify for those  tax holidays.
O that problem, some . participants {Higeris) —expressed the view that,
in gractice, "there was.no machinery -that could be used for good efforts,
that could not be used for had effects’ What was important in
“ircumstances wheére taxpuayers expolited +tax incentives was to monitor
the situation effectiv=1y through, among other technigues, the
decertralization of specialization. : -

1. In recognition of the indisputably high rate of illiteracy, lack
f tax awareness and tax consciousness amory taxpayers, in most African
countries, the participants expressed unesnimous view that one major way
to encourage taxpayers in the informal sector +to conmply with the tax law,
was educating then. Tt was pecinted out that though taxpayer education
did rot bring about immediate regults, it did. indeed. vield hetter fruits
in the long-run. Some purticipants {Zambia) expresse’ the view that greater
hudgetary support was needed to enahle the tav administrations to embark
on full-scale taxpayer education rProgrammes, Lo enhance cempliance., Tndeed,
it was unanimously agreed by the participants that the major constraints
to taxpaver education rprogrammes inciuded inadeguate budgetary aupport,
scarcity of human rescurces and inadeguate instituticnal infrastructures.

3

0

Bevertheless, taxpayers' education. instilled into the mind of taxpayvers o

tax awareness, tax consciousness and the wili for compliance and “thus
reducing the opinior gap between the. taxpayers and the tax administrators.

e
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32. Further: on the point of encouraging taxpavers in the informal sector
to omply. some participants advocated the rewarding systems. For example,
situations where the good and honest *axpayer could be rewarded either
in the form of money or in the form of benefit in kind. The benefit in
kind would include flexibility by the tax departments on the application
of compliance enforcement instruments like the tax clearance certificates,
zccess to banking facilitles and other loan facilities., However, some
participants still felt. that greater pragmatism wss needed in order to
make taxpayers comply. For example, It was felt that tax administrators
should enforce the tax laws toc the letier since any form of incentives
to taxpayers io comply with the tax laws was tantamount to the admiseion
that the tax administrations left alone, were nct effective. But in
enfarcing the tax laws, the tax administrations should not act uliva vires
(i.e. beyond ihe scope of their responsibilities). The guarantee of the
rights of taxpayers as well as the protection of the taxpayers should
be fully cbserved, it was pointed out. The consensus of the participants,
however, was that taxpayers' eoducation in the informsl sectors was vital
to mrake them understand why they had tc pay tax despite thelr low level
of income. :

33. 'The participants further discussed other Instruments that could be
applied to sclicit voluntary compliance. Those included the simplification
of the tax laws, modification of the tax returns., the establishment of
comprehensive taxpayer lidentification or location” systems, equality before
the law, applications of exerptions at the esarly stages to allow for growth
(i.e. exempt now and tax later) substitution of annual assessments with
fixed rates of tax, delavs in the legal processing of amendments, tightening
the penal provisions etc.

34, Reparding the simplificetion of the tax law, it was pointed out that
the existing tax laws were oo advanced for most taxpayers in the informal
or traditional sectors. The taxpayers simply did not understand them
and hence Jdifficulties in their honouring their tax obligations. In some
cases, +the complexity of the tax laws made it even diffiecult for tax
administrators themselves to properly interprete them and prepare taxpayer
guides hased on the regulaticons of those laws, it was pointed out.
Modification of forms was essential in order to be made casier to understand
and also to get a wider ranme of information useful for effective tax
administraticn. Hegarding the establishment of comprehensive taxpayer
ldentification system, it was pointed out that, thal gystem constituted
& cornerstone for any tax administration. It was ihe key to alil the
information that could he regained, Without comprehenzive data base,
the tax administratlion was unehle to carry out its work the participants
observed. FEqually important was the equal trestment of taxpayers hefore
the law. Taxpayers lcathed to learn that there were certain people to
whom the law was not applied tc the letter because of socio-political
status. Indeed, that situation created disincentives to comply.
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35. Regarding exemptions at the early stages, it was pointed out that

at times it was good not to kill the goose that laid the golden egg. Small.
businesses .should be exempted to allow for growth once fully developed .

then, they should be taxed. However, there were reservations expressed
as to what constituted a 'smell business -as that might be one of a ..

definitional issues .depending upon a set of circumstances in a given .-

country. For example, should smallness be based on size of space occupied, -
turnover,, number of employees or risks involved? Finslly, the delays .-

in processing amendments by the office of the Attorney~General, was ¢

considered an impediment to progressive tax reforms since it was. Impossible .-

to put into practice any proposals for improvement in the tax laws unless
proposals were drafted into bills for parliamentary approval.

36. One .other main point that. emerged from some participants, (Nigeria)

rela.tin& to the -encouragement of taxpayers in the Informal- sectors to =
comply, was the 'political will'. It was pointed out that it was common, ::

in most African countries that politicians were not courageous enough

in building taxpayer confidence. The politicians did not usually come :-
out openly to encourage taxpayers to pay. For. exa.mple, as was mentioned

earlier that there was a Jlinkage between taxpayers' refusal to pay tax -

and the colonial elements. in the existing African tax systems. It was

felt that only politicians could. sever that linkage through convincing

the taxpayers about the expenditure poliey ..1.e. how the revenue collected

benefited those taxpayer in the traditional. sectors. How was the public -

money being used? Taxpayers expected measurable benefits from the taxes
paid unless otherwise explained. Therefore, it was felt that the political
will was the main driving. force for wvoluntary compliance. It was also
pointqd out that the political support was also needed to strengthen the
tax administrations. For example, .taxpayer education programmes without
adequate budgetary support from the leaderships could hardly be a reality.

Theme IT1: Improving Tax Revenue Collection Through the Withholding Tax

system
37. The representatives of Congo, Ethiopia, Gabon, Nigeria and Sierra

Leone presented : country papers on the above theme. Cameroon also -

contributed through oral presentation.

38. 'I'he presentations in general, 1initially gave a brief definitions

of the withholding tax. systems. What emerged to be the commonly accepted
notion of the. withholding tax system was that the system required the !

participation of a third. perty, known as the withholding agent. The role

of the third party was to make deductions from any funds payesble to the
taxpayer under any contract (unless specifically exempted), and to remit
the sum total of the funds so deducted to the tax administration within
the ;prescribed time., The amount deducted was determined according to
the schedules or sta.tutqry rule prescribed by the  tax administration.
The schedules or statutory‘ rules stipulated the type of funds or income

sub,ject to the withholding tex system, taking into account the  rates -

applicable, the exemptions available, the frequency of payment, the
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responsibllities and penalties involved for non or underpayments and other
system-specific .factors. In most cases, the payments under the withholding
tax - pystems | Were .payments-in anticipation of the taxpayetr's final tax
Yiability in-which: .case  the systems merely approximated. the amouht to
be ‘deducted. That practice was commonest within the payroll. systems
involving salarieg :and wiges. In some cases, the amount -deducted under
the. :withholding tax. system was definitive and final. Thet practice was
comnotiest where the persoh from whose income certain amount' was deducted
in: .lieu .of the.withholding tax, was not expected to fill an- income tax
return -for annual assessments, For . example, 1in +the .casge xofm-for‘ei«gn
transactions which were not of continuing nature. R : ;

39. PFurther, the ra.tionale for the introductlon of *he withholding taxes
into elmost all the African tax systems was the need for financial resource
flow to the treesury. The Afriean authorities reslized.that- the -budgetary:
needs could not be adequately met on the hasis of the tax mssessment systems.
which collected tax revenue .on the past one year's income of the taxpeyers,:
and where, due to administrative constrainis there could.rever be delays
in the eollection of tax.revenue over quite a long period of time.- The:
spreading .of - tax .revenue - ¢oliection over the budget year resulting to
constant and regular flow: of revenue to the treasury, was considered a-
very useful administrative instrument for tax revenue collection.- From
the taxpayers' view. point, the spreading of pasyments over the assessment
year reduced the tax burden, when the actual annual 1ncome assessment:
was. finalised since the sum total of the amounts deducted over the yesr
wa.s off—set against the total tax assessed on the annual Iincome, resulting:
to the, taxpayers having to pay smell amounts arising out of the.
a.pproximtion short-falls' .or in some cases getting refunds due to over~:
payments when due . recoglit,ien of the taxpayers social circumstances were
taken .into account . Ci e; -marital status, number of children, number of"
dep«)endents, irsurance and other social security schemes contributions
ete)o . - . R S SR 1

AT

40. The other feature of the withholding tax systems that emerged from
the presentations was that it constituted the largest::source of revenue
to the treasury. For example, in some countries (Congo) 90% of the total
tax revenue came from the withholding tax systems, -(Gabon) between 80~
90% of the total tax revenue came from the withholding tax systems,
(Nigeria) the. withholding tax system accounted for about -80% of the
individual income tax. . In addition to being a source of revenue, the
withholding tax systems ensured greater equity to taxpayers. -For- example,
the deductions from source meant that even those taxpayers who, otherwise
could have evaded payment of tax through the declarstion of annual income
tax returns, were brought into: the tax net. It was further pointed out
that the withholding tax systems, by shifting responsibilities to the
third perties, lessened the administrative cost to the tax administration,
in particular, where there was a . great deasl of compliance from those third
parties and hence least  pressure for monitoring the - deduction' and
remmittances through field .inspections audite and other meana. A further
feature of the withholding tax systems recognised' was: that, ‘politieally,
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their Impact upon the people could not easily be a source of social
upheavals since the taxes pald were not quite vissible. For exnmple,
on monthly basis, what reflected on the taxpayers' payroll slips as hnet
pay was not further subjected to income tax. Although, in effect that
was not correct since at the end of. the year an annual income assessment
had . to be finalised, resulting in some cases, as already mentioned sbove,
to further tax belng paid..

41, Diseussing -the theme, the perticipants, by and large, agreed: with
the main points highlighted by .the presentations, particularly thé fact
that  the withholding tax systems were, indeed, .good administrative
instruments for providing regular tax revenue to the treasury. - Some
participants, however expressed the view that under the French system
the notion of withholding tax was rather narrow due to the French legal
system and financisl rules and regulations. It was =&agreed that the
advantages that the withholding tax systems offered included among others,
the following:
=~ Regular flow of {ncome to the Treasury

~ Good management of finsncial reserves

- Reduction of tax burden to faxpsyers

= Responses to the immedlate needs for flexibility in budgets

- Savings on administrative costs though transfer of responsibilities
to third parties

~ Reduction on paper work and vhere the systems vere definitive
and final, freeing of manpower for other administrative assignments

- ailing cﬁsnces of evasion
- Reduction.in the problems of filing

- .Maintenance of 1inks and information between tax assessors and
tax collectors

= Endancement of administrative efficiency
- Ease with vhich to control sno'monitorf
- Provision of greater equity to taxpayers
- Incentive to file annual tax return in anticipation of tax refunds

- Provision of leads to elusive taxpayers
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42, As regards the disadvantages of the withholding tax systems, it was
pointed out that the commonest criticism was that the systems shifted
over to the designated third parties the respons:Lbllities for collection
and with it, to certain extent, the operational cost for compliance. At
times, the shif‘t.ing of responsibilities entailed certdain risks. For
example, the third ‘party or withholding agent might elther not rennnit
to the tax administration the total of the amounts deducted or delay the
rémmittances. ~In another case, the advantage of regular flow of income
to the treasury was lost. In the case of designated withholding agents
vhose trade was not firmly established in the country, there vas a risk
of those agents simply disappearing from the country without having
"emmitted the mney "so deducted.  For all that and other possible risks,
the tax administrfitions had to' re-enforcé field inspections and audits
and thus loosing the cost-saving advantage of the withholding systems.
A further disadvantage of the withholding tax systems wes thelr limitations
in covéfﬁge. In other words, thére were certain sources of income where
the systezns could not be successfully applied. For exemple, in the case
of the receipts of the self-employed professionals where no’ third party
in the form of employer existed. Indeed, under those situations, an
alternative method known as an estimated or advance tax payment system
was applied whereby the self-employed taxpayer made advance or provisional
payments either quarterly or half-yearly calculdted on. the basis of the
previous years tax liability, it was pointed.

43, Addressing the issue of how the withholding tax systems could be
improved in order to enable tax administrations to collect more tax revenue,
the participants observed the problem of identifying the persons to be
designated withholding agents: In most African countries it was difficult
to exhaust the complete census of the establishments employing people
whose income was subject to the withholding tax because of the geographical
spread of those establishments. Even where they were located, it becsme
necessary to educate the designated withholding agents on ‘the reguirements
of the withholding schedules or statutory regulations prescribing the
tax deduction tables and the manner of their application. It was also
necessary to educate them on how the various withholding tax forms were
used. But, because of shortage of manpower in tax administrations, it
vas not an easy task providing education to the withholding agents. As
a result, there was more pressure on the tax administrations to monitor
the deductions made through the annual reconciliation processes followed
up by field inspections and audits. However, 1t was agreed that tax
administrations should strive to locate those tax paying agents to know
what they were dJoing and make a comprehensive master file to serve as
a data base to provide key Iinformation for various purposes Ancluding
effective monitoring, it was pointed out.
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k4, The participants further stressed the importance of improving the
relationship between the tax paying agents and the tax administrations
and advocated the creation, where none existed, of independent depdrtments
speclalizing on offering services and information and receiving any queries
from the public and In response provide prompt accurate answers. It was
the general feeling of the participants that good relationship between
the tax administrations and taxpayers would contribute to a climate for
positive attitudes of the taxpayers towards taxation and ultimately, enhance
voluntary compliance, leading to increzsed tax revenue collection,

Evaluation

45. On the last day of the workshop, the participants, reviewing the
deliberations expressed satisfactions that the workshop was, indeed, a
great success. They uninamously agreed that the forum provided Jjointly
by the Economic Commission for Africa and the Association of Afriean Tax
Administrators was significant in providing the opportunity for the mutual
exchange of ideas and enriched experiences on not only themes discussed
but also on various other sdministrative and technical issues relsting
to the routine administration of taxes.

46. The participants commended the relavance of the themes to the realities
of the situation in Africen tax systems and that the quality and seriousness
of the deliberations wes evident of the importance of the themes, The
participants then thanked the host government., and the Economic Commisgion
for Africe for making the workshop a success.
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