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BMZ

DC

e-Government

FOSS

GFS System

GIS

GTZ

IMF

IRA

iTAX

iTAX'V

iTAX"AT

Large Taxpayer
Department

LGU

Glossary

Bundesministerium fir wirtschaftliche Zusammenarbeit und
Entwicklung — German Federal Ministry for Economic Cooperation
and Development

Developing Country

the use of information and communication technology to provide
and improve government administration services

Free and open-source software

Government Finance Statistics System, a specialized macroeconomic
statistical system designed by the IMF to support fiscal analysis

Geographic Information System

Deutsche Gesellschaft fir Technische Zusammenarbeit (GTZ) GmbH
— German Technical Cooperation, now: Deutsche Gesellschaft

fir Internationale Zusammenarbeit (GIZ) GmbH

Industrialized Country

International Monetary Fund

Internal Revenue Allotment
(transfer payments of the Philippine national government to LGUs)

integrated Tax Administration System

iTAX implemented for regional/local tax administrations
(i.e. in LGUs in the Philippines)

iTAX implemented for national tax administrations (i.e. in Tanzania)

organizational structure within the revenue authority which manages
the tax administration of major taxpayers

Local Government Unit (in the Philippines), i.e. a province,
city, municipality

glossary
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Tax culture in Ghana —

a GTZ workshop on improving

tax compliance brings together
traditional chiefs (Photo: GTZ)

One-stop-shop

PAYE

RDBMS

RPT

Self-assessed tax

Source code

(Technical) table

TRA

VAT

Withholding tax

tax office that offers all services related to taxation under one roof,
making it possible for a taxpayer to deal with all his tax matters
at one place

Pay-As-You-Earn, a withholding tax that is deducted from the em-
ployee’s income and paid directly to the tax authority by the employer

Relational Database Management System, a database in which data
is stored in the form of tables and the relationship among the data is
also stored in the form of tables

Real Property Tax

the taxpayer is responsible for accurately computing and reporting
his or her tax liability to the revenue authority

the set of instructions, written out as ordinary text in a programming
language, that make up a computer programme

structures in a database that hold values and parameters and define
rules for computations done on the contents

Tanzania Revenue Authority

Value Added Tax

an amount withheld by the party making a payment to a third party
and paid to the taxation authorities. The purpose of withholding tax

is to facilitate or accelerate collection, by collecting tax from payers
rather than a much greater number of payees

6 | glossary
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I 1.0 About this brochure
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Taxation is often the most important source of state revenue. However, many deve-
loping countries lack effective tax administration structures and processes.
Technological innovations have not filtered through to the daily working reality of
tax officials. Paperwork and loose leaf systems still dominate tax administration
and prevent more effective tax processes. As a consequence, some developing
countries capture as little as 40% of their tax potential.

Over the past 20 years, global tax issues, such as inter-state tax competition, tax havens, and the case
for “global taxes“ have been receiving more attention than ever. The Monterrey Consensus (UN
Conference on Financing for Development, 2002) highlighted the importance of mobilizing domestic
financial resources in order to “eradicate poverty, achieve sustained economic growth and promote
sustainable development.*“

Government legitimacy and the need to finance public functions and responsibilities lie ultimately at
the heart of taxation. Applying criteria of efficiency, effectiveness and fairness, not only to the tax
system but also to the use of government resources, can create a virtuous cycle of improving fiscal
performance, good governance, proper and fair delivery and distribution of public goods and services
and ultimately strengthen state legitimacy.

The four “R’s" — taxation has four main purposes or effects:
¢ Revenue - to raise money for government functions

Redistribution
e Repricing - to address externalities in order to reflect social costs and benefits

to reduce inequality

¢ Representation

to stimulate accountability among citizens

Computerization of tax and revenue authorities can contribute to reaching the goal
of good (financial) governance. It improves accountability and transparency of the
revenue authorities. Nevertheless, while reforming and modernizing the tax system
is an essential part of improving domestic resource mobilization, such a reform
will be sustainable only in conjunction with more profound changes in the
administrative and political structure of a state. Based on the case study of iTAX,
this handbook provides detail on the process involved in designing and
implementing an IT based system for taxation. Still, it is not an exhaustive
technical manual on how to design a system, nor is it a comprehensive review of
the two projects in Tanzania and the Philippines where the iTAX system is in use.
The objective of this handbook is to make practical information available that
enables authority officials and decision-makers as well as taxation experts to plan
and implement comparable systems or elements thereof in other countries.

about this brochure |
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The iTAX system is used as a model in this handbook. iTAX stands for “integrated
tax administration software for assessment and collection”. It is an integrated
system that allows the administration of all taxes, on a national as well as a local
level.

iTAX has been initially developed in a cooperation project between the Tanzanian
Revenue Authority (TRA) and Deutsche Gesellschaft fiir Technische Zusammen-
arbeit (GTZ) GmbH. Tanzania by now has introduced iTAX nationwide and starting
in 2007, iTAX has been adapted to the needs of local government units in the
Philippines.

iTAX is therefore a software solution specifically designed for a developing country
context. It is constantly improved, notably through South-South cooperation
between the Philippines and Tanzania.

Benefits of a computerized integrated system for taxation such as iTAX:

e it simplifies tax management:
only one system is needed to handle all types of taxes, locally as well as nationwide
e iTAX is cost effective: there is no licensing fee and it uses free and open source software
e iTAX is already fully developed and can be implemented rapidly:
(customization of the software is however possible)
e a computerized system can be adapted to the specific needs of a country’s
tax administration system
e it can handle large case numbers: in the Philippines,
iTAX successfully manages more than 400.000 taxpayer accounts in two pilot provinces
e iTAX is a modular system and can easily be extended to cover newly arising
needs and to offer new functionalities
e it speeds up tax assessment and service delivery:

in the Philippines, the waiting period for a taxpayer for information on his individual account

was reduced from about four hours to only three minutes

¢ it makes a country’s tax administration more effective, leading to significant
increases of tax revenues: in Tanzania: increase of collected taxes from US$25Mio/month
in 1996 to US$300Mio/month in 2007; in the Philippines/Province La Union:

increase in real property tax of more than 80% after the introduction of iTAX in the province

e it offers opportunities for local capacity development, as local IT service providers
and IT staff take part in the development, customization, and maintenance of the system
e |TAX is a sustainable, ‘future proof’ system:

new technological developments can easily be incorporated into the system, as already realized

with the introduction of a geographic information system into iTAX

8
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the foundation of good
governance and a key to
the wealth of a nation.

It serves as the financial
basis for all state
functions like education,
infrastructure, healthcare,

or social security.

Tax revenue is a keystone
for sustainable
development. Financial
sustainability is a
prerequisite to ensuring
government investments
and the development of
aprosperous society.

e Registration:
e Assessment:

e Collection:
e Payment:

e Enforcement:

e Auditing:
e Reporting:

2.0 Introduction

2.1 Government, public resources, and taxation

Governments and public authorities in general have to act on behalf of society at
large, notably in providing key public services. These include education, roads,
health and social security, defence, and civil order forces. Public services are
primarily financed through tax revenue, especially where a country does not have
major natural resources at its disposal.

The responsibility of the government to finance public services lies therefore at the
heart of taxation. Applying criteria of efficiency, fairness, and transparency to tax
systems and the spending of government resources creates a virtuous circle of
improving fiscal performance, good governance, fair distribution of public goods
and services, and ultimately strengthens state legitimacy.

The main components and processes of tax administration:

to properly identify and register all (legal) taxpayers/tax subjects and objects

to verify taxpayer data, cross-check and assess tax liabilities

to collect taxes due and receive payments

to enter payments in the taxpayer account and balance payments with debits
to identify defaulters and organize a systematic sanction/enforcement/collection
process

to audit tax declarations based on a fair and sound selection system

to provide analytical reports regarding revenue assessed and collected

Over the past years, there has been a growing recognition of the relevance of taxa-
tion among multilateral and bilateral donors as well as in developing regions. A
modern, efficient, and transparent tax administration is one of the keys to overall
state performance. A tax system should be based on the principles of equity, pro-
gressivity, simplicity and efficiency.

Efficient internal revenue collection is a major step towards self-sufficiency and
independence. To realize this goal, Developing Countries (DC) have a difficult star-
ting position. Industrialized Countries (IC) are organizationally and technological-
ly better equipped and thus better placed to utilize their (tax) resources more
efficiently. Whereas ICs generally manage to capture about 90% of the given tax
potential, in DCs this can be as little as around 40%.

Ite@
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2.2 e-Government strategy

IT supported administration systems (“e-Government“) play an increasingly
important the
development gap between ICs and DCs is likely to increase further, leaving DCs
still farther behind.

role. Without computerization and administrative reforms,

There are various cost saving and service improvement effects induced by
e-Government. Nevertheless, the use of ICT in government’s authorities should not
be an end in itself. The final goal of computerization efforts must be to achieve
better public service delivery. To achieve this goal, appropriate technology is
necessary but not sufficient. Amongst other activities, long-term political
commitment and ongoing monitoring and evaluation are of fundamental
importance. Besides, effective plans need to be in place for capacity development
and the improvement of technical infrastructure. Committed public administration

staff has to be involved in the implementation process to ensure lasting success.

Indeed, understanding user demand is important to finding an adequate technical
solution. Top-down approaches in e-Government strategies were frequently
resulting in early failures. Resistance from civil servants is probably the biggest
challenge to successful e-Government implementations. High involvement of
public authority staff will ensure a sustained administration effort for
modernization. Hence, capacity development within the government is an
important step for e-Government and its effective implementation. With the
establishment of well-structured plans that embrace employee participation
throughout all stages of the process, civil servants will become key stakeholders of

the reform.

There is no “one-size-fits-all“ model for e-Government development. Each country
needs to devise its own e-Government strategy and programme, taking into
consideration its political, economic and social priorities and its financial, human
and technological capacities. The key to effective e-Government implementation
is a multi-pronged approach based on technology as well as human development.

means the use

of information and
communication
technology to provide

and improve government

administration services,
like transactions and
interactions with citizens,
businesses or other
government branches.

(For more information, see
the report on the 2008 BMZ
Conference “e-Government
for Development: The
promise and the practice”:
http://www?2.gtz.de/dokumen-
te/bib/gtz2009-0504en-e-

governmentconference.pdf)

10
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2.3 Benefits of implementing
an IT-based tax administration system

The price for existing commercial tax administration software is based almost
exclusively on IC price levels. Such solutions are too costly for most governments
in DCs. As a consequence, most tax computation, assessment, and accounting in
DCs is still done manually, using various loose leaf systems, index cards or folios.
This neither enhances administrative transparency nor does it promote tax payer
compliance.

The benefits of using an IT system for tax administration are nevertheless
apparent. Firstly, it has the potential to increase tax collection. For instance in the
Philippines, the new IT system revealed in 11 pilot districts/cities a gap of non
assessed tax liabilities of 3,2 Mio Euro.

Secondly, an IT system has the potential to help modernize the administrative
processes. For example, in the Philippines, it may take up to four hours to inform
a (waiting) tax payer about his tax bill. With the new IT system, this waiting period
is reduced to 3 minutes, including issuing a proper tax or payment receipt.

The Deutsche Gesellschaft fur Technische Zusammenarbeit (GTZ) GmbH -
German Technical Cooperation, on behalf of the German Federal Ministry for
Economic Cooperation and Development (BMZ), has successfully supported
administration reforms in various countries. Examples include public finance
reform projects in Tanzania and in the Philippines, which have developed and
implemented the taxation software iTAX in close cooperation with the partner
countries. iTAX is however more than a software: it is an integrated attempt to
modernize revenue administration. The iTAX system is designed to comply with
the client’s requirements while considering the existing institutional framework.

Additionally, iTAX offers opportunities for the development of local ICT capacities
that will in turn ensure the sustainability of the system. In order to comply with the
need for cost effective solutions, the GTZ product predominantly uses open source
software and focuses on their appropriate adaptation and implementation on the
national and on the local community level.

Ite@
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2.4 What is iTAX?

iTAX is a modern computer-based assessment and collection software used by
(local) governments. It is a computing and accounting system for state revenues
(levies, taxes) which stores all relevant (credit and debit) data in individual
accounts in a data base, and thus helps monitor and control all tax transactions.

iTAX provides a convenient and efficient way to improve revenue collection,
transparency in fiscal administration and management of local and national tax
authorities. In conjunction with a personalized taxpayer identification number, the
tax authority using iTAX can automate most of the levying processes and minimize
the scope for tax fraud.

Technically, iTAX is a completely integrated modular system for taxation with an
open source database, which can handle all types of taxes. iTAX supports the
revenue authority in registration, assessment, collection, accounting, debt
management, auditing, tax monitoring, and reporting.

SAMSUNG

Kenya - Income Tax Returns Here
Welcome! (Photo: GTZ)
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To form steering
committee and working
groups: Establish political
will and ownership

by key players

To clearly define the
objectives of the system

To analyse the
problems, constraints,
and possible resistance

To customize and
optimize the software

To procure hardware
and software, establish
a stable system, prepare
the data

To test the system
and train staff

To start operation

To move from piloting
to regular operation
and implementation

3.0 Introducing an IT-based
tax administration and

information system

iTAX is a comprehensive package, but any system needs customization and
adjustments. This chapter describes what it takes to make iTAX successful and
sustainable.

Making iTAX work includes those processes that establish the capabilities for
change management, the necessary capacity development, and corresponding
institutional reforms.

The actual approach to introducing a system like iTAX has to be based on the
situation at hand. Therefore, any effort to “make iTAX work* has to begin with an
individual project design.

Based on the experience of implementing iTAX in Tanzania and the Philippines,
the following chapter provides an overview of components and factors of the
project that have to be taken into account to introduce iTAX and to make the
transformation of tax collection and administration through iTAX sustainable. The
basis for this overview is the assumption that iTAX is part of a comprehensive,
integrated approach to institutional reform.

iTAX can be implemented as a pilot project, starting first in a special region/pro-
vince or only for some specific taxes. It may also be tested first in an institutional
pilot project, such as a Large Taxpayer Department. Depending on the IT infra-
structure and the IT literacy of operators, piloting can be done within a time frame
of about three months. Since the basic functionality of iTAX has already been
developed, future implementations will mainly be limited to the customization of
the software. This might further speed up the process.

The introduction of an IT solution in general and of iTAX in particular, as well as
any related institutional and administrative reform, requires foremost political will.
All relevant stakeholders have to be involved and should have an actual say in the
process.

Ite@
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3.1 Step 1: To set up the organization e

and the project environment

As a very first step, a formal framework and an effective organization must be
operational. Only with the participation of all relevant stakeholders can true
ownership be established. So at first, a steering committee has to be formed, to
ensure the proper environment and to establish the political will for change and
reform. Depending on the organization of the national revenue authorities, this
committee will include the director/commissioner for taxes, the head of internal
revenue, the director/commissioner of the finance department, and the director of
the IT department.

For implementation of iTAX in local government units (LGUs), the provincial level
should be included. As an example see the following organizational chart for the
launch of iITAX in the Philippines: The steering committee is headed by the gover-
nor, and mayors of all participating LGUs are members of the steering committee.

Organizational Structure

1. Management Level
Steering Committee

(Members: Governor (Chairman), Mayors,
GTZ Team Leader)

2. Development Level t
GTZ Team
Local Tax Expert Group Programming Group
Defining Programme Adoptions Coding, Testing, Documentation

and Standards

|-TAX Introduction

iTAX Roll-out User Training Hardware Requests Taxpayer Info Data Capturing

Organizational structure in Negros Oriental, Philippines

14
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On a secondary level a “working group* has to be established. This working group
is a joint team of operational and IT staff who reports to the steering committee.
Its responsibilities include deciding on priority areas for further developments,
ensuring the quality of the overall product and its compliance with regulations, as
well as making sure that the final system will actually be used in the day-to-day
work of the tax administration. If there are several working groups, a coordinating
unit and a core team will also be needed.

3.2 Step 2: To plan the collection of relevant
data in compliance with local legislation

Legal considerations: The next step is to analyse the national rules and regulations
regarding the handling of data. iTAX will need to conform to requirements for given
standards of data entry and accounting as set up by the finance department or
other relevant agencies.

Relevance of collected data: IT systems can store anything; they can provide an
immense amount of data. But such data is only useful, if it is accurate, relevant
and actually utilized. Often, too much data is collected which quickly becomes
outdated, irrelevant or obsolete. In the Philippines for example the weight of a
taxpayer is registered when he applies in his municipality for the community tax
certificate. A better way to ensure the usefulness of the system is to collect only
necessary and relevant data.

3.2.1 Registration of taxpayers

One of the critical areas is the registration of the taxpayer. In many cases
communication data, like telephone numbers, fax connections and email
addresses are part of the registration process. Since these details are prone to
frequent changes, a convenient way to update such information should be
planned. Therefore, changes to registration data that occur frequently should
be keyed-in at the front desk, and not as back-office duty. This way, the taxpayer
can immediately verify the accuracy of the data by inspecting a print-out.

3.2.2 Streamlining of the reporting of data

Many bureaucracies rely on a tremendous amount of official and informal reports.
The working groups must collect all these reports and decide on how to reduce
their numbers. iTAX is designed to facilitate reporting. Many different reports can
be generated ad-hoc by using different query parameters. Experience shows that
in some cases the possibility to save and export data for later analysis is very
useful.

introducing an IT-based tax administration and information system |
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3.2.3 Tax receipts

Forms and receipts are another area that needs analysis and streamlining. The
receipt plays an important role because it is the only evidence for a taxpayer to
prove that he has made a payment. Here approval by an authority outside the
revenue agency may be required. For instance, regulations on how many copies
must be generated or what kind of security features must be incorporated in a
receipt need to be complied with.

To enter tax receipts properly, some countries use codes from the Government
Finance Statistics (GFS) system; a standard supported by the International
Monetary Fund (IMF). To include these standardized codes in the IT system will
enhance its worldwide compatibility and may increase its sustainability. However,
it needs to be checked whether the codes should be further adjusted and refined
to comply with local regulations.

3.3 Step 3: To assess available resources e

Before any new system can be implemented, a realistic assessment of the
available resources has to be conducted. Implementation costs will depend on the
level of computerization, the training, and the skills of available personnel.
Furthermore, the timeframe for a successful operation will largely depend on the
availability and quality of the data.

3.3.1 Available technology

A review of existing systems available in the tax department should be undertaken.
Indeed, computerization, also in DCs, started in the 1990s. Rudimentary tax
systems — in many cases as technological islands — continue to exist. The given
hardware must be analysed to check whether it complies with minimum standard
requirements. However, in most cases it will not be worthwhile to include outdated
equipment in new operations.

Tax departments should not be considered in isolation. The computer systems and
digitizing efforts of other departments such as the finance department (budget,
custom, treasury) should be taken into account. It is very important to establish
communications between these departments to avoid technological islands and
the need for costly and cumbersome interfaces.

Special attention should always be given to the software used by the finance
department, since usually all tax data must eventually be provided to and
processed by this department. Though two parallel systems may continue to exist,
experience has shown that in most cases the use of an integrated system will be
far superior and generate more benefits.

16
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If other systems, for example for registration, are already in use, it must be
evaluated whether those can be terminated and if the data can be imported.
Integration with other systems is however possible if they use the same database
management system (although there might be resistance by the ‘owners’ of these
systems to reveal relevant structures or codes).

3.3.2 Infrastructure constraints

The lack of adequate electricity supply is a widespread infrastructure constraint in
many DCs. Power cuts may result in breakdowns or downtime of the system. In
remote locations, it should be considered whether independent power generation,
for example through solar power, is feasible.

The other limitation is the available telecommunication bandwidth (in cases where
communication between the local office and the centre is needed). Limited band-
width will increase the response time of the system, and thus adversely affect its
functioning. There may be large differences as to available network technology
between tax offices of the national revenue and the regional/local system. National
tax offices might be connected internally already through a Local Area Network
(LAN), but this should not be expected among Local Government Units.

Taking into account the severe problems with connectivity and bandwidth, the
original position of iTAX was (and still is) that tax revenue authorities in DCs
should opt for ‘classical’ Client/Server solutions, i.e. data are stored locally while
the central database is only updated periodically (e.g. once a week) to minimize
the need for prolonged connections and communications between the local client
and the central server.

3.3.3 Human resource constraints

Developing countries suffer from a brain drain of qualified IT personnel. It is still
difficult to find qualified local staff with sufficient experience in managing
projects of high complexity. The use of foreign consultants for knowledge transfer
and customization or optimization of the system is therefore almost inevitable in
most DCs.

In the project team, there should be a mixture of short-term (two to three weeks
for specified assignments) and long-term expertise (for the overall project
management and learning on the job). In cases where local consultants are
available, a foreign professional is at least called for to evaluate the quality of
these consultants and to assist in the selection, recruitment, and training process.

The minimum IT staff requirement for an initial iTAX project team is four
members, all of them allocated full-time to the project. To lower the risk of staff
fluctuation and knowledge loss as far as possible, all tasks should be shared

introducing an IT-based tax administration and information system |
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among the team members. At least for each area of competence another staff
member should be qualified as a back-up person. Functions and responsibilities
are generally divided into: software development, database administration, and
‘test and quality assurance‘. For instance, software development is an ongoing
process to enhance the functionality of iTAX and to adapt to new requirements of
the tax authority, while database administrators have to ensure safe storage of data
including backup and manage the user accounts. ‘Test and quality assurance’
staff is responsible for the testing of new features, release management, and
second level support as well as for the supervision and development of training
activities. If there is no IT infrastructure available, overall systems maintenance
and the responsibility for the network must be added to the task of database
administration.

After the pilot phase, the IT staff must increase in order to support the nationwide
implementation of the new system. Sooner or later a decision is needed whether
to start outsourcing certain functions and extensions and keep a relatively small
IT unit or to increase the overall size of iTAX staff. It is crucial for the sustainability
of the development of the new system to consider these changes at an early stage.
To counter the risk of growth limitations, enough qualified personnel has to be
trained and/or hired to be available for the project in the long run.

Long-term planning also means that the “working group” should compile user
manuals and documentation. A sufficient number of skilled staff must be
assigned for this task.

Generally speaking, as knowledge in administration of the database system and
the software development environment is generally low, training is mandatory.
Here, classroom training is not recommended, as it is quite expensive and not
always effective. Rather, training is best done on the job where learning curves are
much steeper and knowledge is more efficiently put into practice.

3.34 To start the implementation process

One of the questions to be settled is whether the system should be based on a
centralized or a decentralized approach. There are indeed several ways to set up
a professional system. Processing and storing the data at a local/regional level and
just replicating and dispatching differences in data to the central level appears to
be a good solution (as opposed to a fully centralized approach).

The proposal to use decentralized storage as much as possible, while the central
server should be used for security purposes, however implies the need for regular
backups and a sound management information system. For the pilot phase this is
not a crucial question, as iTAX can operate under both systems. However,
decentralized systems tend to be more reliable and sustainable.

18
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FOSS is distributed under
a free licence that permits
the users to copy, alter
and redistribute the
software without
restrictions. The source
code — the set of
instructions that make up
a computer programme —

is made publicly available.

Using FOSS has many
advantages, it reduces
for example the
dependency on expensive
proprietary technology,
enables knowledge

sharing and local capacity

development, and
promotes the
establishment of local IT
service providers.

3.4 Step 4: To develop the software

and set up the system

Software development can start parallel to initiating working structures. As soon
as the hardware installation has been done, setting up the development unit may
not take longer than a week. This will include the set-up of a database for
development activities (without the need to input actual data), a software
development environment, and to get the staff acquainted with the environment.

It is important to define the ‘technical environment’ in which the system will
operate. This should be based on the ‘needs’ of the system, i.e. minimum
requirements — not on the latest technology or the preferences of the
programmers. To minimize costs, free and open source software (FOSS) should be

used whenever possible (i.e. for the database and the operating system).

The software development unit can be set up very rapidly, whereas the pilot project
needs more intensive preparation. Site inspections are needed to compile
checklists for a smooth installation, including adequate chairs and desks, a
sufficient number of power outlets, planning of the LAN wiring or a tender for
equipment. It is strongly recommended to check all equipment purchased,
whether it complies with the tender specifications and whether all licences
purchased are provided. Hardware and licence procurement should include
service contracts that guarantee hardware maintenance and the update of
development tools.

Small but important things should not be overlooked. Virus protection is frequently
underestimated, or firewall protection between the computers and the Internet is
forgotten. Parallel to procurement and office installations, the necessary
customization of the software can be developed, tested and implemented for

limited functionality within a timeframe of six to eight weeks.

Ite@
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3.5 Step 5: Data preparation, collection
and initialization

Software cannot work without data. The necessary next step is to organize the
process of gathering, processing and refining them. A concept of how to archive
data and store them outside the ‘living’ system must be planned at the start of a
project. Legal restrictions — how long data are allowed or required to be stored —
should be evaluated and complied with.

The project team must decide how to include historical data (i.e. data on taxpayers
that was collected prior to the implementation of iTAX). If a complete history of
the taxpayer needs to be available (for legal or for statistical purposes), ways must
be found to utilize the taxpayers files that already exist on paper or electronically.
As older IT systems might contain inaccurate data, it should however be carefully
analyzed whether an attempt to recapture the data while ensuring maximum data
quality is worthwhile. Instead of entering the whole history of all taxpayers, it
might be sufficient to record delinquent taxpayers only.

Data entry can be accelerated by hiring staff from outside the tax authority
specifically for this task. For example, in the Philippines twenty students were
hired to register all necessary real property data before the system was imple-
mented.

Setting up a database is done in three steps. In the first step the database
management system is installed, in the second step structures (tables) that will
hold the data and parameters/rules for data computations are generated, and in
the third step these tables are filled in with actual values and parameters. This
process should be followed closely by the working group, as some tax or
assessment rates might (sometimes unexpectedly) differ from region to region.

The different types of data necessary to start the system are:

o data of the taxpayer and of his assessments and payments

o tables for parameters that change according to laws and regulations
(e.g. rates for employment taxes, assessment levels)

o technical tables with parameters that do not change but use permanent
demographic or geographical data from cities, regions, municipalities

The size of the databases will remain relatively small. For example, after almost
five years of operation, the database in Tanzania (a Relational Database
Management System — RDBMS) covered about 300.000 active taxpayers with
a storage space of less than 20 GB.
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_ iTAX in operation (Philippines)

System Architecture
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3.6 Required technical platforms e

and cost estimates

In general, different operating systems, databases, and development tools can be
chosen. The picture below shows a classical design for a client-server solution and
a 3-tier architecture.

A first estimate of the overall project costs (manpower, hardware, software,
implementation, and maintenance) can only be done through a feasibility study.
Costs for the investments in change management and business process opti-
mization should also be included.

Request - Receive information

Process calculations

Client/Server-Approach
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Software

Hardware

Human
Resources

The following table lists the costs to be included in the planning of the project:

Software
development
tools

Tax

administration
software

Workstations

Infrastructure

Server

Project
management

Documentation
and business
process
analysis

Software
development

Maintenance

Initial investment

Licences for GUI development,
database development and
documentation, documentation tools

In the case of iTAX there are no
licensing costs, initial costs for custo-
mization can be found under Human
Resources/Software Development

Standard workstations are sufficient

Includes independent power supply,
networking and routers or switches,
as well as air conditioning and
protection for the server

Depending on the size of the project,
includes storage material (external
hard discs) and backup infrastructure

Three months international expertise
to coordinate the project start

Working groups for management of
the software throughout the project;
Initial training of at least two weeks
by an international expert

Customization of iTAX

Initial training on the job for at least
three months by an iTAX software expert

Identification and training of staff,
in the beginning ‘train the trainers’
under the assistance of iTAX experts

Recurring costs

10-20% of the
original costs

Replacement every four
to five years, additional
maintenance for
special conditions

Replacement of the
hardware components
every four to five years,
service costs for
batteries in independent
power supply units

Replacement depending
on the growth of the data,
every four to five years

Gradually decreasing
supervision and assistance
over a period that depends
on the results reached

Follow up training of up
to five days per year

Supervision of the
software developers and
the database administrator
depending on success

Training of operating staff
as an ongoing issue
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4.0 Benefits of iTAX:
the experience in Tanzania

and the Philippines

iTAX is able to link local and national tax administration systems. It is adjustable
and flexible to meet the needs of centralized and decentralized structures. There
is evidence from two countries (Tanzania and the Philippines) that iTAX operates
reliably in a local network as well as in a wide area network.

iTAX stands for the integrated tax administration system in general, whereas
iTAXMT refers to iTAX used for national tax authorities (i.e. in Tanzania) and iTAX'V
to the version for Local Government Units (i.e. in the Philippines).

Very large numbers of taxpayer accounts (e.g. in the Philippines there are more
than 400,000 taxpayers registered in the iTAX system in the two provinces La
Union and Negros Oriental alone) or registered real properties (e.g. in the province
of La Union 243,096 and in the province Negros Oriental 446,458 properties)
can be easily managed within the iTAX system.

Using iTAX results in reduced bureaucracy and accounting efforts. It greatly
simplifies and facilitates data processing. Data security is much higher and tax
data is more reliable. This, in turn, helps to improve acceptance by taxpayers.

An integrated tax administration
system therefore results in the

Integrated Components of iTAX

foll I Personal Data
ollowing improvements: of Taxpayer
g Imp I Tax Payer e " Real
Account Property Tax
° better Tax compliance and B Enforcement | B Business
. Legal Sanctions Link Permit License
lower compliance cost _
o reduced administrative and I Audit Module 11 Other Taxes
collection costs, decreased
M Printouts, Reports, I Water Billing
need for personnel Tax Mapping
P I Garbage
o time savings for taxpayers Collection
° transparency in assessment,

collection, and related processes.

The establishment of a “one-stop-shop* (all tax

affairs under one roof) for tax-

payers will again greatly enhance these benefits. The population’s regard of and

trust in involved tax institutions will improve.
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4.1 The Tanzania experience

“ITAX contributes to improved taxation by speeding up administrative processes,
timely monitoring of taxpayers and their penalties and its interests, and increase
of revenue and income. In 1996, TRA used to collect US$ 25 million per month
but this 2007, it collects US$300 million per month. These figures show the
significant increase of revenues. iTAX also enhanced efficiency, data security and
even transparency of processes, release of staff from unproductive work, and
possibility of electronic transfer and exchange of data with government and non-
governmental institutions (e-government). Through iTAX, there’s a promotion of
equity, communication with taxpayers, preventive impact on corruption and
bribery, and impediment on tax avoidance and tax evasion. So, iTAX contributes to

fair, effective and efficient taxation and increase on revenue, basically the TRA

mission statement. Aside from this, iTAX supports TRA’s vision of becoming
a modern tax administration.“

Ms. Christine Shekidele, on behalf of the Commissioner General, TRA Dar es Salaam,
Tanzania (First international conference on Local Tax Administration, October 2007,

Dumaguete, Philippines).

4.1.1 Project structure

Political will is an indispensable prerequisite for the sustainability of any reform.
In the case of the iTAX implementation in Tanzania, the success was in part due
to the inclusion of important political decision makers in the project. The steering
committee (called “project board" in Tanzania) is headed by the Commissioner of
Income Tax (who later became the Commissioner of the Large Taxpayer
Department). All other relevant stakeholders, i.e. the Commissioner of Finance
and the Director for IT, are members of the board. The project board meets every
two months.

A Kernel Team, as the mediator between the board and the working groups, meets
more frequently. Members are selected by function and position and include
regional managers (formerly Regional Revenue Officers), heads of the sections for
accounting, assessment and collection, and the team leader of the IT development
group. The working groups are divided into registration, assessment, and
accounting teams.

The implementation of iTAX™ for all tax types in 2004 allowed the establishment
of One-Stop-Shop tax offices. Within the regional offices, major taxpayers, who
together contribute 70% of tax revenue, are combined into a large taxpayer unit,
the Large Taxpayer Department. Other taxpayers are organized by blocks.

benefits of iTax: the experience in Tanzania and the Philippines |
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After the completion of the GTZ cooperation project in 2007, TRA has continued
to use iTAX and to allocate resources for major improvements and additional
modules of the package. Updating the software and infrastructure is an ongoing
process. iTAX is regarded as one of the key elements in the establishment of a
modern tax administration in Tanzania.

4.1.2 Financial benefits
In Tanzania, the Tanzania Revenue Authority (TRA) as the main tax authority is
responsible for the assessment and collection of all inland taxes, such as:

J Value Added Tax (VAT)
o Salaries tax: Pay As You Earn (PAYE)

° Income tax
° Withholding taxes on interest, rent, gambling etc.
o Motor Vehicle Registration

Indirect taxes on goods and services are the major revenue base in Tanzania and
comprise over 50% of the total tax revenue. Direct taxes on income and wealth are
equally important, as they generate almost 40% of the total tax revenue. In total,
taxes and duties collected by the TRA are the major source of government revenue
in Tanzania (in 1996, they accounted for 85% of Tanzanian government revenue).

The TRA was established in 1996 as the successor of the former inefficient
customs and tax administration. Although initially some progress towards a more
efficient tax administration was made, shortcomings in the capacity and
performance of the TRA soon became apparent. There has been an increase and
stabilization of revenue, which was however predominantly due to improved tax
collection and enforcement in the previously registered sector rather than to an
expansion of the tax coverage to formerly unregistered businesses.

To address these shortcomings, GTZ supported the TRA from 1998 until 2007 in
the development of more efficient, effective, and equitable tax administration
processes. The introduction of an IT-based management system was seen as a key
element for progress in this area.

iTAX was installed for Employment Taxes in 2002, in the Large Taxpayer
Department in 2004, and implemented nationwide from 2004 onwards. Starting
in 2004, VAT and other taxes were integrated into the iTAXY system.

This integration and computerization of taxes enabled more efficient tax collection
and enforcement processes. For example, the TRA was able to introduce computer
assisted cross-checking of VAT receipts. Tax compliance increased considerably as
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Tax revenue (in % of the GDP

Tax revenue (in % of the GDP)

Lin the figures presented
no information about local
taxes is included. Figures
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IMF (2006, 25).

Revenue Performance Indicators Tanzania, 1996/97 until 2005/061

taxpayers were informed of the TRA's ability to cross-check irregularities and to
impose penalties in case of fraud. This led to a considerable jump of the VAT/GDP
ratio from 4.4% in 2003/04 to 5.5% in 2005/06.

However, the number of taxpayers in absolute and relative numbers is still low in
Tanzania. With a population of over 36 million in 2005, just 2% were registered
as taxpayers under a taxpayer identification number (TIN). Of these roughly
600,000 registered taxpayers, a high percentage has obtained a TIN only for the
sake of motor vehicle registration (which is only possible with a TIN). The number
of actual and active income taxpayers is estimated at little over 300,000 in 2008.

4.1.3 Sustainability of the system

One of the successes of the iTAX" project is that the developers and users within
the TRA generally see themselves as “owners” of the system. The working groups
for the iTAX¥ development still meet regularly and supervise the performance and
future development of the system.

By now, iTAX™ is integrated into the training process of TRA. It is part of the
curriculum of the Tax Institute, so introductions to the application of iTAX are
available for the TRA staff. The use of iTAX" has become standard in the offices.

L]
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4.2 iITAX in the Philippines

4.2.1 Local tax administration and
the implementation of iTAX**Y in the Philippines

In 1991, the Philippines began the process of establishing a modern decentra-
lized administrative government structure. The objective was to create regional
and local government units (LGUs) equipped with adequate revenue sources —
especially through local levies such as the Real Property Tax or the tax on business
licence permits. The existence and operability of these new administrative
structures was supported and ensured by transfer payments from the national
government. The transfer payments called IRA (Internal Revenue Allotment)
initially constituted more than 90% of total local/regional revenue. After a certain
transition period, local governments were meant to gain more financial
independence. However, IRA, though originally considered as limited start-up
finance, continued to become the dominant revenue source during the past fifteen

years for most LGU budgets.

Real Property Tax Collection and Population Growth 2
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Part of a decentralization strategy has been to replace IRA by tapping the full tax
potential of cities and municipalities. In most cases the Real Property Tax (RPT)
has been the strongest source of internal revenue, but the collection rate is poor.

In the seven years before the introduction of iTAX, the collection of real property
taxes in the province Negros Oriental showed almost no improvement. On the
contrary, taking into account the inflation rate (of almost 40% in seven years) and
the population growth (of up to 10%), in most municipalities and cities the
revenue yields have decreased.

In this context, GTZ started a cooperation project with Negros Oriental to
implement iTAX for tax administration in the province. The iTAX project helps
improve revenue collection by facilitating tax assessment in general and by
making it easier to determine delinquent taxpayers, to discover previously
unassessed properties, and to control actual tax collection.

Software development began in February 2007. The system became operational in
ten pilot municipalities between late 2007 and mid-2008. In July 2008, a second
batch of municipalities in Negros Oriental joined the project. By now, all but one
municipality of Negros Oriental are using iTAX and more than 400,000 real
property units are registered in the database.

Several other provinces expressed their interest to engage in transfer projects (and
Negros Oriental supports them in the implementation of the iTAX system). As the
first such transfer project, the province La Union has almost completed data entry
and iTAX is implemented and will be fully operational by the end of 2009. Other
transfer projects in the provinces Misamis Occidental and Lanao del Norte have
successfully begun. A business model for the offering of support to other provinces
wishing to implement iTAX is under development.

2 From: “Revenue Generating For Local Governments”, Dumaguete, June 2008
by Ernst-Dieter Fuchs, Charmae Bajamunde, Jirgen Seelmann, Jerson Sala, Milwinda Guevara
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Increase of Real Property Tax Collection in the Province of La Union Philippines
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In the Philippines, a general revision was conducted that re-evaluated all real properties.
In the province of La Union, iTAX was used for this revision. In some municipalities, up to
25% of real properties were "discovered”, having been previously unregistered. Another
result is the increase in real property tax assessments of between 83% and 175%,
compared to 2008.

4.2.2 Special characteristics of local tax administrations

Tax systems where tax authority and administration is distributed among regional
or local governments require more attention. Therefore, |IT-based tax administra-
tion systems like iTAX face additional challenges at the local level. For example,
government responsibilities are often shared among different authorities on the
state, province, and municipality levels. iTAX has to be adjusted to reflect these
organizational differences.

As part of a GTZ program to support decentralization in the Philippines, iTAX-®"
was customized to fit the needs of local government units (LGU, i.e. provinces,
cities, and municipalities) in the assessment, accounting, and collection of local
taxes, fees, and service charges. These include:

o Real Property Tax (RPT)
° Business Licence Permits
° Citizen Tax Certificates

[ ]
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iTAX*Y also helps in the streamlining of other processes. In the Philippines, the
organization of electricity, water and garbage fees is quite complicated. Electricity
supply has mostly been privatized and is generally handled by private companies.
Water supply is managed either by the municipalities, by cooperatives, or in some
cases by the province. Sometimes, the fees for water supply are even the major
revenue position in a municipality. If garbage fees are charged at all, they may be
charged by the municipality or by private companies.

iTAX*Y is therefore available with additional modules beyond tax administration.
It is able to handle accounting and collecting of fees for:

° Water supply
° Garbage collection
o Mayors Permit

As an example, the water module can handle all processes related to the water
supply like the administration of water ordinances, water supply contracts,
registration for water meters, and billing for water consumption.

Another special feature of iTAX* is the integration of a Geographical Information
System (GIS). The mapping of taxpayers, or in this context the mapping of
citizens, to geographical locations offers a wide range of additional possibilities for
purposes like the planning of schools, health services etc.

4.2.3 Communications between local and central
tax administration authorities

The integration of tax systems and the exchange of information between the
different tax authorities by using the iTAX system streamlines processes and
facilitates the creation of one-stop-shops for matters where both local and national
authorities are involved, like the renewal of a business licence or the sale of a pro-
perty. This not only creates benefits for the local and national tax administrations,
but also for the individual taxpayer.

There is a particular demand for IT solutions for tax administration at the local
level. Following the experience of the Philippines, the TRA in Tanzania has
expressed interest to enter into a dialogue with their Philippine counterparts about
the development of iTAX on the local level.

The integration of GIS into iTAX as implemented in iTAX*®" is also an interesting
area for further development and cooperation between the two countries and
possible future partners.
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5.0 The iTAX system

and its main components

This chapter will concentrate on the iTAX components that are common to iTAX™
(in Tanzania) and iTAX'®Y (in the Philippines). Additionally, iTAX*®Y offers features
specific to the needs of local tax administration and a Geographic Information
System (GIS). This latter component will also be analyzed.

iTAX is centred on the taxpayer who is identified by a unique taxpayer ID (Taxpayer
Identification Number = TIN). If the system is used for Local Government Units
there might be the need for a local identification number (LTIN). For cross-
checking purposes the national identification number is recorded in the local
system.

5.1 Functions and components of iTAX

Unlike many traditional tax administrative systems that are based on a specific
type of tax — which leads to many different systems for different taxes, resulting in
data duplication and inconsistency — iTAX is an integrated system which can be
customized to cover any tax and fee. It uses a function oriented approach which
means it employs taxpayer oriented units that include all taxes (e.g. one assess-
ment module for all taxes) rather than using separate units for different taxes.

The iTAX software is organized in modules in line with its basic functions.
These include:

o Registration of the taxpayer

° Assessment of his/her liabilities, processing of self assessments,
verification of information

o Debit of those liabilities to his/her account

o Processing of payments

o Booking of payments to the taxpayer’s account and balancing
of payments with debits

o Identification of defaulters and organization of a systematic
collection process

o Compilation of reports on revenue

o Preparation of documentation for legal enforcement

o Issuing of taxpayer information letters
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To make iTAX function effectively, there are two important additional modules:
° Security Administration
o Parameter Administration (impact of legal and administrative changes)

Furthermore, the following secondary or support functions are available:

° Selection of audit cases, management of audits, and review of audit
results and performance

o Handling of objections and appeals

o Electronic document and file handling as a movement towards

paperless processing
o Taxpayer services (official tax forms are available for download
on the Internet; electronic submission of these forms is possible)

Next, the different iTAX modules will be presented individually in greater detail.

5.1.1 Taxpayer registration

The registration module is used to register companies and individuals based on
unique identification numbers. The registration module must be the first module
in operation and taxpayer registration is the first process that should become
operational. As explained, the gathering of data should be limited as much as
possible and the update and verification of information must be possible from any
module in the system.

Registration is facing at least three major problem areas:

e Multiple registrations of the same taxpayer

Multiple registrations are caused by negligence or by intent. Some taxes are
related to thresholds or tax brackets, creating an incentive to minimize taxes by
splitting some big businesses into several smaller units. Many tax authorities
request that for motor vehicle registration the holder is registered under a TIN.
This increases the number of registered persons tremendously and endangers the
data quality, because the person concerned might register only with the intent of
completing the motor vehicle registration and might register for another business
separately with different data.

Negligence will also create a lot of obstacles for accurate, usable data. The
composition of names, consisting of first, middle and last name causes erroneous
entries; missing birth dates (for example, by default many people have July 1st as
date of birth in Tanzania) make it difficult to differentiate between taxpayers with
the same name. Tanzania intends to implement biometric methods to identify the
taxpayer by his or her fingerprint, and hopes to decrease double entries in this way.
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¢ No registration information available for the taxpayer

No registration for a centrally issued identification number is especially found in
Local Government Units. The goal of iTAX is the registration of all taxpayers in the
national database and the issuing of a national TIN for everybody. However, in the
Philippines, only 20% of local taxpayers obtain a national taxpayer identification
number from the Bureau of Internal Revenue (BIR). If the political will exists that
all taxpayers or even all citizens should be registered under national TINs,
incentives have to be created to encourage people to register with the national tax
authorities.

Also, many tax authorities do not register employees, because the salary tax (“Pay
as You Earn® = PAYE) is a withholding tax paid by the employer. Normally, the
employee then will not have the possibility to submit a tax declaration at the end
of the year to claim back taxes.

e After initial registration the information is not updated

“Dead" registration is keeping records of taxpayers in the system that are no
longer active or are not any longer liable to pay taxes.

pes | Properties | aanking Contacts | Former AdZresses | Bus

Taxpayer Registration: Screenshot from iTAX*®V
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5.1.2 Assessment, return processing

The assessment module provides a set of tools for

° Processing tax returns/ tax amendments for all domestic taxes
o Processing estimated assessments
° Processing all VAT returns and trader returns

Most of the assessments are Self Assessments where the return by the tax payer is
accepted as official assessment. This applies for Value Added Tax (VAT), Pay As
You Earn (PAYE), and withholding taxes on rent, capital gains, and dividends.
Companies with a small profit or turnover are also subject to self-assessment. If a
return is not submitted, an official estimated assessment will be issued by the
system after due date. The assessment can be modified or amended in case of
changes during a tax year or based on new findings about the business of the
taxpayer.

Add Ling

Delete Line

Cancal

VAT declaration

The form above shows the VAT return, which after authorization becomes the
official VAT assessment. iTAX also offers the possibility to compare the tax
submitted to TRA from the company which issued the invoice to the tax that was
deducted by the recipient of the invoice.
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Print ... || Detail .. || Close |

VAT Comparison of Suppliers

5.1.3 Taxpayer account
The taxpayer account is the core of the system. In the window, shown below for the
Philippines, comprehensive information about all tax payer activities is displayed.

Taxpayer account: Screenshot from iTAX*

L]
36 | the iTax system and its main components It@



Ite@

Additionally, specific taxes can be seen on separate tab folders. The time period
to be displayed can be set, to allow customized printing of the account statement.
The status of payments is indicated, so it can easily be observed which taxes have
been paid and which payments are still missing.

Also available are a revenue control account and a general ledger. These additional
displays are necessary to comply with the control requests of the Finance
Departments.

5.1.4 Payments
Traditionally, taxes and fees are paid and collected in the revenue or treasury
offices of the revenue authority. The cashier has to register the payment, the
purpose of the payment and to issue a receipt. Payments are made using a pay-in-
slip, which carries the necessary information to book the payment against
outstanding debits.

In many countries, there is a tendency to abolish cash transactions and cashiers
and to move all payment processes to commercial banks. At the commercial
banks, the taxpayer pays cash to a specific account of the revenue authority. The
drawback of this process are the complicated and error prone communication
procedures between the taxpayer, the commercial banks, and the tax authority.

Entry of payments: Screenshot from iTAX*"
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Within iTAX, these communications are greatly facilitated by using the same
“Payment Posting” screen, as shown below, for payments at the cashier and for
payments at the commercial bank.

One of the future areas for further development of iTAX will be the integration of a
mobile payment service in cooperation with mobile service providers. Taxpayers
will then be able to effect payments (especially small amounts) through their
mobile phones.

5.1.5 Collection/Enforcement

Primarily, this module reconciles payments with assessment debits. After recon-
ciliation has been completed, processes can be run to identify defaulters.
“Defaulting” applies in cases of no submission of a return, late submission of a
return, no payment, or late payment.

The system will issue reminder letters, demand notices, and propose additional
enforcement actions. Fines and interest for late and non-payment are also
computed and charged to the defaulter’'s account. The rules for imposing interest
and penalties do not require adjustment in coding, but simply customization of
parameters.

The module includes functions for write-offs, if there is no way to recover tax
arrears. iTAX also offers features to arrange for payment through instalments.

5.1.6 Reporting and statistics

The iTAX reporting module offers standardized reporting on a weekly, monthly,
quarterly and yearly basis. Additional reports are available to compare actual tax
collection with the revenue targets.

A detailed collection report shows collection in each tax region for any given
period. For further analysis of the reconciled revenue, receipts are broken down
according to tax codes.
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M Collection Report - Detailed

r -
Tax Region: |liala | [ Refiiove
Print Export
 Report Type Close
" Custom ~| I Show Peiformance Repost Orly
:M"Y [008 < I~ Show Analysis Only [with tle]
i Am!uat_ [~ Execulrve Summary
4
TANZANIA REVENUE AUTHORITY i
DOMESTIC REVENUE DEPARTMENT
liala Tax Region
DETAILED MONTHLY COLLECTION FOR MAY 2008
B: PAYMENT THROUGH BANK (RECONCILED REVENUE)
1 COLLECTION ON OUR BEHALF
999999 WH (Capital Gain}) 73,988.289.00
10202 Corporate Tax Corporate Tax 2,564,420,459.80
50502 Excise Duty (Cigarette: 14,700,000.00
50409 Excise Duty Spiits ~ ED{Spirits) 255,872,654.00
10208 WH(Gaming Tax) WH (Shipping) 237.016.463.48
10302 WH (Goods and Senic WH (Goods and Senices) 63,725 576.50
10303 WHilnsurance Commis WH (Insurance Commissit 2,104,365 67
10304 WHi{Bank Interest) 13.840.423.16
10301 WH (IRDM) WH {IRDM) 69,976.955.70
50911 Motor Vehicle Annual F 242,795,000.00
50902 Motar Vehicle Driving L 55,558.320.33
50910 Matar Vehicle Fines an 2,312,750.00
50909 Matar Vehicle Plate Nu 482,000.00
40402 Motar Vehicle Transfer 43,910,361.03
50901 Motar Vehicle Tax 1,788,469,585.34
10101 PAYE Government 2,325,289,200.20
10102 PAYE Parastatal 428.108.478.95 o

Revenue reconciliation

5.1.7 Security administration

Certain iTAX modules are accessible only to specific security level groups. Each
user belongs to a group that has a particular access level with permission to view
or edit different data. Each group member may only use the files or displays
associated with his or her work and capacity.

This security concept can be modified to be more refined if needed, including the
possibility to write-protect or display only certain input fields, depending on the
security status.

Security clearance is organized according to official capacity (e.g. manager,
assessor, accountant). Managers will have reading access only, assessors will only
be able to enter and edit data in their field of activity, accountants will be able to
monitor and supervise all payment activities.

In addition to limiting possible user actions, all user activity is traced and logged
for security audit purposes.
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5.1.8 Parameter administration

Tax rates and regulations change frequently, for example to compensate for
inflation. The iTAX module is designed in a way that legal tax changes and amend-
ments can easily be incorporated into the system without having to change the
program code.

Additionally, the database stores the history of tax legislation. Thus, values and
key variables of new tax laws can be integrated even before the new legislation
comes into effect, without interfering with previous and ongoing computation
functions.

The example below shows how tax brackets changed over the years (top part) and
which tax rates are applicable for the selected timeframe (bottom part).

[ Mew J{ Edt | Delete

Overview of changes in tax rates/brackets

5.1.9  Audit

The iTAX module for audit and risk analysis supports the selection of audit cases
by generating a list of taxpayers, sorted by risk allocation. Additionally, it supports
generating the audit business plan. The system prepares a notice to the taxpayer
and records the time needed for the audit as well as the audit results. To each
audit a narrative audit report can be attached. It also allows allocating human
resources to audit cases.

Final audit reports summarize the findings of an audit, including revenue
retrieved, and show the time needed to resolve a case.
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5.1.10 Objections and appeals

The ability to handle objection and appeal cases is a useful function for an
integrated tax administration system. However, this module is not yet imple-
mented. In Tanzania, where the number of objection and appeal cases is around
fifty per year, the development of an objection and appeal module is included in
the plan for the period 2008/2013.

5.1.11 Geographic information system

Geographic information systems (GIS) integrate computer hardware, software and
data for capturing, managing, analyzing and displaying all forms of geographically
related information. “Tax mapping" is implemented in iTAXLGU. It presents the
tax payment data and transactions in graphical form, based on cadastral map print
outs.

GIS differentiates six levels as shown in the figure below. In iTAXLGU, the levels
for physical elevation and images are not used.

) i::-ﬁstomers Premises
- streets Streets

o paTass Parcels

elevations Elevation

land usage
- Land Use

Images

real world

It is possible to generate special maps which show the type of land use as well as
tax data (for example for the property tax). This way, the transparency of the
valuation process of real property is enhanced and can be visualized. The use of
GIS within iTAXLGU provides an integrated view of the taxpayer and his properties
and leads to a more effective and transparent tax administration.

the iTax system and its main components |

41



i Ownership
Pictures
Map

Property Information

[ Yo 0 VUMM S e 8

GIS used in the iTAX*Y system: linking property, map and pictures

5.2 Copyright licence structure of iTAX e

iTAX"' is a shared property of the Tanzania Revenue Authority and GTZ. TRA is
entitled through a memorandum of understanding to install and distribute iTAXY
free of charge to any other country. GTZ is entitled to use iTAXY worldwide. Both
partners agreed to inform each other about any plans for implementation.

The customized software iTAX'®Y in the Philippines is a shared property of the
Philippines and GTZ. Again both partners are entitled to use the software in a non
commercial context. The cooperation project is on-going and iTAX development
will continue. The Province of Negros Oriental will take the lead for further
improvements and extensions and offer support for other provinces in the
Philippines.

iTAX is a ‘living' product. Copyright of extensions of iTAX should always be in the
hands of both partners. Agreements should be prepared to make those extensions
available for all iTAX community members, thus increasing the use of successful
developments and multiplying benefits for all sides.
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international tax compact

initiative to strengthen international cooperation with developing countries to fight tax evasion and tax avoidance



