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Abstract. Tax evasion is one of the biggest challenges for tax administrations around the world. Tax non-
compliance leads to a large tax debt in state budgets. Part of these tax debts is impossible to recover, since
debtors have neither assets or cash. The aim of this research is to evaluate feasible options to ensure tax
compliance. Solutions could be considered in two directions. In short-term it should be considered how to
reduce already incurred debts. In the long-term, the segmentation of taxpayers and preventive measures for

each segment could be used.
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1. Introduction

Countries face a major dilemma: on one hand, facil-
itating business start-ups on easier terms, without
imposing obstacles, restrictions, requiring equity,
guarantees or other financial security to run a busi-
ness, while at the same time increasing the risk of
tax non-compliance. Or, on the other hand, to claim
tax guarantees, but thus hindering business start-ups
and business development. There is a need for a
compromise — a balance between protecting public
interests in tax collection and a private initia-
tive for the risk of entrepreneurs.

OECD in its 2017 Tax Administration Report
states that data provided by tax authorities of the 55
countries included in the report indicate that the to-
tal tax arrears amount is EUR 2.03 trillion, around
40% or EUR 820 billion are considered collectible
(OECD, 2019).

The aim of this research is to find out wether it
is possible to create solutions to ensure tax admin-
istration by avoiding the occurrence of tax debts and
what to do with the existing tax debts.

The goal of this publication is to determine
whether it is possible to avert or at least to minimize
the occurrence of tax debts, what are the possible
solutions to the problem and how to improve tax
collection indicators, to review views of interna-
tional experts and successful practices around the
world in fight against tax debtors. The subject of this
research is to profile a tax non-payer/debtor created
by the authors and a mechanism of segmentation

that could be used in the future while defining crite-
ria according to which guarantees or other means
must be required from taxpayers to ensure they will
fulfill their duties to the state.

Hypothesis 1 of the study: For tax debt recov-
ery, one of the more effective solutions is the seg-
mentation of taxpayers rather than the segmentation
of tax debtors, because it allows for preventive con-
trol over tax compliance, rather than combating the
consequences of a non-payment — debt.

Hypothesis 2: The risks and prevention of tax
debts should be treated in the same way as the risks
of business default debt, namely, as business part-
ners assess the ability of a partner to settle, as well
as their behaviour if a partner fails to pay, such as
filing for insolvency and seeking recovery.

Within the scope of this research the authors
used the analysis of information, including that in
scientific literature and foreign expertise, as well as
statistical data analysis. Within the scope of this re-
search the authors concentrated on legal entities to
determine are there any regularities and similarities
among tax non-payers, what are they, as well as of-
fering possible solutions what authorities can do to
minimise the possibility of a tax debt occurrence,
especially within VAT area.

2. Literature review

Sanctions are not the only or the best solution in
fight against tax debts. Outsourcing of tax educa-
tion, debt re-planning and debt collection should be
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considered. Innovative technologies that, for exam-
ple, allow tax payments to be made in an easier,
faster and simplier way also could prove to be ef-
fective. It could be an automatic payment that gives
taxpayer an easy way to pay taxes instead of a need
to go to tax administration office (Sekyere, 2011;
Guenther, 2006).

One of the effective ways to combat tax debtors
is to outsource tax debts to private debt collectors.
Internal Revenue Service (IRS) of the United States
uses this practice. The main arguments in favour of
such practice are effectiveness and saving tax ad-
ministration resources, as well as the fact that capi-
bility of tax authority does not allow to cover all
debtors (U.S. Government Accountability Office
[GAO], 2019).

Another argument is that taxpayers could avoid
paying taxes if they would know that tax authority
will not touch them, in such case a gap between cal-
culated and paid sums (tax gap) could increase dra-
matically. However, the main concern is the fact tax
collection is an inseperable part of government
functions, therefore it by no means can be delegated
to private companies. The opponents of this idea in-
sist such opinion is based on a basis of strong legal
precedent, i.e., the existing legislation states a tax
authority has a limited tax collection capability. An-
other big concern is based on the assumption such
initiative would possibly prove to be unnecessarily
expensive. Finally, the critics of the initiative say it
should be abandoned because it opens possibilities
for illegal and malicious tax collection practices in
the hands of private debt collectors (Guenther,
2006).

Tax debts are accumulated by businesses in re-
lation to their tax obligations, debt management
practices in organizations, effects of debt on reve-
nue mobilization and suggestions for proper debt
management practices (Sekyere, 2011).

There are different reasons for tax debts: re-
searches show the largest part is a result of tax au-
dits, but it can also arise as the result of tax deferrals,
fines for tax debts or late payments (Sekyere, 2011).

Possible solutions might be different, for ex-
ample, an extension of time to pay or deferral of
payment of debts so that the tax can be paid
(Sekyere, 2011). The key indicator used to assess
tax debt collection performance is undisputed tax
debt as a share of net revenue collections, i.e., after
tax refunds are paid (Ebraico & Rua, 2015).

Tax debt management is entrusted to Equitalia,
a public company owned by the Revenue Agency
and the National Social Security Institute. The latter
was set up by the Italian government in 2006 to per-
form tax debt recovery in the country. Before the

435

establishment of Equitalia, tax debt collection was
outsourced to private collectors. Equitalia operates
under the control of the Italian revenue agency
(Ebraico & Rua, 2015).

Withholding, advance payments and e-pay-
ments are meant to make paying taxes as easy and
fraud-proof as possible. They aim at preventing ra-
ther than managing tax debts (Ebraico & Rua,
2015).

Although the disclosure or publication of tax
debtors is disputed (Ananda, 2019), it can also be an
effective tool. And there is also a question whether
tax debt obligations can be transferred to members
of family (Norbury, 2019).

A key variable which influences tax debt col-
lection performance is the extent of debt collection
powers available to the tax authority, for example,
allowing to pay tax debt in parts, create a payment
schedule depending on financial circumstances and
solvency of each individual taxpayer, use infor-
mation from third parties (credit institutions,
banks), seize debtors’ assets, collaterals, use other
methods of credit-debit compensation, withold non-
tax payments government owes the debtor (subsi-
dies, etc.), control participation in public tenders, in-
stigate insolvency, transfer tax debts to directors of
legal entities, limit foreign travel of tax debtors,
close businesses, revoke licenses, deny access to
state services, publish names of tax debtors (Ebraico
& Rua, 2015).

In the US there is a special program for paying
tax debts. The service is offering a direct debit pay-
ment option to allow taxpayers to pay off their tax
debts. The IRS hopes the payment option will make
the process somewhat smoother. With a preauthor-
ized direct debit, taxpayers will be able to make one
payment or a series of payments on their federal tax
debt. With direct debit taxpayers will give their
written permission to the private collection agency
to authorize a payment on the taxpayer’s behalf to
the U.S. (Cohn, 2019a, 2019b; California CPA,
2019).

Personal restrictions can also be imposed on
tax debtors. For example, US use travel restrictions.
Taxpayers late on their taxes are risking to lose their
passports. If a taxpayer has a tax debt that exceeds
52 000 USD, there are limited chances to avoid fur-
ther actions from IRS. The choices are: to pay the
debt in full or to reduce the amount below the tresh-
old, come up with a sales contract, consider offer of
compromise, fulfill settlement with the Department
of Justice, demand a court decision, if applicable, or
claim innocent spouse relief, if applicable (Moore,
2019).
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While tax authorities have a range of tools to
assist with the tax debt collection, New Zealand and
Australia tax authorities both hold large amounts of
tax receivables. This suggests either that the current
tools are not utilised to the greatest extent to reduce
tax debt or that the tools are insufficient to achieve
the objective of collecting the maximum amount of
tax revenue, taking into account available resources
(Marriott, 2014).

The research into tax debts in Australia and
New Zealand indicates both countries have amassed
large amounts of tax debt categorised in their books
by tax authority as non-collectable. The rationale
for retaining non-collectable debt as part of total
debt is not evident. The research suggests that in
some cases tax debtors are treated leniently by the
tax authorities in New Zealand and Australia. In
both countries there are multiple opportunities for
tax debt, penalties and interest to be remitted or re-
duced. When compared with other debtors to the
state, tax debtors appear to receive preferential
treatment (Marriott, 2014).

There are few differences between a tax debt
and other debt. Moreover, there is no clear explana-
tion for the more punitive treatment of business
debtors than of tax debtors. Nonetheless, the prac-
tice of treating those with debts to the government
differently, depending on whether the debt realtes to
tax or business, appears to be challenging and
changing (Marriott, 2014).

In the attempt to reduce the amount of tax debts
certain measures that allow to change user behav-
iour could be applied, for example, they could be
connected to the possibility of paying taxes online
(Fonseca & Grimshaw, 2017).

The main reasons of tax debts can be the wors-
ening of taxpayer’s financial situation as the result
of financial crisis in a country or a delibarate eva-
sion of taxpayer’s obligations. Between the factors
that influences a rise of a tax debt must be men-
tioned the use of tax avoidance schemes, such as re-
organisation, dissolution, merger or division (Or-
lova et al., 2019).

It seems useful to develop an action prog-
ramme to administer different types of taxpayers
and to collect tax debts, resulting as a possibility to
avert the rise of tax debts in the future. Also, the use
of different classification and segmentation of tax-
payers could assist the tax authority (Orlova et al.,
2019).

There could be two types of approach — for reg-
ulated and unregulated debts. If unregulated (unex-
pected) debts should be recognized as non-collect-
able, several options should be used regarding the
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regulated debts — for example, restructuration, post-
poned collection or postponed payment (Orlova
etal., 2019).

As for the segmentation of taxpayers or debts
widely acknowledged mathematically economical
methods can be used (Skribans, 2019).

OECD recommends to introduce a special tax
debt administration model that would allow tax au-
thorities to be more effective in tax debt manage-
ment. It does not apply only to the tax debt manage-
ment, but also to other ways how to decrease tax ad-
ministration functions, including the transition from
reactive processes to proactive common approach
with participation from other institutions and third
parties, as well as the newest technological tools
(OECD, 2019).

3. Analysis of tax debts in Latvia

Total tax debt in Latvia on November 1, 2019 was
885.95 million euros or 3% of GDP in 2018. The
largest part (39%) of this debt is value added tax
(hereinafter — VAT). VAT debt mainly forms as a
result of a tax audit. But it cannot be denied the total
debt amount is influenced also by companies that
participate in VAT avoidance and fraud schemes,
declaring payable VAT without intent to pay (State
Revenue Service [SRS], 2019a).

Total tax debt in Latvia decreased by 17% dur-
ing the year. The recognised result has been
achieved by the active introduction of new suffi-
ciently harsh methods. Since 39 per cent of the tax
debts have been incurred as a result of an audit, it is
essential to understand whether the amount poten-
tially to be invoiced can be recovered. Concurrently
with taking of the decision based on the findings of
the controlling procedure (review or audit) carried
out by the tax authority, as well as taking of the de-
cision to recover late tax payments, the tax authority
in Latvia is entitled to apply the following enforce-
ment measures: subjecting the liquid assets owned
by the debtor to a lien, making an entry regarding
the claim security notation (prohibition or pledge
notations) in the Land Register, Ship Register or
other property registers, prohibiting the debtor from
performing certain activities aimed at evading taxes,
subjecting the property located with another person
owned by the debtor to a lien.

According to the data collected by the State
Revenue Service [SRS], the total tax debt can be
structured as follows:

1) current debts (61.47%), but actually recov-
erable are 18.48%, because 42.96% is out
of date or the companies are with no assets;

2) tax deferrals (6.12%);
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3) suspended debts (32.41%), which are prac-
tically imposible to recover, as the debts
are owed to insolvent companies (SRS,
2019a).

Total amount of tax debt makes almost 9% of
total tax revenue in 2019. Realistic calculations of
collectable tax debt makes only 1.6% of total tax rev-
enue, which means state and municipality budgets
are missing large amounts mainly because of the lack
of monetary instruments or assets that state and mu-
nicipalities could use to recover amounts payable.

While analysing the structure of tax debtors
(51 233), processing statistical data and at the same
time using the induction method, data reached as the
result of segmentation and information received
whether correlation between the amount and age of
fixed capital of tax debtor, sphere of activity and the
amount of tax debt exists, therefore creating a pro-
file of a tax debtor. l.e., by analysing the amount of
a fixed capital and the amount of tax debt, as well
as the year of establishing a company, declared
business activity of each enterprise, companies with
tax debts exceeding 10 million euros have been an-
alysed, but companies whose tax debt ranges be-
tween one and ten million euros have been analysed
by comparing only the amount of their fixed capital
against the amount of tax debt. Information about
the sphere of activity and the risk of tax debt will be
compared with the published information of SRS
according to industries that have the largest amount
of VAT debt. Taking into consideration initial seg-
mentation, other tax debtors were analysed on a the-
oretical level, determining whether the amount of
tax debt ir larger than the minimal amount of fixed
capital in standart cases.

After the analysis of tax debtors according to
the amount of their debt it can be concluded that 7
have tax debt exceeding 10 million euros, 113 — be-
tween 1 and 10 million euros, 1196 — between
100 thousand and 1 million euros, 8 215 — between
10 and 100 thousand euros, 22 267 — between 1 and
10 thousand euros (11 332 — debt amount exceeds
2800 euros), and 19425 — between 150 and
1000 euros. In total, 20 863 from 51 233 or almost
41% of debtors the amount of tax debt exceeds
2800 euros or the minimal amount of a fixed capital.

The company with the largest tax debt (com-
pany registered in 2009 with fixed capital of 2840
euros (close to a minimum)) has caused damages to
the state in the amount of 20.9 million euros which
is 1.7% of the total tax debt of the country. The sec-
ond largest tax debtor (registered only in 2015) is
the company with 19.7 million euros tax debt, the
third being registered in 2008 and liquidated in 2018
that owes 18.5 million euros to the state. In the
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fourth place — a company, registered in 2004 with
the debt of 14 million euros and registered and paid
fixed capital of 297 600 euros. In the fifth place —
company registered in 2007 with the total debt
13 487 456.05 euros, but registered and paid fixed
capital of only 56 914 euros. In the sixth place — a
company registered in 2014 with the tax debt of
12.5 million euros and registered and paid fixed
capital of 3000 euros. In the seventh place, the last
company whose tax debt exceeds 10 million euros,
is the company registered in 2004 with 11.4 million
euros tax debt and registered and paid fixed capital
of 4.8 million euros.

The amount of unpaid liabilities of the tax debt-
ors whose debts exceed 10 million euros makes al-
most 9 per cent of the total amount of tax debts and
around 1.2 per cent of the total tax receivables. 113
legal persons has a tax debt between one and ten
million euros, however, for 75 out of 113 debtors
the tax debt does not exceed two million euros. Only
9 out of 108 companies’ registered and paid fixed
capital reaches or exceeds the amount of tax debt,
registered and paid fixed capital of other 99 compa-
nies does not reach or exceed the amount of tax
debt, just like in the case of seven largest tax debt-
ors, even though there are companies between these
debtors whose registered and paid fixed capital is in
millions (3.5 and 5 million euros). Also, only in few
companies fixed capital several times exceeds the
total amount of a tax debt, usually when the fixed
capital is larger than the total amount of a tax debt,
it is just a little above the total amount of a com-
pany’s tax debt.

Few of the 108 companies analysed previously
has a registered and paid fixed capital of just one
euro, however, there seems to be no tendency for
companies with a small fixed capital to be among
the largest tax debtors. However, other type of ten-
dency can be observed — in most cases the registered
and paid fixed capital is up to 3000 euros, i.e., in the
amount of minimal fixed capital or in the amount
that is close to it. That creates an assumption com-
panies are not interested to increase their fixed cap-
ital in the case their activities increase.

A small number of 108 companies has a regis-
tered and paid fixed capital in the amount of up to
10 000 euros, and only around 10 per cent of the an-
alysed companies have fixed capital of tens of thou-
sands of euros and that does not reach the total
amount of a tax debt.

While analysing the total amount of tax debt-
ors, it can be asserted that 20 863 of 51 233 debtors
the amount of tax debt exceeds 2800 euros or the
minimal amount of fixed capital. I.e., almost 41 per
cent of debtors the debt amount possibly could be
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higher than registered and paid fixed capital, in
which case it can be non-collectible if a debtor does
not have any other assets.

Taking this into consideration, it can be con-
cluded — smaller the amount of company’s tax debt,
larger the possibility its’ fixed capital will reach the
amount of debt. For example, if the debt amount is
2800 euros, which is the minimal amount of a fixed
capital, most likely the amount of the fixed capital
will reach the amount of a debt. In cases where com-
pany’s tax debt reaches tens of thousands of euros,
there is a real chance the company’s fixed capital
itself will not be sufficient to cover tax debts.

Here one of the aspects of the problem takes
shape — a company has no assets and/or monetary
means to where the debt collection can be addressed to.

While analysing the age of debtors it can be
concluded there is no corelation between company
age and amount of tax debt — a debt of several mil-
lions can occur to two year old company, as well as
to one more than ten years old.

The seven largest tax debtors do not come from
one industry, but analysis of industries and types of
businesses where the largest VAT debts are im-
posed, several regularities can be seen — companies
with the largest debts come from industries with the
largest debts. What concerns the industries of debt-
ors, there are no established similarities — types of
businesses and industry is not a common factor
among the tax debtors. Of course, it cannot be de-
nied the fact there are industries that bear a higher
risk by having more tax debts than others (for ex-
ample, car sales, crop sales, etc.). Sometimes in
these high-risk industries reverse VAT is applied.
Therefore it is sufficient to conclude there are no di-
rect regularities between the industry and type of
business — any company in any industry can have a
tax debt.

While creating a certain profile of a company —
tax debtor we can conclude that in most cases it is a
company whose tax debts exceed its’ registered and
paid fixed capital, often such company is declared
insolvent and, in most cases (if not always), it has
been a subject of a tax audit. But there is no evi-
dence regarding corelation between the age of a
company, amount of a tax debt, represented industry
and/or type of business.

4. Tax debts recovery

Tax administrations around the world are looking
for the most effective ways to collect tax debts.
They need to seek even more innovative, strategic,
coordinated ways to prevent an increase in tax debts
and reduce debt collection costs.
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In practice the approach to prevent tax debt
growth could be similar, as it used to be in the case
of tax evasion or avoidance. The tax administrations
approach to debt recovery may be the same as the
one witch was designed as the approach for fighting
against tax terrorism: a mitigation of the conse-
quences or a prevention of the causes (Juruss,
2017).

Generally, there can be two approaches used to
limit the occurrence and increase of tax debts and to
improve the efficiency of tax debt recovery. First,
the consequences of tax debt should be mitigated.
This task involves tax debt structuring or recognis-
ing debt which is not economical to recover, max-
imise collection before enforcement measures and
effective use of enforcement tools.

Second, the causes of tax debt occurrence
should be prevented. This is a long term issue and
may require a lot of resources (available technology
tools, including enhanced analytical abilities) and
activities (strategic approach to ensure taxpayer
segmentation by characteristics and greater use of
proactive engagement).

The OECD has recognized (OECD, 2014) that
certain aspects need to be addressed in order to es-
tablish an effective tax debt recovery policy:
Improved analytical processes — tax ad-
ministrations can no longer afford to treat
all tax debtors in the same way. Improved
analytical tools make it possible for the tax
administration to use all the information to
address the debtor with the most appropri-
ate way;

Strategies for an appropriate treatment of
tax debtors — tax debt recovery processes
should be able to choose from a range of
instruments, ranging from “lighter” cre-
ated for preventive purposes (such as pro-
tecting the taxpayer from incurring debts)
up to the harsh measures of tax recovery;
Specialised call centers — this research
evaluates several such strategic units;
Organization — process in itself. This re-
search points out that debt collection is a
specialist function and should be organi-
zed. Precise segmentation of taxpayers is
needed, as is a systematic approach to data
analysis;

Tax debtors who went abroad — whereas
the number of persons moving freely, as
well as companies, is increasing, including
the number of debtors who have left the
home country, it is becoming more chal-
lenging to find solutions, opportunities and
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tools to tackle this problem. The interna-
tional flow of information exchange needs
to be improved.

Countries mostly use similar solutions to re-
duce tax debts or to avoid them at all (OECD, 2014).
For example, Australian tax office (ATO) has stated
“the older the debt, the harder it is to recover”. The
ATO?’s strategy is a differentiated approach to tax-
payers — a tougher approach for taxpayers who take
no action to manage their debts or against those who
are consistently and knowingly engaging in tax eva-
sion or tax avoidance activities. The ATO also ap-
plies appropriate strategies to those with short-term
financial difficulties working with the ATO to ad-
dress their tax liabilities. These taxpayers are of-
fered a targeted support by the ATO, which includes
costumized payment arrangements, reduced penalty
rates, as well as full or definitive exemption from
payment of certain charges. The ATO draws atten-
tion to the fact that most tax debts are incurred by
small businesses, therefore, it focuses on this sector
to manage the risk of tax debt even before the debts
are incurred, having regard the location of the tax-
payer and the history of tax compliance. As a pre-
ventive measure, the ATO identifies individualized
assistance visits. In addition, as stated in the OECD
report, the ATO has a special department for debt
recovery, the call center who can call the taxpayer
for a specific interviews with the tax administration
at a specified time. The ATO also outsources its
debt collection activities.

A similar mechanism is used in Latvia — after
the tax administration has done everything within its
capability to recover tax debts, it is transferred to a
sworn bailiff for further recovery (State Revenue
Service, 2019a).

In the United Kingdom, like in Australia, the
debt management strategy involves taxpayer differ-
entiation and segmentation by debt, for example, by
the value (amount) of tax debt and the behavior of a
group of taxpayers, adjusting certain actions to each
group. In Canada, too, taxpayers are differentiated
according to taxpayers’ behavior and the conditions
their debts are incurred.

In France, a tailored risk-based strategy has
been put in place to reduce tax debts (OECD, 2014).
In this country, taxpayers are segmented based on
taxpayer’s behavior (such as whether or not it’s their
first tax debt), considers the debtor’s sector of activ-
ity (industry, trade, security sector, etc.) as well as
the type of activity. Thereafter, based on this infor-
mation, the tax recovery policy is adjusted on the
basis of the costs of the selected debt recovery in-
strument and the size of the tax debt.
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In Latvia, a taxpayer may request a delay of up
to 5 years no later than 3 days before the due date
for payment. In Latvia tax administration has the
right to impose the liability of the legal person’s late
tax payment on the board members of legal persons.
In Australia, this instrument has been in place since
1993, while in Latvia, although regulation has been
in place since 2016, there are only a few isolated
cases where an official has been held liable for a le-
gal person’s tax debts. The problem in this case is
the fact that the law lays down criteria that must all
be met at the same time in order to be eligible for
the particular tax debt recovery mechanism.

Attention should also be paid to so-called tax
amnesty measures where, under certain conditions,
taxpayers can cover their outstanding tax liabilities.
The tax amnesty is well known and is used in vari-
ous ways not only in Latvia, but also in other coun-
tries such as Turkey, Nigeria, Ghana. The unifying
aspect is that in all cases the tax amnesty is granted
for a limited period only. Countries are addressing
the tax amnesty programs as part of their fiscal pol-
icies. Tax amnesties generally allow individuals
and/or companies to cover late tax payments with-
out imposing any sanctions (Alm et al., 2014).

In Nigeria, the tax amnesty program provided
for a nine-month period during which taxpayers
could declare their unannounced assets and income
from the past six years. The taxpayers who volun-
teered and participated in the tax amnesty program
received a number of benefits, such as immunity
from prosecution and tax audits, including the lift-
ing of sanctions and interest payments, and taxpay-
ers also had the option of temporarily distributing
the amount of tax due, not exceeding three years
(KPMG, 2017).

In Ghana, the nature of the tax amnesty pro-
gram is similar to what is being implemented in Ni-
geria. In particular, the scheme afforded individuals
the opportunity to voluntarily file a tax declaration
and to pay the relevant taxes on all previously unde-
clared taxes, without paying penalties or interest
that would otherwise have been due for default
(Ghana Revenue Authority, 2017).

In Turkey, on the other hand, this program is
being implemented in a number of different ways.
For example, it provides for the possibility to re-
structure tax debts by providing a more advanta-
geous way of determining interest for taxpayers and
providing for a 90% exemption from interest pay-
ments if the principal is paid in one installment. Var-
ious “bonuses” are also envisaged when litigation is
taking place between a person and the tax admin-
istration (in which case the amount of the gain de-
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pends on the stage of the proceeding and other fac-
tors), and when the tax administration is still con-
ducting a personal check. It also provides for the
possibility of declaring previously unreported trans-
actions at lower interest rates than usual. By increas-
ing the taxable amount previously declared, it is
guaranteed that no further checks will be carried out
by the tax administration and that additional taxable
amount may be paid by dividing the payment of the
debt within the deadlines for a specified period
(PwC, 2018).

Tax amnesty was also used in Latvia in 2012
and 2017 (SRS, 2019a).

The current issue is benefits of a tax amnesty
for tax revenue. In the short term, tax amnesty can
be used to generate tax revenue, but on the other
hand, tax amnesty measures cause real losses as the
state does not receive most of its tax payments
(Sa’adah, 2018).

Tax amnesty measures are seen as contradic-
tory income-raising mechanisms. It also calls into
guestion the long-term impact of the tax amnesty on
revenue, in particular for honest taxpayers who de-
plore the special tax regime for non-taxable persons
(Alm et al., 2014).

For example, Nigeria regained 98 million
USD. By comparison, Nigeria’s GDP in 2016
reached 337 billion USD (Nliam, 2018).

In January 2018, the United States Congress
decided to begin the process of limiting the tax
debtor’s right to use his passport (Sheppard, 2018).
In the USA serious tax violations may result in re-
fusal to issue a new passport or already issued pass-
port may be revoked (Erb, 2017). Such treatment of
individual taxpayers and the prohibition of interna-
tional travel derive from United States law. The
United States tax administration, IRS, believes that
this will certainly bring these taxpayers’ attention to
their outstanding liabilities. That limit the applica-
tion of certain criteria, including outstanding tax
debt of more than 50 000 US dollars. This threshold
for unpaid tax debt is a variable subject which will
increase each year as a result of inflation.

The Estonian tax administration has developed
that it can provide electronic and automatic (by
credit institutions) seizure of the debtor’s funds in
the e-environment. Similarly, the solution imple-
mented by the Estonian tax administration has en-
sured that the debtor cannot open new accounts with
other credit institutions without applying collateral
to them.

5. Taxpayer segmentation

The main issue is how and what to do to reduce tax
debt. Tax administrations usually do not have the ca-
pacity to apply control measures to each risky tax-
payer, therefore they must seek new effective methods
that could stimulate voluntary tax compliance.

Taking into account previously obtained data it
is necessary to identify techniques to, first, mini-
mise the amount of arising tax debt and, second, to
maximise recoveries.

One way to reduce the number of dishonest
taxpayers that incur tax debt is through the taxpayer
rating system. The main purpose of a rating process
is to create a comprehensive evaluation of complex
systems. The goals of this system are to inform tax-
payers of how they compare to trends in the country,
promote taxpayer compliance and provide honest
taxpayer with a tool by which they can present their
good reputation to business partners (I0OTA, 2019).

At the same time, such automated taxpayer
analysis is a good way to assess what actions on the
part of a tax administration would be required to
take in relation to a taxpayer. For a “good” taxpayer
it is certainly not necessary to apply as strict rules
as someone already recognised as risky.

Latvia has also introduced a taxpayer rating
system which, when analysing specific data (tax
debt, wages and others, including the risk assess-
ment of VAT transactions in the future), gives an
assessment of each company, — closer it is to 100%,
better the taxpayer is considered (SRS, 2019b). The
taxpayer rating system analyzes five different as-
pects (see Figure 1):

— Credibility and violations in registration
data reflect the reputation of the company
and its owners;

— Wages reflect the ability of the business to
atract a high-quality work force;

— Financial indicators describe the profitabil-
ity and solvency aspects of a business;

Reliability
of

registration
d

Financial i Number of delayed
it indicators s tax reports/returns
Total

score

wverage
Remune
o ration
1

Figure 1. The taxpayer rating system in Latvia
(SRS, 2019b)
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Tax payment discipline is assessed by
a) total amount of debt at the end of a pre-
vious month, b) ratio of total debt and pay-
ments, ¢) changes in total debt (previous
month’s end debt compared to the debt on
the corresponding date of the previous
year);

Tax reporting discipline.

Latvia also offers “In-depth Cooperation Pro-
gramme” where taxpayers have been divided in three
levels (gold, silver and bronze) based on defined 15
criteria (for example, annual net turnover, payments
into the state budget, employee average salary). The
programme advantages include shorter waiting times
for answers and consultations, VAT rebates and re-
ceipt of permits for commercial activities with excise
goods. In addition, gold members enjoy quicker re-
payment of eligible expenses, debt repayment, cash
register service and security for excise goods. Other
benefits vary according to the level. Thus companies
that do not participate in the “In-depth Cooperation
Programme” and fall into one of the “risky” sectors
should introduce additional conditions, control
measures to reduce, for example, the risks of VAT
debt.

However, the SRS has launched a further divi-
sion of taxpayers. The SRS’s new strategy for
2020-2023 foresees the introduction of taxpayer
segmentation. The goals of taxpayer segmentation
are: to recognize taxpayer type by tax discipline and
to develop tax administration tactics based on tax-
payer type. Depending on the taxpayer’s eligibility
for a particular segment, an appropriate approach
will be offered (for example, consultation or audit,
tax returns or economic activity suspension).

The best practice of the client relationship
management in business should be adjusted and im-
plemented in the public sector, also for a tax admin-
istration. To facilitate loyalty of taxpayers and pro-
mote paying taxes, it is necessary to continue con-
sidering the advantages for key account taxpayers,
for example, by reducing the bureaucracy of public
procurement and others (Juru$s & Kalderauska,
2017).

One of the solutions could also be to extend the
scope of a reverse charge mechanism of VAT, alt-
hough it should be noted that this could only tempo-
rarily limit VAT fraud as fraudsters would target
other industries (Juruss, 2017).

If the fixed share capital of a taxpayer is mini-
mal or taxpayer does not own a property, then a se-
curity could be required to certify the company will
settle a possible tax debt, as in the case of customs
procedures when importers provide customs’ guar-
antee.
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The state should think about changes to regula-
tory framework in this area. In some cases, it should
be compulsory for companies to increase its’ share
capital, for example, when achieving a certain turn-
over over a certain period, as well as where it previ-
ously had a tax debt or the tax administration has
identified any risks when taking control measures,
it is imperative that the share capital be increased in
order to obtain an advantage from the tax admin-
istration.

To reduce the risks of tax evasion, the authors
offer to use algorithm (see Figure 2) how to make
assessment of taxpayers capability to cover tax debt.

FPosition in the

tarpayer
segment

Reduced requitements
for tax guarantee

ry

Financial indicators
[equity, ete)

Bufficient
guarantee

Actions:

-aplit payment
- bloeking of the amount
-ete

Figure 2. Algoritm of assessment of taxpayer
capability to pay taxes (source: the autors)

The process of assessment could start with a
check of taxpayer’s position in the taxpayer seg-
ment. If it is a trustworthy taxpayer, no actions are
needed and taxpayer could proceed with transac-
tion. If not, the next step could be the evaluation of
actual financial indicators of a taxpayer — whether
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they are sufficient (for example, whether the total
liquidity ratio is within the optimal limits, such as
the ratio of financial equilibrium or the total amount
of the company’s creditors to the company’s equity,
what is the ratio of all liabilities). In cases where fi-
nancial indicators are satisfactory, meeting certain
requirements, reduced requirements may be ap-
plied. If the financial indicators are not satisfac-
tory — they do not meet certain requirements: in or-
der to apply reduced requirements, a sufficient guar-
antee must be provided to demonstrate the company
will be able to settle its’ obligations and pay taxes.

Reduced requirements would include more fa-
vourable conditions and more favourable treatment
of tax administration towards the taxpayer, particu-
larly when it has incurred a VAT debt. At the same
time, reduced requirements would ensure that no
enforcement provision is applied, as well as the pos-
sibility that, if necessary, the tax administration
would rather take a favourable decision, such as
granting an extension of the period of payment.
Similarly, reduced requirements include allowing
VAT to be paid in “normal order” rather than in re-
verse charge or split payment, to be paid into a VAT
invoice account rather than into an account specifi-
cally created by the tax administration, faster reim-
bursement of VAT overpayment or referral to other
charges.

These steps need to be taken by analysing each
particular taxpayer so that the services provided by
tax administration are not favourable to risky com-
panies. It is not always the capacity of tax admin-
istrations to carry out an in-depth analysis, or the
tools used (IT systems) do not allow an overview of
a taxpayer.

Therefore, a more general solution could be
used (see Figure 3) — a method of unified taxpayer
segmentation tool for tax administrations, which
would divide companies into groups not by size
(big, medium, small), but by common criteria, de-
pending on company’s behaviour as a taxpayer. It
could be a model of seven segments (see the figure),
in which the breakdown is based on series of crite-
ria:

1. Trustworthy — taxpayers with excellent

discipline.

2. Need support — taxpayers with good tax
discipline.

3. Need monitoring — tax risks have been
identified.

4. Unregistred — conducts commercial activ-
ity, but not yet registered as a taxpayer.

5. Low sustainability — economic activity is

not sufficient to meet tax obligations, un-
stable employers.
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6. Restrictable — registered without an inten-
tion to pursue an economic activity or re-
veal significant irregularities.
New businesses — information is available
only for owners and officials.

ALL TAXPAYERS

seoMpnTy  SLOMENTZ

Trustworthy support
SEGMENT 3
Need
monitoring SEGMENT 4
AT Unregistered | SEGMENT 5

Low
sustainability

SEGMENT 6

Restrictable
application

EDS reminders Discussion

The most appropriate for each segment!
Consultations
Audits

o negative | positive | unknown
history history history

Figure 3. Tax payers segmentation in Latvia
(SRS, 2020)

As a result of the segmentation, companies
would be divided into groups, and any tax admin-
istration official would be able to apply their behav-
ior according to the action model for a particular
segment. This requires a great efforts for prepara-
tion of such segmentation. A macro-analysis would
be needed to identify budget contributions or tax
losses of various taxpayer segments and to follow
tax payment improvement indicators, as well as a
micro-analysis to create taxpayer categories based
on a long-term tax payment history. The aim is uni-
fied communications and services strategy with cli-
ents — one face on all channels.

6. Prevention of tax non-compliance

In order to fight tax evasion we should tackle the
causes of it. There are several solutions how to
change the VAT system: by introducing reverse
charge payment, split payment or other methods.

One of the solutions to fight VAT fraud is so-
called split payment method. After receiving an in-
voice a buyer transfers the necessary amount with-
out tax to the supplier’s bank account, while VAT
is paid into the tax administration’s account (or the
supplier’s account to which the tax administration
has access). This eliminates the risk that such tax-
payer, the issuer of the invoice, will disappear with
the unpaid tax (Michalik, 2017).

Such VAT arrangements have been introduced
in Poland as of 1 April 2018, and similar in Italy. In
Italy, VAT is paid into a separate and closed tax ad-
ministration account rather than being paid to a sup-
plier when supply is made to the public sector. The
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introduction of such system in Italy has resulted in
a faster overpayment process (Mitran, 2017).

In Poland, the split payment account will oper-
ate in such way that it can be used to pay the input
tax or to pay VAT to tax authorities. Other transfers
from a given account will require an authorisation
from the tax administration that can be granted
within 60 days of filing an application. In Poland, a
variety of incentives have been used to promote this
method of payment, for example, if VAT is paid to
the tax administration from a VAT account, there is
a possibility to obtain a slight reduction in VAT due
(Euromoney Institutional Investor PLC, 2019).

In Estonia, it is stipulated that companies are
prohibited from lending in certain cases. For exam-
ple, it is prohibited to provide a loan to company’s
shareholder more than 5% from the share capital.

In Estonia, 10% of all companies pay 90% of
all taxes (I0TA, 2019). At the same time, Estonian
tax administration also highlights the need to know
and understand the behaviour of its customers, tax-
payers, in order to support and promote the growth
and sustainability of businesses. It follows from
this point of view that tax payments are closely
linked to taxpayers’ morality, perceptions and ac-
countability.

Tax morale is taxpayer’s motivation to respect
the tax compliance. Researches have shown that
trust is negatively linked to tax avoidance and low
trust in tax authorities is associated with higher tax
evasion. Tax morale is higher in countries with
higher control of corruption and lower bureaucracy
(Wadesango et al., 2018).

In case of a tax debt, tax administration has the
right to file an application for insolvency proceed-
ings as a creditor under certain preconditions, the
legislator should also think proactively about how
to further protect the interests of tax administration
as a creditor by limiting the ability of the company
to carry out activities that may reduce the capacity
of tax administration to claim possibilities for re-
covery. For example, prohibit for tax debtors to use
debt as commercial custodians or to secure other
pledges or ban marks on their own property without
authorisation by tax administration.

The problem also arises in cooperation be-
tween tax administration departments: either risk in-
formation is not released and received in an appro-
priate time, or it is not processed in a way to avoid
a possibility the declared payment is turned into a
tax debt.

Attention should be paid to taxpayers whose
declared VAT in the monthly VAT statements does
not represent significant amounts, while suddenly
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the VAT declared by the taxpayer amounts to sev-
eral hundred thousand (in terms of atypical
amount). If there are signals of this kind, it is neces-
sary to contact the taxpayer or to organise tax con-
trol measures. Active and immediate action is re-
quired to eliminate the likelihood this declared VAT
payment is not paid in time and does not add to tax
debt structure. This means control in real time and
advanced tax risk management system should be in
place.

Much depends, however, on the perception and
attitudes of taxpayers. From a public standpoint, it
is clear there are large numbers of taxpayers who
believe that paying taxes is unnecessary. Until tax-
payers change their attitude or, more likely, the state
changes its’ attitude, tax debts will continue to in-
crease and influence honest taxpayers.

In Latvia, it is stipulated that the official of a
company can also be responsible to the debts of the
company with his or her personal property. A more
proactive application of this framework, including
through amendments that would make it easier to
apply, would probably be one of the best and most
effective ways of achieving a reduction in the
amount of existing tax debt by increasing the reve-
nues of the public budget, in cases where tax debt
has been created because of dishonest taxpayers.
This is due to the fact that individuals (company of-
ficials), as opposed to companies with tax debts,
which are often founded to only participate in dif-
ferent schemes and who do not belong to them, are
more likely to have property, including the wage to
which enforcement could be directed (to carry out
recovery). Actions must also be taken to prevent
such individuals from becoming active in the com-
mercial legal environment in the future, by creating
and representing new companies, by increasing the
amount of tax debt.

In cases where a tax debt has been created by
persons who might be called to be responsible, the
application of various amnesty measures could help
to reduce the amount of tax debt while also increas-
ing the revenues of the state budget, assuming that
individuals themselves would be interested in set-
tling their obligations.

Finally, as a solution to reduce the amount of a
tax debt a release form tax debt (tax amnesty) could
be considered.

7. Conclusions

The most important thing is the prevention of avoid-
ing the creation of a large tax debt obligation. Tax-
payers’ motivation to pay taxes, such as the in-deep
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cooperation programme, is one of the preventive as-
pects.

More attention and resources should be shifted
to the issue of taxpayer segmentation by applying
tax debt risk management applied to each group of
taxpayers. In this context, a requirement to increase
a fixed share capital as the turnover increases or
other national financial requirements should be es-
tablished.
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