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We provide evidences about the most important characteristics of large taxpayer offices, their
normative definitions, scope of work and positive as well as negative aspects of their practice. Some
data are compared between countries and some for each country separately, due to the fact that
differences in the above-mentioned countries, in size, economic and political aspects, vary
substantially. Morceover, we were confronted with the limited scope of available information what
made our comparison even more challengeable. Therefore, this work is, in a way, a “pioneer” attempt
to compare specific national LTOs in one place. Our findings support the discussion that prove the
hypothesis and enable recommendations.

Keywords: Large Taxpayers’ Office; tax administration; public revenue; Croatia; Russia;
Poland; the Czech Republic; Kazakhstan

1. Introduction

Experience of many countries in developed economies shows that the creation of specialised
control mechanisms over the activities of large taxpayers has led to better tax compliance
and increase in the efficiency of tax administrations, including the optimisation of their
functions. Existence of special tax units gives tax authorities the opportunity to focus on
a relatively small group of taxpayers, which pay a large percentage of all tax revenues.!

To date, special units for large taxpayers (hereinafter: Large Taxpayers’ Office, LTO)
have been created in most OECD countries.

Despite the fact that the tax system is a primarily national economic and legal
phenomenon, research of the practice of tax regulation in different countries gives wide
opportunities for improving the tax system of a particular state.

The present article offers the analysis of large taxpayers’ administration in Croatia,?
the Czech Republic, the Russian Federation, Poland and the Republic of Kazakhstan.?

Our hypothesis is that LTOs became strategic organizational units for developing
countries and their existence is of great importance for tax administrations with the aim to
cope with the fast changing global environment.

The paper is structured as follows. As a basis for the determination of similarities and
differences of the history and practice of the LTOs in the aforementioned countries, defi-
nitions of the large taxpayers’ authorities responsible for their administration, positive and
negative experiences, as well as data on their roles and responsibilities are presented in
Chapter 2. Discussion on the proofs of the hypothesis is given in Chapter 3 which briefly
concludes and gives recommendations.

2. Methods and Data

With the aim to compare, discuss and make conclusions on the benefits of the existence of
the large taxpayers’ offices in our countries, their development and possible improvements,
we were confronted with two main challenges.
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Tax Administration of Large Taxpayers in Some CEE and CIS Countries 7

Firstly, there are the obvious and huge differences in size, population, history and
economic realities between them. The environment, social, economic and technological
development throughout time and at present of the analysed countries narrowed our
research to several aspects that can be rationally compared.

Another challenge which we faced at the very beginning and during our research is
the “rather limited” amount of information on operation of Tax Administrations and
evidence on their effectiveness. Moreover, there are some documents that we could use as
a literature review on the topic,* but information collected and analysed within these
projects were limited to the basic explanations and definitions of the LTO, together with
explanations and developments of LTOs in countries that are rarely covered with our
research. Since we want our paper to contribute to new knowledge in the field, following
the previous projects, we decided to continue with the work in a way it would be a combi-
nation of the legislative analysis and field research.

There is no accurate data on the revenues generated by large taxpayers, i.c. very little
data are available (as is the case with other information in the area of taxation in our
countries). Most of the information and attitudes of this paper were based on personal
experiences or conversations we had with people employed in tax administrations, or the
offices, and with large taxpayers.

For lack of exact data, we have used some available information on the historical
development and roles and responsibilities of the respective offices.

To be more precise, these data are probably handled by the Intra-European Organiza-
tion of Tax Administration (IOTA), but they are only available to some authorised users
from each member state, i.c. the tax administration.

The very diversity of the countries we are concerned with, because each scientist
presents their specific country situation, causes the absence of an accurate comparison of
all the data and conclusions that you are looking for.

However, given the available information, we decided that these offices are important
and useful parts of tax administration and that there are some good and some bad experi-
ences that can serve the further advance of developing countries.

Therefore, we proceed our research in two phases. Firstly, we give general information
on the definition of the large taxpayers and units of tax administrations which govern them
for each country. We stress the main differences between their practice and experiences in
contrast to other tax administration units that deal with other taxpayers. To support
discussion on the subject matter, we also provide findings on the problems these offices
face in their daily operations. Secondly, we collected and arranged data on the develop-
ment, roles and responsibilities of the LTOs in these countries so that our exploration of
the importance of these offices within each State Tax Administration become more trans-
parent and rationalised (Table 1).
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2.1. Definition of large taxpayers
2.1.1. Croatia

In accordance with the Bylaw on the conditions for the fulfilment of the criteria for the
appointment of the large taxpayers under responsibilities of the large taxpayers office,’ one
of the following conditions has to be met:
1. Taxes equal or are above HRK 150 m (approximately Euro 20 m).
2. Business activity of:
a) insurance, leasing and telecommunications with revenues above HRK 15 m
(approximately Euro 2 m), or
b) banks, regardless of the amount of revenue.
3. Large projects with the expected revenue exceeding HRK 150 m to which
a significant number of taxpayers can be associated (e.g. subcontractors).

In addition to the strict conditions, flexibility of the appointment is assured by the
possibility of the Large Taxpayers’ Office (e.g. simultaneous controls to be carried out on
related persons) to propose to the Director General to issue a decision on the responsibilities
of the Large Taxpayers’ Office for the taxpayers that do not meet prescribed conditions.

Once a taxpayer is recognised as a “large” one, he/she stays under the responsibility of
the LTO for three tax periods. The LTO deals with approximately 650 taxpayers.®

2.1.2. The Czech Republic

According to Section 11(2) of the Financial Administration Act, large taxpayers are legal
entities with turnover higher than CZK 2,000,000,000 (approximately Euro 75 m).

The Specialized Tax Office is a sui generis financial office and has jurisdiction over
certain special entities:

— large taxpayers — legal entities with turnover higher than CZK 2,000,000,000

(approximately Euro 75 m)

— banks and credit unions, including branches of foreign banks

— insurance companies, including branches of foreign insurance companies

— investment funds and their management companies

- pension companies and their funds

— lottery operators

— members of groups according to the Value added tax act

The Specialized Tax Office currently manages taxes on about 1,500 taxpayers.”
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2.1.3. Russia

The role of large taxpayers in the formation of the budget of the Russian Federation is
constantly increasing. Their share in tax revenues of the state according to different sources
ranges from half to two thirds.
There is no definition of large taxpayers in the Tax Code of the Russian Federation.
Criteria for recognition of taxpayers as large ones are specified in the Order:*
1. Indicators of financial and economic activities for the accounting year according
to accounting and tax reporting of taxpayer.
2. Interdependence and influence of the taxpayer on the economic results of activi-
ties of associated taxpayers.
3. Special permission (license) for conducting specific activities by taxpayer (banking
activity, insurance activity, etc.).

Depending on the value of indicators of financial and economic activities, large taxpayers
are divided into two types:
1. Large taxpayers administered at the federal level.
The taxpayer should meet the following indicator: the total sum of received reve-
nues exceeds 35 billion Rubles (approximately Euro 480 m).
In addition, organizations that are subject to tax administration at the federal
level include those that do not meet the established criteria, but the Federal Tax
Service has decided to classify them as the largest taxpayers.
2. Large taxpayers administered at the regional level (the taxpayer should meet all
the following indicators at the same time):
— the total sum of reccived revenues ranges from 2 to 35 billion Rubles (approxi-
mately from Euro 25 m to Euro 480 m)
— assets rated from 100 m Rubles (approximately from Euro 1.25 m) or the total
amount of federal taxes exceeds 75 m Rubles (approximately Euro 1 m)
— the average number of employees exceeds 50 persons

The status of large taxpayer is kept for the next three years following the reporting period
in which indicators of financial and economic activities no longer meet specified limits.

2.1.4. Poland

The tax office and tax chamber act does not provide an explicit definition of a large
taxpayer, but its Article 5, item 9¢ implies that taxpayers should be selected for specialised
tax offices based on a value criterion and an industry criterion. The first criterion states that
a large taxpayer is an entity with end-of-the fiscal year net revenue amounting to an
equivalent of at least Euro 5m. There are some exceptions to this rule that will be presented
below. The criterion is invalid in case of organizations that meet the industry criterion,
according to which large taxpayers are:
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. tax capital groups

. banks

. insurance companies

. organizations conducting business regulated by the act on trade in financial instru-
ments of 2005 and investment funds laws

5. organizations conducting business regulated by the act on the organization and
operation of pension funds

. branches or representative offices of foreign corporations

7. incorporated and unincorporated entities that:

a) At the end of the previous fiscal year had a net income (as defined by accounting
regulations) from the sale of goods, products and services amounting to an
equivalent of at least Euro 5 m, converted at an average exchange rate of the
National Bank of Poland, or

b) being resident entities as defined by the foreign exchange law directly or indi-
rectly participate in the management or control of foreign-based enterprises, or
have capital shares in them, or

c) are directly or indirectly managed by a non-resident entity as defined by the
foreign exchange law or a non-resident entity has at least 5% of votes at an
assembly of sharcholders or a general assembly, or

d) being resident entities as defined by the foreign exchange law directly or indi-
rectly participate in the management or control of a domestic enterprise and
a foreign enterprise at the same time, or have capital shares in such enterprises at
the same time.

AW N —

N

Natural persons are not considered large taxpayers even if their net revenue exceeds the
aforementioned amount of Euro 5 m, because Article 5, item 9b explicitly limits this
category of taxpayers to incorporated entities and unincorporated organizations. General
partnerships are excluded for the same reason.

2.1.5. The Republic of Kazakhstan

The list of large taxpayers, subject to further monitoring, is approved by the government of
Kazakhstan no later than December 25 of the year prior to the year of the enactment of the
list. The list includes the first 300 large taxpayers with the highest aggregate annual income
(without including the adjustment provided for in Article 99 of the Tax Code of the
Republic of Kazakhstan).” A taxpayer is considered large on condition that the total book
value of all assets is not less than the 325,000-fold monthly calculation index provided for
in the Budget Code of the Republic of Kazakhstan, and the number of employees is 250 or
more. The approved list of large taxpayers is effective for two years from the date of
enactment and is not subject to revision during this period.

The following methods are used to compile a list of large taxpayers, subject to moni-
toring:
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a) estimating the aggregate annual income based on the corporation income tax return
data for the tax period prior to the year of the approval of the list of large taxpayers;

b) estimating the book value of assets based on the annual financial report data for the
year prior to the year of the approval of the list of large taxpayers;

c) estimating the number of employees based on the personal income tax return and
social tax deduction data for the last month of the first quarter of the year prior to
the year of the approval of the list of large taxpayers.

The monitoring of large taxpayers involves the analysis of their financial and operating
performance with the purpose of determining their actual tax base, control of compliance
with the Republic’s tax regulations, and the market prices employed in transfer pricing.
Large taxpayers should submit an account of monitoring in the form of an electronic
document certified by a digital signature. An account of monitoring includes a balance
sheet, reports on the goods manufactured and purchased, work done and services rendered;
costs of goods manufactured, work done, and services rendered; a report on the financial
and operating performance; and an explanation of accounts receivable and accounts

payable.

2.2. Authorities responsible for the administration of large taxpayers
2.2.1. Croatia

The Croatian Tax Administration organization consists of three parts: Central Office,
Regional offices (six being responsible for regions and one Large Taxpayers Office at the
national level) and 57 branches on the local level (in towns and municipalities,
subordinated to regional offices). Its headquarters are in Zagreb, supported by three
dislocated units in Osijek, Rijeka and Split. The total number of officials in the LTO is
112.10

Historically, LTO in Croatia have been developed from the unit responsible for the

audit and collection of taxes from the largest companies, with the continuous and logical
evolution resulting in an office for the sophisticated approach to the large taxpayers on
a daily basis, as well as for its audit. Chronologically, the most important phases were the
following:

— 2003: The Unit for Large Taxpayers Audit have been established within the Zagreb
Regional Office."

— 2009: Establishment of the two units for large taxpayers: Oflice for Large
Taxpayers’ Audit and the separate Zagreb Branch for Large Taxpayers,”? both
within the regional office in Zagreb."

— 2012: Establishment of the Large Taxpayers’ Office in Zagreb with three branches
(dislocated units) in Split, Rijeka and Osijek.* The LTO integrates the work of the
audit and the daily collection of taxes for large taxpayers.”” More than 600 large
taxpayers were identified with the share of the 46% of all taxes and contributions
paid to the budget in 2011. Thus, in addition to 20 regional offices in Croatia,
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the separate 21* office was established with “specific internal organization” that is
necessary for such assignments. The Large Taxpayers’ Office with headquarters in
Zagreb was responsible for all large taxpayers in Croatia.

— 2014: Decrease in the number of regional offices,'® but LTO remains one of the
crucial organizational units within the Croatian Tax Administration, being one of
the seven “regional offices” (see supra). Roles and responsibilities of the office have
not change in comparison to the 2012 Decree, hence the continuity in work.

The LTO employees are engaged as team members in the cooperation with colleagues from
different departments and the Central Office. The internal and external cooperation of the
LTO employees with the public officials in other institutions (e.g. Croatian National Bank,
Croatian Financial Services Supervisory Agency), and thematic meetings with the private
sector stakeholders, show their willingness to cooperate in line with the values and ethical
principles stated in the Strategy of the Tax Administration'” and to overcome the
traditional vertical and horizontal fragmentation in public administration in Croatia.'®

The LTO staff is provided with “special training courses in order to acquire the specific
knowledge and skills and apply the modern techniques required for tax audit and desk
audit, including risk analysis”"” This task is closely connected with the following aspect.

They achieve international cooperation with the EU, OECD, IOTA, IMF and the
World Bank, as well as bilaterally, in the fields of risk management, audit, procedures and
techniques, and IT. Various projects, pilot-projects, funds, seminars, workshops and
exchange of employees with Member States strongly supported the employees’ and the
management’s skill development.

2.2.2. The Czech Republic

As mentioned in previous research papers,® tax administration in the Czech Republic is
divided between Financial Administration of the Czech Republic and Customs
Administration of the Czech Republic. Tax administration sezsu lato is also carried out by
municipal offices (local and administration charges), other offices (administration charges)
and courts (court fees). This division of tax administration has existed de facto since 2004
when the Czech Republic joined the EU. Then it was decided that the bodies of Customs
Administration would be in charge of the administration of selected excise taxes and VAT
on imports. As for Financial Administration, until 2012, there were financial offices as
first-instance bodies, financial directorates as second-instance bodies and the Ministry of
Finance with an internal organizational unit — Central Tax and Finance Directorate. The
General Financial Directorate, which was established in 2011, was followed by the
Specialized Tax Office, which was introduced just a year later. The new Act no. 546/2011
Sb., on Financial Administration of the Czech Republic (Financial Administration Act)
took over, to a certain extent, these existing institutions so that a logical and properly
arranged three-instance system of bodies of Financial Administration of the Czech
Republic could be launched as of 1 January 2013. The establishment of the system of the
Financial Administration bodies brought mainly a unified central control of a system of
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bodies which, despite being formally subordinated to the Ministry of Finance, are de facto
managed by the General Financial Directorate with general jurisdiction. The newly
established Financial Administration meets the parameters of a possible future system of
bodies called JIM (jedno inkasni misto, i.c. single collection place) so that the Financial
Administration could, if given more power, continue without having to change its
structure.

The General Financial Directorate’s function is mainly directive and methodological
in the field of tax administration. The directorate closely cooperates with the Ministry of
Finance in the legislative, analytic and conception activities and in the area of international
relationships (international administrative cooperation and recovering financial receiva-
bles). The appellate financial directory is an administrative body directly superior to finan-
cial offices. It also deals with administrative offences and it also acts as a contact body for
the agenda of recovering some receivables. As for the area of international cooperation in
tax administration, it administers the records and registries needed for operation of the
Financial Administration bodies. At the basic level, there are fourteen financial offices, i.e.
one for each region and one office for Prague. Aside from them, there is a Specialized Tax
Office (not only) for large taxpayers. Financial offices have local offices, usually in the place
where the original financial offices had been prior to the reform of 2013. As for the subject-
matter jurisdiction, financial offices carry out almost all powers granted to the bodies of
Financial Administration; they are especially in charge of the administration of taxes at the
first instance.?!

The Specialized Tax Office represents tax administration on the national level. The
seat of the Specialized Tax Office is Prague, but it has several regional offices (Plzen,
Hradec Kralové, Usti nad Labem, Brno, Ostrava a Ceské Budéjovice). The Director of the
Specialized Tax Office is appointed and removed by the Director General of the General
Financial Directorate. The Specialized Tax Ofhice provides the following activities:*?

— performs the administration of taxes, with the exemption of immovable property
tax and immovable property transfer tax, and administrative, court and local
charges/fees

— carries out the proceedings about administrative offences

— transfers collected tax incomes

— performs supervision over lotteries and other gambling games

— collects and enforces pecuniary compliance imposed by them

— keeps records and registers, which are needed for the performance of activity of the
financial administration bodies

- performs financial control

— performs investigations according to the Accounting Act and imposes fines

— under the authorisation of the Ministry of Finance, it fulfils a role of Liaison Office
for the recovery of financial claims and provide international assistance in the
administration of taxes

— under the authorisation of the Ministry of Finance, it reviews the economy of
Regions, the Capital of Prague and regional councils of regions cohesiveness and
performs a supervision over the reviewing of economy of municipalities, voluntary
associations of municipalities and the city districts of the Capital of Prague
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2.2.3. Russia

On the basis of levels of state administration and administrative-territorial division of the
Russian Federation, the structure of the tax authorities in Russia consists of four levels:

— federal level that is the Federal Tax Service of Russia

— federal-regional level - interregional inspections of the federal districts

— regional level — tax administrations of the subjects of the Russian Federation

— local level - tax inspections that is the lowest unit of tax authorities” system

The structure of the tax authorities also includes specialised interregional inspections
(federal level) and specialised interdistrict inspections (regional level).

The system of tax administration of large taxpayers in Russia appeared in 2001.
Nowadays administration of large taxpayers at the federal level is implemented by interre-
gional inspections for large taxpayers. At the moment there are nine interregional inspec-
tions for large taxpayers that are specialised by industrial principle: oil; gas; manufacturing
industries, construction and trade; electric power industry; metallurgical industry; trans-
port services; telecommunication services; military-industrial complex; banks and insur-
ance companies.”

At the regional level large taxpayers are administrated by interdistrict inspections for
large taxpayers. Interdistrict inspections are created in the structure of tax administrations
of the subjects of the Russian Federation. In case if such interdistrict inspections are not
created in certain tax administrations, large taxpayers are administrated by the tax inspec-
tion at the location of originations but control over their administration are implemented
by tax administrations of the subjects of the Russian Federation.

2.2.4. Poland

Until the end of 2003, all taxpayers in Poland regardless of their size were handled by tax
offices with jurisdiction over the taxpayer’s place of residence, registered address or
registered business address. However, complicated relations between domestic and foreign
companies, Polish and international capital groups, raised many doubts as to the reliability
of their tax settlements. Phenomena such as transfer prices and tax optimisation schemes
emerged, which had never or rarely been observed before. The situation was aggravated by
the high turnover of the tax office staff, insufficient training of the staff in dealing with
taxpayers assisted by large consultancies, and, quite frequently, by confirmed suspicions
that taxpayers were trying to evade the payment of taxes. As a result, the tax office act was
amended and 20 Specialised Tax Offices (STOs) were appointed to exclusively handle
large taxpayers from 1 January 2004. The new approach has not solved problems related to
the operations of large taxpayers, though.

STOs have the single purpose of handling large taxpayers. As mentioned, twenty
STOs have been selected to provide service to large taxpayers, i.c. four more than there are
voivodeships in the country. These additional STOs are based in the Mazowieckie Voivode-
ship (2) and in the Silesian and Wielkopolskie Voivodeships (1 extra in each). They were
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created because of significant numbers of large taxpayers in these voivodeships and the
need to provide high-quality service. STOs operate on the same rules as other tax offices
do. The highest number of large taxpayers is registered in the Mazowieckie Voivodeship,
particularly in the capital city of Warsaw. Research shows that of 96,903 large taxpayers
that Poland had in 2013 approximately 45,659 (ca. 38.5%) were based in that voivode-
ship.? It must be noted, however, that some taxpayers are not active, meaning that not all
of them pay corporate income tax (CIT). In 2013, only 52,960 taxpayers (ca. 55.5 %) filed
CIT-8 returns. 14,013 taxpayers (ca. 26.4% of the active ones) reported net revenue in
excess of the equivalent of Euro 5m.

On 1 January 2016, the Tax Administration Act establishing the National Specialised
Tax Office (physically, the 1% Mazowiecki Tax Office in Warsaw) for taxpayers with net
revenue exceeding the equivalent of Euro 50 m (their number was estimated at ca. 3,830,
of which around 1,000 had already been serviced by that tax office) was to enter into
effect. However, it did not become effective until 1 July 2016, because of the plan to
reform the tax, treasury and customs administration (by establishing the National Treasury
Administration).

2.2.5. The Republic of Kazakbstan

Tax administration involves tax control by taxation bodies, implementation of methods
that would ensure the fulfilment of overdue tax obligations, tax enforcement and provision
of public services to taxpayers (tax agents) and other authorised public bodies according to
the established procedure. A first mention of the responsible body for the large taxpayers
was prescribed in 1999 Tax administration on the national scale, as well as tax
administration of large taxpayers is performed by the State Revenue Committee of the
Ministry of Finance of the Republic of Kazakhstan.”” The monitoring of large taxpayers is
performed by analysis of financial and economic activity of large taxpayers in order to
determine their actual tax base, control of compliance with tax legislation of the Republic
of Kazakhstan and the applicable market prices in order to monitor transfer pricing.
During the monitoring, the authority may demand from the large taxpayers subject to
monitoring, submission of documents confirming the correctness of tax calculation and
timely payment of taxes and other obligatory payments to the budget and financial
statements of the taxpayer (tax agent), including financial statements of its subsidiaries.

2.3. Positive aspects of the LTOs practice

2.3.1. Croatia

The Large Taxpayers’ Office consolidates the largest Croatian taxpayers from different
sectors (industry, trade, banking, insurance) and theirs related companies. The work scope

requires of the LTO officials a good education and knowledge about the international and
Croatian accounting standards, taxation, IT, law and economics, the same as to be familiar
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with the taxpayers’ business environment. Covering both direct and indirect taxes, enabling
a focus to the “whole of taxpayer” within the administrative taxpayers’ affairs, the LTO
staff is dedicated to broaden a close relation with the taxpayers with complex and
considerable transactions. Audit of the transfer prices and thin-capitalisations are at the
top of the tax issues in the EU and globalised world, the same in complexity as in the
amounts. Therefore, it is crucial that the LTO employees work in teams, exchange
information and continuously learn and develop professional skills. While these issues are
advisable for other public officials, for the LTO officials they are indispensable.

The LTO in Croatia is recognised as a strategically important unit since the
conducting audit “is the most important aspect of the overall control function of the Tax
Administration”,?® at the same time being involved in cooperation with the large taxpayers
that “deserve special status and services. [...] Tax Administration will continue to develop
services and a special way of communication with large taxpayers”?

The development of special skills and knowledge of the LTO staff can be recognised
in the way they deal with the largest taxpayers in the country. They apply:

— an individual approach to each taxpayer

— team work and open communication within the headquarters in Zagreb, as well as

with the employees in regional offices dedicated to the large taxpayers; the Head of
the LTO participates in the daily work and communication, giving additional
support to the staff

— acting in real time and up-front, increasing openness and dialogue with taxpayers in

order to prevent the problems as they occur; this approach is supported by a legal
basis that gives opportunity to the Tax Administration and taxpayers to cooperate
with the aim to decrease tax risks on both sides (horizontal monitoring ) as well as
the number of audits and disputes (voluntary adjustments of the submitted tax
returns)?

Due to the incremental development of the Large Taxpayers’ Office, which modestly began
in the early 2000s, Croatia now has a national office that can be recognised as a centre of
excellence within the Tax Administration. Its employees are involved in many national and
international projects, contributing to working groups by their knowledge and experiences
from a complex and sophisticated field. Their work is also recognised by the taxpayers who
expressed their trust and reliability in this office.” Continuous development of their
partnership with the largest taxpayers in the country forms a basis for further development
and importantly contribute to the improvement of the whole Croatian Tax Administration
organization.*

2.3.2. The Czech Republic

Generally, there are no differences between the large taxpayers’ administration by the
Specialized Tax Office and administration of all other taxpayers by “normal” tax offices.
The essential difference lies in the extent of territorial jurisdiction: the Specialized Tax
Office’s territorial scope is nationwide. For the purposes of tax administration by the
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Specialized Tax Office so called sectoral breakdown of selected entities is accentuated. Tax
administration is performed by the team of specialists for specific sectors, always with
respect to the operating conditions of a particular industry in which the selected entity
carries out its activities.

The main benefit of a team tax administration is to obtain a comprehensive insight
into the activities of the tax entity or to the activities of the group of entities. The working
team shares any information about this group, so there is no loss, fragmentation or omis-
sion. A prerequisite for a team tax administration is constant communication among all
staff members, information sharing and joint solution of problems.*

In February 2015, the Specialized Tax Office initiated a controlling operation in order
to verify the correctness of setting the transfer pricing between companies that are
personnel or property related. The main aim of the operation was to prevent possible tax
evasion. The tax entities were chosen for control due to the analysis of data gained from
questionnaire voluntary filled in by tax entities last year and from data obtained by
searching activities of the Specialized Tax Office.”

The Specialized Tax Office has its Price Control Unit. Controls are focused on the
compliance of the way of price regulations set by the Price Act and further on assessment
whether in the area of non-regulated prices did not occur an abuse of economic position.
State control over betting games and lotteries is another area of the Specialized Tax Office’s
competencies. This state control is performed by employees of the State Control and it is
focused on compliance with the Lotteries Act and conditions resulting from the permis-
sions to run lotteries and other like games.*

2.3.3. Russia

The practice of tax administration considers the following features that are inherent to
large taxpayers:
- maintenance activities on large territories belonging to different regions of the
Russian Federation
— extensive organizational and management structure
— broad participation in the processes of international integration and cooperation

Organizational and regulatory support of administration of large taxpayers is exercised on
the basis of general provisions of the Tax Code of the Russian Federation. However, the
specificity of tax administration of this category of taxpayers is determined in the different
regulations (orders, instructions, methodical guidelines) of the Ministry of Finances of
Russia and the Federal Tax Service.

Thus, there are detailed rules of registrations of large taxpayers that provide proce-
dures and time limits different from the general rules.”

There are also some peculiarities of tax reporting; however, they are caused by the
presence of special subjects (interregional and interdistrict inspections) of tax control.

At the same time, tax control over activities of large taxpayers is provided in the form
of tax audits, which are carried out according to the general rules fixed in the Tax Code.
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Thus, it is fair to say that generally, the tax administration of large taxpayers is only slightly
different from the tax administration of other legal entities.

As it was mentioned with regards to considering countries, the main advantage of the
tax administration of large taxpayers namely by specialised tax units is their focus on
working only with this category of taxpayers. As a result, there are the following positive
trends:

- improving of efficiency of tax administration

— cost optimisation of tax authorities for implementation of tax control measures

— improving of tax compliance of large taxpayers

2.3.4. Poland

The establishment of specialised tax offices for taxpayers provided an opportunity for
staffing them with very competent workers, capable of making reliable assessments of
taxpayers real and legal situation and of being their partners in tax settlement processes.
Because of the complexity of large organizations’ business relations, the control bodies
must have the appropriate knowledge to resolve a considerable proportion of disputable
situations without involving the court.

2.3.5. The Republic of Kazakhstan

Kazakhstan takes drastic measures to improve tax administration. The implementation of
a tax administration improvement program in 2010-2011 took the Republic’s tax system
to a brand new level of quality, providing convergence with international practices. Over
50 amendments dealing with issues of tax administration have been made to the Tax Code
of the Republic of Kazakhstan. The process of improving the legal mechanisms of tax
administration in terms of combating tax evasion is ongoing. This pertains to large
taxpayers, as well.

2.4. Problems the administration of large taxpayers are facing
2.4.1. Croatia

The positive practice and experiences gathered during the 13 years of existence of the
Croatian Tax Administration team of large taxpayers neced to be used and fatherly
developed especially with regards to the following:

1. Staffing the team with experts from the fields of accounting, finance, corporate,
financial and intellectual property law, international tax law and IT, is a necessity
to keep the pace with the large taxpayers, both in terms of the daily cooperation
and of their audit.
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2. Even though the notion of support to the work of the LTO is continuously
repeated in strategic documents and can be easily recognised within the organiza-
tional hierarchy (see supra), the encouragement is sometimes missed. It must be
taken into consideration that Croatia does not provide a business-friendly envi-
ronment® and that the work of the LTO staff is sometimes not recognised on
behalf of other public officials or by the general public, which may cause obstacles
in their daily work.

3. Officials of the Large Taxpayers’ Office are often being hindered in their work
with a variety of denunciations from other state entities that have no particular
connection with their work and responsibilities, and it often turns out that it does
not have a great material significance, either.

2.4.2. The Czech Republic

As the above mentioned benefits of the existence of the Specialized Tax Office prevail, not
every taxpayer or selected entity is satisfied, especially those from smaller cities. Mostly till
the end of 2011, such a selected entity was usually (one of) the largest taxpayers in the
territorial jurisdiction of a tax office and it had an “eminent position”. Not in the sense of
lower taxes, of course, but the tax office was ready to help, give advice, cooperate, as the
main purpose of the tax administration is to assess taxes right (the correct amount, on
time). Nowadays such a selected entity is one of many similar selected entities and it has no

longer the privileges it had before.

2.4.3. Russia

Despite the 15 years of existence of the system of large taxpayers’ administration by special
tax bodies and its positive aspects, there are negative sides of such a system and challenges
for its improvement.

Neither the concept of large taxpayers and their criteria, nor the specificity of the
administration of large taxpayers is fixed in the Tax Code of the Russian Federation. Regu-
lations of the Ministry of Finances of Russia and the Federal Tax Service that regulate legal
relations on large taxpayers’ administration are often changed. Moreover, interregional and
interdistrict inspections frequently interpret norms differently. It is necessary to fix in the
Tax Code the following: the concept of large taxpayers, the criteria for recognition of
organizations as large taxpayers, the rights and obligations of tax authorities and large
taxpayers in the implementation of large taxpayers’ administration, other provisions that
differ from the general procedure of tax administration.

Negative moments of large taxpayers’ administration include complication of the
system of tax payments’ accounting by authorised bodies and increase of errors in this field,
as well as the duplication of tax inspections’ functions.

For a significant number of large taxpayers administrated at federal level, there is
a problem of distance from the place of actual location and conducting business to the
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interregional inspection where such taxpayers are registered as most of the interregional
inspections are situated in Moscow. Considerable distance causes additional costs for large
taxpayers.

2.4.4. Poland

After a decade of the STO’s activity, a conclusion was reached that its scope was too broad.
“Since the very onset of their activity, specialised tax offices have been handling, according
to their designation laid out in Article 5 item 9b of the Tax Offices and Tax Chambers Act
of 21 June 1996, the same catalogue of enterprises. Their structure, defined following the
general organizational model of tax offices, has not changed, cither. It lacks systemic
solutions accounting for the special needs of taxpayers for which STOs were established.
Moreover, the general model of relations with taxpayers takes little account of the fact that
the STOs’ clients are entities of strategic importance for the development of the national
economy, so they need to be approached on an individual basis.”* Instead of concentrating
on strategic enterprises conducting complicated business operations at home and abroad,
STOs handled all active taxpayers indicated in the act, including those with small business
volumes. As a result, they were less effective than they could be, as well as less competent
and friendly to taxpayers. The findings led to changes in the manner of operation of the
STOs, and to the redefinition of a large taxpayer.

2.4.5. The Republic of Kazakhstan

General problems of tax administration in Kazakhstan are substantially topical for large
taxpayers. The tax administration in Kazakhstan needs to be drastically improved so that it
would contribute to the modernization and diversification of the economy, fight against
violations of tax regulations and tax evasion, and withdrawal of operating business
structures that serve as sources of income for the budget from the shadow sector. According
to the Accounts Committee, tax control measures adopted by the public taxation bodies to
react promptly to the cases of tax evasion are not effective enough. Taxation bodies often
fail to document violations of tax regulations during audit, which is detrimental to the
budget of the Republic. Credit resources are often misallocated. There are no approved
norms for prices on work and services rendered. Agreement terms are not met, which leads
to delays in public purchases and, ultimately, to the failure to achieve direct and end results
from the use of intended transfers.®

Low quality of the services rendered by the tax administration results in the violation
of rights and legitimate interests of all taxpayers including large ones. Thus, in 2014, the
Association of Taxpayers of Kazakhstan examined the complaints of taxpayers about the
actions of taxation bodies during tax administration. The examination revealed the
following problems: lengthy tax audits; unsatisfactory qualification of tax auditors; lack of
transparency of tax audits.
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The issue of the implementation of E-audit instead of (or along with) the conventional
tax control requires thorough examination. The use of E-audit would allow identifying,
suppressing, and punishing tax violations. It is recommended by the OECD and is widely
used in foreign practices. The same is true for the incorporation of the General Anti-
Avoidance Rule into the national tax legislation.

The Strategy for the development of Kazakhstan until the year 2050 makes provisions
for the introduction of favourable tax treatment for the objects of taxation involved in the
production and advanced technologies. It also aims to continue the policy of liberalisation
of tax administration and systematisation of customs administration. At the business level,
the tax policy should stimulate internal growth and national export to foreign markets and
be socially-oriented. Meanwhile, at the level of population, it should stimulate savings and
investments. All these strategic tasks provide substance to the long-term public tax policy.

2.5. Some facts on the growth of the LTOs

With the aim to compare relevant information of the LTOs, we tried to emphasise some
facts that are possible to be collected, and to show them in a way as much transparent as
possible. On the other hand, we tried to find information that will show growth in
importance of the LTO in every country, since comparison between countries will not be
rational. Therefore, some data should be compared between countries and some for each
country separately.

Table 1.
Growth, roles and responsibilities of the LTOs (by country)
Croatia | Russia Poland The CZC,Ch Kazakhstan
Republic
Year of establishment 2003% 2001 2004 2012 1999
Numt?er of employees at the first s n/a 2,639 137 n/a
establishment
Number of en.tmes administrated at 1,100 n/a 990 220
the first establishment
Number of employees (2015-2016) 136* n/a 2,300 460 n/a
glgrlrl:f;gfg;tltles administrated 650 n/a 53,0004 1,500 300
State From
Position of the office within the TA level federal to | Regional | State level | State level
local
Responsibilities:
direct taxes Yes Yes Yes* Yes Yes
indirect taxes Yes Yes Yes® Yes Yes
contributions (for the employees) Yes No® Yes Yes Yes
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The Czech
Croatia | Russia Poland ¢ ZC_C Kazakhstan
Republic

coordination with foreign revenue

bodies (e.g. simultaneous tax Yes Yes Yes Yes

audits, exchange of information) Yes

tax compliance of the LT Yes Yes Yes Yes Yes

tax control of the LT Yes Yes Yes Yes Yes
Teams dedicated for speciﬁ.c/ . Yes Yes No Yes n/a
important/key sectors and industries
Employees dedicated for every large
taxpayer; contact-persons for large Yes Yes Yes Yes n/a
taxpayers (compliance, contacts)
Employees participate in strategic

X iy pilot.
P ro]. ects (wo.r 1.ng gr01.1p. S prot ) Almost Almost | Almost Almost
projects or similar decision-making Often

.. always never always always

processes ¢tc. of the Ministry or
Central Tax Administration Office)

Source: Compiled by the authors.

Data shows that, where available, very similar facts can be found in the scope of the
responsibilities of the LTOs, their teams and employees dedicated to the specific taxpayers
and their industry. Also, in the majority of cases, these offices are of strategic importance
for the tax administrations, due to the fact that they are established at the state (federal)
level and their employees participate in strategic projects of the Ministry of Finance or
Central Tax Administrations. Some opposite conclusions can be found in case of Poland,
which has LTOs established on regional level and their employees do not participate in
strategic projects. Huge and surprising fact is that Polish LTOs deal with 97,000 taxpayers
(53,000 active legal persons) but the number of employees decreased in the 12 years of the
existence of the Office. It is contrary to the practice of modern tax administrations and
cannot be justified by any of the basic arguments of the establishment of such a unit.
Instead, Poland chooses the establishment of the Large Taxpayers’ Office who actually
deals with the thousands of medium and small legal entities. On the other hand, the facts
show (where available) that LTOs in other countries grow in size (number of employees);
this can be a good sign of the recognition of its benefits for the tax administration in
general.

3. Discussion and Conclusions
Each country has a vastly different tax system, their own economic realities and different
experiences of large taxpayers’ administration and the analysis shows that although each

country uses different approaches to organizing the administration of large taxpayers,
benefits obtained and problems they face are rather comparable.
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Therefore, we compared the history and practice of every large taxpayer staff in each
country aiming to make conclusions of its advantages and disadvantages, as well as to
compare it between the countries in scope.

In all analysed countries, criteria for recognition of legal entities as large taxpayers can
be conditionally divided into two groups:

— economic and financial criteria (turnover, amount of taxes paid, revenues received,

value of assets, etc.)

— organizational criteria (type of activity, license for conducting certain type of

activity, number of employees, interdependence of taxpayers, etc.)

The mentioned criteria may be applied for certain categories of taxpayers both separately
and collectively.

In all studied countries, except Kazakhstan, special units of tax authorities for admin-
istration of large taxpayers have been created:
The Large Taxpayer Office in Croatia
Specialized Tax Office (not only) for large taxpayers in the Czech Republic
— Interregional tax inspections (federal level) and interdistrict tax inspections

(regional level) in Russia

Specialised Tax Offices in Poland

In the Republic of Kazakhstan, the State Revenue Committee of the Ministry of Finance
of the Republic of Kazakhstan performs the administration of large taxpayers.

The lack of significant differences in the administration of large taxpayers compared
with the administration of all other legal entities is emphasised. The differences are largely
due to the presence of the special subject of administration, that is a special unit of tax
authorities (for instance, special rules of registration as large taxpayer, etc.).

Among the positive sides of administration of large taxpayers by specialised tax units,
the following are marked:

— comprehensive insight into the activities of large taxpayers, as well as an individual

approach to each taxpayer

— higher competence of the employees of specialised tax units responsible for large

taxpayers administration

- improving of efficiency of tax administration and tax compliance of large taxpayers

— cost optimisation of tax authorities for implementation of tax control measures

Although the above-mentioned benefits are achieved in different countries to varying
degrees, these benefits are undoubtedly important objectives of large taxpayers’
administration.
It should be noted that the large taxpayers’ administration in different countries has
a number of disadvantages, among which are the following:
— the problem of distance from the place of actual location and conducting business
to the specialised tax unit where large taxpayers are administrated which, in
particular, causes additional costs for taxpayers (the Czech Republic, Russia)
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— the lack of systemic solutions accounting for the special needs of taxpayers for
which LTOs were established; being less effective than LTOs could be, as well as
less competent and friendly to taxpayers (Poland)

— the lack of legal regulation of large taxpayers’ administration at the federal level
(Russia)

— some lack of the encouragement for LTO’s work, a variety of denunciations from
other state entities that have no particular connection with the LTO’s work
(Croatia)

— the absence of the separate large taxpayers’ unit(s) for their administration and
control (Kazakhstan)

Nevertheless, it appears that the work of specialised tax units for large taxpayers represents
an effective mechanism of tax administration, which over time will be evolving and
improving in the interests of the state, as well as taxpayers.

Having in mind all these benefits of the practice of the LTOs, we can conclude that
our hypothesis is proven to a great degree, due to the fact that such organizational units
grow in roles and responsibilities, as well as in the importance for every tax administration
where they are established. The special skills, teamwork and understanding of the big busi-
ness in a globalised world, makes public servants in those specialised units capable for
challenges that tax administrations and taxpayers face regarding tax collection, legal tax
certainty, tax evasion and administrative cooperation. Since large taxpayers usually account
for the majority of the tax revenue, their existence and improvement in the operations
might hugely increase efficiency and effectiveness of the tax administrations in general.

If we give respect to the disadvantages of the practice of LTOs in respectable countries,
we can conclude that our hypothesis is not discredited, giving the fact that tax administra-
tions in developing countries faces considerable problems in keeping on track with the
practice of modern states. Therefore, some of the issues that create difhiculties for achieving
its full success can be expected as inevitable problems that can be solved with the help of
the experiences of other countries. Kazakhstan, as the only country between the analysed
states that failed to establish a separate LTO, can learn from the practice of the developing
countries that experienced the benefits of such organizational units. Poland, on the other
hand, might learn the most from its own misconceptions. Due to the fact that tax adminis-
trations around the globe, in developed and developing countries, are not immune to the
problems in organization, effectiveness or “complifications”, we think that our findings can
be useful for many of them. However, we look forward to see improvements of these offices
in our countries.
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http://cejsh.icm.edu.pl/cejsh/element/bwmeta1.element.ojs-doi-10_17951_h_2016_50_1_421/c/1754-1989.pdf
http://cejsh.icm.edu.pl/cejsh/element/bwmeta1.element.ojs-doi-10_17951_h_2016_50_1_421/c/1754-1989.pdf
http://ec.europa.eu/europe2020/pdf/csr2016/cr2016_croatia_en.pdf
http://ec.europa.eu/europe2020/pdf/csr2016/cr2016_croatia_en.pdf
http://www.financnisprava.cz/en/internation-tax-affairs/news/2015/the-specialized-tax-office-initiated-a-n-5762
http://www.financnisprava.cz/en/internation-tax-affairs/news/2015/the-specialized-tax-office-initiated-a-n-5762
http://www.financnisprava.cz/assets/en/attachments/fs-vysledky-cinnosti/vz_fs_2013.pdf
http://www.warszawa.apodatkowa.gov.pl/c/document_library/get_file?uuid=7fb5f9bd-280b-4d08-9781-53f748b35f27&groupId=764034
http://www.warszawa.apodatkowa.gov.pl/c/document_library/get_file?uuid=7fb5f9bd-280b-4d08-9781-53f748b35f27&groupId=764034
http://www.oecd.org/ctp/administration/tax-administration-23077727.htm
http://www.oecd.org/ctp/administration/tax-administration-23077727.htm
https://doi.org/10.17951/h.2016.50.1.421
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43 The total number of the large taxpayers is approximately 97,000 of which approximately 53,000 are active
taxpayers.

44 State taxes only.

45 Until December 2016. Starting from January 2017 contributions paid by the large taxpayers shall be under
responsibility of the LTO.

46 Territorial division only.

Public Governance, Administration and Finances Law Review o 2. 2018



	_GoBack
	_GoBack
	_GoBack
	_GoBack
	_GoBack
	Articles
	Tax Administration of Large Taxpayers in Some CEE and CIS Countries
	Jasna Bogovac,* Natalia Soloveva,** Michal Radvan,*** Jarosław Marczak,**** Natalia Uvarova-Patenko*****

	The Participation of Tax Authorities in Insolvency Agreements
	Piotr Buława*

	The Amendment of the Religious Registration Law and Its Impact on Freedom of Religion in the Slovak Republic
	Mária Havelková*

	The Scope of Public Services Performed by Municipal Local Governments in the Republic of Poland Through Budgetary Establishments
	Małgorzata Ofiarska*

	Designated Income Accounts in Budgetary Units of Municipalities as a Form of Partially Decentralised Redistribution of Public Finance Resources Allocated to Educational Services in Poland
	Zbigniew Ofiarski*

	The Legal Aspects of Reducing the Bureaucracy of the Court Administration
	Wojciech Piątek*

	The Constitution and Public Administration
	Aksana Shupitskaya*


	Case study
	Tax Inspection – Unlawful Interference
	Damian Czudek*

	European Investigation Order and the “Brussels” Bureaucracy
	Marek Kordík,* Lucia Kurilovská**

	Complaint in Tax Administration as an Instrument to Ensure Good Administration
	Zuzana Marethová*



