Managing your relationship with Revenue

The Revenue Commissioners have become expert at outsourcing. Much of the routine administration of our tax system has been transferred from Revenue to taxpayers – and taxpayers can be heavily penalised if they get it wrong.  For example, Revenue’s on-line filing system (ROS) has removed an enormous inputting workload from their staff and placed it on the taxpayer or (where applicable) their adviser.

Revenue are reallocating their resources to more intensive auditing of taxpayers. If a taxpayer is found, on foot of a Revenue audit, to have negligently underpaid tax they face severe interest, large penalties, publication of their name and possible prosecution. To avoid this scenario you need to understand your tax obligations and where Revenue are likely to focus their attention. Most importantly, you need to understand that if you have underpaid tax you will save money by telling Revenue upfront rather than waiting for them to find it.
Revenue take a risk-based approach in selecting cases for audit. In their 2004 Annual Report Revenue say that the taxpayers dealt with in their Large Cases Division “…pose the greatest risk to the Exchequer”. This means they can expect intensive Revenue engagement. Revenue are encouraging these taxpayers to enter into a “Cooperative Compliance Agreement” to avoid “… any surprises on either side”. This has been welcomed by some corporates but others have reservations – they don’t see the need to enter into an agreement with Revenue if they are already happy they are fully compliant, they are concerned about additional compliance costs and they remain to be convinced that this is not a mechanism for Revenue to block legitimate, commercial tax planning.
The “cooperative compliance agreement” approach has already been adopted in Australia and the UK. Concern has been expressed in these territories about the consequences of the approach. A Financial Times editorial on 8 November argued that the implicit approach to tax planning could damage the UK’s international competitiveness and ability to attract inward investment. We need to carefully consider this in Ireland where our vulnerability to movements in inward investment is much greater than in the UK.

Frank Daly, Revenue chairman, explained their new audit approach to the Dail Public Accounts committee on 20 October. He explained that Revenue are using computer technology both to select cases based on risk profiling and during the audit process itself. He emphasised that Revenue  are increasing the scale of real-time activity on the ground through visits to premises, surveillance and site visits. Revenue are also in the midst of what they call “sectoral” audits whereby they systematically audit taxpayers within a particular industry sector. Recent examples include the fishing industry, hair-dressers and take-aways. This sectoral approach allows Revenue to build up intelligence on practices and expected margins within that industry.
One fast-growing group of taxpayers that are in Revenue’s spotlight are high-earning PAYE workers – recently published figures show that the number with gross income of over €100,000 has increased from 14,000 to 52,000 in the past four years. It is a fatal mistake for a high-earning PAYE worker to assume they don’t need to worry about Revenue. They invariably have investments that give rise to a tax liability or they may be a share-owing director and are therefore obliged to file tax returns – if there is any doubt, professional advice should be sought.
What if you discover you have underpaid tax? Don’t assume the worst – it literally mightn’t be your fault. Taxpayers who underpay due to innocent error are protected from penalties, publication and prosecution. But you need to tell Revenue without delay and refund the tax plus interest. 
What if it was your fault? If you did it on purpose you have evaded tax and you urgently need to put things right, probably with professional help. If you don’t act and the matter is discovered by Revenue you run a real risk of prosecution. If it was unintentional but you should have known better you are liable to civil monetary penalties of between 3% and 100% of the tax underpaid and publication of your name (on top of interest). To pay the reduced rate of penalties and avoid publication you need to tell Revenue before they find it – this is known as making a voluntary disclosure. It is not a straight-forward process and must be done properly to be effective – it may make sense to get professional advice. However, if you find the negligent underpayment early enough you can completely avoid penalties without having to make a formal voluntary disclosure. This alternative route is known as “self-correction” and can be done within a year of the filing date for the incorrect return.
Tax is not always black and white and there may be times when you are not sure if all your income and gains are taxable. You don’t have to assume the worst – in fact tax legislation allows you to assume the best provided your doubt is genuine. Once you include details of the income or gain with your tax return and tick the “expression of doubt” box you will be protected from interest and penalties if it subsequently emerges that tax was in fact due. The key issue is your ability to demonstrate that your doubt was genuine.

Revenue strongly promotes its service ethos – the level of service it provides is dictated by its resources and how it chooses to allocate those resources. Most stakeholders judge Revenue’s performance on the basis of tax yield. For this reason taxpayers cannot expect Revenue to ensure that they only pay their legally due tax liability. None of us have a monopoly on perfection and there are circumstance where tax can be sought that is not in fact due. You should monitor your tax affairs and carefully check any correspondence from Revenue not just to spot any underpayments of tax but also to ensure you are not overpaying tax. 
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