Key Financial Secrecy Indicator 11:
Tax Administration Capacity
What is measured?
This indicator considers the capacity of jurisdictions’ tax administration to
collect and process data for investigating and ultimately taxing those
people and companies who usually have most means and opportunities to
escape their tax obligations. The indicator assesses organisational
capacity, informational data processing preconditions as well as the
availability of rules for targeted collection of intelligence about complex
and risky tax avoidance activities.
As concerns organisational features, two aspects are considered:
1. Regarding Large Taxpayers: the indicator assesses whether a
jurisdiction has one centralised unit for large (corporate) taxpayers
within the tax administration;
2. Regarding High Net Worth Individuals (HNWIs): it assesses whether
a jurisdiction has one centralised unit for HNWIs.
With respect to informational data processing preconditions, the
prevalence of taxpayer identifiers is considered:
3. Regarding taxpayer identifiers: the indicator assesses whether a) all
natural persons subject to personal income tax and/or b) all legal
persons subject to corporate income tax are provided with unique
and mandatory Taxpayer Identifier Numbers (TINs) which are
mandatory for filing their tax returns.
As for rules for targeted collection of intelligence about complex and risky
tax avoidance activities, two types are analysed:
4. Regarding tax avoidance schemes: the indicator reviews whether a)
taxpayers and/or b) tax advisers are required to report at least
annually on certain tax avoidance schemes they have
used/sold/marketed.

5. Regarding uncertain tax positions: it assesses whether a) taxpayers
and/or b) tax advisers are required to report at least annually on
details of uncertain tax positions for which reserves have been
created in the annual accounts.
Accordingly, we have split this indicator into five components. The overall
secrecy score for this indicator is calculated by simple addition of the
secrecy scores of each of these components. The secrecy scoring matrix is
shown in Table 1, with full details of the assessment logic given in Table 3
below.

Table 11.1: Secrecy Scoring Matrix KFSI 11
Secrecy Score
Assessment
Regulation

[Secrecy Score: 100 points
= full secrecy;
0 points = full
transparency]

COMPONENT 1: Large Taxpayer Unit (12.5 points)
Large Taxpayer Unit (LTU)
There is one centralised unit for large (corporate)
taxpayers within the tax administration.1
There is no LTU

0
12.5

COMPONENT 2: High Net Worth Individuals Unit (12.5 points)
High Net Worth Individuals Unit (HNWI)
There is one centralised unit for HNWIs within
the tax administration.
There is no HNWI Unit

0
12.5

COMPONENT 3: Taxpayer Identification Numbers (25 points)
TINs for both natural persons and legal
entities
All natural persons subject to personal income
tax are provided with unique and mandatory
Taxpayer Identifier Numbers (TINs) which are
mandatory for filing their tax returns.
AND
All legal persons subject to corporate income tax
are provided with unique and mandatory
Taxpayer Identifier Numbers (TINs) which are
mandatory for filing their tax returns.
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0

TINs for either natural persons or legal
entities, but not both

12.5

No TINs for legal entities or natural persons

25

COMPONENT 4: Reporting on tax avoidance schemes (25 points)
Taxpayers reporting schemes
Taxpayers are required to report at least annually
on certain tax avoidance schemes they have
used.
Tax Advisers reporting schemes
Tax advisers (who help companies and
individuals to prepare tax returns) are required
to report at least annually on certain tax
avoidance schemes they have sold/marketed.

Reporting by both
taxpayers and advisers: 0
Reporting by either
taxpayers or advisers: 15

No reporting by taxpayers or tax advisers

25

COMPONENT 5: Reporting on uncertain tax positions (25 points)
Taxpayers reporting uncertain tax positions
Taxpayers are required to report at least annually
on details of uncertain tax positions for which
reserves have been created in the annual
accounts.
Tax Advisers reporting uncertain tax positions
Tax advisers are required to report at least
annually on details of uncertain tax positions for
which reserves have been created in the annual
accounts of the companies they advised.

Reporting by both
taxpayers and advisers: 0
Reporting by either
taxpayers or advisers: 15

No reporting by taxpayers or tax advisers

25

For assessing the indicator, our research draws on several sources: a) the
TJN-Survey 20192; b) the OECD publication entitled “Tax Administration
2017”3; c) OECD’s portal on Tax identification numbers4 within its
Automatic Exchange Portal; d) local websites of jurisdictions’ tax
authorities; d) local tax legislation of jurisdictions; e) the OECD
publication entitled “Mandatory Disclosure Rule. Action 12: 2015 Final
Report”5; f) the International Bureau of Fiscal Documentation (IBFD)
database6; g) in some instances, we have also consulted additional
websites and reports of accountancy firms and other local websites.
All underlying data can be accessed freely in the Financial
Secrecy Index database. To see the sources we are using for particular
jurisdictions please consult the assessment logic in Table 3 at the end of
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this document and search for the corresponding info IDs (IDs 317 and
400 to 406) in the database report of the respective jurisdiction.

Why is this important?
National tax administrations face a globalising domestic economy with
increasing shares of value added and income received from external
sources. Scale effects realised through cross-border economic activity are
among the most relevant factors for strategic business investment
decisions and among the chief reasons for the existence of transnational
corporations. A tax administration that does not adapt to this increasingly
complex environment through organisational and technical innovations will
rapidly lose its ability to effectively assess and collect taxes.
The absence of adequate organisational and technical capacity of a tax
administration, whether by accident or design, can attract wealthy
individuals and corporations wanting to escape taxation.
Components 1 and 2: Large Taxpayer Unit and Unit for High Net
Worth Individuals
In the case of large taxpayers units (LTUs), the OECD argues in their
favour because of the high concentration of revenue in the hands of a
small number of taxpayers, the high degree of complexity of their
business and tax affairs, major compliance risks from the viewpoint of the
tax authority and the use of professional tax advisers by large taxpayers.7
LTUs and units dedicated to the taxation of high net worth individuals
(HNWIs) make sense on the grounds of efficiency for a number of
reasons. The taxpayers dealt with by these units share common
characteristics which require highly specialist and skilled expertise that
can hardly be mobilised in a context of a decentralised tax administration.
We would not argue that these specialist units are a panacea to tax
evasion and aggressive tax avoidance, but their absence might indicate a
willingness on the part of a jurisdiction to tolerate such practices by large
taxpayers and wealthy individuals. Such permissiveness on the part of
governments effectively contributes to financial opacity.
While the threshold for defining a high net worth individual or a large
taxpayer may vary between jurisdictions, there is undoubtedly a high
concentration of revenue in the hands of a small number of taxpayers and
their tax affairs are complex and often require a more in-depth analysis of
relevant tax laws. In absolute terms, this group poses the greatest risks
for tax losses because of the high concentration of taxable income/wealth
in their hands. But recent research also suggests that in relative terms,
both (large and multinational) corporations and wealthy individuals are
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more likely to engage in tax evasion and/or avoidance than their smaller
competitors/those with lower levels of income and/or wealth.8
These risks are significantly exacerbated by the fact that both large
corporations and high net wealth individuals are usually represented by
teams of highly specialised lawyers, accountants and tax advisers.
Therefore, dedicated units that foster cooperation among highly skilled tax
experts in the tax administration increase the chances to match the
expertise mustered by the private sector to ensure that tax laws will be
strictly applied and complex disputes resolved in an evenhanded way.
Furthermore, if a jurisdiction operates several regional specialist units
without central management, this could potentially create incentives for
tax wars and lax and uneven enforcement of tax laws between the
different subnational regions. In addition, multiple parallel institutions
might create opacity through (unnecessary) complexity, interagency
rivalry and restricted cooperation.
Component 3: Taxpayer Identifiers
With respect to the taxpayer identifiers, the OECD9 notes:
“Regardless of whether the identification and numbering of
taxpayers is based on a citizen number or a unique TIN, many
revenue bodies also use the number to match information reports
received from third parties with tax records to detect instances of
potential non-compliance, to exchange information between
government agencies (where permitted under the law), and for
numerous other applications.”
Unique and mandatory taxpayer identifiers are a basic building block for
data mining and other tools for efficiently analyzing risks, detecting
instances of non-compliance and improving information exchange between
government agencies. They are therefore an effective deterrent to crossborder tax evasion.
Component 4: Reporting of tax avoidance schemes
Mandatory disclosure rules require taxpayers to report to the tax
administration on aggressive tax planning schemes they have used and
intermediaries (eg tax advisors, accountants and lawyers) to report on the
schemes they have sold to their client.10
There are several reasons to support the imposition of mandatory
reporting of tax avoidance schemes. First, the reporting requirements
help tax administrations to identify areas of uncertainty in the tax law that
may need clarification or legislative improvements, regulatory guidance,
or further research.11 Second, providing the tax administration with early
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information about tax avoidance schemes allows it to assess the risks
schemes pose before the tax assessment is made and to focus audits
more efficiently. This is significant mainly because, in many jurisdictions,
tax administrations do not have sufficient capacity to fully audit a large
number of the tax files. Thus, flagging certain files that carry a greater
risk of tax avoidance is likely to increase the efficiency of tax
administrations and their ability to increase tax revenues. Third, requiring
mandatory reporting of tax schemes is likely to deter taxpayers from
using these tax schemes because they know there are higher chances that
files will be flagged, exposed and assessed accordingly. Fourth, such
mandatory reporting may reduce the supply of these schemes by altering
the economics of tax avoidance of their providers because a) they will be
more exposed to claims of promoting aggressive tax schemes, increasing
the risk of reputational damage, and b) their profits and rate of return on
the promotion of these schemes is likely to be reduced because schemes
are closed down more quickly. This is all the more true if contingency fees
are part of contracts.
Mandatory disclosure rules were first introduced by the US in 1984 and
several countries, including EU member states (the UK, Ireland, Portugal,
Canada, South Africa, South Korea and Israel)12, have followed suit. The
revelations of Lux Leaks13 and Panama Papers scandals14 and the EU State
Aid cases15 have demonstrated the role of intermediaries in using tax
planning schemes for tax avoidance and further pushed governments to
take action. As a result, the European Council required all EU member
states to create mandatory disclosure rules no later than 31 December
2019, and even obliged the tax authorities of the states to automatically
exchange reportable cross-border arrangements as of 1 July 2020
(Directive 2018/822/EU).16
The difficulty in imposing mandatory reporting rules for tax avoidance
schemes is the potential for ambiguity of whether the scheme is
considered a tax avoidance scheme within the mandatory disclosure rules.
In order to mitigate against this risk, the reporting obligation should not
apply only to the taxpayer who uses the tax scheme or only to the
promoter (tax advisers) of the scheme, but rather to both. This kind of
double obligation is imposed in the United States.17 If both are obliged to
report independently on the marketed/used tax avoidance schemes, the
chances that tax administration will be able to detect hidden dubious
schemes are significantly higher. Precisely because there are numerous
and regular conflicts between the tax administration and
taxpayers/advisers on the interpretation of tax laws, it should be expected
that many tax schemes will be designed in grey areas which certain
promoters might chose to interpret as not being subject to the remit of
the reporting obligation. Third party reporting obligations increase the
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detection risk of these dubious schemes and thereby incentivises the
reporting of a broader set of schemes. One of the ways to apply a third
party reporting is to oblige the tax adviser to provide the taxpayers with a
scheme reference number to include in their tax return, as in the case of
the United Kingdom or South Africa. That way, the tax administration can
track disclosures made by tax advisers and link them to the taxpayer
while creating red flags.18
The EU Directive 2018/822/EU imposes the disclosure obligation primarily
on the intermediaries who design and sell the aggressive tax planning
schemes whereas taxpayers are required to report on such schemes only
in some limited instances. Nonetheless, EU member states are still free to
extend the scope and impose a similar disclosure obligation on taxpayers.
Component 5: Reporting of uncertain tax positions
To further mitigate the risk of a taxpayer or tax adviser’s failure to define
and report properly all relevant tax avoidance schemes, mandatory rules
should require uncertain tax positions to be reported in annual financial
accounts. The International Financial Reporting Standards, which most
multinational companies adhere to in their annual financial reporting,
require the reporting of uncertain tax positions. Whenever a tax payment
related to a tax risk is “probable”, these positions need to be included in
their financial accounts.19 Under these International Financial Reporting
Standards, prudence20 is an important principle for the preparation of
accounts. In fact, shareholders may hold management accountable for
prudential reporting. Therefore, it is likely that even more tax avoidance
schemes would be reported to tax administrations if there was a consistent
requirement to report details on uncertain tax positions. Similarly, if both
tax advisers and taxpayers are obliged to annually report on any uncertain
tax positions of accounts they prepared or submitted, the detection risks of
errors in reporting or failures to report increases.
Suitable data was not available for some jurisdictions. In these instances
the jurisdiction has been classified as if no reporting takes place because
the relevant Ministries of Finance were given ample time and opportunity
to respond to our questionnaires.21
All underlying data can be accessed freely in the
Secrecy Index database (IDs 317 and 400 to 406).
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Financial

Results Overview
Figure 11.1: Tax Administration Capacity- Secrecy Scores overview

Figure 11.2: Large Taxpayer Unit overview

Figure 11.: High Net Worth Individual overview
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Figure 11.4: Individual TIN overview

Figure 11.5: Corporate TIN overview

Figure 11.6: Taxpayers reporting schemes overview
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Figure 11.7: Tax advisers reporting schemes overview

Figure 11.8: Taxpayers reporting uncertain tax positions overview

Figure 11.9: Tax advisers reporting uncertain tax positions
overview

10 2020 © Tax Justice Network

Table 11.2: Tax Administration Capacity – Secrecy Scores
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Table 11.3: Assessment Logic
Info_ID

Text_Info_ID

Answers
(Codes applicable for
all questions: -2:
Unknown; -3: Not
Applicable)

Valuation
Secrecy
Score

317

Large Taxpayer Unit: Does the
tax administration operate one
central unit for large taxpayers
(large taxpayer unit, LTU)?

0: No; 1: Yes

If 1(Yes): 12.5

400

HNWI Unit: Does the tax
administration operate one
central unit dedicated to the
taxation of High Net Worth
Individuals (HNWI)?

0: No; 1: Yes

If 1 (Yes): 12.5

401

Individual TIN: Are all natural
persons subject to personal
income tax provided with unique
and mandatory Taxpayer
Identifier Numbers (TINs) which
are mandatory for filing their tax
returns?

0: No; 1: Yes

If 1 (Yes): 12.5

402

Corporate TIN: Are all legal
persons subject to corporate
income tax provided with unique
and mandatory Taxpayer
Identifier Numbers (TINs) which
are mandatory for filing their tax
returns?

0: No; 1: Yes

If 1 (Yes): 12.5

403

Taxpayers reporting
schemes: Are taxpayers
required to report at least
annually on certain tax
avoidance schemes they have
used?

0: No; 1: Yes, but the
schemes are only
reported to the tax
administration, and are
not published; 2: Yes,
and the schemes are
made publicly
available.

If answer is
1: -10 for
each. If both
answers are
1: bonus of 5.

404

Tax advisers reporting
schemes: Are tax advisers (who
help companies and individuals
to prepare tax returns) required
to report at least annually on

0: No; 1: Yes, but the
schemes are only
reported to the tax
administration (they
are not published); 2:
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Info_ID

Text_Info_ID

certain tax avoidance schemes
they have sold/marketed (if
applicable)?

Answers
(Codes applicable for
all questions: -2:
Unknown; -3: Not
Applicable)
Yes, and the schemes
are made publicly
available.

Valuation
Secrecy
Score

If answer is
1: -10 for
each. If both
answers are
1: bonus of 5.

405

Taxpayers reporting
uncertain tax positions: Are
taxpayers required to report at
least annually on details of
uncertain tax positions for which
reserves have been created in
the annual accounts?

0: No; 1: Yes, but the
details are only
reported to the tax
administration (they
are not published); 2:
Yes, and the details are
made publicly
available.

406

Tax advisers reporting
uncertain tax positions: Are
tax advisers required to report at
least annually on details of
uncertain tax positions for which
reserves have been created in
the annual accounts of the
companies they advised?

See categories above.
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