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Administrative Costs of Taxation in Slovakia
Juraj Nemec - Ladislav Pompura - Viadimir Sagdt *

Abstract:

This article reports an investigation into the administrative costs of the Slovak tax
system. By applying methodology used in the Czech Republic, it analyses the
administrative costs of taxation in Slovakia between 2004 and 2011. The results
show that Slovakia has relatively high costs of tax administration compared to other
developed countries, including its neighbours - the V4 countries. We argue that
most of the higher relative cost is caused by subjective — speculative factors that
will be addressed by ongoing tax system reforms.

Key Words: Administrative costs of taxation; Tax administration; Slovakia.
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1 Introduction

In the theory and practice of Slovak taxation, administrative costs have been
considered mostly in connection with questions of efficiency, and with the process
of tax harmonization and coordination that is connected with ongoing integration
processes. The issue of their measurability and the effort to create a unified
methodology, in order to eliminate existing bureaucratic barriers, and the necessity
of building a new institutional base for the tax system, did not arise until an OECD
study highlighted the higher rate of administrative costs of taxation in transition
economies. That study motivated our own study of these issues for the Slovak
Republic. It is prefaced by a short summary of current theory and empirical
research, and uses a methodology first employed in the Czech Republic.

2 Theoretical basis and existing investigations

The first integrated concept of taxation expenses was presented by Smith (2005),
whose principles of taxation involved in the Canons of Taxation formed the
starting point for the study of the theory and practice of the administrative costs of
taxation. Justice, definiteness, convenience and efficiency represent the principles
that informed the development of contemporary taxation theory and influenced the
development of opinion on the additional expenses of taxation, both in the public
and private sectors, which will be the main object of our interest. Efficiency is
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something that is most connected to our theme, it appears to be a constantly
present problem in tax administration. The high numbers and low productivity of
tax officers has always been an important problem in tax administration. What is
important besides economic and fiscal effects in relation to efficiency is the wide
scale of noneconomic factors: legislative and legal, organizational and
institutional, psychological and sociological. These factors complicate possible
solutions, whose difficulties are even greater in the present complex economic and
financial period.

Without taxes there would be no costs of taxation. These costs may vary over time
and place, and they may be analysed in either of two ways. The first group of
authors uses the term administrative costs of taxation only to cover the expenses of
the public sector. Sandford refers to them as a subset of the public sector expenses,
in which he also includes so called other/sundry costs (Sandford et al., 1989). This
is also the starting point for Czech authors like Vitek (2008) or Jilkova and Pavel
(2006). As another member of this group Vitkova deals more closely with the so
called cash — flow costs in the government sector, which she classifies as the
administrative costs of taxation. She tends to simplify the delimitation of this
category, which is also important for further methodological and investigative
methods of this problem (Vitkova and Vitek, 2012).

The second group of authors, and most notably Stiglitz (1989), divide the costs
into two subsets. The first group of administrative costs of taxation are direct costs
of the public sector (so called direct administrative costs), and the second group
are indirect expenses of the private sector (incurred expenses of taxation). Authors
adhering to this theory of administrative costs in our conditions are for example
Hamernikova and Kubatova (2000), Medved (2004), and Pekova (2002). A
polemic issue in this respect is the so called alternative administrative costs,
including lost interest and expenses connected with psychological harm. Authors
who follow the second group of views declare incurred expenses to be
administrative, and consider the above mentioned alternative expenses to be part
of them. In our point of view this idea is not acceptable, and this is one of the
reasons we incline rather to the first group of authors.

The risks of misinterpretation for other reasons have been pointed out, in particular
by Vitek (2008). He refers to the private sector expenses and to the incurred
expenses of taxation. According to them, taxpayers must bear incurred expenses of
taxation that originate from the existence of the taxation system. So the incurred
expenses of taxation are equal to the amount of expenses which the taxpayers
would not have to bear if the tax system did not exist. Both authors also use this
argument in the concept of the social costs of taxation referred to by Pudil et al
(2004). The above mentioned factors also strongly influenced investigations in this
domain, which focused mainly on the incurred expenses of taxation. Cizmérik
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(2013) documented a coherent overview of research undertaken in this area, and
described three of the main spheres of problems:

- The low degree of comparability among studies;
- The inadequate consistency of methods;

- Considerable variations in the geographical and other conditions of
research.

In American research Vaillancourt (1987) used a questionnaire research under
comparable conditions. European investigations were mostly accomplished in
the 1960’s and 1970’s, and dealt on a bigger scale with methodological and
conceptual problems, defining the key concepts and links. Sandford (1989, 1995)
in the United Kingdom and Ireland, for the first time compared the results of
existing works and outputs on the basis of comparable methods. Relating to the
model of fiscal federalism, an interesting study for the USA is Slemrod and Sorum
(1984), who study both federal and state taxes, including their administrative
costs.

Especially valuable for the present integrative tax policy and practice in the EU are
the results of the so called the 3rd wave of research. Experience from Sweden
(Malmer, 1995) is also interesting for our research, showing verifiable outputs,
including administrative costs, as a result of implemented tax reforms. Hasseline
and Hansford (2002) for the United Kingdom analyse Value Added Tax problems
including increased expenses in companies with higher turnover, and the
increasing complexity of the tax system. In this context, Blaufus, Eichfelder
and Hundsdoerfer (2011) published results for Germany on the analysis of time
requirements, the incomes of individuals and society, and the use of external
services.

There are many other studies about this topic in the world (like Alm, 1996, Evans,
2003, Chittenden et al, 2005. Lignier and Evans, 2012, Mirrlees, 1971, Susila and
Pope, 2012, Tran Nam et al, 2000) but also in our region (like Bayer, 2013, Klun
2004, Klun and Blazic, 2005, Pavel and Vitek, 2010, 2012, Tepperova and
Kubantova, 2013).

3 Implemented methods

As we have argued administrative costs are connected to the efficiency of tax
systems. The core of our research was an investigation in Slovakia, where we
proceeded from the assumption that the tax administration’s sole goal is to
minimize the expenses connected with levying, collecting and administering a
given volume of taxes. While measuring the administrative costs of taxation, one
should take into consideration not only the direct expenditures from public
budgets but also selected indirect public sector expenditures connected with tax
collection. These costs can be characterised as total expenses of the tax system.
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In our research we chose to quantify the relation between tax revenue and
operational expenses, to facilitate comparison with other studies, especially with
results from the Czech Republic (Pudil et al., 2004), (Vitek, 2008), (Vitkova,
2008), (Vitkova, Vitek, 2012). Thus our contribution is not a novel methodology,
but is producing comparable Slovak results using existing methods.

Like the Czech tax administration, the Slovak tax administration does not use
project financing or budgeting (“full cost accounting”), and so it is impossible to
easily identify the expenses connected to the collection of specific taxes. Our
calculations are based on the method of the so called rated “convertible”
employee. This sorts employees with respect to the specification of their activities,
and constructs the conversion rate coefficients needed for dividing total
organizational costs into those connected with tax collection, and the remainder
(Pudil et al., 2004). We applied this method to the Slovak Republic, where until
2012 there was a comparable structure of tax administration positions. The
specifics of our methodology allow a conversion for the particular types of tax
characteristic of the Slovak system.

2.1 Calculating number of employees involved in tax collection and of
administrative costs of taxation

With respect to the facts mentioned above, we adapted the methods of the Czech
tax administration to the Slovak situation as follows: the total number of
employees in the Slovak Tax Administration according to comparable positions
between 2004 and 2011 is shown in Table 1.

Tab. 1: Employee structure of the Tax Directorate of the Slovak Republic
2004-2011

Number of Employees

Position 2004 2005 2006 2007 2008 2009 2010 2011

Director 3590 3180 3100 3100 3140 3050 3020 3010
Inspector 17460 17520 17850 16475 16165 15700 15633 15815
Manager 19100 18630 18460 17658 17502 17497 17414 17382
Executive 2760 2900 2000 2827 2775 2745 2755 2762
State Supervisor 239,0 219,0 173,0 160,0 157,0 151,0 144,0 1354
Registrar 2160 2310 2360 2327 2345 2301 2348 2389
Administrator 590 600 61,0 651 659 641 604 623
Others 12920 13350 13130 13072 13094 13416 13056 12984
Total TE, 6 097,0 60680 5924,0 57710 57250 56860 5627,0 56120

Source: Own evaluation of data from annual reports of the Slovak Tax Directorate.

Table 1 includes employees involved directly in tax collection, employees
involved directly in non-tax-related activities, indirect personnel in tax-
related activities and other indirect personnel, not classified as employees in the
Czech tax administration, but structured according to the position structure in the
Slovak Republic. We classified all employees of the Slovak tax administration into
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those directly engaged in tax collection (see Table 1 in annex), and then calculated
the weighted number of indirect personnel to be added (see Tables 2 and 3 in
annex). Using the recalculated employee estimates, and again following the Czech
methodology, the total administrative costs of the Slovak tax system were
allocated according to the main tax types (see Table 2).

Tab. 2: Total administrative costs of taxation in Slovakia according to main
types of taxes (2004-2008 in thousands SKK, 2009-2011
in thousands €)

Years 2004 2005 2006 2007 2008 2009 2010 2011

Income tax of

individuals — 353874 596 514 70191 683474 733550 23826 25979 27161
Employees

Income tax of

individuals — 516308 391828 429482 415387 428940 14 930 15137 15801
Entrepreneurs

Corporate

: 887585 693009 731600 727664 795716 25 462 27160 28273
income tax

Income tax —

lump sum form 75 416 93571 97 744 67 758 90 140 2513 3114 3228

Property tax 14 503 17 545 5924 11784 6217 102 107 111
VAT 992007 1067292 938936 992805 1007788 33950 34137 35064
Road Tax 52211 55 558 50 353 41244 40 407 1227 1503 1447
Total 2900606 2924089 2961942 2946008 3108264 102215 107350 111085

Source: Own calculations from annual reports of the Tax Directorate of the Slovak
Republic.

4 Results and their discussion

To allow for comparative analysis the absolute data from Table 2 is presented in
relative form in Table 3. The results suggest that the main problem is connected to
the income tax paid by self-employed entrepreneurs. The costs to collect this tax
are more or less stabilised (2004 can be data error), however revenues from this
tax step by step decrease resulting into the rise in the relative costs of collecting
this tax, especially in 2010 and 2011 was caused by its particularly low collection
revenues in the Great Recession.
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Tab. 3: Administrative costs as a percentage of tax revenues, by specified
tax, 2004-2010

%
2004 2005 2006 2007 2008 2009 2010 2011

x 177 19 164 148 162 181 165

Income tax of individuals

— Employees

Income tax of individuals ;o5 595 764 702 704 792 3076 2551
— Entrepreneurs

Corporate income tax 2,99 1,62 1,52 1,37 1,23 1,18 2,11 1,65
Lgf%me tax — lump sum 133 243 201 119 145 161 204 225
Property tax 053 1,82 181 19,32 1480 1461 1342 31,80
VAT 363 132 128 141 147 152 152 159
Road Tax 410 197 172 116 152 1,00 126 1,12

Source: Own evaluation of data.

To assess our results, first it is needed to compare them with the above mentioned
Czech research, obtained using the same methodology. The results as shown in the
Table 4 indicate that Czech tax administration is significantly cheaper than Slovak
tax administration. We argue that these differences are real, because they are too
large to be caused by minor methodological disparities, such as small variations in
the classification of tax office staff, or the quality of input data.

Tab. 4: Comparison of the administrative costs of taxation in the Czech
Republic and Slovakia for main taxes

2001 2002 2003 2004 2005 Slovakia

Income tax of individuals
— Employees: 1,48-1,96

Income tax of individuals 1,33 115 118 117 115

— Employees Income tax of individuals
Entrepreneurs:
1,98-30,76
Corporate income tax 0,79 066 067 066 0,59 1,18-2,99
VAT 226 221 229 165 0,78 1,28-3,63
Total 140 138 140 130 1,20 1,86-3,01

Source: (Pudil et al., 2004), own calculations.

In this situation the obvious question is to ask why Slovakia is significantly more
expensive, especially when the large scale 2004 tax reform focused on simplifying
the tax system. Our current research provides no objective explanation. However,
Table 5 suggests that economies of scale can be ruled out, there are no obvious
negative relations between country size and relative administrative costs, for given
levels of taxation.
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Tab. 5: Taxation level and administrative costs of taxation: selected

countries
Countries according Countries according to their tax revenues to GDP
to the their
administrative costs < 20% 20-30% 30-40% Over 40%
of taxation (%)
-0,60 USA Sweden
Austria,
Ireland, Spain Dgnmark,
0,61 -0,80 Korea ) ! Finland,
New Zealand
Germany,
Norway
0,81-1,00 Mexico Turkey France
Hungary,
1,01-1,20 Netherlands, Luxembourg
UK
Belgium,
1,21-1,40 Canada Czech
Republic
Poland,
1,40 + Japan Portugal,
Slovakia

Source: OECD, 2011.

Even if there is no conclusive explanation for such relatively high Slovak tax
administration costs, weaker evidence might suggest ways to reduce costs.

One area suggests itself. Despite all previous reforms, collecting income tax from
the self employed is rather expensive both for the state (administrative costs
calculated by us) and also for the self-employed. Our calculations confirm high
administrative costs. Cizmarik (2013) estimated the compliance costs of this type
of tax as being as high as 200% in the most difficult years. This needs an effective
response to reduce compliance costs, yet the current centre-left government is
working in the opposite direction.

Excessively high tax administrative costs suggest excessively low technical
efficiency in the tax administration. Yet from 2012 the large scale tax system
reform (UNITAS) was undertaken by the Slovak government. Its main goals are to
improve the flow and a usage of information as well as to merge the collection of
all taxes and social contributions under one administration. In the previous system
evaluated by this text, four types of factors were involved in tax collection — Tax
office, Social Insurance Company, four health insurance companies and self-
governments. From 2015 onwards new data may show whether such a merger
delivers.
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5 Conclusions

The goal of this research was to calculate the administrative costs of taxation in
the Slovak Republic. To obtain comparative results we have used the same
methodology as previous research in the Czech Republic. Unfortunately, our
(relatively very reliable) results indicate that tax administration in Slovakia is
rather expensive and this situation cannot be effectively explained by objective
factors.

On the basis of our findings we can propose two directions for possible
improvements. The first involves further simplification of the Slovak tax system,
but as of today the government is not going this way. The second option is a
significant improvement in the technical efficiency of the tax administration in the
Slovak Republic. Reform UNITAS, which started in 2012, is expected to achieve
this goal and we will be able to assess its results within a few years. The goal
should be the reduction of Slovak administrative costs of taxation at least to the
average level of OECD countries. Changes should be based on existing knowledge
derived from studies focusing on the sphere in question, on issues like the size of
tax offices, time-consuming agendas, the functional positions of employees, the
structure of expenditures, the quality of tax control and the qualifications and
motivation of all staff. One of the specific steps forward would be creating a
“customer friendly” tax administration system which will provide tax payers with
better information and increase their trust in the tax system.
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Appendix
Tab. 1: Job categories of employees involved directly in Slovak tax collection
2004 -2011
. Number of Employees
Position
2004 2005 2006 2007 2008 2009 2010 2011

Inspector 17460 17520 17850 16475 16165 15700 15633 15615
Manager 1910,0 18630 18460 17658 17502 17497 17414 17382
Executive 2760 2900 2000 2827 2775 2745 2755 2762
State Supervisor 2390  219,0 1730 160,0 1570 151,0 1440 1354
Registrar 2160 2310 2360 2327 2345 2301 2348 2389
Administrator 59,0 60,0 61,0 65,1 65,9 64,1 60,4 62,3
Total 44460 44150 43010 41538 41016 40394 40194 40125

Source: Own calculations from annual reports of the Tax Directorate of the Slovak
Republic.

Tab. 2: Ratio of direct employees to total employees involved in tax
collection for the Slovak Tax Administration 2004-2011 (C1)

Years 2004 2005 2006 2007 2008 2009 2010 2011
Directly

involved 4446,0 44150 43010 41538 41016 40394 40194 40125
employees

Total employees 6097,0 60680 59240 5771,0 57250 5686.0 5627,0 56120
Coefficient C1 0,729 0,728 0,726 0,720 0,716 0,710 0,714 0,715

Source: Own calculations from annual reports of the Tax Directorate of the Slovak
Republic.

Tab. 3: Estimates of the total number of employees involved in Slovak tax
collection 2004-2011

Years 2004 2005 2006 2007 2008 2009 2010 2011
Direct employees 4 446,0 44150 43010 41538 41016 40394 40194 40125
Coefficient C1 0,729 0,728 0,726 0,720 0,716 0,710 0,714 0,715

Recalculated
number of non
directly involved
employees

Total 4580,14 4546,77 4433,86 4283,40 423120 4167,20 4146,49 4139,77

Source: Own calculations from annual reports of the Tax Directorate of the Slovak
Republic.

134,14 131,77 132,86 129,6 129,6 1278 127,09 127,27
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