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In a system of government that is based on the rule of law, governance arrangements need to be supported
by well-designed and comprehensive legal frameworks. This is particularly important in the context of
designing and implementing reforms, as governance arrangements are often key to ensuring that reforms
appropriately interact with existing rules, structures and institutions. In environments where the rule of
law is weak and corruption is systemic and pervasive, adopting strong legal frameworks can help as part

of broader efforts to mitigate those challenges.

Levying and enforcing taxes are amongst the core manifestations of sovereignty and exercise of public
authority. To ensure that the powers associated with that authority are exercised in a transparent and
evenhanded way, appropriate governance arrangements must be in place to ensure that taxpayers’ rights
are respected, voluntary compliance is promoted, and appropriate taxpayer safeguards are in place when

enforced compliance action needs to be undertaken.

Conversely, governance vulnerabilities in the tax system weaken a government’s ability to collect
revenues and create opportunities for corruption. Poor revenue collection in turn creates or exacerbates
fiscal imbalances, deficit and debt accumulation, and undermines public services. Poor governance of the
tax system also has more implicit and perhaps more insidious consequences, linked to behavioral aspects:
it can give rise to an engrained culture of ‘creative compliance’ and low tax morale, with corrupt practices
further eroding general trust in government. To reduce opportunities for corruption, institutions need to be
upgraded continuously, to keep pace with new challenges as technologies and opportunities for
wrongdoing evolve, and to ensure integrity of processes, especially in higher-risk areas (for example,
procurement, tax administration, public enterprises), and to promote effective internal controls. A key

component to encourage tax compliance is to foster taxpayer’s trust in the tax system. For this to happen,
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the tax administration needs to be—and must be perceived to be—a rules-based, transparent, fair and

accountable institution.

Where governance vulnerabilities in the tax system exist, they can often be traced back to weaknesses in
the legal framework underpinning the tax system, including institutional and procedural aspects. Weak
tax law design in these areas can facilitate corruption by promoting a state of ‘corrupt legality’: legal
gaps, unnecessary complexity and ambiguity present ample opportunities to tax officials for ‘negotiated
interpretations’ and ‘creative enforcement’ of tax laws against taxpayers who in turn comply ‘creatively’

with their tax obligations.

Strengthening the legal framework is therefore necessary—although not in itself sufficient—to address
governance vulnerabilities in the tax system. The chances of success are higher where corruption is not
systemic and when countries improve several, mutually supporting institutions. For example, reforms to
tax administration will have greater payoff if tax laws are simplified and the scope for discretion by tax

officials is reduced.

The paper develops an analytical framework from which the core legal principles for sound tax
governance can be derived to inform the design of countries’ legal frameworks for administration and tax
procedure. It in turn applies this analytical framework to compile a set of key legal features that should be
embedded in laws for tax administration—including additional considerations for semi-autonomous
revenue authorities— and tax procedure, to ensure a balance between tax administration powers and

adequate taxpayer protections.

These guiding principles for designing the structure and operations of the tax administration—regardless
of its specific institutional setup—are reflected in the tax procedure legal framework. They can broadly be
grouped under the following categories: (a) Transparency and accountability; (b) Sound decision-making

structures; (c) Fairness; and (d) Effectiveness and efficiency.



While the first two principles mainly inform the design of tax administration legal frameworks and the
latter two can be viewed as mainly applying to tax procedures, synergies exist between them. For
example, fairness, effectiveness and efficiency are ‘communicated’ to the taxpayer through procedural
safeguards but also inform internal arrangements in the tax administration, such as the staff integrity
framework, and are often reflected in tax administrations’ mission statements. On the other hand, while
transparency and accountability, and sound decision-making structures are key considerations in
designing tax administration frameworks, they also significantly impact tax procedures, for example in

the way the tax administration applies discretionary powers awarded to it.

At the institutional level, the paper analyzes the legal underpinnings of different institutional models for
tax administration, including semi-autonomous revenue authorities, and emphasizes the importance of

clearly defined legal mandates, transparency, accountability, and oversight.

In the area of tax procedure, governance arrangements will assist in achieving the right balance. It is
through the procedural legal framework that governance arrangements are ‘externalized’ in the
relationship between tax administrations and taxpayers. Policies that are based on principles of equity and
neutrality should be complemented by a sound legal framework that provides adequate safeguards to
taxpayers. This will ensure that they receive fair treatment and that their fundamental rights are respected,

fostering a level playing field that promotes trust and, in turn, compliance.

Drawing on comparative analysis, a key practical contribution of the paper is its Annex, which provides a
legal design checklist that distills the paper’s analytical model into a usable tool for legal drafters and
reformers. This checklist translates the core principles into a structured set of design questions and
criteria, covering both institutional and procedural dimensions. It aims to serve as a diagnostic and
planning aid for assessing existing legal frameworks and guiding the development of new or revised tax

legislation in line with good governance standards.



Of course, effective governance goes beyond legal design. Legal frameworks are crucial, but they alone
are insufficient. While the paper outlines legal design considerations to establish sound governance
arrangements for tax administration and tax procedure, any law is of value only if it is implemented —and
effective implementation may also require mechanisms outside of the tax institutions, for example, SAls,
law enforcement, and the courts. The tax policy function should work closely with the tax administration
function to implement tax laws in a transparent and effective way ensuring that mechanisms are in place

that can facilitate balanced interactions with taxpayers.



