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Introduction
Tax compliant behaviour has been 
the subject of many studies, some of 
them coming from the OECD Forum 
on Tax Administration (FTA).48 One 
of its major contributions has been 
the development of the concept of 
“cooperative compliance”; meaning 
real time cooperation with tax 
authorities resulting in the payment 
of taxes on time in an effective and 
efficient manner on the understanding 
that the taxpayer can be trusted 
and the tax administration behaves 
predictably and provides certainty. At 
the base of cooperative compliance 
lies the assumption that, if a taxpayer 
voluntarily abides by his tax obligations 
and is transparent and able to show 
“how they do that”, the relevant tax 
administration should provide certainty 
in advance regarding a tax position. 
We would expect that the successful 
implementation of such an approach 
would be beneficial to tax authorities 
and taxpayers alike.

Cooperative compliance:  
A definition
Cooperative compliance, initially 
referred to as an “enhanced 
relationship”, emerged on the 
international tax scene at a national 
level around 2005 and later, in the 
OECD “Study into the Role of Tax 
Intermediaries” of 2008 (the “ER 
Study”). The OECD first referred 
to it as “a relationship that favours 
collaboration over confrontation, and 
is anchored more on mutual trust than 
on enforceable obligations”49 and “a 
relationship with revenue bodies based 
on cooperation and trust with both 
parties going beyond their statutory 
obligations”.50 

In 2013, the concept was rebranded as 
“cooperative compliance”, which can 
be characterised as “transparency in 
exchange for certainty”.51 

Authors

Eelco van der Enden and Katarzyna Bronzewska, PwC Netherlands47

47  This article is an abbreviated version of “The Concept of Cooperative Compliance” by Eelco van der 
Enden and Katarzyna Bronzewska published in the Bulletin for International Taxation, 2014 (Volume 68), 
No. 10 on 23 September 2014, available at http://www.ibfd.org/sites/ibfd.org/files/content/marketing/
Journal_Previews/BIFD_BIT/BITPreview2014_10.html

48  The FTA is a subsidiary body of the OECD’s Committee on Fiscal Affairs (CFA). It consists of senior tax 
officials from 45 OECD member countries and non-OECD countries. See also section 3.

49 OECD, Study into the Role of Tax Intermediaries p. 39 (OECD 2008).
50 Id.
51  OECD, Cooperative Compliance: A Framework from Enhanced Relationship to Cooperative Compliance 

p. 28 (OECD 2013).
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A short history of 
cooperative compliance
The FTA was created in 200252 and in 
September 2006, following its third 
meeting, the Seoul Declaration53 
was issued. In this Declaration, the 
participants of the Forum decided to 
focus on four particular areas, including 
examining the role of tax intermediaries 
in relation to non-compliance and 
the promotion of unacceptable tax 
minimisation arrangements. This 
Declaration initiated the OECD 
ER Study; the scope of the Study 
was broadened, with the tripartite 
relationship between tax authorities, 
taxpayers and intermediaries as its 
focus.

In May 2013, the OECD followed up on 
the ER Study and published a report 
entitled “Cooperative Compliance: 
A Framework, From Enhanced 
Relationship to Cooperative Compliance” 
(the CC Report).54 The CC Report 
gathers the experiences of the first 
few years of cooperative compliance 
operations in several countries and 
is based on surveys from 21 FTA 
members and consultations with 
the Business and Industry Advisory 
Committee.55 It confirmed that the 
five requirements initially set for tax 
administrations56 are valid and that 
impartiality and responsiveness are 
of significant importance.57 The CC 
Report reiterated that commercial 
awareness is a condition for cooperative 
compliance, and is a benefit for both 
tax administrations and taxpayers.58 
For taxpayers, there are two main 
requirements, i.e.,: (1) to be open; and 
(2) to disclose upfront.

This raises the question as to the 
need for, and the benefits from, 
cooperative compliance. Often the 
compliance and enforcement processes 
applied by various tax authorities 
are no longer adequate, given the 
increased complexity of tax laws, 
growth in the number and complexity 
of taxpayers, budgetary constraints 
and the need to achieve more with 
less. Cooperative compliance may be 
regarded as a remedy for some of these 
problems. The main benefit should 
be a win-win situation for taxpayers 
and tax authorities; the former receive 
advance certainty and have reduced 
compliance costs and the latter benefits 
from a more efficient use of limited 
resources. By resolving cases earlier, 
it is possible to avoid litigation and 
reduce administrative costs. Both 
parties should also benefit from certain 
reputational gains.

The practical complications: 
How to make cooperative 
compliance work
The twin pillars on which cooperative 
compliance is built are: (1) trust and 
transparency; and (2) predictability and 
certainty.

A taxpayer should provide the 
tax administration with proper 
information, going, if necessary, 
beyond its legal obligations. But how 
can the tax administration rely on the 
correctness of the information that it 
receives? It can if the taxpayer has a 
process in place managing the reported 
tax positions, i.e. the taxpayer has an 
internal validation system that enables 
it to validate output on behalf of the tax 
administration: a tax control framework 
(TCF). It then makes no sense for the 
tax administration to audit this data. 
Of course, the interpretation of the 
law and the fiscal consequences of 
transactions remain the prerogative 
of the tax administration. If output 
data can be “justifiably trusted” by 
the tax administration, it can allocate 
its resources to those taxpayers that 
deserve greater attention.

The relevant question is, “How do I, as 
the tax administration, know that the 
TCF of a taxpayer indeed works?”

The tax administration should provide 
certainty and preferably behave in a 
predictable manner. How can a taxpayer 
rely on the tax administration behaving 
in such a manner? According to the 
OECD, a tax administration should:

• have business knowledge;
• be impartial;
• be transparent;
• act proportionately; and
• be responsive.59 

The concept has been implemented or 
piloted in more than 20 jurisdictions 
worldwide and each country has 
developed a different version of 
cooperation. In any case, cooperative 
compliance must be based on sound 
tax risk management processes that 
support the trust, transparency and 
understanding, required from taxpayers 
and tax authorities. In whatever form 
executed, all models have in common 
that “real time assessing”, is a major 
feature as it is easier to assess the facts 
at the time they arise.

Recommendations
Looking back at the objective of 
cooperative compliance to deliver 
quality compliance, which means 
payment of taxes due on time in an 
effective and efficient manner, we 
have noted some issues that hamper a 
successful roll-out.

It is not easy to change a working 
practice that is based on mistrust, 
repressive and retroactive audits over 
many years into real-time auditing 
systems. Under the latter, it is necessary 
to rely more on the willingness and 
ability of a taxpayer to be compliant. 
Consequently, it is crucial for tax 
administrations to have a well-balanced 
transformation plan for cooperative 
compliance to become successful.

52  The FTA was created to facilitate tax administrators to identify and discuss global trends as well as the development of new ideas to enhance the tax 
administration. See the FTA website, www.oecd.org/site/ctpfta/abouttheforum.htm.

53  OECD, Final Seoul Declaration, 2006, available at http://www.oecd.org/tax/administration/37415572.pdf 
54 OECD, supra n. 5
55 Id., at p. 12.
56  These are: commercial awareness, an impartial approach, proportionality, openness through disclosure and transparency, and responsiveness.
57 OECD, supra n. 5, at p. 18.
58 Id., at p. 33.
59 OECD, supra n. 2, at p. 34.
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60  In the Netherlands, no clear objectives were set and no performance measurement system was implemented from the start, thereby resulting in heated 
debates on the effectiveness of horizontal monitoring and its value to both business and the tax administration.

61 See, for example, Authorized Economic Operator (AEO), US: Foreign Account Tax Compliance Act (FATCA), etc.
62 See, for example, the recent controversies surrounding Apple, Google and Starbucks.
63  See, for example, Dutch Association of Investors for Sustainable Development (VBDO), Good Tax Governance in Transition. Transcending the tax debate to 

CSR ([2014]).

Tax administrations should set 
measurable objectives. If it can be shown 
that cooperative compliance adds value 
in terms of reduced cost of compliance 
and more compliant behaviour of 
taxpayers, stakeholder buy-in and 
enhanced cooperation would follow.60 

Cooperative compliance will fail without 
the buy-in of the individuals who have 
to execute it. The civil servants of the 
tax administration must be trained 
properly in this audit approach, and 
tax inspectors provided with tools, 
guidelines and a legal framework.

The cornerstone of cooperative 
compliance is that tax administrations 
can “trust” the information provided by 
a taxpayer is right. We do not believe 
in credible and sustainable cooperative 
compliance if the boundaries of the rules 
when “trust” becomes “justified trust” 
are not set. A legitimate approach exists 
when guiding principles, regulations 
or law reduce the compliance burden 
by “regulating” part of the cooperative 
compliance model.

In addition to boundaries on the 
concept of TCF, it is possible to think 
of technology-based alternatives of 
regulated self-assessment, some of 
which already exist.61 This could prove 
to be a significant advantage for both 
tax administrations and taxpayers, as 
this would provide clear guidance for 
internal and external auditors. 

Taxpayers, have a legal obligation 
to install a functioning TCF, as they 
are responsible for filing proper tax 
returns. However, taxpayers are, in 
nearly all cases, not legally bound to 
provide information outside the legal 
framework of a general tax act and it is 
this extra-statutory information that is 
likely to be necessary for cooperative 
compliance. Although the voluntary 
nature of the provision of such 
information fits well in a relationship 
based on “trust and transparency”, the 
rules of good corporate governance 
prescribe that risks should be mitigated 
and shareholder value protected. 

Consequently, the cooperative 
compliance system should have 
“noticeable value” for taxpayers; 
to leave this at the discretion of the 
individual tax inspector may prove 
inefficient. In line with regulated 
self-assessment, consideration should 
be given to safeguarding taxpayers’ 
rights by implementing regulations on 
the effective audit approach under a 
cooperative compliance system.

Most companies want to be tax 
compliant in the most efficient way 
and cooperative compliance could be 
a way of achieving this objective. Until 
recently, tax was just regarded by most 
companies as a cost.62 Discussions on 
the tax behaviour of multinational 
enterprises (MNEs) have changed this 
and put tax governance more at the 
forefront.63 

Communication on taxpayers’ tax 
governance, objectives and vision on 
tax is important in building trust. The 
board and senior management must, 
therefore, have the intrinsic will to be 
transparent regarding tax and to be 
compliant.

The concept of a TCF is a part of a 
taxpayer’s general risk and compliance 
environment. Thinking of tax as more 
than just “costs” means that taxpayers 
may have to reconsider their current 
tax compliance infrastructure. The 
past approach was that tax returns 
were deemed to be right until a tax 
official came with an adjustment. Now a 
taxpayer should be able to demonstrate 
that data in the relevant tax returns are 
right. This may require investment in 
processes, systems and people.

Nothing is more detrimental to 
a relationship built on trust and 
transparency than mismanaged 
expectations. We are aware of examples 
when voluntarily provided information 
resulted in penalties and data mining 
exercises by the competent authority. A 
taxpayer should develop a reporting and 
working process around cooperative 
compliance with clear deliverables 
for both the company and the tax 
administration. Of course, if cooperative 
compliance was regulated by way of 
self-assessment with a clear operating 
approach, this would not be necessary.

Conclusions
The concept of enhanced relationship 
has recently been transformed into 
one of cooperative compliance. We 
believe that this is not the end of 
the transformation yet. In order to 
make cooperative compliance work, 
boundaries must be defined on the 
concept of TCF to legitimise “trust”. 
Clear objectives must also be set and 
measured against performance.

We are strongly of the opinion that no 
one benefits from a dysfunctional tax 
compliance system. All parties involved 
should, therefore, be open to any 
suggestions to improve tax compliance, 
even if it may mean a form of regulation 
of the cooperative compliance concept.
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The Total Tax Rate included in the survey by 
the World Bank has been calculated using the 
broad principles of the PwC methodology. The 
application of these principles by the World Bank 
Group has not been verified, validated or audited 
by PwC, and therefore, PwC cannot make any 
representations or warranties with regard to the 
accuracy of the information generated by the 
World Bank Group’s models. In addition, the World 
Bank Group has not verified, validated or audited 
any information collected by PwC beyond the 
scope of Doing Business Paying Taxes data, and 
therefore, the World Bank Group cannot make any 
representations or warranties with regard to the 
accuracy of the information generated by PwC’s 
own research. 

The World Bank Group’s Doing Business tax 
ranking indicator includes two components in 
addition to the Total Tax Rate. These estimate 
compliance costs by looking at hours spent on tax 
work and the number of tax payments made in a 
tax year. These calculations do not follow any PwC 
methodology but do attempt to provide data which 
is consistent with the tax compliance cost aspect 
of the PwC Total Tax Contribution framework. 

PwC helps organisations and individuals create 
the value they’re looking for. We’re a network of 
firms in 157 countries with more than 195,000 
people who are committed to delivering quality 
in assurance, tax and advisory services. Find out 
more and tell us what matters to you by visiting  
us at www.pwc.com.

This publication has been prepared as general 
information on matters of interest only, and 
does not constitute professional advice. No 
one should act upon the information contained 
in this publication without obtaining specific 
professional advice. No representation or warranty 
(express or implied) is given as to the accuracy 
or completeness of the information contained 
in this publication, and, to the extent permitted 
by law, neither PwC nor the World Bank Group 
accept or assume any liability, responsibility or 
duty of care for any consequences of anyone 
acting, or refraining to act, in reliance on the 
information contained in this publication or for 
any decision based on it. The World Bank Group 
does not guarantee the accuracy of the data 
included in this work. The boundaries, colours, 
denominations, and other information shown on 
any map in this work do not imply any judgment 
on the part of the World Bank Group concerning 
the legal status of any territory or the endorsement 
or acceptance of such boundaries. The findings, 
interpretations, and conclusions expressed herein 
are those of the author(s) and do not necessarily 
reflect the views of the World Bank Group and its 
Boards of Executive Directors or the governments 
they represent. 

This publication may be copied and disseminated 
in its entirety, retaining all featured logos, names, 
copyright notice and disclaimers. Extracts from 
this publication may be copied and disseminated, 
including publication in other documentation, 
provided always that the said extracts are duly 
referenced, that the extract is clearly identified as 
such and that a source notice is used as follows: 
for extracts from any section of this publication 
except Chapter One, use the source notice:  
“© 2014 PwC. All rights reserved. Extract from 
“Paying Taxes 2015” publication, available on 
www.pwc.com/payingtaxes”. For extracts from 
Chapter One only, use the source notice: “© 
2014 The World Bank and International Finance 
Corporation. All rights reserved. Extract from 
“Paying Taxes 2015” publication, available on 
www.pwc.com/payingtaxes”. 

All other queries on rights and licenses, 
including subsidiary rights, should be addressed 
to the Publishing and Knowledge Division, The 
World Bank, 1818 H Street NW, Washington, 
DC 20433, USA; fax: 202- 522-2625; e-mail: 
pubrights@worldbank.org. 

© 2014 PwC, the World Bank and International 
Finance Corporation. All rights reserved. 
PwC refers to the PwC network and/or one 
or more of its member firms, each of which 
is a separate legal entity. The World Bank 
refers to the legally separate but affiliated 
international organizations: International Bank 
for Reconstruction and Development and 
International Development Association.

10/14. Design Services 28731.



www.pwc.com/payingtaxes 
www.doingbusiness.org 


