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Abstract

The authors use firm-level survey data on 998 small and
medium enterprises registered for tax in South Africa
regarding tax compliance costs to investigate the use of
outsourcing to complete tax compliance tasks. Overall,
about 43 percent of the enterprises do all their tax
compliance work in-house, 11 percent outsource all their
tax compliance work, and the remaining 46 percent use a
combination of both (“partial outsourcing”).

The data display an inverted-U shape for outsourcing
of tax compliance tasks: the smallest firms (those under
R 300,000 turnover or well under US$50,000) tend not
to outsource, due to a combination of relatively higher
cost-burden and less complexity. Relatively larger firms

(those with more than R 14 million turnover or about
US$2 million) report that they have sufficient in-house
capacity and therefore do not need to outsource. Those
in the middle are most likely to outsource at least some
of their tax compliance work, mostly because tax is

a specialist field and they presumably lack sufficient
capacity in-house. The survey data show that the costs
of tax compliance are clearly the highest for those who
engage in partial outsourcing, as it appears there is likely
duplication of effort. Most such firms could reduce
their tax compliance costs (and probably minimize the
incidence of post-filing problems) by moving from partial
to full outsourcing of all tax compliance work.
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Introduction

Background and motivation: At the request of the National Treasury of South Africa
(NT) and the South Africa Revenue Service (SARS) in 2006, the Foreign Investment
Advisory Service (FIAS, a multi-donor facility of the World Bank Group) initiated a set
of surveys to measure the tax compliance burden for SMMEs.? NT and SARS have been
developing tax policy and tax administration reforms, including a concerted effort to
reduce the tax compliance burden on SMMEs. For purposes of this study, and in line with
current tax legislation in South Africa, SMMEs are defined as those with an annual
turnover under R 14 million.?

International research in both developed and developing countries has documented a
consistent pattern of regressivity in tax compliance costs, such that the smallest firms
typically face tax compliance costs that are a significantly higher proportion of their
annual turnover than larger firms (see more detail below). Anecdotal evidence in South
Africa suggested that many of the smallest firms struggle with tax compliance. A number
of professional tax practitioners, in interviews with FIAS, stated that they had sometimes
turned away potential micro- or small businesses because they “could not afford the
fees.” Meanwhile, fear of “making mistakes” on taxes and the perceived risk of heavy
penalties imposed by SARS (in addition to unwillingness to pay taxes) were said to be
factors deterring formalization of many informal firms.

To document the extent of the problem in South Africa, FIAS worked with NT and SARS
to design a set of three surveys:

e A survey of professional tax practitioners (TP) about their SMME clients
e A survey of SMMEs registered with SARS
e A survey of informal SMMEs regarding their perceptions of tax compliance costs

There have been two reports based on the TP survey — “Tax Compliance Burden for
Small Businesses — a Survey of Tax Practitioners”, focused on different turnover bands
within SMMEs*, and “Tax Compliance Costs for Small Businesses — Provincial
Analysis” focused on provincial differences.’

The first report documented that SMMEs who use tax practitioners to prepare their filings
for the four key business taxes in South Africa (CIT, provisional tax, VAT and
employees’ taxes) pay an average of just over R 7,600 per year (about US$1000), with

2 Small Medium and Micro Enterprises

® The exchange rate as of August 2008 was R7.7 = US$1

* FIAS (2007) “South Africa: Tax Compliance Burden for Small Businesses: A Survey of Tax
Practitioners,” available at http://www.fias.net

® Coolidge, llic and Kisunko (2008) “South Africa: Tax Compliance Burden for Small Businesses:
Provincial Analysis”, forthcoming



relatively little difference across turnover bands.® It also confirmed that tax compliance
costs in South Africa, as in most other countries, are regressive and often burdensome for
the smallest firms. The second report focused on differences in tax compliance costs
between the nine provinces of South Africa.

The other two surveys listed above were both co-financed by USAID and carried out by
Citizen Surveys of South Africa.” The direct survey of SMMESs, based on a representative
sample of almost 1000 SMMEs registered with SARS (and stratified based on turnover
quintiles between R70,000 and R14 million in the SARS database for the year 2005), also
confirmed the regressive pattern of tax compliance costs and broadly confirmed the costs
of outsourcing. It showed that SMMEs devote in the range of 150 - 260 hours per year on
general accounting and tax compliance.

This paper utilizes the survey of formal SMMEs, and analyses their reported practices of
outsourcing tax preparation to professional tax practitioners.

Brief overview of the survey

The fieldwork for the Tax Compliance Cost Survey of Formal SMMEs in South Africa
was completed during the second half of 2007. Interviews were conducted over the
phone. This effort has resulted in a nationally representative sample of 998 SMMEs
registered with the South African Revenue Service (SARS) from all provinces of the
country, all sectors of the economy and turnover groups from just over 70,000 rand to 14
million rand of reported turnover in 2005. The latter group proved to be rather upward
moving, that is why the final sample has about 10% of respondents with turnover over 14
million rand. To ensure the maximum accuracy of data analysis a weighting factor was
also computed ensuring fine tuning of sample characteristics.

Questionnaires were developed through a joint effort of the National Treasury, SARS,
FIAS, the Public Sector Governance Group of the World Bank, and the contractors.
Questionnaires were tested and adapted before the main fieldwork.

Research goal

This paper is aimed at providing a more detailed analysis of patterns and practices of tax
compliance outsourcing followed by South African SMMEs. Specifically, we attempt to
provide a more detailed analysis about which SMMEs do or do not outsource, what tasks
are outsourced, why they are outsourced, the extent to which the use of IT may substitute

® These tax compliance costs were clearly separated by the tax practitioners from the cost for general
accounting services, which averaged about R12,000 per year for SMMEs who outsourced such work.

T USAID (2008), “Formal SMME Tax compliance Survey Report: Prepared for National Treasury Republic
of South Africa”, available at http://www.fias.net

8 SMME respondents found it difficult to separate tax compliance from general accounting; those who
provided an answer believed it was about half and half.
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for outsourcing, and the costs of outsourcing compared to in-house tax preparation. We
also attempt to determine whether outsourcing is associated with a lower incidence of
“post-filing” problems with SARS (e.g., queries, inspections/audits, appeals, etc.).

We therefore start with an analysis of the relationship between respondents’
demographics (legal status, main economic activity, size, etc.) and their outsourcing
“habits,” followed by a brief analysis of patterns of outsourcing specific tax compliance
tasks. We then attempt to model and explain how outsourcing behavior affects overall
tax compliance cost and finish with an analysis of the relationship between outsourcing
and post-filing interactions with SARS.

The structure of this paper is as follows. After this introduction, Part 1 provides a
summary of international tax compliance cost research for business taxpayers done to-
date and briefly summarizes the research techniques used in the analysis for this paper;
part 2 describes relations between outsourcing and firm demographics; part 3 presents the
modeling of the cost of tax compliance; part 4 addresses issues of post-filing; and part 5
provides conclusions and suggests policy implications.

1. Previous research and analytical methods used in this paper

Literature review

There is a growing body of literature about tax compliance costs for businesses®
documenting the problem of regressive tax compliance costs, which can, in turn,
represent a particular burden for many small businesses. This research took place
primarily in the UK, US, Australia, and New Zealand (see in particular comprehensive
literature reviews by Sanford (1989), James (2003), and Evans (2003)) and has since
expanded to other OECD countries and (more recently) developing and transition
countries such as Malaysia, India, Croatia, Brazil, and the Czech Republic, which all
display the same regressive pattern.

Many governments, including UK, US, Australia, New Zealand, Canada and the
Netherlands, have been working to reduce tax compliance costs for small businesses. For
example, the Government of New Zealand has noted that “reducing tax compliance costs
can help boost productivity and competitiveness as it would allow more resources to be
applied to core business activities.” (Government of New Zealand, 2007)

On the other hand, the literature on tax compliance notes that one indirect benefit of tax
compliance is the discipline imposed on small businesses to prepare and maintain
accurate financial accounts (e.g., income statement, balance sheet). Sandford noted many

° The most common used definition for tax compliance costs appears to be one offered by Sandford (1995):
“Costs incurred by taxpayers in meeting the requirements laid on them by the tax law and the revenue
authorities ... over and above the actual payment of tax; costs which would disappear if the tax was
abolished.”



of the relevant benefits (particularly improvements in information systems and financial
control), and these have been further documented by the tax compliance cost literature.

A recent World Bank study concluded that more tax compliance in developing countries
“is significantly associated with more access to credit,” especially in countries that have a
relatively larger formal sector. They suggest that “firms’ balance sheets are relatively
more informative for financial institutions” although they could not firmly establish the
direction of causation.™

Many SMMES (as noted by Turner, 1998), especially those in developing and transition
countries, often state that they would not bother with formal accounting if not required to
do so by tax legislation. If they lack the skills to undertake their own accounting and
can’t afford to hire the necessary expertise, they can find themselves in a difficult
situation.

The incidence of “outsourcing” — i.e., hiring external tax advisors to assist with various
aspects of tax compliance — is noted in several of the tax compliance cost studies. Most
commonly, it is noted that SMMEs have a relatively high tendency to outsource some or
all of their tax compliance activities, either because they lack the expertise or because the
amount of work would be insufficient to warrant hiring a full-time accountant or
bookkeeper (see more detailed examples below).

A small number of tax compliance cost studies have specifically examined SMMEs’
experiences with outsourcing, most of them noting that medium and larger firms are more
likely to have full time tax expertise in their own payroll and therefore are less likely to
outsource their tax preparation work and related tax compliance tasks.

A key question is whether the smallest firms (e.g., micro-enterprises), who also appear
somewhat less likely to outsource, do their tax preparation work in-house because they
can’t afford to outsource (in which case both they and the tax authorities bear the risks of
numerous “mistakes™) or because their tax compliance needs are simple enough — and
their in-house capacity is correspondingly high enough - that they don’t need to
outsource.

The most relevant such study is probably the Colmar Brunton report for New Zealand
(2005), “Measuring the tax compliance costs of small and medium-sized businesses — a
benchmark survey.” This survey concluded that 86 — 87% of “micro” (1 — 5 employees)
and “small” (6 — 19 employees) outsourced at least some tax related services in the year
before their survey. Businesses with “nil employees” and “medium” firms (over 20
employees) were somewhat less likely to outsource any tax related services (77% and
84%, respectively).

The report also examined the combined tax compliance costs of both “internal plus
external” provision. More interestingly, when asked “Whether a business would still pay

19 Gatti, R. and M. Honorati, (2008) “Informality among Formal Firms: Firm-level, Cross-country Evidence
on Tax Compliance and Access to Credit”



their external accountant to do their annual accounts if New Zealand were tax free”, fully
45% said “probably not” or “definitely not”, with 49% of the smallest firms giving these
responses.™

Reports from other developed countries display similar broad patterns. Erard (1997)
stated for Canada that “the vast majority of small and medium-sized businesses report
that they rely on outside professional assistance to comply with their corporate income
and capital taxes.” At the same time, when asked about the aspects of CIT compliance
that created most problems for businesses, the most frequently cited problem (cited by
58.5% of respondents) was “the cost of professional services.” While not legally required
to use professional tax practitioners (as in the case, eg., in Peru), Erard noted:

Smaller businesses are likely to lack the technical knowledge to properly
complete an income tax return; may not be familiar with the recent tax changes;
and would in all probability find it cost-inefficient to attempt to develop this
expertise in house. Although the availability of outside tax assistance undoubtedly
reduces the overall compliance burden for these firms, the high cost of this
assistance is nonetheless the most commonly reported source of compliance
problems by respondents.

Similarly, Turner commented that “necessity forces the self-employed tradesman, farmer,
shopkeeper, or consultant to engage an accountant, even though the cost of employing
such professionals is often regarded as outrageous.”*?

Patterns of outsourcing differ somewhat in developing and transition countries. In
Malaysia, “72 percent of public listed companies rely on the use of paid external advisors
... In contrast, 75% of SMEs seem to rely on their internal resources to comply with the
tax laws. The findings need to be treated cautiously because both studies were carried out
prior to the introduction of the self-assessment system.” (Pope and Abdul-Jabbar, 2008)
Similarly, in Yemen, which has not yet enacted “self-assessment” in tax filing except for
“large taxpayers,” barely 5% of businesses registered with the tax authorities use any
external help. (FIAS, forthcoming)

In some East European countries, with relatively complex tax systems, it is normal for
companies (i.e., legal entities) of all sizes to have a full time bookkeeper or accountant on
the payroll. In a recent survey in Ukraine, over 90% of companies had at least a part-time
bookkeeper on the payroll and less than 4% of firms outsource any of their tax
compliance work.(FIAS, forthcoming) In the Czech Republic, in a survey of tax
compliance costs for businesses, 90% of respondents hired “an external supplier of
services” for tax duties. (Vitek, 2004)

The question for South Africa is whether it might be beneficial to encourage more
outsourcing by SMMEs. The survey results described below shed useful light on this
question.

1 Colmar Brunton (2005), pg. 89.
2 Turner, et. al., pg. 69.



Analytical methods used

This paper is utilizing several relatively simple and straight-forward statistical methods.

1.

2.

T-tests for independent samples were used when analyses of continuous data were
performed. T-test scores are quoted together with significance levels.

Chi-tests were used when analyses of categorical data had to be performed. Chi-test
results are also quoted together with their significance levels. Chi-tests were
performed only in cases when visual inspection of cross tabulation confirmed that the
potential statistical significance could be interpreted, e.g. when the causality is clear
and unambiguous.

Analysis of variance was performed to analyze relations of continuous and
categorical variables. F-statistics were quoted with their significance levels. In
addition Scheffe tests were also performed to determine the exact categories between
which the significant difference exists.

Ordinary Least Square Regression models were used to test whether behavior of
variables of interest affects the dependent variable (cost of compliance).

Outsourcing patterns

It is given that all companies that function as officially registered entities must register
with the tax authorities and file tax returns on a regular basis. Tax compliance work can
be done either entirely in-house, fully outsourced to outside specialists, or be a mixture of
in-house efforts and fee-for-service outsourcing (referred to in this paper as “partial
outsourcing”). The South Africa Survey of Formal SMMEs allows an analysis of these
differences from various angles.*® Figure 1 shows that different legal forms of businesses
have somewhat different approaches to their tax compliance work. The level of
outsourcing is somewhat higher among sole proprietors and Close Corporations. Analysis
of variance confirms that Close Corporations and sole proprietors have a significantly
higher outsourcing index** than companies (PTY Ltd, which are usually somewhat larger
firms) and differences also exist between Partnerships and Close Corporations (see Table
1 below).

3 The full questionnaire is presented in Annex 1.
4 See Annex 2 for a discussion of how the Outsourcing index was constructed.
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Figure 1: Outsourcing by the legal status of Survey respondents

Sole proprietorship

Partnership

Company (PTY LTD)

Close corporation

Total

@ Completely outsourcing @ Partially outsourcing 0O Not outsourcing atall @ Outsourcing index

Table 1: Analysis of variance:

Outsourcing index by the respondents legal status

Analysis of variance F=21.65***
Scheffe Sole proprietors | Partnership Company Close corporation
Sole proprietors MD =12.215 | MD =13.451 (***) | MD =-7.199
St.err.=5.118 | St.err. = 3.491 St. err. = 3.092
Partnership MD = 1.236 MD =-19.414 (***)
St. err. = 4.909 St.err. = 4.634
Company MD = -20.650 (***)
St.err. =2.733

MD - Mean Difference; St. err. — Standard error; *** ** * - statistical significance at 1%, 5%, and 10% level, respectively.




Apparently, businesses tend to use less outside help when they grow larger. Figure 2
shows that the propensity to outsource tax compliance activities drops as the turnover
rises. Businesses in the lowest turnover band have an outsourcing index as high as 44 and
it drops to 25 for businesses with turnover higher than 14 million rand. A correlation
between turnover and the outsourcing index proves the significance of this relation
(Pearson coefficient is -0.210 and significant at 1% level).

Figure 2: Outsourcing by turnover band

Less than R300K

R300K to R1000K

R1000K to R6000K

R6000K to R14000K

Over R14 million

Total

O Completely outsourcing @ Partially outsourcing O Not outsourcing at all O Outsourcing index



The relationship between employment in a business and outsourcing practice is almost
monotonic: Figure 3 below shows that the larger the number of employed people
(including part-timers and family members) the more likely tax compliance work will be
done fully in-house and the less likely it will be fully outsourced. The Pearson
correlation coefficient between number of employees and the outsourcing index is
negative and significant (r = 0.128, significant at 1% level).

Figure 3: Outsourcing by total number of employees

3orless

16 - 30

31- 100

More than 100

Total

O Completely outsourcing @ Partially outsourcing 0O Not outsourcing atall @ @O Outsourcing index
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An analysis of outsourcing habits by economic activity shows similar patterns of using
outside help with tax compliance work for most sectors, except the “finance, real estate
and business services” sector (Figure 4). The latter sector uses outside help significantly
less frequently than respondents whose main activities are in other sectors of economy (F
= 16.850, significant at the 1% level).

Figure 4: Outsourcing by the main economic activity

Agriculture, mining,
forestry, fishing

Construction

Manufacturing

Wholesale and retail trade

Finance, real estate and
business services

Other services

Total

O Completely outsourcing @ Partially outsourcing O Not outsourcing at all O Outsourcing index
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Figure 5 shows that businesses registered for e-filing seem to use outside help in order to
comply with taxes significantly less than those not registered for e-filing (t = -5.264,
significant at 1% level™®). Also, businesses who do not always use computers and
specialized software tend to outsource tax compliance work more frequently (t = -3.765,
significant at 1% level). Thus outsourcing and IT appear to be rough substitutes for
SMMEs.

Figure 5: Outsourcing by usage of IT in tax compliance work

Registered for e-filing

Not registered for e-filing

Using computer and
specialized software all the
time

Not using computer and
specialized software all the
time

Total

O Completely outsourcing @ Partially outsourcing O Not outsourcing at all @ Outsourcing index

15 Significance of difference between groups was tested using the outsourcing index as a measure of
outsourcing level
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According to respondents overall, the main reason for not using outside help for tax
compliance work is not the cost of these services. Figure 6 shows that only 10% of
respondents suggested that the cost of tax practitioners is the main reason for not hiring
them, while 80% report that they have sufficient in-house tax expertise. Conversely, 78%
of those respondents who outsource report they do it because “tax is a specialist field.”

Figure 6: Why outsourcing is or is not used

Reasons for the decision ...

to outsource or not to outsource

Itis not
difficult to
complete
tax forms

It is difficult to Other
keep up-to- 1%
date with
changes in
Tax laws
7%

It costg'too
mugh to
outsource
10%

Tax expertise
of my current Taxis a
Tax specialist field Have

. sufficientin-
Prac;:]t/:)oner 73% house tax
expertise
80%
No time (Qo
itinternal
10%

As expected, a larger proportion of the smallest firms who do not outsource reported that
the reason was the high cost of outsourcing.” (See Figure 7.)

Figure 7: Firms reporting not outsourcing because of the cost

30

25

20

15

10 -

General population Turnover under 300K
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The frequency of using outside expertise for tax compliance work differs substantially by
the type of tax compliance activity. Figure 8 shows that the lowest usage of outside help
is for general bookkeeping, and preparation and submission of SDL, PAYE and VAT
returns. These are tasks that are more frequent within a tax year, so perhaps they are done
routinely and learned well by employees of reporting businesses.

The highest usage of the outside help is for less frequent (and perhaps more complex) tax
compliance tasks such as preparing, filling and submitting provisional and income tax
returns, preparing and lodging appeals and preparing annual statements. It is interesting
to note that while full outsourcing of specific tax compliance tasks fluctuates greatly
among various types of tax compliance-related activities (from 15% of respondents fully
outsourcing general record keeping to 38% outsourcing filling out provisional company
tax returns), partial outsourcing within specific tax compliance tasks remains practically
the same (fluctuates from 9% to 13% of activities).

Figure 8: Outsourcing of various types of tax compliance work

| Compiling necessary documentation/information for SDL

| General keeping of books and record keeping

| Filling out SDL returns

| Compiling necessary documentation/information for VAT

| Filling out PAYE returns

| Compiling necessary documentation/information for PAYE

| Filling out VAT returns

Obtaining refunds from SARS

Representing the company during SARS inspections/audits

Tax clearance certificate applications

Personal Income Tax

Process of wavering of penalties and interest on late submissions
or payments

Representing the company in appeals to SARS

Compilation of company annual financial statements

Compiling necessary documentation for Provisional and Company
Income Tax

Lodging of appeal if you disagreed with a tax assessment

Filling out Provisional and Company Tax returns

W Outsource @ Mixed OIn house

Further analysis of partial outsourcing shows that it is practiced for all kinds of tax
activities, and there seems to be no special determinant of who will choose to partially
outsource. The only interesting and significant finding shows that partial outsourcing is
significantly more frequent among companies experiencing any kind of problem
(disagreement with SARS assessment, inspections and queries and penalties and interest
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as a result of late payments). A more rigorous analysis of this phenomenon is not
possible due to the low number of relevant survey responses who reported such
experiences. Nevertheless, were possible we tried to provide few illustrations of
SMMEs’ post-filing experiences in part four of this paper.

3. Modeling the costs of outsourcing

Tax compliance is a time-consuming and costly endeavor. A number of South African
SMMEs complained that it suppresses their growth. The results of the Formal SMMEs
Tax Compliance Cost Survey provided a rich database that allows for analysis of the
incidence and cost of tax compliance in South Africa.

In order to understand what drives the cost of tax compliance we formulated a base
hypothesis:

Hypothesis 1: Outsourcing of tax compliance work to tax professionals saves money.

In order to test this hypothesis in several settings we created an estimate of total
compliance cost (see Annex 1 for details), indexes of outsourcing of tax compliance work
(see Annex 2 for details) and a number of dummy variables.

To test the hypothesis we used the following OLS model:

In(C) =In(Turn) +In(Emp)+H +0_,, +O+D D +d

where:

part province + Dlegal + Dtaxes + activities e—file + d full +€

In(C) — In total cost of tax compliance,

In(Turn) — In total turnover,

In(Emp) — In of total employment

H — share of tax compliance work done in house,

Oypart — share of tax compliance work that is partially outsourced,

O - share of tax activities fully outsourced;

Dprovince — dummy variables for provinces,

Diegal — dummy variables for legal of businesses,

Diaxes — dummy variables for taxes paid,

Daciivities — dummy variables for tax compliance activities undertaken,
de-rite — dummy for businesses using e-filing,

drun — dummy for businesses using either only in-house (0) expertise or fully outsourcing
tax compliance work.

From the beginning we have noticed that while both In(Turnov) and In(Empl) variables
are significant and robust in the regression model, and the former has 266 missing values
(out of 998 observations in the sample), while the latter has none. We tested logarithms
of full-time employment, total employment and turnover as controls for firms’ size and
came to the conclusion that using logarithm turnover and full-time employment as
controls provides for a better model fit.
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In order to increase number of observations that can be used in the regression model it
was decided to impute most of missing values for turnover. Turnover volumes for 247
respondents who refused to provide an exact number for annual turnover were replaced
with regression-based estimates. The remaining respondents (19 respondents) answered
“Do not know” to the turnover question. These values were not imputed. Imputed values
were calculated using a linear regression model that explains 87% of turnover variation
(see Annex 3 for details).

Table 2 below shows results of multivariate regression models of total cost of tax
compliance. The first regression — “Basic” model - shows that the sign of coefficients for
variables of interest — partial outsourcing and full outsourcing indexes - are positive in the
basic specification model that contains turnover and employment as additional right-hand
side variables. The coefficients are significant at the 1% level.

This Basic model was then tested for sensitivity to the inclusion of additional explanatory
variables (as specified in the description above). The results proved to be robust.
Eventually we extended the Basic model to what is called “Base” model in Table 2 to
include other explanatory variables from the above list. In the Base model, variables of
interest, i.e. shares of activities partially/completely outsources proved to be significant in
explaining the dependent variable (Table 2, Base model).

The Basic model (and supporting statistical analysis that is not shown in this paper)
suggests that there a significant difference in the cost of compliance between those
businesses doing everything “in house” and those outsourcing at least something. These
findings show that, since the cost is significantly lower in the group of businesses not
outsourcing, these two groups are actually two separate subpopulations of businesses and
more specific analysis is needed to determine the influence of the level of outsourcing on
the cost of compliance. For this reason the “Restricted” Model was developed to analyze
only respondents already using at least some outsourcing.

The Base model was therefore restricted to include only businesses that outsource (fully
or partially) at least one of the seventeen tax compliance activities covered by the
survey.'® This was done to separate those respondents who use only “in-house” expertise
to fulfill tax compliance requirements and those who look outside for help and or
expertise for at least some of their tax compliance tasks (Table 2, Restricted model).

Finally, based on the testing of the Base and Restricted models, we excluded from the
analysis those companies that used outside help for some (but not all) of their tax
compliance activities, thus we created a “Polarized” model that would analyze only the
tax compliance cost for companies that either have done all their tax compliance work in-
house or fully outsourced it to an external consultant (Table 2, Polarized model).

It is also important to note that the three outsourcing indexes (H, Opariai, and O) add up to
1 and, thus, cannot appear together in the same model, that the e-filing dummy variable is

18 For details please refer to:
http://www.ifc.org/ifcext/fias.nsf/AttachmentsByTitle/SouthAfricaFormal SMETaxComplianceReport2008
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not significant and thus is not used in the regressions, and that in the “restricted” model
regression the Western Cape Province dummy loses its si