DIGITAL APPLICATION IN TAX PRACTICE AND ADMINISTRATION II

WEEK ONE LECTURE NOTES ON

ADVANCED DIGITAL TAX COMPLIANCE FRAMEWORKS

SUNDAY, 25™ JANUARY, 2026

Lesson Objectives
At the end of this lesson, students should be able to:
1. Conceptualise advanced digital tax compliance

Critically explain the core principles underpinning advanced digital tax compliance and

distinguish it from traditional and electronic compliance models.
2. Analyse the evolution of tax compliance frameworks

Trace the historical transition from manual and electronic tax systems to digitally

embedded compliance architectures and evaluate the drivers of this transformation.
3. Design digital compliance architectures

Apply theoretical and practical knowledge to design platform-based, withholding-driven,

and real-time reporting compliance systems appropriate for different economic contexts.
4. Evaluate compliance risks in digital economies

Identify and assess key compliance risks arising from digital transactions, including under-
reporting, algorithmic opacity, cross-border income concealment, and fragmented data

ownership.

5. Assess the role of digital intermediaries
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Examine the institutional and regulatory roles of fintechs, telecommunications firms,

banks, and digital platforms in facilitating or constraining tax compliance.

6. Compare international digital compliance models

Critically compare digital tax compliance approaches across OECD countries, the
European Union, and developing economies, with attention to institutional capacity and

enforcement trade-offs.

7. Apply digital compliance concepts to policy and practice

Translate theoretical frameworks into practical policy recommendations and operational

compliance strategies for modern tax administrations.

8. Develop research-informed perspectives

Identify viable research questions and analytical approaches relevant to advanced digital

tax compliance, particularly in emerging and developing economy contexts.

1.0 Introduction

The rapid digitisation of economic activity has fundamentally altered the mechanisms through
which value is created, exchanged, and monetised. Economic transactions are no longer confined
to physical marketplaces, fixed business locations, or clearly observable production processes.
Instead, value creation increasingly occurs through digital platforms, data-driven services,
algorithmic pricing models, and virtual interactions that transcend geographical and
institutional boundaries. For example, a single digital creator may earn income simultaneously
from advertising revenue on social media platforms, subscription payments through streaming
services, and freelance work facilitated by global gig platforms—often without a formal physical

presence in the jurisdiction where value is generated.
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Traditional tax compliance systems, however, were designed for an earlier economic paradigm
characterised by brick-and-mortar establishments, clearly identifiable taxpayers, and
periodic reporting cycles. These systems rely heavily on annual or quarterly self-assessment, ex-
post audits, and physical verification of business activities. In digitally mediated economies, such
approaches are increasingly misaligned with reality. Platform-based business models fragment
economic activity across multiple intermediaries, real-time payments accelerate transaction
velocity, and gig work blurs the distinction between employment and self-employment. Cross-
border digital services further complicate enforcement by decoupling the location of consumption,

production, and profit recognition.

For instance, a ride-hailing driver may receive dozens of micro-payments daily through a digital
platform, while a small online retailer may sell goods to customers across multiple jurisdictions
via an e-commerce marketplace that controls pricing, payment processing, and customer data.
Under traditional compliance models, accurately capturing such transactions would require
extensive manual reporting and audit resources, creating significant enforcement gaps. As a result,
tax administrations worldwide face mounting challenges in ensuring timely, accurate, and
enforceable tax compliance, particularly in sectors dominated by digital platforms and informal

or semi-formal economic actors.

In response to these challenges, governments and revenue authorities are increasingly transitioning
from retrospective, taxpayer-driven compliance models to advanced digital tax compliance
frameworks that embed tax obligations directly within digital transaction ecosystems. Rather than
relying on taxpayers to calculate and declare liabilities after transactions have occurred, these
frameworks integrate compliance mechanisms into the transaction process itself. Taxes are
determined, withheld, and reported automatically at the point of payment, often before the taxpayer

receives net proceeds.
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These advanced frameworks rely on real-time data capture, automated tax determination
rules, third-party withholding arrangements, and continuous reporting systems supported by
digital platforms, financial institutions, and telecommunications providers. For example, in mobile
money ecosystems, transaction-level data is generated instantaneously and can be used to apply
levies, withholding taxes, or consumption taxes automatically. Similarly, digital marketplaces may
be legally designated as withholding agents, deducting value-added tax or income tax from sellers’

proceeds and remitting it directly to the tax authority.

A practical illustration can be seen in digital service taxation regimes where streaming platforms,
app stores, or online advertising intermediaries are required to collect and remit taxes on behalf of
content creators or service providers. In such cases, compliance is no longer contingent on
individual taxpayers’ willingness or capacity to report income accurately. Instead, it is structurally
enforced through the design of payment and reporting systems. The objective of this
transformation is not merely to enhance revenue mobilisation, but to redesign compliance
architecture in ways that reduce opportunities for evasion, lower administrative and compliance

costs, and improve transparency in increasingly complex digital markets.

This redesign also reflects a broader shift in regulatory philosophy. Advanced digital tax
compliance aligns with theories of smart regulation and compliance-by-design, which
emphasise preventive enforcement and system-based controls rather than punitive, after-the-fact
interventions. By embedding compliance into digital infrastructure, tax administrations seek to

make non-compliance technically difficult, economically unattractive, or operationally infeasible.

Against this background, this week introduces students to the conceptual, institutional, and
technological foundations of advanced digital tax compliance. It situates digital compliance
within broader theories of regulatory design and public finance, recognising that effective taxation

in digital economies requires not only technological capacity but also appropriate legal
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frameworks, institutional coordination, and governance safeguards. The discussion traces the
evolution of tax compliance models from manual, paper-based systems to electronic filing regimes

and, ultimately, to digitally embedded compliance architectures.

The week further analyses contemporary digital compliance models deployed in both developed
and developing economies, highlighting how institutional capacity, economic structure, and levels
of informality shape design choices. Particular emphasis is placed on platform-based tax
collection models, where digital platforms act as statutory withholding and reporting agents;
automated withholding systems, especially those embedded in banking and mobile money
platforms; and real-time reporting mechanisms that enable continuous data transmission to tax

authorities.

Practical illustrations are drawn from mobile money systems, fintech payment platforms, ride-
hailing and e-commerce marketplaces, and digital content distribution networks. These examples
demonstrate how digital compliance mechanisms operate in practice and how they reshape
relationships between taxpayers, intermediaries, and the state. By the end of the week, students
will have developed a rigorous and applied understanding of how digital technologies are
transforming tax administration, as well as the broader implications for compliance effectiveness,
institutional governance, taxpayer equity, and the future design of tax systems in digital

economies.

1.1 Conceptual Foundations of Advanced Digital Tax Compliance (Simple Explanation)

Advanced digital tax compliance means a new way of collecting taxes using digital systems,
where paying tax is no longer something people do once a year by filling forms. Instead, tax
compliance happens automatically and continuously as people carry out their normal business

transactions using digital platforms, banks, mobile money, and online systems.
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In traditional tax systems, people first earn income or make sales and later report them to the tax
authority, often months after the transactions have taken place. This creates problems because
some income may be forgotten, hidden, or deliberately under-reported. Audits then happen much

later, when it is difficult to trace what really happened.

Advanced digital tax compliance solves this problem by connecting tax collection directly to
the transaction itself. As soon as a transaction happens, the tax is calculated, deducted, and

recorded by the system. This reduces errors, delays, and opportunities to avoid tax.

This new system is built on three main ideas.

1. Embedded Compliance

Embedded compliance means that tax is built into the transaction process itself. Instead of
asking people to remember to pay tax later, the system takes the tax automatically at the point of

payment.

In simple terms, the tax is “programmed” into the system.

Example

e When someone sends money through mobile money, the tax is deducted immediately

before the receiver gets the money.

e When goods are sold on an online platform, VAT is added and collected automatically

during checkout.

In this situation, the taxpayer does not choose whether to pay tax. The system ensures

compliance by design.

2. Data-Driven Enforcement
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Data-driven enforcement means that tax authorities use real-time digital data instead of waiting

for annual reports or tax returns.

Because digital systems record every transaction, tax authorities can see what is happening

almost immediately. This allows them to:

e Track sales and income more accurately

e Detect unusual or suspicious activities early

e Focus audits on high-risk cases instead of checking everyone

Example

e A shop uses an electronic system that sends every sale directly to the tax authority.

e A payment platform reports transaction details, allowing the tax authority to compare

actual income with declared income.

This makes tax enforcement faster, more accurate, and less expensive.

3. Intermediated Responsibility

Intermediated responsibility means that tax responsibilities are shared with third parties such

as banks, fintech companies, mobile money operators, and digital platforms.

These organisations already handle payments and have better records than individual taxpayers.

Governments therefore require them to:

e Deduct tax at source

e Report transaction data

o Help identify taxpayers

Example
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e Aride-hailing app deducts tax from drivers’ earnings before paying them.

Practical Example: Tax Deduction by a Ride-Hailing App

Imagine a ride-hailing app operating in a city.

Step 1: The Ride Takes Place

A passenger books a ride through the app.

The fare for the trip is GH¢100.

Step 2: Automatic Tax Calculation

Before the driver is paid, the app automatically calculates the required taxes, for example:

Withholding income tax (5%) = GH¢5

VAT or digital service levy (if applicable) = GH¢7

Total tax deducted = GH¢12

Step 3: Deduction at Source

The app deducts GH¢12 immediately.

The driver receives the net amount:

GH¢100 — GH¢12 = GH¢88

The driver does not calculate or pay the tax manually.

Step 4: Remittance to Tax Authority

The app sends the GH¢12 directly to the tax authority.

Transaction details (driver ID, amount, date, tax deducted) are reported electronically.

Step 5: Compliance Is Achieved Automatically
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The driver receives income already taxed.

The tax authority receives payment in real time or near real time.

There is no need for the driver to file a separate return for this transaction.

o A digital platform sends income reports directly to the tax authority.

e A bank withholds tax before transferring funds to a business.

This approach is effective because it is easier to regulate a few large platforms than millions of

small taxpayers.

Why This System Works Better

Advanced digital tax compliance follows modern regulatory ideas which say that people comply

more when systems make compliance easy and automatic.

Instead of relying mainly on punishment and audits, the system is designed so that:

o Paying tax happens automatically

e Avoiding tax becomes difficult

e Errors are reduced

Punishments still exist, but they are no longer the main tool for enforcing compliance.

Practical Example: Mobile Money and Digital Taxes

In mobile money systems:

e The tax is calculated automatically

e The tax is deducted instantly
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e The remaining amount is sent to the receiver

e The transaction is recorded digitally

The user does not fill any tax form or make a separate payment. Everything happens in the

background.

In Ghana, the Electronic Transfer Levy (E-Levy) is a good example of this system. The levy is
collected directly through mobile money and banking platforms whenever a transfer is made.
Whether people support the policy or not, it clearly shows how tax compliance can be built

into digital systems.

1.2 Evolution of Tax Compliance Models

Tax compliance models have evolved through three identifiable phases:

Phase I: Manual and Paper-Based Compliance

Physical filing of returns

Heavy reliance on audits

Long enforcement lags

High administrative and compliance costs

Significant scope for evasion and under-reporting

Example
Small businesses submitting handwritten VAT returns annually, often several months late, with

limited verification.

Phase II: Electronic Compliance (E-Tax Systems)
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e Online registration, filing, and payment

o Digital taxpayer identification numbers

e Reduced filing costs but continued reliance on self-reporting

Example
Electronic filing portals where businesses submit returns online but still manually calculate

liabilities.

Phase III: Digitally Embedded Compliance (Advanced Digital Compliance)

e Real-time transaction capture

e Automated tax calculation and deduction

e Continuous data sharing with tax authorities

e Predictive risk assessment

Example
Ride-hailing platforms automatically computing VAT, income tax withholding, and platform

levies for each ride, remitting taxes directly to the revenue authority.

This evolution reflects a shift from taxpayer-centric compliance to system-centric
compliance, where technology, rather than taxpayer intent, becomes the primary compliance

driver.

1.3 Digital Compliance Architectures
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Advanced digital compliance architectures are built around integrated transaction ecosystems

involving platforms, payment systems, and tax authorities.

(a) Platform-Based Tax Collection Models

Digital platforms are designated as statutory withholding and reporting agents.
Example

e An online marketplace deducts VAT and income tax at checkout and remits directly to the

tax authority.
e Sellers receive net proceeds and compliance is achieved automatically.
This model is particularly effective where:
e Sellers are numerous and fragmented
o Enforcement at the individual level is costly

o Platforms possess superior transaction visibility

(b) Automated Withholding Systems
Taxes are deducted at source through:
e Banking systems
e Mobile money platforms
o Payment gateways

Example
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o Freelancers receiving payments through digital wallets have withholding tax

automatically deducted before funds are credited.

This architecture is especially relevant in informal and gig economies, where traditional

assessment mechanisms struggle.

(c) Real-Time Reporting Systems

Transaction data flows continuously to tax authorities, enabling:

e Immediate anomaly detection

e Near-real-time assessments

e Shortened audit cycles

Example

e Electronic fiscal devices (EFDs) transmitting sales data instantly to revenue authorities.

e VAT invoices generated with unique verification codes validated in real time.

1.4 Compliance Risks in Digital Transactions

Despite their efficiency, digital systems introduce new and complex compliance risks:

1. Under-Reporting of Digital Income

o Digital creators monetizing content across multiple platforms may fragment

Income streams.

2. Algorithmic Opacity
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o Dynamic pricing algorithms obscure taxable value determination.

o Tax authorities may lack visibility into pricing logic.

3. Cross-Border Income Concealment

o Payments routed through offshore platforms complicate source-based taxation.

4. Fragmented Data Ownership

o Transaction data held by platforms, banks, telcos, and payment processors creates

regulatory blind spots.

Practical Illustration

A Ghanaian freelancer receives payments from an international platform routed through foreign

wallets. Without platform reporting obligations, income may escape domestic taxation.

These risks necessitate interoperable data frameworks, legal access to platform data, and

enhanced international cooperation.

1.5 Role of Fintechs, Telecommunications Firms, and Digital Platforms

Fintechs, telcos, and platforms have become quasi-tax institutions within digital economies.

Their roles include:

o Data Custodianship

o Holding transaction-level data essential for tax assessment.

e Withholding Functions

o Deducting taxes automatically at source.
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o Identity and Traceability

o Enabling digital identification through SIM registration, wallet KYC, and

biometric systems.

Practical Examples

e Mobile network operators providing transaction histories to revenue authorities.

o Payment service providers integrating tax APIs for automatic remittance.

o Platforms issuing annual digital income statements to users and tax authorities.

This shift raises important governance questions around data privacy, regulatory

accountability, and institutional power balance.

1.6 Comparative Digital Compliance Models

OECD Countries

e Emphasis on:

o Cooperative compliance

o Horizontal monitoring

o Advanced analytics

e Strong institutional capacity and data infrastructure

Example

o Continuous disclosure agreements between large firms and tax authorities.

Page 15 of 20



European Union

o Digital VAT reporting

o Platform liability regimes

o Mandatory data exchange across member states
Example

o Platforms held jointly liable for VAT on third-party sales.

African and Emerging Economies

e Mobile-money-based withholding

o Simplified digital levies

o Focus on revenue efficiency over complex audit models
Example

o Withholding taxes on mobile transactions

o Presumptive digital taxes for informal operators

These models reflect context-specific trade-offs between enforcement capacity, economic

structure, and administrative feasibility.

1.7 Learning Outcome

By the end of this week, students should be able to:
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e Conceptually distinguish traditional, electronic, and advanced digital tax compliance

models

o Design digital compliance architectures aligned with institutional capacity

o Evaluate platform-based and withholding-driven compliance systems

o Identify and mitigate compliance risks in digital economies

e Apply digital compliance principles to real-world tax administration challenges

1.8 Research Topics and Titles

1. Effectiveness of Platform-Based Tax Collection (Tamale Metropolis)

Title
“Effectiveness of Platform-Based Tax Collection in the Tamale Metropolis: A Study of Revenue

Mobilisation and Administrative Efficiency.”

Alternative
“Platform-Based Digital Tax Collection and Local Revenue Performance in the Tamale

Metropolis.”
2. Behavioral Impacts of Embedded Taxation (Tamale Metropolis)

Title
“Behavioral Effects of Embedded Digital Taxes on Voluntary Tax Compliance in the Tamale

Metropolis.”

Alternative

“Embedded Digital Taxation and Taxpayer Compliance Behaviour in the Tamale Metropolis.”
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3. Institutional Capacity Constraints (Tamale Metropolis)

Title

“Institutional Capacity for Digital Tax Compliance in the Tamale Metropolis.”

Alternative
“Assessing the Readiness of Local Tax Authorities for Digital Tax Administration in the Tamale

Metropolis.”

4. Equity and Fairness Implications (Tamale Metropolis)

Title

“Equity Implications of Digital Tax Compliance Systems in the Tamale Metropolis.”

Alternative
“Distributional Effects of Digital Tax Collection among Small Businesses in the Tamale

Metropolis.”

5. Data Governance and Privacy (Tamale Metropolis)

Title
“Tax Compliance and Data Privacy Concerns among Digital Platform Users in the Tamale

Metropolis.”

Alternative

“Data Governance Challenges in Digital Tax Administration in the Tamale Metropolis.”

Concluding Insight

Advanced digital tax compliance is not merely a technological upgrade; it represents a redefinition

of the social contract between taxpayers, intermediaries, and the state. Effective
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implementation depends as much on institutional design, legal frameworks, and ethical

governance as on digital infrastructure itself.

Exams-like Questions

Question 1
Explain the concept of advanced digital tax compliance and clearly distinguish it from traditional

manual compliance and electronic (e-tax) compliance systems.

Question 2
Analyse the evolution of tax compliance models from paper-based systems to digitally embedded
compliance architectures. What key economic and technological drivers necessitated this

transition?

Question 3
Describe the three core pillars of advanced digital tax compliance—embedded compliance, data-
driven enforcement, and intermediated responsibility—and explain how each contributes to

reducing tax evasion.

Question 4
Identify and explain any two major compliance risks associated with digital transactions in

modern economies. [llustrate your answer with relevant practical examples.

Question 5
Compare digital tax compliance approaches in OECD countries and emerging economies. What
institutional and administrative factors explain the differences in their design and

implementation?

Assignment Question-Submission Deadline: 8" February, 2026
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Assignment
Using a developing economy context (e.g., Ghana or a comparable jurisdiction), design an
advanced digital tax compliance architecture for a sector dominated by digital platforms (such as

ride-hailing, e-commerce, or digital content creation). Your analysis should:

o Justify the choice of compliance model (platform-based, automated withholding, or real-

time reporting).

o Identify the roles of key digital intermediaries (platforms, banks, fintechs, or telecom

operators).

o Assess potential compliance risks and propose policy or technological safeguards to

mitigate them.
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