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nonlinear  tax/penalty  schedules,
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complicated  audit  rules, and
endogenous labor supply. We also

show that any tax system in which
Abstract

the highest-income taxpayer faces

Chu (1990) proposes a tax scheme audit risk and/or tax distortion can be

called FATOTA, under which taxpayers Pareto-improved  upon by  the

are given the choice between paying a introduction of FATOTA. Ueng and

Fixed Amount of Taxes set by the tax Yang (2000) proposed a tax scheme,

authority and thus being exempted which focuses on taxpayers as a

from tax audit, Or paying only what group rather on individual taxpayers,

taxpayers claim they owe and being in the vein of the implementation

subject to Tax Audits for possible literature under complete information.

evasion. Under the assumptions of They shows the FATOTA scheme can

risk-averse taxpayers who are subject be Pareto-improving further by the

to proportional tax and exogenous introduction of their scheme. This

labor supply, Chu applies the Pareto plan finds: () iIf the goal of the

criterion to study a tax reform problem: government is to maximize the net

introducing FATOTA to the present tax tax revenue, the proposed scheme can

system. He shows that a marginal raise revenues further; (ii) if the goal

introduction of FATOTA will be of the government is to maximize the

Pareto-improving, leaving no taxpayers social welfare, the proposed scheme

worse-off but resulting in a non-trivial can improve welfare further relative

increase in government revenue. Ueng to FATOTA - rule.
and Yang (2001) extended Chu’s Key keywords: tax evasion; tax design ;
o ) random auditing rule; FATOTA rule.
finding  with regard to the

Pareto-improving property of FATOTA

to a more general setting, including %'
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