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Taxpayers always meet the months of March
and April with some apprehension, as they will
have to devote precious hours of their time to
completing their income tax returns, or pay
someone else to do it for them. Is it possible to
make life easier for taxpayers by simplifying the
tax system?

Simplicity is one of the recognized principles for judg-
ing the quality of a tax system. Such a system must
among other things be comprehensible by all and pro-
vide certainty regarding the amounts to be collected.’
Yet over the years, the government of Canada has
gradually moved away from these guidelines. Its tax
system has become more and more complicated and
expensive to administer, and compliance has also
become more difficult.?

Despite its considerable expansion since its creation,
the Income Tax Act has not been subjected to a
detailed examination for a little over half a century.?
Numerous specialists, professional associations, and
parliamentarians believe that the time has come to
carry out this exercise.* The experience of the United
Kingdom, Australia, and New Zealand, three Common-
wealth countries, can serve as inspiration for Canada
and provide an overview of possible reforms that could
be undertaken here.

THE PROBLEM OF TAX COMPLEXITY

Tax complexity can be defined as the set of factors that
make the tax system harder to understand for all the
people it affects. It refers both to its design (number
and kinds of taxes, of rates, and of tax credits) and to

how easy compliance is (number of steps required to
complete a tax return, inconsistencies in the system,
frequency of changes, and simplicity of the language
used).>

This tax complexity poses four major problems. First, it
is unfair: People who earn the same income end up
paying different amounts of income tax due to fiscal
rules. This lack of fairness is the result of the intense
activity of organized groups that lobby to obtain bene-
fits, or of electoral calculations.® Second, it represents a
substantial cost for taxpayers in time and money
devoted to completing their tax returns, but also for
the government since collecting taxes becomes more
expensive. Third, it creates uncertainty for taxpayers,
which makes it more difficult for them to plan their per-
sonal finances. Finally, it can encourage tax evasion.’
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In contrast, a simple tax system means taxpayers are
“more likely to understand how they are being taxed,
to be able to comply with their obligations and to be in
a better position to make economic decisions.”®

THE INCOME TAX ACT: TOO COMPLEX
AND TOO BURDENSOME

The Canadian tax system is very complex, and has
become more so in recent years. Whereas the Income
Tax Act was 4,000 words long when it was enacted in
1917, today it comprises over 1.1 million words, or the
equivalent of the seven volumes of the Harry Potter ser-
ies combined.? The law is 275 times longer today than
when it was created.’? Just since 2005, it has gotten
36% longer (see Figure 1).

In addition to being massive, the Income Tax Act is not
easy to understand, even for civil servants: Nearly one
third of responses given to taxpayers by Canada
Revenue Agency (CRA) call centre agents are wrong."

Another aspect of the complexity of the Canadian sys-
tem is the high number of personal tax credits, which
represent exceptions that must be taken into account
when completing a tax return. The number of these
credits increased by 26% between 1991 and 2015, and
their total value by 74%.'2 During this period, four
times as many new tax credits were created as were
eliminated.™

The Income Tax Act was 4,000 words
long when it was enacted in 1917;

today it comprises over 1.1 million
words.

In addition to being largely unfamiliar to the general
public, these deductions and exceptions have not
always accomplished their goals efficiently. For ex-
ample, the tax credit for children’s physical education
and the tax credit for children’s artistic activities did not
have an influence on the choices of parents to sign
their children up for such activities or not.’* Indeed,
according to a poll, 71% of chartered professional
accountants think that the system of tax deductions is
too complicated.™

The federal General Income Tax and Benefit Guide
should also be simplified. This guide, which was 74
pages long in 2017, still had 52 pages in 2018.1
Despite the efforts made to reduce the number of
pages and of instructions, and to simplify the language,
the very existence of such a voluminous guide is itself
evidence of the complexity of the task of completing
one's tax return.
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Figure 1

Evolution of the number of words in the
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Source: Canadian Taxpayers Federation, Word Counts for the Income Tax Act; Aaron

Waudrick, “You're Almost out of Time to Read the Income Tax Act before Filing Deadline:
CTF,"” Canadian Taxpayers Federation, April 26, 2018.

A DOUBLY EXPENSIVE SYSTEM

The length of the Income Tax Act, its inaccessible lan-
guage, and its numerous exceptions increase the cost
of complying for taxpayers. On average, this cost
amounted to $501 per Canadian household in 2012.77
This complexity hits low-income taxpayers even harder,
as they devote a larger proportion of their income to
complying with the law.'®

Tax complexity is also expensive for taxpayers because
of the additional resources the government has to
devote to managing its tax system. Figure 2 shows that
Canada’s tax system is costlier to administer than the
OECD country average. For every $100 of tax revenue
collected, the Canadian government must spend $1.15,
or around 50% more than in the United Kingdom, for
instance. Moreover, Canada requires a large number of
civil servants to apply its tax laws: There are around
40,000 CRA employees, fully half the number of people
employed by the American IRS, despite the latter hav-
ing to process the files of five times as many
taxpayers.!?

Finally, the number of legal disputes between taxpayers
and the CRA is growing, as are the amounts concerned.
Just having access to a civil servant is difficult, since the
CRA answers only a little over one in three calls. Total
outstanding federal tax dollars in dispute were multi-
plied by a factor of three between 2005-2006 and
2015-2016, and the number of files outstanding
increased to a similar degree, from 63,384 to
171,744.20
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Cost to collect $100 in taxes, OECD countries, 2013
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Source: OECD, “Table 5.4. Cost of collection ratios (administrative costs/net revenue collections),” Tax Administration 2015: Comparative Information on OECD and Other Advanced

and Emerging Economies, p. 181.

LESSONS FROM AUSTRALIA, NEW ZEALAND,
AND THE UNITED KINGDOM

While Canada has made no major revisions of its
Income Tax Act since the 1960s, New Zealand, Aus-
tralia, and the United Kingdom have done so several
times in the past 25 years. All of these countries have
implemented measures to reduce the size and the
complexity of their tax codes. Notably, ad hoc commit-
tees and even permanent agencies were created in
order to simplify the tax system.

In the United Kingdom, between 1996 and 2010, the
“Tax Law Rewrite” project rewrote 6,000 pages of laws
regarding personal and corporate income taxes, in
order to simplify them. The outcome was considered
positive both by the government and by accountants.?’

Nearly one third of responses given to

taxpayers by Canada Revenue Agency
call centre agents are wrong.

The “Office of Tax Simplification” was then created in
2010 to provide independent advice to the Finance
Minister. In order to evaluate the efforts required by

the government and to set objectives by sector, it
established a tax complexity index. This index takes
into account among other things the number of chan-
ges to the law over the years, the number of pages that
make up the text of the law, the readability of the legis-
lation, the cost borne by taxpayers, etc. The Office of
Tax Simplification also carried out an examination of a
sample of tax credits and proposed that certain of them
be abolished or simplified.??

In New Zealand, the “Organisational Review of Inland
Revenue” was created in 1994. Experts were mandated
to rewrite, but also to reorganize, tax laws as well as the
documents used to communicate with citizens. This
rewriting process, carried out in a collaborative manner,
made the law easier to read for taxpayers and for those
who complete their tax returns.?® Indeed, the New
Zealand government has received awards for the clarity
of the English used to communicate with taxpayers,
whether through the use of websites, guides, or simpli-
fied tools (like a mobile application for taxpayers and
business leaders).24

In 1993, the Australian government established a team
to reorganize the tax code and rewrite it in modern
English, in the context of a “Tax Law Improvement
Project.” Eventually, 30% of the content of the law was
eliminated.?
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In all of these countries, the agencies charged with
examining the tax code drew on the expertise of aca-
demics and of professionals.?® Civil servants were thus
not alone in examining the tax system, since such an
exercise requires much more freedom of speech than
what government employees are generally allowed.?’
This also avoids putting them in the position of being
both the judges and the judged.

CONCLUSION

A detailed examination of Canada’s tax system is
needed, and its goal should be simplification. How-
ever, it would be against the interest of taxpayers—
and frankly absurd—for the elimination of tax credits to
lead to a net increase in effective income tax rates. The
trade-off to the elimination of tax credits of all sorts
should thus be an equivalent lowering of income tax
rates. This would lower the cost of tax collection both
for the government and for taxpayers without affecting
government tax revenues, all while making the system
easier to understand.

The trade-off to the elimination of tax

credits of all sorts should be an
equivalent lowering of income tax rates.

Besides the elimination of tax credits, foreign experi-
ence shows us other avenues, like simplifying the lan-
guage of the law, reducing its size, using a tax complex-
ity index, and improving communication with taxpay-
ers. A significant effort to simplify the tax system
would, through the increased transparency of the sys-
tem, end up refocusing the debate on more crucial
questions in our democracies, such as the share of
incomes that the government collects from citizens
compared to the benefits they receive.
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