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Foreword

Prefilled personal income tax returns
An examination of five cases

by Francois Vaillancourt’

1 We thank our authors for useful comments on this introduction

www.fraserinstitute.org / Fraser Institute


www.fraserinstitute.org

vi / Prefilled Personal Income Tax Returns

Chapter1

The genesis of this set of five papers on prefilled (or pre-populated) personal
income tax returns was the observation that the Québec government had
initiated in December 2007 a prefilled personal income tax program. A tar-
get group of 100,000 tax filers, 80% of whom were age 65 or older were to
receive a prefilled form for the 2007 tax year. The stated intent was that, for
the 2008 fiscal year, 300,000 individuals filing a paper form should receive
a prefilled form; for the 2009 fiscal year, this should be offered electronic-
ally to 1,000,000 tax filers; and for the 2010 fiscal year almost all Québec
tax filers would receive a prefilled form. This program of using prefilled tax
returns was ambitious both in its intended coverage and in the speed with
which it was to be rolled out. It was also only the second subnational pro-
gram we are aware of. It thus seemed appropriate to carry out a study of
that program’s implementation in 2008, something that could be done only
when the relevant data became available in late 2008. Chapter 4, by Francois
Vaillancourt, examines the Québec program. It also seemed appropriate to
compare Québec’s experience with prefilled tax forms to that of other tax
jurisdictions implementing such a program. The most obvious candidate for
inclusion in this comparison is California’s ReadyReturn program since it is
the other program at the subnational level. Chapter 3, by Brian Erard, dis-
cusses this. One was then left with choosing other countries. After examining
a list found in a publication of the Organisation for Economic Co-operation
and Development (Forum on Tax Administration Taxpayer Services Sub-
group, 2006) and drawing on our knowledge of tax collection arrangements,
we selected three? countries—Australia, Belgium and Spain—that like Canada
are federal in the nature of their intergovernmental financial and tax arrange-
ments, if not in their constitutions, and for which information on the prefilled
program could be found. Thus, we also have Chapter 1, by Chris Evans and
Binh Tran-Nam, on Australia, Chapter 2, by Magali Verdonck, on Belgium,
and Chapter 5, José M. Duran-Cabré, on Spain. We now briefly summarize
these chapters following their order in the book before drawing together the
relevant comparative points.

Australia

The Australian paper starts with a history of the development of prefilled
forms in that country. They have roots that can be traced back ten years or
so—the “A New Tax System” initiative (ANTS) (Costello, 1998)—and are
linked to a public-policy debate on tax simplification. It then describes how
prefilling was implemented progressively from 2004/2005 onwards and

So overall, studies for five countries were carried out; this allowed us to meet both time

and budget constraints.
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formally introduced in 2006/2007. This was done by making more and more
information available from one year to the next in electronic form to both
tax agents (tax portal) and to self-preparers (e-tax). Users of paper forms did
not gain access to this information. Use of prefilled forms in Australia thus
creates an incentive to use electronic filing. One must note that prefilling in
Australia does not result in the Australian Tax Office (ATO) sending out a
prefilled return; rather, it makes it possible for individuals (self-preparers)
and tax agents to use downloadable information when preparing income tax
returns that will be filled out electronically.

There are currently 12.6 million individual tax filers in Australia; 72%
use tax agents and 28% are self preparers. The majority of self-preparers use
e-tax. Tables 1.1 and 1.2 show both an increasing and high use of prefilled
information. For 2008/2009, the use by individual e-filers is 90% (table 1.1)
while for tax agents it can be inferred to be above 75%. In 2006/2007, these
rates were respectively 60% and about 20%. That said, we do not know how
much information is used since these percentages indicate that a tax filer
or a tax agent retrieved a file; they may have used only one, several, or all
items of information available. The growth in use is most likely the result
of both greater familiarity with e-tax and the availability of more prefilled
information.

The Australian paper presents a wide-ranging discussion of prefil-
ing in Australia that has applications beyond it. The following points are
worth noting:

the lack of systematic evaluations of the costs and savings for tax
administrations of introducing prefilled returns—such programs are often
asserted to reduce costs but there is little empirical evidence to support or
dispute such a claim;

the impact on the nature of self-assessment since, as more and more
prefilled data becomes available to tax filers, their role as a self-assessor
becomes less well defined;

the impact on tax-auditing activities since the availability of prefilled data
to taxpayers and their acceptance of the data diminishes the need of tax
authorities to audit individual taxpayers;

the impact on tax culture as prefilled data may be perceived by individual

)«

taxpayers as the ATO’s “goodwill” in revealing what it knows about them;
the fact that taxpayers with complicated personal tax affairs may find that

the tax administration knows little about them while other taxpayers may
be surprised it knows so much about their financial affairs.
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Chapter 2

Chapter 3

Belgium

Belgium first offered prefilled returns in 1995 to a subset of taxpayers, pen-
sioners.? This pilot was a failure, particularly as it attempted to calculate the
income tax owed before receiving corrected returns from tax filers. In 2005,
following the introduction of e-filing in 2003, prefilled returns were again
offered; self-preparers, tax accountants, and civil servants helping tax filers
prepare their return can use them. Users of the system obtain free access to
tax preparation software. The amount of data available in prefilled form has
increased since 2005 but there are still differences in the provision of elec-
tronic information by similar financial institutions.

The introduction of e-filling and of prefiling as an incentive to e-file is
part of an e-government initiative, the so-called Copernicus reform. The con-
comitant introduction and the data available make it difficult to distinguish
the impact of the two programs. But, only 30% of Belgian tax filers use e-filing;
this is low. To understand why, the Belgian government surveyed Belgians in
2008. Users of e-filing, which include users of prefilled reports but is not lim-
ited to them, indicated high satisfaction with the system: 94% of them would
recommend using it to acquaintances. Non-users were asked what could be
done to entice them to use e-filing; data protection and information on how
to use the system (user guide, assistance) were mentioned. Two interesting
points were raised: being given a tax rebate for e-filing and being sure that
e-filing did not have an impact on the amount to be paid or the delay in find-
ing out this amount. The first point may be the result of neighbouring French
taxpayers being offered a rebate for e-filing at that time.

California

Chapter 3 begins by describing the first ReadyReturn project, as prefilling is
known in California. This pilot of this program started in 2005 (2004 taxes)
for an invited sample of 51,850 Californians filing state income tax returns and
who had very simple returns—single, no dependents, claimed the standard
deduction, had only wages income from only one employer. The pilot program
was repeated in 2006 and take-up during these years was approximately 22%.

A more complete version of the program was implemented in 2008
(2007 taxes). While it was claimed that there were one million eligible tax
filers, 367,000 ReadyReturns were “readied” and 11,253 were ultimately filed.
The program was continued for 2009 with 1.9 million eligible tax filers. The
2008 version had limitations on eligibility similar to those for 2005/2006 but

3 Using a paper form; that was the dominant mode of tax filing then.
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Chapter 4

participation was not by invitation but by having eligible tax filers opt in. In
20009, eligibility was broadened by allowing tax filers with dependents but an
income cap was put in place.

The chapter reports the results of a survey both of those who accepted
and those who rejected an invitation to participate in the 2005 pilot.
Participants indicated high satisfaction with the program—"easy to under-
stand,” “more convenient than standard return,” “will use again” all got scores
above 90%. Non-participants gave various reasons for not doing so: “using
an accountant/tax preparer” was the most common (29%). One notes that
11% did not like receiving such a return from the government and 10% had
to file a federal return first.

One unique aspect of this chapter is the examination of the impact of
the program on tax filer behaviour over time. Its greatest impact has been a
permanent increase in the e-filing rate of participants in the pilot. Finally, the
chapter finds that the savings in compliance costs for tax filers using prefilled
returns are very likely to be higher than the net administrative costs of the
program.

Québec

Chapter 4 begins by reviewing the reasons for introducing prefilled tax forms.
This initiative was presented to the public in part as a way to ease the life of
older residents; it is not part of a grand scheme towards e-governance. The
chapter then describes its use in its first year, 2008. A sample of tax filers for
the fiscal year 2007 who were aged 65 or older and individuals with a low
income who had used a paper form to file in the three previous tax years,
who had simple tax profiles—simple transfer-type incomes, no children, no
transfer between spouses of income and so on—were invited to use a prefilled
form. These tax filers were informed in January of their selection and asked
in February if they wanted to participate. Those who did, received in March
the prefilled return, which was due on April 30, the tax-filing deadline for
both federal and provincial individual tax filers in Canada. They then had to
make sure they were truly eligible to participate (no change in marital status,
types of income, and so on). They could not change the prefilled amounts.

Of the 100,000 tax filers in the sample, 93% received a prefilled form
and 30.9% filed a prefilled return. Users of the prefilled return were younger
than non-users. Comparing the predicted status of returns—receives a
refund, settles up an amount owed, or amount paid is amount due—with
their observed status, one finds that 81% had matched outcomes while receipt
of refunds was higher than expected. The vast majority of users (94%) of the
prefilled form did not need to add any information.
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Why did some who were invited not use the prefilled form? We have
information on this from two sources: phone calls to Revenu Québec declin-
ing to participate and answers to a questionnaire sent with the prefilled form.
Two main reasons emerge from the phone answers: the form was received too
late (in mid-March)* and the respondent preferred the standard form. Those
who answered the written questionnaire also stated familiarity with the stan-
dard form but added that the prefilled form did not allow users to establish
the amount owed, positive or negative (refund). Users who answered the writ-
ten questionnaire were almost unanimous (above 90% for four questions) in
praising the prefilled form. The program is now offered solely to users from
the previous year. It was not expanded as planned.

Spain

Chapter 5 first describes the Spanish personal income-tax system. An inter-
esting feature is that, since 1990, the Spanish tax administration has made

available to the public at low cost tax calculation software (PADRE). It is now
used by more than 90% of the population. From 1998 (1997 tax year) to 2002,
the tax administration made available to tax filers data on various kinds of
income; tax filers had to seek this out in person, by phone, or over the Internet

since it was not sent to them. From 2003 (2002 tax year) onwards, the tax
administration made available a prefilled tax return, first to a large pilot group

of 1,500,000 tax filers with tax withheld at source in 2003 and, since 2004,
to all tax filers. With the expansion of the program to all tax filers an option

was introduced allowing participants to request either tax information or a

prefilled return: if the administration decides that due to missing data it can-
not prepare a prefilled return, it simply sends the information that is available

to the taxpayer. By 2009, almost all Spanish tax payers were obtaining either
tax information or a prefilled return from the tax administration and 72% of
tax returns filed were prefilled; 55% of those are approved without alteration

by the taxpayer. A survey conducted in 2008 shows that 94% of tax filers

prefer a prefilled return over tax data and that most tax filers are quite satis-
fied with prefilled returns. One interesting finding is how the introduction

of the prefilled option allowed the tax administration to terminate a parallel

system it had put in place to deal with individuals who were owed a refund

due to over-withholding.

Most income statements are in the hands of tax filers by the end of February so filing by

the first week of March is usually feasible.
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Conclusion

This note has focused on prefilled tax forms in the jurisdictions of five tax
administrations. The conclusions drawn from these five cases should be read

in the context of the larger and expanding body of work on prefilled forms. In

general, one finds a major difference in approach between the three national,
and the two subnational, authorities. The objective of the Australian, Belgian,
and Spanish initiatives from their outset appears to have been to maximize

the amount of information available to taxpayers when preparing their tax
returns. None of these revenue bodies seemed to have had the goal of produ-
cing a fully completed tax return. In the case of Spain, however, their system

has evolved to the point where a fairly large number of taxpayers now receive

what is regarded as a fully completed return. On the other hand, Californian

and Québécois authorities endeavoured from the outset of their projects with

prefilled forms to produce a fully completed return for a selected subset of
their taxpayers. Given the information available and existing tax complexity,
it turns out that these population subsets were relatively quite small.

To be noted

First, prefilled tax forms are not usually introduced all at once but usually
rolled out gradually over time, with a pilot phase. One variant is to first offer
tax information, then a prefilled return. Here we report on the use of a more
or less successful pilot in four cases and note that the addition with the pas-
sage of time of more eligible tax filers and more information is observed
across all multi-year cases.

Second, survey evidence from Belgium, California, Québec, and Spain
shows very high satisfaction by users of prefilled returns. This seems to be a
service that, once tried, is extremely hard to refuse.

Third, the survey evidence shows that resistance to change is due in
part to inertia—familiarity with the old tax form—and in part to uncertainty
about the new system—will it be flexible enough? will it do the tax calculations
correctly? One also notes the resistance of some Californians to an extended
role of government in the tax field, something very different from the situa-
tion in Belgium and Spain, where tax preparation software is produced by the
government and provided free of charge or at low cost to tax filers.

Fourth, the use of prefilled returns to encourage e-filing probably works.
Requiring those who want to use a prefilled return to file electronically prob-
ably imposes a higher compliance burden on older, less computer-savvy, tax
filers but this will become less important as the internet becomes an integral
part of daily life. Is it proper to create such a linkage is a valid question.

Fifth, the end result is that, in some of the jurisdictions (California,
Québec, and Belgium), the use of prefilled tax returns remains more or less
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a niche program with a relatively small percentage of filers eligible and will-
ing to use the service; while, in other jurisdictions (Spain, Australia), the pro-
gram is more pervasive. It is not clear why this is so but first, differences in the
complexity of taxes, withholding systems, and the timeliness of availability of
withholding information from employers may play a role; and second, differ-
ences among taxpayers in their perception of how well their privacy will be
protected under such programs and in their Orwellian concerns about “Big
Brother” may also play a role.

Sixth, timeliness both in sending out prefilled returns, which depends
on the timeliness of the receipt and processing of information on income
obtained from various bodies (employers, financial institutions, government
agencies), and in processing returned prefilled returns matters if a substantial
number of tax fillers expect a tax refund.

Seventh, prefilled returns do not represent a panacea for the compli-
ance burden imposed by a complex personal income tax system. The taxpay-
ers with the most complex circumstances bear the largest share of the overall
burden of tax compliance and prefilled returns often are not an option for
them . Nonetheless, such programs do seem like a sensible way to reduce the
compliance burden for taxpayers with relatively simple tax circumstances at
either low cost or, even, savings for the tax administration.
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Australia

by Chris Evans and Binh Tran-Nam!'

1 The views expressed in this chapter are those of the authors and do not necessarily reflect
the views of Atax, University of New South Wales, or the Fraser Institute. Information
provided by Nick Botfield, Director of Pre-filling of Tax Returns, Australian Taxation
Office (ATO), is gratefully acknowledged, as are the comments of an anonymous referee

of this chapter.
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1 Introduction

Like the rest of the developed world, Australasian tax reforms in the past 30 years
have exhibited many efficiency-enhancing features: lower income tax rates, tax
base broadening, a change in tax mix towards indirect taxation, and increased
neutrality and uniformity in tax structures. In New Zealand and Australia, these
outcomes have reflected the pro-market policies initiated in the 1980s by the
then Treasurers Roger Douglas and Paul Keating, respectively. Increased legal
complexity and increased tax operating costs (defined as the sum of tax admin-
istrative and compliance costs) were undoubtedly outcomes that derived from
such policies in Australia and New Zealand, as well as in Canada and most cer-
tainly the United States (see Sandford, 1993). This is ironic as tax simplicity has
long been recognized as a criterion for good tax policy and tax simplification
was declared to be a key rationale for many of the tax reforms taking place in
the 1980s and 1990s. The increase in tax operating costs (whether in absolute
or relative terms) and the loss of tax simplicity have also clashed with the stated
economic strategy of microeconomic reforms in many member countries of the
Organisation for Economic Co-operation and Development (OECD).

Prefilled (or pre-populated or pre-completed) income tax returns rep-
resent one of the latest tax simplification initiatives being undertaken in many
OECD countries (Highfield, 2006; OECD, 2008). Their use began in Denmark
in the late 1980s and subsequently has spread to other Nordic and EU countries
(ANAO, 2008). They have also been adopted, or are in the process of being
adopted, at sub-national levels in North America (for example, in California
and Québec). In Australia, the prefilled tax returns program (formally known
in Australia as “pre-filling service - e-tax” or simply “pre-filling,” a terminology
adopted in this chapter,” is relatively new, having been first mooted in 1998 and
formally introduced in 2006/07 after minor trials in earlier years.

More recently, pre-filling has received high-level official endorsement,
initially from the Henry Review of Australia’s Future Tax System (Australian
Treasury, 2009), and subsequently in the Government’s response to that review
(Australian Government, 2010) and in the May 2010 Budget. Recommendation
123 of the Henry Review argues that “pre-filled personal tax returns should
be provided to most personal taxpayers as a default method of settling their
tax affairs each year” (2009: 104). In turn, the Government has apparently
accepted this “tick and flick” approach, though—as discussed later in the chap-
ter—it may not have entirely understood the ramifications when it did so.

2 While “pre-filling” appears as “pre-filling service - e-tax” on a web page of the Australian
Taxation Office (ATO) (http://www.ato.gov.au/individuals/content.asp?doc=/content/58871.
htm), it is known within the ATO as “pre-filling of income tax returns” or more often as
just “pre-filling” The term “e-tax” is omitted because e-tax is used by self preparers (indi-

viduals) while three quarters of pre-filling use is by tax agents via the Tax Agent Portal.
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2.1

The principal aim of this chapter is to examine in detail the experience
of pre-filling in Australia. The organization of the remainder of the chap-
ter is as follows. Section 2 provides a more detailed background discussion
of pre-filling in Australia, including the drivers of change and its historical
development. Section 3 presents a description of the current state of play of
pre-filling in Australia and discusses some of the issues that have arisen dur-
ing its implementation. Finally, section 4 presents a preliminary assessment
of the impact of pre-filling and considers a number of proposals that could
enhance its performance.

The development of pre-filling in Australia

The drivers of change

As in the case of many other OECD member countries, the introduction of
pre-filling in Australia can be seen as a direct result of two separate develop-
ments: [1] the desire for income tax simplification; and [2] improvements in
information and communication technology.

Personal income tax (PIT) in Australia is imposed by the federal gov-
ernment and collected by the Australian Taxation Office (ATO) in accordance
with the Income Tax Assessment Act 1936 (Cth), Income Tax Assessment Act
1997 (Cth) and other legislation, including the Tax Administration Act 1953
(Cth). It is by far the largest single source of tax revenue in Australia.® The
simplification of PIT has been a major and ongoing issue in Australia. This is
because the Australian PIT has long been perceived as being complex by all
conventional measures such as legal complexity, tax compliance costs, and
proportion of personal taxpayers using professional tax advisers.

In terms of sheer size, Australian income tax legislation is massive.*
The length of the Income Tax Assessment Act 1936 (Cth) has increased from
126 pages at its inception to over 5,000 pages prior to the introduction of
the Income Tax Assessment Act 1997 (Cth). The combined length of the two
Acts now stands at about 7,000 pages, after the recent removal of a signifi-
cant number of pages (close to 30%) of inoperative provisions in the 1936
and 1997 Acts. Reading the Australian income tax legislation is difficult and

In2007/08, PIT raised net revenue of AU$128 billion, accounting for over 61% of income tax

revenue, almost 45% of all federal tax revenue, and almost 37% of all tax revenue (ABS, 2008).
In Australia, the Tax Law Improvement Project (TLIP) was launched in 1994 with the

simplification objective of rewriting the 1936 income tax law to provide a better struc-
ture and make it easier to understand. As a result, an updated but incomplete income tax

act was passed in 1997. Due to the discontinuation of the TLIP in 1998, income tax in

Australia is now governed by two parallel pieces of legislation: the Income Tax Assessment

Act (ITAA) 1936 (Cth) and the Income Tax Assessment Act (ITAA) 1997 (Cth).
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requires university education. Attempts at legal simplification by rewriting
tax legislation in simpler English and a more coherent manner have yielded
very limited successes.®

In a (now dated) comprehensive study of the compliance costs arising
from federal taxes, Evans et al. (1997a: 20) found that in 1994/95 personal
taxpayers (excluding sole traders) spent, on average, 8.5 hours per annum on
tax affairs and almost AU$100 on tax adviser costs (CPI indexed to AU$137
in2006/07 prices; ABS, 2009: tables 1, 2). In aggregate terms, the compliance
costs accounted for 4% of the net income tax revenue collected from personal
taxpayers.® Although there is no updated study of the compliance costs arising
from personal income tax in Australia, it is reasonably safe to conclude that
the overall level of tax compliance costs has not shown any sign of declining.
Indeed, the average costs to an individual for managing tax affairs (essentially
fees paid to advisers and excluding the value of the taxpayer’s own time or
any incidental costs) was AU$268 in 2006/07, an increase of nearly 7% on
the 2005/06 figure (ATO, 2009a: 140).”

In an earlier publication based on the same study, Evans et al.
(1997b: 52) found that the most common reason (62.3%) for people to seek
professional advice was to comply with the legal requirements imposed by
their tax obligations. In this regard, the proportion of individual taxpayers?®
relying on the services of tax agents for the completion and lodging of their
tax returns has increased tremendously, from approximately 38% to 40% in
1977/78 (McKinstry and Baldry, 1997) to well over 70% in the period since
1996/97 (Davidson, 2009: 6-7). Australian individual taxpayers are generally
considered to be among the most agent-dependent in the developed world
(McKinstry and Baldry, 1997: 126). An OECD survey established that 77%
of all PIT returns in Australia were prepared with the assistance of tax pro-
fessionals in 2004 (OECD, 2005: table 9). Only Italy (with 96%) had a higher
figure than Australia. However, the proportion of individual taxpayers using
tax agents has slightly decreased in recent years, falling from a peak of 77.53%
in 1999/2000 to 72.46% in 2006/07 (ATO, 2009a: 9).°

5 According to Smith and Richardson (1999: 330), the Flesch readability index has improved
from 38.44 for the ITTA 1936 to 46.42 for the ITTA 1997. Both scores fall well short of
an index of 65 for plain English speaking.

6 This does not include the tax compliance costs of the PAYE system, trusts, and so on.
When sole traders were included, individual compliance costs accounted for 5.6% of the
relevant tax revenue (Evans et al., 1997b: 65).

7 Note that the estimate by Evans et al. of tax adviser costs refers to personal (individual
non-business) taxpayers only, while the ATO estimate is related to all individual taxpayers.

8 Including both personal (individual non-business) and individual business taxpayers.

9 Arguably, and intuitively, this reduction in dependency upon tax agents may be connected
with the growth of e-filing generally and pre-filling in particular, although there is as yet

no empirical evidence to prove that this is the case.
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n

It is thus not surprising that Australian federal governments have
taken an active role in attempting to simplify the PIT system in the past 20
years. Various reports have been commissioned and various initiatives under-
taken: for example, the Beddall Report (Parliament House of Representatives,
1990), the 1990 Tax Simplification Task Force, the Joint Committee of Public
Accounts (JCPA) Report (1993)," the “A New Tax System” initiative (ANTS)
(Costello, 1998), the Review of Business Taxation (the Ralph Review) (1999),
the Banks Report (Regulation Taskforce, 2006) and, most recently, the
Henry Review (Australian Treasury, 2008). In addition, strong calls for tax
reform have been received in the past ten years from different quarters of the
Australian society (for a summary, see Tran-Nam et al., 2006). However, many
of these proposals focus mainly on tax simplification from a policy perspec-
tive (such as the removal of work-related deductions or “negative gearing”"')
rather than focusing on the simplification of tax administration.

In Australia, annual filing of income tax returns under the principle of
self-assessment has been mandatory for most individual taxpayers for many
years. As noted by the OECD (2008: 5), this is similar to the case in about 15
of the 30 OECD members, where the system of personal income tax effectively
requires universal filing. Some have contended that Australia should adopt
appropriate administrative reforms that would place it in the other half of OECD
countries where universal filing is not required. For example, Evans (2004) has
argued the case for reduced annual filing for certain personal income taxpayers
in Australia. He identified three conditions for making such a reduction pos-
sible: [1] fewer personal tax rates (Australia has had up to five or six); [2] a more
comprehensive and cumulative regime for withholding taxes at source; and [3]
the removal of most work-related deductions. To date, however, Australia has
not moved in this direction, preferring instead to adopt the less radical alterna-
tive of pre-filling returns, recognized by some as the next “big thing” in the
administrative reform of the Australia’s PIT system (Highfield, 2006).

The need to simplify personal income tax highlighted above has been
accompanied by significant improvements in information and communication
technology and the ability of revenue authorities to harness these develop-
ments. These improvements have resulted in a substantial reduction in the
costs of storing, transmitting, retrieving, and manipulating massive amounts
of tax-related data. Further, the widespread availability of PCs and the Internet,
as well as the improvements in database languages and integrated software,
has made it feasible for the ATO to offer improved electronic services in

The Atax study undertaken by Evans et al. (1997a, 1997b) was commissioned as a direct
result of the JCPA’s recommendations.

“Negative gearing” refers to the income tax law that allows individual taxpayers to deduct
expenses incurred on investment activities (such as shares and real property) from their

taxable income in a non-quarantined manner.
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response to taxpayers’ needs. In this sense, the use of prefilled tax forms is
closely related to the ATO’s use of data matching in tax administration.

Historical overview

The concept of pre-filling in the PIT system has been on the political and admin-
istrative agenda in Australia for over ten years, and has enjoyed political sup-
port from both the previous Liberal (Coalition) federal government (in power

from 1996 to 2007) and its Labor successors. In its ANTS document (Costello,
1998:148-49), the Liberal federal government foreshadowed the introduction

of prefilled income tax returns by discussing the replacement of the taxpayer

annual tax return by an income statement generated by the ATO for personal

taxpayers with relatively simple tax affairs. It was stated that the ATO would

introduce a test of these income statements for the financial year 2000/01
(Costello, 1998: 149), although nothing specific appears to have subsequently
emerged from this announcement. In its 1998/99 report on tax file manage-
ment, the ANAO (1999) suggested that the ATO should be able, in principle, to

provide the information it had available in its data matching activities to certain

types of taxpayers to simplify the completion and lodgement of their annual

income tax returns. The ATO accepted this recommendation, although again

little appears to have happened in the immediately following years.

In March 2002, the ATO commenced its “Listening to the Community”
project aimed at making it easier, cheaper, and more personalized for tax-
payers to comply with their tax obligations. The project consisted of focus
groups, creative retreats, and surveys with various user groups (tax agents,
small business, individuals, large business, and not-for-profit and govern-
ment organizations). The program was first documented and published in
2003 (ATO, 2003) with annual updates. The second guiding principle of the
program, which stated that “taxpayers will have on-line access to informa-
tion that is personal to their dealings with the ATO,” was closely related to
the ultimate introduction of pre-filling.

The ATO introduced the practice of pre-filling returns using e-tax
(a free tax return preparation and lodging software for self-preparing per-
sonal taxpayers, first developed by the ATO in 1999) in the financial year
2004/05 (ANAO 2008: 84). In this pilot, the pre-filling information was lim-
ited to two types of data collected by agents of the Australian Federal govern-
ment, namely, Centrelink (social security) payment summaries and medical
expenses recorded by Medicare Australia. In 2005/06, the pre-filling pilot
was expanded to include the 30% childcare rebate, and interest and managed
fund information from selected financial institutions.

In the 2007/08 budget speech, the then federal Treasurer Peter Costello
(2007) announced that an additional AU$20 million would be provided to the
ATO to enable it to design and implement a more comprehensive pre-filling
service for personal income taxpayers in 2007—08 and subsequent financial
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years. Costello stated that the intention of the initiative was to simplify the
completion of tax returns for about nine million Australian taxpayers who
lodge their tax returns either by e-tax (self-preparer) or via their tax agents.
Pre-filling was expected to be fully operational in 2008/09.

The amount of information and the functions available from the ATO as
part of the pre-filling have steadily increased over the years. For the 2006/07
financial year, pre-filling information was received from third parties progres-
sively throughout July and August 2007. The pre-filling data available to e-tax
users in that year was rather limited and included details related to various
government payments, the 30% child-care tax rebate details, interest income,
dividend income, and certain managed funds distributions.

In the 2007/08 financial year, the information and functions of pre-
filling were expanded. The pre-filling options available in e-tax and the Tax
Agent Portal became identical. In addition to the data available in 2006/07,
e-tax users and tax agents could also access details of:

» Medicare levy related items, including private health insurance details;
« Higher Education Loan Program (HELP) and prior year deductions;

» Pay As You Go (PAYG) payment summaries submitted electronically (only
available through e-tax in 2007);

« Baby bonus information (only available through e-tax in 2007); and

» Family Tax Benefit (FTB) status indicator (only available through the Tax
Agent Portal in 2007).

E-tax users were also able to import their reports into their agents’ software.
Similarly, tax agents could make use of the multi-tax file number (TEN) func-
tion that allowed them to enter up to five client TFNs and Medicare card
details at the same time.
In addition to the range of information available for pre-filling in 2008,
the 2009 e-tax pre-filling service provided the following information:
» PAYG payment summaries that have been sent to the ATO on a paper form;
+ PAYG income tax instalments;

« relevant items of private health insurance rebate details;

« rental property address details from taxpayers’ 2007/08 rental property
schedule; and
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» reminders of letters that had been sent to taxpayers throughout the year in
relation to their work-related expenses and notice if they needed to submit
a schedule of work-related expenses this year.

The introduction of pre-filling in Australia has thus followed an incremental
path—pre-filling data has been enhanced gradually over time.

3 Description of pre-filling in Australia

3.1 How pre-filling currently works
The implementation of the pre-filling program has been coordinated by the
Electronic Initiatives of the Micro Enterprises and Individuals Business line
of the ATO. It is still in an early stage and the focus to date has been upon
consolidating the existing data and addressing issues raised with the ATO by
agents and through feedback and at consultative forums (D’Ascenzo, 2009).

Pre-filling in Australia basically leverages the ATO’s data matching
activities. In fact, pre-filling is defined by the ATO as the provision of informa-
tion that it typically uses for data matching purposes, directly to an individual
e-tax preparation or record-keeping tool. Thus, the option of using prefilled
income tax returns is only currently available to individual taxpayers who
have lodged at least one tax return through e-tax, and authorized tax agents
through the Tax Agent Portal. Pre-filling in Australia is not yet available to
those using paper-based income tax returns (who may be self-preparers or
who may be using a tax agent with a paper-based workflow)."

Pre-filling is intended to make the completion of electronically sub-
mitted income tax returns easier, faster, and more personalized. For per-
sonal taxpayers, it may also reduce the likelihood of later tax review or audit
since the pre-filling information provided to taxpayers is basically the same
as the matching data used by ATO in auditing.”® To take advantage of pre-
filling, e-tax users are required to review the pre-filling information, amend
it (if necessary), and add any missing data. At this stage, it is strongly recom-
mended that e-tax users review pre-filling information as it may be errone-
ous or incomplete. Taxpayers remain responsible for the returns they lodge,

12 According to published statistics, about 11.8 million individuals lodged income tax returns
in2006/07 (ATO 2009a: 10). About 25% or 3.3 million were self-preparers while the vast
majority lodged through tax agents. Among self-preparers, approximately 1.4 million did
not use e-tax and 1.9 million lodged through e-tax. Among e-tax lodgement, about 61%
or 1.16 million made use of pre-filling.

13 This view is supported by Nick Botfield, ATO’s Director of Pre-filling of Tax Returns, who
also suggested that data on possible correlation between pre-filling and auditing will be
collected by the ATO in the future (Botfield, January 2010, personal communication).
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even if they have used prefilled information. The use of e-tax (and thus pre-
filling data) is not binding as self-preparing taxpayers can lodge their tax
return on-line one year and by paper in another year. Also, those using e-tax
do not have to use any prefilled information that may be available—its use
is entirely optional.

Information currently provided by pre-filling

Pre-filling is only relevant for personal taxpayers when they are in the pro-
cess of preparing and lodging their compulsory annual tax returns. Individual
taxpayers not using tax agents are required to lodge their tax returns of the
last financial year (July 1 to June 30) by October 31 of the new financial year.
For individuals using tax agents, the due date is extended to May 15 of the
following year.

The information that is currently available to taxpayers under the
pre-filling service is a mixture of rolled-over information from earlier years’
returns and third-party information made progressively available in the per-
iod from July to October immediately following the close of the fiscal year
(June 30); most of this is available by mid-August. The following information
is provided (ATO, 2009b):

personal details, including name, address, and Australian Business Number
(ABN), rolled over from the 2008 tax return so long as that was submitted
using e-tax and the same computer is being used to submit the 2009 return;

PAYG payment summaries received from third-party employers and con-
taining details of salary, wages, allowances, earnings, tips, directors’ fees,
employers’ lump-sum payments, Australian government allowances and
payments, total reportable fringe benefits amounts, and various categories
of other income;**

government payments provided by agencies such as Centrelink, Depart-
ment of Veterans Affairs and Department of Education Employment and
Workplace Relations (this information includes details of taxable payments
including pensions and allowances and tax exempt amounts that may relate
to tax offsets);

One change introduced in 2009 is that individual non-business payment summaries
lodged on paper, not electronically are displayed in this “PAYG payment summaries” sec-
tion. Approximately 7.8 million payment summaries were lodged by employers by July
28,2008 and, by August 14, 2008, the figure had increased to 10.8 million, which repre-
sented a 37% increase in the number of payment summaries lodged on-line in 2007/08
compared to the preceding year (Bland and Clarke, 2009). The figures for 2008/09 are

not yet available.
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interest income from a large number of financial institutions and share reg-
istries, including lists of income-bearing accounts (savings and term depos-
it) in the taxpayer’s name or held jointly with a spouse (from 2008 onward);

dividend income (sole and joint with spouse) from most listed public cor-
porations—so long as the corporation holds the TEN of the taxpayer con-
cerned (which is not mandatory);

managed fund distributions (sole and joint with spouse) from a large num-
ber of managed funds—so long as the fund holds the TEN of the taxpayer
concerned (which is not mandatory);”

a very limited set of deductions (relating to work-related uniform or cloth-
ing, other work-related expenses and gifts or donations) and only available
where the total deductions claimed on the 2008 tax return amounted to less
than AU$300;°

HELP and Student Financial Supplement Scheme (SFSS) data;

data on the status of Baby Bonus claims for those who have previously
claimed this allowance and who have an on-going entitlement to claim;

Medicare benefit tax-statement details for the taxpayers and their depen-
dents under 18, showing amounts paid for medical expenses and claimed
back from Medicare;*” and

details of private health insurance policy and rebates, which can obviate the
need for the individual to complete these details on the tax return.

In addition, in 2009, new details or reminders were displayed under the
“Important information” section (where relevant to taxpayers) about rental

Bland and Clarke (2009) note that the number of “investor records” (presumably a com-
bined total of the three categories of interest income, dividend income and managed fund
distributions) increased by 65% in 2007—08 compared to 2006—07, to a total of 49.3 mil-
lion records lodged on-line by the end of October 2008.

Given that 80% of individuals (7.6 million) claimed work-related expenses in 2006/07 at
an average of over AU$1,800 per claimant (ATO, 2009a), it is likely that there would be
very few taxpayers who are able to take advantage of this aspect of pre-filling.

This information is used to establish whether the taxpayer may be entitled to a 20% tax
offset for medical expenses and may calculate it in limited circumstances—though the
likelihood of the existence of medical expenses not dealt with through the Medicare
system and the exclusion of spouses mean that the data will be complete for only a few

individuals.
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property addresses from the 2007/08 rental property schedules, pre-
lodgement advisory letters, schedules of work-related expenses required
with lodgement, income from forestry managed-investment schemes, the
entrepreneurs’ tax offset, the remaining balance of any land-care and water
facility tax offsets, PAYG income tax, the accumulative low rate cap, income
averaging for primary producers and special professionals, and net farm man-
agement account deposits or withdrawals. Information about the status of
Family Tax Benefit (FTB) claims has been removed from the 2009 prefilled
form as a result of the 2008/09 Federal Budget decision to transfer the admin-
istration of FTB payments to the Family Assistance Office.”

Participation in pre-filling

The use of the pre-filling service has been monitored by the ATO. The use
of pre-filling, both by e-tax self-preparers and tax agents, has increased
substantially in the past two years (tables 1.1 and 1.2). This rapid rise in the
popularity of prefilled income tax forms, particularly in 2007/08, is possi-
bly due to:

the 2007/08 Budget announcement of the pre-filling initiative;
pre-filling becoming more visible in e-tax; and

more pre-filling information becoming available, making it a more useful
service to a wider group of taxpayers.

But, note that no information is available on the extent to which individu-
als retrieving prefilled data used the various categories of information. For
example, an individual may have used data from only one or two categories
in 2006/07 and data from three or four categories in 2007/08; but it is
also possible that an individual may have used fewer categories in 2007/08
than in 2006—07. The totals are merely raw totals of individuals who used
some aspect of the prefilled data in each of the years and do not show the
extent of use.

The Family Tax Benefit assists families with the cost of raising children. It is payable to
children under 21 years or full-time students aged between 21 and 24 subject to various
conditions including an income test. Prior to July 1, 2009, the ATO acted as an agent
for the Family Assistance Office (FAO) and administered claims for FTB. In a stream-
lining administrative reform announced in the 2008/09 federal budget, the option of
receiving payments and service delivery from the ATO was removed from July 1, 2009
onward. FTB will now be administered by FAO via Centrelink or Medicare Australia.
In short, FTB is now viewed by the government as a social welfare (family) issue rather
than a tax issue.
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Table 1.1: Participation in pre-filling by self-preparers, 2006/07-2008/09

2006/07 2007/08 2008/09

(at Dec. 9, 2009)
Total e-tax lodgement 1,917,171 2,216,706 2,356,410
Number of e-tax lodgers who used pre-filling 1,162,339 1,548,253 2,110,292
Ratio of e-tax lodgers who used pre-filling (%) 60.6 69.8 89.6

Source: Bland and Clarke, 2009; unpublished data provided by Nick Botfield, Director of Pre-filling of Tax Returns, Australian
Taxation Office, January 2010, personal communication.

Table 1.2: Downloads of pre-filling reports via the Tax Agent Portal, 2006/07-2008/09

2006/07 2007/08 2008/09
July 1, 2007-Dec. 9, 2007: 1,604,649 July 1, 2008-Dec. 9, 2008: 3,586,841 July 1, 2009-Dec. 9, 2009: 4,895,845
July 1, 2007-June 6, 2008: 1,930,252 July 1, 2008-June 6, 2009: 6,164,159 July 1, 2009-June 6, 2010: 7,500,000*%

* Estimated.

Source: Unpublished data provided by Nick Botfield, Director of Pre-filling of Tax Returns, Australian Taxation Office, January
2010, personal communication.

4 An evaluation of pre-filling in Australia

4.1 General comments

Despite its conception dating back to the late 1990s, the implementation of
the pre-filling initiative in Australia is relatively recent and is arguably only
partial in comparison to programs in other countries. There is not yet suf-
ficient quantitative data to analyze its impact on tax administration in any
rigorous fashion. Nonetheless, it is possible to make a preliminary, qualitative
examination of the impact of pre-filling based on [1] how it operates and [2]
past empirical studies of tax administrative and compliance costs in Australia.
It is helpful to start by making some overall remarks regarding this initiative.

The introduction of pre-filling of income tax returns is perceived as
reform of tax administration. The pre-filling initiative is indeed primarily
concerned with the administration of the tax system and it appears to be
independent of the income tax law. Yet, it is not always easy to separate tax
administration from tax policy. This is especially true in Australia, as pre-
filling does not appear to have been an ATO-driven reform, at least initially.
As discussed in section 3, the early impetus was provided by the Australian
Treasury (in the 1998 ANTS document) and by the ANAO (in its 1998/99
report on tax file management), and the ATO largely reacted to those initia-
tives. Simplifying income tax returns was seen by the Australian Treasury, in
the 1998 ANTS document, as a minor reform associated with the far more
significant reform based on the Goods and Services Tax. In addition, the
budget for developing pre-filling was provided by the Australian Treasury
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to the ATO as an additional, separate resource, rather than from the ATO’s
existing, internal resources. Having said that, it seems fair to remark that,
well before additional resources were made available to the ATO for the
development of pre-filling, the ATO had taken a proactive role in making
pre-filling inevitable through its “Listening to the Community” project dis-
cussed previously.

Pre-filling also has interesting, practical implications for two fun-
damental concepts in the administration of income taxation in Australia,
namely self-assessment and tax auditing. The principle of self-assessment
still requires taxpayers to keep records and justify their claims, and taxpayers
and their agents can choose whether or not to avail themselves of any of the
information that is made available. However, as more and more pre-filling
data become available to e-tax users, and as they come to trust and use that
information more and more, there may be a danger that the role of the per-
sonal taxpayer as a self-assessor becomes less well defined.

Similarly, the ATO’s need to administer the income tax system via its
tax auditing activities may change as pre-filling information expands. This is
primarily because, in the past, the ATO possessed the same information as
the pre-filling data but did not reveal that information to taxpayers. Rather,
the information was employed in data-matching exercises as part of the tax
auditing process of individual taxpayers. The availability of pre-filling data to
taxpayers and their acceptance of the data may therefore diminish the need of
the ATO to audit individual taxpayers. However, at the same time, the ATO
can now focus its attention and efforts on those individual taxpayers who do
not use pre-filling. This is consistent with the ATO’s tax compliance model
according to which those taxpayers who want to comply will be assisted to
do so by the ATO.

Early problems

A number of teething problems with pre-filling have been identified by the
ANAO (2008), the ATO (2009b), and the press (Sampson 2007; 2008): time-
liness, comprehensiveness, availability, and reliability and accuracy.

Timeliness

The first major issue is the timeliness of pre-filling information. The current
legislation that regulates the provision of third-party information requires
the employment and financial data be provided to the ATO no later than
August 14 and October 31 following the end of the tax year, respectively
(ANAO, 2008: 85). These deadlines are potentially too late for many e-tax
users who want to submit their income tax returns early in order to get tax
refunds, and have prompted the ANAO to recommend that the ATO “discuss
with the Treasury ... bringing the dates forward for the provision of requisite
third party data” (ANAO, 2008: 86).
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Comprehensiveness
As a direct result of the timeliness issue, the range of pre-filling information
is, for practical purposes, currently not as comprehensive as the government
would like it to be. The ANAO report notes, in particular, that the TFN is not
always attached to third-party information, largely for privacy reasons, and
recommends that the ATO should engage in initial discussions with Treasury
in order to explore options for legislative change that would permit the inclu-
sion of TFNs “on some additional data sets, having regard to the need to bal-
ance privacy concerns and improving the efficiency and effectiveness of public
administration” (ANAO, 2008: 85-86). 1

In addition, because of technical problems, some supposedly avail-
able pre-filling information may not actually be made available. For example,
the ATO’s website in 2008 stated that the service regarding private health
insurance information was turned off at a critical time because of technical
problems associated with this information (Sampson, 2008).

Availability

There may also be problems for personal taxpayers in being able to use the
pre-filling service, as its availability is limited to the period when e-tax is avail-
able. For example, e-tax was only available for about six months following the
end of the 2009 tax year, which meant that personal taxpayers who may have
wanted to use pre-filling in that year could not always do so. Apparently the
short time frame in that particular year was attributable to a major systems
conversion that took place in January 2010 and was not typical: in other years
it was available for between eight months and 11 months. It is understood
that the standard ATO offering in future years is likely to be 11 months, which
should obviate much of this problem.

Reliability

A further issue is that pre-filling information may not be reliable. Some
instances of inaccurate pre-filling data have been reported in the press (e.g.,
Sampson, 2007, 2008), although in response the ATO has claimed that the
number of situations detected where pre-filling data has been found to be
erroneous, measured against the number of downloads made in practice,

19 In Australia, there is privacy legislation designed to protect individuals from being iden-
tified in public documents or data sets. As a result of this privacy legislation, third-party
data providers (such as banks) are not legally required to supply TENs along with tax-
related information although many of them choose to do so. When data are supplied
without TFNs, the ATO needs to use its data matching search engine to identify the cor-
responding TFNs. The ANAO was seeking to make it legally mandatory for third-party
data providers to supply TENS.
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has been miniscule. Nonetheless, in a self-assessing environment, a careful
checking of pre-filling data is essential for all taxpayers and tax agents who
choose to use it.

Other problems
Further problems with pre-filling have been identified by the ATO (2009b).
These include human error in the external information-provider lodgement
process and lack of understanding by taxpayers. Issues highlighted by the
ATO itself are:

duplicated records: affected investments show amounts that are double
what they should have been;

interest derived from share investments: prefilled interest from accounts
unknown to taxpayers (because [1] interest-bearing securities reported by
share registries rather than a bank, and [2] bank accounts overlooked by
investors);

reporting of interest, dividends, and managed fund distributions: occasion-
ally reporting of investment income is undertaken by another organization
related to the investment body, causing major confusion (e.g. Colonial First
National reports on behalf of the Commonwealth Bank of Australia for
some of their managed fund distributions); and

taxpayers quoting incorrect TFNSs to financial institutions.

Evaluation of benefits

It has been claimed that pre-filling income tax returns generates substan-
tial benefits to taxpayers, tax administrators, and governments (Highfield,
2006: 331; OECD, 2008: 4). Such claims are, however, often based on com-
mon sense rather than rigorous empirical study. This is surprising in view
of the fact that pre-filling started more than two decades ago. In Australia,
there is as yet insufficient quantitative data to make a carefully reasoned,
empirical analysis. The qualitative assessment in this subsection will there-
fore focus on the likely impact of pre-filling on tax operating costs, initially
from the perspective of administrative costs and, subsequently, in relation
to compliance costs.

Administrative costs

In Australia, pre-filling could reduce tax administrative costs to the ATO via
reduced needs for data matching, auditing, and tax-dispute resolution. At
the same time, the uploading of pre-filling data to e-tax and the Tax Agent
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Portal requires additional resources. Thus, the net saving in tax administra-
tion costs might not be as large as suggested in the literature. A more care-
ful study to determine the reduction in tax administrative costs (if any) as a
result of pre-filling is necessary.

Compliance costs

It is possible, conceptually, to identify a number of different ways in which
pre-filling may reduce tax compliance costs. In the first place, taxpayer com-
pliance costs may be reduced as a result of more individual taxpayers choos-
ing to self-prepare and lodge their annual returns (with a commensurate
reduction in the number using tax agents) as a direct result of the easier
availability of data relevant to the completion of the return. Arguably, the
benefit of the reduced fees that would need to be paid to agents would out-
weigh any increase in the value of time taken by self-preparers in submitting
their returns. There may be some evidence that dependence upon tax agents
is declining. The pilot pre-filling program was introduced in 2004/05 and
expanded in 2007/08. From 2004/05 to 2006/07, there has been a steady
decrease in the proportion of Australian individual taxpayers who use tax
agents (Davidson, 2009: 6-7). However, since this declining trend had started
as far back as 1999/2000, it is premature to conclude that pre-filling has
resulted in a lower proportion of personal taxpayers who require tax agents
to assist with tax affairs. Moreover, there is no evidence for, or against, the
notion that taxpayer compliance costs have actually been reduced as a result
of decreased dependence upon tax agents.

A second area in which there may potentially be compliance costs
savings is in the reduced time taken by both self-preparers and tax agents in
completing tax returns as a result of the more ready availability of data rel-
evant to the return. Tables 1.1 and 1.2 in section 3.3 above suggest that the
proportions of e-tax user and tax agents (who use pre-filling information)
have been rising quite rapidly. In 2006/07, lodgements by e-tax grew by 20.6%
to 1.9 million compared to the previous fiscal year, and overtook paper and
telephone lodgements (1.4 million) (ATO, 2009a: 9). Pre-filling is likely to
be taken up by younger personal taxpayers (who are more comfortable with
e-tax) and personal taxpayers with simple tax affairs.?* However, it may be
over-optimistic to expect that this trend will continue unless pre-filling data
continues to improve in terms of timeliness, comprehensiveness, availability,
and accuracy.

This is confirmed in the Taxation Statistics for 2006/07 where the ATO notes that “the
proportion of taxpayers lodging returns [electronically] generally decreased with age,’
although it is also noted that “by far the highest rates of growth [in electronic lodgements]
were seen in those aged between 60 and 74” (ATO, 2009a: 9).
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Time savings

Note that, under self-assessment, personal taxpayers who use pre-filling are
still required to keep records as before and check their income tax returns
carefully. Thus, time savings would not reduce record-keeping time* but
would be limited to the completion and lodgement of income tax returns,
and would therefore be relatively small in magnitude. In terms of time spent
on completing and submitting income tax returns, there is a large difference
between those personal taxpayers who self-prepare (2.2 hours annually) and
those who use tax agents (1.8 hours annually) (Evans et al., 1997a: 77). Thus,
pre-filling would be much more beneficial to self-preparers who lodge income
tax returns on-line than those who lodge via their tax agents.

However the psychological benefits (knowing that one’s own tax rec-
ords are consistent with pre-filling data) may be substantial. It is also inter-
esting to note that personal taxpayers’ attitudes toward pre-filling may vary
between different groups of taxpayers. Some taxpayers, mostly those with
complicated personal tax affairs, may feel that the ATO knows little about
them. Other taxpayers may be surprised to find that the ATO knows so much
about their financial affairs.

Three further points

First, the provision of third party information for pre-filling requires resour-
ces by information providers and these costs have to be taken into account
in assessing the benefits of prefilling

Second, the above discussion focuses on what are generally termed
computational costs of tax compliance. Compliance costs also typically
include planning costs as well as computational costs. There are no obvious
theoretical reasons that pre-filling will reduce, or otherwise have any impact
upon, the planning costs of tax compliance. Indeed, it is more than likely that
pre-filling will have a neutral impact on tax planning costs.

Third, the opportunity exists for the ATO to gauge personal taxpayers’
attitudes or perceptions toward pre-filling by including some appropriate ques-
tions in its annual taxpayer satisfaction survey.”? Apparently some informa-
tion about pre-filling will be published in future issues of the ATO’s Taxation
Statistics. It is therefore likely that the ATO will include specific questions about
pre-filling in their future surveys, such as the Community Perception Survey.

21 Research indicates that actual record keeping is a relatively significant element of over-
all compliance costs for individual taxpayers—typically between 60% to 70% of the time
spent by individuals on tax activities (Evans et al., 1997a: table 8.39).

22 At present, self-preparers can, in principle, provide feedback about their experience in
using pre-filling in the annual survey of e-tax users but the results of these surveys relat-
ing to pre-filling are not yet publicly available.
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4.4 Means to improve

As discussed above, pre-filling requires timely, comprehensive, and accurate

data from employers and financial institutions, preferably on-line. Given the

current legislation governing the provision of pre-filling data to the ATO, the

long-term viability and success of pre-filling will depend crucially on the vol-
untary efforts of providers of legislated data to submit data to the ATO on or

before their deadlines. In the 2007/08 federal budget, the (then) Coalition

government announced the New Business Intensive Assistance Program,
which aims, among other things, to assist small businesses in Australia to

report electronically (Costello, 2007). The program provides AU$40 million

over four years to fund individually-focused advice and assistance to new

business. This includes assistance in registering with the ATO’s business por-
tal and completing the Business Activity Statement.

In addition, the ATO is actively engaging with the business sector in
its pre-filling client contact program (Bland and Clarke, 2009). The princi-
pal aim of this program is to work with employers and investment bodies to
encourage:

*

early lodgement of payment summary annual reports (by July 28) and annu-
al investment income reports (by August 8);

*

on-line lodgement, using Electronic Commerce Interface (ECI); and

*

on-line lodgement of TEN declarations and quarterly TEN reports.

A comparison of data received by the ATO via ECI as at October 31,2007 and at
October 31,2008 seems to indicate that the ATO’s pre-filling client contact pro-
gram has been quite successful in achieving its aims (Bland and Clarke, 2009).

Another way to improve the program is to expand pre-filling beyond
e-tax. At present, pre-filling is only available to personal taxpayers lodging
on-line or personal taxpayers using tax agents. Making pre-filling available in
paper form would be beneficial to those elderly personal taxpayers whose tax
affairs are simple but who are not confident enough to lodge their income tax
returns on-line. The availability of pre-filling data in paper form may reduce
the need for those taxpayers to engage tax agents. This could then also have
an impact on reducing the aggregate tax compliance costs. It would also have
the effect of expanding (indefinitely) the current window of availability of the
pre-filling service.

4.5 Conclusions
The pre-filling initiative is partial and still at a very early and experimental
stage in Australia. Moreover it is reactive (in the sense that the taxpayer or
tax agent has to consciously engage with it) rather than proactive (as in the
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Nordic countries where taxpayers receive the completed returns for check-
ing or acceptance). Hence it would be premature and inappropriate to com-
pare pre-filling in Australian with that in the Nordic region countries, where
the initiative has been running on a broader scale for a much longer period.

Notwithstanding these differences, any initiative designed to enable
taxpayers to reduce compliance costs and to comply with their tax obliga-
tions more easily has to be welcome. But it is unlikely, in its current form,
either to have a significant impact on the compliance or administrative costs
burden or to represent a significant step in the direction of a return-free tax
jurisdiction for many or even some personal taxpayers. Its proponents must
ensure that its continuing roll-out and development is carefully managed so
that commentators do not attach to it unrealistic expectations of its capacity
to reduce compliance or administrative costs or simplify the tax system that
cannot be met in practice. Above all, there is a need for evidence on its impact
to be systematically gathered, analyzed, and published.

Finally, such tax administrative initiatives critically depend, for their
ultimate success, on the full support of political masters. As noted at the
outset of this chapter, the Australian experiment with pre-filling appears
to have such high-level support. In the Budget of May 2010 the Treasurer,
Wayne Swan, fully endorsed the “flick and tick” (pre-filling) approach to per-
sonal tax returns argued for so strongly in the Henry Review delivered to the
Government at the end of the previous year (Australian Government, 2010).
However, contemporaneous actions of the Government, in ruling out others
of the Henry Review’s recommendations that help to buttress this pre-filling
approach, may to some extent dilute the ATO’s capacity to extend the pre-
filling experiment as far in the direction of its Nordic and other counterparts
as might otherwise have been expected (Evans and Tran-Nam, 2010).
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1 Introduction

Since 2003, Belgian taxpayers have been allowed to file their personal income
tax returns on line. Since 2005, these electronic personal income tax returns
have been partially prefilled. The main objective of the government is not the
pre-completing itself but to obtain a single electronic fiscal file for each tax-
payer in the medium term. The pre-completing can rather be considered as
an incentive for the citizen to use the electronic tax returns.

The number of prefilled tax returns submitted by taxpayers has been
increasing steadily, from 575,005 in 2005 to 1,712,916 in 2008, 27.4% of the
total number of individual tax returns in Belgium in 2008. Parallel to this evo-
lution, the number of prefilled items is increasing (see section 4) as data, espe-
cially those provided by private companies, become electronically available.

Because the objective is to reach a higher ratio of electronic returns,
surveys have been conducted and technical improvements have been intro-
duced in order to increase the chance of reaching the objective of 2 mil-
lion electronic tax returns in 2009 and even more in the following years. By
September 29, 2009, 1,967,986 Belgian income tax returns had been elec-
tronically submitted (more than 500,000 tax returns are still expected).

The outline of the chapter is as follows: section 2 explores the rea-
sons for the failure of a first experiment with prefilled tax returns, section
3 explains the objective of the second, successful, experiment, section 4
describes the first years of the program, section 5 summarizes the results
of two surveys of taxpayers, and section 6 concludes with a description of
planned future developments.

2 First experiment abandoned

In 1995, a first experiment with prefilled tax returns was initiated. The objec-
tive of that first experiment was to simplify the procedure for taxpayers. Given
the available prefilled information, the administration also included the amount
of income tax to be paid in the prefilled tax return. This second objective was
particularly ambitious in a country where the usual interval between filing a tax
return and information about the amount of tax to be paid is about eight months.

As a test, the first experiment targeted only the income of pension-
ers and was in the form of paper tax returns. After one year, the experiment
was abandoned because, even with taxpayer profiles as simple as those of
pensioners, the complexity of the Belgian tax system and the unavailability
of some data when prefilling the tax return (income of the spouse, income
on movables, foreign pensions and so on) made it too difficult to establish a
correctly prefilled tax return. It thus made no sense to continue.
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The objective of the second experiment

In 2003, the complexity of the Belgian system was still the same but there
was widespread access to the Internet and the availability of data to the tax
authorities had been improved. Furthermore, a new objective had been
defined, leading to the introduction of an electronic tax returns program
in 2003 with prefilled items from 2005. The new objective of the govern-
ment is, in the medium term, to get a single electronic fiscal file for each
taxpayer, called My Minfin, with all fiscal dimensions included: income tax,
VAT, custom duties, and so on. And this objective is part of a larger project
of developing e-government in order to simplify administrative procedures
for the citizens. The federal public service (FPS) Technologie de I'Informa-
tion et de la Communication (Fedict) was created for that purpose and helps
other FPS entities develop electronic services.

A first step in the direction of electronic filing was made through
the scanning of all paper tax returns. The taxpayers completed paper tax
returns set out in the form of a grid and sent it to the administration where
it was read by a scanner that transformed the data in an electronic file. The
paper tax returns could not be prefilled because the printing of tax return
forms are subcontracted to a private company and confidentiality rules
would not allow it.

A second step was made through a program of voluntary on-line fil-
ing called “Tax-on-web” (www.taxonweb.be). In 2003 (2002 incomes) and
2004 (2003 incomes), the number of electronic tax returns was disappoint-
ing: 57,727 in 2003 and 168,818 in 2004, out of more than 6 million personal
income tax returns. The development of the application grew step by step: in
2003, only wage earners, the retired, and the unemployed had access; from
2004 on, accountants mandated by taxpayers to file on their behalf, the self-
employed, and civil servants also acquired access.

In order to encourage taxpayers to file their personal income tax
returns on line, several advantages have been added to the electronic tax
return that are not available to those individuals filing paper tax returns:

prefilled items, when the administration has access to the required informa-
tion in an electronic form (all salaries and pensions, tax deductions such as

retirement savings or gifts, real estate, prepayments, etc.);

on-line help system to assist taxpayers through the different steps of the
process with an alert when incoherent information is filled in;

e-mail sent to taxpayers five days before the submission deadline if their
personal income tax return is not complete;
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an extension of four months to file the tax returns (for mandated accoun-
tants only, see below);

ability to extimate how much your tax return payment will be (amount to pay
or to be refunded), for information only (not binding on tax authorities);

acknowledgment of receipt of the electronic return from the tax
administration;

ability to follow on-line the steps of the treatment of one’s tax return (receipt,
verification of information, data encoded in the computing program of the
ministry of finance, and so on).

In Belgium, prefilling tax returns is thus seen as a means rather than an
objective.

The first years of the program

Who can file the electronic prefilled tax returns?

In 2004, self-employed workers had no access to Tax-on-web but, since 2005,
nearly all taxpayers may turn to it. The few exceptions are those filing the tax
returns of a deceased person and spouse, and married couples who divorced
during the fiscal year.

There are three types of users: citizens, civil servants, and mandated
accountants; and the program is adapted to each type. Citizens may, of
course, file their personal income tax return on line themselves as they do
for the paper tax return. Secondly, citizens may go to local tax offices and
ask civil servants to file their tax return. This happens most of the time when
they cannot file it by themselves because of the complexity of the income
tax law (they are afraid to make a mistake), because they do not speak one
of the national languages (French, Dutch, and German) sufficiently well, or
because they are not able to read and understand the documents. This ser-
vice has always been available during the period of filing (May to June), even
for paper tax returns. All filing by civil servants is now done on line and by
using “Tax-on-web for civil servants,” the administration provides customer
service of higher quality with less waiting time, an estimated amount of tax
due, and a receipt. Finally, taxpayers may mandate an accountant to file their
tax return. Today, most of these accountants use the on-line program thanks
to an intense collaboration between the accountants’ federations and the tax
authority. They can upload several income tax returns and attachments of
their clients at one go.
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How to access the program?
To access the program, users must identify themselves on the website cre-
ated by the Ministry of Finance (www.taxonweb.be), using any personal com-
puter. Two alternatives exist to do so: an access code (Token) or an electronic
authentication. Use of electronic authentication is possible when a taxpayer
wishing to use Tax-on-web has [1] an electronic identity card (eID), [2] an
elecronic card reader, and [3] the appropriate application installed on the
computer. Since the end of 2009, all taxpayers, including foreign taxpayers,
have an electronic ID. The card reader is free as the municipalities distribute it
during information sessions or events about the eID organized by the Ministry
of Finance or the Ministry of the Interior. It costs at least 15 Euros otherwise.
The access code is an alternative to the electronic authentication.
Taxpayers need to register on the federal portal (www. taxonweb.be) and ask
the administration for an access code that they receive by post. Once iden-
tified, the user downloads the application. The software is free and can be
adapted to all types of computers and systems.

What is the procedure for the user?

Once taxpayers have entered the on-line application, thanks to the access code
or the electronic authentication, they can work on screens very similar to the
preparatory document of the paper form. The taxpayer needs to include the
missing information or to correct the prefilled information and possibly to
scan and attach justificatory documents. This last step is not mandatory. If
the documents are not scanned, the taxpayer has to make them available to
the administration if he is audited.

The user may ask the application to calculate the likely amount of
income tax to be paid or to be refunded and to test different ways to reduce
the amount to be paid. For instance, one may reduce taxes by shifting some
tax exemptions from the husband’s income to the wife’s income when a couple
files a joint tax return.

It is possible to stop the procedure at any time, to save the data, and
to return to work later on. The tax return has to be submitted electronically
when the user estimates that it is completed. If the user does not click on the
button “Submit,” the administration cannot see the income tax return. It is
considered as not being sent. At the end of the procedure, when the form has
been submitted correctly, the user gets an acknowledgment that the return
has been filed.

Once they have used the electronic return once, taxpayers may choose
two options. First, they may choose not to receive the paper form anymore.
Second, for the following years, they may ask to receive an e-mail five days
before the income tax deadline to remind them when their return is not
completed.
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What information is pre-completed?

The quantity of prefilled information is increasing each year. In 2005, only the

personal data (address, marital status, and so on) and the anticipated income

tax payments were prefilled. In 2006, this was extended to the incomes of
civil servants and pensioners. Since 2007, all information provided electron-
ically by administrations, employers, or financial institutions is prefilled. The

condition to prefill the tax return is simple: the prefilled data must be origin-
ally available to the fiscal administration in an electronic format. As a conse-
quence, the degree of pre-completion depends on the type of taxpayer and

the information available electronically; two taxpayers whose tax profile is

identical except for the financial institution they deal with can receive returns

prefilled differently.

Companies and financial institutions are encouraged to make efforts
towards increased electronic information exchanges. Since 2009, electronic
information exchange is compulsory for most incomes. The first cooperat-
ing administrations were the National ID register,> the Crossroads bank for
Social Security,’ and the Crossroads bank for Enterprises.*

What are the results of using on-line prefilled tax returns?

Table 2.1 shows the evolution of the number of on-line tax returns filed

between 2003 and 2008, according to the type of user. The category of civil

servants shows the greatest increase. Two main elements explain this. First,
they do not have the choice between on-line and paper filing. Second, taxpay-
ers more often turn to that service since the paper form has been arranged in a
grid so it can be scanned. The paper tax return is indeed less easy to complete

since this change because the figures need to be entered in the grid with codes

referring to categories of incomes or expenditures rather than words. The cat-
egory of mandated accountants also shows a significant increase, reflecting

the good results of the cooperation between the tax administration and the

accountants’ federations. Citizens are less easy to convince and the efforts

of the administration should be concentrated on this category. The survey of
2008 (see below) is one action that it has taken as a result of this observation.

2 The National ID register contains, among other items, the following information about
for each citizen: name, surname, place and date of birth, nationality, address, occupation,
civil status. More items may be added as the use of ID cares develops.

3 Thanks to integrated electronic processes, the Crossroads bank for Social Security contains all
information needed by the social security offices for the calculation of all social security contri-
butions and of all salary and working-time-related social security benefits. It is collected only
once from the employers, at the moment that one of the following four types of events occurs:
the beginning of an employment relationship, the three-monthly payments of social security
contributions, the occurrence of a social risk, and the end of an employment relationship.

4 The Crossroads bank for Enterprises is a register that stores all basic data regarding enter-
prises and their individual business locations.
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Table 2.1: Number of on-line tax returns filed, 2003-2008

2003 2004 2005 2006 2007 2008 2009*

Citizens 57,727 92,664 130,319 160,253 212,541 303,382 681,813
Token 156,519 193,873 241,679 418,611
elD 3,734 18,668 61,703 263,202

Civil servants

Mandated accountants

— 26,922 193,050 439,605 580,199 725,614 947,712

— 49,232 251,636 422,154 564,512 683,920 338,461%**

TOTAL

57,727 168,818 575,005 1,022,012 1,357,252 1,712916 1,967,986

Notes: * to September 9, 2009; ** open until October 31.

Source: Personal communication from an anonymous civil servant in the Belgian ministry of finance.

What does it cost the administration?

The development of prefilled income tax returns was part of a larger project
and no cost-benefit analysis has been carried out for this specific feature of
the program and no distinct budget is available. Furthermore, the adminis-
tration confesses that “allocating money towards electronic applications was

rather easy”® since improving e-government processes was one of the main

goals of the Belgian government as a part of the so-called Copernicus reform.
Nonetheless, the administration claims, on the benefits side of electronic tax
returns, savings of about €500 million (US$677 million) on postal expenses,
less need for stocking space, less need for management controls, and more

transparency.

On the costs side, we have no figures but we know that the costs are
essentially due to the applications developed by private companies, the
investments in hardware, the training of civil servants, and the advertise-
ment campaigns.

The main results of the taxpayers’ surveys

In order to increase the benefits, information on the needs of the users
was collected through surveys of Tax-on-web users and face-to-face meet-
ings. Two main surveys have been carried out: User Awareness: Tax on Web
(Deloitte, 2005); and Etude de la connaissance de lapplication “Tax-on-web”
et des éléments incitateurs a son utilisation (Dedicated Research, 2008). The
first was a survey of mandated accountants, the second, a survey of citizens.

Source of quotation and other information in this section is personal communication

from an anonymous civil servant in the Belgian ministry of finance.
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The survey of mandated accountants

In 2005, 820 accountants answered the questionnaire. Each accountant had
filed between 1 and 750 returns in 2004, of which 62.2% were filed on-line.
Mandated accountants can use the electronic income tax return for their cli-
ents. Today, 95% of the accountants’ offices file electronically.

The accountants indicated they were informed of the possibility of on-
line filing through various media, as shown in table 2.2 below. To the ques-
tion “Do you plan to make a larger use of the electronic tax returns in 2005?”
91.7% answered “Yes.” To the question “Would you advise your colleagues to
use the electronic tax returns?” 83.3% answered yes. The global satisfaction
index is lower than 6/10 for 16% of the respondents, higher than 7/10 for 38%,
and 10/10 for 5%.

The main advantages to using Tax-on-web given by the mandated
accountants are: the longer delay to file the tax returns (21.8%); the acknow-
ledgment of receipt sent by the administration (18.07%); the availability
of the system 24 hours a day, 7 days a week (16.04%); fewer corrections
and meetings with the administration afterwards (10.53%); or lower postal
costs (8.48%).

The main reasons suggested by the accountants to explain why col-
leagues do not use the electronic prefilled tax returns are: insufficient know-
ledge of the advantages of the on-line filing (53.1%); distrust in the confiden-
tiality of the data on the internet (35.6%); unclear identification procedure
(33.8%); too little communication to encourage the on-line filing (27.8%). As
we can see, except for the second reason, the administration has the possi-
bility of improving the system. In three years, more than 6,000 mandated

Table 2.2: How accountants were informed about on-line filing (percent)

Type of media

Accountants’ federations 534
Newspapers and specialized reviews 36.8
Federal website 254
Radio and television 16.9
Information sessions organized by the Ministry of Finance 7.8
Information or chat on internet 6.9
Other 6.6
Advice from another person 6.1
Search engine 1.3
Posters 0.7

Note: Percentages sum to more than 100% as information may have been obtained from more
than one medium.

Sources: Deloitte, 2005.

Fraser Institute / www.fraserinstitute.org


www.fraserinstitute.org

Chapter 2: Belgium / 31

*

*

*

*

*

*

accountants participated in information sessions about how to use Tax-on-
web. The administration organized these sessions across the country to meet
this important target group face-to-face.

The survey of citizens

Five years after the start of the Tax-on-web program, with 200,000 citizens
out of 6 million filing their returns on line, the results were regarded by
the administration as insufficient. With four million frequent Internet users
(i.e., those older than 15 and surfing at least once a month), the potential
for increasing the rate of electronic returns was seen to be great. Therefore,
a survey was carried out in 2008 to understand what improvements were
needed: 8,500 taxpayers with an Internet connection at home were surveyed
by phone; about 12% agreed to answer the questionnaire, leading to a sample
of 1,009 taxpayers. The taxpayers surveyed were classified according to their
age, the social class they belong to, and the frequency with which they used
the Internet. The main results of the survey are the following:®

86% of the surveyed taxpayers use the Internet at home several times a week,
and 70% use it to make payments;

39% knew of the possibility of filing tax returns on line and this rate
increased with the age and the frequency of use of Internet of the taxpayer
and decreased with the social class;

only 22% remembered having seen an advertisement for Tax-on-web and
responses indicated the most effective media to be, in decreasing order, TV
advertisements, information attached to the paper tax return, and newspa-
per articles;

33% could describe the exact objective of Tax-on-web (47% of taxpayers
from higher social classes and 38% of heavy users of Internet);

11% had already used Tax-on-web, 6% had tried to use it but had abandoned
the attempt, 39% had not used it, and the remaining 44% did not file their
tax return themselves;

among taxpayers that had never used Tax-on-web before, 35% intended to
use Tax-on-web for their next tax return, with rates decreasing with age
(from 46% to 23%), social class (from 39% to 26%) and frequency of use of
the Internet (from 38% to 28%);

See Appendix: Detailed results of the survey of citizens (p. 34) for a description of the
classifications and detailed results.
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the users of Tax-on-web evaluate their satisfaction with the program at a level
of 8.4/10, with marks increasing with age and decreasing with social class
(except for the lowest of the four classes), which is quite counterintuitive;

94% of the users of Tax-on-web would advise acquaintances to use it.

The main advantages to using Tax-on-web given by taxpayers are that it is
easier (for 67% of the users), it is faster (23%), and it calculates the amount
to be paid or refunded (20%). Surprisingly, only 6% of the users mentioned
that Tax-on-web enables the taxpayers to choose the best formula in order to
reduce the amount of tax to be paid (by shifting the tax exemptions between
spouses, for instance). An important observation is that once a taxpayer has
filed a tax return on line, he does not go back to the paper form the following
years because of the advantages offered by the on-line application. The users
of Tax-on-web were also asked what should be improved in the program. The
results are shown in table 2.3.

Many reasons were given for not using Tax-on-web but the main
answers are that the paper tax return is easier to use (21%), that taxpay-
ers are used to the paper (14%), that they are afraid to make mistakes (13%),
that it takes too much time (8%), that it is difficult to connect to the applica-
tion, and that interruptions occur (6%). The non-users of Tax-on-web were
asked what would encourage them to turn to the electronic tax returns. The

Table 2.3: How could Tax-on-web be improved (percent)?

AREAS SUGGESTED FOR IMPROVEMENT

The procedure for the electronic signature 31%
The possibility to test Tax-on-web beforehand 30%
The conditions to open a Tax-on-web account 30%
The access to the Tax-on-web website 29%
The possibility to see a demo 25%
The saturation of the network 25%
The acknowledgment receipt 24%
The legibility of the screens 21%
The automatic assistance 20%
The validation of the tax return 19%
The assistance by phone 12%

Note: Percentages sum to more than 100% as more than one improvement could be put forward.
Sources: Dedicated Research, 2008.
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Table 2.4: What would encourage non-users to adopt Tax-on-web (percent)?

AREAS SUGGESTED FOR IMPROVEMENT

Getting assurance that the data are well protected 71%
Getting a tax reduction for the use of Tax-on-web 70%
Simplification of the process 68%
Receiving a user guide at home 66%
Hearing a better appreciation of Tax-on-web from acquaintances 60%

Getting the assurance that the amount to be paid and the delay are not affected ~ 59%
Having access to assistance by phone in the evening and weekends 59%

Being sure that it is possible to fill the data in several times 54%

Note: Percentages sum to more than 100% as more than one improvement could be put forward.

Sources: Dedicated Research, 2008.

answers are summarized in table 2.4. Following these surveys, Tax-on-web
has been adapted. For instance, a demo is now available and the network is
less often saturated.

6 Planned future developments

The spreading use of the electronic ID for Belgians and foreigners (from 2009)
will naturally increase the potential of Tax-on-web. Since September 2009,
Tax-on-web has been extended to non-resident personal income tax returns.
As more and more information is exchanged electronically between the tax
administration and other administrations, companies, and financial institu-
tions, the amount of prefilled information will increase steadily. The most
important steps will come with increased availability of electronic informa-
tion about personal assets.

To encourage the citizens to use Tax-on-web, more advertising cam-
paigns are needed in addition to existing spots on radio and television, post-
ers in the streets and town halls, and information sessions in municipalities.
The impact of the latter is important because it is observed that the rate of
on-line filing is higher in the municipalities where these sessions have been
organized by the Federal Public Service” of Finance.

The main difficulties identified by the administration for the forthcom-
ing developments are the threat to confidentiality and technical aspects (it is
not possible, for instance, to simplify the identification procedure much more).

7 Dutch: FOD Financién; French: SPF Finances; German: FOD Finanzen.
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Appendix Detailed results of the survey of citizens

Explanation of tables

-36,36-55, +55 refer to the age of the respondent.

SC1,SC2,SC3,SC4 is the social class to which belongs the respondent. At the end of the
interview, each respondent had to say whether he thought he belonged to

the “superior social class,” the “medium-high social class,” the “medium-

low social class,” or the “inferior social class”

Heavy user uses the Internet nearly every day.
Medium user uses the Internet at least twice a week.

Light user uses the Internet less than twice a week.

DNK = Does not know.

Question 1: During the last month, how often have you used the Internet personally at home?

Total -36  36-55 455 SC1 SC2 SC3 SC4  Heavy Medium Light

user  user  user

Nearly every day 63% 66% 62% 63% 68% 64% 59%  57% 100% 0% 0%

2-3 times a week 23% 26% 22% 21% 24% 22% 23% 21% 0% 80% 0%

Once a week 6% 3% 6% 8% 5% 6% 9% 3% 0% 20% 0%

2-3 times a month 2% 2% 3% 2% 1% 3% 3% 2% 0% 0% 26%

Once a month 1% 1% 2% 0% 1% 2% 2% 2% 0% 0% 17%

Less than once a month 4% 2% 5% 5% 1% 3% 5% 16% 0% 0% 53%

No answer/DNK 0% 0% 0% 0% 0% 0% 0% 1% 0% 0% 3%
Question 2: Do you know Tax-on-web?

Total -36  36-55 +55 SC1 SC2 SC3 SC4  Heavy Medium Light

user  user  user

Yes 39% 32% 40% 42% 54% 41% 28% 17% 44% 36% 9%

No 61% 68% 60% 58% 46% 59% 72% 83% 56% 64% 91%

Fraser Institute / www.fraserinstitute.org


www.fraserinstitute.org

Chapter 2: Belgium / 35

Question 3: Do you remember having seen one or more advertisements for Tax-on-web?

Total -36 36-55 +55 SC1 SC2 SC3 SC4  Heavy Medium Light

user user user
Yes 22% 19% 25% 19% 29% 20% 17% 14% 22% 24% 9%
No 76%  80% 73% 79% 70% 76% 81%  86% 76% 74% 90%
No answer/DNK 2% 1% 2% 3% 1% 4% 2% 0% 2% 2% 1%

Question 4: Could you explain what Tax-on-web is?

Total -36 36-55 +55 SC1 SC2 SC3 SC4  Heavy Medium Light
user  user  user

To fill the tax return 33%  25% 37% 34% 47% 35% 22% 14% 38% 29% 7%
To give information on taxes 1% 2% 1% 2% 1% 2% 2% 0% 2% 1% 0%
Other 2% 2% 1% 2% 2% 2% 1% 1% 2% 2% 0%
No answer/DNK 3% 3% 2% 4% 3% 3% 2% 2% 2% 3% 1%

Do not know of Tax-on-web  61%  68%  60% 58% 46% 59% 72% 83% 56% 64%  91%

Question 5: During the last 5 years, have you used or tried Tax-on-web?

Total -36  36-55 +55 SC1 SC2 SC3 SC4  Heavy Medium Light
user  user  user

No 39% 31% 38% 46% 43% 35% 41% 32% 36% 45% 36%
Yes 11% 7% 12% 14% 11% 16% 10% 4% 13% 10% 1%
Tried but gave up 6% 4% 7% 6% 10% 6% 3% 3% 7% 5% 0%
No answer/DNK 0% 0% 1% 0% 0% 0% 0% 1% 1% 0% 0%

Do not fill themselves 44% 57% 43% 34% 35% 43% 47% 61% 43% 40% 62%

Question 6: You have never used Tax-on-web before, but do you intend to use it for your next tax return?

Total -36  36-55 +55 SC1 SC2 SC3 SC4  Heavy Medium Light
user  user  user

Certainly 9% 7% 13% 4% 10% 9% 8% 8% 13% 3% 0%
Probably 26% 39% 25% 19% 29% 26% 23% 18% 25% 27% 28%
Probably not 20% 19% 22% 19% 19% 19% 22% 23% 21% 20% 16%
Certainly not 40% 31% 35% 51% 35% 44% 42% 41% 34% 48% 48%
No answer/DNK 5% 4% 5% 7% 7% 2% 5% 10% 7% 2% 8%
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Question 7: On a scale from 1 (low) to 10 (high), what is your degree of satisfaction with Tax-on-web?

Total —-36  36-55 +55 SC1 SC2 SC3 SC4  Heavy Medium
user + Light users
10 20% 7% 18%  28%  10% 21% 32% 25% @ 21% 16%
9 20% 27% 20% 17% 20% 28% 5% 0% 18% 24%
8 41%  46%  40% 42% 47%  37% 42%  50% @ 44% 36%
6-7 15% 20% 18% 8% 17% 14% 11% 25% 13% 20%
4-5 1% 0% 2% 0% 3% 0% 0% 0% 0% 4%
1-3 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
No answer/DNK 3% 0% 2% 6% 3% 0% 11% 0% 4% 0%
Question 8: What was your motivation to use Tax-on-web?
Total —-36  36-55 +55 SC1 SC2 SC3 SC4 Heavy Medium+
user  Lightusers

Itis easier than paper form  67%  87% 56% 72% 73%  61% 74% 50% 66% 68%
It is faster than paper form  23% 27% 24% 19% 30% 21% 16% 25% 25% 16%
You can estimate the amount  20% 27% 18% 19% 23% 12% 26% 50% 14% 36%
due or to be refunded
It is trendy, modern 8% 0% 13% 6% 17% 2% 5%  25% 9% 8%
I like using the Internet 8% 7% 9% 8% 10% 7% 11% 0% 7% 12%
I heard positive comments 6%  13% 4% 6% 3% 9% 5% 0% 6% 8%
It uses less paper, is more 6% 0% 11% 3% 10% 7% 0% 0% 7% 4%
ecological
It is possible to try options 6% 7% 9% 3% 3% 12% 0% 0% 6% 8%
to pay less tax
It helps you to introduce 4% 0% 7% 3% 3% 5% 0% 25% 6% 0%
the correct figures
Others 9% 7% 11% 8% 3% 16% 5% 0% 10% 8%
No answer/DNK 1% 7% 0% 0% 0% 2% 0% 0% 1% 0%
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Question 9: What was your motivation not to use Tax-on-web?

Total -36 36-55 455 SC1 SC2 SC3 SC4 Heavy Medium Light
user  user  user

The paper form is easier 21%  24% 15% 27% 18% 23% 22% 21% 21% 23% 8%

lam used to the paperform 14% 15% 13% 14% 19% 11% 12% 8% 14% 14% 12%

Itis complicated/l am afraid 13% 7% 13% 15% 1% 11% 18% 13% 1%  16% 8%
to make mistakes

It takes too much time 8% 8% 9% 6% 8% 10% 6% 8% 6% 10% 8%

Explanations are not clear 6% 8% 5% 7% 6% 5% 7% 8% 7% 6% 0%

Difficulties to connect, 6% 6% 7% 5% 7% 6% 5% 5% 6% 5% 8%
existence of interruptions

I want to keep a paper copy 5% 8% 2% 6% 5% 4% 6% 3% 4% 6% 0%
for myself

| did not know Tax-on-web 4% 6% 6% 2% 5% 1% 6% 10% 3% 4% 16%

Itis not reliable 4% 1% 3% 7% 4% 4% 5% 3% 4% 5% 0%

I don't know what to do with 2% 4% 2% 1% 5% 1% 1% 0% 2% 4% 0%
justificatory documents

I don’t know what to do in 2% 6% 2% 1% 3% 4% 0% 0% 3% 2% 0%
case of a problem

You need an electronic 2% 0% 3% 1% 2% 4% 0% 0% 3% 0% 0%
authentication

I don't like the Internet in 2% 0% 2% 3% 1% 1% 5% 5% 1% 2%  12%
general

| fear publicity of my 2% 0% 2% 3% 1% 2% 5% 0% 2% 2% 0%
personal data

I thought it was not 2% 0% 3% 1% 3% 1% 1% 0% 2% 2% 0%
finalized

| fear that the return is not 2% 1% 2% 2% 2% 0% 3% 0% 2% 2% 0%
registered

Others 10% 14% 11% 7% 12% 7% 12%  10% 11% 10% 4%

No answer/DNK 18% 10% 22% 19% 12% 23% 21% 23% 18% 16%  28%
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Introduction

Taxpayers spend substantial time and money each year gathering docu-
ments, reading instructions, hiring tax assistance, and preparing their tax
returns. The overall costs in time and expenses for US taxpayers of comply-
ing with their federal individual income tax requirements amounted to an
estimated $85 billion in tax year 2004, or 10.5% of federal individual income
tax receipts (Slemrod, 2005). It has been suggested that some of these costs
arise simply because government is not providing taxpayers with informa-
tion it already has available to help them to complete their returns (Goolsbee,
2006). For instance, the Internal Revenue Service (IRS) receives detailed
information from employers, banks, and other institutions about an indi-
vidual’s employment earnings, interest, dividends, pensions, Social Security
benefits, unemployment insurance receipts, and distributions from Individual
Retirement Accounts. Taxpayers also receive this information from the third-
party providers, but they are required to transfer the details to the relevant
line items of their tax returns themselves. Goolsbee (2006) estimates that
in the United States individual taxpayers with relatively simple income tax
circumstances accounted for about 52 million returns, or 40% of the annual
federal filing population, in tax year 2003. This category includes taxpayers
with no itemized deductions or credits (other than the Child Tax Credit and
the Earned Income Credit),  including:

9.1 million single filers with no dependents and no income other than wages;

8.4 million filers, including married filers and filers with dependents, with
no income other than wages;

21.1 million filers with some income other than wages from “withhold-
able sources” such as interest, dividends, pensions, social security benefits,
unemployment insurance, and individual retirement accounts;

0.4 million filers receiving some capital gains distributions from mutual
funds in addition to possibly having income from withholdable sources; and

13.4 million filers eligible for the Earned Income Credit with income only
from withholdable sources or capital gains distributions from mutual funds.

In the United States, those paying federal income tax are eligible for a Child Tax Credit
of up to $1,000 per qualifying child if their adjusted gross income is below a specified
threshold. The Earned Income Credit is a refundable tax credit for working individuals

and families with low to moderate incomes.
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Goolsbee estimates that, if these taxpayers were able to use pre-filled returns
from the IRS that already contained the relevant third-party information,
they could achieve an average reduction in the cost of compliance of up to
$85 per year. This represents a meaningful saving, particularly for families
with low to moderate levels of income. If all 52 million eligible filers were to
participate, the aggregate estimated reduction in the burden of complying
with income tax requirements would amount to $4.4 billion. However, the
actual participation rate for such a program may fall well short of 100%.
Pre-completed (or prefilled) tax returns either have been introduced, or
have been experimented with, by a number of federal tax jurisdictions, includ-
ing those in Australia, Belgium, Denmark, Spain, Sweden, France, Finland, and
Norway. At the sub-national level, the Province of Québec recently launched
a pilot prefilled return program in 2008. This report concerns a similar sub-
national program in the United States: the California ReadyReturn program.
The pilot prefilled return program was first introduced during the 2005 pro-
cessing year to a sample of approximately 52,000 Californians filing state
income tax returns who were deemed to have very simple returns. A full-
fledged version of the program was rolled out during the 2008 processing
year for the reporting of 2007 taxes. For that year, about 1 million taxpayers,
representing 6.6% of the overall state return-filing population, were eligible
to participate. The program was expanded in the following year so that over
1.9 million taxpayers were now eligible to participate. The following sections
provide a description of the program, discuss some of the major issues that
arise in its implementation, perform a preliminary assessment of its impact
during the pilot years, and summarize some of the key lessons learned.

Overview of ReadyReturn

State income taxes in California are administered by the California Franchise
Tax Board (CFTB). In an effort to reduce the burden of filing upon individual
income taxpayers with relatively simple filing circumstances, the CFTB in
2005 introduced a pilot ReadyReturn program for the reporting of tax year
2004 state income taxes. Under this program, 51,850 taxpayers—approxi-
mately 0.4% of all California state taxpayers in that year—received an invita-
tion to participate along with a prefilled tax return from the CFTB that was
based on the wage and tax-withholding records provided to the state by their
employers. If the information provided on the return was correct, participants
could simply fill in their social security number, sign the return, and submit
it either by mail or electronically over the ReadyReturn website for process-
ing. Otherwise, they could use the website to modify their return and sub-
mit it electronically. Beginning in 2008, ReadyReturn was launched as a full-
fledged program. The program was expanded in 2009 (returns for tax year
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2008) so that over 1.9 million filers with relatively simple tax circumstances,
or approximately 11.4% of California’s roughly 16.7 million taxpayers, were
eligible to participate. This section presents an overview of the evolution of
the program since it was first introduced in processing year 2005 (returns
for tax year 2004) through processing year 2009 (returns for tax year 2008).

The pilot years

The ReadyReturn program was first introduced by the CFTB on a pilot basis
during processing year 2005 for those filing state individual income tax for
tax year 2004. The objective of the pilot was to develop some preliminary
information on program take-up and impact. Of particular interest was the
degree of taxpayer participation, the degree to which the burden of compli-
ance was reduced, and the efficiency of administration.

Participation in the pilot program was by invitation only. Beginning on
February 15, 2005, the CFTB began mailing out invitations along with com-
pleted tax-year-2004 ReadyReturns to a sample of 51,850 taxpayers who were
deemed to have very simple tax returns. To be considered for an invitation, a
taxpayer had to meet the following criteria.

On the 2003 state tax return, the taxpayer must have:

filed a resident tax return;

used the single (unmarried) filing status;

claimed no dependents;

not been claimed as a dependent on another tax return;

claimed the standard deduction;

had income only from wages; and

had only one employer (i.e., only one employer had filed a W-2 information
return summarizing wages earned by the taxpayer).

Furthermore, the taxpayer must have:

had no tax-year-2004 return on file as of the date the ReadyReturn was mailed;
had no tax payments on file (other than source withholding by employers)
as of the date the ReadyReturn was mailed;

had fourth quarter 2004 wage data available from the Employment Devel-
opment Department (which is in charge of payroll taxes and employer infor-
mation reporting);

had only one employer (only one W-2 form);

had total wages less than or equal to the itemized deduction phase-out;

had income indicating a filing requirement or a refund;

had a California address on file; and

met certain other internal administrative requirements.
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From the pool of eligible taxpayers, a statistically valid sample of 51,850 were
sent invitations to participate in the program with the objective of securing
approximately 10,000 participants. A separate random sample of 31,500 eligi-
ble but uninvited taxpayers served as a control group. Those selected received
an invitation by mail containing instructions on how to participate as well
as a return that had been prefilled using W-2 records from the employer
regarding wages paid and taxes withheld. The invitation letter was printed
in English on one side and Spanish on the other. Slightly different versions of
the letter were mailed to recipients who appeared to be owed a refund and
recipients who appeared to have a balance due.’® In both versions of the letter,
the recipients were informed that their participation was optional.

The CFTB understood that some of the invitees would have had a
change in their tax circumstances from tax year 2003 to tax year 2004. This
generally did not preclude their participation in the pilot as they were able
to make any necessary modifications to their return and file it electronically
using a special ReadyReturn website operated by the CFTB. All tax changes
associated with the modifications were computed on the return automatic-
ally. Typical modifications included:

a change in name or address;

a change in filing status;

an addition to income;

a claim for a deduction or a Renter’s Credit;

a voluntary contribution; and

an election for an electronic refund or payment.

Alternatively, if the information on the return was correct, the taxpayer could

fill in his/her social-security number on the pre-completed return, sign it,
and mail it in. For taxpayers receiving a refund, the instructions emphasized

that refunds would be processed in less than a week if filed electronically

through the website but might take 4 to 6 weeks if filed by mail. Participants

who filed electronically received a declaration control number that they were

instructed to retain for their records along with a copy of the return, support-
ing documentation, and a signed electronic-return authorization form (form

CFTB 8453-0OL).* Copies of both the tax return and the authorization form

could be printed from the website.

Samples of the letter and ReadyReturn are available on the CFTB website at <http://www.
ftb.ca.gov/readyReturn/comments_05.shtml>.

To use the website, the taxpayer had to provide his/her last name, social security number,
and the four-digit customer service number that was provided on the invitation letter.
The signed electronic-return authorization form was not submitted electronically with

the return but was instead retained by the taxpayer.
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Owing to the timing of receipts of W-2 data on employee earnings
and withholding from the state Employment Development Department, the
invitation letters were mailed in two waves: 19,205 were sent on February
16, 2005 and 32,645 on February 23, 2005.° Follow-up letters were sent
(on March 23, 2005 for the first wave and on April 4, 2005 for the second
wave) to any recipients who did not yet have a tax year 2004 return on file.®
Ultimately, 11,620 of the invitees elected to participate, representing a take-
up rate of 22.4%. This exceeded the CFTB’s expectation that 10,000 invitees
would participate.

Based on positive results from the tax-year-2004 pilot program (dis-
cussed below in section 3), the three-member Franchise Tax Board voted
unanimously on June 19, 2005 to implement ReadyReturn fully as a perma-
nent program. The permanent program would have been open to up to one
million taxpayers with projected participation growing to 230,000 by 2010.
However, on July 19, 2005, Assembly Bill 139 (CH. 74) limited funding for the
ReadyReturn program and mandated that it remain a pilot for tax year 2005.

The pilot program for tax year 2005 had one substantive difference
from the prior year’s program; namely, the mailing of the invitation letters was
delayed until March 15 to allow more time for the receipt of wage information
from employers. Delaying the mailing until this date resulted in the receipt
of an additional 14 million wage records, thereby increasing the size of the
pool of eligible taxpayers. However, there was a tradeoff. Since most taxpay-
ers receive their W-2 forms from employers in January, the delay in sending
out invitations increased the likelihood that an otherwise eligible taxpayer
already would have filed his/her return. ReadyReturn invitations were sent
to a randomly selected group of 50,820 taxpayers that included 2,782 prior-
year program participants. To be eligible to receive an invitation, taxpayers
had to meet requirements comparable to those used for the tax-year-2004
pilot program. A control group of 63,337 eligible but uninvited taxpayers
was also randomly selected. This sample included 2,770 taxpayers who had
participated in the ReadyReturn program during the prior year.

Given the later date for the mailing of the invitation letters, no follow-
up letters were sent during this year of the pilot. As in the previous year,
slightly different versions of the letter were sent to taxpayers who appeared

5 CFTB receives its employer wage information from the state Employment Development
Department (EDD). Employers are required to provide this information to EDD on a
quarterly basis, with the fourth-quarter information due by January 31 of the subse-
quent year. Taxpayers typically receive their W-2 wage statement around this same time.
However, there is a lag in CFTB obtaining the wage information from EDD. Usually, by
mid-March CFTB has received details from about 95% of all W-2 forms.

6 California individual income tax returns are normally due by April 15, although taxpay-
ers automatically qualify for an extension until October 15.
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to be owed a refund and those who appeared to have a balance due.” Both
versions of the letter were revised for the second pilot year to emphasize the
need for participants to make any necessary changes to the return, such as
reporting additional income or claiming the Renter’s Credit or Child and
Dependent Care Expenses Credit. As of July 21, 2006, 10,581 of the invitees
filed a ReadyReturn. This represents a take-up rate of 20.8%, slightly lower
than the 22.4% rate of the prior pilot year.

The full-fledged program

Subsequent to the two pilot years, the ReadyReturn program was put on hold
for a tax year as political issues played out (see section 6). However, begin-
ning in processing year 2008 (tax year 2007), a full-fledged version of the
program was rolled out state-wide. This version of the program differed from
the pilot program in certain substantive ways, particularly with regard to the
process for participating.

Processing year 2008

For processing year 2008, a taxpayer was eligible to participate if he had only
one employer in 2007, all four quarters of employer-provided wage informa-
tion for 2007 were available to the CFTB, and the taxpayer had filed a resident
tax year 2006 return with the following characteristics:

single filing status;

no dependents and not claimed as a dependent on another return;
income from wages only;

no special credits; and

standard deduction claimed.

These eligibility conditions were similar to those of the pilot program but all
eligible taxpayers were now permitted to participate. Moreover, the program
was run on an “opt-in” basis under which an eligible taxpayer had to request a
ReadyReturn rather than receiving an invitation containing the return in the
mail. To request a ReadyReturn, the taxpayer could visit the ReadyReturn web-
site to see if a return were available. If so, the taxpayer could view the return,
print it out, and, if desired, modify it and file it electronically. Alternatively,
the taxpayer could request a copy of an available ReadyReturn be delivered
by mail by contacting the CFTB’s toll-free interactive voice-response system.
If a return was not yet available, for example because fourth-quarter wage
information had not yet been received, taxpayers would need to check back
at a later date to see if a return was ready. The opt-in approach was deemed

Samples of the letters and ReadyReturns are provided on the CFTB website at <http://
www.ftb.ca.gov/readyReturn/comments_05.shtml>.

www.fraserinstitute.org / Fraser Institute


www.fraserinstitute.org

46 / Prefilled Personal Income Tax Returns

*

*

*

*

*

*

*

to be more cost-effective than mailing ReadyReturns to all eligible taxpayers.
There were also concerns that mass-mailings of paper ReadyReturns might
have an adverse impact on electronic filing rates.

Marketing of the program was done using relatively cost-effect-
ive means such as through tax booklets, the CFTB website, the Voluntary
Income Tax Assistance program, other state public assistance programs, and
the media.

As with the pilot program, taxpayers whose circumstances had changed
from the previous year were permitted to participate by making modifica-
tions to their ReadyReturns. Allowable modifications in processing year 2008
included:

a change of address or contact information;
a modification in the level of income;
reporting additional sources of income;
claiming itemized deductions; and
claiming tax credits.

For processing year 2008, the CFTB (2007b: 2) estimated that approximately
one million taxpayers would be eligible for the program and that approxi-
mately 30,000 would participate (3% of eligible taxpayers), with participa-
tion rates rising to 9% and 16% in the subsequent two years. In September
2008, the CFTB (2008b: 1) reported an updated statistic suggesting that
approximately 730,000 taxpayers were initially eligible to participate and
that 367,000 ReadyReturns were “readied,” meaning that the taxpayers had
not already filed by the time fourth-quarter employment data was received
and had not been excluded because of having multiple employers. Ultimately,
11,253 ReadyReturns for tax year 2007 were filed during processing year
2008, well short of the 30,000 projected. Three fourths of the participants
reported they were due a refund on their returns and 72% of these taxpayers
requested a direct deposit.

Processing year 2009

For the 2009 processing year, the program was expanded to make over 1.9
million taxpayers eligible to participate. For this year, taxpayers were allowed
to participate even if they claimed on their resident tax year 2007 return:

head of household filing status;
up to five dependents; and/or
the Renter’s Credit.

In addition, taxpayers could participate if they were claimed as a dependent
on someone else’s return for tax year 2007. However, an income limitation
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was introduced, so that single taxpayers with total income exceeding $163,186
and heads of household with total income exceeding $244,784 were not eli-
gible to participate. As of the 2009 processing year, taxpayers have been
able to sign up for an e-mail alert to let them know when their ReadyReturn
becomes available. Statistics for the 2009 processing year indicate that 61,753
taxpayers filed a ReadyReturn for tax year 2008. This represents a dramatic
increase from the 11,253 ReadyReturns filed during the prior processing year.
However, it is important to keep this figure in perspective. In particular, the
ReadyReturn participants represent only approximately 3% of all eligible tax-
payers for processing year 2009 and only about one half of 1% of all state
personal income tax returns filed during that year.

Profiles of taxpayers in the pilot program

This section presents profiles of taxpayers who were eligible for the
ReadyReturn pilot program conducted during the 2005 and 2006 process-
ing years, of participants in the pilot program, and of non-participants, based
on a combination of survey findings and administrative statistics.

Description of surveys
For each of the pilot program years, the CFTB performed surveys of invited
participants and non-participants as well as members of the control group of
eligible but uninvited taxpayers.® The survey of on-line users of ReadyReturn
was offered over the Internet to all users at the completion of their on-line
filing activity. Ultimately, there were 5,610 on-line users during process-
ing year 2005 but the survey results for this year are based on responses
received from a population of 5,571 users who had completed their returns
by August 25, 2005. The survey results for processing year 2006 are based
on responses from the population of 5,001 on-line users who had completed
their returns by July 21, 2006. The survey questions were identical in both
years and included 14 multiple-choice questions.” Space was also provided
for participants to type in any additional comments.

For processing year 2005, taxpayers who mailed in paper copies of their
ReadyReturns (“paper users”) and non-users of ReadyReturns were included
in a common sampling frame for a mail-in survey. All of the roughly 6,000

The survey instruments are available on the CFTB’s website at <http://www.ftb.ca.gov/
readyReturn/Surveys.pdf> for the 2005 processing year and <http://www.ftb.ca.gov/
readyReturn/RRSurveysTYO05.pdf> for the 2006 processing year.

Taxpayers who participated in the program in both years were informed on the survey for
processing year 2006 that they did not need to answer the question about their experi-

ence filing with ReadyReturn as compared to their experience filing in the prior year.
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paper users of ReadyReturns who were identified as of August 26, 2005 were
sent a copy of the survey; it was also sent to a random sample of approximately
2,800 non-users. The recipients received a self-addressed, postage-paid envel-
ope in which to return their completed survey. The survey included 16 mul-
tiple-choice and fill-in-the-blank questions as well as a space for providing
additional written comments. However, respondents were asked to answer
only questions relevant to their filing status and instructions were provided
to inform users of paper ReadyReturns forms, non-users, and taxpayers who
had not yet filed which questions they should answer. For processing year
2006, all users who were identified as of July 3, 2006 and a random sample
of non-users were sent separate surveys that contained only those questions
relevant for their situation. These questions were substantively unchanged
from those asked on the survey for processing year 2005.*

For processing year 2005, a random sample of 15,000 of the 31,500
eligible but uninvited taxpayers from the control group were sent a mail-in
survey. The recipients received a self-addressed, postage-paid envelope in
which to return their completed survey. The survey included nine multiple-
choice and fill-in-the-blank questions as well as a space for providing addi-
tional written comments. For processing year 2006, a sample of 5,002 tax-
payers from the 63,337 members of the control group were sent a virtually
identical survey. However, the composition of the recipients in this year was
not well designed: the survey was sent to all 2,337 members of the control
group who had participated in the ReadyReturn program during the prior
year but were not invited for the current year, as well as to a random sample
of 2,665 taxpayers from the remainder of the control group. My assessment
is that, as a result of over-sampling ReadyReturn participants from the year
before within the control group, statistics based on the raw survey responses
are not likely to be representative of the control group as a whole. In par-
ticular, such statistics give too much weight to the responses of prior-year
ReadyReturn participants and too little weight to the responses of prior-year
non-participants.

Table 3.1 shows the sampling results for the surveys in the 2005 pro-
cessing year. With the exception of the survey of on-line users, the response
rates were relatively low, which raises the potential for non-response bias. In
other words, there is uncertainty as to how representative the results are of
the underlying populations. The comparable sampling results for the 2006
processing year are presented in table 3.2. Again, the response rates are rela-
tively low for all but the on-line user survey, which raises the potential for
non-response bias. This caveat should be kept in mind when interpreting
the survey results.

The following discussion employs survey findings along with available
administrative statistics drawn from the pilot program reports (CFTB, 20064,
2006b) to summarize the characteristics of participants of the pilot program
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Table 3.1: Sampling statistics for CFTB's survey in processing year 2005

Group Population Sample Responses Response Margin
Size Rate of Error*
On-line users 5,571 5,571 2,126 38% 1.67
Combined groups (those filing paper 46,279 8,757 1,266 14% 2.72
returns and invited non-users)
Control group 31,500 15,000 1,616 11% 2.37
Total — 29,328 5,008 — —

Note*: Margin of error represents the author’s calculation of the maximum margin of error in percentage points for a popula-
tion proportion based on the sample and population sizes.

Source: ReadyReturn Pilot Tax Year 2004 Study Results (CFTB, 2006a).

Table 3.2: Sampling statistics for CFTB’s survey in processing year 2006

Group Population Sample Responses Response Sampling
Size Rate Error*
On-line users 5,001 5,001 2,160 43% 1.59
Users filing paper returns 5,452 5,452 853 16% 3.08
Invited non-users 40,367 5,000 314 6% 5.51

Control Group**

Prior year users 2,770 2,770 755 15% N/A**
Prior year non-users 60,567 2,232
Total — 20,455 4,082 — —

Note*: Margin of error represents the author’s calculation of the maximum margin of error for a population proportion based
on the sample and population sizes.

Note**: Raw sample is unlikely to be representative of control group due to the over-sampling of prior year ReadyReturn users.
Source: Ready Return Pilot Preliminary Studies for Tax Year 2005 (CFTB, 2006b).

as well as non-participants. The survey findings are generally quite similar
for the two pilot-program years. Given this similarity in survey results, the
discussion of survey findings focuses on the results of the 2005 processing
year surveys except where otherwise indicated.”

10 My decision to focus on the results from the 2005 processing year survey findings is driven
partly by concerns over the representativeness of the control group results for the subse-
quent processing year. As discussed in section 3.1, prior-year ReadyReturn users in the con-
trol group were over sampled during the 2006 processing year, with the effect that the avail-
able raw statistics from the survey place undue weight on the responses of those taxpayers.
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Profile of eligible taxpayers

The ReadyReturn pilot program was restricted to taxpayers who were deemed
to have very simple tax circumstances based on current employer informa-
tion reports and prior-year filing behaviour (as discussed in section 2.1). In
particular, the focus was on taxpayers who appeared:

to be single with no dependents;

to have only one employer;

to have income only from wages;

to receive the standard deduction (rather than an amount based on deductions
that are itemized on a special schedule); and

not to have been claimed as a dependent on another return.

Administrative statistics and survey results for the control group provide
some further details on the eligible population. As of July 21, 2006, 87% of
the control group population had filed their 2005 tax return. Among these
filers, administrative statistics indicate that:

the median adjusted gross income was $33,842;

73% received a refund, with a median amount of $103;
26% of the refunds were paid via direct deposit;

26% had a balance due, with a median amount of $105;
41% filed electronically; and

40% had filed electronically in the prior year.

Relative to the general filing population, this represents only a slightly lower
median level of adjusted gross income ($33,842 compared to $34,128). This
raises an important point; namely, that a simple return is not necessarily a
low-income return. Indeed, the highest-adjusted gross income among those
taxpayers invited to participate in the program was $143,139, an amount that
falls well within the top decile of all taxpayer incomes.

Relative to the general filing population, the above statistics indicate that
eligible taxpayers had a higher refund rate (73% compared to 65%) and a sub-
stantially lower electronic filing rate (41% compared to 60%)." The high elec-
tronic filing rate within the general population is partly the result of a California
requirement for all tax practitioners who prepare more than 100 returns each
year to file all returns electronically. Whereas about 65% of the general popu-
lation has their return prepared by a tax professional in a given tax year, only
about 40% of taxpayers with very simple returns rely on professional assistance.

The median adjusted gross income for the general population was taken from CFTB, 2009,
while the refund rate for the general taxpayer population is taken from CFTB, 2008a: 29.
The source of the 65% figure is CFTB, 2007; of the 40% figure is CFTB, 2006b: 18.
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Based on the 2005-processing-year survey of control-group mem-
bers, 60% indicated that they would be interested in using ReadyReturn after
reviewing a brief description of the service, 19% expressed no opinion, and
21% indicated they would not be interested in participating. This appears to
indicate a rather high level of interest in the program among eligible taxpayers.
However, this finding is tempered to some degree by the much lower actual
participation rate of 22.4% among the invited group in that year. Nonetheless,
one should keep in mind that this was a new program that was supported
by little, if any, advertising. Over time, one would expect participation to
improve as familiarity with the program grows.

Not all taxpayers and businesses feel that the government should be in
the business of providing prefilled tax returns to taxpayers (as discussed fur-
ther in section 6). Among those control-group members that were surveyed,
50% indicated that they were in favour of the government providing such a
service, 38% stated that they had no opinion, and the remaining 12% were
against it. The preferred return preparation method among control group
respondents can be broken down approximately as follows:

48%: prepared by a tax practitioner/accountant;

32%: self-prepared using paper return;

10%: self-prepared using a government website;

7%: self-prepared using software or a non-government website; and
3%: other.

Profile of ReadyReturn participants

Overall, the surveyed ReadyReturn participants overwhelmingly reported
finding the pilot program easy to understand (on-line users: 97%; paper users:
99%) and more convenient than their prior-year filing method (on-line users:
96%; paper users: 95%). The vast majority of respondents reported that they
were either very satisfied (on-line users: 75%; paper users: 76%) or satisfied
(on-line users: 24%; paper users: 22%) with the program and that they would
use the program again (on-line users: 99%; paper users: 98%).

Actual evidence suggests a lower repeat-usage rate than that indicated
by the survey responses to the question about using the ReadyReturn pro-
gram in the future. During the 2006 processing year, 2,782 taxpayers who
had participated in the ReadyReturn program the year before were again
invited to participate. Of these taxpayers, 55% participated during the second
year. The CFTB suggests that the later implementation date and changes in
the taxpayers’ situations may explain some of the discrepancy between the
more than 98% of surveyed participants who said they would participate in
the program again and the 55% of invited participants who actually did par-
ticipate for a second time.
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Administrative statistics indicate that, relative to non-participants,
ReadyReturn participants in processing year 2006:

« had a higher median adjusted gross income ($36,825 versus $33,198);
« were less likely to be due a refund (66% versus 73%);

» were more likely to have a refund paid via direct deposit (28% of those due a
refund versus 25%); and

« were less likely to have filed electronically during the prior tax year (35%
versus 40%).

Among ReadyReturn participants, on-line users had a higher median adjusted
gross income ($37,618) than those filing paper returns ($36,065), and they
were relatively more likely to be due a refund (79% compared to 55%).
Moreover, when an on-line user was due a refund, it tended to be for a larger
amount (median amount of $91 compared to $67) and the taxpayer was more
likely to have the refund paid via direct deposit (49% compared to 10%).

Survey results from processing year 2005 indicate that, relative to the
control group, ReadyReturn participants were more likely to perceive that the
program would make them feel less anxious about filing their return (88% of
on-line users and 75% of those filing paper returns compared to 40% of con-
trol group respondents). The participants were also relatively more likely to
respond that they were in favour of the government providing such a service
(98% of electronic users and 85% of those filing paper returns compared to
50% of control group respondents).

When asked for the main reasons they chose to participate (respond-
ents could choose more than one answer), the responses broke down as fol-
lows between those filing on line and those filing paper forms:

« as a result of the invitation: 85% on-line, 70% paper;

« easier than how filed last year: 50% on-line, 60% paper;

« thought it would save time: 60% on-line, 62% paper;

« thought it would save money: 25% on-line, 20% paper;

« thought it would result in a faster refund: 38% on-line, 20% paper; and

+ because the TeleFile program was no longer available: 18% on-line, 21% paper.”

13 Under the TeleFile program, taxpayers who qualified to file an “EZ” return for resident
single and joint filers with no dependents could call a special CFTB phone number 24
hours a day during the filing season and enter their tax return information over a touch
tone phone. This service was discontinued in October 2004.
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An important issue for the ReadyReturn program is the security of tax-
payers’ information, particularly the return information that is made available
over the ReadyReturn website. The CEFTB (2007b: 7) reports that it employs
the following measures, among others, to ensure the security and privacy of
taxpayer data:

a strategy of “Defense in Depth” that relies upon multiple layers of security
to resist all classes of attacks;

a combination of IT security technologies such as routers, firewalls, switch-
es, and intrusion-detection devices to protect taxpayers’ information;

industry-standard Secure Sockets Layer (SSL) protocol with 128-bit key
length to ensure a secure connection between a taxpayer’s computer and
the ReadyReturn application;

a requirement to supply shared secrets for on-line authentication that only
FTB and the taxpayer would know;

in the case of paper ReadyReturns, which are requested by taxpayers over
the phone and mailed to them, the taxpayer’s Social Security Number is left
off of the pre-completed return;

strict internal policies for protecting taxpayer privacy: only staff with a right
to know and need to know may gain access to taxpayer data.

For access to tax information on the ReadyReturn website, a participant
was required to provide his/her social security number as well as the access
code that was provided on the invitation letter. To explore how comfortable
ReadyReturn clients were with the security provisions of the program, par-
ticipants were asked whether they felt that ReadyReturn kept their infor-
mation secure. Only about 1% of on-line users and 4% of those filing paper
forms responded “No” but another roughly 25% of on-line users and 30% of
those filing paper forms responded that they had “No Opinion” Presumably,
participants would be the ones most likely to respond affirmatively to such a
question as they actually chose to use the service. Therefore, it seems reason-
able to expect that these figures overstate the comfort level within the overall
eligible population to some extent.

Participants were able to make changes on the ReadyReturn website if
the information provided on the ReadyReturn was not an accurate reflection
of their tax circumstances. In practice, 96% filed their ReadyReturns in tax
year 2004 as is, without making any modifications, while 3% added income
to their returns and one half of 1% reduced the income on their returns.
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Administrative statistics based on the tax year 2005 ReadyReturn program
provide details on the prevalence of other types of return modifications:

less than 1% changed their filing status from single to married joint, married
separate, or head of household;

approximately 3% of those participating on line changed claimed the non-
refundable Renter’s Credit, while less than 1% of those filing paper returns did;

only one participant claimed the Child and Dependent Care Expenses Credit.

Thus, for the most part, participants confirmed that the information available
to the CFTB and printed on their ReadyReturns was an accurate representa-
tion of their tax situation.

Views of non-participants

When asked the main reason they declined to participate in the pilot program
of processing year 2005 (respondents could choose more than one answer),
non-participants’ responses broke down approximately as follows:

29%: preferred to use a tax preparer/accountant;

22%: already filed before receiving invitation;

11%: were not comfortable receiving return completed by the government;
10%: needed to file a federal return first;

9%: did not think filing returns over the Internet is secure;

8%: did not have time;

5%: needed to make more changes than ReadyReturn website allowed;
4%: found it too confusing;

3%: preferred using a non-governmental e-file company; and

20% wrote in other reasons such as no computer or Internet access, or not
sure how to change income/deductions.

From these responses, it is clear that some people are more comfortable with
other forms of assistance, such as tax preparer services and non-governmental
e-file companies, than with a prefilled return, while others either lack com-
puters or Internet access or have concerns over the security of web-based
transactions.

The report by 22% of the respondents that they had already filed a
return prior to receiving their ReadyReturns is consistent with administra-
tive statistics that indicate that 20% of invited taxpayers in the subsequent
processing year had already filed. Under the current version of the pro-
gram, all eligible taxpayers can ask to participate and they have access to a
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ReadyReturn as soon as relevant third-party information has become avail-
able to the CFTB. However, even under this approach, some taxpayers (par-
ticularly those with refunds) may be unwilling to delay filing until the CFTB
receives this information.

Even some of the non-participants found the ReadyReturns that they
had received with their invitations useful. Although 55% of respondents
reported that they did not use them at all,

20% used the prefilled returns to double-check their figures;
10% gave them to their preparer or accountant;

5% used them to complete the return themselves; and

10% used them for other purposes.

Impact of the pilot program

To gauge the impact of the pilot program on taxpayers’ behaviour, I have
performed some preliminary statistical comparisons of administrative and
survey results for taxpayers who were invited to participate in the program
with comparable statistics for taxpayers in the control group. For the admin-
istrative statistics (CFTB, 2006b), which cover most or all of the relevant
populations, such differences should provide a reasonable indication of the
program’s impact, since taxpayers were randomly allocated to the invited
and control groups. In the case of the survey statistics, the results are more
speculative, owing to the potential for non-response bias discussed above
in section 3.1.

These estimates, which are based on differences in behaviour between
the invited taxpayers and the control group, provide what is known in the
statistical literature as a measure of the “average treatment effect” among
the population of taxpayers eligible for the pilot program. In particular, they
provide a measure of the average impact of the program on those taxpayers
whom the tax agency would like to have participate (or, in statistical jargon,
those the CFTB has an “intention to treat”). Such estimates of program impact
take into account the fact that only a fraction of the taxpayers that the CFTB
has an intention to treat actually take part in the program.

It should be noted that this analysis is applicable to the program eli-
gibility rules and procedures in place during the pilot program. Appropriate
caution should be taken when attempting to extrapolate from these results to
the current full-fledged program, which relies on broader eligibility rules and
an opt-in participation process or to some other notional or actual prefilled
tax return program.
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My analysis focuses on the following five indicators of taxpayer behaviour:

electronic filing;

direct deposit of refunds;

fall-out (i.e., for manual processing);
correction notices; and

time to complete and file a return.

The first four items are indicators of processing costs. For instance, paper
returns are approximately three times as costly to process as electronic
returns. In addition, refunds processed by mail are four to five times as costly
as those processed through direct deposit (McDaniel, 2005). The fall-out rate
represents the percentage of returns that “fall out” for manual processing. One
of the reasons that returns fall out is a discrepancy between the information
available to the CFTB and the information reported on the return. Since
ReadyReturns rely on information available to the CFTB, one would expect
their usage would lead to a reduced fall-out rate. Correction notices are sent to
taxpayers when the CFTB makes changes to a return during processing. Since
manual checking and making changes to returns is resource-intensive, the
fall-out rate and correction-notice rates have a positive association with pro-
cessing costs. The last item is an indicator of burden of compliance that tax-
payers bear. To summarize, then, my analysis based on these indicators should
provide a useful sense of the impact of the pilot program on some important
sources of administrative processing and taxpayer compliance costs.

Based on the results of this analysis (table 3.3), it appears that the
tax year 2005 ReadyReturn pilot program had a positive impact on the rate
of electronic filing but essentially no impact on use of direct deposit. Even
with a program take-up rate of only 20.8%, electronic filing among eligible
filers is estimated to have improved by about 2 percentage points as a result
of the program.

Table 3.3: Estimated average effect of program on eligible population, tax year, 2005*

Indicator Invitees Control  Average treatment effect
(Invitees — Control)
(percentage points)

Electronic filing rate 43.0% 41.0% 2.0%*
Direct deposit rate 25.7% 26.0% -0.3
Fall-out rate 8.8% 14.0% —5.2%*
Correction-notice rate 7.3% 4.0% 3.3%*
Time to complete and fileareturn 38 minutes 45 minutes —7 minutes***

Notes: * Result for time to complete and file a return is for tax year 2004.  ** Statistically significant
difference at 5% level. *** The necessary information is not available to assess statistical significance.

Source: Author's calculations based on CFTB, 2006b.
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The fall-out rate among eligible filers is estimated to have decreased
substantially (by 5.2 percentage points) as a result of the program, presum-
ably reflecting the fact that most ReadyReturns were filed as is and, as a
result, matched the information on file at the CFTB. However, the correc-
tion-notice rate is actually estimated to have increased by over 3 percentage
points as a result of the program. In part, this may reflect the fact that some
participants had already filed a return prior to submitting their ReadyReturns.
Administrative statistics indicate that 1.5% of participants submitted a dupli-
cate return, compared to only 0.5% for the control group. Presumably, a dupli-
cate return would typically result in some form of correction notice.

For taxpayers, the ReadyReturn pilot program is estimated to have
reduced the average filing and preparation time by 7 minutes. In contrast to
the other indicators, which are based on administrative statistics for the rel-
evant populations, the measure of the time burden for taxpayers is based on
survey responses. Therefore, one should keep in mind the potential for non-
response bias when evaluating this result.

The CFTB report on the ReadyReturn program for processing year
2006 (CFTB, 2006b) also provides some evidence on the persistence in elec-
tronic filing behaviour. Among taxpayers invited to participate in the pilot for
tax year 2004 were 2,782 taxpayers who happened to get invited to partici-
pate again for tax year 2005. Another 2,770 of the prior-year participants met
the criteria to participate in tax year 2005 but were not invited. Finally, 5,971
prior-year participants did not meet the participation criteria for tax year
2005. Each of these groups had shown a substantial year-over-year increase
in electronic filing behaviour between tax year 2003 and the subsequent tax
year when they participated in the ReadyReturn pilot (figure 3.1). Furthermore,

Figure 3.1: Trends in electronic filing rates, ReadyReturn participants, 2003-2005

e 110 lONger qualified
m— nvited for both years
qualified but not invited

2003 2004 2005
Source: CFTB, 2006b: 27.
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the group of taxpayers who no longer qualified as well as the group who were
invited to participate for a second time largely maintained their increased
electronic filing participation rate in tax year 2005. However, the group of tax-
payers who were qualified to participate in tax year 2005 but were not invited
reverted back to their lower tax year 2003 rate of electronic filing participation.

5 Program Costs and Benefits

The CFTB (2007b: 6) reports that the cost of administering the ReadyReturn
pilot amounted to $222,000 for the first year and $161,000 for the second.
A breakdown of the projected administrative costs and benefits for the first
three years of the full-fledged program are provided below in table 3.4. As is
evident, the program is anticipated to have a positive net administrative cost
in each of these years. However, the CFTB envisions that net costs should
further decrease as the number of ReadyReturn users grows over time and
the rate of electronic filing increases. The projected benefits include adminis-
trative savings resulting from increased electronic filing and reduced manual
processing and correction of returns.

These figures do not take into account the benefits to participants
in terms of reduced compliance burdens. Even at the current level of
participation, these benefits almost certainly outweigh the net administrative
cost. According to table 3.4, the net administrative cost of the ReadyReturn
program for tax year 2008 is estimated at $14:3,000. In this tax year, 61,753
ReadyReturns were filed. Therefore, if the average participant experienced
a reduction in the burden of complying of as little as $2.40, the aggregate
taxpayer savings would have exceeded the estimated net administrative cost.
As discussed in section 1, Goolsbee (2006) estimates that prefilled returns
at the federal level would save participants $85 in compliance costs per year
on average. Although no comparable estimate for the per-capita compliance
cost savings associated with a state prefilled return program is available, it
would seem likely that such a program would save participants who previously
completed and filed their own returns an hour or more spent in preparing
and filing returns, while also lessening the reliance of other participants on
paid preparation services. Overall, for every dollar in net administrative costs
from running the ReadyReturn program there is likely to be many dollars in
savings in time and tax-preparation expenses for participants.

The ReadyReturn program is not expected to have much impact on
overall tax compliance levels. The taxpayers who qualify for the program
tend to have very simple returns and their income is typically subject to
substantial third-party information reporting. Therefore the scope for non-
compliance among such taxpayers tends to be limited. Further, the CFTB
(2006a: 30) reports that the total amount of adjusted gross income reported
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Table 3.4: Estimated ReadyReturn costs and benefits, 2007-2009

Category 2007 2008 2009
tax year tax year tax year

Costs

One-time IT costs: online application $171,000

One-time IT costs: IVR* application $70,000

Annual IT costs: online application $108,000 $122,000 $126,000

Annual IT costs: IVR application $19,000 $19,000

Yearly staff costs: taxpayer calls $72,000 $162,000 $192,000

Yearly mailing costs $21,000 $63,000 $112,000
Subtotal: Costs $442,000 $366,000 $449,000
Benefits

Benefits from on-line filing $92,000 $212,000 $282,000

Benefits from paper filing $4,000 $11,000 $19,000
Subtotal: Benefits $96,000 $223,000 $301,000
Net Costs $346,000 $143,000 $148,000

Note *: IVR stands for Interactive Voice Response, an automated phone application that accepts
a combination of voice and touch-tone keypad input.

Source: CFTB, 2007b: 7.

to California by ReadyReturn participants during the 2005 processing year

was within 99.9% of the adjusted gross income they reported on their federal

income tax returns. In principle, the participants also could have understated

their federal adjusted gross income but it is comforting that the two reports

are so similar. Since eligibility in the ReadyReturn program is predicated on a

prior-year resident tax return, it is not expected to have any direct impact on

the behaviour of non-filers. However, to the extent that the program ultim-
ately reduces the burden of tax reporting and filing, it may play some role in

bringing non-filers into the system.

Political Issues

The CFTB faced a divided public in implementing the ReadyReturn program.
Proponents viewed it as means of helping to achieve the tax administration’s
duty to reduce taxpayer burden and efficiently process returns. Opponents,
on the other hand, viewed it as an unwelcome government intrusion into the
tax preparation business. An extended battle was waged in the California
legislature over the future of the program and two bills attempting to make
the ReadyReturn program permanent failed to make it through the legislature.
Ultimately, the CFTB found a way to implement the program without explicit
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legislative consent. After securing a legal opinion that the program fell within
the Board’s authority to determine the method and manner of tax filing in
the state, the Board voted unanimously on December 4, 2006 to institute a
full-fledged version of the ReadyReturn program and to fund it entirely from
the existing CFTB budget.

The CFTB (2007b: 5) views the program as part of its obligation to
make the filing process as simple as possible. In particular, it states that:

taxpayers should have free assistance in completing the simplest of returns;
the service can benefit low- and middle-income taxpayers who may not
have access to computers or to tax preparers;

taxpayers should know what information we have about them; and
ReadyReturn introduces taxpayers to e-file and our related on-line services.

Lessons Learned

Pre-completed tax return programs can be controversial, owing to differing
views of the proper role of government in tax preparation.

At least as the California program is run, one should not expect a significant
change in tax compliance behaviour; rather, the likely benefits are reduced
taxpayer burden among taxpayers with simple circumstances and certain
improvements in processing efficiency.

With the ReadyReturn program and other similar programs, itis reasonable to
expect non-trivial net administrative costs at least for the first several years
of implementation; however, such costs are likely to be more than offset by
the benefits to participants in the form of a reduced compliance burden.

With limited funding for advertising, one can expect only modest levels of
program participation in the early years of the program.

At least in the United States, program participation is hampered by the lag
in receiving wage information from employers. In California, only 40% of
fourth quarter wage data is available by February 15, which is the early refund
peak; by mid-March, 95% of the data is available (CFTB, 2008b: 2).

Atleast for taxpayers with very simple tax circumstances, a very high percent-
age of pre-completed returns are filed as is without any changes.

The population of taxpayers with very simple tax circumstances includes
low-, middle-, and high-income earners.
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As with ordinary electronic filing programs, taxpayers need assurance that
their private information is secure.

It is important to have a sound plan for collecting and analyzing administra-
tive and survey data to evaluate program performance and impacts.

Concluding Remarks

Overall, it is unclear at this point whether ReadyReturn will serve as a niche
program for a rather small and select group of taxpayers with extremely
simple tax circumstances or as a broader program that serves a reasonably
substantial segment of the overall taxpayer population. Even in the latter
case, however, the aggregate reduction in compliance burden of taxpayers is
expected to be fairly modest, because the program is not feasible for taxpay-
ers with relatively complex tax circumstances, and such taxpayers experience
the lion’s share of the overall compliance burden. To illustrate this point, it is
worth while to revisit Goolsbee’s proposal for a federal prefilled return pro-
gram that was previously discussed in section 1. Under this proposal, up to
52 million individual income tax filers in the United States (40% of the overall
filing population in tax year 2003) would be eligible to participate in a fed-
eral filing program similar in design to the California ReadyReturn program.
By Goolsbee’s estimate, the average compliance burden among participants
would be reduced by as much as $85. Under the optimistic assumption that
all eligible filers would participate in the program, this would translate into an
aggregate burden reduction of $4.4 billion based on statistics from tax year
2003. Applying Slemrod’s (2005) estimate that the average compliance burden
within the taxpayer population amounts to 10.5% of income tax receipts, the
overall US federal individual income tax compliance burden in that tax year
was approximately $83 billion."* Therefore, even with 100% participation in
a proposed prefilled return program that would be extended to 40% of the
general filing population, the overall compliance burden could be expected
to decrease by a maximum of 5.3% ($4.4 billion divided by $83 billion). So,
clearly a prefilled return program falls well short of being a panacea for an
enormously complex and burdensome income tax regime. Nevertheless, it
does have the potential to provide a meaningful burden reduction at a very
modest administrative cost to a substantial number of taxpayers, many of
whom have low to moderate levels of income.

This figure is based on an estimated $794 billion in federal individual income tax receipts
for fiscal year 2003 (Council of Economic Advisors, 2003: 33).
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1 We thank Niels Veldhuis for his comments on a first version of this paper.
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In December 2007, Revenu Québec announced that a target group of 100,000
tax filers would receive a prefilled 2007 personal income tax (PIT) form; 80%
of these tax filers were aged 65 and over. This represents one third of filers
in this age group who had prepared their Québec tax return using a paper
form in previous years (Revenu Québec, 2007). This initiative was presented
as a partial response to the request by older Québec residents for simplified
relations with the government.?

The minister for Revenu Québec indicated then that this was to be
the first step in a process with three additional steps (Revenu Québec, 2007).

1 In 2009 (for the 2008 fiscal year), 300,000 individuals filing a paper form
should receive a prefilled form.

2 In 2010 (for the 2009 fiscal year), this would be offered electronically to
1,000,000 tax filers with a stable family and fiscal situation;

3 In 2011 (for the 2010 fiscal year), almost all Québec tax filers would receive a
prefilled form.

The minister also indicated that he hoped to involve the federal government
so that sometime between 2010 and 2020, both returns could be produced
jointly; it is not clear if this is for prefilled returns or not.

Since the use of prefilled tax returns is promoted by the OECD as
an improvement in tax services; and policy initiatives by provinces such as
Québec can be and are sometimes followed by similar initiatives at the fed-
eral level (Vaillancourt, 2007); and there appears to have been only one other
case (California) of a sub-national tax administration introducing a similar
policy, it seems appropriate to examine it in some detail. We do this using
information from both minutes of the steering committee and a summary
report (Revenu Québec, 2008)—Le Bilan—obtained by two requests under
the provincial freedom of information act.

Tax filers with certain characteristics were selected for the opportun-
ity to use a prefilled return. The use of such characteristics makes it unlikely
that one can generalize the results to all tax filers.? Those selected:

« used a paper form;

« had no children for tax purposes;

2 At the press conference, the minister responsible for older people (ainés) was present.
3 Information on the selection criteria is drawn from Annex 2, Le Bilan (Revenu Québec, 2008).
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+ had no spouse or, if they had a spouse, the spouse was similar to them (again
for tax purposes!);

« were members of a couple that did not transfer income between themselves;

« did not receive in 2006 an advance payment of the income tax credit associ-
ated with an older person remaining at home;

¢ had income in their 2006 return which Revenu Québec was certain it could
include it in the prefilled return (OAS/GIS,* CPP/QPP, welfare);

» would not use deductions or credits for financial expenses, residency in a
remote area, disability, caregivers related to recipients of care (aidant natu-
rel), contribution to a political party, volunteer respite services (reléve béné-
vole), tuition fees transferred from a child.

Examining only data for the 2005 taxation year yielded 244,146 possible
participants, with 115,975 aged 65 and over and 128,351 under 65 years of age.
Adding the requirement of a stable income profile during 2004, 2005, and
2006 reduced that total to 146,079 with 92,259 tax filers aged 65 and over and
53,820 under 65 years of age. Then, those who had in the past requested an
anticipated refund in February or early March were excluded as they were less
likely to want to wait until mid-March when they would receive the prefilled
return. This reduced the numbers to 79,751 over 65 and 48,657 under 65
years of age. The group of those under 65 years of age was reduced again by
excluding tax filers with spouses and those with interest or pension income.
This last exclusion® is justified in Revenu Québec’s documents on the basis
that this makes it more likely that any new information will reduce rather
than increase the amount of taxes to be paid. From the remaining 42,610
under 65 years of age, 20,249 were randomly selected to add up to 100,000
participants eligible a priori.

Outline of the program
For the 2008 experiment, the initial steps were as follows:

1 Preselected by Revenu Québec?
No exit process =
Yes next step g

4 In practice, there was a delay in the availability of GIS information.
5 'This is not noted in Annex 2 (Revenu Québec, 2008) but was raised in other documents.
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2 January 11, 2008: Pre-selected tax filers sent a letter with their regular tax
return advising them of their pre-selection and of a forthcoming letter.

3 February 5, 2008: Pre-selected tax filers sent that letter with a pamphlet
presenting the program and asking if they wished to receive the prefilled form.
No Phone a free telephone number to decline =
Yes Do nothing, form will arrive in March 3

3 Reviewed by Revenu Québec
« If changes detected (type of income ...) or tax filer deceased, offer is
withdrawn and exclusion letter sent. #

4 March 18 and 20, 2008: Prefilled form was sent (March 10 and 13 planned).

Once the tax filer had received the prefilled form, the following steps were
to be followed.

1 Answer the following three questions with “yes” (if one answer is no, the tax
filer must use the regular form):
« same marital status in 2007 as in 2006;
- only pension, welfare, and interest income;
- no use of seven specific deductions or credits.

2 Check the prefilled amounts. If they are incorrect, you cannot correct them
and must use the regular form.

3 Addinformation onthebackofthe prefilled form on specificincomes, medical
expenses, charitable contributions, expenses on home support services, or
property taxes. If such information was added, Revenu Québec recalculated
the income tax or refund owed, and sent a notice of assessment® with the
new amount. It was not possible using the prefilled form to calculate the
amount of taxes owed or the refund to be received when new information
was added.

4 Ask (or not) for the Québec sales tax (QST) credit.

Communicating the program

The launch of this program was accompanied by a series of communication
activities such as advertisements in media targeting older individuals. The
theme of helping older tax filers came through as the press review shows that

6 All tax filers receive such a notice.

Fraser Institute / www.fraserinstitute.org


www.fraserinstitute.org

Chapter 4: Québec / 67

70% of media comments noted this.” Interestingly enough, the government
notes that a website was prepared as part of these communication activities
yet they targeted the sociodemographic group most likely not to use the
Internet.® Meetings were also held with private providers of tax-preparation
software and tax-preparing services. Both groups expressed concerns about
the impact of this initiative on their markets but the first group also saw an
opportunity of making their product more attractive if it could be meshed
with the government’s electronically provided information.

Of the 100,000 selected tax filers, 92,982 received a prefilled tax return;
the remaining 7,018 did not, either because they declined to participate or
because their personal situation had changed (bankruptcy, change in family
situation, death). Of the 92, 982 recipients of a prefilled tax return, 30,938
made use of it for a take-up rate of 33.3% of recipients and 30.9% of the tar-
geted population. This is less than the 50% expected take-up rate stated in
late 2007; no discussion of this discrepancy appears in Le Bilan.

Costs

The direct costs of the project were $1,965,780. Most of these are internal
costs of $1,629,000; postage and printing were $248,000 and communica-
tion activities, $88,780. Costs were also incurred in the direction générale
des particuliers: $62,140 and the direction principale du traitement massif:
$32,000. Thus the total costs were $2,059,920 (Revenu Québec, 2008: 4). The
discussion in Le Bilan of these costs shows that temporary measures were
used in the tax-return processing chain; this means that, should the program
be generalized, that permanent changes would need to be made to the tax-
return processing chain and that the temporary changes would likely be of
little use, except perhaps as a learning experiment.

Characteristics of users and non-users
The only sociodemographic information we have on users and non-users of
prefilled returns is their age and marital status. Table 4.1 shows that users of
prefilled forms tend to be younger within the target group that is mainly 65
and older than those who chose not to do so; this may indicate some con-
servatism in choices associated with age. There is little difference in the per-
centages by marital status with 84.6% of users of the prefilled form having a
spouse while this percentage is 85.7% for users of the regular form.

As of June 1, 2009, 88,009 prefilled or regular tax returns out of the
92,982 targeted individuals had been received. Table 4.2 shows that there
were important differences between the expected tax outcomes and those

Revenu Québec, 2008: 17-20, Annex 3; our calculations (29/42).
Internet use in 2007 was above 80% for the 25-54 age groups: it was 45% for the 65-74
age group and 21% for those aged 75 and above (Veenhof and Timusk, 2009).
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Table 4.1: Distribution by age of users (%) of prefilled and regular tax forms from
the prefilled sample, Québec, 2007 tax year

Prefilled return Regular form
users (%) users (%)
Ages 64 and below 23.6 17.9
Ages 65-69 154 14.7
Ages 70 and above 61.0 67.4

Source: Revenu Québec, 2008: 26.

Table 4.2: Predicted tax outcome, prefilled and regular tax forms, prefilled sample,

Québec, 2007 tax year.
Tax assessment Predicted prefilled— Predicted prefilled—  Actual prefilled—
outcome all returns users users
Refund (%) 47 2.6 16.8
Tax due (%) 40.6 343 30.9
Zero (%) 54.7 63.1 523
Number 88,089 29,923 29,923

Source: Revenu Québec, 2008: 5-6, tables 1 and 2, columns 1 and 3; Revenu Québec, 2008: 25,
annex 4, table 7, column 2; percentages, our calculations

realized. For example, it was expected, based on information available to
Revenu Québec, that only 4.7% of the prefilled sample would be entitled to an
income tax refund; this percentage was based on 100% use of prefilled returns.
It was revised downwards to 2.6% when the actual use of prefilled returns was
known. But once income tax liability was established, it was 16.8% of users of
prefilled returns that were entitled to a refund. So depending what base line
one uses, this percentage was underestimated by a factor of four (16.8/4.7)
or seven (16.8/2.6). On the other hand, the percentage of individuals not
eligible for a refund was overestimated. That said, 81% of users of prefilled
returns had a match between their expected tax outcome and their realized
tax outcome. This percentage of matches was 62.4% for potential prefillers
who used the standard form.’

These differences are explained by differences between the information
available to Revenu Québec and that used by tax filers. In 60.2% of the cases,
they added no information to the back of their form; 22.3% added one item;
8.4% added two; 4.3%, three; 2.7%, four; and 2%, five or more (Revenu Québec,
2008: 26, table 9, Annex 4). This excludes the QST credit, which was claimed
by 80.8% of prefillers but has no impact on the personal income tax owed.

9 Revenu Québec,2008: 26, table 7, Annex 4; percentages, our calculations (sum of diagonal
elements).
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Table 4.3: Claims of allowed add-ons, by percentage of those using prefilled and
regular tax forms, prefilled sample, Québec, 2007 tax year

Item used in Prefilled form Regular form
PIT calculations users (%) users (%)
Pension income 9.7 213
Interest income 144 254
Medical expenses 10.8 17.6
Charitable contributions 8.0 6.5
Income tax withdrawn at source 2.6 10.1
Older person home-stay expenses 2.1 37
Property tax credit 26.0 44.0

Source: Revenu Québec, 2008: 26, Annex 4, table 8.

It is interesting to examine what was claimed by users of the prefilled
form and to compare it to what was claimed by users of the regular form
(table 4.3). We find that, in general, possible users of prefilled forms who
choose not to use them were more likely to have additional types of income
than those who did use the prefilled form. They also were more likely to have
income tax withdrawn at source; one wonders why Revenu Québec prepared
a prefilled return without using information on tax withdrawn at source. The
information on total income tax withdrawn at source is reported by the end
of February of a given calendar year for the previous year. Perhaps it is not
compiled quickly enough for inclusion in the prefilled forms.

In addition to the lines at the back of the prefilled form, the assessment
process identified, for users of the prefilled forms, line items that should have
been used and were not. A total of 32 such items were identified for 5.5% of
the prefilled users. Of these 5.5% of users, 79.4% had to make a contribution
to the health services fund' and 17.5% had paid provisional income tax on a
quarterly basis; why this last item of information available to Revenu Québec
was not included in the prefilled form is not known. That said, we note that
94.5% of users of the prefilled returns did not need to enter any additional
information; this indicates good self-selection by such users amongst those
targeted by Revenu Québec. What is perhaps more intriguing is that 85.8%
of the recipients of a prefilled return who chose to use the standard tax form
need not have done so; the prefilled return was adequate (Revenu Québec,
2008: 27-30, tables 10, 11, Annex 4).

It is not surprising that the average effective refund is lower, and the
average tax due higher (table 4.4), than the prefilled amounts for these two
items since, in most cases, changes in the prefilled form were the result of
adding information on sources of income not included.

10 Fonds des services de santé du québec. This is a tax on non-wage income.
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Table 4.4: Predicted and effective tax outcome (average amounts, $), users
of prefilled tax forms, prefilled sample, Québec, 2007 tax year

Tax assessment Expected (stated in Effective (after assessment
outcome prefilled form) by Revenu Québec)
Refund ($) -825 -224
Tax due ($) 115 234
Number 88,089 29,923

Source: Revenu Québec, 2008: 5-6, tables 1, 2.

Evaluation from those invited to use the prefilled return
Individuals who received a prefilled return also received a short questionnaire
with which to evaluate it. The questionnaire asked:

1 Didyouuse or not the pre-completed return and, if yes, who completed it, you
or someone else?

2 If no, was it because of:
« family situation/tax profile change?
- wanted to change/add amounts?
« did not know if would receive all the credits entitled to?
« could not obtain the final result immediately?
- prefer to use same type of return as last year?
» use computer software to complete my return?
» other.

3 What was the understandability of completed tax return?

4 How clear was the information in the brochure that accompanied the prefilled
tax return?

5 Did the use of the prefilled return facilitate your tax filing activities?
6 Should the prefilled form be offered or not next year?

A total of 10,661 answers were received (as of May 31, 2008). Of those, 9,923
contained usable answers and were analyzed; 738 were set aside."! Of the
9,923 answers, 8,615 were from users of the prefilled tax return and 1308
from non-users. Thus the answers from users reported in table 4.5 can be
seen as fairly representative of the overall opinion of this group while, when
analyzing those from non-users, one should proceed with caution given
the small sample size. For those users of the prefilled return who provided

11 They contained “des incohérences majeures” (Revenu Québec, 2008: 7).
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Table 4.5: Opinions of users of prefilled tax forms, written survey, prefilled sample,

Québec, 2007 tax year
Percentage of respondents

who said “yes” to questions

Users Non-users
The prefilled return was easy to understand 98.9% 70.9%
The information in the explanatory document was clear 98.5% 73.2%
The use of the prefilled return facilitated filing tax return 98.3% NA
Prefilled returns should be offered next year 98.4% 35.4%

Source: Revenu Québec, 2008: 35, table 6.

a usable answer to question one on tax preparation, 53.4% completed the
form themselves while 44.4% had someone else prepare it for them (Revenu
Québec, 2008: 34, table 3, Annex 5).

Those who chose to not use the prefilled returns provided reasons either
by telephone when they declined or when they sent in answers to the survey.
A total 0f 13,748 phone calls were received from selected possible participants.
Of those, 6,143 phone calls indicated a refusal to use the prefilled return. The
main reasons given were (Revenu Québec, 2008: 39, table 2, Annex 6):

« offer received too late: 52.2%;

o prefer the usual form: 46.1%;

« helped by someone else: 4.1%;

» amount owed/due not known immediately: 4.0%;
« did not trust this new form/approach: 3.5%;

« other answers (10 possibilities): 15.2%.

The sum of the percentages is 125.1% as more than one reason could be given.
Other telephone calls raised questions as to the invitation letter, the prefilled
form, and the associated brochure or asked for guidance in using the prefilled
form. In this case, questions were asked mainly as to what amounts should be
written in. Interestingly, 545 calls were received by individuals not selected
for the program but who were interested by this possibility and wanted to
know how to obtain such a form (Revenu Québec, 2008: 39, table 1, Annex 6).

In the answers to the written survey, the top five answers for not partici-
pating were (Revenu Québec, 2008: 34, table 4, Annex 5):

« prefer using the same form as last year: 50.5%;

« filled in reasons (not stated): 48.5%;

» amount owed/due not known immediately: 35.3%;

+ had to modify amounts or write some in: 28.3%;

« not sure they would benefit from all appropriate credits using that form: 25.2%.

Others (3) accounted for 10.9% of the multiple answers that sum to 198.7%.
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Result of experiment

Following this experiment, the decision was taken to keep offering the
prefilled form to those who had received it for 2007 and to abandon the
plans to expand the use of prefilled forms to other tax filers.

Conclusion

The restrictive criteria enumerated above are such that one cannot generalize
the results discussed above to all tax filers in Québec. That said, it seems feas-
ible to use prefilled personal income tax forms in a subnational jurisdiction.
Whether the reduction in compliance costs would justify the increased admin-
istration costs and the possibly lower interest by individuals in their tax affairs
associated with prefilled returns is not known. One possibility not explored is
making accessible in electronic form for download the tax information avail-
able to a revenue authority so tax filers could use it in their own tax preparation
programs. This would reduce compliance costs while maintaining the need for
individuals to calculate their tax liabilities and thus to take an interest in their
tax affairs. This can be seen as a decentralized version of prefilled tax returns.

References

Revenu Québec (2007) Une déclaration de revenus remplie a votre

place par Revenu Québec ? Oui, c’est maintenant possible ! Press

release (December 2). <http://www.revenu.gouv.qc.ca/eng/ministere/centre_
information/communiques/autres/2007/2dec_2.asp>, as of November 26, 2009.

Revenu Québec (2008). Déclaration de revenus préremplie Bilan du projet
pilote 2007. Referred to as Le Bilan or Summary. Mimeo obtained by request
under the provincial freedom of information act (Loi sur laccés aux documents
des organismes publics et sur la protection des renseignements personnels).

Veenhof, Ben, and Peter Timusk (2009). Online Activities of Canadian
Boomers and Seniors. Canadian Social Trends 88: Chart 1. Statistics
Canada Cat. No. 11-08-X. <http://www.statcan.gc.ca/pub/11-008-x/2009002/c-
g/10910/c-g001-eng.htm>.

Vaillancourt, Frangois (2007). Interjurisdictional Competition in
Regulation: Evidence for Canada at the Provincial Level. In P. Bernholz
and R. Vaubel (Eds.), Political Competition and Economic Regulation
(Routledge): 53-102.

Fraser Institute / www.fraserinstitute.org


www.fraserinstitute.org

Chapter5

Spain

by José M. Duran-Cabré'

1 I thank Fernando Diaz Yubero, former director of the department of Organization,
Planning, and Institutional Relations of the Agencia Estatal de la Administracién Tributaria
(AEAT), for his generous assistance in providing me with specific information relating to
the prefilled tax return. I also thank Josep Costa, Chief Executive of the Catalan tax agency,
for his useful comments. I am grateful for funding from the Spanish Ministry of Science
and Technology (EC0O2009-12928) and the government of Catalonia (2009SGR102).

www.fraserinstitute.org / Fraser Institute


www.fraserinstitute.org

74/ Prefilled Personal Income Tax Returns

1 Introduction

A traditional principle of taxation is simplicity, which means that taxes
should be easy to understand, to comply with, to administer, and to control.
Regulating, applying, collecting, and controlling taxes can be expensive; there-
fore, it is reasonable that scholars and practitioners have concentrated on this
issue. In a first stage, the traditional concern was concentrated mainly on the
administrative costs of taxes, that is, the public administration costs of run-
ning the tax system. However, there are also the tax compliance costs, that is,
“the costs incurred by taxpayers in meeting the requirements laid on them by
the tax law and the revenue authorities. They are costs over and above the
actual payment of tax and over and above any distortion costs inherent in
the nature of the tax” (Sandford, 1995: 1).
The main findings of the research on tax compliance costs (e.g. Sandford,
1995; Slemrod, 2005; Vaillancourt et al., 2008) are probably:

» tax compliance costs can be large, taking up substantial resources and there-
fore offering scope for substantial savings;

« tax compliance costs have undesirable distributional effects, falling with dis-
proportionate severity on small firms and low-income individuals;

» tax compliance costs may generate particular resentment, adversely affect-
ing voluntary compliance.

These results indicate the significance of tax compliance costs and explain
the increasing interest in the subject both by the academic community and
by governments. Indeed, in recent years reducing the administrative bur-
den on business and citizens has become a priority item on the political
agenda of many countries in the Organisation for Economic Co-operation
and Development (OECD). Many governments have even set sizeable global
targets for reducing the burden of compliance (OECD, 2008). Therefore,
reducing tax compliance costs seems to be feasible and prefilled personal
tax return systems is one of the means to achieve it.

In Spain, as in many other OECD countries, the system of personal
income tax in place requires most taxpayers to file an annual tax return.
Taxpayers report all their taxable income and calculate the corresponding tax
liability. However, quite often the tax administration already has this infor-
mation available. All income from employment, most income from capital
and business, and certain capital gains are already taxed through withhold-
ing taxes and third parties like employers, banks, and other financial institu-
tions must report this information to the tax administration before taxpay-
ers file their annual tax returns. The Spanish tax agency, as common in other
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OECD tax administrations, traditionally used the third-party reports to detect
unreported income. However, as is taking place in other tax administrations,
this traditional approach has changed and, since 1998, the Spanish tax agency
has begun to use third-party reports to inform taxpayers. At the beginning,
taxpayers only received tax data of their income subject to withholding tax
in order to make filing the tax return simpler. However, since 2003 they have
started to receive a prefilled tax return where possible.

The aim of this chapter is to analyze the Spanish experience with
reducing tax compliance costs stemming from personal income tax and, more
precisely, with introducing the prefilled tax return system. Nonetheless, this
is done in a broader context as the prefilled system is in fact the natural con-
sequence of an increasing use of new technologies. This was done first with
the more traditional objective of detecting unreported income but later with
the aim of more modern tax administrations, helping and making simpler tax
compliance. Before analysing the administration of the personal income tax,
I introduce very briefly the personal income tax in Spain.

Personal Income Tax in Spain

In Spain, income tax covers all sources of income obtained by natural
persons who are normally resident on Spanish territory. Taxpayers must
report all sources of income (from employment, from capital, and from
business) and capital gains, as well as certain imputed income (mainly
from urban real estate other than the habitual residence). In addition, the
regulations fix certain deductions and tax credits, which vary from one
taxpayer to another.

The tax has traditionally worked under a self-assessment system: tax-
payers must fill in a tax return, reporting all their taxable income and cal-
culating the tax liability. In practice, however, before submitting tax returns
most revenue is already collected at source through a withholding tax, whose
amount is credited against the tax liability of the return. Because of the
withholding tax, not all taxpayers have to file a return; this is compulsory
depending on the level and the sources of income. For instance, in 2009
taxpayers whose income come exclusively from employment activities and
is less than €22,000 were not obliged to file a return.

Since 2007, an important feature of the tax system has been its duality.
There are two tax bases, the general and the savings, which are taxed at dif-
ferent rates. Thus, while the general base is taxed according to a progressive
schedule (with four brackets and marginal rates from 24% to 43%), the sav-
ings base is subject to a single tax rate (18% until 2009 and, since 2010, 19%
on the first €6,000 and 21% on the rest). The general base mainly includes
employment earnings, income from property rentals, and business income.
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The savings base principally includes interests, dividends, and other capital
income, as well as capital gains. Therefore, the current income tax is similar
to Nordic dual tax, although rents and business income? in Spain are taxed
within the general base.

Compliance costs
Regarding compliance costs of the tax, there are two important issues to be
considered.

National tax

The Spanish Income Tax is a national tax, collected and regulated by the
State.> However, 50% (33% until 2008) of the revenue accrues to regions
(autonomous communities), which also have the right to introduce certain
legal changes. Indeed, they can change the regional tax rates of the gen-
eral tax base and introduce new regional tax credits, although under certain
conditions, and, since 2010, regulate the general allowance.* Therefore, the
personal income tax plays an important role on the financing system of the
autonomous communities. However, there is a single tax return and the tax
is only administered by the national tax agency (in Spanish, Agencia Estatal
de la Administracion Tributaria or AEAT).

Taxpayers must assess two different tax liabilities, one for the state
and one for the autonomous community, but both in the same tax return.
However, this is automatically done by the AEAT computer program, as tax-
payers must fill in their region of residence. In fact, after more than ten years
of the tax’s being decentralised, most taxpayers do not yet know that a sub-
stantial part of the total tax liability goes to the regional government (Area de
Sociologia Tributaria, 2008). Therefore, from the perspective of compliance
costs, the decentralisation of the tax has little impact for taxpayers.

Regional tax administrations do not play any role in the administra-
tion of the tax, although they help with filling in the tax return. This is a

2 Animportant issue regarding compliance costs is the assessment of business income, as
small business can use flat-rate schemes, but this goes beyond the purpose of this paper.
3 In Spain, there is a special financing system for the so-called foral regions, which collect,
regulate and administer their own income tax. Therefore, there are four other income
taxes in Spain: three in the Basque Country (one for each province) and one in Navarre.
These are different income taxes and the residents of these provinces, which only account
for about 6% of the Spanish population, pay the corresponding income tax instead of the
national one. In this article, I do not consider these other income taxes, which further-
more are only administered by the provinces. The information provided by the Spanish
Tax Administration (“Agencia Estatal de la Administracion Tributaria”) refers only to the
“national” tax.
4 See Ruiz Almendral and Vaillancourt, 2006 or Durdn-Cabré and Esteller-Moré, 2006 for
further information.
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voluntary service offered by all regional tax administrations to their citizens

with the aim of collaborating with the national administration.” Regional gov-
ernments are not compensated for the cost of the service but, as they receive

an important percentage of income tax revenue, regions also benefit from

better compliance.

Recent reforms

The tax has been substantially reformed over the last years. In fact, there
were three major reforms in the last ten years: in 1999, in 2003, and in 2007,
that is, in each legislative period. It seems that each new government must
apply its own income tax! Furthermore, between those years, other minor
changes have usually been introduced, apart from giving more legal power
to the regions.

Changing the regulations very often may be important from a com-
pliance perspective, as they introduce greater compliance costs (at least in
the short run) and changes are not always coherent among themselves. For
instance, the 1999 reform substantially reduced the number of taxpayers
(figure 5.1) by increasing the threshold, improving the assessment of the with-
holding tax for employment income, as well as reducing substantially the
number of tax credits. However, due to the decentralisation of the tax, since
2002 autonomous communities have started introducing an increasing num-
ber of regional tax credits, which are not taken into account when calculating
the withholding tax. (In 2009, there were 120 regional tax credits, that is, on
average 8 tax credits per region.?) Therefore, taxpayers eligible for regional tax
credits may submit a tax return without being required to do so by national
norms in order to benefit from the tax credit. Or, they may amend the pre-
filled tax return sent by the tax administration.

For the time being, only a small percentage of taxpayers can enjoy
regional tax credits as they are very specifically tailored (Duran-Cabré, 2011).
But the potential impact on the pre-filled tax-return system should be con-
sidered in the longer run.

In conclusion, for the purpose of the paper I consider the Spanish income tax
as a single tax, since there is a single tax return and the tax is only adminis-
tered by a national agency. Likewise, at least for the time being the impact of
regional changes on the compliance costs of the tax, and more particularly
on the pre-filled tax system, seem quite limited.

To conclude this brief explanation of the Spanish income tax, I show
in figure 5.1 the total number of tax returns, which increases over the per-
iod from 1998 to 2009. The number of returns as a percentage of the adult

5 The service is completely free and is provided on request.
6 See Durdn-Cabré (2011) for more detailed information about the regional tax credits.
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Figure 5.1: Tax returns, number and percentage of total adult population, 1998-2009
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Source: AEAT, various years, Memoria de la Agencia Tributaria; Instituto Nacional de Estadistica,
various years; author’s calculations.

population falls in 1999 due to the above mentioned tax reform but then
increases steadily and, in 2009, reached 48% of the adult population. It is
important to bear in mind that the Spanish economy has grown over the
period, which causes an increase in the number of taxpayers as a percentage
of the population.”

Administration of the personal income tax in Spain

The Spanish tax agency came into being in 1992 and is responsible for the
effective application of the tax system. It is an entity under public law super-
vised by the Ministry of Economy and Finance. Therefore, it has its own
legal personality, which confers a degree of autonomy in budgetary issues
and management of human resources. The tax agency’s primary objective
is “to encourage the voluntary compliance of citizens with their tax obli-
gations” (AEAT, 2007 Annual Report: 8). To achieve this, it performs two
types of action: on the one hand, the provision of information and assist-
ance services to taxpayers; on the other, the detection and correction of

In fact, strictly speaking the number of tax returns is not the same in the Spanish income
tax system as the number of taxpayers. The regulation foresees that natural persons in a
family unit may opt for joint taxation. Therefore, tax returns can include more than one
taxpayer. Nevertheless, it is common to use tax returns as equivalent to taxpayers, as I
usually do in this paper.
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3.1

tax defaults through control actions. In this paper, I consider only the first
type, whose purpose is to minimize the indirect expenses associated with
meeting tax obligations, that is, the compliance costs. More particularly, I
concentrate on the personal income tax, probably the most important tax
of the tax system because of its large effect on different grounds: efficiency,
equity, simplicity, and revenue.

With the aim of assisting taxpayers in complying with the personal
income tax, the Spanish tax administration provides different help services,
which have changed over the last years. As a consequence of the technological
developments (e.g., more powerful computer systems, the Internet, and other
communication systems), the help services have been enhanced and widened:
new services can be provided because of the new technological opportunities.
To some extent, the introduction of the prefilled tax returns system can be
considered as the natural result of an increasing use of the new technologies
by the tax administration. A first step was designing a help computer program
to file the income tax returns, as well as other tax returns. The following step
was the sending of tax data to taxpayers by mail, the closest precedent of the
prefilled system. In fact, once the prefilled system is generalized—it accounts
for 72% of all tax returns, according to provisional data for 2009 (AEAT, vari-
ous years)—tax datawill still be available to taxpayers by mail when providing
the prefilled tax return is not possible.

Help computer program—the PADRE program

The Personal Income Tax Return Help Program is designed to help taxpay-
ers file their income tax returns. The PADRE® program was first introduced
in the mid-eighties as a computer program for the tax administration offices.
Taxpayers asking for the service had to go to the administration premises
where the tax return was filed for them. Thus, the use of the program avoided
arithmetical errors. In 1986,° when the service was first made available to the
public outside the tax administration's premises, it was employed by 211,563
taxpayers and, in 1987, by 289,814 taxpayers. This accounted for 2.7% and
3.6% of all returns. In 1990, the computer program was made available on
computer diskettes so taxpayers, tax practitioners, and collaborating entities
(e.g., banks and sanvings banks), among others, could use the program in
their own computers. The diskettes were sold along with official documents
at very reasonable prices. The number of returns prepared with the PADRE
program was 893,704 in 1990, that is, 8% of all filed returns. The use of the
PADRE program had increased substantially.

PADRE is an acronym from the Spanish, Programa de Ayuda a la Declaracién de Renta.
In Spain, the fiscal year coincides with the calendar year. The period for submitting tax
returns goes from May to June of the following year. Therefore, returns submitted in 1986

are for the 1985 tax year and so on.
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As the use of personal computers spread, the number of returns pre-
pared using the PADRE program soared. In the mid-nineties, the returns
made with the PADRE program already accounted for about 50% of all returns
filed. In 2007 (for the 2006 income tax), almost 99% of all returns filed were
prepared with the computer program (figure 5.2).1° As we later will see, the
use of the computer program allows offering other important services with
the aim of reducing tax compliance costs. According to the tax agency, the
PADRE program is simple, secure and trustworthy because it is written by the
Spanish tax agency itself. Nowadays, the program can also be downloaded
from the web site of the agency or on CD ROM.

Mailing tax data to taxpayers

Whenever a worker receives his salary, the employer must withhold a per-
centage of the earnings as an advance payment of the worker’s income tax.
The employer keeps the withheld money until it is paid to the tax adminis-
tration, every month or every quarter depending on the size of the employer.
Furthermore, once the year finishes, employers must file a report with detail
information on all withholdings. In particular, for each worker they have to
report: fiscal identification number;" name and surnames; gross earnings;
and withheld amount.

A similar process is followed for most sources of income: all income
from employment, most income from capital and business, and certain cap-
ital gains. As a consequence, before taxpayers submit their income tax return,
the administration already knows most of their earnings from the informa-
tion provided by third parties. For that reason, in 1998 (for the 1997 income
tax) the Spanish tax administration started to offer a new help service: the
mailing of tax data to those taxpayers who asked for it. As one can see in
figure 5.3, the service was used by 335,946 citizens (principal Y-axis), which
accounted for only 2% of taxpayers (secondary Y-axis) (figure 5.3)."* Five years
later, in 2002, the total number of such documents sent was 2,601,416, that
is, 17% of taxpayers.

According to the Spanish tax agency, the tax data service yielded excel-
lent results in years past, “reaching all its taxpayer assistance goals and pre-
ventive objectives” (AEAT, 2003 Annual Report: 65). For that reason, the
service has been strengthened heavily through advertising campaigns in
the media. Furthermore, it has been well received by citizens, who quickly
realised that the information provided was very convenient, since on a sole

These numbers also include those returns prepared with privately provided tax prepara-
tion programs based on the PADRE software, which is freely offered by the AEAT to the
private computing enterprises.

For natural persons, this is the same as number on the National Identity Card (DNI).
See footnote 7.
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Figure 5.2: The use of the PADRE program, percentage of all returns, 1996-2007
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Source: AEAT, various years, Memoria de la Agencia Tributaria.

Figure 5.3: Tax data, number of mailings and percentage of tax returns, 1998-2002
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Source: AEAT, various years, Memoria de la Agencia Tributaria.
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sheet of paper they could find almost all the relevant information for filing
their tax return. In addition, the provided information was improved, includ-
ing, for instance, income from property rentals subject to withholding, con-
tributions to pension plans and funds, capital gains on the sales of investment
funds, donations, and real estate information.

The tax data service is offered to all citizens but it is only provided on
request. Taxpayers wishing to receive tax data have to ask for it, by telephone,
Internet, or in person at the offices of the tax administration. The only infor-
mation required to obtain the service is the fiscal identification number and
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the gross tax liability of the previous year’s tax return. In order to ensure con-
fidentiality, the information is sent by mail to the fiscal address of taxpayers,
regardless of who requests the service. Since 1999, the information can also
be obtained from the website of the agency. At first, for security reasons, tax-
payers needed a special electronic certificate but, later on, only the reference
number given in the letter posted.

The remittance of tax data to taxpayers is a help service still provided by
the Spanish tax agency but to some extent the service was integrated within
a new service, the prefilled income tax return, which I turn to now.

Prefilled tax returns

With the aim of making compliance easier, the AEAT first introduced in
2003 a pilot program for the 2002 tax year: the “draft tax return,” in other
words, the prefilled income tax return. The pilot program consisted of send-
ing a letter to 1,500,000 taxpayers offering the opportunity of asking for the
prefilled tax return. Therefore, participation in the pilot program was only
by invitation, and basically among wage-earners and pensioners, whose all
sources of income had been subject to a withholding tax. Selected taxpayers
had to request the prefilled tax return, which otherwise was not sent. Along
with the prefilled tax return, taxpayers received the tax data employed to fill
in the return. This first year, the tax agency also made 23,737 phone calls
to taxpayers who, in spite of being selected for the pilot program, had not
requested the prefilled return but had asked for the appointment for help in
preparing their tax returns.

The following year (2004, for the 2003 tax year) the program was
extended to all taxpayers and was integrated with the sending of tax data.
Taxpayers requested a single service, “tax data / pre-filled tax return,” and the
tax agency decides what it sends, depending on the sources of income tax-
payers earn. Generally speaking, the tax administration mails the prefilled
tax return when has enough information about the taxpayer’s income to fill
in the return. This is usually the case when the income is subject to with-
holding or additional information can be obtained from other sources. For
instance, the imputed income from estates is available from the cadastral
office. Otherwise, the tax administration does not have enough information
to assess the tax base and, hence, cannot calculate the tax liability. If so, the
tax agency sends the tax data in lieu of the prefilled tax return. Therefore,
taxpayers always receive a useful answer to their request, either the prefilled
return or the tax data.

To avoid legal problems, the Income Tax Act had to be modified and
the prefilled tax return was introduced as another option offered to taxpay-
ers to comply with their income tax obligations. Recall that self-assessment
has been the traditional system for collecting the income tax in Spain. As a
consequence, since 2004 taxpayers can ask to receive tax data or a prefilled
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tax return. The tax agency sends a prefilled tax return when possible; other-
wise, tax data is mailed. When taxpayers receive the prefilled tax return and
they agree with the proposal, they can confirm it and it will be considered
their final tax return from a legal perspective. Confirmation can be given by
telephone, through the Internet, SMS, or coming in person to the tax admin-
istration offices or collaborating entities (mainly banks and savings banks'?).
If taxpayers do not agree with the prefilled return, they can either amend it
or hand in a normal self-assessed tax return.'

When taxpayers belong to a family unit and, therefore, may opt for joint
taxation, the prefilled tax return makes the most convenient option, whether
a joint return or several individual returns are filed. Since 2005, taxpayers
can also choose if they prefer receive the information in a co-official language
other than Spanish.

Therefore, the prefilled tax return or tax data are options that have
been offered to Spanish taxpayers since 2004. It is voluntary, so citizens have
to ask to receive it. The request can be made in the tax return of the previ-
ous year or later by telephone, the Internet, or in person. Nonetheless, from
a legal perspective, not receiving the prefilled tax return or tax data, even
when it has been requested, does not exempt a taxpayer from the obligation
of submitting a tax return.

When the tax administration cannot provide a prefilled return, tax-
payers receive their tax data, as happened before the new help service was
introduced. However, another substantial improvement has been introduced
since the 2003 tax year. Taxpayers, apart from receiving their data by mail,
can view the data directly from the AEAT website or can even download it.
Taxpayers receive a letter with a reference number that has to be introduced
in the corresponding page of the AEAT website for access or to download
the information. Therefore, having a special electronic certificate is no longer
required, which makes it likely that taxpayers will download information
much more often. Tax data downloaded is automatically incorporated into
the PADRE program, which undoubtedly makes much easier and faster to
file the income tax return.

In 2003, when the pilot program for prefilled returns was first intro-
duced, the total number of requests for tax data and prefilled tax returns
fulfilled was 5,422,459 (figure 5.4, principal Y-axis), which accounts for 34%
of taxpayers (secondary Y-axis). In 2004, when the program was broadened,
the number of sendings reached 7,370,757, that is, 48% of taxpayers. In the

13 Traditionally in Spain, banks, savings banks, and co-operative and rural banks are author-
ized credit institutions for tax issues. This means, for instance, that most tax returns (e.g.,
income tax, corporate tax, or VAT) can be handed in at the offices of these collaborating
institutions.

14 Under the pilot program, amendment was not possible.
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Figure 5.4: Tax data and prefilled tax returns, number and percentage
of all tax returns, 2003-2009
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following years, these numbers soared: in 2007, the last year for which defin-
itive data are published, the tax agency sent the service required to 16,627,255

citizens, that is, 93% of taxpayers. The provisional information for 2008 and

2009 shows that the number of citizens requesting the service has increased

again and is even greater than the total number of taxpayers. This is because

the Spanish income tax allows natural persons in a family unit to opt for joint

taxation. Therefore, taxpayers that have requested information separately may
choose joint taxation in the end.

In 2003, the year of the pilot program, the number of prefilled tax returns
was 547,431 (figure 5.5), that is, about 3% of all income tax returns (figure 5.6).
In 2004, when the program was extended, the number was 4,362,853, which
accounts for 28% of all returns. Subsequently, the total number of prefilled
returns soars: in 2009 it was 13,872,788, that is, 72% of all tax returns.

To assess more accurately if the prefilled service is useful for taxpayers,
it is also important to know the number of prefilled returns confirmed with-
out emendation. This number has also increased greatly as figure 5.7 shows.
In 2003, only 29% of pre-filled returns were confirmed. Subsequently, the
number of confirmations have increased steadily and, in 2009, accounted for
55% of all prefilled returns. Therefore, the quality of the service can be seen
to have again improved.

In conclusion, I think it is quite clear that the results of these help
services, first the tax data and later the prefilled tax return, are very positive.
They are used by the great bulk of taxpayers. Both services make comply-
ing with the tax more simple. The greater the experience with the prefilled
return service, the greater the number of taxpayers requesting the service and
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Figure 5.5: Tax data and prefilled tax returns sent, 2003-2009
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Figure 5.6: Number of prefilled tax returns as percentage of all returns, 2003-2009
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Source: AEAT, 20009.

confirming the return. Nonetheless, a prefilled tax return cannot be offered
to all taxpayers as the tax agency does not always have enough information to
assess the tax base and tax liability. This happens, for instance, with income
from property rentals or from personal businesses, where the tax agency can-
not know all sources of income or types of expenditures.

In other cases, the tax agency can prepare the prefilled return but it
will not be confirmed because some information is missing. For instance,
it may be difficult to know if a taxpayer can take advantage of a particular
regional tax credit. It depends on the nature of the tax credits—for instance,
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Figure 5.7: Prefilled tax returns confirmed, 2003-2009
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for nursery expenditures, text-book expenditures, restoration and conserv-
ation of regional historical estates—because quite frequently very precise
conditions must be met and it is very difficult for the tax administration to
have information about them. Consequently, the powerful computing system
allows obtaining data from many different sources, which simplifies tax com-
pliance but, at other times, it is the proper regulation of the tax that causes
complexity and little can be done by the tax administration to avoid this.

33.1 Taxpayers’ opinions about receiving tax data by mail and the prefilled tax returns
According to a survey conducted by a private firm, Bufete de marketing, for
the Spanish tax agency, in July 2008, after the two help services had been
offerred for five years, 94% of the 1,016 taxpayers interviewed preferred
receiving the prefilled tax return to receiving only their tax data by mail
(AEAT, 2009). Other conclusions from the survey to be noted are:

*

the average score given to the prefilled return is 8.05, on a scale of 1 to 10;
22% of taxpayers give the top mark of 10 to the service;

*

40% of taxpayers receiving the prefilled tax return think that the service
could not be further improved;

*

95% of taxpayers receiving the prefilled tax return are willing to request the
service;

» finally, 90% of taxpayers would recommend other taxpayers to use the pre-
filled service.
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Although I have only had access to a brief summary of the conclusions, it seems
quite clear that the great bulk of taxpayers are happy with the pre-filled service.

Electronic filing of tax returns
The Spanish tax administration also encourages taxpayers to file returns at
the tax agency’s virtual office available on the Internet. Taxpayers wishing to
use the service need an electronic signature certificate recognized by the tax
agency. In addition, taxpayers may assign a proxy or authorize a collaborat-
ing institution that has signed an agreement or protocol with the tax agency
authorizing them to file tax returns on behalf of third parties. Electronic fill-
ing of income tax returns started in 1999 when 21,559 taxpayers chose this
option, which accounted for only 0.2% of taxpayers (figure 5.8). Since then the
number of tax returns filed via the Internet has soared and, in 2007, this fig-
ure was 4,476,786, almost 25% of all taxpayers. And according to provisional
data, in 2009 the number rose to 6,913,368 taxpayers, 36% of all taxpayers.
Although it has taken some time for taxpayers to adopt the Internet as
a way of submitting an income tax return, it is a very convenient option both
for the taxpayer and the tax administrations, which undoubtedly reduces the
administrative burden of the tax.

Rapid refund to persons not obliged to file income tax returns

As I'said in the brief explanation of the Spanish income tax, the 1999 income
tax reform substantially reduced the number of taxpayers with the aim of
simplification. The new system to calculate withholding for income from

Figure 5.8: Income tax forms returned via Internet, percentage of all
taxpayers, 1999-2009

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Source: AEAT, various years, Memoria de la Agencia Tributaria; press notes; provisional data for
2008 and 2009.
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employment was more accurate, so the total amount withheld should be
almost the same as the final tax due. At the same time, the number of tax
credits was substantially reduced. As a consequence, the number of taxpayers
for the 1999 tax year went down by about 18% compared to the previous year.

Nonetheless, in spite of not being obliged to file an income tax return,
some persons would be interested in doing so, as they were entitled to a
refund. In other words, withholdings were higher than the final liability and
they could ask for the excess, but had to calculate their final tax liability to
do so. Therefore, the income tax act introduced a new alternative: a simple
communication to the tax administration. Indeed, persons not obliged to file
a return could send a communication requesting the refund of the amount
resulting when the sum of all withholdings at source and amounts paid on
account of the payments in instalments made is higher than the tax liability.

For this purpose, the tax agency ran a special campaign for processing
refund requests for those who did not have to file an income tax return (on
forms 104 and 105). The communication system was first introduced in 1999,
and the number of communications (figure 5.9) remained more or less stable
for the last years. However, once the prefilled tax return service was intro-
duced, the number of communications fell substantially. Since 2006, the rapid
refund communication has been abolished because of its excessive admin-
istrative burden. Nonetheless, in practice it is replaced by the prefilled tax
return, which, as it was pointed out before, in addition implies an important
improvement in the administration of the income tax. This is a good example
of how important it is to assess the impact of provided services, as an old one
may become meaningless when a new one is offered.

Figure 5.9: Number of rapid refunds to persons not obliged to file income
tax returns, 2000-2006

2000 2001 2002 2003 2004 2005 2006

Source: AEAT, various years, Memoria de la Agencia Tributaria.
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4 Conclusions

As far as the prefilled income tax return is concerned, the assessment of the
Spanish experience is highly positive. In fact, this new help service can be
considered as a two-stage process: first, through the mailing of tax data to tax-
payers; and second, through the provision of prefilled tax returns, or only tax
data if those are not possible. The increasing number of taxpayers requesting
the services, the increasing number of confirmations of the prefilled return,
and the results of the survey conducted demonstrate that it works well. It
would be very interesting to have more official information about the costs
of the services but it seems quite clear that the overall result is positive.

Another important issue is that the new services are provided using
third-party information reports, but this information was already available
for the tax administration. Consequently, the prefilled tax return system does
not imply increasing compliance costs for these third parties (e.g., employ-
ers). In other cases, the information was already available to other bodies of
the public administration and now is also available for the tax administration.

In conclusion, the new service is a clear example that third-party infor-
mation can be extremely useful both for fighting against tax fraud and for
simplifying tax compliance. The improvement and the assessment of the ser-
vice should be a permanent goal of the tax administration.
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