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ABSTRACT - RESUME

This paper reviews the literature on the compliance costs
fncurred by businesses and individuals because of one or more
taxes. It presents both the main characteristics, such as sample
size, interview techniques and so on, and the key findings of the
nineteen studies reviewed. In general, one can conclude that

simpler taxes lead to lower compliance costs.

Key-words: Compliance costs, collection costs individual taxes,
business taxes. :

Ce texte recense les &crits sur les cofits encourus par les
entreprises et les individus suite 3 leur obligation de percevoir
ou de payer des impdts et taxes. .On y présente les principales
caractéristiques, telles que la taille de 1l'&chantillon et les
méthodes d'entrevues, et les principaux résultats des dix-neuf
&tudes recensées. En général, on peut conclure que les taxes les
plus simples sont celles qui font encourir les colits les plus bas

aux entreprises et aux individus.

Mots-clés: Colits privés de perception, taxes individuelles, taxes
sur les entreprises.




In a classic paper of optimal taxation (Sandmo, 1976), three
criterions that could be used to assess if a tax system was optimal were
put forward: administrative efficency, fairness and economic efficiency,
with administrative efficiency being measured by taking into account cost
incurred by government, businesses and individuals. Yet, administrative
efficiency 1s rarely taken into account when optimal taxation is
discussed. One explanation of this could be that most economists know
1ittle about administrative (government) and compliance (businesses,
individuals) costs. This paper aims at furthering this knowledge of
compliance costs by presenting and‘reviewing the available evidence as of
December 1985. It is divided in two sections. In the first one, the
compliance costs of businesses are presented while in the second the
compliance costs of individuals are presented. In both cases text tables

are used to facilitate comparisons.
1. THE COMPLIANCE COSTS OF BUSINESSES

In this review of the 1literature, we examine studies that
collected éompliance cost data through a survey of one kind or another.
A total of fifteen such studies were 1identified: their main
characteristics are presented in Table 1 and can be summarized as

follows:

- various taxes or combination of taxes have been examined; older
studies tend to be all encompassing while more recent ones focus on

one or two types of taxes;

- the samples used in more recent studies have usually been drawn in a
more scientific manner than in earlier studies and tend to be bigger.
Both face-to-face and mail interviews are consistenly used from 1935

to 1983.

In general, the survey methods have improved through time so that greater
reliance can be put on more recent studies. The three best studies from

that perspective are those of Yocum; Sanford et al and Goodwin et al.




Tahle 1
Main Qwracteriatics of Stullea of Compliance Coeta of Musinesses

2
Tax(es) Author/Year Method and Area Universe  Sanple Usable Response  Univerge
Studled Publisted Year of Data Studied Slze Size Answers Rate Coverage Cament s
Al R.M. Hatg Mail Survey U.S.A. 533 6000 1 600 163 10,22 C 0,01 Incorporated businesacs - 186
- 1935 - 1934 (apprax.) questlommaires were returned;
163 were usable; larger fims
arnd manufact urecs are over~
represented
All J.W. Martin Face-to-face U.S.A. Unknawn 17 (D) 5/3 - - The sample size s five full
- 1944 Interviews interviews, hut about a dozen
- 1941 partial interviews
ALl J.B. May & Mail () U.S.A. 1159002  Unstated 125 - 0,11x Manufacturing firms only
G.C. Thompeon  Survey
- 1950 - 19%
Axle C.V. Oster & Face-to-face Ohio, Unknown 18 11 61X 0,30% Ohdo trucking companies
Mile Tax  A.D. Lynn Interviews U.S.A.
- 1955 - 1953
Retall M.Matthews Time Study & Utah, S 6343 7 7 - 0,12% 31 departments and check-out
Sales - 1957 Face-to-face U.S.A. (1954) camters were coveral in the
Tax Tnterviews time study of these 7 stores;
- 1956 2 049 transactions were
mearured in the time study
AlL S.M. Mathes &  Mail (?) U.S.A. 156 300"  Unstated 222 - 0,14 Marufacturing fims oaly
G.C. Thampson rvey
- 1959 - 1959
All M.H. Bryden Mail Survey Canada 107 3875 00 125 25% 0,122 The sample s male up of cor-
- 1961 - 1960 snrare sugnorters of the Cana
fan Tax Fourdation
Retail J.C, Yoam Time Stidy Ghic 216 463 Unknown: 526 - 0,24/ Sample of storea includes men's
Sales - 1961 & Face-to-face U.S.h /9233 Replace 5,702 clothlng, dng, Furniture,
Tax Interviews ment varlety, hardware, grocery and
-1 Sanple deparonent stores and restawr
tants with sales of 50 000 i or
more In the second half of 1959.
6 768 transactions vere meas~
ured In the time stidy
Payroll & F.J. Muller Mail Survey Washing- Unknown 250100  198/758  79,2% - Small businesses, with no clear
es - 1963 & Time Study ton State definition given. Approximate-
Taxes - 1963 U.S.A. ly 1 000 transactions measured
Corporate K.S. Johnston  Face-to-face Chio Unknown 6 6 1007 - Incorporated marufacturing
Income - 1963 / Interviews firma
Tax Federal - 1960
Personal  B. Strumpel Unknown West Unlaxown 1 009 988 98,02 - 293 professionals SM.D.,
Income - 1966 - 1963 Germany Layers,...) and 695 business—
Tax ment
Al ﬂ.g.ﬁl{%/ﬂ' Mail and Uhngt:na, Unknown g:riable: Pr _—
N, 14 Phone +S.A. T T
=197 -"1%s Toe B0 Tl
Corporate Corporate 12,5%
Income Tax Incgone = -
= 200 =25
Excise »  Excige = 38,6%
70 (Beer) 27 (Beer)
Value M. n Face-to-face Rath Unkncwn 68 29 42,6% - The Sample prises inde,
Mied 197 18951874 Frgland ’ dent retatlers with sales of
Tax 5 s or more a year.
Three Iterviews were to be
conhucted in each case at
four-month intervals: 85 out of
87 were completed
Value C.T. Sanford Matl - 1978 Unlted 1274000 909 279 30,87 0,22 The miverse is the st of
Added et al Face-to-face Kingdan tepistered traders ag of
Tax - 1981 and Phone 500 263 52,6% 31-03-1978, per Qustams and
follow up Excise
~ 1979
P.AY.E.  M.Goodwin Mail Untted 10000009 30009 68710 22,97 0,07% The universe 13 the list
et al -~ 1982 Kingdan compiled by Inland Reverwe of
- 1983 taxpayers
Business  Canadlan Face-to-face Canada Unknown 22 438 19 208t 85,62 - The universe is menbers of the
Income Federation of -~ 1983 Federatiom. They tend to be
Tax (per- Indeperdent smll Canadian owned husinesses
sonal cor- Business Only fimms uslng outside exper—
porate) (CFIB) tise were retained

1 Taken from Historical Statistics of the Unfted States, Part 2, Quipter V, Series V41, Page 914.
2 gen Note 1, Berles VA5, TF ton-corporate flmw are Incluled, this mmber 1s 318 000. See Ibid, Series V15, Page 91l.
As taken from Table 4 of the study. In table 3 a figure of 6 246 is used.

See Note 2.

With non-corporate fims included, the rises to 323 000,

Taxat{on Statistics 192, Revenue Canada, Section If1, Table 1, Page 110; all corporations except inactive ores,

ory, hut because of the kind of business and minimm size constraints, this number was reduced to 9 233.

The kind of business restrictions led to the exclusion of 183 189 stores while the remainder of exclusions are due to size (24 041).
Qut of the 198 respondents of the initial mailing, 100 agreed to face-to-face interviews; 75 such interviews ylelded useful information.
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Appraximately
10 e figure of 687 {s fram Figure 3.
11 of 22 438 tustness owmers Interviewed, 2 311 (10,37) prepared thefr business tax returns themselves and were thus excluded fram the survey.
The remainder were excluded because of missing information.
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The definition of costs used 1in the studies and their main

findings are presented in Table 2.

The definition of costs varies from one study to another. Most
studies, with the exception of Bryden and Yocum, do not include overhead
costs in this definition of costs. Time costs are the costs most often

covered followed by outside fees.
The main findings are:

- first, that compliance costs represent a small but non—negligible

percentage of taxes collected;

- second, that taxes levied on transactions (sales taxes, V.A.T.) have

higher compliance costs than the types of taxes;

- third, that compliance costs increase when the complexity of the tax
situation of the taxpayer, as measured, for example, by the number of

jurisdiction collecting taxes or the number of tax rates, increases;

- fourth and mostk importantly, that compliance costs, measured as a
percentage of taxes, decrease when taxpayer size, however measured,
increases. This last finding is corroborated by the evidence reported
in Table 3. In it, evidence taken from the five studies where

appropriate numerical results are available, is presented.
2. THE COMPLIANCE COST OF INDIVIDUALS

There are four studies that use a survey to collect data on
compliance cost incurred by individuals because of personal income taxes.
Their main characteristics are presented in Table 4 and can be summarized

as follows:




Table 2

Cost Definition snd Main Findings of Studies of Campliance Costs of Businesses 4
Study Taxes Costs Average Cor Size of Size of Nunber of Other
Exand ned Tncluded pliance Costs Business Transaction Jurisdictions Findings
Baig All (federal, Not defined or 2,%% of all - - One state fime -
state, local) discussed taes -1,5%
3,7% of sales - - T or more
taxes states: 2,51
1,042 of propec~ gore than forty
ty taxes states: 5,50
Martin Sales Not defined or 2,3% of taxes - - - -
discussed
My and ALl Intemal and Fx- 1,52 of taxes! - - Costs Lncrease with -
‘Thompson ternal costs 0,1% of sales! nmber of returns
Oster and Axle In most cases, only 18,6 of net tax “Migh compliance costs - - Fims with less
Lymn Mile time costs result ... where tax regular types of
liability is emall «.." operations (foreign
© o (pe 214) trailers, varied
routes, ...) inom
higher costs
Matthem Sales Time coats of sales 5,48 of taxes “large stores had «.a  “The lower - Credit granting
ard administrative €T sca COBL aes the average stores incur higher
employees cnly than did small estab~  dollar sale, costs
1istments™ (p. 15) the higher
the collec~
tion coets™
p. 14
Mathes end ALl Internal and Bxter-  2,2% of taxes! - - Costs incresse -
Thompeon nal costs 0,17% of sales! with the unber
of returns
Bryden All Wages and salaries, 0,687 of all taxes Compliance costs - Coet of col- -
. direct coets, share 0,28% for the cor- increase with aize lecting the per—
of overhead and rate temms tax sonal income tax:
side fees {nclud 8?6&1 for the per- 1a higher in Que-
sonal income tax bec (1,06) than
for Canada
(©,62)
Yocum Sales Time coats of sales 7,642 of taxes "Sales tax collection Inverse re- - -
ard administrative ocosts are higher for  lation be=
employees, pome direct amaller atores, lower tween size
and overhead costd" for larger stores” of transac~
(p. 110) tion and
costs
Muller Sales Time costs only - "Costa are hdgher - - -
for the emaller fim"
(p- 3)
Johnston  Corporate Time costs, some 0,28 of taxable “A8 corporate income - - Avoldable (voluntary
Income facilities costs and  incame eize increases, cvet incurred) {ance
(Pederal) outside fees 0,36 of taxes of conpliance as a costs equal 16,5% of
percentage of taxable total cawpliance costs
incane decreases™
(p. 81)
Stxruapel Incame and  Time cost and out— 29% of tax Cogts as a X of incame - - -
business side fees 6,5% of incame decline with increases :
in income i
Wicks and ALl Not defined or 10,2% of corpo~’ - - - -
Kilborth diacuseed rate incave tax I
1,3 of beer :
excigse tax
Coodwin  V.A.T. Commencement and 21-3% of tax Costs (time) as a X of - - . Zero rating incresses
recurrent coets were . tax with increases in | costs with respect to
separated. Materials, size tax burden
time costs ard ocutside :
fees are included
Senford V.A.T. Time costs and 0,92 of taxahle Coets as a % of turnm - - Camplisnce coets inm-
ot al astside fees turnover over (taxes) decline crease with both mum~
9,26% of taxes vith increases in size ber of sales and pur-
chase invoices and
algo with the nunber
| of rates used
Goodwin P.AY.E. Time coste and 1,01% of taxes Costs as a X of taxes - - -
ot al outside fees are decline with increases
1ncluded in size ‘
[ 41 ] Businese Outaide fees - Cost per eumployee - - ' Owners of incorporated
Income only declines with increases businegees incur high~
Tax in the mumber of er coats than proprie-
employees (aize) tors or partners

1 The data are presented in interval forms. These aversgen are calculated as an useighted mean of the add-points of intervals with 0,4 and 4,0
assignad to the last (open ended) intervals of sales and of taxes.

Ll ]

Comrdssions or fees recetved for collecting taxes were subtracted.
Quebec hes 1ts own Department of Reverue that collects its persomal income tax. Thus in Quebec, fime must camply wdth two sets of laws and
regulations, prepare two sets of individual income statements and 80 on.

provincial fncome taxes using federal taxable income as a besis for calculations.
% Head office costs ere excluled.

In the remainder of Canada, the federal govermment collects




Table 3
Cost Nefinition and Mala Firdirgs of Studies of Cawpliance Costs of Pusinesses

Study Tax Coat Indicator Campl lance Size Cost of Businesses and tleir Size Cost-Size Relationship
Indicator
Bryden Personal Costs/Remit~ Mmber of employ- Size : 0400 400~ 000 1 001-5000 S OQ1+
Incame tax tances ees Ratio (¥): 1,66 1,53 1,15 0,41
Yoam Sales tax Cost/Sales tax Gross sales ($), Size s 50-99 999 100 000-199 999 200 00O+
liabilicy second half of Ratio (X): 16,95 9,09 7,8
1959
Strumpel Income and Costs/Gross Net business in- Size t 0-20 000 20 OO0+
Business tax  Business Incame  came (D.M.) Ratio (%): 8,6 7,2
Sanford VAT Cost/Taxable Taxable turnover Size t 049999 5099 999 100 00-999 999 1 000 000+
turmnover (£) Ratio X): 1,17 0,54 0,24 0,04
Gondwin P.A.Y.E. Cost/Yield Nunber of employees Size + 1-5, 6-10, 11-20, 21-50, 51-100, 101-500, 501+
Ratio (X): 14,2 6,0 4,6 3,8 1,7 1,3 0,8




Table 4
Main (harncteristics of Studies of Caupliance Costs of the Personal Incame Tax 6
Asthor/ Area/ Survey Method/ Sample Size/ Savwple Afnses Cost Concepts Used
Year Year/Tax Pomiation Stze  lmable Responnes/ and
Publ {ahed Stidled Reaponge Rute Ad Jatmenta
Wicks, J.H./  Mmtana/ 1965 / Stulent handout 8! /106/33% S0 mxr-resporlents were phoned Time cvats were calenlated using sur
1965 State incame tax  for parents/ un and had lower epsts than re- vev data on hours spent on keeping
laown sporrients:  results were recontis and preparing income tax re-
ad justed accordingly turn and hourly enrmed income esti-
mated from survey data on tax patid
Money ensts are awnnts paid for
record keeping and return prepara-
tlon work
Wicks, J.H./  Montana/ 1964 / Student erdout 301184312 75 non-respondents were phoned Time costs were calculared uslng sur
1966 Federal income for parents/ Mill and had lower costa than re- vey data on honm's spent on keeping
tax return / unknown spordents: results were records smd premaring income tax re—

ad justed accordingly

tum and hisrlv eamed tncome esti-
mated fran survey data on tm paid

Mmev conta are mummnts paid for
record keeping and return preparn—
tion wrk

Sanford, C.T./ Great Rritain/

Natfon wide face~ 3 55%/2 773/18%
to-face inter-

In sme calculations only re—
spondenta from Englayd and
Wales (2 472) are used

0 nomrmspondents were {nter—
viewrd: they mw he more otten
self-employed with tax advisors

Time cnats were calculated ustne s
vey data on time sment attending to
“personal tax.atfairs” and time val-
e chosen o be less than wges =t
high enowh to represent the dimactl-
{tv assoclated with txx work. Work
of mmid advisers is alsn inclised

Monev costs ate obtalned from ervey
data on fees to tix adviser, onrrece=
ef for mumple blases and wiler ML=
11y and mince] tmeous expenses ine
currnd tv high cost taxpnywrs

1973 = 1970 / Income
Tax
- 1970-19n/
Income Tax
Slenrad, J. Minnesota / 1982
and N. Sorun/
1984

views

Mall survey of 335/116/34,6%
high cost tme

payer

Mail marvey 2 00/600/30%

The smple “indersamples hw
fncane hoseholds”.  Results
were thus reweighted

Time conts wore calculated vatlng
vey data on tlm spent learning abmut
tax niles, keeplng record, loking wp
tax tables, preparing retuma ad
providing {nfomatton to tix alvisor
and survey data or Loputed data (when
miasing) on the after tax wnge rate

Money costs are for fees to tax ad-
vigors and migcellanecus coats

1 patimated since Wicks states that “the 106 Tepresented approximately one third of those to whom quest{omnalires were subuitted.




- all studies are reasonably recent but, except for the Sanford study,
use small (Wicks) or medium (Slemrod/Sorum) sized, regionally limited,

samples;

- the definition of money costs used by Wicks is more restrictive than
the one used by Sanford and by Slemrod and Sorum since it only
includes fees and excludes miscellaneous costs. The more inclusive

definition is clearly preferable;

- the uses of time surveyed by Wicks are less inclusive than those
surveyed by Sanford and by Slemrod and Sorum. In particular, Slemrod

and Sorum are careful to include time spent with tax advisors.

The main findings of these studies are presented in Table 5.

They can be summarized as follows:

~ the cost reported will vary with the value of time used to estimate
that cost. The authors used gross wages (Wicks), net of income taxes

wages (Slemrod and Sorum) and hypothetical time costs (Sanford);
- self employed individuals incur higher costs than employees.
CONCLUSION

As shown in Table 6, tax compliance costs can usually represent a
non-negligible 0,2 to 0,3% of the tax base, ranging from 0,17% to 0,85%.
Thus it appears appropriate to consider them when engaging in tax design
or tax reform. In general, the findings of the literature show that a
simple tax, as measured by the number of rates, of exemptions, of taxing
jurisdiction, is associated, the lower of the compliance costs associated
with it. This is a reassuring finding in an era where proposed changes
to the tax system should lead to a reduction in the number of deductions,
exemptions and special provisions in both the United States (personal and

corporate income tax) and Canada (business transfer tax).




Table 5

Main Firding of Stulies of Caupliance Costs of the Personal Incawe Tax 8
Muthor / Year Campliance Cost Type of Incame Deductiona Other
Published as T of Tax Taxpayers Levels Claimed Firdirgs
"Costs tend to be - No relationship was found “For the typical taxpayer, the state

Wicks, J.H./ 7R
1965 be especially high
for those who are
sel f-employed”™, p.4l

“The self-employed “Probably no

cost s only about 11X of the
federal™, p. 41

Wcks, JoH./ 3% Itenizers "had higher averable -

1966 bore the highest significant coets ... all the self-employed
coets”, pe 20 correlation itemized”, p. 21
between cost
and income p.21
Sanford, C.T./ 1,87 to 3,39 to “Canpl fance costs  Low income A cost in the 3 to 5 % range would
1973 7,32% terd to fall with  individuals appear reasonable
Estimates from disproportional have higher
table 3.8 (p. 4) weight ... (on) canpliance
vary depending on  the self-employed  costs
value of fees, om and to a lesser
tive arnd alscella~ extent on the

neous expenses executive ad pro-

fessional classes
Slenrod, J. 7% (Federal and Everything else "The lowest in- On average record keeping takes 13,8
and N. Sorun  state income tax) equal “The self- came class is hours and return preparation 4,4 out
1984 employed have 400§  associated with of 21,7 hours

more in total re=  relatively high

gource cost than canpliance cost,

«oo employees™, p. as {s being fn

27 the highest fn-

came clags™, p.27

1 These are the median values of the cost distribution. They are used rather than mean values of 32% and 11,5% since Wicks favors using median

values.
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Table 6
Resource Cost of Collecting Taxes
Tax Cost
Tax(es) as Share
Study Country/Year Studied of Output Output Measure

Haig (1) UoSvo - 1934 All 0,31% GNP
Martin (2) U.S.A. = 1941 All 0,17% GNP
May and National Revenuel
Thompson (3) U.S.A. = 1950 All 0,247 Manufacturing
Mathes and National Revenue!
Thompson (4) U.S.A. - 1959 All 0,27% Manufacturing
Bryden (5) Canada - 1960 All 0,32% GNP
Sanford (6) U.K. - 1970 Personal In- 0,33% Personal Income?

come Tax
Sanford (7) U.Ke = 1978"79 V.A.T. 0,22% GDP
et al
Goodwin
et al (8) U.K. - 1982 P.A.Y.E. 0,33% Wages and Salaries
Slemrod/ Federal/State
Sorum (9) U.S.A. - 1982 Personal Income 0,85% Personal Income

Tax
SOURCES:

(1) Cost of taxes paid: 2,3% x all taxes (Y-507, Volume 2, Page 1119);
GNP: F-1 Volume 1, Page 224, Historical Statistics of The United States,
(HSUs).

(2) Cost of taxes pald: See text; GNP: Same source as above.

3) &

(4) Cost of taxes paid: 0,12 (1950) or 0,17%Z (1959) x sales of the
manufacturing sector (P - 682, Volume 2, Page 682); National Revenue,
Manufacturing: F 230, Volume 1, Page 239 (HSUS).

(5) Cost of taxes pald: Text and Reference Table 59; GNP: Reference Table 5,
Economic Review 1980.

(6) Cost of taxes paid: 1,12% x total compliance costs (1,12 18 8 covecsess
factor for the exclusion of Scotland from some calculations, see p. 30);
Personal Income: Economic Trends Annual Suppliment 1986, London: C 50,
Table 18.

(7) Cost of taxes paid: See texty GDP: 1978-79; average of both years
(Yearbook of National Accounts Statistics 1980, Volume 1, Part 2, Table

1.1, Page 1487,
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(8) Cost of taxes paid: See text; Wages and Salaries: Economic Trends Annual

Supplement, 1986, London: C 90, Table 18.

(9) Cost of taxes paid: See text: Personal Income: Statistical Abstract of
the United States, 1984, Washington Bureau of the Census, , Trable
749,

NOTES:

1 ysed since compliance costs examined are those of the manufacturing sector.

2 Low estimate of cost used.

3 Mid-point of costs estimate used.
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