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COMPLIANCE COSTS OF FIREARMS REGISTRATION:

PRELIMINARY INDIVIDUAL ESTIMATES
INTRODUCTION AND SUMMARY

This paper continues an exploration of the compliance costs of the Canadian Firearms Program begun in an earlier paper, Compliance Costs Of Firearms Licences:  Preliminary Estimates, by concentrating on the registration of firearms.  To ensure sufficient completeness for this paper to be read on its own, there is some unavoidable overlap of material with the earlier paper.

The Auditor General reported to Parliament in December 2002 on the costs of implementing the Canadian Firearms Program.  The Auditor General found insufficient information had been provided to Parliament for effective oversight and accountability.  These papers take their direction from one paragraph in that December 2002 report:

10.29. Further, in its Regulatory Impact Analysis Statements the Department of Justice did not provide Parliament with an estimate of all the major additional costs that would be incurred.  This disclosure was required by the government’s regulatory policy.  The costs incurred by the provincial and territorial agencies in enforcing the legislation were not reported.  In addition, costs that were incurred by firearms owners, firearms clubs, manufacturers, sellers, and importers and exporters of firearms, in their efforts to comply with the legislation were not reported.

Bill C-68 has changed the regulatory framework for firearms.  There was an existing stock of handguns, plus some other restricted or prohibited guns, in public hands.  These had been registered under the existing legislation and had to be re-registered.  There was an existing stock of rifles and shotguns that had to be registered for the first time.  As well as the guns that would remain in the hands of their current owners, there would be changes in ownership as firearms were transferred by sale, gift or inheritance between private individuals.  These transfers have to be registered as they occurred.  Registered gun shops market new guns and these sales had to be registered as they occurred.

Reliable gun numbers are notoriously difficult to obtain.  One officially commissioned phone survey suggested there were about a half million handguns in Canada, and other restricted or prohibited weapons, as well as over 7 million rifles and shotguns.  These numbers have been criticized as being too low, perhaps by a factor of two.  This debate cannot be settled here, but the challenges in setting up the gun registry were clear.  A substantial number of new files had to be opened and their accuracy ensured.  Otherwise the usefulness of the gun registry would be reduced.

A system of verification was required to check that the database entries were factually correct.  A volunteer network of approved verifiers, the Verifiers Network, was phased in.  Firearms needed to be verified only once in their lifetime, and would be verified only on transfer.  Together these two provisions would spread the demands on the verification system over time.  It should be remarked that guns are notoriously difficult to identify with precision, because manufacturers produce similarly shaped firearms for long periods of time.  As will be detailed later, this new regulatory regime has a variety of procedures to be followed, and how complex the process is will depend on the particular case.  For example, verifying a new gun fresh out the manufacturer’s box will be easier than dealing with a World War I souvenir.  A report by the Evaluation Division of the Department of Justice in 2003 found that the current status of the Verifiers Network is questionable.  A September 2003 Access to Information request has found that 15,068 non-restricted firearms, mainly rifles and shotguns, have been verified over the telephone rather than in person by a local Verifier or Registrar.  This procedure would seem to undermine the integrity of the registry.  It should be noted that telephone-assisted verification includes technical personnel in the Firearms Registry and the RCMP Lab.  However, there is no statistical breakdown available.

Modern analyses of government policies have taken an increasing interest in compliance costs by looking at their measurement, the factors that determine their levels and the problem of compliance in general.  Compliance costs are those costs over and above the direct costs of meeting the requirements of a program, in this case, licences for the ownership of firearms.  These are costs that would disappear if the program were to disappear.  Compliance cost research has focussed on tax compliance, because tax forms account for the major part of official paperwork.  Tax compliance costs do not include the amounts of taxes paid, nor would licence and registration fees be included in the compliance costs of the firearms program.

Compliance costs can be categorized in different ways, including money costs, time costs and psychic costs.  The activities behind these costs include completing forms, keeping records, researching obligations and being frustrated at the difficulty of the exercise.  What is a money cost and what is a time cost is a matter of both choice and structure.  Individuals can decide whether to hire a professional tax firm to fill in their tax forms, but cannot hire someone to take care of their gun licences and registration, although gun dealers will help with the registration of new firearms.  Firms use paid workers to meet their obligations under the firearms program.

In Canada, as the Auditor General noted, compliance costs should be considered in writing regulations.  Compliance costs are also an important part of policy reviews.  When Industry Canada was investigating why Canada has comparatively low spending on research and development in spite of one of the most generous tax write-off provisions for research spending, it looked at compliance costs of the tax credit.  The recent Mintz Technical Committee on Business Taxation sponsored two studies of compliance costs.  These studies use compliance cost measurement as a tool to improve program delivery, performance or efficiency.

The standard method of measuring the compliance costs of a program such as firearms registration would be to survey members of the gun community by face-to-face interview, phone survey or mail-in questionnaire about the time and money (on top of fees) they have expended in order to comply.  Such a survey is well beyond the scope of the present study.  Instead, this paper summarizes the findings of some reviews of the program for the light they shed on the ease or difficulty of compliance.  Because of the wide variety of registration processes and circumstances in the Canadian Firearms Program, it is necessary to set out the detailed steps involved in particular processes by examining program documentation and forms.  Without having real data about how much time the steps take, the approach of trying to find a range has been adopted.  The low end of the range is the happy circumstance when there are no snags and everything goes smoothly.  The top end of the range occurs when the applicant comes across snags and problems.  Take, for example, a process that only involves phoning the Canadian Firearms Centre (CFC) and passing on straightforward information.  The complexity of putting together information is assessed in light of the tax compliance literature.  It is assumed that the CFC answers on the first telephone ring to give the low end of the compliance time range.  Applicants have complained about having to spend up to an hour on hold when calling the CFC.  Thus, for this example, the top end of the compliance range is estimated by adding one hour to the low end of the range.

It is important to note, therefore, that the compliance costs presented in this paper should be taken as an invitation to a discussion and not final answers.  They should be interpreted with caution, because they are not based on data provided by program clients.  Informed readers with a detailed knowledge of the experiences of gun users may feel that different time estimates are more appropriate.  Some readers will feel that the figures are low in comparison to the times reported in the income tax compliance studies.

The compliance costs of firearms registration depends not only what particular type of firearm was registered, but also upon how, when and where the registration was undertaken.  Early registrants would probably have more difficulty and incur higher compliance costs than later ones, because the system was being tested and undergoing improvements.  To take an example from firearm owner licensing, the initial application form covered eight pages.  This was later reduced to two pages.  More positively, the CFC created an Outreach Program in which teams assisted the public to fill in forms, took ID photos, validated information and submitted the validated application packages.  Those who were able to take advantage of this program would have lower compliance costs.  Not all compliance costs would be involved with registered firearms or a process of registration.  For example, replica firearms are now illegal, but existing owners are grandfathered and are not required to register; however, they presumably face costs in being informed of their obligations.  Similarly, antique firearms need not be registered.

If the modern view that compliance costs ought to take account of psychic costs – i.e., the amount that the client would be willing to pay to avoid some process – is adopted, the firearms program presents some interesting measurement problems.  High-powered air guns were to be registered and low-powered ones were not.  A pellet velocity of 500 feet per second was chosen as the standard.  In response to the criticism that the RCMP used alloy pellets that are much lighter than the standard lead pellets and thus classified too many air guns as high‑powered, Bill C-10A has added an additional requirement of a muzzle energy of over 
5.7 joules.  It is not known how many of the 286 models of air gun that the RCMP measured as over the standard in March 2002 will join the 59 models already designated as low-powered.  There will be some air gun owners who will have unnecessarily registered an air gun.  Perhaps they have also had to obtain a firearms licence that will be unnecessary when the new regulations come into force.  There may be owners who have disposed of their air guns rather than obtain a licence and register.

There are a number of reasons for believing that firearms registration is difficult and has substantial compliance costs:

· The Department of Justice has said that the program is “overly complex and very costly to deliver” and “… it had become difficult for owners to comply with the program.”

· The error rate on firearms registration forms was about 95%.

· Some staff were described as having a “zero-tolerance” attitude.

· The forms are complex.

· Firearms identification is inherently difficult.

The list of procedures to be costed was constructed to display the different elements and complexities.  (Descriptions of the processes are given in full in the appendix to this paper.)  The simplest procedure considered is to re-register a handgun.  The data are already on file, so that the exercise is a confirmation, not data entry.  Putting a previously unregistered firearm into the system adds to the complexity and time needed.  When buying a gun from a licensed dealer, the buyer can usually rely on the dealer to take control of the paperwork and the verification of the firearm.  Private sales will also have to be verified, but local gun dealers have been unwilling to provide this service to build goodwill because of serious issues of legal liability.  The buyer has to obtain the name of local verifiers from the CFC and set up a meeting.  Verification seems to be an area of difficulty.

The following table summarizes the estimates.  Time estimates were converted in money terms using an average hourly earning of about $17.

	Activity
	Fees
	Compliance Cost Range ($)

	
	
	Minimum
	Maximum

	Re-register already registered firearms
	Nil
	$8
	$25

	Register unregistered firearms 
	$18 or nil
	$17
	$42

	Retail sale of firearms
	$25 per gun
	$8
	$42

	Transfer of registered and verified firearms
	$25 per gun
	$17
	$51

	Transfer of registered and non-verified firearms 
	$25 per gun
	$42
	$110

	Hunter Visitors
	$50
	$17
	$51

	“Turn In” Programs
	–
	$8
	$293


Of the registration activities, it would seem that verification could add the most to costs.

FIREARMS REGISTRATION – STRUCTURE AND FEES

Long guns, such as rifles and shotguns, are classified as non-restricted firearms.  Before Bill C-68, they were not required to be registered, but other types of firearms had to be registered.  Handguns as well as some semi-automatic rifles and shorter or telescoping long guns are classified as restricted weapons.  Handguns were first registered in 1934.  Prohibited firearms include automatic weapons, short-barrelled handguns and handguns that fire 25 or 32 calibre ammunition.  Although classified as prohibited, such weapons can be owned by Canadians.  For example, this category includes guns used in international sporting competitions.  These are treated as restricted weapons for registration purposes.

Bill C-68 introduced a national Verifiers Network.  Verifiers are volunteers, and are knowledgeable about firearms; they are drawn from such people as firearms collectors, gun club members and employees of firearm businesses.  Verification takes place when firearms are transferred, to confirm that the firearms exist and that data submitted to the Canadian Firearms Registration System are correct.  Verifiers are trained and given a copy of the Firearms Reference Table (FRT) on a CD-ROM to identify firearms.  Verification is done only once during the life of a firearm unless the gun is modified.

Before Bill C-68, individuals with no criminal record, aged 18 years or over, could own handguns for target shooting or gun collecting.  Each gun had to be registered and required a permit to be transported.  Bill C-68 put in place requirements that target shooters provide proof of membership at an approved shooting club.  Collectors of restricted firearms are required to know the historical, technical or scientific features of the firearms in their collections, and to allow occasional inspections.  Ownership of restricted firearms and permission to carry them for employment purposes is limited to individuals who handle, transport or protect valuables, or who work in remote wilderness areas at risk from wild animals, or who work as licensed trappers.

Antique firearms are defined as all firearms manufactured before 1898 that were not designed or re-designed to discharge rim-fire or centre-fire ammunition, plus firearms using rim-fire or centre-fire ammunition of calibres detailed in the Firearms Regulations.  Antique firearms do not need to be registered by an owner who only has antique firearms, nor does such an owner need a firearms licence, but storage and transport regulations must be followed.

Relics are generally firearms that are of value as curiosities or rarities, and those that are valued as mementoes, remembrances or souvenirs, but are not antique firearms.  The relic category was phased out on 1 December 1998, but guns already registered as relics were grandfathered, allowing restricted and prohibited firearms that were registered as relics before 
1 December 1998 to be re-registered as relics.  However, a new owner will have to register such a gun as restricted or prohibited and declare another purpose for owning it, such as target shooting or gun collecting.

Replica firearms are precision models that look like a firearm, but are not a firearm.  They cannot discharge projectiles at all, or discharge only harmless projectiles.  Replica firearms are prohibited, except for replicas of antique firearms; thus the import, manufacture and sale of replica firearms are now illegal.  Individuals who owned replica firearms on 1 December 1998 are grandfathered, and can keep the replicas.  The owner is not required to have a firearms licence or to register the replicas.  Businesses in the entertainment industry are allowed to have replicas.

Air guns fire pellets with compressed air or carbon dioxide.  The policy intent was to divide air guns into high-powered ones, which would be registered, and low-powered air guns, which would not be.  Initially a pellet velocity of 500 feet per second was chosen as the standard, but velocity will vary with the weight of the pellet.  It was reported that testing by the RCMP used alloy pellets, much lighter than the standard lead pellets.  In March 2002 the RCMP measured 59 air guns as having a velocity of less than 500 feet per second, and 286 as being over the standard.  Bill C-10A has added an additional requirement that the muzzle energy be over 
5.7 joules, to reduce the number of air guns that need to be registered.  Adding to regulatory problems is the appearance of air guns.  They can look exactly or almost exactly like a real firearm, which allows them to qualify as replicas.  Thus low-powered air guns that look like real modern guns are prohibited, but existing owners are grandfathered as discussed above.  Low-powered air guns that look like antique guns are allowed without registration, because replicas of antiques are not treated as replicas.  High-powered air guns, whether or not they look like real guns, are allowed but have to be registered as firearms.  As with other firearms, high-powered air guns will be registered on the basis of barrel length.  Air rifles are non-restricted.  Air pistols are restricted, and short-barrelled air pistols (less than 105 mm) are prohibited.  Using any air gun, high- or low-powered, to commit a crime is a firearms offence under the Criminal Code, with, in certain cases, mandatory minimum sentences.

Individual gun owners were required to re-register restricted and prohibited firearms owned on 1 December 1998.  This was done at no fee.  Registering non-restricted firearms was free on-line, but there was a flat fee of $18 for paper registration.

Transfers, such as sales or gifts, cost $25 per firearm, as does the registration of new imports or manufactures.

Visitors coming to Canada to hunt may bring their non-restricted firearms with them.  They are required to fill in a Non-Resident Firearms Declaration in triplicate and pay a 
$50 fee.  Non-residents may obtain a Canadian Possession and Acquisition Licence (PAL) by taking the Canadian Firearms Safety Course and including a letter of good conduct from the local police.  American safety courses are not accepted.  With a valid PAL, visitors can register their guns in Canada in the usual way, and bring them across the border with a verbal declaration.  To borrow non-restricted firearms to hunt from an outfitter or licensed resident requires a Temporary Firearms Borrowing Licence at a cost of $30.

THE FORMER RESTRICTED WEAPONS REGISTRATION SYSTEM

The earlier experience with handgun registration highlights some generic problems that apparently are hard to avoid.  The Restricted Weapons Registration System was set up to replace a manual card-index system.  It was a computer database system with basic query facilities.  The project started in 1980 and was completed in 1992.  At that time, it contained records of approximately 1.2 million firearms and 565,000 owners.

Terence Wade and Roger Tennuci of RES Policy Research Inc reported on the System in 1994.  Wade and Tennuci reviewed the quality of the paperwork:

User comment on the 26 forms used by FRAS was generally critical and it was often suggested that they could benefit from a comprehensive review.  The forms design process and associated technology used by the RCMP is currently being upgraded.  Security and control would be enhanced by sequential numbering of forms, particularly registration applications (form C-300).  This control has been successfully implemented in the FAC system.  All users interviewed were also of the opinion that the forms should be computerized to enable automated data capture and verification.  Hard-copy transmission and remote data capture is considered anachronistic by most users.

Firearms have to be sturdy and last a long time, which means there will be a large number of models in circulation.  Many countries produce firearms, which means there are many makes in circulation.  These factors present many practical problems for data entry.

RCMP informatics staff have estimated that a significant number of the records in the Restricted Weapons Registration System contain data which is entered in a non-standard form, is stale or, in some cases, incorrect.  The unedited “MAKE” field contains 22,100 different makes, most with several variations.  For example the make DRULOV (DRUZATNA LOVENA) has been entered in 31 different variants.  Similarly there are many variations in the MODEL, CALIBRE, SHOTS, and BARREL fields, also unedited.  These data inconsistencies do not necessarily mean that a large number of registered weapons cannot be positively identified.  Given all the variations, however, retrieving information from the database requires multiple queries to encompass the various combinations and permutations of firearms descriptors, with no real assurance that all possibilities have been included.  By way of comparison, the TYPE and ACTION fields, edited at the time of data entry by the RWRS application, do not appear to contain any intrinsic errors.

Wade and Tennuci also looked at the possibilities of universal registration to see what lesson could be learned from the experience with handgun registration.

In some respects, the present registration scheme for restricted weapons demonstrates the difficulties which arise when a regulatory regime is not adapted to the policy objectives which motivated it.  The apparent motivation for controlling restricted weapons is that they are inherently more dangerous than weapons that remain “unrestricted.”  Control over firearms considered to require restriction could be exercised in two ways:  by limiting the number of weapons in circulation, or by controlling the persons who have access to them.  The first method of control focusses on the weapons themselves; the second is directed at qualifying the persons who own or possess them.  In a classic example of mixed motives, the present restricted weapons system seeks to qualify persons by registering weapons.  It should not be surprising that it does neither particularly well.  FRAS and local registrars are preoccupied with the difficulties of ensuring that registered weapons are accurately described and classified.  The screening function is easily obscured.

The experience with restricted weapons demonstrates clearly that the motives and policy objectives of any universal registration system should be carefully defined and the legislative and regulatory scheme by which they are implemented must be optimally adapted to those specific objectives and motives.

It will be argued later that the quality of paperwork and Web work in the firearms program is below the standards of some other government departments.  Problems in identifying the make and model of firearms still seem to be significant.

DISCUSSIONS OF COMPLIANCE COSTS WITHIN

THE CANADIAN FIREARMS CENTRE

Compliance costs are defined as the additional costs incurred by individuals, firms or others to meet the requirements of a government program.  These costs are in addition to any fees and taxes the government may collect, and are usually thought of as the total costs of completing forms and associated paperwork required by the program.  They are mirrored on the government side by administration costs.  These two costs may well be related, either directly or inversely.  For example, reducing the amount of help and client services a department delivers could reduce administration costs, but would make compliance more difficult and costly.  These tensions between reducing compliance costs and reducing program costs were evident in the CFC, as the following excerpt from Canadian Firearms Program Operational Audit, December 2001 shows:

In order to achieve overall targets for licensing, CFC management created the Outreach Program to assist the public in finding, completing, and submitting applications.  Both fixed and mobile teams met the public, assisted in completing applications, took pictures of clients, validated the information, and submitted the validated packages.  The Outreach Program resulted in increased numbers of applications received as well as much improved client communications.  However, it did experience some planning and management difficulties.

An idea rejected by management at one time as too expensive, Outreach was called upon to gear up quickly, sustain itself for a period of time, and generate substantial numbers of applications.  Despite doing a good overall job, the program was a victim of its own success as sites ran out of resources such as applications and Polaroid film.  In addition, management experienced difficulty in getting the payroll system to pay outreach staff appropriately and to provide reimbursements of expenses in a timely fashion.

The Outreach Program provided face-to-face contact with clients.  This aspect benefited the licensing portion of the Canadian Firearms Program since the actual client population was not known.  However, for firearms registration that population is not only identified, but location information is also known from the data provided for licensing.  Therefore, if outreach is to be used for registration, the program will require significant reworking to deal with known management problems, such as those mentioned above, and a clearly identifiable client population.

Moreover, compliance costs may change over time.  They are likely to be high when a program is newly introduced or an existing program is significantly modified.  The initial costs involve learning by the clients and some fine-tuning by the government.  The department implementing the firearms program, Justice Canada, was not an operational department.  It had not had experience with massive data processing projects such as tax forms or unemployment claims.  The internal review Canadian Firearms Program Implementation Evaluation (to September 2002) Technical Report, April 2003 noted:

3.1.3.1. Licensing and Firearms Registration

As just noted, while the implementation process was not smooth, the licensing implementation goals were largely achieved.  Program officials are confident that by September 2002 over 1.8 million licences, representing approximately 90% of the estimated number of firearms owners had been issued.  This is a major achievement, as early implementation difficulties created a substantial risk that the implementation target of licensing firearms owners would not be met.  Among these implementation difficulties were:  problems with the CFRS, early resistance among some gun owners to the lengthy and complicated licensing form, high rates of user error on submitted licence application forms, opposition to the Program in general, gun owners being unaware of their legal obligations, and a tendency among owners to delay applying until the last minute rather than submitting applications ahead of time.  These problems were recognized by Program personnel and dealt with effectively.  The licence application form was simplified and shortened, communications approaches for the general public were improved, the administrative system for applications was streamlined, and an intensive licensing outreach program was initiated.

Several of the lessons learned from the licensing phase were applied to firearms registration processes.  As an example, registration application forms were shortened and simplified.  In order to avoid a last-minute deluge of registration applications, batches of licence holders were sent registration application forms at intervals throughout the year and told that the registration fee would be waived if they submitted the application within 60 days.  Even though registration is a more controversial feature than licensing, these new procedures have ensured that almost two-thirds of those licensed registered firearms many months ahead of the January 1, 2003 deadline.

The Technical Report summarized its findings:

The complexity of the Program, combined with numerous changes to Program implementation deadlines, fees, etc., contributed to confusion among some firearms owners and the general public.  Interviewees noted that despite the various communications efforts employed during Program implementation, a substantial number of firearm owners still did not understand their responsibilities under the Firearms Act … Also, the complexity of the initial licensing and firearm registration forms confused applicants and thus resulted in high rates of user error.

The initial licence application forms were eight pages long.  These were reduced to two pages.  This would seem to a be a very substantial reduction, reflecting badly on the quality of the earlier forms.  The Canadian Firearms Program Post-Operational Review 2000‑11 reported licence error rates of 60% and registration error rates of 95%, and noted:  “[f]orms related data submissions considered chief cause.”

In addition to the impact of compliance costs on gun owners, the Technical Report pointed out the impacts on business:

There is a general lack of understanding of the Program’s full impact on the workload of various firearms-related businesses.  As well as coping with certain CFP-related administrative requirements imposed on their own businesses, many businesses are dealing with customer requests for information and assistance on complying with the legislation and regulations.  There would be an overall benefit to the CFP if there were a great appreciation of the types of CFP-related issues that the various firearms businesses (e.g., firearm retailers, security companies, movie-related suppliers, etc.) encounter while conducting their day-to-day operations within the parameters of the 1995 firearm legislation.

The Auditor General’s December 2002 report remarked upon the professed focus of the program and some attitudes that hindered program delivery:

10.66. The Plan consisted mainly of the following elements:

· reducing excessive regulation,

· replacing the Canadian Firearms Registration System by outsourcing key Program components, and

· consolidating some Program responsibilities located in other departments under the Department.

10.67. In February 2001, the Department told the Government it had wanted to focus on the minority of firearms owners that posed a high risk while minimizing the impact on the overwhelming majority of law-abiding owners.  However, the Department concluded that this did not happen.  Rather, it stated that the Program’s focus had changed from high risk firearms owners to excessive regulation and enforcement of controls over all owners and their firearms.  The Department concluded that, as a result, the Program had become overly complex and very costly to deliver, and that it had become difficult for owners to comply with the Program.

10.68. The Department said the excessive regulation had occurred because some of its Program partners believed that

· the use of firearms is in itself a “questionable activity” that required strong controls, and 

· there should be a zero-tolerance attitude toward non-compliance with the Firearms Act.

The Department of Justice thus recognizes in paragraph 10.67 that compliance is difficult for owners.  The issues raised in paragraph 10.68 are somewhat troubling, both from the viewpoint of proper administrative control and also in regard to the psychic costs of compliance.  Further evidence of the difficulty of compliance can be found in the high error rate:

10.58. The Department explained to the Government that the increase of $220 million for the period 1999-2000 to 2002-2003 was needed because costs for developing and implementing the Program were more than expected.  The Department stated that the increase stemmed from significant differences between actual experience and planning assumptions.  More specifically,

· a large percentage of businesses had decided to register individual firearms when sold rather than register their inventories before the Program implementation date;

· about 90 percent of the licence and registration applications contained errors or omissions, which was higher than the predicted 20 percent for licences and 40 percent for registrations; and

· initially the Department had predicted that most applications could be handled on paper without having to contact owners; however, high error and omission rates led to it having to contact many more owners than expected.

The inability to anticipate the error rate was mirrored in underestimates of processing costs, originally thought to be $4.60 for processing firearms registrations but revised up to $16.28 for registering a first firearm.

PERSONAL INCOME TAX COMPLIANCE COST STUDIES
The majority of compliance cost studies have focussed on taxation.  Studies of the tax system have found that its growing complexity is a major driver of compliance costs.  The factors that increase tax compliance costs are:

· lack of simplicity;

· ambiguity in the tax law;

· frequent changes in the tax provisions;

· complicated and time-consuming administrative procedures;

· poor rule-writing; and

· lack of logical coherence in the tax law.

Tax compliance studies have tended to centre on tax evasion, because governments have a strong interest in safeguarding their tax base from erosion.  Non-compliance may be unintentional, brought about by the complexity of the tax system.  Unlike tax evasion, unintentional non-compliance may favour the government.  The best-known examples come from the United States, where it has been found that less than one third of the tax filers who could benefit from income averaging took advantage of that provision.  Less than 70% of eligible families were found to participate in the Aid to Families with Dependent Children (AFDC) program.  In many cases, taxpayers likely found these programs too complicated to use:  income averaging involves keeping multi-year records, while the AFDC program requires that the worker arrange with the payroll office to deliver the equivalent of the Canadian Child Tax Benefit.

Over the past twenty years, various studies of the cost of personal income tax compliance have been undertaken.  Usually these studies report their results as a percentage of tax revenues, which is a sort of efficiency measure.  The results tend to show Australia and New Zealand with costs in the range of 8-11%, the United States in the range of 5-9%, and European countries lying between 1 and 3%.

The best-known study of personal income tax compliance in Canada was undertaken by François Vaillancourt in 1986.  It was based on a face-to-face survey of a sample of 2,040 adults across Canada.  Of these, 1,673 had filed a tax return in the previous year.  Taxpayers were asked about the amount of time they had spent readying and sorting tax-related documents, and gathering information on the tax law and regulations.  Individuals with only employment income spent an average of 4.8 hours on their income taxes, that being broken down as 1.7 hours on readying and sorting documents, 0.9 hours gathering information and 2.2 hours actually preparing the return.

The U.S. personal income tax system is rather more complicated than the Canadian system, in spite of avowed policies of tax simplification in recent decades.  Indeed, some U.S. studies have shown that tax simplification has increased compliance problems.  Under the Paperwork Reduction Act, the Internal Revenue Service (IRS) is required to present estimates of the amount of time needed to comply.  The long-form 1040 was found to take 13 hours 10 minutes.  This is broken down as 2 hours 46 minutes for recordkeeping, 3 hours 45 minutes for learning about the law and forms, 6 hours 5 minutes for actually preparing the form and 34 minutes for assembling the form and sending it to the IRS.

In India, the National Institute of Public Finance and Policy undertook a mail questionnaire survey of Indian taxpayers in 2001.  Although the response rate was low, the survey is of considerable interest.  The average salaried workers spent 7.3 hours on recordkeeping, 5.2 hours on completing and submitting the tax return and 8.2 hours on tax planning and research.  These figures are high by Canadian standards.  There seems to be a level of complaint about tax administration and staff politeness that would be unfamiliar to most western readers.  Many feel that there are unreasonable quotas for the detailed scrutiny of taxpayer finances by staff who have to meet targets independent of any under-reporting by the clients.

Although Adam Smith wrote of the “vexation” of dealing with the taxman, the psychic costs of compliance have not been the subject of much empirical measurement by economists, perhaps because they are hard to measure.  However, recent “willingness to pay” surveys have been made of costs as subjective as the psychic costs of compliance.  People have been asked in a systematic way how much, for example, they would be willing to pay to have a polluting smokestack removed or to be cured of drug addiction.  The National Institute study is the first to attempt to quantify the psychic costs of compliance.  The following three questions were asked:

1. Tax Simplification.  Imagine that income tax laws are made easy for you to understand and simple for you to comply with but at the same time taxes are increased.  How much extra tax would you be willing to pay?

2. Tax Instability.  Imagine the Government legally guarantees that there will be absolutely no change in income tax laws for the next 5 years, but, in return, you have to agree to a small increase in your taxes.  If you agree to this proposal, how much extra tax would you be willing to pay?

3. Tax Ambiguity.  Imagine a private firm, on payment, is able to offer you a guarantee of immunity in the event you are found in violation of the law, due to existing ambiguities in income tax provisions.  If you accept this offer, what service charges (as a % of tax paid by you) would you be willing to pay?

Taxpayers were asked to set a percentage of taxes they would be willing to pay to avoid these three problems.  The responses contained a number of zeroes but also a sizable number who would pay for an easier tax life.  The average percentage increases in taxes that salaried workers would be willing to pay were as follows:

1. Tax Simplification:  0.5%

2. Tax Instability:  3.2%

3. Tax Ambiguity:  4.6%

A comparison of these numbers and the estimates of non-psychic compliance costs obtained through the survey shows that psychic costs are substantial.  If factored into total compliance costs, they would contribute at least 20%.  The results of this survey should be used with some caution.  The sample is small, and the results come from a country with a very different culture and tax system from Canada’s.  As noted previously, the various compliance costs are not independent.  Most tax analysts would argue that, in practice, targets of simplicity and lack of ambiguity run counter.  There is the possibility of double counting because poorly designed tax forms take longer to complete and produce more frustration.

COMPLIANCE COSTS OF REGISTERING A FIREARM

The most effective method of investigating compliance costs would be to conduct a survey of several thousand gun owners.  They could be asked, for example, how much time they spent working out what to do, how long they were kept on hold if they phoned the CFC, and how much time it took to find a verifier and have the firearms verified.  But this is beyond the scope of the present analysis.  A different estimation strategy has to be followed.  The activities that gun owners or buyers might undertake are detailed in the appendix to this paper, “Gun Registration – Process Descriptions.”  The range of activities is quite large.  Handguns, for example, are already registered, so the handgun owner simply has to send in two registration numbers plus the serial number of the gun.  At the other end of the scale is the transfer of a firearm when the details of the firearm have to be verified.  This involves setting up a meeting with an approved verifier as well as entering descriptive data about the gun into a form.

As was pointed out in the report on the former Restricted Weapons Registration System, users felt that the form used could benefit from a comprehensive review.  Since that report was written the firearms program has gone on-line, making forms available in Adobe Acrobat format, allowing some on-line registration and allowing some software to be downloaded and run on the applicant’s own computer.

Unfortunately, it is hard to argue that the current CFC on-line presence is of the same high quality as, for example, that of the Canada Customs and Revenue Agency.  Being on-line allows a well-functioning system to be totally up to date.  This is not the case with the CFC, even though the Centre reports that the current firearms forms and documentation are improvements over earlier ones.  The firearms program has been subject to a number of corrections and amendments on the fly.  Registration deadlines have been extended.  Fee increases have been postponed or eliminated.  Although it might be argued that these changes present logistical problems for the paper forms available in post offices and other locations across country, it is hard to argue that the CFC’s electronic forms should not be modified immediately.  There are numerous examples, however, of forms that are not updated on its Web site.  Some of them are even marked with a red graphic “NEW!!”

The CFC’s Web site seems to have a low level of maintenance.  On-line registration is said to have been tested with Microsoft Explorer, but not fully tested with Netscape.  The downloadable firearms licence application program eFAL will work with Windows 2000, but not Windows XP.  The installation program will overwrite four system files, which may cause the applicant’s computer to malfunction.  The Web site is not as easy to navigate as it might be.  For example, only one of the two licensing options for temporary imports by visitors is mentioned on one page.  There are also some programming glitches; for example, English-language help pops up from some French-language pages.

The paper forms themselves do not follow a uniform corporate style.  Some forms have to be completed in black ink.  Some must be completed in blue or black ink.  Some must be completed in black pen.  Some may be completed with a ballpoint pen, no colour mentioned.  Of course, the colour of the ink is of no real importance in terms of compliance costs, but this inconsistency illustrates poor design and control of detail.  The forms are written in the style of legal regulation rather than plain language.  For example, restricted firearms are defined in part as something the Governor in Council classifies as being restricted.  This is far from informative.  The detailed listing of prohibited weapons is presented by date of the Order in Council rather than by make, model or type.

The literature suggests that complexity, simplicity and ambiguity are important determinants of compliance costs.  The elements listed above suggest that even if the process requires only a five-minute phone call to the Firearms Centre, time will be required to investigate and research what needs to be done.  This will involve both real-time cost plus some allowance for psychic cost, or “vexation” in Adam Smith’s terminology.

The wide variety of registration processes and circumstances in the Canadian Firearms Program makes it necessary to set out the detailed steps involved in particular processes.  This is done in the appendix.  In the absence of actual survey data about how much time the steps take, the approach of trying to find a reasonable range has been adopted.  The low end of the range is the trouble-free case.  Entering the tombstone data such as name and address is obviously straightforward, but gun details can be easy or difficult.  The lower end of the time range should compare favourably to tax forms that have been costed in Canada and elsewhere.  The top end of the range occurs when the applicant comes across snags and problems.  For example, applicants have complained about having to spend up to an hour on hold with the CFC.  Finding a verifier has been difficult for some applicants.  There have been complaints that the CFC lists are out of date, that numerous calls have to be made and that it is not easy to find a verifier within a short distance.

It should be cautioned that the numbers presented below are not measured data, but estimates based on similar problems and complaints about the system.  The use of the term “range” should not be interpreted to mean that times or costs are evenly distributed between the lower and upper limits.  The 95% error rate reported above would lead to the conclusion that more applicants have trouble than do not.

   A.
Re-register Already Registered Firearms – 


Handguns Plus Other Restricted and Prohibited Weapons

The data inputs are the gun owner’s licence number, the registration certificate number for the handgun, and the gun serial number.

Time Range 

½ 
to
1½ hrs

The 30-minute minimum includes finding out what to do, phoning the CFC where the call is answered quickly, or going on-line.  The 1½ hrs reflects an additional 1-hour hold at the CFC.  Valuing time at the average hourly earnings for hourly paid employees gives:

Cost Range 

$8 
to
$25

   B.
Register Unregistered Firearms Owned on 1 December 1998 – 


Rifles and Shotguns Plus Other Non-restricted Weapons

In this case, gun details must entered in addition to the data inputs for case A above.

Time Range 

1
to
2½ hrs

Gun details can be complex and frustrating, leading to a high error rate.  It is assumed that is if things go well – because, for example, the owner still has the manufacturer’s documentation – only another 30 minutes is added to the minimum of the range; but if there are difficulties and, for example, the owner phones the CFC for help, an hour is added to the maximum of the range.

Cost Range 

$17
to
$42

   C.  Retail Sale of Firearms

This case is treated as similar to case A above, except that the retail store has expertise in registering guns and both the buyer and sales clerk are involved.

Individual Time Range 
1/4 
to
1 1/4 hrs

The 15 minutes is the expert set-up time.  The range has to be doubled, because two people are involved.  It is assumed that the sales clerk cannot do other work while waiting on hold.

Total Time Range 

½ 
to
2½ hrs

Cost Range 

$8 
to
$42

   D.  Transfer of Registered and Verified Firearms – Person to Person

This case is treated as similar to cases A and C above, in that gun details have previously been taken care of and there are two people involved.

Individual Time Range 
½ 
to
1½ hrs

The 30 minutes is the non-expert set-up time.  The range has to be doubled:

Total Time Range 

1 
to
3 hrs

Cost Range 

$17 
to
$51

   E.  Transfer of Registered and Non-verified Firearms – Person to Person

This is similar to case D above, with the additional task of verification.  There does not seem to be much evidence of how well the volunteer verifier system is working.  There have been complaints of difficulties in finding a verifier locally because the CFC lists are out of date, and the volunteers may not be available (because they are earning their livings, travelling on business, on holiday, and so on).  At best, the gun buyer and the verifier could connect successfully on the first phone call.  At worst, gun owners have complained about having to go through four or five names.  Running the CD-ROM is probably a 5- to 10-minute operation per gun.  The travelling time to meet is a major unknown.  Gun ownership is more widespread in rural areas, with longer travel times.  As a starting point for debate, the following numbers are suggested:

Verification Time Range 
1 1/4 
to
3½ hrs

The minimum comprises 5 minutes to set up a meeting, 10 to 
15 minutes to meet and verify (time doubled for two people) and a 20-minute journey to the meeting.  The 3½ hours includes four phone calls to find a verifier who lives 90 minutes away.

Total Time Range 

2¼ 
to
6½ hrs

This total range is the sum of the verification time plus the time in case D above.

Cost Range 

$38 
to
$110

   F.  Hunter Visitors

This is a similar process to case B above, except that the visitor is not asked if it is a single-shot weapon or just a frame.  Details of a photo ID and the purpose of bringing the gun must be entered.

Time Range 

1
to
3 hrs

The maximum time has been extended to reflect additional costs of using toll phones to gather information and help.

Cost Range 

$17
to
$51

   G.  “Turn In” Programs, Amnesties and Missing Guns

One aspect of firearms cost compliance that standard economic methods do not price very well is when individuals either dispose of their guns or hide them to become non‑compliants.

In the 15-month period starting in January 2000, municipal police agencies in Canada reported over 9,000 weapons turned in for destruction.  As might be expected, many reasons were cited, ranging from the owner having lost interest, an unwanted inheritance or an aging owner entering a home for seniors to the costs of licensing and registration being too high.  Police estimates of the costs of destroying these weapons vary widely, placing pure destruction costs in the range of $5 to $15 each; but these are administrative rather than compliance costs.

The federal government held firearm amnesties in 1978 and 1992.  In 1978, 
3,211 unregistered handguns were surrendered and 37,586 unregistered handguns were submitted for registration or update, compared to 3,900 surrendered handguns and 7,460 submitted for registration or update in 1992.  In total 47,783 guns of all types were surrendered, registered or deactivated in the 1978 amnesty, and 29,778 in 1992.

Australia has favoured buy-back schemes in which individuals are compensated for surrendering guns.  Following a tragic mass shooting in 1996, Australia decided to ban self‑loading rifles, and self-loading and pump-action shotguns, which previously could be legally owned.  The Medicare levy was increased by 0.2% to finance a buy-back of these guns from private owners and to purchase the existing stocks in gun shops.  Fair compensation at market value was the pricing principle.  About 640,000 firearms were surrendered during the year-long buy-back, with a total compensation of Aus$304 million (about C$320 million).

In an interesting and argumentative study, some Canadian shooting organizations make the case that the official measurement of recent trends in firearms ownership is wrong.

According to the CFC’s 2000 gun ownership survey, the number of households owning guns has declined by at least 6 per cent from the figure recorded by the Justice Department’s 1991 Angus Reid Group Inc. survey, which estimated that there were approximately 6 million civilian-owned firearms in 23 per cent of Canadian households.  Surveys conducted for the CFC in 2000 and 2001 suggest that 17 per cent of all Canadian households and 2.46 million individual gun owners currently possess an estimated 7.9 million firearms.  These survey results, however, are inadequate, inconsistent and contradictory.  No explanation has ever been given as to why civilian gun ownership apparently declined between 1991 and 2001 while the number of civilian-owned firearms increased by nearly two million!  In contrast, Statistics Canada gun import/export figures show that during this period the net increase (imports less exports) in Canada’s civilian gun stock amounted to just 326,890 firearms.

Comparing historical survey and import/export data provides compelling evidence that while reporting of civilian firearm ownership has declined substantially as more restrictive Canadian gun laws were passed, the actual level of gun ownership has remained stable since 1976.  At present, approximately five million Canadians continue to own between 11 million to 13 million firearms.  More than one-half of Canadian gun owners have refused to comply with the licensing and registration requirements of the Firearms Act, nullifying any benefits that the legislation may have.

Faced with an increasingly complex and costly gun registration regime, an individual could comply by spending the time to fill in forms and pay the fees – as in the cases already considered – or get rid of the gun, or become non-compliant.  Of the last two cases, a cost range can be derived only for surrendering the gun.

Lost opportunities are the economic basis of costing.  Unfortunately, the lost opportunities in the case of this estimate depend on unknown reasons why the owner decided to turn in the firearm.  As before in this study, the reasonable ends of the range of possibilities will be considered.  This range runs from an unwanted gun to a current gun user who finds the added costs of gun ownership too much.

In the case of an unwanted gun, the gun is of no use to the owner and has a zero implicit value.  This case would apply if a gun were broken beyond repair or, more precisely, if repair costs were more than its implicit value.  The compliance cost is just the disposal cost, which would be travel costs to the local police station to hand the gun in.  It is assumed that it takes 30 minutes to do this.

Minimum Time



½ hr

Minimum Cost  



     $8

In the case of a wanted gun in working condition, the total costs of becoming a registered owner of the gun may outweigh the implicit benefits.  Legally owning the gun is just too expensive.  Exactly what these costs would be depends upon the type of guns and their registration status, and on the owners and whether they are licensed.  Consider a rifle or shotgun owner with a valid FAC who has taken a recognized safety course.  It is assumed the individual would require a PAL, which would cost $60.  In the earlier study, the compliance cost range for a PAL was estimated to be $170 to $260.  Registering the gun is case B above, with a compliance cost range of $17 to $42.  A paper registration would cost $18, on-line nil.  The maximum cost of continuing to be a gun owner can be calculated by adding together the higher of the above items.

	PAL Fees
	$60

	Maximum PAL Compliance Cost
	$260

	Maximum Registration Fees
	$18

	Maximum Registration Compliance Cost
	$42

	
	

	Total Maximum Cost
	$380


By deciding to give up gun ownership, the maximum saving in direct costs and time and frustration is $380.  The fact that this individual is willing to cease using a gun means that the pleasure and benefit derived from gun use is valued at less than $380.  Although economists undertaking strict mathematical modelling exercises would take $379.99 worth of pleasure and benefit to be enough to drop out of gun ownership, in more practical work some economists prefer to set a lower level of, say, three quarters at which the switch in behaviour would take place.  In this conservative spirit, the loss of pleasure is valued at $285.  In addition to this loss, the weapon has to be turned in to the police, taking a half hour (valued at $8).

	Loss of Pleasure and Benefit
	$285

	Value of Turn In Time
	$8

	
	

	Maximum Compliance Cost
	$293


Putting together the cases of unwanted and wanted guns that are turned in gives:

Cost Range 

$8
to
$293

The extent of this range reflects the different possible reasons for turning in a gun.

The economic logic of this case applies only to guns with very low intrinsic value.  Although Canadian police, unlike those in Australia, tend not to operate buy-back schemes, gun shops are in the business of buying firearms.  In this case, a compliance cost range could be calculated as above with time to go to a gun shop being substituted and the compliance cost being reduced by the receipts of the gun sale.
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APPENDIX

GUN REGISTRATION – PROCESS DESCRIPTIONS
This appendix details the steps and form-filling necessary to complete a number of tasks.  Quebec has its own registration system, which differs slightly in detail.

   A.
Re-register Already Registered Firearms – 


Handguns Plus Other Restricted and Prohibited Weapons
PAPER:  Form JUS 972 – This is not available directly from post offices, only by phoning the CFC.  No fees.

1. Phone 1-800-731-4000:

· correct address if necessary

· give FAC number or firearms licence number

· wait for the form

2. Write in the mandatory restricted weapon registration certificate number, and the gun serial number.  If no serial number is entered, the owner will be sent a Firearms Identification Number (FIN) printed on a sticker to be placed on the firearm.

3. Mail back form.

ON-LINE – no fees

1. Log on to the secure on-line services Web site with the first 8 digits of firearm licence or last 7 digits of FAC number only.  The authentication page requires the user to enter last name, and date and place of birth.  There is also a Personal Identification Number (PIN) option for extra security.

2. Enter the mandatory restricted weapon registration certificate number, and the gun serial number.  If no serial number is entered, the owner will be sent a Firearms Identification Number (FIN) printed on a sticker to be placed on the firearm.

B.
Register Unregistered Firearms Owned on 1 December 1998 – 


Rifles and Shotguns Plus Other Non-restricted Weapons
PAPER:  Form JUS 972 – This is not available directly from post offices, only by phoning the CFC.  Fees are a flat $18.

1. Phone 1-800-731-4000:

· correct address if necessary

· give FAC number or firearms licence number

· wait for the form

2. Complete the information for each gun to be registered:

· barrel length – under or over 470 mm.

· frame/receiver only – the mechanical part of the firearm without barrel or stock

· make

· type – rifle or shotgun

· action – e.g., bolt

· single or multiple shot

· serial number.  (If no serial number is entered, the owner will be sent a Firearms Identification Number (FIN) printed on a sticker to be placed on the firearm.)

· gauge

· model

3. Mail back form

4. Wait for registration certificate to be mailed out.

ON-LINE – no fees

1. Log on to the secure on-line services Web site with the first 8 digits of firearm licence or last 7 digits of FAC number only.  The authentication page requires the user to enter last name, and date and place of birth.  There is also a Personal Identification Number (PIN) option for extra security.

2. Complete the information for each gun to be registered:

· barrel length – under or over 470 mm.

· frame/receiver only – the mechanical part of the firearm without barrel or stock

· make

· type – rifle or shotgun

· action – e.g., bolt

· single or multiple shot

· serial number.  (If no serial number is entered, the owner will be sent a Firearms Identification Number (FIN) printed on a sticker to be placed on the firearm.)

· gauge

· model

3. Wait for registration certificate to be mailed out.

   C.  Retail Sale of Firearms

PHONE:  $25 per firearm.
1. Phone the CFC 1-800 number and give the gun registration certificate number and buyer’s FAC or PAL number.  If the firearms are restricted or prohibited, the seller will have to give information on the purpose for which the guns will be used, such as collecting or target shooting.

2. Phone back with the reference number to check whether the sale has been approved.

3. The registration will arrive by mail.

Notes:

(i) Paper transfers by mail are also possible using forms JUS 681 or JUS 682 for $25 per firearm – see below.

(ii) Handguns and restricted weapons require an Authorisation to Transport for the buyer to take the gun home.  This requires a separate phone call to the CFC or completion of form JUS 679.

   D.  Transfer of Registered and Verified Firearms – Person to Person

PHONE:  Fees are $25 per firearm.
1. Phone the CFC 1-800 number and give the gun registration certificate number as well as seller’s and buyer’s FAC or PAL number and some personal data such as name, address, and date of birth, to check identity.  The buyer and seller can phone the CFC separately, using the reference number.  If the firearms are restricted or prohibited, the seller will have to give information on the purpose for which the guns will be used, such as collecting or target shooting.

2. Phone back with the reference number to check whether the transfer has been approved.

3. The registration will arrive by mail.

Notes:

(i) Quebec requires the paper application method to transfer handguns and other restricted or prohibited firearms.

(ii) Handguns and restricted weapons require an Authorisation to Transport for the buyer to take the gun home.  This requires a separate phone call to the CFC or completion of form JUS 679.

PAPER:  Forms JUS 681 (Restricted or prohibited firearms) or JUS 682 (Non-restricted firearms) – These are available from post offices or can be downloaded from the CFC Web site.  Fees are $25 per firearm.

1. Fill in the form with seller’s and buyer’s names, addresses and FAC or PAL numbers, as well as the gun registration certificate number.  If the firearms are restricted or prohibited, the seller will have to give information on the purpose for which the guns will be used, such as collecting or target shooting.

2. Phone with the reference number to check whether the transfer has been approved.

3. The registration will arrive by mail.

   E.  Transfer of Registered and Non-verified Firearms – Person to Person

The firearms will have to be verified before a transfer can take place.  The processes are as in D above, except that an additional step has to be added.

1a.
(i)
Phone the CFC to find the phone numbers of local verifiers.


(ii)
Contact a local verifier to arrange a meeting.


(iii)
The verifier looks up the gun on a CD-ROM.


(iv)
The verifier signs the form or contacts the CFC.

   F.  Hunter Visitors – Temporary Importation

PAPER:  Form JUS 909 (and JUS 910 if more than three weapons are imported) – These are available from Canada Customs offices, from the CFC Web site or by toll phone in the United States.  Flat fee is $50.

1. Obtain forms.

2. Complete, in triplicate, name, address, photo ID and reason for bringing the guns into Canada.

3. Complete, in triplicate, the information for each gun to be registered:

· type – rifle or shotgun

· make

· serial number

· gauge

· barrel length.

· action – e.g., bolt

· if a restricted weapon, then the Authorisation to Transport details must be filled in.

4. Sign, in triplicate, and present to Customs Officer at the point of entry for verification and fee payment.

Notes:

(i) Non-residents may obtain a Canadian Possession and Acquisition Licence (PAL) by taking the Canadian Firearms Safety Course and including a letter of good conduct from the local police.  American safety courses are not accepted.  With a valid PAL, visitors can register their guns with the CFC in Canada in the usual way, and bring them across the border with a verbal Customs declaration.

(ii) Visitors may borrow non-restricted firearms to hunt from an outfitter or licensed resident.  This requires a Temporary Firearms Borrowing Licence at a cost of $30.  The Canadian sponsor and the visitor both complete and sign the form, stating name, address and purpose of using the firearm.
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