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COVID-19
(Coronavirus)
Impact Update

IBISWorld's analysts constantly monitor the industry impacts of current events in real-time – here is an update of
how this industry is likely to be impacted as a result of the global COVID-19 pandemic:

· Revenue for the Tax Preparation Services industry in Canada is expected to decrease in 2020 due to the
COVID-19 (coronavirus) pandemic. For more detail, please see the Current Performance chapter.

· Demand from the industry's major markets is expected to decline in 2020 due to a growing unemployment rate and
a decrease in corporate profit. For more detail, please see the Major Markets chapter.

· The industry's profit margin is expected to decrease in 2020 due to the coronavirus pandemic. For more detail,
please see the Cost Structure Benchmarks chapter.

Note: The content in this report is currently being updated to reflect the trends outlined above.
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About IBISWorld
IBISWorld specializes in industry research with coverage on thousands of global industries. Our comprehensive data and in-depth analysis help
businesses of all types gain quick and actionable insights on industries around the world. Busy professionals can spend less time researching
and preparing for meetings, and more time focused on making strategic business decisions that benefit you, your company and your clients. We
offer research on industries in the US, Canada, Australia, New Zealand, Germany, the UK, Ireland, China and Mexico, as well as industries that
are truly global in nature.
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About This Industry
Industry Definition The Tax Preparation Services industry in Canada provides tax return preparation services to individuals without also

providing accounting, bookkeeping, billing or payroll process services. Although the offices of CPAs are excluded
from this industry, basic knowledge of tax law and filing requirements is required.

Major Players H&R Block Inc.

Intuit Inc.

Main Activities The primary activities of this industry are:

Client income and tax return preparation services

Client tax return reviewing services

Corporate tax preparation services

Tax planning and consulting services

Financial document compilation services

The major products and services in this industry are:

Client income and tax return preparation services

Business tax preparation services

Assisted software tax preparation services



Tax Preparation Services in Canada December 2020

6 IBISWorld.com

Supply Chain

SIMILAR INDUSTRIES

Financial Planning & Advice in
Canada

Law Firms in Canada Payroll & Bookkeeping Services
in Canada

Accounting Services in Canada

       

       

RELATED INTERNATIONAL INDUSTRIES

Global Accounting Services Tax Preparation Services in the
US

Accounting Services in Australia Auditing, Accounting & Tax
Services in China

Accounting & Auditing in the UK Accounting Services in New
Zealand

Accountancies and Tax
Consultants in Ireland
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Industry at a Glance
Key Statistics

$1.2bn
Revenue

Annual Growth

2015–2020

1.8%

Annual Growth

2020–2025

2.2%

Annual Growth

2015–2025

 

$333.7m
Profit

Annual Growth

2015–2020

-1.1%

  Annual Growth

2015–2020

 

27.5%
Profit Margin

Annual Growth

2015–2020

-4.2pp

  Annual Growth

2015–2020

 

3,802
Businesses

Annual Growth

2015–2020

4.8%

Annual Growth

2020–2025

3.9%

Annual Growth

2015–2025

 

20,073
Employment

Annual Growth

2015–2020

2.5%

Annual Growth

2020–2025

2.6%

Annual Growth

2015–2025

 

$392.2m
Wages

Annual Growth

2015–2020

2.8%

Annual Growth

2020–2025

2.5%

Annual Growth

2015–2025

Key External Drivers % = 2015–20 Annual Growth

2.7pp
National unemployment rate

0.0%
Number of businesses

2.3%
Number of households earning
$100K or more

N/A
External competition for the Tax
Preparation Services industry

 
Industry Structure

POSITIVE IMPACT

  Life Cycle
Growth   Revenue Volatility

Low

  Capital Intensity
Low   Concentration

Low

  Industry Globalization
Low / Steady

MIXED IMPACT

  Regulation & Policy
Medium / Steady   Technology Change

Medium

NEGATIVE IMPACT

  Industry Assistance
None / Steady   Barriers to Entry

Low / Increasing

  Competition
High / Decreasing

 

Key Trends

 Online tax preparation software is rapidly growing

 Online preparation poses a growing threat to the industry

 The average wage for the industry is estimated to grow
slightly

 The number of individuals filing taxes is expected to
continue growing

 Potential changes to tax laws could be beneficial to the
industry

 The industry is expected to contend with intense competition

 The introduction of online tax preparation services has been
the most prominent industry trend over the past five years
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Products & Services Segmentation

 
Major Players SWOT

STRENGTHS

  Growth Life Cycle Stage

  Low Volatility

  Low Imports

  High Profit vs. Sector Average

  Low Capital Requirements

   

WEAKNESSES

  Low & Increasing Barriers to Entry

  None & Steady Level of Assistance

  High Competition

  High Customer Class Concentration

  High Product/Service Concentration

  Low Revenue per Employee

   

OPPORTUNITIES

  High Revenue Growth (2015-2020)

  National unemployment rate

   

THREATS

  Low Revenue Growth (2005-2020)

  Low Outlier Growth

  Low Revenue Growth (2020-2025)

  Low Performance Drivers

  Number of households earning $100K or more



Tax Preparation Services in Canada December 2020

9 IBISWorld.com

Executive Summary Tax time: An expanding labour force is expected to boost demand for
industry services

The Tax Preparation Services industry in Canada has steadily grown over the five years to 2020, driven by an
increasing number of households earning $100,000 or more. The industry provides assistance to individuals and
small businesses in completing, reviewing and filing tax returns. Industry operators review consumer financial
documents, nominate appropriate deductions and claims, review files and send documents to the Canada Revenue
Agency (CRA). As the population grows and more people are expected to file their taxes, demand for industry
services is expected to grow. As a result, industry revenue is projected to grow an annualized 1.8% to $1.2 billion,
with a decline of 1.7% in 2020 alone. The decline in 2020 can be mainly attributed to the ongoing COVID-19
(coronavirus) pandemic. The coronavirus pandemic has caused the domestic economy to tumble in 2020, due to the
massive increase in unemployment and the decrease in corporate profit.

The introduction of online tax preparation services has been the most prominent industry trend over the past five
years. Strong growth of user-friendly online products, coupled with increasing internet capabilities, has enabled
more consumers to complete their returns through tax software. These technological advancements are disrupting
traditional industry operations as more tax filers begin using the assisted tax preparation software such as Intuit
Inc.'s TurboTax product to the benefit of the industry. However, this has also driven individuals to use the free public
online resource, circumventing the industry's operators. The overall increase in competition, in addition to the
negative economic effects from the coronavirus pandemic, has placed downward pressure on demand, lowering the
industry's profit margin as a result.

Over the five years to 2025, industry revenue is forecast to grow an annualized 2.2% to $1.4 billion since the
economy is expected to steadily recover from decreasing unemployment and improving corporate profit. Demand for
industry services is expected to grow as the labour force expands. To compete with the increasing use of online
services, industry operators are also expected to offer value-added services such as financial document compilation
and consulting services. Nevertheless, businesses that offer improved and user-friendly tax preparation software are
expected to have the most success over the next five years.
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Industry Performance

Key External
Drivers

National unemployment rate

The unemployment rate measures the proportion of Canadians aged 16 and older that are currently unemployed
and seeking work. An increase in the national unemployment rate hurts industry performance, as there are fewer
individuals that require assistance filing a tax return. Conversely, as the national unemployment rate declines,
demand for tax preparation services increases. The national unemployment rate is expected to grow in 2020, posing
a potential threat to the industry.

 

External competition for the Tax Preparation Services industry

The industry competes heavily with alternative tax preparation methods. These include full-time accountants and
government software such as NETFILE, a free tax filing program. Increased use of free software and other tax
preparation alternatives causes industry revenue to fall. External competition for the industry is not expected to
worsen in 2020, representing a potential opportunity for the industry.

 

Number of households earning $100K or more

The number of households earning $100,000 or more tends to represent a lot of demand for tax preparation
services in Canada. As the number of households that earn a high income grows, demand for tax preparation
services tends to increase as this creates more demand. The number of households earning $100,000 or more is
expected to fall in 2020.

 

Number of businesses

The number of businesses refers to the total number of companies in Canada with one or more employees.
Although a relatively small market, businesses require assistance from the industry, with document organization and
review. An increase in the number of businesses increases the pool of clients for industry operators, and therefore,
raises industry revenue. The number of businesses is expected to decrease in 2020.
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Current
Performance

Operators in the Tax Preparation Services industry in Canada provide
assistance to consumers and small businesses with their tax returns.

This includes the provision of client income and tax return preparation services, tax planning services and the review
of tax returns and other financial documents. It also includes products that assist or enable individuals to prepare
their taxes. Individuals and businesses are required to fill out an annual tax return, and accordingly, the industry
generates a steady amount of revenue each year.

The industry has grown steadily over the five years to 2020. Operators have experienced an uptick in demand for
industry services as the number of households earning $100,000 or more increases. As more individuals earn a
higher income and disposable incomes rise during the majority of the period, demand for tax preparation services is
expected to increase. However, industry growth has been constrained by rising internet penetration and more online
offerings, which are inexpensive substitutes for industry services. Each year, consumers conduct a larger
percentage of tasks online, including filing tax returns. Software companies such as Intuit Inc. (Intuit) have benefited
from this trend, but government provisions of tax filing software have constrained industry revenue. Overall, industry
revenue is expected to grow an annualized 1.8% to $1.2 billion over the five years to 2020, with a decline of 1.7% in
2020 alone. This decline in 2020 can be mainly attributed to the ongoing situation regarding the COVID-19
(coronavirus) pandemic and the resulting negative macroeconomic effects. The increase in unemployment and
decrease in corporate profit in 2020 are two of the main drivers affecting industry revenue, since people and
businesses are the industry's main markets.

INCREASING EMPLOYMENT SUPPORTS GROWTH

Industry demand is strongly linked to the unemployment rate and size of
the labour force.

An increase in the number of employed workers leads to a greater demand for industry services, as workers are
required to fill out tax returns. Moreover, as the unemployment rate falls, per capita disposable income rises and
individuals become more likely to have additional assets and income sources, which lead to more complex tax
returns, and consequently, a greater need for tax professionals.

Overall, the industry has generally benefited from a strong labour market for much of the five-year period, despite
the disruptions caused by the collapse in commodity prices in 2015 and the coronavirus pandemic in 2020. During
the majority of the period, businesses have increased their workforce in response to growing demand, causing
unemployment to decline. Meanwhile, per capita disposable income has followed an inverse trend of the national
unemployment rate, leading to less price sensitivity among consumers that were previously encouraged to file their
own taxes or use less expensive online software. However, with rising unemployment due to the coronavirus
pandemic, the number of employed people and disposable incomes have fallen, causing demand and industry
revenue to slightly fall in 2020.
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ONLINE OFFERINGS EXPAND

Over the five years to 2020, the number of individuals that file their taxes
through platforms and software is expected to grow.

Consumers have increased online capabilities to complete more tasks, such as filing taxes, as internet speeds and
capabilities continue to improve. Online tax preparation software is rapidly growing as consumer preferences shift
away from visiting traditional physical locations. However, even retail offices are taking advantage of tax software to
complete consumer returns. As a result of this trend, brick-and-mortar businesses have lost market share, while
newer industry players such as Intuit have captured a larger share of the market with software. The TurboTax
product offered by Intuit is a user-friendly platform that assists individuals in their tax preparation endeavours. This
type of software has become increasingly commonplace in the industry and has leveraged technology to engage
individuals and grow demand. As a result, Intuit's revenue has outpaced the growth of the industry. Operators are
continuing to scramble to capture a rapidly growing online market for tax returns.

COMPETING SERVICES

Although many businesses offer online tax preparation software and are
growing as a result, online preparation poses a growing threat to the
industry.

The Canadian Revenue Agency (CRA) offers free, electronic tax filing options such as NETFILE. NETFILE enables
consumers to submit their own tax returns for the current year, but does not accept amended returns. The CRA is
increasingly raising awareness of free electronic tax filing options, and such advertising has increased the take-up of
online services. Free online services have begun to constrain industry growth to a certain extent. Although it has
attracted users for being free, the product is significantly inferior to the industry's products and services, which has
limited its negative effect. However, free services and inexpensive online offerings have raised price competition for
industry players, placing some downward pressure on the industry's profit margin. As a result of increased external
competition and the negative economic effects from the coronavirus pandemic, the industry's profit margin,
measured as earnings before interest and taxes, is expected to decrease to 27.5% of revenue in 2020.

INDUSTRY STRUCTURE

In 2020, an estimated 57.9% of industry operators are expected to be
nonemployers.

These businesses primarily offer industry services to narrow geographic markets and rely on strong relationships
with clients. As a result of a growing labour force and decline in unemployment during the majority of the period, the
number of enterprises in the industry is expected to grow an annualized 4.8% to 3,802 companies over the five
years to 2020. This is primarily driven by nonemployers entering the industry, as many workers that were once
employed at other businesses have decided to start their own business, enticed by the new software available to tax
professionals. Industry employment is expected to grow at a comparatively slower rate as the use of online software
has lowered the need for industry employees. Industry employment is expected to grow an annualized 2.5% to
20,073 workers over the five years to 2020. Additionally, the average wage for the industry is estimated to grow
slightly, but remains low as most of the employees in the industry are part-time seasonal workers that are hired for
tax season.
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Historical Performance Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Number of
businesses

(Million)
2011 932 590 2,789 2,559 16,403 N/A N/A 291 N/A 1.20
2012 964 605 2,784 2,548 17,236 N/A N/A 305 N/A 1.20
2013 999 649 2,859 2,605 16,712 N/A N/A 305 N/A 1.20
2014 1,039 684 3,009 2,671 17,145 N/A N/A 324 N/A 1.20
2015 1,111 715 3,390 3,011 17,719 N/A N/A 342 N/A 1.30
2016 1,139 705 3,578 3,186 18,149 N/A N/A 354 N/A 1.30
2017 1,157 720 3,752 3,363 18,586 N/A N/A 363 N/A 1.30
2018 1,189 759 4,073 3,647 18,957 N/A N/A 373 N/A 1.30
2019 1,234 787 4,126 3,687 20,069 N/A N/A 393 N/A 1.30
2020 1,213 751 4,243 3,802 20,073 N/A N/A 392 N/A 1.30



Tax Preparation Services in Canada December 2020

14 IBISWorld.com

Industry Outlook
Outlook The Tax Preparation Services industry in Canada is expected to continue

growing over the five years to 2025.

Recovering macroeconomic health will likely result in even more industry volatility over the next five years.
Furthermore, the quality of tax software is expected to continue to improve, with some operators such as Intuit Inc.
(Intuit) expected to capitalize on this trend through the development of more advanced online offerings. Although
external competition from free government software will likely continue to pose a threat to the industry, the trend in
technology and growth of the labour force is expected to drive industry growth. Overall, industry revenue is forecast
to grow at an annualized rate of 2.2% to $1.4 billion over the five years to 2025.

MORE TAX RETURNS

Over the next five years, the unemployment rate is expected to decrease
from its two-decade peak in 2020.

Consequently, with the growth of the labour force, the number of individuals filing taxes is expected to continue
growing to the benefit of the industry. Since a higher percentage of the labour force may be employed, demand for
industry services is expected to rise, leading a nominal increase in the number of individuals that require tax
preparation services. Additionally, households are not expected to be overly price sensitive as per capita disposable
income is expected to grow over the five years to 2025. However, some will continue to trend toward online
software, including industry alternatives provided by the Canada Revenue Agency (CRA), such as NETFILE.

GROWTH OF SOFTWARE

Companies are also expected to begin marketing more personalized
services to improve perceived value over the next five years to combat the
shift toward online services.

This will include a greater offering of free, value-added services such as financial document compilation and
consulting services. Operators are also forecast to change their financial service product offerings. This will include
pursuing growth through expanding marketing efforts to include different demographics and offering other incentives
such as reduced service fees. Moreover, major players are expected to expand their services through their online
platform products that will increasingly disrupt traditional industry operations. Companies such as Intuit and H&R
Block Inc. are projected to further differentiate themselves from the rest of the industry and increase their share of
the market over the five years to 2025.

Potential changes to tax laws could also be beneficial to the industry. Individuals are more comfortable completing
their own taxes when laws are simple. Therefore, an increase in the difficulty of preparing a return is beneficial to
industry operators. For example, the CRA changed the rules for deducting Canada Pension Plan contributions in
2012, which caused some consumers to seek tax professionals to better understand how their returns would be
affected. In 2016, changes were made to Tax-Free Savings Accounts, personal tax rates, donation credits and
investment income earned by Canadian-controlled private corporations. These changes may encourage many
income earners to seek assistance from industry professionals, rather than try to navigate the regulatory changes
themselves.
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PERSISTENT COMPETITION

Despite improving employment levels and the development of new
services, the industry is expected to contend with intense competition
over the next five years.

External competition will likely remain strong from other industries, such as the Accounting Services industry in
Canada (IBISWorld report 54121cCA) and government agencies that provide free electronic tax filing services. The
number of individuals filing taxes online is expected to continue its upward path. The increased access to the
internet will likely only further incentivize consumers to file online, as the ease and convenience provided is nearly
unmatched. Industry operators will be forced to improve their online offerings and compete with free services by
offering consumers the ability to maximize returns through their software.

GROWTH IN OPERATIONS

Over the five years to 2025, the number of industry operators is expected
to grow at an annualized rate of 3.9% to 4,603 enterprises.

Larger companies are expected to win a disproportionate amount of market share due to their online offerings. Since
the industry is expected to grow, the industry's profit margin is also forecast to grow slightly as operators are
expected to endure greater demand for their services. Additionally, industry employment is anticipated to grow at an
annualized rate of 2.6% to 22,830 workers over the next five years.

Performance Outlook Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Number of
businesses

 (Million)
2020 1,213 751 4,243 3,802 20,073 N/A N/A 392 N/A 1.30
2021 1,211 777 4,389 3,941 20,295 N/A N/A 396 N/A 1.30
2022 1,243 794 4,583 4,120 20,892 N/A N/A 407 N/A 1.30
2023 1,281 819 4,760 4,282 21,536 N/A N/A 419 N/A 1.30
2024 1,319 845 4,937 4,444 22,193 N/A N/A 432 N/A 1.30
2025 1,356 866 5,110 4,603 22,830 N/A N/A 445 N/A 1.30
2026 1,392 888 5,266 4,745 23,461 N/A N/A 457 N/A 1.40
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Industry Life Cycle The life cycle stage of this industry is    Growth

LIFE CYCLE REASONS

IVA growth is forecast to outpace GDP growth

Industry services are wholeheartedly accepted by consumers

Industry participation is growing rapidly

The Tax Preparation Services industry in Canada is in the growth stage of its life cycle. Industry value added (IVA),
which measures an industry's contribution to the overall economy, is expected to grow at an annualized rate of 1.9%
over the 10 years to 2025. Meanwhile, Canada's GDP is expected to grow an annualized 1.6% during the same
period. IVA growth that outpaces GDP growth is typically indicative of a growing industry.

While industry services are wholeheartedly accepted by consumers, the manner in which they are furnished has
changed dramatically. The proliferation of online tax services such as Intuit Inc.'s TurboTax has shifted consumer
expectations. Tax returns can be filed and finalized in hours, sometimes for little to no cost. The structural shift in the
industry has encouraged a plethora of operators to enter the industry, as many that once worked for employing
enterprises have decided to launch their own businesses due to the low barriers to entry. The underlying
transformation of the industry is representative of a growing industry that has yet to consolidate its product
segments.
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Products & Markets
Supply Chain Key Buying Industries

1st Tier

Consumers in Canada

Accounting Services in Canada

Key Selling Industries
1st Tier

Office Supply Stores in Canada

Law Firms in Canada

Software Publishing in Canada

2nd Tier

Commercial Leasing in Canada

Internet Service Providers in Canada

Employment & Recruiting Agencies in Canada

Products & Services

  Industry services are specifically focused on the provision of tax return
preparation and filling services without providing accounting,
bookkeeping, billing or payroll processing services.

Consequently, tax preparers in the Tax Preparation Services industry in Canada primarily provide consumer tax
services, including tax preparations and electronic fillings. The industry also generates some revenue through
franchising fees and financial service products.

Consumers use tax preparers because they simplify a necessary and often daunting task. By using tax preparation
service providers, an individual can reduce their taxes and increase their tax refunds. In general, the amount paid by
consumers relates to the complexity of the tax return being filed. The most basic tax preparation services, which
include electronic filing and federal income tax returns, are offered free of charge by many online service providers
or for a nominal rate at retail locations.

In addition, due to the ongoing situation regarding COVID-19 (coronavirus), the industry's services are not expected
to change. However, demand for certain services may fluctuate as a result of coronavirus. For example, client
income and tax preparation services may endure a decline in demand at the physical branches, due to social
distancing protocols. However, this may facilitate a greater demand for assisted software tax preparation services,
as consumers may feel more comfortable doing their taxes from home, while using the most updated software from
industry operators.

CLIENT INCOME AND TAX PREPARATION SERVICES

The preparation of client income and tax return preparation comprises the
majority of industry services.

In 2020, this segment is expected to account for 61.5% of industry revenue. This includes the preparation of taxes in
retail offices or virtually (through the internet or mobile applications) and entails preparing taxes entirely. It also
includes revising tax return files. Professionals view documents and ensure no errors have been made that could
result in a rejection of the filling or auditing as a result of incorrect deductions and claims. This segment comprises
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small operators and nonemployers that offer traditional tax preparing services. Major operators such as H&R Block
Inc. also generate revenue in this segment. Over the five years to 2020, client income and tax return preparation
services have slightly lost ground to assisted software tax preparation services as more consumers use online
preparation systems that can file their documents and help them with each step.

ASSISTED SOFTWARE TAX PREPARATION SERVICES

Many individuals have shifted their habits as technology has increasingly
disrupted traditional operations by offering platforms for people to take
care of their taxes.

Software platforms such as TurboTax from Intuit Inc. have driven this segment over the five years to 2020 and are
expected to account for an estimated 33.5% of revenue in 2020. This trend is expected to continue over the five
years to 2025 as online filing systems become more efficient and customized to user needs.

BUSINESS TAX PREPARATION SERVICES

Business tax preparation services are estimated to account for 5.0% of
industry revenue in 2020.

Small businesses make up a small percentage of revenue as larger operators tend to use accountants to help
maximize returns, enabling the business to focus on its core functions. Nonetheless, industry operators help prepare
income statements, tax returns and supplementary documents associated with returns. Over the past five years, this
segment has remained stable as a proportion of revenue as the number of businesses has remained stagnant, thus
keeping demand from small business owners relatively stable.

Demand
Determinants

Demand for the Tax Preparation Services industry in Canada is primarily
driven by its simplification of tasks most consumers must complete on an
annual basis.

Additionally, tax preparers have specialized knowledge that can increase the amount of money consumers can save
on taxes and maximize the amount of money received from tax refunds. In Canada, over 60.0% of the population
uses tax preparation service providers to simplify returns and maximize refunds.

Seasonality

Industry services are extremely seasonal as taxes are normally due in April for the majority of consumers. Therefore,
the industry experiences a massive uptick in demand between January and April as consumers are able to file tax
returns and, therefore, seek professional assistance. Many companies that provide tax services operate at a loss
during the rest of the year. However, operators have branched out, providing additional services to generate
revenue during the industry's slow months.

Employment

Industry revenue is also driven by a larger number of Canadians that earn income, and thus, are required to file tax
returns. An increase in the Canadian population or employment rate precipitates rising industry revenue as
businesses have a larger pool of clients from which to generate income. Additionally, when consumer income is low,
individuals are more likely to be more price sensitive and try to complete their taxes without professional assistance
or through software. This has become more accessible as technology enables individuals to perform these tasks on
their own.

Laws and regulation

The relative ease of filing tax returns affects industry demand. An increase in laws and regulations surrounding
taxes generally complicates the completion and filling of returns. As tax preparation becomes more complex,
consumers are more likely to turn to professionals to assist them in finishing their annual tax return. Rule changes,
including those related to tax brackets and capital gains taxes, boost demand by creating additional confusion for
the consumer.

However, demand can also be hurt by government provisions such as NETFILE, which is a free electronic tax filing
option for Canadians. The industry receives no revenue from users that use this program and any efforts to make
the program more all-encompassing detract from industry demand.

Macroeconomic environment

In addition, demand for the industry's services depend on the domestic macroeconomic environment. In 2020, due
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to the ongoing COVID-19 (coronavirus) pandemic, demand for industry services is expected to slightly decline. Due
to the increase in unemployment and decreases in the number of businesses, the number of households earning
$100,000 or more and other key economic drivers, operators are expected to endure a slight period of decreased
demand. However, over the five years to 2025, as the economy recovers from the adverse effects of the coronavirus
pandemic, demand for industry services is expected to resume its regular growth pattern and revenue is expected to
increase.

Major Markets

  The Canadian Tax Preparation Services industry's major markets are
segmented by adjusted gross income (AGI), which is used to determine
an individual's income tax liability.

  The majority of all federal income tax returns filed in Canada are for individuals with AGIs of less than $25,000 or
more than $50,000. In addition, the industry provides tax services to businesses, government agencies and
nonprofit organizations.

In addition, due to the ongoing COVID-19 (coronavirus) pandemic, certain markets may endure a period of
decreased demand for industry services. Demand from the industry's major markets may slightly decrease in 2020
due to an increase in unemployment and a decrease in the number of businesses. The more people become
unemployed, the less taxes they will need to file, thus diminishing demand for the industry's services. Likewise, if the
number of businesses decrease, specifically small businesses, demand from the industry's business market
segment is also expected to decrease since less businesses will need to file their taxes.

CONSUMERS WITH INCOMES LESS THAN $24,999

Tax payers in this income bracket rarely pay fees to have their taxes
prepared.

Thus, consumers with an income less than $25,000 are estimated to account for 27.0% of total revenue in 2020.
Consumers in this income bracket are often targeted by retail locations, such as those on main streets, shopping
malls and national chain department stores. Consumers in this income bracket are typically less likely to complete
their own taxes and instead frequent retail stores to complete returns. Over the past five years, consumers with
incomes less than $25,000 have declined slightly as a proportion of revenue. These consumers have more rapidly
switched to online services as they are typically more price sensitive than their higher-income counterparts.

CONSUMERS WITH INCOMES BETWEEN $25,000 AND $49,999

In 2020, an estimated 19.7% of revenue is generated from consumers that
make between $25,000 and $49,999.

Consumers in this category are most likely to take advantage of electronic filing systems such as TurboTax, and
free, government-offered filing systems such as NETFILE. The presence of NETFILE detracts from total industry
revenue from within this category, as consumers with fewer claims and deductions choose to do their taxes
themselves. Furthermore, individuals in this market are still relatively price sensitive and the taxes of individuals
within this range of AGI are more likely to be straightforward and not require premium services. Over the past five
years, this segment has slightly grown as a proportion of total revenue, despite increased use of online systems.
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CONSUMERS WITH INCOMES OF $50,000 OR MORE

Individuals that earn $50,000 or more account for 48.4% of total industry
revenue in 2020.

This market includes consumers with the highest disposable income and, therefore, consumers are more likely to
pay for premium services. Consumers in this income bracket are more likely to have relatively complicated tax
returns because they own a greater amount of assets and other income sources. Such complications increase the
value of obtaining outside filing assistance, and taxpayers in this category pay more on average to file their tax
returns. As the number of people in this category have grown over the past five years, this segment has increased
as a proportion of industry revenue.

BUSINESSES AND OTHER

The industry also provides tax preparation services to small businesses,
which are estimated to account for 4.9% of total industry revenue in 2020.

Tax preparation services are typically only used by small businesses that need tax filing assistance. Larger
corporations tend to use accounting services (IBISWorld report 54121cCA), since they also provide auditing and
assurance services. This segment has remained relatively stable over the past five years, as the number of
businesses remained stagnant over the five years to 2020.

Exports in this industry are    Low and Steady

Imports in this industry are    Low and Steady

There is no international trade in the Tax Preparation Services industry in Canada due to the service-based nature
of activities that tax preparers provide. Over half the industry's operators are nonemployers, which are only able to
perform services on a local basis. Additionally, tax laws differ from province to province and require companies with
extensive knowledge of local taxation laws, deterring international players.
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Business
Locations

  The geographic distribution of operators in the Tax Preparation Services industry in Canada is highly correlated with the overall
population distribution of Canada. More than 90.0% of tax preparation services are offered to consumers and businesses are set
up to cater to consumer convenience. As a result, Ontario, British Columbia, Alberta and Quebec attract the most industry
operations.

Ontario

Ontario is the most saturated of all Canadian provinces, with an estimated 47.4% of total industry establishments in 2020. Ontario
also comprises 38.8% of the Canadian population, attracting many businesses to the region. An estimated 60.0% of
establishments in the region are nonemployers that mainly service the urban hub of Toronto. The province is known for its
manufacturing businesses and its abundance of natural resources.

Alberta

Alberta accounts for 14.2% of total industry establishments, which is slightly more than its proportion of the population. The
province has a large economy that focuses on oil, gas, agriculture and technology. The province has experienced strong growth in
population over the past five years as it generates jobs in these fields. Consequently, more industry operators have set up
operations in the area during the five-year period.

Quebec

Quebec is a significantly underrepresented market with only 13.8% of industry establishments, despite comprising 22.5% of the
Canadian population. The province has an advanced economy that is focused on technology, services, financial and professional
services. As a result, consumers in this province tend to have higher average wages and more assets. These consumers then
tend to use accountants for full taxation assistance or complete their own taxes through NETFILE and other industry software,
rather than retail stores.

British Columbia

In 2020, British Columbia represents an estimated 12.8% of total industry establishments, with 52.1% of operators operating as
nonemployers. British Columbia represents 13.5% of the total population and has large forestry and mining industries. The
province also has growing construction and retail sectors and Vancouver attracts many workers, luring industry establishments.
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Competitive Landscape
Market Share
Concentration

Concentration in this industry is    Low

The Tax Preparation Services industry in Canada exhibits a low level of market share concentration. The two largest
industry operators, H&R Block Inc. (H&R Block) and Intuit Inc. (Intuit), are estimated to account for 33.5% of the
market in 2020. Over the past five years, H&R Block has been a consistent industry leader due to its large number
of tax offices assisting consumers and small businesses across Canada. Conversely, Intuit's industry-relevant
operations have expanded rapidly due to the success of the company's TurboTax product, which enables
consumers to complete their tax returns online for free and at a lower price for certain returns. Although the industry
comprises two major players of note, many small operators participate in the industry. Several of these operators
have been challenged over the past five years, as improvements in online tax services and individuals' increased
familiarity with technology have resulted in more consumers deciding to file their own tax returns. The industry
primarily comprises small local companies with fewer than four employees and nonemployers. However, the
industry's market share concentration is expected to increase as the two major players continue growing their
software products and cater to younger generations entering the workforce.

Key Success
Factors

IBISWorld identifies 250 Key Success Factors for a business. The most important for this industry are:

Experienced work force:
Experienced tax preparers are able to perform larger volume of work and ensure all deductions and refunds are
awarded to customers, which generates future work.

Being part of a franchising chain:
Operators that are part of a franchising chain are able to generate business and credibility among consumers
through brand recognition.

Provision of personalized services:
Small players can gain a competitive advantage by developing a strong relationship with clients.

Having a loyal customer base:
Having a loyal customer base is extremely important for operators because taxing agencies increasingly attempt to
make tax preparation easier.

Level of security provided for client data:
Industry operators contend with a large amount of sensitive information. Operators need to ensure that the
information is secure, especially when providing electronic filing services.

Ability to establish remote work arrangements for employees:
Operators heavily rely on employees for successful operations. The ability to establish efficient remote work is
crucial for operators during the COVID-19 (coronavirus) pandemic to ensure their employees stay safe and are able
to work.
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Cost Structure
Benchmarks

  Profit

The industry's profit margin, defined as earnings before interest and
taxes, is estimated to account for 27.5% of industry revenue in 2020,
down from 31.7% in 2015. Industry operators tend to attract a high
profit margin as tax preparation services are of a high value added.
Over the past five years, the industry's profit margin has declined, while
being subject to two opposing forces. For one, rising unemployment
has precipitated less demand for tax preparation services, due to the
decrease in the number of people that have to file their taxes. In
addition, as a result of heightened demand, there has been upward
pressure on prices for tax preparation at the higher end of the market
where tax returns are complicated and represent high value adds to
customers. The number of operators has grown at a faster pace
however, which has placed downward pressure on prices across all
market segments in the industry. Competitive pressure from tax
preparation software has also weighed on the overall profit margin as
smaller operators have had to reduce fees.

In addition, due to the ongoing situation regarding COVID-19
(coronavirus), the industry's profit margin has decreased in 2020. An
increase in unemployment, a decrease in corporate profit and a
decrease in the number of households earning $100,000 or more have
all affected the industry profit margin in 2020.
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  Wages

Wages represent the industry's largest cost at an estimated 32.3% of
revenue in 2020. Industry labour costs are high because a variety of
tasks are required to be completed by staff, including corporate
administrative functions and actual tax preparation. Furthermore,
employees need to understand tax law and the appropriate refunds and
deductions applicable to different consumers and small businesses.

Labour costs have remained relatively steady during the five-year
period. However, the industry is expected to become slightly more
capital intensive over the next five years as an increasing amount of tax
returns get filed through the use of services such as Intuit Inc.'s
TurboTax. New software and computer capabilities are enabling a large
amount of tax preparation to be handled online and operators are
increasingly pandering to consumers with the limited time they are able
to do their own taxes quickly. Moreover, average wages are low as
many employees work part time to satisfy demand during busy tax
seasons.

 

  Purchases

Purchases are expected to account for 5.2% of industry revenue in
2020, and include basic administrative equipment, computer systems
and communications networks.

 

  Marketing

Marketing is estimated to account for 2.2% of industry revenue in 2020,
as brand recognition remains vital. Large industry operators invest a
large amount of money in attracting new customers and competing
against both small accounting agencies and other large franchised
operators. This includes TV, radio and online banner advertising.
Advertising is the highest at the start of calendar years when tax returns
are nearly due. Marketing expenses for small, local operators are
significantly lower.
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  Depreciation

Depreciation is expected to account for 2.0% of industry revenue in
2020, and is not a significant cost for most operators.

 

  Rent

Industry rental costs are expected to represent 5.9% of total revenue in
2020. Rental costs are relatively high for industry operators as retail
offices are often opened for a short time in prime locations, where they
will attract more consumers. The majority of industry income is
generated in the first half of the year when taxes are due for general
employees and self-employed persons. Major companies typically rent
offices in the middle of urban hubs to attract new consumers that need
their taxes done.

 

  Utilities

Utility costs are expected to comprise 2.5% of total revenue in 2020,
and include telecommunications, electricity and gas costs.

 

  Other Costs

Other costs to industry operators are expected to account for 22.3% of
revenue in 2020, and include administrative expenses, clerical
equipment, legal fees, research and other miscellaneous costs.
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Basis of
Competition

Competition in this industry is    High and the trend is Decreasing

  INTERNAL COMPETITION

The Tax Preparation Services industry in Canada is highly competitive.

The industry involves both large industry players with extensive market share and small, nonemploying operators
that service local areas. Also included in this industry are nonemployers and seasonal workers because demand for
tax preparation services is highest at the start of the year, in line with tax season, before dropping off. Consumers
often opt for the lowest cost tax services providers due to the limited scope of services provided by this industry,
making price a basis of competition. However, companies that go above and beyond in terms of services, often
attract repeat business because consumers will return to a company that they trust. Furthermore, consumers want a
tax preparer that will increase their returns or reduce their taxes by finding possible tax benefits.

Large industry operators also compete based on the number of franchises they have. A larger amount of retail tax
offices generates greater franchise fees. In addition, the number of offices that a company operates can also affect
public perception of the provider. Large businesses that operate on a national basis, such as H&R Block Inc., have a
high level of brand recognition among consumers, which boosts company demand. These companies also spend
significantly more on advertising than small companies and nonemployers. Advertising costs are built into franchise
fees and ensure demand for all industry establishments. Meanwhile, small companies and nonemployers must rely
on word-of-mouth recommendations between consumers. As a result, the large players are expected to keep
growing their market share as they provide affordable, user-friendly products and services. This is expected to
reduce competition in the industry as major players continue to differentiate themselves from smaller operators.

Additionally, the improving quality of broadband speeds and increasing consumer knowledge of technology is
leading to the rapid adoption of electronic filing systems. While large companies have been quick to jump on the
bandwagon, smaller operators do not have the capital means necessary to establish an online system. Industry
operators that provide electronic filing must be able to make quick changes, updating the process as regulations
change. Companies with greater technical resources can generally implement these modifications in a shorter
amount of time. Those with online filing systems act as new competitors for traditional operators because they
provide more convenience to consumers. Consumers do not even need to leave their home to file for taxes.
However, online filing systems do not offer the same level of service as traditional operators. Among companies that
have electronic filing systems, competition on a variety of factors, including ease of use, cost, brand recognition and
support quality, has grown.

EXTERNAL COMPETITION

The industry also competes with other organizations from external
industries.

For example, operators in the Accounting Services industry in Canada (IBISWorld report 54121cCA) provide tax
return services along with general accounting services. Furthermore, the Canada Revenue Agency provides
NETFILE, which is a free online tax preparation program. Many consumers will increasingly use NETFILE to perform
their taxes rather than pay for industry services. Additionally, some consumers are able to file their own taxes on
their own without assistance from industry operators or other tax preparation assistance.

Barriers to
Entry

Barriers to Entry in this industry are    Low and the trend is Increasing
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  There are minimal barriers to entry into the Tax
Preparation Services industry in Canada. However,
success is becoming increasingly elusive for companies
in the industry. The operation of a large-scale business is
not essential to compete. As a result, more than half of
the industry establishments are nonemploying
businesses. These companies are able to easily enter the
industry as long as they have education regarding tax
laws and regulations. Small companies are likely to
service only a small, localized market as their scope does
not cater to many clients or advertising budgets. However,
operators must establish good reputations to compete
with the industry's largest players, which can be difficult
given the large pool of operators in the industry. As a
result, many small companies choose to join, rather than
overtake, the industry's largest operators, all of which are
franchisors. This can pose a barrier in itself, as
franchisors require fees to join their network. Furthermore,
franchisees are generally required to pass tests that prove
their ability to perform as tax preparers.

Barriers to success

The increasing trend toward online software use to
complete tax returns provides a significant barrier to entry
for companies. While some businesses may simply
purchase software to assist them in preparing and filing
taxes, the development of proprietary software is
expensive. Companies may find it difficult over the next
five years to compete with major businesses that offer
software and will therefore struggle to be successful in the
industry. These companies are expected to post a
significantly smaller profit margin as they are forced to
compete on price and relationships with customers.

Barriers to Entry Checklist

Competition High  

Concentration Low  

Life Cycle Stage Growth  

Technology Change Medium  

Regulation & Policy Medium  

Industry Assistance None  

Industry
Globalization

Globalization in this industry is    Low and the trend is Steady

  The Tax Preparation Services industry in Canada has a low level of globalization, with no international trade due to
the service-oriented nature of activities provided by tax preparers. However, all major companies that operate in
Canada are US-based and generally offer services across North America. Additionally, major players, such as H&R
Block Inc. and Intuit Inc., also have operations in the United Kingdom and Australia.
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Major Companies

Major Players H&R Block Inc.

Market Share: 17.7%

  H&R Block Inc. (H&R Block) was founded in 1955 and is one of the world's largest tax service providers. The
company is based in Kansas City, MO, and employs nearly 3,500 full-time staff, in addition to an estimated 80,500
part-time and seasonal employees across its operations in the United States, Canada and Australia. In fiscal 2020
(year-end April), H&R Block prepared 1.9 million tax returns in Canada, representing over 9.3% of the company's
total returns prepared. Although the company maintains a presence in Canada, the majority of its tax offices are
operated under leases, while H&R Block's Canadian executive offices are located in Calgary. In fiscal 2020, the
company generated $2.6 billion in total revenue.

H&R Block generates the majority of its revenue from its tax preparation services segment, while the remainder
comes from the company's business services segment, which also provides consulting and accounting services.
Revenue is primarily earned through fees for tax preparation and related services, which are performed at company-
owned retail tax offices, in addition to royalties from franchisees, sales of tax preparation software and online tax
preparation fees.

The company has focused on its core business of tax services over the past five years. Just prior to the five-year
period, H&R Block sold its subsidiary, RSM McGladrey, which offered assurance and consulting business services
at the time. Prior to the sale, RSM McGladrey accounted for an estimated 22.0% of total company revenue. H&R
Block sold the company to McGladrey & Pullen for $610.0 million in an effort to improve corporate profit margins and
focus on key clients. Despite the lack of headline acquisitions, the company continues to acquire franchisees and
other small competitors in its bid to remain the top player in the industry. Most recently, the company acquired Wave
HQ inc. during the fiscal 2020 year. This acquisition was completed for $553.0 million and is intended to aid small
businesses in the management of their finances.

Financial performance

Over the five years to fiscal 2021, H&R Block's industry-relevant revenue is expected to grow an annualized 1.4% to
$215.0 million. Strong growth in fiscal 2021 is expected as fiscal 2020 proved to show a strong decline due to the
tax filing extensions given to consumers and businesses. Since the company's fiscal year ends in April, fiscal 2020
was not able to recognize all the regular tax filing revenue, since majority of people and businesses chose to take
advantage of the tax filing extension and file at a later date, causing a decline of 20.4% in fiscal 2020 alone.
Exchange rate fluctuations have also been a key factor in company performance during the five-year period, as the
depreciation of the Canadian dollar against the US dollar has significantly influenced the company's reporting
results. The company has continued to lose ground in its ongoing competition to Intuit Inc. and its TurboTax system
and other free online tax return services. As a result, the company has grown below the industry's revenue growth
and well below its main competitor. In addition, the company's operating profit is expected to endure a similar trend
as its revenue growth. The company's operating profit, measured as earnings before interest and taxes, is expected



Tax Preparation Services in Canada December 2020

30 IBISWorld.com

to increase an annualized 0.7% to $26.2 million over the five years to fiscal 2021.

 
H&R Block Inc. (industry-relevant operations) - financial performance*

Year**
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2015-16 200.2 N/C 25.3 N/C
2016-17 195.6 -2.3 27.1 7.1
2017-18 212.0 8.4 42.1 55.4
2018-19 210.1 -0.9 30.2 -28.3
2019-20 167.2 -20.4 0.4 -98.7
2020-21 215.0 28.6 26.2 6,450.0

Source: Annual Report and IBISWorld
Note: *Estimates (Figures are converted from USD to CAD); **Year-end April

Intuit Inc.

Market Share: 15.8%

Brand Names TurboTax

  Intuit Inc. (Intuit) is a provider of business and financial management solutions for small businesses, consumers and
accounting professionals. The company was founded in 1983 and is headquartered Mountain View, CA. Intuit is
widely known for its flagship products, which include QuickBooks, TurboTax, Mint and Turbo. These programs help
businesses and consumers with financial management matters, such as running small businesses, paying bills, filing
income taxes or managing personal finances. In fiscal 2020 (year-end July), Intuit generated an estimated $7.7
billion in total revenue and employed 10,600 workers across the United States, Canada, India, the United Kingdom,
Australia and more.

Intuit's leading programs for professional accountants include ProSeries and Lacerte. However, TurboTax is the tax
preparation service most widely used by consumers. TurboTax enables consumers and small business owners to
quickly and accurately prepare and file their own provincial and federal tax returns. In recent years, the company
has also expanded to offer software designed for smartphones and tablet devices. In fiscal 2020, the company's
consumer tax segment accounted for 41.0% of total company revenue, down from an estimated 43.0% in fiscal
2015.

Intuit has also been active in mergers and acquisitions to increase its market share and product offerings. Prior to
the period, the company purchased Mint Software Inc., a personal finance, budgeting, money management and
financial services firm. Additionally, the company acquired TSheets.com LLC, Exactor Inc., and Applatix Inc. in fiscal
2018 and 2019 in an effort to grow its accounting product segment, which may affect the share of total revenue
generated from the company's consumer tax segment. The company has continued this strategy of extensive
acquisition and expansion activity.

Financial performance

Over the five years to fiscal 2021, Intuit's industry-relevant revenue is expected to grow an annualized 2.8% to
$192.0 million. Increased adaption of computers, an improving Canadian economy during the majority of the period
and more technologically savvy consumers have driven demand for simple, online tax preparation services. The
ease of service and affordability that Intuit's offerings provide consumers has proved to be a big selling point for
many Canadian consumers. The company's TurboTax software is one of the few in the industry, which has led the
company to outpace the industry's growth. Intuit's industry-relevant operating profit, measured as earnings before
interest and taxes, is expected to similarly increase during the five-year period, rising at an annualized rate of 3.4%
to $52.2 million.



Tax Preparation Services in Canada December 2020

31 IBISWorld.com

 
Intuit Inc. (industry-relevant operations) - financial performance*

Year**
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2015-16 166.9 N/C 44.2 N/C
2016-17 176.2 5.6 48.1 8.8
2017-18 184.3 4.6 47.7 -0.8
2018-19 191.7 4.0 52.4 9.9
2019-20 197.1 2.8 55.8 6.5
2020-21 192.0 -2.6 52.2 -6.5

Source: Annual Report and IBISWorld
Note: *Estimates (Figures are converted from USD to CAD); **Year-end July

Other Companies The remainder of the Tax Preparation Services industry in Canada comprises small establishments that typically
service narrow geographic regions. Operators are easily able to enter the industry, as there are few barriers to entry.
Additionally, companies from other industries such as accounting services (IBISWorld report 54121cCA) provide
similar services, thus enabling them to easily cross over and provide industry services.
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Operating Conditions

Capital
Intensity

The level of capital intensity is    Low

  The Tax Preparation Services industry in Canada is highly
labour intensive, as it requires a large amount of work that
must be manually completed. However, this is beginning to
change as new operators, such as Intuit Inc., enter the
market and generate revenue through online systems such
as TurboTax, thereby removing the need for manual
labour. Even companies that provide assistance through
on-location retail stores are increasingly using technology
to help consumers complete tax returns more efficiently.
Nonetheless, labour costs still represent the dominant
expense for industry operators since the bulk of the
industry is composed of small operators and nonemployers
that rely primarily on labour. Overall, the industry is
expected to allocate $0.06 to capital for every $1.00 spent
on labour in 2020.

Over the five years to 2025, industry capital intensity is
expected to increase slightly as companies place an
increasing emphasis on technology to ease the tax return
filing process. Businesses are expected to invest in
developing more software that enables users to
comfortably complete increasingly complex returns, which
will involve programs specifically designed for smartphones
and tablet devices.



Tax Preparation Services in Canada December 2020

33 IBISWorld.com

Technology &
Systems

Potential Disruptive Innovation: Factors Driving Threat of Change

Level Factor Disruptive
Effect

Description

Medium Rate of
Innovation

Potential A ranked measure for the number of patents
assigned to an industry. A faster rate of new
patent additions to the industry increases the
likelihood of a disruptive innovation occurring.

Low Innovation
Concentration

Unlikely A measure for the mix of patent classes
assigned to the industry. A greater
concentration of patents in one area increases
the likelihood of technological disruption of
incumbent operators.

High Ease of Entry Likely A qualitative measure of barriers to entry.
Fewer barriers to entry increases the
likelihood that new entrants can disrupt
incumbents by putting new technologies to
use.

High Rate of Entry Likely Annualized growth in the number of
enterprises in the industry, ranked against all
other industries. A greater intensity of
companies entering an industry increases the
pool of potential disruptors.

Low Market
Concentration

Unlikely A ranked measure of the largest core market
for the industry. Concentrated core markets
present a low-end market or new market entry
point for disruptive technologies to capture
market share.

  The rate of new patent additions to the industry is low. This is combined with a low concentration of innovation. Both factors
being low suggests that new technology entry is slow and widespread, which limits the threat of disruptive threats hurting
leading industry operators.

This technology trend is underscored by structural factors that support new entrants. An accommodative structure can
create a situation where small entrants can focus on less profitable albeit innovative industry entry points. Or, large
operators in other industries can leverage expertise in other areas to enter the industry from a new angle.

Major market segments for industry operators are relatively diversified. The spread of market segments suggests that there
are limited entry points other than those already served my incumbent operators.

The Tax Preparation Services industry in Canada endures significant external
competition from similar service industries and is therefore exposed to several
sources of technological disruption that could shift away demand from the
industry.

Consumers and small businesses require tax preparation services, but their potential solutions are numerous.
Technological advancements in software and platforms that enable consumers to carry out their tax preparation themselves
pose as a major technological disruption that has yet to make a significant dent on the industry. Moreover, developments in
the public government software offered by Canada's federal entities pose as a major disruption since this has the potential
to make tax preparation services for small businesses and consumers obsolete. These threats have forced major operators
to innovate their products and software platforms to become increasingly user friendly and value added for businesses and
consumers seeking to carry out their tax preparation with the aid of software. As a result, no major technological disruptions
have unfolded over the five years to 2020, but could intensify over the five years to 2025.

The level of technology change is    Medium

  The Tax Preparation Services industry in Canada has a medium level of
technological change.
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Industry operators continue to complete the same type of work, but many have become reliant on software to organize files
and documents. Furthermore, businesses are increasingly offering software directly to consumers and small business
owners so that they are able to complete taxes without employee assistance.

Electronic filing

Tax preparation software has existed since the 1980s.

However, its popularity significantly increased during the 2000s as electronic filing became more common due to improving
internet speeds and widespread internet access. Furthermore, companies are increasingly working to develop more user-
friendly interfaces and functions so that consumers with minimal accounting knowledge are able to complete taxes.
Software platforms to assist tax preparation have grown significantly over the past five years and have begun to disrupt the
traditional form of tax preparation services through pioneers such as Intuit Inc. and H&R Block Inc.

The use of electronic filing has quickly become an industry standard because it minimizes the risk of human error and it
enables documents to be instantaneously transferred to the Canada Revenue Agency (CRA). Furthermore, users typically
have a better experience because tax refunds are provided faster and consumers are not forced to set appointments at
retail office locations. Additionally, tax preparation performed through electronic filing is often offered at a low cost or even
free. This includes services such as preauthorized debit (PAD), which is an online self-service option offered by the Canada
Revenue Agency. PAD enables taxpayers to authorize the CRA to directly withdraw predetermined amounts from an
individual's bank account on specific dates.

NETFILE

NETFILE is an electronic tax filing option provided by the CRA.

NETFILE enables individuals to file their own personal income taxes directly to the CRA using the internet. The service can
only be used to transmit an individual's own taxes and cannot be used on behalf of clients. This system provides an
affordable way for users to submit their own taxes. However, NETFILE detracts from industry revenue as it competes with
industry operators.

Revenue
Volatility

The level of volatility is    Low

  The Tax Preparation Services industry in Canada is characterized by a low
level of revenue volatility.

Industry services are relatively inelastic as tax filings are required to be submitted every year. Higher rates of
unemployment may reduce demand for services because individuals with no incomes do not need to file a return, but it is
not a significant driver of revenue volatility. Additionally, increasing use of online tax filing systems offered by the federal
government, such as NETFILE, also reduce demand. Nonetheless, the industry has continued to grow over the five years
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to 2020.

Over the next five years, industry revenue is forecast to continue to grow consistently. The unemployment rate is expected
to decrease slightly over the next five years, which may slightly increase demand, as the share of the population that will
require assistance with tax returns may increase. However, this is not expected to cause significant volatility. Growth is not
expected to fluctuate much over the next five years, as businesses compete on price and user experience to attract new
users.

Regulation &
Policy

The level of regulation is    Medium and the trend is Steady

There is a medium level of regulation in the Tax Preparation Services industry
in Canada, which has remained steady over the past five years.

The Canada Revenue Agency (CRA) is the administering body of tax laws for the Government of Canada for most
provinces and territories. The CRA also oversees various social and economic benefit and incentive schemes delivered
through the tax system. The CRA is responsible for numerous acts, regulations, tax conventions and treaties, forward
regulatory plans and departmental actions that reduce red tape.

INCOME TAX ACT

The Income Tax Act requires that income tax be paid for each taxation year by
every person that is a resident in Canada at any time in the year.

The CRA requires that taxation is determined by the total amount of the taxpayer's income, other than taxable capital gain
from the sale of property, from a source inside or outside Canada. The act also includes several divisions and subdivisions,
including the computation of income, taxable income, taxable income earned in Canada by nonresidents, tax, minimum tax
and special rules. Tax preparation service providers need to be aware of these different rules regarding the disposition of
property and minimum taxes so that consumers receive the correct return and do not have punitive legal measures.

INCOME TAX REGULATIONS

Income tax regulations refer to laws regarding tax deductions, information
returns, annuities and life insurance policies, taxable income earned in a
province by a corporation and nonresident taxes.

Tax preparation service providers must be aware of laws regarding deductions and remittances, periodic payments and
specialized regulations regarding elections to increase deductions, partnership return, accrued bond interest and other
matters.

Industry
Assistance

The level of industry assistance is    None and the trend is Steady

The Tax Preparation Services industry in Canada receives no assistance from
tariffs, grants or subsidies.

In fact, the government competes with operators through its free filing system, NETFILE, which is an electronic tax-filing
service that enables consumers to do their personal taxes online and send it directly to the Canada Revenue Agency
(CRA).

In addition, due to the ongoing COVID-19 (coronavirus) pandemic, businesses and consumers were able to get an
extension to pay income taxes. The current date to file your taxes, without being charged a late fee from the CRA, is by
September 30, 2020.
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Key Statistics
Industry Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Number of
businesses

(Million)
2011 932 590 2,789 2,559 16,403 N/A N/A 291 N/A 1.20
2012 964 605 2,784 2,548 17,236 N/A N/A 305 N/A 1.20
2013 999 649 2,859 2,605 16,712 N/A N/A 305 N/A 1.20
2014 1,039 684 3,009 2,671 17,145 N/A N/A 324 N/A 1.20
2015 1,111 715 3,390 3,011 17,719 N/A N/A 342 N/A 1.30
2016 1,139 705 3,578 3,186 18,149 N/A N/A 354 N/A 1.30
2017 1,157 720 3,752 3,363 18,586 N/A N/A 363 N/A 1.30
2018 1,189 759 4,073 3,647 18,957 N/A N/A 373 N/A 1.30
2019 1,234 787 4,126 3,687 20,069 N/A N/A 393 N/A 1.30
2020 1,213 751 4,243 3,802 20,073 N/A N/A 392 N/A 1.30
2021 1,211 777 4,389 3,941 20,295 N/A N/A 396 N/A 1.30
2022 1,243 794 4,583 4,120 20,892 N/A N/A 407 N/A 1.30
2023 1,281 819 4,760 4,282 21,536 N/A N/A 419 N/A 1.30
2024 1,319 845 4,937 4,444 22,193 N/A N/A 432 N/A 1.30
2025 1,356 866 5,110 4,603 22,830 N/A N/A 445 N/A 1.30

Annual Change

Year
Revenue

(%)
IVA
(%)

Establishments
(%)

Enterprises
(%)

Employment
(%)

Exports
(%)

Imports
(%)

Wages
(%)

Domestic
Demand

(%)

Number of
businesses

(%)
2011 -0.80 -1.41 1.30 1.95 -1.15 N/A N/A -1.43 N/A 0.00
2012 3.51 2.52 -0.18 -0.43 5.07 N/A N/A 4.60 N/A 0.00
2013 3.57 7.20 2.69 2.23 -3.05 N/A N/A 0.13 N/A 0.00
2014 4.05 5.47 5.24 2.53 2.59 N/A N/A 6.19 N/A 0.00
2015 6.91 4.54 12.7 12.7 3.34 N/A N/A 5.65 N/A 8.33
2016 2.54 -1.38 5.54 5.81 2.42 N/A N/A 3.39 N/A 0.00
2017 1.51 2.01 4.86 5.55 2.40 N/A N/A 2.71 N/A 0.00
2018 2.75 5.53 8.55 8.44 1.99 N/A N/A 2.69 N/A 0.00
2019 3.80 3.58 1.30 1.09 5.86 N/A N/A 5.44 N/A 0.00
2020 -1.66 -4.52 2.83 3.11 0.01 N/A N/A -0.31 N/A 0.00
2021 -0.20 3.50 3.44 3.65 1.10 N/A N/A 0.84 N/A 0.00
2022 2.62 2.17 4.42 4.54 2.94 N/A N/A 2.88 N/A 0.00
2023 3.04 3.16 3.86 3.93 3.08 N/A N/A 3.07 N/A 0.00
2024 3.01 3.16 3.71 3.78 3.05 N/A N/A 3.05 N/A 0.00
2025 2.75 2.47 3.50 3.57 2.87 N/A N/A 2.84 N/A 0.00

Key Ratios

Year
IVA/Revenue

(%)

Imports/
Demand

(%)

Exports/
Revenue

(%)

Revenue per
Employee

($'000)

Wages/
Revenue

(%)

Employees per
estab.
(Units) Average Wage  ($)

2011 63.3 N/A N/A 56.8 31.3 5.88 17,747
2012 62.7 N/A N/A 55.9 31.6 6.19 17,667
2013 64.9 N/A N/A 59.8 30.5 5.85 18,244
2014 65.8 N/A N/A 60.6 31.2 5.70 18,886
2015 64.4 N/A N/A 62.7 30.8 5.23 19,307
2016 61.9 N/A N/A 62.8 31.0 5.07 19,489
2017 62.2 N/A N/A 62.2 31.4 4.95 19,547
2018 63.9 N/A N/A 62.7 31.4 4.65 19,681
2019 63.8 N/A N/A 61.5 31.9 4.86 19,602
2020 61.9 N/A N/A 60.5 32.3 4.73 19,539
2021 64.2 N/A N/A 59.7 32.7 4.62 19,488
2022 63.9 N/A N/A 59.5 32.7 4.56 19,476
2023 64.0 N/A N/A 59.5 32.7 4.52 19,474
2024 64.1 N/A N/A 59.5 32.8 4.50 19,475
2025 63.9 N/A N/A 59.4 32.8 4.47 19,470

Figures are inflation adjusted to 2020
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Additional Resources
Additional
Resources

Canada Revenue Agency
http://www.cra-arc.gc.ca

NETFILE
http://https://www.canada.ca/en/revenue-agency/services/e-services/e-services-individuals/netfile-overview.html

The Society of Professional Accountants of Canada
http://www.professionalaccountant.org

Statistics Canada
http://www.statcan.gc.ca

Industry Jargon CRA
The CRA refers to the Canada Revenue Agency, which is Canada's administration body for tax laws.

NETFILE
NETFILE is an electronic tax filing option that enables consumers to file their personal income taxes directly to the
CRA.

PAD
Pre-authorized debt (PAD) is an online self service option that permits users to authorize the CRA to periodically
withdraw tax.

Glossary BARRIERS TO ENTRY
High barriers to entry mean that new companies struggle to enter an industry, while low barriers mean it is easy for
new companies to enter an industry.

CAPITAL INTENSITY
Compares the amount of money spent on capital (plant, machinery and equipment) with that spent on labour.
IBISWorld uses the ratio of depreciation to wages as a proxy for capital intensity. High capital intensity is more than
$0.333 of capital to $1 of labour; medium is $0.125 to $0.333 of capital to $1 of labour; low is less than $0.125 of
capital for every $1 of labour.

CONSTANT PRICES
The dollar figures in the Key Statistics table, including forecasts, are adjusted for inflation using the current year (i.e.
year published) as the base year. This removes the impact of changes in the purchasing power of the dollar, leaving
only the "real" growth or decline in industry metrics. The inflation adjustments in IBISWorld’s reports are made using
Statistics Canada's implicit GDP price deflator.

DOMESTIC DEMAND
Spending on industry goods and services within Canada, regardless of their country of origin. It is derived by adding
imports to industry revenue, and then subtracting exports.

EMPLOYMENT
The number of permanent, part-time, temporary and casual employees, working proprietors, partners, managers
and executives within the industry.

ENTERPRISE
A division that is separately managed and keeps management accounts. Each enterprise consists of one or more
establishments that are under common ownership or control.

ESTABLISHMENT
The smallest type of accounting unit within an enterprise, an establishment is a single physical location where
business is conducted or where services or industrial operations are performed. Multiple establishments under
common control make up an enterprise.

EXPORTS
Total value of industry goods and services sold by Canadian companies to customers abroad.

IMPORTS
Total value of industry goods and services brought in from foreign countries to be sold in Canada.

INDUSTRY CONCENTRATION
An indicator of the dominance of the top four players in an industry. Concentration is considered high if the top
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players account for more than 70% of industry revenue. Medium is 40% to 70% of industry revenue. Low is less
than 40%.

INDUSTRY REVENUE
The total sales of industry goods and services (exclusive of excise and sales tax); subsidies on production; all other
operating income from outside the firm (such as commission income, repair and service income, and rent, leasing
and hiring income); and capital work done by rental or lease. Receipts from interest royalties, dividends and the sale
of fixed tangible assets are excluded.

INDUSTRY VALUE ADDED
The market value of goods and services produced by the industry minus the cost of goods and services used in
production. IVA is also described as the industry's contribution to GDP, or profit plus wages and depreciation.

INTERNATIONAL TRADE
The level of international trade is determined by ratios of exports to revenue and imports to domestic demand. For
exports/revenue: low is less than 5%; medium is 5% to 20%; and high is more than 20%. Imports/domestic demand:
low is less than 5%; medium is 5% to 35%; and high is more than 35%.

LIFE CYCLE
All industries go through periods of growth, maturity and decline. IBISWorld determines an industry's life cycle by
considering its growth rate (measured by IVA) compared with GDP; the growth rate of the number of establishments;
the amount of change the industry's products are undergoing; the rate of technological change; and the level of
customer acceptance of industry products and services.

NONEMPLOYING ESTABLISHMENT
Businesses with no paid employment or payroll, also known as nonemployers. These are mostly set up by self-
employed individuals.

PROFIT
IBISWorld uses earnings before interest and tax (EBIT) as an indicator of a company’s profitability. It is calculated as
revenue minus expenses, excluding interest and tax.

REGIONS
Prairies | AB, SK, MB
Atlantic | NB, NS, PE, NL
Territories | YT, NT, NU

VOLATILITY
The level of volatility is determined by averaging the absolute change in revenue in each of the past five years.
Volatility levels: very high is more than ±20%; high volatility is ±10% to ±20%; moderate volatility is ±3% to ±10%;
and low volatility is less than ±3%.

WAGES
The gross total wages and salaries of all employees in the industry.



IBISWorld helps you find the industry
information you need – fast.

With our trusted research covering thousands of global industries, you’ll get a quick and intelligent
overview of any industry so you can get up to speed in minutes. In every report, you’ll find
actionable insights, comprehensive data and in-depth analysis to help you make smarter, faster
business decisions. If you’re not yet a member of IBISWorld, contact us at 1-800-330-3772 or
info@ibisworld.com to learn more.
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