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A Proposal for Restructuring
the Universal Child Care Benefit

Purpose

The purpose of thisnoteisto propose a
restructuring of the new Universal Child Care
Benefit that will address some of the criticisms
that have been made of the program. The sug-
gested changeswould still achievethe objectives
of the Conservative government and provide
some additional advantages.

I ntroduction

TheUniversal Child CareBenefit (UCCB),
recently introduced by the federal Conservative
government, hasbeen criticized at two levels— at
thepolicy framework level, and at thedesign level

With regard to the policy framework, the
criticism has been that federal financial support
should focus exclusively on the provision of
regulated child care spacesrather than providing
funding to parents. The author does not support
thiscriticismin principle. Regulated child care

is clearly not the preferred or only acceptable
method of child care for many parents in all
circumstances. If thefederal governmentisgoing
tofinancially support the provision of child care,
it isdifficult to see why parents should not be
treated equitably in exercising their choice.

Design Criticisms

Atthedesign level, the UCCB has been
criticized for several design flaws, particularly by
the Caledon Institute of Social Policy [Battle
2006a and 2006b, Battle et al. 2006]:

e the UCCB’staxability mechanism (federal
and provincial/territorial income taxeswill
belevied on thelower-income parent) means
that theprogramwill deliver different amounts
of after-tax benefitsto families of different
types (single parents, one-earner couplesand
two-earner couples) but the same income,
thereby resulting in horizontal inequities.
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e thedimination of the CanadaChild Tax Bene-
fit’syoung child supplement (benefiting mainly
low- and modest-income families) creates
vertical inequity.

e thesetwo design features result in a com-
bined distribution of net benefits (i.e., after
taxesand loss of young child supplement) that
Caledon characterized as “ complex, con-
fusing and inequitable” [Battle et a. 2006:
2]. To avoid these problems, the Caledon
Institute recommended that the $1,200
UCCB be delivered as part of the base
Canada Child Tax Benefit, retaining that
program’ syoung child supplement.

e Another potential design flaw was pointed
out by the Caledon Institute in its pre-
Budget critique of the Choicein Child Care
Allowance, the original name for the
proposed program that became the UCCB
inthe 2006 Budget. Paymentsfrom taxable
income security programs such as Old Age
Security, the Canada/Quebec Pension Plan
and Employment Insurance are counted as
net family income. Because eligibility for
and the amount of benefits from income-
tested programs— e.g., thefederal Canada
Child Tax Benefit and GST credit and
provincial/territorial child benefitsand other
refundable tax credits — are based on net
family income, then increased income from
ataxable program like the new child care
scheme would result in a reduction in
paymentsfrom both federal and provincial/
territorial income-tested benefits. Lower-
income familieswould have been hardest hit
because they are the main beneficiaries of
geared-to-income programs. [Battle 2006a:
3]. Caledon recommended that the federal
and provincial/territoria governmentsexempt
the new child care allowance from the
definition of net income, and the federal
government did just that when it announced

the Universal Child Care Benefit in the 2006
Budget.

e A fourth design issue pertains to how the
provincial and territorial governments decide
to treat the additional incomefrom the UCCB
(%$1,200 ayear) interms of welfare payments.
If social assistance systemsreducetheir bene-
fits by the amount of the UCCB, welfare
familieswill seenoreal gain. However, it
appears that the provinces and territories
intend to exclude the UCCB for purposes of
welfare.

Assessing the Design Criticisms

The different treatment of families of
different types(i.e., single parent families, two-
parent familieswith oneworking parent and two-
parent familieswith both parentsworking) arises,
fundamentally, because the personal incometax
systemisbased onindividual income, rather than
combined parental or family income. Thistaxa-
tion structure haslong been criticized for treating
familiesof different typeinequitably at ageneral
level. By contrast, income-tested child tax cre-
dits in Canada are determined based on com-
bined (net) income of parents, and thisisgener-
ally accepted as an equitable basis of treatment.

The problem of equitabl e treatment under
the UCCB, for example, can be seen by com-
paring thevalue of the benefit for asingleworking
parent and two-parent families with only one
working parent. Sincethe UCCB istaxablein
the hands of thelower income parent, at any fam-
ily income level, the two-parent family would
receive ahigher net benefit. Similarly, compar-
ing two-parent familieswith one earner and two
earners, the single-earner family would retain
ahigher net benefit at any given family income
level.
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It should be noted that the UCCB, with-
out the elimination of the young child supple-
ment, is progressivein nature for single-parent
families and two-earner parent families; that is,
the benefit level declines as marginal tax rates
increase. Somewould arguethat the UCCB is
not progressiveenough; itiscertainly lessprogres-
sivethanthe CTTB. However, thisauthor would
arguethat it isnot completely unreasonablefor
the UCCB (or other benefits for children) to
provide somewhat greater horizontal equity
between families with and without children at
higher income levels, at the expense of greater
vertical equity among familieswith young chil-
dren. Ultimately, this is a matter of personal
views with regard to the appropriate balance
between vertical and horizontal equity.

The third design issue, that the UCCB
could result in areduction in federal and pro-
vincial/territorial income-tested benefits credits,
has been addressed by the federal government?
and anumber of provincia governmentsto date.
Theauthor speculatesthat it ishighly likely that
al provincid andterritoria government will modify
their tax systemsto avoid any reductionintheir
tax creditsand welfare benefits.

The author agrees strongly with the
Caledon Ingtitute’ sargument that the young child
supplement should not have been eliminated.
The young child supplement was created in
order to provide greater equity between parents
with young children who could not benefit from
the Child Care Expense Deduction and those
who can.? Eliminating the young child supple-
ment (worth amaximum $249 annually for each
child age six and under for whom no Child Care
Expense Deductionis claimed) creates greater
inequity between familiesin these circumstances.

It is interesting to note that a windfall
result stemming from the UCCB as a taxable
benefit is that some of the benefit will enrich

provincia andterritorial governments, sincethey
will collect incometaxeson thefederal UCCB.
Thisseemsarather strange way for the federal
government to providefunding to provincial and
territorial governments.

Proposal for Restructuring

My proposal consists of the following
changestothe UCCB:

1. Apply the (marginal) personal income tax
rate at one-half of family incometo determine
the net benefit of the UCCB.

2. Tosimplify administration, basethe UCCB
on family incomeinthe prior tax year, asis
the case with the Canada Child Tax Benefit.

3. Thus, the Canada Revenue Agency (CRA)
could calculate the marginal tax rates (fed-
eral, provincial and territorial) based on one-
half family income, in order to determinethe
of UCCB for the current year.

4. Deliver the net UCCB as an add-on to the
Canada Child Tax Benefit that would not be
taxable by either order of government.

5. Asatax credit, the UCCB deliveredinthis
way would not be included in net family
income and, thus, would not result in a
reduction in other tax credits

6. Theestimated tax payableto the provincial
and territorial governmentswould be used to
help pay for restoring the young child sup-
plement.

This proposal isnot ascomplicated asit
may appear. The Canada Revenue Agency
would do all the calculations, as it does now
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for the Canada Child Tax Benefit (and RRSP
deduction limits).

Let’sreview therationale for the com-
ponents of the proposal:

1. Usingone-half of family incomeasabasis
for determining the tax rate to be appliedin
determining thenet UCCB would providefor
greater equity among families of different
circumstances. For example, it would treat
two-parent familieswith one and two earners
on acomparablebasis. However, compared
to the current system, two-parent families
would get less after-tax UCCB, particularly
those with only one earner. Singleworking
parent familieswould be treated comparably
with two-parent familieswith one earner and
would be better off than now.

In most cases, the calcul ationsto determine
net benefits could be done much more cost-
effectively and accurately by the CRA. There
isno particular reason why the UCCB could
not be based onincomein the previousyear,
asisthe Canada Child Tax Benefit, to enable
the CRA to make the calculations for the
current year.

Oncethese calcul ations have been done, the
UCCB could be delivered along with the
Canada Child Tax Benefit. It should be
noted, in thisregard, that the Canada Child
Tax Benefit and provincial/territorial child
benefitsin many casesare delivered in one
combined cheque even though they are
funded by different governments. Surely, the
UCCB and the Canada Child Tax Benefit,
that are both funded by the same government,
could be delivered in the same cheque.

It is most important to note that the effect
of this proposal is to transform a taxable
benefit, with the personal incometax system'’s

degree of progressivity, into a tax credit.
Thus, progressivity based on personal income
tax rates, rather than that of the Canada Child
Tax Benefit, would be maintained under this
proposal.

Under thisproposal, the CRA could calculate
the provincial and territorial tax payableon
the UCCB for the provinces and territories.

With the UCCB structured as afederal tax
benefit, Ottawa can exercise choiceasto how
to allocate the estimated provincial and
territorial taxesthat would be payable. These
optionsinclude:

(i) Pay thetaxestotheprovincial and terri-
torial governments.

(i) Do not withhold the taxes from UCCB
beneficiaries.

(i) Retainthefundsfor other than child care
purposes.

(iv) Usethe fundsto contribute to arestor-
ation of theyoung child supplement.

Under the circumstances, the author
believesthat option (iv) should bethe preferred
choice under this proposal.

Summary

The author does not have accessto either
the data or analytical tools to properly assess
the financial implications of the proposal out-
lined abovefor restructuring the UCCB at either
thefamily or the overall fiscal levels. However,
the proposal offersanumber of advantages over
the current design and does not require any
significantly new administrative processes for
implementation. Moreover, it would not com-
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promisethe basic objectives of the Conservative
government underlying the measure. Hopefully,
the federal government will see fit to further
explorethisproposal.

Richard Zuker

Richard Zuker, a former Finance Canada
official, is a consultant on social and inter-
governmental fiscal matters

Endnotes

1. In fact, the method that will likely be employed
to avoid this problem, will involve a small innovation
to the personal income tax system. In particular, it
will require reporting the UCCB as part of taxable
income but not part of net income, which isthe income
measure generally used to reduce tax credits. This
will require creating anew line on theincometax form
below net income but before taxable income. The
innovation will be that this will be the only line item
in this category that will involve an increase, rather

than a decrease, in net income in computing taxable
income.

2. In the author’s view, the weakest link in terms of
equitable treatment of parentswith regard to child care
is the Child Care Expense Deduction, which is highly
regressive. This Deduction should be restructured as
atax credit or, ideally, all federal government supports
for child care should be better integrated with aview to

more equitabl e treatment of familieswith young children.
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