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INTRODUCTION 
 

Haven’t filed your personal or corporate taxes in several years or more?  Thinking of 

catching up with late or unfiled tax returns? 

You want to reduce your tax liability as much as possible as well.  

There are many factors to consider when filing multiple years’ tax returns and/or 

declaring unclaimed income. Every effort to legitimately reduce the amount of tax 

owing for those 'missing' years must be made, and often financial records have to be 

updated first. Sometimes you just have to go with what you have. CRA does that all the 

time. 

  

With the proper preparation, strategies and filing process, your situation may not be as 

bad as you think! 

 

One of the TaxWatch advantages is that we help determine your best options, especially 

concerning responding to Canada Revenue Agency (CRA) protocols regarding tax debt 

collection. 

 

7 POTENTIAL CONSEQUENCES OF UNFILED TAX RETURNS 
 

There are many probable consequences related to unfiled tax returns. CRA will assume 

you are evading payment of taxes. Financial affairs and personal situations can be 

surprisingly sensitive to the lack of current tax filing history.  

Here are some issues that you or your company may experience as a result of not having 

filed your tax returns: 

1. Obtaining Credit. Financial institutions and many organizations that provide 
financial assistance almost always insist on the notice of assessment of corporate 
or personal tax returns to validate income for the purposes of debt repayment 
ability or qualification for program payments. If this independent proof of income 
is unavailable, you may not receive the financing you require at reasonable rates 
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and terms. Spinoffs of this debacle include negative impact on credit ratings, 
delays for receiving benefits, grief to executors and estate beneficiaries, landlord 
problems and not surprisingly, really mad spouses.    
 

2. Noncompliance Affects Other Areas. CPP benefits, old age security payments, 
spouse transfers and tax elections, student loans, GST/HST and child tax benefits 
will be reduced or not available. Personal tax returns of either spouses or 
common law partners have to be filed as family income is an important 
determinant of many calculations and entitlements.  

 
3. You are Presumed Guilty. CRA assumes guilt until taxpayers prove themselves 

innocent. That is the law. Significant costs usually result if CRA takes action - 
warranted or not. Tax payers need to stay ahead of CRA and take advantage of 
the self assessing tax system - complete with valid tax planning opportunities. 

 
4. CRA Will Proceed Against You. Once CRA discovers unfiled tax returns and is not 

satisfied with communication outcomes they often have to get attention by 
issuing notional (estimated) assessments (tax bills). These assessments are valid 
tax debts until you file the correct tax returns. These estimated assessments are 
usually 2 to 3 times what CRA suspects your income to be and will include 
penalties and interest. The collections department will act on these notional 
assessments.   

 
5. Noncompliance Affects Others. Unfiled tax returns will affect spouses or 

common-law partners, business partners and customers. CRA likes group audits 
and may assume that there are likely others in family or business groups who are 
noncompliant. More importantly, if asset ownership or bank accounts are co-
mingled or taxpayers have provided funds (not loans) to non arm's length related 
parties; CRA is quite active in pursuing third parties for one's tax debt.  

 
6. Severe, Debilitating Costs. The cost of tax owing increases relentlessly with the 

application of negligence  penalties, late filing penalties, interest on unpaid 
installments, interest on unpaid taxes, and interest on penalties. Assuming 
penalties and interest are applied in the usual CRA practice, you can expect your 
tax debt applicable to each year in arrears to double every eight years. Late filing 
penalties and gross negligence penalties are 'hard' penalties and quite difficult to 
dispute if the facts are not in the taxpayer's favour.  

 
7. Transferring Assets. It bears repeating - transferring assets to non arm's-length 

parties (spouses, family and partners) will create jeopardy for the people who 
have received assets from you for what CRA will assume are for purposes of tax 
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payment avoidance. In other words, CRA collections will demand information 
from you (which you must provide) that will inform them of assets that you have 
hidden or transferred. There exists legislation regarding fraudulent conveyances. 
 

 

 

YOU CAN COUNT ON CRA TO… 
 

 Use their computer technology to data mine information in search of non-filers. 

This includes their matching program (T - slips and other reports by third parties 

such as subcontractors and domestic and international financial institutions). CRA 

will also use their technology and overwhelming information gathering authority 

regarding the records of third parties such as financial institutions, property 

records, snitch line information, partnership reports, and numerous other 

information gathering techniques. It is no coincidence that personal and 

corporate tax returns are all electronically processed and include many content 

lines that require mandatory disclosure of business numbers, social insurance 

numbers and details of transactions.  Although CRA has limited resources, they 

are quite sophisticated and relentless in using the power and information that 

they have. You cannot count on their lack of resources to escape notice - CRA has 

all the time in the tax world. New legislation introduced provides CRA with even 

more investigative tools - especially demanding information from third parties. 

 

 Assess penalties in almost every instance of noncompliance. Late filing penalties 

are automatic and punitive if repeated noncompliance occurs. For example, late 

filing penalties are 5% (of the unpaid tax and CPP) for late filing plus 1% per 

month for a maximum of 17%. However, the habitual non-filing of late tax 

returns can result in the maximum 50% for these late filing penalties. 

 

 Issue assessments based on the information they have available. They will not 

likely consider as relevant any good reasons you think you have for non filing. 
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Even if you have no assets CRA is obligated to take action. Then their collections 

power steps in.  

 

 Assess you or your company for not charging GST/HST once annual income for 

any year is over $30,000. GST/HST issues will also be relevant if you are self-

employed and, even if you have no GST number. CRA will hold you personally 

liable for GST or payroll withholding taxes and sometimes even for unpaid 

corporation income taxes if you are a shareholder. 

 

 Expect you to remain absolutely current with present and future tax filings and 

tax debt. Their policy seems to be that current tax debt is very important and 

payment on that is a lot less negotiable than tax debt in arrears. 

 

 

FOUR THINGS YOU MUST CONSIDER  
 

1. It’s a Self-Assessing System. It is not a good strategy to let CRA take the first 
steps against you for non-filing. They can issue estimated assessments based on 
income information they have, disallow expenses unless proven, and complete 
estimated net worth assessments against you. Once CRA takes these first steps 
against you it can be time-consuming and costly to dispute. It is always better to 
self-assess as quickly as possible because CRA will always try to place the onus of 
proof on you to disprove their assumptions.  
 

2. It Doesn’t Have To Be That Bad. If there are many years of non filing, all is not 
lost. If you have deliberately not declared income or fabricated expenses, you can 
still file tax returns or request adjustments to prior returns. If you have simply not 
bothered to file tax returns, there are advantages to gathering your income and 
expenses for multiple years so the big picture is available. Depending on 
accounting practices, timing of transactions, a mixture of personal and corporate 
debt, family situations, and a multitude of other considerations, your tax liability 
may not be as bad as you perceive.  

 
3. HST. HST is applicable in Ontario (13%) and the Maritime provinces (13% except 

PEI is 14% and Nova Scotia is 15%) and if you have not charged or reported HST 
the risk is much higher because HST rates are higher than GST (5%) alone. 
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4. Payment Options. It is almost a never-ending financial whirlpool if you do not 

have cash to pay tax debt that is in arrears. Usually you have to earn income, pay 
tax on the income and then have the after-tax amounts available to any past tax 
debt. This means that if you owe $10,000 in back taxes, you'll probably have to 
first earn possibly $15,000 to pay any tax arrears. The key strategy is to estimate 
your tax and GST/HST liability (including potential late filing penalties and related 
interest) and determine payment options in advance. TaxWatch can discuss these 
issues with you. 

 
 

SIX WAYS CRA MAY FIND YOU 
 

You are at risk of discovery by CRA for unfiled tax returns if: 

1. You have a spouse or common-law partner. This partner normally has to include 
their spouse or common-law partner's income on their own tax returns. 
 

2. You receive any T-slips for income earned, investment income and/or partnership 
income. 

 
3. You work for someone who uses the payments made to you as a tax deduction 

themselves. They are subject to audit and CRA will use information they receive 
to check recipients. 

 
4. You have the possibility of a disgruntled partner, employee or acquaintance that 

will suspect or be aware of your late compliance tax issues. 
 

5. Your records of expenses are lacking and your lifestyle and/or bank account 
activities will provide evidence either for or against you. 
 

6. You have joint-ownership, or are part of a group, holding bank accounts, 
investments, business operations, or property. 
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WHAT SHOULD I DO NEXT? 
 

STEP 1 The first thing you will want to know is how much you will likely owe CRA 

and how are you going to pay your tax debt, if any. 

STEP2 After reading this guide contact us and let us help you put everything into 

a perspective where you can make a more informed decision. It is always 

better to know what issues and liabilities you may be dealing with. 

STEP 3  Give yourself credit for coming this far and start step one. 

 

COMPLIANCE - OUR EXPERIENCE 
 

 It is usually not as bad as it seems. 

 CRA cannot prosecute you criminally once you have filed correct tax returns 

before they have required you to do so. It is not illegal to owe tax. 

 Payment arrangements with CRA can be made. However, you should not make 

promises to them that you know you can't keep just to temporarily appease 

them.  CRA collections has rather rigid payment guidelines. It is not a good idea to 

make some tax payments when you know you do not have the resources to pay a 

substantial portion of the tax debt. Consider saving your money for other 

alternatives such as trustee fees. TaxWatch will explain the merits and 

consequences of this situation. 

 Due to CRA's seemingly strict internal protocols, deadlines to provide information 

demanded by CRA are much shorter.  

 There are efficiencies in filing multiple returns at the same time. 

 Payments on tax arrears themselves must be carefully applied. Naturally you 

want to have payments reduce the principal amount first.  
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 One must convince and follow up with CRA to have them apply payments to the 

oldest tax amount outstanding so that the interest is reduced going forward. 

 

IS VOLUNTARY DISCLOSURE NECESSARY? 
 

CRA's special Voluntary Disclosures Program (VDP) was previously a good option to 

consider regarding reduction of penalties and its relief provisions. However, recently 

(2018) CRA has migrated the program to an almost medieval dungeon of punishments 

making it very difficult to comply for approval. Payments of tax owing in advance and 

being automatically disqualified if you are a ‘habitual delinquent’ (multiple years not 

filed) are some of the intolerable realities of VDP. 

Even if you do meet the conditions for application, keep in mind that the VDP does not 

provide 100% certainty that the use of Voluntary Disclosure is going to have the 

outcome you wish.  

The bottom line is that the answer to, "should I apply for VDP?" is, “probably not". We 

will discuss with you if the VDP is worth a try, which could be the case for a few of the 

tax years filed, especially if you are going to file the returns anyway. 

 

NEED TO KNOW 
 

Whatever your reasons are for late filing you absolutely need to know: 

 What the tax liability actually is.  

 What the GST/HST issues are. 

 The likely application of penalties and interest. 

 Where the money is coming from to pay the tax debt or what options await you. 

It is not illegal to owe tax. Your life is more important than your tax debt. 
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With this information you can make better decisions as to what actions you will take to 

actually comply with filing tax returns. Your first move is to have someone experienced 

in late filing issues prepare draft returns for your review.  

 

GET STARTED 

 

We realize you may be in a delicate situation and need someone trustworthy to contact 

about your late filing situation. If you are serious about moving forward in some way we 

would be happy to hear from you and will be straightforward and transparent in helping 

you in the way you that suits your situation the best.  

Call or e-mail (1-877-800-9343 / info@taxwatchcanada.com) for a free consultation 

with experienced and understanding professionals. During that time we are usually able 

define your realistic options and CRA considerations that will lead to the best possible 

outcome for you. It is always manageable and much can be done. 

All information is kept in the strictest confidence. 

 

mailto:info@taxwatchcanada.com

